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Introduction
The number of serving world leaders educated in another country is widely regarded 
as a proxy for ‘soft power’. When a country has educated a relatively high number of 
people who go on to lead their own countries, this is thought to reflect the influence of 
the host country and it may bring diplomatic and trade benefits. International students 
have been called ‘The best ambassadors a nation has’1 and the British Council believes 
‘familiarity with the UK matters’.2

Each summer, the Higher Education Policy Institute tracks the tertiary education 
of current heads of state and heads of government and publishes the results as the 
HEPI Annual Soft-Power Ranking. Past iterations have featured in the Government’s 
International Education Strategy (March 2019) and are regularly quoted by Ministers.3

When we started looking at the education of serving world leaders back in 2015, we 
looked only at how many world leaders were educated in the UK. However, since 2017, 
we have also looked at how many were educated in other countries too. In the first year, 
we found the UK had educated more world leaders than any other country, but the US 
overtook the UK in 2018 and extended its lead in 2019.

•	 In 2017, we noted the ‘UK is (just) number 1 for educating the world’s leaders’: 58 
leaders of 49 different countries had studied at a higher level in the UK – compared 
to 57 leaders of 51 different countries who had studied in in the US.

•	 In 2018, we noted the ‘UK slips behind the US’: 57 leaders of 52 different countries 
had studied at a higher level in the UK – compared to 58 leaders of 53 different 
countries who had studied in the US.

•	 In 2019, we noted the ‘US extends its lead over the UK’: 59 leaders of 53 different 
countries had studied at a higher level in the UK – compared to 62 leaders of 55 
different countries who had studied in the US.4

This year, we find the UK has fallen even further behind the US.
•	 In 2020, 57 leaders of 52 different countries studied at a higher level in the UK, 

compared to 62 leaders of 58 different countries who studied in the US.
One or two data points cannot show a trend, but more than two may do so. Taking the 
last four years of results together, we see a clear and consistent pattern: the UK’s position 
has deteriorated relative to the US in each year.
However, over a quarter of countries (52 out of 195) are led by someone educated in the 
UK, which does well compared to every other country except the US.
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Executive Summary
Knowledge and Attitudes
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Thinking about your understanding of sexual health, how confident would you say you are in 
each of the following areas?
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Introduction
Many people would like to see more public spending on education. The arguments for this rest partly 
on the financial benefits and partly on the non-financial benefits; they also rest partly on the benefits to 
society and partly on the benefits to individuals. The diagram below shows some of the proven benefits of 
higher education across these four dimensions. 1

The education sector constantly strives to convey the benefits of spending more to policymakers. This will, 
and should, continue; indeed, there are strong arguments for doing even more to convey the benefits of 
education.2 However, given the competing demands on the UK’s public finances and competing political 
priorities, it is unwise for the higher education sector in particular to assume more public spending is 
inevitable or even probable.

Policymakers have promised more spending on research, some of which is likely to benefit universities 
(although the increases are not guaranteed and research is generally a loss-making activity).3 Beyond this, 
they have suggested other parts of the English education system, such as further education colleges, are 
more deserving of extra resources than universities.

SOCIETY

MARKET

INDIVIDUAL

NON-MARKET
t�  Greater propensity to vote
t�  Greater propensity to volunteer
t�  Greater propensity to trust and tolerate others
t�  Lower propensity to commit (non-violent) crime
t�  Better educational parenting
t�  Longer life expectancy
t�  Less likely to smoke
t�  Less likely to drink excessively
t�  Less likely to be obese
t�  More likely to engage in preventative care
t�  Better mental health
t�  Greater life satisfaction
t�  Better general health 

t�  Greater social cohesion, trust and tolerance
t�  Less crime
t�  Political stability
t�  Greater social mobility
t�  Greater social capital

t�  Increased tax revenues
t�  Faster economic growth
t�  Greater innovation and labour market flexibility
t�  Increased productivity of co-workers
t�   Reduced burden on public finances from co-ordination 

between policy areas such as health and crime prevention

t�  Higher earnings
t�  Less exposure to unemployment
t�  Increased employability and skills development
t�  Increased entrepreneurial activity and productivity
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on the financial benefits and partly on the non-financial benefits; they also rest partly on the benefits to 
society and partly on the benefits to individuals. The diagram below shows some of the proven benefits of 
higher education across these four dimensions. 1

