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Foreword

This eighth annual report from the Institute for Fiscal Studies provides another authoritative
picture of education spending in England at a time of significant change. While overall public
spending on education remains close to historic lows as a share of national income, the demands
on the system are anything but static. The government has set ambitious goals for opportunity
and social mobility, but these commitments must be delivered against a backdrop of tight fiscal

constraints and rising costs.

Demographic trends are reshaping pressures across the system. Falling pupil numbers in primary
schools contrast with continued growth in student numbers in post-16 education and higher
education, creating uneven challenges for budgets and infrastructure. These shifts present
choices for policymakers. They must decide whether to use smaller numbers in some phases to
make savings, or to reinvest in improving quality and reducing class sizes. At the same time, the
expansion of early years entitlements represents one of the most significant policy shifts in a
generation: transforming the scale of government support for childcare to enable parents to
work, while raising questions about sustainability and the balance between universal and

targeted provision.

Perhaps the most acute pressure lies in special educational needs and disabilities (SEND).
Spending on high needs provision has almost doubled over the past decade, driven by rising
numbers of pupils with Education, Health and Care Plans and shortages of places in state-funded
special schools. The Office for Budget Responsibility forecasts a £6 billion gap between
expected spending and funding by 2028-29. The White Paper on schools and SEND — likely to
be published soon after this report — will be pivotal in determining whether reforms can slow this
growth while improving provision for children with the greatest needs. Action will be essential:
without it, these pressures risk crowding out resources for mainstream schools and constraining

the system’s ability to deliver a broad, balanced and high-quality education for all.

Higher education faces its own set of challenges. The indexation of tuition fees and the planned
reintroduction of maintenance grants will bring some relief for students, yet the long-term
balance between public and private contributions remains contested. Meanwhile, further
education and skills — long the relative loser in funding settlements — must adapt to new policy

ambitions and rising demand.

This report, as with its predecessors, does more than track spending. It illuminates the hard
choices policymakers face in aligning resources with priorities. It shows where funding growth

is concentrated, where it falls short of costs, and how these patterns shape opportunities for
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children and young people. For those designing policy, the evidence here is indispensable. But it
is also an invaluable resource for those involved in various ways in holding policymakers to

account.

The Nuffield Foundation is proud to support this project as part of our overall mission to
advance social well-being and create a fairer, more inclusive and more prosperous society. This
requires an ambitious and well-functioning education system. These annual reports are part of a
wider body of work, with regular deeper-dive reports collated on the programme’s microsite.
This analysis of the funding of education provision is an important backbone for our large
portfolio of research on early childhood development, school improvement, skills and transitions

to adulthood. Understanding how resources are deployed is fundamental to improving outcomes.

The annual reports have a strong track record in changing the terms of public debate and
informing decision-making at critical moments. This report is particularly well timed in that
respect. The challenges are substantial, but so too is the opportunity to ensure that investment in

education delivers for all learners, especially the most vulnerable children and young people.

Josh Hillman
Director of Education, Nuffield Foundation

© The Institute for Fiscal Studies, January 2026


https://ifs.org.uk/education-spending

4  Annual report on education spending in England: 2025-26

Preface

This report is the eighth in a series of annual reports on education spending in England. The
authors gratefully acknowledge the support of the Nuffield Foundation, which has funded this
series of annual reports (grant number EDO /FR-000024394). The Nuffield Foundation is an
independent charitable trust with a mission to advance social well-being. It funds and undertakes
rigorous research, encourages innovation and supports the use of sound evidence to inform social
and economic policy, and improve people’s lives. The Nuffield Foundation is the founder and co-
funder of the Nuffield Council on Bioethics, the Ada Lovelace Institute and the Nuffield Family
Justice Observatory. This project has been funded by the Nuffield Foundation, but the views
expressed are those of the authors and not necessarily the Foundation. Find out more at:

nuffieldfoundation.org; Bluesky: @nuffieldfoundation.org; LinkedIn: Nuffield Foundation.

The authors also thank the Economic and Social Research Council for support via the ESRC
Centre for the Microeconomic Analysis of Public Policy (grant number ES/Z504634/1), which
underpins much of IFS’s research.

The authors would like to thank the members of the advisory group, officials from the
Department for Education and colleagues at IFS, who have commented on and greatly informed

the analysis in this report.

This report uses a range of data releases from the Department for Education, its predecessors,
related agencies and non-departmental bodies. These are all listed in the sources below individual
figures and/or in the methods section of our microsite, which houses all our analysis of education

spending (https://ifs.org.uk/education-spending). The IFS student finance model draws on

National Pupil Database data linked to data from the Higher Education Statistics Agency
(HESA). It also uses data from the Family Resources Survey and the University of Essex’s
British Household Panel Survey. Several chapters use data from the Office for National Statistics
(ONS) Quarterly Labour Force Survey. The National Pupil Database is Crown Copyright and
made available by the Department for Education. HESA data are Copyright Higher Education
Statistics Agency Limited. Neither the Department for Education nor Higher Education Statistics
Agency Limited nor HESA Services Limited can accept responsibility for any inferences or

conclusions derived by third parties from the data.

The views and analysis presented in this report are those of the authors alone. Any errors or

omissions are also their responsibility.
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Executive summary

This is the eighth IFS annual report on education spending in England funded by the Nuffield
Foundation. It provides consistent comparisons of the level of and changes in spending per
student across different stages of education. We also analyse the resource pressures and choices
facing policymakers for each stage of education. Our dedicated website further provides easy

access to our latest analysis, figures and methodology (https://ifs.org.uk/education-spending). All

figures quoted are in 2025-26 prices and relate to England unless otherwise stated.
Looking at spending per pupil for the most recent year of data (2025-26, unless otherwise stated):

= Early years: £5,500 per child in 2024-25 (double compared with 2010—-11)

*  Primary schools: £7,000 per pupil (+12% since 2010-11)

= Secondary schools: £7,800 per pupil (-3% since 2010-11)

= All school spending (including wider spending): £8,400 per pupil (same as in 2010—11)
= Further education: £7,900 per student aged 16—18 (—8% since 2010—11)

= Higher education (up-front spending on teaching only): £9,900 (—5% since 2010-11)

Spending per pupil or student per year at different stages of education (2025-26 prices)
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Secondary school ——Further education (16-18)
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Total public spending on education

1. The latest data (for 2024-25) show that total public spending on education in the UK
was £122 billion (in 2025-26 prices). This represents a 10% or £14 billion fall since
2010-11, with this drop mostly reflecting a shift in the cost of higher education from the
taxpayer to graduates.

2. Public spending on education has also fallen as a share of national income, from about
5.6% of national income in 2010—11 down to about 4.1% in 2024—-25. This equals the
historic lows seen in the late 1990s, late 1980s and mid 1960s. There has been no
long-run increase in the share of national income devoted to public spending on
education, despite rises in post-compulsory education participation over the long run.

Early years

1. Total public spending on the ‘free entitlement’ to funded childcare hours reached
£8.7 billion in 2025-26 — double the total spending envelope from two years earlier.
This increase in spending reflects the introduction of major new entitlements covering
children under 3 in working families. This is the latest, and biggest, step change in
early years policy. Spending is more than eight times as high as in the early 2000s — a
significant change in the scope of the state over the last 25 years.

2. Taking in all public spending on childcare support (including support through the tax
and benefit systems as well as support for students), childcare spending reached
£8.4 billion in 2024—25 and will be around £10.5 billion in 2025-26. After falling sharply
during the late 2010s, spending through the tax and benefit systems has stabilised.

3. New childcare entitlements, targeted at working families, are reshaping how early
years spending is targeted. The share of spending targeted at working families has
risen from 15% in 2014—15 to 48% in 2024—25, and is on track to reach 58% in 2025—
26. This is in the context of a growing total budget. At the same time, tighter eligibility
criteria for the disadvantaged 2-year-old offer (which in 2024-25 covered 24% of
children, down from 38% in 2014) have seen spending on this group fall both as a
share of the early years budget and in absolute terms. In 2024, spending of
£480 million was less than half its level a decade earlier.
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4. While rolling out new entitlements for working parents was a significant undertaking,
most early indications suggest that the system has by and large coped well.
Nationwide, over 90% of parents who applied and were approved for the entitlements
secured a place. However, there may be signs of additional pressure on supply in
some parts of the country (notably in London).

5. Take-up of the new entitlements has been significantly higher than initially expected.
The 2024 budget for the new entitlements was revised upwards by 28% after take-up
exceeded initial expectations by a quarter. Top-ups set out at the 2025 Spending
Review will go some way to meeting this pressure in future years — but if the new
entitlements continue to be as popular as they are now, the government is on track for
perhaps £350 million (in today’s prices) in extra spending in 2028-29.

6. The per-hour funding rates set by central government remained essentially flat in real
terms between 2024-25 and 2025-26. This followed a big (34%) real-terms increase in
the core funding rate for 2-year-olds in 2024, as part of a proposal to more tightly link
funding to underlying costs of delivery for different age groups. But childcare providers’
costs have risen more quickly than economy-wide inflation (mostly due to upwards
pressure from a rising minimum wage, employer National Insurance and pension
contributions). Once these sector-specific costs are accounted for, per-hour funding for
3- and 4-year-olds is 22% lower than its peak in 2017-18 — with a 4% decline just in
the last year. Effective resources per hour for 2-year-olds are 12% higher than their
2017 peak.

7. In the 2025 Budget, the government committed to a review of the early years system.
This is a welcome step: the system is complex and difficult to navigate. The first step in
this review should be to work out the aims the government wishes to achieve with its
early years investment — for example, improving children’s development, increasing
parents’ ability to work, or easing cost-of-living pressures. That will allow for principled
discussions about the outcomes achieved in the early years system as a whole, rather
than attempting to make each individual policy achieve all of these distinct goals.

Schools

1. Total school spending per pupil aged 5-18 in England fell by 10% in real terms
between 2010-11 and 2019-20. Recent funding increases have reversed these cuts
and mean that it is now back to 2010-11 levels.
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2. Between 2019-20 and 2025-26, total school spending for pupils aged 5-16 grew by
£7.5 billion or 13% in real terms. This drove a 10% real-terms increase in spending per
pupil aged 5—-16. Over half of this increase in school funding can be explained by
growth in spending on special educational needs and disabilities (SEND).

3. After accounting for planned spending on SEND, we estimate that mainstream school
funding per pupil aged 5-16 only grew by 5% in real terms between 2019-20 and
2025-26. In fact, mainstream school spending per pupil is currently about the same
level it was in 2015-16.

4. Secondary school spending per pupil in England in 2025-26 is due to be about £7,800,
which is 12% higher than in primary schools (£7,000). This is down from a difference of
about 30% in the 2000s and over 50% during the early 1990s. This represents a very
significant reduction in the secondary:primary funding ratio over time.

5. Academy trusts can hold back some funding to spend centrally, which is not included
in spending by individual primary and secondary schools. This is partly to deliver
services that would otherwise be provided by councils, but they can also spend money
centrally on some things that would be provided by individual maintained schools, such
as teachers. Central spending on academies is now £510 per pupil, more than double
the level in 2016-17. This reflects a shift towards larger academy trusts and increasing
central spending per pupil among academy trusts of all sizes.

6. The Office for Budget Responsibility (OBR) forecasts that spending on special
educational needs and disabilities will have more than doubled in real terms by 2028—
29 as compared with 2015-16, including real-terms growth of 13% in 2025-26. This
reflects rapid growth in the number of pupils with Education, Health and Care Plans
(EHCPs), which are reserved for high-cost needs, and high growth in demand for
special school places. A shortage of places in state-funded schools has forced councils
to pay for high-cost places in independent special schools, with the cost of fees nearly
doubling in real terms between 2018-19 and 2024-25 and now standing at over
£2 billion.

7. OBR forecasts imply a £6 billion gap between expected funding and spending on
SEND in 2028-29. The government is due to publish a schools white paper, including
SEND reforms, which may help close this gap by slowing the growth in spending. The
other options to fill this gap include topping up the schools budget or reducing
mainstream school budgets. To set these in context, £6 billion represents about 9% of
the schools budget and about 11% of existing mainstream school budgets.
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8. In the 2025 Spending Review, the government set out plans to keep core school
funding largely constant in real terms between 2025-26 and 2028-29. Falling pupil
numbers will reduce pressure on this budget to some extent. If policymakers choose to
keep per-pupil spending fixed in real terms, they could generate savings of about
£1.8 billion in the total schools budget by 2028-29, which could be used to partly fill the
£6 billion funding gap between SEND funding and spending.

9. Only increasing mainstream funding per pupil in line with general inflation also creates
a number of risks. First, in order to generate any savings, policymakers would actually
need to reduce resources, such as through cutting staff numbers or closing schools.
Second, in this scenario, we project that actual growth in schools’ costs would exceed
funding growth by about 0.5—1 percentage points per year. This would place
mainstream schools in a very tight position.

Further education and skills

1. Total public spending on further education and skills — covering 16—19 education, adult
skills and apprenticeships — is around £14 billion in 2025-26. In the 2025 Spending
Review, the government set out plans to increase total further education and skills
funding by £300 million in real terms between 2025-26 and 2028-29, but did not
specify how this funding will be allocated across the system.

2. Between 2010-11 and 2019-20, real-terms funding per student aged 16—18 fell by
14% in colleges and 28% in school sixth forms. Although funding has risen since
2019-20, this has only partially reversed earlier cuts. In 2025—-26, funding per student
in colleges is around 8% lower than in 2010-11 and around 20% lower in school sixth
forms. The recent Post-16 Education and Skills White Paper implies a further 2.5%
real-terms increase in spending per student in 2026—-27, funded from within the
Department for Education’s Spending Review settlement.

3. Inthe 202526 academic year, spending per student aged 16—18 in further education
colleges is £8,000, compared with £6,400 in school sixth forms and £6,000 in sixth-
form colleges. Higher funding for further education colleges mostly reflects higher
levels of funding for costly technical programmes and extra funding for students from
more deprived areas.
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4. The number of 16- to 18-year-olds in England is projected to increase by around
70,000 (3%) between 2025 and 2028. Maintaining spending per student at its 2026-27
level in real terms would require total 16—18 funding to increase by a further
£150 million (in today’s prices) by 2028-29.

5. Total spending on adult skills and apprenticeships increased by 7% in real terms
between 2019-20 and 2025—-26. However, this only reverses a fraction of past cuts:
total spending in 2025-26 will still be 25% below its 2010-11 level. The long-run
decline has been particularly pronounced in classroom-based adult education, where
falling learner numbers and sustained real-terms reductions in funding rates mean
spending is projected to be around 54% below its 2010-11 level in 2025-26.

6. Since 2021-22, revenues from the apprenticeship levy have consistently exceeded the
funding allocated to the apprenticeship budget, with the surplus rising to almost
£840 million in 2024-25. Over the same period, underspends against the
apprenticeship budget have largely disappeared, meaning that most allocated funding
is now being spent. This shift reflects, in part, a sharp increase in spending on higher-
level apprenticeships (level 4 and above), which rose from 13% of total apprenticeship
spending in 2017-18 to 39% in 2021-22.

7. Looking ahead, if the government chooses to hold spending per student in 16-18
education constant in real terms, much of the increase in total further education and
skills funding implied by the Spending Review would be absorbed by rising student
numbers. Even allowing for the planned increase in growth and skills levy funding
announced at the Autumn Budget — around £50 million in real terms by 2028-29 —
public spending on adult education and skills (i.e. outside the 16—19 budget) would be
broadly unchanged in real terms between 2025-26 and 2028-29.

Higher education

1. Up-front spending on teaching resources per higher education student has declined
steadily, standing at £9,900 per year for the 2024—25 university entry cohort. This is
around £2,700 or 22% lower in real terms than for those who started courses in 2012—
13, who were the first to pay much higher tuition fees, largely because of successive
cash-terms freezes to the fee cap since then. The government increased the fee cap
with inflation this year (to £9,535) and has committed to increase the cap in line with
inflation each year. This will arrest the decline in real-terms per-student teaching
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resources, and provides some much-needed certainty for universities and prospective
students alike.

2. Since 2016-17, living cost support for students has only been provided in the form of
loans. The maximum amount students are entitled to borrow has been increased each
year in line with forecast inflation, but the generosity of support has still declined
substantially in real terms, with some students eligible for over a third (around £2,900)
less in 2025-26 in today’s prices than equivalent students in 2016—17. This has
resulted partly from a long-running freeze in the household income thresholds that
determine how much individual students can borrow. If this freeze continues, we
estimate that by 2029-30, some students may be eligible for over £1,100 (around a
sixth) less in real terms than equivalent students this academic year.

3. By the end of this parliament, the government proposes to introduce maintenance
grants — which do not need to be repaid — for low-income English students. Grants of
between £500 and £1,000 will be provided in addition to existing loans. If they had
been available in 2022-23, we estimate 47% of students may have met the means-
testing criteria for the new grants, at a cost of approximately £520 million. However,
only students on particular courses will be eligible for the new grants, and the
government has yet to confirm which these courses will be.

4. Until 2015-16, undergraduate students from England were entitled to means-tested
maintenance grants whichever subjects they studied. They were worth over four times
as much in real terms as the new grants proposed by the government, and were
awarded to 57% of all students who received any living cost support. Low-income
students from other parts of the UK still are entitled to maintenance grants regardless
of subject studied, with maximum grants of £2,000 for Scottish Young Students, £3,475
for Northern Irish students and £8,100 for Welsh students living away from home,
outside London this academic year.

5. Unlike fees for domestic undergraduates, tuition fees paid by international students are
not subject to a fee cap, and now account for more than a fifth of higher education
providers’ overall income. The government plans to introduce a levy of £925 per
student on these fees from 2028-29. The levy is expected to raise £445 million in its
first year and to reduce provider income by around £270 million. There is no
meaningful sense in which the revenues raised from this levy will ‘pay for’ the
introduction of maintenance grants for domestic students, as government has claimed.

