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Informing policy makers and the public ahead of the General Election.
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=  Four separate policy notes on higher education fees and
funding published in February

=  Three other public events - in London, Cardiff, and Belfast

= Engagement with major political parties to offer analytical
support for policy understanding and development

Damination SSRRERIIEEE o faes and = Assessment of manifesto commitments ahead of the General
Election

funding across the United Kingdom

We gratefully acknowledge the support of the Nuffield Foundation, which is funding this project.
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Higher education funding policy has diverged significantly since devolution.

HEl income Cost split
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terms) students
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Introduction

HE funding is hugely complex. Today, we are covering four questions.

What is the impact of the current (2023-24) Scottish funding system on
the Exchequer, HEls, and students/graduates?

How does this compare to England, Wales, and Northern Ireland?

What would the adoption of the English fee system in Scotland look like?

What would be the impact of introducing real loan interest rates under
the Scottish system?

Our analysis is based on the 2023-24 cohort of first-year Scottish domiciled UG students studying anywhere in the UK
(including FT and PT and all types of UG qualifications). We include Scottish HE students enrolled at UK HEIls as well as
Scottish FE colleges.



What is the impact of the current funding system on the
Exchequer, HEls, and students/graduates?
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Baseline (current system): Overview

Compared to other Home Nations, the Scottish HE funding system is most complex:

CURRENT SYSTEM

 Tuition fees of £1,820/£1,285 per FT first degree/sub-degree
student in Scotland, and £9,250 in RUK.

* FT students: Full fee grants in Scotland (free fees), and fee loans
for students in RUK. PT students: Means-tested fee grants for
students in Scotland (no fee support for PT students in RUK).

* Means-tested maintenance loans + grants for FT students of up
to £9,000 (irrespective of living circumstances). No maintenance
support for PT students.

* Repayment threshold of £27,660, uprated with RPI inflation
over time. Repayment rate of 9% of earnings above this
threshold. 0% real interest (nominal interest = 0% + RPI).
Repayment period of 30 years.
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Baseline (current system): Total costs for cohort
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Net Exchequer cost (adjusted for RAB)

Cost of maintenance grants (E76m)
Cost of maintenance loans (£147m)
Cost of tuition fee grants (£247m)
Cost of tuition fee loans (E12m)
Cost of Teaching Grants (£884m)
Total (£1,366m)
RAB charge (%) 20.6%
Net HEP income (UK HEls and Scottish colleges)

Gross fee income £326m
Teaching Grant income £884m
Cost of bursary provision (E1m)
Total £1,210m

Students/Graduates (FT first degree students from Scotland studying in Scotland)
£32,600
£33,200/£22,000

Note: All monetary values have been discounted to net present values and are presented in constant 2023-24 prices. Values per
student have been rounded to the nearest £100, and totals have been rounded to the nearest £1m.

Average debt on graduation

Average lifetime repayments (M/F)
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The Exchequer currently contributes
c.£1.37bn per cohort (£9,130 per FT
Scottish student at a Scottish HEI per
year).

HE providers receive £1.21bn in net
income per cohort (£7,870 per FT Scottish
student at a Scottish HEI per year).

The average debt on graduation per FT
first degree student from Scotland
studying in Scotland is £32,600.

Average lifetime repayments stand at
£33,200 for male graduates and £22,000
for female graduates.



Baseline (current system): Graduate loan repayments
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Total loan repayments by Scottish domiciled students who complete FT first
degrees in Scotland (NPV in 2023-24 prices), by lifetime earnings decile and

gender
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Note: All values have been discounted to net present values, are presented in constant 2023-24 prices, and have been rounded to the nearest
£100.




How does the Scottish system compare with other Home
Nations?
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How do the Home Nations differ in terms of funding? Substantially!

The public cost of the Scottish system is more than

5x that in England (highest in the UK), but Scottish
HEIls receive 23% less income than English HEls:

Exchequer cost

£1,630

£3,780
(>2x England)

HEIl income

£10,220

£9,290
(9% < England)

£9,130
(>5x England)

£7,870
(23% < England)

£4,810
(c3x England)

£7,620
(25% < England)
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£ per full-time ‘home’ student per year in 2023-24

Englishin | Scottishin | Welsh in
England Scotland Wales

Net Exchequer cost per student

Maintenance grants - £550 £3,800 £1,140
Maintenance loans £240 £720 (£240) £330
Tuition fee grants - £1,790 - -
Tuition fee loans £330 - (£270) £310
Teaching grants £1,060 £6,080 £490 £3,030

Net HEIl income per student

Gross fee income £9,250 £1,790 £9,000 £4,710
Teaching grant income £1,060 £6,080 £490 £3,030
Cost of bursaries (£90) (£200) (£120)

Note: All values are for ‘home’ domiciled full-time undergraduate students (including first degrees and other
undergraduate) in the 2023-24 entry cohort (where ‘home’ domicile refers to English domiciled students studying
in England, Welsh domiciled students studying in Wales, etc.). Values are rounded to the nearest £10.
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How do the Home Nations differ in terms of funding? Substantially!

