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Introduction

An impact assessment is a tool to assess the impacts of regulatory changes on the economy. This
impact assessment has been arranged to cover five broad areas of regulatory change: 1. Changes to
funding for HE and financial support, 2. Information policies 3. Fair access, 4. Reforming the control of
student numbers, 5. Reforming the regulatory framewaork. The policies are not yet fully developed -
Government will be consulting on the various options presented in this impact assessment.

This IA quantifies as far as possible the benefits and costs of the proposed policies and compares them
with a set of other options and the counterfactual. The policies are designed to work together to lead to
a fundamental change in the system, putting more emphasis on student choice (with more funding
flowing via the student rather than HEFCE, and improved information) and aiming to deliver a more
effective and efficient higher education system.

The preferred option for HE funding was justified in an interim impact assessment published on 29
November 2010. This IA provides an update under the first strand, ‘Changes to funding for HE and financial
support’, extending the time frame to ten years and including part-time loans. For costs, it is possible to
provide some quantified estimates, although we do not yet know the size of loans taken out by students in
future years. Quantifying benefits is much more difficult because we do not yet know the knock-on effect of
the extra income going in to universities over and above the current levels of teaching grant, or the improved
maintenance package for students. The quantified figures here therefore do not capture the full benefit of the
increased investment in HE and broader policy changes. They do not attempt to place a simple monetary
value on the improvements to education bought by the reforms. Nor do they capture the long run benefits of
providing greater levels of maintenance support. Furthermore they do not capture wider benefits from
allowing funding to follow the student and introducing more competition among providers. So a simple
comparison of only those costs and benefits that can be quantified would not allow an accurate
assessment of the policy options.

In assessing HE funding reform, net benefits are measures against a ‘counterfactual’ of no change in
policy (here option 1). In some cases the counterfactual i.e. ‘do nothing’ is indeed a policy that can be
considered, but in this case it is not financially feasible and merely serves as a reference point for
policy for options to reform the funding system. Three policy options are considered: option 2 —
applying the spending cuts to the current system, option 3 — applying the spending cuts to the 2003/04
system and options 4a and b — changing the system to one based on the approach set out by Lord
Browne but allowing for factual differences in achieving these.

For the improvements to information some costs for the proposals are available. Quantifying the
benefits is not straightforward. There is an estimated benefit from improving participation by more
deprived groups, improving retention and improving the student’s abilities to make decisions. For the
three other policy strands, evidence has been sought with which to quantify costs and benefits but it is
not yet possible to provide robust figures.

Comments on the analysis in this Impact Assessment are welcome particularly in areas where
guantification is currently not possible. These would be used in the Final Impact Assessment.




Impact Assessment Higher Education: Student at the Heart of the System

Summary: Intervention and Options

What is the problem under consideration? Why is government intervention necessary?

Reform of the Higher Education system in England is necessary to make it financially sustainable for the
long term whilst protecting participation and quality. Higher education is recognised to be central to
economic growth. Our economic circumstances make it urgent to build an increasingly strong alignment
between the teaching and research activities of universities and the needs of the economy. The HE system
needs to become more competitive and dynamic with scope for new provision to emerge and greater
incentives for HE Institutions to work with employers. We will be introducing a new regulatory framework to
deliver the HE reforms and will be encouraging more dynamism and competition in HE.

What are the policy objectives and the intended effects?

Reforms to higher education will create a more dynamic and student-led system, which supports economic
growth and is affordable for Government. They will put higher education institutions on a secure financial
footing and allow participation in HE to be maintained. This will ensure a continued supply of the higher level
skills needed for growth. By tackling the barriers to fair access to HE and providing better information,
reforms will also support Government objectives to promote social mobility. The higher education reform
programme also reflects wider themes that the Government is pursuing across all public services.

What policy options have been considered, including any alternatives to regulation? Please justify preferred
option (further details in Evidence Base)

This impact assessment has been arranged to cover five broad areas of regulatory change: 1. Changes to
funding for HE and financial support, 2. Information policies 3. Fair access, 4. Reforming the control of
student numbers, 5. Reforming the regulatory framework. Government will be consulting on the various
options presented in this impact assessment. It is not yet possible to quantify the benefits from some of
these strands.

The preferred option for HE funding was justified in an interim impact assessment published on 29
November 2010. This IA provides an update under the first strand, ‘Changes to funding for HE and financial
support’, extending the time frame to ten years and including part-time loans. The funding changes
redistribute money between the tax payer, students, HE institutions and graduates. The additional economic
benefits are not possible to quantify but are likely to be reinforced by the other policies covered in this
impact assessment. However, the economic costs of the alternatives involve reducing student numbers and
consequently a significant cost to the economy.

Will the policy be reviewed? It will be reviewed. If applicable, set review date: 1/2015

What is the basis for this review? Duty to review. If applicable, set sunset clause date: N/A

Are there arrangements in place that will allow a systematic collection of monitoring Yes
information for future policy review?

Ministerial Sign-off For consultation stage Impact Assessments:

I have read the Impact Assessment and | am satisfied that, given the available evidence, it
represents a reasonable view of the likely costs, benefits and impact of the leading options.

@M A Wokutka - 28/06/2011

Signed by the responsible Minister:
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Description: Aggregated summary of all options (quantified impacts only)

PriceBase PV Base Time Period Net Quantified Benefit (Present Value (PV)) (Em)
Year 12/13 Year Years 10
12/13
Low: High: Estimate of the net guantified impact -£8,058m*

*Although not quantified, the full benefits of
these proposals are likely to be substantial

COSTS (Em) Total Transition Av. Annual Quantified Cost Total Quantified Cost

(Constant Price)  Years (excl. Transition) (Constant Price) (Present Value)

Low

High

Best Estimate £0.2m quantified £2,828.5m over 10 years £23,093m over 10 years

Description and scale of key monetised costs by ‘main affected groups’

The provisional nature of the White Paper means that some of the policies in this Impact Assessment cannot
be assessed yet. It is not possible to quantify all the costs and benefits.

For HE funding, there is a significant amount of data available to estimate the costs associated with the new
funding system. This includes the full resource cost to government and graduates (through loan repayments)
over the full lifetime of the loans. However, it is important to note that graduates will not experience the full cost
of their loan repayments in the 10 year period — a summary of the stream of payments is shown in table 7. It
remains difficult to quantify the expected benefits of switching to a system where funding follows the student
and the repayment system has been made more progressive.

The total NPV cost of £23,093m over ten years given here mainly comes from the additional fee loans
(enabling greater overall investment in HE teaching compared to now, and allowing all eligible students to
access HE with no upfront costs) and increased maintenance support (designed to offset any negative
impacts on participation from increased fees). These additional costs are partially offset by reduced teaching
grant expenditure. This summary figure also includes costs for the proposals to improve information provision
via the Key Information Set. The £2,828.5m is the average annual figure in constant prices.

