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Summary: Intervention and Options  

 

RPC Opinion: GREEN 

 
Cost of Preferred (or more likely) Option 

Total Net 
Present Value 

Business Net 
Present Value 

Net cost to business per 
year (EANDCB in 2014 prices) 

One-In,  
Three-Out 

Business Impact Target       
Status 
 

£44.33m -£17.04 
 

£1.9m In scope Qualifying provision 

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

The government believes there are recognised benefits to the economy from increasing the supply of 
high skilled labour as well as to individuals from the ability to gain higher level qualifications. Currently 
however, employers are facing a skills gap in the labour force which is being made worse by a decline in 
enrolments onto master's courses. Research has shown that financial concerns are one of the main 
barriers to progression to master's level education, with employers often unwilling to provide funding 
given their difficulty in fully capturing the benefits, and existing financial products often seen as 
unattractive to prospective postgraduate master’s students. 
 

What are the policy objectives and the intended effects? 

The Government is introducing a master's loan to provide financial support to those wishing to study a 
master's degree. By lowering the financial barriers to entry, the policy responds to the negative trend in 
master's course take up by helping ensure students with the ability to study at master's level are able to 
do so regardless of their background. This should in turn lead to a reduction in the skills gaps facing 
employers and thus bring about a more highly skilled and competitive UK economy. To achieve this, it is 
vital that the Government ensures the proposed funding system is financially sustainable, and represents 
a good return on investment. As such, the efficient and effective collection of repayments will be crucial. 

 

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

Option 0: 'Do nothing' – Do not introduce a master’s loan product. 

Option 1: Introduce a master's loan product, with enabling repayment regulations, to increase the supply 
of high-skilled labour to the UK economy. 

The financial viability of the loan product depends on the ability of Government to collect repayments of 
the funds originally lent out to postgraduate master’s students in an efficient and timely way. To achieve 
this, supporting repayment regulations will be introduced which will enable the product to be low cost and 
financially sustainable. While there will be a cost to business, Government believes that this is justified 
given the importance of affordably increasing the supply of high skilled employees which will provide 
more than offsetting benefits to employers in the UK. 

 

 

Will the policy be reviewed?  It will be reviewed.  If applicable, set review date:  2018/19 

Does implementation go beyond minimum EU requirements? N/A 

Are any of these organisations in scope? 
Micro 
Yes 

Small 
Yes 

Medium
Yes 

Large 
Yes 

What is the CO2 equivalent change in greenhouse gas emissions?  
(Million tonnes CO2 equivalent)   

Traded:    
     N/A 

Non-traded:    
     N/A 

I have read the Impact Assessment and I am satisfied that (a) it represents a fair and reasonable view of the 
expected costs, benefits and impact of the policy, and (b) that the benefits justify the costs. 

Signed by the responsible  
Minister   Date:  16/09/2016     
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Summary: Analysis & Evidence Policy Option 1 
Description:        

FULL ECONOMIC ASSESSMENT 

Price Base 
Year 
    2015 

PV Base 
Year 2016 
     

Time Period 
Years  
10     

Net Benefit (Present Value (PV)) (£m) 

Low: Optional High: Optional Best Estimate: 44.3 

 

COSTS (£m) Total Transition  
 (Constant Price) Years 

 
 

Average Annual  
(excl. Transition) (Constant Price) 

Total Cost  
(Present Value) 

Low  Optional 

    

Optional Optional 

High  Optional Optional Optional 

Best Estimate 

 

13.7      103.4      900.3      

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

There will be costs to business through familiarising themselves with the changes to the repayment system, 
and ongoing costs in providing the necessary data to HMRC to collect repayments (£m). There are 
monetised costs to the individual through taking a year out of employment, making loan repayments and the 
cost of actually applying for the loan (£m). Government will also incur an initial cost through the necessary 
loan outlay (£m). 

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

There are costs to the Government through DfE, the SLC and HMRC, in terms of reviewing current systems 
and implementing the necessary updates to ensure they are able to deliver the master’s loan product.  

BENEFITS (£m) Total Transition  
 (Constant Price) Years 

 
 

Average Annual  
(excl. Transition) (Constant Price) 

Total Benefit  
(Present Value) 

Low  Optional 

    

Optional Optional 

High  Optional Optional Optional 

Best Estimate 

 

      117.4      944.6      

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

The key monetised benefit to business is through the additional ‘value’ that the additional postgraduates 
with master’s degrees create for their employers (£m). Individuals with a postgraduate master’s qualification 
will benefit through an increase in their earnings (£m), and immediately through receipt of the loan (£m). 
Government will benefit from increased exchequer returns on the higher earnings expected by individuals 
with the postgraduate qualification and employers, as well as through loan repayments (£m). 

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

One of the key benefits that we are not able to monetise is the benefit accruing to businesses as a result of 
the productivity spillover effects associated with the transfer of knowledge from those individuals who have 
obtained master’s degrees to the employer’s wider workforce. In the longer term, this effect will also lead to 
benefits for other businesses in the wider economy as a result of employees with a postgraduate master’s 
qualification changing jobs, moving from one firm to another. 

Key assumptions/sensitivities/risks Discount rate (%) 

 

3.5 

Estimates of additional students which take-up a master's as a result of the loan  
Institutions do not respond by increasing tuition fees (as a result of increased demand for courses) 
Graduate premium is not affected following the increase in supply of highly skilled workers 
Demand exists for the increase in the supply of workers with a master’s qualification 
 

 
BUSINESS ASSESSMENT (Option 1) 

Direct impact on business (Equivalent Annual) £m:  Score for Business Impact Target (qualifying 
provisions only)                     

Costs: 1.9 Benefits: 0 Net: -1.9 

                                   9.5 
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Evidence Base (for summary sheets) 

 

Problem under consideration and rationale for intervention  

1. The Government is introducing a new £10,000 income contingent loan to act as a 
contribution towards fees and living costs for UK nationals resident in England 
and other eligible students to study either taught or research master’s degrees at 
Higher Education Institutions (HEI’s) in the UK. 

2. The development of the new loan to support Master’s courses has been driven by 
four key interrelated issues: 

i. Need to improve the supply of highly skilled labour; 

ii. Declining volumes of master’s students; 

iii. Financial barriers to pursuing master’s study; and 

iv. Accessibility to master’s education. 

 

Need to improve the supply of highly skilled labour 

3. The Government believes there are clear and recognised benefits to the 
economy from increasing the supply of workers with high level skills, particularly 
as they play a key role in raising productivity and delivering economic growth 
policies1.  

4. A recent CBI report2 found that the majority of job creation leading up to 2022 will 
be in high skilled roles, and that training for existing employees is going to be 
crucial in order to meet projected demand. 65% of employers surveyed expected 
to need more employees with higher skills, with this demand likely to be strongest 
in the construction, manufacturing and engineering, science and hi-tech sectors. 
Furthermore, 55% of businesses stated they were doubtful that there would be 
enough qualified people to fill their high skilled vacancies.  

5. The UKCES survey3 of businesses in 2015 found that employee vacancies stood 
at around 927,000, nearly 300,000 greater than the survey in 2013. Growth in the 
number of skill-shortage vacancies has been very similar, with 209,500 in 2015 
compared to 146,000 reported in 2013. Most of these vacancies were again to be 
found in sectors such as business services, financial services, construction, and 
the utilities. Nearly two thirds of skills shortage vacancies cited by businesses as 
hard to find were categorised as “specialist skills of knowledge”. 

6. Although skilled vacancies make up a relatively small percentage of the overall 
vacancies, they still represent a significant challenge for employers. More than 
two-thirds of those employers surveyed who reported difficulty filling vacancies 
due to skill shortages, stated that they had experienced direct financial impacts 
through either loss of business to competitors or increased operating costs. 

                                            
1
 See OECD (2015) The future of productivity for a review of the economic and wider benefits of productivity 

https://www.oecd.org/eco/growth/OECD-2015-The-future-of-productivity-book.pdf 
2
 ‘Education and Skills Survey 2015’, CBI (2015) Inspiring Growth http://news.cbi.org.uk/reports/education-and-skills-

survey-2015/education-and-skills-survey-2015/ 
3
 Employer Skills Survey, UKCES (2016) Employer Skills Survey 2015: UK results 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/525444/UKCESS_2015_Report_for_w
eb__May_.pdf 

https://www.oecd.org/eco/growth/OECD-2015-The-future-of-productivity-book.pdf
http://news.cbi.org.uk/reports/education-and-skills-survey-2015/education-and-skills-survey-2015/
http://news.cbi.org.uk/reports/education-and-skills-survey-2015/education-and-skills-survey-2015/
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/525444/UKCESS_2015_Report_for_web__May_.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/525444/UKCESS_2015_Report_for_web__May_.pdf
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7. The future demand for skills is expected to continue to focus on white collar high 
skilled jobs, with some 2 million additional jobs projected for occupations such as 
managers, professionals and associate professionals by 2022. (Chart 1 below): 

  

Chart 1: Net employment requirements 2012-2022 by sub-major occupational 
groups, UKCES

 

8. One of the reasons for the undersupply of high skilled workers is the existence of 
externalities (spillover effects) associated with the productivity gains of 
employees with a postgraduate qualification. In the absence of government 
support, businesses are likely to be unwilling to fund the full cost of postgraduate 
study for its employees as it would not be able to capture fully the productivity 
benefits which are consequently generated. This is because while some of the 
benefits will accrue to the employer in the form of profits, some of the benefits will 
accrue to the employee as well in the form of higher wages4.  

9. Businesses may also be deterred from funding employees master’s study as 
there is the possibility that employees could leave for other firms. In this scenario, 
other firms would be benefit from the investment of the initial firm without 
incurring any of the costs. Without an effective way to guard against this, or 
ensure that other firms bear a portion of the cost, businesses would not be 
incentivised to fund their employees’ upskilling. 

 

 

 

                                            
4
 See (BIS 2011) Supporting Analysis for the Higher Education White Paper for more information on the economic 

arguments for government intervention in higher education. 
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/32110/11-1007-supporting-analysis-
for-higher-education-white-paper.pdf 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/32110/11-1007-supporting-analysis-for-higher-education-white-paper.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/32110/11-1007-supporting-analysis-for-higher-education-white-paper.pdf
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Declining volumes of master’s students 

10. Notwithstanding the strong demand for highly-skilled workers, on the supply side 
the numbers of master’s students has been declining in recent years. HESA 
(Higher Education Statistics Agency) data shows that since 2009/10 the number 
of English and EU-domiciled Master’s entrants has been declining. Having risen 
from around 69,000 in 2007/8 to over 107,500 by 2009/10, they have since fallen 
back, dropping to just over 92,000 in 2014/15. This was mainly attributable to a 
decline in English students which fell by around 15,000 during this period.  

