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A critical path: securing the future of higher education in England 
 

Technical appendix 
 
 
About this appendix 
 
This appendix accompanies IPPR’s 2013 report ‘A critical path: securing the future of higher 
education in England’. This was the final report of IPPR’s Commission on the Future of 
Higher Education, which was established to set out a plan for how our higher education 
system can be reformed to better meet our national economic and social needs. A full 
version of the report can be downloaded from www.ippr.org.  
 
Chapter 6 of ‘A critical path’ focused on the funding of higher education. It argued that the 
current student support system has a number of weaknesses and is unsustainable in the 
long term. It then identified a series of possible reforms to the current system, and 
summarized the results of new economic modelling of each option. The purpose of this 
appendix is to give readers a more detailed description of the current student support 
system, and to present the full results of the economic modelling. The economic modelling 
was conducted for IPPR by London Economics.   
 
For any queries about this appendix please contact Jonathan Clifton j.clifton@ippr.org.   
 
 
About London Economics  

London Economics is one of Europe's leading economics and policy consultancies. As 
specialist economic consultants, we offer academic rigour and appropriate project 
management to our clients, culminating in world-class evidence-based independent 
research. London Economics’ consultants offer a comprehensive range of skills, covering all 
aspects of economic and financial analysis and policy development.  
 
The London Economics’ Education and Labour Markets team has extensive experience 
across the entire education sector, having undertaken many high profile projects ranging 
from the evaluation of early years policy interventions to the analysis of further and higher 
education funding systems. Our clients include central government Departments and non-
Departmental Public Bodies, the European Parliament, European Commission and OECD, 
as well as educational institutions and mission groups/ associations.  
 
For any queries about London Economics please contact: Dr. Gavan Conlon 
gconlon@londecon.co.uk   
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Section 1: The design of student support systems 
 
 
The current student support system 
 
In September 2012 a new system of student support was introduced. This section provides a 
brief description of the new funding system for full-time students, and how it differs from the 
previous system.   
 
Tuition fees 
 
Since the autumn of 2012, all higher education institutions have been able to charge a basic 
fee of £6,000 a year for undergraduate courses. If institutions commit to widening 
participation in their intakes (by signing an access agreement with OFFA), they can charge 
up to a maximum of £9,000 a year. The vast majority of institutions have made such access 
agreements in order to be able to charge higher fees. Under the previous system the 
maximum tuition fee was £3,375 per year. 
 
Teaching grants 
 
Under the previous system the state supported some of the cost of higher education 
teaching through teaching grants (known as ‘T grants’). These have now been substantially 
reduced because universities are expected to get the majority of their income for teaching 
through student tuition fees. The T grant has been abolished entirely for arts, humanities and 
most social science subjects. But it remains in place to help subsidise the cost of subjects 
that are more expensive to teach and are considered strategically important for our economy 
and society, such as the sciences.  
 
Income-contingent loans and maintenance grants 
 
As with the previous system, income-contingent loans are available for all home and EU-
EEA students to cover their full tuition fees and, for full-time students, to help with living 
expenses. The loans are provided by the government-owned Student Loans Company. This 
means that although the government is shifting a larger share of the cost of higher education 
on to graduates, in practice it will continue to play a vital role in the funding of higher 
education because of its outlay on student loans. 
 
Below is a table comparing the support available in the previous loan system with that 
available in the new one starting from 2012. As can be seen, the maintenance loans and 
maintenance grants have been raised, but the means-testing has become slightly stricter.  
 
TABLE 1.1 COMPARISON OF STUDENT SUPPORT SYSTEMS (FULL-TIME STUDENTS) 

 

 Previous loan system (2011-12) New loan system (2012-13) 

Tuition fees Maximum £3,375 per year Maximum £9,000 per year 
Support available 
Maintenance loan The amount depends on parental 

income. Everyone can get up to 
72% of the maximum loan levels, 
which are: 

• £3,838 for students living with 
their parents 

• £4,950 for students living 
away from home 

• £6,928 for students living 

The amount depends on parental 
income. Everyone can get up to 
65% of the maximum loan levels, 
which are: 

• £4,375 for students living with 
their parents 

• £5,500 for students living 
away from home 

• £7,675 for students living 
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away from home in London 

• £5,895 for students studying 
overseas 

away from home in London 

• £6,535 for students studying 
overseas 

Maintenance grant Full grants of £2,906 available to 
students with parental income of 
£25,000 or less, tapered to zero if 
parental income less than 
£50,020 pa. 

Full grants of £3,250 available to 
students with parental income of 
£25,000 or less, tapered to zero if 
parental income less than 
£42,600 pa. 

Scholarships, 
bursaries and 
discounts 

University pays a minimum 
bursary of £338 per year to 
students with parental income of 
£25,000 pa or less. 

The National Scholarship 
Programme was introduced in 
2012 which provided bursaries 
and discounted fees for some 
students with parental income of 
£25,000 pa or less. In June 2013 
the government announced that 
this programme will be abolished.  

Source: Adapted from Chowdry et al 2010, 3.  

 
In addition to the changes outlined in the table above, in 2012/13 the government introduced 
fee loans for part-time students. These loans are only available to students who are studying 
for a qualification at a higher level to one they already hold, and who are studying at an 
intensity of over 25 per cent of a full-time course. The fees for part-time courses are not 
regulated, but appear to have increased in line with the cost of full-time fees (Callender 
2013).  
 
The repayment of loans 
 
The loan system has been designed so that students do not face a direct upfront cost for 
university tuition. A student can borrow the money to cover their tuition fees, and they will not 
have to repay the money until they have graduated and are earning £21,000 or more1. This 
is a key feature of any ‘income contingent loan’ system. It is designed to ensure that nobody 
is prohibited from attending university through a lack of available finance for tuition fees. 
Students can defer the cost and only pay once they have graduated and are earning over 
the repayment threshold of £21,000. Graduates earning above this threshold will start 
repaying the April after their graduation. For example, students starting 3-year courses in 
2012 will start repaying in April 2016 if they are earning above the threshold.  
 
The payback rate for the income-contingent loans is 9 per cent of any income above the 
£21,000 threshold, i.e. if graduates earn £25,000 per year, they will pay back £360 for that 
year (9 per cent of £4,000). Prior to the rise in fees, the repayment threshold was £15,000, 
which meant that graduates on these loans start repaying earlier and at a quicker rate (if 
they earn £25,000 per year, they will need to pay back £900 for that year). Graduates will 
therefore keep more of their monthly earnings in their own pockets under the new system, 
but they will be paying off the loan for a much longer period of time. Moreover, their loans 
will accrue interest above the rate of inflation, which means that some graduates will pay 
back amounts that are much higher in real terms than what they borrowed decades before.  
 
The table below provides an overview of how the repayment of loans in the new loan system 
compares to the previous one. 
 
 
 

                                                           
1
 The threshold of £21,000 is for graduates who will start to repay their loan in 2015/16. Thereafter the 

threshold will rise in line with earnings. 



5 

 

TABLE 1.2. COMPARISON OF STUDENT LOAN REPAYMENT TERMS WITH PREVIOUS SYSTEM 

 
 Previous loan system (2011-12) New loan system (2012-13) 
Tuition fees Maximum £3,375 per year Maximum £9,000 per year 
Fee and maintenance loan repayment 
Interest rate • During study: RPI inflation 

only. 

• After graduation: RPI inflation 
only. 

• During study: RPI inflation 
plus 3% on outstanding 
balance. 

• After graduation, earning 
under £21,000: RPI inflation 
only. 

• After graduation, earning 
£21,000-£41,000: RPI 
inflation + interest rate 
tapered between 0% and 3%. 

• Earning over £41,000: RPI 
inflation + 3%. 

Repayment 
threshold 

£15,000 £21,000 (threshold set to rise 
with earnings)  

Repayment rate 9% of amount earned above 
£15,000 

9% of amount earned above 
£21,000 

Uprating of 
threshold 

Annually with inflation from 2012 Annually with earnings from 2016 

Repayment period 
(after which all debt 
is written off) 

25 years 30 years 

Sources: Chowdry et al 2010, 3 and MSE 2012.  
 
 
How has the new student support system enabled the government to reduce the 
deficit? 
 
A key feature of the new funding reforms was to cut the money universities received as a 
direct teaching grant from central government. This funding was replaced by tuition fees paid 
by students (which themselves are financed through the student loan system). There were a 
number of principled reasons why this decision was taken – including a belief that graduates 
should share more of the cost of their tuition, and that university funding should follow 
student choices instead of government decisions. However it was also a device to help 
reduce the deficit. It does this in the following way: 
 
1. BIS was able to cut higher education resource spending by a very high amount (40 

per cent). This immediately counts as a reduction in Total Managed Expenditure and 
hence reduces the budget deficit (PSBR).  

2. Universities do not face a big cut in income, because they are able to replace this lost 
income with higher tuition fees.  

3. Students do not fund their tuition fees upfront. Instead, the government lends them 
the money as a student loan. The government therefore still has a large outlay on 
higher education – but a larger share of it is in the form of student loans than grants 
to universities. The outlay on student loans does not count towards the deficit 
(PSBR) in the same way as grants, because the state expects most of the money it 
issues as loans to be repaid in the future.  

4. The only cost of the student loan system that ultimately counts towards the deficit 
(PSBR) is the non-repayment on loans, since this is deemed to be the real long term 
cost to the state. For example if the government issues £4bn in student loans, and 30 
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per cent of that figure is not re-paid, only the non-repayment - £1.2bn – will actually 
count towards the deficit (PSBR). Whereas if the government had spent £4bn in 
teaching grants the whole figure would count towards the deficit (Barr 2012)2.  

 
While student loans do not immediately affect the deficit, they do affect the overall stock of 
government debt (PSND). This is because the government has to raise money in order to 
cover the upfront cost of loans - even though they expect the majority of this money to be 
repaid in the future. Increasing the size of student loans will therefore immediately increase 
the government’s cash requirement (PSNCR) and overall stock of debt (PSND). The OBR 
show that student loans added £4.9 billion to the government’s cash requirement in 2010/11, 
and this is projected to steadily rise as the new loan system is introduced. 
 
TABLE 1.3. PROJECTED IMPACT OF STUDENT LOANS ON GOVERNMENT CASH REQUIREMENT (£BN)  

 
 2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 
PSNCR 138.9 132 121 110 78 53 33 
Of which 
student 
loans: 

4.9 5.0 5.8 7.4 8.6 9.3 9.4 

Source: OBR 2012  

 
Student loans will have an increasingly large impact on the government’s cash requirement 
in the medium term – because the government has to issue the loans upfront but will not 
start to receive substantial sums in repayments for over a decade. This means the overall 
stock of debt used to fund student loans will also have to increase. The graph below shows 
the amount that student loans will add to public sector net debt under two different 
scenarios. 
 
FIGURE 1.1 ADDITION TO PUBLIC SECTOR NET DEBT DUE TO STUDENT LOANS 

 

 
Source: OBR 2011 

 
As the graph above shows, the OBR predict that student loans will increase net debt by a 
maximum of 4.3 per cent of GDP (£63 billion in today’s terms) around the early 2030s, falling 
to 3.3 per cent of GDP (£49 billion) by 2060/61.  
 

                                                           
2
 The way these costs are scored on government accounts also has important implications, which are discussed 

in section 4.  
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Given anyone with a place at university can take out a loan, the Treasury has less direct 
control over the cost of higher education than it did in the past. It is concerned about a 
situation where student numbers expand, which would mean the number of loans increases 
unchecked. As a result, the Treasury is keen to ensure that BIS controls overall student 
numbers, and to make sure the size of each loan does not spiral upwards. A familiar tension 
is therefore emerging where BIS has to make policy adjustments in order to satisfy the 
concerns the Treasury has about the size of the student loan book.  
 
Ultimately, however, the factor that is of most concern to the Treasury is how much of each 
loan will go unpaid – as this is the real long term cost to the public finances. To use a 
household analogy, a bank will not be concerned if somebody takes out a large mortgage 
provided that they can afford the monthly repayments and any associated interest. The real 
concern arises if that person cannot make the monthly repayments and some of the debt 
goes unpaid. It is this unpaid element of the student loan that counts towards the deficit.  
Student loans will therefore affect the deficit if the state decides to subsidise their cost – 
either by charging low interest rates or writing-off any outstanding debt after thirty years. The 
way that student loans are designed will therefore have an important cost implication for the 
government.  
 
 
The trade-offs involved in student loan design  
 
How do changes to the design of student loans affect taxpayers? 
 
There are important trade-offs involved when making changes to the student support 
system. Some changes will save the taxpayer money by shifting a larger share of the cost 
onto graduates. Other changes will have the opposite effect. Broadly speaking, the state can 
reduce the extent to which taxpayers subsidise student loans by: 
 

• Charging a higher real rate of interest on the loan  

• Lowering the repayment threshold (the earnings threshold at which point graduates 
start to repay their loan)  

• Increasing the repayment threshold at a slow rate (so that the threshold does not 
keep up with rises in earnings) 

• Extending the debt repayment period (so graduates have longer to pay off their debt, 
before it is written-off) 

• Reducing the overall size of the loan (if graduates only borrow a small sum they are 
more likely to repay it)  

 
Similarly, the state could increase the extent to which it subsidises student loans by: 
 

• Charging a lower rate of interest on the loan  

• Raising the earnings threshold at which graduates start to repay their loan  

• Increasing the repayment threshold at a fast rate (so that the threshold keeps up with 
rises in earnings) 

• Reducing the debt repayment period (so graduates repay their loans for a shorter 
period, after which any unpaid debt is written-off) 

• Increasing the overall size of the loan (if graduates borrow a large sum, they are less 
likely to repay it)  
 

As outlined above, the new student support system introduced in 2012 had some different 
features from the previous one. For example graduates under the new system are required 
to take out larger loans and are charged a higher interest rate, however they start paying this 
back at a higher earnings threshold of £21,000. Each of these changes involved a trade-off 
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for the government – some meant the state had to increase the extent to which it subsidised 
loans, while others reduced the extent to which the state had to subsidise loans. In 2011, 
Barr and Johnston estimated the relative costs and savings to the government of possible 
changes to the student loan repayment system, compared to the 2010/11 loan system. They 
estimated that compared to the 2010/11 baseline:  
 

• charging a real interest rate of 3% brought a considerable cost saving to the 
Treasury (reduced the loan subsidy by 21.1 per cent) 

• extending the debt write-off period from 25 to 30 years brought a very small cost 
saving to the Treasury (reduced loan subsidy by 1.4 per cent)  

• raising the repayment threshold to £21,000 and indexing it to earnings represented a 
considerable cost to the Treasury (increased the loan subsidy by 13 per cent) 

• increasing the size of fees/loans represented a moderate cost to the Treasury 
(increased loan subsidy by 6.7 per cent)     
 

Barr and Johnston (2011) therefore concluded that the relative savings the Treasury made 
by charging higher interest and extending the debt repayment period were largely offset by 
raising the repayment threshold to £21,000 and increasing the absolute size of loans.  
  