6. How much graduates go on to repay towards their student loans determines how the
cost of higher education is shared between the taxpayer and graduates themselves. In
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the 2025 Budget, the government announced that the repayment threshold for ‘Plan 2’
student loans will be frozen for three years from April 2026. As a result, we expect
millions of graduates — who started courses between 2012 and 2022 — will repay £93
more towards their loan in 2027-28 and £259 more in 2029-30. Many of these
graduates will also be affected by freezes to personal tax thresholds. The interest rate
thresholds — which determine how much interest is added to these student loans — are
also being frozen for three years. Although less appreciated, this freeze will be more
important for many high-earning graduates in the long run than the freeze in the
repayment threshold.

7. The combined effect of the freezes announced at the Budget will be to increase
expected lifetime loan repayments from those who started courses in 2022—-23 by
around £3,200 (6%) on average, from £52,600 to £55,800 in today’s prices. Borrowers
in the third decile of lifetime earnings can expect to repay around £5,000 (14%) more
over their lifetimes. We estimate that this will reduce the long-run cost to the taxpayer
of financing higher education for this single cohort by £1.3 billion, with the taxpayer
now set to bear only 3% of the total cost, down from 9% before the latest freezes.
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1. Introduction

Education spending is the second-largest element of public service spending in the UK behind
health, representing £122 billion in 2024-25 in today’s prices or about 4.1% of national income.
In order for policymakers to be able to make well-informed policy choices, it is crucial to have a
clear, consistent picture of how the level of spending at each phase of education has changed

over time, what the expected future changes are and the factors driving these changes.

This is of particular importance given evidence showing how education investments at different
ages combine to drive long-run outcomes. Evidence tends to show that earlier investments have
larger effects than later ones (Cunha, Heckman and Schennach, 2010). There is also now an
extensive literature on the effects of school spending. Much of this is from the US and finds that
a $1,000 increase in school spending over three to four years can improve test scores by about
0.03 standard deviations (Jackson and Mackevicius, 2024). Effects tend to be larger for children
from disadvantaged backgrounds and when school spending is preceded by high-quality early

years provision (Johnson and Jackson, 2019).

In a series of annual reports on education spending in England funded by the Nuffield
Foundation, we have sought to cast light on this subject by illustrating how spending per pupil
(or student) across different stages of education has changed over time. We also publish a range
of smaller outputs throughout the year to provide more timely and rapid analysis of the resource
challenges facing different phases of education. This analysis is housed on a dedicated website

(https://ifs.org.uk/education-spending), providing easy access to the latest figures and the

underlying methodology.

The Department for Education is leading the new government’s ‘Opportunity Mission’, with
overall goals to improve social mobility by improving support in the early years, narrowing
inequalities in the school system and improving skills to increase economic growth.”! The
government has set a specific milestone goal to increase the share of 5-year-olds demonstrating a

‘good level of development’ from its current level of 68% to 75% by 2028.

The overall funding available to the Department for Education to meet these and other objectives
was largely set in the 2025 Spending Review, though these plans can be topped up and revised.
Under current plans, the Department for Education is due to see a 1% per year real-terms

increase in day-to-day funding for services in England (resource departmental expenditure limit

1 https:/www.gov.uk/missions/opportunity.
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or RDEL) between 2025-26 and 2028-29. This is similar to overall plans for growth in day-to-

day public service spending across government as a whole.

The government has already begun to set out spending priorities across different stages of
education in order to meet its objectives and the various challenges it faces. Public spending on
the early years has already risen significantly in order to deliver the new extended entitlement to
free early years education and childcare from the age of 9 months through to when children start
school, which was gradually rolled out from April 2024 onwards. The government now faces the
continuing challenge to make sure this is delivered effectively and to assess what else it can do

to meet its milestone to improve school readiness, such as through new ‘Family Hubs’.

The core schools budget is set to be held constant in real terms between 202526 and 2028-29,
plus extra funding to cover an extension to free school meals to all those on universal credit.
With falling pupil numbers, this equates to a small real-terms rise in funding per pupil. However,
the government faces huge pressures from ever-rising spending on special educational needs and
disabilities (SEND) in schools, which has almost doubled in real terms over the past decade.
This has been driven by rapid rises in numbers of pupils entitled to statutory support through
Education, Health and Care Plans (EHCPs). The Office for Budget Responsibility forecasts that
such pressures are likely to intensify, with a £6 billion gap between forecast spending by local
authorities and funding from central government in 2028-29. The government is set to publish a
White Paper with proposals to reform the SEND system early in 2026. If such proposals slow
the growth in spending, this would help close the £6 billion expected funding gap. Either way,
how the government seeks to reform the SEND system will be the most important factor shaping

the budget pressures on all schools in England in coming years.

Over much of the last 40 years, the budget for further education and skills has tended to be a
relative loser from spending changes. When there have been increases in education spending,
these areas have generally seen smaller rises. When there have been cuts, they have tended to see
the largest cuts. Somewhat unusually, the government is currently implementing faster rises in
funding for further education colleges and sixth forms than in overall education spending in

England.

The government has also published a White Paper setting out proposals for how England’s post-
16 education and skills system should be organised, governed and funded (Department for
Education, 2025b). This includes a headline target of two-thirds of young people participating in
higher-level learning (degrees and advanced technical courses). But with no deadline for this
target, it is hard to judge the significance of this. The White Paper also confirmed plans to
convert the apprenticeship levy into a ‘growth and skills levy’, providing subsidies to all
employers to fund a wider range of training. Our special report provides further analysis of
proposals in this White Paper (Ogden and Tahir, 2025).
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Following a period of uncertainty and concern for university finances, the government has
recently provided more certainty by committing to index tuition fees in line with inflation, so
that their real value does not, by default, decline with inflation (as happened in all but one year
between 2012 and 2024). However, living cost support for university students — mainly provided
in the form of maintenance loans — has become substantially less generous in real terms over the
last decade. From the 2028-29 academic year, the government is planning to reintroduce
maintenance grants, which students would not need to repay, although these will be smaller and
available to far fewer students than was the case for the grants that were scrapped in 2016. The
government also plans to introduce a new levy on tuition fees paid by international students,
although it has not been clear about the economic rationale for such a levy, which would

constitute a tax on an element of the UK’s exports.

Before we turn to individual areas of education, the rest of this introduction provides overall

context on total spending, pupil numbers across each sector over time and the overall methods.

1.1 Total public spending on education

The total level of public spending on education in the UK rose significantly up to about 2010. As
shown by the blue line in Figure 1.1, growth in official spending on education was particularly
fast from the late 1990s through to the late 2000s, with real-terms growth averaging about 5%
per year between 1998-99 and 2010-11. Education spending then fell as public spending cuts
began to take effect from 2010 onwards. Between 201011 and 2019-20, official education
spending fell by 16% in real terms. Since then, it has risen slightly, but in 202425 it remained
10% below its 2010-11 level.

Some of the decline in education spending during the 2010s reflects initially large declines in
capital spending just after 2010 (Sibieta, 2023a). The declines also reflected a deliberate shift in
the financing of higher education, with greater reliance on contributions from graduates repaying
student loans later in life, particularly from the 2011-12 financial year onwards. Unfortunately,
these official figures do not fully account for the cost to the taxpayer of issuing student loans.?
We estimate that if official measures of education spending had reflected the eventual taxpayer

cost of issuing student loans, education spending would have been around £6 billion higher in

However, since a change to the National Accounts treatment of student loans from 2019, estimates of the taxpayer
cost of issuing student loans save been reflected in public finance aggregates, with expected future loan write-offs
recognised in the year that loans are issued. See box 5.1 of Drayton et al. (2025) for a discussion of how higher
education funding appears in the public accounts.
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2015-16, as shown by the dashed blue line in Figure 1.1.> We estimate it would have been

£2 billion higher in 202324 and about £0.2 billion higher in 2024-25, with this more recent
decline in spending on student loans reflecting changes to repayment terms which have increased
expected graduate contributions. As a result, while for many years official figures would have
been overstating cuts to education spending since 2010-11, the overall decline in education
spending between 2010-11 and 2024-25 is now around 10% across both series. The decline in
spending over this period mostly reflects the shifting of most of the cost of higher education from
taxpayers to graduates. Accounting for this, the real-terms level of public spending on education

in 202425 was about the same as it was just before the financial crisis of 2007 to 2008.

Figure 1.1. UK education spending (2025-26 prices and as a share of national income)
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Source: HM Treasury, Public Expenditure Statistical Analyses 2025; previous PESAs; HM Treasury,
GDP deflators, November 2025; Office for Budget Responsibility, Economic and Fiscal Outlook, various
editions (https://obr.uk/efo/); Office for National Statistics, ‘Student loans in the public sector finances: a
methodological guide’, January 2020.

We proxy the additional cost of student loans not accounted for in official education spending measures by the
National Accounts measure of net spending on student loans. This is calculated as capital spending on newly
issued student loans, representing the part of each loan not expected to be repaid, minus ‘modified interest’ on the
part of any existing loan that is expected to be repaid, plus the net impact of any student loan sales (the impact of
loan sales is zero since 2019-20, as the last sale concluded in December 2018; the student loan sale programme
was cancelled in March 2020). All numbers are taken from the Office for Budget Responsibility’s Economic and
Fiscal Outlook (various editions; available at https://obr.uk/efo/). For the 2015-16 to 2017—18 academic years,
when the National Accounts treatment of student loans was different, we reconstruct what net spending would have
been under the current treatment by subtracting nominal interest under the treatment at the time from the additional
cost of student loans arising from the accounting treatment change according to the Office for National Statistics.
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Irrespective of whether we adjust for the additional cost of issuing student loans, education
spending represented about 4.1% of national income in 2024-25. This follows a temporary peak
of 5% during the height of the COVID-19 pandemic in 2020-21, when spending was boosted
and the size of the economy was depressed. The underlying picture, however, is a significant
decline in education spending as a share of national income over the last 15 years. Following a
significant rise over the 2000s, education spending as a share of national income reached a peak
of 5.6% of national income in 2010. Since then, it has declined to its current level of 4.1% of
national income. Since the early 1960s, education spending has ranged between 4% and 5.5% of
GDP. Having fallen for the last 15 years, we are now back at the low end of this range, similar to
what was spent between the mid 1980s and late 1990s. Indeed, it is clear that education spending
as a share of national income has not seen a sustained rise since the early 1970s. This is despite
large rises in participation in post-compulsory education over time, both in schools and in higher

education, as well as the creation of a publicly funded early years sector.

1.2 Student numbers over time

Total spending figures can obscure the impact of changes in the number of pupils or students,
which are often one of the most important factors driving changes in the total and per-pupil level
of spending over time. There have also been some fairly substantial changes in recent times,
which are due to continue over the next decade. Changes in pupil numbers in schools are shown
in Figure 1.2a, and will largely just reflect changes in cohort size over time. Changes in numbers
in early years education, further education and sixth forms, and higher education are shown in
Figure 1.2b. In addition to changes in cohort size, these figures will also reflect (rising)
participation levels over time. Actual figures are shown up to 2024-25, with projections for
2025-26 and beyond.

Figure 1.2a shows the numbers of pupils in state-funded primary and secondary schools in
England over time. Numbers in primary schools grew by 17% between 2009-10 and 2019-20,
the equivalent of an extra 700,000 pupils — or effectively a full school year of children. With
falling numbers of children being born during the 2010s, primary pupil numbers have since
fallen, with a 3% or 100,000 drop between 2019-20 and 2024-25. In contrast, pupil numbers in
secondary schools fell from the early 2000s through to about 2014—15. Between 2014—15 and
2024-25, they then grew by nearly 18% or 500,000.

Looking beyond 2024-25, the primary pupil population is currently expected to fall by over
300,000 more between 2024-25 and 2030-31, or about 8%. The secondary pupil population is
expected to fall by about 100,000 or 4%, with these falls only starting from about 2026—27. This
implies a fall in the total pupil population of only about 6% or just under 500,000 between
2024-25 and 2030-31.
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Figure 1.2. Pupil numbers in education in England (including projections from 2025 to 2030)
a) In state-funded primary and secondary schools
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Source to Figure 1.2

Years refer to academic years starting from September, i.e. 2002 refers to the 2002—03 academic year.
Early years numbers present the total number of children taking up any of the universal 3- and 4-year-
old entitlement (excluding 4-year-olds in infant classes) and are taken from Department for Education,
‘Funded early education and childcare’ (2025) as well as predecessor series ‘Education provision:
children under 5 years of age’. Primary and secondary school numbers are taken from Department for
Education, ‘Schools, pupils and their characteristics’, January 2025 and earlier years, and ‘National
pupil projections: July 2025'. Projections for primary and secondary school children for 2030 are based
on Office for National Statistics (ONS) population projections by single year of age
(https://www.nomisweb.co.uk/datasets/ppsyoala). Further education and sixth forms figures refer to 16-
to 18-year-olds in state-funded schools or colleges as measured at the end of each calendar year in
Department for Education, ‘Participation in education, training and employment: 2024’. Higher
education figures relate to full-time England-domiciled students on first undergraduate degrees and
other undergraduate courses from Higher Education Statistics Agency, ‘Who'’s studying in HE?’, and
also use ‘Historical statistics on the funding and development of the UK university system, 1920-2002'.
Forecasts for the early years are based on ONS 2022-based forecasts for 3- and 4-year-olds, applying
the average take-up rate from the post-pandemic period (2022-23 to 2024-25). Forecasts for 16-18
education are similarly based on the ONS population projections for 16- to 18-year-olds. Forecasts for
higher education are based on Department for Education forecasts of entrants up to 2029
(https://explore-education-statistics.service.gov.uk/methodology/student-loan-forecasts-for-england)
and then on ONS forecasts for the number of 18- and 19-year-olds.

As was detailed in a separate IFS report on demographic change and schools, the number of
children is expected to continue to decline after 2030 (Sibieta, 2025). These falls in the number
of pupils and children leave policymakers with a choice. They could use the drop in the number
of pupils as an opportunity to make savings by reducing the numbers of schools and teachers in
the system. Alternatively, they could choose to increase per-pupil funding and increase the

overall intensity of resources, such as by reducing class or school sizes.

As Sibieta (2025) discussed in detail, policymakers facing changing pupil numbers have made
different choice across time. During the 1970s and 1980s, policymakers across the UK often
chose to make savings in the face of large drops in pupil numbers. In contrast, during the 2000s,
there were increases in per-pupil funding and lower class sizes in response to falling pupil
numbers. Over the last 10 years, rapid falls in primary school pupil numbers in London have
been accompanied by falling numbers of teachers, though not much change in the number of
schools, whilst there is more evidence of school closures in Wales, Scotland and Northern

Ireland.

In Figure 1.2b, we show how pupil numbers have changed over time in the early years (where
we focus here on the universal entitlement for 3- and 4-year-olds), further education, and higher

education (where we focus on full-time English-domiciled undergraduate students).

The burgundy series in Figure 1.2b shows big increases in the number of pupils taking up at
least some of the universal entitlement to an early education place at ages 3 and 4. This reflects

both a rise in the take-up rate (in the earliest years) and changes in the underlying cohort size.
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The number of 3- and 4-year-olds peaked in 2015-16, and is projected to have fallen by over
15% by 2029-30.

There have been a range of policy reforms in the early years system that mean the number of
children under 5 receiving some funded childcare — and, even more so, the number of hours of
support on offer — have increased sharply, with significant extensions to the generosity of the
free entitlement system in 2004, 2010, 2014, 2017 and — most recently — between 2024 and
2025. These reforms have changed the system in different ways, from increasing eligibility to
entitlements to increasing the number of hours on offer. We return to these policy decisions, and

their implications for education spending, in Chapter 2.

The number of students in 16—18 education (shown by the red line in Figure 1.2b) grew by
almost 50% between 1990-91 and 201011, from about 800,000 to 1.2 million full-time-
equivalent (FTE) students. After 2010—11, numbers fell by about 10% to just over a million in
2018-19, reflecting reduced cohort sizes rather than falls in participation at this stage of
education. Since then, numbers have started to rise again and the number of students is 17% or
200,000 higher in the latest year of data (2024-25) than in 2018—19. Again, this mostly reflects

growth in cohort sizes.

Further rises are expected over the next few years due to population growth, with numbers
currently projected to rise by a further 5% between 2024 and 2029, before then starting to fall
slightly. After this point, the 16—18 student population is likely to drop in the way that we are

currently seeing for primary and secondary schools.

The number of full-time undergraduate students in higher education in England increased by
over 130% between 1990 and 2024, to reach 1.2 million (as shown by the blue line on Figure
1.2b). The latest forecasts imply a further increase in higher education student numbers to a peak
of nearly 1.3 million by 2028. The number of 18-year-olds in England is then expected to
decline — by around 10% over the course of the 2030s — as the smaller cohorts currently driving
declines in numbers of school pupils reach the age where they might enter higher education.
However, unlike for schools, this may not necessarily translate into fewer England-domiciled
undergraduate students. The potential impact of similar population declines in the early 1990s
and during the 2010s on student numbers was more than outweighed by the impact of increases
in the proportion of each age cohort participating in higher education. The proportion starting a
first degree by age 20 increased steadily from 29% in 2006—-07 to 40% amongst those aged 20 in
2017-18 and 46% amongst those aged 20 in 2022-23.* If this upward trend continues, this
would suggest undergraduate numbers may continue to increase year-on-year, albeit at a slower

rate.

4 https://explore-education-statistics.service.gov.uk/find-statistics/participation-measures-in-higher-education/2022-23.
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1.3 Methods and approach

The rest of this report mainly focuses on day-to-day (‘current’) spending on different stages of
education in England. This is primarily for data availability reasons, though we have also
previously undertaken analysis comparing school spending per pupil across the four nations of
the UK, which indicates higher levels of school spending per pupil in Scotland in particular
(Sibieta, 2023b; Sibieta and Snape, 2025a). We also briefly examine capital spending as part of
Chapter 3 on schools.

