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million+ Briefing


A fundamental reform of higher education funding
Browne enters new territory in describing the public funding of university teaching as a ‘subsidy’ rather than an investment. The Review assumes that public investment in teaching should be removed from higher education with responsibility for its future funding transferred to the individual via a system of fees and loans. 
The Browne Review recommends an 80% cut in the annual teaching grant that is currently allocated to universities via the Higher Education Funding Council for England (Hefce). This teaching funding allocation amounts to £3.5bn in 2009/10. Browne recommends that this should be reduced to just £700m with a further proposal that this funding should be targeted at ‘strategically important and vulnerable subjects’.
The Comprehensive Spending Review and comments from David Willetts that the Government ‘endorses’ Browne’s recommendations on teaching funding (BIS Select Committee 26 October) indicates that the Coalition Government has accepted this approach in advance of any public debate about the principles or the outcomes of such a major shift in policy. 
The Spending Review assumes that overall the higher education budget (excluding research) will be reduced by 40% by 2014-15. In a press release issued in conjunction with the 20 October CSR, BIS stated that the Department would continue to fund teaching for STEM subjects. It is therefore possible that the Spending Review could lead to an even greater cut in teaching funding than the 80% recommended by Browne. The Spending Review also stated that by 2012-13 increased graduate contributions would ‘broadly offset’ reductions in teaching grant. 

Taken together, this is very different to the partnership approach advocated in the Robbins and the Dearing Reports and the system introduced by the 2004 HE Act. The latter introduced the variable fee system in England but was based in the principle of ‘additionality’ i.e. additional income was provided based on a variable fee with a cap of £3000 per annum. Full-time students were (are) entitled to access fee and maintenance loans repaid through graduate contributions over a 25 year period with no real rate of interest added. This funding provided by graduates was (is) additional to the teaching funding provided by Government.

Impact on universities and fee levels

The exact level of teaching funding cut, and when this cut will be decided and announced, remains unclear. David Willetts has said (BIS Select Committee 26 October) that teaching cuts will made in 2011-12 even though students entering higher education in 2011-12 will do so under the current fee and student support regime. He also said that these cuts will be set out as usual in the Hefce Grant Letter in December. 

However, David Willetts did accept (BIS Select Committee 26 October) that cuts would need to be ‘back-loaded’ towards the end of the CSR period when a new fees and funding regime has been introduced.

If there is only public investment in the teaching of STEM subjects after 2012-13, a survey of universities undertaken by million+ has confirmed that many institutions would face a cut in Hefce teaching funding of 95% or even 97% per annum. million+ and London Economics have estimated that universities would have to charge an average fee of £7,400 per annum to make-up for the loss of teaching funding. 

Even if the reduction in teaching funding is less severe, any significant reduction will impact on the level of fee that universities will have to charge – the greater the reduction, the higher fee which all universities will have to charge.
The impact on students and graduates

The reform of higher education funding being advocated by Browne and Coalition Ministers in the Spending Review is therefore far-reaching and based on the idea of a market in which taxpayer support for teaching at undergraduate level is largely withdrawn. In his statement to the House of Commons on 13 October, the Secretary of State sought to justify this approach on the basis that funding will follow the student – an argument also put forward by Lord Browne. The reality is rather different: funding follows students to the extent that they will have no option but to take out much higher loans as a result of the withdrawal of taxpayer funding. They will also pay back for longer (30 years) with no prospect in some cases of repaying these loans. This is particularly the case for women and for older students. 
The tables below set out repayment profiles based on a fee of £7000 per annum. They replicate the assumption of Browne that students enter the workforce at 21 / 22 years age. In fact many students, especially those from widening participation backgrounds do not enter university or graduate until their late twenties. Browne provides no assessment of the impact on mature students of the reforms proposed. 
	Table 1:
Student repayment proliles by characteristic - £7,000 fee loan

	Name of profile
	Public Sector Professional
	Working mother
	Late earner
	High flier

	Full-time / part-time
	FT
	FT
	FT
	FT

	Length of degree
	3
	3
	3
	3

	Gender
	M
	F
	M
	M

	Age of graduation
	21
	21
	21
	21

	Annual salary age 25
	£26,289 
	£26,646 
	£15,754 
	£44,023 

	Debt upon graduation
	£32,250
	£32,250
	£32,250
	£32,250

	Outstanding debt at point of write-off
	0
	£28,103
	0
	0

	Age when/ if balance paid off
	43
	Never
	48
	34

	RAB charge (size of subsidy)
	10.4%
	72.4%
	18.3%
	2.9%


	Table 2:
Student repayment proliles by income decile - £7,000 fee loan

	Income Decile (Annual salary aged 25 for men and women)
	RAB Charge by Decile (subsidy)
	Outstanding Amount
	Age at which outstanding balance less than £50

