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Executive Summary

University Finances

A brief glance at total funding for universities over time appears to show that
their finances have rarely been better. Total income has increased dramatically
over the past decade, rising from £12 billion in 1998-99 to £23 billion in 2007-
08. However, if we look at the unit of funding for teaching over time, it is clear
that universities still receive far less money per student than they did 20 or 30
years ago. Funding per student fell from around £9,000 at the end of the 1980s
to around £5,500 in 1997. Since then it has lifted significantly (it is expected
to be around £7,000 by 2009-10) but it still remains well below historical lev-
els of funding, and many universities argue that it falls far short of their real
teaching costs.

Years of chronic under-funding have had a number of serious consequences
that are still being felt today. Buildings were allowed to decay as necessary
infrastructure projects were put on hold and academic pay fell far behind levels
in other developed countries, making it harder to attract and retain the best
staff. Student to staff ratios also rocketed up. From a starting point of around
8:6 students to staff in 1975-76, data from the Higher Education Statistics
Authority (HESA) now puts the number of students to teachers at 16:4 for
2007/08." As a result institutions have increased the size of student teaching
groups, pulled in a wider range of staff to teach (including postgraduate
students) and replaced some lectures with online resources.? Most negatively a
report for the Higher Education Funding Council for England found that there
has been an effective breakdown of the system of pastoral tutoring in some
cases, a reduction of staff-intensive forms of learning such as laboratory
sessions in the sciences and essay tutorials in the humanities, and cut-backs in
face-to-face feedback.?

There are worse financial pressures to come. Universities will face a ‘perfect
storm’ in funding over the next decade. Public spending cuts are now
unavoidable. The Government’s annual grant letter to HEFCE, strategically
released over the 2009 Christmas holiday, announced the third major cut to
the HE budget over the past 12 months. It signalled an overall reduction of
£915 million, which is believed to represent a 12.5% cut between 2010/11
and 2012/13.* Meanwhile, universities are anticipating much fiercer compe-
tition for lucrative international students, while the expansion of domestic
student numbers has been cut sharply by the Government, and the global
recession is eating into a number of lucrative income pots including endow-
ments, business activity and privately-funded research. Throw rising costs
such as pension liabilities and servicing debt into the mix, and vice-chancel-
lors across the country are forecasting, if not already announcing, significant
staff and departmental cuts.

1 AUT (2005), Packing them in —
The student-to-staff ratio in UK
higher education, p2; email corre-
spondence with HESA, taken from
the 2003/04-2007/08 HESA Stu-
dent and Staff Returns.

2 JM Consulting (2008), The sus-
tainability of learning and teach-
ing in English higher education, a
report prepared for the Financial
Sustainability Strategy Group,
p22.

3 lbid

4 The Guardian Online, University
funding: Shape of cuts to come,

http://www.guardian.co.uk/com-
mentisfree/2009/dec/24/mandel-
son-higher-education-university-f

unding.
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5 Barr N (2009), Paying for higher
education: What policies, in what

order?, London School of Eco-

nomics, p16.

6 In Autumn 2009, Policy Ex-
change emailed vice-chancellors

at a cross-section of English uni-

versities to find out what they

thought about top-up fees, the

cap on fees, mandatory bursaries,

and other issues. We received

over 20 detailed written re-

sponses. This was followed up

with interviews with around 15

vice-chancellors and finance di-

rectors from a cross section of

universities about funding issues

and the shape of the sector in the

future.

7 INCHES (2008), Review of
Higher Education Finance and Pay

Data: Final Report, p48.

What have top-up fees been spent on?
Top-up fees (capped at £3,000 per annum, to rise annually in line with inflation)
came on stream in 2006 and have provided a significant injection of cash for uni-
versities. Overall, universities have generated close to an additional £2.7 billion in
income from top-up fees since 2006.°

Top-up fee income is not hypothecated, and with the exception of spending on
bursaries and new outreach programmes, universities do not marry specific
expenditures on their balance sheets with additional income from fees. This
makes it hard to pin down exactly how these fees have been spent. Moreover,
there has been a resounding and unhelpful silence from the sector on this ques-
tion. If universities are to argue for higher fees in the future, there is no doubt
that the public and politicians will demand that they tell them where fees have
gone thus far. Our research shows that the story is not one of which the sector
needs to be ashamed. It is clear from our survey of vice-chancellorsé that top-up
fees have been spent on a number of areas that are crucial to the quality of provi-
sion and to the student experience in particular. These include bursaries for
poorer students, extra spending on widening participation, new buildings and
student services, and reversing the damaging trend of inadequate staff pay levels,
which had fallen well behind those in other countries and the US in particular.

What will the future look like?

When faced with potential cuts the typical response from the sector is to rush out re-
ports emphasising how much higher education contributes to the economy. Such in-
formation is useful, however, if we are to make a judgement about the impact of
continued under-investment in the sector — particularly if Government funding is slashed
and fees remain at the same level while other major revenue streams are squeezed — we
really need to ask what this funding shortage will mean for students on the ground. As
part of our research we conducted a number of face-to-face and telephone interviews
with vice-chancellors, finance directors and other experts in the sector, and tried to pin
down the sorts of measures they would be forced to undertake in a tightened financial
climate. Our research indicated that we should expect the following:

® Cuts to capital/maintenance costs. Buildings and infrastructure are a long-
term concern, and there is a consensus that this would be the first major
budget line to suffer. The infrastructure for teaching and learning, which
includes buildings, equipment, IT, libraries and services, is the second largest
cost after staff. In the short-term students may not feel these cutbacks, yet they
could seriously damage the reputation of British HE in the long run. As the
JNCHES study explains: “If the higher education infrastructure is not fit for
purpose, attractive, and efficient, fewer students will study in the UK, and UK
universities will fail to attract the research staff they need to recruit.”’

® Cuts to subjects. Inevitably, vice-chancellors and finance directors will look to cut
any remaining ‘fat’ from their institutions, and one of the first places to look will
be underperforming and/or unprofitable departments. This is never a welcome
measure, as vice-chancellors understand the detrimental impact cuts could have
on the brand of the university, as well as the impact on diversity and academic
mix. Departments that may face the axe will include those that fail to secure high

ratings in the Research Assessment Exercise (or the upcoming Research
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Excellence Framework). Some institutions indicated that they would consider
cutting science subjects, which are considerably more expensive to run, with
more extensive facilities, longer contact hours, and smaller class sizes. Some vice-
chancellors we spoke to argued that the costs of scientific research may lead to
the demise of a department in the event of a poor RAE result. But arts and human-
ities subjects, which receive less Government funding, are also likely to face the
axe. Modern languages in particular could be in the firing line.

©® A move away from widening access. A number of vice-chancellors we spoke
to privately admitted that institutional activity peripheral to teaching and
research would come under pressure. This includes outreach programmes and
generous student support packages.

® Increased international students. International students, whose fees are not
capped, are a lucrative source of income for a growing number of universities
across the sector. If funding dropped considerably many universities said they
would be forced to ramp up international enrolments to compensate. Indeed,
some even suggest that taking on domestic students may begin to seem more
of a charitable endeavour in the future. This will have consequences. First, any
dramatic change to the student body will change the culture of that institu-
tion. While few would debate that higher education is now a global activity
and all students will benefit from studying and living with people from differ-
ent cultural backgrounds, if an institution leans too heavily towards
international students, both domestic students and international students
seeking a UK experience will notice the difference. Secondly, there is a
concern that if institutions are under pressure to ramp up international
student numbers the temptation to take students of lower quality will increase.
We have seen this happen in recent years in Australia, where increased inter-
national student quantity has not been matched by quality.

There is no doubt that universities face a difficult and uncertain financial future. We
are concerned that continued underinvestment could lead to a serious deterioration
of quality in the sector. It is crucial that the Government does not see fees as a re-
placement for state funding and an excuse to continue to cut a sector that is of real im-
portance to our economy and society. However, it is right that those who benefit from
higher education — graduates — should have to contribute to its costs. We are con-
vinced that fees will need to rise in the future if we are to protect and improve the stu-
dent experience, and retain Britain’s position as a global leader in higher education.

We urge the Government to make its first move on fees a bold one. It is clear
that if the cap is set at £5,000 or lower, once again the majority of institutions
will charge the maximum fee and no market will be activated. We would argue
that creating a real market in higher education is vital if we are to have a fair
system in which institutions who serve students well are rewarded.

However, we do not think it is appropriate to stick our fingers in the air and
specify a level for the cap here. Such a decision must not be purely political — as
the decision to set the cap at £3,000 in 2003 clearly was. Instead it must be based
upon a proper analysis of a number of different factors including: the real costs
of teaching and the current and future gap in funding, possible new models for
raising additional support e.g. from the private sector, the ‘tipping point’ at which
the fees cap will activate a real market variation across the sector, and affordability

policyexchange.org.uk
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8 Data from UCAS.

for all student regardless of background. Finally there must be a commitment to
radical reform of the student support system, which is currently unsustainable. In
the student support section of this report we recommend a variety of different
ways for the Government to reduce the student support burden to allow for some
movement on fees. Any decision on where to place the fees cap must of course
be linked to how much money such options will raise.

For a full account of university finances please see Chapter 3.

The Student Experience

If fees are to rise there must be a clear commitment from universities to invest in
the student experience. The introduction of tuition fees marked a fundamental shift
in the way students regarded their higher education. For the first time they were
purchasing that education (albeit only covering some of the costs).This meant that
for the first time students had effectively become consumers. Such a notion is dis-
missed by some, but this shift should be a good thing. The arrival of the student
consumer has the power to force universities to think much harder about what
they are offering, and thus to drive up quality.

But for a higher education market to function properly there is a very real need
for students and their parents and teachers to have access to decent, comparable
information with which to make informed choices. There is already a large amount
of data about universities in the public domain, however it is spread between differ-
ent organisations and websites and is often hard to find and understand. Crucially,
some very important data is not collected (or not collected in a sufficiently robust
fashion) and there should be serious pressure from the Government for universities
to provide it. In particular students and parents want information on employment
and salary prospects, contact hours and class sizes. Universities have resisted making
such information available, but without it we will have a market that is not prop-
erly responsive to quality, and instead is driven by historical or ill-informed
opinions about which courses or institutions are good or worthwhile. To read about
the student experience and fees in more detail please go to Chapter 5.

Protecting Poorer Students

Cost must not be an impediment to going to university. There must be a clear re-
quirement for universities to focus on protecting the poorest students, and the
Government must ensure a clear system of financial aid exists and that help is given
to all potential students to understand it.

There is clear evidence that top-up fees have not deterred poorer students from
going to university, as the anti-fees lobby predicted they would. In fact in the
second and third years of top-up fees applications soared in England, much more
so than in the years preceding the introduction of top-up fees. Most crucially, the
increase in applications was not just from middle-class students. In the 2007-08
academic year applications in England for students from the three lowest socio-
economic groups rose by nearly 10%, and in 2008-09 climbed by a further 27%.?

The overwhelming evidence suggests that attainment at GCSE and A-Level is
still by far the major predictor for participation in HE. The Government has often
chosen to vilify universities for the failure of the high profile widening participation

8
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agenda, but the fact is that the problem is cemented years before pupils apply to
go to university. The idea that there are huge numbers of under-privileged young
people with the right A-Level grades who are walking away from university — or
being turned away — is quite simply a
myth. The number of students across all

socio-economic backgrounds that go to The idea that there are huge numbers of under-

university is around 95% for those with
the best A-Levels, 90% for those with

privileged young people with the right A-Level

slightly less good A-Levels, and just grades who are walking away from university — or

under 80% for those with 12 A-Level
points or less.® Participation for
students with three grade Bs and above
is practically identical for the richest 20% and the poorest of the population,
although overall there is a difference in participation of around 30% for the two
populations.

Nonetheless, universities should continue their attempts to reach out to poorer
students, and in particular must ensure that poorer students who are qualified to
go to university are not deterred by cost — or the perception of cost.

Bursaries

A fundamental principle of fair admissions is that they should be ‘needs-blind’. In
other words, those choosing who comes to the university make their decisions
based upon academic merit and not upon whether an individual can afford to pay.
Many universities argue that as long as fees do not have to be paid upfront and an
adequate loans system is in place, with students not repaying until they graduate
and are earning a reasonable wage, then needs-blind admissions will be safe-
guarded. In theory this is true, however, in practice we argue in this report that
needs-blind admissions is more complicated, and a financial deterrent effect exists
regardless of adequate loan provision. We know from evidence both here and
abroad that the perception of cost can have a greater impact on students than the
actual cost of going to university, in particular for those from less-privileged back-
grounds. Thus ensuring a fair system of loans for all students, and making sure
that people understand how the loans scheme works is only half of the battle. It is
not enough to expect the Government to continue to shoulder the responsibility
for financial aid through non-repayable grants, which are likely to depreciate in
value over time. We believe that it is strongly advisable to have additional financial
assistance such as bursaries to cushion the burden of cost — and the perception of
that burden — for the poorest students.

The biggest failure of the bursaries scheme has been the failure to explain it
adequately to students and parents, which has led to significant confusion and low
take-up (although this is improving). The Office for Fair Access (OFFA), or
whoever succeeds OFFA as the access regulator, should take a lead on establishing
vastly improved information, advice and guidance about bursaries. Universities
must play a big role in this area. It is not enough for institutions to offer
bursaries, and to distribute marketing material outlining their scheme in an
untargeted fashion. Shockingly half of institutions surveyed by OFFA focused their
efforts on publicising bursaries to students once they had started their course and
were attending university — for many this is too late.'® Instead they should be

being turned away — is quite simply a myth

9 Barr (2009), Paying for higher

education, p25.

10 Callender C (2009), Awareness,

take-up and impact of institu-

tional bursaries and scholarships
in England, report for OFFA. p29.
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11 SLC (2009) Student Support for
Higher Education in England: Aca-
demic Year 2009/10 (Provisional)
Published 25th November 2009,
p2

12 Provisional figures. See SLC
above.

13 HM Government (2009), ‘Stu-
dent Loans Portfolio’, Operational
Efficiency Programme: Asset Port-
folio, p67

making much greater efforts to try to communicate with would-be students before
they make their UCAS application - the stage at which information on bursaries is
most likely to influence their decision-making. Universities must also try much
harder to communicate with advisors in low university participation schools,
particularly in their local area.

We disagree with vice-chancellors who feel they should be allowed to charge
higher fees and walk away from their bursary commitments. We feel strongly that it
is right that universities should play a role in the student support system, and that as
a direct result of earning additional income through higher tuition fees, universities
should make a significant contribution to the financial support of students in finan-
cial need. As part of its review of fees the Government must look afresh at the
structure of the bursary scheme. There are three options that they should consider:

1. Maintain the current mandatory bursary system, with an understanding that
those universities which charge higher fees will be expected to offer more
generous support for those students most in need as they do now;

2. Abolish the current mandatory bursary system and instead require each univer-
sity to make a compact with the access regulator, outlining what financial aid they
will offer, as part of their general access agreement. This would put the onus of
responsibility to prove needs-blind admissions largely on universities;

3. Introduce a national bursary scheme to radically simplify the process. This
could be designed as a set tax on tuition fee income, the same for all univer-
sities, and would supplement the national maintenance grant scheme.

For further details on reaching out to the poorest students see Chapter 6.

Reforming the system of student support

A fact that many in the universities sector seem to be ignoring is that if the student
support system remains as it is, the cap on top-up fees cannot be lifted following
Lord Browne’s review of HE funding because of the damaging effect it would have
on the Treasury’s balance sheet. The system of student support is alarmingly unaf-
fordable and in urgent need of reform. It is time to look at student support with
fresh eyes, to make some tough decisions about how to best support those most
in need, and to repackage government and institutional financial aid more clearly
and decisively. As a starting point, the Government should make it clear that the
main purpose of student support is to help those who are unlikely to meet their
educational goals without financial help. Furthermore, and in light of constraints
on government expenditure, it must be understood that not all students can (nor
should) be fully supported in the same way.

The costs of the present system of student support are very considerable, but
many will be unaware of them. Student loans come with two major government
subsidies attached: a zero real rate of interest and debt forgiveness after 25 years.
Maintenance grants are non-repayable, and the majority of students are eligible
for at least a partial grant.!' The total amount of student support awarded in the
form of loans and grants in 2009/10 was £6.2 billion, up 6.5% on the previous
year.!> The size of total debt outstanding is already £25 billion and predictions
about the future size of the loan book are extremely worrying.!3 It is expected to

10 | policyexchange.org.uk
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rise to £34 billion by 2010/11'* and to £55 billion by 2018.!5 In short, particu-
larly in a scenario where the cap on top-up fees is raised, the size of the loan book
is set to spiral out of control.

In this report we recommend a combination of different changes to the student
support system which will make it more equitable and more acceptable as a use
of taxpayers’ money, as well as making it possible to raise the cap on fees without
an unmanageable cost to the Treasury. We suggest:

1. Introducing a targeted, regulated private loans scheme for selected students
from higher income families, alongside the public loans scheme.

2. Discounts for students who choose to pay their fees early or upfront.

3. Selling off some of the public student loan book debt both now and in the
future.

4. Removing the current ineffective and costly interest rate subsidy on the public
loans scheme.

5. Repackaging and demystifying the entire system of student support.

Some of these options are summarised below, but for full detail please see Chap-
ter 7 on student support.

Introducing a targeted, regulated private loans scheme
We strongly recommend that the Government should consider introducing a tar-
geted, regulated, private loans scheme in tandem with the current public loans
scheme. This private loans scheme would be exclusively for students from the high-
est income backgrounds, but the Government should ensure that banks charge
below the commercial rate of interest so that all students continue to have access
to some sort of subsidised loan scheme. Creating a new private loans scheme for
low risk borrowers would help to reduce the burden of government student loan
debt, and target government financial aid at those who need it most.

Below are some basic principles we believe are integral to its operational and
political success, and to its fairness:

©® Availability: All students must have access to either the regulated, private loans
scheme or the subsidised, public loans scheme. This ensures that everyone who
wants to go to university can afford to, regardless of their financial background,
and no one need take on excessive paid work during term-time (although we
should assume that as fees go up so more students will choose to take on more
paid work to support themselves, as they do in the US and Australia).

© Eligibility: The private loans scheme should only be available strictly to
students from the wealthiest households. Students deemed to be part of this
group will not have access to the public loans scheme. On the flipside, all other
students will have access to the public loans scheme, and will not have access

to the private loans scheme. The Government, in partnership with commercial 14 htp://www.davidwilletts.
o s . . P .uk/2009/10/05, tives-
banks, must try to make it is as clear as possible to all students who is eligible €o-ul/2009/10/05conservatives
will-provide-an-extra-10000-uni-

fOI' Wthh scherne. versity-places-next-year/

©® Why eligibility matters: There are a number of reasons why it is necessary to 15 Hoareau C (2009), Student
loans in the UK, equity and cost

limit the amount of borrowers in this scheme, and why they should come

efficiency, London School of Eco-

from the wealthiest households: nomics, p12
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° First, it is in the interests of students because a) private loans should not
be given to those who cannot afford them, and household income is a
good proxy for ability to repay, especially if the loans have mortgage-
style and not income-contingent repayments, and because b) these
students have a lower risk of default, which enables banks to charge a
lower interest rate;

° Second, it is in the Government’s interest because a) it will make the
scheme politically viable, b) it will minimise the subsidy necessary to
cover part of the risk of default, and c) it will keep the scheme to a
manageable size in order to properly regulate it.

Cost: Banks should charge an affordable interest rate. In other words, some-

thing between the Government’s cost of borrowing (the rate at which students

in the public scheme will be charged under our model) and a normal
commercial loan.

Risk: There should be recognition that risk will be shared in some way

between banks, the Government, the borrower, and certain stakeholders (such

as universities). This risk-sharing arrangement will partly determine at what
interest rate students will be charged.

Transparency: There should be clear guidelines about how banks should

market and operate loans. Keeping to these guidelines will be a strict condi-

tion of participating in the scheme. The Government must ensure there is a

form of oversight to keep banks in check, and act to maximise transparency

and minimise confusion of loan terms and conditions.

We do not attempt in this report to specify exactly which students should be de-

fined as ‘wealthy” and included within this new private loans scheme, because this

would need careful modelling to assess how the means test should operate and

what proportion of students would fall within this particular bracket. This should

be the subject of further work.

Keep interest rates affordable
There are a number of ways to share the banks’ (and hence borrowers”) exposure

to risk in a targeted, regulated, private loans scheme. Some of the most attractive

options include:

1.

Establish a subsidised reserve fund to cover at least part of the cost of default.
This could be funded by a mixture of sources, such as the Government, private
donors or even universities themselves. As a condition of raising the fees cap,
for example, the Government could force universities who charge higher fees
to contribute a fixed amount to the fund for each of their students that take
part in the loans scheme.

Secure a guarantor for the loans. In the current public student loans scheme
the Government acts as guarantor, as all unpaid debt after 25 years is forgiven.
In a regulated private loans scheme the Government could also act as guaran-
tor, although this would have serious implications for Treasury accounting
liabilities due to classification issues, particularly if there was not a reserve
fund. Alternatively a third party, such as the student’s parents, could be used
to guarantee the value of the loan to a major asset, such as a house.

12
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3. Design the repayment schedule to encourage early repayment of loans. It is
desirable to maintain the current income-contingent repayment mecha-
nism as it does not place undue strain on graduates in times of low
earnings, such as during and immediately following study. On the other
hand, from the bank’s point of view it would be much less risky to have a
stable stream of income commencing as soon as possible, such as under a
mortgage-style repayment system. As outlined in this report, there has been a
general decline in parental contributions across all households over time,
however one can assume that this has happened (particularly at the upper end
of the income spectrum) partly because the state student support system has
filled the gap. Those graduates who have private debt are more likely to receive
significant financial support from their parents as they come from wealthier
households which can afford to contribute, and the terms of the loan will give
them more of an incentive to help.

4. Require students to take out life insurance to minimise the impact of death

or incapacity from severe illness or accident.

Full List of Recommendations

Chapter 3
® It is right that the graduates who benefit from higher education should have
to contribute to its costs. We are convinced that fees will need to rise in the
future if we are to protect and improve the student experience, and retain
Britain’s position as a global leader in higher education. Nonetheless, fees
should only be allowed to rise if three basic principles have been met:
1. There must be a clear investment in the student experience
2. Cost must not be an impediment to going to university. There must be
a clear requirement for universities to focus on protecting the poorest
students, and the Government must ensure a clear system of financial
aid exists and that all potential students understand it.
3. There must be fundamental reform to the system of student support. At
present any rise in fees would prove prohibitively expensive for the
Treasury and is simply not realistic.

Chapter 4

® The fees cap should not be removed completely now — although this could
be a long-term aim. Instead higher fees should be introduced in stages, so
that the Government and universities can monitor and deal with the
effects.

® Nonetheless, we urge the Government to make its first move on fees a bold
one. It is clear that if the cap is set at £5,000 or lower, once again the major-
ity of institutions will charge the maximum fee and no real market will be
activated.

Chapter 5
©® While we encourage moves by the Government to ensure that universities
publish a standard set of information about what students can expect from

policyexchange.org.uk | 13
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their university experience, the current steer needs to go much further. The
Government must compel universities to collect data or assist in the collection
of data on employability, salary outcomes, contact hours, class sizes and
teacher numbers, as part of a deal for introducing fees.

In return for higher fees universities should guarantee a significant investment
of time and resource in maintaining and improving the quality of experience

students will receive.

Chapter 6

The biggest failure of the bursaries scheme has been the failure to explain it
adequately to students and parents. OFFA should take a lead on establishing
vastly improved information, advice and guidance about bursaries.
Universities must make much greater efforts to try to communicate with
would-be students before they make their UCAS application. Universities must
also try much harder to communicate with advisors in low university partic-
ipation schools, particularly in their local area.

We feel strongly that it is right that universities should play a role in the
student support system, and that as a direct result of earning additional
income through higher tuition fees, universities should make a significant
contribution to the financial support of students in financial need. As part of
its review of fees the Government must review the structure of the bursary
scheme.

The Government and institutions must engage with merit aid as a poten-
tial problem. In an aggressive higher education market where
institutions are competing against others in their segment of the sector
for the best students, the temptation to push more money into merit-
based scholarships and away from needs-based aid will be strong. One
option is that as part of the new deal on fees OFFA could set a require-
ment for a certain proportion of institutional aid to be directed towards
need rather than merit across the sector. A lighter-touch alternative would
be to expect universities to demonstrate that they are not significantly
shifting money from needs-based aid into merit aid, as part of their access
agreement.

To help simplify the system of institutional aid for confused students, univer-
sities should refer to all needs-based awards as bursaries, and all merit-based
awards as scholarships. At present the two terms are somewhat interchange-
able and this is very unhelpful.

Universities should be given the responsibility to charge the fees that they
think appropriate (within the Government cap). In return they must demon-
strate that they are offering truly needs-blind admissions, and working hard
to reach out to potential students from poorer backgrounds. We should retain
the system of compelling universities to sign an access agreement with OFFA
in return for charging higher fees.

There is a very real need for an access regulator. This could either be OFFA, or
a replacement organisation with a fresh slate and a clearer function. However,
it is essential that OFFA should be given teeth, so that it is taken seriously in
the sector. The Government should define clearly what will happen if an insti-

tution fails to meet its access requirements.

14
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Executive Summary

Chapter 7

® At present the cap on tuition fees cannot be lifted because the cost of the
student support system is prohibitively expensive. The size of the student loan
book is rocketing out of control. As a matter of urgency the Government must
use the range of policy options available to reduce the amount of loans
outstanding, as well as minimising the current cost of providing public loans.

We recommend the Government acts to:

1. Introduce a targeted, regulated, private loans scheme that cuts students
from the wealthiest backgrounds out of the public loans scheme. All
other students would remain eligible for income-contingent, public
loans. Accelerate the sale of student loans programme, starting with
small tranches of high quality debt, in order to build more market data
and a better platform to sell large parts of the Government’s debt liabil-
ity in the future.

2. Offer a discount for upfront fee payments and early loan repayments.
This will help to reduce the Government’s burden of debt and bring in
private money sooner.

3. Remove the blanket interest rate subsidy and charge something closer to
the government’s cost of borrowing on public loans. This should
include a risk premium to ensure that middle and upper lifetime
income earners shoulder some of the subsidies directed at low lifetime
earners (a form of social insurance), as well as an assurance that real
debt will never rise, in effect protecting low current earnings against
periods of unemployment or poor earnings. The repayment threshold
should be lowered and the repayment rate increased to ensure that grad-
uates pay off their loans more quickly.

4. The Government must repackage and explain the system of student
support to eliminate the mass confusion that currently exists around
fees and loans, bursaries and grants.

Chapter 8

® In the short-term the Government should change the criteria for state support
for part-time students to reflect the income thresholds for grants received by
full-time students. The Government should also extend support to those who
study less than 50% of the full-time course each year, which accounts for over
half of all part-time undergraduate students. At present only 44,000 part-time
students receive any assistance from the Government, and under our propos-
als this would rise to 104,000, an increase of roughly 60,000 students.

® However, in the long-term the Government’s aim should be to go consider-
ably further than this. It is clear that equal access to loans for all undergraduate
students should be the Government'’s long-term aspiration.
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Glossary

The National Union of Students (NUS)

The Office for Fair Access (OFFA)

Student Loans Company (SLC)

Organisation for Economic Co-operation and Development (OECD)
Office for National Statistics (ONS)

Higher Education Statistics Authority (HESA)

University and Colleges Union (UCU)

Higher Education Funding Council for England (HEFCE)
Universities UK (UUK)

Confederation of British Industry (CBI)

Business Innovation and Skills (BIS)

Institute for Fiscal Studies (IFS)

British Universities Finance Directors Group (BUFDG)
Universities and Colleges Employers Association (UCEA)
UK Council for International Student Affairs (UKCISA)
Joint Negotiating Committee for Higher Education Staff (JNCHES)
Quality Assurance Agency (QAA)

Higher Education Policy Institute (HEPT)

National Student Survey (NSS)

Association of University Teachers (AUT)

Public Accounts Committee (PAC)

Student Income and Expenditure Survey (SIES)

Student Finance England (SFE)

Higher Education Bursary and Scholarship Scheme (HEBSS)
Universities and Colleges Admissions Service (UCAS)
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A Brief History of University Fees

The Introduction of Tuition Fees

University fees have been cemented in popular memory as the thorny issue that
nearly toppled Tony Blair’s Labour Government in 2003. In reality, however, dis-
cussions about the need for graduates to contribute to higher education began
many years before. Sir Ron Dearing, who headed the groundbreaking National
Committee of Inquiry into Higher Education, is often cited as the father of fees. His
committee was appointed in May 1996 by the Conservative Prime Minister John
Major, to make recommendations on how the purposes, shape, structure, size and
funding of higher education, including support for students, should develop over
the next 20 years. Crucially, the Committee had bipartisan support, with David
Blunkett, then Shadow Secretary of State for Education, contributing to its terms of
reference. Dearing’s final report, Higher Education in the Learning Society, outlined the
history of higher education funding over the previous 20 years:!

The number of students had more than doubled;
Public funding for higher education had increased in real terms by 45%;
The unit of funding per student had fallen by 40%; and

Public spending on higher education, as a percentage of GDP, had stayed the

same.

The report concluded that students should pay towards the cost of university in
order to help meet the higher education shortfall of £2 billion which was ex-
pected by 2016.2 It argued that the beneficiaries of university education should
contribute to the cost of full-time courses once they could afford to do so. How-
ever, its recommendations for achieving this were relatively tentative. The Com-
mittee called for all students to pay a flat-rate tuition fee of £1,000 — around
25% of the average cost of a full-time course — with the other three quarters
being met from public funds. Importantly however, it established that the fee
must be payable after graduation through long-term loans. The report also warned
that the introduction of the fee should not be accompanied by an abolition of the
maintenance grant which was available for students from lower income fami-
lies. Dearing argued that the grant was the only progressive element encourag-
ing working-class participation in higher education. Instead, he recommended
that a flat-rate grant to cover living expenses should continue to be paid to all stu-
dents, and be topped up with loans.

The Labour Government was elected in May 1997 with a manifesto commit-

ment to bring in tuition fees, arguing that the “improvement and expansion

1 The National Committee of In-

quiry into Higher Education, Sum-

mary Report — A vision for 20

years: the learning society, avail-

able at

https://bei.leeds.ac.uk/Part-

ners/NCIHE/.

2 Ibid
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needed cannot be funded out of general taxation”.> While the Government
accepted the general proposals of the Dearing Report, in a departure from the
specific recommendations, Blunkett, now Secretary of State for Education,
announced proposals for the introduction of means-tested tuition fees in July
1997. Under his proposals, charges for students whose parents earned less than
£16,000 a year would be waived and only students whose parents earned more
than £35,000 would pay the full amount, with the rest paying in proportion to
parental earnings.* Furthermore, Blunkett announced that the student grant of
£1,710 was to be abolished and replaced by income-contingent student loans of
up to £4,000.°

From the outset, the proposals were attacked by teachers, parents and students.
In the lead up to the vote on the Teaching and Higher Education Bill, two Labour
MPs, Llew Smith and John McDonnell, attracted at least 36 names for an amend-
ment to the Bill and instigated a backbench rebellion. This was based largely upon
assumptions that students — and particularly poorer students — would be deterred
from going to university if they were made to contribute to the cost of their
education. In response to the dissent, Blunkett announced concessions in the
Commons stages including raising the upper limit for mature students to receive
financial help from 50 to 55 years of age; a new £1,000 grant for single parents,
sufficient to cover the cost of the tuition fee; and retention of a grant for depend-
ents of mature students.®

Backbench Rebellion
On 8 June 1998, 31 MPs voted against the Government’s Teaching and Higher Education

Bill opposing tuition fees and the abolition of student grants.

“In my own constituency I've had people stopping me in the street, and phone
call after phone call from people shocked that a Labour government should be
doing this” (Llew Smith MP, Labour)’

“Nothing a Labour government does should come between young people and
their desire for education. | campaigned in good faith on 'education, education,
education’” (Tim Dalyell MP, Labour)?

“This is an erosion of the whole principle of the welfare state...| benefited from
a free education...| would find it awfully hard for any MP who benefited by
grants to go into the division lobbies to oppose those grants” (Tony Benn MP,

Labour)?

“Either we support students going to university or we don't. If we don't, it is the

middle classes who will benefit “ (Jeremy Corbyn MP, Labour)®

“Had it not been for the vision of the Labour movement that education was the
liberation of the working classes, | would not have been able to study. Now that
| am a grandfather, | have the duty to give my grandchildren the same oppor-

tunities that | had” (Dennis Canavan MP, Labour)*!
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On 8 June 1998, 31 MPs voted against the Government’s proposed Bill and
another 15 abstained. The Government still managed to secure a majority of 137
and was able to pass the Teaching and Higher Education Act in time for the new
academic year.!?

Following the implementation of tuition fees in 1998, objection continued
with students protesting at over 150 universities across the country.!3> Some
students even refused to pay their fees altogether, following the precedent set by
a group of Oxford University students who withheld payment of their fees until
threatened with suspension'*. The National Union of Students (NUS) backed
students taking their cases to court claiming that universities had effectively
broken a contract with students by not announcing in their prospectuses that they
would be charging fees.

Amidst growing anger and suspicion about the future extension of tuition fees,
‘topping them up’ to nearer the actual cost of providing a course, David Blunkett
said in 2001: “I've made my position clear over the past two years that I am
against top-up fees. But I can now make the Government’s position clear. There
will be no levying of top-up fees in the next parliament if we win the next elec-
tion.”!®

Labour was later re-elected on 7 June 2001 with a manifesto pledge stating that
it would “not introduce top-up fees” and had legislated to prevent them.!¢ To the
outrage of many in the party, within a couple of years this promise had been
tossed firmly out of the window.

The Introduction of Top-up fees

In October 2002, Tony Blair announced a further delay to the review of higher ed-
ucation which was scheduled to be released the following month, but insisted that
he would abide by his party’s manifesto commitment not to introduce top-up fees
in the present parliament. He did, however, decline to promise that he would never
allow extra fees while in office.!” In January 2003, the Government made a mas-
sive U-turn when then Education Secretary Charles Clarke announced his intention
to introduce variable top-up fees for the academic year beginning in 2006. The
White Paper, Financing higher education in the UK, outlined proposals that would allow
universities to charge fees up to the capped level of £3,000 per year (up-rated by
inflation each year) to every home and EU student studying a full-time under-
graduate course. Crucially, the fees would no longer be paid upfront and would be
balanced with a complex package of grants and subsidies for students from low-
income families. The fees would only be repayable after graduation once the indi-
vidual had a job and was earning £15,000 a year.

In return for these higher fees universities would have a clear requirement to
widen access. The Office for Fair Access (OFFA) was launched to lead this agenda.
Each institution would sign an access agreement with OFFA, committing them to
use additional funds raised through fees for bursaries and financial support for
students, and focusing on outreach work with schools as well as giving them
milestones by which to measure progress towards the goal of widened participa-
tion.

Once again Labour immediately came under fire from students and teachers as
well as from MPs in all the major parties, including its own, and faced a second
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backbench rebellion. The key objection to top-up fees was again the idea that they
would put people from disadvantaged backgrounds off going to university.
Opponents were not reassured by the access requirements put in place, nor by the
presence of bursaries or grants, or the fact that loans did not have to be paid back
until a graduate was earning a reasonable amount. In particular, arguments
centred on the assumption that those from poorer backgrounds would be more
debt averse. Frequently, such arguments were based more on emotion and
conjecture than on real evidence, although there were several research papers
published which backed up the fear of debt argument. In practice, as we will
discuss in detail in the chapter on fees and access, fees did not prove to be the
deterrent many predicted. However, at the time a large number of Labour MPs,
including former cabinet members like Robin Cook and Clare Short, felt top-up
fees were sufficiently disastrous to merit defying the Government.

Heated Opposition
“I will never sleep until I get rid of variable fees.” (Dr lan Gibson MP, Labour)*®

“Tuition fees will work against the interests of bright working-class students and
people of moderate incomes. Wild horses would not drag me into the division

lobby to vote for tuition fees or top-up fees.” (Robert Wareing MP, Labour)*®

“Top-up fees are completely unfair and will discriminate against young people
from less well-off backgrounds. | went to university and got a maintenance
grant and rent allowance in vacation. Holiday jobs were for inter-railing. Today,
students cannot make ends meet. No concessions will win me over.” (Helen
Clark MP, Labour)?°

“The fees have penalised hard-working families who simply want their children

to get on.” (lain Duncan Smith MP, then Conservative Party Leader)*

“By introducing top-up fees, the Government has slashed the already limited
chance young people from our most disadvantaged backgrounds have of going

to university.” (Phil Willis MP, Education spokesman, Liberal Democrats)??

Meanwhile, even some of the supporters of top-up fees were angry with the
Government for its decision to cap fees at £3,000. In March 2003, vice-chancel-
lors representing the Russell Group of leading research-intensive universities
united in calling for the proposed cap to be raised. Sir Richard Sykes, Vice-
Chancellor of Imperial College London said: “I don’t think £3,000 is a sensible
cap. It encourages everybody to charge £3,000. I think what we should have tried
to do here is create a top level of £5,000 — institutions may then have charged
anything from £1,000, £2,000, £3,000 or £5,000.”23 Sir Richard had previously
caused uproar among academics and opponents of top-up fees when Imperial
suggested it might charge some students full-cost fees of £15,000 a year.
However, he later acknowledged that Britain was not ready for unlimited fees.
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A freedom of information request by the Times Higher Education Supplement
two years later revealed that the Government had in fact been modelling fees of
£5,000.2* However, presumably the Government decided that this would be a leap
too far politically.