For the most part, we focus on public spending on education. This is due to a lack of reliable
data on total private spending on each stage of education over time. For schools, Sibieta (2023¢)
produced additional analysis comparing state school spending per pupil and private school fees
over time, including the likely effects of removing tax exemptions from private schools. For
higher education, we also consider expected graduate contributions to higher education spending
through student loan contributions later in working life, although our main estimates of higher
education spending consider the up-front resources available for teaching and ignore both living

cost support and eventual loan repayments.

In Chapters 2—5, we examine trends in spending on the early years, schools, further education
and skills, and higher education. In Chapter 6, we compare trends in spending per pupil across

different stages of education over time. In each case, our methodology for calculating spending

per student is detailed in full on the dedicated website (https://ifs.org.uk/education-

spending/methods-and-data). In most cases, figures relate to core education spending and

exclude temporary support during the pandemic, though it is not always possible to separate this
out. Chapter 7 concludes.

In most cases, we calculate real-terms changes by adjusting for economy-wide inflation as
captured by the GDP deflator. This is the standard practice used for analysing public spending in
the UK. Across long periods of time and in stable economic environments, the GDP deflator is
likely to provide a close approximation to the input costs faced by education providers. We also
analyse the likely costs faced by providers. This allows us to consider how the actual funding

available to providers compares with their actual cost pressures.
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2. Early years

Early childhood sets the foundations for children’s later development through the education
system. In view of this, the government has set itself a target for 75% of children to reach a

‘good level of development’ at the end of Reception by 2028.

In the earliest years especially, children’s development is holistic: health, emotional well-being
and early skills are interrelated, and different dimensions of development build on one another.
This means that the definition of ‘education’ is less clear in the early years than at other stages:
programmes such as formal childcare or integrated early years services can promote children’s
educational development, but may have wider goals such as supporting parents to work,

increasing families’ disposable incomes or improving parents’ mental health.

In this chapter, for comparability with other stages of education, we largely focus on public
support for formal childcare that happens outside the home. These ‘early childhood education
and care’ settings can — though by no means always do — promote children’s development,

though they also contribute directly to wider policy aims.

2.1 The scale of spending on funded childcare
entitlements

Over the last 25 years, public support for early childhood education and childcare has become a
major part of England’s educational system. As Figure 2.1 shows, in the early 2000s spending

on the ‘free entitlement’ to a funded childcare place amounted to just over £1 billion (in today’s
prices). By 2009-10, this had doubled; by 2014-15, it had doubled again; and this year, with the
introduction of new childcare entitlements, spending doubled once again. Total spending on the

free entitlement now stands at £8.7 billion.
To put this in context, in 2010-11, free entitlement spending was 4% of the level of the core

schools budget. This year, the free entitlement budget is 13% of core school funding. This is a

transformation in the scale of government support for early years education.
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The free entitlement is not one single programme; different offers are available to children of

different ages, with different eligibility requirements. These include:

= auniversal offer of up to 15 hours a week® for all 3- and 4-year-olds;
= adisadvantage offer of 15 hours a week for the most disadvantaged 2-year-olds;
= an extended entitlement to up to 30 hours a week for 3- and 4-year-olds in working

families (combining the 15-hour universal offer with a 15-hour top-up).

Alongside these schemes is the new ‘expanded’ entitlement announced at the March 2023
Budget by the previous government (and subsequently implemented by the current government).
These expanded entitlements have been rolled out over the last two years; since September 2025,

they offer up to 30 hours a week for children aged 9 months to 2 years in working families.®

Figure 2.1. Total spending on the ‘free entitlement’ to a funded childcare place
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Note: Because our data on total spending do not split out the universal and extended entitlements, we
allocate total spending proportional to their budgets from the Dedicated Schools Grant (DSG).

Source: See https://ifs.org.uk/education-spending/methods-and-data.

For this and all other free entitlement programmes, hours per week refer to a family taking up its entitlement in
‘term-time’. So a 15-hour offer actually provides 570 hours a year (15 hours x 38 weeks), while a 30-hour offer
provides up to 1,140 hours a year. However, families are able to spread these hours across the year, receiving a
proportionately smaller weekly entitlement.

The roll-out began in April 2024 (up to 15 hours a week for 2-year-olds). These part-time places were extended to
children aged 9 months to 2 years in September 2024, before the weekly term-time entitlement was doubled from
15 to 30 hours in September 2025.
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As Figure 2.2 shows, eligibility for and take-up of funded childcare vary quite a lot across the
different entitlement programmes. Eligibility for the universal 3- and 4-year-old entitlement is,
of course, universal across this age group. Just under half of children live in families that are

estimated to be eligible for the working family entitlements.”
Figure 2.2. Eligibility and take-up for different elements of the free entitlement, 2025
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Note: Based on data as at January 2025, when under-3 working family entitiements covered part-time
rather than full-time places. Data are based on headcounts (number of children using any of each
entitlement) rather than part-time-equivalent places. Eligibility for working family entitlements for 3- and 4-
year-olds stops when children enter Reception (or reach compulsory schooling age). This means the share
of all 3- and 4-year-olds (including those in Reception) that are eligible for the working family entitlement is
estimated to be 34%. For comparability across ages and entitlements, we instead present eligibility and
take-up rates as a share of the population not in Reception as at January 2025. Eligibility for working family
entitlements is estimated by the Department for Education using data from the Family Resources Survey.
Because of small sample sizes, DfE assumes the proportion of children eligible is constant across families
with a 1- to 4-year-old.

Source: Department for Education, ‘Funded early education and childcare: 2025’ (https://explore-
education-statistics.service.gov.uk/find-statistics/funded-early-education-and-childcare/2025). See also
methodology note (https://explore-education-statistics.service.gov.uk/methodology/funded-early-
education-and-childcare).

These eligibility figures are calculated by the Department for Education (DfE) based on data from the Family
Resources Survey. Because of limitations in sample size, DfE calculates an overall eligibility rate for the 1- to 4-
year-old age group, and applies it to each of these age groups (see details in DfE’s methodology note,
https://explore-education-statistics.service.gov.uk/methodology/funded-early-education-and-childcare).
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Eligibility for the disadvantaged 2-year-old offer is much lower, at just under a quarter. This is
notably low: when these entitlements were introduced in their current form, in 2014-15,
eligibility was close to 40%, but years of cash-terms freezes in eligibility criteria have meant that
eligibility has fallen. We return to these trends, and what this means for the shape of the early

years system, in Sections 2.3 and 2.4.

Among 3- and 4-year-olds that are eligible for funded childcare, take-up rates are quite high:
93% of 3- and 4-year-olds take up at least part of their universal entitlement, and 91% of eligible
3- and 4-year-olds take up at least part of their working family extended entitlement. Take-up
rates are lower among younger age groups, with 84% of eligible 2-year-olds and 64% of eligible
under-2s taking up the working family entitlement. Take-up amongst disadvantaged 2-year-olds
is considerably lower than take-up of the 2-year-old working entitlement (65% versus 84%),
though this might in part reflect issues with children who are eligible for both entitlements being

recorded as using the working rather than disadvantaged offer.?

In the next section, we analyse the take-up of the new ‘under-3” working family entitlements,
which were rolled out during 2024 and 2025, as well as spending on these new programmes. We
then examine how spending on and take-up of existing early years programmes have changed
over time (Section 2.3). Finally, we take a step back to look at the wider landscape of public
support for formal childcare, analysing what these changes mean for the overall shape of
childcare support in England (Section 2.4). These questions will be particularly important over
the coming year as the government embarks on a major review of the shape of England’s

childcare and early years system.

Of course, funded childcare entitlements — and wider childcare subsidies through the tax and
benefit system — are only part of the early years picture, though they are very much the largest
part in terms of spending. In Box 2.1, we summarise some of the key policies announced in the
government’s July 2025 ‘Best Start in Life’ strategy (Department for Education, 2025¢), which
aims to look at the wider landscape of early years services in addition to support for formal

childcare.

8  Government guidance to local authorities is that 2-year-olds eligible for both entitlements should be recorded as
taking up the disadvantaged rather than working offer. However, in practice, these guidelines might not have been
followed consistently. Modelling in Farquharson (2024) suggests that around 5% of 2-year-olds might be eligible
for both entitlements.
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Box 2.1. Best Start in Life strategy and the government’s missions

In July 2025, the government released its ‘Best Start in Life’ strategy, which aims to present a
framework for supporting children’s development until the end of Reception year. In addition to
prenatal investments in maternal physical and mental health, the strategy covered three pillars: family
support, increasing access to subsidised early education and childcare, and support for quality early

education (in both childcare and Reception settings).

Of all the policy reforms discussed in the strategy, by far the biggest in terms of spending implications
were the commitments — inherited from the previous government — to go ahead with rolling out the
expanded entitlements for children under 3 in working families. However, these new expanded
entitlements will do very little to close gaps in children’s early development: there is little robust
evidence that formal childcare in the very earliest years has significant benefits for children’s
development. Even if there are benefits to be had, by prioritising children in working families this
policy steers support away from the poorest children (who typically benefit the most from formal
childcare). This reflects the fact that the new expanded entitlements are aimed much more strongly at
increasing labour supply among parents — in the government’s parlance, contributing to the growth
mission (rather than necessarily helping to meet its opportunity mission aim to increase good levels of

development at the end of Reception).

The other strands of Best Start in Life are more clearly linked to the opportunity mission — though the
funding announced, of about £500 million a year, is around a tenth of the £5 billion a year we are set to

spend on the expanded childcare entitlements by 2028-29.

One important step in the strategy was a commitment to expand access to Family Hubs, which aim to
bring together evidence-based services in health, education and childcare as well as additional targeted
support. This model is based on the Sure Start model of the 2000s, which research at IFS has found
had wide-ranging and long-lasting benefits for children’s development (Carneiro et al., 2025). But
even with the top-up funding announced as part of the strategy, total spending on integrated early years
services will be less than half as high as peak Sure Start spending, and is meant to cover a much wider

age group.

The final pillar of the strategy looked at the early years workforce and the quality of provision in childcare
and Reception. A simplified and improved training system could deliver real benefits, though it comes

against a backdrop of quite high turnover amongst staff.
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2.2 Spending on and take-up of the under-3
childcare entitlements

Take-up of the new entitlements

The new childcare entitlements for working families with a child under 3 represent a major
change in the landscape of early years and childcare support in England. As Figure 2.2 suggests,
these entitlements have proven popular, with two-thirds of eligible children under 2 and five in

six eligible 2-year-olds using at least some of their entitlement.

Figure 2.3. Percentage change in predicted take-up of the new childcare entitlements in
2024-25, from initial estimates (December 2023) to latest estimates (July 2025)

%% difference

Dec 2023 - July 2025
[] Overestimate
[] <10% underestimate
[ 10-20% underestimate
[ 20-30% underestimate
I 30-40% underestimate
B 40-50% underestimate
B 50%+ underestimate
[ No data

»

Note: Map shows the percentage change in expected take-up of the new working family entitlements for
2024-25 between the first version of the 2024—-25 Dedicated Schools Grant budget (December 2023) and
the final version (July 2025). Areas where expected take-up has fallen (an initial overestimate of take-up)
are shown in green; other areas had an initial underestimate. Greater London is shown separately for
visibility.

Source: Adapted from figure 2 of Farquharson (2025). Based on data from the December 2023 and July
2025 versions of the Dedicated Schools Grant for 2024-25.

© The Institute for Fiscal Studies, January 2026



30 Annual report on education spending in England: 2025-26

Indeed, as we discussed in Farquharson (2025), the new entitlements have proven much more
popular than initially expected. Figure 2.3 shows, for each local authority, the change in part-
time-equivalent places between the first version of the 2024-25 Dedicated Schools Grant budget
(issued in December 2023) and the latest estimates (issued in July 2025). Across most of
England, take-up of the new entitlements turned out to be substantially higher than initially
estimated: the number of part-time-equivalent places taken up under the new entitlements was

revised upwards by 26% over the course of 2024-25.

There are good reasons why initial estimates of the take-up of these new entitlements would
need to be revised. First, there is considerable uncertainty as to how many families would have
been eligible even if the entitlements had had no effect on working patterns or how they
organised their childcare. The best current estimates are based on data from the Family
Resources Survey, but there will always be a degree of uncertainty in using survey data
(especially when looking at sub-national estimates). On top of this, local-authority-specific
population forecasts are uncertain and subject to change, and this might be particularly true of

the youngest age groups.

Take-up rates might also have turned out to be higher than initially expected because more
families changed their behaviour than initially expected. For example, if more working families
switched from using informal care (such as grandparents) to formal care once they gained access
to funded hours, this would drive up take-up rates. It is also possible that higher-than-expected
take-up rates reflect greater-than-expected labour supply responses — that is, that more parents
are moving into work or working more (and so becoming eligible for the new entitlements or
increasing the amount of childcare they use). Disentangling these different drivers will be central
for understanding what impact the new entitlements are having on families’ employment

patterns and disposable incomes.

That said, the scale of the change — more than 75,000 more part-time-equivalent places than
initially expected — is nevertheless remarkable. And that has had significant fiscal implications:
total spending plans for the new entitlements in 2024-25 were revised up within the year by
£440 million, or 28%. This was partly offset by underspends elsewhere in the early years budget,
so overall early years funding from central government was revised upwards by £315 million.
Like many other education programmes (including pupil premium, free school meals and high
needs funding), childcare entitlements fall under the ‘Departmental Expenditure Limits’ set at
the Spending Review. This means that, when demand outstrips expectations, it creates spending
pressure on the department’s budget as a whole that must be met by either spending less

elsewhere in education or having overall budgets topped up.

What this means for spending going forward is not yet clear. One area of uncertainty is what

effect the September 2025 move from part-time (15-hour) to full-time (30-hour) entitlements
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will have. Estimates from the Office for Budget Responsibility’s March 2023 Economic and
Fiscal Outlook, based on previous research at IFS (Brewer et al., 2022), suggest that impacts on
parents’ labour supply will largely kick in only with the full-time offer. This might suggest that

take-up rates will increase further.

Previously, we set out how total spending on the new entitlements might change based on
different scenarios for take-up and per-hour funding (Farquharson, 2025). We estimated that
spending in 2028-29 could reach between £4.8 billion and £5.3 billion (in current prices). On a
central estimate, that is around £1 billion more than would be implied by a real-terms freeze in
the allocations set out in the 2023 Budget, when these policies were first announced. A top-up
announced at the Spending Review in June this year (worth £640 million in today’s prices for
2028-29) will go some way to closing this gap, but could still leave additional funding pressure

if these new entitlements continue to prove popular.

Provision of the new entitlements

At the time the new entitlements were announced, one widespread concern was around the
deliverability of a big expansion: would childcare providers be willing to offer the new publicly

funded entitlements, and would they be able to expand to offer more places to the under-3s?

Higher-than-expected take-up rates are one sign that, across much of the country, providers are
indeed offering free entitlement places. Importantly, most of the places will not be ‘new’ — based
on estimates from the Office for Budget Responsibility, we estimated at the time of the 2023
Budget that perhaps five in six places funded by the new entitlements would have existed even
without the expanded entitlements, with parents rather than government paying (Farquharson,
2023). And data from the Childcare and Early Years Survey found that the share of 0- to 4-year-
olds using formal childcare ticked up just 1 percentage point between 2023 and 2024, from 63%
to 64% — a relatively small change, and well within the margin of error.” While there is lots of
uncertainty about the precise amount of ‘new’ childcare being delivered, what is clear is that a
large majority of the childcare funded by the new entitlements would have happened anyway,

lessening the delivery challenge.

The government also incentivised providers to offer these new entitlements by introducing
funding rates for 2-year-olds and under-2s that were much more generous than the fees that

parents were paying on the private market. This was partly to ensure that funding rates more

Data from 2024 are the latest currently available, based on fieldwork conducted between April and December
2024. This means that, for much of the fieldwork period, there would not have been any entitlements in place for
the under-2s. Since this is the group where take-up particularly exceeded initial expectation in the Dedicated
Schools Grant, it is possible that future years of data will show a bigger increase in the share of children using
formal childcare. But it is also possible that higher-than-expected take-up reflects more parents than expected
switching from parent-paid to free entitlement hours (which would not move the overall share using formal care).
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closely mirrored costs (which are much higher for younger children), a change to providers’
previous practice of charging similar amounts for all pre-school children (Drayton et al., 2025).
But this also gave a clear incentive for providers offering places to under-3s to opt into the

publicly funded free entitlement system.

This is not to say there are no pressures in the system. Figure 2.4 shows the share of parents of
0- to 4-year-olds reporting that there are not enough childcare places in their local area. For most
of the 2010s, between 25% and 30% of families with a pre-schooler felt that there was not
enough childcare availability in their local area. Following the COVID-19 pandemic, that has
increased to nearly 40% in 2024. Despite this, only 4% of families with a pre-school child not in

childcare cited inability to find a place as a reason for not using childcare."®

Figure 2.4. Share of parents of 0- to 4-year-olds reporting a lack of childcare availability in
their local area
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Source: Department for Education, Childcare and Early Years Survey of Parents (various years).

Local childcare markets: pressures in bigger cities?

One factor that helps to explain why some parents perceive a lack of availability in their local
area is that childcare is a very local market: a surplus of places in Barnsley is no help to a family
living in Birmingham (and even within Birmingham, a family living in Erdington might not
benefit from additional places in Edgbaston). And there are some indications of pressure in

particular parts of the country, especially London and other major urban areas.

Figure 2.3 shows that take-up of the new entitlements generally exceeded initial expectations.