	
	Male 
	Female
	Male 
	Female
	Male 
	Female

	1st decile (£15,574/£14,439)
	86.8%
	95.8%
	£32,213 
	£32,250 
	Never
	Never

	2nd decile (£18,616/£17574)
	50.2%
	95.8%
	£20,535 
	£32,250 
	Never
	Never

	3rd decile (£21,817/£20,859)
	21.5%
	90.9%
	£4,551 
	£31,893 
	Never
	Never

	4th decile (£24,374/£23,576)
	11.8%
	71.6%
	£0 
	£26,604 
	49
	Never

	5th decile (£26,289/£24,979)
	10.2%
	49.5%
	£0 
	£15,198 
	45
	Never

	6th decile (£28,350/£26,646)
	8.6%
	28.1%
	£0 
	£3,608 
	43
	Never

	7th decile (£31,719/£28,594)
	6.9%
	19.3%
	£0
	£0 
	41
	49

	8th decile (£35,550/£30,676)
	5.4%
	16.2%
	£0
	£0 
	38
	44

	9th decile (£44,023/£33,771)
	0.0%
	12.8%
	£0
	£0
	35
	39


In proposing a flat-rate maintenance loan Browne is also silent on the allowances currently available to take account of the additional costs of living and studying in London. The potential shortfalls compared to the current system are outlined in the table below.
	Household Income Level 
	Difference (LAH)
	Difference (LAFHOL)
	Difference (LAFHIL)

	£0
	£1,709
	£597
	-£481

	£25,000
	£1,709
	£597
	-£481

	£27,500
	£1,759
	£647
	-£1,331

	£30,000
	£1,809
	£697
	-£1,281

	£32,500
	£1,859
	£747
	-£1,231

	£35,000
	£1,842
	£730
	-£1,248

	£37,500
	£1,725
	£613
	-£1,365

	£40,000
	£1,607
	£495
	-£1,483

	£42,500
	£1,489
	£387
	-£1,601

	£45,000
	£1,371
	£259
	-£1,719

	£47,500
	£1,254
	£126
	-£1,836

	£50,000
	£1,138
	£42
	-£1,952

	£52,500
	£1,307
	£194
	-£1,785

	£55,000
	£1,606
	£494
	-£1,484

	£57,500
	£1,562
	£690
	-£1,259

	£60,000
	£1,037
	£236
	-£1,284

	£62,500
	£987
	£186
	-£1,238

	£65,000
	£987
	£186
	-£1,238

	£67,500
	£987
	£186
	-£1,238

	£70,000
	£987
	£186
	-£1,238

	 
	 
	 
	 

	 
	Better off under Browne 
	 
	Worse off under Browne 


The Browne Review proposals to extend fee loans to part-time students who currently cannot access fee and maintenance loans is welcome in principle. However no assessment is made of the impact of much higher fees on part-time participation bearing in mind that part-time students (like their full-time counterparts) will have to take out much higher fee loans. The failure to assess the impact of the proposals on mature students, part-time students and the failure to clarify the position of students studying in London are major oversights. Browne also fails to model the impacts of increased graduate contributions on postgraduate study.
Comparator countries

None of Britain’s key competitor countries are withdrawing public investment from higher education in this way; nor are they seeking to fund university teaching almost entirely on the basis of students taking out loans which they repay as graduates. If the reduction in teaching funding is of the order proposed by Browne and assumed in the Spending Review, the UK’s funding of university teaching will stand in sharp contrast to Germany, China, France, Sweden and Finland. Even in the highly differentiated higher education market in the US (currently the subject of much criticism within the US itself), state universities receive state funding.
Fee cap and levy 
Browne proposes that there should be no cap on fees but that there should be a levy paid by universities to cover the cost to the Treasury of providing fee loans over £6000. The more universities charge above £6000, the greater the proportion of the fee income raised must be returned to the Treasury. The levy could have the advantage of limiting fee rises. However, the Deputy Prime Minister appeared to rule out this levy system (24 October 2010).
Parliamentary timetable and potential risks
The Government’s full response to Browne is expected very soon – probably next week. However, the implications of the CSR, coupled with Ministers ruling out some elements of Browne before a full response is provided, are that the future funding of universities is not being discussed on a timetable which would allow full public consultation via a White Paper. 
The Coalition Government appears to want to publish a response to Browne and to table statutory instruments to the 2004 HE Act in order to amend the fee cap with a view to these being agreed before Christmas 2010; to deal separately with changes in interest rates for student loans (soon after Christmas); publish a White Paper to consult on other aspects of the Browne Review and introduce a HE Bill in 2011. It is difficult to see why such a major reform of funding is being dealt with in this piecemeal way other than as a device to reduce the deficit by 2014-15.