In July 2003, the Government came under further pressure to lift the £3,000
cap when a report by the Education and Skills Select Committee suggested that
fees should be raised to £5,000 to create a genuine market with price differenti-
ation between courses.?* The Committee concluded:

“The evidence we have heard suggests that the differentials in fees charged by universities and
colleges will be small at best and possibly non-existent.We hope that the Government does not
intend to seek to impose a market and believe it would be a very grave error of judgment if it
did so. It would be quite wrong for the Government to act in this way. If a market does not arise
it will be because of the restrictions which the Government has itself imposed, and it must live

with the consequences.”>¢

Giving evidence to this committee, Charles Clarke did indicate that it would be
useful to have some flexibility on the duration of the £3,000 cap and suggested that
the figure could perhaps be set in secondary rather than primary legislation. How-
ever, under growing pressure from opponents the Government retreated and by
November had made assurances that the cap would not be lifted in the lifetime of
the present parliament.?’

The Higher Education Bill was announced in the Queen’s Speech on 26
November 2003. It was expected that the Bill would be published soon after the
Queen’s Speech and that the second reading would be before Christmas.?® Within
hours, Labour MP Ian Gibson tabled an Early Day Motion on top-up fees that
received a massive 185 signatures from MPs. The motion called on the
Government to publish full details of alternative reforms to the higher education
funding system due to fears that top-up fees would impede access from students
from lower-income backgrounds.?” In response, Blair delayed his presentation
until early the next year and embarked on a series of seminars to debate the issue.

On January 8 2004, the Higher Education Bill was presented in the House of
Commons. Charles Clarke presented a raft of concessions to Labour rebels in a bid
to avoid defeat in the Commons later that month. Amendments to the Bill included
an increase in the maintenance grant for the poorest 30% of students, from £1,000
to £1,500, as well as remission on the first £1,200 of the fees and a £300 bursary
from universities.’® An independent review of the £3,000 fee cap was announced
after three years, and it was agreed that any change to the cap required full parlia-
mentary assent. Student loans were to be increased to cover a more substantial
proportion of the cost of living, and a debt forgiveness policy was introduced which
would see all unpaid student debt written off after 25 years.3!

On the 27 January 2004, the Government narrowly won the second reading of
the Bill by a margin of five votes with 72 Labour MPs rebelling, with the vote
attracting further controversy because of the involvement of Scottish Labour MPs
whose constituents were not affected. At its third reading, the Bill cleared the
Commons with a majority of 61 votes, with 18 Labour MPs voting against their
whip.3? Finally, on 1 July 2004 the Higher Education Act was given Royal Assent
and tuition fees came into effect for the 2006-2007 academic year.
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The Future
The independent review of top-up fees, promised as a means of pushing the Bill
through a reluctant Parliament, was launched in November 2009 and will report
by autumn 2010.This was suspected by many to be a neat trick to enable the Gov-
ernment to kick the question of what to do about top-up fees into the long grass
until after the General Election. The review will be headed by Lord Browne, former
chief executive of BP, and includes four members from business, two vice-chan-
cellors and one student representative.33

We hope that our report will provide useful background evidence for this
review, and for the inevitably heated debate that lies ahead. It attempts to bring
the arguments around top-up fees into the open at a time when most discussions
on the topic are held behind closed doors. We will look at the financial situation
universities find themselves in now, and explore what top-up fees have been spent
on, as well as what universities will look like without increased investment in the
future. We will debate the notion of a market in higher education, and look at the
student experience as it is now and ought to be in the future. We will look in
detail at the impact of fees upon access (using evidence from the US as well as in
England) and ask what universities’ access requirements should be if fees are
allowed to go up. Finally, and crucially, we will evaluate the success of the current
student support system, and suggest ways in which it could be adapted to allow
the Government to raise fees, should it choose to do so, without incurring huge
costs to the Treasury.
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2

How Does the Fees System
Work Now?

The Current System

The 2004 Higher Education Act marked a major shift in both the delivery of tu-
ition fees and the system of student support. In order to counter any detrimental
social effects of charging higher fees, the Government implemented a generous
new package of student support in the form of student loans, grants and manda-

tory institutional bursaries.

The New Deal for full-time undergraduate home students in England
Loans — all students are eligible for loans up to the maximum value of tuition fees, which
was £3,225 in 2009/10. All students are also eligible for loans to pay for living costs. The
maximum allowance depends on whether they are living at home or studying in London.
The first 75% of the maximum limit is not means-tested. In 2009/10 the maximum main-
tenance loan for someone living away from home and studying outside London was
£4,950.

Grants — students from less-privileged backgrounds are also eligible for non-repayable
grants to help with living costs. In 2009/10, a full grant of £2,906 was available to stu-
dents with household incomes of less than £25,000, with a sliding-scale partial grant

available to those with household incomes of less than £50,000.

Bursaries — students claiming full maintenance grants are also eligible for mandatory
bursary support from their institution. In 2009/10, the mandatory bursary was £319 for

the poorest students.

Loans

The old flat-rate, upfront tuition fee of £1,200 for full-time undergraduate home
and EU students (with means-tested discounts to those from low-income students)
was replaced with top-up fees in 2006, capped at £3,000 per annum, to rise annu-
ally in line with inflation. Despite being required to pay higher fees, students had ac-
cess to generous government-subsidised, income-contingent tuition fee loans. This
meant that no student or parent had to pay anything upfront, a significant departure
from the introduction of fees in 1998. Students are not required to make repayments
until after graduation, and only once their income rises above a certain threshold. A
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set percentage of their income above the threshold is withdrawn from their monthly
wage through the tax system and transferred to the Student Loans Company (SLC),
who administers all student loans and grants. In 2009/10 this repayment percent-
age was set at 9% of monthly income earned above the £15,000 per annum thresh-
old. “Consequently”, as Callender writes, “the financial burden of tuition has shifted
from students’ parents to graduates, and from the state and taxpayers to graduates.”?*

All full-time, undergraduate home students are also eligible for maintenance
loans to cover some of the costs of their accommodation and living expenses.
These are administered in the same way as tuition fee loans and the amount each
student is allowed to draw out depends on their household income, where they
study in the UK, and whether they live at home. The interest graduates are
expected to pay for both maintenance and tuition fee loans is set at the rate of
inflation, so effectively a zero real interest rate. Students make repayments until
the full amount of the original loan (which could be a combination of tuition and
maintenance loans) is paid. Any remaining debt after 25 years is written off by
the Government. This is an integral part of any progressive government-
subsidised loan scheme which seeks to protect those who do not receive a
substantial personal finance gain from going to university.

It is important to stress some basic principles about the current tuition fee/loan
system which are still not commonly understood:

® No student has to pay their fees upfront, and every student, regardless of their
household income, is eligible for a government-subsidised, deferred, income-
contingent loan;

® Thus it is graduates and not students (or necessarily parents) who personally
contribute to the cost of their own university education;

® Students are charged an incredibly favourable zero real interest rate on their loans
from the time they graduate (not from the time they take out their loan at the
start of their degrees) which is much lower than the Government’s cost of
borrowing, and drastically lower than commercial loans such as credit cards;

® Student loans are unlike any other form of debt, in that any unmet payments
are wiped off by the Government after 25 years, and graduates are not
required to make repayments in times of low earnings;

©® Repayments are administered by the tax office and the SLC, so it is very easy
for graduates to manage and keep on top of.

Grants

Alongside the new generous student loans scheme, the Government reintroduced
means-tested maintenance grants (which had previously been abolished in 1998)
to help reduce financial barriers for those students from poorer backgrounds. Ini-
tially set at £2,700 in 2006/07, maximum grants have increased annually in line
with inflation, so by 2009/10 they were worth up to £2,906.3° Maintenance grants
are assessed on a sliding scale. When household income is £25,000 or less stu-
dents may be entitled to a full maintenance grant. When household income exceeds
£25,000 but does not exceed £34,000, the amount of grant students can receive
will decrease by £1 for every £5 of household income above £25,000. For exam-
ple, household income of £30,000 will be equivalent to a grant of £1,906. When
household income exceeds £34,000 but does not exceed £50,020, the amount of
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grant students can receive is further reduced by £1 for every £15.17 of income
above £34,000. When household income is more than £50,020, students will not
be eligible to receive any maintenance grant.

Bursaries

The third arrow in the Government’s student support bow was to introduce a sys-
tem of mandatory bursaries. The logic was simple: those institutions who wanted to
charge higher tuition fees were required to offset the cost of tuition for the poorest
students. This tied institutions into the system of student support in a way that had
not occurred before. In effect, universities were required to offset their additional
income from tuition fees with a nominal payment that made up the difference be-
tween fees and grants. A minimum bursary level was set for those students in receipt
of a full maintenance or special support grant, initially at around £300.

Bursaries caused a lot of confusion from the beginning, and research into their
origins provides few clues about exactly what purpose they were hoped to serve.
Indeed, many in the sector see bursaries as an afterthought to the Government’s
2003 White Paper on HE, with no documents available before the publication was
released to detail the rationale for their introduction.3” Since then, bursaries have
been touted as a way to remove any remaining financial barriers that students
might face, and integral arm of the institution’s widening participation arsenal.
This conflation of policy goals has ultimately damaged the effectiveness of
bursaries, as well as people’s understanding of them.

Tuition fees, loans (for both fees and maintenance), as well as mandatory
bursaries have all increased in line with inflation since 2006/07, but from
2009/10 only tuition fees and fee loans will continue to do so. This means that
there will be less guaranteed support from both the Government and institutions
for those students who need it most.3® The graph below illustrates the different
types of student support that are available for different household income groups
(not including bursaries).

Figure 1: Financial support available to full-time undergraduates
by income, 2009/10%°
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University Finances and the
Case for Higher Fees

Overview of higher education funding
When considering whether there is a case for UK students investing more in their
higher education, it is useful to begin with some basic principles.

1. Higher education plays an invaluable role in society and the economy, and
maintaining a high level of quality across the sector should be a priority for
government, business and society as a whole.

2. Higher education is very expensive and has changed enormously over the past
few decades. As a necessity universities must continue to draw on a wide pool
of funding to stay competitive in the global market for higher education.

3. While overall income across the sector has grown dramatically over recent
years, funding for higher education remains proportionally low in compari-
son with other wealthy countries, and per student funding is well below the
levels of the 1970s and 80s.

4. Universities continue to evolve and change over time, and the cost pressures
for individual institutions will continue to rise. It is not enough to expect that
historic levels of public and private funding will be adequate to support a
vastly expanded, diverse and globally competitive higher education sector.

How has overall and per student funding for universities changed over time?

A brief glance at total funding for universities now appears to show a real turn for
the better. Total income (and expenditure) increased dramatically over the past
decade, rising from £12 billion total revenue in 1998-99 to £23 billion in 2007-
08. However, if we consider this improved investment alongside the unit of fund-
ing for teaching over time, we can see that universities still receive far less money
per student than they did 20 or 30 years ago. As Figure 2 below shows, funding
per student fell from around £9,000 at the end of the 1980s to around £5,500 in
1997 when New Labour came to power. Since then funding per student has lifted
significantly (it is expected to be around £7,000 by 2009-10) but still remains
well below historical levels of funding.

The UK higher education system is one of the largest and most successful in
the world, and includes more world-class universities than any other country
apart from the US.#° However, when overall funding, both private and public, is
compared to other wealthy countries, it is clear that the UK under-invests in
higher education as a proportion of GDP This has long been lamented by academics
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Figure 2: Government’s planned unit of funding for teaching
(data from HEFCE)*
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Figure 3: Spending on tertiary education as a proportion of
GDP (2006)*
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as a failing on the part of government to fully recognise the value and return of
investing adequately in higher education. Indeed, the sector has lobbied hard
about the economic impact of universities, showing that in 2007 /08 universities
generated £59 billion through both direct and multiplier effects** — this is in
addition to the substantial contribution universities make to raising skill levels in
the economy and boosting the earning premium of graduates. Figure 3 above
shows that the UK higher education sector receives 0.2% less income as a percent-
age of GDP than the Organisation for Economic Co-operation and Development
(OECD) average, and much less than other competitor countries such as the US,

Canada and Australia.
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Today’s universities have very diverse income streams. Non-public income has
risen considerably from the early 1990s as a proportion of total income, and
includes a wide variety of different revenue streams such as tuition fees, private
research funding, consultancy, spin out companies and donations. Between
1994/95 and 2005/06 private revenue rose from around 30% to 40% of total
income.** Over a similar period (1995/06 to 2007/08) funding body grants as
a proportion of total income dropped from 42% to 36%.* Interestingly, the gap
between funding body grants and tuition fees changed very little between this
period, indicating that tuition fees have gone some way to make up for the fall in
funding body grants.*¢ Figure 4 below breaks down total sector revenue for 2007-
08 by different income streams.

Figure 4: Sources of finance for UK universities and colleges
2007-08%
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t

Other fee income £1,461M

Income for non-research services £979M
Endowments £508M

Other operating income £1,314M

The Financial Background to Top-Up Fees
To understand the state higher education finances from 1997 onwards, it is important
to first consider how the sector changed over the previous two decades. As noted ear-
lier, funding per student dropped dramatically during the 1980s and early 1990s.This
was due in large part to a rapid expansion of the student population without a matched
increase in public funding Data from the Office for National Statistics (ONS) shows that
home and overseas student enrolments in the UK at all levels rose from 937,000 in
1985-86 to 2.5 million in 2005/06, an 170% increase in 20 years.* The expansion of
higher education has been a fundamentally good thing, spreading opportunity far be-
yond the privileged few. However, there is clearly a very serious danger that quality
will deteriorate when that expansion is achieved without the necessary investment.

It is worth remembering, that the political desire to expand on the cheap has
certainly not gone away. During the unprecedented scramble for university places
in August 2009, when tens of thousands of students who achieved the required

grades realised that they would be turned away, the Government agreed to provide
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an extra 10,000 unfunded places within the university system.* Many leading
universities refused point blank to accept such a precedent, although as we will
discuss later in this chapter most universities quietly admitted extra unfunded
students anyway. Figure 5 below illustrates both the explosion of full-time equiva-
lent student numbers in England over the past 30 years, in particular since the early
1990s, alongside the dramatic fall in per student funding over the same period.

Figure 5: UK higher education funding and participation, pre-
2006 reforms®°
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This dramatic drop in funding resulted in a number of short and medium term
consequences. First, student to staff ratios (SSRs) rocketed up. There are a number of
different estimates, but from a starting point of around 8:6 students to teachers in
1975-76, data from HESA now puts the number of students to teachers at 16:4 for
2007/08.5' The University and Colleges Union (UCU) claimed in 2006 that average
SSRs had increased from 11:4 in 1990/01 to 18:8 in by 2003/04, while earlier
HESA estimates put the figure as high as 19:4 in 2002/03 before a change in the
way student numbers were recorded.’? Of course, SSRs are not a neat proxy for
student satisfaction, which is likely to depend on a number of additional factors. The
HEFCE Financial Sustainability Strategy Group’s 2009 report on the sustainability of
teaching and learning illustrated this with two case study examples. It said: “In a
social science department which is growing fast, student satisfaction is high — izgtize(rzzi:c)azogﬁ: :: U:r

notwithstanding that this is leading to a squeeze on SSRs and resources. In an engi- Higher Education, p12.
50 Chowdry H (2009), Funding

Higher Education: Issues and Im-

satisfaction is low for a variety of reasons unconnected to staffing ratios which are plications, IFS, p2.

neering department which has seen a long-term decline in demand, student

currently very favourable.”s* Nonetheless, as this report acknowledges, SSRs do show 51 AUT (2005), Packing them in -
. . . . . The student-to-staff ratio in UK
the total amount of academic staff time available per student and this will often have ) R
higher education, p2; email corre-

an impact on the quality of teaching and support students have. spondence with HESA, taken from
the 2003/04-2007/08 HESA Stu-

As we will discuss in the chapter on the student experience, the quality of teach- dent and Staff Returns.

ing, and in particular the size of classes, are a very real concern for students. Whether 52 JM Consulting (2008), p21.

we like the idea or not, students now see themselves much more as consumers 53 JM Consulting (2008), p20.
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purchasing a service, and it is becoming less and less acceptable to stack our lecture
theatres and seminar rooms without thinking about the consequences. It is particu-
larly concerning that the UK’s growing SSRs from the early 1990s onwards are
relatively high when compared to other wealthy countries. Figure 6 below shows
that the UK’s SSR was much higher at the start of the decade than the OECD average
and a number of major countries including Japan, Germany and the US.

Figure 6: OECD ratio of students to teaching staff in universities®
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The second noticeable consequence of the funding crisis was that the level of
academic pay in England significantly lagged behind other countries. There is nothing
more important to the student experience or the quality of teaching than the calibre
(and morale) of teachers themselves, and there is strong evidence to suggest that pay
does have an impact on the quality of teachers that universities are able to attract. As
Schwartz noted in 2003, “the lack of [university] resources available to British univer-
sities is starkly reflected in academic pay”, and Figure 7 below shows that at the end
of the 1990s the UK comfortably trailed Germany, France and Australia, while the US
and Canada were drastically out of reach. As we will discuss later in this chapter, when
top-up fees eventually came on stream in 2006 a new pay settlement claimed a large
proportion of the proceeds. Pay negotiations rumble on today, and vice-chancellors
regard this as an area of financial uncertainty going forward.

The third impact of unfunded expansion was a depreciation of the quality of infra-
structure and the build up of a major backlog in buildings maintenance. Physical
infrastructure is the second largest cost of teaching, making up approximately 15% of
university costs. As a direct result of the unsustainable growth in student numbers
and lack of government funding over the preceding two decades, a major backlog of
maintenance costs was allowed to build up by the start of the noughties. A study of
“Teaching and learning infrastructure in higher education’ published by HEFCE in
2002 found that “the sum required for remedial investment in generic institutional
infrastructure to deal with the issues above is approximately £8 billion, of which 60%

or £4.6 billion is specific to the needs of teaching and learning”.*¢
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Figure 7: Comparison of average academic pay (1998)%’

(at purchasing parity, £000)
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As the 2002 HEFCE report explained, a number of factors combined to create

a situation where the physical infrastructure of universities came to be underval-

ued and under-supported, for the following main reasons:*®

the unit of resource for teaching had declined considerably in the long term;
recurrent funding of research below full economic costs placed enormous
pressures on a wide range of infrastructure (including that for teaching);
capital funding of universities tended to focus on specific projects and ulti-
mately rewarded institutions with poor infrastructure, which proved
unsustainable in the longer-term;

the significant concentration of
1960s and 1970s buildings were
not built to last much after the turn

Government investment has gone some way

of the century; and towards addressing this backlog in infrastructure,

properly integrated teaching and
learning resource strategies were

yet this remains a very real problem, and will

absent in many institutions. undoubtedly worsen if universities’ budgets

continue to be squeezed

As we will see later, Government invest-

ment has gone some way towards ad-

dressing this backlog in infrastructure, yet this remains a very real problem, and

will undoubtedly worsen if universities” budgets continue to be squeezed.

Overall it is worth highlighting these three major trends resulting from the

unfunded expansion of student numbers in the 1980s and 1990s in light of the

current pressures on university funding streams: universities were forced to absorb

efficiency savings wherever they could, and student to staff ratios boomed as a result;

academic pay continued to be under-funded and lagged well behind the levels of

other developed countries; and the stock of buildings and infrastructure was allowed

to deteriorate significantly, creating a major backlog that required future investment.
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Where did top-up fees go?

What additional resource did top-up fees introduce between 2006-07 to 2008-09?
Top-up fees came on stream in 2006 and have provided a significant injection of
cash for universities. Overall, universities have generated close to an additional £2.7
billion in income from top-up fees since 2006 — £460 million in 2006/07, £893.5
million in 2007/08, and an estimated £1.35 billion in 2008/09.5° The 2008 aca-
demic year was the first in which all cohorts of undergraduate students paid top-
up fees, so in this constant state we can expect additional tuition fee income to
remain at over £1 billion at present levels of attendance.

Income from tuition fees varies from university to university. This depends
largely on the proportion of UK and EU full-time undergraduate students the
institution has on its books. An analysis of income dependency for the different
university mission groups, undertaken by the UCU in 2009, found that the
proportion of income earned from ‘tuition fees and education contracts’ — which
includes fees from international students — varied considerably. As one might
expect, in 2007/08 only 19.5% of income for Russell Group universities was
generated from top-up and other fees, compared to 36.2% for Million+ institu-
tions.®® This diversification highlights how vital tuition fee income has become
for a large number of universities, in particular many of the newer universities. As
can be seen from Table 1 below, ‘tuition fees and education grants and contracts’
was the fastest growing income stream between 2000-01 to 2007-08, rising over
100% in England over the seven year period.

Table 1: Main sources of income received by English higher
education institutions (cash terms)®!

Year

2000/01 2007/08 Percentage Change

2000/01 to 2007/08
Funding Council Grants 4,299,885 6,861,061 60%
Tuition Fees and Education Grants and Contracts 2,589,365 5,374,265 108%
Research Grants and Contracts 1,812,384 3,011,248 66%
Other Income 2,121,062 3,732,314 76%
Endowment and Investment Income 245,949 421,303 71%
Total Income 11,068,645 19,400,191 75%

What data exists in the public domain about expenditure of additional income?

Top-up fee income is not hypothecated, and with the exception of spending on
bursaries and new outreach programmes, universities do not marry specific ex-
penditures on their balance sheets with additional income from fees. This makes it
hard to pin down exactly how these fees have been spent. Moreover, there has been
a resounding silence from the sector on this question. It is clear from our conver-
sations with vice-chancellors that many fear the Treasury and others do not un-
derstand that top-up fees were plugging a yawning funding gap for teaching, and
therefore it is hard to deliver a neat list of returns. In addition it is clear that the
2006 pay settlement (and particularly the unexpected hike in pay contributions in
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2008 which we will explore below) ate into the new top-up fee income quite con-
siderably. While this was an essential and long overdue investment, many univer-
sity heads feared that politicians and students would not make the link between
staff pay and the student experience. Their desire to keep quiet about the amount
spent on pay was compounded by a feeling amongst the management of many in-
stitutions that they caved in to the unions too readily in 2006. As David Sweeney,
Director of Research at HEFCE, told education staff at a conference recently: “We
have awarded ourselves enormous great pay rises out of student fees and we haven'’t
spent the money on providing high quality student experience. That is the per-
ception in government and it’s absolutely embedded right up to the PM.”¢2

This underlines the fact that while the sector’s reluctance to explain what fees
have been spent on may be understandable, it has done universities no favours. If
universities are to argue for higher fees in the future there is no doubt that the
public and politicians will demand — quite reasonably — that they tell them where
fees have gone thus far. It is no coincidence that the first call for evidence from
Lord Browne’s independent fees review was on the impact of the introduction of
top-up fees.®

As we will explain, the story is not one of which the sector needs to be
ashamed. It is clear from our own survey of vice-chancellors®*, as well as addi-
tional research, that top-up fees have been spent on a number of areas that are
crucial to the quality of provision and to the student experience in particular.
These include bursaries for poorer students, extra spending on widening partici-
pation, new buildings and student services. The experience of one vice-chancellor
was typical: “The University did not pass on the net additional fee income to
academic schools. As much as you can match specific income to specific expen-
diture, we focused on facilities: refurbishing teaching and learning spaces,
additional funding for advice services, a new lecture theatre, and developments
on our campus. In other words things that impacted upon the student experi-

ence.” ¢

Bursaries
In 2006-07, the year that top-up fees came on stream, universities spent more
than a quarter of their increased fee income on access measures — almost £96
million on bursaries and around £20 million on additional outreach.®® An esti-
mated 70,000 students from lower-income backgrounds received bursaries.®” In
2007-08, universities also spent roughly a quarter of their additional fee income
on access measures including £192 million on bursaries and scholarships for
lower income students.®® Furthermore, universities spent just under £27 million
on additional outreach — an increase of £6 million from 2006-07.% More than
70% of the money spent by universities on financial support went to the very
lowest income group, helping almost 133,000 students with a household in-
come of less than £17,910.70

In 2007-08, the most recent year for which data is available, universities
spent between 6% to 48% of their additional fee income on bursaries and
scholarships for lower income groups.”! On average, institutions spent 21.5%
of their additional fee income on bursary and scholarship expenditure for
lower income students.”> More than half of institutions (63) fall within the
15% to 25% range.”3
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While total spending on bursaries remained constant between the two years for
which data is available, it is clear that many universities significantly shifted their policy
on bursary expenditure after trialling the scheme. As one vice-chancellor explained:
“Bursaries absorbed 45% of our additional fee income in the first two years. We had a
very generous scheme, driven by our social mobility approach to education. This was
unaffordable and it is now around 28%. We intend to provide preferential bursaries for
“local” students in 2010 onwards.” Similarly, OFFA reports that the proportion of
additional fee income spent by individual institutions on bursaries and scholarships
for students from lower income and other under-represented groups between
2006/07 and 2007/08 changed as follows: Bristol dropped from 18.4% to 16.5%
expenditure, Coventry from 28.4% to 19.9%, Gloucestershire from 17.9% to 13%,
Hertfordshire from 37.6% to 31%, and Sussex from 19.6% to 14.1%. At the same time
other institutions decided to ramp up their spend on bursaries.

OFFA finds that the difference in the proportion of additional fee income that
universities spend on bursaries is due to the numbers of lower income students
at each institution, the size of bursary that students receive and the individual
priorities of the institution on widening participation and recruitment. The latter
is largely based on the current make-up of their student body’* For example,
Callender finds that in the 2006-07 academic year post-1992 universities (with
high proportions of low-income students) devoted an average of 24% of their
additional tuition fee income to support poorer students. In the same year, pre-
1992 institutions (with few lower-income students) allotted only 19% of their
additional fee income to poorer students.”> Furthermore, in 2007-08 some 88%
of institutions had established non-mandatory bursaries and scholarships that
exceeded the mandatory minimum bursary.”®

We will discuss in detail in a later chapter how successful bursaries have been,
but for now it is important to understand that they have been a major source of
expenditure since top-up fees came on stream. Indeed, analysis from a Policy
Exchange survey conducted in September 2009 of vice-chancellors across the
sector found that the vast majority had spent between a quarter to a third of their
additional fee income on bursaries and outreach.””

Pay review

The higher education sector has come a long away in addressing the unsustainable
and inequitable pay gap that existed for many years. After bursaries and outreach,
expenditure on staff pay, which makes up three-fifths of total costs for the sector,
has been the second major area of funding which has benefited directly from the
introduction of top-up fees in 2006.

Staff pay has long been a major problem for universities, with a growing
consensus that academic staff have been underpaid relative to other countries and
comparable professions. Back in 1997 the Government-commissioned Dearing
Committee report into the future of higher education concluded that there was a
need for a “significant increase” in minimum starting salaries for young lectur-
ers, and a need to offer professors and equivalent senior academic managers
“rewards more commensurate with the weight of their responsibilities”.”® This
was backed up by an independent review of academic pay headed by Sir Michael
Bett in 1999, which called for higher starting salaries to try to attract more people

into university teaching, and salary increases for the most senior academics.”®
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For many years higher education salaries in the UK have lagged dangerously far
behind those in the US, meaning that there is a very compelling reason for the best
academics to migrate overseas. Research on academic salaries in the UK and the US
published by the National Institute of Economic and Social Research in 2004 found
that academics in the UK earned less than academics in the US at all levels.®® The
differences between the wages of UK and US academics were particularly
pronounced at the later stages of an academic’s working life, because institutions in
the US are less constrained in their pay scales and able to reward academic high flyers
in order to attract and retain them.?! The research showed that academics at the lower
end of the scale in the UK and US earned similar amounts.®?

Table 2: UK and US wage differential in 200423

UK UK us us

Men Women Men Women
Under 30 £19,744 £20,386 £21,730 £18,997
30-39 £28,277 £26,094 £38,331 £28,891
40-49 £34,302 £28, 455 £44,535 £35,611
50-59 £37,290 £31,330 £47,461 £38,354
Over 60 £41,433 £31,824 £52,440 £39,252
Total £32,763 £26,821 £43,225 £33,580

This alarming research was backed up by a report from the Centre for the
Economics of Education at the London School of Economics, published three years
on in 2007, which noted that “a professor at a top British university can expect to
earn half as much as her US counterpart”.#* The report found that overall relative
UK academic pay rates are below those of their US counterparts at all ages.®S

Recent initiatives have started to reverse this glaring pay gap.The 2004 Framework
Agreement for the Modernisation of Pay Structures established a single national pay
structure to support locally determined reward structures and enabled the largest
human resources initiative ever undertaken in the higher education sector.®
Consequently, pay increases since 2001 have more than met the recommendations
made to the sector in the Bett and Dearing reports of the previous decade, and HE
staff have received the biggest pay increases in the public services in recent years.*’

Between 2001 and 2007 pay increased by a minimum of 30% and overall pay will
have increased by at least 13.1% since the 2006 pay negotiations alone, with a 15.5%
increase for the lowest paid support staff.#® Pay modernisation has been very costly
for the sector however, with total staff costs rising by 8% per annum over the six
years to 2006-07, considerably faster than the rise in public funding for teaching.®
These pay negotiations have been at the very limits of affordability for universities,
with staff costs accounting for three-fifths of the total expenditure of universities.*

The 2006 pay settlement has been particularly costly for the sector. The bitter nego-
tiations, which led to national strikes, were lengthy, complicated and intense. A
three-year pay agreement with all unions was finally resolved with an overall total pay
increase of 13.1% by 2009.°! Pay rates for non-clinical staff covered by the pay deal
were to increase by the greater of 3% or £515 in August 2006, 1% in February 2007,
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3% in August 2007, the greater of 3% or £420 in May 2008, and finally the greater of
2.5% or RPI (as at September 2008) in October 2008.°2This final pay increase proved
to be the most problematic for universities. As the graph below illustrates, RPI inflation
peaked in September 2008 at around 5% (much higher than the 2.5% alternative)
before crashing down in the past 12 months. This was bad news for vice-chancellors,
whose budgets were already being squeezed by the dismal economic environment.

Figure 8: CPl and RPI inflation between 2007 and 2009
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Analysis from the Policy Exchange vice-chancellors survey conducted in September
2009 shows that the vast majority had spent close to a third of their additional fee
income on staff pay, and in some cases even more.’* However, while some members
of the Government may portray this as universities unnecessarily “feather-bedding”
their staff,®s it is crucial to remember how low the level of academic salaries had
become, and how long it took for pay gaps to be rectified. Those who attempt to
portray a move towards more competitive salaries (in order to attract and keep the
best staff) as avoidance of university obligations to students wilfully ignore the fact
that nothing is more critical to the student experience than the quality of teaching.

Case Studies: Infrastructure, the student experience and leveraging
fee income

As well as paying for generous bursary and outreach schemes for less well-off students
and a more equitable pay deal for staff, additional income from top-up tuition fees has
played an important role in shoring up the long term decline of capital and teaching
funding. This has meant that universities have been able to continue to invest in the
vital maintenance of buildings and facilities, while having the financial security to plan
for longer-term investment in new projects and the capital to leverage larger sums for
more ambitious projects. The case studies below outline some of the projects that have

been made possible from the top-up tuition fee income.
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Leeds — The vice-chancellor of the University of Leeds, Professor Michael Arthur, says
that the university has endeavoured to spend additional fees on things that matter to
students. He explained: “It becomes difficult to say what was funded from where, but
there were many things that we have done where the additional money from fees was
instrumental in us going ahead.” As well as pay increases and bursaries, this included re-
ducing the backlog of maintenance from £100 million to £60 million, mostly focusing on
facilities for learning and teaching and others that are student-facing. In addition Leeds
has invested in new capital projects for students, such as improvements to the refectory,
a new nursery, a new swimming pool and sports centre, new outdoor sports facilities
and major redevelopments of halls of residence. The university has also spent more on

the library and on campus and hall security at the request of student leaders.*®

Edge Hill — Edge Hill University has invested heavily in the university’s physical in-
frstructure using the new income from top-up fees. The university acquired 86 acres of
land for future development, built a new £14 million Health Building, opened a new £9
million Management School and constructed 240 top quality student rooms, as well as
improving IT facilities, library resources and social spaces. The university says it has also
focused on introducing new support for students, with services such as a £200 Uni-
cardeach year for full-time students for the purchase of books and items such as IT con-
sumables. The university has also ploughed new money into the Students Union,

funding two new sabbatical posts.?’

Nottingham — Additional income from top-up fees has allowed the University of Not-
tingham to establish two new student support centres on separate campuses with a
third to follow in 2010, offering a wide range of services to new and existing students.
Additional sports facilities have also been made available on all campuses, including a
new sports centre. The main library has undergone a substantial refurbishment and
now offers 24 hour access, and the main student recreation building has been expanded

to improve social space and facilities, including refurbishment of the student union bar.*®

University of West of England — UWE has used a proportion of its additional fee income
to establish and develop the Graduate Development Programme. This helps students to
focus on their personal development and employability skills, helping them with the
transition to university and encouraging them to think about how they can prepare for
whatever future they choose. It addresses a growing concern that universities need to
respond to student learning and social needs and not just provide the core teaching for
their course. In addition the university used a proportion of its fee revenue to establish
the Student Well-being service in 2008. The service offers the opportunity for students
to gain specialist support for any mental health difficulties. It helps students who feel
overwhelmed, stressed, anxious, or depressed, and who are finding it difficult to meet

their academic demands.®®

Warwick — The University of Warwick is halfway through an £11 million rebuild project of
their student union. The aim of this major construction project is to build the best Stu-
dents’ Union building in the UK.2 This directly impacts on the student experience as it

provides students with a high-quality, multi-purpose venue for social and academic events.
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Threats on the horizon

So far we have analysed how universities are funded, how this funding has changed
over time, what effects these shifts in funding have had on different aspects of the
student experience, and what impact top-up fees have had on the sector. Now we
will consider the challenges that lie ahead.

In short, universities will face a “perfect storm’ in funding over the next decade.
Public spending cuts loom, fierce competition for international students awaits
(and just as this income stream becomes more of a lifeline for universities), the
expansion of domestic student numbers has stalled, and the global recession is
eating into a number of lucrative income pots including endowments, business
activity and privately-funded research. Throw rising costs such as pension liabili-
ties and servicing debt into the mix, and vice-chancellors across the country are
forecasting, if not already announcing, significant staff and departmental cuts.

Funding cuts

Ever since the reality of the global financial crisis and the Government’s soaring
debt levels became public in late 2008, speculation has been rife about what cuts
universities should expect in the next spending review. In fact the sector was so con-
vinced that real terms cuts are inevitable, with cash focused instead on vital and
vote-winning areas such as hospitals and schools, that the debate quickly moved
on from whether the Government could be in a position to maintain the unit of
resource at all, to just how badly funding would be reduced.!*!

Horizon Scanning

Professor Steve Smith, President of Universities UK and Vice-Chancellor of Exeter Uni-
versity, September 2009: “It's hard to imagine significant additional funds coming into
the university sector. We are going to face reductions in real terms in university fund-
ing. | think that's the case whoever wins the next election. | look at the public expendi-
ture predictions and they are dire.”20?

Professor David Eastwood, Vice-Chancellor of Birmingham University, former Chief
Executive of HEFCE, September 2009: “Many of us remember the glorious Monty
Python Four Yorkshiremen sketch. A quartet of the now-comfortably off, drinking
Chateau de Chasselas, and seeking to outdo one another in recollections of an impov-
erished childhood. Glorious, surreal, and a high point of British social satire. Yet | keep
bumping into higher education's modern reworking of this sketch. | overhear, in the
margins of events, one savant saying "We're modelling 5% cuts". Another intervenes:
"5%, oh, we used to dream of 5%, we're modelling 10%"; and then another, "10% —
luxury! We're modelling 15%". And so it goes on, until someone says, without appar-
ent irony, that they are modelling 25%.”1%3

Sir Alan Langlands, Chief Executive of HEFCE, November 2009: “It seems to me
we're in what could be a very difficult transition. We've had a period of real terms
growth that may be seen in history as a bit of a golden age. This is happening at a time
when there is intense competition for overseas students, reduced spending [and]
significant cost pressures.”10*

Sally Hunt, General Secretary of the UCU, November 2009: “We are in real danger

of being left behind as we try to get back on track economically. Most countries are
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investing in universities and they recognise that help for education must be at the
heart of their fiscal stimuli. Despite warm words from government the opposite is
happening in the UK. If the Government does not make bold decisions to back educa-
tion now then we have little doubt that the fallout from that decision will be felt in
years to come.”1%

Paul Marshall, Executive Director of the 1994 Group, November 2009: “[There will
be] a cut of a least 15% over the first three years of the next government.”%

Professor John Holman, Ministerial adviser on science education, October 2009:
“It's very difficult to see how a future of excellence throughout the university system
can be maintained unless at some point there's a more economic approach to univer-
sity fees. | think at some point we need to question whether the cap on fees is lifted.
It is difficult to see how excellence is sustainable without it. We need to look at the

possibility in the long term of raising the cap.”*’

In December 2009 the Pre-Budget Report confirmed that £600 million will be
cut from higher education and science and research budgets as part of' a £5 billion
of savings programme by 2012-13.1%8 This will come from the £13 billion spent
on HE, through a combination of changes to student support, efficiency savings
and prioritisation across universities, some switching of modes of study in higher
education, and reductions in budgets that do not support student participation.'®
The Public Value Programme (PVP), launched in the Budget 2008, looks at all
major areas of public spending to identify where there is scope to improve value
for money. Based on the early findings of the PVP, the Government has also looked
at what other efficiencies can be achieved across the public sector through better
procurement, or through cutting lower-value or lower-priority programmes or
projects.!10

However, weeks later the news got worse. The annual grant letter to HEFCE
from Lord Mandelson, Secretary of State for Business, Innovation and Skills (BIS),
strategically released over the 2009 Christmas holiday, announced that the HE
budget will be cut by up to 6.6% in 2010/11.!*! Lord Mandelson outlined an
additional £270 million in cuts on top of the £263 million that was already
known, leaving the funding council’s budget at a significantly reduced £7.3
billion for next year.'!?

