STUDENT LOANS IN SCOTLAND: THE CASE FOR A LITTLE MORE
CONVERSATION

Introduction

The most fundamental questions about high education funding look at the size, shape and
purpose of the system.

This paper is not about those sort of questions. It address the narrower question of policy
choice relating to student loans.

My subject is which former students are likely to end up paying back the most to the state for
their time in higher education, relative to their original family background. There is a growing
body of evidence that family background not only determines the resources available to a
person in childhood and adolescence, but that the effect of differences in family background
persist into adult life, affecting wealth transfers and inheritance, for example, as well as
correlating with future earnings. How far a student funding system risks exacerbating these
effects is worth attention.

| note the massive expansion in the reliance on student loans to fund sub-degree and degree-
level higher education in Scotland over the past two decades. | treat this as the reality likely to
continue to face students for the time being. Drawing on my PhD research, | show that the
approach to student loans in Scotland leads to a regressive distribution of student loan debt,
which the loan repayment system cannot be relied on to off-set; and that a comparison with a
similar-but-different system shows this effect is not inevitable.

| argue that this of itself would justify revisiting how student loans are used in Scotland. | further
note that the student loan reserve at UK level appears to be one of more obvious under-used
sources of income for the Scottish HE system. Leaving aside wider discussion of how far
student loan is a resource that should be further drawn on at all, | suggest the current design of
the student funding system in Scotland is an argument against doing so.

Student loans in Scotland: a brief history

Student loans are critical to funding higher education across the UK.

UK students are funded according to “domicile”, i.e. which part of the UK they live in just before
entering higher education. Scotland is the only part of the UK which uses undergraduate
student loans solely to support living costs (with an exception for those leaving Scotland to
study). This is because the state notionally funds full-time, first-time undergraduate teaching
costs in Scottish higher education institutions in full.

e Student loans were introduced in the UK in 1990 as a top-up to maintenance grants. In
1998, they replaced all maintenance funding. Loans also became “income contingent”,
so that repayment would be related to income after graduation, replacing the previous
“mortgage style” loans.

e In 1999, the funding of higher education was largely devolved to the Scottish Parliament.
In 2001, the new Scottish Government reintroduced some maintenance grant (renamed
bursary), but kept in place much of the loan already in use, as a top-up to living cost



grants. It also introduced a post-graduation payment of £2,000 (the “graduate
endowment”). Graduates could take-out a student loan to pay this.

e Inthe 2007 Holyrood elections, the Scottish National Party campaigned on a high-
profile campaign targeted at students to “Dump the Debt”, which promised to remove
student debt. In 2006-07, student loans issued were worth under £200m a year.

e Theincoming SNP government immediately abolished the graduate endowment,
reducing total borrowing by around £30m year.

e |n 2010, the Scottish Government consulted on various changes to the student funding
system, including setting out the government’s opposition to seeking graduate
contributions, but also seeking views on introducing these, based on arguments made
to it by NUS Scotland and Universities Scotland, both of which were by this point
concerned about a lack of resources for students and universities, respectively.

e |n 2011, the then First Minister, Alex Salmond MSP, delivered a pre-election speech
declaring “the rocks will melt with the sun” before fees (and by implication fee loans)
would be introduced in Scotland, in response to the decision to raise fees (and fee
loans) in England from just under £4,000 to £9,000 a year.

e |n2012-13, loans for fees for taught post-graduate students replaced a previous more
limited scheme of grants; this was later expanded into a fuller package of loans for fees
and living costs.

e |n 2013-14, the Scottish Government substantially reduced maintenance grant
entitlements, but increase living cost loan entitlements by a much larger amount, so
that students across the income range were able to obtain more living cost support. The
largest benefit was for those only entitled to non-means-tested support. This raised the
total value of loans issued to Scottish students to £436.3m in 2013-14.

e |n 2017, a Scottish Government review of student funding suggested that all students
regardless of family background be given a “minimum income” equivalent to the living
wage, as a mix of loan and grant. This recommendation was not acted on at the time,
although there has been a general increase in living cost support over subsequent
years, largely through loans. The 2013-14 cut to maintenance grants has only been
partially reversed.

e Student loans have not featured prominently in recent political discourse, although in
April 2021, the then First Minister, Nicola Sturgeon MSP, said at an NUS Scotland
hustings that, “We need to continue to shift away from loan provision to grant provision
and make that the predominant part of the student support package and perhaps
ultimately hopefully, if resources allow, the totality of the student support package.”

e |n 2024-25, loan entitlements were increased by £2,400 at all income levels (+30-40%,
depending on previous entitlement). Postgraduate student loans are now worth £13,900
ayear. The Scottish Government has budgeted for total student borrowing of £935m in
2025-26.

