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A CABINET
‘V REVIEW OF STUDENT SUPPORT
Me ng%%

um by the Secretary of State for Education and Science

24 Tahuaz 1 that, with their agreement, I annOun?ed <

with the g that cretary of State for Scotland and ;, in assoclation
OHSultatlecreta tate for Northern Ireland, would issue a

educat oy ve Paper ning financial §upport for students 1in higher
efore the Sl have ven undertakings that the document would appear

Uummer Re

2,

consu{E:t?ttacbed draf D\Y I, consultative paper has been produced.in
SUpport atog with colle gt closely concerned. 1In concentrating on
Which lrst degree le equivalent, it fulfils the undertaking

ary, It argues that, in view of the
’\ their higher education, the present

Studentg and hS ution of the costs betwee? the
?xisting Studthe rest of the con ; and that the high public cost of
1ncrea3ing 1'EI-lt support makes it .ff ult to address the system's
arrangEmEntsltltﬂtlons. My own bel 1 Fhe replacement of the present
Stresgeq that Yy a system centred on 1 s no secret, but I have a1w§ys
\Sectigy at 1t is personal and does @go¢/Zommit colleagues. The section

lmPOrtantlga on loans thefefore forms t heprt of the paper, but iF is
II1) anq th at other possibilities be rel@4rsed (as is donme in Section
to emPhasiszt the passages on loans be apppopriately tentative, i? order
Mportan¢ fo ;he genulne!y consultative nature of the paper. It 18.3130
Which hithes taw attention to the continuing very substantial subsidy
System - thateqUCatlon attracts other than thro e student support
Continyg, 1s for tuition costs - and to emplfsidd that this will

Alth ; ;
Colle ough the paper 1s deliberately non-prescri

agues yy, ¢g/on loans,
Shoulq g de i have consulted so far are agreed th% ;;ﬁ loan option
Optiop illus:crlbed 1n some detail in order to focus p ebate. The
€0surg that rated envisages very mild terms designed, 1 :

n Py
heavY e those from low income families would not be fs ;ﬁfﬁ th too
e?ucation Payment burden and would not be deterred from en d‘ﬁ? igher

time, releasThe Point is made that the introduction of loans“whGdQ\ in
\'-"l-" h
o

higher e.resourceS, some of which could be spent on impr
termg o, I do not however consider that this and the

ould S .
themselves be sufficient to convince many students ang
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c;;Q g:?:oa change froT the existing grant system 1is justified. The described
Contr?bthgrefore 1nclud?s provision for a reduction of pare?tal
<:> : Schutlons b? one third phased over ten years from'the f1r§t year of
eéme. This should make the scheme more attractive to middle income
"1ts, and appeal to students in making them less dependent on their

Eig
4
8 lso draw colleagues' attention to the careful words of paragraph
tﬂa e 1n difficulties with Community law and there is a real prospect
]

ay have to offer support to students from the Community -

es

Ougec hose from the Republic of Ireland - on the same terms as to

Poss9:? nts., At this stage we ought to do no more than hint at this

1imi;'11 publicly, but the option referred to in paragraph 13 - of

the d}ng udent support to general higher education courses - could prove

trection in which we might find it expedient to move.

D

pub Antnexes ¢ a are for the information of colleagues and are not for
11C&tion.

6,

consultyp 24 January, 1 said tbat there would be a period of
anoune. lon follo blication, after whlc}} the Government would'
c°“5u1tat?ny pProposaka change. 1 should like now to set the period of
Recess ;on In train ishing tbe attached document by Fhe Summer
to bri; ollowing a co ive period of four months, my aim would be

& Proposals to col in the first part of next year.

ment to my proceeding with the

KJ

epart
Ment of Education and Science

8 July 1985
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1 \
198 \Secretary of State for Education and Science announced on 5 December
whet  /the Government proposed to consider - and consult widely about -
€th
lca change in the student support system, which might include
ns

that ‘ feguarding the interests of the taxpayer. It is the intention
h )
is rey @uuld examine financial support for students in higher education,

Qoneentr
fe ' ating ¢ Support at first degree and sub-degree levels, but that tuition

ntinue, as now, not to be means tested.

SECTION y : @
T ()
HE EXISTING SYSTEM

2.

undert::ize::“t arrangements vi‘?ins foranoiatyppors foriwaisnin

c%ntee 5 lil:r. education had ‘@ origins in the report of the Anderson

r°110¥:in3 L 0.(1) Its principal @endations were implemented in 1962

b, e :aetment of legislati @ still underpins the system of
oday. The main prinecipl h

equalit}, ops h the Committee advocated were:
1hat:itut:it'm a:zortunity of access to high€ edgration; freedom of choice of

of Brang o th°°“f‘33 (subject to an offer ission); and the availability
Prepap, q € full period of any designat rse. The Anderson Report

°d the way for
Robbing ‘Commit

by °F higher eg

the expansion of higher ed)ation recommended in a report

by th
e
o} tee in 1963,(2) and the adoption of the principle that

abilj¢
Y a
Nd attainment to pursue them and who wish

3.

two :

of Student g Feports set the scene for the great expansi e number
e

hag eontinu dntering higher education which accelerated in th and which
e

1ncr3a8ed to the present time. A combination of demographic s and

®Ppo
Portunities to participate in higher education has le

() "Gl‘ants to |

(2) wyy h Students®, cmnq 1051 .
&hep Education Repo /
121 (

rt", Cmnd 2154
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IThe requirement in the present awards system that students
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4
: d 1983/6H4:
a threefold increase in the number of award-holders between 1962588 pendimm
ic ex
There has also been a threefold increase in the real level of Publ 000
ow about 4501

student maintenance grants in the last 20 years. There aré P s
s expected :

d-holders, and public expenditure on their maintenance i tudents
(e -
some £530M in 1985/6(3). This excludes additional payments ® essions
conc
families through social benefits (around £130M) and taX

hrough deeds of covenant (about £70M). There is in adaiiian :ucn
dy still which is given through the provision of 2RSS tUiti:h;t
e annual costs of each medical student are Somé £6'800 : in
qﬁgéa er student for a typical six year course)s while for %