The following is a brief summary of the major Government funding cuts to
date:

® £135 million cut to HEFCE's settlement for 2010-11, announced in December
2009 grant letter

® £600 million cut to HE and science funding (likely to come from HEFCE’s
settlement) for 2011-13, announced in December 2009 PBR

® £180 million efficiency savings for 2010-11, announced in the April 2009
Budget

©® Overall, there is likely to be a £915 million cut or 12.5% over three years
from 2010-11 to 2012-13

® The HEFCE unit of resource dropped £190 in real terms in 2010-11 compared
to 2007-08.This was due to the £180 million efficiency savings, £135 million
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baseline reduction split between £51 million for teaching and £84 million for
the capital baseline, and an £83 million reduction for fewer than expected
student numbers

©® Universities are also set to be fined £3,700 per student that they over-recruit
in 2010-11, or around £60 million based on UCAS figures of 16,000 extra
students

The Pre-Budget Report on 9 December 2009 provided some strong hints as to
where more cuts will fall, but it will not be until the next Comprehensive Spend-
ing Review (CSR) that the situation will become clear.!' The Comprehensive
Spending Review sets firm and fixed three-year Departmental Expenditure Limits
and, through Public Service Agreements (PSA), defines the key improvements that
the public can expect from these resources.!'* A decade on from the first CSR, the
2007 CSR represented a fundamental review of government expenditure and cov-
ered departmental allocations for 2008-09, 2009-10 and 2010-11.""* The date of
the next Review, which will set out spending plans for the period 2011-12 to
2013-14, has not yet been announced. It is also understood that if the Conserva-
tive Party wins the general election in 2010, they are likely to call an emergency
Budget to implement necessary public spending cuts.!'®

In the wake of the Pre-Budget Report announced in early December 2009, the
Institute for Fiscal Studies (IFS) predicted that unprotected departments — which
include anything other than schools, hospitals and international development —
face average cuts of 5.6% a year, or a total £36 billion in the three years to 2013-
14.17 According to one of their researchers, this will mean that “all the increase
in central government spending on public services over Labour’s second and third
terms will be reversed by 2013-14, and potentially the first-term increases could
be reversed by 2017-18”.11¢ In fact the Institute warns that HE could be a “signifi-
cant unprotected area” alongside defence, transport and housing.

Over the course of 2009 the Government has made it increasingly clear that depart-
mental cuts are inevitable. In numerous speeches it has cautioned the sector about fis-

cal pressures in the years ahead:

® In his first address as Secretary of State for BIS in July 2009, Lord Mandelson
stressed that “we now face the same challenge [that was faced at the start of
1997] with inevitable pressure on public resources” and “part of the solution must
be widening the sources of funding universities can draw on”.1*°

® In September 2009 the Minister of State for Higher Education and Intellectual
Property, David Lammy, said at Universities UK’s Annual Conference: “In funding
terms, universities have had it good for more than a decade. Nevertheless, it’s no
secret that current levels of public investment are unlikely to be sustainable in
future”.’?° At the same conference Mr Lammy also admitted that the Government's
commitment to the unit of resource extended only to the end of the current
Comprehensive Spending Review period in 2010.1%

® In October 2009 at the CBI’s Conference on Higher Education, Lord Mandelson reit-
erated that “both HE and FE will be subject to increasingly tight fiscal constraint for
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the foreseeable future” and that “universities will have to deepen and diversify
their sources of non-public income”.1?2

® In November 2009 Lord Mandelson’s Framework for Higher Education said:
“Universities have enjoyed a benign financial climate over recent years. Growth
based so heavily on state funding cannot continue and this presents government
and universities with a series of challenges. Maintaining excellence in both teach-
ing and research is key. We recognise that per capita funding is important but also
that in the current circumstances maintaining that level through public expendi-
ture alone will be extremely difficult. That is why the development of a diverse set
of funding streams is important if the quality of higher education is to meet new

expectations.”1?3

On top of looming budget cuts the sector has already had to absorb significant
efficiency savings from the 2009 Budget. In 2009 John Denham, then Secretary
of State for Innovation, Universities and Skills, asked for “further value for
money” savings of £400 million in 2010-11, which represents 2.2% of the total
DIUS budget in 2010-11."2* According to Denham, savings should come from
programmes that “do not directly contribute to the frontline delivery of teaching
and research”.'?® The HE sector will have to make £180 million of efficiency
savings by reducing universities’ administrative costs, which can amount to as
much as £16,000 per student, depending on the institution. Savings of £106
million are expected of the research councils, which will be reinvested in
research, !¢ while HEECE has been told to trim a further £50 million on estates.!?”

As a contribution to the overall efficiency saving of £180 million required in
the 2010-11 financial year, a £65 million saving has been applied to the teaching
grant in the 2009-10 academic year. This efficiency saving has been applied pro-
rata and represents 1.36% of total teaching funding.'?® Furthermore, in November
2008 the Chancellor announced a package of stimulus measures including £3
billion of capital expenditure to be brought forward from 2010-11, of which
universities and colleges were asked to contribute £250 million: £200 million to
2009-10 and £50 million to 2008-09.'° The sector is understandably nervous
about how this fast-tracked investment will be replenished in future years.

The scale of cuts to date, combined with the forecasted cuts post-election 2010,
has left many vice-chancellors suspecting that they will soon be managing a
period of decline. It is astonishing that in light of the significant public funding
pressures mounted on universities, Lord Mandelson has not asked the
Independent Fees Review to look at the funding picture as a whole.

Recessionary impacts

A number of other sources of income have come under threat because of the dire eco-
nomic climate. Dirk Van Damme, Head of the Centre for Education, Research and In-
novation at the OECD, warned delegates at an international HE conference in 2009
that universities are likely to face “sometimes spectacular falls” in private income
such as endowments and donations.'** Other areas likely to come under strain include
research contracts as industry may reduce their demand for universities’ services, and
investment plans, which will be hit by continuing credit restrictions.'3!
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Although the UK still trails far behind the big American institutions on
fundraising, alumni have become a rich source of income for a number of univer-
sities in recent years, particularly at the research intensive end of spectrum. The
Ross-CASE survey, an annual study of higher education fundraising, recently
revealed that gift income increased by 54% in the two years from 2005-06 to
2007-08.13? £682 million was raised in new gifts in 2007-08 alone.!33 However,
the universities of Oxford and Cambridge accounted for 47% of the sector’s new

philanthropic income. Other institu-
tions in the Russell Group of

A survey by The Guardian in 2009 found that research-intensive universities also
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million for the 1994 Group of smaller

research intensive universities.!3* There

are early signs, however, that that the
global economic downturn has wiped significant reserves from endowment
funds. A survey by The Guardian in 2009 found that at least £250 million had
been lost at the leading British universities, with Cambridge and Oxford suffer-
ing most heavily.!3*

The sustainability of business income is also up in the air. As the Standard and
Poors report on income diversification noted in 2008: “the income from busi-
nesses for consultancy, research, support for students on MBA and other
programmes is already slowing as businesses curtail their budgets. The belief that
they will co-fund new workforce development programmes looks increasingly
unlikely — with implications for the diversification strategies of those institutions
that are attempting to break into this market.”!3¢ The recent CBI Taskforce report
on higher education noted anecdotal evidence that many companies see UK
universities as offering less value for money than their international competitors,
and that some report that the level of their research-related involvement with UK
universities has stagnated or declined in recent years, with costs as the prime
reason.'3” While calls from the Government and heads of industry for business to
contribute more to the costs of educating Britain’s workforce are welcome, it
would be naive to think that vast sums of new money will be pouring into univer-
sities in the near future.

International response

Alarmingly, while the Government is set to continue to cut big chunks out of the
HE budget, other developed countries are taking the lead and piling huge amounts
of money into universities in an attempt to stimulate demand and foster a more
highly-skilled workforce for the future. According to Sir Alan Langlands, Chief Ex-
ecutive of HEFCE, the UK and Spain are the only countries in Europe not investing
in higher education. In particular Germany, Australia and the US have made uni-
versities central to their fiscal stimulus plans. US President Barack Obama’s plans to
use higher education as an integral platform of his spending programme have been
well publicised. In early 2009 the Senate passed a stimulus bill which set students
and colleges poised to receive somewhere between $50 billion and $75 billion, in-
cluding a 32% increase in overall federal student aid, to $129.4 billion. !
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Federal and state governments in Germany are pumping €18 billion into
higher education and research as part of the Higher Education and Research Pact.
The pact should allow for €26,000 of funding for each of the planned 275,000
student places set to be created by 2015.'%° Higher education and research were
also key arms of France’s recent ‘Big Loan’ programme, taking up €16 billion of
the €35 billion package. President Sarkozy saw a massive new investment in
France’s universities, R&D labs and renewable energy sources as an efficient way
to lift the country’s long-term growth.!*® Meanwhile, the Australian Government
has shown its commitment to higher education with a major increase in spend-
ing on science and innovation in its 2009 budget. Despite tough economic
conditions, the 2009-10 expenditure on science and innovation will be AUD$8.6
billion (£4.3 billion), up 25% on the previous year, with additional funding
worth AUD$5.7 billion over four years for higher education.!*!

These developments do not bode well for the UK and put even greater pressure
on UK universities to seek additional income elsewhere. Interestingly, while
schools will always be a natural first priority, there is a strong level of support for
more HE investment among the public. A ComRes poll on university funding
released in December 2009 and commissioned by the 1994 Group found that
86% of the public back such Government investment in universities despite the
pressures on state finances. !+

Pensions

Pension liabilities are the HE sector’s ‘elephant in the room’. Pensions are a very sig-
nificant cost factor in the overall remuneration of HE employees, and as staff costs
make up the vast majority of all universities” expenditure, cannot be easily ignored.
In the short term, even a minor increase in employer contributions would have a
drastic effect on the financial health of the sector. The British Universities Finance
Directors Group (BUFDG) Pensions Report notes that a 2% increase in employer
contributions, such as the one implemented in October 2009, could move UK uni-
versities from a surplus to a deficit position.'* The medium-term impact of pen-
sions on sustainability is an even more significant issue.!*

Pensions are a complex subject. Staff at different types of institutions have
different pension arrangements. For example, academics at pre-1992 universities
tend to be covered by the Universities Superannuation Scheme (USS), with
support staff serviced by Self-Administered Trust schemes. Academics at post-
1992 universities are largely covered by the Teachers Pension Scheme (TPS), with
support staff eligible for the Local Government Pension Schemes (LGPS).!*These
main national schemes are similar to others in the public sector, and compare
favourably with private sector provision.'#¢

Some of the major challenges facing the sustainability of pension provision
include final salary schemes, the longevity of the workforce, and a retirement age
well below the Government’s recent changes. The Association of Consulting
Actuaries recently warned that across all sectors final-salary schemes are “all but
extinct”, with nine out of ten now closed to new entrants.!*” Longevity is a major
concern. There are now fewer people working to support a larger number of
pensioners, who are living longer than actuaries predicted. The Universities and
Colleges Employers Association (UCEA) would like to abolish the final salary
scheme for new entrants in favour of something like a career average, lift the
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retirement age from 60 to 65, and have a more balanced risk-sharing approach
whereby employers are not expected to shoulder the full brunt of future increases
in contributions. The unions are predictably resistant to change. A UCU
spokesman said in January 2010 that the union “would like to see USS continue
as a final-salary scheme and we would need convincing that any proposed
changes were not detrimental to members, pensioners and the fund itself before
making any recommendation to members”.!4®

Tackling USS, the second largest private pension scheme in the UK, is a neces-
sary stepping stone in addressing the pension problem. The Joint Review Group
looking at USS, chaired by Andrew Cubie, hopes to reach a conclusion in April
2010. Many vice-chancellors are privately banking on Cubie using his powers of
veto if a stalemate with the unions arises. Meanwhile the TPS and the LGPS are in
the process of being reformed. Yet post 1992 universities may find themselves in
a difficult position if these reforms stall or are insufficiently radical. It is easy to
envisage a scenario in which unions representing academics in older institutions
would play themselves off against those at modern universities, further impeding
progress towards a sustainable alternative.

Nonetheless, pensions are an issue that universities can no longer afford to
brush under the carpet. They are a major financial liability at a time of increas-
ingly fragile income. Crucially, if universities wish to demonstrate robust financial
management to help support their argument for higher fees, pension commit-
ments that appear excessively generous at a time when others are tightening their
belts will be a serious black mark. While the public and politicians may be
convinced that fair academic pay is a worthwhile investment, they are unlikely to
feel the same way about pensions that far outstrip those offered in the private
sector.

Pay

In December 2009 vice-chancellors were handed a reprieve after the UCU backed
down on 2009 pay negotiations, offering to settle for the 0.5% pay rise offered
by the UCEA which was initially opposed in July 2009.1#° The UCEA offer was a
long way off the highly optimistic 8% minimum demanded by the University
and College Union in 2008.'°° However Michael MacNeil, national head of
higher education at the UCU, warned employers that the UCEA’s offer remained
“unacceptably low”, and that the “unwillingness to provide a pay increase of
more than 0.5%, along with rising inflation, would be treated as an IOU to be
included in the 2010 pay claim”.'S! Interestingly, a number of universities and
colleges had previously started paying the 0.5% salary increase to staff'in the ab-
sence of a national deal, prompting campus unions to claim that they have bro-
ken a collective agreement and “imposed” a resolution to the long-running
dispute.!5? This could be an early sign that universities are prepared to be tough
on future pay negotiations, as any further increase in staff pay will squeeze uni-
versities” already tight budgets.

International students

The recruitment of international students has been one of the strongest growth
areas in HE over recent years and may come under threat in the near future. The dra-
matic rise of international student numbers over the past two decades has been a
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major boon for the financial health of universities. However, universities are now
much more reliant on the significant income buffer that international students pro-
vide. In 2007/08, there were 341,810 students from outside the UK registered in
universities. These made up nearly 15% of the total student population.'* This is
compared to less than 220,000 non-UK students in 1998-99, which accounted
for just over 10% of the total student population.'**

Most overseas students starting an undergraduate degree in the sciences will
pay an average of £10,781 in fees for each year of their course, while those on
undergraduate arts degrees will spend an average of £9,911 in fees each year.!s®
Overseas students contribute £4 billion a year in fees, according to the UK
Council for International Student Affairs (UKCISA). More than 8% of the total
income of UK universities comes from overseas student fees,'¢ and in 2007/08
international students provided a bigger source of income for UK universities
than government grants for research.'*’

The number of competitors to UK higher education are continually growing,
including the US, China, India, the Asian Tiger economies, and other European
countries offering courses in English, such as Germany and the Netherlands.!s8
Recent concerns have included changes to visa and immigration rules, as well as
an over-reliance on the recruitment of Chinese and Indian students, who are ruth-
lessly pursued by other large HE-exporting countries such as Australia. Keeping
up this level of recruitment will be a major challenge. As Professor David
Eastwood recently remarked, “holding our own in this globally competitive
market now will be an achievement, and all but impossible if the quality of the
system is eroded at home.”!*®

New visa regulations are a major issue. The introduction of the Tier 4 student
points-based visa system could seriously damage the attractiveness of the UK as a
study destination. A study by UKCISA, which questioned 2,777 international
students who applied for a student visa between July and September 2009, found
that two-fifths of the students had experienced difficulties or encountered “errors
or obstructions” that had put them off studying in Britain or resulted in them
being refused visas.!®® The study also found that 60% of applicants had problems
with the application form and guidance, two-fifths said immigration officials had
been slow and inefficient, while just under one in six of the students had to pay
an extra £200 on top of the £145 admin fee to ensure they had the correct paper-
work.'¢! A review is now being undertaken by the UKBA with proposals for
discussion which would have a devastating impact on the sector. If the proposed
minimum course level for a student visa is raised from NQF 3 to NQF 4 this
would mean that no international students would be granted visas for sub-degree
level study, including A-levels, International Baccalaureate and Foundation
courses, severely hitting those institutions that prepare international students for
university. Study Group estimates that the UK could lose up to 25,000 interna-
tional students (to the US or Australia, whose visa systems are far more
competitive) and some 10,000 high quality jobs as a result of these new restric-
tions. Furthermore, Universities UK claims that 24% of universities missed their
targets for international students in 2009, largely because of the problem of
student visas.'®?

In the short term there are some reasons to be optimistic about a buoyant inter-
national student market. Though market conditions may not favour Chinese
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students, who come to the UK in larger numbers than any other group, the weak
pound, expected to continue in 2010, will mean that courses will be good value
for money for a number of international markets.!¢3 Table 3 below demonstrates
how important tuition fees from international students are for a selection of
London-based universities. Analysis by accountants Grant Thornton predicted at
the start of 2009 that seven UK universities would fall into the red if their inter-
national student income dropped by even 10%.'¢*

Looking at the sector as a whole, the number of institutions recording less than
5% of their income coming from non-EU student fees has reduced over recent
years, and there has been a marked increase in the number of universities record-
ing more than 15% from this source. The significance of this source of funding is

plainly increasing for many institutions.®®

Table 3: Dependence on international student fee income?®¢
University % Overseas Annual fee income % Annual full time
(ie non-EU) students from all full time fee income from
students (Em) overseas students
Brunel 15% 38.4 43%
City 15% 60.7 52%
Greenwich 15% 34.1* 48%
Imperial 25% 82.3 74%
Kingston 9% 48.2 32%
London Metropolitan 16% 45.1* 45%
London Southbank 9% 25.4 37%
Middlesex 17% 48.1 45%
Queen Mary 18% 514 52%
Thames Valley 9% 17.0 41%
ucL 21% 84.6 62%
Westminster 14% 45.4 43%

Student numbers

Following the crisis in student places that played out over the summer of 2009,
the Government is set to limit the amount of additional student places for 2010-
11. In May 2009 John Denham, former Secretary of State for Innovation, Uni-
versities and Skills wrote to HEFCE authorising them to support 10,000
additional funded student places for 2010-11.These places are likely to be filled
as early as February 2010, leaving very little room for manoeuvre if there is any-
thing like the expected demand seen this year. In fact all universities applications
for 2010/ 11 were already up by 11.6% in November 2009 compared to the pre-
vious year.'® In light of the thousands of well-qualified applicants who failed to
secure a place in 2009, it is a further kick in the teeth for universities eager to
expand their provision.

Interestingly, HEFCE’s stern warning in 2009 about over-recruitment (and the
threat of consequent fines) has clearly been ignored by the sector in a calculated
gamble. In January 2009 Denham had instructed HEFCE to “bear down on over-
recruitment”, later demanding that institutions “preferably eliminate” increased
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recruitment.'® Lord Mandelson recently announced in the annual grant letter that
individual universities will now be fined £3,700 for each student they take above
the Government’s cap. Recent figures from UCAS suggest there are already 16,000
students above the cap, meaning universities will have to pay back around £60
million in 2010.!¢

During Conference season, October 2009, the Conservative Party announced
a temporary fix to the student places squeeze, offering a financial incentive for
students to pay back their loans sooner. Under their system, and for the next
three years, students would be given a 10% discount for early repayments over
£500 and for up front repayment of their fees. The Conservatives expect that
offering a three year incentive for early repayment will bring in at least £300
million in additional voluntary repayments, around 1% of the expected size of
the loan book by 2010. This is partly based on estimates for a similar scheme
which is being introduced in New Zealand,!”° and should fully cover the cash
costs of 10,000 new student places each year, or 30,000 over the next three
years.

In summary, universities face a perfect funding storm in the immediate future.
This will be fuelled largely by deep budget cuts from Government, but also fall-
outs from the recession such as a reduction in private investment from business
and charities; less room to manoeuvre on student numbers; potential difficulties
for some institutions in recruiting international students; and increasing internal
cost pressures, including uncomfortable pension liabilities and further pay nego-
tiations.

A number of universities have already been forced to make serious cost reduc-
tions in the current funding climate. The box below catalogues a number of the
larger-scale cuts. We should expect many more to come.

® The University of Bristol announced in November 2009 that it must cut 250 jobs,
about 5% of its total posts, by 2011-12 and find annual savings of £15 miilion.*”*

©® The University of Sussex announced in December 2009 that it is consulting on
plans to cut 115 jobs, tempered by about 20 "potential redeployment opportuni-
ties", from July 2010.%72

® The University of Leeds is planning on cutting 187 jobs after announcing a budget
cut of £35 million. Prior to this, 52 staff based in the Faculty of Biological Sciences
and School of Healthcare left the university over the summer.t73 174

® Manchester Metropolitan University is to reduce staffing across a number of
support areas by up to 127 posts.”>

® Sheffield University indicated in July 2009 that it aimed to save £15 million over
two years through a voluntary severance scheme.’®

©® At the University of Sheffield more than 300 staff have volunteered to quit their
jobs and will leave the University by the end of November 2009. A spokeswoman
said that about 320 staff — or 5% of the total workforce — would be leaving over the
next three months, including 67 academic staff. The university is aiming to reduce
costs by £25 million by 2011-12, with £15 million in savings coming from staff
cuts.”?

® The University of Bolton has announced plans to cut 61 jobs.'7®
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Part 4: What under-investment in higher education would
look like

When faced with potential cuts the typical response from the sector is to rush
out reports emphasising how much higher education contributes to the econ-
omy. Such information is useful. However, if we are to make a judgement about
the impact of continued under-investment in the sector — particularly if Gov-
ernment funding is slashed and fees remain at the same level — we really need
to ask what these cuts will mean for students on the ground. As part of our re-
search we conducted a number of face-to-face and telephone interviews with
vice-chancellors, finance directors and other experts in the sector, and tried to
pin down the sorts of measures they would be forced to undertake in a tight-
ened financial climate. The following discussion raises some of the major issues
that a number of interviewees raised, and aims to provide a broad outline of
some of the reactions we are likely to see universities make in light of the loom-

ing funding cuts.

Capital/maintenance costs
There is a consensus in the sector, both privately and publicly, that maintenance and
capital expenditure would be the first major budget line to suffer from any sus-
tained period of funding cuts. This is an obvious way for universities to cut corners
in the short term as the maintenance of buildings and infrastructure is much more
of a longer term concern. Looking to the past, the physical assets of universities
were one of the major areas to suffer as a direct result of the funding pressures in
the 1980s and 90s.The infrastructure for teaching and learning, which includes es-
tates, equipment, IT, libraries and services, is the second largest cost after staff.
Overall, estates make up approximately 15% of institutional costs, libraries 4%,
and IT 2%.'7°

As noted earlier, a study of teaching and learning infrastructure from HEFCE in
2002 found that at the start of this decade there was a general infrastructure back-
log of around £8 billion, of which roughly 60% was directly linked to the needs
of teaching and learning.'®® Since then both overall and direct capital funding
levels have improved. As the Financial Sustainability Strategy Group report
explains: “The sector is in a catching-up phase after a period of expansion with-
out commensurate investment in infrastructure, and after a past where the
responsibility for ensuring the sustainability of infrastructure was unclear.”!8!

Nevertheless, the adequate up-keep of universities’ continues to be a thorny
issue, and a further national study of infrastructure investment needs in 2006
identified a remaining backlog of infrastructure investment in the region of £2-4
billion."®> Another estimate of the total cost of backlog maintenance put the figure
at £3.9 billion in 2006-07.183

Vice-chancellors we spoke to were clear that although universities could absorb
some of the reductions in infrastructure investment and maintenance in the
short-term, without any negative consequences for the student experience, this
created a major long-term sustainability problem, and one that could seriously
damage the reputation of British higher education in the long run. As the Joint
Negotiating Committee for Higher Education Staff (JNCHES) study explains:
“Adequate investment is critical for the reputation, influence, and economy of the
UK in an increasingly competitive global economy. If the higher education
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infrastructure is not fit for purpose, attractive, and efficient, fewer students will
study in the UK, and UK universities will fail to attract the research staff they need

to recruit.”’ 8+

Subject provision

Cross-subsidisation of subjects is rife within the higher education sector. Because
universities vary so dramatically in their provision and means of funding, and be-
cause public investment is not delivered on a ‘full economic cost’ basis, universi-
ties are frequently required to be inventive with their accounting practices and
funding allocations. It is no secret that many elite universities such as Oxford, Cam-
bridge, UCL and Warwick subsidise the teaching of undergraduate home students
by between £4,000-£10,000 per student.'®> This money will often come from in-
ternational student fee income, research activity or endowments.

But cross-subsidisation is not limited to the oldest and most research-intensive
universities. Universities across the sector have found often innovative ways to
sustain a wide range of institutional activity despite being under-funded in certain
areas. Commercial activity is another pot of money that can subsidise either teach-
ing or research, while some teaching-focused institutions actually subsidise some
research programmes with fee income. Importantly, as varying sources of income
dry up for universities in the coming
years, this trend to cross-subsidise

numerous courses will come under As varying sources of income dry up for

increasing pressure, and many vice-
chancellors may find it is no longer

universities in the coming years, this trend to cross-

sustainable to prop up one area of the ~Subsidise numerous courses will come under

university at the expense of another.
Inevitably, vice-chancellors and

increasing pressure, and many vice-chancellors may

finance directors will look to cut any  11Nd it is no longer sustainable to prop up one area

remaining ‘fat’ from their otherwise
lean institutions, and one of the first
places to look will be underperforming
and/or unprofitable departments. This is never a welcome measure, as vice-chan-
cellors understand the detrimental impact cuts could have on the brand of the
university, as well as the impact on diversity and academic mix. Departments that
may face the axe will include those that fail to secure high ratings in the Research
Assessment Exercise (or the upcoming Research Excellence Framework). However
discussions with leaders in the sector lead down a number of different paths.
The first contentious issue was whether STEM or arts-based subjects would be
more likely to come under pressure. On the one hand STEM subjects are consider-
ably more expensive to run, with more extensive facilities, longer contact hours,
and smaller class sizes. Some vice-chancellors we spoke to argued that it is actually
the costs of STEM research, not teaching, that is often the reason for a department
becoming unviable, in particular in the event of a less good RAE result. On the other
hand they are much more generously funded through the teaching grant. As can be
seen from the graph below, band B STEM subjects receive a much more generous
per student funding rate than band D humanities subjects (well over 50% more).
STEM is often seen as crucial to the balance of subject provision and is very impor-

tant in securing outside investment from a number of different areas.
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Figure 9: English undergraduate funding, by subject'®
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Arts and humanities subjects tend to be much cheaper to run, with less-
resource intensive facilities, fewer contact hours and higher staff to student ratios.
Their profitability is influenced by the teaching grant formula, however, and this
is seen as one reason why they may in fact come under more scrutiny than STEM-
based subjects. Looking at the departmental closures and staff cuts below, it is
apparent that there have already been a number of cutbacks in the arts and
humanities, much more so than any other area. While it is hard to predict just
how severe the measures vice-chancellors take will be, there is already some indi-
cation of the consequences of the current financial climate. The box below
catalogues some of the shifts in the sector to date.

® A review of the University of Birmingham’s Sociology Department recommended
in November 2009 that it should close along with its degree programmes in media,
culture and society. Furthermore, the university’s Institute of Local Government
Studies and Department of Theology and Religion are also under review.'®’

® The University of Liverpool’s Departments of Statistics and Philosophy, and the
School of Politics and Communication Studies, have been threatened with closure.!8

® The University of Reading has recommended closing its School of Health and
Social Care in 2011 with the loss of 35 jobs.'#°

® Bath Spa University is set to close its international activities department.'*®®

® Bournemouth University is cutting 15 academic posts from its Business School,
part of the second restructure in two years.%

® The University of Gloucestershire is closing campuses in Cheltenham and London,
with the university’s Media, Art and Communications Department in particular
danger.*?

® By the end of the 2009 academic year the Universities of Bristol, Manchester and

Reading will be ending their continuing education provision.*
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One worrying outcome is that modern languages in particular could be in the
firing line. University language departments have been in trouble for some time.
A report commissioned by the Arts and Humanities Research Council in 2008
found that as many as a third of university language departments had closed in
the past seven years.!** Even the 2008/09 academic year alone has seen several
universities announcing drastic reductions in language provision!**. Language
courses have seen a drop in interest for a number of years. While the number of
applicants to European language courses increased overall by 20% over the period
2002-08, the number of applicants to non-European language degrees declined
steadily, by 22% over the same period.!*® For subjects of other disciplines, only
Mathematics and Computer Science recorded a similar decline over the same
period.!’

In 2002/03, 3.3% of all full-time undergraduate equivalent students were
studying languages as a named component of their degree, though in 2007/08
this figure had fallen to 2.9%.'%% The overall decrease in the number of students
studying languages over the period was 3%, compared with a 9.4% increase in
students overall.!??

One hope for Modern Foreign Language (MFL) Departments is that while the
Government’s protection of STEM disciplines in public funding levels appears to
amount to an 11% cut in funding for languages, the STEM protection greatly
benefits the pre-1992 universities, where the majority of MFL Departments are
located.??® The hope would be that those working in MFL Departments could
lobby for cross-subsidisation within their own wealthier institutions, but in a
tight fiscal market this outcome seems unsustainable.?!

However, we should sound a cautionary note on subject cuts. Restructuring is
never as simple as cutting a subject or letting a few staff members go here or
there. The costs of restructuring are considerable, and the cash reserves of many
institutions are modest. This will always be a factor in which areas vice-chancel-
lors choose to find their savings. Just because a department is losing money or
performs less well than others in terms of research funding does not mean that it
will be an immediate candidate for cuts. There are numerous other factors to
consider such as the facilities involved and the strategic importance of the disci-
pline to the university. Furthermore, achieving any restructuring would deplete
cash reserves and may require further borrowing, something very unattractive in
the current economic climate.2%2

Widening Participation

A number of vice-chancellors we spoke to privately admitted that institutional ac-
tivity peripheral to teaching and research would come under pressure. This in-
cludes outreach programmes and generous student support packages. While
understandable, these measures could further harm attempts to bring more non-
traditional students into higher education, and send confusing signals to potential
students about the priorities of universities.

International students
As outlined earlier, international students are a lucrative source of income for a
growing number of universities across the sector. In the last section we looked at

how much enrolments, income and income reliance have grown over time, and
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discussed some of the threats to this trend on the horizon. However, a number of
vice-chancellors told us that if funding dropped considerably they would be forced
to ramp up international enrolments to compensate. Indeed, some even suggest
that taking on domestic students may begin to seem more of a charitable endeav-
our in the future. There is no cap on the tuition fees that institutions are allowed
to charge international students and when cash is tight taking on more foreign
students becomes an obvious way to ease pressure. Given the increased interna-
tional competition this may be a difficult strategy for some institutions to pursue,
yet it is likely that the more selective institutions would find it much easier to re-
cruit. However, of course pushing up international student numbers will have con-
sequences. First, any dramatic change to the student body will change the culture
of that institution. While few would debate that higher education is now a global
activity and all students will benefit from studying and living with people from dif-
ferent cultural backgrounds, if an institution leans too heavily towards interna-
tional students, both domestic and international students seeking a UK experience
will notice the difference. Secondly, there is a concern that if institutions are under
pressure to ramp up international student numbers the temptation to take students
of lower quality will increase.

A useful way in which to consider the impact of this strategy is to look at the
experience of Australia, which faced similar funding pressures in the 1980s and
1990s. Australia’s response to declining state funding was to boost private contri-
butions to HE, first through tuition fees and then through a radical expansion of
international student numbers.

Case study: Australia’s dependence on international students
Foreign students are big business in Australia. Education is now Australia’s third largest
export, mainly thanks to the colossal contribution of higher education, which is an in-
credible story of growth from an export industry that did not exist 25 years ago.?*® Stu-
dent numbers have rocketed since the Howard Government came to power in 1996. At
that point there were just over 54,000 foreign students in Australia, whereas at the end
of the Government’s term in 2007 there were 273,099 (a leap of 8.5% to 26.5% of the
total student population).?%* Between 2000 and 2006 Australia’s global market share of
international students grew from 5.6% to 6.3% at a time when the top three interna-
tional student recruiter countries (namely the US, UK and Germany) all experienced a
reduction.?% The vast majority of students come from Asia (over 80%) and most study
in management and commerce disciplines (over half).2% Almost 60% of international
students are at the undergraduate level (much higher than in the UK), with only 3.6%
undertaking a research higher degree.?’ Like the UK, the largest single funding source
for Australian universities is the Government, which provides around 45% of total in-
come with a further 21% funded by local students and 15% funded by foreign stu-
dents.?%® This dependence on foreign students, which for the sector as a whole is nearly
double the funding stream that it is in the UK, varies greatly between institutions. A re-
liance on fee income from international students ranges between 3% for access insti-
tutions and 44% for those universities that recruit most aggressively.?*

The boom in international student numbers is largely due to the Howard

Government’s explicit policy of rapid international student growth, sustained by the
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public under-funding of universities, which has locked the HE sector into a long-term
dependence on income from foreign students. This intentional public under-funding —
including the part-funding of research and funding of domestic student places well
below the real cost of provision —is also fostered by a marketing and quality assurance
culture whereby institutions actively sell themselves as ‘products’, and in doing so
sustain the reputation of the national (export) industry.?:°

Australia’s shift towards an HE sector that is so reliant on international students has
had some big impacts on universities and students. Despite excelling at the quantity of
international students, Australia continues to struggle to attract quality students, as indi-
cated by such measures as the capacity to recruit the best international PhD students, as
well as global research strength compared to the other English-speaking nations.?** This

has serious implications for the long-term reputation and quality of Australian HE.

A major review of the sector in late 2008 found that many institutions use
international student revenue to support services for domestic students and to
bolster research infrastructure, and was concerned that “there appears to be a
systematic pattern across institutions of cross-subsidisation to supplement other
institutional activities”.?'? This is largely because financial constraints force
universities to siphon as much money as possible from international student
revenues for other purposes.?!* The pressures on teaching provision and student
to staff ratios can be seen in Figure 10 below.?!4

. .. .
Figure 10: Australia’s rising student to staff ratio, 1990 to 2006%*®
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Meanwhile, the experience that international students receive may also be suffer-
ing. Vice-chancellors recognise that it is cheaper to provide international students
with essentially the same teaching and learning experience as domestic students,
meaning that education is not customised sufficiently to meet the specific needs of
international students. The Australasian Survey of Student Engagement (AUSSE)
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2008 raised some serious concerns about the international student experience. The
survey found that while international students were equally, or perhaps a little more,
engaged than their domestic counterparts (with the exception of their participation
in team-work related study) international students reported lower average overall
grades, had slightly greater intentions of departing before degree completion, and
had lower overall satisfaction.?!¢ For those students that spoke a language other than
English at home their general development outcomes were lower, as were average
grades and overall satisfaction.?!”

The experience of Australia, in particular the need to plug public funding gaps
with a high intake of full fee-paying foreign students, highlights some of the
consequences of under-investment in teaching, both to the quality of domestic
provision as well as to the experience of international students. If the unit of
resource is allowed to depreciate over time, English universities may be faced with
the same choices (and consequences) as Australian universities.

Recommendations

® Universities have not yet made a clear case for top-up fees. In particular, their
reluctance to explain what fees have been spent on has done them no favours. If
universities are to argue for higher fees in the future there is no doubt that the
public and politicians will demand — quite reasonably — that they tell them where
fees have gone thus far. It is clear from our own survey of vice-chancellors, as well
as additional research, that top-up fees have been spent on a number of areas that
are crucial to the quality of provision and to the student experience in particular.
These include bursaries for poorer students, extra spending on widening partici-
pation, new buildings and student services. Universities should see it as a priority
to communicate this message to students, parents, taxpayers and politicians.

® Thereis no doubt that universities face a difficult and uncertain financial future. We are
concerned that continued underinvestment could lead to a serious deterioration of
quality in the sector, with universities cutting back on the maintenance of buildings,
student: staff ratios rising, core subjects being axed, and an over-reliance on interna-
tional students in many institutions. It is crucial that the Government does not see fees
as a replacement for state funding and an excuse to continue to cut a sector that is of
real importance to our economy and society. However, it is right that those who bene-
fit from higher education — graduates — should have to contribute to its costs. We are
convinced that fees will need to rise in the future if we are to protect and improve the
student experience, and retain Britain’s position as a global leader in higher education.