Loans as a proportion of all HE funding in Scotland

The Scottish Government cash budget for Student Awards Agency Scotland allows £287.8m in
the current year for non-repayable (grant support) for students. It gives the Scottish Funding
Council “HE resource” for universities of £773.6m. HE capital was set at around £368m. Some
further funding for short-cycle HN-level courses in Scotland will come from the funding
provided to colleges (£656m in total), although this element is not separately identified in the
Scottish Government budget.
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Although the dominant political rhetoric about loans remains negative, at £935m a year student
loans now account for over one-third of total HE funding in Scotland, and around half the
total spent specifically on undergraduate teaching/student living cost support combined.

To remove student loans from the system would therefore now mean finding alternative funding
for student living costs on a very large scale, or ceasing to provide that support. In practice
withdrawing public funding for living cost support in that way would cause a crisis in
participation in the higher education system, and a crisis in recruitment for universities.

In other words, student loans are now an essential and a major part of the public funding of
higher education in Scotland, and this is unlikely to change any time soon.

Research background

My PhD was on a longitudinal study of two compete cohorts of students, based on their student
funding records. It is only such work undertaken for any part of the UK, to the best of my
knowledge. | compared students from Scotland and Wales subject to the main package of
student support for full-time, first time undergraduates, to explore how different policies in
relation to the use of student loans may give rise to different outcomes. The figures below
exclude the small percentage of Scots travelling to study elsewhere in the UK, who were able to
borrow more, to meet a £9,000 fee cost. Welsh students’ fee borrowing was the same,
regardless of where they studied. The Scottish cohort left HE in 2017, and the Welsh cohort in
2016.

Student borrowing behaviour

Student borrowers can be placed in three groups; those who take up all the loan they are
entitled to, those who take up some of it, and those who make no use of loans, and so leave HE
debt free. Investigating the records further showed that most students who only borrow part of
their entitlement do so by deciding not borrow anything in one or more particular years, rather
than by taking out less than their whole annual entitlement in any single year.

This table shows the distribution of students studied across these three groups.

Loan use across period of study by domicile and borrower type:
Scottish and Welsh study cohorts

Domicile No loan Some loan All possible loan
% % %
| Scotland |[SERPY 20 59
| Wales RS 13 87

Source: Author’s research: full-time, first-time undergraduates leaving HE in 2017 (Scotland) and 2016
(Wales)

Loan take-up was much lower for Scots. The Scottish average however masks a difference
between those completing at degree level and at sub-degree level. Degree students, who made
two-thirds of the Scottish cases, were half as likely to complete debt free (16%) as sub-degree
students (32%). Just over half of Scottish degree students (56%) took out all their possible loan,
and the remainder borrowed at least in some years. HN students tended to take out all their
debt or none. For Welsh students, the difference by level of study was much smaller.



Students in Scotland from lower incomes were significantly and substantially more likely to be
borrowers, and to take out all their loans, compared to those from higher income households.
This effect persisted as other factors were taken into account. Severe limitations on the income
data available for Scotland did not allow students from households in the top two-thirds of the
distribution to be differentiated. However, additional analysis using data on postcode at time of
application, classified according to the Scottish Index of Multiple Deprivation, strongly suggests
that a further relationship between borrowing and household income would be found within
that group.

There were some geographic effects worth noting: students from more rural areas in Scotland
were more likely to use living cost loans. Information on whether Scottish students lived away
from home was not available, but constructing a proxy variable suggested this as the
explanation, unsurprisingly. There is a “greater Glasgow effect”, which depresses loan take-up,
which may be due to the greater number of options for commuting students in that area
compared to others, and possibly also a stronger tradition of living at home for some or all the
time, across the social classes. A “greater Aberdeen effect”, which also reduced loan take-up,
appears most likely to be explained by limitations on the income data and the relative wealth of
that area, in the period studied.