The education sector constantly strives to convey the benefits of spending more to policymakers. This will, 
and should, continue; indeed, there are strong arguments for doing even more to convey the benefits of 
education.2 However, given the competing demands on the UK’s public finances and competing political 
priorities, it is unwise for the higher education sector in particular to assume more public spending is 
inevitable or even probable.

Policymakers have promised more spending on research, some of which is likely to benefit universities 
(although the increases are not guaranteed and research is generally a loss-making activity).3 Beyond this, 
they have suggested other parts of the English education system, such as further education colleges, are 
more deserving of extra resources than universities.

SOCIETY

MARKET

INDIVIDUAL

NON-MARKET
t�  Greater propensity to vote
t�  Greater propensity to volunteer
t�  Greater propensity to trust and tolerate others
t�  Lower propensity to commit (non-violent) crime
t�  Better educational parenting
t�  Longer life expectancy
t�  Less likely to smoke
t�  Less likely to drink excessively
t�  Less likely to be obese
t�  More likely to engage in preventative care
t�  Better mental health
t�  Greater life satisfaction
t�  Better general health 

t�  Greater social cohesion, trust and tolerance
t�  Less crime
t�  Political stability
t�  Greater social mobility
t�  Greater social capital

t�  Increased tax revenues
t�  Faster economic growth
t�  Greater innovation and labour market flexibility
t�  Increased productivity of co-workers
t�   Reduced burden on public finances from co-ordination 

between policy areas such as health and crime prevention

t�  Higher earnings
t�  Less exposure to unemployment
t�  Increased employability and skills development
t�  Increased entrepreneurial activity and productivity
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strong case for spending more at 
a time of crisis / upheaval.
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But something extraordinary 
would need to happen for higher 
education spending not to be cut 

in the spending review.
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1. Demography

The demand for higher education is largely dictated by the 
size of the young population. This is even more pronounced 
than it used to be, due to the decline in mature learners since 
2010. While higher education is not only the pursuit of young 
people, HESA data show that in 2018/19 87% of undergraduate 
students were under 30 and 80% were under 25.4

This means that changes to the young population have 
significant impacts on the higher education sector. This has 
been especially felt in recent years, when declining numbers 
of 18-year olds in the population have led to higher education 
institutions being in fierce competition for the students 
available. Figure 1 shows how demographic trends will play 
out in the future. 
Figure 1: English and Welsh 18-year old population 2009-2036 
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2.  Participation

Participation is the other factor that has a significant impact 
on the demand for higher education. Participation levels in 
England have been steadily increasing, excluding a rise and 
then equal decline when fewer students took years out before 
tuition fees were increased. Figure 3 shows the growth in the 
English Higher Education Initial Participation Rate for the 
population aged 20 and under (the young participation rate).

Figure 4: English Higher Education full-time and part-time initial 
participation rates (aged 20 and under) 
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parent has (or had) a professional or managerial job were significantly more likely to 
want their children to finish school, while those living in poverty were less likely. 
These differences are statistically different, but rates were universally very high. 
 
Similar patterns are seen for mothers’ reports of wanting their children to go to 
university (Table 6.8). However, while mothers in Scotland were most likely to want 
their child to attend university, the differences among countries are not statistically 
significant. Mothers in families with higher parental qualification levels or a parent in a 
professional or managerial occupation were more likely to want their children to 
attend university. For this question, there was no difference between mothers in 
families above or below the poverty line. 
 