 

Financial barriers to pursuing master’s study 

Availability of finance: 

11. Regardless of mode of study, in the majority of cases postgraduate students self-
fund their course. Analysis of the HESA student record data on the source of 
tuition fees shows: 

 Overall 53% of all first year eligible postgraduate students are recorded as 
receiving no financial award or backing to meet tuition fee costs; this 
proportion rises to 79% for full time masters students.  

 Around 4% are recorded as in receipt of funding from UK central government 
bodies and local authorities. Only 2% receive financial backing from UK 
industry/commerce or the student’s employer; 

 Around 62% of master’s students who choose to study part-time receive no 
award. For this group, around 16% receive financial backing from UK 
industry/commerce and the student’s employer. Around 10% receive financial 
support for tuition fees from UK central government bodies and local 
authorities; 

12. Evidence from HEFCE5 shows that financial considerations were the most 
common factor affecting the decision whether or not to study, in particular, course 
fees and the overall cost of living.  

13. Similarly BIS research has also found that financial concerns are the most 
significant and commonly reported barrier for progression into postgraduate 
taught Master’s study6 with 41% of young taught postgraduate students citing a 
‘Lack of sufficient funding’ as a challenge to postgraduate study. Lack of finance 
is also often reported as a reason why individuals chose to delay entry into 
postgraduate master’s education, with 30% of mature postgraduates stating that 
the interruption between undergraduate and postgraduate study was because 
they were unable to afford direct transition from the former to the latter. 

14. Although funding is currently available, in the form of a Professional Careers 
Development Loan (PCDL), the loan is provided by commercial banks with 
interest that is charged at around 10% from the date an individual completes their 
course, and repayments due 2 months following completion.  These terms could 
be seen as a deterrent, as the prospect of repayments without any guaranteed 
employment is a relatively risky situation. A report by the NUS7 suggested this as 
a contributing factor to the relatively low take up rates of the PCDL, which was 
taken by just 5,500 (8%) of English taught master’s students in 2014.  

                                            
5
 HEFCE (2015) Intentions after Graduation Survey, 2014 

6
 Mature Transitions to Postgraduate Study, BIS (2016) 

7
 NUS (2008) Broke and Broken 
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15. The experience of the 2012 undergraduate student finance reforms points to the 
willingness of students to take on debt to fund their studies provided the terms 
are acceptable to them. Since 2012, undergraduate student numbers have grown 
substantially, including those from disadvantaged backgrounds, despite being 
required take on a greater share of the cost of studying.  

16. An important feature of the undergraduate student loan offer is that repayments 
are on an income contingent basis and paid over 30 years. This provides 
reassurance to students that what they ultimately pay back will be broadly 
correlated with the extent to which their investment in higher education increases 
their earnings and that repayments will be affordable. 

17. This evidence suggests that the number of students able to go on to 
postgraduate education is being hindered by private credit markets being unable 
to provide an adequate supply of appropriate finance. This is not unexpected. 
The challenge for financial providers is that while it is known that on average 
postgraduates go on to enjoy higher earnings, it can be difficult to distinguish 
whether this will be true of a particular loan applicant. The market thus seeks to 
establish loan terms e.g. interest rate and repayment period to cover this risk and 
ensure a profit, but in doing so sets them at a point that deters many students 
who have the ability to benefit from postgraduate study.  As one respondent to 
the consultation on postgraduate master’s loans noted, “Private and PCDL loans 
are only available to students who meet strict credit checks, which marginalises 
students who may have a poor credit history or no credit history.” 8 

18. This all points towards a need for greater Government intervention in the 
provision of finance. Unlike private providers, the Government is more able to 
offer attractive and affordable loan terms to students. This is due to its scale (it 
can benefit from the law of averages by supporting large numbers of 
postgraduates and has lower costs of finance); can more efficiently ensure 
repayments; and will factor in the wider economic and social benefits associated 
with having more workers educated to postgraduate level. 

 

Accessibility to master’s education 

19. An independent review on social mobility and child poverty concluded that the 
absence of a funding framework similar to other areas of education for 
postgraduate master’s students is having a negative impact on social mobility9. It 
highlighted that many professional careers now require postgraduate 
qualifications and that the ability to finance study, rather than academic ability, 
risks becoming an increasingly strong factor in determining who can access 
postgraduate education. It also cited research which found that of those who 
turned down postgraduate offers, 45% gave inability to pay as the reason. The 
report observed that it is increasingly the better off who engage in postgraduate 
study at master’s and/or research level.  

                                            
8
 BIS (2015) Analysis of responses to the consultation on support for postgraduate study 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/479724/bis-15-640-support-
postgraduate-study-analysis.pdf 
9
 ‘University Challenge: How Higher Education Can Advance Social Mobility’, Independent Reviewer on Social 

Mobility and Child Poverty (2012) 
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/80188/Higher-Education.pdf  
 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/479724/bis-15-640-support-postgraduate-study-analysis.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/479724/bis-15-640-support-postgraduate-study-analysis.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/80188/Higher-Education.pdf
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20. HEFCE analysis in 2013 supported this observation by identifying that 
disadvantaged students are less likely to progress to postgraduate taught 
master’s and/or postgraduate research study10. The data shows that even where 
students achieve the same undergraduate degree classification, being from a 
disadvantaged background has an effect, with those from the most advantaged 
areas 0.5 percentage points more likely to progress to postgraduate education 
than the least if achieving a First or 2.1, and 0.7 percentage points if achieving a 
2.2 or below. When looking specifically at taught master’s, the difference is even 
more prominent, with the most advantaged 1.7 percentage points more likely to 
attend if achieving a First, 1.6 percentage points more likely if achieving a 2.1 and 
again 0.7 percentage points if achieving a 2.2 or below.  

21. Research undertaken in 2014 by Universities UK showed that only around 3% of 
33/34 year olds from the lowest income quintile had a postgraduate qualification, 
compared to 13% from the highest income quintile11. 

22. Evidence from the Mature Entrants’ Transitions to Postgraduate Taught Study12 
found that 57% of UK domiciled postgraduate taught students were mature 
students (over the age of 25), further suggesting the possibility of barriers to 
postgraduate education, such as finance, being present in the postgraduate 
system.  

23. In 2016, the Government published an equalities analysis relating to the 
introduction of the postgraduate loan product13. It concluded that there was likely 
to be a positive impact, particularly for women, members of minority ethnic 
groups and those from disadvantaged backgrounds, which were deemed to 
currently face the greatest barriers to master’s level education. 

 

 

Policy Objective 

24. The government is keen to enable the continued development of a high skilled 
UK workforce, which it considers vital to achieving its productivity and economic 
growth agendas. The Government’s policy objective is to encourage greater take-
up in postgraduate master’s study by making it easier for students to access the 
finance they need. 

25. To this end, the Government is introducing postgraduate loans for the academic 
year 2016/17 to UK nationals ordinarily resident in England and other eligible 
students under the age of 60 of up to £10,000 towards the costs associated with 
studying for a master’s course at a UK university. Unlike with the undergraduate 
loan system, where different loans are provided for tuition fees and maintenance, 
postgraduates receive a single loan which can be used as a contribution to fees, 
living expenses or a combination of the two.  

 

                                            
10

 ‘Trends in transition from first degree to postgraduate study’, HEFCE (2013) 
11

 Postgraduate Taught Education: The funding challenge”, Universities UK, (2014) 
12

 Mature Transitions to Postgraduate Study , BIS (2016) 
13

 BIS (2016) Postgraduate Master’s Loan Policy: Equality Analysis 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/526274/bis-16-289-postgraduate-
masters-loans-equality-analysis.pdf 
 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/526274/bis-16-289-postgraduate-masters-loans-equality-analysis.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/526274/bis-16-289-postgraduate-masters-loans-equality-analysis.pdf
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26. For the postgraduate loan system to be financially viable, it needs to be 
underpinned by a series of supporting regulations, particularly with regards to 
loan repayments, which enable the Government to recoup in a legally 
enforceable and efficient way the money which it loans out to students. Without 
these supporting regulations, the scheme would not represent a sustainable use 
of public funds and consequently would not be implemented.  

27. The provision of upfront finance to postgraduate students should help reduce 
existing barriers to access, and as a result allow both more students to transition 
to postgraduate master’s study and more to do so at an earlier point in their life. 
This in turn should help boost their lifetime earnings, as well as the productivity of 
the firms that go on to employ them. In turn, taxpayers should benefit from 
increased tax revenues. 

 

Scope and proportionality of analysis  

28. As described earlier, the policy is largely a spending decision, which has been 
made to allow the provision of a £10,000 loan to UK nationals ordinarily resident 
in England and other eligible students wishing to undertake postgraduate 
master’s study. Since spending decisions are assessed through a separate but 
equally rigorous appraisal and scrutiny process, a detailed assessment of the 
overarching rationale, additionality and value for money of the postgraduate 
master’s loan is not included in the scope of the RIA14. 

29. The focus of this RIA is instead on the enabling regulations, in particular the 
repayments provisions which are needed to make the product financially viable. 
These relate to the collection of loan repayments from recipient’s monthly 
salaries via the Pay-As-You-Earn (PAYE) and Self-Assessment (SA) systems 
which come into effect once the employee exceeds a minimum earning threshold 
(currently set at £21,000 per annum in the same way as undergraduate loans). 
These involve a cost to business as employers are required to familiarise 
themselves with the relevant provisions and also complete the necessary 
administrative tasks to enable the collection of repayments. 

30. A proportionate approach has been taken in this RIA in which greater 
consideration has been given to assessing, and where possible quantifying, 
those enabling regulations which present a cost to business. In this regard, the 
main focus has been on monetising the costs and benefits of the ‘Employer 
Repayments’ which form the key component of the NPV calculation.  

31. Consideration of the impacts of the other enabling regulations on the wider 
economy, government and students will be presented throughout the evidence 
base. This will be done at a level appropriate to the size of the impact in each 
case, and where data and evidence is available to demonstrate the nature and 
magnitude of the impact, it will be presented and included in the wider NPV 
calculations.  

 

 

 

                                            
14

 The business case for awarding PG loans has been subject to a robust Green Book compliant economic appraisal 

of the rationale, additionality and costs and benefits to test that there is a strong, credible and evidence based case 
for government intervention and that public funding would represent value for money under different scenarios. The 
spending decision was approved by HMT and announced at Autumn Statement 2014. 
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Enabling Regulations 

32. A series of supporting regulations have been introduced to enable the efficient 
and effective provision of the postgraduate master’s loan policy. These can be 
separated into 5 broad groups: Loan Terms, Repayment Terms and 
Management, Self-Assessment Tax Repayments, Employer Repayments, and 
Overseas Repayments. More detail on the individual regulations, can be found in 
the accompanying instrument and Explanatory Memorandum. 

33. As we explain below, for the majority of these regulations the impact on business 
is expected to be zero or negligible. This is because many employers are already 
familiar with the undergraduate student loan repayment system, which operates 
in a similar way. 

