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Universities UK represents 133 universities and higher education institutions in the UK.
It is the primary leadership organisation for the UK’s universities, working to support
the long-term health of the sector. We aim to serve the interests of a wide group of
stakeholders - students, researchers and academic staff, employers, the government,
and the wider public.

This submission to the Independent Review of Higher Education Funding and Student
Finance sets out the long-term vision of Universities UK for the student funding system
in England. The material contained in this document also has clear implications for
Scotland, Wales, and Northern Ireland, and is thus relevant for the whole of the UK.

The analysis and recommendations presented in the document have been the
subject of a great deal of debate within Universities UK over a period of many months.
This includes extensive consultation with all 133 institutions in Universities UK’s
membership - in meetings with members, through the organisation’s formal
committee structure, and in external events and discussions with key stakeholders.
The materialis thus wide-ranging in its scope - considering the full range of issues
which have entered the public sphere in relation to student funding, and engages
with potential policy options, even where we believe they are not viable or desirable.

The work was led by a task group chaired by Professor Glynis Breakwell,

Vice Chancellor of the University of Bath, with members comprising Professors
David Greenaway, Paul O'Prey, Shirley Pearce, Geoffrey Petts, Andrew Wathey

and Geoff Whitty, Vice Chancellors of the universities of Nottingham, Roehampton,
Loughborough, Westminster, Northumbria and Director of the Institute of
Education respectively.

This submission represents the consensus view of Universities UK's membership,
as endorsed by Universities UK's Board on 14 May 2010.

In preparing this submission, we have been mindful of the pressures and challenges
which are presented by the current public funding environment - pressures which

are likely to persist for a decade or more. Thus, in setting out our long-term vision, we
have also taken account of the position we are in now, and the constraints this inevitably
places on the recommendations and proposals we can make. As a result, we make
clear proposals on reforms to the student funding system which are needed now, and
for which a clear and decisive case can be made. In other areas, the evidence is not

as clear-cut, and in these cases we set out a discussion of the issues involved, and the
potential consequences of making certain policy choices over others.

A great many people have been consulted on in the course of preparing this submission,
and we are grateful for all the input which has been received. In particular, we would
like to thank the Chair and members of the task group, and also Alissa Goodman,

Gill Wyness, and colleagues at the Institute for Fiscal Studies for their advice, and for
carrying out the analytic work which underpins a number of our recommendations

in relation to funding for full-time undergraduate students.
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Executive summary

1 The Independent Review of Higher Education Funding and Student Finance led by
Lord Browne has come at a critical time. Demand for university places is exceptionally
high, while universities face a very uncertain future in terms of their funding. And
while it is acknowledged that the reforms introduced as a result of the 2004 legislation
have been broadly positive overall, there remains much work to be done in addressing
flaws in the current student finance system, and ensuring that we have a funding
framework which is durable for the future and fairer for all students.

2 Universities serve the needs of students, the economy, and wider society. They are
net contributors to the economy, deliver the skills and knowledge needed for future
economic success, and also generate substantial public benefits." In all of these
spheres, requirements and expectations are changing rapidly. Universities have shown
themselves to be adaptable and responsive to increasing demands in the past, but
sustainable funding is necessary in order to ensure this is the case in the future.

3 Universities operate within a complex ecosystem of regulation and accountability,
working with a large number of stakeholders, and exercising a high degree of
autonomy in their governance and management. They receive state funding, but
also operate under competitive pressure - more so now than ever before. These
features make the university sector one of the UK's greatest assets, delivering
world-leading education for students both here and abroad. This is why we do not
propose wholesale restructuring of the higher education sector in our submission -
but rather, suggest that evolution of the current system through a rolling programme
of reform is what is required.

4 The proposals we make in this submission seek to preserve and enhance what is
best about the current funding system for higher education and student finance, while
addressing some of its most serious problems. We aim to describe a system which
is sustainable, accountable, and which can provide effectively for the future needs
of successive generations of students.

5 Our proposals for reform, and discussion of the issues and options, are grouped into
the following areas: general proposals; the graduate contribution framework; student
finance; public funding; and managing student numbers. Where we believe the
evidence is decisive, we have set out clear proposals. Where the arguments are less
clear-cut, we have set out a discussion of the issues and possible policy options,
highlighting the strengths and weaknesses of the potential choices available. We have
also indicated the areas where we believe further analysis and evidence is required
before any firm policy recommendations can be made. Our main recommendations
and points of discussion are summarised below.

1

See The impact of universities
on the UK economy,
Universities UK,

November 2009.
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General

There should be a rolling programme of reform of the student funding system in
England, carried out over an appropriate timescale (at least 5-7 years).

Any reforms should evolve from the current system, which is fundamentally strong -
there is no case for wholesale revision of the structure of the system.

The regulatory and accountability framework supporting higher education needs to
be rethought, in terms of delivering desired outcomes. These we define as: increasing
participation and social mobility; delivering a high-quality student experience; and
making efficient use of public and private resources.

Graduate contribution

The current fee should be renamed a ‘graduate contribution’, and the progressive
nature of a private graduate contribution towards the cost of teaching should be more
effectively communicated.

The unit of funding prior to implementation of the recent cuts to the higher education
budget in England should be restored as soon as possible.

The graduate contribution towards the cost of higher education should increase
over time, up to a maximum level. We can envisage a position in future in which this
upper limitis appreciably higher than its current level, but we propose that it should
remain regulated.

Over time, the maximum graduate contribution should be set at a level which, in
combination with other income sources, allows universities to recover the costs
of their teaching provision, and develop appropriate pricing and financial strategies.

The quality and accessibility of public information relating to higher education, and
the operation of the information, advice and guidance system should continue to be
improved. These improvements should reflect what prospective students themselves
state would be most useful.

The impact of increasing the graduate contribution on students, graduates, institutions,
and government policy aims should be carefully and regularly monitored. The interests
of students need to be protected in any new system, and mechanisms putin place,
which mitigate the potential negative impact on students’ selection of institution arising
from a higher graduate contribution.

Student finance

The resource costs (RAB charge] of the current student loan system should be reduced.
This could be achieved through a number of means:

Areal rate of interest should be introduced, which is set at least at the government’s
cost of borrowing (currently 2.2%), but below what would be considered to be
a commercial rate of interest.

Consideration should be given to increasing the repayment rate on student loans
from its current level of 9%, but only in conjunction with other changes.

Consideration should also be given to extending the repayment period on the loan,
but only in conjunction with other changes.

