Annex A
English university revenues 1994-95 to 2003-04

All inflation adjustments in this report are based upon RPI in the year to August (so inflation for 2004-05 equals RPI inflation for year to August 2005). All figures given in 2003-04 prices. Future RPI inflation assumed to be 2.5 per cent per annum. All figures are in £m unless stated.

Historic growth

1. As Figure 1 shows, the English Higher Education sector has enjoyed strong real terms revenue growth since 1994-95. 

Figure 1:
Total income of English HEIs (Academic years, £000 2003-04 prices
)
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2. The rate of growth accelerated after 1997-98 when growth in public funding began to match growth in funding from other sources. In particular, as Table 2 shows, revenue from public sources has increased strongly since 1998-99 after a period of weakness in the mid 1990s.

Table 2:
Year on year real terms growth in revenue from public sources (per cent)
 

	1995-96
	1996-97
	1997-98
	1998-99
	1999-00
	2000-01
	2001-02
	2002-03
	2003-04

	-0.1
	-2.3
	-0.5
	5.0
	3.0
	2.4
	5.3
	4.6
	6.1


3. Table 3 below breaks funding down into four sources: public, home and EU fees (meaning full-time students on standard rates), international fees and other non-public funding. These categories have been created by aggregating categories given in published HESA data volumes. The mapping used is set out in the appendix. With fee income in particular, the practice has been to err on the side of including revenue sources in the ‘nonpublic’ category meaning that some of the fee income counted here as nonpublic will, in fact, come from public sources.

Table 3:
Revenue of HE Institutions by sector of revenue source 1998-99 to 2003-04 (£millions 2003-04 prices)
	
	1998-99
	1999-00
	2000-01
	2001-02
	2002-03
	2003-04
	Increase 98-99 to 03-04 (%)

	Public (excl home fees)
	5545
	5712
	5850
	6160
	6443
	6834
	23.2

	Home and EU fees
	1012
	1026
	1028
	1038
	1071
	1090
	7.7

	Total public
	6557
	6738
	6878
	7198
	7514
	7924
	20.8

	Nonpublic (excl non-EU fees)
	3829
	4105
	4222
	4359
	4606
	4845
	26.5

	International fees
	613
	640
	691
	797
	978
	1122
	83.0

	Total nonpublic
	4442
	4745
	4914
	5155
	5584
	5967
	34.3


Source: HESA
Estimating the future
Public funding
The period to 2010-11
4. Given the cyclical nature of public spending, past performance is an imperfect guide to the future. In considering what might happen to public funding it is helpful to make a distinction between the period 2004-05
 to 2007-08 (for which government budget figures exist) and 2008-09 to 2010-11 (for which period the best guide are the figures for overall public spending given by the Chancellor of the Exchequer in his 2005 pre-Budget report. With regard to the latter period, it is also worth making a distinction between revenue dependent upon the implementation of the government’s Science and Innovation Investment Strategy (which runs until 2014) and other public revenue sources which are more exposed to general trends in public spending levels
.

5. In recent years, government has treated science and research (including non-science research in universities) as a separate entity from Higher Education. This is true not merely of the resources allocated through the science budget (much of which is ultimately spent in universities) but, in England at least, of research funding provided through the Higher Education Funding Council for England (which technically remains part of the education budget)
. Increases in public funding for university research now depend upon the fulfilment (or otherwise) of the government’s science and innovation investment strategy; whereas increases in other public revenue streams are determined independently. It is entirely plausible that universities could in future be faced with public funding settlements in which the fortunes of research and other funding are sharply divergent.
6. Increases in government spending on science and other Higher Education activities are shown below for years up to 2007-08 (the last year of the 2004 spending review period). There are different ways of estimating government’s spending on these activities – the measures employed here have been chosen because they offer the best year on year comparisons rather than because they best correspond to science and non-science spending in universities, since our primary interest is to establish rates of growth.