34. The ‘Loan Terms’, relate to the eligibility criteria, payment and application 
process for the loans. These terms do not result in a cost for business as the 
features of the product they concern relate primarily to students. There is deemed 
to be a small cost for students due to the time spent going through the application 
process, and also to government, via the Student Loans Company (SLC), 
associated with the recovery of overpayments where they occur.  

35. The ‘Repayment Terms and Management’ regulations focus on the terms of the 
repayments and the functions of HMRC as a collector. Again, these enabling 
regulations do not represent a direct impact on business. There will be some 
costs incurred by Government, via HMRC, in the processing of repayments and 
any necessary repayment of overpayments (with interest). As these regulations 
also lay out the interest rate for the loan product, they also represent a cost to 
students. Consideration of these will be presented in the option analysis. 

36. The ‘Self-Assessment Tax Repayments’ regulations concern the repayments 
made by those who have to submit self-assessment tax returns, for example the 
self-employed. The regulations do clearly represent a cost to self-employed 
postgraduates with master’s loans, in addition to the cost to HMRC of processing 
the repayments from these individuals. High level analyses of the associated 
costs are presented, and they are included in the estimates of costs to HMRC 
which are set out in the Government costs section of the evidence base. 

37. The ‘Employer Repayments’ regulations relate to the obligations placed on 
employers who have employees in their workforce who have taken out a 
postgraduate master’s loan. As with the undergraduate loan system, this would 
involve the employer informing HMRC of employees with an outstanding loan and 
deducting the appropriate repayment amount in line with payment of salary. This 
represents the principal costs to business as the vast majority of students are 
expected to go on to work for employers in the UK and pay back their loan in this 
manner. These costs are assumed to increase marginally reflecting the fact that 
many businesses already have considerable experience of the undergraduate 
loan repayment scheme. 

38. Finally, the ‘Overseas Repayments’ relate to the collection of repayments from 
graduates with loans who then move outside of the UK for a period of greater 
than 3 months. In this instance, students are expected to make arranged 
payments direct to the SLC, dependent on their income which they must declare 
to the SLC. As the payments are made directly between the borrower and the 
SLC, there is no cost to business associated with these repayments. There 
expected to be costs and benefits for graduates with repayments to make, and 
the Government, via the SLC, in regards to arranging, calculating and collecting 
these repayments. 
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Description of options considered: 

Policy options considered: 

39. Option 0: ‘Do Nothing’ – Postgraduate loan system not introduced. It is 
assumed that in the absence of legally enforceable and effective enabling 
regulations governing loan repayments, the postgraduate loan system would not 
be introduced since it would not be financially sustainable. Under this scenario, it 
is assumed that the present situation would continue whereby students self-fund 
or access alternative sources of available finance.  

40. Under this scenario, the identified market failures in credit markets and employer 
training externalities would remain unaddressed meaning continued skills 
shortages and vacancies in the economy would continue as would differences in 
the degree of take-up of postgraduate master’s course from disadvantaged 
groups. 

41. Option 1: Postgraduate loan system introduced, with accompanying 
legislation to enable supporting regulations, including loan repayments. 
This would allow HMRC to directly collect repayments via PAYE for UK residents 
and for the Student Loans Company to directly arrange repayments from non-UK 
residents. This is essentially the same as the system currently used to collect 
repayments for undergraduate student loans. 

 

Alternatives to regulation considered 

42. Consideration was given to allowing recipients of the loans to make repayments 
on a voluntary basis, whereby they would send repayments of their student loans 
to the SLC of their own volition, in line with guidance on the rate of repayment 
advised by the Government.  

43. This option was however discounted because in the absence of any legally 
enforceable repayment mechanism, there was judged to be significant risk that 
the Government would recoup a much smaller amount of the total outlay, which 
would risk making the scheme financially unsustainable in the long-run. 

 

Monetised and non-monetised costs and benefits: No Loan  

44. In the ‘Do Nothing’ scenario, there would be no Government funded master’s 
loan as it would not be financially viable in the absence of a legally enforceable 
and effective loan repayment mechanism. In such circumstances, prospective 
master’s students seeking to progress to postgraduate study would either have to 
self-fund or access alternative sources of funding such as the PCDL. 

 

Individual impacts: 

45. In the absence of such loans, there would be prospective master’s students who 
would not be able to take-up postgraduate study and benefit from the additional 
financial return which they would gain over the course of their working lifetime as 
a result of the higher qualification. 
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Business impacts: 

46. The absence of such loans may result in a more limited increase in the supply of 
higher skilled labour which employers urgently need to fill key skills gaps and 
shortages constraining their ability to improve their productivity and 
competitiveness in the globalised economy. 

 

Government impacts:  

47. Since the rate of increase in highly skilled labour is likely to be lower in the 
absence of the loan so too would any increase in revenues to the Government 
which it needs to reduce the deficit and deliver high quality public services. 
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Monetised and non-monetised costs and benefits: 
Postgraduate master’s loan 

 
48. The spending decision to offer postgraduate master’s loans, which was 

announced at Autumn Statement 2014 was underpinned by a value for money 
appraisal. This involved Monte Carlo analysis using different modelling 
assumptions around postgraduate student numbers and future growth rates, 
additionality, and expected loan take-up to estimate15: 

i. the total number of postgraduate master’s students, and the number of 
master’s students who could be expected to take up the master’s loan;  

ii.  the number of master’s loan student who could be considered as 
additional (i.e. students who would not otherwise have pursued 
postgraduate student if the master’s loan product had not existed) 

iii. The total outlay of postgraduate master’s loans, and the corresponding 
outlay for the sub-set of postgraduate master’s students whom could be 
considered additional. 

49. The department has made a number of simplifying assumptions to the modelling 
assumptions used for the postgraduate master’s loan. This has been done in 
order to ensure that the spending analysis presented is consistent with better 
regulation requirements for RIA’s. 
 

50. The Monte Carlo modelling work and its results have been reviewed, scrutinised 
and used by HMT and the OBR, and are presented in Table 1 overleaf16. Based 
on projected student population numbers, assumed loan take-up and additionality 
it assumes a central estimate of around 60,000 postgraduate master’s loan take-
up in the academic year 2016/17.Of these, around 7,600 are anticipated to be 
additional students due to the loan based on our modelling assumptions. Over 
the first five academic years, the number of additional students due to the loan as 
a percentage of total take-up is estimated to be around 13.7% on average per 
year17. This figure is used later to estimate to the total additional value generated 
by those additional students who take-up a postgraduate master’s course as a 
result of the loan. 
 

51. It is important to highlight that the additionality assumptions regarding the 
master’s loan, are a key element to estimating the velocity of the benefits. It is 
important to note that there is a considerable degree of uncertainty surrounding 
this, and that this will be discussed later in the risks section of this document. 
 

  

                                            
15

 A summary of the modelling additionality assumptions and methodology used to calculate these estimates is set 

out in the supplementary technical note which accompanies this RIA. This will be submitted to the RPC separately. 
16

 The model was developed internally by DfE, to estimate the loan take up numbers for the postgraduate master’s 

loan. It uses HESA data to inform the number master’s entrants and their funding status, as well as to inform the 
expected growth rate. Key assumptions of the model include the % without funding who will take up the loan, the % 
of students who will enrol on master’s courses as a result of the loan being made available and the % of students 
who will postpone studies from 2015/16 to 2016/17 in order to benefit from the loan being available. 
17

 The figure of 13.7% can be arrived at by aggregating the first and second rows respectively and dividing the 

former by the latter. 
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Table 1: Estimated loan up take, additionality and outlay 

 16/17 17/18 18/19 19/20 20/21 

Loan uptake (nearest 
00) 

60,700 56,000 57,100 58,300 59,500 

O/w  
additional students 
due to loan (nearest 
00) 

7,600 7,800 7,900 8,100 8,200 

Total Loan outlay 
(financial year) 
(nearest £5m) 

£270m £460m £480m £490m £505m 

  

52. For loan take up beyond the 2020/21 academic year, for the purpose of this RIA it 
is assumed to be steady at 59,500. This is consistent with the modelling of 
administrative costs to business estimates carried out by HMRC. Further detail 
on the methodology behind these estimates can be found in Annex A, with the 
burden associated with the final policy decision presented as Option 2 in Annex 
B.  

 
Individual Impacts:  

Benefits: 

Graduate Premium Returns 

53. Extensive empirical evidence points to a wage premium earned by employees 
with higher education qualifications over the course of their working life, reflecting 
their higher skills and productivity. 

54. BIS commissioned research by London Economics shows that men and women 
who possess master’s qualifications will take home an extra £59,000 and 
£42,000 respectively over their lifetimes compared to their peers whose highest 
qualifications are undergraduate degrees (see Table 2 below)18 19.  

 

Table 2: Individual and exchequer net lifetime benefit and rates of return to 
Master’s Degrees (2011) 

Source: The Returns to Higher Education Qualifications, London Economics for BIS (2011). 

 

                                            
18

 “The returns to Higher Education Qualifications”, prepared for BIS by London Economics, 2011. 
19 More recent estimates by the Sutton Trust estimate the earnings premium for a master’s degree to be £5,500 per 

year or around £200,000 over a 40 year working life using the same undergraduate counterfactual
19

. However, it is 
important to stress that these are average returns, and that they only represent a gross return, as they exclude other 
key costs such as that of completing a master’s degree and the foregone earnings while studying. See Lindley. L. 
and Machin, S. (2013) The postgraduate premium: visiting trends in social mobility and education inequalities in 
Britain and America. Paper prepared for the Sutton Trust. 
20

 NPV is the Net Present Value, which is defined as the present value of the benefits minus the present value of the 

costs associated with a particular activity. 
21

 IRR is the internal rate of return, defined as the discount rate (or rate of interest) such that the present value of a 

future stream of benefits equals the present value of a future stream of costs. 

 Individuals Exchequer 

 NPV
20

 IRR
21

 NPV IRR 

Males £58,658 14.90% £67,152 31.9% 

Females £41,731 11.30% £44,323 22.5% 
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55. Taking a simple unweighted arithmetic average of the male and female NPV 
return estimates in Table 2 above, (equal to around £50,000) and multiplying by 
the additional number of students in 2016/17 (estimated to be some 7,600), this 
would suggest a lifetime NPV benefit for the 2016/17 cohort of students, due to 
the master’s loan, of around £381million22. 

56. The NPV returns for men and women described above are net returns – i.e. after 
deductions for tax, the cost of study and foregone earnings23 – and calculated at 
2011 prices over a 40 year working period. To monetise the benefits associated 
with the master’s loan for better regulation purposes, it was necessary to first 
calculate a mean annual gross benefit. This is because while the NPV are based 
on a 40 year working lifetime, the impacts associated with the master’s loan are 
based on a standard 10 year appraisal period. 