000 per
and science s they average around £3,800 (that is over £11s for
ourseé

S .
acckql
large

For exa ger

is over &£

) and
student for a ee year course, or £15,000 for a four year ° r cmuﬁey

; ea
arts students sofe £2,800 (or over £8,000 per student for 2 three ¥ it

endituré
7 in

st
The average annual cost of tuition is in the region of £3,500 per

exp
n)pxcess of £1,500M a year. This massive

and the aggregate cos o
on
ion is distributed among only 1 Per®

by taxpayers on higher
the 18-21 age group in E

io
escript

y, The essential features oﬁjggsb'resent system (a detailed d it cont!
excepP

of which is in Annex A) have re unchanged since 1962, o77. In parti”
1 .

butions from families to the paym uition fees ended iP { s sys
to

cular, student support has been ori almost exclusively alent

v

of higher education which is based on me degre

study from the age of 18 (17 or 18 in Sco

. There has beer i the €x'®
. uch a8 e
in the scope of courses which entitle studqggg5 an - Ayariiig eptheless,t"er

v

sion to Higher National Diploma and DipHE cou n 1975. N matic entit
to

are many advanced courses which do not at presé&ft carry an;8y ation an ”orebe;
uc t

to awards. More emphasis is now being placed on continuing ed fur

: encouras
flexible methods of study.(4) If these developments are be
the present awards system will need to be adapted.

5. The case for reform is highlighted by social changes ‘#‘f. \
As long ago as 1960 the majority of the Anderson Committee rd
abolition of the parental contribution. This was not accepte

ic
of the day and its retention has come under increasing erit 414
, 1o

ism 0181H

ﬂé&%’
E

er

(3) All figures are for GB, unless otherwise stated. pment of Hig" 6§§

(4) See Sections 4 and 6 of the Green Paper, "The pDevelo
into the 1990s", Cmnd 9524 : Q
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10
) depeng ¢
it nt on their parents until the age of 25 is also unpopular and out of

ne wi
y, 000 th the reduction in the age of adult responsibility from 21 to 18.
h
" S €Scalating cost of awards has, however, made it difficult to contem-
# dical Changes to the awards system. For example, in England and Wales

1\9~‘—'rid uction in the age of independence from 25 to 21 would cost
the public expenditure pressures in recent years have made

; Dtain the real value of the grant year by year.

nse)‘

There
BWargg o is also a need to rationalise the relationship between student
n
]

d
e henefits S be“*’f@jmdents are currently eligible to claim social
t

' Particularyy long vacations which the mandatory award is

‘Bheqd ¢
benepyy © cover. st

hay.
Student € risen sharply ‘,A he 1960s and up to perhaps one half of all
ar
of ¢y € claiming housing Kﬁ. t and supplementary benefit during part
e ye A i

claims for supplementary benefit and housing

11:!‘-"' ar. The G N
Dr'inciple 4 Overnment bellev¥ at. in the long term it is right in
] - (o]
A auPDor-t Fémove students from nefit system, and to make any necessary
tef available :
r“r'thep 3 under the awards sy This will need to be considered
| t
: out op the he context of any changes arrangements for benefits arising
e Green Paper. "Reform of Social ukity".
en” 8 ‘
' Oup
eré lemb .
’meﬂ‘ InCtl:::l.].it}' bet ership of the European Communit/ ith it the impetus towards
e W -
s = is anothe ®€n Member countries - and particu the mobility of students
I raqd
e atDclem; iNEnsion which should be taken into\gjccount. As our existing

Suppop
Commlmit ¢ t ar rangements are very different from those of most of our
art -
Woulq4 Batags MErs, who operate schemes based at least
ant
lo run 8¢ in considering whether changes could

Oulg
oningn, Make harmonisation easier. And the fact tha

Syst
Shoulg pe gi S of student s

ven

| to the introduction of such a system here. 4\

¢ 9t <§;§>
F -

°r a1

t h

lhe ar"angeme tese reasons, the time is ripe to examine from first les
n £

lent of high e Supporting students entering higher education in

0 er :

£ What the €ducation policy and recent developments, and taking ac i
eountl‘}' tan afford. %
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@ SECTION II
© 1
DERLYING PRINCIPLES

'6§§g§%> igher education may be regarded as an investment in the future
bﬁ::jf} the individual student and for the community at large. The
indi stands to benefit greatly from higher education both 40
tangi s - through the ability of most graduates to command highe” .
than avefa@eOharnings particularly in later life - and also (1659 tangi™y

d
and more spfally) through the opportunity to broaden horizons a0 k
ona
nrichment of life.(5) At the same time, the nati
on
Shal economy stand to benefit from the contributi

pelieves
ified students can make; indeed the Government
e moreé

through an
life and the né
that suitably q
that it is vital for our higher education system to contribut
effectively to the ima&izﬁaent of the performance of the economY'(n)

(Ezjijponsorship by employers.

r
11. The question needs to ressed whether the cost of hisie

There is also scope fo

education is fairly distribu een the taxpayer on the on€ hand .
and the student (and his family) e other. Under the preseﬂt sysbe
the overall direct contribution o nts and their families goward®
the students' higher education is, age, only some 10§ Of the Ao

where no P2

total expenditure on maintenance and costs (and,

is mev
contribution is made, that contribution ﬁ The other 90% M
le
by taxpayers who in the generality of cas s{fgi?likely to earn

%

(4) Ibid, 1.2

the economy as a whole is the social rate of return of irsears peel 36
which, on the basis of certain assumptions, has in recent Yher educat‘win

in the region of 5 to 8%. The private rate of return of b van alloqu

to the student is considerably higher than the social rat€» “'.ond 95 4
See Annex B of <

for graduates' generally higher tax payments. (

on
(5) One means of measuring the contribution of higher educazidegree§€§g$>
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thro h A
c??éﬁl U8hout their 1ives than will the students whom they are supporting.
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e GOVe
rament will continue to use taxpayers' money to meet by far
gpeater‘

Share of the cost of higher education, including the full

¢
% of
e tuition fees.(4) (6) But there is a case for considering higher
1 Gﬂh _ :
t

o)
Not just as an individual right, for those qualified to receive

&

r-e;ip © s an individual benefit towards the cost of which its
that Studenf ould make a realistic contribution. It may be thought
thejp Bubso later enjoy higher earnings will contribute towards
People. ¢ higher education by paying higher taxes than most

¥ taxes cannot be counted as a repayment of student
me rates of tax apply to non-graduate higher earners.
loans might, for example, provide a suitable and

This and other ideas are considered below.