Table 4:
Growth of planned science funding (including funding council resource) and other HEFCE council funding streams 2003-04 to 2007-08 (£millions 2003-04 prices)
	
	2003-04
	2004-05
	2005-06
	2006-07
	2007-08

	Total HEFCE funding

	5484
	5993
	6332
	6719
	7057

	HEFCE funding net of science component

	4202
	4667
	4867
	5130
	5348

	Total science funding

	3659
	3901
	4378
	4656
	4991

	RPI Inflation (per cent)

	3.2
	2.8
	2.5
	2.5
	

	Year on year real growth in net HEFCE funding (per cent)
	
	7.6
	1.4
	2.8
	1.7

	Year on year real growth in science funding (per cent)
	
	3.3
	9.2
	3.8
	4.6


Source:
HEFCE/HESA/Treasury/ONS
7. The projection uses the growth in science-related spending implied by public budgets (much of which is spent outside the HE sector) to estimate the growth in HEI revenues for science related purposes from public sources. It also assumes that the growth in HEFCE budgets will be equal to the growth in HEI revenues from non-science related public funding. Using the method for designating funding sources as public or nonpublic and science and nonscience shown in Appendix 1 to Annex A gives totals of £2266m for public science revenue and £4568 for public nonscience revenue for 2003-04 (our baseline year for projections). If the real growth rates shown in table 4 are applied to these figures, those figures increase as shown in table 5.
Table 5:
Projected revenue from public sources 2003-04 to 2007-08 (£millions 2003-04 prices)
	 
	2003-04
	2004-05
	2005-06
	2006-07
	2007-08

	Non- Science
	2266
	2341
	2555
	2651
	2773

	Science
	4568
	4916
	4987
	5129
	5216

	Deductions from HE budgets to recoup spending on student support

	
	
	
	0
	0

	Total public
	6834
	7257
	7543
	7780
	7989


Source:
HESA/Table 4
2008-09 to 2010-11
8. With regard to the three years after 2007-08, there is much less information to go on. However, a few salient facts can help in making an educated guess concerning revenue growth from public sources:

a. It is probable that science (which includes university research in the arts, humanities and social sciences) will, along with health and schools be favoured in the 2006 Comprehensive Spending Review. The 2004-14 Science and innovation investment framework sets a target of 2.5 per cent of GDP to be spent on research and development by around 2014 (there is no firm commitment to a specific date). Even allowing for the very ambitious aspiration to increase private sector R&D spending to 1.7 per cent of GDP this still requires a large increase in the share of GDP accounted for by public funding for R&D from 0.62 per cent in 2002 to 0.8 per cent. On the basis of these figures, achieving this target by 2014 would require annual real terms increases of 2.1 per cent more than the rate of growth in the economy (ie. real terms increases of 4.6 per cent per annum assuming growth of 2.5 per cent) from 2002 to 2014.

b. Other public budgets associated with higher education enjoy less protection. The Institute of Fiscal Studies has estimated on the basis of figures contained in the 2005 Pre-Budget Report that overall public spending will increase by 1.8 per cent per annum in real terms between 2007-08 and 2010-11. Higher Education is unlikely to do as well as the wider public sector for a number of reasons:

i. Recent increases have reflected the high political sensitivity of Higher Education in the run-up to the passage of the 2004 Higher Education Act. No such ‘political premium’ can be expected in future. With a highly controversial Schools Bill expected in 2006, secondary education is likely to take priority over other education sectors in the forthcoming Comprehensive Spending Review.

ii. The arrangements established for student support under the 2004 Act present the government with substantial liabilities which are directly linked to numbers of home and EU students. The costs to government of underwriting further expansion of the HE sector have, therefore increased.

iii. Unless participation rates increase (and they are currently static) home student will fall after 2010-11 as the number of 18-21 year olds in the population begins to fall. Demographers expect numbers to decline for ten years at a rate of around 1 per cent per annum. Ministers are likely to be very cautious about funding additional capacity in HE which may become redundant within the space of a few years; and with very modest increases in demand expected until 2010-11 rates of unit funding can be preserved with very minimal real terms increases in funding council teaching budgets.
iv. The current political emphasis upon frontline health and education services makes it very unlikely that training budgets for teachers, nurses and other health professionals (which are largely spent in the HE sector) will be prioritised over the next few years by the health and education departments and their surrogates

v. The most prestigious (and politically formidable) institutions will be partially satisfied by large increases in science funding which can be presented as part of a favourable funding outcome for the HE sector as a whole. These institutions also have less to fear from a funding settlement which presumes lower numbers (so long as unit funding rates are preserved) because they will face fewer difficulties recruiting in a tight market.
9. On the basis of these considerations the projections in this report assume that Higher Education Institutions’ revenue from research funding will increase by 4.6 per cent per annum in real terms between 2007-08 and 2010-11 and revenue from other public sources by 1 per cent per annum over the same period.