The costs of administering the new funding system and the costs to business are estimated to be ongoing
rather than transitional, so are included in the overall costs. The £0.2m represents the cost of providing better
information through the Unistats website.

Other key non-monetised costs by ‘main affected groups’

Additional costs may be incurred by other policies discussed here depending on decisions following the results
of the White Paper consultation.

BENEFITS (£m) Total Transition Av. Annual Quantified Benefit Total Quantified Benefit
(Constant Price) Years | (excl. Transition) (Constant Price) (Present Value)

Low

High

Best Estimate £1,713.4m over 10 years £15,035m over 10 years
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Description and scale of key monetised benefits by ‘main affected groups’

As discussed above, the main driver of cost increases is from increasing investment and maintenance funding
to students. The benefits of the policies are designed to work together to lead to a fundamental change in the
system, putting more emphasis on student choice and aiming to deliver a more effective and efficient higher
education system. Quantifying benefits is much more difficult because we do not yet know the knock-on effect
of the extra income going in to universities over and above the current levels of teaching grant, or the
improved maintenance package for students. The quantified figures here therefore do not capture the full
impact of the policy. They do not attempt to place a simple monetary value on the improvements to education
bought by the reforms. Nor do they capture the long run benefits of providing greater levels of maintenance
support. Furthermore they do not capture wider benefits from allowing funding to follow the student and
introducing more competition among providers. The present value of quantified benefits shown here,
£15,035m also include the estimated impact of better information provision on social mobility, which are
realised through the graduate premium and improved retention rates. The £1,713.4m is the average annual
figure in constant prices.

Other key non-monetised benefits by ‘main affected groups’

The non-quantified benefits from the reforms include the expected improved incentives for further competition
to drive efficiency and quality among Higher Education institutions, leading to improved education, as well as
equity and distributional impacts from generous grants, greater coverage for loans for part-time students and
the more progressive repayment system. These non-monetised benefits (which are also further discussed in
other areas of this impact assessment) are expected to offset the costs of the proposed option.

Key assumptions/sensitivities/risks Discount rate (%) |3.5

This impact assessment is not yet able to provide a full analysis of policy direction in areas that are still open to
consultation. The main quantified figures here relate to the cost benefit analysis of HE funding changes. The
analysis is based on modelling assumptions that reflect the most up to date policy positions but do not affect
the figures announced in the Spending Review 2010. The main assumptions on student numbers and
average tuition fee level have not changed from the interim 1A, but the analysis has been updated to cover an
extended 10 year time period (assuming steady-state position from 2016/17) and to include part-time students
(covered by the funding reforms).

Direct impact on business (Equivalent Annual) £m): In scope of OIOO? Measure qualifies as
Costs: £4m | Benefits: O | Net: £-4m No

Enforcement, Implementation and Wider Impacts

What is the geographic coverage of the policy/option? England

From what date will the policy be implemented? Academic year 2012/13
Which organisation(s) will enforce the policy? BIS, HEFCE, OFFA
What is the annual change in enforcement cost (Em)? Not quantified

Does enforcement comply with Hampton principles? Yes

Does implementation go beyond minimum EU requirements? N/A

What is the CO, equivalent change in greenhouse gas emissions? Traded: Non-traded:
(Million tonnes CO; equivalent) N/A N/A

Does the proposal have an impact on competition? Yes

What proportion (%) of Total PV costs/benefits is directly attributable to Costs: Benefits:
primary legislation, if applicable? 0 0
Distribution of annual cost (%) by organisation size Micro <20 Small Medium | Large
(excl. Transition) (Constant Price) 0 0 0 0 0
Are any of these organisations exempt? No No No No No
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Set out in the table below where information on any SITs undertaken as part of the analysis of the policy

options can be found in the evidence base. For guidance on how to complete each test, double-click on the
link for the guidance provided by the relevant department.

Please note this checklist is not intended to list each and every statutory consideration that departments
should take into account when deciding which policy option to follow. It is the responsibility of departments
to make sure that their duties are complied with.

Does your policy option/proposal have an impact on...? Impact Page ref
within 1A

Statutory equality duties* Yes Published

Statutory Equality Duties Impact Test quidance separately

Economic impacts

Competition Competition Assessment Impact Test guidance Yes 65

Small firms Small Firms Impact Test quidance Yes 66

Environmental impacts

Greenhouse gas assessment Greenhouse Gas Assessment Impact Test guidance N/Q

Wider environmental issues Wider Environmental Issues Impact Test guidance N/Q 67

Social impacts

Health and well-being Health and Well-being Impact Test guidance N/Q
Human rights Human Rights Impact Test guidance No
Justice system Justice Impact Test guidance No
Rural proofing Rural Proofing Impact Test guidance No
Sustainable development No

Sustainable Development Impact Test guidance

! public bodies including Whitehall departments are required to consider the impact of their policies and measures on race, disability and
gender. It is intended to extend this consideration requirement under the Equality Act 2010 to cover age, sexual orientation, religion or belief
and gender reassignment from April 2011 (to Great Britain only). The Toolkit provides advice on statutory equality duties for public authorities
with a remit in Northern Ireland.


http://www.bis.gov.uk/policies/better-regulation/policy/scrutinising-new-regulations/preparing-impact-assessments/specific-impact-tests/statutory-Equality-Duties-Guidance
http://www.bis.gov.uk/policies/better-regulation/policy/scrutinising-new-regulations/preparing-impact-assessments/specific-impact-tests/Competition-Assessment
http://www.bis.gov.uk/policies/better-regulation/policy/scrutinising-new-regulations/preparing-impact-assessments/specific-impact-tests/Small-Firms-Impact-Test
http://www.bis.gov.uk/policies/better-regulation/policy/scrutinising-new-regulations/preparing-impact-assessments/specific-impact-tests/Greenhouse-Gas-Impact-Assessment
http://www.bis.gov.uk/policies/better-regulation/policy/scrutinising-new-regulations/preparing-impact-assessments/specific-impact-tests/Wider-Environmental-Impact-Test
http://www.bis.gov.uk/policies/better-regulation/policy/scrutinising-new-regulations/preparing-impact-assessments/specific-impact-tests/Health-and-Well-Being
http://www.bis.gov.uk/policies/better-regulation/policy/scrutinising-new-regulations/preparing-impact-assessments/specific-impact-tests/Human-Rights
http://www.bis.gov.uk/policies/better-regulation/policy/scrutinising-new-regulations/preparing-impact-assessments/specific-impact-tests/Justice-Impact-Test
http://www.bis.gov.uk/policies/better-regulation/policy/scrutinising-new-regulations/preparing-impact-assessments/specific-impact-tests/Rural-Proofing
http://www.bis.gov.uk/policies/better-regulation/policy/scrutinising-new-regulations/preparing-impact-assessments/specific-impact-tests/Sustainable-Development-Impact-Test
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. Vi Evid i
Description: Reforms to the HE funding and student finance system