©® Nonetheless, fees should only be allowed to rise if three basic principles have been met:

1. There must be a clear investment in the student experience

2. Cost must not be an impediment to going to university. There must be a clear
requirement for universities to focus on protecting the poorest students, and the
Government must ensure a clear system of financial aid exists and that all potential
students understand it.

3. There must be fundamental reform to the system of student support. At present
any rise in fees would prove prohibitively expensive for the Treasury and is simply

not realistic.
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A Market in Higher Education

Today’s vastly expanded higher education system, with its large number of univer-
sities and increasingly threatened resource, certainly leaves most vice-chancellors
feeling intense pressure, something they might characterise as ‘market competi-
tion. In truth, however, we do not yet have a real market in higher education.
Top-up fees were introduced by the Government to the public as ‘variable fees’,
with the anticipation that prices would differ across institutions and courses,
based upon returns, popularity and quality. Crucially, this would mean that
students would drive up standards
through the power of their choices,
forcing institutions to think hard about

what they were offering. failure of one of the Government’s key objectives in

Accordingly, the run-up to the arrival . .
. introducing top-up fees
of top-up fees was fraught with uncer-
tainty. Institutions were prevented by
the Office of Fair Trading from discussing pricing, although inevitably they were
all watching each other intently and there were reportedly a great deal of private
conversations as well as speculation in the media. Universities were unsure of the
so-called market in which they would be operating, and in particular had no clear
evidence of how their would-be students might react to different prices.?!®

Yet in reality much of the conjecture about different fee levels was irrelevant.
The cap was set so low that variability was a pipe dream. Almost every univer-
sity immediately charged the maximum fee when top-up fees came on stream
in 2006. Only four universities — Greenwich, Leeds Metropolitan,
Northampton and Thames Valley — charged less. These universities succeeded in
setting themselves apart in a crowded marketplace, yet many believed that the
reputational risk of doing so outweighed the returns. This is perhaps borne out
by the fact that Greenwich is now the only one of these institutions still to offer
a discount. The perception amongst most vice-chancellors was that offering
‘cut-price’ degrees would devalue an institution’s reputation for quality.2!® What
is not clear when we think about the future is at what fee level this anxiety
might shift.

The failure to activate a market was an explicit failure of one of the
Government’s key objectives in introducing these fees. They clearly perceived the
arrival of a market as the beginning of a new, fairer and more realistic age. After
all, why should someone who is studying at Oxford University, with all the cachet
and greatly enhanced employability prospects that implies, pay the same as some-
one studying at their local modern university, which while probably very good,

The failure to activate a market was an explicit
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is offering something markedly different? In the White Paper that launched top-up
fees in 2003 the Government summed this up, saying:

“We have carefully considered the question of whether an additional contribution should be paid
at a flat rate — so that it is the same wherever and whatever a student studies — or whether it
should vary according to institution and course. It is absolutely clear that students get different
returns from different courses. More recent research found a 44 percentage point difference in
average returns between graduates from institutions at the two extremes of the graduate pay
scale. We believe that a revised contribution system should recognise these differences properly,
and not ask students who can’t expect such good prospects in the labour market to subsidise
those that can, through a flat fee.”22°

What would a future market look like?

If the fees cap were to be raised in the future, experts predict that there will be an
element of the ‘guessing game’ that we saw in 2003 when it comes to pricing.
Many institutions we spoke to have already begun an internal evaluation of the real
cost of different courses and their popularity with students, but their position in
relation to competitors and the likely behaviour of students remain big unknowns.
There will be a great deal of internal as well as external politics at play here. With
a higher fees cap vice-chancellors would need to decide not only where to set the
costs of particular courses, but also how to distribute that money within their in-
stitution. As with research funding it is possible that certain popular departments
will subsidise others. Of course any decision to prop up a struggling department
on a less than temporary basis will also have implications for the institution’s over-
all strategy and mission, which as we will discuss will become much more crucial
in a proper market.

Opverall, this uncertainty points to a phased approach to raising the cap being
infinitely more sensible for the country. Some institutions will undoubtedly take
great risks with pricing in an attempt to keep up with competitors, and inevitably
some big mistakes may be made. It is worth noting the Australian example here.
Australia’s original income-contingent loan and fees scheme, known as the
Higher Education Contribution Scheme (HECS), began in 1989. Since then the
cap on tuition fees for full-time undergraduate students has been raised twice:
first in 1997 when ‘differential HECS’ divided courses into three price categories,
and then again in 2005 when universities were allowed to raise fees by 25% above
the previous maximum ‘student contribution amounts’.??! While Australia has not
established anything like a perfect fee regime — with too much government inter-
vention on the pricing of particular courses — we would argue that they were
right in treading somewhat cautiously and implementing change over time

At the time of writing there has been no serious research published investigat-
ing what fees different universities would charge given the opportunity. Generally
vice-chancellors are playing their cards close to their chest and are particularly
loath to ‘discuss numbers’ lest they are quoted in the media or they influence the
political debate unhelpfully (by demanding too much or too little, or by making
demands too early, before the case for fees has been made). Perhaps surprisingly,
even the heads of most leading research intensive universities who are resolutely
committed to the raising of the fees cap are anxious not to put their heads above
the parapet, preferring to allow their mission groups to take a general stance on
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their behalf (and again not discussing numbers). Nonetheless, while a minority
of vice-chancellors is wedded to the status quo, there is a growing appetite across
the sector for real competition, with variation by university and by course. A
survey of 53 vice-chancellors by the BBC in March 2009 found that two-thirds
wanted to raise fees, with suggested levels varying from £4,000 to £20,000 per
year. More than half of these university heads felt students should pay at least
£5,000 per year and one in ten wanted the cap removed completely with univer-
sities allowed to charge whatever they chose.?2?

What does seem inevitable, based on our conversations with vice-chancellors
and experts from across the sector, is that if the cap is set at £5,000 (a figure that
is often mentioned as ‘politically achievable’, and ironically the level originally
discussed by Blair’'s Government in 2002), or lower than £5,000, once again the
majority of institutions will charge the maximum fee and no real market will be
activated. Any variation will happen only at the newest end of the sector, and is
likely to be limited. This was backed up by a report from the vice-chancellors
group Universities UK in 2009, which found that an increase in the fee of up to
£5,000 a year would mean “universities would not expect to change their behav-
iour by setting differential fees by course or in terms of student response.” They
also argued that students are insensitive to variations in tuition fees below this
level].223

Raising the cap without creating a market would be a serious policy failure.
Although there is still considerable squeamishness about the idea of a market in
some elements of the sector, there is no sound evidence to support this. Indeed,
we would argue that creating a real market in higher education is vital if we are
to have a fair system in which institutions who serve students well are rewarded.

However, a higher fees cap alone will not be enough to drive up quality. As we
have learned in the schools sector, markets need to operate in tandem with
accountability. Sweden, for example, has an exciting range of school providers for
parents to choose from, but very little information upon which to base that
choice: thus the market is in one major sense a failure.??* The same will be true
of higher education. For a market to function properly there is a very real need
for students and their parents and teachers to have access to decent, comparable
information with which to make informed choices. There is already a large
amount of data about universities in the public domain, however, it is spread
between different organisations and websites and is often hard to find and under-
stand. More worryingly, some very important data is not collected (or not
collected in a sufficiently robust fashion) and there should be serious pressure
from the Government for universities to provide it. In particular students and
parents want information on employment and salary prospects, contact hours and
class sizes. Universities have resisted making such information available, but with-
out it we will have a market that is not properly responsive to quality, but instead
is driven by historical or ill-informed opinions about which courses or institu-
tions are good or worthwhile. As students become increasingly savvy about the
investment they are making, institutions will have to face up to the need for
proper transparency. We will explore this in more detail in the chapter on the
student experience.

A real market will force institutions to make much more definite decisions
about what their mission is — rather than persisting with the current pretence that
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In the sense that a market will reward all those

every university is broadly the same. This argument is often presented in entirely
negative terms. A recent lecture by Roger Brown, Professor of HE at Liverpool
Hope University, which painted a “dystopian” picture of a world in which univer-
sities were split into different types with “disastrous consequences” is a case in
point.?2 One of his chief concerns is that a new market-based system would serve
‘the elite’ and others would suffer. This is a common misconception. First, we
should point out that we reject the broad notion that ‘elitism’ within education is
automatically a bad thing. Intellectual elitism is often deliberately confused with
social elitism to make political points. The simple fact is that the brightest
students, no matter what their family background is, have a right to aspire to
study at the very best universities. We should not be ashamed of those universi-
ties and should seek to protect and support them. However, a market does not
only benefit those institutions at the research-intensive end. In the sense that a
market will reward all those institutions which are genuinely, demonstrably good
at what they do, then an ‘elitist’ system would drive up quality across the spec-
trum. Institutions would strive to become the ‘elite’ within their own tier or
segment of the market.

Crucially, such tiers should not be imposed or defined by the Government.
Institutions must decide themselves what their key missions are and where they
fit in the overall market. Many are already doing this. For instance, the universi-
ties of Hertfordshire and Liverpool John Moores have successfully refocused their
strategies and marketing around the idea of preparing their students for the real
world of work. Similarly, the smaller research-intensive universities such as
Durham and Surrey are positioning themselves as research-based universities that
are particularly focused upon the student experience. In a market it is likely that
some institutions would take this
further, actively selling on issues that
are often dodged today, such as having

institutions which are genuinely, demonstrably smaller class or seminar sizes, or a high

good at what they do, then an ‘elitist’ system would

drive up quality across the spectrum
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percentage of teaching carried out by
professors rather than PhD students.
Dividing lines can already be seen in
the form of the mission groups within
the sector. The Russell Group comprises the big volume, big reputation research
institutions, and strives to position itself as the ‘top’ of the sector. Alongside it is
the 1994 Group of smaller institutions who market themselves as serious research
institutions but with a friendlier focus upon the student experience due to their
size. The Alliance (formerly the more ambiguously titled Alliance of Non-Aligned
Universities) is the newest of the mission groups, and is carving out a fresh terri-
tory at the modern end of the sector, emphasising student employability and
strong links with business. Finally there is the prominent Million Plus, which
styles itself as a ‘think tank’ but is another mission lobby group representing
modern universities, many of whom are leading the way on spreading opportu-
nity to less traditional ‘access’ students. However, as several vice-chancellors
remarked to us privately, there is also considerable disparity within these mission
groups. In a market that is properly accountable and responsive to quality, simply
being in a particular mission group may not be enough (and indeed member-
ships may shift over time). At present the mission groups lobby for their
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members’ needs over those of other parts of the market. In a market, institutions
within each grouping will also compete much more obviously with each other,
and with proper information historical reputation or a place in a particular
mission group should not be enough to maintain a high ranking. Of course, not
all institutions belong to a group. This need not matter, as long as the university
has a clear vision of what it exists for and a definite and realistic strategy for the
future.

One other new trend which would be likely to emerge in a market is an
increase in institutions offering flexible learning to older and non-traditional
learners, probably online or part-time or in venues more suited to people
juggling busy lives. Such institutions are already big business in the US, and this
is an area in which the private sector would be particularly keen to operate.
Private providers such as Kaplan and Apollo already have a foot in the UK market
and are hoping to expand in the future. Such a development is often perceived to
be a dangerous threat by many in the sector — with an automatic assumption that
private providers will cut corners and offer low quality courses in order to make
a profit. However, private providers we spoke to countered that they are much
more receptive to student feedback than traditional universities, because they are
not trading on an historic brand and will live or die by their reputation amongst
customers. They argued that they could make a profit by cutting many of the inef-
ficiencies that they see in the rest of the higher education system. One senior
figure in a private education company told us that his firm could make a profit of
10% even with fees set as low as £3,000, by cutting out inefficiencies.??¢ Bringing
alternative providers into the system will benefit students by broadening the
choices available to them. While many may see new competition as a threat we
would argue that it can only drive up quality.

Historically, the ability to receive degree awarding powers from the Quality
Assurance Agency (QAA) was a significant barrier for any private provider wish-
ing to enter the higher education market. Yet QAA’s criteria changed as a result of
the 2004 Higher Education Act and now allows private bodies to apply for their
own degree-awarding powers. The profit-making BPP College and the not-for-
profit College of Law have since received degree-awarding status.??” Furthermore,
institutions no longer have to award higher degrees or undertake research in
order to offer undergraduate courses.??® The biggest barrier to entry for these
companies may be opposition from academics themselves, and the unions in
particular. Sally Hunt, Secretary of the University and College Union, has made
her position very clear: “We are not prepared to watch our universities risk hard
won reputations and future financial health by signing capital and revenue over
to what are in effect private sector property developers. We've seen the disastrous
consequences of this kind of privatisation across the public sector and will fight
it wherever it rears its head.”??° Bearing this in mind, there would need to be a
very clear steer from the Government that private providers have something valu-
able to offer to the market, if they are to be more actively involved.

Introducing a market with clear differentiation between institutions is not
about stopping universities doing what they want to do. Instead it is about
encouraging them to think hard about what they are already good at. It makes
sense that a university that is changing lives by taking risks and giving places to
students from less traditional backgrounds, focuses upon its role as an access
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university delivering excellent teaching, instead of positioning itself as a research
university. That does not mean a modern access university should not be doing
research — but it means that it should be thinking harder about where its research
strengths lie and focusing on them.

The question then becomes — who will suffer in such a market? Institutions
which do not offer demonstrable quality, regardless of where they are in the
market, should certainly lose out. But so too should institutions who have not
thought carefully enough about their strategic offering. The assumption is often
that those who wobble will be at the modern end of the sector — and indeed
HEFCE has a list of ‘high risk’ institutions, which are all thought to be post-1992
universities. However, some years ago Sir Howard Newby, then Chief Executive of
HEFCE, warned that the universities who really needed to rethink their mission
were those in what he called the “squeezed middle” — pre-1992 universities who
were outside of the research elite, often because they were still trying to succeed
in all areas, rather than specialising, and who could find themselves struggling in
a world of increasingly concentrated research funding.?° Some universities who
might have fallen into this ‘squeezed middle” have gone through painful restruc-
turing in order to escape such a fate. Others have yet to wake up to a need for
change.

Exeter University is an interesting example of a university embracing tough
strategic change in order to set itself apart in a coming market. It hit the head-
lines in 2004 with its controversial decision to cease entry to single honours
Chemistry, Music and Italian. Professor Steve Smith, the vice-chancellor, has
explained that the university wanted to be in the top 20 in the country and
therefore decided its growth needed to be selective, that it had to stop draining
resources by propping up unsustainable departments and instead invest in
success. Writing about the difficult restructuring process he said: “We are
currently spreading our jam too thinly and cannot sustain or achieve interna-
tional excellence over the 37 subjects we have submitted to the 2001 RAE.”?3!
He added: “Time will tell if we made the right decisions, but we are certain that
we have repositioned Exeter, and to do that required the radical, painful, but
necessary re-focusing of 2004-05.”

Of course, a real market will also raise the uncomfortable possibility that a
university may go to the wall and with the sorts of cuts that are looming over
the sector right now, that possibility is surely becoming a reality. No university
has yet gone bankrupt in Britain. Instead there have been 27 mergers, most of
which were whisked through with little or no publicity or discussion, and
many of which have failed in the long term. An environment in which every
vice-chancellor and governing body knows that if they get into trouble they will
be bailed out can only encourage bad practice. Nor is public money always
being spent wisely. If quality is allowed to deteriorate at any one institution this
is not simply an issue for them but for the reputation of UK higher education
as a whole. We feel strongly that taxpayers, students, parents, businesses, and
others who use university services have a right to a greater level of accounta-
bility. While in an under-provided area outside London the impact of a major
university going under would be so great that a merger would be the preferred
option, in London, where there are 42 HE institutions, the notion should be

much more possible.?3?
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Recommendations

If the fees cap were to be raised in the future, experts predict that there will be an
element of the ‘guessing game’ that we saw in 2003 when it comes to pricing.
Overall, this uncertainty points to a phased approach to raising the cap being infi-
nitely more sensible for the country. Some institutions will undoubtedly take great
risks with pricing in an attempt to keep up with competitors, and inevitably some
big mistakes may be made. We would recommend phasing in change over time.
This means that the cap should not be removed completely — although this could
be a long-term aim. Instead higher fees should be introduced in stages, so that the
Government and universities can monitor and deal with the effects.

Nonetheless, we urge the Government to make its first move on fees a bold one. It is
clear that if the cap is set at £5,000 or lower, once again the majority of institutions
will charge the maximum fee and no real market will be activated. Any variation will
happen only at the newest end of the sector and is likely to be limited. Raising the cap
without creating a market would be a serious policy failure. We would argue that
creating a real market in higher education is vital if we are to have a fair system in
which institutions who serve students well are rewarded.

However, we do not think it is appropriate to stick our fingers in the air and spec-
ify a level for the cap here. Such a decision must not be purely political - as the
decision to set the cap at £3,000 in 2003 clearly was - but rather it must be based
upon a proper analysis of a number of different factors. The financial health of the
sector is of course important, and further detailed work should be done to under-
stand the extent of the current and future gap in funding. This should include an
analysis of possible new models for raising additional support from sources other
than graduates and the state, in particular the private sector, and the revenue they
could raise. As we have discussed it is also crucial that we raise fees to a level that
will activate a market, and there needs to be further work to establish exactly
where that tipping point is. However, the ability of students to pay for their
degrees must always be of paramount importance. Any new fee regime will have
to be affordable for students from all backgrounds, so that no one is deterred from
going to the university of their choice on financial grounds. We are convinced that
this is achievable, with a fair and easy to understand student support system. Yet
there remains a serious question of what sort of student support system the
Government can afford, particularly in our severely constrained economic circum-
stances. The blunt truth is that fees simply cannot rise with the current system in
place. In the student support section of this report we recommend a variety of
different ways for the Government to reduce the student support burden to allow
for some movement on fees. Any decision on where to place the fees cap must of
course be linked to how much money such options will raise.

However, a higher fees cap alone will not be enough to drive up quality. For a
market to function properly there is a very real need for students and their
parents and teachers to have access to decent, comparable information with
which to make informed choices. The Government should encourage or if
necessary compel universities to provide robust information on issues students
and parents care about, including employment and salary prospects, contact

hours and class sizes.
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The Student Experience

The Student Consumer

The introduction of tuition fees marked a fundamental shift in the way students re-
garded their higher education. For the first time they were purchasing that educa-
tion (albeit only covering some of the costs). This meant that for the first time
students had effectively become consumers. As consumers their demands would
probably increase, and the way in which universities interacted with them would
probably have to change quite significantly.

The notion of the student as a consumer is a controversial one, which is
rejected outright by many in the sector, or accepted by others as a regrettable fact
of modern life that will inevitably change universities for the worse. If
consumerism suggests a passive relationship — in which a student simply
purchases a service, or a piece of paper showing they have received that service —
then it would certainly be a negative thing. Naturally, we want students to be
involved in their university experience. Higher education should involve inde-
pendent learning as well as tuition, and crucially it should be about learning to
think and to question rather than being spoon-fed information. At its best, univer-
sity should also be a life-changing personal and social experience. In short, as Paul
Ramsden, the Head of the Higher Education Academy has said recently, there must
be a partnership between the university and the student.?s3

However, if we are to assume that a student can be a consumer and still see
university as something that they are actively involved in, which will involve
certain commitments from them as well as simply a cash contribution, then this
shift may in fact be a good thing. The arrival of the student consumer has the
power to force universities to think much harder about what they are offering,
and thus to drive up quality. It may also have the power to make students think
much harder about what they are going to university for and what they seek to
gain from the experience.

Both the Conservatives and the Government have now championed the idea of
the student experience and the savvy new student consumer. Significantly, David
Willetts” first major speech after taking up the new post of Shadow Secretary of
State for Innovation, Universities and Skills in 2007, was about higher education
and the student experience. He argued that: “Students and their parents are not
simply concerned about the cost of higher education. They care about quality.
Students now regard themselves as customers, and they want to know that they
are investing in the right student experience.”?** He told the Conservative party
conference the same month: “The biggest single issue in higher education is the
student experience.”?** This was something of a departure for the sector, and
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privately many vice-chancellors expressed surprise that the student experience
should have travelled further up the political agenda than issues such as research.
Indeed, a few vice-chancellors have continued to express this view to us, query-
ing why we need to discuss the student experience when the UK has a world class
higher education system. We would argue in response that no excellent system
should be complacent enough to assume that it should never have to prove itself.
Nor should universities (excellent or otherwise) expect students (or rather grad-
uates) to invest in their higher education without being willing to think hard
about what they are offering to students and to engage in a transparent discussion
about that offering.

Negative views about the student experience have become less and less
commonly heard as universities realise that this is not a political storm in a
teacup but a long-term policy trend. The Government has now firmly endorsed
the student experience agenda as being core to its overall higher education
mission. There was a chapter on the student experience in Lord Mandelson’s
Framework for Higher Education.??¢ In his recent annual grant letter to HEFCE
he talked about the importance of quality assurance and stressed: “A high qual-
ity student experience, with excellent teaching well supported by the latest
technology, is vital for our universities to continue to flourish. The evidence is
that our universities do provide such an experience, but we cannot be compla-

cent.” 237

Student Consumer Protests
A number of student protests linked to the student experience have hit the headlines

in recent years. Below are a few examples from 2009:

©® The University of Bristol hit the headlines in early 2009 when 600 economics and
finance students signed a written complaint questioning improvements to the
quality of their teaching since top-up fees came on stream in 2006. The complaint
raised concerns about student to staff ratios in lectures and tutorials, evidence of
a robust exam-marking system, and the allocation of tuition fee income, which is
believed to have been diverted to uses other than undergraduate teaching.
Tellingly, the students complained not because contact hours were too low, but
because they were lower than the institution had led them to believe they would
be.238

® The University of Manchester faced a similar headache when student protestors
forced the university to reverse a decision to cut lectures from 30 to 20 hours per
module, to be replaced by FAQ sessions.?*°

® In response to poor ratings in the NSS, the student union at Manchester
Metropolitan University launched their ‘LATE’ program in 2009 to monitor
patterns of late and cancelled lectures, which predictably drew outrage from the
Ucu.zo

® These three examples are just a small snapshot of the unrest that many students
feel about the quality of their teaching and university experience. Crucially, indi-
vidual institutions could be more transparent and they need to manage the

expectations of students better.
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Pressures upon Teaching and the Student Experience

The Research Assessment Exercise, which rates the quality of research in order to
distribute nearly £1.5 billion of research funding a year, has undoubtedly had a
huge impact upon the culture of universities. The exercise, which was launched in
1986 and happens about every five years, consumes huge amounts of universities’
energy, and prompts hiring sprees as institutions attempt to beef up their research
departments with star researchers or even whole teams.?*! Given this it is inevitable
that teaching, which has a fixed (if inadequate) funding formula based upon the
costs of different subjects or disciplines, should have assumed a somewhat lower
priority. The Higher Education Academy has warned that while some institutions
do have a culture that rewards good teaching, others are much further behind.
Launching its strategic plan in July 2008 the HEA warned that: “Many academics
say that research carries too much weight compared with teaching when it comes
to promotions and recognition. A major task for the Academy is to find out what
lies behind these perceptions and make it easier for teaching to gain the recogni-
tion it deserves.”?*>The RAE is due to be phased out and replaced with another ex-
ercise, the Research Excellence Framework. One of the intentions is to create a
simplified system that is less prone to gaming by institutions, however this outcome
is beginning to look optimistic, with the proposals becoming increasingly com-
plicated. It seems highly unlikely that the REF will do anything to radically change
a culture which favours research, and thus the Government must give a strong steer
to universities on the importance of teaching. If universities are to charge higher
fees they will need to demonstrate that they value and promote excellent teaching:
nothing is more important in guaranteeing a good student experience.

As we have already discussed, one serious outcome of poorly financed expan-
sion in our universities has been that staff numbers have not kept pace with the
growth in students. While staff numbers do not always tally neatly with student
satisfaction, high student to staff ratios do indicate a reduction in the amount of
time staff have to spend with students, and this has real implications for quality.?*?
HEFCE's Financial Strategy and Sustainability Group reviewed the ways in which
universities had changed their behaviour to adapt to these staffing pressures. They
found that institutions had increased the size of student teaching groups, pulled
in a wider range of staff to teaching (including postgraduate students, graduate
teaching assistants and part-time staff) and replaced some lectures with online
resources.?** The group argued that none of these changes were detrimental to
teaching. However, it seems reasonable to ask whether students are aware of these
sorts of shifts when they imagine what their university experience will be like.
The report also identified “coping strategies” at some institutions which were
much more obviously negative. These included:

® Effective breakdown of the system of pastoral tutoring in some cases (only
partly compensated for by the improvement of central student support serv-
ices);

® A reduction on staff-intensive forms of learning such as laboratory sessions in
the sciences and essay tutorials in the humanities;

® A reduction in staff’s ability to provide timely, tailored and formative feedback
on students’ work;

® A cut-back in face-to-face feedback in particular.

64 | policyexchange.org.uk



The Student Experience

A related issue that has come to the fore in recent years (to the frustration of many
universities) is contact hours. The Higher Education Policy Institute (HEPI) sparked a
public debate with the publication of two student surveys on the academic experience.?**
The first was more robust, surveying 15,000 students in England, while the second has
been criticised for only surveying 2,000. Nonetheless, both surveys opened the door to
a thorny issue that had not been properly explored before. HEPI found that students
receive an average of 14.5 hours teaching time per week, but as one would expect this
varies considerably according to discipline.
This is significantly lower than the average High student to staff ratios do indicate a

in other European countries, and HEPI

warned that this might threaten qualityand ~ reduction in the amount of time staff have to
be seen as poor Valu.e for money for spend with students, and this has real
students. More worryingly, there were
found to be large differences between insti-  implications for quality
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discipline. For instance, in historical and philosophical studies the contact hours ranged
from 39.5 hours per week at the most demanding institutions to 14 hours at the least
demanding The FSSG report also presented some evidence that contact time had fallen.
It noted, for example, that the engineering department at one university had cut first year
contact hours from 524 in 1990/91 to 320 hours in 2007/08. Given that engineering
is one of the subjects that traditionally requires high levels of contact time, including
extensive laboratory work, this example is particularly surprising and worrying.

Information about the student experience
As we discussed in chapter four, a higher education market cannot operate well unless
there is sufficiently robust, comparable information upon which students can base their
choices of where and what to study. The annual National Student Survey (NSS), which
was launched in 2005 and is commissioned by HEFCE and the other funding coun-
cils, with the support of the NUS, introduced a level of accountability that had not been
present in the system before. The survey asks final year students at institutions across the
UK a series of questions about the quality of teaching they have received. It covers top-
ics including: teaching, assessment and feedback, academic support, organisation and
management, learning resources and personal development. Feedback is consistently
highlighted by students across the sector as the area they are most unhappy with, and
although institutions say they are working hard on this there has been no sign of real
improvement. In the 2008 NSS overall student satisfaction in England was 82%, but only
64% felt feedback on their course had been prompt.?#¢ This points once more to the
problem of staff numbers not keeping pace with student numbers.

Would-be students and staff can now search the NSS results online, via the

Government’s UniStats website, looking at results for particular departments within
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impress upon students the importance of scoring generously in order to maintain the
reputation and brand of their course. However, one VC told us that it was obvious
when a department’s score leaped for no apparent reason that some pressure had been
applied, and the management team would crack down upon the department in ques-
tion. In short, the NSS has been a valuable introduction, and has empowered students
to a new level, yet there is still a real need for further information on top of this survey.

There is already a large amount of data about universities in the public domain,
however it is spread between different organisations and is often hard to find and
understand. Comparable information that is already collected and that students
and parents might be interested in includes:

Data on university estates (collected by HEFCE);

[ J

® Research quality ratings (currently the RAE, collated by HEFCE);
® Information about library facilities (collected by SCONUL); and
[ J

Drop-out rates and widening participation data (collected by HESA).

Crucially, data on several key issues that students and parents do care about is not col-
lected — or not in a sufficiently robust manner. In particular, students who are making
choices about where and what to study are likely to want to know whether a course
will lead to a job (or where previous graduates have ended up) as well as likely salary
outcomes. There is clear evidence that having a degree enhances both one’s earning
potential and one’s ability to secure a job. A Universities UK report showed that the av-
erage graduate earns an additional £160,000 over a lifetime compared with an indi-
vidual with two or more A-levels but no degree.?*” Yet it is much harder to find serious
data on job prospects for graduates at individual institutions. This is not acceptable. Stu-
dents and parents have a right to know more about employment rates and salaries.

One common argument against publishing data on jobs and salaries is that
employers often automatically recruit from Russell Group universities, and there-
fore these universities are at an unfair advantage, thus potentially harming the
reputations of newer universities. In fact, the experience of London South Bank
University, which conducted its own survey of graduate salaries and discovered that
they fared extremely well, suggests that such an argument is tenuous.?*$ Moreover,
if the publication of data puts pressure upon universities to think harder about
making their graduates more attractive and useful to employers, regardless of which
part of the sector they are in, that will be a good thing. Institutions must think hard
about preparing their students for the job market. With more and more people
going to university, and over six out of ten acquiring a first or 2.1 degree, the grad-
uate job market is now an incredibly competitive place.?** Employers will look for
more than just a degree certificate, wanting skills such as creativity, the ability to
work with others and strong communication skills. Universities may need to
increase their students’ exposure to business. An interesting model might be
Singapore Management University, where no student can graduate without having
passed a work experience module working within a relevant company.

As discussed, another issue which really concerns students is contact hours. The
QAA looked at collating data on contact hours some years ago, but the idea was
discarded. This was short-sighted. Of course, as we have seen, contact hours vary
according to subject. A laboratory-based subject such as chemistry will require many
more hours of supervision than a subject such as history, which will demand a great
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deal of independent study and may only need six or eight hours a week in seminars
or lectures. Institutions often argue that this data should not be released because the
public do not understand this subtlety. We disagree strongly. If institutions feel that a
subject needs very few contact hours, they need to explain why this is the case. Secrecy
is only counter-productive, leaving students and parents feeling cheated. Expectations
are absolutely crucial. A survey of first-year students by the Higher Education Academy
found that 41% of students who knew nothing about their course before they
enrolled had considered dropping out, compared with only 25% of students who
knew a moderate amount or a lot about what to expect from their course.?*°

Information about class sizes is also kept very quiet. However, professors and
lecturers from all sorts of universities (including the Russell group) report that their
class sizes are spiralling. This may not be such a problem for lectures. If you are simply
listening and taking notes it may be relatively unimportant to you whether you do
this in a room full of 50 or 200 other students. However, if seminar and tutorial sizes
are being squeezed this will of course have more of an impact. Class size informa-
tion could be narrowed down, with information on numbers of hours spent in
lectures and smaller tutorials. As we have seen such changes in group sizes are driven
by increasing student to staff ratios, but nonetheless this is another area in which
institutions need, at the very least, to manage student expectations. If they want
students to pay higher fees they will need to think hard about the quality of the
teaching they are offering, and that will include the teaching environment.

It would also be desirable for students to be able to research student to staff ratios
and the professional level of staff who teach. While HEFCE'’s FSSG group may have
judged that asking postgraduates to take over more of the teaching does not harm
the quality of teaching, if an institution is marketing itself to students based upon
the quality of its professorial staff, they may be less happy with this shift. As we have
noted before, when a proper market emerges it is likely that these are the sorts of
things that universities will actively compete on, as the more expensive Liberal Arts
Colleges do in the US, offering small classes taught by professors.

Recommendations

® While we encourage moves by the Government to ensure that universities publish a
standard set of information about what students can expect from their university
experience, the current steer needs to go much further. It is not enough to ask for
information simply on what students will learn, what facilities they will have access
to, and what their study responsibilities will be, as laid out in Lord Mandelson’s
annual grant letter to HEFCE in December 2009. The Government should support
moves to introduce a national student experience website collating data on the
issues that students care about. This should involve compelling universities to collect
data or assist in the collection of data on employability, salary outcomes, contact
hours, class sizes and teacher numbers, as part of a deal for introducing fees.

® We feelit is right that those who benefit from their higher education should contribute
towards the cost of it. However, in return universities should guarantee a significant
investment of time and resource in maintaining and improving the quality of experience
they will receive. It is unrealistic for any university to expect to be allowed to charge

higher fees if they do not make the student experience a clear and major priority.
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6

Widening Access:
Fees and Poorer Students

The aim of providing a university education to everyone who would benefit
from it, regardless of their family background or their ability to pay for that
education, is absolutely crucial to any debate about fees. In short, fees should not
be able to rise if the net result would be a return to the old days of education
for the privileged few. Indeed, much as universities need and want more money,
none would argue that this can entail shutting people out of the system simply
because they cannot afford it. Leading research universities such as Cambridge
have warned the Government that they are not engines of social justice?®': from
a teaching point of view they exist to teach the very best students and this is
crucial to their continuing excellence. Such statements are deliberately provoca-
tive, designed to warn off a Government that has become increasingly keen on
micro-managing universities in return for funding, and increasingly likely to
vilify universities for failures happening within the schools system. However,
the point is not that leading universities wish to turn away clever poor students.
Quite the reverse: they are anxious that finance should not be an impediment to
excellence. At the other end of the spectrum most modern universities see one
of the main raisons d’etre as recruiting and supporting so-called ‘access’
students, whose families have probably never been to university before, and who
are slotting university into their often complicated lives. These access universi-
ties may not seek to charge particularly high costs for their courses in the future,
but nonetheless they will want to know that any increase is going to allow them
to protect quality without harming what is probably their most important
mission.

In this chapter, we will consider what impact top-up fees have had on partici-
pation, debt and the affordability of going to university. This will include a
discussion of the student support system, students’ cost of living and lessons to
be learnt from the experience of institutional financial aid in the US.

Impact of top-up fees

What was the expected impact of top-up fees?

As we have seen, debate around the 2004 Higher Education Bill was fierce, emo-
tional and sometimes rather light on evidence. Those who were opposed to fees
voiced major concerns about the affordability and potential deterrent effect of stu-
dent debt. A number of groups including the NUS, backbench Labour MPs and
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‘access’ experts had grave concerns that raising the cap on tuition fees would
discourage many students from going to university on financial grounds, in par-
ticular those from poorer backgrounds. The logic was that these students would be
much more debt averse than their wealthier peers, and that charging a significant
contribution for a university education would deny students their fundamental
right to an affordable education.

The Evidence Against Fees
The anti-fees lobby quoted a body of research to support this core argument. A
study commissioned by the Joseph Rowntree Foundation in 2000 found that as
result of the extra financial barriers disadvantaged young people face, some stu-
dents were “more likely to enrol in less advanced or prestigious courses than
their more advantaged peers”. Specifically, “lack of funds and reluctance to take
on debt limited the length of courses that many disadvantaged young people felt
they could afford to enrol in”, and the costs of leaving home and daily com-
muting “limited the range of institutions that some disadvantaged young people
felt they could attend”.?s2 HEFCE commissioned a report in 2001 of the litera-
ture on the impact of introducing means-tested contributions to tuition fees for
full-time undergraduates from 1998-99 onwards. It found that although much
of the research available at the time was based on relatively small samples of in-
dividuals and relied heavily on focus groups, the evidence tended to support the
conclusion that “options for increased funding for institutions that involve either
increased fee contributions and/or increased loan debt are likely to have a dis-
proportionate effect on participation by students from the lowest socio-economic
groups”.2%3 Furthermore, “even if they are means-tested out of any contribution
to increased fees, experience with the current system suggests that it is most dif-
ficult to get across the message about means-testing to those who are most likely
to benefit”.25+

Academic unions were also vocal in their opposition to fees. The Association of
University Teachers (AUT) argued back in 2003 that “student debt is a major
disincentive for working-class students”. They were unconvinced that the
Government’s ‘safeguards’ would “allow for the introduction of differential fees
without undermining access to the institutions that charge them”.?% Predictably,
the NUS was also strongly opposed to higher tuition fees. A Higher Education
Authority research paper from 20062°¢ summarises the main NUS objections to
top-up fees: “In general students everywhere do not support the loan system. In
the UK, the NUS are especially opposed to the variable top-up fees model, argu-
ing that... it is an imposition of graduate contributions which will inhibit
participation from disadvantaged sections of our community and place an unfair
burden on students when they graduate...”.?” The NUS believed that the
“proposal will not assist in widening participation nor solve the funding crisis in
our universities and colleges - it only enables the creation of a commercial market
in HE at the expense of people who will be saddled with debt for more than a
generation”.2*® After the Bill was passed, further doubt mounted from some
corners, and a 2005 paper published by Professor Claire Callender argued that the
Government’s student funding policies “are predicated on the accumulation of
debt and thus are in danger of deterring the very students at the heart of their

widening participation policies”.?*®
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The Government and the higher education sector as a whole were more optimistic
about the power of an effective student support system to negate such deterrent ef-
fects, and much more resolute about the necessity of greater graduate contribu-
tions. The Government received unexpectedly resounding support from the OECD,
which published a paper in 2004 that firmly supported the introduction of grad-
uate contributions and suggested that the UK system should be a model for the rest
of Europe. The OECD maintained that while “it is sometimes argued that funding
higher education by individual loans rather than taxes could discourage students
from poor families, and that it is unfair that very successful graduates will end up
paying a smaller share of their income than less successful graduates...These ar-
guments miss the point that social gradients in access to higher education, and eq-
uity in educational attainment more generally, are primarily determined by
cognitive developments in early childhood and the foundation laid during
school” .26

Professor Nicholas Barr, widely known as the one of the UK’s leading experts
on higher education finance, strongly supported the Government’s 2003 White
Paper, confident that the generosity and insurance provided by the Government’s
income-contingent loan scheme would completely change the nature of debt. As
he explained: “under plausible assumptions a graduate will pay £850,000 in cash
terms in income tax and national insurance contributions over a 40-year career.
People do not lose sleep over that. Nor do they lose sleep over an increase in the
basic rate of tax by a penny in the pound, though in cash terms it adds £25,000
to a person’s tax bill over 40 years.” He emphasised that student loans are not like
a bank overdraft since repayments are added to income tax, and debt is relieved
after 25 years.