Table 6.8: Mothers’ aspirations at MCS4 for child’s further education,  

  

Stay in school past minimum 
leaving age Go to university 

Yes 
Obs 
Count Yes 

Obs 
Count 

Country  

England 
7902 
(97.8) 

8065 
8046 

7397 
(96.6) 

7630 
7580 

Wales 
1859 
(97.9) 

1892 
1876 

1759 
(96.7) 

1818 
1797 

Scotland 
1517 
(99.1) 

1531 
1531 

1433 
(97.9) 

1465 
1465 

Northern Ireland 
1268 
(96.4) 

1299 
1299 

1205 
(96.9) 

1221 
1235 

P=0.001 P=0.079 
Highest parental qualification  

None 
906 

(95.5) 
942 
937 

840 
(95.6) 

877 
861 

NVQ Level 1 
573 

(97.7) 
584 
640 

528 
(95.7) 

550 
595 

NVQ Level 2 
2627 
(96.6) 

2703 
2832 

2440 
(95.5) 

2542 
2641 

NVQ Level 3 
2013 
(98.4) 

2048 
2000 

1891 
(96.6) 

1948 
1891 

NVQ Level 4 
4463 
(98.4) 

4522 
4404 

4207 
(97.2) 

4314 
4179 

NVQ Level 5 
1615 
(99.3) 

1629 
1510 

1557 
(98.4) 

1579 
1467 

P=0.000 P=0.001 
Family income poverty  

Not in poverty 
8866 
(98.1) 

9014 
9042 

8313 
(96.7) 

8563 
8530 

In poverty 
3672 
(97.3) 

3765 
3636 

3473 
(96.7) 

3577 
3439 

P=0.021 P=0.970 
Parental occupational status  

Professional or managerial 
5146 
(98.6) 

5208 
5143 

4854 
(97.3) 

4979 
4889 

Other 
5049 
(97.7) 

5158 
5064 

4734 
(96.1) 

4892 
4772 

P=0.048 P=0.003 

All 
12546 
(97.8) 

12787 
12411 

11794 
(96.7) 

12148 
11976 

Note. Unweighted obs in regular font, weighted percentages in parentheses, weighted count in italics. Percentages 
and count are weighted for sampling and attrition. 

 

140 

parent has (or had) a professional or managerial job were significantly more likely to 
want their children to finish school, while those living in poverty were less likely. 
These differences are statistically different, but rates were universally very high. 
 
Similar patterns are seen for mothers’ reports of wanting their children to go to 
university (Table 6.8). However, while mothers in Scotland were most likely to want 
their child to attend university, the differences among countries are not statistically 
significant. Mothers in families with higher parental qualification levels or a parent in a 
professional or managerial occupation were more likely to want their children to 
attend university. For this question, there was no difference between mothers in 
families above or below the poverty line. 
 

Table 6.8: Mothers’ aspirations at MCS4 for child’s further education,  

  

Stay in school past minimum 
leaving age Go to university 

Yes 
Obs 
Count Yes 

Obs 
Count 

Country  

England 
7902 
(97.8) 

8065 
8046 

7397 
(96.6) 

7630 
7580 

Wales 
1859 
(97.9) 

1892 
1876 

1759 
(96.7) 

1818 
1797 

Scotland 
1517 
(99.1) 

1531 
1531 

1433 
(97.9) 

1465 
1465 

Northern Ireland 
1268 
(96.4) 

1299 
1299 

1205 
(96.9) 

1221 
1235 

P=0.001 P=0.079 
Highest parental qualification  

None 
906 

(95.5) 
942 
937 

840 
(95.6) 

877 
861 

NVQ Level 1 
573 

(97.7) 
584 
640 

528 
(95.7) 

550 
595 

NVQ Level 2 
2627 
(96.6) 

2703 
2832 

2440 
(95.5) 

2542 
2641 

NVQ Level 3 
2013 
(98.4) 

2048 
2000 

1891 
(96.6) 

1948 
1891 

NVQ Level 4 
4463 
(98.4) 

4522 
4404 

4207 
(97.2) 

4314 
4179 

NVQ Level 5 
1615 
(99.3) 

1629 
1510 

1557 
(98.4) 

1579 
1467 

P=0.000 P=0.001 
Family income poverty  

Not in poverty 
8866 
(98.1) 

9014 
9042 

8313 
(96.7) 

8563 
8530 

In poverty 
3672 
(97.3) 