Balance of total contribution between the Exchequer vs.
students/graduates

= |n England, most of the cost of HE is
16% 84% borne by students/graduates.

= |n Scotland, students are effectively

paid to attend HE (as they typically
44% 56% pay no fees but receive maintenance
funding).

= |n Northern Ireland and Wales, the
113% -13% split between Exchequer vs.
student/graduate cost is roughly

‘ even.
& 51% 49%

Note: The balance of contribution between the Exchequer and students/graduates was calculated across all students in the
relevant 2023-24 entry cohort of English, Scottish, Welsh, and Northern Irish domiciled undergraduate students (studying
anywhere in the UK and including both full-time and part-time students).




What would be the impact of adopting the English fee system
in Scotland?
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Implementing the English fee system in Scotland

@LE_Education

To illustrate the impact of different aspects of the funding system, we model the impact of applying the English

fee system to Scotland (i.e. removing free fees):

CURRENT SYSTEM

* Tuition fees of £1,820/£1,285 per FT first
degree/sub-degree student in Scotland,
and £9,250 in RUK.

* Fee support for FT students: Full fee
grants in Scotland (free fees), and fee
loans for students in RUK.

* Fee support for PT students: Means-
tested fee grants for students in Scotland
(no fee support for PT students in RUK).

APPLYING THE ENGLISH FEE SYSTEM IN
SCOTLAND

* Increase in fees to £9,250 per FT student
in Scotland.

* Fee increase backed by fee loans for all
students (and no more fee grants).

* Reduction in SFC Teaching Grants paid to
Scottish HEIs and FE colleges (to account
for the increase in fees).




Implementing the English fee system in Scotland
Difference L Education

Net Exchequer cost (adjusted for RAB) = The Exchequer costs would decline

Cost of mafntenance grants (E76m) (£E76m) - substantially, by £554m per COhOrt
Cost of maintenance loans (£147m) (£233m) (£85m) (41%)

Cost of tuition fee grants (£247m) - £247m

Cost of tuition fee loans (£12m) (£433m) (£421m) = The RAB cha rge would increase by
Cost of Teaching Grants (£884m) (£70m) £815m 11. 1pp,

Total (£1,366m) (£812m) £554m

= Scottish HEP income would increase
RAB charge (%) 20.6% 31.7% +11.1 pp by f416m per cohort (34%) RUK HEls

Net HEP income (UK HEIs and Scottish colleges) WOUld be u naffeCted ¢

Gross fee income £326m £1,556m £1,230m = The average debt on graduation per
Teaching Grant income £884m £70m (£815m) FT first degree student Studying in
Cost of bursary provision (E1m) (E1m) - Scotland would increase by £37,300.
Total £1,210m £1,625m f£416m . 1

= Average lifetime repayments would
Students/Graduates (FT first degree students from Scotland studying in Scotland) increase by £3 1’400 for male
Average debt on graduation £32,600 £69,900 £37,300 graduates and by £14’800 fOF fema|e

Average lifetime repayments (M/F) = £33,200/£22,000 £64,600/£36,800 £31,400/£14,800
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graduates.

Note: All monetary values have been discounted to net present values and are presented in constant 2023-24 prices. Values per
student have been rounded to the nearest £100, and totals have been rounded to the nearest £1m.



Implementing the English fee system in Scotland
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Total loan repayments by Scottish domiciled students who complete FT first
degrees in Scotland (NPV in 2023-24 prices), by lifetime earnings decile and

gender
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Note: All values have been discounted to net present values, are presented in constant 2023-24 prices, and have been rounded to the nearest
£100.
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= Lifetime repayments would increase
(substantially) for middle- and high-
income graduates.

= |n contrast, graduates at the lower
end of the income distribution
would be unaffected.

= This is one of the (many) widely
misunderstood aspects of the HE
fees and funding system.



4  What would be the impact of introducing real interest rates?
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Introducing real interest loan rates
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Finally, we also consider how much the Exchequer cost would be reduced under the introduction of real loan

interest rates:

CURRENT SYSTEM

Repayment threshold of £27,660, uprated
with RPI inflation over time.

Repayment rate of 9% of earnings above
this threshold.

0% real interest (nominal interest = 0% +
RPI).

Repayment period of 30 years.

INTRODUCING REAL LOAN INTEREST
RATES

* Real loan interest rate of 1% during
study; 0%-1% post-graduation for
earnings between £27,660 and £47,660;
and 1% for earnings of more than
£47,660.

e All other repayment terms are the same
as under the current system.




Introducing real interest loan rates
Difference

Net Exchequer cost (adjusted for RAB)

Cost of maintenance grants (E76m) (£E76m) -
Cost of maintenance loans (£147m) (£104m) £43m
Cost of tuition fee grants (£247m) (£247m) -
Cost of tuition fee loans (£12m) (£9m) £2m
Cost of Teaching Grants (£884m) (£884m) -
Total (£1,366m) (£1,321m) £45m
RAB charge (%) 20.6% 14.7% -5.9 pp

Net HEP income (UK HEIs and Scottish colleges)

Gross fee income £326m £326m -
Teaching Grant income £884m £884m -
Cost of bursary provision (E1m) (E1m) -
Total £1,210m £1,210m -
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Students/Graduates (FT first degree students from Scotland studying in Scotland)
Average debt on graduation £32,600 £33,000 £400
Average lifetime repayments (M/F) = £33,200/£22,000 £36,100/£23,800 £2,900/£1,800

Note: All monetary values have been discounted to net present values and are presented in constant 2023-24 prices. Values per
student have been rounded to the nearest £100, and totals have been rounded to the nearest £1m.
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Real interest rates of up to 1% would
only have a relatively marginal
impact.