Price Base | PV Base Time Period Net Benefit (Present Value (PV)) (Em)
Year 12/13 | Year 12/13 | Years 10 Low: High: Estimate of the net quantified impact -£8,340m*

*Although not quantified, the full benefits of these
proposals are likely to be substantial

COSTS (Em) Total Transition Av. Annual Quantified Cost Total Quantified Cost
(Constant Price)  Years (excl. Transition) (Constant Price) (Present Value)

Low

High

Best Estimate £2,827m over 10 years £23,080m over 10 years

Description and scale of key monetised costs by ‘main affected groups’

As noted above, the estimated quantified costs and benefits for funding reform are shown in detail below (see
Table 6) but cannot capture all the expected benefits of switching to a system where funding follows the
student and the repayment system has been made more progressive. The total PV cost of £23,080m over ten
years mainly comes from the additional fee loans (enabling greater investment in HE) and maintenance
(offsetting negative impacts on participation from increased fees). These costs are partially offset by reduced
teaching grant expenditure. The £2,827m is the average annual figure in constant prices. This includes the full
resource cost to government and graduates (through loan repayments) over the full lifetime of the loans.
However, it is important to note that graduates will not experience the full cost of their loan repayments in the
10 year period — a summary of the stream of payments is shown in table 7. Some of this additional investment
will contribute to fair access improvements (e.g. via scholarships and bursaries), but is inherently linked with
the broader funding changes. The quantified costs and benefits are shown here only to avoid double counting.

The costs of administering the new funding system and the costs to business are estimated to be ongoing
rather than transitional, so are included in the overall costs.

Other key non-monetised costs by ‘main affected groups’
None identified.

BENEFITS (£m) Total Transition Av. Annual Quantified Benefit Total Quantified Benefit
(Constant Price) Years | (excl. Transition) (Constant Price) (Present Value)

Low

High

Best Estimate £1,679m over 10 years £14,740m over 10 years

Description and scale of key monetised benefits by ‘main affected groups’

Increases in income and reductions in public expenditure are shown in Table 6. As discussed above, the main
driver of cost increases is from increasing investment and maintenance funding to students. The benefits of
the policies are designed to work together to lead to a fundamental change in the system, putting more
emphasis on student choice and aiming to deliver a more effective and efficient higher education system.
Quantifying benefits is much more difficult because we do not yet know the knock-on effect of the extra
income going in to universities over and above the current levels of teaching grant, or the improved
maintenance package for students. The quantified figures here therefore do not capture the full impact of the
policy. They do not attempt to place a simple monetary value on the improvements to education bought by the
reforms. Nor do they capture the long run benefits of providing greater levels of maintenance support.
Furthermore they do not capture wider benefits from allowing funding to follow the student and introducing
more competition among providers. The total present value of quantified benefits shown here, £14,740, over
10 years comes from the estimated impact of better information provision on social mobility, which are realised
through the graduate premium and improved retention rates. The average annual benefit over 10 years is
£1,679m is in constant prices. These benefits will also be linked to improvements in information and fair
access, but have only been quantified here to avoid double counting.
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Other key non-monetised benefits by ‘main affected groups’
The additional income received by students (in maintenance) and HEIs (in fees) supports better quality, a

better student experience and equity benefits. It is not possible to quantify this precisely, but it needs to be
taken into account in judging the overall impact of the reforms.

Key assumptions/sensitivities/risks Discount rate (%) |3.5

This analysis updates the interim impact assessment which provided an indicative analysis of the potential
economic impact of the reforms. The cost benefit analysis is based on modelling assumptions that reflect the
most up to date policy positions but do not affect the figures announced in the Spending Review 2010. The
main assumptions on student numbers and average tuition fee level have not changed but the analysis has
been updated to cover an extended 10 year time period (assuming steady-state position from 2016/17) and to
include part-time students (covered by the funding reforms).

Direct impact on business (Equivalent Annual) £m: In scope of OIOO? Measure qualifies as
Costs: £4m | Benefits: | Net: £-4m No

Enforcement, Implementation and Wider Impacts

What is the geographic coverage of the policy/option? England

From what date will the policy be implemented? Academic year 2012/13

Which organisation(s) will enforce the policy? BIS

What is the annual change in enforcement cost (Em)? N/A

Does enforcement comply with Hampton principles? Yes

Does implementation go beyond minimum EU requirements? N/A

What is the CO, equivalent change in greenhouse gas emissions? Traded: Non-traded:

(Million tonnes CO; equivalent) N/A N/A

Does the proposal have an impact on competition? Yes

What proportion (%) of Total PV costs/benefits is directly attributable to Costs: Benefits:

primary legislation, if applicable? 0 0

Distribution of annual cost (%) by organisation size Micro <20 Small Medium | Large

(excl. Transition) (Constant Price)

Are any of these organisations exempt? No No No No No
Yes/No | Yes/No | Yes/No | Yes/No
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N A :

Description:
Information — enabling students to choose the courses that best meet their needs

Price Base | PV Base Time Period Net Benefit (Present Value (PV)) (Em)
Year 2012/13 | Year 201213 | Years 10 Low: High: Estimate of the net quantified impact
Optional | Optional | £281.8m*

*Although not quantified, the full benefits of
these proposals are likely to be substantial

COSTS (Em) Total Transition Average Annual Total Cost
(Constant Price)  Years (excl. Transition) (Constant Price) (Present Value)
Low
High 1
Best Estimate £0.2m £1.5m over 10 yrs £13.4m over 10 yrs

Description and scale of key monetised costs by ‘main affected groups’

It is not yet possible to quantify all the potential changes in this area. The one-off changes to the Unistats
website (paid from existing BIS budgets) is estimated between £100,000 and £300,000, so the best estimate
is £0.2m. For ongoing costs, HEFCE estimate £1.38 million per annum to higher education institutions to
gather information contained in the key information set (KIS). There will also be ongoing costs to Government
of £150,000 from the KIS — in total these amount to about £13.4m (NPV) over ten years.

Other key non-monetised costs by ‘main affected groups’

We have not costed the option of sharing more data and will explore this further in the next version of the
impact assessment.