Table 6:
Projected revenue from public sources 2003-04 to 2010-11 (£millions 2003-04 prices)
	 
	2003-04
	2004-05
	2005-06
	2006-07
	2007-08
	2008-09
	2009-10
	2010-11

	Non Science
	2266
	2341
	2555
	2651
	2773
	2900
	3034
	3173

	Science
	4568
	4916
	4987
	5129
	5216
	5268
	5321
	5374

	Deductions (see table 5)
	
	
	
	0
	0
	0
	0
	0

	Total 
	13891
	14652
	15302
	16231
	17127
	17987
	18589
	19277


Source: Table 5/Paragraph 9 
Home student fees

10. In 2003-04 English HEIs received £1.09bn  in standard rate fees for teaching full-time home and EU students. Fee rates are pegged to inflation so any real terms increases in 2004-05 and 2005-06 depend upon increases in student numbers.

11. According to results from the Higher Education Students Early Survey (HESES), which collects in-year data on student numbers to enable HEFCE to finalise funding allocations, numbers of full-time home and EU domiciled undergraduates in 2004-05  were up by 2.0 per cent on 2003-04. In 2005-06 the equivalent year on year increase was 2.8 per cent
. For the purposes of the projections in this report it is assumed that standard rate fee income from full-time students in 2004-05 and 2005-06 increased at the same rate as HESES numbers. On this basis, it is estimated that regulated full-time home and EU fee revenue will have increased from £1090m in 2003-04 to £1112m in 2004-05 and £1143m in 2005-06 (in 2003-04 prices).

12. From 2006-07 English HEIs are entitled to charge fees of up to £3000 per annum. HEIs have supplied details of their estimates of additional income from higher fees for the first five years of the new regime. The projections for 2006-07 to 2010-11 are the sum of English HE sector’s collective estimates of additional income and the previous year’s estimate. The figures used are for additional income net of bursary payments (which are largely new commitments prompted by the 2004 Higher Education Act). They do not however discount administration and outreach costs (because these replace existing commitments to administer student support funding and participate in outreach programmes).

Table 7:
Revenue from regulated fees from full-time home and EU students 2004-05 to 2010-11 (£millions 2003-04 prices)
	 
	2003-04
	2004-05
	2005-06
	2006-07
	2007-08
	2008-09
	2009-10
	2010-11

	2005-06 total
	
	
	
	1143
	1143
	1143
	1143
	1143

	Gross additional income[1] (HEI estimates 06-11)[2]
	
	
	
	458
	882
	1268
	1275
	1362

	Total
	
	
	
	1699
	2123
	2509
	2516
	2603

	Estimated bursary payments
	
	
	
	117
	222
	317
	318
	341

	Effect on demand

	
	
	
	0
	0
	0
	0
	0

	Net total
	1090
	1112
	1143
	1485
	1803
	2094
	2100
	2164


Sources: HESA/UCAS/OFFA
Nonpublic income

13. Revenue from sources wholly or principally outside the public sector increased strongly in the decade to 2004.

Table 8:
Revenue from nonpublic sources 1994-95 to 2003-04 including international fees (£millions)
	
	94-95
	95-96
	96-97
	97-98
	98-99
	99-00
	00-01
	01-02
	02-03
	03-04

	Revenue from nonpublic sources
	3596
	3923
	4246
	4379
	4442
	4745
	4914
	5155
	5584
	5967

	Year on year increase (per cent)
	
	9.1
	8.2
	3.1
	1.4
	6.8
	3.6
	4.9
	8.3
	6.9

	Mean increase (per cent)
	5.8


Source:
HESA
14. It is by opening new markets for academic products, rather than expanding into sectors other than Higher Education that universities have most successfully boosted their revenues. The fastest growing source of revenue in recent years has been fees charged to students from outside the EU and unregulated fees charged to full-time home students, (particularly postgraduates). These increased by 83 per cent and 78 per cent respectively between 1998-99 and 2003-04.

15. Revenue from international student fees, in particular, is very difficult to predict. There are some indications that growth may have peaked (the rate of growth in 2003-04 was much less than in 2002-03 and HESES numbers for 2004-05 and 2005-06 entry show a further slowdown). However, other early indicators – in particular numbers of student visa applications show continuing strong increases suggesting strong underlying demand for UK education services
. There are some persuasive reasons to think that that the market will grow further (the number of potential students in rapidly expanding countries cannot at present be catered for by local providers) but next to nothing is known about the returns on a UK degree to students from the major source countries who return home to seek employment; nor is much known about the development of in-country provision for these students or about the future direction of the global economy. It is on these things that the size of the mature market – and the time taken for it to reach maturity - will ultimately depend.

16. This unpredictability means that there is little to be gained from making a separate projection of international fee revenue and this has not been attempted. However, it is worth bearing in mind that institutions depend for a growing proportion of their revenue upon an income stream that is both unpredictable and volatile.