High loan take-up in Wales limited the scope for any substantial relationship between student
characteristics and loan use. There were differences by income, but they were much smaller:
the only statistically significant effect was that those from middle income homes were more
likely to borrow, than those below and above. The effect was relatively small. There was little
difference between behaviour for living cost loans or fee loans (Welsh students in this cohort
were liable for a fee loan of just under £4,000 a year, regardless of where they studied, or their
household income).

The distribution of debt

Combining entitlements on paper with how far these are taken up in practice produces the
actual distribution of student loan debt among those leaving higher education.

In Scotland, where means-tested grant was (and remains) relatively low, the largest loan
entitlements were (and remain) targeted on those from lower income households. Within that
group, “independent” (mainly mature) students were (and still are) offered a package with less
grant and more loan, compared to “young” students.

In Wales, the system in place for the study cohort (and its successor system) involved much
higher sums of means-tested maintenance grant; as a result, in contrast to Scotland loan
entitlements rose with income, as grant entitlement fell.

A simple way to compare the distribution of total borrowing by original household income is
using concentration curves: see the figures below. This is the same approach as used for
illustrating the Gini coefficient, one of the most common methods of measuring wealth equality.
Here, the x-axis ranks all cases in the cohort by household income; the y-axis measures the
cumulative share of total borrowing.

In these figures, the diagonal line represents equality (i.e. what the result would be if every
student left with an identical amount of borrowing). A curve above the line shows that what is
being measured (here, total borrowing) is more concentrated among those from households in
the lower part of the income distribution.



This was the result for Scotland, as shown below. It is a product of higher loan entitlements
combined with higher loan take-up among students from lower incomes. The “all cases” line is
closer to equality than the degree and sub-degree lines individually, because students from
lower income households are more concentrated in sub-degree courses, which are shorter. This
reduces total borrowing at lower incomes.

Scotland and Wales: concentration curves for total borrowing
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The Welsh results were closer to equality, and the curve falling below the line shows that
borrowing was very slightly more concentrated in those from middle to high incomes.

Separating fee and living cost debt in Wales (shown below for degree students only, for clarity:
the results were similar at both levels) demonstrates that fee debt was evenly distributed by
income (the line is hard to see; it is on the diagonal) while living cost debt, in a mirror image of
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Scotland, was less concentrated at lower incomes, reflecting both the design of the scheme
and its high take-up across the income range.

Wales: concentration curves for total borrowing, fee and living cost loans shown separately,
degree cases only
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Loan repayments

“Income contingent” repayment systems, as used for all parts of the UK, are intended to extract
higher repayments from higher earners, and allow lower earners to write off more of their debt.
The higher the level of earnings at which loan repayments start (the “repayment threshold”) and
the shorter the period over which borrowers are expected to make repayments before their
remaining debt is written off (“the repayment period”), the more the repayment system shelters
lower earners from repayment.

Repayment is therefore a function of how much debt a former student has, their later earnings
and the design of the repayment scheme they are in. Predicting the distribution of repayments
by original family background comes with significant provisos as to the absolute figures, but the
sensitivity of the results to making, and changing, various assumptions can be explored.

In running a range of scenarios for Welsh students, altering the assumptions about graduate
earnings, the repayment threshold and interest rates, made a limited difference. Total lifetime
repayments, measured in net present value, were always more skewed away from those starting
from lower income homes than was the case for initial borrowing. Because of the pattern of
initial borrowing, and the assumed association between family background and later earnings,
the Welsh system can be securely predicted to have the effect of skewing the cost of repaying of
student loans away from those who started from lower-income homes. The figure below
illustrates this effect for degree students (sub-degree students showed similar results): the x-
axis here ranks cases according to their original household income, and the y-axis is the share
of total loan repayments.



Wales: sample concentration curves for total loan repayment (net present value): degree
students
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For students from Scotland, the results by contrast are very sensitive to what assumptions are
made about the repayment threshold and future earnings (results for degree students
illustrated), in terms of how far they show the repayment system offsetting the initial skew of
borrowing towards those from lower income homes. The figure below for degree students (sub-
degree students showed a similar effect) shows results that cluster either side of the equality
line, although at the bottom of the original household income distribution (at 0 and just above
on income axis) there is a group that repays a disproportionate share, under every scenario
examined.

Scotland: sample concentration curves for total loan repayment (net present value): degree
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The Scottish Government’s recent increase in the loan repayment threshold to £32,754, well
above any level explored in my research, will have a substantial effect in offsetting the skew of
borrowing towards those from lower income backgrounds, but only if it stays that high in real
terms over the next few decades.