57. The steps involved in calculating the mean annual gross benefit were as follows. 
Firstly, a weighted average of the net return was calculated. This has been 
estimated to be £49,07724. To this was then added foregone earnings and the 
cost of study (estimated to be £16,395)25 to arrive at a weighted gross (post-tax) 
graduate premium of around £65,472. This figure was then rebased to 2015 
prices using the GDP deflator, giving an estimate of £69,565. Dividing this 
estimate by 40 (the assumed working lifetime) an annualised figure of £1,739 
was obtained. 

58. To calculate the total value associated with the additional postgraduate students 
who take-up a master’s course as a result of the loan and have successfully 
entered employment26, the cumulative number of master’s degree graduates in 
employment is multiplied by the average additionality estimate of 13.7% 
(described in paragraph 50 above) and the annualised net return figure of £1,739 
(described in paragraph 55 above). Cumulative figures for master’s graduates in 
employment are used to reflect the fact that the additional value from a graduate 
with a postgraduate qualification is not just generated in the year in which they 
first entered employment but in subsequent years as well.  

59. The calculations are reported in Table 3 below. Taking for example 2017/18, 
(corresponding to the first year when postgraduate master’s student enter 
employment) the net benefit is equal to £1,739 x 13.7% x 45,306 = £10.8m.  

 

 

 

 

 

 

 

                                            
22

 Using the more recent premium by the Sutton Trust, for the same group the benefit would be calculated at 

£1.52billion. However various assumptions in the paper, such as the 40 year working life, gross nature and constant 
returns regardless of degree, make it significantly less robust for our purposes. 
23

 Foregone earnings are included here as they are presented later in the impact assessment as a cost later. 
24

 HESA data suggests 56% of postgraduates are women. £58,656x0.44)+£44,731x0.56 = £49,077 
25

 According to London Economics (2011), the average tuition fee for master’s courses is estimated to be £5,214. 

The weighted average of foregone earnings (which for men is £11,833 and £10,681) is £11,180. Adding these two 
figures together the corresponding figure of £16,395 is derived. 
26

 In this way, we are making the implicit assumption that these ‘additional’ students are just as likely to enter 

employment as those who would have pursued a master’s degree anyway. 
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Table 3: Estimated individual benefits (£m) 

Source: HMRC analysis, estimating the employment profiles of postgraduates with loans to repay. 
Estimates for total number of master’s degree graduates in employment for 2024/25 and 2025/26 are 
the same as 2023/24 

 

Master’s Loan 

60. Another immediate benefit to postgraduate students taking the master’s loan is 
the value of the master’s loan itself. This is considered a short-term benefit as it 
increases the student’s disposable income enabling them to more easily afford 
their postgraduate education. This is however offset in the longer-term because 
this money must be repaid with interest, subject to future earnings.  

61. It should be noted that postgraduate students may not take out the maximum 
loan amount available to them. This has been reflected in our modelling analysis 
where we have used the average loan amount of £8,635 rather than the full 
amount available of £10,000. It is this former figure which has been used to 
inform loan outlay estimates for both the OBR and HMT and is based on a 
Youthsight survey for BIS27 ahead of the launch of the product, gauging students 
and potential students interest. 

62. As the loan outlay is a simple equal transferal between the Government and the 
individual, it is not included in the NPV calculations, as overall the net impact 
would be zero. However, for information purposes the loan outlay figures can be 
found in Table 1. 

 

Costs:  

Forgone Earnings 

63. The London Economics (2011) analysis estimates that the gross forgone 
earnings for men is £11,833 and for women is £10,681 for the 1 year spent 
studying a Master's degree. In the absence of an average figure for men and 
women the men’s earning figure is used which is equal to around £11,180. 
Rebasing to 2015 prices using the GDP deflator, this is estimated to be around 
£12,700. Living costs are assumed to be incurred whether the student 
undertakes postgraduate study or not and so do not form part of this calculation.  

                                            
27

 ‘Student and Graduate view on the proposed Master’s loan for postgraduate study’, Youthsight/BIS (2016) 

 16/17 17/18 18/19 19/20 20/21 21/22 22/23 23/24 24/25 25/26 

Cumulative 
number of 
master’s 
degree 
graduates in 
employment 

0 45,306 90,644 138,383 188,121 242,822 296,645 349,834 400,285 452,440 

Total 
Individual 
Graduate 
Return 
Benefit (£m) 

0 10.8 21.6 33 44.8 57.9 70.7 83.3 95.4 107.8 
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64. The total value of earnings foregone associated with the additional postgraduate 
students who take-up a master’s course as a result of the loan and have 
successfully entered employment is then calculated by multiplying the number of 
master’s degree graduates in employment by the average additionality estimate 
of 13.7% (described in paragraph 50 above) and the £12,700 forgone earnings 
estimate (described in paragraph 61 above).  

65. The calculations are shown in Table 4 below. Taking for example 2016/1728, total 
earnings foregone are estimated to be £12,700 x 13.7% x 60,700 = £105.6m.  

Table 4: Estimated earnings foregone 

 

Loan Repayments 

66. The upfront costs to postgraduate master’s study are met by the Government 
through the provision of loans. These are set out in the final row of Table 1 
above. However the student will then have to pay back the loan, plus interest 
(initially set at RPI + 3%), over the 30 year period following graduation. Any 
outstanding balance on the loan is written off after this time. 

67. DfE repayment modelling has estimated that on average a student with a 
postgraduate master’s loan will pay back around £13,900 in nominal terms, or 
£9,100 in NPV terms, on average over a 15 year period.  

68. The repayment of the loan is made over a longer period of time than the standard 
appraisal period of 10 years, does not commence until 2018/19 (the third year of 
the appraisal period) and is also assumed to be a transfer from the employee to 
the government. As such it does not form part of the NPV calculation in this RIA. 

 

Application Costs 

69. There are also costs incurred to prospective postgraduate students applying for 
loans, through the time they have to spend filling out the application. The SLC 
have estimated that an application will take an individual 20 minutes to complete. 
While emerging data from the early loan applications suggests that the average 
time is slightly lower at around 15 minutes we assume 20 minutes as our best 
estimate. 

                                            
28

 The costs associated with the master’s courses are incurred in the first year while the benefits commence in the 

second year. 

 16/17 17/18 18/19 19/20 20/21 21/22 22/23 23/24 24/25 25/26 

Number of 
master’s 
degree 
graduates in 
employment 

60,700 56,000 57,100 58,300 59,500 59,500 59,500 59,500 59,500 59,500 

Total 
Individual 
Graduate 
Return 
Benefit (£m) 

105.6 97.4 99.3 101.4 103.5 103.5 103.5 103.5 103.5 103.5 
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70. Taking an average undergraduate annual starting salary of £21,00029, this would 
equate to an hourly wage of around £10 an hour. This would suggest that for 
each loan applicant it would ‘cost’ them, in potential forgone earnings, around 
£3.35 to apply.  

71. By multiplying this marginal cost of £3.35 by the number of expected loan 
applicants in each year across the 10 year impact period, we reach an estimate 
of the application costs as a result of the loan. These costs are relatively low, and 
are rounded to £200,000 each year.  

72. These are reported in Table 5 below. Taking for example 2016/17, total 
application costs are equal to 60,700 x £3.35 = £200,000 (approx) 

Table 5: Estimated application costs 

 

Cost of Study 

73. Another key cost associated with studying for a postgraduate master’s degree, is 
the actual cost of study itself. Here we will monetise this as the cost of tuition, as 
it is expected that other associated living costs (rent, food etc), are assumed to 
be experienced, regardless of an individual’s decision to study postgraduate 
education. 

74. The average cost of tuition, for consistency, is assumed to be that in the 
previously referenced London Economics (2011) paper,  £5,214. Inflating this to 
reflect 2015 prices, this gives an average postgraduate master’s tuition fee cost 
of around £5,500. 

75. In order to establish the tuition fee cost to individuals we need to multiply the 
average tuition fee cost outlined above, by the additional postgraduate master’s 
students due to the loan (as outlined in Table 1, and assuming a steady state 
from 2020/21 onwards). Additional students are used instead of the total 
applications, due to the fact that students who would have studied a postgradate 
master’s degree regardless of the loan, would have therefore incurred the cost of 
tuition regardless of the loan. 

76.  A summary of this cost is presented below in Table 6. 

 

 

 

 

 

                                            
29

 Media graduate salary after 6 months according to HESA Destination of Leavers from UK Higher Education 

Institutions 2014/15 

 16/17 17/18 18/19 19/20 20/21 21/22 22/23 23/24 24/25 25/26 

Number of 
master’s 
degree 
graduates in 
employment 

60,700 56,000 57,100 58,300 59,500 59,500 59,500 59,500 59,500 59,500 

Total 
application 
costs (£m) 

£0.2 £0.2 £0.2 £0.2 £0.2 £0.2 £0.2 £0.2 £0.2 £0.2 
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Table 6: Estimated cost of tuition 

 

77. However, this cost is again not included in the NPV calculations, as the tuition 
fees are paid directly to universities, whom are considered businesses. As such, 
this is again a simply transfer between two groups, and thus has a net impact of 
zero in any year of the appraisal period. 

 

 

Business Impacts; 

Benefits: 

Productivity Gains; 

78. Some businesses will directly benefit from improvements in the supply of higher 
level skills, through helping them overcome their individual skills gaps and 
improving their business innovation capacity and productivity. 

79. In this RIA the benefits to business are defined as the financial gains (in the form 
of additional profit) that accrue to the employer as a result of the employee’s 
higher productivity stemming from the postgraduate qualification. There is a 
significant challenge in monetising this benefit, and as such below we present an 
indicative estimate of the benefits to businesses. 

80. It should be emphasised that the benefits to business do not result specifically 
from the enabling regulations. Rather they are the result of the spending decision 
to provide the loans (in that the productivity improvements experienced by 
business stem from the increased supply of highly skilled labour generated by the 
availability of loans). As such, for the purposes of this RIA they are not 
considered to be a direct benefit.  

81. However, it is important to highlight that the policy does still, in the whole, 
represent a large benefit to business although the impact on the Business Impact 
Target of the enabling regulations is a cost. Were the benefits to be considered 
direct, our analysis (which is outlined below) suggests it would result in a 
estimated annual net benefit to business of around £15.5m based on 
conservative assumptions. 

82. Our starting point for estimating the benefits to businesses is again the London 
Economics (2011) analysis on the benefits derived from a master’s degree 
compared to an undergraduate. As described earlier, the weighted average gross 
(post-tax return) is estimated to be around £69,565 at 2015 prices. Adding net 
benefits to the Exchequer (which rebased to 2015 prices using the GDP deflator 
are in the region of £60,000), total gross benefits over the graduate’s working 
lifetime is estimated to be nearly £130,000. 

83. To monetise the benefit to businesses of having an employee with a master’s 
degree, it is then necessary to estimate the uplift of the employee’s productivity 
gain which is captured by the employer as profit. 