BENEFITS (£m) Total Transition Average Annual Total Bengefit
(Constant Price)  Years (excl. Transition) (Constant Price) (Present Value)

Low

High

Best Estimate £34.4m £295.2m

Description and scale of key monetised benefits by ‘main affected groups’

It is not possible to quantify all the potential benefits from improved information in HE. The present value of
guantified benefits over 10 years, £295.2m, represents estimates for improvements in social mobility,
impacting on an improved graduate premium for suitably qualified students from more disadvantaged
backgrounds attending the most selective HE institutions. These benefits will also arise from improvements in
fair access, but to avoid double counting are only quantified in this section.

Other key non-monetised benefits by ‘main affected groups’

Individuals considering entering higher education (HE) will be able to compare courses within and across HE
websites on a more comparable basis. This will help individuals to locate information more quickly and should
reduce search costs. Additional graduate salary information on Unistats allows applicants to access relative
wage return information on previous graduates to inform their decision whether to enter HE and where to
study. More information on actual entry qualifications can help with A-level choices.

Key assumptions/sensitivities/risks Discount rate (%) |3.5

The quantified benefits include an assumption of increased social mobility from more students from lower
income groups entering Russell Group universities. This is based on a range of sources of evidence set out in
the background evidence on information, including HESA performance indicators, graduate premiums and
studies on social mobility.

Direct impact on business (Equivalent Annual) £m): In scope of OIOO? Measure qualifies as
Costs: 0 | Benefits: O | Net: O No
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: - . v

What is the geographic coverage of the policy/option? Enaland

From what date will the policy be implemented? Academic year 2012/13
Which organisation(s) will enforce the policy? HEFCE

What is the annual change in enforcement cost (Em)? Not yet quantified

Does enforcement comply with Hampton principles? Yes

Does implementation go beyond minimum EU requirements? N/A

What is the CO, equivalent change in greenhouse gas emissions? Traded: Non-traded:
(Million tonnes CO; equivalent) N/A N/A
Does the proposal have an impact on competition? Yes

What proportion (%) of Total PV costs/benefits is directly attributable to Costs: Benefits:
primary legislation, if applicable? 0 0
Distribution of annual cost (%) by organisation size Micro <20 Small Medium | Large
(excl. Transition) (Constant Price)

Are any of these organisations exempt? No No No No No
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Summary: Analysis and Evidence Policy 3
Description:

Fair access — require any institution charging over £6,000 to agree an access
agreement with the Office for Fair access (OFFA)

Price Base | PV Base Time Period Net Benefit (Present Value (PV)) (Em)

Year 12/13 Year 12/13 Years 10 Low: High: Best Estimate: N/Q
COSTS (Em) Total Transition Average Annual Total Cost
(Constant Price)  Years | (excl. Transition) (Constant Price) (Present Value)
Low
High
Best Estimate 0 0 0

Description and scale of key monetised costs by ‘main affected groups’

Higher Education Institutions (HEIs) that intend to charge over £6,000 will need to draft an access
agreement and submit it to OFFA - we expect the cost of doing this to be similar to what they already incur,
so that there is no additional marginal cost.

Other key non-monetised costs by ‘main affected groups’

HEIls will be spending money on access and retention measures (this IA includes OFFA’s guidance on
expenditure per fee above £6,000) and have to assess the progress made against their access
agreements. The costs of these measures have not been quantified separately here as the changes in
costs are inherently linked with the changes to the funding regime (see quantified costs and benefits above).
The additional spending by government and HEIs will come through the National Scholarship Programme
and HEI bursaries and scholarships. These are shown in the transfers table for the funding regime.

BENEFITS (£m) Total Transition Average Annual Total Benefit
(Constant Price)  Years | (excl. Transition) (Constant Price) (Present Value)

Low

High

Best Estimate 0 0 0

Description and scale of key monetised benefits by ‘main affected groups’

The benefits from improved access will come from improvements to social mobility, and will also be linked
with the policy changes to information. These benefits are not quantified here to avoid double counting with
the benefits already quantified above.

Other key non-monetised benefits by ‘main affected groups’

Access agreements are intended to widen participation across the HE sector including to the most highly
selective courses. Without them social mobility and overall participation would be lower, with indirect costs
to society and direct costs in reduced graduate returns. As indicated above, the changes in spending are
inherently linked with the changes to the funding regime.

Key assumptions/sensitivities/risks Discount rate (%)
Direct impact on business (Equivalent Annual) £m): In scope of OIOO? Measure qualifies as
Costs: 0 ‘ Benefits: 0 ‘ Net: O No

Enforcement, Implementation and Wider Impacts

What is the geographic coverage of the policy/option? Enaland
From what date will the policy be implemented? Academic year 2012/13

10
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Which organisation(s) will enforce the policy?

OFFA

What is the annual change in enforcement cost (Em)?

No additional costs yet

Does enforcement comply with Hampton principles? Yes

Does implementation go beyond minimum EU requirements? N/A

What is the CO, equivalent change in greenhouse gas emissions? Traded: Non-traded:
(Million tonnes CO; equivalent) N/A N/
Does the proposal have an impact on competition? Yes

What proportion (%) of Total PV costs/benefits is directly attributable to Costs: Benefits:
primary legislation, if applicable?

Distribution of annual cost (%) by organisation size Micro <20 Small Medium | Large
(excl. Transition) (Constant Price)

Are any of these organisations exempt? No No No No No

11
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Description:
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Creating dynamism and competition in student number allocations

Price Base PV Base Time Period Net Benefit (Present Value (PV)) (Em)

Year12/13 Year 12/13 | Years 10 Low: High: Best Estimate:

COSTS (Em) Total Transition Average Annual Total Cost
(Constant Price)  Years | (excl. Transition) (Constant Price) (Present Value)

Low

High

Best Estimate 0 0 0

Description and scale of key monetised costs by ‘main affected groups’

Other key non-monetised costs by ‘main affected groups’

HEFCE will be consulting on the details of this option and a more through assessment of the costs will
appear in the next version of the impact assessment.

BENEFITS (Em) Total Transition Average Annual Total Benefit
(Constant Price)  Years | (excl. Transition) (Constant Price) (Present Value)

Low

High

Best Estimate Q 0 0

Description and scale of key monetised benefits by ‘main affected groups’

Other key non-monetised benefits by ‘main affected groups’
Creating dynamism in student number allocations can allow some institutions to respond better to student

demand. Encouraging more competition in recruitment helps to drive up choice and quality and competitive
pricing. Freeing up of ‘AAB’ places should allow more students to get their first choice.

Key assumptions/sensitivities/risks

Discount rate (%)

Costs:

Direct impact on business (Equivalent Annual) £m):

’ Benefits: Net:

No

In scope of OI00?