=ea Q)
POsSIR @
LE cy
ANGES T0 ThE EXIS@ STEM
12 A

Witho“
t e
be Son Wbarking on large r@ of student support, there may

® Scope
f
48 not. or redeploying reso thin its general framework.

¢d in Se
3“b3eet of ction I, the parental tion system has been the
S0
’elievina th me eriticism, But it does t provide a means of
e
the Syste taxpayer of part of the cos gher education. If

Whethep t:e“:Pe retained, consideration shouigﬁg% aps be given to

The &8sesspe 2313 of assessing parental contrfﬁ%?ig should be changed.

tax Pathen t: é? parental contributions on the Qé??i of income before

5imp11ry admia: 4S at present on "residual income™ would undoubtedly
that it “Ouldn Stration angd procedures for parents. Some would argue

tax Pelief' A 8150 be more equitable, since those paren(éé?%}eady enjoying
Snefyy & on mortgage interest, would no longer der

Woulg

uble
an

Su
h a change would not be without its diffic

B

need careful consideration.

SO -- /5@@
% “‘)Ibi

Ui e smass N
y o

The
| to Jarpa
\ 3.9fee3 beingtt Report re

Subsumeq jp

commends that consideration should be given
the general funding of institutions; ibid,

CONFIDENTIAL (
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- ould
13. Another area in which some adjustment to the existing system ©

O .
<§§§Zﬁ)be made is in the length of courses for which mandatory awards wou

. rs t
C§G§§§ available. The Government is concerned at the extra costs of fi
years in

>ree courses which last for longer than three years (four

3 to
":29 and).(4) One possibility would be to limit mandatory suppor®
is could

a
be
instea imited to courses with a general educational

O

riod rather than to a set (first degree) level. Th
ight
iiéjéégf three years - and four years in Scotland. support m&

content: Thi®

cation, put

ing tO
it would hose wishing to undertake professional training ;
i rds»
look to spon éégﬁand potential employers, or to discretionary ave
J

ise
ects such as medicine and architecture,
1 training, c

would n r$glude a vocational orientation to higher edu

for support.

both general educational and vocational or professiona

ining
be supported by manda awards up to the point where the trall

Government' jtself
esuppos®

uld

began. Thereafter sp&Rso employers (including the

: r
in some cases) would st .. Any approach on these lines would P

of courses

that the vocational and g educational elements A
e .
be separately identified an ourses appropriately structur’
: aeif
/ - . prIn
14. As noted in Section I, the : ent believes that it 38 whole

X out the
tate benefits through ew scheme of

~ . n :
in considering any pis 839"

to remove students from entitleme
year.(7) One of the criteria to be ‘
student support will be the extent to <ig?§$t is compatible Ha- ple appr o
In particular, arrangements will have to ised to make avﬂ;I:he award®

: : ic
assistance for those in need during the lo ations for wh se,

system does not at present provide support.
'
on administrative grounds and in line with the overnment’s a dif‘f‘ereﬂt

o er
students in general from benefit, for rationalising the sev

@
Do
Qs

(4) Ibid, 6.8 4 %/
Cmnd 9517 4
- <:

systems of support for students' dependants.

(7) See the Green Paper "Reform of Social Security"s

CONFIDENTIAL
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N
The €xisting awards system or any new scheme of support which is introduced
c
incOPPOrate features designed to encourage trends which are considered
t
9 Sirable. Fop example, in contrast with most other countries, nearly
0%

ig:jZfents from England and Wales study away from home at an estimated
ad
gt st of £80M; in Scotland some 60% leave home to study with extra

Cost,

3 20 £15M. If it was thought desirable to encourage students to
Sty i
b W fro the level of the grant or other support available could be

ase
£ d on th %Egngt home rate. However, such measures would need to be applied

ley
Not oLy ip Bt?gﬂﬁgg' ability to choose when and where to apply to study is
t
d and to avoid adverse effects on participation in
8

&
=
o

e land. Nor should they encourage students to rely more
a :

aj its, thus running counter to the Government's general
m Of remo\'ing

Students from benefits.

[Note
Omission of paragrap saries and scholarships.]

16,

mightozz ::ans of achieving a istribution of the cost of higher education
Undey e rough a Higher Educaty (sometimes called a "graduate tax").
indﬂ to Parens lapp”°30h every student eceive a maintenance grant not su?ject
! frop . : cont”ibUtfons. In recogn the benefit which students derive
f on gpaduatzp?’tunity to undertake highé tion, a tax would be levied
b n g “8Piets Subsequent earnings. The ta d and rates could be balanced
opﬁi With Y of ways but would be structure

rnings to ensure that those
€ maj €arnings paid less than the bet&gﬁjéff, or nothing at all.

N ady
ma1ntenane “ntages of this approach would lie uity, since payment for

ve and theer::Zi:$ higher education would be detekfithed by future success,
: the of th

° k:ep :i:::: tould be achieved, it would be easy to secure repayments and
L avoidance b rates to q minimum. There would, however //St})}1 be some scope
eially deprSSand €vasion of the Higher Education tax - f
pa?chol £ €arnings or through emigratioq. It is unce
€ bug ! impact On the will to succeed of an earnings rel

an
Y Potentia) disincentive must already exist in a progr

oW or pg
s Th

€ dependence on parents. If“full integration into

CONFIDENTIAL
7
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<§é2%%§§> The most widely canvassed alternative to the present systen 2
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SECTION IV

LOANS

s one involvi®
ntriﬁ
other coY
3} in whole or in part. This would be in line with practice in

1p to
1d be justified by the logic in Section II. It could also e P

ove ome of the difficulties in the existing system mentioned
I. I

the

n cular loans could go some way to redistributing part of jority
e ma

of highe e%tion which at present falls unfairly heavily on 8

vantageés
do not enjoy higher education or the lifelong ad
parentS!

