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Executive Summary

London Economics were commissioned by the University of the Arts London (UAL) to analyse a
number of options for reforming the English higher education (HE) funding system, as potential
alternatives to the proposed changes that were announced by the Department for Education (DfE)?
in response to the Augar Review.

To improve the fiscal sustainability of the English HE funding system, the DfE’s long-awaited Augar
response introduced a number of significant changes to the student loan repayment system to be
applied to students starting HE qualifications from 2023-24 onwards. While these changes are
expected to lead to significant savings for the Exchequer, they are regressive. In particular, the
proposed changes will result in lower lifetime loan repayments for the highest earning graduates
only, alongside higher repayments for most other graduates (i.e. low- and middle-income
graduates). Therefore, we were asked by UAL to model the impact on the Exchequer and
students/graduates of a number of alternative approaches that would achieve similar Exchequer
cost savings (i.e. be fiscally neutral) while removing the regressive features of the DfE’s response to
the Augar Review.

What are the impacts of the DfE’s response to Augar?

The changes to loan repayment conditions announced by the DfE in response to the Augar Review
include the removal of real interest rates, both during and after study; a reduction in the
repayment threshold to £25,000, frozen until 2026-27 (inclusive), and uprated with Retail Price
Index (RPI) inflation thereafter (instead of (higher) average earnings growth); and an extension of
the loan repayment period to 40 years.

The analysis illustrates that these changes would result in significant Exchequer cost savings of
approximately £2.89 billion per cohort?; this is equivalent to a 38% decrease compared to the costs
of the current (2021-22) funding system (£7.55 billion per cohort). While these cost savings are
substantial, they are accompanied by significant adverse distributional effects (see Figure 1). In
particular, under these proposed changes, the highest earning (predominantly male) graduates
benefit (mostly due to the removal of real interest rates), while most other graduates are
significantly worse off (predominantly as a result of the 10-year extension of the repayment period).
In other words, these proposed changes are regressive: Exchequer cost savings are effectively
achieved through higher loan repayments made by low-to-middle income graduates, while the
highest earning graduates repay less than under the current system.

We therefore modelled two core alternative approaches — including a stepped repayment system
and a graduate tax system - with a focus on ensuring comparable (or greater) savings to the
Exchequer as the Department’s Augar response while removing its regressive features.

1 See Department for Education (2022). ‘Higher education policy statement and reform’ (here).

2The analysis assesses the costs of the funding system associated with the 2021-22 cohort of first-year English domiciled undergraduate
students studying anywhere in the UK (including full-time and part-time students, as well as all types of undergraduate qualifications).
While the changes from the DfE’s Augar response will apply to new students 2023-24 onwards, here, we assess the impact on graduates
and the public purse if these changes (and potential alternative options) had been applied to the 2021-22 cohort of students (to provide
a like-for-like analysis with the current funding system). All estimates have been discounted to net present values and are presented in
constant 2021-22 prices.
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Figure 1 Total lifetime loan repayments by English domiciled full-time first degree graduates,
by income decile and gender: Augar response
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Note: ‘Baseline’ refers to the current (2021-22) funding system. All values have been discounted to net present values, are presented in
constant 2021-22 prices, and have been rounded to the nearest £100. Source: London Economics’ analysis

What are the impacts of a potential stepped repayment system?

The main features of the stepped repayment system that we modelled include the introduction of
stepped repayment rates of 3% on earnings between £12,570 and £27,570% 6% on earnings
between £27,571 and £57,570; and 3% on earnings of £57,571 or more?; an increase in real interest
rates post-graduation to 0%-5% for earnings between £27,571 and £57,570; and an extension of
the loan repayment period to 31 years (i.e. a 1-year extension compared to the current system).

While resulting in similar Exchequer cost savings as the DfE’s response to the Augar Review, through
the increase in the real interest rate and step down in the repayment rate for the highest earnings
graduates, this alternative system is specifically structured to ensure that even the highest earning
graduates would continue making repayments until the end of the repayment period. As a result,
the increased repayments of the highest earning graduates would effectively subsidise low- and
middle-income graduates, thus making the system more progressive (see Figure 2).