Universities UK Submission to the Independent Review of HE Funding and Student Finance 3



m The effects of introducing these changes should be monitored over time. This includes
monitoring the impact on participation by particular groups of students, as well as the
impact on individual institutions.

m At least a proportion of any savings generated by reducing the RAB charge on student
loans should be recycled into the higher education system.

m There should be a maximum guaranteed government-backed, income-contingent
loan available for students to meet their graduate contribution. This should be available
on broadly the same terms as at present, but with important modifications intended
to reduce the burden on public finances.

m The optimal solution in terms of student finance would be to continue to have
a government-backed loan scheme to support graduate contributions up to a regulated
maximum. However, we recognise that the very poor condition of the public finances
over the next decade may make it difficult to reconcile the need for investment to
sustain a world-class university system with a fully state-supported model. As a result,
we believe that the alternative models for leveraging private finance into the sector
which currently exist should be explored in more detail. This should include carrying
out animpact assessment of these models on particular groups of students,
institutions, and on national policy goals (such as increasing social mobility). We
indicate some options which we believe are worthy of further analysis, but do not
support any one particular proposal in this area in its current form.

m Maintenance loans for full-time students should be offered on the same terms as loans
for fees, but any changes to the current level of loans or grants for maintenance costs
should be delayed until the effects of changes to the loan system are better understood.

m The current requirement placed on universities to provide bursaries at a minimum level
should be replaced with a system whereby universities are free to develop their own
financial aid policies, within the context of an overall strategy to widen participation.

m The student support arrangements in Northern Ireland and Wales are currently broadly
similar to those in England. We believe it is important for this parity to be maintained.

Supporting part-time undergraduate students

m The student funding system should move towards one which is indifferent in terms
of the incentives to study full-time or part-time at undergraduate level.

m As afirst step towards this, some or all of the financial support available to full-time
undergraduate students should be extended to that cohort of part-time undergraduate
students which will benefit the most - based on criteria such as intensity of study,
qualification aim, and highest qualification on entry. We would not wish to see
any expansion of the student finance system funded through a reduction in the level
of loans and grants available to full-time students, but believe that the reforms
to student finance we propose would facilitate the ability of government to devise
an affordable solution for the expansion of loans to other groups of students.

m Agroup of sector experts should be convened as a matter of urgency to identify this
cohort of students, and to develop the models which will deliver this policy outcome.



Supporting taught postgraduate students

Strong consideration should be given to extending the support available to taught
postgraduate students, both full-time and part-time. This is especially so in light
of the economic importance of this group of students, and also to address issues
of fair access.

As part of this, the national evidence base regarding the financing of taught
postgraduate education needs to be improved, and the dynamics of supply and
demand in this market better understood.

HEFCE funding

The review of the HEFCE teaching funding method which is currently underway
should continue to be the primary vehicle through which proposals on the distribution
of public funding for teaching are consulted on and developed. We will deal with

this area in more detail through that means. Thus, the recommendations we make
regarding public funding in this submission are at a higher level of generality than
other areas.

There will remain a strong role for public funding of the higher education system

in future. The positive features of the methods used by HEFCE to distribute this funding
currently should be retained in future. Consideration will need to be given to the ways
in which the graduate contribution system as described in our proposals would interact
with the public funding system.

Some of the proposals currently under discussion in the sector regarding the
graduate contribution may lead in the long term to greater variability in the pricing of
undergraduate education for home and EU students. In such circumstances, in order
to secure the desired outcomes relating to quality, participation and sustainability,
these proposals might need to be accompanied by mechanisms to move student
numbers (and associated HEFCE funding) more fluidly within the system.

Careful analysis should be carried out of the potential effects of any changes to the
HEFCE teaching funding method on all publicly-funded students, including part-time
and taught postgraduate students, and on institutions with high proportions of such
students.

Options should be explored for increasing universities’ responsiveness to changes
in the pattern of student demand over time.

Managing overall student numbers

The total number of the country’s students in higher education should reflect the
Robbins Principle, that ‘courses of higher education should be available to all those
who are qualified by ability and attainment to pursue them, and who wish to do so".

Itisin the collective interest of universities, the government, and of society more
broadly that there is some management of the overall call on public resources

in relation to higher education, and thus that the overall number of students in the
publicly-funded system should continue to be controlled for the time being. The
management of overall numbers of publicly-funded students should be built on

a sustainable system of student finance.

Any efficiencies introduced into the system as a result of increasing student numbers
need to be sustainable over time, and should not impact on the overall quality of the
student experience.
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In conclusion

6 The need for reform of the higher education funding system is urgent, and the price
of failure would be high. This would be true under any circumstances, but the case for
change is especially strong at the current time, given the centrality of universities to
the UK's economic recovery. The future success of the university system is by no means
secure, but we are confident that through the proposals contained in this submission,
and with detailed consideration of the options in other areas which we highlight as
part of a rolling programme of reform, universities will be able to deliver a high-quality,
world-leading service from which students, graduates, the government, and taxpayers
would continue to benefit, now and into the future.



This section
sets out:

2
Rising anually with inflation.

Section1
Introduction

m The overview and purpose of Universities UK’s submission to the Browne Review
m Our objectives in making proposals and setting out discussion of key issues

m The principles we have used to guide the development of these proposals, and
which we will use to assess the recommendations made by the Review in due course

1 Overview

1 This submission sets out the response of Universities UK to the call for proposals
made by the Independent Review of Higher Education Funding and Student
Finance (hereafter ‘the Review’). Within this document, we make a series
of recommendations which, taken together, describe a future funding system
for teaching in higher education which will benefit students, universities, the
government, and wider society.

2 In some of the areas we consider, the evidence is clear-cut, and firm policy
proposals are made as a result. However, in other areas, our analysis has led to the
conclusion that the evidence is less strong. In such cases, we set out a discussion of the
key issues, and indicate the possible consequences of making certain policy choices
over others. We also emphasise, where relevant, the need for further analysis and
evidence gathering to be carried out before informed policy positions can be adopted.

3 We have developed a number of objectives which we have used to guide our thinking
in preparing this submission. These are set out later in this section. We recognise that
there are a number of ways in which these objectives could be achieved. As a result,
we have also developed a set of principles which have been used in the preparation of
the discussion in this document, and which we will also use in assessing the
recommendations made by the Review in due course.

4 In this submission we describe a rolling programme of reform which will need to
be carefully analysed and implemented over a suitable timescale - we think a minimum
of 5-7 years, and possibly longer. We are mindful of the urgent need for change in
some areas now, but also of the potential negative consequences of attempting to
introduce too many perturbations into the system at once, and the destabilising effect
this may have on participation, and on institutions (and by extension on the ability to
meet student demand).