Measure qualifies as

Enforcement, Implementation and Wider Impacts

What is the geographic coverage of the policy/option? Enaland

From what date will the policy be implemented? From academic year
2012/13

Which organisation(s) will enforce the policy? HEFCE

What is the annual change in enforcement cost (Em)? Not vet quantified

12
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Does enforcement comply with Hampton principles? Yes

Does implementation go beyond minimum EU requirements? N/A

What is the CO, equivalent change in greenhouse gas emissions? Traded: Non-traded:
(Million tonnes CO; equivalent)

Does the proposal have an impact on competition? Yes

What proportion (%) of Total PV costs/benefits is directly attributable to Costs: Benefits:
primary legislation, if applicable?

Distribution of annual cost (%) by organisation size Micro <20 Small Medium | Large
(excl. Transition) (Constant Price)

Are any of these organisations exempt? No No No No No

13
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ATty Evid :

Reforming the regulatory framework — introduction of a regulatory framework to
underpin the new system

Price Base | PV Base Time Period Net Benefit (Present Value (PV)) (Em)

Year 12/13 | Year 12/13 | Years 10 Low: High: Best Estimate:

COSTS (Em) Total Transition Average Annual Total Cost
(Constant Price)  Years | (excl. Transition) (Constant Price) (Present Value)

Low

High

Best Estimate 0 0 0

Description and scale of key monetised costs by ‘main affected groups’

Other key non-monetised costs by ‘main affected groups’

The proposals on regulation are the minimum necessary to protect both the student and public interest and
to maintain high quality standards, whilst at the same time breaking down barriers to market entry and
simplifying the regime wherever possible. We have not estimated the costs but will explore further in the
next version of the impact assessment.

BENEFITS (Em)

Total Transition

Average Annual

Total Benefit

(Constant Price)  Years | (excl. Transition) (Constant Price) (Present Value)
Low
High
Best Estimate 0 0 0

Description and scale of key monetised benefits by ‘main affected groups’

Other key non-monetised benefits by ‘main affected groups’

Positive impact on existing HEFCE funded providers from simplifying the regulatory burden within the
regime and applying a risk based approach to regulation where appropriate. Alternative providers will
benefit from changes to DAPs and University title which will make it easier and more attractive for them to
enter the sector on a more equal basis. Students will benefit from a regulatory framework that creates a
dynamic HE sector that encourages competition, innovation and ensures high quality standards.

Key assumptions/sensitivities/risks

Discount rate (%)

Costs: 0

Direct impact on business (Equivalent Annual) £m):
‘ Benefits: 0

‘ Net: O

No

In scope of OIOO?

Measure qualifies as

Enforcement, Implementation and Wider Impacts

‘ What is the geographic coverage of the policy/option?

‘ Enaland
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From what date will the policy be implemented? From Academic year
2012/13

Which organisation(s) will enforce the policy? HEFCE

What is the annual change in enforcement cost (Em)? Not yet quantified

Does enforcement comply with Hampton principles? Yes

Does implementation go beyond minimum EU requirements? N/A

What is the CO, equivalent change in greenhouse gas emissions? Traded: Non-traded:

(Million tonnes CO; equivalent) N/A N/A

Does the proposal have an impact on competition? Yes

What proportion (%) of Total PV costs/benefits is directly attributable to Costs: Benefits:

primary legislation, if applicable?

Distribution of annual cost (%) by organisation size Micro <20 Small Medium | Large

(excl. Transition) (Constant Price)

Are any of these organisations exempt? No No No No No

References

Include the links to relevant legislation and publications, such as public impact assessments of earlier
stages (e.g. Consultation, Final, Enactment) and those of the matching IN or OUTs measures

No. Legislation or publication

Equality impact assessment http://www.bis.qgov.uk/hereform/all-documents/

2 Interim impact assessment urgent reforms to Higher Education funding and student finance
November 2010 http://www.bis.gov.uk/assets/biscore/higher-education/docs/i/10-1309-interim-
impact-assessment-he-funding-and-student-finance.pdf

3 Interim equality impact assessment urgent reforms to Higher Education funding and student finance
November 2010 http://www.bis.gov.uk/assets/biscore/higher-education/docs/i/10-1310-interim-
equality-impact-assessment-he-funding-and-student-finance.pdf
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Evidence base for summary sheets
Higher Education Reforms White paper
Impact assessment

Introduction

The Higher Education White Paper

Our universities have a fundamental value: the creation and transmission of
knowledge for its own sake; expanding the individual and collective intellect; exploring
the unknown and the things we take for granted. Higher Education (HE) also
contributes to key Government objectives of growth and social mobility, and in doing
so provides a number of benefits to individuals, families and wider society.

As we have moved from a minority to a mass system of higher education, we face new
challenges of how to fund it in such a way which is affordable for Government whilst
maintaining participation and quality and allowing all those with the ability to benefit to
be able to access a university education.

And there are additional challenges arising as a result of globalisation. Increasing
competition from other countries able to invest heavily in education and research
mean that we need to take action to ensure our system remains internationally
competitive.

The Higher Education White Paper sets out how the Government will respond to these
challenges: creating a more dynamic and student-led system, which supports social
mobility and economic growth and is affordable for Government. They will put higher
education institutions on a secure financial footing and enable our higher education
system to compete internationally.

This will be followed in 2012 by a Higher Education Bill, which will take forward any
changes to primary legislation needed to implement reforms to higher education.

Scope of this Impact Assessment

This impact assessment focuses on those proposals set out in the HE White Paper
which involve regulatory change and/or require primary legislation to implement via a
HE Bill in 2012.

Government will consult further on the proposals in the Higher Education White Paper
before taking forward this legislation and will publish a further, more detailed impact
assessment prior to the introduction of a Bill.

The policy proposals put forward in the HE White Paper and which fall within scope of
this impact assessment are:
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Policy proposal

Funding and student
finance

Re-direct funding so
that more of it flows
through the student,
rather than centrally
allocated grant.
Provide support so
that no eligible student
has to pay up front.

Information

Increase the amount,
quality and
accessibility of
information available to
prospective students.

Fair Access

Require any institution
charging over £6,000
to agree an access
agreement with the
Office for Fair Access.

Student number
controls

Within budgetary
constraints, allow more
flexibility in how
student numbers are
allocated.

Regulatory
framework

Introduce a simplified
regulatory framework
to underpin the new
system

Rationale for change

Government has a role to provide
financial support for students where
credit markets would otherwise fail.

The current system of funding is
unaffordable and graduates that
benefit most from higher education
should be expected to contribute
more towards the cost.

Information asymmetries are a
source of market failure in higher
education.

There is evidence that young
people do not have access to
adequate information when making
decisions about higher education.
This disproportionately affects
disadvantaged students and so
impacts on social mobility.

Although progress has been made
on widening participation in higher
education, the number of
disadvantaged students going to
the most selective universities has
remained relatively flat. Those
charging higher fees will therefore
be required to do much more to
support fair access and will have to
demonstrate what progress they will
make on this.