In light of the experience of other countries that already charged higher tuition
fees and maintained robust systems of student support including income-contin-
gent loans, such as New Zealand and Australia, a greater body of evidence existed
to dispel the myth that fees harm access. Indeed, much of the anti-fees lobby was
fuelled by emotion, conjecture and politics rather than an evidenced-based
approach to policy.

What are the major trends in participation since the introduction of top-up
fees?

Applications

There are two major enrolment trends worth noting when considering the impact
of top-up fees coming on stream — one expected and one not. First, predictably,
there was a significant spike in applications the year before top-up fees were in-
troduced, and a subsequent fall in 2006/07, the first year students were required
to pay the higher, deferred contributions. This was because many students logi-
cally chose to forego gap years in response to the increased cost of study. By
2007/08, the second year of top-up fees, this short-term fall had been reversed.
Less predictably, in the second and third years of top-up fees, applications soared
in England, much more so than in the years preceding the introduction of top-up
fees. This directly contradicted the gloomy predictions of the anti-fees lobby around
the time of the Higher Education Bill debate. Most crucially, the increase in appli-
cations was not just from middle-class students. Figure 11 below, outlines the
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change in applications between 2003/04 and 2008/09 for students from the three
lowest socio-economic groups.2®! From the graph we can see that in the 2007-08
academic year applications in England for students from the three lowest socio-eco-
nomic groups rose by nearly 10%, and in 2008-09 climbed by a further 27%.2¢2
While this dramatic increase in applications cannot be directly attributed to the
introduction of top-up fees, it provides strong evidence that despite higher fees, ap-
plications to university have remained very buoyant over recent years, in particu-
lar for less-privileged students.?¢3

Figure 11: University applications between 2003-2008
Year on year changes in applications from the three lowest
socio-economic groups?®*
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Has the Government’s widening participation agenda been a success?

While there is clear evidence that the introduction of top-up fees has not harmed
access for the poorest students, the Government still has a long way to go before
realising its much-publicised goal of making higher education accessible to all stu-
dents, including those from non-traditional backgrounds. Prompted in part by the
creation of the Office for Fair Access (the government regulator established to over-
see the implementation of fees and monitor access) and in part by significant Gov-
ernment funding for widening participation activities (the ‘Aim Higher’ scheme
received around £89 million in funding in 2009 alone)?¢* universities have made
greater efforts in the past four years to reach out to less privileged schools and
young people and to improve opportunities for less-privileged students. Sadly, ev-
idence to date suggests that they have very little to show for their efforts, although
some positive signs are starting to emerge.

Data on the participation of students from different socio-economic groups
must be considered carefully. The ‘Full-Time Young Participation by Socio-
Economic Class’ (FYPSEC) measure was introduced in 2007 and spells out the
proportion of young people from the top three and bottom four socio-economic
classes who participate for the first time in full-time higher education.?¢® The
methodology for calculating the Higher Education Initial Participation Rate
(HEIPR), on which the FYPSEC is based, has been changed twice since its inception
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in 2004, leading the universities department (BIS) to admit that “only FYPSEC
figures for 2007/08 are entirely accurate”, while “figures for 2002/03 to
2004/05 are less accurate, but have been included to provide some time series
comparison”.2¢7

Putting this reliability issue aside, FYPSEC analysis shows the participation rate
for the bottom four socio-economic classes hovered just below, and then just
above, the 20% mark between 2002/03 and 2007/08. Conversely, participation
for the top three socio-economic groups hovered between 45% and 40% over the
same period. This has led the Government to claim that “between 2002/03 and
2007/08, the gap [between rich and poor students] has reduced 7.0 percentage
points”, but this takes a rather optimistic and misleading interpretation of the
available data.?s® Indeed, many in the sector are doubtful the Government has
managed to make a considerable difference in the gap between participation of
rich and poor students.

Analysis of universities’ efforts to widen participation for less-traditional
students is far from encouraging. The Public Accounts Committee (PAC) found
early in 2009 that despite the £392 million that had been spent by the
Government and the Funding Council on widening participation between
2001/02 and 2007/08, “progress in widening participation has been slow”.2¢®
The Committee felt that while some universities were making big strides in open-
ing up higher education to under-represented groups, others “perform poorly”,
and to be more effective, “universities need to target schools in disadvantaged
areas to reach those most in need”.?”® We will discuss later in this chapter how
part of providing a needs-blind admissions system must include genuine attempts
to reach out to those students in disadvantaged schools and neighbourhoods, and
how improving information, advice and guidance about student finance can help
to bridge the gap between rich and poor students.

How have levels of student debt changed since the introduction of top-up
fees?

One of the biggest concerns arising from the introduction of top-up fees in
2006 was the potential for student debt to balloon out of control. With annual
tuition fees set at around £3,000 and students allowed to take out Government
loans not only for fees but also for living expenses (up to £7,000 for those in
London), as well as interest-free overdrafts and credit card allowances which
were readily available from banks, it was easy to draw dire conclusions about
vast numbers of students owing tens of thousands of pounds. However, with
the benefit of hindsight, it is clear that such blanket predictions were overly
simplistic.

For a start, not all students take out tuition fee loans. In 2009/10, just over
810,000 English and EU students took out tuition fee loans at an average of
around £3,000.2”! Considering there are over 1 million English and EU students
studying in England each year, this means that roughly 20% of students did not
take out tuition fee loans at all. This is backed up by data from the Student Income
and Expenditure Survey (SIES) 2007/08, the most extensive of its kind, which
found that a quarter of students interviewed had not taken out a tuition fee
loan.?”2 The SLC has not published official data on the breakdown of household
income for those who do not choose to borrow, although anecdotal evidence
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suggests that it is largely wealthier students who pay their fees upfront. This is
supported by the 2007/08 SIES which found that students from routine/manual
social backgrounds were 5% more likely to take out loans than those from mana-
gerial/professional backgrounds.?”

Not all students take out a loan for their living expenses either, and the level of
loans varies greatly between students. In 2009/10, nearly 750,000 students took
out maintenance loans at an average of £3,600. Again, around 20% of eligible
students have not taken out maintenance loans since top-up fees came on stream
in 2006/07.77¢ A regression model used in the 2007/08 SIES found that those
from intermediate and routine/manual backgrounds were more likely than those
from managerial/professional backgrounds to have taken out a maintenance loan,
once other characteristics were taken into account.?’

A sizeable proportion of students now receive at least a partial grant from the
Government for living costs, which unlike student loans does not have to be
repaid. In 2009/10, a third of all new students received the full maintenance
grant of £2,900, while a fifth received a partial grant.?’¢ Most students also have
support from elsewhere. Results from the 2007/08 SIES show that full-time
undergraduate students received an average of £2,04 from their parents, relatives
and friends.

In addition, we should remember that times have changed, and different
students make different lifestyle choices that affect their debt levels. For exam-
ple, more students are now living at home. A fifth of all new full-time
undergraduate students in 2006/07 lived at home, while those from lower
socio-economic groups are more likely to do so.?”” Term-time and holiday work
is becoming increasingly important too. The 2007 /08 SIES found that over half
of full-time students undertook some form of paid term-time work in
2007/08. For those that did work, average earnings over the academic year
were £4,000.278 Furthermore, the vast majority of full-time students work in
the holidays, earning on average an additional £1,750 over the summer vaca-
tion alone.?”’ The second phase of the Futuretrack Survey, which accounted for
50,000 full-time students, found that students who started university in
2006/07 and worked in term-time undertook an average of nine hours
employment per week.28

It is also worth noting that anecdotally some students from wealthier back-
grounds are actively encouraged by their parents to take out the maximum loan
amounts and to use them for personal investments. Unfortunately there is no data
with which to estimate the scale of this trend, but it is further evidence that not
all students have the same debt concerns. Nevertheless, current and future levels
of student debt remain an important consideration, and one that must be treated
carefully in light of any increase in the cap on tuition fees.

Taking all of the above factors into consideration, it is understandable that
there is conflicting evidence as to exactly what levels debt has reached for the
majority of students under the new student support scheme. The 2007/08 SIES
measured borrowing levels, savings and debt for first year full-time students to
provide a comparison with first year full-time students in the 2004/05 cohort.
This provides a rough snapshot of students from the two different fee regimes:
£1,000 annually upfront and £3,000 annually with the option to defer. Average
borrowing levels increased 33% for full-time students during this period, from
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£4,403 and to £5,835. The increase was driven by a 51% rise in student loan
debt, up from £3,459 to £5,232, reflecting the introduction of tuition fee
loans. Consistent with the pattern found across both full and part-time students,
borrowing from higher cost sources fell from £894 in 2004/05 to £561 in
2007/08.28! This is a welcome development considering the dangers of credit
card and other high cost debt for young adults, in particular in comparison to
the very generous income-contingent loans provided by the Government. Table
4 below outlines the difference in borrowing between the two surveys. The SIES
also predicts net debt by taking into account students’ savings. Net debt among
first year students rose quickly between 2004/05 and 2007/08, up by 46% in
real terms, mostly accounted for by tuition fee loans.?82 Table 5 below shows
that net debt was estimated to rise from £2,415 to £3,518 between the two
surveys.

Table 4: Net borrowing comparison, English-domiciled full-
time students?s3

SIES 2007/08 SIES 2004/05

Year 1 full-time Year 1 full-time Index (07/04)
students (£) students (£)
Commercial Draft 332 500 0.66
Overdraft 229 394 0.58
Arrears 29 32 0.91
Informal Loans 10 10 1
Career Development Loans 0 8 N/A
Outstanding Student Loan Debt 5,232 3,459 1.51
Outstanding Access to Learning Funds 2 1 2
Estimated borrowing 5,835 4,403 1.33

N = Unweighted 680 858

2004/05 data were multiplied by 1.113 to reflect RPI increases
Base: all English-domiciled full-time students and full-time first year students

Table 5: Net debt comparison, English-domiciled full-time students?®*

SIES 2007/08 SIES 2004/05

Year 1 full-time Year 1 full-time Index (07/04)
students (£) students (£)
Savings 2,318 1,988 1.17
Borrowings 5,835 4,403 1.33
Net Debt 3,518 2,415 1.46
N = Unweighted 680 858

2004/05 data were multiplied by 1.113 to reflect RPI increases
Base: all English-domiciled full-time students and full-time first year students
Source: NatCen/IES SIES 2004/05 and 2007/08
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Indications from an assessment of first year students’ financial situations are
that, although savings levels have increased and borrowing from commercial
sources has decreased, increases in overall borrowing levels far outweigh these -
so by the end of their course, the net debt of new system students is likely to be
considerably greater than the £7,798 expected for 2007/08 graduates.?®s Yet if
we were to extrapolate the annual net debt estimated for those students starting
their course in 2007/08, the SIES currently places graduate debt at just under
£11,000, much lower than the maximum loan limits frequently trumpeted in the
press.

Other surveys paint a slightly different picture. The push.co.uk survey notes that
average annual student debt, across all year levels, has risen from £3,379 in 2004
to £5,271 in 2009, with the projected debt on graduation for all full-time
students standing at £16,159.28¢The Barclays Graduate Debt survey (which ran
from 1994 to 2004) and the NatWest Student Money Matters survey (which ran
from 2000 to 2007) estimated graduate debt at £14,700 in 2004 and £12,500
in 2007.2%7 Unfortunately data is not yet available for either graduate survey on
debt levels for students who started university since top-up fees came on stream
in 2006, but earlier projections would suggest debt levels would be even higher
for these students. Table 12 below charts data for the two graduate surveys.

Figure 12: Trend in average debt owed by new graduates?®®
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Overall, due to the limitations of these surveys, including small sample sizes,
they should be taken with a large pinch of salt, and instead it makes more sense

to consider the more robust data available in the 2007/08 SIES. As we have
discussed we cannot make simple blanket assumptions about debt: not all 255 ohnson et 1 (200%) pozie

students take out loans or the maximum loan allowances, most students receive 286 Statistics aval
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students since 2006, but it is not clear that debt has ballooned to the maximum Commons Library, pd.

levels predicted by the press and doom-mongers in the sector. 288 Ibid

policyexchange.org.uk | 75



More Fees Please?

The sum of evidence to date suggests that

What effect has debt and the perception of debt had on students?
Student debt, in particular in its current form as a future tax liability, is not a
problem in itself. If students value the personal benefits of going to university,
such as the average £100,000 lifetime earnings premium compared to non-
graduates, then it is rational for them to invest in their education.?®® Problems
arise when debt creates a significant deterrent effect on students, in particular
for those from less wealthy backgrounds, either in their decision to go to uni-
versity, or in the types of choices they make, such as what subject to study. The
evidence so far is conflicting.

First, the behavioural data (i.e.
applications) shows that not only have

debt and the perception of debt has not harmed participation levels remained buoyant,

access, though there must be a better focus on

educating young people about student finance
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but applications from the lowest socio-
economic groups have boomed in
recent years. Second, survey evidence
suggests that some students have been
put off going to university due to financial concerns. There is strong evidence
to suggest that for these students a lack of clear financial information, advice
and guidance is the most significant barrier. Third, recent statistical modelling
suggests that while credit constraints (i.e. not having enough money in hand)
can harm attainment, this can be relaxed by loans, even without the help of
grants. In total, the sum of evidence to date suggests that debt and the percep-
tion of debt has not harmed access, though there must be a better focus on
educating young people about student finance.

Survey data and financial IAG

Nonetheless, survey data on the deterrent effect of debt does raise some concerns.
Findings from the second phase of the Futuretrack survey — a major national ini-
tiative tracking a cohort of students over five years from when they apply to uni-
versity until two years after they graduate — published in 2009, found that the cost
of going to university is the major deterrent for people who applied to but did
not enter higher education.??® In the first phase, 130,000 students were surveyed
as they applied to university, and in the second phase, 50,000 full-time students
were surveyed after their first year.?! Almost 40% of students who applied but did
not go to university were put off by the cost, and 32% were put off by the prospect
of incurring debt.??

Furthermore, the 2007/08 SIES found that the proportion of full-time first-
year students who reported that the student funding and financial support
available to them affected their decisions about HE study had risen since
2004/05, from 26% to 36%.2°3 Nevertheless, the proportion of full-time first-
year students citing financial concerns as a reason for dropping out remained
constant at just over a quarter between 2004/05 and 2007/08.29

This survey data highlights an important point. If we assume that the idea of
taking on a burden of debt will be intimidating for at least some would-be
students, it is incredibly important that there is sufficient financial information,
advice and guidance available to them. Students, parents and teachers all need to
have access to clear and accessible advice on what the costs of going to university
are, and what support is available. It is a considerable flaw that the Government
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did such a poor job of explaining to the public the extremely generous student
support system that accompanied the introduction of top-up fees. From the outset
they failed to convey the simple message that fees would not be paid upfront and
that students would not start to repay until they could afford to. And in common
with America, the Government introduced a heavily subsidised and very costly
public loan scheme without clearly communicating what a good deal students
were getting. Even now, potential students with questions about finance are
expected to extract complicated information from the catch-all Directgov infor-
mation website is far from being a student-friendly, accessible experience and will
doubtless do little to allay anyone’s fears. This will be discussed in further detail
later in this chapter.

Information should also extend to the student experience, and to the outcomes
of higher education. As we discussed in the student experience chapter, if we are
to expect students to make rational decisions about whether it is worthwhile
taking on a certain amount of debt, they need to know what studying a particu-
lar course at a particular university will mean to them. At present such data is
worryingly thin, and would-be students are left largely in the dark about many
questions that they consider to be important.

Statistical modelling

The IFS is currently undertaking research on the participation effect of changes
to fees, grants and loans. Preliminary data suggests that increasing fees has a
negative effect on the enrolment patterns on students from less privileged back-
grounds. This is intuitive — the greater the cost of going to university, the less
incentive for those who least understand the financial benefits. Encouragingly,
grants do much to cancel out this effect, which supports the reasoning behind
reintroducing maintenance grants when top-up fees came on stream in 2006.
Furthermore, there are early signs that an increase in loans can also do much to
negate the deterrent effect of higher fees. The researchers found “a small but
significant negative impact of upfront fees on participation, and positive im-
pacts of a similar magnitude of grants and loans”.2°® The jury is still out on
whether an equivalent rise in loans completely offsets a rise in fees, and policy-
makers and universities will be waiting anxiously on the outcome of the re-
search to determine whether loans alone are enough to minimise the deterrent
effect of higher fees.

If not financial barriers, then what is the main deterrent to going to university?
The overwhelming evidence suggests that attainment at GCSE and A-level is still by
far the major predictor for participation in HE. The Government has often chosen
to vilify universities for the failure of the high profile widening participation
agenda, but the fact is that the problem is cemented years before pupils apply to
go to university. As the IFS argued in 2008 “the socio-economic gap in HE partic-
ipation does not emerge at the point of entry into higher education”, but rather “it
comes about because poorer pupils do not achieve as highly in secondary school
as their more advantaged counterparts.”2°

The number of students from poorer backgrounds, in this case defined as
‘lower supervisory’ and ‘routine’, who did not even achieve five A-C GCSEs in
2006 (the minimum requirement for going to university) was still as low as 46%
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and 42% respectively.?” This compares to 81% of students from ‘higher profes-
sional’ backgrounds and 73% from ‘lower professional’ backgrounds.?®® The idea
that there are huge numbers of under-privileged young people with the right A-
level grades who are walking away from university — or being turned away —
quite simply a myth. The number of students across all socio-economic back-
grounds that go to university is around 95% for those with the best A-levels, 90%
for those with slightly less good A-levels, and just under 80% for those with 12
A-level points or less.??® Figure 13 below illustrates the difference in participation
at university for the richest and poorest 20% of households. Strikingly, participa-
tion for students with three Bs and above is practically identical for the two
groups, although overall there is a difference in participation of around 30% for
the two populations.

Figure 13: Widening participation in HE3%
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The Sutton Trust has also looked closely at the achievement gap at GCSE
level, and found that for students in the bottom income quintile a shocking 4%
of young men and 6% of young women score in the top fifth of the GCSE
distribution.’®! Conversely, 16% of young men and 24% of young women
among the more affluent students score in the top fifth. Representation in the
bottom quintile of GCSE scores is the reverse for the two groups. As a result,
the report found that “such dramatic differences in achievement by family
circumstances at age 16 underscore the point made [by the IFS]” about attain-
ment at A-Level.30?

The IFS study also found that, once prior attainment was accounted for, the
impact of material deprivation on the likelihood of attending a high-status
university largely disappeared.3®® Thus we can ask universities to try harder to
reach out to poor students who have obtained the grades they require, but the real
impact can only be had by raising attainment and aspiration years before A-Level
and increasing the size of the pool universities can fish in.
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Other financial considerations

Student living costs

Policymakers need to be aware that as well as fees there are also significant living cost
pressures on today’s students. Indeed, it is unhelpful that in this country discussions
about the cost of a university education tend to only consider the cost of tuition. This
has long been understood in the US where financial student support takes into account
all of a student’s costs. Student expenses other than tuition include accommodation,
food and socialising, transport, books, equipment, field trips and utility bills.

There are a number of studies from which we can draw upon to estimate the
current cost of going to university. The 2007/08 SIES found that the average total
annual expenditure across all full-time students in England increased from £11,434
in 2004/05 to £12,254 in 2007/08, a rise of 7%.3**This increase was largely fuelled
by the rise in tuition fees, meaning that living, housing and child-related costs
remained fairly constant between the two surveys. However, there is strong evidence
to suggest that the cost of accommodation has risen substantially in recent years. An
NUS survey of 96 universities and 61 private providers in 2006 found that when
top-up fees came on stream in 2006/07 the cost of accommodation, which accounts
for a fifth of expenditure for both full and part-time students, had risen by 37% since
2001/02.3 The survey found that the overall average weekly rent for a room in insti-
tutionally provided or allocated accommodation was £81.80.30¢

Another report published by the NUS in 2008 examined attitudes to living
costs and found that students tend to significantly underestimate a wide range of
costs. For example, cost for groceries and routine travel were underestimated by
39% and 35% respectively.>?” Table 6 below outlines the difference in predicted
and actual spend for a number of different living costs. According to the NUS
survey, actual annual spend on living costs comes to around £4,900, which after
taking into account tuition fee costs, is significantly lower than the SIES estimate,
a breakdown of which is illustrated below in Table 6.

Table 6: Average weekly expenditure survey3®

Q12/Q83: How much, approximately, do you (expect to) spend each week on...

Item Current School Actual  Predicted Annual  Shortfall
students leavers annual annual shortfall as % of

(actual (predicted spend*  spend* in prediction
weekly spend)  weekly spend) prediction*

Books £9.40 £8.77 £225.60 £210.48 £15.12 7.2%

Equipment £8.04 £8.34 £192.96 £200.16 -£7.20 -3.6%

Field trips £6.74 £7.93 £161.76 £190.32 -£28.56 15.0%

Groceries £29.52 £21.24 £708.48 £509.76  £198.72 39.0%

Rent £75.47 £79.25 £1,811.28 £1,902.00 -£90.72 -4.8%

Other Bills £30.82 £24.32 £739.68 £583.68 £156.00 26.7%

Socialising £28.15 £23.92 £675.60 £574.08 £101.52 17.7%

Daily/routine travel £16.04 £11.85 £384.96 £284.40 £100.56 35.4%

Total £204.18 £185.62 £4,900.32 £4,454.88 £445.44 10.0%

*Base: All students (2,393), all school leavers (250).

8 Based on 24 weeks: HESA minimum definition of a full-time student

304 Johnson et al (2009) p115.

305 NUS (2006), Accommodation
Costs Survey 2006/07, p5.

306 lbid

307 NUS (2008), NUS Student Ex-
perience Report, NUS Publishing,
p4.

308 lbid p27
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Increases in accommodation costs help to explain an increasing trend for
students to live at home with their parents. According to research from HEFCE a
fifth of new full-time students now live at home with their parents.?*® Any debate
about fees, student support and affordability should be considered in the context
of living cost pressures. The growing trend for more private student housing is
likely to further drive up the cost of accommodation in the future. Nationally,
student numbers are growing at ten times the rate of new housing supply and 15
times in London, which leaves significant opportunities for purpose-built student
housing (PSHB) in historically constrained areas.?!® Nationally, average rents for
PBSH grew by 5% between 2007/08 and 2008/09, and 7% in London.?!'! With
financial resources limited, universities will continue to cut down on institution-
ally-run accommodation, leaving students to fend for themselves in the market,
or opting to stay at home. Any judgement of a university’s attempts to widen
access should consider whether the institution has ensured that there is some
budget, no-frills accommodation available for those who need to keep their living
Costs to a minimum.

There is an established trend in the US and France where the majority of
students stay at home to study, and this is certainly becoming more of a trend in
England. We think that it is an important principle to make it possible for poorer
students to leave home, otherwise a two-tier system will emerge whereby only
wealthy students will enjoy the life experience of studying somewhere other than
their home town.

Savings culture

To compound the challenges arising from the major shift in student finance which
followed the introduction of top-up fees, there exists a lax culture of savings in
the UK which does little to encourage household investment in higher education,
especially amongst the less well-off. In 2002 a comparative study of international
education systems and saving patterns (focusing specifically on the experience of
Denmark, Japan, New Zealand, the US and the UK) found that cost of education is
the single most important determinant of saving for learning. On the one hand, if
the costs of education were to rise in the UK it would be expected that saving for
learning would increase. However the evidence suggests that student loans may in
fact create a disincentive to save and hinder targeted saving for learning.?'? As the
study points out, it is important to remember that “the use of a loans scheme does
not lower the investment of the individual in their education”, but rather “shifts
the burden of financing from the parent to the child”.3'3 This is a dilemma. It is
right that the Government should seek to provide a safety net for students in the
form of a government-subsidised loans scheme that covers the full cost of higher
education, in particular for those from poorer backgrounds, but at the same time
it is an imperative that students and parents prepare adequately for the financial in-
vestment in learning.

Looking at specific ways in which to encourage saving, in particular for the less
well-off, the study found that tax breaks to encourage saving for learning are
unlikely to alter saving patterns for learning in any significant way, but rather
when saving is necessary (say for prohibitively expensive education) then tax
breaks make little difference. Worryingly, from a policy and short-term impact
point of view, there is clear evidence that saving patterns develop over a long
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period of time, as they have done in Japan and the US, where the state has always
played a lesser role in the financing of tertiary education at private institutions.?'
The Government has made some attempts to reverse the dismal level of savings in
the UK, such as introducing the Child Trust Funds, but this scheme does not
require that savings are spent for educational purposes, which does little to
encourage saving for university.

The review of top-up fees has a major responsibility to assess the saving for
learning culture in the UK and recommend ways in which to improve it. As the
cost of education increases over time, as it has done in the US, it is likely that
households will start to adjust their expectations about how much money they
need to put aside for a university education. But the Government can do more.
Encouraging early savings programmes, in particular for those households with
the most education-related financial need, must be part of an overall package of
student support reform.

Parental contributions

Considering university now costs more for the average full-time undergraduate
student, one would expect that parental contributions would have risen substan-
tially since top-up fees came on stream in 2006. The 2007/08 SIES found that on
average, full-time students in the new system received £1,893 from their family,
partner and friends in 2007/08.3!° This was a lower amount and proportion than
in 2004/05.Those students who received the most money from family, partner and
friends were ‘traditional’ students, including those dependent students living away
from home to study, and those from managerial/professional social class back-
grounds. As one might expect, students from intermediate and routine/manual
social class backgrounds gained less from this type of income, as did students
whose parents had not been to university.3'® More needs to be done, as Callender
notes, to stem the “continuing decrease in parental contributions towards the cost
of HE that has arisen since 1990 and has been particularly pronounced since the
2004 Higher Education Act”.3!7 Later we will discuss a proposal put forward by the
Conservative Party in 2009 which aims to encourage greater parental contribution
by offering a discount for upfront tuition fee payments (as well as early loan re-
payments).

Financial information, advice and guidance

The Government and the sector have much to answer for with regards to how

top-up fees and the new system of student support were communicated to the

public.The 2006/07 academic year signified a major step change in student con-

tributions towards the cost of higher education, and financial information, ad-

vice and guidance (IAG) has been wholly inadequate for all students, in particular

those from non-traditional backgrounds. It is important to remember that stu-

dents face a radical shift in the management of their personal finances. The idea

of taking out an annual loan of up to £10,000, applying for a grant, researching .

different bursary offers and starting a budget is understandably quite daunting
315 Johnson et al (2009) p74.

fora 16 or 17 year-old. Ensuring that financial IAG is delivered effectively must 16 b

be a cornerstone policy in abolishing any possible deterrent effect of fees and
317 Callender and Heller (2009)
debt. p66.
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Students consider a wide range of costs when deciding where and what study.
These include the cost of accommodation and travel, entertainment and food, the
possibility of term-time employment, eligibility for bursaries and a number of
other factors. Awareness of the different types of student support available is
crucial in determining whether students go to university. A recent Sutton Trust
survey found that “students who had decided not to pursue study in HE felt
significantly less knowledgeable about student finance”, with 37% reporting
being ‘not knowledgeable at all’ about student finance compared to 11% of

students who were considering going to university.3!®

Who provides financial IAG in England?

In 2009 financial IAG about higher education was centralised in England in an at-
tempt to minimise the variability of advice offered by local education authorities.
Called the Customer First Programme, and run by the SLC, it was designed to “cen-
tralise and modernise the end-to-end delivery of student finance”, and as a result
the SLC’s role has expanded considerably. The Programme came about after a review
commissioned by the former Department for Education and Skills found that the
“existing service [of student finance] as delivered by Local Authorities was unsat-
isfactory, with variable service standards, blurred accountability and poor value for
money”.>!? The NUS was among the groups that pushed hard for a manageable,
centralised system, to ensure students were not subject to a ‘postcode lottery’. The
new centralised system of student finance delivery in England was called Student
Finance England (SFE), and the SLC was supported in the delivery of financial IAG
by a set of regional consultants and financial advisers.

The recent independent review of the SLC led by Professor Sir Deian Hopkin
raised some very serious concerns about the quality of financial IAG available to
staff and students. For example, the review was informed that there was “no offi-
cial direct contact for [financial] advisers in student support services at HEIs” 320
and that regional consultants were largely ineffective. One university surveyed in
the review lamented that their consultant had “no background or expertise in
student finance”. Understandably, the review has argued for a major overhaul of
the entire process, and that the SLC should “urgently improve the training of
advisers on student finance policy and regulations” in order to ensure that accu-
rate financial IAG is provided consistently.3?!

One of the biggest issues with SFE which came out of the SLC review was that
there was a fundamental lack of communication between the SLC, universities and
students. There is wide consensus among financial practitioners that SFE handles
the information side of IAG quite well, as evidenced by the detailed information
available to students on loan and grant eligibility. However, we have real concerns
about the ease with which students can access the information they need. It is
unacceptable that SFE still does not have a central website, but rather siphons
students off to the very confusing Directgov pages, which also service a wide range
of other government activities. Other information is also tied up in the SLC and
Aimbhigher websites, among others, making it hard for students to clearly identify
where the most up-to-date a comprehensive source of information is kept.

SFE has taken on board a number of financial IAG tools which are considered
essential to getting through to students, such as the student calculator and case
studies for different student finance profiles. There is concern that these were
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developed without the expertise of other stakeholders in the sector, and the fact
that many universities are hiring student finance organisations to develop their
own calculators suggests that there is significant room for improvement.

Debate still rages about whether a centralised service is a viable delivery mech-
anism for financial IAG, or whether localising advice is the only realistic way to
get through to students who need guidance most. However, one clear problem of
the 2009 reforms was to hand too great a remit to the SLC. It does make sense
that students should be able to apply for government financial support online
with a clear brand and point of call. But there is a serious question mark on how
adequately a body like the SLC can offer advice to all students, including those
with specialist needs such as disabled students.

Like first home buyers comparing different mortgages on ‘Uswitch’ or
‘Moneysupermarket’ online, students want an independent source that they can
trust will provide an impartial evaluation of the different options available. While
the Government currently provides the vast majority of student support in the
form of loans and grants, other stakeholders such as universities (and in the
future potentially commercial banks) will play a greater role in the provision of
student support. Even if the SLC raises its game, it is still both the lender and the
administrator, and as such will struggle to offer truly impartial advice on a range
of different financial products when it provides some of those services itself.

One of the problems with the current system is that the SLC sees itself as in
competition with all the other organisations and student finance products oper-
ating in this space. There is a real need for a one-stop portal which points students
in the direction of useful information. This could be relevant links and informa-
tion for disabled students, students from poorer backgrounds, students
interesting in budgeting tools, and so on. There is a lot of useful content currently
in the public domain but it is not easy for students, and in particular those who
are poorly informed, to access it. Above all, financial IAG needs to be accessible
and comprehensible. It is not acceptable to treat students as adults with a keen
interest in, and background knowledge of, higher education funding policy.

We recommend that the Government should consider bids from other organi-
sations, including those in the voluntary sector such as UniAid, to champion
advice and guidance on student support.

What role do schools play?

A central tenet of financial IAG must be early intervention. Today’s students make
choices that will impact on their lives very early on, and it is essential to equip them
with the knowledge and understanding of a potentially daunting student finance
regime as early as possible. A number of financial practitioners we spoke to felt that
financial IAG should be delivered as early as Year 9 in order to adequately prepare
teenagers for the financial commitments ahead. As the Sutton Trust notes, “schools
should be encouraged to make students aware of the financial options for studying
in higher education much earlier in their school careers”, as “many students are
only introduced to the options after they have effectively made their decisions”.32?
Alan Milburn’s recent paper on social mobility also recommended that “in order to
overcome financial fears, universities should help schools to inform children before
they reach the age of 16 — together with their parents — about the grants and fi-
nancial support to which they would be entitled if they progressed to university.”3?3
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At present, general information about going to university is incredibly varied across
schools, with a wide spectrum of knowledge and understanding among teachers.
Financial TAG is no different, and students are faced with a lottery in the advice that is
available to them. Worryingly, the Sutton Trust has found that it is independent
schools, where students are less likely to be in serious need of financial assistance,
which are likely to provide the best advice about going to university. We fully endorse
the Sutton Trust’s recommendation that all secondary schools appoint a lead teacher
with responsibility for careers and education guidance, and that this teacher should
be expected to undertake regular training to keep this knowledge up to date.3>*

Cost to students and the public purse

Is the overall cost of education more expensive for all students under top-up fees?
The new system of student support introduced in 2006/07 represented a great
deal for all students, in particular those from poorer backgrounds. As part of soft-
ening the political blow of introducing higher fees, the Government put together
a raft of generous measures that have actually reduced the overall of cost of edu-
cation for the poorest students. Analysis from the IFS found that “individuals from
the lowest part of the parental income distribution will typically find a substantial
net reduction over their lifetime in the cost of their higher education, due to the
new grants and bursaries”. As expected, costs have risen for those from wealthier
backgrounds, due to higher fees and the less generous support available.?* It should
be remembered that although students from wealthier backgrounds saw the long-
term costs of their studies increase, all students now have access to generous tuition
fee and maintenance loans, and are not required to pay their fees upfront.

The net financial improvement to a student per year of study from switching from
the old system (in this case the one in place in 2003-04) to the new system (the one in
place in 2008-09) is outlined in Figure 14 below. These calculations are based on the
assumption that students take out the maximum loan possible, receive the average loan
subsidy through the course of their working life and incur the maximum tuition fee.32¢

Figure 14: Change in net financial position due to moving to
the new funding regime, by parental income3?’
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The effects of the new system of student support vary considerably across
different parental income distributions. The IFS estimates that students with
parental incomes below around £46,000 should be better off under the new
system. This is because they gain in grants, bursaries and loan subsidies by more
than the additional fees they will be required to pay.3?® This advantage will be
higher for students from less-well off backgrounds if they go on to be low earn-
ers later in life, due to the subsidies built into the student loans scheme. In other
words, if their earning are not high enough to repay their debt within 25 years,

the Government will write it off.

Who benefits from government-subsidised student loans?

The Government subsidises student loans (and hence reduces the burden of debt)
in two ways — a blanket interest rate subsidy for all graduates and debt forgiveness
after 25 years. Government estimates put the overall subsidies of maintenance and
tuition fee loans at 29% and 42% respectively.>?° This means that for every pound
lent by the Government, on average 29
pence and 42 pence will not be repaid . C e
for the two different tvpes of stadent Taxpayers are effectively subsidising the
or YP

loans.?* As Professor Nick Barr points  educational costs (and future potential to earn
out in his analysis of government-sub- .
sidised student loans, this is understand- higher wages) of those who need help the least
able because loan subsidies apply to all
borrowers (including the rich), income-contingency means that the duration of re-
payments is long (and hence the interest rate subsidy is greater) and borrowers
face an incentive to arbitrage (i.e. take advantage of the price differential between
borrowing costs and the returns on low-risk investments).33!
The IFS has carried out detailed estimates of the distributional effect of loan
subsidies and found that while lower lifetime-earning graduates will eventually
repay less of their debt than higher earners for a given level of debt on gradua-
tion, those who benefit chiefly from the interest rate subsidy are high-earning
graduates who had low earnings early in their career, and high-earning gradu-
ates who are able to repay their loan in full. Thus, and as Barr argues forcefully,
“beneficiaries tend to be successful professionals in mid career, whose loan
repayments stop earlier because of the subsidy”.33? This of course is not a
progressive or equitable outcome, as taxpayers are effectively subsidising the
educational costs (and future potential to earn higher wages) of those who
need help the least.333
Those who need help the most benefit from functions of the loans system. Low
current earners, whether those on lower wages or unemployed, are protected by n e
the income-contingent repayment structure of loans. No matter how big their f;;oz?,r,r,,t‘;:iJ:,::::E:2,,stu,
debt balance becomes they will never have to pay more than a set proportion of dent loans: A better class of drain,

London School of Economics, p4.

their monthly income (currently 9%) over a relatively generous threshold (now _ , "
330 It is worth noting that tuition

£15,000 per annum). Low life-time earnings benefit primarily from the generous fee loans are deemed to be paid
after maintenance loans have

debt forgiveness policy which ensures the Government writes off any remaining

been repaid.

debt after 25 years.?3* Importantly, women (whose careers are often interrupted 331 Barr and Johnston (2008} pS.

by care-giving) are disproportionally protected by this crucial element of the 332 1bid p7.
scheme. In policy terms this is a favourable outcome to ensure that women 333 Ibid
continue to invest in their educations. 334 Ibid
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A breakdown of the distribution of subsidies arising the blanket zero real inter-
est rate and debt forgiveness policies are illustrated in Figure 15 below. The
distribution of subsidies is split between men and women, with the vertical axis
marking the proportion of the loan that is not expected to be repaid within 25
years, and the horizontal axis marking the decile of lifetime earnings distribution,
with one being the lowest lifetime earners and ten being the highest lifetime
earners. Note that this does not relate to parental household income, but rather
the potential future earnings of the graduate population. The breakdown shows
that the interest rate subsidy (in the lighter shading) benefits graduates of both
sexes in the median and higher deciles, and much more so for male than female
graduates. This reflects the fact that women have lower lifetime earnings than
men, partly because a greater proportion of women take time out from work.
Conversely, the debt forgiveness subsidy (in the darker shading) benefits those
graduates on lower lifetime incomes who do not earn enough income to pay pack
the full cost of the loan.