5 The 2004 reforms introduced a profound change into higher education in the UK.
For the first time, the principle was established that graduates, not students,
should contribute to the costs of their higher education. At the same time, student
expectations have rightfully increased, and the relationship between the student
and his/her university has changed irrevocably and for the better. We believe it is right
that universities should continue to focus on providing the best possible experience
for their students, which in the UK is at least comparable to the very best available
anywhere in the world. The 2004 reforms also recognised that maintaining this
level of excellence requires investment. While the income from fees capped at £3,000°
has made a very important contribution to stabilising the sector’s finances, evidence
set out in our first submission suggests that they do not go far enough towards
ensuring that UK higher education is sustainable in the long term, to meet the
rising expectations of students, and to ensure that we can continue to compete
internationally on the basis of high quality.
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6 We argue strongly that reducing investment in higher education is economically
self-defeating - we need strong universities more than ever to drive growth and provide
the kind of skilled workforce we will need to thrive as a nation in the future. However,
we are also aware that repairing the national finances may take a decade or more.

We therefore need a new compact on funding teaching in higher education which
involves universities, the government, and graduates. Our proposals suggest how
such a compact could be established on a sustainable basis for the future.

7 The system for funding higher education in the UK is complex and interconnected.
Policy changes in one area inevitably have an impact on other areas. In our
submission, we set out what the potential impact of our proposals may be on the
whole system, and the issues which policymakers will need to take into account
as aresult. We also believe that the fundamental aspects of the current system are
strong (while recognising where reform is most urgent). Thus, what we present is
an evolution of aspects of the current system, which we believe is founded on sound
principles. We do not see a case for dismantling what we have already and replacing
itin large measure with something new.

8 Overall, ouraimis to develop a system which will benefit students and the economy
first and foremost. This is the principal mission of the UK’s universities with regard
to the education they deliver, and the current and future needs of students and society
remain at the forefront of our thinking. We are also concerned to ensure that the
current high quality of university education in the UK can be maintained in the
future, and the impact of any reforms to student funding on quality is a key theme
in our submission. Finally, we want to see participation increase - not just in terms
of numbers of students, but also in terms of continuing to ensure that students
who are qualified to do so can participate in higher education, regardless of their
socio-economic group, age, race, gender, or any other factor.

9 This submission is structured as follows:

a This section sets out the overall vision, objectives, and principles underpinning our
proposals and policy discussion.

b The second section contains a detailed analysis of the issues, and sets out the
evidence which has led to the formulation of our proposals. Where the evidence
isinconclusive we have said so, and have indicated where further work will be required.
The analysis is structured around the key components of the student funding system:
the graduate contribution framework, including student loans and grants; HEFCE and
the use of public funding; and managing student numbers.

¢ The final section addresses the four questions set out in the call for proposals,
summarising material which is presented throughout the submission.

2 Objectives

10 The objectives of Universities UK in making the proposals and setting out the
discussion contained in this submission are as follows. These are grouped into five
main areas: general objectives of the system as a whole; objectives for students;
objectives for graduates; objectives for government; and objectives for universities.

General

m Ensure that the UK has a sustainable student funding system now and in the future,
addressing the sustainability gaps which exist in the current system.

m Develop a system which can provide for the efficient use of public and private resources.

m Ensure that the UK can maintain its world-class status in the provision of
higher education.

m Ensure that the services universities provide can successfully meet the needs of the
UK economy, now and in the future.



Ensure that all students, regardless of their background, have access to
better-resourced higher education; and that protection remains in place in the
publicly-funded system for graduates with low lifetime earnings.

Students

Increase investment in the learning environment and in the student experience over
the long term.

Continue to provide a guaranteed package of government-backed support to help
meet the present and future costs of higher education, including living costs.

Increase choice in terms of when and how to meet the contribution to the costs
of higher education, while maintaining the principle that there is no obligation on
students to meet the upfront costs of their higher education.

Increase the resources devoted to frontline teaching and learning.

Improve the provision of information on courses and the HE offer to allow for
appropriate comparisons and more informed choices to be made.

Enhance student engagement in quality assurance.

Ensure that universities are able to remain responsive to student demands.

Graduates

Continue to retain the progressive features of the current student loan system,
and increase these where possible.

Continue to provide insurance through the loan system for graduates early in their
careers, and for those with low lifetime earnings.

Government

Reduce the resource cost of loans (the 'RAB charge’).

Develop the potential to increase the size of the overall loan book while reducing the
risk associated with this in terms of public accounting rules.

Develop means of spreading the risks involved in providing student loans.

Maintain the capacity to stimulate demand for provision in key strategic areas
as required.

Retain the ability to regulate the system - through setting a maximum level for
the graduate contribution.

Introduce greater efficiency in the way the system as a whole is accountable
and regulated.
Universities

Increase investment through an increase in the graduate contribution, and build
on existing efforts to facilitate investment through other means, such as employer
contributions and private finance.

Retain and enhance institutional autonomy, whilst recognising the broader public
interest in maintaining a high quality system.

Strengthen the quality assurance system, to make it more robust and outward-facing.

Continue to ensure that provision can evolve dynamically in response to student
demand.

Develop means of embedding widening access initiatives and financial aid as part
of an institution-specific recruitment strategy.
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3 Principles

11 Universities UK has formulated a number of principles which it believes should guide
the Independent Review team in the development of its recommendations. There
is a range of ways in which the objectives set out above could be achieved, but some
options could potentially introduce negative or unintended consequences which
Universities UK believes would be unacceptable. These principles will also be used
as criteria against which the recommendations of the Review will be assessed.

12 The principles are as follows:

m There needs to be increased revenue into the higher education sector, to maintain
quality, enhance the student experience, and to ensure international competitiveness.

m The sector should be funded on a sustainable basis.

B Anyincrease in the maximum graduate contribution should be accompanied by an
increase in the loan available to meet the cost of that contribution.

m Participation needs to be increased.

m Any changes introduced into the system should help promote social mobility - there
must be no barriers to entry to higher education based on household income (although
we recognise that the student finance system plays only a small part in improving this).

m The maintenance grant system should be targeted to those students who have the
greatest financial need.

m The student support system should work towards being indifferent as to the incentives
to pursue full-time or part-time study.

m The impact of any reforms on institutional viability should be analysed and taken
into account.

m Clear and transparent information needs to be made available to prospective students,
in order to allow them to make informed choices.



Section 2
Proposals and discussion of policy options

1 Background and context

Part1 of this m Our analysis of the impact of the reforms introduced in 2004

LB m Changes which have taken place in the fiscal environment, which will impact

particularly on the formulation of our proposals
m Analysis of future economic needs
m Analysis of the current and future demand for higher education

m Adescription of the regulatory framework for higher education, and the complex,
interconnected nature of the system

m Why we believe that a rolling programme of reform is necessary

13 The Independent Review of Higher Education Funding and Student Finance was
established as a condition of the 2004 reforms, to monitor the impact of the introduction
of variable fees and associated legislation at that time, and to ensure that there was
no adverse effect on important national policy aims. The financial and political context
against which those reforms took place is now very different. We deal here with some
of the most salient features of that context, the way it has changed, and the influence
this has on the way our proposals are formulated. We do not attempt to provide a
comprehensive analysis of the whole context, but rather, we focus on those elements
which are most relevant in terms of their impact on higher education.