How do changes to student loan design affect graduates?  
 
Changes to the student loan system do not just have an impact on the overall cost to the 
Treasury - they can also have distributional impacts on different groups of graduates. This is 
important when considering whether high earners or low earners are shouldering the cost of 
any changes to the system. The distributional impact of possible changes is summarised 
below:  
 

• Charging real interest rates tends to extract the greatest resources from middle and 
high earning graduates. On the other side of the coin, if the government offers 
generous interest rates it subsidises the repayments of all graduates – including the 
highly paid. Subsidising interest rates is therefore a badly targeted policy. The figure 
below shows that under the previous (2010/11) funding system, which did not charge 
a real rate of interest3, the top decile of workers received an average subsidy of 
nearly 18 per cent of their total loan.  

• Writing-off the debts of graduates after a long period is a policy that is better targeted 
towards low earners. This is because high earners will have paid off their debts by 
this point and will therefore not require any subsidy. The figure below shows that 
under the previous loan system, debt write-off was well targeted to the bottom 
deciles.  
 

Barr and Johnston (2011) therefore conclude it is fairer to charge a real rate of interest, and 
write-off any unpaid debts at the end of the repayment period. This ensures that the highest 
earning graduates repay the full cost of their loan, and targets any government subsidy 
towards the lowest earning graduates.   

 
FIGURE 1.2: AVERAGE LOAN SUBSIDY OF THE PREVIOUS SYSTEM, BY INCOME DECILES 

                                                           
3
 The government cost of borrowing averaged 2.2% above inflation, however student loans were only 

charged inflation. The interest paid by students on the loans therefore did not cover the government’s 
borrowing costs.  
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Note: Decile 1 represents lowest tenth of earners, decile 10 represents highest tenth of earners.  
Source: Barr and Johnston 2011, 12  
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Section 2. Undergraduate tuition fee modelling 
 
 

Background to the modelling 
 
Chapter 6 of IPPR’s report ‘A critical path’ argued that the current student support system is 
unsustainable and needs reform. IPPR therefore commissioned London Economics to model 
some different options for reform of the student support system. The intention was to set out 
a menu of options for policymakers, highlighting the pros and cons of each.  
 
About the model 
 
The modelling combined information on the student support arrangements facing a cohort of 
both full time and part time students entering higher education in 2012/13. Having gathered 
the most recent information from the Higher Education Statistics Agency (HESA), the Labour 
Force Survey (LFS), Student Loans Company (SLC), the Office for Fair Access (Offa), the 
Higher Education Funding Council of England (HEFCE), the Department for Business 
Innovation and Skills (BIS) as well as a range of Statistical First Releases from the Office for 
National Statistics (ONS), the modelling generated estimates of:  

• The size and composition of the student body (including gender, completion rates, 
course duration, subject of study, and intensity of study) 

• The size and eligibility for maintenance grants (by household income) 

• National Scholarship Programme information  

• The size and eligibility for maintenance loans (by household income and location of 
study) 

• Gross fees charged by higher education institutions 

• Net fees charged by institution (based on information in relation to Access Bursaries) 

• Student loan repayment terms; and 

• HEFCE funding by subject band and by mode of study 
 
Using information on graduate earnings profiles (by earnings decile), the model is able to 
predict likely repayment on student loans. The model is then able to assess the resource 
flows between the three key stakeholder groups: students/graduates, higher education 
institutions and the Exchequer. The modelling allows for any number of variables 
underpinning student support to be manipulated to illustrate the relative impact of those 
changes to student finance arrangements on key stakeholders compared to current resource 
flows. All results are listed in net present value terms.  
 
The modelling assumed that the number of students entering  higher education remained at 
the same level as previously. Specifically, the analysis was intentionally designed to ignore 
potential changes in student demand resulting from lower fees. The rationale for this 
approach was to ensure that by removing the variation in student numbers under different 
scenarios, more comparable assessments of the alternative student support arrangements 
could be made.    
 
What was modelled? 
 
The modelling investigated possible changes to the level of tuition fees, different repayment 
terms for student loans, and different forms of graduate contributions. Throughout the 
modelling it was assumed that the level of maintenance grants and loans would remain 
unchanged. The scenarios started with minor changes to the current system (such as 
altering the repayment terms of student loans) through to more fundamental reform (such as 
introducing a graduate tax). Table 2.1 lists the different scenarios that were modelled. 
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TABLE 2.1 SCENARIOS FOR REFORMING UNGRADUATE STUDENT SUPPORT SYSTEM 

 
Scenario 1 Baseline 
 The current 2012/13 student support system 
Scenario 2 Making the current system more sustainable to the Treasury 

Scenario 2a  Maintaining £9,000 fee and freezing repayment threshold at £21,000. 
Scenario 2b Maintaining £9,000 fee and reducing repayment threshold to £18,000. 
Scenario 2c Maintaining £9,000 fee and raising top rate of interest on student loans 

to 4.5%. 
Scenario 2d Maintaining £9,000 fee and extended repayment period to 40 years.  
Scenario 3 Ways to lower the maximum tuition fee to £6,000 

Scenario 3a Lowering the tuition fee to £6,000, and compensating HEIs for lost 
income by increasing direct HEFCE teaching grants. 

Scenario 3b Lowering tuition fee to £6,000 and paying for it by lowering the 
repayment threshold on loans to £17,120. 

Scenario 3c Lowering tuition fee to £6,000 and paying for it by raising the top rate 
of interest on student loans to 4.6%. 

Scenario 3d Lowering tuition fee to £6,000 and paying for it by uprating the 
repayment threshold on student loans at a slower rate than earnings. 

Scenario 3e Lowering tuition fee to £6,000 and paying for it by introducing a flat 
interest rate of 2.96 per cent on student loans. 

Scenario 4 A mixture of student loans and means-test upfront family 
contribution 

 A £9,000 fee paid for by a mixture of student loan and means-tested 
family contribution. 

Scenario 5 A graduate tax 
 A tax of 1.96% for all graduates on earnings over £10,000. 
 
All of the options for reform were designed to maintain the overall flow of resource to HEIs at 
its current (2012/13) level, while rectifying some of the problems with the current system. 
Each option for reform therefore represents a change in the balance of contribution made by 
the taxpayer on one hand, and by graduates on the other. Each option will also have a 
different impact in terms of ‘progressivity’ – the share of overall loan repayments borne by 
wealthier or poorer graduates.  
 
How to read the results of the modelling 
 
This section explains how to read the tables produced by the model. It uses the 2012/13 
funding system as an example, since this is the baseline which all our scenarios were 
compared against.  
 
Resource flows 
 
The first table for each scenario summarizes the aggregate flow of resources between three 
key actors in the higher education system: students/graduates, HEIs, and the 
state/exchequer. This shows the total contribution, or gain, that each of these groups make 
over the entire funding period – from the point when this cohort of students start out in higher 
education to the point at which their loan repayment has ended 33 years later.  It therefore 
enables us to take an overview of which group is contributing what amount to higher 
education over the long term. It is important to remember that this table summarizes the 
resource flows for each group at an aggregate level – it does not identify which graduates or 
HEIs are making contributions or gains. It is also important to remember that this table only 
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shows the long term economic cost to the state. As explained in section 4, the cost to the 
state may be higher in the short-term, as a result of government accounting rules.  
 
 
 

2012/13 Baseline system 

            

  To 

    

Students/ 

Graduates Institutions Exchequer Total 

F
ro

m
 

Students/ Graduates NA £7,262m  (£5,638m) £1,624m  

Institutions (£7,262m) NA (£315m) (£7,577m) 

Exchequer £5,638m  £315m  NA £5,953m  

          

  Total (£1,624m) £7,577m  (£5,953m)   

  Share of total 21.4%   78.6%   

 
The table above summarizes the resource flows for the current 2012/13 system - this is the 
baseline for all our subsequent models. The table shows that over the entire repayment 
period, the cohort of students starting higher education in 2012/13 are expected to contribute 
£1,624m towards the cost of higher education, while the state contributes £5,953m. In our 
modelling of different policy changes set out below, we will be able to compare how the 
aggregate resource flows would change, relative to this baseline.  
    
How do institutions receive their income? 
 
The second table for each scenario shows how higher education institutions receive their 
income. Importantly, it shows the income that institutions receive through tuition fees (net of 
any payments for bursaries and fee waivers), and the income they receive through direct 
HEFCE grants. The balance of these two income sources will change under each of the 
scenarios.  
 
Any gains or losses to higher education will be subject to variation depending on the type of 
institution. While our modelling cannot estimate differences at the level of individual 
institutions, it is broken down into two broad categories. ‘MM’ universities rely to a greater 
extent on part-time students, and ‘Trad’ universities rely to a greater extent on full-time 
students. This distinction enables some broad-brush analysis of how policy changes might 
affect different types of institution.  
 

2012/13 Baseline system 

Institution income       

        

Full-time students Trad Inst. MM Inst. Total 

Fees £3,766m  £3,420m  £7,186m  

NSP borne by Institutions (£69m) (£72m) (£142m) 

Access bursaries (£217m) (£139m) (£357m) 

Net fee income £3,479m  £3,208m  £6,687m  

        

HEFCE grant £152m  £144m  £295m  

FT HEFCE grants with grad tax £0m  £0m  £0m  

        

Part-time students       

Fees £33m  £541m  £575m  

HEFCE grant £1m  £19m  £20m  

PT Fee grants with grad tax £0m  £0m  £0m  

        

Total Institution income     £7,577m  
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Funding per student     £23,345 

 
The table above summarizes institutional income under the current 2012/13 system. It 
shows that for full-time students, HEIs receive an income of £6,687m from tuition fees (net of 
any payments made on bursaries and scholarships) and £295m from HEFCE grants. They 
also receive £575m in fees and £20m in HEFCE grants from part-time students.   
 
How does the Treasury makes its contribution? 
 
The third table for each scenario shows how the state makes its contribution towards higher 
education. The treasury makes its contribution towards tuition in two main ways. First, it 
provides upfront grants through HEFCE. Second, it subsidises student loans, for example by 
writing-off any unpaid debt after 30 years. In recent years the state has shifted its 
contribution away from direct teaching grants and towards subsidizing student loans. The 
state also supports maintenance costs for students through a mixture of direct grants and 
subsidized loans. Our model allows us to see how the balance of these state contributions 
would change under different scenarios.  
 

2012/13 Baseline system 

Exchequer costs       

        

  Trad. MM. Total 

FT Maintenance grants (£653m) (£623m) (£1,276m) 

FT RAB Maintenance loan cost (£677m) (£639m) (£1,317m) 

FT RAB Fee loan cost (£1,494m) (£1,340m) (£2,834m) 

PT RAB cost £1m  £28m  £30m  

National Scholarship Fund (£69m) (£72m) (£142m) 

Total Student Support (£2,892m) (£2,646m) (£5,538m) 

FT HEFCE grant (£152m) (£144m) (£295m) 

PT HEFCE grant (£1m) (£19m) (£20m) 

Total HEFCE funding (£153m) (£162m) (£315m) 

        

FT RAB cost for private students     (£72m) 

PT RAB cost for private students     0 

FT Maintenance grants for private students     (£28m) 

Total Exchequer Funding (£3,045m) (£2,809m) (£5,953m) 

        

FT RAB charge (% of loan value) 39.7% 39.2% 39.4% 

PT RAB charge (% of loan value) -7.3% -8.6% -8.5% 

 
Note on terms:  
FT = Full-time student 
PT = Part-time student 
RAB = Resource Accounting Budget (essentially this means a form of loan subsidy, for either maintenance loans 
or fee loans) 
HEFCE Grant = Higher Education Funding Council for England grants (essentially direct grant funding from the 
state to higher education institutions for tuition)  
RAB Charge = The proportion of total loan outlay that the state expects to subsidise (i.e. never recoup) 

 
The table above shows how the exchequer is making its contribution in 2012/13. It shows 
that the vast majority of its contribution for tuition, around £2,834m, is made through 
subsidizing full-time student fee loans. A much smaller share of its contribution, around 
£295m, is made through HEFCE grants. 
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It is also important to look at the ‘FT RAB charge’ figure for each scenario. This shows the 
proportion of full-time student loans that the state expects to have to subsidise (essentially it 
is the proportion of student loans that will go unpaid). It is therefore a key indicator of 
whether the student loan system is financially sustainable in the long term. Our model 
estimates that the state will subsidise 39.4 per cent of the total value of loans it issues.     
 
Repayment details and HEFCE funding 
 
The next table for each scenario shows the assumptions that were made about the loan 
repayment terms. This explains exactly what was modelled under each scenario, including 
the earnings threshold at which graduates are required to start repaying their loan, the rate 
at which the earnings threshold is uprated, the proportion of income above the threshold that 
graduates are expected to repay, the real terms interest rates charged on the loan; and the 
years until the loan is written-off. The table below uses the same repayment terms as the 
current system, which were described in more detail in Section 1.   
 

2012/13 Baseline system 

Loan repayments   

    

Base income for loan repayment £21,000  

Annual growth in repayment threshold 2.0%  

Repayment (% of income above base) 9.0%  

Start of L2 real interest rate £21,000  

Start of L3 real interest rate £41,000  

Pre-SRDD interest rate 3.0%  

Lower real interest rate (<£21,000) 0.0%  

Upper real interest rate (>£42,000) 3.00%  

Discount rate 2.2%  

Years until write-off 30 

 
Progressivity  
 
The final table for each scenario shows the distributional impact of the loan repayment 
system on different groups of graduates (broken down by earnings, gender and whether 
studying full- or part-time). This allows us to see whether the changes we model to the loan 
repayment system shift a greater share of the burden onto high or low earning graduates.    
 