There are considerable risks associated with pushing ahead to ensure a new funding and fees system is in place for those entering university in Autumn 2012. This is very different to the much longer lead-in which preceded the 2004 HE Act. The main elements of that system i.e. the fee cap and the student support and graduate contribution system were known by April 2004, the Act provided ‘additional’ income to universities from 2006 and there was no cap on student numbers. As a result, students who were qualified but who were uncertain about the impact of variable fees applied to university and were able to obtain places in 2005-06 while applications dropped substantially in 2006-07. Universities and those advising students had more than two academic years to prepare prior to the 2004 HE Act being implemented.
In contrast, institutions will have to take proposals about fee levels and pricing mechanisms to their Boards by January/February 2011 to ensure that prospectuses are available for the 2012-13 recruitment process which will commence in spring/summer of 2011. Universities will be required not only to set prices but also to manage substitution of public investment by higher fees and anticipate student demand. Students currently studying for A-levels and other Level 3 pre-entry qualifications are not yet aware to what extent the present system will change either in terms of fees, student support or graduate contributions. This is also a high risk strategy for mature students - employers who currently co-fund places will be faced with the prospect of paying much higher fees. 
Administratively, any new graduate contribution system which incorporates a differential interest rate or which replicates a mortgage system with redemption charges if loans are paid off early, is likely to be much more complicated to administer – and is likely to prove at least as difficult to understand as the present system. 
A Graduate Tax

The Browne Review’s dismissal of a graduate tax does not seem entirely even-handed. The Review inaccurately suggests that a graduate tax has to be levied on all earnings over the personal tax allowance and that it must be paid for ‘a lifetime’. On the contrary, a graduate tax could be levied once earnings reached a particular threshold and for a specified period of time. For example, a 2% graduate tax levied for 30 years on earnings over £21,000 would replace the current funding levels to universities. It would undoubtedly be more progressive and it would have the added advantage of removing the need for students to pay fees or take-out fee loans. If structured in a particular way, the much-cited problem of transitional costs can also be dealt with. 
This option may compare very favourably to Browne’s proposals which are likely to lead to many middle-income graduates making repayments of 9% of earnings over a 30 year loan period (see tables 1 and 2 above).
Arguments against a graduate tax are sometimes based on fears that EU students are unlikely to pay. In fact there is no reason why the UK Government could not come to the same kind of arrangements as currently exist in relation to healthcare where the UK Government pays a contribution to the Spanish Government towards the healthcare costs of older Britons living in Spain. 

In addition, EU students are already entitled to fee loans of £3290 per annum under the current system and HMRC estimates the actual proportion of the fee loan that it will recover for EU students is much lower than for home students. Ironically, the likelihood that the full cost of fee loans can be recovered from EU students will diminish even further under the higher fee loans proposed by Browne. 
Only 3-4% of all undergraduate students come from the EU. The merits of a graduate tax and different fees and funding regimes should not be judged on the small percentage of EU students but rather on their impact on the overwhelming majority of home students and their universities.

A Higher Education Council

The Browne Review proposes that a Higher Education Council should replace the Higher Education Funding Council for England. This is an unsurprising reform if direct taxpayer investment in higher education is to decline. 
However, while there may be reasons to review the role of the funding council, there is no reason to presume that Exchequer funding for higher education should be removed in perpetuity. The starting point for the CSR is reduction of the deficit - once this has been achieved, there is every reason to reinvest in teaching funding in respect of both revenue and capital funding.
Browne proposes that the new HEC should include a quality assurance role, promote access, be the regulator and also resolve disputes – potentially rolling up the current role of the QAA (Quality Assurance Agency), OFFA (the Office for Fair Access) and OIA (the Office of the Independent Adjudicator). This is unlikely to be practical or desirable and Browne appears to have forgotten that the QAA has a UK-wide function. 

Admissions and student numbers control

The Browne Review proposes that all applications are administered through a single portal (including for finance). This raises a number of questions for universities in respect of part-time students who currently apply direct to the university and there are serious concerns about the proposals to limit student finance to those meeting a government-controlled UCAS tariff. This would be likely to threaten the ability of universities to widen participation. 
Browne also proposes that student numbers will increase by 10% in the Spending Review period. It is extremely difficult to see how the funding would be available to enable this to happen.
Paying down the deficit
The Browne and Spending Review proposals will have the effect of reducing the deficit since public investment in teaching and higher education counts against the PSBR. However, the Government will have to borrow to fund (much higher) fee loans and maintenance loans for each cohort of students for 30 years. Treasury accounting rules allow the Government to only account for the ‘RAB charge’ associated with these fee and maintenance loans i.e. only the amount that HMT envisages will not be repaid will appear on the Treasury books. This may assist the Government in demonstrating that the deficit has been reduced by 2014/15. 
The result of this will be universities faced with the uncertainly of a market based on substitution of government funding and cuts and students will have to take out much higher fee loans with associated risks in terms of debt aversion, participation and social mobility, however progressive the student support and graduate contribution system. For their part, MPs will have to defend much higher fees on the doorstep. This high risk strategy may not have the happy outcome that Ministers envisage.
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