14 We also draw here on some of the material which was set out in our first submission
to the Review, which looked retrospectively at the impact of the introduction of
variable fees.

| Impact of the 2004 reforms

15 The Universities UK response to the Review's call for evidence demonstrated clearly
the positive nature of the reforms to student funding which were introduced with
the legislation in 2004. The additional revenue brought into the sector has been used
to enhance the student experience, while our universities now serve a larger and
more diverse student population than ever®. Over the period since the introduction
of the reforms, participation increased, including participation by students in the lowest
socio-economic groups. The main fears associated with the introduction of the £3,000
fee have not been realised.

16 However, these gains relate only to full-time students. Whilst we note that in terms
of full-time equivalent (FTE), full-time study accounts for 62% of full-time students

3 o who are under 21 on entry, and aiming for a first degree,* we are concerned about the
See Making it count: how . . . . ..
universities are using income quality of the student experience across the sector. As we noted in our first submission,
from variable fees, Universities part-time student support is currently inadequate, and this is something we address
UK, January 2010. further below.’

4

HEFCE analysis of HESA data,
contained in HEFCE March
2010/10.

5

See Universities UK's first
submission to the Review
for more details, (available at
www.universitiesuk.ac.uk/
PolicyAndResearch/
PolicyAreas/Documents/
Independent%20Review%
200f%20Funding%20and%
20Student%20Finance%
20First%20call%
20submission.pdf].
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Figure1
Taxpayer costs of student
supportin England
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Table1

Implications of Conservative
stated policies for DEL,
relative to Labour’s

planned DEL for 2010-11
(€bn, 2010-11 prices),

April 2010

Note: Average annual
growth rates are calculated
over four years, relative

to Labour’s planned DEL
spending in 2010-11.

Cumulative changes are
also expressed relative to
Labour’s planned 2010-11
DEL spending.

Source: Institute
for Fiscal Studies

6

The interest charged on
student loans currently

is linked to inflation - it is
based on the annual Retail
Price Index (RPI) in March
or the highest base rate
of a number of major banks
plus 1%; whichever is lower.

7

TRAC, the Transparent
Approach to Costing,

is the standard activity-based
costing system used in all
UK HEIs and provides the
most consistent cost data
available across UK higher
education. TRAC cost
adjustments are government-
approved adjustments to

the expenditure in published
university financial
statements, which are
intended to make the costs

in TRAC consistent across
institutions which use
different accounting policies
for assets, and to include

an adjustment for the cost

of risk and financing. They
therefore address the fact
that historic expenditure may
understate the true costs

of past activity.

8

Filling the hole: How do the
three main UK parties plan

to repair the public finances?
(available at www.ifs.org.uk/
publications/4848).

9

The £6bn efficiency

savings in 2010-11 have been
confirmed as part of the
coalition government deal.

17

18

19

£ billion £ billion £billion  £billion  £billion Averageannual Cumulative

2010-11 2011-12  2012-13  2013-14  2014-15 change (%) change (%)
Total DEL -6 =21.1 =-34.2 -50.1 -59.4 =4.0% -15.1%
Overseas Aid 0 1 2.2 3.4 3.8 91% 41.8%
NHS 0 0.1 0.3 0.4 0.5 0.1% 0.4%
Ministry of Defence 0 -2.7 -5 -7.8 -9.4 -6.3% -23.0%
All other DELs -6 -19.6 =-31.6 =46.1 -54.3 =7.0% -25.1%

Moreover, the gains described above have been achieved at considerable cost to the
government. Analysis by the Institute for Fiscal Studies shows that universities gained
anet £1.3bn additional fee income since the introduction of the new system, students
gained £1.1bn in financial support through the provision of grants and the abolition of
upfront fees, but that taxpayers contributed £1.1bn more to the system through grants
and loan subsidies, and this figure increased again in 2007-08 with the introduction

of more generous maintenance grants.® The breakdown of taxpayer costs of student
supportis illustrated in Figure 1 opposite.

As we noted in our first submission, the UK spends proportionately more of its total
investment in higher education on student support - 26% compared to an OECD
average of 19%. This is likely to increase with the variable fee regime in steady state.
The student funding system in its current form is unsustainable, especially against
a backdrop of increasing student demand, and a national economic imperative to
increase the skill base of the UK workforce.

In our first submission, we also noted the contribution that the additional income
from variable fees has made to improvements in the financial health and long-term
sustainability of the sector, which had been previously eroded by a long period

of under-funded expansion. There are, however, already signs of the recession’s
impact on institutions’ finances - for example, the reduction in the sector’s surplus
as a proportion of total income.”

The current fiscal environment

20 While the need for investment in universities remains the same, the fiscal environment

in which they are operating is very different now compared with six years ago. With

a deficitin public finance of £163bn for this year, and substantial deficits predicted

for years to come, cuts in funding for public services appear inevitable. The higher
education sector, although strictly speaking not part of the public sector, has already
borne a share of cuts, and we remain deeply concerned about the implications

of further significant reductions in public funding. The effects of the new coalition
government’s spending plans on the higher education budget remain to be seen,
although we note that analysis of Conservative party plans by the Institute for Fiscal
Studies in April 2010° suggested these plans could lead to a cumulative cut of 25.1% in
non-protected departmental expenditure limits (DELs) by 2014-15 relative to Labour’s
planned DELs for 2010-11, with cuts of £6bn planned for this year (see Table 1above).’
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Table 2

Projected proportion

of the working age
population with higher
education qualifications

Source: 2020 projected
figure from Ambition 2020:
World-class skills and jobs

for the UK (UKCES 2009),
2007 figure from
Education at a glance
2009 (OECD 2009).
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From 29% now to 40% in 2020,
according to the Leitch Review

of Skills, Prosperity for all

in the global economy - world

class skills, December 2006.

N

Skills for Jobs: Today and

Tomorrow - The National

Strategic Skills Audit

for England 2010, UKCES,
December 2009.

12
Ibid.

14
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21

22
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2007 2020 Change
Country (OECD data) (UKCES data) (percentage point)
Canada 48.3% 60.2% +11.9
Japan 41.0% 59.9% +18.9
Korea 34.6% 51.8% +17.2
Denmark 32.2% 51.6% +19.4
United States 40.3% 48.0% +7.7
Iceland 29.8% 46.7% +16.9
Norway 34.2% 45.8% +11.6
Australia 33.7% 45.7% +12.0
Spain 29.0% 44.2% +15.2
United Kingdom 31.8% 43.5% +11.7

Future economic needs

Universities serve the needs of students, the economy, and wider society. They are
net contributors to the economy, deliver the skills and knowledge needed for future
economic success, and also generate substantial public benefits. In all of these
spheres, requirements and expectations are changing rapidly. The proportion of jobs
requiring skills at Level 4 or above is expected to increase by 11 percentage points
between now and 2020."” Universities will meet these skills needs through provision
at different levels - both undergraduate and postgraduate - and through different
modes and types of study (full-time, part-time, distance learning etc).