17. For the purposes of the projection it has been assumed that nonpublic revenue will continue to increase at 5.3 per cent per annum in real terms – equivalent to the mean annual rate of increase in nonpublic revenue from sources other than international student fees between 1998-99 and 2003-04
. This effectively assumes that the exceptional rates of growth in international student fees will slow but that they will continue to increase at the same pace as other nonpublic revenue sources.
Table 9:
Revenue from nonpublic sources 1994-95 to 2003-04
	 
	03-04
	04-05
	05-06
	06-07
	07-08
	08-09
	09-10
	10-11

	Nonpublic
	5967
	6283
	6617
	6968
	7338
	7727
	8137
	8569

	Year on year increase (per cent)
	
	5.3
	5.3
	5.3
	5.3
	5.3
	5.3
	5.3


Source: HESA/Paragraph 17
Total income

18. Putting the figures in the preceding sections together yields the following projection for total income.

Table 10:
Revenue 2003-04 to 2010-11
	 
	03-04
	04-05
	05-06
	06-07
	07-08
	08-09
	09-10
	10-11

	Public
	6834
	7257
	7543
	7780
	7989
	8168
	8354
	8547

	Nonpublic
	5967
	6283
	6616
	6967
	7336
	7725
	8134
	8565

	FT home and EU fees (net of bursaries)
	1090
	1112
	1143
	1485
	1803
	2094
	2100
	2164

	Total (net of bursaries)
	13891
	14652
	15302
	16231
	17127
	17987
	18589
	19277

	Year on year increase (per cent)
	
	5.5
	4.4
	6.1
	5.5
	5.0
	3.3
	3.7


Source:
Tables 6 ,7 and 9
Relative importance of public and nonpublic funding

19. The proportion of revenue accounted for by public sources is forecast to decline between 2003-04 and 2010-11. This is not, however, the whole story. Regulated fee income ultimately depends upon public spending choices because universities can only access home student fees if the government agrees to subsidise their places through HEFCE teaching funding, student support and subsidised interest on student loans. The proportion ultimately dependent upon public spending decisions must therefore include regulated fee income as well as public funding per se. When this is taken into account it is clear that the importance of public support to universities is forecast to change very little over the period. The extent of the sector’s dependence upon the government will not be much different in 2010-11 from what it was in 2003-04. 
Figure 11:
Shares of revenue and growth by sector of income source 2003-04 to 2010-11 (total value in 2003-04 £billions in brackets)
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Appendix 1 to Annex A:
Mapping of revenue sources to sectors

	
	Sector
	Science status (public only; 2003-04 only)

	
	Public 
	Nonpublic
	Home fees
	Science
	Nonscience

	Funding council grants
	
	
	
	
	

	HE provision(#5)
	
	
	
	
	

	Recurrent grants (Teaching)
	x 
	
	
	
	100%

	Recurrent grants (Research)
	x 
	
	
	100%
	

	Recurrent grants (Other)
	x 
	
	
	£50000 (for HEIF and HEROBC)
	Total less £50000

	Release of deferred capital grants
	x 
	
	
	50%
	50%

	FE provision(#6)
	x 
	
	
	
	100%

	Total 
	
	
	
	
	

	Tuition fees & education grants & contracts
	
	
	
	
	

	Home & EU domicile
	
	
	
	
	

	FT HE Fees
	
	
	
	
	

	Standard rates
	
	
	x
	
	

	Non-standard rates
	
	x
	
	
	

	PT HE fees
	
	x
	
	
	

	Overseas (non-EU) domicile
	
	x
	
	
	

	Non-credit-bearing course fees
	
	x
	
	
	

	Other fees & support grants
	
	x
	
	
	

	Other income - other services rendered
	
	
	
	
	

	Course validation fees
	
	x
	
	
	

	Teaching companies
	x
	
	
	100%
	

	Knowledge Transfer Partnerships
	x
	
	
	100%
	

	UK central govt. bodies, local authorities, health & hospital authorities
	x
	
	
	
	100%

	UK industry, commerce & public corporations
	
	x
	
	
	

	EU sources
	
	x
	
	
	

	Other overseas sources
	
	x
	
	
	

	Other sources
	
	x
	
	
	

	Research grants & contracts
	
	
	
	
	

	OST Research Councils
	x
	
	
	100%
	

	UK-based charities
	
	x
	
	
	

	UK central govt. bodies, local authorities, health & hospital authorities
	x
	
	
	100%
	

	UK industry, commerce & public corporations
	
	x
	
	
	

	EU sources
	
	x
	
	
	