3765 
3636 

3473 
(96.7) 

3577 
3439 

P=0.021 P=0.970 
Parental occupational status  

Professional or managerial 
5146 
(98.6) 

5208 
5143 

4854 
(97.3) 

4979 
4889 

Other 
5049 
(97.7) 

5158 
5064 

4734 
(96.1) 

4892 
4772 

P=0.048 P=0.003 

All 
12546 
(97.8) 

12787 
12411 

11794 
(96.7) 

12148 
11976 

Note. Unweighted obs in regular font, weighted percentages in parentheses, weighted count in italics. Percentages 
and count are weighted for sampling and attrition. 

 

140 

parent has (or had) a professional or managerial job were significantly more likely to 
want their children to finish school, while those living in poverty were less likely. 
These differences are statistically different, but rates were universally very high. 
 
Similar patterns are seen for mothers’ reports of wanting their children to go to 
university (Table 6.8). However, while mothers in Scotland were most likely to want 
their child to attend university, the differences among countries are not statistically 
significant. Mothers in families with higher parental qualification levels or a parent in a 
professional or managerial occupation were more likely to want their children to 
attend university. For this question, there was no difference between mothers in 
families above or below the poverty line. 
 

Table 6.8: Mothers’ aspirations at MCS4 for child’s further education,  

  

Stay in school past minimum 
leaving age Go to university 

Yes 
Obs 
Count Yes 

Obs 
Count 

Country  

England 
7902 
(97.8) 

8065 
8046 

7397 
(96.6) 

7630 
7580 

Wales 
1859 
(97.9) 

1892 
1876 

1759 
(96.7) 

1818 
1797 

Scotland 
1517 
(99.1) 

1531 
1531 

1433 
(97.9) 

1465 
1465 

Northern Ireland 
1268 
(96.4) 

1299 
1299 

1205 
(96.9) 

1221 
1235 

P=0.001 P=0.079 
Highest parental qualification  

None 
906 

(95.5) 
942 
937 

840 
(95.6) 

877 
861 

NVQ Level 1 
573 

(97.7) 
584 
640 

528 
(95.7) 

550 
595 

NVQ Level 2 
2627 
(96.6) 

2703 
2832 

2440 
(95.5) 

2542 
2641 

NVQ Level 3 
2013 
(98.4) 

2048 
2000 

1891 
(96.6) 

1948 
1891 

NVQ Level 4 
4463 
(98.4) 

4522 
4404 

4207 
(97.2) 

4314 
4179 

NVQ Level 5 
1615 
(99.3) 

1629 
1510 

1557 
(98.4) 

1579 
1467 

P=0.000 P=0.001 
Family income poverty  

Not in poverty 
8866 
(98.1) 

9014 
9042 

8313 
(96.7) 

8563 
8530 

In poverty 
3672 
(97.3) 

3765 
3636 

3473 
(96.7) 

3577 
3439 

P=0.021 P=0.970 
Parental occupational status  

Professional or managerial 
5146 
(98.6) 

5208 
5143 

4854 
(97.3) 

4979 
4889 

Other 
5049 
(97.7) 

5158 
5064 

4734 
(96.1) 

4892 
4772 

P=0.048 P=0.003 

All 
12546 
(97.8) 

12787 
12411 

11794 
(96.7) 

12148 
11976 

Note. Unweighted obs in regular font, weighted percentages in parentheses, weighted count in italics. Percentages 
and count are weighted for sampling and attrition. 

 

140 

parent has (or had) a professional or managerial job were significantly more likely to 
want their children to finish school, while those living in poverty were less likely. 
These differences are statistically different, but rates were universally very high. 
 
Similar patterns are seen for mothers’ reports of wanting their children to go to 
university (Table 6.8). However, while mothers in Scotland were most likely to want 
their child to attend university, the differences among countries are not statistically 
significant. Mothers in families with higher parental qualification levels or a parent in a 
professional or managerial occupation were more likely to want their children to 
attend university. For this question, there was no difference between mothers in 
families above or below the poverty line. 
 