The trend towards increased participation in higher education in recent years

suggests anincrease of 11.7 percentage points in the proportion of the UK's working
age population with higher education qualifications between 2007 and 2020 (see Table 2
above). However, the profile of the working-age population in other countries is also
projected to change. Thus whilst 43.5% of this population in the UK is expected to have
a higher education qualification by 2020, this still places the UK only 10th in the OECD
rankings in this respect (behind, for example, Denmark with 51.6%]. A further increase
in the rate of participation is likely to be required in order for the UK to remain globally
competitive in the knowledge economy.

The UK Commission for Employment and Skills (UKCES) Skills Audit states that
‘actual expansion in the number of jobs is most likely in the higher skilled occupations
of managers, professionals and associate professional/technical occupations. Indeed
growth in these three groups over the next ten years is likely to be equivalent to the
whole netincrease in employment for the economy as a whole. These groups account
for 43% of jobs today, and may well account for 47% by 2017 - a growth of nearly

2.2 million jobs’ (illustrated in Figure 3 opposite).”

Increasing the supply of graduates into the economy is not only a means of meeting
existing and future demand, but also has the potential to further stimulate economic
growth. UKCES has echoed the Leitch Review in pointing to the importance not

only of meeting projected expansion and replacement demand, but of the UK securing
a continuing edge in the pursuit of competitive advantage in the face of increasing
international competition. As the Skills Audit points out, ‘there is likely to be

a continuing or increasing focus on skills in high wage (and other) economies as

a source of competitive advantage, as countries/companies seek to move up the

value chain and into higher quality goods/services'."”



Figure 3

UK workforce
projected net change
by occupational group
(thousands) 2007-17

Source: Working Futures
2007-2017 - Technical
report (2008) UKCES
(www.ukces.org.uk/
upload/pdf/WF%20111%20
Technical%20Report.pdf)
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T Hogarth etal, Employer
and University Engagement
in the Use and Development
of Graduate Level Skills,
University of Warwick
Institute for Employment
Research, 2007.
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A Hesketh, Adding Value
Beyond Measure, Association
of Graduate Recruiters, 2004.
See also: Small Business
Solutions: Graduate
employment scheme
(available at www.fsb.org.uk/
policy/assets/graduate
%20employment%20scheme.
pdf], which suggested that
25% of small businesses
believed graduate internships
would help them increase
staffing during the recession.
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economy - world class skills.
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25 UKCES argues that demand for high level skills matters as well as supply. The Skills

Audit points out that the UK’s growth in skills demand is one of the lowest in the OECD,
and argues that action needs to be taken both to ensure that skills and qualifications
match employer need, but also to encourage employers to make better use of available
skills by ‘'moving up the value chain, into higher value added products and services:
using a more knowledge-intensive work organisation and hence better means to
effectively deploy their more highly skilled and qualified workers’.”

26 Thereis evidence that graduates, and the intellectual capital they bring, can have

a transformative effect on the culture of a business, increasing productivity and
innovation. For example, studies of the use made by employers of graduate level skills
suggested that graduates were seen as bringing new ideas, enthusiasm and a fresh
perspective to organisations." One study has suggested that graduates contribute

in the region of three times their own salaries in terms of value to business, bringing
with them the ability to innovate, and generate solutions to problems; to cope with the
changes this brings about; and to develop faster than other employees and add value
to an organisation more quickly. They also demonstrate leadership qualities faster
than other employees and have the skills to articulate ideas into the ‘cut and thrust

of working life” research. The pattern of graduate recruitment during the recession
also points to evidence of an appetite and clear business case for these benefits, even
during an economic downturn.”

27 Asthe Leitch report made clear, in order to support the aim of a more highly skilled

workforce by 2020, it will be important to provide opportunities for those already in
work — more than 70% of the UK working age population is already over the age of 16."
Prospective students in the workforce are more likely to want to study part-time or have
an interest in ‘compressed’ degrees. Looking forward, career patterns are changing -
with employees less likely to stay in the same roles throughout their careers. This

may mean opportunities for re-skilling, including opportunities for accessing higher
education, will become more important in the future. This will be particularly true

for individuals whose education may have prepared them adequately for the labour
market which previously existed, but who are less well-prepared for a labour market

in which lower-skilled job opportunities are contracting as the occupational structure
in the UK changes. Providing opportunities for people to acquire higher-level skills

by participating in higher education later in life therefore has two dimensions - meeting
economic needs and a social justice element. This points towards an increased need

to reform funding provision for part-time undergraduate students.
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Figure 4
Increase in full-time
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Figures from UCAS show

that 139,520 applicants for
entry in 2009 were non-placed
(that is 55 days after release
of A level results had no
offers, did not meet conditions
of an offer or applied too late).
This represents 22.4% of
applicants for entry in 2009,
anincrease in the proportion
of applicants without a place
in 2008. UCAS is currently
undertaking further analysis
using information on prior
attainment to determine

the extent of unmet qualified
demand, and the increase

in this over recent years.
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H Chowdry, C Crawford,

L Dearden, A Goodman,
AVignoles, Widening
Participation in Higher
Education: analysis using linked
administrative data, Institute
for Fiscal Studies, June 2008.

19

These figures relate to the
English population only. There
are no comparable data for EU
students from outside the UK.
Thus although eight of the
ten EU countries from which
the most UK students are
drawn are projected to show
decreases in their 18 year old
populations by 2027, it is not
clear how this might translate
into full-time demand.

16

29

Applicants

2004 2005 2006 2007 2008 2009 2010

Current and future demand

Demand from UK and EU students for full-time undergraduate courses in the UK

is very high, and has risen significantly over the last few years (see Figure 4 above].
Butin recent years the imbalance of supply and demand has been especially severe,
and thousands of qualified applicants have been unable to secure a place.” The
additional constraints on student recruitment introduced for 2009 entry were explicitly
linked to pressures on the government’s student support budget.

With regard to future demand for full-time study, it should be noted that the majority

of UK domiciled, full-time first degree entrants are young (78% are aged under 21years
of age). As we noted in our first submission to the Review, prior educational attainment
is the primary determinant of young participation in higher education, irrespective

of socio-economic background. The vast majority of students with two or more A levels
go on to further study, and the overwhelming majority of such students currently

study full time.® The proportion of the 17-year-old population in England achieving this
level of qualification has increased over the last ten years (see Figure 5 opposite), and
this trend is likely to continue with the raising of the compulsory leaving age to 18. These
trends in prior attainment, combined with the projected rise in the young population
from the higher social classes noted in submissions to the first call for evidence
suggest a continuing strong demand for full-time study - at least from English students
(see Figures 5 and 6 opposite).”