London (and some other urban areas) is a notable exception: in 7 out of 32 London boroughs,

10 https://explore-education-statistics.service.gov.uk/find-statistics/childcare-and-early-years-survey-of-parents/2024.
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take-up was lower than initially expected. And while nationally 91% of parents who applied and
were approved for the new entitlements had successfully found and taken up a childcare place,

that validation rate was 85% in London."

One possible contributing factor is that funding rates in London have been less generous
(compared with market prices) than in other regions. Figure 2.5 shows the difference between
the average hourly funding rate and the average hourly price charged to parents in each region of
England in 2025. Funding rates always exceed market prices for under-2s and for 2-year-olds,
while funding rates are less than market prices for 3- and 4-year-olds. This reflects a policy
decision to have funding rates more closely reflect underlying costs (rather than ‘smoothing’

across ages so that parents pay a similar amount regardless of their child’s age).

But in London, the gap between funding and fees is smaller for the younger children, while the
shortfall between fees and funding for 3- and 4-year-olds is larger. This suggests that funding rates

in London are less generous compared with market prices than in other regions of the country.

Figure 2.5. Difference between average government funding rate and average parent-paid
fees, by region, 2025
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Note: Positive numbers indicate that average hourly funding in the region is greater than the price charged
to parents; negative numbers indicate that prices are higher than funding rates.

Source: Department for Education, Childcare and Early Years Provider Survey, 2025, https://explore-
education-statistics.service.gov.uk/find-statistics/childcare-and-early-years-provider-survey/2025.

1 This “validation rate’ is unlikely to ever reach 100%, since some parents will have applied and been approved for a
place but then changed their mind about taking it up. However, lower-than-average validation rates might also
indicate that parents want (and are eligible) to use the new entitlements but are unable to find a provider where
they can take them up.
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2.3 Trends in take-up of and spending on
existing free entitlement programmes

While much of the policy and delivery focus has been on the new expanded entitlements for
working families with children under 3, as Figure 2.1 shows, these account for a little less than half
of total free entitlement spending in 2025-26. In this section, we therefore examine changes in the

take-up of and eligibility for other childcare entitlements, as well as effects on the wider market.

Figure 2.6 shows the take-up (as a share of the eligible population) of the different childcare
entitlements over time. Take-up of the universal entitlement (shown in green) has been very high
since the early 2000s. After a dip during the COVID-19 years, take-up has largely recovered,
with 93% of 3- and 4-year-olds taking up at least some of their free hours in 2024-25 (equal to
the pre-pandemic take-up rate).

Figure 2.6. Take-up of funded childcare entitlements (as a share of eligible population)

100%
90%
[ ]
80%
70%
60%
50%
40%
30%
20%
10%
0%
O —w AN M T D OO0 OO O~ AN M T W OO O T~ AN M T 1
772923992299y rTITLIITIIAQOQOQa9q
DO - AN MO T U OO O «—~ AN MST W OMNOWOH O «— AN O I
DO O O O 0 00000 «—“ v« v v v v v v v v N AN ANNN
OO O O O O O O O O O O O OO0 O OO0 O O OO O o o O
— AN AN AN AN AN AN AN AN AN AN AN N N &N N N &N N N N N N N N «~
—e—Universal (ages 3-4) Disadvantaged (age 2) —e—Working (ages 3-4)
—eo—Working (age 2) Working (under-2s)

Note: Take-up reflects headcounts as a share of the relevant eligible population.

Source: Department for Education, ‘Funded early education and childcare’, 2025 (https://explore-education-
statistics.service.gov.uk/find-statistics/funded-early-education-and-childcare/2025) and its predecessors.

Take-up rates of the working family entitlement for 3- and 4-year-olds (shown in burgundy)
have been rising fairly steadily. When the offer was introduced in 2017, just over 70% of
eligible families took up at least some of their extended hours. Before the pandemic, take-up
rates were around 80%. In the last two years, take-up rates have jumped up again and by 2024—

25 stood at 91% — just 2 percentage points shy of the take-up rate for the universal entitlement.
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This growth in take-up could reflect the policy ‘bedding in’ (with take-up rates rising as parents
become more familiar with it and some of the operational challenges are resolved). It could also
reflect the greater value of these new entitlements: as childcare prices have risen (relative to

economy-wide inflation), it becomes more expensive for families to purchase their own care, so
the incentives to use free entitlement places are greater. Regardless of the drivers, rising take-up
rates among this age group suggest that families with 3- and 4-year-olds are not being ‘crowded

out’ of the childcare market by new publicly funded hours for the under-3s.

By contrast, take-up rates for the 2-year-old disadvantage offer (shown in yellow on Figure 2.6)
had been slowly rising before 2024-25 (outside of the COVID-19 pandemic). But in 2024-25,
take-up rates fell by 10 percentage points, from 75% to 65%. Partly, this will reflect some
changes in data collection: perhaps around 5% of 2-year-olds are eligible for both the
disadvantaged and the working family entitlements (Farquharson, 2024). While the guidance
from central government was that a child eligible for both entitlements should be registered as
claiming the disadvantage entitlement, this guidance was not universally followed. So there will
be some disadvantaged children who are still receiving publicly funded childcare, but are
registered as claiming a working family entitlement — contributing to lower take-up rates of the

disadvantaged offer.

Even so, a 10 percentage point fall in take-up in one year is large, and probably too large to be
fully explained by changing coding. One concern is that providers could be opting to offer
places to 2-year-olds in working families, making it more difficult for those in disadvantaged
families to find an early years place. The core funding rate for 2-year-olds is the same for both
offers, worth on average £4,930 per year for a child taking up the full 570 hours a year in 2024—
25 (though low-income families accessing either scheme also attract £570 a year in top-up
funding from the early years pupil premium, which was extended to cover 2-year-olds in 2024—
25). This means that if 2-year-olds in working families are more attractive to providers for other
reasons (e.g. if these families are more likely to take up full-year places with parents paying the

difference), then providers may be incentivised to offer places first to these working families.

Another possible — though longer-running — explanation is that the characteristics of families
who are eligible for the 2-year-old disadvantaged entitlement have changed. The eligibility
criteria for the 2-year-old disadvantaged offer have remained essentially the same since the
programme was introduced in its current form in 2014—15. For families who are eligible because
they claim certain means-tested benefits, the income cap (above which they lose eligibility) has

also remained frozen in cash terms over this period.'? This means that the eligibility criteria have

12 For families receiving legacy benefits (tax credits), the income cap has been set at £16,190 a year (pre-tax annual
income) since 2014—15. With the introduction of universal credit in 2018, a separate income cap of £15,400 a year
(post-tax annual income, excluding benefit payments) was set. This has also remained frozen in cash terms since it
was introduced.
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become more stringent over time, as the income cap does not keep pace with rising prices or
earnings — meaning that eligible children are now, on average, more disadvantaged than they

were a decade ago.

This is evident in Figure 2.7, which shows the shares of 2-year-olds who are eligible for and
taking up the disadvantage offer in each year. When the entitlements were introduced in their
current form in 2014-15, 38% of children were eligible for this offer. This had fallen to 31% by
2021-22. With rapid inflation following the pandemic pushing up (cash-terms) earnings,
eligibility has fallen by 7 percentage points in the last three years, and now 24% of 2-year-olds

are eligible for the entitlement.

Figure 2.7. Share of 2-year-olds eligible for and using the 2-year-old disadvantage offer
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Source: Department for Education, ‘Funded early education and childcare’, 2025 (https://explore-
education-statistics.service.gov.uk/find-statistics/funded-early-education-and-childcare/2025) and its
predecessors.

Spending on existing childcare entitlements

For childcare providers delivering the free entitlement, the key input into their financial picture
is the core per-hour funding rate. Core funding per hour has been set by the Department for
Education through the Dedicated Schools Grant. It governs the amount of funding received by
each local authority. Every individual local authority then allocates its total early years budget
through its own Early Years Single Funding Formula; we discuss this process in more depth in

Drayton et al. (2025). Core funding per hour differs from the spending measures used earlier in
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this chapter, which capture spending through other elements of the funding formula (such as

targeted uplifts) as well as any wider spending done by local authorities.

In cash terms, core funding per hour has increased by 36% in the last decade for 3- and 4-year-
olds (from £4.50 in 2016—17 to £6.14 in 2025-26). For 2-year-olds, cash-terms funding has
increased twice as quickly, from £5.03 in 2016-17 to £8.65 in 2025-26. The difference in
growth rates was largely down to a big adjustment to 2-year-old funding rates announced in the
2023 Budget, alongside the announcement of the new entitlements: funding rates for 2-year-olds
rose by nearly 40% in cash terms between 2023 and 2024. In addition, from April 2024, 2-year-
olds (claiming either the disadvantaged or the working family entitlements) became eligible for
the early years pupil premium (EYPP), worth 68p per hour that year. This will have increased
effective funding rates for providers delivering the disadvantaged 2-year-old offer, since most

children receiving that entitlement will attract EYPP.

Of course, cash-terms increases are not the best measure of the resources providers have to
deliver these entitlements: costs have risen over this period, too. And this is particularly true of
childcare providers’ costs. Relative to the economy as a whole, a higher proportion of childcare
providers’ costs comes from staffing (75% of total costs), with rent and premises costs (7%),
food (3%) and energy (3%) making up most of the remainder.’®> Many of these costs have been
rising more quickly than economy-wide inflation. There have been particularly big rises in the
costs of employing staff on low wages, as the national living wage for adults aged 25 and up
rose by 70% between April 2016 and April 2025 (and lower rates for younger workers are
increasingly being removed). The increase in employer National Insurance contributions —
which, for the childcare sector, were not offset by a more generous employment allowance —

have also pushed up costs significantly this year.

Figure 2.8 therefore shows how core funding per hour has changed after adjusting for two
measures of inflation: economy-wide inflation (as measured by the GDP deflator) and childcare-
provider-specific cost increases (based on our index of childcare providers’ costs).'* Since
2016-17, economy-wide inflation has increased costs by 35%. On our measure, childcare
providers have instead seen their costs rise by 55% over the same period. This puts considerable

additional pressure on hourly funding rates.

13 The specific figures here are drawn from the 2019 Survey of Childcare and Early Years Providers. We use 2019
data to calculate constant cost ‘shares’ for different types of spending, in order to build our childcare providers’
cost index. Of course, the share of costs coming from different areas will change over time as the relative prices
shift and as childcare providers adjust what they buy in response. In practice, we find that changes have been
relatively modest over the last five years; the biggest change is that the share of costs dedicated to staffing has risen
further, to 78% for private and voluntary providers in the 2025 survey.

14 See Drayton and Farquharson (2022) for an overview of the methodology for constructing this index. For this
report, we update the methodology by accounting for employer costs (employer National Insurance contributions
and auto-enrolment pension contributions) as well as employees’ gross earnings. We model employer cost growth
for both full-time minimum wage workers and workers on average earnings.
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Figure 2.8. Core funding per hour for 2-year-old and 3- and 4-year-old entitlements,
compared with economy-wide inflation and provider costs
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Note: Childcare provider cost index captures growth in labour costs (employer cost of workers on full-time
minimum wage and on average earnings); rent and energy costs; food costs; and other costs (proxied by
economy-wide inflation). We follow the methodology in Drayton and Farquharson (2022), updating the
labour costs elements to account for employer costs (employer National Insurance and pension
contributions) in addition to gross earnings. Weights are determined by provider cost shares as reported in
the 2019 Survey of Childcare and Early Years Providers.

Source: National Living Wage for workers aged 25+; Office for National Statistics, Average Weekly
Earnings (EARNO1), whole economy adjusted for seasonality. Costs for food and property costs come
from relevant sub-series of the Consumer Prices Index. ‘Other’ costs are proxied by the GDP deflator
(November 2025).

Taking economy-wide inflation into account, core funding per hour for 3- and 4-year-olds has
recovered its real-terms value and now sits at about the same level as in 2016-17; it is still about
3% below its peak in 2017—-18. But taking childcare-provider-specific costs into account, core
funding rates for 3- and 4-year-olds remain 19% lower than a decade ago. Effective resources

per hour fell by 4% just in the last year, largely due to big increases in employer costs.

By contrast, the big cash-terms increases in core funding per hour for 2-year-old entitlements
have translated into substantial increases in resources per hour. Even after accounting for
childcare providers’ rising costs, funding per hour is 17% higher than it was a decade ago. This
largely reflects a policy decision to see childcare funding more closely reflect underlying costs at
different ages. Prior to 2024-25, funding rates for 2-year-olds were around 13% higher than
rates for 3- and 4-year-olds. But costs are much higher for younger children: the maximum staff-
to-child ratio for 2-year-olds was 1:4 for most of this period (since increased to 1:5), while for

3- and 4-year-olds the ratio can be 1:8 or 1:13 depending on the staff’s qualifications.
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2.4 The shape of England’s childcare system

New childcare entitlements for working families with children under 3 represent the latest, and
biggest, step in the transformation of England’s early years system. But England’s system of
support for childcare encompasses an even wider range of programmes, stretching across three
government departments. In addition to the various free entitlement policies, the Department for
Education also runs a programme to subsidise childcare expenses for full-time English students
(with family incomes below a cap) — see Box 2.2. There are subsidies for childcare costs for
working families receiving benefits (managed by the Department for Work and Pensions), and a
wider set of policies offering subsidies to working families higher up the income distribution

(run by HM Revenue and Customs).

Box 2.2. Childcare grants for students

An additional channel of public spending on childcare comes through subsidies for students. This
applies to full-time student parents in higher education, through a system of childcare grants. Student
parents in further education can also receive support with childcare costs through the ‘Care to Learn’
scheme; this is a much smaller programme (just £5 million of spending in 2021-22?), so below we

focus on childcare grants for university students. Parents are eligible for the grant if:

= they are taking out (or are eligible for) undergraduate ‘student finance’ such as tuition fee loans for
full-time English university courses;

= they are not taking out a post-graduate loan;

= they have children under 15 (or under 17, if the children have special educational needs); and

= they have a household income below a minimum threshold (currently around £20,100 for parents

applying for one child and £28,900 for parents applying for multiple children).

The grant targets a separate group of recipients from other programmes: student parents are ineligible
for the grant if they are receiving subsidised childcare through the tax or benefit system, and they are
unlikely to qualify for programmes targeting working families. The grant funds up to 85% of childcare
costs, above any hours covered by the free entitlement, and is administered by the Student Loans

Company.

Figure 2.9 shows the trajectory of spending on the student childcare grant in England over the last 17
years.” Overall spending reached £300 million last year — more than five times as high as it was in
2008-09 and more than double what it was in 2019-20. This means that student childcare grants are
becoming an important element of England’s childcare subsidy landscape, with spending last year
equivalent to 5% of total free entitlement spending (and 11% of spending on the universal free

entitlement).
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Figure 2.9. Real spending, number of recipients and average spending per recipient of the
student childcare grant in England
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Note: Prior to 2019-20, the Student Loans Company calculated spending based on childcare grant ‘awards’, rather than
actual payments made, leading to a break in the series. Some students do not claim the full amount awarded — if they
drop out mid-year, for example — so ‘awards’ may overestimate actual spending
(https://www.gov.uk/government/statistics/student-support-for-higher-education-in-england-2025/student-support-for-
higher-education-in-england-2025).

Source: Student Loans Company, ‘Student support for higher education in England’, 2025
(https://www.gov.uk/government/statistics/student-support-for-higher-education-in-england-2025) and its
predecessors.

The increase in spending is largely driven by a big rise in the number of recipients: from 11,000
claimants in 2008—09, to 21,000 in 2018—19 and 43,000 in 2024-25. The reasons for this increase are not
fully clear, though it may be linked to large increases in the number of mature students in their 30s and
40s entering full-time study in England, which has doubled over the last decade. Simultaneously, the

average grant per recipient has risen gradually in real terms and is 30% higher than it was in 2008-09.

2 https://questions-statements.parliament.uk/written-questions/detail/2023-09-14/199570.
b Prior to 2019-20, the series captures childcare grants awarded — which may overestimate actual grant take-up. From
2019-20, the series reflects actual spending.

¢ Calculated from HESA statistics on HE student enrolment in English universities by age.

Figure 2.10 summarises spending through each of these strands of public support for formal
childcare. Childcare subsidies through the working-age benefit system peaked in 2009-10 at
£2.1 billion (in today’s prices) before falling to £700 million in 2020-21. Spending has since
increased a little, to £800 million in 202425 — though spending might fall further in future years
as the new working family entitlements reduce low-income families’ out-of-pocket childcare

spending.
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Figure 2.10. Total public childcare spending by funding system

12,000
[%2]
8 10,000
—
o
© 8,000
q
‘o]
N 6,000
N
& 4,000
£
S 2,000 III I
0
AN O IO O NNV O —ANMOTLWOWL ONNOWOOO —ANOMT 1B O
TTITITIIITITILITIIITIIQOQYYOqqQ
T AN O WO O NN 0O O~ AN MST WO OO0V O — AN M B
O O O O O 0000 «“ ™ ™ ™ ™ ©w v v v v AN AN AN AN AN N
O O O O O O O O O O O O O OO0 000000 OO O O O
AN AN AN AN AN ANANANANNNNNN NN AN AN ANANNNNNAN
m Universal entitlements Disadvantaged entitlements
m Working entitlements m Childcare element of benefits
m Tax-free / employer-supported m Student childcare grants

Note: Student childcare grants were introduced in 2001-02, but data on spending are only available from
2008-09 (so spending on student grants in earlier years is excluded from the chart). Data on spending
through the benefit and student childcare support systems are only available to 2024-25. We assume
spending on these elements remains flat in real terms in 2025-26. Between 2016—-17 and 2020-21,
statistics on the childcare element of benefits specifically through the universal credit system are not
available. We estimate this component of benefit spending using TAXBEN (the IFS tax and benefit
microsimulation model).