Within this overall approach, we also modelled the re-introduction of maintenance grants for full-
time students (on the same basis as existed prior to the abolition of maintenance grants in 2016-
17). The analysis estimates that the additional cost of £2.1 billion could be covered by an increase
in the intermediate rate of repayment by 0.5 percentage points (to 6.5%) on earnings between
£27,571 and £57,570 per annum.

3 As under the current system, and in contrast to the Augar response, under the stepped repayment system modelled here, all earnings
thresholds would continue to be uprated with average earnings growth rather than RPI.

4 Counterintuitively, to make the system more progressive, the lower repayment rate for the highest earning graduates is specifically
aimed at ensuring that the highest earning graduates ‘just’ repay at the end of the repayment period (now 31 years).
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Figure 2 Total lifetime loan repayments by English domiciled full-time first degree graduates,
by income decile and gender: Stepped repayment system
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Note: ‘Baseline’ refers to the current (2021-22) funding system. All values have been discounted to net present values, are presented in
constant 2021-22 prices, and have been rounded to the nearest £100. Source: London Economics’ analysis

What are the impacts of a potential graduate tax system?

Finally, as another alternative approach to HE funding, we modelled a potential graduate tax system.
As a significant change to the structure of the funding system, we modelled the full replacement of
current maintenance loans and fee loans with maintenance grants and fee grants, and the
replacement of the student loan repayment system with a graduate tax of 3.0% on earnings
between £12,570 and £50,270, and 5.5% on earnings of £50,271 or more (i.e. mirroring current
income tax earnings thresholds).

Importantly, the graduate tax approach implies that the student funding system is no longer based
an individualised debt that should be repaid by each graduate (and, once repaid, results in an end
in contributions), and is not limited to a specific time frame (i.e. no ‘repayment period’). Therefore,
all graduates would be expected to make contributions until their retirement (as long as their
income exceeds the Personal Allowance) — and the larger a graduate’s earnings, the higher their
contributions. While again being fiscally neutral compared to DfE’s response to Augar, the graduate
tax would result in a fully progressive graduate contribution system (see Figure 3).
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Figure 3 Total graduate tax contributions of English domiciled full-time first degree
graduates, by income decile and gender: Graduate tax system
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Note: All values have been discounted to net present values, are presented in constant 2021-22 prices, and have been rounded to the
nearest £100. Source: London Economics’ analysis

Conclusion

Although generating cost savings, the proposed changes to the system of higher education fees and
funding set out by the Department for Education are regressive. In addition, reflecting the
complexity and opaqueness of the current system, it is the very features that make the system more
regressive that are often promoted as being to the benefit of students and graduates. The tension
between politics and economics have rarely been clearer. The removal of real interest rates and the
freeze in the headline tuition fee result in large benefits to the highest earning graduates, while the
slower uprating of the repayment threshold and the extension of the repayment period to 40 years
harm low- to middle-income graduates.

In addition, the current proposals do nothing for higher education institutions. Fees remain frozen,
meaning that the unit of resource available will be worth approximately the same in real terms in
2026-27 as in 2006-07, when the current system was introduced. The Department’s Augar response
does nothing for students either. There is no mention of maintenance grants, and the availability of
maintenance loans is falling well behind what is needed to provide any basic level of support for
students.

Although there may be a number of issues to reach agreement on and challenges to overcome, the
options presented above provide a sensible starting point for potential improvements to the system.
They achieve fiscal neutrality compared to the DfE’s Augar response, while eliminating its most
regressive aspects. They also allow for a relatively straightforward mechanism for amending (and
recouping) additional resources that higher education institutions and students desperately need.

Change is clearly necessary. The main question involves the extent to which policy makers address
the long-term economic aspects of the student loan system, or short-term political considerations.
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