Figure 5

Proportion of
17-year-old population
achieving two or more
GCE/VCE/Applied
Alevels or equivalent,
1994-2007

Source: Department for
Children, Schools and
Families, SFR 02/2008

Figure 6

Variation in young
participation rate
from changes to
social class, 2006-30

B Actual social class

0 Extrapolated social class

Source: HEPI, Demand
for Higher Education
to 2029, 2008
(www.hepi.ac.uk/
466-1366/Demand-for-
Higher-Education-to-
2029.html)
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C Callender, G Mason,

A Jamieson, The supply

of part-time provision in
higher education in the UK
[Working title], Universities
UK, forthcoming.
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Thatis, home and EU
undergraduate and taught
postgraduate students.
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Cf The growth of private and
for-profit higher education
providers in the UK,
Universities UK, March 2010.
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Part-time undergraduate demand is much more difficult to quantify because
there is no shared admissions service. This means there is little reliable data on
UK-wide (or England-wide) trends in part-time applicants. Itis true that part-time
undergraduate enrolments in English HEIs have increased by only 2.3% over the
last five years (between 2004-05 and 2008-09), but enrolments are only indicative
of the level of demand - they also reflect patterns of supply. Forthcoming research
commissioned by Universities UK will explore some of the factors influencing
patterns of part-time participation. The research shows that reported institutional
experience of levels of part-time demand varies. Some institutions have perceived
significant unmet demand and have developed provision accordingly; others are
aware of little demand.”

The "push’ factors stimulating part-time demand will differ from those stimulating
full-time demand, with shifting employment patterns and specific perceived skills
requirements likely to be more significant. It is possible that policy changes being
introduced now (for example, any increase in the number of apprenticeships available),
will help stimulate an increase in desire for part-time study in the future among
groups of students who have traditionally chosen full-time study.

The regulatory and accountability framework for higher education

The regulatory and accountability framework which supports the teaching and learning
experience of publicly-funded students in the English higher education system? should
reflect the status of this system as both a public good and a source of private benefit.
With this in mind, it should result in a series of desired outcomes:

Participation by those who are qualified by potential, ability and attainment, and
especially in ways that promote social mobility and economic growth.

High quality of student experience and outcomes, so that our universities remain
national assets.

Sustainable provision that makes efficient use of both public and private resources.

These outcomes sit at the apex of a regulatory and accountability ecosystem which
comprises three key elements - price, volume, and information; and three main
agents - government, universities, and students (or prospective students). All these
components need to be finely balanced to achieve the desired outcomes. Policymakers
collectively will, therefore, need to consider how best to manage the various elements
of this system in future to protect the outcomes. It is these outcomes, and not the
‘balance of power’ between the agents per se, that are our chief concern. There will

be a number of pressures on the system in future, including, potentially, an increase

in the role that private and for-profit providers have to play in the wider reputation

of UK higher education.”? Consideration of the regulatory framework as it applies to
private providers of higher education in the UK will have to be a major factor in debates
about the evolving role of HEFCE and other bodies.

We stress that there remains a strong public interest element in universities,
regardless of the way in which they are funded, and there will need to be some form
of appropriate regulation and accountability to assure this. This is a question that
goes beyond providing a guarantee of appropriate financial support to students,

to a broader balancing or smoothing of market effects in the interests of these
students - for example, it willincorporate the assurance of quality and the provision
of information to students. There is also a public interest in the overall financial
sustainability of the system.



35 The actions of the agents in this regulatory and accountability framework are
influenced by a range of external factors. These include, for example, levels of demand;
levels of prior attainment; the extent of risk aversion; and assessed national skills
needs. For example, where there is a high level of qualified demand relative to
volume of places, the influence of student demand will be more limited. As a result,
government may seek to influence the maximum institutional teaching resource
in this system (public funding and graduate/student contribution combined) to ensure
the decisions of individual institutions do not undermine the intended outcomes.
Conversely, were the volume of places to significantly outstrip supply, government
might seek to influence the lower end of this resource, to ensure quality across
the system is maintained. A further complicating factor is that the nature of the
external factors may be contested (for example, in relation to the future skills needs
that are of greatest public benefit); or the evidence may not be clear (for example,
the extent of risk aversion among potential students).

36 There are a number of safeguards in place within the current system to protect the
student experience. HEFCE has a statutory duty to ensure that provision is made
for assessing the quality of education provided in the institutions that it funds. This
duty is discharged through the Quality Assurance Agency (QAA], which safeguards
quality and standards in UK HE, checking how well universities and colleges meet
their responsibilities. Universities UK is committed to a quality assurance (QA) system
which is accountable, rigorous, transparent, flexible, responsive and public facing.

37 Following extensive consultation, including with student unions, we are working
with HEFCE, GuildHE and QAA to implement a number of improvements to the
QA system. These include ways to make institutional audit more flexible and
responsive. We support student auditors on audit teams, fully contributing to audit
judgements.” We also support the work of the Office of the Independent Adjudicator
(OIA), as a rigorous and independent adjudicator for student complaints. The OIA
is funded by institutional subscriptions and free at the point of use for students.

38 Finally, we note that there are specific regulatory constraints relating to particular
subjects, with more than fifty professional, statutory and regulatory bodies operating
in higher education.

VI Arolling programme of reform

39 Since we propose evolution of the system rather than a radical overhaul, there
should be a rolling programme of reform of the student funding system in England,
carried out over an appropriate timescale (of at least 5-7 years). This should allow
for reforms to be introduced in the short term where both the evidence and the need
are demonstrably greatest, while providing for the gathering of further evidence and
conducting of additional analyses where the impact of policy options is more uncertain.

40 The changes we propose represent an evolution of the current system, which we
believe is fundamentally strong in principle. We do not see a need for wholesale reform,
or for scrapping large parts of the system and starting again.

23

For further information see
HEFCE December 2009/47:
Future arrangements for quality
assurance in England and
Northern Ireland.
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Part 2 of this
section sets out:

24

By unit of funding we mean
the publicly planned unit

of funding comprising HEFCE
grant and public fee and
private regulated fee.

20

2 The graduate contribution framework

m Our recommendation that the language of tuition fees and loans be replaced with
the language of a graduate contribution

m Our recommendation that this contribution be allowed to increase over time,
up to a regulated maximum

m Our proposals for the changes we think are urgently required to the system
of full-time student support

m Analysis of models that have been suggested to fund a graduate contribution
above the maximum supported by a government loan

m Adiscussion of how maintenance support, including bursaries, should develop

m Our proposals for practical steps to expand this system to part-time
undergraduate students

m Our proposals for supporting taught postgraduate students

| Introduction

41 The 2004 reforms established the principle that full-time home and EU undergraduate

students would contribute as graduates towards the cost of their studies. However,
these reforms have only gone part of the way to setting the higher education system
on a path to sustainable funding for the future, and more needs to be done to ensure
this system remains fit for purpose and delivers high quality outcomes for all its
students - part-time, as well as full-time; undergraduates as well as postgraduates.