The tables below are broken down by graduate earnings. The 10th percentile are low earning 
graduates, running up to the 90th percentile of the earnings distribution. The columns show: 

• The RAB charge (proportion of student loan that the state will never recoup (i.e. both 
write off and interest rate subsidy (if any)) 

• Outstanding amount of loan at end of repayment period (in net present value terms) 

• The age at which graduates in that percentile will have repaid their loan 
 
 
 
 

2012/13 Baseline system 

  RAB Charge Outstanding amount Age of repayment 

39.4% 

Males, full-time     

1st percentile 90.3% £35,477 Never 

2nd percentile 59.9% £23,740 Never 
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3rd percentile 32.7% £11,607 Never 

4th percentile 11.3% £286 Never 

5th percentile 7.4% £0 49 

6th percentile 4.6% £0 46 

7th percentile 1.5% £0 44 

8th percentile -1.3% £0 41 

9th percentile -4.2% £0 38 

Average 22.5% £7,901 46.9 

        

Females, full-time     

1st percentile 100.0% £38,696 Never 

2nd percentile 99.4% £38,524 Never 

3rd percentile 94.7% £37,121 Never 

4th percentile 77.3% £31,967 Never 

5th percentile 58.5% £25,486 Never 

6th percentile 39.1% £18,045 Never 

7th percentile 16.0% £7,548 Never 

8th percentile 0.5% £11 51 

9th percentile -1.9% £0 46 

Average 53.7% £21,933 50.4 

 
 

  RAB Charge Outstanding amount Age of repayment 

  -8.5%     

Males, part-time       

1st percentile 31.5% £12,214 Never 

2nd percentile -19.5% £0 54 

3rd percentile -25.4% £0 50 

4th percentile -30.2% £0 48 

5th percentile -36.3% £0 47 

6th percentile -41.8% £0 46 

7th percentile -46.0% £0 45 

8th percentile -50.8% £0 44 

9th percentile -49.5% £0 41 

Average -29.8% £1,357 49.0 

        

Females, part-time    

1st percentile 96.3% £25,375 Never 

2nd percentile 84.5% £23,161 Never 

3rd percentile 47.6% £14,885 Never 

4th percentile 7.0% £5,069 Never 

5th percentile -16.3% £3 57 

6th percentile -22.1% £0 54 

7th percentile -25.9% £0 51 

8th percentile -31.5% £0 49 

9th percentile -40.6% £0 46 

Average  11.0% £7,610 57.9 

 
 
Summary 
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This section explained how to read the tables produced by the model. The following sections 
present the results for the different scenarios that were modelled. They start with the 
2012/13 baseline, which was also used as an example above. The other scenarios can then 
be compared against this baseline to see how they are more – or less - sustainable for the 
Treasury, expensive for graduates, progressive to low earning graduates, etc.    
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Model 1. Baseline  

What was modelled? 

The baseline for all our modelling was the 2012/13 funding system. This shows the funding 

system for the cohort of students starting in the 2012/13 academic year (i.e. under the 

coalition’s new student support system with maximum fee of £9,000).   

Resource flows 

2012/13 Baseline system 

  To 

    

Students/ 

Graduates Institutions Exchequer Total 

F
ro

m
 

Students/ Graduates NA £7,262m  (£5,638m) £1,624m  

Institutions (£7,262m) NA (£315m) (£7,577m) 

Exchequer £5,638m  £315m  NA £5,953m  

          

  Total (£1,624m) £7,577m  (£5,953m)   

  Share of total 21.4%   78.6%   

 

Institutional income 

2012/13 Baseline system 

Institution income       

        

Full-time students Trad Inst. MM Inst. Total 

Fees £3,766m  £3,420m  £7,186m  

NSP borne by Institutions (£69m) (£72m) (£142m) 

Access bursaries (£217m) (£139m) (£357m) 

Net fee income £3,479m  £3,208m  £6,687m  

        

HEFCE grant £152m  £144m  £295m  

FT HEFCE grants with grad tax £0m  £0m  £0m  

        

Part-time students       

Fees £33m  £541m  £575m  

HEFCE grant £1m  £19m  £20m  

PT Fee grants with grad tax £0m  £0m  £0m  

        

Total Institution income     £7,577m  

Funding per student     £23,345 

 

Exchequer costs 

2012/13 Baseline system 

Exchequer costs       

  Trad. MM. Total 

FT Maintenance grants (£653m) (£623m) (£1,276m) 

FT RAB Maintenance loan cost (£677m) (£639m) (£1,317m) 

FT RAB Fee loan cost (£1,494m) (£1,340m) (£2,834m) 

PT RAB cost £1m  £28m  £30m  
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National Scholarship Fund (£69m) (£72m) (£142m) 

Total Student Support (£2,892m) (£2,646m) (£5,538m) 

FT HEFCE grant (£152m) (£144m) (£295m) 

PT HEFCE grant (£1m) (£19m) (£20m) 

Total HEFCE funding (£153m) (£162m) (£315m) 

        

FT RAB cost for private students     (£72m) 

PT RAB cost for private students     0 

FT Maintenance grants for private students     (£28m) 

Total Exchequer Funding (£3,045m) (£2,809m) (£5,953m) 

        

FT RAB charge (% of loan value) 39.7% 39.2% 39.4% 

PT RAB charge (% of loan value) -7.3% -8.6% -8.5% 

 

Loan repayment details 

2012/13 Baseline system 

Loan repayments   

    

Base income for loan repayment £21,000  

Annual growth in repayment threshold 2.0%  

Repayment (% of income above base) 9.0%  

Start of lower real interest rate £21,000  

Start of upper real interest rate £41,000  

Pre-SRDD interest rate 3.0%  

Lower real interest rate 0.0%  

Upper real interest rate 3.00%  

Discount rate 2.2%  

Years until write-off 30 

 

Progressivity 

2012/13 Baseline system 

  RAB Charge Outstanding amount Age of repayment 

39.4% 

Males, full-time     

10th percentile 90.3% £35,477 Never 

20th percentile 59.9% £23,740 Never 

3oth percentile 32.7% £11,607 Never 

40th percentile 11.3% £286 Never 

50th percentile 7.4% £0 49 

60th percentile 4.6% £0 46 

70th percentile 1.5% £0 44 

80th percentile -1.3% £0 41 
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90th percentile -4.2% £0 38 

Average 22.5% £7,901 46.9 

        

Females, full-time     

10th percentile 100.0% £38,696 Never 

20th percentile 99.4% £38,524 Never 

3oth percentile 94.7% £37,121 Never 

40th percentile 77.3% £31,967 Never 

50th percentile 58.5% £25,486 Never 

60th percentile 39.1% £18,045 Never 

70th percentile 16.0% £7,548 Never 

80th percentile 0.5% £11 51 

90th percentile -1.9% £0 46 

Average 53.7% £21,933 50.4 

 

2012/13 Baseline system 

  RAB Charge Outstanding amount Age of repayment 

  -8.5%     

Males, part-time       

10th percentile 31.5% £12,214 Never 

20th percentile -19.5% £0 54 

3oth percentile -25.4% £0 50 

40th percentile -30.2% £0 48 

50th percentile -36.3% £0 47 

60th percentile -41.8% £0 46 

70th percentile -46.0% £0 45 

80th percentile -50.8% £0 44 

90th percentile -49.5% £0 41 

Average -29.8% £1,357 49.0 

        

Females, part-time    

10th percentile 96.3% £25,375 Never 

20th percentile 84.5% £23,161 Never 

3oth percentile 47.6% £14,885 Never 

40th percentile 7.0% £5,069 Never 

50th percentile -16.3% £3 57 

60th percentile -22.1% £0 54 

70th percentile -25.9% £0 51 

80th percentile -31.5% £0 49 

90th percentile -40.6% £0 46 

Average  11.0% £7,610 57.9 
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Model 2a. Adjust loan repayments by freezing repayment threshold 

 
What was modelled? 
 
One concern about the current student support system is that nearly 40 per cent of the value 
of student loans will go unpaid – storing up long term costs for the Treasury. One way of 
rectifying this would be to alter the repayment terms on student loans to make sure that the 
government recoups a larger share of the loans it issues. This means graduates would 
contribute a larger share of the cost of higher education than at present. We modelled a 
number of changes to the loan repayment system in such a way that HE institutions would 
be no worse off than under the baseline scenario. 
 
Model 2a shows the effect of freezing the loan repayment threshold at £21,000 (as opposed 
to uprating it with earnings as at present).   
 

Resource flows 

Threshold for repayment FROZEN at £21,000 

  To 

    

Students/ 

Graduates Institutions Exchequer Total 

F
ro

m
 

Students/ Graduates NA £7,262m  (£4,173m) £3,088m  

Institutions (£7,262m) NA (£315m) (£7,577m) 

Exchequer £4,173m  £315m  NA £4,488m  

          

  Total (£3,088m) £7,577m  (£4,488m)   

  Difference from baseline (£1,464m) £0m  £1,464m    

  Share of total 40.8%   59.2%   

 

Institutional income  

Threshold for repayment FROZEN at £21,000 

Institution income       

        

Full-time students Trad Inst. MM Inst. Total 

Fees £3,766m  £3,420m  £7,186m  

NSP borne by Institutions (£69m) (£72m) (£142m) 

Access bursaries (£217m) (£139m) (£357m) 

Net fee income £3,479m  £3,208m  £6,687m  

        

HEFCE grant £152m  £144m  £295m  

FT HEFCE grants with grad tax £0m  £0m  £0m  

        

Part-time students       

Fees £33m  £541m  £575m  

HEFCE grant £1m  £19m  £20m  



21 

 

PT Fee grants with grad tax £0m  £0m  £0m  

        

Total Institution income     £7,577m  

Funding per student     £23,345 

 

Exchequer costs 

Threshold for repayment FROZEN at £21,000 

Exchequer costs       

        

  Trad. MM. Total 

FT Maintenance grants (£653m) (£623m) (£1,276m) 

FT RAB Maintenance loan cost (£447m) (£419m) (£866m) 

FT RAB Fee loan cost (£986m) (£878m) (£1,864m) 

PT RAB cost £3m  £47m  £50m  

National Scholarship Fund (£69m) (£72m) (£142m) 

Total Student Support (£2,153m) (£1,946m) (£4,098m) 

FT HEFCE grant (£152m) (£144m) (£295m) 

PT HEFCE grant (£1m) (£19m) (£20m) 

Total HEFCE funding (£153m) (£162m) (£315m) 

        

FT RAB cost for private students     (£47m) 

PT RAB cost for private students     £0m  

FT Maintenance grants for private 

students     (£28m) 

Total Exchequer Funding (£2,305m) (£2,108m) (£4,488m) 

        

FT RAB charge (% of loan value) 26.2% 25.7% 25.9% 

PT RAB charge (% of loan value) -13.0% -14.2% -14.1% 

 

Loan repayments 

Threshold for repayment FROZEN at £21,000 

Loan repayments   

    

Base income for loan repayment £21,000  

Annual growth in repayment threshold 0.0%  

Repayment (% of income above base) 9.0%  

Start of lower real interest rate £21,000  

Start of upper real interest rate £41,000  

Pre-SRDD interest rate 3.0%  

Lower real interest rate 0.0%  

Upper real interest rate 3.0%  

Discount rate 2.2%  

Years until write-off 30 
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Progressivity 

Threshold for repayment FROZEN at £21,000 

  RAB Charge Outstanding amount Age of repayment 

 

25.90% 

Males, full-time       

10th percentile 65.7% £30,502 Never 

20th percentile 30.4% £13,251 Never 

3oth percentile 8.4% £29 51 

40th percentile 5.3% £0 48 

50th percentile 3.6% £0 46 

60th percentile 1.6% £0 44 

70th percentile -0.6% £0 42 

80th percentile -2.8% £0 40 

90th percentile -4.6% £0 37 

Average 11.9% £4,865 46 

        

Females, full-time       

10th percentile 98.7% £38,512 Never 

20th percentile 88.8% £36,946 Never 

3oth percentile 70.3% £33,237 Never 

40th percentile 48.7% £26,679 Never 

50th percentile 29.7% £18,145 Never 

60th percentile 10.2% £6,562 Never 

70th percentile -0.9% £5 £51 

80th percentile -1.7% £0 47 

90th percentile -2.9% £0 43 

Average  37.9% £17,787 50 

 

  RAB Charge Outstanding amount Age of repayment 

  -14.1%     

Males, part-time       

10th percentile 2.3% £4,240 Never 

20th percentile -20.2% £0 52 

3oth percentile -25.5% £0 49 

40th percentile -30.5% £0 47 

50th percentile -36.6% £0 46 

60th percentile -42.1% £0 46 

70th percentile -46.2% £0 45 

80th percentile -50.8% £0 44 

90th percentile -49.5% £0 41 

Average -33.2% £471 48 

        

Females, part-time     

10th percentile 93.5% £24,932 Never 

20th percentile 66.6% £19,911 Never 
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3oth percentile 21.5% £8,813 Never 

40th percentile -11.1% £26 59 

50th percentile -18.3% £0 55 

60th percentile -21.9% £0 51 

70th percentile -26.0% £0 50 

80th percentile -31.7% £0 48 

90th percentile -40.9% £0 46 

Average  3.5% £5,965 56 

 

What are the strengths of this scenario?  

• It reduces the cost of student loans to the government and brings the RAB charge 
down to below the government’s current estimate. This means the loan system will 
not be storing up unexpected problems for the future. 

• The RAB charge is lower, which means the government could issue more loans in 
order to expand places in higher education.  

What are the weaknesses of this scenario? 
 

• It increases the share of the cost borne by graduates. If the state chose not to 
reinvest the savings in higher education, it would represent a withdrawal of state 
support for higher education over the long term. 

• The cost of making the loan system sustainable is borne by those graduates with 
lower earnings. The lowest deciles will have a smaller share of their loans subsidized 
by the state than they do at present.   
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Model 2b. Adjust loan repayments by lowering repayment threshold 
 
What was modelled? 
 
One concern about the current student support system is that nearly 40 per cent of the value 
of student loans will go unpaid – storing up long term costs for the Treasury. One way of 
rectifying this would be to alter the repayment terms on student loans to make sure that the 
government recoups a larger share of the loans it issues. This means graduates would 
contribute a larger share of the cost of higher education than at present. We modelled a 
number of changes to the loan repayment system in such a way that HE institutions would 
be no worse off than under the baseline scenario. 
 
Model 2b shows the effect of lowering the repayment threshold to £18,000 (and continuing to 
uprate it with earnings as at present.    
 