The current system constrains
flexibility and thus the extent to
which student choice can drive
competition between institutions.

Funding reforms will mean
HEFCE's influence over the sector
through conditions attached to
teaching grant will reduce over time
as most money will flow through
tuition fees. Government needs a
new way of regulating the system.
Simplifying the regulatory
framework — whilst still allowing the
Government to protect the public
interest - will allow for a more
dynamic system.

Policy goal

To reform the funding of higher
education, to make it fair and
sustainable and ensure that the
methods for allocating public funds
create the right incentives to drive
competition to deliver efficiency,
quality and innovation.

To put students at the heart of the
system by providing better
information about course content
and outcomes that will allow
prospective students to make more
informed decisions and choose the
right course for them,; thereby
contributing to skills, growth and
social mobility.

To increase social mobility by
enabling more people from
disadvantaged backgrounds to
enter higher education, and
subsequently gain employment in
the professions and other
rewarding, well paid occupations.

To make greater progress in
extending fair access for applicants
of the highest ability to the most
selective higher education
institutions.

More competition will drive
improvements in quality and value.
Giving students the ability to
exercise greater choice will allow
them to attend the institution that
best meets their needs.

To create an open and dynamic HE
system by encouraging competition
and innovation in supply and
enabling new providers to enter the
system on fair terms.

To secure and sustain high
standards of HE qualifications
thereby sustaining public
confidence, protecting the
consumer interest and maintaining
a high international reputation for
the UK HE system.
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Problem under consideration

Why higher education matters

Growth

Higher education contributes to growth through equipping individuals with the skills
that enhance their productivity in the workplace (“human capital”), promoting the
economy’s knowledge base and driving innovation. High levels of human capital are
necessary for product or process innovation, assisting in developing new technologies,
providing a talent pool for entrepreneurship and promoting agglomeration externalities
arising from the concentration of skilled individuals and firms in one place. A one
percentage point rise in the number of people with tertiary education within OECD
countries increased GDP per capita growth by 1.1 percentage points?.

Higher education also generates substantial labour market benefits for individuals.
Over their working life graduates currently earn, on average, over £100,000 more net
of tax, in today’s valuation and taking into account foregone earnings whilst studying,
compared to an individual with two or more A Levels and no degree. Despite
expansion in the supply of graduates over time, the relative wage premium for a
degree has stayed fairly stable®. Arguably, this shows that there has been an increase
in demand for graduate-level skills®.

Chart 1. Average wage premium for undergraduate degrees (%) 1996-2009*
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Source; The Returns to higher Education qualifications. London Economics report to BIS 2011 (forthcoming). * The chart compares the cohort
of graduates to the cohort of non-graduates in an annual snap shot of relative wage rates from the Labour Force Survey. The wage premium
measures the average percentage increase in the hourly wage rate a graduate would expect to receive compared to someone with only 2 or
more A levels, controlling for a number of other characteristics which could also affect earnings

> Gemmel (1996) in Sianesi and Van Reenan, 2003
* London Economics, 2011

* Jenkins et al, 2007
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Social mobility

Because participation in higher education increases earning potential and expands
opportunity for individuals, it is also strongly correlated with increased social mobility.
While there is an active debate about the interaction and relative importance of different
influences and interventions at different stages of the life cycle - including cognitive and
non-cognitive attributes, parental education and GCSE and A-Level choices — most
research indicates that achievement in post-compulsory education, particularly in HE, is
extremely important in determining the level of intergenerational mobility.® There is wide
agreement that middle-class families have been better able to take advantage of
increasing educational opportunities, partly because of higher levels of social and
cultural capital, and that the growing imbalance in access to higher education by family
background was a powerful driver of the decline in intergenerational mobility (between
the 1958 and 1970 birth cohorts).®

Health and wellbeing

Higher education also brings many personal benefits to graduates and their families.
They are healthier — less likely to be depressed, to smoke or to be obese than similar
people who did not participate in higher education’ which in turn has a positive impact
on their quality of life and longevity.

Graduates also create a more educational family environment including, for example,
reading more to their children and owning more books than non-graduates.® Perhaps
because of this, the children of graduates are less likely to experience educational
difficulties than children whose parents are educated below A-level®. In particular, one
study found that a mother’s education strongly affects her children’s educational
achievements; if a mother has a university degree, there is a two-thirds chance that her
child will obtain a degree, compared to only 12% for a mother’s whose highest
qualification is an O-Level. *°

Research

Our research base makes a significant contribution to innovation and growth and
generates income for the higher education institutions that house it. For example, the
guality of UK research attracts overseas students worth £2.2bn p.a. to the UK.
Research provides highly skilled people to the job market.

Research also generates new ideas and technologies, improves company performance
and creates new businesses. Between 2003 and 2010, 37 university spin outs were

> Crawford et al, Social Mobility : A Literature Review, BIS, 2011
® Blanden et al, Explaining Intergenerational Income Persistence: Non-cognitive Skills, Ability and Education, 2006

7 Bynner et al, 2003, Revisiting the benefits of higher education, report by the Bedford group for lifecourse and statistical
studies

® Bynner et al 2003, Revisiting the benefits of higher education, report by the Bedford group for lifecourse and statistical
studies

° Bynner et al 2001, The wider benefit of HE, report by the institute of Education for the Higher Education Funding Council
in England and the Smith Institute, HEFCE report 01/46

1% Ermisch (1999)
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floated on the stock exchange with an IPO value of £1.7 billion and 24 university spin
out companies were acquired by other businesses for a total value of £2.4bn*!. The
excellence of our research base also attracts global investment to the UK. For example,
in 2008/09 the UKTI used the strength of the research base to attract over 200 R&D
investments to the UK.*2

The challenges facing higher education

Sustainable funding

Over the past 25 years, we have moved from a minority to a mass system. Over half of
young people now aspire to go to university and almost all parents aspire for their
children to go. There have been increasing numbers of university applicants with non-
traditional qualifications. That is a huge achievement. But the funding system has not
evolved to keep pace and, in the current economic climate, even the level of public
funding devoted to higher education we inherited, is not affordable.

Social mobility

Although there have been improvements in widening participation in higher education
over the last 15 years, the participation rates of the most disadvantaged young people
in the most selective universities has remained virtually unchanged over the same
period. Attendance at a selective institution is a recognised route into the professions
but 70% of our high court judges and 54% of top journalists went to independent
schools. This is not because students from state schools are less able. A recent study
of Oxford University found that private school pupils perform less well in their final
examinations relative to their GSCE results when compared with state school

13 . . . .
students . A second study of Bristol University found that state school pupils on
. . . 14
average outperform independent school students who entered with similar grades

This is not only wasteful, it is also unfair. Higher education should be a powerful engine
of social mobility. We want to live in a society where anyone with the ability to benefit
from higher education should be able to compete for places, including to the most
selective institutions, on equal terms.