42 We set out here a number of ways that the current system of full-time student support

might be modified - with respect to the terminology used to describe the system,

the level of the contribution; and the terms of loans, all of which we believe need to
be urgently addressed. We also discuss how maintenance support for these students
might evolve. We then discuss the practical steps that we think should be taken now
in line with our principle that the student finance system should move towards being
indifferent as to the incentives to undertake full-time or part-time undergraduate
study, and the desirability of extending support to taught postgraduate students.

Il The principle of a graduate contribution

43 We support an evolution of the current system for full-time home and EU students,

which is designed to ensure that students do not have to pay upfront, but that
graduates contribute towards a proportion of their education through income
contingent loans for fees.

44 This system is better suited to a diverse sector of autonomous institutions than

a graduate tax or a mandatory fixed-length graduate contribution scheme. It preserves
a choice for students and their families in decisions about how to contribute towards
the cost of their higher education and allows a more significant role for student choice
in driving funding for institutions. It also helps to ensure the maintenance of high
quality provision in a more tightly constrained public funding environment, by delivering
a secure, clearly hypothecated income stream. Any mandatory graduate contribution
scheme would, in contrast, be more than likely to either require public funding to

be maintained at current levels (with all funding currently used to support the student
loan scheme being redirected to universities), or to require an increase in public
expenditure, simply to preserve the current unit of funding.*
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We also note that the
administrative structures
associated with means-testing
can be problematic.
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CfThe case studies used at:
www.direct.gov.uk/en/
educationandlearning/
universityandhighereducation/
studentfinance/repaying
studentloanscoursesstarting
from1998/dg_10034867
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Inour first submission

we noted that the publicly
planned unit of funding

for teaching (HEFCE grant
and public fee and privately
regulated fee] was around
£7,500in 2009-10 before
unfunded student numbers
were taken into account.

45 We would also support a system which continued to make government loans for
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tuition contributions available to all students, regardless of household income.

This structure is preferable to restricting such loans to particular groups of students
based on household income, which undermines the message that participation

in higher education is about the graduate’s ability to pay, rather than the student’s

or their family’s ability to pay.”

However, whilst the 2004 reforms established for the first time the principle that
the graduate should contribute towards a proportion of the cost of their education,
this principle is not widely understood by prospective students and the wider public.
The perception that ‘fees’ represent a mandatory private contribution by students
(or their families) makes it difficult to make the case for the progressive nature

of a private graduate contribution towards teaching costs. Despite three years of

a heavily-subsidised loan scheme, therefore, the ‘adaptability’ challenge remains
substantial, and it is essential that the Review considers how the case for private
contributions can be more effectively communicated and internalised by potential
students and the wider public, through developing a clearer narrative.

Because of this, we would strongly support a change in the way the fee for
full-time home and EU students is described and communicated to students.
Specifically, the Review should give strong consideration to describing this as

a ‘graduate contribution’. At the very least, a more coordinated campaign involving
both government and universities should ensure that the following messages

and features are clearly communicated:

The contribution represents a future investment on the part of the student.

There is mutual investment between the student and their institution: the 'tuition fee’
paid by the student covers only part of the cost of teaching and investment in the
student’s learning environment.

Repayments are made on an income contingent basis - essentially a payroll deduction.

Because of this, any change in the interest rate on loans to support this contribution
alters the length of the loan rather than the monthly repayments.

The option to pay upfront remains.

Such messages may be particularly important for students from non-traditional
backgrounds and those who are particularly risk averse, and the language could be
further refined through consultation with such groups. Wider use of illustrative case
studies may be a useful means of getting these messages across.”

The level of the graduate contribution

Our concernis to help protect investment in a high quality student experience across
the sector. We propose that the unit of funding for teaching prior to the implementation
of recent cuts should be restored as soon as possible and at the very least maintained
in the immediate future.?” Given the fiscal outlook over the medium term, and the

level of student demand, it is likely that this will have to be secured through a higher
graduate contribution. Over the longer term, we can envisage a position in which this
upper limit would be appreciably higher than its current level, but we propose that it
should remain regulated.

Over time, the maximum graduate contribution should be set at a level which,
in combination with other income sources, allows universities to recover the costs
of their teaching provision, and develop appropriate pricing and financial strategies.
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Table 3

Circular flows of
payments, current
system and system with
2.2% real interest rate
and £5,000 average tuition
fee (£ per year of study)

Source: Institute for
Fiscal Studies
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We note that the UK’'s annual
expenditure on educational
institutions per student for
all services relative to GDP
per capita in 2006 was 28%
compared with an OECD
average of 29% (Education
ata glance 2009, OECD 2009).
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Future fit: preparing graduates
for the world of work,
Universities UK/CBI, 2009.
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Areport on these case studies
will be provided to the Review
team in due course.

31

The public expenditure and
distributional implications

of reforming student loans
and grants - A project for
Universities UK, Institute for
Fiscal Studies, April 2010,
available at www.ifs.org.uk/
docs/uuk_presentation10.pdf

32

L Dearden, G Kaplan,

A Goodman, G Wyness,
Future funding arrangements
for higher education, Institute
for Fiscal Studies, April 2010.
Available at www.ifs.org.uk/
comms/comm115.pdf
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Current New 2.2% interest rate + New system compared

2009-10 system £5,000 fee system with current system

Taxpayers -7,400 -7,000 +400
Students +5,000 +5,000 0
Graduates -5,400 -7,600 -2,200
Universities +7,800 +9,600 +1,800
Sum of gains and losses £0 £0 £0
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Our rationale for this position is that sustaining quality is essential, and that further
investment is therefore needed. We should aspire to ensure our overall spending

per student allows us to maintain a world-class university system.” As we outlined

in our first submission, simply protecting the overall level of funding secured following
the introduction of variable fees will not, over the long term, be sufficient to ensure the
sector continues to deliver high quality provision; meets rising student expectations;
and adapts to the needs of an increasingly diverse student population.

We recognise that any increase in graduate contributions would strengthen the

positive trend of rising student expectations and engagement, and we fully support
this. As we showed in our publication Making it count, universities demonstrably
increased their investment in the quality and sustainability of the student learning
environment and in supporting high quality outcomes for students (for example,
through enhanced careers services) following the introduction of variable fees. Further,
as our joint publication with the CBI, Future fit, demonstrated,” universities continue

to develop a range of approaches in conjunction with employers to enhance graduate
employability. We recognise that such employability skills will be of paramount
importance in future.