In short, the repayment system will help to offset the regressive skew of initial student
borrowing in Scotland, but how far it will do so is unpredictable. Moreover, the better that
students who started from lower income homes fare in the labour market, the less likely the
repayment system is to have any off-setting effect.

Looking ahead

The regressive impact of the Scottish system on student loan repayment is likely to be less
acute than initial borrowing patterns suggest. But by how much, is very difficult to know.

Moreover, these calculations treat “equality” as everyone paying back the same amount at net
present value (NPV), regardless of how much they earn. The NPV calculations strongly suggest,
however, that looking instead at the proportion of a person’s post-graduation earnings spent on
loan repayments would show the Scottish system in a more regressive light.

The effects visible in the Scottish system are not an inevitable feature of using student loans on
a large scale, as the comparison with Wales shows. That comparison suggests that fee loans
would offer one mechanism for drawing students from higher income backgrounds into the loan
system, and thus distributing borrowing more evenly by income, and lowering the risk of long-
term regressive effects. Experience in Wales shows fee loans having high take-up across the
income range, and that they may also be associated with more even take-up of maintenance
loans by income. Fee loans need not be for the whole cost of teaching (as shown in the Welsh
model in the period studied here and Northern Ireland now), and they could be means-tested
(as has been done in some other jurisdictions).

Fee loans would also release some state cash from non-means-tested fee subsidies, which
could be used to increase grants targeted on students from lower-income households (again, as
in Wales).

Leaving aside the politics, the technical and behavioural issues involved in moving to such
system are not trivial, not least given the mix of short- and long-cycle HE in Scotland, and the
way fees and loans have been discussed here over a long period. Whether that is reason enough
to leave things as they are, is a different question.

Meantime, in 2023-24, the latest year for which the figures are available, the total amount owed
by borrowers who were Scottish-domiciled at the point of taking out a student loan was £8.4bn,
and the total amount repaid by this group in that year was £223.4m. The amount collected via
this quasi graduate tax is going to rise, and risks falling harder on those who entered higher
education from lower income backgrounds, as time passes, even though they are not the
highest earners.

Loan as a source of additional funding to the HE system

Under the logic of the Barnett formula, the Scottish Government should, if it wished, be able to
draw down a pro rata share of the loan budget for students in England.

Loans are budgeted for based on the “Resource Accounting and Budgeting” (RAB) charge. This
is the estimated cost to Government of borrowing to support the student finance system. It is
based on future loan write-offs and interest subsidies in net present value terms.

Following recent rises in loan use, the Scottish Government is estimating an annual RAB charge
of £397m. The RAB charge in in England now appears to be around £5.5bn. This is a lower
percentage of total loan outlay than in Scotland, likely to be explained to loan repayment
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system having recently become less generous to borrowers in England, as Scotland’s has
moved in the opposite direction: during the 2010’s, Scotland had a much lower repayment
threshold, and a longer repayment period.

There would therefore, at first sight, appear to be untapped loan subsidy of roughly £150m (a
“Barnett share” of one-tenth of £5.5bn, less the existing Scottish RAB charge of £397m). That
implies in turn that the Scottish Government should be able to increase its use of loans by up to
something like 37% (£150m/£397m), which in turn implies additional loans could be issued to
Scottish-domiciled students with a face value of up to c£350m (37% x £935m). These are rough
calculations, but even if they are overestimates, they suggest there is some significant resource
locked away here, the Scottish Government has made a decision not to draw on further for this
purpose.

Conclusion

If there is unused student loan funding, as appears, then leaving it untouched is a different sort
of political decision from declining to find large a sum from the cash budget, through higher
taxes or cuts to other services. Unless the Scottish Government has found a way to recycle this
into other areas of non-cash spending, drawing on it further raises questions only about how far
students from Scotland should be any more indebted than they are, and if so, by how much, and
which ones, and for what. There may be some discomfort in having that conversation. Since
2007, however, the debt level of Scottish students has quintupled, this extra borrowing has
fallen disproportionately on those from lower incomes, and there has been no real public
debate about that.

Whether or not more use is made of student loans, we should be talking more about the way we
use them now; and if we want to increase their use, that conversation is essential.

Dr Lucy Hunter Blackburn

May 2025