 16/17 17/18 18/19 19/20 20/21 21/22 22/23 23/24 24/25 25/26 

Number of 
additional 
master’s 
students 

7,600 7,800 7,900 8,100 8,200 8,200 8,200 8,200 8,200 8,200 

Total tuition  
costs (£m) 

£41.8 £42.9 £43.5 £44.6 £45.1 £45.1 £45.1 £45.1 £45.1 £45.1 
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84. Dearden et al. (2005)30 estimated that for work-based learning the increase in 
total productivity was double that captured by the employee in terms of higher 
wages. However, there remains a lack of robust evidence to support this for 
higher qualification levels. 

85. In the absence of a robust estimate, this RIA assumes that the employer captures 
20.2% of the employee’s productivity uplift. This figure is considered31 to be equal 
to non-wage labour costs as a proportion of wage costs. The line of reasoning 
being followed here is that at the break-even point an employer is only willing to 
take on additional labour up to the point where the wage and non-wage labour 
costs are equal to the marginal increase in productivity. Assuming that the 
productivity uplift is shared solely between the employer (profit) and employee 
(wage), the non-wage labour cost can be interpreted as the minimum share of the 
productivity uplift which the employer receives in the form of profit. 

86. As a note, if we applied a productivity capture rate of 60%, taken as a mid-point 
between the rate needed to cover non-wage labour costs (20%) and that used by 
Dearden et al. to estimate the impact of work-based learning at lower qualification 
levels (100%), the estimated benefits to business would be roughly 3 times as 
large. 

87. Next we take our graduates gross working lifetime benefit, and divide this by the 
average working life, assumed to be 40 years, to provide an estimate of the 
annual gross benefit to graduates with a postgraduate master’s degree of £3,250. 
By then multiplying this by our assumed productivity uplift capture rate for 
businesses, 20.2%, we reach our estimate for the annual net benefit to 
businesses stemming from the productivity uplift which is accrues in the form of 
profit, of around £650 per employee with a postgraduate master’s degree. 

88. The total benefit to businesses in each year associated with the productivity uplift 
which they capture in the form of profit, is then calculated by multiplying the total 
number of master’s degree graduates in employment by the average additionality 
estimate of 13.7% (described in paragraph 50 above) and the £648 estimate of 
the productivity uplift estimate (described in paragraph 79 above).  

89. These estimates are reported in Table 7 below. Taking for example 2017/18 
(again noting that this is the first year in which benefits are realised), the benefit 
to business is equal to 45,306 x 13.7% x £648 = £4m. 

 

Table 7: Benefit to business from productivity uplift 

 

                                            
30

 Dearden et al. (2005) Estimated effect of training on earnings and productivity, 1983-1999 
31

 See Eurostats 

 16/17 17/18 18/19 19/20 20/21 21/22 22/23 23/24 24/25 25/26 

Cumulative 
number of 
master’s 
degree 
graduates in 
employment 

0 45,306 90,644 138,383 188,121 242,822 296,645 349,834 400,285 452,440 

Total 
Individual 
Graduate 
Return 
Benefit (£m) 

0 4.0 8.0 12.3 16.7 21.6 26.3 31.1 35.5 40.2 
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Knowledge Spillover effects; 

90. There are also likely to be further benefits to businesses through the knowledge 
spillover effects that result from an individual employee being educated to 
postgraduate master’s level to the employer’s wider workforce raising in turn their 
productivity as well. 

91. In this way, the employer benefits from an increase in the productivity not just of 
the employee with the master’s degree, but also from any knock-on increases in 
productivity in the rest of their workforce. 

92. If employees subsequently change job moving from one company to another, 
then it is possible that the productivity benefits associated with knowledge 
transfer may extend beyond the employer to other businesses in the wider 
economy  

93. Although it is not possible to monetise the size of the benefit created by this 
multiplier effect, it is important to stress the further benefits that businesses are 
expected to experience due to the introduction of the master’s loan. 

Reduced industry sponsorship funding 

94. Another potential benefit for businesses is that given postgraduate master’s 
students will now have access to Government provided loans there may be less 
need for firms to fund their employees’ postgraduate studies. 

95. HESA data shows that in 2014/15 just 2% of full time  master’s degree students 
were recorded as receiving financial support from ‘UK industry/commerce and 
student’s employer’, although this rises to 16% for part time master’s degree 
students. This was equivalent to a total of around 7,000 students 

96. In consequence, it is therefore possible that there may be a degree of funding 
displacement, as the Government would potentially be funding students to study 
master’s degrees who may otherwise have been funded via their employer. We, 
however, anticipate this risk to be relatively low given that employers do not 
represent a major source of funding for postgraduate master’s students. 

97. As such, the potential benefit of saved funds on funding employees through 
postgraduate studies is not included in the calculations of the NPV. This is due 
also in part to the uncertainty surrounding both the behavioural impact of 
introducing the loan, and the potential extent of a decline in financial support from 
industry should it occur. 

 

Increased Tuition Fee Income 

98. As described previously, as universities are considered businesses they will also 
benefit from increased tuition fee revenue from the additional students taking up 
master’s degrees. 

99. However, as this is an equal transfer from the cost to the additional students of 
making the payments, with a net value of zero in any given year during the 
appraisal period, these costs are not included in our NPV calculations. 

100. Referring to the cost outlined in Table 6, will outline the estimated benefit to 
businesses. 
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Costs: 

101. HMRC have modelled the potential administrative costs to business 
associated with the implementation of new repayment regulations. Further detail 
on the methodology behind these options can be found in Annex A, with the final 
policy decision estimates presented in Annex B. 

102. Overall, they estimate the expected additional cost per business to be fairly 
low. This is because the large majority of businesses are already familiar with the 
undergraduate loan repayment system and the additional tasks and time 
commitment required to comply with the postgraduate system as well is judged to 
be minimal. 

103. The tasks that firms are estimated to have to complete for enabling the 
postgraduate master’s loan repayment, are based on the same tasks that are 
identified in HMRC’s modelling for the undergraduate repayment system. This 
model was developed with external contractors, and as part of the development 
process consultation took place with various stakeholders regarding the 
introduction of the policy, and enabling repayments. Adjustments to the estimated 
amount of time required to complete the additional tasks associated with 
postgraduate master’s repayments over and above current requirements for 
undergraduate repayments were made by HMRC following internal 
discussion/analysis on the expected burden. 

104. Furthermore, the consultation document regarding the postgraduate master’s 
loan specifically invited businesses to provide their views on the likely impact of 
the policy on businesses. A minority of respondents thought implementing 
changes to their payroll systems to deduct postgraduate loan repayments would 
result in a cost to their business. Those that did, highlighted that should the 
process be modelled on the undergraduate repayment scheme, that minimal 
change would be needed, at minimal cost.   

105. These costs are considered to be direct, as they are a regulatory requirement 
for firms to facilitate the repayments of employees with such loans. Also note, 
that the costs to businesses do not start until the 3rd year of the appraisal period. 
This is because loan repayments do not begin until 2 years after the introduction 
of the policy. 

 

One-off costs: 

106. HMRC’s expectation is that all businesses operating PAYE schemes will 
require time to familiarise themselves with the new changes to the system. In 
modelling the total administrative burden of the postgraduate loan system they 
distinguish between general familiarisation (which is assumed to require 5 
minutes of time reading through the guidance) and detailed familiarisation (which 
is assumed to require an additional 15 minutes of time reading through the 
guidance). It is assumed that only those businesses which employ people with a 
postgraduate loan will carry out detailed familiarisation of the guidance. 
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107. HMRC’s modelling assumes that in the first year 1.4 million businesses incur 
general familiarisation costs and an additional 45,000 business incur detailed 
familiarisation costs as a result of employing an individual with a master’s loan. 
Assuming an hourly wage rate of £36.18, this equates to general and detailed 
familiarisation costs of £4.2m and £400,000 respectively in the first year32. 

108. In subsequent years, HMRC assume both new firms and graduates will enter 
the market. The estimates for the quantities of those entering the market are 
based both on our own estimates of loan uptake and new business estimates 
based on HMRC forecasting33.Accordingly, they assume that an additional 
281,000 business will incur general familiarisation costs and an additional 54,000 
business will incur detailed familiarisation costs. Assuming again an hourly wage 
of £36.18, this equates to general and detailed familiarisation costs of £800,000 
and £500,000 respectively in subsequent years34.  

109. Total general and detailed familiarisation costs for the ten year appraisal 
period are reported in Table 8 below: 

 

Table 8: One-off general and detailed familiarisation costs 

Source: HMRC estimates 

 

Ongoing costs: 

110. The ‘ongoing’ costs of the master’s loans relate to the associated 
administrative costs with facilitating repayments. These have been estimated 
based on employers having to complete six tasks identified by HMRC which are 
listed in Table 9 below.  The timings shown are in addition to any time spent 
completing these tasks for UG loans. 

 

 

 

 

 

                                            
32

 Total generalisation familiarisation costs in the first year are equal to 1.4m businesses multiplied by 5 minutes at 

£36.18 per hour (equals £4.2m approx). Total detailed familiarisation costs in the first year are equal to 45,000 
business multiplied by 15 minutes at £36.18 per hour (equals £400,000 approx). 
33

 More detail can be found in Annex A. Following year 1, new postgraduates are profiled to be equally as likely to 

join a business without an employee already employed with a master’s loans, than a business currently employing 
one. 
34

 Total generalisation familiarisation costs in subsequent years are equal to 251,000 businesses multiplied by 5 

minutes at £36.18 per hour (equals £800,000 approx). Total detailed familiarisation costs in subsequent years are 
equal to 51,000 business multiplied by 15 minutes at £36.18 per hour (equals £500,000 approx). 

 16/17 17/18 18/19 19/20 20/21 21/22 22/23 23/24 24/25 25/26 

General 
familiarisation 
costs (£m) 

  4.2 0.8 0.8 0.8 0.8 0.8 0.8 0.8 

Detailed 
familiarisation 
costs (£m) 

  0.4 0.5 0.5 0.5 0.5 0.5 0.5 0.5 

Total 
familiarisation 
costs (£m) 

  4.6 1.3 1.3 1.3 1.3 1.3 1.3 1.3 
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Table 9: Details of business administration tasks 

 

111. The total ongoing administrative costs of the loans, for completing the tasks 
detailed in Table 9 above, are estimated to cost businesses around £400,000 in 
2018/19, increasing at around £100,000 per year from there on. This is based on 
an assumed average annual wage of £14.59 for an accounts and wages clerk36, 
and then multiplied by HMRC estimates of the sizes of the populations with loans 
to repay in employment relevant to each task listed in Table 7 above.   

112. Together, these ongoing and one-off administrative costs for business over 
the 10 year impact period lead to a total administrative cost to HMRC of £20.3m. 

113. As mentioned, this is a high cost scenario whereby each employee with a 
master’s degree loan works for a different company. In reality, employees who 
have taken out a postgraduate master’s loan may be unevenly distributed across 
a sub-set of firms in the overall business population. Accordingly, not all firms will 
incur the administrative costs associated with detailed familiarisation. For this 
reason, the £20.3m estimate cited above should be considered as very much an 
upper bound figure.  

