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This evening I will summarise, with updated figures, the alternative model for funding higher 
education I set out at the RSA in January. 
 
The recent revelation that the cost of debt cancellation was now 45% of all the student loans made 
has provoked a wide public debate about the sustainability of the system introduced in 2012. 
 
I would argue that the need for a radically different approach has been apparent for some time.  
 
When I started work on the model I'm going to outline tonight, the RAB rate (debt cancellation rate) 
was 35%. My model made sense then. The worse the RAB rates become, the more urgent is the 
need for change. 
 
Financially we want a system which is a good deal for the taxpayer (it should cost no more than it 
does at present), better for the graduate (it should cost less than the current system), and better for 
the university sector (it should provides at least as much income and if at all possible increase the 
resources available to the sector). 
 
This apparent Holy Grail may actually be achievable. 
 
In making my proposals, I’ve brought together a number of different reforms at the same time.  
 
All my changes have an impact on the financing of higher education. But some are changes that 
we should be making any way to deliver a better higher education system. Changes to funding can 
be the key to unlocking improvements to the delivery of higher education. 
 
So let's run through the main changes. 
 
High fees and high levels of debt cancellation are very expensive for the taxpayer. A RAB rate of 
45% means that, of every £1bn borrowed to fund the student loan system £450m will be written off 
at the taxpayers’ expense.  
 
And, because, we currently spend public money on debt cancellation rather than on teaching, fees 
are higher than they need to be. As a result, graduates are charged over the odds for their 
degrees. 
 
The current system is wasteful of both public money and private contributions. 
 
It makes more sense for the taxpayer if we spend as much as we can on teaching and as little as 
possible as debt cancellation. 
 
And I would go further. It makes more sense to spend as much as we can on teaching, and less on 
supporting living costs.  
 
It makes more sense to spend more money on teaching, and less on social schemes you 
introduced in the first place to minimise the social impact of high fees. 
 
There are three steps to do this. 
 
Switching resources from debt cancellation into teaching 
 
Firstly, we put everything we can from current spending into teaching. This includes maintenance 
grants and spending on widening participation.  
 
Don't worry, we can come back a look at the issues this raises later!  
 



This immediately reduces the fees needed for teaching. 
 
More intensive courses 
 
Secondly, we need deliver parts of higher education at high quality but more cost effectively. Over 
the past few years, HE has retreated into a core market of young school leavers on three year 
residential degrees, by far the most expensive mode of study. We have by far the youngest 
graduates in the OECD. Mature, part-time and employer backed degrees have all been allowed to 
decline.  
 
I've suggested that 30% of courses should be taught intensively. That means more intensively than 
the current average of 30 hours study for 30 weeks each year. 'Two year' degrees is a convenient 
label, though in practice a more diverse set of routes would emerge.  
 
Half of these should be employer co-sponsored with a substantial subsidy to employers.  
 
The savings - about 20% of the cost of a three year degree - are also put into the overall funds 
available for teaching. This further reduces the fees that need to be charged. 
 
Further savings on RAB costs 
 
Third, we then get a financial windfall. Obviously, the less you have to borrow to fund fees, the less 
you will have to pay in debt write off. But more than this: as more graduates are able to repay lower 
fees, the rate of debt cancellation falls.  
 
In my modelling the RAB rate falls from 45% to below 35%. So as both the cost and the rate of 
debt cancellation falls, we free up additional finance for teaching. 
 
At the end of this process we have a teaching fund of several billion pounds, compared to the 
£700m currently allocated to support expensive subjects as teaching grant. 
 
A student entitlement 
 
I don't want to go back, though, to central HEFCE allocations. Instead, let's keep the idea of money 
following the student choice. 
 
I divide the new teaching fund - except the support for high cost courses - into a flat rate 
entitlement for every student. It would be worth just under £15000 for each student. The fee that's 
charged would be the difference between the entitlement and the cost of the course. 
 