Source: Sources for free entitlement programmes — see Figure 2.1. Sources for student childcare
grants — see Figure 2.9. Sources for benefit spending through legacy benefit systems — Stewart and
Obolenskaya (2015); and HMRC statistics on child and working tax credits, December 2024 and its
predecessors. Sources for benefit spending through the universal credit system — Department for Work
and Pensions statistics on the childcare element of universal credit and estimates from TAXBEN (see
note above) where the previous series is incomplete. Sources for tax-free childcare — Office for Budget
Responsibility’s Economic and Fiscal Outlook, November 2025 and its predecessors. Sources for
employer-supported childcare — Stewart and Obolenskaya (2015); HMRC statistics on non-structural
tax reliefs, December 2024 and its predecessors.

Spending through the tax system (which includes both tax-free childcare and the legacy
programme of employer-sponsored childcare vouchers) rose steadily to peak at £1.2 billion in
2018-19. It has fallen sharply since then, reaching £700 million in 2024-25. Much of this fall
predates the introduction of the new entitlements, so it seems likely that there are other drivers,

such as changing working patterns after the COVID-19 pandemic.

Taken together, these trends mean that total public spending on childcare support had been
falling in real terms between 2018—19 (£7.3 billion) and 2022-23 (£6.1 billion), before ticking
up slightly in 202324 (£6.4 billion). The introduction of the new working family entitlements
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mean that this trend has reversed. Total spending stood at £8.4 billion in 2024-25, and is set to
be around £10.5 billion in 2025-26.

Targeting in England’s early years system

Given the range of programmes on offer to subsidise childcare — each with its own eligibility
criteria, generosity and history of reform — we have previously argued that England’s childcare
system is ‘complicated, costly and constantly changing’ (Farquharson, 2021). Last year, the
government announced that it would carry out a review of the childcare system during 2026,
with the aim of ‘simplify[ing] the system for providers and families, making it easier to access
childcare and increasing the overall impact of the government’s offer’ (HM Treasury, 2025).
This presents a real opportunity to reconsider how best to spend what has become quite a large

funding envelope.

But the first task of the review will be to articulate who England’s childcare system seeks to
support and how. While policymaking at other stages of education usually has children and
young people’s development as the clear main aim, the policy aims are much more contested in
the early years. Indeed, the explicit aim for the new expanded entitlements when they were
introduced in Budget 2023 was to increase the share of parents in paid work (and the number of
hours worked), with a view to boosting economic growth. A government concerned with
bringing down the cost of living and increasing household disposable incomes also looks to

childcare policy to help young families through what can be quite an expensive stage of life.

These are all worthy aims, but each implies something slightly different for who early years
policy supports and how. For example, a robust international evidence base suggests that formal
childcare is most effective at supporting the development of disadvantaged children. But if the
aim is instead to support working parents, that implies targeting childcare support to families
where parents are in paid work — and so who are not at the very bottom of the income

distribution.

To get a sense of how England’s system of childcare support has navigated these questions in
the past, Figure 2.11 shows the share of total childcare subsidy support targeted at different
groups: all children (based only on age criteria); those in working families; those in

disadvantaged families; and those in low-income working families.
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Figure 2.11. Shares of early education and childcare subsidies targeted at different groups
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real terms between 2024-25 and 2025-26. Support targeted at students is excluded from the chart.

Source: Department for Education, Childcare and Early Years Provider Survey, 2025 (https://explore-
education-statistics.service.gov.uk/find-statistics/childcare-and-early-years-provider-survey/2025) and
its predecessors.

To do this, we consider not just the free entitlement, but also state spending on childcare through
the benefit system (including the up to 85% childcare subsidy received by families on universal
credit, as well as analogous programmes for legacy benefits) and through the tax system
(including the top-ups received by families saving into tax-free childcare accounts, as well as
spending on legacy childcare voucher programmes). The state also publicly funds childcare
through the student grant system (see Box 2.2), though we do not consider this here. We

categorise programmes as follows:

= Universal: the 3- and 4-year-old universal entitlement.

= Targeted at working families: the 3- and 4-year-old extended entitlement; the new working
family entitlements for children under 3; tax-free childcare; and childcare vouchers.

= Targeted at low-income working families: childcare subsidies via universal credit and legacy
benefits.

= Targeted at disadvantaged families: the 2-year-old disadvantage offer in the free entitlement

system.

Figure 2.11 focuses on the share of total early years spending allocated to each of these different
groups. Importantly, in the context of growing budgets, a declining share does not mean that

overall spending is falling.
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Still, Figure 2.11 shows that there have been substantial changes in who England’s early years
system prioritises. In 2009—-10, for example, spending on the universal entitlement was roughly
equal to spending on childcare subsidies through the working-age benefit system (43% and 44%
respectively), with spending targeted at working families making up the rest. Cuts to the
generosity of childcare subsidies in the benefit system saw spending (and thus the share of
spending) fall sharply over the early 2010s, with the share of total spending falling by half (to
22%) by 2014-15.

The full introduction of the 2-year-old disadvantage offer in 2014—15 meant that around a sixth
of childcare spending was explicitly targeted at low-income families. Since then (as discussed in
Section 2.3), a combination of falling population, falling eligibility and lower take-up has seen
total spending on the 2-year-old disadvantage offer fall by almost half, from about £1 billion in
2014-15 to £570 million in 2025-26.

The group that has seen its share of total spending grow the most has been working families
(whether low-income or not). The share of spending targeted at this group more than doubled
over the 2010s, reaching 32% in 2023-24. The introduction of the new entitlements for children
under 3 in working families will accelerate these shifts. Between 2023-24 and 2024-25 (when
the first phases of the new entitlement roll-out occurred), the share of spending targeted at
working families rose from 32% to 48%. In 2025-26, the share rose to 58%. Taking all
programmes targeted at working families (low-income and not) into account, the share of
spending requiring families to be in paid work has risen by 19 percentage points (from 47% to

66%) in just two years.

2.5 Summary

England’s early years system has undergone a series of transformations over the last 25 years.
Public spending on the free entitlement rose from £1.2 billion in 2001-02 to £2.0 billion in
2009-10. But the real growth has happened since then, with the introduction of new entitlements
for disadvantaged 2-year-olds, 3- and 4-year-olds in working families, and now children under 3
in working families as well. These new entitlements mean that total spending is £8.7 billion in
2025-26, with a further increase expected in 202627 (the first full financial year after the roll-
out of the new entitlements). In a context of pressures in many other areas of public services
since 2009, the early years system stands out as an area where successive governments have

chosen to genuinely increase the scale of what the state delivers.

This rapid growth in spending raises the stakes for good policy design. Unlike other stages of
education, spending in the early years has at least three potential direct aims: supporting

children’s development by providing high-quality early education; encouraging parents
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(especially mothers) to work by ensuring a supply of accessible and affordable childcare places;
and reducing the amount that families spend on what can be a very expensive service. This trio
of objectives maps onto the current government’s opportunity mission, growth mission and cost

of living ‘milestone’.

With a policy area that touches on so many core objectives of the government, there is a big
opportunity to be had from getting the design of the early years system right. But this also makes
policymaking much more difficult. There are real tensions and trade-offs between policies aimed
at supporting children’s development or helping families into work — the types of families
targeted, the level and design of the subsidy rate, and the emphasis on quality and flexibility will
all differ.

Rather than telling policymakers to choose just one objective, the key insight here is to think
about whether the early years system as a whole is delivering on these different aims. A well-
functioning early years system could have some policies that target labour supply while others
focus on child development and the disadvantage gap. Instead trying to ensure that every policy
ticks every box risks developing a set of programmes that fail to achieve their potential in each

dimension.
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3. Schools

In 2025-26, the government is set to provide about £65 billion for school funding in England.
This covers day-to-day spending on pupils aged 516 in state-funded schools. As such, it
represents the single largest element of day-to-day education spending in England. The vast
majority of this is provided to schools via the National Funding Formula, which was introduced
in 2018. This comprises three blocks: the schools block; the high needs block; and the central
school services block. In addition, schools receive extra funding via the pupil premium, with

fixed amounts per pupil from disadvantaged backgrounds.

By far the largest of these funding streams is the schools block of the National Funding Formula,
which totalled about £49 billion in 2025-26. This covers core day-to-day provision in
mainstream primary and secondary schools. The Department for Education uses a central
formula, the most important elements of which are pupil numbers (with higher amounts for older
pupils), extra funding for schools around London that need to pay higher salaries, higher funding
for schools with more deprived pupils, and higher funding for small schools and those in
sparsely populated areas, as well as a series of other factors, such as low prior attainment and
whether pupils speak English as an additional language. This formula is used to calculate total
funding across local authorities, which can then tweak the national formula for schools in their
area, but cannot make big or complicated changes. Academies and free schools are essentially

treated in an identical way to local-authority-maintained schools in the same local authority.

The second-largest element is the high needs block, which is the main measure of funding for
special educational needs and disabilities (SEND) and is paid to local authorities to cover
provision across all pupils in their area. This covers the cost of places in special schools and
alternative provision, as well as top-ups to mainstream schools if the expected costs of extra
provision for individual pupils go above £6,000 per year (which mainly just applies to pupils
with Education, Health and Care Plans). The first £6,000 per year is expected to be covered from

schools’ core budgets.

Over the last decade, spending on SEND through the high needs block has nearly doubled in real
terms, and can account for over half of the increase in total school funding over the period. This
has been driven by rapid rises in numbers of pupils entitled to statutory support through
Education, Health and Care Plans and rising costs as supply-side capacity fails to keep pace with
demand, such as a lack of places in state-funded special schools. The Office for Budget
Responsibility (OBR) forecasts that such pressures are likely to intensify, with a £6 billion gap

between forecast spending by schools and funding from central government in 2028-29. The
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high needs block is meant to be ring-fenced and to fully cover schools’ costs above £6,000 per
year for each pupil. In reality, local authorities have been forced to spend more, which has led
them to build up multi-billion-pound deficits each year, which the OBR forecasts will equate to
a total debt of £14 billion by 2027-28. There is also large geographical variation, with the
largest deficits seen in Hampshire, Norfolk, and Bournemouth, Christchurch and Poole
(Farquharson et al., 2025). The government is set to publish a White Paper with proposals to
reform the SEND system early in 2026. If such proposals slow the growth in spending, this
would help close the £6 billion expected funding gap. Either way, how the government seeks to
reform the SEND system will be the most important factor shaping the budget pressures on all

schools in England in coming years.

On top of these main factors, there is also a much smaller block of funding for central school
services (close to £500 million per year) to cover the costs of local authority statutory duties and
central administration. In addition, secondary schools receive about £3 billion per year in
funding for school sixth forms, which represents a crucial component of their budgets. Local
authorities then spend about £4 billion from their general funding on services that benefit pupils

and schools, such as SEND assessments and transport.

Historically, early years funding has also been part of school funding allocations, particularly
nursery classes in primary schools. In our previous annual reports and past analysis of school
funding, we have included early years funding as part of school funding to ensure consistency.
However, rapid growth in early years funding has made this a problematic assumption and we

have therefore improved our methods to exclude early years funding from this year onwards.

In the rest of this chapter, we present trends in total public spending on schools in Section 3.1
and analyse measures of school spending per pupil in Section 3.2. We then undertake new
analysis of central spending by academy trusts and local authorities in Section 3.3. We analyse
the specific pressures on SEND spending in Section 3.4. We then consider the likely future
pressures on school budgets over the period covered by the Spending Review, up to 2028-29.
Lastly, we consider capital spending on school buildings and maintenance in Section 3.6. All
analysis relates to public spending on schools in England. For further details on the methods
used to analyse school spending, please see https:/ifs.org.uk/education-spending/methods-and-
data.

3.1 Total public spending on schools

In 2025-26, the total core schools budget is set to be about £65 billion in England. This
represents the total amount of funding provided by central government to local authorities,

academy trusts and schools to fund day-to-day spending on state schools for pupils aged 5-16
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(from Reception through to Year 11). This is the main measure of school funding used by the
government and is generally set during spending reviews, with further top-ups to this budget

provided as and when deemed necessary.

Figure 3.1 shows the total levels of school funding and spending under various definitions. As
shown by the green line, the total core schools budget has risen between 2019-20 and 2025-26
by about 16% in real terms or by £9 billion in 2025-26 prices. It has also risen by about 25% or
£13 billion in real terms since 2010—11. As we shall see, most of the rise in funding over time
can be accounted for by a combination of rising pupil numbers over the 2010s and, more
recently, rapid increases in spending on special educational needs and disabilities, as well as
compensation to cover the costs of increased employer pension and National Insurance

contributions.

Figure 3.1. Various measures of total school spending and funding, actual up to 2025-26 and
projected up to 2028-29
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Note and source: Core schools budget taken from Department for Education, ‘School funding statistics’ and
HM Treasury, Spending Review 2025. See https://ifs.org.uk/education-spending/methods-and-data for a
detailed description of the calculation of local authority (LA) spending on schools. This relates to the
‘schools budget’ only and excludes all spending on the early years. School sixth form funding is based on
figures calculated for Figure 4.1. Wider LA spending on schools covers schools-related items in the LA
central budget, such as school transport and school improvement services. Department for Education,
‘National pupil projections’. HM Treasury, GDP deflators, November 2025.

In previous annual reports on education spending in England, our main measure of school
spending has related to total spending on schools for pupils aged 3—18. This includes funding for

both school sixth forms (a crucial part of many secondary schools’ budgets), additional local
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authority spending outside the formal schools budget (such as SEND transport and assessments)
and early years funding (as primary school budgets often included early years funding in

historical data).

However, rising levels of early years funding have made it increasingly difficult to interpret
trends in this measure of school spending, and made it hard to compare against other official
measures of public spending, such as spending totals produced at the time of fiscal events and
official statistics on school funding produced by the Department for Education.’® We have
therefore adjusted our methods to remove early years funding over time and focus on pupils

aged 5 and over.

This has the benefit of allowing us to directly compare our measures with government statistics
and proposals, and to show how adding different components of spending can affect aggregate
trends over time. The main disadvantage is that we are likely to be overstating the level of
spending up to 200910 because it is not possible to separate out spending on nursery classes in
primary schools before then. We therefore focus on 2010-11 as a crucial year of comparison.
This does not affect perceptions of trends over time in spending per pupil as our previous
analysis showed almost no real-terms difference between spending per pupil in 2009—10 and
2010-11.

The yellow line in Figure 3.1 shows our estimated level of school spending for pupils aged 5-16.
This is directly comparable to the core schools budget so that we can then add other elements of
funding outside the core schools budget. Reassuringly, the two series show very similar levels
and trends over time. There are two main sources of difference. First, there is a slight
discrepancy between 2011-12 and 2014-15, when we are likely to be missing the complex set of
grants provided to academies to cover some aspects of local authority spending they did not
benefit from. Second, planned spending on schools has exceeded the core schools budget by
about £500 million in 2024-25 and by about £900 million in 2025-26. This almost certainly
relates to overspending on high needs by local authorities, which we describe in more detail

below.

Figure 3.1 then shows (in the blue series) the level of school spending if we add school sixth
form funding and wider local authority spending on school services. We generally refer to this as
our measure of total school spending, and we estimate that it is likely to total about £73 billion in
2025-26. This measure of school spending was largely constant in real terms between 201011
and 2019-20, with small growth in school spending for pupils aged 5—-16 offset by large falls in
school sixth form funding and wider local authority spending. Since 2019-20, total school
spending has risen by 19% in real terms or £12 billion in 2025-26 prices. This is slightly faster

15 https://explore-education-statistics.service.gov.uk/find-statistics/school-funding-statistics/2024-25.
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than the 17% growth we saw in school spending for pupils aged 5-16. This mainly reflects
growth in wider local authority spending, particularly on transport to and from school for

children with special educational needs and disabilities.

Figure 3.2 breaks total public spending on schools down into its various components. As shown
in Figure 3.1, total spending on schools for ages 5-16 grew by £10 billion or 17% in real terms
between 2019-20 and 2025-26. However, about £2.3 billion of this growth can be accounted for
by additional grants to compensate schools for higher employer pension and National Insurance
contributions. From the perspective of a school, this is extra money to directly pay for extra
outgoings, with no change in real resources. If we exclude these grants, total spending grew by
about 13% or £7.5 billion between 2019-20 and 2025-26.

Figure 3.2. Components of local authority spending on schools, 2015-16 to 2025-26

mmm School sixth form funding Other LA spending on schools

mmm Grants for employer NICs and pensions mm Pupil premium

mmm Central spending on schools == High needs spending

mmm Mainstream school budgets ——Planned LA spending on schools (5-16)*

Real-terms change
since 2019-20:

80
+24%
70 -
[ | +139
2 60 = BB 0°//Z
o I B
£ +54%
o 50
X +8%
40
o
N
c
5 30
E
w 20
10
0
[(e] N~ [ce] (e} o ~— N [s¢] < Yo} [(e]
T T o7 T o999 9 9 9 9
Lo] (o] N~ [ce] (<2 o — AN ¢l < Yo}
~— ~— ~ ~ ~ AN AN (&) [a] AN AN
o o o o o o o o o o o
N N N N N N N N N N N

* Planned LA spending for ages 5-16 excludes grants for changes to employer pension contributions and
employer National Insurance contributions.