114. It is also important to highlight that HMRC’s upper and lower bound estimates 
of the costs to business are based on different assumptions around loan up take. 
However, as they found that their cost estimates were not particularly sensitive to 
different assumed rates of loan take-up just the central estimates have been used 
in this RIA to form a ‘best estimate’ of the NPV. 

 

Government Impacts: 

Benefits: 

Exchequer Returns 

115. Compared to undergraduate degree holders, there would be an additional 
financial contribution to the Exchequer over the working lifetime of employees 
with a postgraduate qualification. These have estimated by London Economics 
(2011) 37 to be £67,000 for men and £44,000 for women.  

                                            
35

 Although this will be required every month, it is assumed that FPS will mean that it will only be a burden once per 

year. 
36

 Wage rates are taken from the ONS labour statistics, with an uplift of 30% applied for overheads. The wage rate 

used for ongoing cost is consistent with existing student loan obligations in the Standard Cost Model. 
37

 BIS (2011) The returns to higher education qualification. A report for BIS by London Economics. 

 
 

Frequency (per 
year) 

Time (minutes) 

T1. Find out if new employee needs to repay a PG 
student loan 

1 0.5 

T2. Record details in payroll software 1 2 

T3. Deduct payments from salary 12 1 

T4. Report deduction to HMRC
35

 1 2 

T5. Acting on stop notice 1 2 

T6. End of year requirements: Report payments on 
P60 and make final adjustments on FPS 

1 3 

Total  21.5 
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116. This is calculated by looking at the expected earnings profiles generated by 
those in possession of postgraduate master’s qualifications, and estimating the 
enhanced taxation receipts (National Insurance contributions, Income Tax, VAT) 
as a result of the postgraduate master’s degree. Further detail regarding the 
methodology can be found in the London Economics (2011) paper, specifically in 
Annex’s 2 and 3. 

117. Following the same approach described above, a weighted average for men 
and women was first calculated to which was then incorporated lost revenue due 
to individuals forgone earnings. These adjusted estimates were then inflated to 
2015 prices to derive an average pre cost return to the Exchequer of £60,018. By 
dividing this by 40, the assumed average working life, we get an annual benefit of 
£1,500. 

118. To monetise the benefit across the 10 year impact period, we again take the 
‘additional’ employees with master’s loans in employment in any given year, and 
multiply this by the annual benefit. 

 

Loan Repayments 

119. It is also important to note that the resource accounting and budgeting (RAB) 
charge38 associated with the loan is around 0%, implying that the taxpayer will 
receive the full value of the money it loans out in repayments. This highlights the 
large relative benefits that look to be received by the Government, individual and 
the wider economy from the introduction of the loan. 

120. The benefit to the taxpayer associated with the loan repayments is equal to 
the total loan repayments made by students. The impact of these repayments as 
a whole is therefore cost neutral, when considered in the round as they merely 
represent a reallocation of capital. As such, and in line with the rationale 
presented for loan repayments for the individual, it is not included in our NPV 
calculations. 

                                            
38

 https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/501419/BIS-16-131-RAB-charge.pdf 
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Costs: 

Loan Outlay 

121. The largest initial cost associated with the master’s loan to the Government 
will be the loan outlay. However as with the loan repayments, this is a simple 
transfer of capital from the Government to individuals. As such the cost, are equal 
to the benefits experienced by postgraduate students who take-up the master’s 
loan, and thus does not feature in our NPV calculations. 

122. However, for information purposes loan outlay estimates can be found in 
Table 1. 

 

Set Up and Delivery Costs 

123. The introduction of the loan will present costs to Government through the 
development costs incurred by DfE, the delivery costs via the SLC, and the costs 
incurred by HMRC in establishing the repayment system. High level general 
estimates of these costs, which have been calculated by HMRC, are presented in 
Table 8 below: 

 

Table 8: Administration costs to Government (£000’s)39 

                                            
39

 Numbers may not sum due to rounding 

Master’s 
Costs  

15-16 16-17 17-18 18-19 19-20 
Total 

Spend 
 

HMRC 
 

30 
 

610 
 

4040 
 

610 
 

780 
 

6,100 
 

SLC 
 

6080 
 

5860 
 

1150 
 

1060 
 

60 
 

14,200 
 

DfE  
 

340 
 

260 
 

200 
 

180 
 

60 
 

1,040 
 

TOTAL 
 

6450 
 

6420 
 

6420 
 

1850 
 

900 
 

21,340 
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124. The costs to HMRC, derived from internal HMRC forecasting, totalling a little 
under £6.1m by 2019/20 are associated with updating their systems and 
processes in order to facilitate the collection of the master’s loan repayments via 
the PAYE/SA systems. 

125. The costs to SLC, estimated by the SLC at a total of £14.2m by 2019/20, 
relate to the development and implementation of the systems they need to 
process applications for the master’s loan as well as to deliver the payments.  

126. SLC are likely to incur some additional costs as they are responsible for 
collecting loan repayments from individuals who have received the master’s loan, 
but then leave the UK to become domiciled elsewhere. In these instances, SLC 
contact the individual, obtain information regarding their earnings, and arrange 
collection of repayments directly with the individual, usually through direct debit.  

127. However SLC have been unable to provide a purposeful estimate to the level 
of these costs. As such we are not able to monetise these costs further in this 
RIA. 

128. In addition there will be costs to the Government directly incurred through 
DfE, internally estimated at around £1m by 2020. These relate to the staffing 
costs surrounding the policy as well as costs for additional research and 
consultancy that has, and will, be required. 

129. It is not currently possible to estimate the costs for the full appraisal period, 
and as such we have only presented costs for the time period we have available 
(5 years). Due to this, and the degree of uncertainty surrounding the costs, they 
have been excluded from the NPV calculations.  

 

Equivalent Annual Net Direct Cost to Business (EANDCB): 

130. The EANDCB represents the net cost to business, as a direct result of the 
loan. As described previously, the costs relating to the master’s loan regulations 
are considered to be direct, as they result from the regulation itself. However the 
benefits to businesses, specifically in the form of captured productivity gains, are 
considered to be indirect as the introduction of the regulation itself does not have 
a direct benefit to businesses in the first instance. 

131. As a result, the EANDCB in this RIA is represented solely by both the ongoing 
administrative costs, and the familiarisation costs. These lead to an EANDCB 
across the appraisal period of £1.9m. 

132. It is important to highlight that while this appears to show the regulation as 
being a net cost to business, without such regulation the policy would be 
unsustainable, and as such would not go ahead. This would lead to businesses, 
as well as individuals and the government, not benefiting from the indirect 
benefits the policy provides. When considering both the direct and indirect 
impacts, the policy delivers a net benefit of £44.3m. 

 

 

Risks 

133. One of the key areas of risk in terms of realising the impacts as described 
above is regarding projected student numbers, and assumptions around the 
expected degree of loan take up. 
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134. If projected student numbers, or indeed the loan take up, are higher than the 
estimates assumed in this RIA then the costs to business calculations will also be 
higher. However, it is important to emphasise that any increase would be 
proportional. For example, if there was a 10% increase in loan uptake, we would 
expect there to also be a 10% increase in costs. This is because we have 
assumed a scenario for the costs to business whereby each graduate with a loan 
is employed by a different employer. 

135. However, as discussed previously this is a conservative assumption as we 
would expect employers with master’s degree educated employees, to on 
average have a greater concentration of such employees than 1 per employer. If 
the scenario was relaxed, and it assumed that as more employees with master’s 
degrees enter the labour force businesses start to take on more than a single 
employee with a master’s degree, marginal costs would decrease with increases 
in the number of employees with a master’s degree.  

136. Wider impacts of this would include greater resources pressure on SLC to 
ensure the smooth delivery of the product, as they would have implemented their 
systems, and indeed hired staff, according to these predictions. This could lead to 
delays in students being able to complete the application system, and depending 
on the level of impact, potentially a delay in the payments being made to 
students. 

137. Finally, on the risks associated with the modelling assumptions, it is important 
to consider the additionality assumption. A lot of work has gone into finding 
comparable policies in UK and internationally, in order to find evidence to support 
the assumptions. However, none of the loan products in UK and overseas were 
found to be sufficiently similar to guide the assumptions. However, these 
limitations were unavoidable. Accurately forecasting the take-up of a completely 
new loan product is very difficult, without robust customer research. In this 
instance, policy timescales meant that it was not possible to conduct this. The 
research that was conducted was not sufficiently robust to support the 
development of the model. 
 

138. As such the assumptions, in particular regarding the additional students, have 
been made as a best estimate given a lack of data to inform a robust estimate. 
 

139. The impact if this estimate is significantly incorrect, will be reflected primarily 
in the magnitude of benefits realised, as it is only the additional students due to 
the loan, whom represent a benefit of the policy. If the estimate is low then 
benefits experienced by the exchequer and importantly businesses will be likely 
underestimated, however obviously the reverse is also true. Should the 
availability of the loan fail to bring additional students into postgraduate master’s 
study, then the associated monetised benefits of the policy would likely be zero. 
 

140. A further risk is that the level of the postgraduate premium could decrease 
following the increase in supply of master’s educated labour in the employment 
pool. This could lead to a fall in the lifetime earnings premium which at the 
margins could lead to some individuals being deterred from taking master’s 
courses who would otherwise may have done so. However, the risk of this 
occurring is judged to be low given the strong demand for employees with 
postgraduate level skills. Furthermore, it would also mean employers were able 
to acquire higher skilled labour at a lower cost, given the anticipated reduced 
burden on employers to fund postgraduate level training. 
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141. There is also a risk that despite the improved affordability of financial support 
for postgraduates, students could still see the additional debt and interest 
payments as a deterrent, leading to take up of both postgraduate master’s 
courses and the loan being lower than anticipated. Evidence from the success of 
the loan system at undergraduate level would suggest that this risk is likely to be 
fairly minimal, especially given evidence of continued participation following the 
2012 reforms. However, as this is a new product it is not possible to say for 
certain what the behavioural response will be. 

142. Another risk, is that the introduction of the postgraduate master’s loan, could 
lead to a transfer of master’s students from taking the PCDL described earlier, to 
taking the Government income contingent master’s loan, given its favourable 
repayment terms. This could lead to a fall in revenue for lenders, or put another 
way for businesses. 

143. However, it is also important to note that receipt of the new postgraduate 
master’s loan, does not disqualify them from applying to also receive a PCDL 
loan. Given that the new loan is seen as a contribution to costs, it is conceivable 
that individuals may opt to take both, in order to better cover all the costs 
associated with master’s study. 

144. Although it is not possible for us to monetise the extent of the potential impact 
of this transfer, as mentioned earlier in the discussion regarding PCDL, take up 
as been fairly low, and as such any impact is expected to be of a small 
magnitude. 

145. Finally, there is also a risk that as a result of more readily available funding 
providers could use the opportunity to increase their tuition fees further. This is a 
possibility as there is not currently a fee cap on postgraduate tuition fees in the 
same way as for undergraduate fees. 