Information, quality and the student experience

Funding reforms will motivate students to demand a better higher education system and
HEIs will be incentivised to be more responsive to students, improve quality and value
and get better at demonstrating what they offer.

To help prospective students make informed choices and hold providers to account, we
need to provide better, more easily accessible information on which programmes and

1 Unpublished data provided by UNICO
2 UKTI, 2008
B Ogg, Zimdars & Health, British Educational Research Journal, 2009, 35.5

Y Hoare & Johnston, Studies in Higher Education, 2010
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institutions will meet their needs and equip them with the skills to get a good job when
they graduate.

International competition and globalisation

The higher education sector does not only need to respond to domestic challenges.
There are growing populations and rising prosperity in many parts of the world, new
technologies and dramatic improvements in the speed and ease of moving capital,
goods and information. Among OECD countries, the UK’s comparatively strong position
as a highly skilled economy is under threat as more and more countries focus on
increasing the skills of their populations as a source of competitive advantage. While the
UK'’s graduation rate has remained more or less stable over the last eight years, others
have improved — in 2000 we were ranked fourth in terms of graduation rates (for tertiary
type A qualifications), in 2008 we were 15th™.

Rationale for intervention

There are well established economic arguments for intervening in higher education,
including market failures and equity issues. A market will only produce the efficient
outcome and level of investment where there are no market failures. However, there are
two primary forms of market failure in higher education: imperfect information
generating credit market failures; and positive externalities causing sub-optimal
investment. Left alone, this would produce an inefficient outcome. Individuals,
particularly those from disadvantaged backgrounds, may not choose or be able to afford
to invest in higher education.

Evidence on this was presented and discussed in the interim impact assessment
published by BIS* in November 2010 when the Government provided its initial
response to the Independent Review of Higher Education Funding and Student
Finance®’.

The nature of government intervention in higher education is complex and there is no
one optimal solution. Market failures present in higher education differ from those of a
traditional public good or compared to, for example, health care and primary education
(see Barr, 2004, for further detail). Other countries operate their higher education
systems based on different combinations of government intervention*®.

The approach taken to Government intervention in England has evolved over time and
there is scope for the current system of intervention to be adapted to produce a more
efficient outcome. For example, by creating more incentives for competition by removing

> OECD (2010) Education At A Glance

16 BIS (2010) Interim impact assessment http://www.bis.gov.uk/assets/biscore/higher-
education/docs/i/10-1309-interim-impact-assessment-he-funding-and-student-finance.pdf

7 Browne Review (2010) www.independent.gov.uk/browne-report

'8 BIS (2010) Review of Student Support in other countries, BIS Research report number 10
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the subsidies paid to some providers which currently prevent others from being able to
compete; and by allowing more funding to follow student choice.

The evidence on the challenges facing our higher education system and on the
existence of market failures demonstrates that there is a rationale for government to:

1. overcome the credit market failures and provide the necessary finance to
prevent barriers in access, and directly support HE where the positive
externalities and spillovers are greatest;

2. remove information barriers to enable the market to deliver accurate price
signals and thus individuals to make more informed decisions;

3. encourage fair treatment of all individuals regardless of social background so
that they are equally able to make choices that suit them;

4. drive a more competitive system based on choice, quality and efficiency; and

5. remove regulatory barriers to create a level playing field between all providers
and enable new providers to enter.

The five policy proposals analysed in this impact assessment directly relate to
addressing the interventions outlined above.

Policy objectives

Reforms to higher education will create a more dynamic and student-led system, which
supports social mobility and economic growth and is affordable for Government. They
will put higher education institutions on a secure financial footing and enable our higher
education system to remain internationally competitive.

The higher education reform programme reflects wider themes that the Government is
pursuing across all public services - driving transparency and accountability through
publishing better information about service delivery; promoting fairness by tackling the
barriers to social mobility; giving customers more power to get the service they want;
deregulating and encouraging fair and dynamic markets and increasing local decision
making and autonomy.

Description of proposals being considered

The Higher Education White paper proposes a wide range of reforms to higher
education. This impact assessment focuses on proposals that involve regulation and/or
require legislative change and will feed into a Higher Education Bill in 2012. These can
be summarised into five main themes:

e HE funding and student finance — p23

e Information — enabling students to chose the courses that best meet their
needs — p 38

e Fair Access —p 46
e Creating dynamism and competition in student number allocations — p. 50
e Reforming the regulatory framework —p. 59

These are summarised in the table below.
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Each proposal has its own assessment of the impact if it was implemented in isolation
(see subsequent sections). The costs and benefits of each proposal are measured
against a ‘do-nothing’ baseline.

During the consultation period and before the Higher Education Bill in 2012, we want to
improve the available evidence so that the individual proposals can be more thoroughly
assessed. We welcome input from consultees. A further, more detailed impact
assessment will then be published alongside the Higher Education Bill.

One in, one out rule

The proposals contained in this impact assessment are out of scope for one in, one
out rules.

Consultation

Consultation to date

These proposals build on the report of the Independent Review of Higher Education Funding
and Student Finance. The review, which took place over 12 months, took views from a wide
range of stakeholders and was conducted in an open and consultative manner.

Since the review reported in October 2010, we have consulted on our developing proposals
with partners across Government, with delivery partners and with key organisations within
the higher education sector. We have also engaged the views of students, higher education
providers of all types, of economists, academics and other experts in higher education and
beyond.

Further consultation

A 12-week public consultation is being run alongside the Higher Education White Paper and
will provide further opportunity for feedback on these proposals prior to a Higher Education
Bill in 2012.

23



Impact Assessment Higher Education: Student at the Heart of the System

THEME

HE funding and
student finance
(page 10)

Information

(page 32)

Fair Access

(page 42)

Student number
allocations

(page 46)

Reforming the
regulatory
framework

(page 55)

DETAILED PROPOSALS

Re-direct funding so that more of it flows through the student,
rather than centrally allocated grant

Provide loans for fees so that no eligible student has to pay
upfront; extended to part-time students studying at 25%
intensity or more

Provide support for living costs, with more support for the
poorest students

Introduce a more progressive repayment system linked to
income, whereby high earning graduates pay back the most
and low earners are protected

Require all institutions to provide a standardised Key
Information Set about all of their courses

Improve the Unistats website to provide a single source of
comparable data

Stimulate a wealth of information by releasing more raw data
about progression of students and graduate outcomes

Require all institutions that intend to charge more than £6,000
to demonstrate to the satisfaction of the independent Director
of Fair Access what more they will do to attract students from
disadvantaged backgrounds.