4 be spen’

of taxpay
it ecan bri an scheme could also benefit students and their
albeit less di <E§?§, insofar as it released resources which coul
higher education. Moreover, it would encourage ¥©
to consider carefully and in the light of career opportunities the & e
and disadvantages of hizzis)education and of the various institutions

ovis
turn could influence the type of PF
ner educatio?”

on improvements dvanta

courses open to them.

and help to increase the and standard of our hig

cheme
a loan ®
em, wholly or partly, by ot of

would produce substantial net sav, 7 n the medium to long bert ¢h which

these would enable the Government b

18. Replacing the present gra

; y
mandator
it could progressively make desirablég pms, such as extendin: ntsndep
ude
support to other groups in higher educa®ig)) and decreasing st end 00 the
dep
dence on their parents. The level and tim¥Yng pR)ysavings woRte 1t,

ce of defaV

administrative costs.

terms of repayment, the concessions offered,<§ﬁg>igciden

In
ere.
19. Loans have already proved a practical proposition elsewh s virﬂﬁﬂly

: ants,
the UK system of student support, being based entirely on & of systems

ity
unique in the western world. Although there is a great ¢{ve

elsewhere, most countries support students through loans 83 frof nll
d-3H na
lesser extent. The Federal Republic of Germany (FRG) switceh®ey ‘/‘ 4
one ¥97 ens
a part loan/part grant-based system of student support to :/fs wed

ernm
on 100% interest-free loans administered by the Federal GOV

d by ° park!
the small basic grant received by all students is suppleme"te and
which now amounts to 90% of the total award. In the Netherlands’ ed UP
higher grants are given than in Sweden but are substantially tzz:unt are
loans. Indeed, schemes involving loans to a greater or lesser Japans toos éé

ope-
the rule rather than the exception throughout western EUF P |

CONFIDENTIAL
B.
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|
] relj i P
(:> . ®S on loans for its students' support. The complicated Federal and State
Pra
> Ngements for student support in the USA also give prominence to loans,

ith
1vi Ajj' £ limiteq value grants available for the most needy. Whilst the experience
| he

:1 5§$§ S€ countries is such as to encourage us to look to loans as a possible

ri
k Cfg; orward in the UK, caution is necessary in making international comparisons,
= 2 the interaction of the higher education, student support, social benefits
in N\ ystems varies from country to country. The various aspects discussed
é§§§52?5 20 to 25 following will therefore need careful consideration

befop
¢ision can be taken.

rticipation - A consequence of giving students, through

loans, more incentive to consider carefully the costs
as p igher education might be that some would conclude that it
01
of Onger worthwhile. Others might be deterred by the responsibility
aervicing L

be tpg an. of these effects on participation would no doubt
nsi
tory and woul§ g ne as loans became accepted as the normal means

1€

Of rin
aneg
ing Support for ts in higher education; employers too might

adjust
th _
&ir patterns of r o ensure that they could continue to attract

e right !
Number and kind o tes. However, the impact on participation

Of the
int
) Other Foduction of 1oans ca%£g§> e accurately predicted. Experience from
ount
1q ries serves as d guide, since the introduction of

NS abpg
edy ad has often been linked icies opening up access to higher

eatiOn r
or man
there is ho y for

Pight
haVe a

only a

whom it would erwise have been available, and

. Precedent for a change fro uplyersal system of grant as of

© one of Toans:

Chiey

% ded high rates of participation i er education. In the FRG
u

he reley - Qualified to do so enter high ucation: this is 18% of
ant

1§ ‘lany sty age range.(8) The experience of othekr countries also shows that

dent
any = S are Prepared to participate in higher education even without

t or '
of Studens loan Support. For example, in the USA an da around 50%
s
to ¢ Téceive no support. And a great many stud tribute substantially

Nevertheless, othéY cpogrtries operating loans schemes

3% op

he ri ]
Nane
in terp. g of their higher education through part-

time
Smayy Bage 8S well as in the vacations. In Sweden 20% ref] ly the
e
8rant, while under the relatively new FRG scheme 0% of

Stuge
nta ral
1 outsige the scope of the loans scheme. <%§fi:)

)
/ _ |
)/4 b, "ot ‘ % i

(¢
eiDatie Presep I Great Britain do not allow exact comparisons to be made; A

t
: in th 8l indey ogﬁ Qualified participation index of around 80% and age par
® FRG: around 14% do indicate broad similarities with the positi

CONFIDENTIAL]- _ Ss
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I @ 21. Repayment requirements - Careful thOught‘ WOuldI ﬁhavg to be given to sebtins
a :
tes and periods of repayment at levels that were geared both t© what the
1
payer could afford through Government expenditure and to the former studen®®

Cgééigty to repay the loan. In some countries interest rates are charged 2

kﬂf¢§§£§;2)¢:5%=;

erest 18

aidised compared with commercial levels. In the FRG no int
‘ zed)unless there is default by the borrower; and good examination results
rt,

duce the amount to be repaid. Repayment periods may be
years in the USA. It is difficult to gauge what the optins®
o ;
ondition % UK system might be; but the more significant the sh
1

loans, the Wl the loans terms might be. For example, repaYments might
a certain ti

can quite sho

be spread ove ng period and written off if not repaid by
pletion or

no repayment mi e required until some time after course com
d in 1ine ‘

when earnings wer&>low, and the outstanding debt might be revalué
with inflation instead of being subject to a true rate of interest-
22. The extent to whic would produce savings in public expenditure
el of repayments. Inevitabl
defaulters the pursuit
dnd expense. Experience of other ©

ﬁﬂ'g héme could be tailo
default at acceptably low administrJ!!> ost. And there is n° reasor *°
abroﬂdi

ery different from that
t their |

would depend in part upon y there would

of whon ig®
ountries

0 pinimis® |

be a wilful or negligent min

namely that the great majority of stude 4 be expected O mee

obligations. On this basis, the default rate ¢ peasonably T assumed :
r.-
g default without disp

to average around 10%. One possibility of conﬂi
em-
portionate cost might be to recover loan repafﬁ%é?? hrough theé tax syst
ghrough
ts reducing especiallf