A steady state model 
 
When you put all this together, how does it look? 
 
There are some challenges in modelling this. All we have is a ready reckoner published by BIS 
which is routinely out of date as the RAB rate varies. 
 
The only simple thing to do is to compare systems in steady state. I've modelled the system as it 
will look after the planned expansion (the Chancellors Autumn statement announcement of an 
additional 90,000 places) I've also modelled it as it currently exists. In both cases I've compared it 
with my reforms. 
 
In reality the current system is still in transition, not in steady state. So the numbers you get in the 
real world of BIS/HEFCE budgets will not quite match my simplified steady state model. But when 
it comes to doing this stuff, no one is better than the House of Commons library. 
 



Tonight I'll go through the figures for the new expanded system. But the equivalent figures for the 
current system will on my website as soon as possible. 
 
Parameters 
 
I set some clear parameters for my model. 
 
The total level of public spending must remain the same. No hidden cuts or subsidies. 
 
The total income to universities must be the same or greater. 
 
We should graduate the same number of students, so the same opportunities exist. 
 
All graduates, whatever their mode of study or family income, should leave university with a 
smaller debt than at present. 
 
So what happens? 
 
Public finances 
 
In the expanded system announced in December, the total annual cost of loans for fees and 
maintenance will be £14.6bn. Of this, £6.6bn will be written off as irrecoverable. 
 
In my model, the annual cost of fee and maintenance loans will be just £9.8bn, and only £3.4bn will 
be written off. 
 
The public sector net cash requirement falls by £0.7bn in year one, and about £3bn a year in 
steady state. 
 
Public sector net debt will be £10bn lower by year 6 and be £50bn lower after 30 years. 
 
The impact on university incomes  
 
Direct public funding for teaching increases from £900m to £6.2bn. 
 
Overall the steady state income for universities increases from a projected £11.5bn to £12.15bn, 
this is a real cash increase of £650m a year.  
 
In practice, universities will gain by more than this. At present 30% of all fees above £6k have to be 
spent on fee reduction, bursaries and other activities. As no fees would be above £6k, this OFFA 
mandated spending could be released, giving universities a further increase of £700m.  
 
In shifting to a higher proportion of two year degrees, I've kept the same number graduates, and 
the same university income, but, with fewer students at any one time, staff student ratios improve 
and resources would be freed for reinvestment. 
 
For students 
 
With the introduction of a student entitlement, fees would fall to about £4,000 a year at a university 
currently charging £9000 a year. A two year degree would cost about £2500 a year – about £5000 
in total. And, of course, there would be no fee at all for an employer sponsored degree. 
 
For every mode of study, graduates owe less, pay back less (though more of them pay their debts 
in full) 
 
Better for the taxpayer; if you compare the Chancellor’s use of public money with mine, universities 
gain an extra £1.25bn, yet public borrowing is reduced. 



 
Better for students and graduates who enjoy a wider choice of modes of study and who have to 
pay back less. 
 
Better for universities who will enjoy an increased income. 
 
A more sustainable system 
 
And, I would argue, this is a more sustainable long term system. 
 
We need to appreciate how boxed in we are at present. 
 
Universities want fees to rise as their real value erodes, but how easy will this be when it will cost 
both the taxpayer and the graduate an additional £1 each for every £1 actually received by 
universities? 
 
Some universities with high earning graduates argue they should be able to finance their own 
loans for higher fees. There is an intellectual attraction to this idea. But BIS research suggests that 
different types of universities generate pretty much the same level of graduate earnings once you 
allow for social class. So if we allowed some universities to raise their fees in this way, would we 
simply be rewarding the family social capital enjoyed by their students rather than their educational 
excellence? 
 
All the other changes we would like to make - have more part time students, more mature 
students, more students from non traditional backgrounds - will raise the RAB rate further. 
 