Within budgetary constraints, allow more flexibility in how
student numbers are allocated.

Introduce a single regulatory framework for all higher
education providers.

All institutions offering a recognised “English degree” (i.e.
having “degree awarding powers” in England) would need to
satisfy a quality threshold, administered by the Quality
Assurance Agency.

Institutions that want their students to access student support
funding (loans and grants) would need to first satisfy eligibility
conditions around guality, access and financial health. Specific
conditions attaching to student support will be set down in an
institution’s financial memorandum which will include
requirements around information, quality, financial reporting,
dispute resolution, student numbers, pricing.

Not for profit institutions would additionally, subject to
satisfying the necessary conditions, be able to access grants
to fund those additional costs and public policy priorities that
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cannot be met by a student-led funding system alone.
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HE funding and student finance

An interim impact assessment of the HE funding and student finance reforms
in England was published on 29 November 2010, measured the discounted
costs and benefits of different options using the latest actual data where
available or the assumptions listed in that paper. This updates that analysis.

The relevant time period begins in 2012/13 — the first year that students
eligible under the new system will enter Higher Education. A 10 year period
for impact assessments has been applied despite the uncertainties around
future spending after the current spending review period. By academic year
2016/17 we expect that over 95% of both full and part-time students in HE to
have started their courses in 2012 or afterwards. All these students are
expected to be on the same package of support and attract the same level of
teaching grant funding, so the system will broadly be in steady state by this
point. To calculate the net present value, a discount rate of 3.5% was applied
with 2012/13 representing year O.

Since the interim impact assessment there have been the following
developments:

¢ Amendments to regulation have been passed to enable any HEFCE (or
TDA) funded institution to charge tuition fees of up to the ‘basic
amount’ of £6,000; and up to the ‘higher amount’ of £9,000 where they
agree an access agreement with the Director of Fair Access.

e The Education Bill, currently going through parliament, includes
clauses to introduce new regulation of part-time fees from 2012/13.

e The Education Bill also includes provisions to enable a real rate of
interest to be part of the new student repayment package.

Other elements concerning the student finance package have been
subsequently updated and are incorporated in this revised impact
assessment:

e Tuition loans for part time students will be available for those studying
at least 25% the intensity of a full time course (extended from 33%).

e The income threshold at which repayments start to be made by
graduates will be up-rated annually from 2016, rather than being every
five years.

Problem under consideration

In October 2010 Lord Browne published his Independent Review of Higher
Education Funding and Student Finance. This identified the need for a more
sustainable HE funding and student finance system with the right incentives to
drive participation and quality and a rebalancing of contributions towards
those who benefit paying a greater proportion of the cost. Also in October
2010, the Spending Review resulted in large reductions to government grant
support for HE: reducing the overall resource grant budget for HE, excluding
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research funding, from £7.1 billion to £4.2 billion in real terms by 2014-15.
This is part of the Government’s wider aim to eliminate the structural deficit
over the course of this Parliament. Alongside these issues, there are inherent
market failures in HE such as positive externalities and imperfect information
provision which necessitate intervention considerations around funding and
student finance.

Rationale for intervention

The rationale for intervention in HE funding and student finance was detailed
in the interim impact assessment and has also been provided in the
overarching evidence at the beginning of this document. As well as the
problems identified by Lord Browne, the interim impact assessment identified
evidence of two forms of market failures in HE: the presence of positive
externalities such as spillovers from human capital accumulation to economic
growth and wider benefits to society; and imperfect information such as on
future benefits from undertaking HE. These lead to uninformed decision
making among potential students, adverse selection and moral hazard,
causing private credit markets to fail to provide the sufficient level of finance
necessary to produce the socially optimum level of HE; and risk aversion
among potential borrowers, especially those from more disadvantaged
backgrounds (leading to a sub-optimal level of investment in HE).

The presence of these market failures provides the rationale for government
intervention in the funding and financing of HE. For example, asymmetric
information necessitates the provision of student finance by governments so
that no students face any up-front costs from investing in HE and the barriers
to accessing finance are reduced. Reform of the method of funding HE will
also help to drive more competition within the sector. The current mechanism
of allocating public funding through block teaching grants allocated by the HE
Funding Council for England (HEFCE) reduces the incentives for institutions
to compete to attract students, preventing benefits from competition of further
efficiency, quality and innovation.

Policy objective

To reform the funding of higher education, to make it fair and sustainable and
ensure that the methods for allocating public funds create the right incentives
to drive competition to deliver efficiency, quality and innovation.

Description of options considered

Option 1: Do-nothing

Do-nothing would involve maintaining the current system with the levels of
public funding before the Spending Review 2010 (SR2010) announcement
and the Government’s intention to cut the deficit. This announcement included
a real terms reduction to the overall resource grant budget for Higher
Education (excluding research funding) from £7.1 billion to £4.2 billion by
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2014-15. Therefore, do-nothing is not feasible. It represents the most
appropriate baseline on which to form the analysis to demonstrate the
marginal impacts of the following options. This baseline was agreed at the BIS
Peer Review Group for the interim impact assessment as part of the Chief
Economist sign-off so as to treat the SR2010 announcement and need for HE
reforms as one issue. The analysis for all other options, as is the norm for
impact assessments, considers the marginal impact compared to this
baseline.

Option 2: Current funding system with reduced government
funding

If we chose to maintain the current system, then the planned reduction to
public expenditure in HE over the Spending Review period announced in
October 2010 would have to be met either through a reduction in the grant
available for teaching or through a reduction in the number of student places
available. A reduction in the unit of resource would have serious implications
for the standard of service that HEIs would be able to provide. To maintain the
current unit resource, the only alternative would be a reduction in student
numbers. The reduction in student entrants to remain within the spending
envelope set for HE was estimated to be 58%. This reduction in student
entrants is the option explored here.

Option 3: Return to previous funding system with reduced
government funding

In the context of reduced government funding for HE (excluding research)
another option might be to return to the funding system in place prior to the
previous reforms. This system was characterised by an upfront fee of £1,200
for all students and a less generous student support package (including fee
loans up to £1,000 and means-tested fee grants but no maintenance grants).
To maintain the level of unit grant resource in the baseline option but meet the
SR2010 spending envelope set for HE, would require a 49% reduction in
student numbers. This reduction in student entrants is the option explored
here.

Options 4a and 4b: Browne approach

The independent review by Lord Browne assessed the options for HE reform
and recommended a sustainable approach to funding which more appropriately
reflects the costs and benefits involved for individuals and government, drives
guality and protects participation. This approach has been broadly endorsed by
the Government as consistent with the rationale presented above. Option 4 a
presents the imp