The government's proposals for higher education funding and student finance – an analysis
Addendum: Further details of government proposals
1. Since the publication of the HEPI report analysing the government’s initial response to the Browne Committee, further details have been clarified. In particular it has been announced that income thresholds for loan repayments will be updated annually. In this note we revise our calculations in the light of these details, and note the effects of other information that has become available.
Annual threshold updates

2. The Browne review recommended that the threshold income for loan repayments should be reviewed regularly, without proposing any specific frequency. In its first response to the Browne Committee’s proposals, the government accepted the recommendation that the threshold should be updated in line with average earnings, but did not state how frequent such updates should be. In carrying the calculations for our analysis we used the default parameter of the “BIS Student Loan Repayment Ready Reckoner”, that is every five years. We also followed the Ready Reckoner in increasing the threshold for the highest interest rate, set at £41,000 pa for 2016, every five years.

3. Since then government has announced that the threshold income for loan repayments will be updated annually. There have been no statements about whether, or how frequently, the £41,000 threshold will be updated, but we will assume that this will now also be updated annually.
Break-even RAB 
4. We showed that, assuming 95 per cent of students were charged the maximum £9000 pa fee, a RAB charge of 47 per cent would mean that the change to the new arrangements would lead to no net savings in tuition costs to government. A higher RAB would result in increased public expenditure. This “break-even RAB” would occur if the BIS estimate of costs and repayments – in particular the earnings growth of former students – proved optimistic. A reduction in the real annual income growth of former students from 4.47 per cent to 3.33 per cent per annum would be sufficient to push the RAB charge up to this break-even level

5. Table A3 (revised) shows how these calculations are modified when the threshold incomes are updated annually. 
6. Leaving unchanged the original BIS estimates of income growth increases, the cost to government of moving to an annual update of the thresholds results in an increase in the RAB charge of just over four percentage points. This means that a reduction in the annual increase in earnings from the 4.47 per cent per annum assumed by BIS to 3.75 per cent  a difference of just 16 per cent – is sufficient to raise the RAB charge to the ‘break-even value of 47 per cent. The increase in the frequency of the the threshold updates makes it  more likely tuition costs to government will not be decreased .
Table A3 (revised):  RAB values for different income assumptions

	
	Break-even tuition public expenditure
	BIS assumption

	Threshold income update frequency
	Annual
	5 yearly
	Annual
	5 yearly

	RAB


	47.0%
	47.0%
	38.7% 
	34.6%

	Average ‘career’  annual increase  
	1.71%pa
	1.30%pa
	2.42% pa
	2.42% pa

	Average ‘growth’  annual increase 
	2.00% pa
	2.00% pa
	2.00% pa
	2.00% pa

	Average total  annual increase  
	3.75%pa
	3.33% pa
	4.47% pa
	4.47% pa

	Average income in year 30 
	£58,700
	£52,100 
	£71,700 
	£71,700


Calculations follow method used for table A3 of Annex A with addition of annual update frequencies. 
Uncertainty

7. As well as arguing that the income growth estimates were likely to be optimistic, we also showed that estimating the cost of the loans for the new scheme was inherently more difficult than for the current loans. Moving to a yearly update of the thresholds makes little difference; if anything the uncertainties are slightly increased. 
8. Table A9 (revised) shows the proportion of NPV collected after 15 years, and the change in the RAB per percentage point change in average income growth, for current and proposed loan systems, and for the BIS assumed income growth (“high” growth) and the growth required for the break-even RAB (“low” growth). In this present version we also show the values for the original five-yearly threshold update assumption and the annual updates for the proposed loan system.
What we find is that moving to an annual threshold update slightly increases the proportions of NPV collected from year 16, and increases the sensitivity of the RAB estimate to changes in the estimate of earnings growth.  
Table A9 (revised): Per cent NPV collected from year 16 (2032) and               change in RAB with change in income growth
	
	Current
	New

	Threshold income update frequency
	No updates
	Annual 
	5-yearly

	Average earnings growth pa
	High
	Low
	High
	Low
	High
	Low

	% NPV collected from year 16 (2032)
	7.9%
	10.3%

	42.1%
	39.5%
	40.5%

	36.6%

	Change in RAB per percentage point change in income growth pa
	1.2%

	1.8%
	10.1%
	12.6%
	9.2%
	12.1%



Calculations follow method used for table A9 of Annex A with addition of annual update frequencies. Note that the government has also announced that students repaying from the current scheme will also have thresholds updated annually from 2012. This will involve a further extra cost not taken into account in the calculation of the break-even RAB.
‘High’ average earnings growth refers to the BIS estimate, ‘low’ average earnings growth refers to growth that gives a ‘break-even’ RAB.
Raising the threshold for students in the current scheme

9. The government has also announced that the £15,000 earnings threshold that applies in the current student finance system will be up-rated annually in line with inflation from 2012. This is clearly an additional cost, though only for a limited cohort of students. We have not allowed for these costs in our calculations.

Other costs

Grants and maintenance loans

10.  As we made clear in our original analysis, the break-even RAB value does not take into account the increases in costs to government of the changes in grants and maintenance loans. According to the IFS
 the average grant per student will increase by six per cent and the maintenance loan by twelve per cent. The increased cost to government of the maintenance loan will be more than twelve per cent, because of the increased RAB charge.

Scholarship scheme

11. The details of the  Scholarship scheme have yet to be announced but it seems very unlikely that it will have a significant  impact on the overall public expenditure costs, so is not important in the context of this discussion
. Costs of loans to part-time students
12. The government announced that part time students studying for at least 25% of their time will qualify for full loan support for their tuition costs, compared with the 33% originally proposed. This will also, increase costs, but it is difficult to assess how much. The BIS model which we have used applies to a standard three year course. The assumptions and estimates for part-time take up and repayment have not been published. It is not even clear what conditions will apply. Current schemes only require repayments after a student leaves the course. Will this apply for the new scheme, in particular for part-time students? Such considerations further increase the uncertainties surrounding the introduction of the new scheme, and the costs of loans to part-time students could be greater than that estimated here.. 
Student numbers

13. The Office for Budget Responsibility confirmed that the BIS financial projections to 2015-16 assume that student numbers will “remain flat”
. Given that the proposals are supposed to allow future demand to be met, this assumption can only be justified if future demand is met by the current supply. Given that the 18 to 20 population will peak in 2011, and the increased fees may reduce demand, this is possible. On the other hand, there is evidence that current demand is not being met by the current number of funded places, indeed that was one of the criticisms of the current arrangements made by the Browne Committee. And a forthcoming HEPI report will show that demand will increase even as the young population declines. If demand is greater than government anticipates either public spending will have to increase or some, as yet to be specified, method of controlling student numbers will have to be introduced. 
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