Since these reports were published, we have conducted some initial case studies,
which examine strategic priorities for investment to enhance the student learning
experience and outcomes. These illustrate ways that significant enhancements to the
core student experience could be delivered if universities have the resources to invest
furtherin this. They also illustrate the resource implications inherent in embedding
innovations and enhancements in the student experience across the curriculum, and
doing so in ways that will benefit students over the long term.*

There is a broader public interest in the long-term sustainability of teaching in the
higher education system. The work of ensuring the robustness of data on the full
costs of teaching (TRAC data) and embedding this in institutions’ strategic planning
continues to be taken forward by the TRAC Development Group.

The effects of any increase in the average graduate contribution on students,
graduates, universities and taxpayers, would depend on the reforms introduced to the
student finance system. In order to support the development of our submission, and

to help provide definitive information for the sector, Universities UK commissioned
analysis from the Institute for Fiscal Studies (IFS) on the impact on students, graduates,
and the Exchequer of changing certain parameters in the current student funding
system. This analysis is publicly available,* and was further developed through funding
from the Nuffield Foundation.”

This IFS modelling (discussed further below), suggests that a £5,000 average tuition
fee across the sector and a 2.2% real interest rate would result in a small net gain

for taxpayers and an average increase in graduate contributions (although these do
not take account of any possible behavioural changes). Students would be unaffected,
as long as the fee could be covered by a loan (see Table 3 above, which illustrates the
flow of payments in terms of £ per year of study).
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Comparing resources
between England and the
devolved regions is highly
complex. As recommended
in our first submission,

we would expect the
Review to maintain ongoing
communications with
relevant bodies in the
devolved administrations
to better understand the
detailed effects of any
recommendations.
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The changes in both England
and Wales in 2006-07 appear
to have had some effect on the
choices of students in Wales -
See the Universities UK
report, Variable tuition fees

in England, December 2009.
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The Higher Education Funding
Council for Wales has already
warned that it won't be able

to fund a shortfallin fee waiver
reimbursements for outgoing
and incoming Erasmus
students in 2010-11.

36

According to correspondence
with experts in this area, it is
not entirely clear that the RAB
charge is calculated in this
way across all assessments
of government spending.

57 The flow of payments table above indicates the effects of an increased graduate

contribution (and illustrative reform of the student finance system) on full-time
home and EU students and graduates. However, a broader evaluation of any change
would be needed - the impact of increasing the graduate contribution on students,
graduates, institutions, and government policy aims should be carefully monitored
over the long term. There is a need to consider, for example, the effect of changes

in the graduate contribution for full-time undergraduates on participation by other
groups of publicly-funded students - namely, home and EU part-time undergraduates
and taught postgraduate students, and the resources available to institutions with

a high proportion of students from either or both of these groups. Equally important
is the need to monitor the impact on policies to widen participation to university,
and to increase social mobility.

58 This monitoring should also include consideration of the effects of change on other

groups of students who participate in the English Higher Education system; and on
institutions and students in the devolved administrations.® This includes the impact
on student mobility across borders and between countries and the overall coherence
of the UK Higher Education system. For example, higher contributions in England
could lead to a change in the proportion of students from the devolved administrations
studying in their own country.®** A maximum home and EU graduate contribution
significantly higher than the current level could also impact on the opportunities

for non-EU students to study in England.

59 Achangeinthe graduate contribution could also have other less immediately apparent

effects on student mobility that would need to be considered. For example, it could
further impact on the willingness of funding councils to reimburse universities for

the loss of income from outgoing (UK) Erasmus students,” and could mean that some
UK HEIs became less willing to accept EU students on Erasmus placements as a result
of seeking to ‘balance the books’ in terms of Erasmus exchange.

IV Reforms to student finance
a Overview

60 Providing government student loans for fees and maintenance has an impact

on public finances in three ways. First, there is the net impact of student loans on
Public Sector Net Debt (PSND, or 'the national debt’), which is the difference between
total cash loan outgoings in a given year minus total loan repayments in that year.
Second, there is the impact of student loans on the Public Sector Borrowing
Requirement (PSBR) - an "annual flow” measure of public debt. This equates to an
estimate of the non-repayment of loans due to any interest subsidy, write-off period
and default (the Resource, Accounting and Budgeting or RAB adjustment). This

RAB adjustment also appears as non-cash resource spend within departmental
expenditure limits (DELs).

61 Anyincrease in the size of the loan book would impact on the national debt if this leads

to the cash value of loans issued further exceeding loan repayments in a given year.
However, over the long term, changing the repayment terms could positively impact
on the national debt either by increasing the rate of repayment or by making the loan
book a more attractive proposition for private finance (thereby removing a part or all
of the loan book from the public accounts).

62 The extent to which PSBR and departmental budgets are affected depends on

the way that the RAB adjustment is made - that is, whether it relates to loans issued
in a given year or to the total stock of loan debt. In essence, if the RAB adjustment

is based only on loans issued in a given year (as it is in the DIUS departmental report
for 2009), it would be possible to increase the size of the loan book without affecting
PSBR as long as the real rate of interest charged reduced the present value of
non-repayments as a proportion of total lending.*
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63 Without clarity on the definition of the RAB adjustment used in all assessments
of government spending commitments it is difficult to know how much flexibility
government has to increase borrowing without having a detrimental effect. If the
RAB adjustment relates to the whole stock of unpaid loans then this flexibility
may be considerably reduced, especially if a real rate of interest is introduced only
on new loans - since a significant number of the ‘old” loans, which the government
estimates attract around a subsidy of around 26 pence for every £1 lent, would remain
in the system for up to 25 years.

64 In the current economic climate, a significant reduction in the RAB charge on loans
is imperative to enable the government to support sustainable funding for institutions.
At least a proportion of any savings on the RAB charge should be recycled back into
funding for universities.

65 The three elements of the current student loan repayment system that result
in the RAB charge are the interest subsidy (outstanding loan balances are indexed
to inflation); income contingent repayments (currently set at 9% of earnings over
£15,000); and the maximum period of loan liability (current 25 years). Different groups
of graduates benefit from each of these features because of differences in lifetime
earnings profiles. For example, the debt write-off after 25 years benefits many more
female graduates than males.

66 We propose that appropriate marginalincome contingent repayments and protection
for low earners should remain a feature of loans to support the graduate contribution
to tuition and of loans for maintenance support. It is these features that enable us
to describe this part of the system as a graduate contribution through payroll deduction
rather than a credit card style debt.

67 We would also support a system which continued to make government loans to
support graduate contributions available to all students, regardless of household
income. This structure is preferable to restricting such loans to particular groups
of students based on household income, which undermines the message that
participation in higher education is about the graduate’s ability to pay, rather than
the student’s or their family’s ability to pay.

68 However, in order to reduce the cost to government of providing loans, some reforms
could be introduced. T