Resource flows 

Threshold for repayment reduced to £18,000 

  To 

    

Students/ 

Graduates Institutions Exchequer Total 

F
ro

m
 

Students/ Graduates NA £7,262m  (£4,972m) £2,290m  

Institutions (£7,262m) NA (£315m) (£7,577m) 

Exchequer £4,972m  £315m  NA £5,287m  

          

  Total (£2,290m) £7,577m  (£5,287m)   

  Difference from baseline (£666m) £0m  £666m    

  Share of total 30.2%   69.8%   

 

Institutional income 

Threshold for repayment reduced to £18,000 

Institution income       

        

Full-time students Trad Inst. MM Inst. Total 

Fees £3,766m  £3,420m  £7,186m  

NSP borne by Institutions (£69m) (£72m) (£142m) 

Access bursaries (£217m) (£139m) (£357m) 

Net fee income £3,479m  £3,208m  £6,687m  

        

HEFCE grant £152m  £144m  £295m  

LAH funding £0m  £0m  £0m  

FT HEFCE grants with grad tax £0m  £0m  £0m  

        

Part-time students       

Fees £33m  £541m  £575m  

HEFCE grant £1m  £19m  £20m  

PT Fee grants with grad tax £0m  £0m  £0m  

        

Total Institution income     £7,577m  

Funding per student     £23,345 
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Exchequer costs  

Threshold for repayment reduced to £18,000 

Exchequer costs       

        

  Trad. MM. Total 

FT Maintenance grants (£653m) (£623m) (£1,276m) 

FT RAB Maintenance loan cost (£573m) (£542m) (£1,115m) 

FT RAB Fee loan cost (£1,265m) (£1,135m) (£2,400m) 

PT RAB cost £3m  £47m  £49m  

National Scholarship Fund (£69m) (£72m) (£142m) 

Total Student Support (£2,558m) (£2,326m) (£4,884m) 

FT HEFCE grant (£152m) (£144m) (£295m) 

PT HEFCE grant (£1m) (£19m) (£20m) 

Total HEFCE funding (£153m) (£162m) (£315m) 

        

FT RAB cost for private students     (£61m) 

PT RAB cost for private students     £0m  

FT Maintenance grants for private 

students     (£28m) 

Total Exchequer Funding (£2,711m) (£2,488m) (£5,287m) 

        

FT RAB charge (% of loan value) 33.6% 33.2% 33.4% 

PT RAB charge (% of loan value) -12.9% -14.1% -14.0% 

 
 
Loan repayments  
 

Threshold for repayment reduced to £18,000 

Loan repayments   

    

Base income for loan repayment £18,000  

Annual growth in repayment threshold 2.0%  

Repayment (% of income above base) 9.0%  

Start of lower real interest rate £21,000  

Start of upper real interest rate £41,000  

Pre-SRDD interest rate 3.0%  

Lower real interest rate 0.0%  

Upper real interest rate 3.0%  

Discount rate 2.2%  

Years until write-off 30 

 
 
Progressivity  
 

Threshold for repayment reduced to £18,000 

  RAB Charge Outstanding amount Age of repayment 

 

33.40% 

Males, full-time       

10th percentile 79.9% £29,152 Never 

20th percentile 45.4% £13,942 Never 

3oth percentile 17.4% £229 Never 

40th percentile 11.9% £0 49 
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50th percentile 8.3% £0 46 

60th percentile 5.5% £0 44 

70th percentile 2.3% £0 42 

80th percentile -0.6% £0 40 

90th percentile -3.7% £0 37 

Average 18.5% £4,814 46 

        

Females, full-time       

10th percentile 99.9% £38,637 Never 

20th percentile 96.5% £36,893 Never 

3oth percentile 82.8% £30,395 Never 

40th percentile 61.6% £22,426 Never 

50th percentile 42.4% £14,950 Never 

60th percentile 22.5% £6,223 Never 

70th percentile 6.6% £13 £51 

80th percentile 1.8% £0 48 

90th percentile -0.9% £0 43 

Average  45.9% £16,615 50 

 
 

  RAB Charge Outstanding amount Age of repayment 

  -14.0%     

Males, part-time       

10th percentile 9.9% £5,058 Never 

20th percentile -21.8% £0 52 

3oth percentile -27.9% £0 49 

40th percentile -33.0% £0 47 

50th percentile -39.1% £0 46 

60th percentile -44.6% £0 45 

70th percentile -48.0% £0 44 

80th percentile -50.7% £0 43 

90th percentile -49.4% £0 41 

Average -33.8% £562 48 

        

Females     

10th percentile 94.1% £24,828 Never 

20th percentile 71.7% £19,448 Never 

3oth percentile 28.4% £8,516 Never 

40th percentile -7.6% £31 59 

50th percentile -18.4% £0 55 

60th percentile -24.1% £0 52 

70th percentile -28.3% £0 50 

80th percentile -34.0% £0 48 

90th percentile -43.2% £0 46 

Average  4.3% £5,869 56 
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What are the strengths of this scenario?  

• It reduces the cost of student loans to the government and brings the RAB charge 
down to below the government’s current estimate. This means the loan system will 
not be storing up unexpected problems for the future. 

• The RAB charge is lower, which means the government could issue more loans in 
order to expand places in higher education. However, the RAB charge is only slightly 
lower than the government’s current estimate so there would not be room for a large 
expansion. 

 
What are the weaknesses of this scenario? 
 

• It increases the share of the cost borne by graduates. If the state chose not to 
reinvest the savings in higher education, it would represent a withdrawal of state 
support for higher education over the long term. 

• The cost of making the loan system sustainable is borne by those graduates with 
lower earnings. The lowest deciles will have a smaller share of their loans subsidized 
by the state than they do at present.   
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Model 2c. Adjust loan repayments by raising the top rate of interest 
 
What was modelled? 
 
One concern about the current student support system is that nearly 40 per cent of the value 
of student loans will go unpaid – storing up long term costs for the Treasury. One way of 
rectifying this would be to alter the repayment terms on student loans to make sure that the 
government recoups a larger share of the loans it issues. This means graduates would 
contribute a larger share of the cost of higher education than at present. We modelled a 
number of changes to the loan repayment system in such a way that HE institutions would 
be no worse off than under the baseline scenario. 
 
Model 2c shows the effect of raising the interest rate on student loans for high earning 
graduates to 4.5 per cent above RPI (up from its current level of 3 per cent above RPI).    
 
Resource flows 
 

Top rate interest raised to 4.5% 

  To 

    

Students/ 

Graduates Institutions Exchequer Total 

F
ro

m
 

Students/ Graduates NA £7,262m  (£4,958m) £2,303m  

Institutions (£7,262m) NA (£315m) (£7,577m) 

Exchequer £4,958m  £315m  NA £5,273m  

          

  Total (£2,303m) £7,577m  (£5,273m)   

  Difference from baseline (£679m) £0m  £679m    

  Share of total 30.4%   69.6%   

 
Institutional income 
 

Top rate interest raised to 4.5% 

Institution income       

        

Full-time students Trad Inst. MM Inst. Total 

Fees £3,766m  £3,420m  £7,186m  

NSP borne by Institutions (£69m) (£72m) (£142m) 

Access bursaries (£217m) (£139m) (£357m) 

Net fee income £3,479m  £3,208m  £6,687m  

        

HEFCE grant £152m  £144m  £295m  

LAH funding £0m  £0m  £0m  

FT HEFCE grants with grad tax £0m  £0m  £0m  

        

Part-time students       

Fees £33m  £541m  £575m  

HEFCE grant £1m  £19m  £20m  

PT Fee grants with grad tax £0m  £0m  £0m  

        

Total Institution income     £7,577m  

Funding per student     £23,345 

 
Exchequer costs 
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Top rate interest raised to 4.5% 

Exchequer costs       

        

  Trad. MM. Total 

FT Maintenance grants (£653m) (£623m) (£1,276m) 

FT RAB Maintenance loan cost (£573m) (£537m) (£1,110m) 

FT RAB Fee loan cost (£1,265m) (£1,126m) (£2,390m) 

PT RAB cost £3m  £46m  £49m  

National Scholarship Fund (£69m) (£72m) (£142m) 

Total Student Support (£2,558m) (£2,312m) (£4,870m) 

FT HEFCE grant (£152m) (£144m) (£295m) 

PT HEFCE grant (£1m) (£19m) (£20m) 

Total HEFCE funding (£153m) (£162m) (£315m) 

        

FT RAB cost for private students     (£61m) 

PT RAB cost for private students     £0m  

FT Maintenance grants for private 

students     (£28m) 

Total Exchequer Funding (£2,710m) (£2,475m) (£5,273m) 

        

FT RAB charge (% of loan value) 33.6% 32.9% 33.3% 

PT RAB charge (% of loan value) -12.8% -13.9% -13.8% 

 
Loan repayments 
 

Top rate interest raised to 4.5% 

Loan repayments   

    

Base income for loan repayment £21,000  

Annual growth in repayment threshold 2.0%  

Repayment (% of income above base) 9.0%  

Start of lower real interest rate £21,000  

Start of upper real interest rate £41,000  

Pre-SRDD interest rate 3.0%  

Lower real interest rate 0.0%  

Upper real interest rate 4.5%  

Discount rate 2.2%  

Years until write-off 30 

 
Progressivity 
 

Top rate interest raised to 4.5% 

  RAB Charge Outstanding amount Age of repayment 

 

33.30% 

Males, full-time       

10th percentile 90.3% £36,830 Never 

20th percentile 59.9% £29,582 Never 

3oth percentile 32.7% £21,738 Never 

40th percentile 10.2% £12,037 Never 

50th percentile -9.8% £349 Never 

60th percentile -12.8% £0 49 

70th percentile -15.6% £0 46 

80th percentile -18.2% £0 43 
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90th percentile -20.2% £0 40 

Average 12.9% £11,171 48 

        

Females, full-time       

10th percentile 100.0% £38,697 Never 

20th percentile 99.4% £38,622 Never 

3oth percentile 94.7% £37,933 Never 

40th percentile 77.3% £35,595 Never 

50th percentile 58.5% £32,458 Never 

60th percentile 39.1% £28,863 Never 

70th percentile 16.0% £22,806 Never 

80th percentile -8.1% £11,270 Never 

90th percentile -22.6% £0 49 

Average  50.5% £27,361 51 

 
 

  RAB Charge Outstanding amount Age of repayment 

  -13.8%     

Males, part-time       

10th percentile 31.5% £15,508 Never 

20th percentile -31.8% £0 57 

3oth percentile -34.2% £0 51 

40th percentile -37.3% £0 48 

50th percentile -42.3% £0 47 

60th percentile -47.0% £0 46 

70th percentile -50.2% £0 45 

80th percentile -55.9% £0 44 

90th percentile -53.4% £0 41 

Average -35.6% £1,723 49 

        

Females, part-time       

10th percentile 96.3% £25,413 Never 

20th percentile 84.5% £23,970 Never 

3oth percentile 47.6% £17,919 Never 

40th percentile 7.0% £10,409 Never 

50th percentile -30.2% £297 Never 

60th percentile -34.6% £0 55 

70th percentile -34.8% £0 51 

80th percentile -38.2% £0 49 

90th percentile -45.3% £0 47 

Average  5.8% £8,668 59 

 
What are the strengths of this scenario?  

• It reduces the cost of student loans to the government and brings the RAB charge 
down to below the government’s current estimate. This means the loan system will 
not be storing up unexpected problems for the future. 

• The RAB charge is lower, which means the government could issue more loans in 
order to expand places in higher education. However, the RAB charge is only slightly 
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lower than the government’s current estimate so there would not be room for a large 
expansion. 

• The cost of making the loan system sustainable is borne by those graduates earning 
over £41,000. The burden is therefore targeted towards those most able to pay.  

 
What are the weaknesses of this scenario? 
 

• It increases the share of the cost borne by graduates. If the state chose not to 
reinvest the savings in higher education, it would represent a withdrawal of state 
support for higher education over the long term. 

• More graduates will pay back more than they borrowed. The highest earners will 
overpay their loan by around 20 per cent. This could be seen as a disadvantage if the 
intention is for graduates to simply pay the ‘sticker price’ of a degree programme. It 
could also mean the ONS refuses to classify the funding system as a ‘loan’, since the 
level of overpayment by some graduates is so high. 

• Charging a high real rate of interest increases the likelihood that wealthy graduates 
will opt to repay their debt as a lump sum, in order to avoid having to pay the interest. 
If this occurred, the Treasury would not benefit from the ‘overpayments’ included in 
this model.    

 

Model 2d. Adjust loan repayments by extending loan repayment period. 
 
What was modelled? 
 
One concern about the current student support system is that nearly 40 per cent of the value 
of student loans will go unpaid – storing up long term costs for the Treasury. One way of 
rectifying this would be to alter the repayment terms on student loans to make sure that the 
government recoups a larger share of the loans it issues. This means graduates would 
contribute a larger share of the cost of higher education than at present. We modelled a 
number of changes to the loan repayment system in such a way that HE institutions would 
be no worse off than under the baseline scenario. 
 
Model 2d shows the effect of extending the loan repayment period to 40 years (any debt 
would therefore be written-off after 40 years, as opposed to 30 years at present).  
 
Resource flows 
 

Period of repayment extended to 40 years 

  To 

    

Students/ 

Graduates Institutions Exchequer Total 

F
ro

m
 

Students/ Graduates NA £7,262m  (£5,120m) £2,142m  

Institutions (£7,262m) NA (£315m) (£7,577m) 

Exchequer £5,120m  £315m  NA £5,435m  

          

  Total (£2,142m) £7,577m  (£5,435m)   

  Difference from baseline (£518m) £0m  £518m    

  Share of total 28.3%   71.7%   

 
Institutional income 
 

Period of repayment extended to 40 years 

Institution income       
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Full-time students Trad Inst. MM Inst. Total 

Fees £3,766m  £3,420m  £7,186m  

NSP borne by Institutions (£69m) (£72m) (£142m) 

Access bursaries (£217m) (£139m) (£357m) 

Net fee income £3,479m  £3,208m  £6,687m  

        

HEFCE grant £152m  £144m  £295m  

FT HEFCE grants with grad tax £0m  £0m  £0m  

        

Part-time students       

Fees £33m  £541m  £575m  

HEFCE grant £1m  £19m  £20m  

PT Fee grants with grad tax £0m  £0m  £0m  

        

Total Institution income     £7,577m  

Funding per student     £23,345 

 
 
Exchequer costs 
 

Period of repayment extended to 40 years 

Exchequer costs       

        

  Trad. MM. Total 

FT Maintenance grants (£653m) (£623m) (£1,276m) 

FT RAB Maintenance loan cost (£593m) (£562m) (£1,155m) 

FT RAB Fee loan cost (£1,309m) (£1,178m) (£2,486m) 

PT fee grant       

PT course grant       

PT RAB cost £1m  £28m  £30m  

National Scholarship Fund (£69m) (£72m) (£142m) 

Total Student Support (£2,623m) (£2,407m) (£5,030m) 

FT HEFCE grant (£152m) (£144m) (£295m) 

PT HEFCE grant (£1m) (£19m) (£20m) 

Total HEFCE funding (£153m) (£162m) (£315m) 

        

FT RAB cost for private students     (£63m) 

PT RAB cost for private students     £0m  

FT Maintenance grants for private 

students     (£28m) 

Total Exchequer Funding (£2,776m) (£2,569m) (£5,435m) 

        

FT RAB charge (% of loan value) 34.8% 34.4% 34.6% 

PT RAB charge (% of loan value) -7.3% -8.6% -8.5% 

 
 
Loan repayments 
 

Period of repayment extended to 40 years 

Loan repayments   

    

Base income for loan repayment £21,000  

Annual growth in repayment threshold 2.0%  
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Repayment (% of income above base) 9.0%  

Start of lower real interest rate £21,000  

Start of upper real interest rate £41,000  

Pre-SRDD interest rate 3.0%  

Lower real interest rate 0.0%  

Upper real interest rate 3.0%  

Discount rate 2.2%  

Years until write-off 40 

 
Progressivity  
 

Period of repayment extended to 40 years 

  RAB Charge Outstanding amount Age of repayment 

 

34.6% 

Males, full-time       

10th percentile 87.5% £34,094 Never 

20th percentile 47.2% £15,756 Never 

3oth percentile 16.8% £1 58 

40th percentile 10.9% £0 52 

50th percentile 7.4% £0 49 

60th percentile 4.6% £0 46 

70th percentile 1.5% £0 44 

80th percentile -1.3% £0 41 

90th percentile -4.2% £0 38 

Average 18.9% £5,539 48 

        

Females, full-time       

10th percentile 100.0% £38,697 Never 

20th percentile 99.4% £38,526 Never 

3oth percentile 92.0% £35,891 Never 

40th percentile 69.8% £27,944 Never 

50th percentile 44.4% £16,793 Never 

60th percentile 19.3% £4,091 Never 

70th percentile 5.6% £1 £56 

80th percentile 0.5% £0 51 

90th percentile -1.9% £0 46 

Average  47.7% £17,994 51 

 

  RAB Charge Outstanding amount Age of repayment 

  -8.5%     

Males, part-time       

10th percentile 31.5% £12,214 Never 

20th percentile -19.5% £0 54 

3oth percentile -25.4% £0 50 

40th percentile -30.2% £0 48 

50th percentile -36.3% £0 47 

60th percentile -41.8% £0 46 

70th percentile -46.0% £0 45 

80th percentile -50.8% £0 44 
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90th percentile -49.5% £0 41 

Average -29.8% £1,357 49 

        

Females, part-time       

10th percentile 96.3% £25,375 Never 

20th percentile 84.5% £23,161 Never 

3oth percentile 47.6% £14,885 Never 

40th percentile 7.0% £5,069 Never 

50th percentile -16.3% £3 57 

60th percentile -22.1% £0 54 

70th percentile -25.9% £0 51 

80th percentile -31.5% £0 49 

90th percentile -40.6% £0 46 

Average  11.0% £7,610 58 

 
 
What are the strengths of this scenario?  