Note and source: See https://ifs.org.uk/education-spending/methods-and-data for a detailed description of
the calculation of local authority (LA) spending on schools. Wider LA spending on schools covers schools-
related items in the LA central budget, such as school transport and school improvement services.
Department for Education, ‘National pupil projections’. HM Treasury, GDP deflators, November 2025.
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Total spending on schools for pupils aged 5-16 (excluding pension and National Insurance
grants) can then be broken down into four main components, which are very different in terms of

their levels and growth over time:

= Mainstream school budgets. The single largest element of school spending is funding for
mainstream state schools, which totalled about £47 billion in 2025-26. This is funding
provided direct to primary and secondary schools to spend on core provision. It is allocated
using the ‘schools block’ of the National Funding Formula. Central government sets the
national formula, with important factors including pupil numbers, levels of deprivation and
London weighting. This fully determines the amount local authorities receive. However,
local authorities can tweak the formula for schools in their area, which determines the
amount maintained schools and academies receive via the ‘schools block’. Spending on
mainstream school budgets has risen by 8% in real terms since 2019-20, significantly below

the overall growth in spending.

= High needs spending. This is the main element of spending on special educational needs
and disabilities. It covers funding for special schools and alternative provision, as well as
top-ups provided to mainstream schools where the costs of required provision exceed what
schools are expected to deliver from their core budgets. Spending on high needs has risen
substantially over time: planned spending on high needs (excluding the early years) has risen
by 54% in real terms since 2019-20. As we discuss further in Section 3.4, this is highly

likely to be an underestimate of actual spending by local authorities.

= Central spending. This mostly relates to core and statutory duties that local authorities are
required to deliver, such as school admissions and place planning. It can also cover central
administration spending, such as HR and finance services for schools. This is a small
element of overall spending, and fell from about £1 billion in 2019-20 to about £0.7 billion
in 2025-26. Funding is provided as part of the ‘central school services block’.

= Pupil premium. The fourth component is the ‘pupil premium’, which is a direct payment to
schools based on the number of disadvantaged pupils. The main elements are the deprivation
factors, with £1,515 per year for primary school pupils who have been eligible for free school
meals in the last six years and £1,075 per year for such pupils in secondary schools. These
pupil premium rates were frozen in cash terms between 2015—16 and 2021-22. Rates then
increased in cash terms from 202223 onwards, but did not always keep pace with overall
inflation. As a result, pupil premium rates in 2025-26 are over 16% lower in real terms in
2025-26 than they were a decade earlier in 2015—16. Offsetting this, total pupil premium
funding has been pushed up by growth in the numbers of pupils eligible for free school meals
in recent years as part of transitional protections as universal credit has been rolled out. As a
result, total pupil premium funding in 2025-26 is about 8% lower in real terms than in 2015—

16 (as compared with 16% lower rates) and about the same level in real terms as in 2019-20.
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The government has recently indicated that it is intending to consult about changing the
measure of deprivation used in the pupil premium and other school deprivation funding, such
as by using more detailed family income measures linked to individual pupils. This would be
a welcome change as eligibility for free school meals is a relatively blunt measure of

deprivation.

As is clear, growth in high needs spending has far outpaced growth in all the other elements of

spending on pupils aged 5-16. Indeed, growth in high needs spending can explain over half of

the increase in overall funding since 2019-20, despite only representing about a sixth of overall
spending. This has led to a significant squeeze on mainstream school budgets, which we will

return to, in terms of both past and likely future trends.

In addition to high needs spending shown in green in Figure 3.2, local authorities also spend
nearly £4 billion per year on other services that mostly or largely benefit schools and pupils,
such as SEND assessments and transport (this is shown by the yellow bars). This spending fell
significantly in real terms over the 2010s, with a 12% real-terms drop between 2015—16 and
2019-20. Since then, spending has grown by £1.5 billion or 70% in real terms. This is mostly
explained by SEND transport and assessment spending, which has grown by £1.1 billion or
more than doubled in real terms since 2019-20.

Secondary schools also receive around £3 billion annually in funding for school sixth forms (the
red bars in Figure 3.2). This fell by about 16% in real terms between 2015-16 and 2019-20,
reflecting the sustained declines in sixth form funding per pupil and reduced numbers of sixth
form pupils. Since 2019-20, this funding has gone up by about 24% in real terms, exceeding the
overall growth in school spending for pupils aged 5-16. This reflects rising numbers of sixth

form pupils and increases to funding rates (see Chapter 4 for further details).

3.2 State school spending per pupil

In this section, we examine trends in state school spending per pupil. We start by examining
total spending per pupil, using the measures of spending discussed in the previous section. We
then consider levels of spending per pupil in state primary and secondary schools, covering only

the actual levels of spending by primary and secondary schools (rather than by local authorities).

Total school spending per pupil

In Figure 3.3, we present a range of measures of total school spending per pupil, reflecting the
different spending definitions we used in Section 3.1. We also show how spending per pupil has
changed since 2010-11.
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Figure 3.3. Total school spending per pupil, actual up to 2025-26 and projected up to 2028-29
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* Core schools budget per pupil includes grants for changes to employer pension contributions and
employer National Insurance contributions.

Note and source: See https://ifs.org.uk/education-spending/methods-and-data. HM Treasury, GDP
deflators, November 2025. No data are available for 2020-21, so this is imputed based on a constant real-
terms growth rate between 2019-20 and 2021-22.

First, we examine trends in the core schools budget per pupil aged 5—-16. This is the main
measure of spending used by the Department for Education in its school funding statistics, and
includes grants to compensate schools for increased employer pension and National Insurance
contributions. This measure of spending per pupil fell by 3% in real terms between 2010—11 and
2019-20, before rising by 12% since 2019-20, and it is now about 9% higher than in 2010-11.

As shown in Figure 3.3, our separate measure of planned school spending for pupils aged 5-16
shows identical trends to the core schools budget. To further understanding, the series in yellow
shows planned school spending for pupils aged 5-16, excluding grants for increases to employer
pension and National Insurance contributions. If we exclude these grants, spending per pupil fell
by 5% between 2010—11 and 2019-20 and has since risen by 10% in real terms. This leaves
spending per pupil about 5% higher than in 2010-11.

In the blue line, we add school sixth form funding and wider local authority spending on school
services. Under this measure, total school spending per pupil aged 5—18 fell by 10% in real

terms between 2010—11 and 2019-20. This is higher than the much-cited 9% fall that we have

found in past analysis. This change reflects two main factors: the exclusion of early years
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funding (which rose over this period) and historical revisions to economy-wide inflation. Since
2019-20, this measure of spending per pupil has risen by 11% in real terms, largely in line with
spending on pupils aged 5-16. As a result, spending per pupil aged 518 is now about the same

level as it was in 2010-11.

Our final series (in burgundy) shows mainstream school spending per pupil back to 2015-16
(this excludes high needs spending from the spending total and excludes pupils in special
schools and alternative provision from the pupil count). Mainstream school spending per pupil
has risen by 5% in real terms since 2019-20, about half of the overall rise in school spending per
pupil over this period. Furthermore, there has been almost no net real-terms change in
mainstream school spending compared with 2015—-16. This emphasises just how much trends in
overall school spending can be explained by rapid rises in high needs spending, and the resultant

squeeze on mainstream school budgets.

In our view, the measure of total school spending per pupil aged 5—18 (the blue series on Figure
3.3) represents the most comprehensive and consistent measure of the real-terms changes in
school spending per pupil. It includes all spending, including the important effects of falling
school sixth form funding on secondary school budgets and change to local authority spending
that directly affects pupils and schools. However, showing multiple measures allows us to
provide a richer perspective by illustrating the real-terms changes in the specific budgets for

pupils aged 5—16 and how rising high needs spending is squeezing mainstream school budgets.

Looking to the future, we have already seen that the core schools budget is due to be frozen in
real terms between 2025-26 and 2028-29. After accounting for the expected fall in pupil
numbers, this equates to a 4% rise in real-terms spending per pupil. The likely future path of our
other measures of school spending will be determined by school sixth form funding (see Chapter
4) and actual levels of spending on high needs (we consider this directly in Section 3.4).

Average spending by primary and secondary schools

Figure 3.4 shows our estimates for the level of primary and secondary school spending per pupil
in England from the late 1970s through to 2023-24 (in 2025-26 prices), together with
projections up to 2025-26. Actual figures up to 202324 are based on spending levels by
individual schools. This includes spending on school sixth forms, but excludes central spending
by local authorities and multi-academy trusts.'® We consider this spending directly in the next

section.

16 Asa result, growth in spending per pupil during the 2000s and 2010s is higher in Figure 3.4 than in Figure 3.3.
This is because funding (and the responsibility for delivering various functions) was moved from local authorities
to individual schools. The exclusion of central spending by multi-academy trusts is also likely pushing down the
level of and growth in spending per pupil from 2010 onwards due to the rapid growth in the number of academies.
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Figure 3.4. Primary and secondary per-pupil spending by schools, actual up to 2023-24 and
projected up to 2025-26
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Note and source: Dashed lines are projections based on mainstream school spending per pupil in Figure
3.3. See https://ifs.org.uk/education-spending/methods-and-data. HM Treasury, GDP deflators, November
2025.

We see that spending per pupil has evolved in a number of distinct phases:

* Modest growth over the 1980s and 1990s. Over the period of Conservative government
between 1979 and 1997, real-terms spending per pupil rose by about 1.4% per year in
primary schools and by about 1.0% per year in secondary schools.

= Rapid growth over the 2000s. From 1999 onwards, spending per pupil grew rapidly.
During the period of Labour government between 1997 and 2010, spending per pupil

grew by about 5.9% per year in primary schools and by about 5.1% in secondary schools.

=  Spending squeeze over the 2010s. There was a squeeze on funding between 2010 and
2019. Secondary school spending per pupil fell by about 0.9% per year over this period,
whilst primary school spending per pupil rose by 0.5% per year. This averages out to a
small real-terms cut in spending per pupil over the decade. Secondary schools saw a

worse picture mainly due to big reductions in school sixth form funding.

= Recovery in spending since 2019. Since 2019, we have seen a recovery in spending per
pupil, with 1% per year real-terms growth in primary and secondary school spending per
pupil expected between 2019-20 and 2025-26. However, this is still below the historical
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rates of growth. Over the long run, real-terms spending per pupil has grown by about

2.4% per year in primary schools and by 1.7% in secondary schools.

The gap between secondary and primary school spending has decreased significantly over time.
In the 1980s, secondary school spending per pupil was about 56% higher than primary school
spending per pupil. This narrowed to 49% in the 1990s and then to 30% in the 2000s. This
narrowing continued through the 2010s, and the secondary:primary school funding difference is
due to be only 12% in 2025-26. This more recent narrowing will partly reflect the large
reductions in school sixth form funding. This is a significant long-term relative shift in funding

and resources from secondary to primary schools.

In the ‘Methods and data’ section of the dedicated website,'” we compare spending per pupil in
academies and local authority maintained schools. For the most recent year of data, we see that
spending per pupil is about £400 or 6% higher in local authority maintained schools than in
academies amongst primary schools, and about £300 or 4% higher amongst secondary schools.
Some of these differences will reflect the composition of each group. However, they will also
reflect the fact that multi-academy trusts can hold back some funding to spend centrally across
all their schools, which is known as ‘top-slicing’. This covers central services that local
authorities would normally provide for maintained schools, but it can also cover some aspects of
core provision. As we describe in the next section, this phenomenon tends to be increasing over
time, with multi-academy trusts currently spending about £500 per pupil centrally (more than
double the amount in 2016—17).

3.3 Central school spending

While most school spending is the responsibility of individual schools, around £3.2 billion of
total school spending in 2023—-24 was ‘central spending’. What this relates to differs by school
type: for local authority maintained schools it is money spent directly by the local authority (not
including high needs spending), while for academies it is money spent by the academy trust,
although academies will also receive some amount of local authority central spending. Notably,
the amount per pupil that has been ‘top-sliced’ from school budgets by academy trusts is much
higher than per-pupil local authority central spending. Furthermore, it has increased significantly
in recent years, now making up 6.5% of academy spending. As a result, we focus on central

spending by academy trusts here.

Since 2016—17, the amount per pupil spent centrally by academy trusts has more than doubled,
from £240 to £510 (Figure 3.5), which compares with a slight decline from £230 to £180 in the

17 https://ifs.org.uk/education-spending/methods-and-data.
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amount spent centrally by local authorities. This roughly mirrors the growing gap between
academies and maintained schools in per-pupil school spending since 2016—17 that can be seen
in the ‘Data and methods’ section of the website. This suggests an increasing tendency for
functions to be centralised by academy trusts. This reflects two underlying trends. First,
academy trusts have on average become larger over this period, and central spending is higher in
bigger trusts. Second, even within trusts of a given size, central spending has risen (see

https://ifs.org.uk/education-spending/methods-and-data).

Figure 3.5. Central school spending by academy trusts and local authorities, £ per pupil
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Source: Central spending for maintained schools is taken from Department for Education, LA and school
expenditure, and includes sections 1.1, 1.4 and 1.6. Central spending for academies is taken from the
‘central services’ data in Department for Education, Financial Benchmarking and Insights Tool. HM
Treasury, GDP deflators, November 2025.

Central spending by academy trusts can cover a range of things. For instance, often functions
that typically were the responsibility of individual schools can be centralised by trusts, such as
administrative duties. Such centralisation may offer economies of scale and therefore reduce
overall costs. Figure 3.6 shows the amount spent centrally per pupil by academy trusts on
different elements of spending. The largest elements relate to the direct employment of
administrative and educational staff by the academy trust, spending which typically would have
been the responsibility of individual schools but has increasingly been centralised by academy

trusts.

© The Institute for Fiscal Studies, January 2026


https://ifs.org.uk/education-spending/methods-and-data
https://explore-education-statistics.service.gov.uk/find-statistics/la-and-school-expenditure/2024-25
https://explore-education-statistics.service.gov.uk/find-statistics/la-and-school-expenditure/2024-25
https://financial-benchmarking-and-insights-tool.education.gov.uk/data-sources
https://www.gov.uk/government/collections/gdp-deflators-at-market-prices-and-money-gdp

58 Annual report on education spending in England: 2025-26

Figure 3.6. Total academy central spending by category, £ per pupil, 2023-24
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Note and source: ‘Central services’ data in Department for Education, Financial Benchmarking and
Insights Tool. Categories have been amalgamated for clarity. 2025—-26 prices. HM Treasury, GDP
deflators, November 2025.

3.4 Spending on special educational needs
and disabilities

Local authority spending on pupils with special educational needs and disabilities (SEND) has
risen significantly in recent years (Figure 3.7). This has been driven by the sharp increase in the
number of pupils with Education, Health and Care Plans (EHCPs), documents intended for those
with the most complex additional needs and which set out the provision that they are legally
bound to receive. Historically, the share of pupils with EHCPs or their earlier equivalent hovered
just below 3%; today this share is 5.3%. The exact mix of factors behind this is complex (see
Latimer, Sibieta and Snape (2025) for an overview), but crucially the trend towards more
children with EHCPs shows no sign of slowing. As a result, high needs spending has risen from
£7.8 billion in 2015-16 to £11.8 billion in 2023-24. The Office for Budget Responsibility has
forecast that this will rise to over £18 billion in real terms by 2028-29, with £1.7 billion (13%)
real-terms growth in spending in 2025-26 alone.
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Figure 3.7. Actual and forecast high needs spending and funding, 2015-16 to 2028-29
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Note and source: Cumulative deficits begin in 2019-20 as this is when the statutory override began; see
below for more information. High needs spending and funding figures taken from Office for Budget
Responsibility, Economic and Fiscal Outlook: November 2025. High needs spending relates to spending
allowable from the high needs block of the Dedicated Schools Grant; this funds the high needs costs that
local authorities bear, i.e. all spending on pupils in special schools and high needs spending above £6,000
per pupil in mainstream schools. Figures in 2025-26 prices as adjusted by HM Treasury, GDP deflators,
November 2025.

Funding has not kept pace with spending, resulting in growing in-year deficits. As a result of
funding consistently undershooting what local authorities are legally required to spend, the
government has suspended the high needs funding formula for 202627 and plans to review high
needs funding as part of wider upcoming reforms to the SEND system (Department for
Education, 2025a).

Figure 3.8 shows the breakdown of high-needs spending by category in 202425 and 2018-19
(when we can first reliably observe this breakdown). There has been a rise in spending across
every category, with particularly fast growth in top-up funding to pupils in independent schools.
Placements in independent special schools cost on average over £60,000 a year (National Audit
Office, 2024) and as a result account for over £2 billion of high needs spending despite only 6%
of pupils with EHCPs attending them."® This rise in spending on high needs pupils in
independent schools may partly be driven by capacity constraints in the state special sector,

where placements are lower-cost.

18 https://www.gov.uk/government/statistics/special-educational-needs-in-england-january-2025.
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Figure 3.8. High needs spending by category, 2024-25 versus 2018-19
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Note and source: See Sibieta and Snape (2024) for spending calculation methodology. Figures in 2025-26
prices as adjusted by HM Treasury, GDP deflators, November 2025. Some elements of spending not
funded from the high needs budget and therefore not typically what we consider ‘local authority high needs
spending’ have been included here (line 2.1.2 and those relating to SEND transport in section 2 of Section
251 returns).

Crucially, however, all parts of this system have seen substantial growth in spending, indicating
that reform across all areas would be needed to reduce overall spending pressures. Indeed, the
area that has seen the largest absolute growth in spending is top-up funding to state-funded
mainstream schools, which has grown by £1.4 billion in real terms since 2018—19. This is
primarily due to the fact that, partially because of capacity constraints in special schools, the vast
majority of ‘new’ pupils with EHCPs are in mainstream schools. Therefore, although placements
in mainstream schools tend to be much less expensive per pupil, the sheer number of pupils with
EHCPs now in mainstream schools has prompted a large rise in spending. This indicates that,
even if reforms encourage ‘inclusion’ of SEND pupils in mainstream schools, if the rise in

numbers with EHCPs continues then spending will still see a significant increase.

In the 2025 Budget, the government announced that, from 2028-29, high needs spending would
be managed within central government spending. It is not clear at all what this means in practice.
It could imply central government taking direct responsibility for SEND provision, in place of
local authorities, which would be a very significant change. It could also imply no change to the
system as high needs spending is already meant to be managed within funding provided by

central government.