146. If this occurred, this could constrain any reduction in the financial barriers to 
postgraduate master’s education and accordingly limit the potential increase in 
the numbers of master’s enrolments brought about by the loan. However, we 
believe effective competition between providers for postgraduate students 
reduces the likelihood of this happening in practice. 

147. We will continue to monitor the success of the policy in achieving its 
objectives, by following a benefits realisation program, using relevant higher 
education data sources, such as the Higher Education Statistics Agency datasets 
and linked HMRC data to monitor changes in graduate outcomes. This will be an 
ongoing process. 

 

Reviewing the impact 

148. The Government has announced that it will review the policy within 3 years. 
As data regarding the policy and loan uptake becomes available, we will also be 
reviewing our modelling in order to test our current assumptions. We will look to 
update and improve these where appropriate, to help improve the robustness of 
future estimates. 
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Small and Micro Business Assessment  

149. According to Business Population Statistics published by the ONS, in 2015 
there were approximately 25.9 million people employed in nearly 5.4 million 
businesses across the UK economy with nearly half (48%) employed in 
businesses with fewer than 50 employees.  
 

150. We do not have data to show how postgraduate students are distributed 
across different sizes of business. Our assumption is that graduates with a 
master’s degree qualification are just as likely to be employed in a small or micro 
business as a medium or large sized company. This is supported by a 2015 
survey by BIS40 which found that small firms were just as likely to look for 
employees with a higher degree as large ones, particularly where they are 
operating in sectors or occupations which required higher degree knowledge and 
skills.  

 
151. The familiarisation costs, which account for the majority of the cost of 

compliance, will largely be independent of the size of the firm. As such the impact 
on smaller businesses will be disproportionately greater than for larger 
companies as a percentage of turnover. Ongoing administrative costs are more 
likely to be connected to with the number of employees employed, so we would 
expect the absolute cost to be greater for larger firms, but are less certain when it 
comes to as a percentage of turnover. 

 
152. Excluding small and micro sized businesses from the scope of the repayment 

regulations would significantly increase the cost of the reform as it would greatly 
curtail the ability of Government to recoup in a legally enforceable and efficient 
way the maximum amount of master’s loans that are paid out. Assuming that 
postgraduate master’s students are as likely to go to a small business as a larger 
company, then excluding small and micro businesses could mean nearly 50% of 
postgraduate students would fall outside the scope of the enabling regulations. 
Assuming these student take out similar loans as those covered by the 
regulations, this could amount to a 50% reduction in the amount of loan 
recovered. This figure could increase over time if it leads to a distortion in the 
labour market whereby postgraduates more actively take up employment 
opportunities in smaller sized businesses, filling those vacancies across the 
economy which may not be the most critical or generate the most value. 
 

153. An extended transition period or temporary exemption for small businesses is 
also not appropriate as it would still undermine the financial sustainability of the 
policy for the reasons given above. The only difference would be that the total 
amount of the master’s loan outlay which is not recovered would be comparably 
less than under a full or partial exemption. 
 

154. The administrative tasks associated with the master’s repayment loan 
scheme have been designed to be very similar to the undergraduate system and 
therefore represent a minimum additional cost burden on smaller sized 
businesses. As such, varying the requirements by type and or size of businesses 
would not lead to a significantly discernible improvement in the effectiveness of 
the policy. Indeed, it could add complexity, with firms having to familiarise 
themselves with different systems as they change size, with these being most 

                                            
40

 BIS (2015) Understanding employers’ graduate recruitment and selection practices BIS Research Paper No 231 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/474251/BIS-15-464-employer-
graduate-recruitment.pdf 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/474251/BIS-15-464-employer-graduate-recruitment.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/474251/BIS-15-464-employer-graduate-recruitment.pdf
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acute for those in around any threshold who might find themselves moving in and 
out of different regimes over time due to natural turnover. 
 

155. As explained above, the option to make the policy voluntary was considered 
and discounted.  This was because in the absence of any legally enforceable 
repayment mechanism, there was judged to be a significant risk that the 
Government would recoup a much smaller amount of the total outlay, which 
would risk making the scheme financially unsustainable in the long-run. 
 

156. It would not appropriate to give financial aid as it would add to the cost to 
government of delivering the policy at a time when departments are facing more 
stringent budget constraints. It would also deliver poorer value for money to the 
taxpayer since more government funding would be used to deliver the same 
policy objectives and outcomes. As noted above, it could also serve to distort the 
labour market over time if it brings about a situation whereby postgraduate 
master’s students take-up employment opportunities in smaller sized companies 
which may not be the most critical or generate the most value. 
 

157. There would be no additional benefit to offer small businesses with specific 
information campaigns or user guides, training and dedicated support. This is in 
large part because the postgraduate loan repayment scheme will share the same 
features as the undergraduate scheme with which many businesses are already 
very familiar. 
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Annex A 

 

 
 

Knowledge, Analysis, and 
Intelligence (KAI) 

  
Team: KAI DBT - BARR 
Tel: 03000 555268 
Date: 10 April 2015  

Modelling the administrative burden of Post Graduate 
loans 

Background 

1. This note describes the assumptions and output from the analysis carried out 

to estimate one-off and ongoing administrative costs for businesses from 

introducing a student loan for postgraduate (PG) studies. 

Modelling assumptions 

2. We are modelling the additional burden of administering PG loans.  The 

initial estimate modelled assumes that post graduate loans will be collected 

through PAYE in the same way as undergraduate (UG) loans.  PG loans are dealt 

with as a separate burden to UG loans, but the time commitment attributed to 

dealing with the PG loan element is assumed to be relatively small to reflect the 

fact that, for most employees with a PG loan, the employer would already be 

doing a significant amount of work to deal with UG loan obligations.  

3. It is assumed that all businesses operating PAYE schemes will have to 

familiarise themselves with the new PG loans system, and we have therefore 

calculated a one-off familiarisation cost based on a functional manager in each 

business
41

 spending 5 minutes reading guidance.  Only those businesses 

employing PGs will need to understand the new process fully, and we have 

modelled the worst case scenario where each new PG is employed by a unique 

business.  From the second year of the loans operating, we have assumed new 

PGs are equally likely to go to a business that has never dealt with PG loans 

before as they are to go to one that has.  These businesses undertaking more 

                                            
41

 PTCPP have advised that there are currently 1.4m PAYE schemes, with an additional 281k expected each year. 

 

mailto:kaitiasupport@hmrc.gsi.gov.uk
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detailed familiarisation are assumed to spend an additional 15 minutes on this 

task. 

4. The consultation document suggests that, although loans will be available 

from 2016/17, repayment will not be introduced until 2018/19.  When repayment 

is introduced, we have assumed that businesses will be informed by HMRC of 

existing employees who need to repay loans, meaning businesses do not need to 

ask existing employees about their student loans. 

5. We have assumed that the work to complete the six tasks associated with 

administering PG loans (detailed below) will be carried out by an Accounts and 

Wages Clerk/Bookkeeper
42

, and that applying the same threshold as for UG loans 

will simply mean some additional time on each of the tasks.  The time taken to 

deduct payments is expected to be minimal, as this should be automated, and we 

have assumed all employees are paid monthly.  Reporting deductions is modelled 

as a once-a-year obligation to reflect the fact that, once set up on FPS, there 

should be minimal ongoing burden. 

6. We have modelled movement of populations so that individuals can stop and 

re-start payments multiple times, with each re-start being effectively treated as a 

change in employment.  Payments can also stop if earnings fall below the 

£21,000 threshold or the loan has been fully repaid.  The PG loan amount is 

modelled as being £10,000 for all students.  

7. It is assumed that payroll software will be able to deal with the addition of a 

PG loan. 

Tasks 

8. The cost of PG loans has been estimated based on employees having to 

complete 6 tasks which are listed in table 1.  The timings shown are in addition to 

any time spent completing these tasks for UG loans. 

                                            
42

 Wage rates are taken from the ONS labour statistics, with an uplift of 30% applied for overheads. The wage rate 

used for ongoing cost is consistent with exisiting student loan obligations in the Standard Cost Model. 
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Table 1: Details of Tasks 

 
Frequency 
(per year) 

Time (minutes) 

T1. Find out if new employee needs to 
repay a PG student loan 

1 0.5 

T2. Record details in payroll software 1 2 
T3. Deduct payments from salary 12 1 
T4. Report deduction to HMRC43 1 2 
T5. Acting on stop notice 1 2 
T6. End of year requirements: Report 
payments on P60 and make final 
adjustments on FPS 

1 3 

Total  21.5 

 

Population 

9. Estimation of the number of employees who will require PG loans to be 

accounted for is complex, as the requirement to repay is determined by earning 

above a defined threshold, and earnings paths will vary considerably for the 

population under consideration.  The Student loan repayment model
44

 includes 35 

year earnings pathways for a sample of 20,000 individuals which were generated 

using the Stochastic Earnings Path (StEP) model.  By uplifting all non-zero 

salaries by £5,500 (the increased earning potential for PGs as assumed for the 

consultation) we can model how many individuals in a particular cohort will be 

making repayments in a particular year, and how long it will take them to repay 

the loan in full – based on repaying at 9%.  Table 2 shows an example of five 

earnings pathways in the first six years following the statutory repayment due 

date (SRDD). 

                                            
43

 Although this will be required every month, it is assumed that FPS will mean that it will only be a burden once per 

year. 
44

 https://www.gov.uk/government/publications/simplified-student-loan-repayment-model 

 

https://www.gov.uk/government/publications/simplified-student-loan-repayment-model
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Table 2: Example of earnings pathways fro StEP model 

Year 
from 

SRDD 
Case 

1 2 3 4 5 6 

1 £14,834 £18,609 £11,819 £11,155 £11,304 £13,828 
2 £0 £24,289 £30,625 £37,950 £0 £0 
3 £17,985 £0 £0 £18,703 £20,883 £19,806 
4 £35,139 £32,973 £39,811 £60,696 £48,585 £52,084 
5 £18,938 £23,117 £23,596 £45,846 £53,975 £45,318 

 

10. From 2018/19, employees will be required to complete T1 (see table 1) for all 

new employees with a PG loan.  We can use the number of completed P45s as an 

estimate for the number of new starters each year, with the current Admin 

Burden Toolkit figure being 1,464,479
45

.  Using the earnings pathways to 

estimate when individuals will either first enter employment, or re-enter 

employment following a period of unemployment, we can estimate the number 

entering employment each year, with a PG loan to repay, to be steadily rising to 

almost 50,000 by 2023-24.  T2 will then apply to these 50,000 individuals.  

11. The earnings pathways (as illustrated in table 2) enable us to estimate what 

proportion of those recorded as having a PG loan (T2) who will be making 

repayments (T3) and need to have these payments reported (T4), by comparing 

earnings with the threshold.  This will also be the number for whom a return is 

submitted (T6).  The pathways also allow us to calculate when repayments will 

end, either because the loan has been repaid in full or the individual’s earnings 

have fallen below the threshold.  It is this population that is associated with T5. 