• It reduces the cost of student loans to the government and brings the RAB charge 
down to below the government’s current estimate. This means the loan system will 
not be storing up unexpected problems for the future. 

• The RAB charge is lower, which means the government could issue more loans in 
order to expand places in higher education. However, the RAB charge is only slightly 
lower than the government’s current estimate so there would not be room for a large 
expansion. 

 
What are the weaknesses of this scenario? 
 

• It increases the share of the cost borne by graduates. If the state chose not to 
reinvest the savings in higher education, it would represent a withdrawal of state 
support for higher education over the long term. 

• The cost of making the loan system sustainable is borne by those graduates with 
lower earnings. The lowest deciles will have a smaller share of their loans subsidized 
by the state than they do at present.   
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Model 3a. £6,000 tuition fee with higher teaching grant 
 
 
What has been modelled?  
 
A number of commentators have argued that tuition fees should be reduced. This would 
reduce the burden on graduates, while requiring the state to make a larger upfront 
investment in higher education by increasing HEFCE teaching grants. 
 
This scenario models the impact of lowering the tuition fee to £6,000, with the government 
reintroducing an upfront teaching grant to compensate HEIs for the loss of income in such a 
way that HE institutions would be no worse off than under the baseline scenario.     
 
Resource flows 
 

  Simple £6,000 fee - additional Hefce funding 

  To 

    

Students/ 

Graduates Institutions Exchequer Total 

F
ro

m
 

Students/ Graduates NA £5,591m  (£4,604m) £987m  

Institutions (£5,591m) NA (£1,986m) (£7,577m) 

Exchequer £4,604m  £1,986m  NA £6,590m  

          

  Total (£987m) £7,577m  (£6,590m)   

  Difference from baseline £637m  £0m  (£638m)   

  Share of total 13.0%   87.0%   

 
 
Institutional income 
 

Simple £6,000 fee - additional Hefce funding 

Institution income           

        

Full-time students Trad Inst. MM Inst. Total 

Fees £2,763m  £2,538m  £5,301m  

NSP borne by Institutions (£69m) (£72m) (£142m) 

Access bursaries £0m  £0m  £0m  

Net fee income £2,693m  £2,466m  £5,159m  

        

HEFCE grant £959m  £881m  £1,840m  

FT HEFCE grants with grad tax £0m  £0m  £0m  

        

Part-time students       

Fees £33m  £399m  £432m  

HEFCE grant £11m  £135m  £146m  

PT Fee grants with grad tax £0m  £0m  £0m  

        

Total Institution income     £7,577m  

Funding per student     £23,347 

 
 

Exchequer costs 

Simple £6,000 fee - additional Hefce funding 
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Exchequer costs           

        

  Trad. MM. Total 

FT Maintenance grants (£660m) (£611m) (£1,271m) 

FT RAB Maintenance loan cost (£628m) (£582m) (£1,211m) 

FT RAB Fee loan cost (£1,006m) (£924m) (£1,930m) 

PT RAB cost £3m  £39m  £43m  

National Scholarship Fund (£69m) (£72m) (£142m) 

Total Student Support (£2,360m) (£2,150m) (£4,511m) 

FT HEFCE grant (£154m) (£141m) (£295m) 

PT HEFCE grant (£2m) (£18m) (£20m) 

Total HEFCE funding (£155m) (£160m) (£315m) 

        

FT RAB cost for private students     (£66m) 

PT RAB cost for private students     £0m  

FT Maintenance grants for private 

students     (£28m) 

Total Exchequer Funding (£2,516m) (£2,310m) (£4,919m) 

        

FT RAB charge (% of loan value) 36.4% 36.4% 36.4% 

PT RAB charge (% of loan value) -16.0% -16.0% -16.0% 

 

Loan repayment 

Simple £6,000 fee - additional Hefce funding 

Loan repayments 

    

Base income for loan repayment £21,000  

Annual growth in repayment threshold 2.0%  

Repayment (% of income above base) 9.0%  

Start of lower real interest rate £21,000  

Start of upper real interest rate £41,000  

Pre-SRDD interest rate 3.0%  

Lower real interest rate 0.0%  

Upper real interest rate 3.0%  

Discount rate 2.2%  

Years until write-off 30 

 

Progressivity  
 

Simple £6,000 fee - additional Hefce funding 

  RAB Charge Outstanding amount Age of repayment 

 

36.4% 

Males, full-time       

10th percentile 88.1% £27,734 Never 

20th percentile 50.7% £14,122 Never 

3oth percentile 17.7% £250 Never 

40th percentile 12.0% £0 48 

50th percentile 8.5% £0 46 

60th percentile 5.7% £0 43 
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70th percentile 2.6% £0 41 

80th percentile -0.3% £0 39 

90th percentile -3.3% £0 36 

Average 20.2% £4,678 45 

        

Females, full-time       

10th percentile 100.0% £31,467 Never 

20th percentile 99.2% £31,260 Never 

3oth percentile 93.5% £29,587 Never 

40th percentile 72.1% £23,350 Never 

50th percentile 48.9% £15,529 Never 

60th percentile 25.1% £6,483 Never 

70th percentile 6.7% £3 51 

80th percentile 2.1% £0 47 

90th percentile -0.6% £0 42 

Average  49.7% £15,298 50 

  

  RAB Charge Outstanding amount Age of repayment 

  -16.0%     

Males, part-time       

10th percentile 6.5% £2,978 Never 

20th percentile -25.4% £0 50 

3oth percentile -34.0% £0 47 

40th percentile -41.2% £0 46 

50th percentile -49.4% £0 45 

60th percentile -50.8% £0 44 

70th percentile -50.3% £0 43 

80th percentile -49.7% £0 42 

90th percentile -48.8% £0 40 

Average -38.1% £331 47 

        

Females, part-time       

10th percentile 96.1% £18,287 Never 

20th percentile 79.8% £15,634 Never 

3oth percentile 28.6% £5,913 Never 

40th percentile -8.8% £3 57 

50th percentile -21.2% £0 52 

60th percentile -28.4% £0 50 

70th percentile -34.6% £0 48 

80th percentile -42.9% £0 46 

90th percentile -50.7% £0 44 

Average  2.0% £4,426 55 

What are the strengths of this scenario? 

• The headline tuition fee for students is reduced, which may increase demand for 
higher education. It will also reduce the perception that all students contribute the full 
cost of their degree, and lower the overall stock of debt that students have to take on. 
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• The government funds a greater share of teaching in the form of upfront grants. This 
reduces the burden on future governments, by not deferring a large cost in the form 
of loan subsidies. 

• The overall balance of expenditure is shifted away from the graduate and onto the 
state. For some commentators, this is a fair reflection of the public benefits of higher 
education. 

 
What are the weaknesses of this scenario? 
 

• Over the entire time period, this policy would cost the government an additional £638 
million, which some commentators would argue could be spent on other things. 

 

• There would be a higher short-term cost to the government of c £1.67bn, as it would 
need to immediately increase teaching grants for HEIs. See section 4 for a detailed 
explanation of why there is a higher short-term cost to this policy.   

 
 
Model 3b. £6,000 tuition fee with lower repayment threshold 

 

What has been modelled?  
 

As the previous scenario showed, lowering the tuition fee to £6,000 would require the 

government to increase its spending on teaching grants for HEIs. Scenarios 3b – 3e model 

whether this could be funded by changing the terms of student loans in order to make the 

system cost neutral to the Treasury. Essentially, the government could make the loan 

subsidy less generous to graduates, and then use these savings to increase teaching grants 

and reduce tuition fees. This would succeed in bringing down the headline fee but, in 

aggregate, graduates would contribute the same proportion of the total cost as at present. 

This scenario models how a £6,000 tuition fee could be funded by lowering the repayment 

threshold on student loans to £17,120 (from £21,000). The repayment threshold would then 

be uprated with earnings as at present.   

Resource flows 

£6,000 fee - additional Hefce funding - fiscal neutrality (threshold) 

            

  To 

    

Students/ 

Graduates Institutions Exchequer Total 

F
ro

m
 

Students/ Graduates NA £5,591m  (£3,967m) £1,624m  

Institutions (£5,591m) NA (£1,986m) (£7,577m) 

Exchequer £3,967m  £1,986m  NA £5,953m  

          

  Total (£1,624m) £7,577m  (£5,953m)   

  Difference from baseline £0m  £0m  (£0m)   

  Share of total 21.4%   78.6%   
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Institutional income 

£6,000 fee - additional Hefce funding - fiscal neutrality (threshold) 

Institution income       

        

Full-time students Trad Inst. MM Inst. Total 

Fees £2,763m  £2,538m  £5,301m  

NSP borne by Institutions (£69m) (£72m) (£142m) 

Access bursaries £0m  £0m  £0m  

Net fee income £2,693m  £2,466m  £5,159m  

        

HEFCE grant £959m  £881m  £1,840m  

FT HEFCE grants with grad tax £0m  £0m  £0m  

        

Part-time students       

Fees £33m  £399m  £432m  

HEFCE grant £11m  £135m  £146m  

PT Fee grants with grad tax £0m  £0m  £0m  

        

Total Institution income     £7,577m  

Funding per student     £23,347 

 
Exchequer expenditure  
 

£6,000 fee - additional Hefce funding - fiscal neutrality (threshold) 

Exchequer costs       

        

  Trad. MM. Total 

FT Maintenance grants (£660m) (£611m) (£1,271m) 

FT RAB Maintenance loan cost (£507m) (£470m) (£977m) 

FT RAB Fee loan cost (£811m) (£745m) (£1,557m) 

PT RAB cost £5m  £55m  £60m  

National Scholarship Fund (£69m) (£72m) (£142m) 

Total Student Support (£2,043m) (£1,843m) (£3,887m) 

FT HEFCE grant (£959m) (£881m) (£1,840m) 

PT HEFCE grant (£11m) (£135m) (£146m) 

Total HEFCE funding (£970m) (£1,016m) (£1,986m) 

        

FT RAB cost for private students     (£53m) 

PT RAB cost for private students     £0m  

FT Maintenance grants for private 

students     (£28m) 

Total Exchequer Funding (£3,013m) (£2,859m) (£5,953m) 

        

FT RAB charge (% of loan value) 29.4% 29.4% 29.4% 

PT RAB charge (% of loan value) -22.5% -22.5% -22.5% 

 

Loan repayments 

£6,000 fee - additional Hefce funding - fiscal neutrality (threshold) 

Loan repayments   

    

Base income for loan repayment £17,120  
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Annual growth in repayment threshold 2.0%  

Repayment (% of income above base) 9.0%  

Start of lower real interest rate £21,000  

Start of upper real interest rate £41,000  

Pre-SRDD interest rate 3.0%  

Lower real interest rate 0.0%  

Upper real interest rate 0.0%  

L3 real interest rate 3.0%  

Discount rate 2.2%  

Years until write-off 30 

 
Progressivity 
 

£6,000 fee - additional Hefce funding - fiscal neutrality (threshold) 

  RAB Charge Outstanding amount Age of repayment 

 

29.4% 

Males, full-time       

10th percentile 71.0% £19,320 Never 

20th percentile 27.1% £1,147 Never 

3oth percentile 17.5% £0 47 

40th percentile 12.8% £0 45 

50th percentile 9.4% £0 43 

60th percentile 6.5% £0 41 

70th percentile 3.4% £0 39 

80th percentile 0.5% £0 38 

90th percentile -2.7% £0 35 

Average 16.2% £2,274 43 

        

Females, full-time       

10th percentile 99.6% £31,291 Never 

20th percentile 93.4% £28,646 Never 

3oth percentile 73.6% £20,449 Never 

40th percentile 47.0% £10,951 Never 

50th percentile 23.3% £1,843 Never 

60th percentile 13.3% £0 £49 

70th percentile 7.3% £0 £46 

80th percentile 3.4% £0 43 

90th percentile 0.5% £0 40 

Average  40.2% £10,353 48 

 

  RAB Charge Outstanding amount Age of repayment 

  -22.5%     

Males, part-time       

10th percentile -11.1% £0 54 

20th percentile -30.2% £0 48 

3oth percentile -39.0% £0 46 

40th percentile -46.3% £0 45 

50th percentile -50.9% £0 44 

60th percentile -50.4% £0 43 

70th percentile -50.0% £0 42 
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80th percentile -49.4% £0 41 

90th percentile -48.7% £0 40 

Average -41.8% £0 45 

        

Females, part-time    

10th percentile 91.2% £17,397 Never 

20th percentile 55.6% £10,558 Never 

3oth percentile 2.1% £5 58 

40th percentile -13.8% £0 52 

50th percentile -25.5% £0 50 

60th percentile -32.7% £0 49 

70th percentile -39.1% £0 47 

80th percentile -47.6% £0 45 

90th percentile -50.4% £0 44 

Average  -6.7% £3,107 53 

 

What are the strengths of this scenario? 

• It enables the government to lower headline tuition fees, without putting any 

additional long-term pressure on the public purse.  

• By lowering the tuition fee at the same time as lowering the RAB charge, the 

government would be able to issue more loans and expand places in higher 

education. 

What are the weaknesses of this scenario? 

• A larger share of the cost of higher education would be borne by lower paid 
graduates. 

• There would be a higher short-term cost to the government of c £1.67bn, as it would 
need to immediately increase teaching grants for HEIs. See section 4 for a detailed 
explanation of why there is a higher short-term cost to this policy.   
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Scenario 3c. £6,000 tuition fee with higher top rate of interest 

This scenario models how a £6,000 tuition fee could be funded by increasing the top rate of 

interest on student loans from 3 per cent to 4.56 per cent (for those graduates earning over 

£41,000). 