There are also a number of other significant questions, the first being how the government is

planning to address the historic deficits that local authorities have been running in their high
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needs budget due to the cost of the high needs provision they are required to provide consistently
outstripping the funding provided. These deficits have been allowed to build up since 2019 due
to an accounting fudge known as the ‘statutory override’, which is due to end in 2028. By that
year, the Office for Budget Responsibility forecasts that cumulative high needs deficits (the total
debt) will have reached £14 billion in real terms. The government has indicated that local
authorities will be expected to meet some but not all of these costs, but the exact shape of any

support is yet to be specified (Ministry of Housing, Communities and Local Government, 2025).

The other significant question that remains is how central government will deal with high needs
spending that is forecast to be £6 billion higher than forecast funding for 2028—29. There are
essentially three options for how it could choose to deal with this gap: reducing high needs
spending; topping up high needs funding from within the Department for Education’s existing
budget; or topping up high needs funding from other sources.

On the first option, the government has committed to introducing reforms to the SEND system
in the upcoming schools White Paper, expected to be published early in 2026. Such reforms
might be able to slow the growth in spending and thereby reduce this anticipated funding gap.
As mentioned above, spending on fees in independent special schools has grown particularly
fast, and so reforms that improve the capacity of mainstream or state-funded special schools to
accommodate high needs pupils could ease pressures somewhat. However, placements in these
settings are still typically high-cost, and so continued growth in numbers with EHCPs would still

likely mean a rise in overall spending.

Instead, reforms that reduce demand for EHCPs, or the cost of providing the support they set
out, would likely be needed to meaningfully slow high needs spending growth. For example, this
would likely involve increasing the baseline ability of mainstream schools to support students
with high needs, for instance through additional training of teachers and pooling of expertise
with special schools (see Sibieta and Snape (2025b) for further discussion). Crucially, these
measures would likely require up-front investment to support schools and the savings would
likely take time to materialise. With high needs spending forecast to rise (in real terms) by 13%
just this year, and given that reform has been delayed for so long, it will be challenging for

reforms to significantly reduce the funding gap by 2028-29.

Given these challenges, it is reasonable to assume there will still be some funding gap in 2028—
29. As a result, high needs funding would have to be topped up from other sources. To put this
into context, the £6 billion funding gap that is forecast is 9% of the total schools budget for
2028-29 and 11% of mainstream school spending. Meeting this pressure from within the
Department for Education’s existing budget would therefore imply large cuts to per-pupil
spending. Topping up its budget to prevent or limit such changes to other school spending

instead would imply lower spending elsewhere, higher taxes or higher borrowing.
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3.5 Future school cost pressures

Looking to the future, we showed in Section 3.1 that the core schools budget is expected to be
essentially flat in real terms between 2025-26 and 2028-29. After accounting for an additional
£400 million in funding to expand eligibility for free school meals and an expected drop in pupil
numbers, this amounts to a 3% rise in real-terms spending per pupil over the three years.
However, the key pressures on school budgets will largely depend on what happens with SEND

spending, staff pay recommendations and how the system responds to falling pupil numbers.

Figure 3.9 compares trends in school funding per pupil with trends in costs. For 2024-25 and
2025-26, this reflects actual or estimated figures, whilst we show projections for 2026—27 and
beyond. Figures are presented in cash terms so that we can directly compare funding and cost

growth over time.

Figure 3.9. Estimated and projected cash-terms growth in school costs and funding over
time, actual up to 2025-26 and projected thereafter

m Core schools budget per pupil m Mainstream school funding per pupil
Expected costs m Higher cost scenario
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Financial year

Note and source: See Figure 3.1 for sources for cash-terms growth in funding. School costs are
calculated as a weighted average of actual and projected growth in teacher paybill, other staff paybill
and non-staff costs. The higher cost scenario increases projected future staff pay rises to 3% per year
and adds 0.25% per year for growth in the costs of SEND provision. Further details can be found at
https://ifs.org.uk/education-spending/methods-and-data.

For 2024-25 and 2025-26, mainstream school funding per pupil (the core schools budget less
high needs spending) has been growing by less than overall funding per pupil. This reflects the
rapid rises in SEND spending. Partly as a result, mainstream school funding per pupil grew by 2

percentage points less than school costs. This will have put school budgets under pressure.
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Indeed, if we look at the whole period since 2019, spending on SEND has absorbed over half of

the overall increase in school funding.

Looking forwards, the core schools budget is due to grow by about 3% per year in cash terms
between 2025-26 and 2028-29. However, with huge pressures on SEND spending, it seems
highly likely that the government will allocate a large share of the rising schools budget to cover
increased costs of SEND provision. For instance, the government could seek to freeze real-terms
mainstream school spending per pupil. This would match the trends seen since 2015—16. Under
this scenario, the government could release about £1.8 billion in funding that could be used
towards filling the £6 billion SEND funding gap expected for 2028-29, though that still leaves
about £4 billion to be filled through other means.

Under a real-terms freeze in mainstream school spending per pupil, cash-terms funding per pupil
for primary and secondary schools would grow by about 2% per year. This is already starting to
happen, with growth of 2.1% in main factor values in the National Funding Formula confirmed

for 2026-27."° This is clearly a tight picture, with a number of risks and uncertainties.

First, there is uncertainty on the actual path of schools’ costs. Over 80% of schools’ costs are
staff costs. Annual staff pay awards will be determined by the government after receiving
recommendations from the independent pay review bodies for teachers (School Teachers’
Review Body, STRB) and schools support staff (the new School Support Staff Negotiating
Body, SSSNB). With regards to teachers, the government has sought multi-year
recommendations for 2026-27, 2027-28 and 2028-29 (with the last being indicative). If we
assume that recommendations for all staff are in line with forecasts for average earnings (around
3% for 202627 and about 2% thereafter), then the picture looks tight for schools, with funding
per pupil growth lagging costs by about 0.5% per year (compare grey and yellow bars in Figure
3.9). In its evidence to the STRB, the government proposed a total pay offer of 6.5% covering
the three years. This would be slightly below the current forecast growth in average earnings
(7.6%) and, if implemented, may slightly ease the pressure on school budgets, but may make it

harder for the government to achieve its goals on teacher recruitment and retention.

However, if average earnings growth (and pay awards) were closer to 3% per year (the average
for the period between 2010—-11 and 2024-25) and the costs of SEND provision also added
0.25% to cost growth (as has occurred in recent years), then schools’ costs would lag
mainstream funding growth by about 1% per year over the next three years (compare grey and

burgundy bars).

19 https://questions-statements.parliament.uk/written-statements/detail/2025-11-19/hcws1069.
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Second, falling pupil numbers imply falling total school budgets. Indeed, the government would
only be able to realise the £1.8 billion in savings if policymakers and schools are able to cut
resources, such as through staff reductions or reducing the number of schools in the system.
Historical experience suggests this is possible, but does require careful planning to minimise any

impacts on pupil attainment.

3.6 Capital spending

Lastly, we consider capital spending on school buildings and maintenance. Figure 3.10 shows
the historical trends in education capital spending in England back to 200203, including plans
up to 2028-29. As the government has yet to fully determine spending across different
programmes, we focus on aggregate spending. The vast majority of education capital spending
relates to schools, though some will relate to further education colleges in recent years, which

we highlight below.

Figure 3.10. Education capital spending in England over time, actual and plans in 2025-26
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Note: Public Expenditure Statistical Analyses 2025, 2023, 2020, 2019, 2014, 2013, 2010
(https://www.gov.uk/government/collections/public-expenditure-statistical-analyses-pesa) and 2008
(https://www.gov.uk/government/statistics/public-expenditure-statistical-analyses-2008). Plans for 202627
to 2028-29 taken from HM Treasury, Spending Review 2025; HM Treasury, GDP deflators, November
2025.

As can be seen, capital spending tends to be lumpy over time. There was a large increase in
spending in the late 2000s, with spending increasing from nearly £7 billion in the mid 2000s to
around £11 billion in 2009-10 and 201011 (all in today’s prices). The large increase reflects
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the last Labour government’s Building Schools for the Future programme, with delays in this
programme leading to the big upticks in spending in 2009-10 and 2010—11. There was then a
large decline up to 2013—14. Since then, overall capital spending has oscillated around

£6—7 billion per year in today’s prices. Plans for 2025-26 remain well within this range and thus

not significantly different from experience over the last decade.

Looking to the future, the government is planning to increase education capital spending up to
£8 billion in 202627, before it then falls back to just over £7 billion in 2027-28 and 2028-29
(all in today’s prices). This pattern is likely to reflect delays in the school rebuilding programme,
which has pushed much planned expenditure into 2026—27 from earlier years. The planned level
of £7.2 billion for 2028-29 would leave capital spending about the same level as in the mid
2010s and mid 2000s.

To get a sense of the government’s priorities for education capital spending, we can examine
how the capital budget for 2025-26 is due to be allocated. Out of the £6.8 billion in planned

education capital spending for 2025-26, the government currently expects to spend:?°

= £2.1 billion on school maintenance and repairs;

= £1.4 billion on the school rebuilding programme;

= £740 million on improvements to high needs provision, including greater provision in
mainstream schools;

= £670 million for new free schools;

= £520 million for local authorities to provide new school places;

= about £300 million for other smaller schools capital programmes, including £160 million to
remedy schools affected by RAAC;

= nearly £1 billion in capital spending on further education colleges.

3.7 Summary

Following a 10% real-terms reduction in school spending per pupil between 2010—11 and 2019—
20, there has been a recovery in school spending that has brought spending per pupil
approximately back to 2010 levels. On the face of it, there has been a £7.5 billion or 13%
increase in school funding since 2019-20. However, over half of the overall increase in school
funding over this period has been absorbed by the growing cost of SEND provision. As a result,
there has been much less growth in mainstream school spending per pupil, which has barely

increased in real terms since 2015-16.

20 https://committees.parliament.uk/publications/48133/documents/252161/default/.
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The Office for Budget Responsibility currently forecasts that spending on SEND will be about
£18 billion in 2028-29 (in today’s prices), almost double the level in real terms in 2015-16. This
is about £6 billion more than forecast funding in 2028-29. To fill this gap, the government
essentially has three options: slow the growth in spending; top up the schools budget; or reduce
mainstream school funding. Slowing the growth in spending and providing better-quality
provision is likely to be a big focus of the upcoming schools White Paper. Providing additional
funding is likely to be challenging. For context, the £6 billion funding gap forecast for 2028—-29

represents about 9% of total school funding and about 11% of mainstream school funding.

Looking forwards, the government has effectively frozen the core schools budget in real terms
between 2025-26 and 2028-29, with extra funding on top to expand eligibility for free school
meals. This settlement implies a 3% real-terms rise in overall funding per pupil as pupil numbers
are expected to fall for the next few years. To help find extra funding for SEND, the government
could seek to freeze mainstream school funding per pupil over the next three years. This would
likely release about £1.8 billion by 2028-29. However, this would likely be a tight picture for
schools, with funding per pupil growing by about 0.5—1 percentage points less than our
projections for school costs. Furthermore, the government can only make savings from falling
pupil numbers if it actually delivers reductions in resources, such as through reducing staff

numbers or closing schools.
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4. Further education and skills

Further education and skills cover a large and diverse part of England’s post-16 education
system. They include non-university academic and technical provision for young people beyond
compulsory schooling, as well as training and education for adults at different stages of their
working lives. Public spending on further education therefore supports a wide range of learners
and objectives, spanning initial post-16 study, reskilling and retraining, and the provision of
vocational and technical courses. In this chapter, we distinguish between two broad parts of the
further education and skills system — 16—18 further education, and adult education and skills —

and examine how spending has evolved over time in each.

Among all areas of education, further education saw the largest reductions in spending the
decade following 2010. This reflects a long-standing pattern in education funding (Drayton et
al., 2023): when overall spending increases, further education typically receives smaller
increases than other parts of the system, while periods of budgetary restraint tend to be
associated with relatively larger reductions than in other areas. Although there has been
additional funding for the sector since 2019, the increases have fallen short of reversing the

substantial real-terms cuts experienced since 2010.

At the 2025 Spending Review, the government announced an increase in day-to-day funding for
further education and skills that implies a real-terms rise of just over £300 million between
2025-26 and 2028-29. This settlement covers the main components of the further education and
skills budget — 16—19 education, adult skills and apprenticeships — which together account for
around £14 billion of public spending in 2025-26. However, the Spending Review did not set
out how this additional funding will be allocated across the different parts of the further

education and skills system, leaving scope for it to be distributed in different ways.

There were also a number of policy and institutional changes in 2025 with implications for
spending on further education and skills. Responsibility for adult education and apprenticeships
was transferred from the Department for Education to the Department for Work and Pensions.
The government also published the long-awaited Post-16 Education and Skills White Paper
setting out proposals for the organisation, governance and funding of the post-16 system
(Department for Education, 2025b). As discussed in Ogden and Tahir (2025), the proposed
reforms in the White Paper vary considerably in their level of development: some are policies
that have previously been announced, while others are genuinely new policies at a much earlier

stage and require substantial further design. Although the White Paper set out a broad range of
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policies, there was limited detail on how different strands are intended to fit together or how key

trade-offs within the skills system would be addressed.

In this context, the remainder of this chapter sets out trends in spending across further education
and skills. Section 4.1 examines spending per student in 16—18 education and Section 4.2
analyses overall spending on adult education and skills. Sections 4.3 to 4.5 then consider key
components of adult education and skills spending in turn — classroom-based provision,
apprenticeships and further education loans — before Section 4.6 assesses the financial position
of further education colleges and the pressures they are likely to face in the coming years.
Further details on the data and methods used in this chapter are provided at

https://ifs.org.uk/education-spending/methods-and-data.

4.1 Spending on 16-18 education

There are around 1.7 million young people aged 16—18 in further education and training in
England.?" In this report, we use the term 16-18 education to refer to post-16 study undertaken
by young people at further education providers, including school sixth forms, sixth-form
colleges and further education colleges. This includes students taking A levels, technical
qualifications and, in some cases, lower-level courses such as GCSE resits. Together, there are
just over 2,800 further education providers with around 2,400 school sixth forms (including
academies) and around 400 further education and sixth-form colleges.

Funding arrangements differ across these provider types. School sixth forms are funded through
the 16—-19 funding system, though schools with sixth form provision also receive funding for
younger pupils through the school funding system. Further education and sixth-form colleges
receive funding specifically for post-16 education, including both 16—18 provision and adult
skills funding. For colleges, public funding for 16—18 education represents a major component
of overall resources, accounting for nearly 60% of the total income of further education colleges
in England (Moura and Tabhir, 2024). In the analysis that follows, we focus on allocations made
through the 16—-19 funding system, which finances education for 16- to 18-year-olds (and a small

number of 19-year-olds), and use these allocations to calculate funding per student.

Figure 4.1 illustrates funding per student aged 16—18 in school sixth forms, further education
colleges and sixth-form colleges across academic years starting from 2013—14 (the earliest year
available in the data). The figures are based on annual funding allocations published by the
Department for Education, which set out the total public funding allocated to each provider for

the education of 16- to 19-year-olds. These allocations are determined centrally using a national

21 Qee ‘Participation Headlines’ from ‘Participation in education, training and employment age 16 to 18°.

© The Institute for Fiscal Studies, January 2026


https://ifs.org.uk/education-spending/methods-and-data
https://explore-education-statistics.service.gov.uk/data-tables/permalink/66831984-5219-4393-43f6-08de41545152

69 Annual report on education spending in England: 2025-26

funding formula, with key factors including lagged student numbers, the types of programmes

studied, area cost uplifts and measures of disadvantage.

Throughout this section, we focus on funding allocated per student aged 16—18 rather than the
actual expenditures. Actual spending can differ depending on how schools and colleges

distribute their budgets across different stages of education and other activities.

Figure 4.1. Funding per student in further education colleges, sixth-form colleges and school
sixth forms
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Note and source: See https://ifs.org.uk/education-spending/methods-and-data. HM Treasury, GDP
deflators, November 2025.

Funding per student aged 16—18 has consistently been higher in further education colleges than
in school sixth forms and sixth-form colleges. This is because further education college students
are more likely to pursue technical qualifications and often come from more disadvantaged
backgrounds, both of which attract higher funding levels. In the 2025-26 academic year, funding
per student in further education colleges is approximately £8,000, compared with £6,400 in
school sixth forms and £6,000 in sixth-form colleges. Between 2013—14 and 2019-20, real-terms
funding cuts affected school sixth forms and sixth-form colleges similarly, with a decrease in the
range 16—18%. Further education colleges experienced smaller cuts of 8% over the same period.
This difference is partly due to the higher prevalence of vocational qualifications in further
education colleges, which have benefited from targeted funding initiatives such as the Capacity
and Delivery Fund (CDF). Another factor is the decline in part-time study at further education
colleges: the share of part-time students aged 16—18 dropped from 17% in 2013 to just 10% by

the end of the decade. This shift has contributed to an increase in funding per student.
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Since 2019, additional funding has been allocated to further education. However, rising student
numbers and inflation have limited the extent to which this has translated into increases in
funding per student. Growth in student numbers has been particularly pronounced in further
education colleges in recent years. Between 2023-24 and 2025-26, student numbers in further
education colleges rose by around 7% per year, compared with average annual increases of
around 1% in school sixth forms and 2% in sixth-form colleges. This growth has been driven in
large part by a sharp rise in enrolments on level 2 courses (GCSEs or equivalent). The number of
16- to 17-year-olds studying at this level increased by around 50,000 (34%) between 2022 and
2024.%2 This increase likely reflects a combination of factors, including lower GCSE attainment
following the pandemic, underlying demographic changes and a shift towards vocational study
at level 2. As a result, increases in total funding have been spread across a larger student

population, dampening growth in funding per student.