Table 6.8: Mothers’ aspirations at MCS4 for child’s further education,  

  

Stay in school past minimum 
leaving age Go to university 

Yes 
Obs 
Count Yes 

Obs 
Count 

Country  

England 
7902 
(97.8) 

8065 
8046 

7397 
(96.6) 

7630 
7580 

Wales 
1859 
(97.9) 

1892 
1876 

1759 
(96.7) 

1818 
1797 

Scotland 
1517 
(99.1) 

1531 
1531 

1433 
(97.9) 

1465 
1465 

Northern Ireland 
1268 
(96.4) 

1299 
1299 

1205 
(96.9) 

1221 
1235 

P=0.001 P=0.079 
Highest parental qualification  

None 
906 

(95.5) 
942 
937 

840 
(95.6) 

877 
861 

NVQ Level 1 
573 

(97.7) 
584 
640 

528 
(95.7) 

550 
595 

NVQ Level 2 
2627 
(96.6) 

2703 
2832 

2440 
(95.5) 

2542 
2641 

NVQ Level 3 
2013 
(98.4) 

2048 
2000 

1891 
(96.6) 

1948 
1891 

NVQ Level 4 
4463 
(98.4) 

4522 
4404 

4207 
(97.2) 

4314 
4179 

NVQ Level 5 
1615 
(99.3) 

1629 
1510 

1557 
(98.4) 

1579 
1467 

P=0.000 P=0.001 
Family income poverty  

Not in poverty 
8866 
(98.1) 

9014 
9042 

8313 
(96.7) 

8563 
8530 

In poverty 
3672 
(97.3) 

3765 
3636 

3473 
(96.7) 

3577 
3439 

P=0.021 P=0.970 
Parental occupational status  

Professional or managerial 
5146 
(98.6) 

5208 
5143 

4854 
(97.3) 

4979 
4889 

Other 
5049 
(97.7) 

5158 
5064 

4734 
(96.1) 

4892 
4772 

P=0.048 P=0.003 

All 
12546 
(97.8) 

12787 
12411 

11794 
(96.7) 

12148 
11976 

Note. Unweighted obs in regular font, weighted percentages in parentheses, weighted count in italics. Percentages 
and count are weighted for sampling and attrition. 

97%

Will demand tail off?



Less £££ for teaching and learning
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The Augar report wanted:

“further efficiencies … freeze of 
the average per-student 
resource for a further three 
years. … a real terms reduction 
of 8 per cent between 2019/20 
and 2022/23, and a reduction 
of 11 per cent compared to 
2018/19 funding levels.”





Contact hours No evidence it makes much difference
Class size Useless on its own
Teaching intensity Lack of clear advocates / no consensus on method
Student satisfaction Easy courses do well, some good professors don’t
Teaching qualifications Lack of evidence they make a big difference
Value for money Skewed by fee levels and short-term view
DLHE / Graduate outcomes Too soon (and too low response rate)
LEO Too obsessed with money and incomplete
TEF basket Not actually about academic quality
Subject-level TEF Too complicated
League tables Weird – eg entry tariff boosts position
Learning gain Can’t yet be done successfully
Ofsted-style assessments Academics not keen
Engagement / workload Insufficient public data
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No 4th option this time around, now 
that student loans are accounted for 

differently, with 50%+ deemed 
current public spending.
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Edward Peck, VC at NTU 
& a member of the 
Augar panel: 

The government has been 
silent on Augar’s
recommendations on 
student contributions, in 
particular lowering the 
threshold for starting 
repayments. This would go a 
long way to reversing the 
deepening financial hole. £0 £7
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Others take a more evolutionary approach. Edward Peck, the Vice-Chancellor of Nottingham Trent 
University and a member of the ‘independent panel’ that has come to be known as the Augar review, 
recently summed the current situation up like this:

  One of the central challenges that all of those with a stake in higher education face is the rising cost 
of the [student] loan book. The government has been silent on Augar’s recommendations on student 
contributions, in particular lowering the threshold for starting repayments. This would go a long way to 
reversing the deepening financial hole.12

The Guardian has similarly argued that some tweaks could bring the system back into equilibrium:

  Among the options discussed is a cut to the annual tuition fee, from £9,250 to £7,500, as suggested by 
the Augar review of tertiary funding two years ago. Other measures would increase the amount that 
graduates repay, by extending the repayment window from 30 years and lowering the income threshold 
for repayments.13

Some options

HEPI commissioned London Economics to model some alternative parameters for student loans in England, 
including removing real interest rates, an increase to the repayment period and reducing the repayment 
threshold. The first of these options would increase the cost to Government while the other two would 
reduce it.