It’s clear the ‘resetting the system’ with much lower fees and lower levels of debt cancellation ease 
these pressures significantly and even make a future increase in fees both politically and 
economically more affordable. 
 
A few footnotes 
 
Let me end by taking you through some of the obvious debating points my model raises. 
 
Public accounting.  
 
Under current accounting rules, my model does actually increase the deficit. But that's because 
under current accounting rules it looks better to borrow £10bn for loans and write off £5bn than it 
does to borrow just £5bn and spend it on teaching. When the rules are that far from reality we need 
a grown up discussion about the rules. 
 
Demand for more intensive courses  
 
Will students want more intensive courses and will employers want to provide them? We can't be 
sure, but the growing evidence all suggests increased student interest. The employer co-
sponsored degrees I introduced at DIUS were offering 20,000 places a year before the current 
government scrapped them. 
 
Maintenance grants  
 
Like fee reductions, maintenance grants have little justification if fee repayments are income 
contingent. Provided a student has as much money to live on, and provided their total debt is lower 
and their total payments are less, this is a better system. The logic is clear, though no one should 
underestimate how hard a political choice it would be. 
 
The student opportunity programme 
 



The extra funding in the current system to support students from non-traditional backgrounds is 
valuable. I've replicated it in my model by adding a student premium for these students to the basic 
student entitlement. It makes the system a bit more complex but with justification. 
 
Is my model more regressive?  
 
All graduates are better off. But it is true that better off graduates gain relatively more. You cannot 
sensibly argue that everyone should be worse off just so that your repayments system looks more 
progressive. But if we are worried about the very well off graduates paying too little, this is where 
we should target a free standing graduate tax, hypothecated to higher education. 
 
Should more of higher education work much more closely with employers? 
 
When 35% of graduates don't work in graduate jobs five years after graduation we do have a real 
problem. I think aligning part of higher education more closely to the needs of employers can only 
be a good thing. 
 
What happens to part-time education.  
 
The student entitlement could, clearly be applied to part time courses of reasonable intensity. 
Perhaps equally important, the fall in full time student fees would inevitably be reflected in part time 
fees, as universities returned to their précis practice of pricing them at marginal costs. So we could 
expert renaissance in part time study. 
 
In summary 
 
Once you decide to move the focus of public spending from debt cancellation to teaching, many 
different models can be developed. Mine is just one of these, and it was developed to show that 
change is possible, not to be the definitive solution.  
 
Inevitably, a simplified model of this sort has to make some rather rough and ready assumptions. 
The models throw up some anomalies which could, in principle, be corrected but was beyond the 
scope of this work.  
 
Many of the parameters can be varied: the proportion of two year degrees, the final level of fees, a 
target for increasing university income, the level of student entitlement and premium, the balance 
of maintenance support. So the details of my proposals should not deflect attention from the 
broader picture. As I conclude at the end of my RSA lecture, what we need now is for Ministers to 
ask BIS officials to cost these and similar models in much more detail. 
 
The figures 
 
Below I reproduce two sets of figures produced by the House of Commons libraries. In preparing 
these figures the Library statisticians had to make a number of assumptions and approximations 
and this needs to be acknowledged in considering these results. 
 
The first set of tables models the steady state of higher education once the Chancellor’s planned 
expansion has taken place, and compares them with my proposals. These are the figures I have 
used in this talk. 
 
The second models the current higher education system and compares them with my proposals. 
 
In both case the first table shows how the public funding of higher education changes, the second 
the impact on the composition and total of university income from both public funds and fees, and 
the third shows how the balance of two year and longer courses produce the same number of 
graduates. The final note in each estimates how much the total net present value of repayments 
made by graduates will fall as a result of lower fees. 



 
English Higher education – steady state post proposed expansion announced in 2013 
 
 
1. 
 