Figure 15: Interest rate and debt forgiveness subsidy33*
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The subsidy for poorer students, as a percentage of the total loan, starts out quite
high but falls as income rises. As the IFS notes, “for women it ranges from around
60% for the lowest lifetime earners to around 15% for the highest earners” while
for men “the range of taxpayer subsidy is narrower, from around 27% for the
lowest-earning men to 12% for the highest earners”.33¢ This includes a combina-
tion of both the interest rate and debt forgiveness subsidy, and also provides an
estimate of the years taken to repay the loans. The average time for repayment is
around 17 years for women and around 13 years for men. It is estimated that
around a fifth of graduate women can expect to have some debt written off, with
repayments ceasing at the 25 year cut-off point, whilst only around 2% of gradu-
ate men can expect the same benefit.33” Figure 16 below portrays the repayment
timescales in a different manner and supports the argument that professionls in
mid career are the main beneficiaries from the interest rate subsidy.
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Figure 16: Age at which repayment stops338
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These results highlight the importance of reforming the current loans scheme
to target subsidises to those who need them most, and ensuring that the scheme
is sustainable and viable for future lending. We will discuss possible reforms in the

next chapter.

Bursaries

Mandatory bursaries of £300 were introduced alongside top-up fees in 2006 and bur-
saries are now an integral part of the student support package. They are the subject of
heated discussion in the tuition fees debate because many in the sector are sceptical
about whether the heavy investment they have made has had any ready impact on the
choices of students. As with student debt, there is divergence between behavioural
data and survey data, with the former showing that varying bursary levels have not yet
had an impact on admissions between universities, and the latter suggesting that bur-
saries are a major consideration for whether (and where) students will study.

As part of a commitment to offer larger bursaries across most universities, a
plethora of different bursaries and scholarships have sprung up since top-up fees
came on stream. As the Office of Fair Access to Higher Education (OFFA) explains
on their website the three main types of bursary are:3*°

©® A fixed bursary: for example where a university gives £1,000 to students on
full state support and £500 to students on partial state support;

® Asliding scale: for example where a university gives a bursary of between £50
and £2,000 depending on the student’s assessed household income; and

® A matched bursary: for example where a university gives a bursary equal to
50% of a student’s state support.

The bursary application process begins when a student applies for a grant or loan.
To make life easier for universities and students, the SLC runs the Higher Education

338 Barr and Johnston (2009)

p10.

339 OFFA website, ‘Bursary facts

and figures for 2008-09’,

http://www.offa.org.uk/press/qui

ck-facts/#bursary-types.
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Bursary and Scholarship Scheme (HEBSS), which channels funds from universities
directly through to students, provided they have consented to share their financial
information with their university.>*° The majority of universities (around 70%)
subscribe to this scheme.?*! Students need to reapply for bursary support for each
year that they study (as they have to do with government loans and grants). Stu-
dents will typically know what level of support they are entitled to at the time they
apply, but their university will not confirm the level of bursary given until they
commence their course.

As a starting point, we believe that it is right (and in fact desirable) that univer-
sities should play a role in the student support system, and that as a direct result
of earning additional income through higher tuition fees, universities should
make a significant contribution to the financial support of students in financial
need.

A fundamental principle of fair admissions is that they should be ‘needs-blind’.
In other words, those choosing who comes to the university make their decisions
based upon academic merit and not upon whether an individual can afford to pay.
Many universities argue that as long as fees do not have to be paid upfront and an
adequate loans system is in place, with students not repaying until they graduate
and earning a reasonable wage, then needs-blind admissions will be safeguarded.
In short, these loans remove financial barriers so universities can concentrate on
admitting the people they feel are best suited to the course, without worrying
about their financial background. In theory this is true. However, in practice we
would argue that needs-blind admissions is more complicated, and a financial
deterrent effect exists regardless of adequate loan provision. We know from
evidence both here and abroad that the perception of cost can have a greater
impact on students than the actual cost of going to university, in particular for
those from less-privileged backgrounds. Thus ensuring a fair system of loans for
all students, and making sure that people understand how the loans scheme works
(an issue we will come back to in some detail), is only half of the battle. It is not
enough to expect the Government to continue to shoulder the responsibility for
financial aid through non-repayable grants, which are likely to depreciate in value
over time. We believe that it is strongly advisable to have additional financial assis-
tance such as bursaries to cushion the burden of cost — and the perception of that
burden — for the poorest students.

What are the major problems with the current bursary arrangements?

The biggest barrier that the bursary system has faced in achieving the goals of
widening participation and reducing the financial barriers of university study has
been a lack of awareness among students, and in particular those from poorer back-
grounds. Confusion about how the scheme worked inevitably impacted upon take-
up of bursaries.

Professor Claire Callender has recently produced a series of reports for OFFA
looking at the effectiveness of institutions’ bursary schemes and take-up from
students. The following discussion draws upon the key points from that analy-
sis.342

Though it is improving, take-up of mandatory bursaries for the poorest
students has been well under 100% since the scheme began, suggesting a failure

of communication:
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® In 2006-07, the first year top-up fees and bursaries were introduced, only
80% of the estimated number of eligible students took up bursaries;

® 1In 2007-08, after considerable effort had been made to arrest this poor take-
up rate, 92% of the estimated number of eligible students received
bursaries;3* and

® In 2008-09, early signs indicate the take-up rate will be even higher, with a
larger percentage of students successfully choosing to allow their financial
information to be shared between the SLC and universities, an important step
in the bursary application process.’**

Variance and complexity

The level of bursary support varies greatly across different institutions. In 2008-09,
nearly four-fifths of the universities charging the maximum tuition fee offered students
who received a full maintenance grant a bursary above the statutory level of £310, with
an average across all institutions of £900 a year.>** The level varied between universi-
ties from £310 to £3,150.3% Poorer students who attended a Russell Group univer-
sity received twice as much on average as similar students at modern universities
(£1,500 compared with £700) largely because modern universities have more stu-
dents in financial need and therefore have to spread their funds much more thinly.3*

A striking 83% of universities offered financial support to students beyond the
‘full state support’ threshold, which is those with household incomes above
£25,000. Furthermore, 94% of universities provided other ‘discretionary
bursaries and scholarships’ with additional or separate eligibility criteria other
than household income.?*® Of those universities offering ‘discretionary bursaries’,
which includes traditional scholarships for excellence and various other targeted
support, nearly two-fifths had some sort of scholarship, most of which were not
means-tested; a fifth had awards based on subjects; close to one fifth offered
awards for achievement or progression while at university; 13% had schemes for
students progressing from partner schools; and close to one fifth had awards
targeted at those who have been in care.’*

An inevitable result of this abundance of different schemes is that students,
parents and HE advisers at schools and other organisations are forced to struggle
to piece together an understanding of the system. In fact when surveyed for OFFA
they all largely agreed that ‘bursaries are too complex’, a notion that universities
themselves have endorsed in previous surveys.3*® This has had some detrimental
effects. As Callender notes, “complex rules make it more difficult for students to
assess if they are eligible for bursaries and scholarships”.?*! The OFFA survey
backed this assertion up, finding that those students who did not think they were
eligible for a bursary or scholarship were far less likely to apply for one than those
who thought they qualified (one fifth compared to four-fifths).3

The classification between scholarships and bursaries is also an area of concern.
There is an understanding among students and the sector that bursaries provide
financial support predominately to students from lower income backgrounds, while
scholarships are rewarded more on a merit basis and not based on financial need.
Unfortunately this distinction is not black and white in practice, with a number of
universities classifying means-tested awards as scholarships. It is no surprise then that
around two-thirds of parents and HE advisers, and nearly half of students believed “it
is difficult to understand the difference between bursaries and scholarships”.3*3

343 OFFA (2009) p4.

344 The ‘consent to share’ rate
reported in August 2009 was 96%,
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Why does complexity matter?
The 2007/08 SIES found that the availability of government and institutional financial
aid had affected the HE decisions of over a third of students, a large number of whom
felt they could not have gone to university without this support.3** Surprisingly, bur-
saries were ranked second in importance after maintenance grants and before student
loans, emphasising the critical role they now play in shaping the decisions of potential
students.?** Data released recently from the landmark Futuretrack Survey found that
around 12% of students felt their choice of university had been influenced by the course
fees and bursaries available, and that students from poorer backgrounds were much
more likely to be influenced in this way than those from wealthier backgrounds.?*¢
Tellingly, the OFFA survey found that bursaries had the largest impact on those
students who were most anxious about the costs of going to university. Over a
third of students who said that the costs of university seriously influenced their
decision about whether or not to go to university thought that bursaries were
important, compared to a fifth who were unconcerned.’s” Furthermore, the third
of students who were very worried about the costs of going to university and the
third who were very worried about building up debt while at university rated
bursaries as significant in their decision making.>*® Further evidence suggests that
it is not actually parental income that determines how much value students place
on the type and size of bursaries, but rather students’ perceptions of costs.
Alarmingly, however, even after top-up fees had been around for over two
years, many people still had no understanding that bursaries existed at all, let
alone what they were for or how they were delivered. The OFFA survey found that
a quarter of students and their parents had not heard of bursaries even though all
the students surveyed were about to go to university.3*> One major problem is that
students, parents and HE advisers do not understand how they differ between
universities or who is eligible for them. As we will discuss later in this chapter,
the perception of net and gross cost, and the ability of institutions to discount
their tuition costs, has serious implications for students who are less-well
informed, such as those from poorer and non-traditional backgrounds.

National Bursary Scheme

Since the introduction of mandatory bursaries in 2006 there have been strong calls for
a national bursary scheme. Under such a scheme all institutions would be required to
contribute a set amount of their additional fee income to a national pot, to be distrib-
uted equally to students in need across the sector. Major proponents of this scheme
include the NUS, the modern universities group Million+ and the HEPI. The biggest op-
ponents include the Russell and 1994 Groups of research-intensive universities.

Arguments for a national bursary scheme include:

® Simplicity — all students, no matter which university they attend, would know
exactly what mandatory bursary they were eligible for. This would seriously reduce
the problems of variance and complexity in the current scheme;

® Fairness — a national scheme would eliminate the significant difference between
mandatory bursaries offered at pre-1992 and post-1992 universities. Levels of

financial aid would be a function of need and not choice of university.
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There are a number of arguments against, listed below, for which we will also outline

some rebuttal. The major arguments against a national bursary scheme include:

©® Replication and fairness — a national scheme already effectively exists in the form
of maintenance grants and it is wrong to punish those institutions who offer more
than the minimum bursary level of support to the most needy students;

® Link between students and fees — a national scheme would damage the relation-
ship between students, fees, and the direct investment in the institution they
attend;

® Widening participation — a national scheme is more likely to hamper efforts to
widen participation, taking funds away from those institutions that need to make
the greatest efforts to open up admissions to a wider student body;

® Attainment —a national scheme would be ineffective in increasing participation for
less-privileged and non-traditional students because performance at school, and
not financial issues, is the major barrier to widening participation; and

® Fundraising — a national scheme is likely to deter donors from giving money for
need-based scholarships, with a fear that the Government would be able to siphon

it off to other institutions.

Of these arguments against we think the first two should potentially be taken seriously.
However, we feel that some of the arguments against introducing a national scheme
are red herrings. With a national bursary scheme universities would still be in a position
to use a significant portion of their fee income for widening participation activities; in
particular it should be very easy for institutions to assure potential donors that their
pledges would be separate from the national scheme and the cash would be ring-

fenced.

Are universities doing enough to publicise bursaries?
The majority of universities (88%) do publicise their bursaries and scholarships,
producing stand-alone material that covers all the key information students might
need. However, given the barriers we know we have to surmount when it comes
to encouraging some poorer students to go to university, simply producing a book-
let or web-page is unlikely to be enough. All HEIs targeted their stand-alone bur-
sary information at students, but the vast majority (91%) distributed it at all stages
in the university application process, rather than concentrating on the pre-UCAS
application period — the stage at which information on bursaries is most likely to
influence a student’s decision-making. One third of institutions did not take any
further action to promote their bursaries. About half the institutions surveyed fo-
cused their efforts on publicising bursaries to students once they had started their
course and were attending university.3¢°

The analysis of advice in schools about bursaries painted a similarly worrying
picture. The vast majority of HE advisors (94%) who had heard of bursaries gave
their students some information and advice specifically about bursaries, but only
half of these advisors did so before students had to submit their application form
to Universities and Colleges Admissions Service (UCAS) or while they were

completing it. Critically, advisors in schools with low university participation rates 360 Callender (2009) p29.
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were less likely to give advice on bursaries to their students than those in high
university participation schools (47% compared with 68%). This is particularly
disappointing given that low income applicants who are most likely to be affected
by the affordability of higher education are more likely to be based in low partic-
ipation schools. Given this failure, universities should be doing more to ensure
that schools understand their bursary systems, and reaching out to advisers in low
participation schools in particular.

Scepticism in the sector
Privately, many vice-chancellors are sceptical that bursaries have made any real dif-
ference to the perceptions of debt or affordability of going to university. Some
argue that bursary money would be much better targeted in other ways, such as
outreach work or hardship support funds. In particular, many modern access uni-
versities feel that bursaries have unfairly penalised them, as they have so many el-
igible students and have therefore incurred massive costs, while at the same time
being unable to offer bursaries as generous as those at many research intensive
universities. A number of vice-chancellors were sceptical that a few hundred
pounds could make any real difference, and argued that ultimately a university’s sta-
tus and reputation in specific subjects (and to a lesser extent its location) were
more important variables.

Others felt that students from the poorest backgrounds already received very
generous support through the student loans and grants system, and that bursaries did
not make any discernible difference to their decision-making or student experience.

The future for bursaries

The biggest failure of the bursaries scheme has been the failure to explain it ade-
quately to students and parents, which has led to significant confusion and low take-
up (although this is improving). OFFA, or whoever succeeds OFFA as the access
regulator, should take a lead on establishing vastly improved information, advice and
guidance about bursaries. Universities must play a big role in this. It is not enough
for institutions to offer bursaries, and to distribute marketing material outlining their
scheme in an untargeted fashion. Instead they should be making much greater efforts
to try to communicate with would-be students before they make their UCAS appli-
cation - the stage at which information on bursaries is most likely to influence their
decision-making. Universities must also try much harder to communicate with ad-
visors in low university participation schools, particularly in their local area.

We disagree with vice-chancellors who feel they should be allowed to charge
higher fees and walk away from their bursary commitments. We feel strongly that
it is right that universities should play a role in the student support system, and
that as a direct result of earning additional income through higher tuition fees,
universities should make a significant contribution to the financial support of
students in financial need.

As part of its review of fees the Government must review the structure of the
bursary scheme. There are three options that they should consider:

1. Maintain the current mandatory bursary system, with an understanding that
those universities which charge higher fees will be expected to offer more
generous support for those students most in need as they do now;
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2. Abolish the current mandatory bursary system and instead require each
university to make a compact with the access regulator, outlining what finan-
cial aid they will offer, as part of their general access agreement. This would
put the onus of responsibility to prove needs-blind admissions largely on
universities;

3. Introduce a national bursary scheme to radically simplify the process. This
could be designed as a set tax on tuition fee income, the same for all univer-
sities, and would supplement the national maintenance grant scheme.

Merit aid

As well as offering bursaries for financial need, many universities offer scholar-
ships based on academic or sporting merit. Callender found that in 2008709 of the
vast majority of universities who offer some sort of financial aid beyond the re-
quired Government minimum, 38% awarded scholarships based on merit, most of
which were not means tested. In addition 20% of institutions had awards based on
subject and 18% offered awards for achievement while at university.*¢! Such awards
are not a bad thing in themselves — after all universities are places that exist to en-
courage and celebrate personal achievement (and particularly intellectual achieve-
ment). Yet it should be noted that evidence in the US has shown that these awards
are more likely to go to the most privileged students.

If in the future universities were to invest in so-called ‘merit aid’ at the expense
of aid to help poorer students fund their studies, that would be cause for serious
concern. As we will describe below, this is the situation that has emerged in the
US. Institutions here do not want to engage with merit aid as a potential prob-
lem. Vice-chancellors we spoke to argued that the US is a totally different country,
with its own complicated problems and a super league of universities who charge
on a totally different scale to England, and therefore the same issues will simply
not arise here. We are less confident. In an aggressive higher education market
where institutions are competing against others in their segment of the sector for
the best students, the temptation to push more money into merit-based scholar-
ships will be strong. To say that we do not need to consider this, or its potential
impact on financial needs-based aid for the poorest students, is naive at best and
negligent at worst.

Case study: Institutional financial aid in the US

Despite pumping huge amounts of money into financial aid, access rates in the US have
remained relatively stagnant over recent decades. As is the case in the UK, high school
graduates from middle and upper-income families are much more likely than those from
less well-off and non-traditional to go to, and complete, university.32 While we know
that attainment is also the key barrier to participating in higher education for poorer stu-
dents in the US, financial concerns are much more pronounced due to the greater cost
of university attendance and the complexity of the student finance system. There is
powerful statistical evidence to suggest that large, simple programmes to subsidise col-
lege costs can have a measurable impact on both initial attendance and college com-

pletion.3%3
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The cost of tuition — fuelled largely by the deregulation of state universities, falls in state
funding, cost pressures and competition over league table ratings — has grown sub-
stantially over the past 40 years. Furthermore, the cost of attending all universities, in
particular public and private four-year institutions, has far outpaced income growth for
the whole population. For the poorest 20% of households (which covers those with in-
comes of less than $18,000), the proportion of income required to pay for an average
public university degree increased from 12% in 1967 to 30% in 2003. For the richest 5%
of families the proportion of income required grew from 2% to only 3.5%.3% Figure 17
below demonstrates the change in household income and tuition prices over the past
30 years. Inresponse to this surge in tuition costs the levels of overall financial aid have
also boomed over this period. In 2007/08, the federal government provided $16.5 bil-
lion in grants, states added $7.5 billion, employers and private donors contributed about
$7 billion, and colleges and universities supplied almost $21 billion in grants and price

discounts.3%

Figure 17: Changes in tuition prices and income (increase since
1980, constant dollars)36¢
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However, to the distress of student financial aid practitioners across the country,
merit-based aid has replaced needs-based aid as the major source of institutional
bursary expenditure. Professor Donald Heller, who has done extensive research into
the changing nature of financial aid, found that in 1995, just over one-third of all
university bursaries were merit-based, whereas by 2003 this had risen to 54%. He
pointed out: “As research has shown, merit-based bursaries are awarded dispropor-
tionately to students from higher income and ethnic majority families.”3¢’

A popular hypothesis put forward is that universities have taken this route largely in
response to the competitive pressures forced on them by the market for students,
which is largely driven by league table rankings. This has created an “arms race”
between universities to secure the best and brightest students at the expense of tradi-
tional, targeted, needs-based aid. Worryingly, state universities have also followed
private universities, increasing their proportion of merit-based aid in an attempt to
attract the best and brightest students to their universities. The graph below illustrates
the scale of institutional aid which is being targeted at students from the wealthiest

households. Ultimately, this explicit policy from universities (and state governments)
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has left many needy students out of pocket, and the choice of which university to
attend is now heavily influenced by affordability and the availability of financial aid.
Turner points out that “the decentralised system for the allocation of financial aid in
the US does not guarantee that students will have all need met as it is quite possible
that the sum of the [federal] grant, [government-subsidised] loan and whatever aid is

available from the institution may be less than total need in many circumstances”.3%8

Figure 18: Institutional bursaries awarded to undergraduate,

2007/0836°
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There is no doubt that there are many differences between the English and US
higher education systems. However, there are still a number of lessons to be
learnt from a country that has a genuine market in tuition fees and has been
battling with many of the student financial aid pressures that we are just begin-
ning to wake up to for over 40 years. With further expansion of higher
education, the prospect of higher fees, more demands placed on the system of
student support, and inevitably a greater reliance on institutional financial aid to
support students, the Government would be wise to think hard about merit aid.
One option is that if fees do rise as part of the new deal with universities OFFA
could set a requirement for a certain proportion of institutional aid to be
directed towards need rather than merit across the sector. For instance, institu-
tions might be required to demonstrate that they are spending at least two-thirds
of all institutional aid on needs-based bursaries. From our initial soundings of
universities it is clear that they would be opposed to such a measure, arguing that
it is too prescriptive. A lighter-touch alternative might be to expect universities
to demonstrate that they are not significantly shifting money from needs-based
aid into merit aid, as part of their access agreement, but not to set any rigid
boundary as to what the proportions spent on each should be. In addition, to

368 Turner (2008) pp160-61.
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changeable and this is very unhelpful. May 2009.

merit-based awards as scholarships. At present the two terms are somewhat inter-
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University Access Agreements

If universities are to be allowed to raise fees it is important for us to think through
access requirements very carefully. We are convinced that the majority of institutions
do care about extending opportunities to the poorest students, and all institutions
work towards this mission. Nonetheless, for many institutions access will not be a nat-
ural priority. Thus the Government must continue to apply pressure to universities on
this agenda. This does not have to imply excessive central intervention.

The ideal model would be a system in which universities are given the respon-
sibility to charge the fees that they think appropriate (within the Government
cap) and have to demonstrate that they are offering truly needs-blind admissions,
and working hard to reach out to potential students from poorer backgrounds in
return. This poses some difficult questions for Government as to how to regulate
universities to ensure that they are upholding their end of the bargain.

It is critical that universities are held to account by OFFA or another access
regulator (we will discuss how OFFA has performed on this to date below). At
present universities, have to sign an access agreement with OFFA in order to
charge top-up fees. This should continue. In particular, universities must make
assurances that they fulfil the following four criteria:

® First, each university must demonstrate that they offer truly needs-blind
admissions. This means that they are completely impartial to the financial
needs of students and assess applicants only on ability, or potential ability, in
the application process;

® Second, as part of their mission to offer needs-blind admissions universities
must make a significant contribution to the cost of university attendance for
the poorest students through bursaries. Information about these bursaries
should be distributed to key access schools and universities must show that
they are making considerable efforts to market their schemes to would-be
students before they apply through UCAS.

©® Third, universities must show that they are running proactive and sustained
widening participation programmes aimed at the most deprived neighbour-
hoods and schools. It is not enough for universities to offer needs-blind
admissions to all who apply to them. They must also continue to make consid-
erable efforts to reach out to students who are either qualified, or have the
potential, to attend university but are deterred by low aspirations, poor advice
or fear of debt.

® Fourth, as discussed, there should also be a clear requirement to demonstrate
that merit aid and needs-based aid are fairly balanced at the institution.

It is worth noting that in the US, where the financial aid system is much more
complicated than here, the notion of needs-blind admissions has been watered
down at many institutions to ‘needs aware’ admissions. This means that a univer-
sity admits a certain percentage of its students without taking account of their fi-
nancial needs, setting aside a proportion of places which it can afford to subsidise.
This has become a common admissions strategy, with only a handful of very
wealthy institutions now offering genuinely needs-blind admissions. This is of
course a less than desirable compromise, and one that we should ensure we avoid
in this country.
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What is OFFA and has it been effective?

The Higher Education Act 2004 created the Office of Fair Access to Higher Educa-
tion (OFFA), and the post of Director of Fair Access to Higher Education, in order
to ensure that the new tuition fee regime created by the Act would not prevent stu-
dents from lower-income backgrounds attending university.

Universities must agree approved ‘access agreements’ with OFFA before they can
charge undergraduate students the full top-up fee amount. These agreements, which
last up to five years, detail the university’s awards of both mandatory bursaries, to
which all students from lower socio-economic backgrounds are entitled, and non-
mandatory bursaries which universities are encouraged to award to a broader range
of students. A National Audit Office report published in June 2008 examined the
success of OFFA (as well as DIUS and HEFCE) in “widening participation in higher
education”, by carrying out a survey of 2,900 unsuccessful applicants for higher
education places and 1,000 teachers in primary and secondary schools, as well as
visiting institutions and meeting representatives of key organisations.3”°

The report looked at three general areas: whether participation of under-repre-
sented groups is increasing; whether the initiatives of DIUS, HEFCE and OFFA are
effective; and whether the delivery of higher education addresses the barriers to
widening participation. It noted that while OFFA had “not identified any breaches
of access agreements to date...there is insufficient information about institutions’
activities to widen participation”, partly because “the access agreements approved
by the Office for Fair Access have superseded the requirement to report directly to
the Funding Council.”3”' The NAO evaluation was also critical that “where insti-
tutions cannot demonstrate that they are taking reasonable action to improve,
[OFFA] should impose appropriate sanctions.”372

Criticism of OFFA is common. In particular, it is often accused of having no teeth
to intervene when institutions are deemed to be failing on their access requirements.
David Palfreyman, Director of the Oxford Centre for Higher Education Policy Studies,
has suggested that the problem arose early in OFFA’s creation, when it was “being
simultaneously presented to New Labour backbenchers as the sharp teeth of the
OFFA Rottweiler and to universities as OFFA the Rottweiler being harmless really.”373
As a result, he sees OFFA as fulfilling its “true narrow and sole political purpose”
which was “securing the New Labour backbench votes for the second reading of the
Higher Education Bill” to ensure that top-up fees went through.’7+

OFFA was essentially a fig leaf created to satisfy the anti-fees lobby against the
deterrent effect of fees, loans and student debt. It has little power to influence
university admissions policies, or to sanction universities if it is felt they are not
working hard enough in their efforts to widen participation for non-traditional
students. While providing loose guidelines on overall levels of financial aid, it
does nothing to control the proliferation of different bursaries or varying level of
bursary support across universities.

Nevertheless, the presence of a body like OFFA does encourage some helpful behav-
iour. While it is right that the Government or an independent regulator does not have
prohibitive powers to intervene in the admissions policies of autonomous institutions,
maintaining a broad regulatory oversight is useful to remind universities that ensur-
ing needs-blind admissions is paramount to the system and the Government.

There is a very real need for an access regulator. This could either be OFFA, or a
replacement organisation with a fresh slate and a clearer function. The idea of having
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a body to monitor widening participation and put pressure on universities to make
a sustained effort to raise aspirations for students less likely to attend university with-
out adequate encouragement is a good thing It is also important to maintain the
principle that universities should be required to give something back in return for
seeking significant private investment from students. However, it is essential that
OFFA should be given teeth, so that it is taken seriously in the sector. If there is no
real consequence to failing in your mission to widen access then universities can be
forgiven for taking their eye off the ball and not bothering as much as they should.
The Government should define clearly what will happen if an institution fails to meet
its access requirements. One option is that the ability to charge higher fees could be
linked much more directly to adherence to this agreement.

Recommendations

® The biggest failure of the bursaries scheme has been the failure to explain it adequately
to students and parents. OFFA should take a lead on establishing vastly improved infor-
mation, advice and guidance about bursaries. Universities must play a big role in this. It
is not enough for institutions to offer bursaries, and to distribute marketing material
outlining their scheme in an untargeted fashion. Instead they should be making much
greater efforts to try to communicate with would-be students before they make their

UCAS application - the stage at which information on bursaries is most likely to influence

their decision-making. Universities must also try much harder to communicate with

advisors in low university participation schools, particularly in their local area.

® We disagree with vice-chancellors who feel they should be allowed to charge higher
fees and walk away from their bursary commitments. We feel strongly that it is right
that universities should play a role in the student support system, and that as a direct
result of earning additional income through higher tuition fees, universities should
make a significant contribution to the financial support of students in financial need.

As part of its review of fees the Government must review the structure of the bursary

scheme. There are three options that they should consider:

1. Maintain the current mandatory bursary system, with an understanding
that those universities which charge higher fees will be expected to offer
more generous support for those students most in need as they do now;

2. Abolish the current mandatory bursary system and instead require each
university to make a compact with the access regulator, outlining what
financial aid they will offer, as part of their general access agreement. This
would put the onus of responsibility to prove needs-blind admissions
largely on universities;

3. Introduce a national bursary scheme to radically simplify the process. This
could be designed as a set tax on tuition fee income, the same for all univer-

sities, and would supplement the national maintenance grant scheme.

® The Government and institutions must engage with merit aid as a potential prob-
lem. In an aggressive higher education market where institutions are competing
against others in their segment of the sector for the best students, the temptation
to push more money into merit-based scholarships and away from needs-based

aid will be strong. One option is that as part of the new deal on fees OFFA could
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set a requirement for a certain proportion of institutional aid to be directed
towards need rather than merit across the sector. For instance, institutions might
be required to demonstrate that they are spending at least two-thirds of all insti-
tutional aid on needs-based bursaries. A lighter-touch alternative would be to
expect universities to demonstrate that they are not significantly shifting money
from needs-based aid into merit aid, as part of their access agreement, but not to
set any rigid boundary as to what the proportions spent on each should be.

In addition, to help simplify the system of institutional aid for understandably

confused students, universities should refer to all needs-based awards as

bursaries, and all merit-based awards as scholarships. At present the two terms are
somewhat interchangeable and this is very unhelpful.

Universities should be given the responsibility to charge the fees that they think appro-

priate (within the Government cap). In return they must demonstrate that they are

offering truly needs-blind admissions, and working hard to reach out to potential
students from poorer backgrounds. We should retain the system of compelling univer-
sities to sign an access agreement with OFFA in return for charging higher fees. In
particular universities must make assurances that they fulfil the following four criteria:

° First, each university must demonstrate that they offer truly needs-blind
admissions. This means that they are completely impartial to the financial
needs of students and assess applicants only on ability or potential ability
in the application process;

° Second, as part of their mission to offer needs-blind admissions universities
must make a significant contribution to the cost of university attendance for
the poorest students through bursaries.

° Third, universities must show that they are running proactive and sustained
widening participation programmes aimed at the most deprived neighbourhoods
and schools. It is not enough for universities to offer needs-blind admissions to all
who apply to them. They must also continue to make considerable efforts to
reach out to students who are either qualified, or have the potential, to attend
university but are deterred by low aspirations, poor advice or fear of debt.

° Fourthly, as mentioned above, they must demonstrate that merit aid and

needs-based aid are fairly balanced at the institution.

There is a very real need for an access regulator. This could either be OFFA, or a
replacement organisation with a fresh slate and a clearer function. The idea of
having a body to monitor widening participation and put pressure on universities to
make a sustained effort to raise aspirations for students less likely to attend univer-
sity without adequate encouragement is a good thing. It is also important to
maintain the principle that universities should be required to give something back in
return for seeking significant private investment from students. However, it is essen-
tial that OFFA should be given teeth, so that it is taken seriously in the sector. If there
is no real consequence to failing in your mission to widen access then universities
can be forgiven for taking their eye off the ball and not bothering as much as they
should. The Government should define clearly what will happen if an institution fails
to meet its access requirements. One option is that the ability to charge higher fees

could be linked much more directly to adherence to this agreement.
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Making Fees Pay: Reforming
the System of Student Support

The system of student support is in urgent need of reform. This is partly because
the system as it stands is alarmingly unaffordable, partly because we should make
some different assumptions about how support is structured and who receives it,
and partly because the system as a whole (and in particular student loans) has
been sold to the public so inadequately. It is time to look at the system with fresh
eyes, to make some tough decisions about how to best support those most in
need, and to repackage government and institutional financial aid more clearly
and decisively. As a starting point, the Government should make it clear that the
main purpose of student support is to help those who are unlikely to meet their
educational goals without financial help. Furthermore, and in light of constraints
on government expenditure, it must be understood that not all students can (nor
should) be fully supported in the same way.

A fact that many in the sector seem to be ignoring, is that if the student support
system remains as it is, the cap on top-up fees cannot be lifted following Lord
Browne’s review of HE funding because of the damaging effect it would have on
the public finances. This must change. We should not deny universities a vital new
stream of investment, nor students a sustainable and world-class university expe-
rience, simply because loans and grants were designed imperfectly and it appears
too difficult to change them. This barrier is not based on need, nor on the nega-
tive impact of fees, but rather on clumsy planning and an insufficient
understanding of the subsidies inherent in the current system.

The costs of the present system of student support are very considerable, but
many will be unaware of them. Loans come with two major subsidies attached, a
zero real rate of interest and debt forgiveness after 25 years. Maintenance grants
are non-repayable, and the majority of students are eligible for at least a partial
grant.’’ The provisional total amount of student support awarded in the form of
loans and grants in 2009/10, based on data at 15 November, was £6.2 billion, up
6.5% on the previous year. The final figure for 2008/09 was £5.8 billion which
represents an 18% increase on 2007/08 (£4.9 billion).37®

Looking at the current cost of grants and loans (i.e. not including lending that
is expected to be repaid), in the first year alone the estimated cost of student
support came to £1.1 billion.?”” By 2010/11 the cost of providing maintenance
grants and student loan subsidies is expected to amount to £2.6 billion for home
and EU undergraduate students.?’® Furthermore, the capital outlay of providing
student loans (net of any money expected to be repaid to the SLC) is expected to
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be £5.7 billion in 2009/10 (up from £4.5 billion in 2008/09).37% 380 Professor
Claire Callender argues that by 2010/11 over half of all of the university depart-
ment’s annual expenditure on HE will be devoted to funding student support in
the form of loans and grants. By comparison, in 2003/04 this figure was around
37% of expenditure.’®! It must be questioned whether this is an efficient use of
taxpayers’ money, or simply a reflection of a badly run system. The current level
of student support as a proportion of spending on HE is currently one of the most
generous in the world, ranking seventh in the OECD, only behind Scandinavian
countries, the Netherlands, Australia and New Zealand (who also have generous
income-contingent loan schemes).3$?

In this chapter we will recommend a combination of different changes to the
student support system which will make it more equitable and more acceptable
as a use of taxpayers’ money, as well as making it possible to raise the cap on fees
without a considerable additional cost to the Treasury. We will suggest:

1. Introducing a targeted, regulated private loans scheme for selected students
from higher income families, alongside the public loans scheme.

2. Discounts for students who choose to pay their fees early or upfront.
Selling off some of the public student loan book debt both now and in the
future.

4. Removing the current ineffective and costly interest rate subsidy on the public
loans scheme.

5. Repackaging and demystifying the entire system of student support.

1. Private loans

Size of the loan book

The current growth of the student loan book is unsustainable. As a matter of ur-
gency the Government must investigate ways to reduce its burden of debt and ex-
posure to long-term risk. Debt in the form of student loans is predicted to boom
over coming years as more students enter higher education and less money is re-
covered due to the blanket interest rate and debt forgiveness subsidies built into the
scheme. Particularly in a scenario where the cap on top-up fees is raised, the size
of the loan book is set to spiral out of control. Table 7 overleaf charts the growth
in the total size of the student loan book over the past three years, including de-
tails of subsidies, repayments and write-offs. Annual lending is now up to £4.2
billion and the size of total debt outstanding is over £25 billion.3?

Predictions about the future size of the loan book are extremely worrying. In the
short term, it is expected to rise to £34 billion by 2010/11.3%* In the medium term,
the Government expects student debt to increase in value to £55 billion by 2018.3%
Universities UK carried out a series of modelling on possible fee and loan regimes
in early 2009 and found that if fees (and tuition fee loans) were allowed to rise to
£7,000 then the annual size of government lending to students could rise to £12
billion by 2016 (i.e. nearly three times the present figure).3%¢ In the current financial
climate, with Government debt around £2 trillion, it is fanciful to think that this
exponential expansion of the student loan book is politically palatable.’®” If the
Government is serious about providing an affordable loans scheme for all students,
then it must find viable ways to remove the burden of debt from the Treasury’s books.
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388 Ibid

Table 7: Financial information on the student loan book388

Financial years 2006-07 2007-08 2008-09

Income Contingent Income Contingent Income Contingent

Loans Loans Loans
Academic Year Interest Rate 2.4% 4.8% 1.5%
(APR)
Total Amount Outstanding 14,101 17,046 20,982
(beginning of year, incl.
interest) (£ million)
Plus Amount Lent During 2,954 3,905 4,204
Financial Year (£ million)
Minus Amount Repaid, 359 494 788
Including Interest (£ million)
Minus Amount Cancelled 15 18 15
in Respect of Repayment
Teachers Loan Scheme
(£ million)
Minus Amount Cancelled 2 1 19.7*
or Written Off (£ million)
Plus Amount of Interest 365 545 726
Added (£ million)
GIVES Total Amount 17,046 20,982 25,090

Outstanding at the End of
the Financial Year, including
Loans Not Yet Due for
Repayment. (£ million)

Source: Statistical First Release, SLC, 25 June 2009.
Student loan outlay and repayments — Publicly owned debt: financial years 2006-07 to 2008-09
English-domiciled students studying in the UK and EU students studying in England

* In 2008-09, the SLC put in place a process that enabled them to deal with outstanding write-offs from previous
financial years. This means that a number of the write-offs that, under normal circumstances, would have been
shown in other years than 2007-08 and 2008-09 are actually shown under these two years. Further detail can be
found at — http.//www.slc.co.uk/pdf/slcsfr022009.pdf.