23. Although thére could well be scope here for studen
ove
dens might pe students

part-time earnings their need to borrow, large debt bur

hard to bear for students from poorer families - some 23 °X univers

are from socio-economic groups IV and V - who have hither heavily
reliant on grants and who would not have a ready made SOUrc®—> ik
support to draw upon. Consideration would also have to be give ';‘Si:s

students aiP
e option nigh¥

es falls belo¥
ting 2

the terms of repayment for those raising families,
less well-paid careers, and others on low incomes. On
reduce repayments in years when income from all sourc
earnings (currently £170 per week gross). In order to avoid cread su |
'poverty trap' problem, repayments could be reduced on & s11ding e erﬂﬂéfi%
that no repayments would be required if total income was, Sa¥» A ot C§ﬁ

earnings or less. Repayment of debts might also be pased on indivd

marital, status and not be recoverable from Spouses:

CONFIDENTIAL
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2y, i : '
% LEEsgg_ggggggg - One potential difficulty with any loan scheme is the
dtiona) repayment b

&
(O

ts'

. glang G . urden on students' on longer than average courses. In
' ales the standard degree course is three years, but there are
' o courses, for example in the fields of medicine and veterinary

: . € which are considerably longer. A particular problem arises in Scotland
\Cause of the characteristics of the Scottish education system, Honours

Jrses last for four years. One way round this difficulty might be

T7PRand grant system whereby a loan would be made available to all
{

ﬂubsequEnt

an SXtendeq 14

PYer the cost of maintenance for three years with fourth or
e§§? covered by a grant awarded on the basis of existing schemes.
course be required to avoid abuses of the system, and

| Crifep might be available for students who failed to fulfil the
4
Owe for a grant for any additional year or years. Such an approach would
Ver carry an

Stratig extra cost, both in non-repayable grant and also in admini-
n

v Since the a td

system would have to remain in being alongside

inancj -
aibilhzg‘;*~gs—ﬂﬂg_§dministration ,afaggn scheme - In principle, respon-

PeQOVeri °:r:aking the loans, monitod epayments, authorising deferments,
Publie o ppiv:tdéfaulters and writing ts, might lie either in the
"ithout G € Sector. The commercial re unlikely to be willing,
Whioh Woulq pe ent guarantees, to take on t neing of a loan scheme

. to highep, e 8vailable as of right to all st ggff% qualifying for admission
L to the ove,ucation' whatever the commercial rid}, This right is central

nm
t5 Suppq ent's Proposals. The Government believes,  therefore, that student

d :
There Dight feed to continue to be publicly funded u a loan scheme.
n E
anq buildi vertheless be a role for financial institlti such as banks

25, F -
| e

ng s :
| loag Schepe °¢leties in the administration of a publicl d student
t
S 't houEh €xperience in the United States has sho ¥ such arrange-
atte -
Pety Ndant disadvantages. If on the other hand the tration

ineq
3 Pepayment in the Public sector, both the payment of loans and collection
dust oo S Bight best be entruste

, d to a single central governm ey,
st the Scotty h
j? | Udenta e sh Office is responsible for making mandatory awar
| thrg, Seotland noy It mi
6¢¢ gh ¢ ; . might be possible to collect loan repayme
)

he ¢
& ax
Stimg System, although that would require further study. Prel <;£§Q>

Tent s
“ehe

8 es
Cheng B&est that the additional cost of administering a student loan

with stuqent grants, could be up to about £10M a year. ﬁ

CONFIDENTIAL 12
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' 26. Practice varies in other countries. In the USA, reliance Of £0Y9
agencies has been minimised through the operation of a variety of scheme®
%nan%d and administered by banks. However, the schemes are uﬂdef""ritten |
<;ﬁ€§§;he Federal Government which is faced with broblems of escalating ook '

on of phei208d }

apacceptable levels of default. In Sweden, the administrati 5
1:, partly becad®

s assed from the .banks to a state agency in the 1960s, in |
mpaintad |

of ernment's determination to pursue bad debts and partly 2 other
4 in the FRG o

rnment

e subsidies. A state run scheme also operate

%ies.

Possible Shugacg? a Loan Scheme

B governmen®
will .

consid er®|
pelie’®’

27.: It will be<ar from what has been said already that th
has reached no conclusion for or against introducing a loan S
it do so until it has @ved all the responses to this document a7
the possibilities in t e same time:
that it will be helpful RS ‘to
if it presents the outline WA

chemé:

t of those responses. At th

: ernd
ans and thel ik

rticular loans scheme which i pased
represent a reasonable start t for the debate. This schoge ich would

on the most straightforward opt@ the introduction of: 1080

be to substitute loans for the p rant element of the award-
d caref

this would be a major shift from th nt arrangements an i
which

ation would need to be given to ways gating difficulties
arise. If cdmpensating arrangements wer %?;&%Pﬂe! the effects oe
participation and on loan take-up would, Qﬁgﬁgticular,

differ between the less well-off and the mo to do. Very 2 B gi§95
have therefore been illustrated in the scheme eribed below- honf%
examples of the repayment burden that would be Pced by ex'Students.
28. Loans would apply to new students only: thus stu
before the introduction of the scheme would carry on
Under the_sdheme exemplified, loans would be avai}able a
and would be repayable over 15 years beginhing only after

of grace following completion of the course. Repayments woul
a sliding ® gnes®

The ef 4

in years when income fell below average earnings on
at 85% of average earnings, repayments would be deferred.

t
begiﬂ
concessions could be that up to half of graduates would not or-p?
n 10

until in their mid-twenties or later, and some graduates 7 pts would /
e
might never have to make repayment at all. Any outstanding d ghe st 4%1

written off on retirement or death and, in any case,

of the repayment period.