The Exchequer costs would decline
by £45m per cohort (3%).

The RAB charge would decline by
5.9pp.

HE providers would be unaffected.

The average debt on graduation per
FT first degree student in Scotland
would increase by £400.

Average lifetime repayments would
increase by £2,900 for male
graduates and by £1,800 for female
graduates.



Introducing real interest loan rates

Total loan repayments by Scottish domiciled students who complete FT first
degrees in Scotland (NPV in 2023-24 prices), by lifetime earnings decile and
gender
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Note: All values have been discounted to net present values, are presented in constant 2023-24 prices, and have been rounded to the nearest
£100.
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= Again, middle- and high-income
graduates would repay more - but
much smaller increase than under
the introduction of the English fee
system.

= Graduates at the bottom of the
income distribution would again be
undffected.

= As with fees, the impact of changing
loan interest rates is often
misunderstood.



Conclusion
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Conclusion

»

POLICY OPTIONS?

= Significant pressures on = Wide range of potential
Scottish Budget (e.g. 3.6% policy options to consider

cash-terms cut in HE = Will need to be thought
resources in 2024-25 through carefully: Even
budget*alone) ‘small’ changes have large
= Very difficult decisions on impacts, and winners and
how to allocate limited losers are not intuitive

resources = No short-term ‘sticking
plasters’

= Current system of free fees
+ high TGs with student
number controls

= Huge public cost of the
system (>5x as high as
England) - but Scottish HEIs
are underfunded (23% less
income than English HEls)

= Large real-terms erosion of
HEI resource over time

1 nstitute for Fiscal Studies (2024). ‘Scottish Budget: Higher education spending’ (here).


https://ifs.org.uk/publications/scottish-budget-higher-education-spending

Thank you.

Dr Gavan Conlon, Partner gconlon@londecon.co.uk
Maike Halterbeck, Divisional Director, mhalterbeck@londecon.co.uk

James Cannings, Senior Economic Consultant, jcannings@londecon.co.uk

Full details of all the publications produced as part of this project are
available here:
https://londoneconomics.co.uk/blog/publication/general-election-
briefings-examination-of-higher-education-fees-and-funding-across-the-uk/

We gratefully acknowledge the support of the Nuffield Foundation (Grant FR-24390), which is funding this project. The
Nuffield Foundation is an independent charitable trust with a mission to advance social well-being. It funds research
that informs social policy, primarily in Education, Welfare, and Justice. It also funds student programmes that provide
opportunities for young people to develop skills in quantitative and scientific methods. The Nuffield Foundation is the
founder and co-funder of the Nuffield Council on Bioethics, the Ada Lovelace Institute, and the Nuffield Family Justice
Observatory. The Foundation has funded this project, but the views expressed are those of the authors and not
necessarily the Foundation. Visit www.nuffieldfoundation.org.

LE

London
Economics

Somerset House, New Wing, Strand
London, WC2R 1LA, United Kingdom
info@londoneconomics.co.uk

londoneconomics.co.uk

@LE_Education
+44 (0)20 3701 7700


mailto:info@londoneconomics.co.uk
https://londoneconomics.co.uk/
mailto:gconlon@londecon.co.uk
mailto:mhalterbeck@londecon.co.uk
mailto:jcannings@londecon.co.uk
https://londoneconomics.co.uk/blog/publication/general-election-briefings-examination-of-higher-education-fees-and-funding-across-the-uk/
https://londoneconomics.co.uk/blog/publication/general-election-briefings-examination-of-higher-education-fees-and-funding-across-the-uk/
http://www.nuffieldfoundation.org/

	Default Section
	Slide 1
	Slide 2: Introduction
	Slide 3: Introduction
	Slide 4: Introduction 
	Slide 5: What is the impact of the current funding system on the Exchequer, HEIs, and students/graduates?
	Slide 6: Baseline (current system): Overview
	Slide 7: Baseline (current system): Total costs for cohort
	Slide 8:   
	Slide 9: How does the Scottish system compare with other Home Nations?
	Slide 10
	Slide 11
	Slide 12: What would be the impact of adopting the English fee system in Scotland? 
	Slide 13: Implementing the English fee system in Scotland
	Slide 14: Implementing the English fee system in Scotland
	Slide 15: Implementing the English fee system in Scotland
	Slide 16: What would be the impact of introducing real interest rates?
	Slide 17: Introducing real interest loan rates
	Slide 18: Introducing real interest loan rates
	Slide 19: Introducing real interest loan rates
	Slide 20: Conclusion
	Slide 21: Conclusion
	Slide 22