	Other overseas sources
	
	x
	
	
	

	Other sources
	
	x
	
	
	

	Other income - other
	
	
	
	
	

	Residences & catering operations
	
	x
	
	
	

	Grants from local authorities
	x
	
	
	
	100%

	Income from health & hospital authorities
	x
	
	
	
	100%

	Release of deferred capital grants
	
	x
	
	
	

	Income from intellectual property rights
	
	x
	
	
	

	Profit on disposal of tangible fixed assets
	
	x
	
	
	

	Other operating income
	
	x
	
	
	

	Endowment & investment income
	
	
	
	
	

	Specific endowments
	
	x
	
	
	

	General endowments
	
	x
	
	
	

	Interest receivable
	
	x
	
	
	


� Inflation adjustments based on retail price index (RPI) for year to August (so inflation in Academic Year 1994-95 equals RPI for year to August 1995)


� All inflation adjustments in this report are based upon RPI in the year to August (so inflation for 2004-05 = RPI inflation for year to August 2005). All figures given in 2003-04 prices. Future RPI inflation assumed to be 2.5 per cent per annum. All figures are in £m unless stated.


� HESA income figures for 2004-05 we not available at the time of writing. This analysis uses 2003-04 figures as a baseline and estimates growth using the rate of increase in published budgets.


� Perhaps confusingly, research in the arts and humanities and knowledge transfer activities both count as science in this context whereas the provision of taught courses in science subjects does not. In terms of government spending, ‘science and innovation’ means ‘research and knowledge transfer’.


� In recent spending reviews, the Treasury has announced the level of HEFCE research funding at the same time as it announces the size of the science budget, effectively removing from HEFCE and the Department for Education and Skills the power to prioritise between university research and other priorities. In this way, HEFCE research funding has become an instrument of science policy rather than of education policy. In Scotland, Wales and Northern Ireland education is a devolved matter (though science is not) which means that the Treasury is unable to dictate to the devolved authorities how much money the Higher Education Funding Bodies should allocate or how it should be split between teaching and research.


� It was not possible to construct a genuine time series for HEFCE funding through to 2007-08. Figures for 2003-04, 2004-05 and 2006-07 taken from HEFCE grants announcements. Figures for 2006-07 and 2007-08 are estimates based upon DfES budget estimates supplied in the Secretary of State’s grant letter to HEFCE adjusted to reflect the gap observed in previous years between DfES allocations and headline HEFCE announcements. This gap exists because a small proportion of HEFCE programme funding originates from sources other than DfES.


� A portion of HEFCE funding has, in recent spending reviews been set as part of the process of setting the science budget. Figures for 2003-04 are for total HEFCE funding less recurrent funding for research, funding for knowledge transfer and transfers to the Arts and Humanities Research Board. Figures for subsequent years are for total HEFCE funding less DfES support for research and knowledge transfer as given in the Science and Innovation Investment Framework document published by HM Treasury in 2004.


� Taken from Science and Innovation Investment Framework 2004-14. Figures include DfES spending on science and knowledge transfer as well as science budget. It is important to remember that a large proportion of the science budget is spent outside Higher Education so this figure, whilst it is a guide to the rate of growth in government science spending is much greater than the total state investment in science in English universities.


� RPI inflation figures for 2003-04 and 2004-05 based on ONS figures for RPI to August 2004 and August 2005. Remaining years are assumptions.


� The model includes an element designed to reflect any reduction in public budgets supporting Higher Education after 2006-07 such as might be designed to enable the government to recoup its investment in student support and subsidising interest on student loans under the arrangements set out in the 2004 Higher Education Act. The main projection assumes this element to have a value of 0 but it is possible to manipulate the data contained in the data annex to see the impact on HE sector revenues if it has a higher value.


� HESES figures kindly supplied by HEFCE. They reflect total numbers not just first year students which means they can differ sharply from the more widely reported figures for UCAS applications.


� The model contains an element to reflect any impact upon demand (and consequently on fee revenue) as a result of higher fees (or indeed other factors). We do not anticipate such an effect and have therefore set its value at zero but it is possible to manipulate the data contained in the data annex to see the impact on HE sector revenues if it has a higher value.


� Unfortunately, data from universities for applications for student visas do not discriminate between higher education and other sorts of student. Applications for all student visas were up by X per cent in the year to April 2005, and virtually unchanged in the nine months to December 2005.


� Revenue from nonpublic sources other than international fees increased from £3829m to £4845m between 1998-99 and 2003-04 – an increase of 27 per cent and a mean average increase of 5.3 per cent