CONFIDENTIAL]
12.
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t - P 29. No i -
O) Pevay interest woulg be charged on the loans. Outstanding debts would be

ued -
67 o bir in line With inflation and, to give protection were there to be years
i
4 : nrlatic‘ns there would be a ceiling of 5% on the revaluation. Moreover,

wWoul
_ d not pe revalued at all during study, grace or deferral years.

an | h /:, Conces

| i bof Sions would help make such a scheme much more attractive to potential
S

n ' effe than a Scheme run on commercial lines; should help to minimise the

= and 3 Participation and take-up rates of a switch from grants to loans;

ne‘ti:p:dzim arental contributions wou.ld be reduced progressively by
reduetiOnS o 4 t levels over the first ten years of the scheme. Greater

i erp Woulg AT 'ry a prohibitive cost in the short-term, and in the longer

g eredi ghep e the Scope for other improvements to student support and to

jeve’ Urthep inepea:n in genep Nevertheless, a scheme which not only obviated

tive| a One~thing " 2.saipa ontributions in real terms but also effected

i Daf‘entg . :duction wouldg sent a major easing of the present burden

Pefong 5 €0 a long way reasing students' independence. This desirable

1d by 1°an3_ € afforded, howe @ly through the savings made possible

der-| | 31, /
48 The long-tepy @

; J aboye Woulq » Steady state, savj oduced by such a scheme as outlined
_ o
|ucaf'i' Dr‘obably 11, " reasonable assumptions nflation and take-up rates,

. €b
ght 30 Years b, tween £200 and £250 millio . However, it would be some
(0
ros | ang Ovep € savings of this magnitude wéfe ieved. In the shorter term,
ef
S "eduetion et ten years of the scheme in cular. parental contribution

ang '
Bight Otheryy o concessions would account fd fh of the savings which
s
"al‘ious de ® have been achieved and which mightVhave been used to effect

Sirap
e5 ) °f o Se, p le changes in higher education. Different loan schemes could,
£ ' Prod '
e’ Uong Bhis 4 U greater savings which could be used t@ance reforms
nes
jel? less 2dvan, foted in paragraphs 4-6 above, but only xpense of
geo
] to tep Yeas U8 loan terms. For example, the repayment p uld be limited
1 t 7
ed Tade ) 3 * the grace periog could be shortened, and the de arrangements
- he loa would also be possible to charge a true interest
,5€ or t
25 Years, Thege © remove the concessions affecting study, grace a ral
f pPos
tiod o atudents A Sibilitjes might, however, be considered too harsh, itularly
2 a Who ;
fuyy entj come from lower income families and who have hithert
tlement to grant

CONFIDENTIAL
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- @ SECTION V

CLUSIONS

stem
is paper has argued that there is a need to re-examine our ¥
ents in h_igher

of support in order to measure it against developm

educady hat have taken place in recent years and which may be expected alati
in the head. Changes are also be called for in the light of (RS

in expendi at have taken place since the system was -'tﬂ'“""mr"e‘j v t
1962 and in rent national interest. It is the Government's Vi, th:iOusY
a more rationa fairer system of supporting students should no¥ be S:O
considered; and @which places more of the financial burden i t:;:ei:troducti .

benefit from higher education, and less on the taxpayer at largeé-

d, ab
of loans would be one w which greater equity could be achipivid tion
in higher edu®?

the same time as releasing Yesources for improvements 24
u

co
generally. There are, how other possibilities, some of which
be adopted in combination y$ oan scheme.

cf\g §} to the
33. As a basis for informed publ bate, one possible aPProaCh

agraph®
introduction of loans has been il ed in some detail in parag 2
en
27-31. It is important to re-emphasi@lever, that the Governo e
f

due ©

not committed to the introduction o h scheme; nor, if i3 essaf‘ily
nec

it were to promote the introduction of a cheme, would 1t

then advocate this particular scheme.

ut

T i

34. It would welcome the widest possible publi@ fate on the ptment
u

forward in this paper, and invites comments to b
of Education and Science (Room ) or to the Scottish Educ

Rool
eland (
(Room ) or to the Department of Education for North L

) by 30 November 1985.
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STUDENT AWARDS

CONFIDENTIAL | L .

* Under
ident E:e:;nt arrangements students on advanced courses who have been ordinarily

Y awargs. € UK for the three years before their course are eligible for manda-
Pities ang Ensland and Wales these awards are administered by local education
e in Scotland by the Scottish Education Department. Although the
ith stzgements cover a slightly larger number of courses, and deal differ-
i ents' travel costs, it has been the policy of successive Governments
Parity of treatment for students on both sides of the border so far

es E X
°f grant and parental contribution scales are concerned.

2 ds are made to students on designated courses of advanced further
<£§§S§Pe full-time degree or degree comparable courses: DipHE courses,
BTEC, and courses of initial teacher training. Awards for other
for certain postgraduate study - are discretionary: each

i body decides the number of such awards it can make and

ns of grant and bears the full cost itself. The remainder
cern mandatory awards.

icatjgy ::da right to an award for only one attempt at a basic advanced

stu:hether an ay S0 those have undertaken previous advanced study (irrespective
ents mus alard was rg€eided for that study or not) are rendered ineligible.

y, SO satisfycge n residence conditions to be eligible for support.

in o h i
Ndop, OSe living outs
Eastentitled 1830 for those elwéy

er y a .
Brang '2Cationg gng ot O £780. The

A"'
th nd 30 weeks of t (
Supyy . “Ne st i
Dplementaryu:§§zwmay also be eligibte

. Those receiving free board and loding
is assumed to cover the Christmas and
. In addition to the basic maintenance
additional maintenance. The main

3. The ances are for extra‘§:S > of study and for dependants.
stu Cost of :
thed: S ageq Taintenance is shared betw¥e State, students and their families.
mwpotart of hEior over, or who have supp emselves for 3 years before
Ses, papen: course are regarded as indefepdent of their parents for awards
6 al contribution is assessed other mandatory award holders.

. The
of par‘ent :
s zﬁt Darenzi eontrlbUt%OH is based upon the pa ' residual income: the income
P aken into account in its calcul§tion. Residual income is defined

ns includi Ss (taxable) income in the preceding financial year less certain
ge intereSt ?g those for other dependants, interest payments (including
aaaeSS ions, Af:e' Superannuation, life insurance and pepsion scheme

9 5 furthe,r Peésidual income has been calculated,@%iabparental contribution

dependent children
uise.

arenta) :
£8) contribution is asssessed where parents' res¢d{
3 Sed at 00 a contribution of £20 is assessed; co

0,300 h:hrate of £1 for each £7 of additional income"f\:“-gidual
8 the!‘éaften £1 for every £5 to a residual income of £15 : and £1

* Fop €r subject to a maximum contribution of £4000.
: °°ﬂtpibln°°me. N°°f independent students the contribution is again b
0 Ution of °ontribution is assessed on incomes below £6300. At

an
®Sidua) ineomio .
o

mily, 2240 deduction is made in respect of any o
; if the child is an award holder, or £85
p