Resource flows 

£6,000 fee - additional Hefce funding - fiscal neutrality (interest rate) 

  To 

    

Students/ 

Graduates Institutions Exchequer Total 

F
ro

m
 

Students/ Graduates NA £5,591m  (£3,967m) £1,624m  

Institutions (£5,591m) NA (£1,986m) (£7,577m) 

Exchequer £3,967m  £1,986m  NA £5,953m  

          

  Total (£1,624m) £7,577m  (£5,953m)   

  Difference (£0m) £0m  (£0m)   

  Share of total 21.4%   78.6%   

 

Institutional income 

£6,000 fee - additional Hefce funding - fiscal neutrality (interest rate) 

Institution income       

        

Full-time students Trad Inst. MM Inst. Total 

Fees £2,763m  £2,538m  £5,301m  

NSP borne by Institutions (£69m) (£72m) (£142m) 

Access bursaries £0m  £0m  £0m  

Net fee income £2,693m  £2,466m  £5,159m  

        

HEFCE grant £959m  £881m  £1,840m  

FT HEFCE grants with grad tax £0m  £0m  £0m  

        

Part-time students       

Fees £33m  £399m  £432m  

HEFCE grant £11m  £135m  £146m  

PT Fee grants with grad tax £0m  £0m  £0m  

        

Total Institution income     £7,577m  

Funding per student     £23,347 

 

Exchequer costs 

£6,000 fee - additional Hefce funding - fiscal neutrality (interest rate) 

Exchequer costs       

        

  Trad. MM. Total 

FT Maintenance grants (£660m) (£611m) (£1,271m) 

FT RAB Maintenance loan cost (£506m) (£469m) (£975m) 

FT RAB Fee loan cost (£810m) (£744m) (£1,554m) 
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PT RAB cost £4m  £51m  £56m  

National Scholarship Fund (£69m) (£72m) (£142m) 

Total Student Support (£2,041m) (£1,845m) (£3,886m) 

FT HEFCE grant (£959m) (£881m) (£1,840m) 

PT HEFCE grant (£11m) (£135m) (£146m) 

Total HEFCE funding (£970m) (£1,016m) (£1,986m) 

        

FT RAB cost for private students     (£53m) 

PT RAB cost for private students     £0m  

FT Maintenance grants for private students     (£28m) 

Total Exchequer Funding (£3,011m) (£2,861m) (£5,953m) 

        

FT RAB charge (% of loan value) 29.3% 29.3% 29.3% 

PT RAB charge (% of loan value) -21.0% -21.0% -21.0% 

 
Loan repayment 
 

£6,000 fee - additional Hefce funding - fiscal neutrality (interest rate) 

Loan repayments   

    

Base income for loan repayment £21,000  

Annual growth in repayment threshold 2.0%  

Repayment (% of income above base) 9.0%  

Start of lower real interest rate £21,000  

Start of upper real interest rate £41,000  

Pre-SRDD interest rate 3.0%  

Lower real interest rate 0.0%  

Upper real interest rate 4.56%  

Discount rate 2.2%  

Years until write-off 30 

 
Progressivity 
 

£6,000 fee - additional Hefce funding - fiscal neutrality (interest rate) 

  RAB Charge Outstanding amount Age of repayment 

 

29.3% 

Males, full-time       

10th percentile 88.1% £28,854 Never 

20th percentile 50.7% £18,663 Never 

3oth percentile 17.2% £7,244 Never 

40th percentile -2.0% £9 51 

50th percentile -5.6% £0 48 

60th percentile -8.6% £0 45 

70th percentile -11.8% £0 43 

80th percentile -14.7% £0 40 

90th percentile -17.4% £0 37 

Average 10.6% £6,086 46 
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Females, full-time       

10th percentile 100.0% £31,467 Never 

20th percentile 99.2% £31,341 Never 

3oth percentile 93.5% £30,266 Never 

40th percentile 72.1% £26,296 Never 

50th percentile 48.9% £20,985 Never 

60th percentile 25.1% £14,572 Never 

70th percentile -3.3% £4,724 Never 

80th percentile -16.8% £1 50 

90th percentile -17.5% £0 44 

Average  44.6% £17,739 50 

 

  RAB Charge Outstanding amount Age of repayment 

      

Males, part-time -21%     

10th percentile 6.5% £5,029 Never 

20th percentile -33.7% £0 51 

3oth percentile -40.3% £0 47 

40th percentile -46.4% £0 46 

50th percentile -54.3% £0 45 

60th percentile -57.7% £0 44 

70th percentile -56.1% £0 43 

80th percentile -54.1% £0 42 

90th percentile -51.3% £0 40 

Average -43.0% £559 47 

       

Females, part-time     

10th percentile 96.1% £18,316 Never 

20th percentile 79.8% £16,223 Never 

3oth percentile 28.6% £7,885 Never 

40th percentile -18.2% £36 59 

50th percentile -31.4% £0 54 

60th percentile -37.1% £0 51 

70th percentile -40.8% £0 48 

80th percentile -47.5% £0 46 

90th percentile -56.4% £0 45 

Average  -3.0% £4,718 56 

 

What are the strengths of this scenario? 

• It enables the government to lower headline tuition fees, without putting any 
additional long-term pressure on the public purse.  

• By lowering the tuition fee at the same time as lowering the RAB charge, the 
government would be able to issue more loans and expand places in higher 
education.  
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• The cost of this change is borne by those graduates earning over £41,000. The 
repayment profile is therefore more progressive than the present system.  
 

What are the weaknesses of this scenario? 

• There would be a higher short-term cost to the government of c £1.67bn, as it would 
need to immediately increase teaching grants for HEIs. See section 4 for a detailed 
explanation of why there is a higher short-term cost to this policy.   

• Some graduates will pay back more than they borrowed. The highest earners will 
overpay their loan by around 17 per cent. This could be seen as a disadvantage if the 
intention is for graduates to simply pay the ‘sticker price’ of a degree programme. It 
could also mean the ONS refuses to classify the funding system as a ‘loan’, since the 
level of overpayment by some graduates is so high. 

• Charging a high real rate of interest increases the likelihood that wealthy graduates 
will opt to repay their debt as a lump sum, in order to avoid having to pay the interest. 
If this occurred, the Treasury would not benefit from the ‘overpayments’ included in 
this model.    
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Scenario 3d. £6,000 tuition fee, with repayment threshold uprated at a slower rate 

What has been modelled? 

This scenario models how a £6,000 tuition fee could be funded by uprating the repayment 

threshold at 1.1 per cent per year (instead of 2 per cent as at present). Over time, uprating 

the £21,000 repayment threshold at a slower rate than inflation would have a similar effect to 

lowering it.     

Resource flows 

£6,000 fee - additional Hefce funding - fiscal neutrality (slow threshold) 

  To 

    

Students/ 

Graduates Institutions Exchequer Total 

F
ro

m
 

Students/ Graduates NA £5,591m  (£3,967m) £1,624m  

Institutions (£5,591m) NA (£1,986m) (£7,577m) 

Exchequer £3,967m  £1,986m  NA £5,953m  

          

  Total (£1,624m) £7,577m  (£5,953m)   

  Difference from baseline £0m  £0m  (£0m)   

  Share of total 21.4%   78.6%   

 

Institutional income 

£6,000 fee - additional Hefce funding - fiscal neutrality (slow threshold) 

Institution income       

        

Full-time students Trad Inst. MM Inst. Total 

Fees £2,763m  £2,538m  £5,301m  

NSP borne by Institutions (£69m) (£72m) (£142m) 

Access bursaries £0m  £0m  £0m  

Net fee income £2,693m  £2,466m  £5,159m  

        

HEFCE grant £959m  £881m  £1,840m  

FT HEFCE grants with grad tax £0m  £0m  £0m  

        

Part-time students       

Fees £33m  £399m  £432m  

HEFCE grant £11m  £135m  £146m  

PT Fee grants with grad tax £0m  £0m  £0m  

        

Total Institution income     £7,577m  

Funding per student     £23,347 

 

Exchequer costs 

£6,000 fee - additional Hefce funding - fiscal neutrality (slow threshold) 

Exchequer costs       

        

  Trad. MM. Total 

FT Maintenance grants (£660m) (£611m) (£1,271m) 
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FT RAB Maintenance loan cost (£505m) (£468m) (£973m) 

FT RAB Fee loan cost (£808m) (£742m) (£1,551m) 

PT RAB cost £4m  £46m  £50m  

National Scholarship Fund (£69m) (£72m) (£142m) 

Total Student Support (£2,039m) (£1,848m) (£3,887m) 

FT HEFCE grant (£959m) (£881m) (£1,840m) 

PT HEFCE grant (£11m) (£135m) (£146m) 

Total HEFCE funding (£970m) (£1,016m) (£1,986m) 

        

FT RAB cost for private students     (£53m) 

PT RAB cost for private students     £0m  

FT Maintenance grants for private students     (£28m) 

Total Exchequer Funding (£3,009m) (£2,864m) (£5,953m) 

        

FT RAB charge (% of loan value) 29.3% 29.3% 29.3% 

PT RAB charge (% of loan value) -18.8% -18.8% -18.8% 

 

Loan repayments 

Loan repayments   

    

Base income for loan repayment £21,000  

Annual growth in repayment threshold 1.1%  

Repayment (% of income above base) 9.0%  

Start of lower real interest rate £21,000  

Start of upper real interest rate £41,000  

Pre-SRDD interest rate 3.0%  

Lower real interest rate 0.0%  

Upper real interest rate 3.0%  

Discount rate 2.2%  

Years until write-off 30 

 

Progressivity 

£6,000 fee - additional Hefce funding - fiscal neutrality (slow threshold) 

  RAB Charge Outstanding amount Age of repayment 

 

29.3% 

Males, full-time       

10th percentile 73.5% £23,605 Never 

20th percentile 32.1% £8,087 Never 

30th percentile 12.3% £1 50 

40th percentile 9.2% £0 46 

50th percentile 6.4% £0 44 

60th percentile 4.1% £0 42 

70th percentile 1.4% £0 40 

80th percentile -1.0% £0 39 

90th percentile -3.7% £0 36 

Average 14.9% £3,522 44 

        

Females, full-time       
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10th percentile 99.8% £31,419 Never 

20th percentile 95.6% £30,353 Never 

30th percentile 79.8% £26,072 Never 

40th percentile 54.0% £18,527 Never 

50th percentile 30.7% £10,128 Never 

60th percentile 7.0% £200 Never 

70th percentile 2.6% £0 £49 

80th percentile 0.4% £0 45 

90th percentile -1.3% £0 42 

Average  41.0% £12,967 49 

 

  RAB Charge Outstanding amount Age of repayment 

  -18.8%     

Males, part-time       

10th percentile -7.3% £23 58 

20th percentile -25.9% £0 49 

30th percentile -34.1% £0 46 

40th percentile -41.4% £0 45 

50th percentile -49.4% £0 45 

60th percentile -50.7% £0 44 

70th percentile -50.3% £0 43 

80th percentile -49.6% £0 42 

90th percentile -48.8% £0 40 

Average -39.7% £3 46 

        

Females, part-time     

10th percentile 94.7% £18,075 Never 

20th percentile 69.5% £13,766 Never 

30th percentile 10.9% £2,029 Never 

40th percentile -11.4% £0 54 

50th percentile -22.3% £0 51 

60th percentile -28.5% £0 49 

70th percentile -34.8% £0 47 

80th percentile -43.1% £0 46 

90th percentile -50.6% £0 44 

Average  -1.7% £3,763 54 

 

What are the strengths of this scenario? 

• It enables the government to lower headline tuition fees, without putting any 
additional long-term pressure on the public purse.  

• By lowering the tuition fee at the same time as lowering the RAB charge, the 
government would be able to issue more loans and expand places in higher 
education. 
 

What are the weaknesses of this scenario? 
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• A larger share of the cost of higher education would be borne by lower paid 
graduates. 

• There would be a higher short-term cost to the government of c £1.67bn, as it would 
need to immediately increase teaching grants for HEIs. See section 4 for a detailed 
explanation of why there is a higher short-term cost to this policy.   
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Scenario 3e. £6,000 tuition fee with higher flat interest rate 

What has been modelled? 

This scenario models a £6,000 tuition fee, funded by charging a flat interest rate of 3.13 per 

cent on graduate earnings in excess of £21,000. Under the current system interest rates are 

tapered between 0 – 3 per cent for this group of graduates.   

Resource flows 

£6,000 fee - additional Hefce funding - fiscal neutrality (flat interest rate) 

  To 

    

Students/ 

Graduates Institutions Exchequer Total 

F
ro

m
 

Students/ Graduates NA £5,591m  (£3,967m) £1,624m  

Institutions (£5,591m) NA (£1,986m) (£7,577m) 

Exchequer £3,967m  £1,986m  NA £5,953m  

          

  Total (£1,624m) £7,577m  (£5,953m)   

  Difference £0m  £0m  (£0m)   

  Share of total 21.4%   78.6%   

 

Institution income 

£6,000 fee - additional Hefce funding - fiscal neutrality (flat interest rate) 

Institution income       

        

Full-time students Trad Inst. MM Inst. Total 

Fees £2,763m  £2,538m  £5,301m  

NSP borne by Institutions (£69m) (£72m) (£142m) 

Access bursaries £0m  £0m  £0m  

Net fee income £2,693m  £2,466m  £5,159m  

        

HEFCE grant £959m  £881m  £1,840m  

FT HEFCE grants with grad tax £0m  £0m  £0m  

        

Part-time students       

Fees £33m  £399m  £432m  

HEFCE grant £11m  £135m  £146m  

PT Fee grants with grad tax £0m  £0m  £0m  

        

Total Institution income     £7,577m  

Funding per student     £23,347 
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Exchequer costs 

£6,000 fee - additional Hefce funding - fiscal neutrality (flat interest rate) 

Exchequer costs  

  Trad. MM. Total 

FT Maintenance grants (£660m) (£611m) (£1,271m) 

FT RAB Maintenance loan cost (£504m) (£467m) (£971m) 

FT RAB Fee loan cost (£806m) (£741m) (£1,547m) 

PT RAB cost £3m  £40m  £44m  

National Scholarship Fund (£69m) (£72m) (£142m) 

Total Student Support (£2,036m) (£1,851m) (£3,887m) 

FT HEFCE grant (£959m) (£881m) (£1,840m) 

PT HEFCE grant (£11m) (£135m) (£146m) 

Total HEFCE funding (£970m) (£1,016m) (£1,986m) 

        

FT RAB cost for private students     (£53m) 

PT RAB cost for private students     £0m  

FT Maintenance grants for private students     (£28m) 

Total Exchequer Funding (£3,006m) (£2,866m) (£5,953m) 

        

FT RAB charge (% of loan value) 29.2% 29.2% 29.2% 

PT RAB charge (% of loan value) -16.5% -16.5% -16.5% 

 

Loan repayments  

£6,000 fee - additional Hefce funding - fiscal neutrality (flat interest rate) 

Loan repayments           

            