Public sector costs post Autumn Statement 2013 -higher loans fully 

£ million 2013-14 prices

Difference
Current Proposals £ million %

Grants 1,900 0 -1,900 -100%

Loans
Face value

4,200 4,000 -200 -5%Maintenance
Fees 10,400 5,500 -4,600 -44%
Total 14,600 9,800 -4,800 -33%

45% 34%RAB rate

RAB charge
Total 6,600 3,400 -3,200 -48%

Teaching 
Direct teaching through HEFCE/ 

900 Student Entitlement 6,000 +5,100 +567%
Student Opportunity 200 0 -200 -100%
Student Premium 0 200 +200 ..
Total 1,100 6,200 +5,100 +464%

Total public sector spending
(Grants+loan RAB 

9,600 charge+teaching) 9,600 +0 0%

replace grants for low income students . £200 million aggregate student 

 
 
Sources: Simplified student loan repayment model, December 2013, BIS; House of Commons Library estimates.

 
 
 
 
 
2. 
 

 
 
 



 
3. 
Simplified model assumptions on student numbers: Post-Autumn Statement 2013

Current Proposals Difference

Entrants
Two year courses 0 90,000 -
Three year courses 300,000 220,000 -27%
Four year courses 70,000 50,000 -29%
Total 360,000 360,000 0%

Stock of students in steady state
Two year courses 0 180,000 -
Three year courses 890,000 650,000 -27%
Four year courses 260,000 190,000 -27%
Total 1,150,000 1,020,000 -11%

Graduates
Two year courses 0 90,000 -
Three year courses 300,000 220,000 -27%
Four year courses 70,000 50,000 -29%
Total 360,000 360,000 0%

Note: Two year courses include intensive sandwich degrees, three year courses include standard  
 
 
4.  
 
The impact (reduction) in graduate repayments 
 
Net present value of repayments for each cohort totaling £8.0bn on loans with a face value £14.6 billion 
under the current system. Under your proposals we get repayments with a present value of £6.5bn on loans 
with a face value of £9.8 billion. 
  



English Higher education – current system (2013-14) in steady state 
 

1.  

£ million 2013-14 prices 

Difference
Current Proposals £ million %

Grants 1,500 0 -1,500 -100%

Loans
Face value 

Maintenance 3,600 3,300 -300 -8%
Fees 8,200 4,000 -4,200 -51%
Total 11,800 7,300 -4,500 -38%

RAB rate 45% 34%

RAB charge
Total 5,300 2,400 -2,900 -55%

Teaching
Direct teaching through HEFCE/
Student Entitlement 700 5,200 +4,500 +643%
Student Opportunity 330 0 -330 -100%
Student Premium 0 200 +200 ..
Total 1,000 5,400 +4,400 +440%

Total public sector spending
(Grants+loan RAB 
charge+teaching) 7,800 7,800 +0 0%

Public sector costs 
     

 
 
Sources: Simplified student loan repayment model, December 2013, BIS; House of Commons Library estimates.
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3. 
 
Simplified model assumptions on student numbers: Pre-Autumn Statement 2013

Current Proposals Difference

Entrants
Two year courses 0 69,300 -
Three year courses 231,000 172,050 -26%
Four year courses 51,750 41,400 -20%
Total 283,000 283,000 0%

Stock of students in steady state
Two year courses 0 138,600 -
Three year courses 693,000 505,800 -27%
Four year courses 207,000 151,200 -27%
Total 900,000 795,600 -12%

Graduates
Two year courses 0 69,300 -
Three year courses 231,000 172,050 -26%
Four year courses 51,750 41,400 -20%
Total 282,750 282,750 0%

Note: Two year courses include intensive sandwich degrees, three year courses include standard 

 
 
4. 
 
 
The impact (reduction) in graduate repayments 
 
Net present value of repayments for each cohort totalling £6.5bn on loans with a face value £11.8 billion 
under the current system. Under your proposals we get repayments with a present value of £4.8bn on loans 
with a face value of £7.3bn 
 
 