Introducing private capital into the loans system

To address this we strongly recommend that the Government should consider in-
troducing a targeted, regulated, private loans scheme in tandem with the current
public loans scheme. This private loans scheme would be exclusively for students
from the highest income backgrounds. However, as we will discuss later the Gov-
ernment should ensure that banks charge below the commercial rate of interest so
that all students continue to have access to some sort of subsidised loan scheme.
Creating a new private loans scheme for low risk borrowers would help to reduce
the burden of Government student loan debt, and target Government financial aid
at those who need it most.

There is no denying that the notion of introducing private money and private
terms into the loans system will appear alarming to some people on first consider-
ation. The experience of the US higher education system — which has a large and
complicated private loans market — points to some glaring potential problems for
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students, such as unaffordable debt levels, interest rates and risk of default. The cost
of tuition has risen sharply in the US while the level of financial aid for those who
need it most has not kept pace. Loans, and in particular private loans, have quickly
outpaced grants as the largest form of financial aid. While government subsidised
loans retain the greatest share of the market, private loans have grown at a much
faster rate in recent years. The toxic combination of soaring tuition rates, falling grant
aid for those students most in need, and an increasing reliance on private loans, has
allowed debt to reach alarming levels for many students. However, this scenario can
be avoided in England for a number of reasons which we outline below.

1. England is starting from a very different position than the US. Unlike the US
we do not have many different state systems of higher education, and there is
already one unified national system of student support, with much simpler
guidelines on loan and grant eligibility. Therefore, introducing a new, national,
targeted and regulated private loans scheme is vastly different than proposing
a replication of the numerous unregulated options which exist in the US.

2. Itis possible (and desirable) to limit eligibility for private loans to those who
can comfortably afford to service them. In the beginning, this could be based
on a simple household income means-test, ensuring only those students from
the wealthiest households — whose parents have often been paying for their
children’s education up until university level and can afford to support their
university education — are cut out of the public loans scheme. Widespread
lending to inappropriate loan candidates is one of the main roots of the
default problem in the US, where careless lending to people who should not
have had private loans was allowed to go unchecked.

3. Students in England do not currently face the same barriers in applying for
financial aid as do students in the US. There a complicated application process
has discouraged many students from poorer backgrounds from applying for
financial assistance, meaning they never find the state support that they are
entitled to and they are more likely to seek help from a private loans company.
Our system still needs tightening up (as shown by the SLC’s shocking delays
in processing loan applications in 2009). But if the Government can continue
to run a relatively uncomplicated loans and grants application process, then it
can safely avoid the detrimental effects of confusion present in the US system.

4. The Government can successfully target financial aid in the form of grants and
bursaries (both government and institutional) to those students who are most
in need, which will ensure that only those students from wealthier back-
grounds will be in a position to take on higher levels of debt.

5. In a government-regulated scheme it is much easier to require banks to be
explicit and transparent about how their loans operate, what effect different
interest rates will have, and what specific terms and conditions apply. We will
explore this in more detail shortly. Again, with little regulation in the US,
consumers were not adequately protected against some of the less well-known
conditions of commercial loans.

Before we discuss some of the technicalities and finer points of introducing a reg-
ulated, targeted, private loans scheme, there are some basic principles we believe
are integral to its operational and political success, and to its fairness.
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389 Policy Exchange is undertak-
ing further modelling on house-
hold income thresholds to
determine what would be an ap-
propriate level to cut students out
of the public scheme.

©® Availability: All students must have access to either the regulated, private loans
scheme or the subsidised, public loans scheme. This ensures that everyone
who wants to go to university can afford to, regardless of their financial back-
ground, and no one need take on an excessive workload during term-time
(although we should assume that as fees go up so more students will choose
to take on more paid work to support themselves, as they do in the US and
Australia).
©® Eligibility: The private loans scheme should only be available strictly to
students from the wealthiest households. Students deemed to be part of this
group will not have access to the public loans scheme. On the flipside, all other
students will have access to the public loans scheme, and will not have access
to the private loans scheme. The Government, in partnership with commercial
banks, must try to make it is as clear as possible to all students who is eligible
for which scheme.3®
©® Why eligibility matters: There are a number of reasons why it is necessary to
limit the amount of borrowers in this scheme, and why they should come
from the wealthiest households:
° First, it is in the interests of students because a) private loans should not
be given to those who cannot afford them, and household income is a
good proxy for ability to repay, especially if the loans have mortgage-
style and not income-contingent repayments, and because b) these
students have a lower risk of default, which enables banks to charge a
lower interest rate;
° Second, it is in the Government’s interest because a) it will make the
scheme politically viable, b) it will minimise the subsidy necessary to
cover part of the risk of default, and ¢) it will keep the scheme to a
manageable size in order to properly regulate it.
® Cost: Banks should charge an affordable interest rate. In other words, some-
thing between the Government’s cost of borrowing (the rate at which students
in the public scheme will be charged, as we will discuss later) and a normal
commercial loan.
® Risk: There should be recognition that risk will be shared in some way
between banks, the Government, the borrower, and certain stakeholders (such
as universities). This risk-sharing arrangement will partly determine at what
interest rate students will be charged.
©® Transparency: There should be clear guidelines about how banks should
market and operate loans. Keeping to these guidelines will be a strict condi-
tion of participating in the scheme. The Government must ensure there is a
form of oversight to keep banks in check, and the Government should also act
to maximise transparency and minimise confusion of loan terms and condi-

tions.

Targeted loans

Cutting students from wealthy backgrounds out of the public loans scheme is sen-
sible for a number of reasons. For a start it significantly reduces the Government’s
costs of providing student loans. Not only is government lending reduced, but cur-
rent spending also falls as fewer students draw on the generous interest and debt
forgiveness subsidies inherent in the current scheme. This sends an important signal
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to the electorate: the Government is actively prioritising the needs of poorer stu-
dents over wealthy students. Or more specifically, the Government is removing
wealthy students from the public loan book in order to maintain a generous sys-
tem of student support that subsidises the education of those who are less fortu-
nate and are less likely to have received a good education at school.

Many upper and middle income families currently pay large sums of money to
educate their children privately at nursery, primary or secondary school level (and
often all three,) yet when they arrive at
university they expect this part of their

children’s education — from which they It seems out of place that at a time when

will gain the most explicit financial 055 res on public finances are increasing, and

benefit — to be ‘free’ or heavily

subsidised by the state. This does not when we are trying to open higher education up

make sense. It is right that the 4 5 mych wider pool of students, that the

Government makes a significant finan-

cial contribution to higher education as wealthy should continue to demand an equal

it contributes such powerful benefits to share of financial support
our economy and society. But this does

not mean that parents should cease to

invest in their children’s education, nor that the Government should not target
financial aid at those students who need it most. It seems out of place that at a
time when pressures on public finances are increasing, and when we are trying
to open higher education up to a much wider pool of students, that the wealthy
should continue to demand an equal share of financial support. Parents of wealthy
families know better than anyone that higher education remains one of the best
investments one can make in life, in particular with regards to the hefty graduate
premium most students command after finishing university, and they should be
willing to invest accordingly.

Introducing a targeted, regulated, private loans scheme does shift one dynamic
of the current public loans scheme. Currently, a student’s ability to take out a
tuition fee loan (as well as the vast majority of the maximum maintenance loan
allowance) is considered independently of their family’s household income. This
is considered by many as a positive development. Firstly, we currently expect
graduates to contribute to the costs of their higher education as they will benefit
personally from that education in their future career. Thus judging their loan enti-
tlement based upon their familial income years before they begin that career may
seem strange. One response to this is that we already know from existing loans
data that students from wealthier families are less likely to default on their loans
— 50 background is not irrelevant. Less tangibly, many people like the fact that the
current system reinforces the concept of students making their own choices about
their higher education, separate from the influence of their parents. While not
necessarily ideal, basing the loans system on household income is a pragmatic
way of making the system fairer and more affordable. In a world of mass higher
education, limited government resource, and a desire to maintain the cost of
education at an affordable level, it is inevitable that the Government must find
ways to target student support at those who need it most.

The arbitrage problem is another reason why it is sensible to cut wealthy
students out of the public loans scheme. Even before top-up fees came on stream,
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widespread anecdotal evidence suggested that a large number of upper and
middle-income students were taking out maintenance loans not to help with
livings costs but to invest in ISAs or other savings accounts. Due to the blanket
interest rate subsidy, students could make easy money on the back of government
lending. This is clearly a poor use of taxpayers’ money, and policymakers must do
all they can do minimise opportunities for this sort of behaviour.

We do not underestimate the political considerations of cutting wealthy
students out of the public loans scheme. There already exists serious scepticism
among students and parents about the impact of the introduction of top-up fees.
This exists in part because universities have failed to make the case for fees clearly
or to explain what they have been spent on, and in many cases have failed to prop-
erly engage with public concerns about issues such as contact hours. Regardless
of what happens to the student support system universities will need to tackle the
public perception of fees if they want there to be any change in the future. This
will become more imperative if we are to make loans more expensive for those
students who can afford to service them.

Four further points are important politically when it comes to students from
wealthier backgrounds. First, we understand that while wealthier households
may have been paying school fees for years, this is something they will have
been expecting to do, and they may not have money readily available to pay
university fees. Unlike countries such as the US and Australia, we do not yet
have a culture of saving for university (although we anticipate that this would
change over time if the student support system were to change). For this reason
it is crucial that all students have access to some form of government-regulated
loans scheme, whether publicly or privately financed. Second, as we will discuss
in more detail in the second section of this chapter, students from wealthier
families who do not want to take out a private loan will have the option of
paying their fees in advance and this will attract a generous discount. Third, a
condition of the private loans scheme will be that these loans must cost less
than the commercial rate of interest. Thus while these students will not be enti-
tled to state-subsidised loans, they will still obtain a favourable rate that has
been secured due to Government backing of the scheme. The scheme will also
be carefully regulated by the Government to make it safe. Finally, there would
also be some protection for these students in the case of default, as in the public
scheme.

We do not attempt here to define exactly which students should be defined as
‘wealthy” and included within this new private loans scheme, because this would
need careful modelling to assess how the means test should operate and what
proportion of students would fall within this particular bracket. This should be
the subject of further work.

How a targeted, regulated, private loans scheme would work

Having interviewed student loan and financial aid experts in the US, it is clear that
leaving loan provision up to the commercial market alone creates a number of
problems for students. Consumer protection is often very lax, rates of interest are
prohibitively expensive, students from poorer backgrounds are given loans that
they cannot afford, and a plethora of different lenders and loan options makes the
system very complicated and confusing.
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We will now look in more detail at exactly how a targeted, regulated, private
loans scheme could work in practice. To inform this research we spoke in depth
to student loan experts in the US and the UK, as well as experts in the financial
markets and senior figures in commercial and private banks. In summary, the
three main ingredients of a workable scheme are cost, risk and regulation. The
scheme will only be a success if loans are affordable to service. The less risk banks
have to take on the less costly loans will be for students and the more the
Government regulates who is eligible and how the scheme will function, the less
incentive banks have to expand loans unsustainably.

Cost

The borrowers’ perspective

There are two main ways to keep down the costs (i.e. interest rates and repayment
conditions) of private loans for borrowers. These are to:

® Restrict the cohort of borrowers to those least likely to default on loans, keep-
ing the loans scheme to a manageable size; and to

® Share risk so that banks, and hence borrowers, do not shoulder the entire
burden of the risk of default. This can be achieved through measures
including the use of a reserve fund, requiring students or another party to
act as a guarantor on the loans, or requiring that students take out life
insurance to minimise the impact of death or incapacity from severe illness

or accident.

The bank’s perspective

Banks must have an incentive to lend to students. Put simply, student loans
will be competing on the balance sheet with a whole host of other credit
products, so the scheme must be commercially viable. Unless subsidised in
some way, their natural tendency will be to loan money at a standard com-
mercial rate of interest. In fact one could understand how student loans could
command an ever higher rate of interest, as some loans would have to be quite
large to cover tuition fees and the cost of living, and unlike those in the work-
force, students are not in a position to secure their loans against any signifi-
cant assets, such as a house. To paraphrase one commercial lender we spoke to:
“If banks are currently struggling to lend to normal people, why would they
give out big unsecured loans to students, will little assurance that they can
pay them back?”

It is true that one motivation for banks to participate in a student loans
scheme without having to charge a commercial rate of interest is the poten-
tial profitability of securing a pool of long-term, low risk, high-earning
graduates for future banking. Though potentially lucrative in the long-term,
this incentive alone is unlikely to be great enough for banks to lend at a
significantly reduced rate, such as their cost of borrowing, or the LIBOR
(London Interbank Offered Rate). The major function of the cost at which
banks decide to lend is risk, specifically the risk of students defaulting on
their loans. Therefore, it is crucial to ensure that banks are not responsible for
the full amount (or even majority) of risk, otherwise this cost will be passed

on to the borrowers.
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Risk

How do you reduce the bank’s exposure to risk?

There are a number of ways to share the banks’ (and hence borrowers”) exposure
to risk in a targeted, regulated, private loans scheme. We list some of the options
below. It should be noted that we do not necessarily endorse all of these options
(and in particular we are less sure about life insurance) and that it will be crucial
to keep the scheme as simple as possible.

1. Establish a subsidised reserve fund to cover at least part of the cost of default.
This could be funded by a mixture of sources, such as the Government, private
donors or even universities themselves. As a condition of raising the fees cap,
for example, the Government could force universities who charge higher fees
to contribute a fixed amount to the fund for each of their students that take
part in the loans scheme.

2. Secure a guarantor for the loans. In the current public student loans scheme
the Government acts as guarantor, as all unpaid debt after 25 years is forgiven.
In a regulated private loans scheme the Government could also act as guaran-
tor, although this would have serious implications for Treasury accounting
liabilities due to classification issues, particularly if there was not a reserve
fund. Alternatively a third party, such as the student’s parents, could be used
to guarantee the value of the loan to a major asset, such as a house.

3. Design the repayment schedule to encourage early repayment of loans. It is
desirable to maintain the current income-contingent repayment mechanism as
it does not place undue strain on graduates in times of low earnings, such as
during and immediately following study. On the other hand, from the bank’s
point of view it would be much less risky to have a stable stream of income
commencing as soon as possible, such as under a mortgage-style repayment
system. As discussed, there has been a general decline in parental contribu-
tions across all households over time, however one can assume that this has
happened (particularly at the upper end of the income spectrum) partly
because the state student support system has filled the gap. Those graduates
who have private debt are more likely to receive significant financial support
from their parents as they come from wealthier households which can afford
to contribute, and the terms of the loan will give them more of an incentive
to help.

4. Require students to take out life insurance to minimise the impact of death

or incapacity from severe illness or accident.

How would a reserve fund work?

The purpose of a reserve fund is to share some of the risk of student default be-
tween the bank and other stakeholders, the two most obvious being the Gov-
ernment and universities. Alongside some form of state subsidy, the Government
could either encourage or require universities to participate in the scheme as
part of a deal to increase the cap on tuition fees. If the Government comes to the
conclusion that the public loans scheme is unsustainable in its current form, uni-
versities have a vested interest in ensuring that all students, regardless of their
ability to pay upfront tuition costs, participate in HE. One way to look at is to

compare the arrangement to an insurance fund. If universities paid a set fee into
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the fund for each of their students that took out a regulated private loan, and as-
suming that default rates varied between universities and within institutions for
different courses, then it would be a similar arrangement to one where some
people pay insurance premiums and never make a claim, effectively subsidising
those who take out insurance and do make a claim. In this way universities could
make insurance payments on behalf of their students, some of which will make
claims and some of which will not.

It might be necessary to raise some form of government subsidy for this, other-
wise it could be hard to raise cash or get buy-in from universities. It is worth
noting that in the US in the early 1990s a similar risk share programme was in
operation, and a pool of high quality universities agreed to participate, but they
quickly began to disagree. Individual institutions argued that they had a lower
default rate than others and should therefore shoulder a lower proportion of the
risk. To avoid this problem, as well as encouraging or requiring universities to
participate in a reserve fund, the Government must insist that all risk is pooled.
This should not be an issue, given that the students in question will collectively
be low risk, high quality debt candidates.

It could also be possible for private financiers to invest in the scheme. There is
a precedent for this in New England in the US. In the mid-1950s a major
fundraising campaign was undertaken to finance a reserve fund for a student loan
programme, incorporated under the not-for-profit Massachusetts Higher
Education Assistance Corporation. The Corporation sought private donations to
create a guarantee pool which would be used to assure lenders that in the case of
default they would be fully reimbursed.?*® It could be argued that big business
also have an incentive to participate in such a scheme, as it is vital that the best
students (some of which come from the wealthiest backgrounds) continue into
higher education, in particular in England and not overseas. This has implications
for long-term recruitment and graduate employment.

Should there be a guarantor on regulated private loans?

A guarantor is an individual or organisation who takes on the ultimate responsi-
bility of repaying a loan. In the current public loans scheme, with debt forgiveness
after 25 years, the Government is the guarantor on all loans. In the long term, and
on such a large scale, it is problematic for the Government to act in this way, as
Treasury accounting liability rules mean that any debt that is guaranteed and con-
trolled by the Government must be accounted for on the Treasury’s balance sheet.
Interestingly, the situation is very different in the US, where the Government is
able to guarantee loans through commercial lenders without having to record their
lending as a public liability.

Parents could also act as a guarantor on student loans, using a conventional
asset such as a house as security. As a targeted, regulated, private loans scheme will
only be available to the wealthiest households, it is likely this option will be avail-
able to nearly all participants in the scheme. One advantage of this arrangement
is that there would be a clear incentive for students to stay on top of their loan
repayments due to pressure from their parents. Similarly, if the Government is
interested in finding ways to increase direct parental contributions for the costs
of higher education, in particular for the wealthiest households, this is one way
to it can be achieved.

390 Parker T (2009), Challenges
To The Financial Aid Profession—
Making The Worldwide Expansion
Of Higher Education Work For All,
Keynote address prepared for the
Annual Meeting of the New York
State Financial Aid Administrators
Association, New York, 27 Octo-
ber 2009.
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A mortgage option launched by Lloyds TSB in 2009 could offer some guid-
ance in this area. Named the ‘Lend a Hand’ mortgage, it has been designed to
help first-time buyers onto the property ladder by allowing parents or other
close family and friends to vouch for the borrower’s security, in turn reducing
the amount of upfront capital required. The mortgage requires first-time
buyers to provide only 5% of the value of the property as a deposit (much
lower than a standard mortgage offer), with a further 20% coming from

friends or family (up to two people),
which must be deposited in a savings

Requiring parents to act as a guarantor on account with the bank for a minimum

student loans would help to reduce the bank’s

of three and a half years.?*! Elements
of this scheme could be adapted for

exposure to risk of default, which in turn could regulated private loans.

help to reduce to the rate of interest charged

391 Simply Finance (20 May
2009), Lloyds TSB Launches 95%
LTV “Guarantor” Mortgage,
http://www.simplyfinance.co.uk/
articles/Mortgage/Lloyds_an-
nounces_95_mortgage.html.

The main disadvantage of parental
guarantees is the risk and responsibil-
ity. Without additional help, such as a
subsidised reserve fund, taking on the responsibility for tens of thousands of
pounds of debt may seem an unreasonable demand to make of parents.
Furthermore, this dynamic would further shift responsibility of HE decisions
away from students to their parents, when ideally we want students to see
themselves as independent adults in charge of their own learning decisions.
Nonetheless, requiring parents to act as a guarantor on student loans would
help to reduce the bank’s exposure to risk of default, which in turn could help
to reduce to the rate of interest charged.

Repayment schedules

There are three main pillars of the current public loans scheme that are considered
vital to protecting access: debt forgiveness after 25 years, income-contingent re-
payments, and repayments only above a certain threshold and at a minimum re-
payment rate. Combined, these three elements protect low current earners as well as
low lifetime earners. However, this repayment structure does not marry neatly with
what commercial banks want: regular, predictable loans with a steady and sizeable
flow of loan repayments. Finding a balance between this trade-off — protecting ac-
cess versus ensuring commercial viability — will be an integral part of any regulated
private loans scheme.

Insurance and fraud

The main reasons for a graduate defaulting on their loan are death or incapac-
ity as a result of illness or accident, fraud, or low earnings. One option to min-
imise the first risk is to require students to take out life insurance for the
duration of a private loan. This would protect banks (and those who contribute
to a subsidised reserve fund) and reduce the rate of repayment. An example of
this working in practice is HSBC’s private loans scheme for MBA students, in
partnership with the London Business School. In this case the loan can cover all
tuition fees (plus some living costs) up to a maximum of £50,000, with no se-
curity or guarantee requirement. The bank has full discretion on approval of the
loans based on the student’s salary before taking the MBA and their ability to
repay after graduation. The variable interest rate charged is a competitive premium
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linked to the Bank of England’s base rate, and repayments commence after grad-
uation and are mortgage-style. Interestingly, the one binding condition of the
loan is that all students must take out life cover, which costs between £10-15
per month for the duration of the loan (which must be repaid within seven
years).3?

Regulation

The Government could exert control over a number of important elements of
the private loans scheme. First, it could judge how many (and which) commer-
cial banks should participate in the scheme. Second, it could set clear bound-
aries determining which students are eligible to take part (in other words where
the line would be drawn in any means testing). Third, it could determine how
repayments will be made to ensure that graduates are not put in an unacceptable
position. And fourth, assuming that an adequate system of risk-sharing can be es-
tablished, it could decide what maximum rate of interest banks should be al-
lowed to charge.

When introducing a commercial element into the student loans market
there is always a risk that, if the scheme proves profitable, banks will have a
natural tendency to be greedy and roll out loans to a more risky pool of
students. This is what happened in the US with loans companies such as Sallie
Mae. Initially they were using historical data on loan repayments to make
judgements about exclusively high quality applicants, who would present a
low risk of not repaying their debt. But over time they began making the same
assumptions with much lower quality applicants, who were not in a strong
position to afford a commercial loan, and were significantly more likely to
have problems repaying. This sort of situation is avoidable. There is no reason
that we cannot have a disciplined loan scheme which operates within clear
boundaries — yet crucially there must be a regulator who can draw a line, who
can tell banks that they cannot simply extend this scheme as far as they want
to.

One option is that the Government could act as the regulator. However, it is
worth remembering that if a private loans scheme proves successful, politicians
will also have a strong incentive to expand the scheme to push more debt off their
books and help shore up public finances. Due to this conflict of interest it may be
necessary for some form of independent regulator to have ultimate responsibility
for borrowing eligibility. Alternatively, if a reserve fund is established to cover at
least some of the cost of default, it could be written into the contract of the fund
that lenders will only be allowed to offer loans to a finite group of students based
on a set criteria of risk.

Though a detailed discussion of eligibility criteria and means-test requirements
is beyond the scope of this paper, we would urge the Government to adopt one
recommendation of the ‘Rethinking Student Aid Group’ in the US. This group of
leading access experts suggested that the Government should require the tax

office, in partnership with the SLC, to use an average of the most recent three 392 HSBC Bank Plc - London Busi-
ness School Loan,

years of household income rather than a snapshot at the time of application.?3 In http://www.london.edu/assets/d

this way the Government could reduce the ability of students and parents to ocuments/programmes/

. s . . . . . . HSBC_WEB_new(2).pdf; email

game’ the system, ensuring a more reliable picture of their finances is taken into correspondence.

consideration. 393 College Board (2008) p11.
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Classification

Depending on the control influenced by the Government in setting up a regulated pri-
vate loans scheme, under international accounting guidelines the entire size of all loans
could be counted as public lending. This would undermine the whole purpose of the
scheme, which aims to reduce the public liability of providing student loans. This deci-
sion is made by the Office of National Statistics (ONS), which applies tests based on Eu-
ropean accounting rules around classification.

Setting up a reserve fund to share at least part of the risk of default could address
this classification issue. The fact that the Government provides some form of subsidy
to the scheme is not the major issue. The important caveat is that their involvement
does not come with substantial control. The public private partnership of London &
Continental Railways (LCR), which built the cross-channel High Speed One line, was
initially classified as a private scheme despite the Government guaranteeing up to £3.7
billion of privately raised debt funding in 1998.3°* But as the scheme developed it was
reclassified as a public sector company (in 2006) because the Government’s ‘powers
of control’ were deemed too great. As a ‘Special Shareholder’, the Government had
the right to force the sale of LCR at any time and had approval rights to LCR’s budget
and cash flow, as well as other powers.3*> This level of involvement must be avoided in
a regulated, private loans scheme.

Bringing in some form of regulator, such as the Trustees of a reserve fund, who
could write into the contract with banks some of the binding criteria of the scheme,
could ensure the Government’s involvement is not brought back on balance sheet.
Involving the SLC and HMRC through the repayments process, as they currently are
with public income-contingent loans, does not pose a major obstacle either, as banks
could simply charge a fee for their collection services. It is important that Ministers,
as much as they would like to, cannot have any discretionary control over conditions
of the scheme, such as the repayment schedule, once it has been set. For instance,
politicians may want to introduce an extra payment holiday as part of a package of
other policy changes, to win PR points. This is something that the Labour
Government announced in July 2007 for new students commencing in 2008/09
onwards, but later retracted as part of a deal to fund 10,000 extra student places in
response to the 2009 clearing crisis.?*® Once the contract between the reserve fund
and the banks has been set in stone, then there should be no room for Ministers to
tinker.

Professional and Career Development Loans (PCDL), which are available from a
small number of commercial banks and are largely aimed at postgraduate students,
are an example of a scheme which is privately financed, controlled by the
Government, and subsequently counted as a public liability on the Treasury’s
balance sheet. Commercial banks do everything within their power to collect
payments from students — in this case soon after a student finishes their course
and in a similar way to a normal commercial loan — but the Government is commit-
ted to cover a portion of the loan in case of default. The Learning and Skills Council
also pays the interest on the loan while the student is at university. These meas-
ures ensure that the scheme is viable for banks. In 2008/09 the public liability on
PCDL’s was around £25 million.3%7 A private loans scheme could avoid following this

model.
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2. Discounts for Early Repayment
Wealthier parents who do not wish their children to take out a private loan should
note that this would not be compulsory. Indeed we would strongly recommend that
there should be an option for those who want to avoid taking out a loan altogether
to pay upfront with a generous discount for doing so. In October 2009 David Wil-
letts, Shadow Minister for Universities and Skills (with special responsibility for
family policy) announced a 10% discount for those who chose to pay their fees up-
front. In addition, those who made repayments early would also receive a discount
of 10%.3°8 We strongly support this policy, which aims to reduce the burden of the
student loan book and to use the money to create extra student places in the sys-
tem, which are badly needed as demand is seriously outstripping supply. In 2009
nearly 140,000 applicants did not get a place at university, tens of thousands of
whom were qualified to go to university.3*®

There are currently no estimates for how many students would be taken out of
the loans scheme if a discount on upfront payments was offered, although there
are some estimates on how much of the loan book would be expected to be
repaid early as a result of a discount on repayments. A similar scheme is being
introduced in New Zealand and they are projecting early repayments to rise by
35%, leading the Conservative Party to estimate that an additional 1% of the loan
book is likely to be repaid early each year under their scheme.*°° This system of
discounts for early repayment has a precedent in the Australian system, which
currently offers a 20% discount on upfront payments. In 2005/06, upfront
payments represented roughly a third of the value of all revenue directly received
from student and graduate contributions, or roughly 60% of the value of income-
contingent payments made through the tax system.*"!

3. Selling off the student loan book

Another option to reduce the burden of student debt is to sell off parts of the stu-
dent loan book. This would help to reduce the Government’s exposure to long-
term risk, such as variations in real interest rates and other macroeconomic
economic factors which determine the rate and timescale of loan repayments. Of
course, the alternative is for the Government to hold onto student debt and collect
the steady stream of loan repayments — currently running at £800 million a year.*?
One of the consequences of a debt sale is simply to bring forward that income
stream. In a time of severe economic turmoil and heavy public debt, securing a
shorter term return is attractive, even if it is just a slice of the loan book. As we dis-
cussed earlier it should not be underestimated just how much of a burden the size
of the loan book has become for the Treasury. Reducing susceptibility to long-term
risk is imperative, and maintaining a public image that the student loans scheme
is affordable and sustainable must be a priority. For these reasons it is advisable for
the Government to accelerate its current sale of student loans programme.

What debt sales have occurred in the past?

In 1998 and 1999 there were two sales of the old mortgage-style student loans for
a total of around £2 billion under the Education (Student Loans) Act 1998.4%3 Re-
grettably, the Government had to sell this debt at a massive discount because of the
interest rate subsidy built into the loans scheme. Barr found that in previous sales
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the net proceeds have been about half of the face value of the debt because of the
cost of the subsidy.*** It should be noted that while it is possible to reform this
subsidy in the long term (and charge a positive real rate of interest more closely
linked to the Government’s cost of borrowing), any debt sale in the near future will
involve loans that still have this subsidy built-in.

Baroness Blackstone, Vice-Chancellor of Greenwich and former Minister of
State for Education, estimated that the net present value of the subsidies of the two
sales were broadly in the region of £395 million to £405 million respectively.+°®
This compares to Government estimates of £310 million in costs which would
have been incurred had the loans remained publicly owned, meaning that the
estimated cost of selling the loans was 25% to 30% above the cost of keeping the
loans in the public sector.*°¢ The second sale of student loans was sold to a consor-
tium of the Nationwide Building Society and Deutsche Bank.

Why have there not been more sales of student debt?

There are a number of reasons why the Government might choose to delay further
sales of student debt. First and foremost, these are still relatively unchartered wa-
ters, with little history of student loan sales in the UK, so it is understandable that
the Government might wish to track the progress of early sales to inform future
ventures. Second, debt sales are currently quite expensive due to the discounted sale
price resulting from the current low interest rate and debt forgiveness subsidies
built into the scheme. Third, market conditions may prevent a profitable sale of
debt. While all of these reasons are valid, they do not account for the complete
stalling of the sale of student loans programme.

In fact, experts on student loan securitisation told us that the main reason why
the Government failed to execute any further sales of student debt after the late
1990s was that there was very little political will from the Department for
Education and Skills to drive the scheme forward. Until the global financial crisis
hit in 2007/2008, publicly funded capital was abundant and very few people
were concerned about the expansion of credit. And as the debt was never on the
Education Department’s books, there was very little incentive for the Department
to push forward any further debt sales. Hence, when the Treasury lost control of
the sale programme to the Education Department in the 90s, including the abil-
ity to make value for money evaluations on future sales, debt sales were stopped
in their tracks.

Looking at the situation in more recent years, in particular since the 2008 Sale
of Student Loans Act was passed, market conditions have played some part in
delaying further sales. The global financial crisis has crippled the worldwide
market for securitisation (the process by which student loan debt is bundled into
a sellable financial instrument), so selling debt in recent years would have repre-
sented poor value for money for the Government. Figure 18 opposite illustrates
the dramatic fall in the value of the securitisation market once the global finan-
cial crisis took hold.

Nonetheless, it is imperative that the Government accelerates its programme of
student debt sales now in order to build a track record in financial markets for the
viability of even larger (and more important) sales down the line. As Barr notes,
it is desirable to start as soon as possible, with initial sales of small tranches to

make transaction more manageable and attractive.
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Figure 18: Global net securitisation issuance?®’’
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What moves are already in place to sell off some of the student loan book?

As part of the Government’s 2007 Budget, it was announced that a programme of
sales of student loans would start in 2008-09 and continue indefinitely. The Sale of
Student Loans Act 2008 came into force on 21 July 2008 and empowered the Gov-
ernment to sell tranches of the student loan book. Debt will be bundled into Spe-
cial Purpose Vehicles (SPVs) and sold to financial markets, effectively allowing
private financiers to purchase the income stream of student loans. In light of mar-
ket conditions this programme was suspended in March 2009.408

The Department for Business, Innovation and Skills (BIS) is currently responsi-
ble for implementing the programme of sales, and has been asked to “be in a
position to begin sales once an attractive monetisation option is identified”.*°
There has a definite push to resume sales. In October 2009 Gordon Brown
announced that the Government planned to sell around £3 billion worth of
student debt by 2011 as part of a wider mission to sell off £16 billion worth of
Government assets to reduce the total deficit.*!® This was a revision of a previous
announcement the Prime Minister made in 2008 that the Government would sell
£6 billion of student loan receipts by 2010/2011.4!!

This policy has come under criticism from the Liberal Democrats and others.
Vince Cable, the chief spokesperson for economic affairs for the Liberal
Democrats, argued that the student loan book is “a slightly easier thing [to sell
off] because it’s government backed, but they’re going to get very distressed
prices. This is not a good time to sell assets”.#!? In fact, student loan experts we
spoke to in the city felt strongly that this would be a good time to sell. Real inter-
est rates are very low, which means the interest rate subsidy is also very low. Loans
normally accrue interest in line with the Retail Price Index but there is also a
condition that the interest cannot exceed the Bank of England base rate plus 1%.
At present the Bank’s interest rate is 0.5%, which effectively means that the
amount repaid on loans has the same value as the amount borrowed in real
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terms.*!® This is an attractive deal for investors who should recover a greater
proportion of student debt than under market conditions with higher interest
rates.

While it is problematic that the Government has stalled on sales of student loan
debt over the past decade, we are encouraged that sales are back on the agenda.

What conditions must be right for a sale of the student loan book to take place?
Speaking to financiers in the City, it is clear there are a number of conditions which
need to take place for a successful sale of part of the student loan book.

The key issue is having sufficient data to make judgements about a tranche
of debt. Those investors who might be interested in buying student loan debt
would benefit greatly from having an assurance about the repayment profile of
the borrowers in question. If investors know that they are buying the debt of
‘high quality’ students who will probably go on to have high-paying jobs (and
relatively quickly after graduating), the potential risk of default on the loans is
much lower, and the value of the debt sale is greater. The problem in the UK is
that we have very little data about the repayment history of student debtors.
This was much less of a problem in the US where the market for the securiti-
sation of student loans has boomed over the past decade and companies
involved had up to 15 years of strong historical data upon which to base their
assumptions.

Due to the current fragility of the securitisation market, a number of financiers
we spoke to*!* argued that it is important to start initially with a sale of the high-
est quality debt. One way to classify this debt is to cherry-pick those students at
the most prestigious universities who on average would be expected to command
a higher graduate premium. Indeed, if individual institutions held detailed
records of the graduate outcomes of their own students then it could facilitate a
more attractive sale of student debt, however this does not seem to be the case.
One major downside of this policy is that it reduces the quality of the remaining
pool of student debt, making it harder to command a competitive price for future
debt sales. However, experts we spoke to were of the view that we have to start
somewhere and we would be inclined to agree.

The securitisation programme does not have to be an all or nothing arrange-
ment. While the ‘quality’ of some student debt (i.e. the likelihood and rate of
repayment) is certainly poor, and there is an understandable nervousness that the
Government will only be left with poor quality debt if it cherry-picks which debt
to sell, it is in the interests of developing a market in securitisation that you
should start by selling off the ‘best’ debt, and then over time move down the
perceived spectrum of quality. One possibility is to start by selling off the debt of
students at Russell Group universities, who on average command a much greater
graduate premium than other universities. This could be seen as a pilot for future
sales and an attempt to create a sustainable programme.

Secondly, if we are to have a successful student loans sales programme in the
future it will certainly help to remove the blanket interest rate subsidy. This is
currently very expensive for the Government — 29 pence of every pound given in
maintenance loans and 42 pence of every pound given in tuition fee loans is not
paid back — and significantly reduces the value of any sale. We will discuss the
removal of the interest rate subsidy in the next section of this chapter.
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A third condition is to choose a time when the market conditions are right. As
we have discussed, now is a good time to sell off student debt because real inter-
est rates are so low.

In addition it is important to manage the size of the sale: the smaller the size,
the easier it is to manage. It is also likely that part of organising any potential new
sale of debt will involve securing investors before the actual sale takes place, so that
there is some idea of how attractive the sale will be in advance. It will never
simply be a case of structuring the debt sale and then selling it to the highest
bidder with no understanding of who would be interested in buying. In fact there
may be very little bidding process at all. As long as there is a single buyer at a
reasonable price then that can be enough to ensure a successful transaction.
Dealing with one transaction and one portfolio is actually much easier than
setting up a flow of payments to a number of different investors.

A fifth condition is to ensure that investors do not experience any material
change to the terms and conditions agreed upon at the sale of student debt. In
other words, as with private loans, it is crucial that Ministers should not have any
ability to change the repayment conditions for loans once they have been set, as
this would seriously undermine the ability of investors to forecast accurately
repayment schedules and likely default rates. In previous debt sales students have
continue to repay their loans through the SLC under the original loan conditions.

Another important consideration is that the rate of loan repayments, in partic-
ular those with an income-contingent function, is largely influenced by
macroeconomic factors such as the rate of inflation, graduate unemployment
levels, economic growth, and so on. This makes it harder for investors to forecast
the stability of repayment flows.