Base income for loan repayment       £21,000  

Annual growth in repayment threshold       2.0%  

Repayment (% of income above base)       9.0%  

Start of lower real interest rate         £21,000  

Start of upper real interest rate         £41,000  

Pre-SRDD interest rate         3.00%  

Lower real interest rate         3.13%  

Upper real interest rate         3.13%  

Discount rate         2.2%  

Years until write-off         30 

 

Progressivity 

£6,000 fee - additional Hefce funding - fiscal neutrality (flat interest rate) 

  RAB Charge Outstanding amount Age of repayment 

 

19.2% 

Males, full-time       

10th percentile 88.1% £41,600 Never 

20th percentile 50.7% £30,439 Never 
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30th percentile 17.2% £14,421 Never 

40th percentile -10.4% £395 Never 

50th percentile -8.3% £0 48 

60th percentile -13.7% £0 46 

70th percentile -11.5% £0 43 

80th percentile -9.6% £0 40 

90th percentile -11.1% £0 37 

Average 10.2% £9,650 46 

        

Females, full-time FT FT FT 

10th percentile 100.0% £31,467 Never 

20th percentile 99.2% £34,189 Never 

30th percentile 93.5% £48,072 Never 

40th percentile 72.1% £52,323 Never 

50th percentile 48.9% £39,081 Never 

60th percentile 25.1% £25,474 Never 

70th percentile -3.3% £8,675 Never 

80th percentile -18.2% £2 50 

90th percentile -14.7% £0 44 

Average  44.7% £26,587 50 

 

  RAB Charge Outstanding amount Age of repayment 

  -16.5%     

Males, part-time       

10th percentile 6.5% £7,515 Never 

20th percentile -26.7% £0 50 

30th percentile -34.5% £0 47 

40th percentile -41.6% £0 46 

50th percentile -49.9% £0 45 

60th percentile -51.3% £0 44 

70th percentile -50.7% £0 43 

80th percentile -50.0% £0 42 

90th percentile -49.0% £0 40 

Average -38.6% £835 47 

        

Females, part-time     

10th percentile 96.1% £18,289 Never 

20th percentile 79.8% £15,683 Never 

30th percentile 28.6% £6,068 Never 

40th percentile -9.5% £3 57 

50th percentile -21.9% £0 52 

60th percentile -29.1% £0 50 

70th percentile -35.1% £0 48 

80th percentile -43.3% £0 46 
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90th percentile -51.2% £0 44 

Average  1.6% £4,449 55 

 

What are the strengths of this scenario? 

• It enables the government to lower headline tuition fees, without putting any 
additional long-term pressure on the public purse.  

• By lowering the tuition fee at the same time as lowering the RAB charge, the 
government would be able to issue more loans and expand places in higher 
education.  

• It avoids the problems identified of raising the top rate of interest to 4.5 percent (e.g. 
the risk of early repayment and problems of loan classification), while maintaining 
some of the benefits of using interest rates to increase repayments – which is more 
progressive than lowering repayment thresholds.   
 

What are the weaknesses of this scenario? 

• There would be a higher short-term cost to the government of c £1.67bn, as it would 
need to immediately increase teaching grants for HEIs. See section 4 for a detailed 
explanation of why there is a higher short-term cost to this policy.   

• The repayment profile is relatively flat in the top half of the earnings distribution 
(those graduates in the middle of the earnings distribution will contribute a similar 
share as those at the top).  
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Scenario 4. Funding tuition through a mixture of student loans and means-tested 

family contributions 

What has been modelled? 

This scenario models replacing some of the burden of student loans with a means-tested up-
front family contribution. It assumes that a fee cap of £9,000 stays in place (with average 
tuition fee remaining at £8,303) but students from well-off families will have to pay some of 
this in the form of an upfront contribution (and will therefore not be entitled to a full fee loan), 
while students from less well-off families can continue to access a higher level of loan to 
cover their fees. The balance of loans and upfront fees for households with different levels of 
income is set out below: 
 

Split between up-front family contribution and student loans 

Household income Upfront family contribution Average tuition fee loan 

£0-£25000 £0 £8,303 

£25001-£42600 £643 £7,660 

£42601-£70000 £1,473 £6,830 

£70001+ £2,303 £6,000 

 
Resource flows 

Mixture of means tested upfront payment & student loans 

 

  To 

    

Students/ 

Graduates Institutions Exchequer Total 

F
ro

m
 

Students/ Graduates NA £7,262m  (£5,152m) £2,110m  

Institutions (£7,262m) NA (£315m) (£7,577m) 

Exchequer £5,152m  £315m  NA £5,467m  

          

  Total (£2,110m) £7,577m  (£5,467m)   

  Difference from baseline (£486m) £0m  £486m    

  Share of total 27.8%   72.2%   

 
Institution income 
 

Mixture of means tested up-front payment & student loans 

Institution income       

        

Full-time students Trad Inst. MM Inst. Total 

Fees £3,766m  £3,420m  £7,186m  

NSP borne by Institutions (£69m) (£72m) (£142m) 

Access bursaries (£217m) (£139m) (£357m) 

Net fee income £3,479m  £3,208m  £6,687m  

        

HEFCE grant  £152m  £144m  £295m  

        

Part-time students       

Fees £33m  £541m  £575m  

HEFCE grant £1m  £19m  £20m  

PT Fee grants with grad tax £0m  £0m  £0m  
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Total Institution income     £7,577m  

Funding per student     £23,345 

 
Exchequer costs 
 

Mixture of means tested up front payment & student loans 

Exchequer costs       

  Trad. MM. Total 

FT Maintenance grants (£653m) (£623m) (£1,276m) 

FT RAB Maintenance loan cost (£653m) (£616m) (£1,269m) 

FT RAB Fee loan cost (£1,272m) (£1,140m) (£2,413m) 

PT RAB cost  £2m  £42m  £44m  

National Scholarship Fund (£69m) (£72m) (£142m) 

Total Student Support (£2,646m) (£2,409m) (£5,055m) 

FT HEFCE grant (£152m) (£144m) (£295m) 

PT HEFCE grant (£1m) (£19m) (£20m) 

Total HEFCE funding (£153m) (£162m) (£315m) 

         

FT RAB cost for private students     (£69m) 

PT RAB cost for private students     £0m  

FT Maintenance grants for private 

students    (£28m) 

Total Exchequer Funding (£2,799m) (£2,572m) (£5,467m) 

         

FT RAB charge (% of loan value) 38.2% 37.7% 38.0% 

PT RAB charge (% of loan value) -8.9% -12.8% -12.6% 

 
Loan repayments 
 

Mixture of means tested up front payment & student loans 

Loan repayments 

  

Base income for loan repayment £21,000  

Annual growth in repayment threshold 2.0%  

Repayment (% of income above base) 9.0%  

Start of lower real interest rate £21,000  

Start of upper real interest rate £41,000  

Pre-SRDD interest rate 3.0%  

Lower real interest rate 0.0%  

Upper real interest rate 3.0%  

Discount rate 2.2%  

Years until write-off 30 

 
Progressivity 
 

Mixture of means tested up-front payment & student loans 

  RAB Charge Outstanding amount Age of repayment 

 

38.0% 

Males, full-time       

10th percentile 90.0% £34,298 Never 

20th percentile 58.7% £22,275 Never 

30th percentile 30.7% £9,831 Never 

40th percentile 11.2% £80 Never 
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50th percentile 7.6% £0 48 

60th percentile 4.7% £0 46 

70th percentile 1.7% £0 43 

80th percentile -1.1% £0 41 

90th percentile -4.1% £0 38 

Average 22.2% £7,387 47 

        

Females, full-time       

10th percentile 100.0% £37,594 Never 

20th percentile 99.4% £37,418 Never 

30th percentile 94.5% £35,973 Never 

40th percentile 76.7% £30,654 Never 

50th percentile 57.3% £23,969 Never 

60th percentile 37.3% £16,284 Never 

70th percentile 13.5% £5,484 Never 

80th percentile 0.7% £2 50 

90th percentile -1.7% £0 45 

Average  53.1% £20,820 50 

 

  RAB Charge Outstanding amount Age of repayment 

  -12.6%     

Males, part-time       

10th percentile 35.3% £13,403 Never 

20th percentile -20.0% £0 55 

30th percentile -25.8% £0 50 

40th percentile -30.7% £0 48 

50th percentile -36.8% £0 47 

60th percentile -42.4% £0 46 

70th percentile -46.5% £0 45 

80th percentile -53.4% £0 44 

90th percentile -54.2% £0 42 

Average -30.5% £1,489 49 

        

Females, part-time     

10th percentile 96.3% £25,105 Never 

20th percentile 84.4% £22,874 Never 

30th percentile 47.0% £14,544 Never 

40th percentile 6.1% £4,657 Never 

50th percentile -16.5% £2 57 

60th percentile -22.2% £0 53 

70th percentile -26.2% £0 50 

80th percentile -31.8% £0 49 

90th percentile -41.0% £0 46 

Average  10.7% £7,465 58 
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What are the main strengths of this scenario? 

• It removes some of the burden of student loans from the state and shifts the cost 

onto more well-off families. 

• It shares the cost of tuition across the generations, with families being asked to 

contribute some of the upfront cost on a means-tested basis. 

• It could free up resources for the state to spend on other areas of higher education. 

What are the main weaknesses of this scenario? 

• The state continues to heavily subsidise the loan repayments of graduates, meaning 

it expects 38 per cent of loans to go unpaid. Some commentators have argued that 

there are more effective ways for the state to make its contribution to higher 

education. 

• Means testing is expensive to administer and there is a high risk of people evading 

the upfront fee, for example by not declaring their full household income. 

• There may be a high cost for families who have more than one person at university. 

In Ireland, the number of dependent children is factored into means-testing – 

something similar might be required here. 
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Scenario 5. A graduate tax 

What has been modelled? 
 
This scenario models the impact of abolishing tuition fees and loans and introducing a higher 
rate of tax for graduates instead. This rate of tax would be an additional 1.955 per cent on all 
taxable income above £10,000 for a period of 40 years. For the purpose of this model, the 
maintenance system has not been altered – we assume that it will continue to be funded 
through a grant and loan as under the baseline scenario. 
 
Resource flows 
 

Graduate tax - 1.955% on incomes over £10,000 (40 years) 

 

  To  

    

Students/ 

Graduates Institutions Exchequer Total 

F
ro

m
 

Students/ Graduates NA £0m  £1,624m  £1,624m  

Institutions £0m  NA (£7,577m) (£7,577m) 

Exchequer (£1,624m) £7,577m  NA £5,953m  

          

  Total (£1,624m) £7,577m  (£5,953m)   

  Difference from baseline £0m  £0m  (£0m)   

  Share of total 21.4%   78.6%   

 
Institution income 
 

Graduate tax - 1.955% on incomes over £10,000 (40 years) 

Institution income       

        

Full-time students Trad Inst. MM Inst. Total 

Fees £0m  £0m  £0m  

NSP borne by Institutions £0m  £0m  £0m  

Access bursaries £0m  £0m  £0m  

Net fee income £0m  £0m  £0m  

        

HEFCE grant £152m  £144m  £295m  

FT HEFCE grants with grad tax £3,479m  £3,208m  £6,687m  

        

Part-time students       

Fees £0m  £0m  £0m  

HEFCE grant £1m  £19m  £20m  

PT Fee grants with grad tax £33m  £541m  £575m  

        

Total Institution income     £7,577m  

Funding per student     £23,345 
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Exchequer costs 
 

Graduate tax - 1.955% on incomes over £10,000 (40 years) 

Exchequer costs       

        

  Trad. MM. Total 

FT Maintenance grants (£653m) (£623m) (£1,276m) 

FT RAB Maintenance loan cost (£504m) (£481m) (£985m) 

FT RAB Fee loan cost £0m  £0m  £0m  

PT RAB cost £0m  £0m  £0m  

National Scholarship Fund £0m  £0m  £0m  

Total Student Support (£1,157m) (£1,105m) (£2,261m) 

FT HEFCE grant (£152m) (£144m) (£295m) 

PT HEFCE grant (£1m) (£19m) (£20m) 

HEFCE funding (£153m) (£162m) (£315m) 

        

NPV of FT fee grants with grad 

tax (top up HEFCE funding) (£3,479m) (£3,208m) (£6,687m) 

NPV of PT fee grants with grad 

tax (top up HEFCE funding) (£33m) (£541m) (£575m) 

NPV of income from FT 

graduate tax £1,857m  £1,772m  £3,629m  

NPV of income from PT 

graduate tax £19m  £319m  £337m  

FT RAB cost for private students     (£53m) 

PT RAB cost for private students     £0m  

FT Maintenance grants for 

private students     (£28m) 

Total Exchequer Funding (£3,028m) (£2,925m) (£5,953m) 

        

FT RAB charge (% of loan value) 29.5% 29.5% 29.5% 

PT RAB charge (% of loan value) 0.0% 0.0% 0.0% 

 
 
 
Loan repayments (for maintenance loans only) 
  
Under this scenario, full-time students would still be eligible for a maintenance loan. The 

terms of the loan would be the same as the current system. As a result the loan repayments 

and level of ‘progressivity’ would be unchanged.   

 
Graduate tax - 1.955% on incomes over £10,000 (40 years) 

Maintenance loan repayments  

    

Base income for loan repayment £21,000  

Annual growth in repayment threshold 2.0%  

Repayment (% of income above base) 9.0%  

Start of lower real interest rate £21,000  

Start of higher real interest rate £41,000  

Pre-SRDD interest rate 3.0%  

Lower real interest rate 0.0%  

Higher real interest rate 3.0%  

Discount rate 2.2%  

Years until write-off 30 
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Progressivity (for maintenance loans only)  

Graduate tax - 1.955% on incomes over £10,000 (40 years) 

  RAB Charge Outstanding amount Age of repayment 

 

29.5% 

Males, full-time       

10th percentile 70.2% £7,555 Never 

20th percentile 23.9% £0 45 

30th percentile 17.9% £0 40 

40th percentile 13.9% £0 39 

50th percentile 10.8% £0 36 

60th percentile 8.0% £0 36 

70th percentile 5.2% £0 34 

80th percentile 2.4% £0 33 

90th percentile -0.5% £0 31 

Average 16.9% £839 38 

        

Females, full-time       

10th percentile 100.0% £12,631 Never 

20th percentile 98.1% £12,330 Never 

30th percentile 83.7% £9,957 Never 

40th percentile 30.5% £896 Never 

50th percentile 17.0% £0 £44 

60th percentile 12.3% £0 £40 

70th percentile 8.3% £0 £37 

80th percentile 5.5% £0 35 

90th percentile 2.9% £0 33 

Average  39.8% £3,979 44 

 

Note: Part-time students are not eligible for maintenance loans – there is therefore no table 

listing their repayments profile.  

Progressivity (graduate tax) 

It is also possible to assess the ‘progressivity’ of the graduate tax element of this scenario. 