12. Table 3 shows the cumulative PG loan repayment profile for the cases 

illustrated in table 2; assuming a threshold of £21,000, a total loan of £10,000, 

repayment at 9% and ignoring interest and voluntary repayments. 

 

 

 

 

                                            
45

 Obligation 26284 - Completion of form P45 received from the new employee and submission to HMRC 
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Table 3: Example of cumulative repayments for table 2 cases 

Year 
from 

SRDD 
Case 

1 2 3 4 5 6 

1 £0 £0 £0 £0 £0 £0 
2 £0 £296 £1,162 £2,688 £2,688 £2,688 
3 £0 £0 £0 £0 £0 £0 
4 £1,273 £2,350 £4,043 £7,616 £10,098 REPAID 
5 £0 £191 £424 £2,660 £5,628 £7,817 

 

13. By adding together the new and existing PG loan repayers in the cohort of 

students receiving a loan each year, and deducting those finishing repayment in 

the previous year (or with earnings falling below the threshold), we can calculate 

the total population affected by the PG loan obligations each year, as illustrated in 

table 4. 

Table 4: Segment populations by year 

Cohort 
Segment 

2016-
17 

2017-
18 

2018-
19 

2019-
20 

2020-
21 

2021-
22 

2022-
23 

2023-
24 

PG loans 
awarded 

47,000 39,500 40,000 40,500 40,000 40,000 40,000 40,000 

Entering 
employment 

- 35,081 35,224 38,558 41,448 46,982 47,231 48,205 

Making 
repayments 

- - 33,598 52,509 72,919 93,437 114,299 131,970 

Stopping 
payments 

- - 6,185 9,973 13,787 18,976 24,245 31,130 

Total in 
employment  
with PG 
loan to 
repay 

- - 67,304 100,899 135,142 172,196 207,654 243,190 

Ongoing cost of PG loans 

14. By multiplying the relevant populations in table 4 by the frequency and data 

requirement timings detailed in table 1, and the assumed wage rate of £14.59 we 

can calculate the annual cost of administering PG loans as detailed in table 5. 
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Table 5: Ongoing administrative cost of PG loans (nearest 100,000) 

 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 

Total £400,000  £400,000  £500,000  £600,000  £700,000  £800,000 

 

One-off cost of PG loans 

15. Table 6 shows how the one-off cost of familiarisation is calculated for the first 

year that the changes take affect, based on the assumption that all businesses 

currently operating a PAYE scheme would spend 5 minutes familiarising 

themselves with the change.  Those businesses affected by the change 

(conservatively assumed to equal the number of employees with a PG loan 

entering the workforce) are assumed to spend an additional 15 minutes on 

familiarisation in the modelled scenario where one threshold is applied to all 

loans. 

Table 6: First year one-off cost of familiarisation (nearest 100,000) 

 
General 
familiarisation 

Detailed 
familiarisation 

 

Number of 
businesses 

1,400,000 35,000 
 

Time spent 5 min 15 min  
Wage rate £35.53 £35.53  

Total one-off cost £4,100,000 £300,000 £4,400,000 

 

16. Table 7 shows the average annual one off cost following the first year of the 

change, assuming 281,000 new PAYE schemes are set up each year and each of 

these businesses will need to spend 5 minutes on general familiarisation.  It has 

been estimated that, on average 39,000 employers would be dealing with PG 

loans for the first time each year.  This is based on the number of new PGs 

expected to enter the workforce in each of the first five years, and the 

assumption that every employer has the same probability of employing someone 

with a PG loan. 
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Table 7: Average annual cost of familiarisation from year two (nearest 100,000) 

 
General 
familiarisation 

Detailed 
familiarisation 

 

Number of 
businesses per 
year 

281,000 39,000 
 

Time spent 5 min 15 min  
Wage rate £35.53 £35.53  

Total one-off cost £800,000 £300,000 £1,100,000 
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Annex B46 

 
 

Knowledge, Analysis, and 
Intelligence (KAI) 

Team: KAI DBT - BARR 
Date: 8 April 2016 
  
  

Modelling the administrative burden of Post Graduate 
loans – April 2016 options 

Background 

17. This note extends the analysis described in Modelling the administrative 

burden of Post Graduate Loans (10 April 2015) to consider two distinct options for 

take up rate.  It also accounts for the following changes: 

a) The repayment percentage reducing from 9% to 6% 

b) An average loan amount of £8,600 (previously assumed to be £10,000) 

c) 2014 Standard Cost Model wage rates 

18. The age limit for offering the loan has also been increased from 30 years to 

60 years.  The age limit was not explicitly modelled in analysing the burden – 

although it would have influenced take-up.  The age at which the graduate enters 

employment following study affects the earning pathways calculated using the 

Simplified Student Loan Repayment Model
47

.  The 2009 model assigns a 

probability of the graduate being a particular age, with a probability of 0.95 of 

being below 30.  This would suggest that if we had adjusted the model to only 

consider graduates below 30, the results would not noticeably change.  To allow 

comparison with the previous analysis, we have used the same earnings 

pathways, which allow for graduates being up to 60 (with a probability of being 

below 60 of 0.996). 

                                            
46

 The following shows HMRC’s estimates of the burden to business, based on loan up take estimates provided by 

BIS/DfE analysis. 2 different sets of estimates are provided as they reflect 2 different policy options that were under 
consideration at the time. The estimates that correspond with the final policy decision are those in Option 2. 
47

 https://www.gov.uk/government/publications/simplified-student-loan-repayment-model 

mailto:kaitiasupport@hmrc.gsi.gov.uk
https://www.gov.uk/government/publications/simplified-student-loan-repayment-model
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Summary of costs 

 

Table 1: Ongoing administrative cost of PG loans (nearest 100,000) 

Take-up 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24 

Option 1 
£400,000 

 
£500,000 £600,000 

 
£700,000  £900,000 £1,000,000 

Option 2 
£400,000 

 
£500,000 £600,000 

 
£800,000  £900,000 £1,000,000 

       

 

Table 2: First year one-off cost of familiarisation (nearest 100,000) 

 
General 
familiarisation 

Detailed 
familiarisation 

Total 

Option 1 £800,000 £500,000 £1,300,000 

Option 2 £800,000 £500,000 £1,300,000 

    

 

Table 3: Average annual cost of familiarisation from year two (nearest 100,000) 

 
General 
familiarisation 

Detailed 
familiarisation 

Total 

Option 1 £4,200,000 £400,000 £4,600,000 

Option 2 £4,200,000 £400,000 £4,600,000 
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Option 1 – 1 and 2 year full time course, 2 and 4 year part 
time courses at 50% intensity 

Table 4: Segment populations by year – central estimate 

Cohort 
Segment 

2016-
17 

2017-
18 

2018-
19 

2019-
20 

2020-
21 

2021-
22 

2022-
23 

2023-
24 

PG loans 
awarded 

57,500 52,700 53,800 54,900 56,000 56,000 56,000 56,000 

Entering 
employment 

- 42,918 46,359 51,337 55,657 64,092 65,264 66,810 

Making 
repayments 

- - 42,700 67,801 95,288 124,136 154,354 181,317 

Stopping 
payments 

- - 7,567 12,783 17,747 23,961 30,197 39,155 

Total in 
employment  
with PG 
loan to 
repay 

- - 85,606 130,591 177,436 228,949 279,606 329,666 

 

Table 5: Ongoing administrative cost of PG loans (nearest 100,000) 

Take-
up 

2018-19 
2019-20 2020-21 2021-22 2022-23 2023-24 

Central 
£400,000 

 
£500,000 

 
£600,000 

 
£700,000 

 
£900,000  £1,000,000 

-5,000 
£400,000 

 
£500,000 

 
£600,000 

 
£700,000 

 
£800,000  £900,000 

+5,000 
£400,000 

 
£500,000 

 
£600,000 

 
£800,000 

 
£900,000  £1,000,000 

 

Table 6: First year one-off cost of familiarisation (nearest 100,000) 

 
General 
familiarisation 

Detailed 
familiarisation 

 

Number of 
businesses 

1,400,000 43,000 
 

Time spent 5 min 15 min  
Wage rate £36.18 £36.18  

Total one-off cost £4,200,000 £400,000 £4,600,000 

-5,000 £4,200,000 £400,000 £4,600,000 

+5,000 £4,200,000 £400,000 £4,600,000 
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Table 7: Average annual cost of familiarisation from year two (nearest 100,000) 

 
General 
familiarisation 

Detailed 
familiarisation 

 

Number of 
businesses per 
year 

281,000 51,000 
 

Time spent 5 min 15 min  
Wage rate £36.18 £36.18  

Total one-off cost £800,000 £500,000 £1,300,000 

-5,000 £800,000 £400,000 £1,200,000 

+5,000 £800,000 £500,000 £1,300,000 

 

Note:  due to rounding, there is very little difference between the low 

and high take-up estimates for a particular option.   This breakdown is 

therefore removed for options 2 and 3. 

 

 

 

Option 2 – additionally includes 3 year part time 

courses, where no full time equivalent is offered 

Table 8: Segment populations by year – central estimate 

Cohort 
Segment 

2016-
17 

2017-
18 

2018-
19 

2019-
20 

2020-
21 

2021-
22 

2022-
23 

2023-
24 

PG loans 
awarded 

60,700 56,000 57,100 58,300 59,500 59,500 59,500 59,500 

Entering 
employment 

- 45,306 49,213 54,468 59,080 68,036 69,326 70,966 

Making 
repayments 

- - 45,210 71,835 101,012 131,651 163,745 192,413 

Stopping 
payments 

- - 7,988 13,542 18,812 25,407 32,036 41,535 

Total in 
employment  
with PG 
loan to 
repay 

- - 90,644 138,383 188,121 242,822 296,645 349,834 
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Table 9: Ongoing administrative cost of PG loans (nearest 100,000) 

Take-
up 

2018-19 
2019-20 2020-21 2021-22 2022-23 2023-24 

Central 
£400,000 

 
£500,000 

 
£600,000 

 
£800,000 

 
£900,000  £1,000,000 

Table 10: First year one-off cost of familiarisation (nearest 100,000) 

 
General 
familiarisation 

Detailed 
familiarisation 

 

Number of 
businesses 

1,400,000 45,000 
 

Time spent 5 min 15 min  
Wage rate £36.18 £36.18  

Total one-off cost £4,200,000 £400,000 £4,600,000 

 

Table 11: Average annual cost of familiarisation from year two (nearest 100,000) 

 
General 
familiarisation 

Detailed 
familiarisation 

 

Number of 
businesses per 
year 

281,000 54,000 
 

Time spent 5 min 15 min  
Wage rate £36.18 £36.18  

Total one-off cost £800,000 £500,000 £1,300,000 

 