The types of financial institutions that might be interested in buying part of the
loan book will largely depend on the profile of the debt. Pension funds for exam-
ple tend to prefer something very long-term and fixed. Banks, fund managers and
money managers might look for something more short-term. So the sale of
income-contingent loans, which generally take a long time to fully repay, might
be more attractive to pension funds than other investors.

4. Removing the interest rate subsidy
One outcome of the first phase of top-up fees that now seems to be widely ac-
cepted across the sector is that the current income-contingent loans scheme was
designed imperfectly. In particular, taxpayers pay for a very expensive interest rate
subsidy that does little to promote access to higher education for students from
poorer backgrounds, largely because most students and would-be students do not
even realise it is there. In fact, economic modelling shows that it is high-earners in
their mid-thirties who benefit most from the subsidy, representing poor value for
money for the Government. The current subsidy ensures that a significant propor-
tion of student loans will not be repaid (29% of maintenance loans and 42% of tu-
ition fee loans), further exacerbating the already unsustainable size of the loan
book.

However, even if there is broad agreement that the interest rate subsidy has
not achieved its aims, we should not underestimate the difficulty of trying to
remove that subsidy. Many students may be unaware that the loan represents
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415 Barr and Johnston (2009)
p28. See chapter 3 for an explana-
tion of different loan/subsidy op-
tions.

such ‘cheap money’, yet the publicity surrounding its removal will inevitably
raise awareness and convince them that they do not want to lose this deal.
Therefore, inevitably some compromise will have to be struck. We feel that to
avoid negative impact upon participation amongst poorer students (with some
suddenly fearing that a student loan is prohibitively expensive) the Government
will have to charge something below the rate of interest charged for commer-
cial loans. A balance needs to be found, with a rate that is affordable to both
students and the taxpayer.

From our discussion in the previous section we already know that graduates
who are currently earning low wages are protected by the income-contingent
element of the current loans scheme, which says that they only need to start
repaying a portion of their income once it reaches £15,000. Meanwhile, low life-
time earners are protected by the 25-year debt forgiveness policy. These are both
equitable and desirable policies. Professor Nick Barr and economists at the IFS are
the authorities on the distributional effects of different interest rate subsidies.
They have shown that the current interest rate subsidy, which charges graduates a
zero real rate of interest, does not protect either low current earners or low life-
time earners, but instead largely benefits professionals in mid-career who pay off
their loan marginally earlier than they otherwise would have if the subsidy did
not exist. In other words, the current interest rate subsidy is not only very costly,
but it also goes to those who need it the least.

Barr and Johnston have suggested a raft of possible reforms to the current
interest rate subsidy. The graph below illustrates the different subsidies that
could be carried over to one of these new systems. Option one models changes
to the repayment threshold and repayment rate; option two models a real inter-
est rate, freezing real debt for those with low current earnings; option three
models a repayment extension which redistributes repayments from wealthier
graduates to those less well off; and option four is the same as option two but
allows real debt to rise in the first three years (i.e. while students are studying
at university).

Figure 19: Loan subsidy as a per cent of total loan in the current
system and alternatives*'®
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We believe a targeted, fair and sustainable interest rate subsidy for all public
loans should take consideration of the following:

® Cost of borrowing: Instead of charging a zero real interest rate the
Government should charge something closer to its own cost of borrowing. For
example, the real rate of interest on long-run government bonds has been
around 3% over the past 25-30 years.*'¢ Looking back even further, the inter-
est rate in the post-war period has on average been lower, so we could
approximate somewhere between a 2-3% real interest rate will accurately
represent the Government’s cost of borrowing.

® Real debt write-off: The main targeted interest rate subsidy should be for low
current earners. One way to achieve this is to make sure that graduates’ real
debt never rises. At times when the graduate’s salary is not high enough to
cover the real interest payments, the Government could pay the difference
themselves and adjust outstanding debt so the real debt balance does not rise.
This policy has previously been trialled in New Zealand, and for simplicity’s
sake could known as the ‘real interest write-off”.

® Subsidies for middle and upper income earners: Graduates in the middle
and upper lifetime income brackets should not receive an interest rate subsidy.
At the moment these two groups receive a 30% and 20% discount on their
loans respectively, which is inefficient and costly.*!” To have loans charged at
the Government’s cost of borrowing, the security that no repayments will have
to be made at times of low earnings (the real interest write-off), and debt
forgiveness after 25 years, is generous enough. This should still be sufficient
to encourage students to make a rational decision and take out a subsidised
government loan.

® Risk-sharing: Students should contribute to cover at least some of the loss on
a loans scheme that insures against people with low lifetime earnings (either
from low income, death, or emigration/fraud). This could be shared with the
Government. In New Zealand it was estimated that the risk premium was
roughly 2% of the entire cost of the student loan book (i.e. roughly 2% of all
loans given would not be repaid because of death/serious illness, emigra-
tion/fraud or low lifetime earnings), and in a scenario where the Government
split the responsibility of default risk students were charged a 1% premium on
top of the Government’s cost of borrowing. This could be introduced in the
UK to ensure the long-term viability and cost effectiveness of the scheme. It
would be a form of social insurance where middle and upper lifetime income
earners subsidised those who were unable to pay their loans. Low lifetime
income earners would not be affected because they would still be protected
by the debt forgiveness policy.

©® Threshold and repayment rate: Removing the blanket interest rate subsidy
and charging a higher rate of interest will do little to reduce the enormous
subsidy that low lifetime earners currently receive. For the lowest lifetime
income decile, up to 80% of their loans are not repaid as a result of the debt
forgiveness and interest rate subsidy. Graduates should be charged at a higher
monthly repayment rate and the repayment-free income threshold should be
lowered. Barr and Johnston predict that if the threshold was reduced from 416 bid
£15,000 to £12,500, and the repayment rate was increased from 9% to 12% 417 1bid p20.
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of income above this threshold, then the subsidy for low lifetime earners
would be reduced from 80% of the total cost of their loan to around 50% of
the cost of their loan. This is the most effective way to generate savings from
the lowest quintile of borrowers, assuming that the debt forgiveness policy is
maintained. While it is right that low lifetime earners are protected by an
income-contingent loans scheme, one could argue that an 80% subsidy is
unnecessarily high. Furthermore, this policy will also work to speed up repay-
ments for middle and upper lifetime income earners as well, reducing their
subsidies in turn.

Length of repayment: The rate of interest charged does not directly affect the
level of graduate’s monthly repayments, so increasing the interest rate simply
means graduates will take longer to repay their loans, but their monthly
contribution will be completely unaffected. Holding the rate of repayment
and the repayment threshold constant, graduates are still expected to make
payments of the same proportion of their income each month. As noted
earlier, for middle and upper lifetime income earners this simply means their
repayments will stop one or two years later in middle age than they would
have if the subsidy still existed.

Interest and repayment holidays: It is inefficient for the Government to
offer an interest or repayment holiday on student loans. At present students
are offered a two-year repayment holiday, which can be used in either one
continuous period or a combination of two single year periods.
Furthermore, interest accrues on student loans from the date they are paid
to students until they have been repaid in full.#!® This should be maintained
on top of charging a real rate of interest — those graduates who will have
low lifetime earnings will not have to pay for the rising real debt while at
university (because they will still be protected by the debt forgiveness
policy), while medium and upper lifetime income earners will simply pay
back the full amount of their loans, rather than receiving an unnecessary
leg-up while still at university. This of course assumes that students will not
be deterred from taking out student loans by the knowledge that interest
will be accumulating before they are able to start earning a proper wage. We
think this can be avoided with proper information, advice and guidance. To
put this scenario into context, if we take a student who borrows £10,000 a
year for three years at a 3% real interest rate over a period with 3% infla-
tion (so a 6% interest rate charge), then the original £30,000 debt will
actually have grown to just over £34,000 after three years. Plus, repayment
will only begin when a graduate starts to earn about the income repayment
threshold.

Marketing the scheme: It is imperative that the Government clearly explains
how the system works, who it protects and how, and the logic of moving away
from more generous but poorly targeted subsidies. Furthermore, the
Government must continue to campaign for any revised scheme and fight
against populist pressures to bring back more expensive and less equitable
subsidies. This is what happened in New Zealand in 1999 after the
Government introduced what many believe was the most efficient student
loans scheme the world had ever seen, but failed to explain to the public why

it was necessary to maintain the system as it was.
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With real interest rates at an all time low, now might be an opportune time to
try to convince the public that loans charged at a real rate of interest are a viable
alternative. Also, it is important to note that any new loans regime would apply
only to new loans and would not be retrospective.

Overall, we advocate an option similar to one that Barr and Johnston propose
as ‘option six’ in the previous graph: a real interest rate (equal to the
Government’s cost of borrowing plus a small premium to cover part of the cost
of default), with protection against rising real debt after three years (otherwise
known as the New Zealand system), and a less generous repayment threshold,
such as the one modelled which requires graduates to start paying back 12% of
their earnings above a threshold of
£12,500 income per annum.*"” In the
example described, where the real
interest rate around 3%, this should
eliminate the interest rate subsidy for

With real interest rates at an all time low,

now might be an opportune time to try to

middle and upper income earners convince the public that loans charged at a real

completely (from the current 30% and
20% subsidy respectively), and main-
tain just under a 50% subsidy for low
lifetime income earners. It should be restated that low current earners are protected
by the real interest rate write-off and the repayment threshold, while low lifetime
earners are protected by the 25 year debt forgiveness policy.

Under this arrangement, Barr and Johnston estimate that the Government
would save on average £5,575 for all students over the lifetime of their loan
compared to the current loans system — broken down as £6,265 for the poorest
quintile, £6,195 for the middle quintile and £4,260 for the highest quintile —
based on an average outstanding loan balance on graduation of £20,235.42° The
falling scale reflects the higher current subsidies that lower and middle income
earners currently receive.

It should be noted that this does not mean that poorer students will receive less
government financial support under these proposals, but rather that graduates
who have low earnings over their lifetime will receive a reduced subsidy from the
Government. Students from less-well off backgrounds will continue to receive
non-repayable grants and some form of institutional bursaries.

Removing the blanket interest rate subsidy and charging a small risk premium
on top of the Government’s cost of borrowing would help to save the vast major-
ity of the £1.4 billion spent on student loan subsidies each year.*?! This reduction
of the Resource Accounting Budget (RAB) charge, which is the Government’s
reserve in public spending for loan subsidies, could be used to expand the loan
system, or might free up funds in the future. With an income-contingent-loan
scheme, savings arise only at the end of the repayment period, and the
Department would need permission from the Treasury to the use the future funds
for spending on education. As Barr points out, “the Treasury keeps tight control
of conversion of non-cash into near-cash spending at the best of times, and partic-
ularly so given impending public spending constraints”.+??

Barr and Johnston also propose a reform to the student loans scheme whereby grad-
uates could be forced to extend repayments on loans for a set number of years after the
full cost of the loan has been repaid. While this may be attractive from a redistributive

rate of interest are a viable alternative

419 There is no exact science as
to what level the new repayment
rate or threshold should be, al-
though the option modelled of
12% (a rise in the repayment rate
of a third) and £12,500 (a drop in
the threshold of a sixth) does pro-
vide a good alternative to the cur-
rent conditions of 9% and
£15,000 respectively. Both thresh-
olds are well below the average
salary for a first degree graduate
in full-time employment six
months after graduating — in 2008
this was just under £20,000 [from
www.prospects.ac.uk/]

420 Barr and Johnston (2009)
p15.

421 In February 2008 the Govern-
ment used a modified RAB charge
of 21% for maintenance loans and
33% for tuition fee loans, not tak-
ing into account the Govern-
ment’s repayment holiday. HC
Deb, 4 February 2008, c936W,
http://www.theyworkforyou.com
/wrans/?id=2008-02-
04d.183947.h&s=rab+charge#g18
3947.r0.

422 Barr and Johnston (2009)
p43.
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viewpoin, it is also incredibly unfair and we believe would be impossible to sell polit-
ically. Asking graduates to cover the full cost of their loans, plus a small social insurance
premium for those who are unable to pay within 25 years is one thing, but asking them
to pay the full cost of their loan and then continue to pay is much harder to imagine.

What about a graduate tax?

In 2009 the NUS became a major player in the fees debate after proposing a new ver-
sion of the ‘graduate tax’ alternative which has been discussed in policy circles for some
time.*?* Under their proposals graduates would repay an indefinite contribution for up
to 20 years after they leave university based on their earnings, with higher earners pay-
ing a greater premium on top of their income tax. Not only does this system create an
unfair penalty for high-earners, and a lack of clarity for students about how much their
higher education is likely to cost, it also has serious implications for a market in higher
education and in the way universities are financed. Professor Barr provides a strong cri-
tique of the graduate tax proposal*** highlighting, most importantly, that although a
graduate tax would bring in additional resources to universities (though in a much more
complicated way,) it would also remove the potential for the variability in tuition fees
which would activate a market and give universities more power over their finances. At
a time when public funding is under severe pressure this is an important lever for uni-
versities to maintain investment and quality of provision. Serious doubts also remain
about the work and savings disincentives of a variable graduate tax, problems with re-
payment collection for EU students, and the viability of a pooled stakeholder fund to dis-

tribute graduate contributions adequately.

Recommendations
We believe the Government should reform the interest rate subsidy to make it more afford-

able, cost-effective and progressive. The new scheme should have the following elements:

® As a starting point student’s should be not be charged a commercial rate of interest
which would be prohibitively high, but something closer to the Government’s cost
of borrowing, so that the student loans scheme is closer to being cost neutral.

® Low current earners should continue to be protected by the two main pillars of the
current income-contingent scheme: a generous income threshold, and an affordable
rate of monthly repayment about this threshold. Furthermore, to protect low
current earners from the fear of rising real debt, the Government should write-off
the difference between monthly real interest charges and monthly repayments.

® Low lifetime earners should continue to be protected by debt forgiveness after
25 years.

® The Government should lower the current income threshold and increase the
current repayment rate to ensure that loans are repaid quicker.

423 NUS (2009), Funding our - ® The Government should eliminate the interest holiday and charge a real rate of

ture: Blueprint for an alternative interest as soon as student’s take out their loans. After three years, or when a

higher education funding system,

NUS Publishing student finishes their course, the Government will continue to charge a real

. . . . ) )
424 Barr (2009) Paying for higher interest rate, but real debt will never rise due to the ‘real debt write-off’.

education, p47.
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5. Repackage and de-mystify the system of student support
The introduction of the current top-up fee and student support system was han-
dled poorly by the Government and the higher education sector as a whole. Stu-
dents, parents and even many in the sector itself are still confused about exactly
how fees, loans, grants and bursaries actually operate. The NUS has frequently
played on this misunderstanding in arguing that one of the biggest advantages of
introducing a graduate tax would be to abolish upfront fees. Yet no full-time
home/EU undergraduate student in England has to pay any of their course fees di-
rectly to their university, as all are entitled to government loans up to the full
amount of their fees.

We have argued that top-up fees have to date been a success story in England.
Enrolments among all socio-economic groups have not only remained strong but
have boomed for less traditional students. While debt and the fear of debt remain
challenges there is little evidence to suggest that higher fees have been a barrier
to attending university, even for students from poorer backgrounds. Universities,
and subsequently students, have benefited from a significant inflow of new invest-
ment. And the beginnings of a ‘consumer culture’ suggest real potential for
driving up quality in the system, if we improve the level of information available
to students. Yet despite all of these positive developments, the argument for higher
fees will only be politically plausible if the Government and universities explain
much more clearly what fees and student support mean for students. Those look-
ing for a simple guide to the student support system are directed to the You Gov
site, which is lamentably unapproachable and hard to understand. As a result, the
Government (and universities) have failed to ensure that all would-be students
and parents can answer the following crucial and basic questions.

What is the cost of tuition and does this differ between universities?
Do fees have to be paid upfront?

What are the eligibility criteria for government loans?

How much money can students borrow?

How does a student loan have to be repaid?

How does student debt compare to other debt, such as credit cards and mort-
gages?

Does student debt have any affect credit ratings or the ability to take out a
mortgage?

©® What extra financial support can students receive?

©® What is the purpose of government grants? Who is eligible for them and why?
©® What responsibilities do universities have to help students with the cost of
their degree? How does this differ between universities?

It is of critical importance that the Government acts quickly to reform the sys-
tem of student support to make it more efficient, more transparent and more
understandable. Taking inspiration from the ‘Rethinking Student Aid Study
Group’ in the US, we believe a successful system of student support should in-
clude a number of basic principles.*?® First, the system should have as its main
purpose to help those who are unlikely to meet their educational goals without

425 For a further discussion see
College Board (2008), Fulfilling
derstood that not all students can be fully supported in the same way. Second, the commitment, pp7-8.

financial help. In light of constraints on government expenditure it must be un-
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financial aid eligibility should be predictable. Individuals and families in given
economic circumstances should be able to anticipate confidently the resources
that will be available to meet their needs so that they can accurately estimate
the net cost of education. Third, Government and institutional financial aid
should be provided as clearly, transparently, and simply as possible. Further-
more, communication with students and parents about university opportunity
should be early, sustained and accurate. And fourth, Government and institu-
tional grant/bursary aid, in combination with a reasonable amount of work and
loans, should be adequate to make completion of an undergraduate degree fi-
nancially possible for all qualified students.

We believe the Government should repackage the student support system in the
following way:

® Tuition fees: It is unhelpful that the current terminology used to describe
personal contributions to higher education — commonly called top-up fees, or,
less accurately, variable tuition fees — portrays a major upfront cost and does
little to emphasise the significant financial contribution the Government
makes for each student. Instead we should use the term ‘graduate contribu-
tion’, to underline the fact that it is graduates and not students who are
expected to contribute to the cost of their education, and that they only
contribute a portion of the full costs. We also recommend that the cap on top-
up fees should be relabelled as the ‘maximum graduate contribution’ for the
same reason.

® Loans: Similarly, the terminology for student loans needs to be more under-
standable, in particular if the Government is to introduce a second hybrid
loans scheme run in partnership with the private sector. We recommend that
the subsidised element of student loans should be emphasised, with a clear
distinction between the two schemes. ‘Subsidised Government loans’ are those
that are administered by the Government and contain an inherent interest rate
and debt forgiveness subsidy. ‘Subsidised private loans’ are those that are
administered by commercial banks, regulated by the Government and are
supported by a subsidised reserve fund. In both schemes students pay less than
a commercial rate of interest and are protected in some way by the risk of
default.

® Grants and bursaries: At present we have a system of additional financial aid
through bursaries and grants, however it is not clear to students how these
two pots of funding interact or what they are there for. Maintenance grants are
intended to reflect some basic financial support for students from poorer
backgrounds for their cost of living, not as a contribution to tuition fees, but this
is not clear. And as we have discussed, the bursaries system, which is supposed
to support students with their cost of tuition, is extremely confusing and badly
explained. The simple message we should be giving to students is that there is
considerable support available to help you with the cost of your education. This
support will come in part from the Government in the form of maintenance
grants, and in part from your university, in the form of a bursary. There should
be clear advice available about the income thresholds for receiving both of
these forms of support (and we should aim for those thresholds to be the
same for both).
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® Furthermore, it is confusing that universities currently offer financial aid in
the form of bursaries and scholarships, some of which is mandatory and
some of which is discretionary. A number of universities currently describe
financial aid that is purely based on financial need as scholarships, while
some bursaries have been targeted at students other than those in the most
financial need. We recommend that the terminology used to describe insti-
tutional aid should be strictly redefined as ‘bursaries’ for needs-based aid
and ‘scholarships’ for merit and other forms of aid. This will also make the
relationship between government and institutional needs-based grant aid

much more clear.

On top of the measures listed above, the Government and universities could do a
lot more to explain to students why they get the support they do. It is important
for students and parents (as well as the media and general public) to understand
why the Government cannot afford to offer limitless, heavily subsidised income-
contingent loans to all students; why grants only go to those from the poorest
households; why universities are expected to shoulder some of the burden of stu-
dent financial support, and so on.

Furthermore, if the case for higher fees is to be made by the Government and
universities, with a particular emphasis on access implications, it must be clear
exactly what efforts are being made to reach those students least likely (but poten-

tially able) to attend university.

Recommendations
® At present the cap on tuition fees will not be lifted above £3,225, not because of
concerns over access or the effects of market forces in higher education, but rather
because the cost of the student support system is prohibitively expensive, and
allowing universities to charge more will counter-intuitively cost the Government
more and not less money. This is unacceptable. Universities (and hence students)
have a strong case to make for sustained investment in higher education, and
reform of the generous and misunderstand system of student support is impera-
tive for the future of quality, expansion and access in the sector.
® The size of the student loan book is rocketing out of control. As a matter of urgency
the Government must use the range of policy options available to reduce the
amount of loans outstanding, as well as minimising the current cost of providing
public loans. We recommend the Government acts to:
1. Introduce a targeted, regulated, private loans scheme that cuts the
students from the wealthiest backgrounds out of the public loans scheme.
All other students would remain eligible for income-contingent, public
loans. It will be possible for the Government to regulate who is eligible to
participate in this scheme, from the borrower and lender side, as well as
what conditions loans should carry (such as how repayments are made).
This can be achieved by establishing a reserve fund to offset part of the
risk of default — funded through a combination of public and private
money — whereby the Trustees of the scheme have the ability to impose

lending limitations on participating banks.
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2. Accelerate the sale of student loans programme, starting with small
tranches of high quality debt, in order to build more market data and a
better platform to sell large parts of the Government’s debt liability in the
future.

3. Implement the Conservative Party’s proposal to offer a discount for
upfront fee payments and early loan repayments. This will help to reduce
the Government’s burden of debt and bring in private money sooner.

4, Remove the blanket interest rate subsidy and charge something closer to
the government’s cost of borrowing on public loans. This should include a
risk premium to ensure that middle and upper lifetime income earners
shoulder some of the subsidies directed at low lifetime earners (a form of
social insurance), as well as an assurance that real debt will never rise, in
effect protecting low current earnings against periods of unemployment
or poor earnings. The repayment threshold should be lowered and the
repayment rate increased to ensure that graduates pay off their loans
more quickly.

5. The Government must completely repackage and explain the system of
student support to eliminate the mass confusion that currently exists

around fees, loans, grants and bursaries.
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Until now this report has concentrated solely upon full-time students. However,
part-time students now make up one third of undergraduates, and must not be
ignored in any discussion of the future funding of higher education. One of the
greatest and most glossed-over injustices in the English university system is the
fact that part-time undergraduate students, who are typically older and from less
traditional academic backgrounds, have a much worse deal than their full-time
counterparts.*2¢ Despite making up nearly a third of undergraduates, part-time
students get a fraction of the financial support received by full-time students.*?’
They have to pay their fees up front, they cannot take out a Government-
supported loan, and their chances of securing any financial support are slim. A
staggering 90% of part-time students do not receive any financial help from the
Government.*?® In 2007-08 the Government provided just £40.2 million in
tuition fee and course grants for part-time students.*?® This is less than 5% of the
£936.9 million spent on maintenance and tuition fee grants for full-time
students, leaving aside the billions spent on student loans.*° If the Government is
serious about encouraging people to continue to learn throughout their lives it
must make it as easy as possible for people to go to university part-time.

The 2004 Higher Education Act was concerned primarily with introducing top-up
fees for full-time undergraduates. Like fees for international students, fees for part-time
students remained uncapped and up to the discretion of the university and the pace of
the market. Historically, part-time fees have typically been based on a pro-rata basis of
full-time fees. This presented the sector with something of a dilemma. There was a
danger that if universities increased their part-time fees in line with the rise in variable
full-time fees it would act as a disincentive to low-income students and those from less
traditional backgrounds, particularly given the need to pay upfront and the poor levels
of Government support. On the other hand, if universities did not increase their fees,
part-time courses would be under-funded relative to full-time courses, which would
not be sustainable and could lead to a reduction of provision. It is worth remember-
ing that this relative difference will increase if full-time fees increase in the future.

Since 2006, when top-up fees came on stream for full-time students, part-time
fees have increased but not in line with full-time fees. The average annual tuition
fee charge for part-time students was £1,006 in 2007-08 compared to just over
£3,000 for a standard undergraduate degree.**! Over the same period, part-time
undergraduate enrolments have fallen by 3% while full-time enrolments
increased by 2%.#3? If part-time tuition fees continue to rise in the future and the
Government continues to provide inadequate financial support for these students,
there is a serious risk that part-time enrolments will fall even further.

426 In 2008/09 there were
511,805 part-time undergraduate
students at English universities,
compared to 1,044,720 students
taking full-time courses. HESA,
Table 3a - Student enrolments on
HE courses by location of institu-
tion, mode of study, level of study
and subject area 2008/09,
http://www.hesa.ac.uk/dox/pres-
sOffice/sfr142/SFR142_Table
3a.pdf.

427 For a further analysis of the
unique issues faced by part-time
undergraduate students in Eng-
land, see the Policy Exchange re-
port, Educating Rita, co-authored
by Professor Claire Callender and
David Wilkinson, (2009).

428 Hansard, HC 16 Jun 2008:
Column 652W, http://www.publi-
cations.parliament.uk/pa/cm2007
08/cmhansrd/cm080616/text/
80616w0005.htm.

429 Hansard, HC Deb, 6 July 2009,
c600W, http://www.theywork-
foryou.com/wrans/?id=2009-07-
06a.282967.h.

430 Student Loans Company (27
November 2008), Student Sup-
port for Higher Education in Eng-
land, Academic Year 2008-09
(Provisional).

431 DIUS (2009), Student Income
and Expenditure Survey 2007-08,
p.147.

432 Higher Education Statistics
Agency (2009), Higher education
student enrolments and qualifica-
tions obtained at higher educa-
tion institutions in the United
Kingdom for the academic year
2007-08, HESA SFR 130,
www.hesa.ac.uk/dox/pressOf-
fice/sfr130/sfr130r_tablel.pdf.
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433 Educating Rita’s authors’ cal-
culations from 2005-06 data avail-
able HESA; Callender C, Wilkinson
D and Mackinon K (2006), Part-
time students and part-time study
in higher education in the UK:
Strand 3, A survey of students’ at-
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Who are part-time students and why are they important to
the economy and society?

Part-time undergraduate students are a diverse mix. The vast majority are over the
age of 25 (82%), female (62%) and work in full-time jobs — estimates place the
proportion in paid work as high as 80-90%.#3 Well over a quarter of those aim-
ing for an undergraduate qualification have only a GCSE or equivalent qualification,
or lower.#** Whether they are mothers trying to return to work after a career break,
or individuals who left school with no formal academic qualifications, part-time
study often provides a ‘second chance’ that would otherwise not be available.
Younger students also study part-time, and those under 21 now make up 10% of
part-time first degree students in the UK.#3*

In spite of the unfair funding arrangements for part-time students a significant
proportion come from poorer backgrounds. This suggests that focusing more
financial support on part-time students would do much to widen access to
university. Universities UK’s survey of undergraduate part-time students in UK
universities found that 13% of students declared themselves as being “routine and
manual [workers]| or unemployed”, with a further 16% self-declaring as “inter-
mediate”, which includes clerical, sales and service positions.**¢ The 2007/08
SIES found that part-time undergraduate students in England had an average total
income of £13,511 in 2007-08.437

Much has been made in recent years about the importance of the UK’s knowl-
edge economy and numerous projections highlight the need for more high-level
skills in the years ahead.**® With the baby-boom generation heading towards
retirement and fewer young people coming through to take their place, there will
also be a short to medium-term demographic shift which will place even more
strain on the workforce.#* With six million adults of working age currently
possessing only A-Levels or equivalent qualifications, there exists a large pool of
untapped talent in the workforce, many of whom could benefit from higher
education.*#? Furthermore, recent research indicates that around four million
adults would actively consider going to university if it was more accessible and
they could be provided with financial support.!

The plight of part-time students was thrown sharply into the spotlight in 2009.
A crisis in places for full-time undergraduate students was fuelled by a surge in
applications from older learners, who now make up nearly a quarter of all enrol-
ments. Figures from UCAS showed a rise in applications of 14.9% for students
aged between 21 to 24 and an increase of 18.8% from applicants over the age of
25.42 This prompts the question — if the funding arrangements for part-time
students were more equal, would many of these applicants prefer to attend part-
time and continue to earn while they study?

Are part-time students supported by their employers?

One justification that is often given for the low levels of state support for part-time
students is that employers will pay. However in practice we know that only a mi-
nority of students get help from their employers, and those that do tend to come
from higher paid jobs and wealthier households.*#* Universities UK’s 2006 survey
found that part-time undergraduate students with annual household incomes of
between £35,000-£49,000 were three and a half times more likely to be financed
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by their employer than students with household incomes of £15,499 or less.**
Furthermore, the 2007 /08 SIES found that the amount of support was on average
higher for those under the age of 25 and those from managerial/professional back-
grounds.* In many respects employer support tends to go most to those who least
need it. A banker doing a part-time professional certificate in management is likely
to get cash from his employer while a single mother trying to climb up the career
ladder is left to struggle on her own. It is worth noting that the two specialist part-
time providers (Birkbeck and the OU) report very low levels of employer spon-
sorship of tuition fees.**® And such employer funding is especially at risk during
an economic downturn, at the very time when employees need to re-skill and up-
skill.

How can we better support part-time students?

State support for part-time undergraduate students is based upon arbitrary judge-
ments such as the number of hours they will study. Part-time students often have
complicated lives, juggling jobs and childcare alongside their course, and the cur-
rent inflexible and unfair funding system provides a further barrier to university
entry. In ‘Educating Rita?” we proposed a short-term solution to the disparity of
grant funding between full and part-time students.**’” This new model would see
more than double the current amount of part-time undergraduate students re-
ceiving some financial support from the Government, at a minimal annual cost of
£33 million to the Exchequer. We have recommended that this money should be
diverted from the ill-thought through ‘University Challenge’ scheme to create up
to 20 new “university centres”, which has access to up to £150 million from
HEFCE’s strategic development fund.

At present Government support is only available for part-time students who
study at least half of the equivalent full-time course each year and complete the
whole course in no more than twice the time it would take a full-time student.
In other words if you are studying for an undergraduate degree which would
typically take three years full-time you must take at least 50% of the modules that
would be taken in the full-time course each year, and take no longer than six years
to complete the course. This threshold is described as studying at “50% intensity”.

Consequently, access to support is not driven by financial need, but is deter-
mined initially by a student’s existing qualifications (due to the regrettable ELQ
funding decision)*® and how many hours they study. The average fee grant
received in 2007-08 for the three different thresholds for study intensity —
namely 50-60%, 60-75%, and 75% or more — was £550, £750 and £930 respec-
tively.+#

Under our model students whose household income is up to £50,000 would
be eligible for a partial tuition fee grant. This is line with the household income
levels of maintenance grants for full-time students. Furthermore, those who study
at least 30% of an equivalent full-time degree would be eligible. This removes the
current unfair and arbitrary condition that students must study at least 50% of an
equivalent full-time degree. We estimate that introducing these two measures
would cost an additional £33 million per year. At present only 44,000 part-time
students receive any assistance from the Government, and under our proposals
this would rise to 104,000, an increase of roughly 60,000 students.
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However, in the long-term our aim should be to go considerably further than
this. It is encouraging that Lord Browne'’s review of higher education funding was
clearly tasked with looking at part-time students.*® The Government, following
the lead from this review, must make it a priority to bring the financial support
available to part-time students more in line with full-time student support.
Obviously, this would require an analysis of the potential costs of opening up the
current loans scheme to part-time undergraduate students (and we would suggest
that the wealthiest part-time students should not be included within this scheme,
but should have access to a government-regulated private loans scheme instead).
Any such analysis would also need to model the likely proportion of full-time
students who would switch to part-time study (at considerably lower cost to the
Government) if the financial support arrangements were equal. It is clear that
equal access to loans for all undergraduate students should be the Government’s

long-term aspiration.

Recommendations

® In the short-term the Government should change the criteria for state support for
part-time students to reflect the income thresholds for grants received by full-time
students. The Government should also extend support to those who study less
than 50% of the full-time course each year, which accounts for over half of all part-
time undergraduate students. We estimate that introducing these two measures
would cost an additional £33 million per year. At present only 44,000 part-time
students receive any assistance from the Government, and under our proposals
this would rise to 104,000, an increase of roughly 60,000 students.

® However, in the long-term the Government’s aim should be to go considerably
further than this. It is clear that equal access to loans for all undergraduate
students should be the Government’s long-term aspiration and this should be

considered as part of Lord Browne’s review of the funding of higher education.
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Conclusion

Thus far the discussion around the future of top-up fees has been frustratingly
thin. Many universities say that a rise in fees is essential if they are to keep their
heads above water, and if the UK is to remain at the forefront of higher education
globally. Yet they appear to be waiting for someone else to make the case publicly
for them. The question of what the additional money from top-up fees has been
spent on is a case in point. We understand that this income is not hypothecated,
and that this makes it hard to pin down
exactly how fees have been spent. We
also understand that vice-chancellors

Instead of hoping that the question would go

have been nervous about revealing how 33y vice-chancellors and mission groups should

much of this money has been spent on
staff pay rises, lest this is seen by politi-

cians and officials as extravagance.  gnd politicians that they have been investing in

However, the resounding silence on this .
subject has done universities no favours. the student experience
Instead of hoping that the question

would go away, vice-chancellors and mission groups should have been eager to
explain to students, parents and politicians that they have been investing in the
student experience. They should have been making the point loudly that pay is a
very real part of that student experience, and that this was an essential and long
overdue investment, without which they would surely have lost many of their
best academic staff to other countries like the US. Instead of waiting for the inde-
pendent review to demand this sort of information, universities should have seen
it as their duty — and in their own interest — to take the initiative and be more
transparent.

To date, Million Plus is the only one of the specialist university mission groups
to have published a report looking at future options for fees and funding
Universities UK, the umbrella vice-chancellors group, is now focusing seriously
on the issue of fees and embarking on new research, which is to be commended.
But while powerful, this group will always be somewhat limited in what it can
say in public as it represents a large and varied sector, and that sector of course
has a range of different views on what should happen to fees. For this reason it is
incredibly important that vice-chancellors and experts from a range of different
universities also come out from the shadows and kick-start the discussion. When
top-up fees were first debated in 2003 the arguments were dominated by
emotion rather than evidence. Many universities now feel they were short-
changed by fearful politicians. Our message to those universities is that if they

have been eager to explain to students, parents
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imagine that politicians of any party will enter the fray and fight for higher fees
without clear and frank support from the institutions they are trying to support,
they are sadly misguided.

We are concerned that continued underinvestment could lead to a serious dete-
rioration of quality in our universities, with universities cutting back on the
maintenance of buildings, student: staff ratios rising, core subjects being axed,
and an over-reliance on international students in many institutions. It is crucial
that the Government does not see fees as a replacement for state funding and an
excuse to continue to cut a sector that is of real importance to our economy and
society. However, we believe that it is right that those who benefit from higher
education — graduates — should have to contribute to its costs. We are convinced
that fees will need to rise in the future if we are to protect and improve the
student experience, and retain Britain’s position as a global leader in higher
education. Nonetheless, fees should only be allowed to rise if three basic princi-
ples have been met. First, there must be a clear investment in the student
experience. Second, cost must not be an impediment to going to university. There
must be a serious requirement for universities to focus on protecting the poorest
students, and the Government must ensure a clear system of financial aid exists
and that all potential students understand it.

Finally, there must be fundamental reform to the system of student support. In
this report we have suggested a package of reforms which will make the system
fairer and a more acceptable use of taxpayers’ money, as well as making it possi-
ble to raise the cap on fees without a considerable additional cost to the Treasury.
None of these changes will be easy or without contention. They will require a
strong and easily comprehensible case from the Government, and that is some-
thing that we have not had in the past on student support. However, there is no
doubt that radical reform is essential. The simple truth that is often conveniently
ignored by universities speculating privately about what level of fees they need in
the future, is that with the system of student support as it is any rise in fees would
prove prohibitively expensive for the Treasury and is therefore simply not realis-
tic.

It is time for an open and detailed discussion about what fees have meant thus
far, and what should happen to them in the future. This should take into account
what universities need and what the Government, students and parents expect
them to deliver in return. We hope that this report will prove the catalyst that
sparks that debate. It is in nobody’s interest to delay.
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Top-up fees for undergraduates made it onto the statute books in 2004, after a
momentous political battle. They remain one of the most contentious and least
understood areas of education policy. This report goes beyond the hyperbole to
examine the real impact that these fees have had upon students and universities.
We look at the state of university finances now, and ask what higher education will
look like in the future if we fail to invest in it sufficiently.

We argue that fees will need to rise in the future if we are to protect and improve
the student experience, and retain Britain’s position as a global leader in higher
education. We believe that it is right that those who benefit from higher

education — graduates — should have to contribute to its costs. However, this report
demonstrates that fees should only be allowed to rise if three basic principles

have been met. First, there must be a clear investment in the student experience.
Second, there must be a serious requirement for universities to focus on protecting
the poorest students, and the Government must ensure a clear system of financial
aid exists and that all potential students understand it. Finally, there must be major
reform to the system of student support, or any rise in fees will prove prohibitively

expensive for the Treasury. We put forward a radical but realistic plan for reform.