S assessed; contributions are then assessed at £1
f £10,2000, and beyond that at the rate of £1 in eve % :

2
%
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Aac s t_lontr'ibution is not based on residual income. On incomes (net
asseSsedlonal insurance, child benefit and earnings) beyond £425 the student
to contribute pound for pound towards his grant. However, scholarship

e to S
?ega:di;mlt of £1280 (or £1600 in the case of an Industrial Scholarship)

9. 7
¢ 12€ Studentr

Daximum conty

\ ibution towards the grant from whichever source(s) is limited
Ntenance ele

to the main rate of grant, there are a number of supplementary
Cértain students - for example those who are over 26, or who
iong L 2 O have dependants - are eligible to receive. The main awards
for the dependants only of students defined as "independent"
r 25 or who have support themselves for three years) and
tayt of their courses. (Dependents of other students are
ship scheme administered by DHSS on behalf of DES under

made Bp i .
seotland fically for the purpose.)
12
* For
a -~ Stude
NP? Paiqd a¢ t nts_“ho are(prdinarily resident in Scotland, Students' Allowances

Widep 3tudents. b Secretary of State. The range of courses for

al) than that 2§iowances a ered by the Scottish Education Department is

Ranges TS€S whie ae“w by t mdatory scheme in England and Wales, but it includes
SEp % ory aw d purre designat e Department of Education and Science for

Supple S stugoses and cohdziquays of eligibility for entitlements are similar.
in ent t énts' courses in social work, professions

allowandes“VEep

autgngland aﬁq ° Medicine, adult ed ﬁ“"f QN

al OPrities ales Support is offe -" ‘
10uanceg °: Other award-making bodie

3 also available from the H&p

"a;.esa aignif‘icant N

Ray N £ maing recent difference in th

enanee .
im gran
PP those TPaVment op onv are Slightly lowet

and certain other courses for which
a discretionary basis by local education

7, th? Parental home the gran
Naleq ,, LOndon £211: Side London) is £1775 and fo e at an educational establish-
Udent } are dese'-The features of the mandato ards scheme in England and
tmmrd ? Allowance Fibed in paragraphs 5 to 11 aboXy apply equally to the SED
S the grant (s Scheme, with the single exception that the maximum contribution
Paragraph 10) extends to travelling expenses.

@

A1 rates Quoted are for the 1985-86 #cademic yeaf%
" [CONFIDENTIAL | 135
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REPAYMENT PROFILE

COURSE LENGTH: 3 YEARS

ANNEX B

TABLE 1

@@“’AN TO COVER 100% MAINTENANCE (PARENTAL CONTRIBUTION ASSESSED AT NIL)

Cash Real
Terms Terms
ent  Revalued Outstanding Repayment
(§§ﬁ> Debt Repayment Debt Value
? £ £ £ £
(gt 1885 1885
udy 3864 3864
(Years) 5942 5942
grace 5942 5942
Period) 5942
; 2 416 5824 310
3 437 5678 310
1 S 459 5503 310
5 482 5297 310
2 556% 506 5056 310
" 5309 31 4778 310
8 5017 7 4460 310
9 4683 4097 310
10 4302 3687 310
11 3872 3227 310
12 3388 2710 310
13 2846 71 2134 310
it 2241 T47 1494 310
LR T 784 % 784 310
| 824 824 - / 0 310
NUTES: (
(1) :
pa fﬁi ;985/86 prices the total loan would be £ (£1885
awarq years: £1885 is the estimated average/£ul) value
' including allowances, for 1985/86).
(2) The d

inf'lat,ion%t is revalued only in repayment years @
Outstand1 is assumed. Higher inflation would reduc
Ng debt in real terms, because of the 5% ce

°n debt,
Brace apq  2lUation and the non-revaluation in study,
Nd deferral periods.

b
®,
2)
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ANNEX B
TABLE 2

ESSED AT 678)

Cash Real
Terms Terms .
Outstanding Repaymen
Repayment Debt value
£ £
628
1287
1980
1980
1980
1940 13;
1892 103 |
1633 103 ;
1765 1 - |
168l 10; |
1592 133
1486 103
1365 1
103

1229
103

- o Ty
261 103
<¢§5> 0 103

jmated
(1) The effects of loans of less than 100% can be ezt
proportionately from Table 1. The example aboveé /86
out in full the effects of a one-third loan. A ars;

NOTES:

prices the total loan would be £1885 (£628 pa
assuming £1257 pa parental contribution).

(2) The debt is revalued only in repayment years: 5 ééng

pa inflation is assumed. Higher inflation would Ped;’
the outstanding debt in real terms, because of ;E:tion
a

pa ceiling on debt revaluation and the non=-rev <€f%:>
in study, grace and deferral periods. <3§ng

B
4
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ANNEX B
Cﬁé&’ TABLE 3
@ REPAYMENT PROFILE
O\ COURSE LENGTH: 4 YEARS
674) %om TO COVER 100% MAINTENANCE (PARENTAL CONTRIBUTION ASSESSED AT NIL)

Terms Terms

% Cash Real

€p ent Revalued Outstanding Repayment
Debt Repayment Debt Value
£ £ £ £

(4 1885 1885

Study 3864 3864

Years) 5942

8125

(Erace 8125

Period) 8125
1 7962 40y
| 2 7763 404
| 3 7524 4oy
| 4 7242 404
- ) 6913 404
| 6 6533 4oy
7 6097 404
8 5602 404
| ? 5042 4oy
| 10 4411 4oy
| 1 - 3706 404
| e 3891 973 <§;§5 2918 4o
| 13 3064 1021 2043 4Oy

2145 1072 / 72 4oy
15 1126 1126 0 40y
N -

(1) at

Pa por L005/86 prices the total loan would be £7540 (1885
Or 4 years: £1885 is the estimated averagé/Tu))l value

{ward, 4
s

Neluding allowances, for 1985/86).