The table below compares total graduate contributions towards the cost of tuition under 

three scenarios: the baseline system; a graduate tax; and a £6,000 fee with a higher top rate 

of interest of 4.56%. The contributions are broken down by earnings deciles, with the lowest 

earning graduates on the left (1st decile) moving up to the highest earning graduates on the 

right (9th decile). This enables us to compare which groups of graduates contribute the most 

under these different scenarios.     

FIGURE 2.1: PROGRESSIVITY OF GRADUATE TAX COMPARED TO TUITION FEES (MALES IN 

BLUE, FEMALES IN RED) 
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 What are the strengths of this scenario? 

• A graduate tax is a very progressive form of payment, with high earners shouldering 

more of the burden, while those in low-paid jobs do not accumulate debt. 

• A graduate tax avoids the need for students to take on high levels of debt and 

removes the need for tuition fees. 
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• Funding could still follow the student, providing healthy competition between 

institutions and putting student choices at the heart of the system. 

What are the weaknesses of this approach? 

• While the government outlay on a graduate tax is very similar to the outlay on student 

loans, it is treated in a different way in the government accounts. When the 

government borrows money to issue in the form of student loans it doesn’t count 

against the deficit. However, if it was to borrow money to fund higher education 

teaching grants, it would have to score this against the deficit – regardless of the fact 

it expected to get a lot of money back in the form of graduate tax. Due to these 

accounting rules, introducing a graduate tax could add an additional £7.26 billion to 

the deficit, even though the government is not actually borrowing or spending any 

more money than it does under the current system. Opinion among experts is divided 

as to whether these accounting rules could be changed by the Treasury. 

• There is a danger that the government could change the amount of funding it gives to 

institutions or the way it allocates those funds. It therefore leaves institutions more 

exposed to short-term political decisions and, potentially, with less autonomy. 

• There is a small danger that more people could avoid paying the graduate tax than 

the student loan. For example, if a graduate had a period working overseas, they 

could avoid paying tax for the years they are abroad, whereas under the current 

system their loan would still be accumulating over this period. 
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Section 3. How would changes to the student support system affect government 
spending in the short term? 

 
The modelling presented above demonstrates the long term economic cost of changes to 
the student support system – exploring the aggregate flow of resources between 
government, graduates and higher education institutions over the lifetime of a student loan.  
 
However there are a number of quirks of government accounting that mean some of these 
scenarios also come with a bigger short-term impact on government spending. These short-
term impacts could have a very important bearing on how a future government tries to 
reform the student loan system, as they lead directly to political decisions about government 
spending and deficit reduction in the next parliament.  
 
These government accounting rules have a particularly important bearing on any debates 
about whether it is possible for the government to lower the headline tuition fee, increase 
teaching grants, and pay for this by making the loan repayment system less generous to 
graduates. This is the approach that was modelled in scenarios 3b-3e above.  
 
Our modelling showed that there is a sound long term economic logic to this approach. 
Essentially, the government could lower tuition fees to £6,000, increase teaching grants to 
universities (in order to ensure their income is maintained), and pay for this by making the 
terms of the student loan less generous to graduates. As the modelling for scenarios 3b – 3e 
shows, changing the terms of the student loan would save the government money by 
reducing the RAB charge (the proportion of loans that they will ultimately have to write-off) 
on both the fee loan and the maintenance loan. This money could then be re-invested in 
teaching grants, at no long term additional cost to the government.  
 
While there may be a sound long term economic case for this approach, in the short-term it 
could represent an additional spending commitment by the government. This is because any 
savings made by reducing the RAB charge would not automatically translate into cash that 
could be spent on teaching grants. This is the result of the way that the RAB charge is 
scored on government accounts (see box 1).  
 
Box 1. How student loans affect public expenditure  
 

1. When the government issues student loans (through the Student Loans Company) it 
estimates the value of loans that it expects to subsidise / write-off. This is commonly 
known as the RAB charge. This is deemed to be the long term cost of student loans 
to the state. (On the other hand, money that is borrowed and expected to be repaid 
by graduates is treated as a temporary financial transaction and does not count as 
public expenditure).   

2. When the government issues students loans, it sets aside an impairment to cover the 
RAB charge – as this is the element of student loans that will have a long term 
impact on public expenditure.  

3. The impairment that is created is included in the resource Departmental Expenditure 
Limits (DEL) for BIS, but it is ring-fenced and treated as ‘non cash’. This means it is 
excluded from BIS’s Total DEL figure, and it therefore does not count towards Total 
Managed Expenditure (the government’s aggregate figure for public expenditure). As 
a result, the impairment is not scored against the deficit. 

4. In the National Accounts, student loan subsidies and write-offs are scored against the 
deficit at the point at which they occur (e.g. write-offs will be scored thirty years after 
repayments have started, not at the point at which the loan is issued). 

 
As box 1 demonstrates, the RAB charge that appears on BIS’s DEL is essentially a device 
used by the Treasury to ensure that BIS keep an eye on the long term cost of student loans. 
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This means that if the RAB charge increases, the Treasury will require BIS to make an in-
year saving and set aside a larger impairment to reflect the higher long-term cost of student 
loans to the state. However if the RAB charge decreases, BIS cannot automatically treat this 
as a cash saving to be spent on teaching grants (or any other form of current resource 
expenditure). BIS would have to enter into a negotiation with the Treasury about whether it 
could switch this long-term saving into ordinary grant expenditure in the short-term. 
 
Any reform of student loans therefore hinges on whether the Treasury is prepared to take a 
long term view of the overall cost to the state, while accepting the short-term impact on the 
National Accounts. A rational economic logic would assume that the government will only 
consider the long-term cost, and this forms the main basis of our modelling. However the 
Treasury may not take an open attitude to any changes that would be detrimental to the 
national accounts in the short-term. It is therefore necessary to calculate the additional short-
term spending commitment involved in Scenarios 3b-3e – even if in the long-term they will 
be cost neutral to the Treasury. Our modelling suggests that in the short-term, these 
scenarios would add £1.67bn to public expenditure in the form of HEFCE teaching grants.    
 
This section has only considered the impact of changes to student loans on public 
expenditure (and therefore the deficit). It has not considered the impact of changes to the 
student loan system on public sector net debt. For a detailed discussion of how loans affect 
the government’s debt stock, see section 1.  
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Section 4. Reforming student support for postgraduate students 
 

Chapter 4 of ‘A critical path’ argued that a lack of finance is denying many students access 
to postgraduate courses (see pages 88-90 of ‘A critical path’ for a detailed explanation). We 
therefore modelled the introduction of two possible reforms to help remove financial barriers 
to postgraduate study. The first was a form of postgraduate loan, the second was a form of 
postgraduate tax.  
 
At present the state makes a small direct contribution towards taught postgraduate courses - 
we estimate that it contributes around £103m per year in teaching grants. However the vast 
bulk of tuition fees and living costs are funded by students themselves. While there are some 
commercial bank loans available for these students, there is no system of state backed 
loans (as there is for undergraduate study). 
 
Postgraduate loan 
 
What has been modelled? 
 
An income-contingent loan system for postgraduate students would see all students studying 
a taught masters course as eligible to borrow £10,000 to cover the cost of their tuition fees. 
Graduates would repay this at 9 per cent on any earnings between £15,000 and £21,000 (all 
other features of the loan system, such as write-off period and interest rates, would be the 
same as the undergraduate loan). The loan would be available to full-time and part-time 
students, and there would be no maintenance support available. The postgraduate loan 
system that we have modelled here was first proposed by Leunig (2011). 
 
Resource flows 

 
Postgraduate fee loan 

  To 

  Students/ 

Graduates 
Institutions Exchequer Total 

F
ro

m
 

 

Students/ Graduates NA £905m  (£44m) £861m  

Institutions (£905m) NA (£103m) (£1,009m) 

Exchequer £44m  £103m  NA £148m  

         

 Total (£861m) £1,009m  (£148m)   

 
Institutional income 
 

Postgraduate fee loan 

Institutional Income  

     

Full-time students Trad Inst. MM Inst. Total 

Fees £499m  £147m  £646m  

Net fee income £499m  £147m  £646m  

        

HEFCE grant £54m  £20m  £74m  

FT HEFCE grants with grad tax £0m  £0m  £0m  

        

Part-time students       

Fees £139m  £120m  £259m  

HEFCE grant £14m  £15m  £29m  

PT Fee grants with grad tax £0m  £0m  £0m  
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Total Institution income     £1,009m  

Funding per student     £33,575 

 
Exchequer costs 
 

Postgraduate fee loan 

Exchequer costs  

  Trad. MM. Total 

FT RAB Maintenance loan cost £0m  £0m  £0m  

FT RAB Fee loan cost (34m) (£10m) (£44m) 

PT RAB cost (£2m) £5m  £3m  

Total Student Support (£37m) (£4m) (£41m) 

FT HEFCE grant (£54m) (£20m) (£74m) 

PT HEFCE grant (£14m) (£15m) (£29m) 

Total HEFCE funding (£68m) (£35m) (£103m) 

        

NPV of FT fee grants with grad tax £0m  £0m  £0m  

NPV of PT fee grants with grad tax £0m  £0m  £0m  

FT RAB cost for private students     (£3m) 

PT RAB cost for private students     £0m  

Total Exchequer Funding (£105m) (£39m) (£148m) 

     

FT RAB charge (% of loan value) 6.9% 6.6% 6.8% 

PT RAB charge (% of loan value) 1.6% -4.4% -1.5% 

        

 
Loan repayment 
 

Postgraduate fee loan 

Loan Repayment  

Base income for loan repayment £15,000  

Max income for loan repayment £21,000  

Annual growth in repayment threshold 2.0%  

Repayment (% of income above base) 9.0%  

Start of lower real interest rate £21,000  

Start of upper real interest rate £41,000  

Pre-SRDD interest rate 3.0%  

Lower real interest rate 0.0%  

Upper real interest rate 3.0%  

Discount rate 2.2%  

Years until write-off 30  

 
 
Progressivity 
 

Postgraduate fee loan 

  
  RAB Charge Outstanding amount Age of repayment 

 

6.9% 

Males, full-time       

10th percentile 16.10% £0 44 
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20th percentile 11.10% £0 43 

30th percentile 8.40% £0 43 

40th percentile 5.00% £0 44 

50th percentile 2.60% £0 44 

60th percentile 0.20% £0 44 

70th percentile -2.30% £0 45 

80th percentile -3.70% £0 45 

90th percentile -8.30% £0 46 

Average 3.20% £0 44 

        

Females, full-time       

10th percentile 45.70% £2,069 Never 

20th percentile 22.50% £0 48 

30th percentile 16.10% £0 45 

40th percentile 12.00% £0 44 

50th percentile 7.20% £0 45 

60th percentile 3.20% £0 46 

70th percentile -1.30% £0 47 

80th percentile -5.80% £0 48 

90th percentile -8.00% £0 48 

Average  10.20% £230 45 

 
 

  RAB Charge Outstanding amount Age of repayment 

  1.6%     

Males, part-time       

10th percentile 6.90% £230 Never 

20th percentile -8.70% £29 64 

30th percentile -9.60% £42 64 

40th percentile -10.30% £56 Never 

50th percentile -10.40% £57 Never 

60th percentile -10.40% £57 Never 

70th percentile -10.40% £57 Never 

80th percentile -10.40% £57 Never 

90th percentile -10.40% £57 Never 

Average -8.20% £71 64 

        

Females, part-time       

10th percentile 44.80% £4,201 Never 

20th percentile 14.30% £1,313 Never 

30th percentile 5.40% £1,378 Never 

40th percentile 4.90% £2,411 Never 

50th percentile 4.90% £2,571 Never 

60th percentile 4.90% £2,571 Never 

70th percentile 4.90% £2,571 Never 

80th percentile 4.90% £2,571 Never 

90th percentile 4.90% £2,571 Never 

Average  10.50% £2,462 Never 
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Postgraduate tax 
 
What has been modelled? 
 
This scenario models whether taught masters courses could be funded through a form of 
‘postgraduate tax’ (similar to the graduate tax modelled for undergraduates in scenario five). 
This would be an additional 1.29 per cent on all income over £10,000, which would be levied 
for 40 years after graduation.     
 
Resource flows 
 

Postgraduates - Graduate Tax of 1.29% on earning over £10,000 

  To 

    Students/ 

Graduates 
Institutions Exchequer Total 

F
ro

m
 

Students/ Graduates NA £0m  £862m  £862m  

Institutions £0m  NA (£1,009m) (£1,009m) 

Exchequer (£862m) £1,004m  NA £142m  

          

  Total (£862m) £1,004m  (£147m)   

  Difference from baseline £0m  £0m  £0m    

  Share of total 85.5%   14.5%   

 
Institutional income 
 

Postgraduates - Graduate Tax of 1.29% on earning over £10,000 

Institution income       

        

Full-time students Trad. MM. Total 

FT gross fee income £0m  £0m  £0m  

FT net fee income £0m  £0m  £0m  

        

FT HEFCE grant £54m  £20m  £74m  

FT additional HEFCE grants with grad tax £499m  £147m  £646m  

        

Part-time students       

PT net fee income £0m  £0m  £0m  

HEFCE grant £14m  £15m  £29m  

PT additional HEFCE grants with grad tax £139m  £120m  £259m  

        

Total institutional income     £1,009m  

Funding per student     £33,575  

 
Exchequer costs 
 

Postgraduates - Graduate Tax of 1.29% on earning over £10,000 

Exchequer costs 

  Trad Inst. MM Inst. Total 

FT RAB Maintenance loan cost £0m  £0m  £0m  

FT RAB Fee loan cost £0m  £0m  £0m  

PT RAB cost £0m  £0m  £0m  
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Total student support £0m  £0m  £0m  

FT HEFCE grant (£54m) (£20m) (£74m) 

PT HEFCE grant (£14m) (£15m) (£29m) 

Total HEFCE funding (£68m) (£35m) (£103m) 

        

NPV of additional FT fee grants with grad 

tax 
(£500m) (£147m) (£646m) 

NPV of additional PT fee grants with grad 

tax 
(£136m) (£118m) (£255m) 

NPV of income from FT graduate tax £402m  £172m  £574m  

NPV of income from PT graduate tax £140m  £151m  £291m  

FT RAB cost for private students     (£3m) 

PT RAB cost for private students     £0m  

  (£704m) (£300m) (£1,008m) 

FT RAB charge (% of loan value)       

PT RAB charge (% of loan value)       

        

 
Postgraduate tax  
 

Postgraduates - Graduate Tax of 1.29% on earning over £10,000 

Graduate tax   

Base income for graduate tax £10,000  

Lower income band for graduate tax £30,000  

Upper income band for graduate tax £45,000  

Inflation for tax bands 2.0%  

Base graduate tax rate 1.290%  

Lower graduate tax rate 1.290%  

Upper graduate tax rate 1.290%  

Years of graduate tax payment 40  

Interest on additional HEI funding debt 2.0%  

Length of repayment of additional HEI funding debt 40  

 
Progressivity 
 
A postgraduate tax would be more progressive than a fee loan, as high earners would 
continue to contribute for 40 years. See figure 2.1 for a demonstration of how taxes are more 
progressive than fee loans.  
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