The modelling focused on the undergraduate cohort of English-domiciled students commencing their 
studies in 2020/21 on either a full-time or part-time basis (as well as EU-domiciled students attending 
English higher education providers). The cost for this cohort over their entire expected period of study 
approaches £11 billion, split between £5.4 billion on tuition fee loan write-offs, £4.0 billion on maintenance 
loan write-offs and £1.2 billion on the residual teaching grant (paid by the Office for Students to institutions). 
The average debt on graduation is expected to be £47,000 and the proportion of loans written-off (the so-
called RAB charge) is likely to be 54%, as around 88% of former students are expected not to repay their 
full loan while one-third (33%) are expected not to repay any of their debt.

Total loan repayments by full-time undergraduate degree graduates by earnings decile and gender (net present 
value) in 2020/21 prices

Current repayments, by gender (net present value)

£5.4bn fee loan write-off
£4.0bn maintenance write-off
RAB charge of 54%
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• Lots of caveats – not strictly comparing like with like..
• But note that, compared to original plans:

• a much higher proportion of women pay back nothing
• there is a much bigger gap between repayments from men and women
• much less is paid back overall – loan write offs have increased
• consequence changes to the methodology / data and policy changes
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The impact of change to students loans

Current system
No interest 
rate above 

inflation

35-year  
repayment 

term

Threshold  
of £19,390

Cost of fee loans £5.4 billion £6.1 billion £4.9 billion £3.2 billion

Cost of maintenance loans £4.0 billion £4.5 billion £3.7 billion £2.4 billion

RAB charge 54% 61% 50% 33%

Percentage not repaying all 88% 74% 85% 76%

Percentage not repaying any 33% 33% 33% 16%

Average debt £47,000 £45,600 £47,000 £47,000

Repayments male £34,800 £28,400 £37,900 £44,700 

Repayments female £13,100 £11,800 £15,500 £23,500

Conclusion

Many people believe that more should be spent on higher education, especially at moments of profound 
upheaval like the current one, when the labour market is changing fast, when the number of school leavers 
is growing and when the per-student unit of resource has been eroded by inflation over the past decade.19

But this is not how many people outside of the education system see it and, if they cannot be persuaded 
to avoid cuts to higher education spending, then it is important that lots of modelling occurs to see the 
different possible outcomes.

Different options have profoundly different outcomes but it is possible to discern some general rules of 
thumb. In particular, cuts to student places will make it harder for universities to deliver the transformation 
in widening participation expected of them by the Government and others, and less income for universities 
is likely to have a broad impact on the role that universities play in society.20 While the headline tuition 
fee tends to be the focus of considerable debate, with many calls for it to be reduced, students are more 
concerned about the day-to-day cost of living.21

Tweaks to student loans designed to raise repayments from graduates do not affect everyone equally. 
Many changes that have been proposed affect those on middle to high incomes most, as the lowest paid 
graduates do not have the means to repay and the highest paid graduates already extinguish their entire 
debt. Different tweaks have differential impacts on men and women, depending on what the change is.

Back in 2010, when the current system was put in place, policymaking happened very fast as a result of 
the timing of the independent Browne review and the political and fiscal cycles, with all the key decisions 
being taken between the publication of the Browne report in mid-October 2010 and the votes in the 
House of Commons in early December of the same year.22 This year, there is more time to consider the 
details. We should use it well.
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Higher repayments are tricky 
politically and could be seen as 

intergenerational unfairness, but are 
they preferable to the alternatives?