(2) The 4
Pa jnp
th lat

€ outst
eeiling

Study

ebt is revalued only in repayment year
ion is assumed. Higher inflation would re
anding debt in real terms, because of the
On debt revaluation and the non-revaluation
* 8race and deferral periods.

g0
%
2
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' @ TABLE &
@ REPAYMENT PROFILE
A/ COURSE LENGTH: 4 YEARS b
AT
@ LOAN TO COVER 33% OF MAINTENANCE (PARENTAL CONTRIBUTIO ASSESSED
§ Cash Real
Terms Terms
€§§;@ent Revalued Outstanding Repayment
<%§§> Debt Repayment Debt value
ﬁ £ £ £ £
(4 628 628
study 1287 1287
year) 1980 1980
2707 2707
(grace 2707
period) 70 2707
1 189 2653 135
2 2586 135 .
3 2507 135 :
y 2413 135 : ;
5 2303 e
6 2176 135
7 2031 135
8 1866 135
9 g 1680 135
10 1470 135
11 N 1235 135
12 1296 321 972 135
i3 1021 340 A 681 0
) 14 715 357 /357 135
45 375 375 0
. |
NOTES: (

b
out in full the effects of a one-third loan. A S,
prices the total loan would be £2512 (£628 pa for

ted
(1) The effects of loans of less than 100% can stimd |
proportionately from Table 3. The example aboveg/se ‘
assuming £1257 pa parental contribution).

(2) The debt is revalued only in repayment years- g:ce
pa inflation is assumed. Higher inflation would re 54
the outstanding debt in real terms, because of the §

D,
¢

n
pa ceiling on debt revaluation and the non-revaluatio

in study, grace and deferral periods.
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£ £

Gross salary 8,000 10,000 (E§§§>
SINGLE PERSON T%»

Net salary after - &
tax, NI, 6% superannuation ? 5,338 6,518 7,696

Mortgage répayments (net, assuming @

mortgage is 2 12 x salary) 1,920 2,400 2,880
Rates (notidnal) 400 @ 480
Disposable income after tax ete, ® |

. mortgage, rates 3,018 @ 3,638 4,256

Loan repayments as percentage of
disposable income (inflation 5% pa) % % %
3 year 100% loan (£310 pa) Q@\ o3 8.5 7:3

| 4 year 100% loan (£40Y pa) 13.4 11.1 9.5

560

TVILN3AIINOD

1VILN3AIdNOD

MODIFICATIONS FOR PEF&EITH DEPENDANTS

e of

i
i +375 +375 +375
§ +365 +365 +365
NG EXPENSES (NOTIONAL)
hch adult 1,300 1,300 1,300
each child 780 - 780 780




; i
@)
EXAMPLES OF PROFESSIONAL SALARLES g aias ] o SR : ' 3 N
8,000 10,000 <§$§>

Teacher Scale I - 5 yrs experience Head of Dept - scale 3 acher/Deputy
of small school

Civil Servant EO - 2 yrs experience HEO SEOQ

University lecturer newly appointed age 27-28 \» early 30s

Chartered engineer (median age 24-25 age 27-28 % age 30-32

~ figures) Cﬁ%%@e

Army Lieutenant - 2 Captain - 1 or 2

in rank years in rank

AVERAGE GRADUATE EARNINGS @

Age Graduates @
£pa

20-24 7400 %

25-29 9800

30-39 13200

L4o-49 16100

50-59 16000 .

All ages

(20-69) 13100 ff\

(1) ExemplificationsC;:ED:ot given for those on salaries of £7,500 or less as these would be below 85% of
nd

IVILNIAIINOD

AVILNIOIINOD|

NOTES:

herefore, under the scheme, repayments would be deferred.

average earni
(2) Data on Qzé%ég::zls based on General Household Surveys and is for graduates in both full and part-time
work.
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PR . R T \ <
N%@" LICATION
@\ NEX D

GRANTS REPLACED BY LOANS, WITH PARENTAL CONTRIBUTION REDUCED BY ONE-THIRD O

PUBLIC EXPENDITURE EFFECTS £m (1985/6 PRICES) ENGLAND AND WA %»
&3 15

ANNUAL TAKE YEAR (from Start of Scheme) STEADY
INFLATION (%) Up (%) 1 2 oy 5 7 STATE
& (some 30 years
onwards)
(=
ﬂ 100 +3 +11 +25 +U43 @?UJ/ =4 -129 -328 F'
o 80 -29 -52 -72 o 268 -96 -195 -354 a
Z 60 -60 -116 -169 - -166 -187 =262 -380 2
- '43$§b§, -l
g +11 + S +43 +35 +13 -83 -227 =)
>b -52 A -58 -64 -82 -159 =273 E
e -116 qh\ =159 -163 =177 -235 -319 s
; a“ y/\ ;
e % +25 +U43 +41 +33 =24 -85 =
10 -72 -58 -60 -66 =111 -159
-1

take-up rate of 100% is very unlikely.



: 3 @5
NOTES (1) The loan scheme exemplied above 1s based on the following terms and assumptions: 55@
(a) The student population is a constant 380,000 and all are on three year courses. @
(b) The estimated average full value award, including allowances, is £1, 885.
(¢) Parental contributions are reduced from year 1 by 3.3% pa until year 10 6%;39 t al eventual reduction

of 33%) @
(d) Loans are for new students only - continuing students carry on sting arrangements.
(e) No interest is charged.
(f) Outstanding debts are revalued in repayment years in léiiisith inflation subject to a 5% cap and are

not revalued in study, grace or deferral years.

(g) There is a repayment grace period for all until ¥ nd year after course completion.

(h) Repayment is deferred in years when earni s low B85% of average earnings.

(1) Loans are normally repayable over 15 y the grace period.
(1) Debts are written off on death or or after 20 years after the grace period.
(k) 10¢ of repayments are defaulte

(1) Administration costs are g

TVILNIQIINODY|

TVILNIAIANOD

(2) The table does not show the dggg§éf voiding a poverty trap by allowing graduated repayments for those with between

85¢ and 100% of average earnings. Information on income distribution makes costings hazardous but such a sliding
scale for repaymentqfiiiyt reduce steady state savings by around £25-40M.

(3) The revalu saiona ((f) above) make the public expenditure effects sensitive to inflation levels (apparent
once r become significant). They have been costed using data relating only to earnings, although in
scheme would take account of all income. However, the effect of this on the costings is likely to