England post-2012 Australia New Zealand
Repayment 
threshold

£27,000 £25,000 (upper 
threshold £75,000)

£10,000

Repayment rate 9% Tapered from 1% 
to 9% on whole 
salary once over 

relevant 
thresholds

12%

Repayment term 30 years No term limit No term limit

Interest 0%+RPI to 3%+RPI 
(currently 5.6%), 

depending on 
salary

CPI (0.6%) 0% (unless you are 
abroad, when it is 

3%)



Alan Roff argues the student loan scheme is unviable and that 
there are no affordable ways of fixing it: the individualised 
basis makes it impossible to secure more funding from the 
best paid graduates after they have repaid their own debts or 
to increase repayments in an affordable way for lower-paid 
graduates.
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Introduction
• Agree with most of what Nick has put forward today

• Financial cost considerations/ICL design needs to 
include extending loans to vocational education

• But the distributional implications of what he is 
proposing are not ideal without further adjustment to 
the ICL system alongside the lowering of the threshold

• Not true that those in bottom third don’t pay anything
– LE model not allowing people to move up and down the distribution?

• Big problem is the interest rate



ICL financing in a post-covid world

• Worst time to cut student places and indeed need to 
provide financial support to all students engaging in 
vocational and higher education at this time
– But that necessarily means, in a post-COVID world, making sure it is 

affordable and equitable
– Necessarily involves redesigning ICLs
– Also re-introducing grants with better designed ICLs is both affordable and 

much more equitable (why should debt be highest for those from poorest 
backgrounds?)

– Essential if expanding ICLs to vocational education where earnings on 
average are significantly lower than for university



Why lowering threshold not enough?

• Without reform to interest rates it is highly 
regressive
– Interest rate RPI (2.6%) +3% during university, RPI after April following 

university if < £27,295 per year, then tapered and then RPI+3% if earnings 
> £49,130

– If lower repayment threshold will also lower point that taper begins 
– BUT government cost of borrowing and most competitive interest rates 

well below what is being charged to students
– Means that those who will pay the most (incur the interest rate premium 

for the longest time) will be those who earn consistently over 30 years but 
don’t extinguish debt

– Top earners will pay off early and therefore not pay the interest rate 
premium for the full 30 years - REGRESSIVE



Easy to fix
• Pin interest rate to government cost of borrowing plus 
small margin (below market rates)
– This should happen every year and to all borrowers.
– 3% is way too high for current conditions but in future might be very reasonable 

if government cost of borrowing goes up. 

• To recover lost revenue, have a transparent loan 
charge that is added to loan e.g. 20%
– This ensures that the highest earning graduates pay the most (120% of loan 

value) cf now where they can exit early if access to cheaper interest rates and 
avoid cross-subsidizing lower earnings

– Equitable and progressive



Illustration

• Student from high income starting in 2017
– Fees of £27,750 and Maintenance Loan of £12150 = £39900
– How much interest accrued as at June 2020? 

• Anybody willing to provide a guesstimate either as 
level and/or percentage of loan?



• Answer: £4773.30 or 12% of loan amount

• In year to June 2021 – no work – interest accrued 
£209.79

• Instead charge 20% of loan amount and add to 
loan– completely transparent (£7980) and reduce
interest rate
– Ensures progressivity and ensures highest earning graduates pay 120% of 

loan value back to cross-subsidise lower earning graduates
– Means even if extend repayment term – still progressive



Other options

• Piecewise linear repayment rates should be 
considered as well as lowering thresholds – e.g. 
5%, then 9% and then 12% - see Long (2019)

• Re-introduce well targeted grants – cost 
implications small if well designed

Reference: Ngo Van Long (2019), Financing higher education in an imperfect world, Economics of Education Review, Volume 71, Pages 23-31,
ISSN 0272-7757,https://doi.org/10.1016/j.econedurev.2018.06.004.


	Access can be affordable: Ensuring a sustainable tuition loans system in England��Response from Lorraine Dearden
	Introduction
	ICL financing in a post-covid world
	Why lowering threshold not enough?
	Easy to fix
	Illustration
	Slide7
	Other options