For the current academic year (2025-26), real-terms funding per student is about 7% higher in
sixth-form colleges and about 11% higher in school sixth forms and further education colleges
than in 2019-20. Looking further back, this means that funding for students in school sixth
forms is 9% lower, and in sixth-form colleges 11% lower, than in 2013—14. A larger real-terms
increase in funding this year means that further education college spending per student is 1%
higher than in 2013-14.

To examine trends in spending over a longer period, we draw on different data sources that
allow funding allocations to be tracked back further in time but uses slightly different
definitions. In this dataset, spending for further education colleges and sixth-form colleges is
combined, and we refer to these institutions together as 16—18 colleges. In addition, spending is

recorded by financial year rather than academic year.

Figure 4.2 provides a picture of how per-student spending in school sixth forms and colleges has
changed over a longer period, starting from 1989-90 for colleges and from 2002—03 for school
sixth forms, with projections for 2026-27.

Since the start of public spending cuts in the 201011 financial year, spending per student has
declined across colleges and school sixth forms. Between 2010-11 and 2019-20, college
spending per student dropped by 14%, while school sixth forms saw a much sharper decline of
28%. For colleges, this reduction brought per-student spending back to roughly the same level as
in 2004-05. School sixth-form funding had reached its lowest level in the data series to date,
which extends back to 2002.

22 gee “Participation Institutions and Qualifications’ from ‘Participation in education, training and employment age
16 to 18°.
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Figure 4.2. Spending per student in 16—18 colleges and school sixth forms (projected for

2026-27)
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Note and source: See https://ifs.org.uk/education-spending/methods-and-data. HM Treasury, GDP
deflators, November 2025.

Overall, spending per student in 16—18 education across all institutions has increased by 9% in
real terms between 201920 and 2025-26. Yet even with additional funding, levels remain
significantly below those of 2010—11. In 2025-26, funding for colleges, encompassing both
further education and sixth-form colleges, is around 8% lower per student than it was in 2010—
11, while spending in school sixth forms is 20% below 2010—11 levels. Thus, the increased
funding from this government and the previous government only partially offsets the cuts of the
decade from 2010-11.

The Post-16 Education and Skills White Paper set out further detail on future funding levels. It
confirmed a real-terms increase of around £450 million in the 16—19 budget between 2025-26
and 202627, funded from within the Spending Review settlement. As shown in Figure 4.2, this
would lead to a 2.5% real-terms increase in spending per student aged 16—19 over this period.
This would return funding per student in colleges to around its 2012—13 level and funding in
school sixth forms to levels last seen in the mid 2010s. However, even after these increases,
college funding per student would remain around 6% below its 2010—11 level, while school
sixth-form funding would remain around 18% lower. Overall, recent funding increases reverse
some, but not all, of the real-terms decline experienced during the 2010s, and comes at a time of

growing demand for 16—18 education.

The White Paper also indicated a desire to at least hold spending per student constant in real

terms. With the size of the 16—18 population currently increasing, this would require further real-
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terms increases in total funding beyond those already announced. The number of 16- to 18-year-
olds in England has been rising since 2017 and is expected to continue increasing in the coming
years. Between 2018 and 2025, the size of this age group grew by around 300,000, or 16%.
Population projections suggest a further increase of around 70,000 (3%) by 2028, when the
number of 16- to 18-year-olds is expected to peak. Based on these population projections,
maintaining spending per student at its 2026—27 level in real terms would require total funding

to increase by a further £150 million (in today’s prices) by 2028-29.

4.2 Total spending on adult education and
skills

We next turn to spending on adult education and skills. This part of the further education system
encompasses a wide range of courses and learners, spanning different levels, modes of delivery
and policy objectives. Unlike for 16—18 education, it is therefore not meaningful to analyse
spending on a per-learner basis, given the diversity of provision and the variation in course
length, intensity and funding arrangements. Instead, we show trends in total public spending,

which we group into three broad categories:

= classroom-based learning, including basic skills and qualifications at multiple levels;
= subsidies for work-based learning, such as apprenticeships;

= Joans for further education courses, known as advanced learner loans.

Figure 4.3 shows public spending across these three categories from the early 2000s to the
present, alongside projections for 2025-26. Overall public funding for adult education and skills
has declined substantially since its peak in the early 2000s. In 2024-25, spending stood at
around £4.7 billion, around 30% below its inflation-adjusted high of £6.8 billion in 2003-04.
This decline has been driven primarily by large reductions in classroom-based learning, where
expenditure has fallen by around two-thirds, from £5.3 billion in the early 2000s to £1.8 billion
in 2024-25. By contrast, public funding for work-based learning has risen markedly over the
same period, reaching around £2.8 billion today and now consisting almost entirely of subsidies

for apprenticeships.
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Figure 4.3. Public spending on adult education and skills (projected for 2025-26)
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assumption that the outlay remains constant in cash terms between 2024—-25 and 2025-26.

Source: Classroom-based learning from 2019-20 to now is based on Education and Skills Funding
Agency annual accounts and ‘Adult skills fund: devolved grant determination letters’. For the latest year
(2024-25), see ESFA annual report and accounts 2024 to 2025 and Adult skills fund: devolved grant
determination letters 2025. For previous years, see source for figure 6.4 in Drayton et al. (2022). Work-
based learning or apprenticeships from 2023—24 to now is based on Department for Education annual
accounts. For the latest year (2024—25), see Department for Education Consolidated annual report and
accounts 2024 to 2025. For previous years, see source for figure 6.4 in Drayton et al. (2022). Amount
lent through advanced learner loans from Student Loans Company, Student loans for further and higher
education — England. For the latest year (2024-25), see Student Loans Company, Student loans in
England: 2024 to 2025. HM Treasury GDP deflators, November 2025.

These trends reflect both a long-running retrenchment in entitlements to low-level classroom-
based learning and a gradual reorientation of adult skills funding towards work-based provision.
During the 2000s, some of the reductions in classroom-based funding were offset by increased
support for work-based learning, leaving overall spending relatively stable. Expenditure on
work-based learning reached a peak of around £3 billion in 2009-10 following the introduction
of the Train to Gain programme.? In the 2010s, spending on work-based learning settled at just

over £2 billion annually (in today’s prices) as funding for classroom-based learning continued to

2 Train to Gain was a major government-funded work-based training programme introduced in the mid 2000s to
subsidise employer-led training for adults with low existing qualification levels.
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decline. Since 2020, public spending on apprenticeships has risen again, reaching around

£2.8 billion in 202425 and projected to increase to £3 billion in 2025-26. Advanced learner
loans, introduced in 2013—14, have consistently accounted for only a small share of total adult
skills funding. By 2024-25, approximately £90 million was issued through these loans, making
up just 2% of the overall skills budget.

Looking ahead, the Spending Review implies a real-terms increase of just over £300 million in
total funding for further education and skills between 2025-26 and 2028-29, but leaves open
how this funding will be distributed across the system. If the government chooses to maintain
spending per student in 16—18 education at its 2026—27 level in real terms, much of this
additional funding would be absorbed by rising student numbers, limiting the scope for increases
in spending elsewhere. Alongside this, the Autumn Budget announced £725 million in additional
cash-terms funding for the growth and skills levy over the Spending Review period. While the
precise timing of this extra funding has not been set out, an even profile would imply a real-
terms increase of around £50 million in the total apprenticeship budget in 2028-29 relative to
2025-26. Taken together, if the government maintains real-terms spending per student in 16—18
education at its 202627 level and the additional growth and skills levy funding is spread evenly
over the Spending Review period, public spending on adult education and skills in 2028-29
would be broadly flat in real terms compared with 2025-26.

4.3 Classroom-based adult education

There have been large and sustained reductions in public spending on classroom-based adult
learning over time driven by two main factors. The first is a sharp decline in participation. As
shown in Figure 4.4, the number of publicly funded classroom-based further education courses
taken by adults in England fell from 5.4 million in 2004—05 to just 1.7 million in 2024-25, a
reduction of around 70%. While participation has declined across all course levels, the largest
falls occurred at the lowest levels (below level 2, which corresponds to study below GCSE
level), particularly during the 2000s. Declining participation has had direct implications for
funding for colleges and other providers, since funding is largely determined by the number of

courses delivered.

The fall in the number of classroom-based learners reflects a series of policy decisions over time,
including the withdrawal of public funding for some low-level qualifications in the 2000s, a shift
in emphasis towards apprenticeship-based training, and tighter eligibility criteria for funding
entitlements introduced during the 2010s. The implications of this decline depend on which
types of courses have been reduced. Evidence suggests that labour market returns vary
substantially across further education qualifications, with many low-level classroom-based

courses associated with relatively limited earnings gains (Tahir, 2023).
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Figure 4.4. Participation in classroom-based further education courses by adults (19+) in
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Academic year (starting in August)

Note: Level 2 courses correspond to GCSE or equivalent. Skills for Life encompasses everyday literacy
and numeracy courses. Level 3 corresponds to A level or equivalent qualifications. Level 4+ corresponds to
higher-level qualifications such as Higher National Certificates or Higher National Diplomas.

Source: Learner numbers from 2002—03 to 2018-19 from figure 2.2 in Sibieta, Tahir and Waltmann
(2021). Learner numbers for 2019-20 to 2024-25 calculated from ‘Headline - Full year - Participation,
Achievement by Provision type’ from ‘Further education and skills’.

A second driver of the decline in public spending on classroom-based adult learning has been a
substantial reduction in funding rates in real terms. Funding for adult education delivered by
further education providers is allocated through a formula that incorporates a course funding
rate, a disadvantage uplift and an area cost uplift, reflecting differences in learner characteristics
and regional cost pressures. Since 2013—-14, the Education and Skills Funding Agency has used
the following formula to allocate funding through the Adult Skills Fund:

Funding received for teaching a learner

= Course funding rate x Disadvantage uplift x Area cost uplift

The course funding rate — based on the number of guided learning hours and the subject area — is
the most important component of this formula. Since at least 2013—14, funding rates for most
adult education courses have largely been held constant in cash terms. Although there have been
uplifts to formula-funded provision under the Adult Skills Fund in recent years, this has not

offset the cumulative effect of the prolonged cash-terms freeze.

© The Institute for Fiscal Studies, January 2026


https://explore-education-statistics.service.gov.uk/data-tables/permalink/93134f61-1e2f-4828-4a67-08de398c3998
https://explore-education-statistics.service.gov.uk/data-tables/permalink/93134f61-1e2f-4828-4a67-08de398c3998

76 Annual report on education spending in England: 2025-26

Figure 4.5 illustrates how funding rates for a selection of the most commonly taken classroom-
based courses have changed in real terms since 2013—14. The government increased the funding
rate for GCSE English and maths in 2015-16, after which providers received a fixed cash-terms
payment of £811 per student for teaching these courses between 2015—-16 and 2023-24. The
funding rates for functional skills courses, which are courses in basic English and maths often
taken by adults without GCSE passes, have not changed in cash terms in the last decade. As a
result, rising inflation has substantially eroded the real value of funding. Between 2013—14 and
2025-26, the real-terms value of programme funding fell by around 15% for GCSE English and

maths courses and by around 29% for functional skills courses.

Figure 4.5. Programme funding rates for selected classroom-based courses
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Source: Programme funding rates obtained from Department for Education adult skills fund guidance;
for latest year (2025-26), see https://www.gov.uk/government/publications/adult-skills-fund-funding-
rates-and-formula/dfe-funded-adult-skills-fund-funding-rates-and-formula-2025-t0-2026. HM Treasury,
GDP deflators, November 2025.

Funding rates for classroom-based adult education have been held constant in cash terms for a
prolonged period. Using cash-terms freezes as the primary mechanism for setting funding levels
is unlikely to be good policy, as it offers little assurance that funding remains aligned with
delivery costs as these evolve over time. With responsibility for this area of spending now
transferred to the Department for Work and Pensions, future funding trends will depend on

whether and how funding rates are reviewed under these new arrangements.
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4.4 Apprenticeships

Alongside classroom-based adult education, apprenticeships account for a substantial share of
public spending on adult skills, but are funded through a distinct institutional and financial
framework — the apprenticeship levy. The levy has been a central feature of England’s skills
system since its introduction in 2017. Large employers — those with annual paybills above

£3 million — pay a tax of 0.5% on their paybill above this threshold. In England, the funds from
this levy can be used by all employers (both those that pay the levy and those that do not) to

subsidise the training and assessment costs of apprentices.

Despite the name, the apprenticeship levy is not a hypothecated tax where the revenue collected
goes directly into a separate fund dedicated solely to apprenticeships. Instead, the Treasury sets
an apprenticeship budget in England. While the revenue from the levy is an important factor in
setting the apprenticeship budget, other considerations such as broader policy objectives can also
play a part. The devolved governments of Scotland, Wales and Northern Ireland receive a
corresponding amount via the Barnett formula. The level of allocated funding can be, and has

been, different from the amount of money raised through the apprenticeship levy.

Figure 4.6. Funds raised by, allocated to and spent from the apprenticeship levy

® Funds raised by the levy ® Funds spent in England
Apprenticeship budget in England m Devolved levy funds
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£ billion, 2025-26 prices

Source: Funds raised by the levy from the Office for Budget Responsibility’'s Economic and Fiscal
Outlook; for latest year (2024—-25), see ‘November 2025 Economic and fiscal outlook — charts and
tables: Annex A’ at https://obr.uk/efo/economic-and-fiscal-outlook-november-2025/. Funds spent in
England and apprenticeship budget in England from Freedom of Information request. Funds allocated
to devolved nations between 2017-18 and 2019-20 from HM Treasury (2016) and calculated using
Barnett formula for remaining years.
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Figure 4.6 shows the revenue generated by the apprenticeship levy, the funds allocated to
England’s apprenticeship budget and the amount allocated to devolved nations, as well as the

actual expenditure from England’s apprenticeship budget.

In the early years of the apprenticeship levy, levy receipts were broadly in line with the funding
allocated for apprenticeships (the sum of the apprenticeship budget in England and transfers to
the devolved nations). Since 2021-22, however, levy revenues have grown faster than the
apprenticeship budget, with the surplus rising from around £345 million in 2021-22 to almost
£840 million in 2024-25. At the same time, the gap between the apprenticeship budget in
England and funds spent in England has narrowed. In the first four years of the levy, only around
75—-80% of the allocated budget was spent each year. More recently, spending has been close to
the budget, with the spending and the allocated budget almost identical in the latest year. As a
result, while the gap between levy revenues and the apprenticeship budget has widened, the

earlier pattern of underspends against the budget has largely disappeared.

The basic structure of the levy has remained unchanged since 2017, but successive governments
have made incremental adjustments, and suggestions have been raised about whether the system
should allow employers to subsidise a broader set of training options (Tahir, 2023). Prior to the
election, the Labour Party set out proposals to broaden the levy into a ‘growth and skills levy’,
enabling employers to use up to 50% of their contributions to fund approved non-apprenticeship
training (Farquharson, Sibieta and Tahir, 2024). The intention was to address underinvestment in
training that is not currently eligible for support. But widening the scope of subsidised training
also brings challenges, including the risk of deadweight — funding activity that would have taken

place anyway — and the need for quality assurance across a more diverse set of courses.

Since taking office, the government has begun to make changes to the levy system, though the
steps taken up until now have focused on controlling costs rather than widening flexibility.
Shortly after the election, the Department for Education announced that levy funds could no
longer be used to support level 7 (equivalent to master’s level) apprenticeships for adults aged
22 and over.?* This change reflects mounting pressure on the apprenticeship budget. Figure 4.7
shows that spending on higher-level apprenticeships (level 4 and above) has risen from 13% of
total spending in 2017-18 to 42% in 202324, and level 7 programmes alone increased from 1%
to nearly 10% over the same period. These apprenticeships are predominantly taken up by adults
who already hold degrees, with 74% of higher-level (Ievel 4 and above) starts in 2024-25 by
individuals aged 25 and over. This shift has placed a growing strain on the apprenticeship

budget, particularly because higher-level apprenticeships tend to be longer and more expensive.

24 https://www.gov.uk/government/publications/dfe-update-28-may-2025/dfe-update-further-education-28-may-2025.
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Figure 4.7. Share of apprenticeship budget spent in England on each apprenticeship level
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The recent Post-16 Education and Skills White Paper provided some indication of how the
apprenticeship levy is intended to evolve into a growth and skills levy. From April 2026,
employers will ‘be able to use the levy on short, flexible training courses’. These courses will
take the form of ‘apprenticeship units’ and will be available in a set of designated critical skills
areas. However, significant details on how apprenticeship units will be defined, approved or
delivered remain unclear, which is concerning given that the planned introduction date is

extremely close.

In addition, by restricting eligibility to courses in designated critical skills areas, the government
appears to be moving towards a narrower model than the broader flexibility proposed prior to the
election. There are clear rationales for targeting public subsidy towards regulated, high-quality
provision in areas of identified labour market need. However, many employers also invest in
training that falls outside these categories, and tighter eligibility may limit the extent to which
the levy supports wider workforce development. The challenge for the government will be to
balance flexibility, cost control and the targeting of public funds towards training with

demonstrable economic value.

4.5 Further education loans

Alongside grant-based funding for classroom-based provision and levy-funded apprenticeships,

the government also supports adult participation in further education through income-contingent
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loans. These are provided through advanced learner loans, which fund tuition costs for eligible
further education courses (between level 3 and level 6). Spending on further education loans is
small relative to other parts of the post-18 finance system. In the 202425 financial year, the
amount lent through advanced learner loans (£80 million in cash terms) accounted for 0.4% of
the total value of higher education loans issued (£20.6 billion).?

Despite their relatively modest scale, further education loans play a distinct role within the adult
skills system and have been subject to a number of policy changes over time. The system is now
set to be reformed through the introduction of the Lifelong Learning Entitlement (LLE), which
represents a significant change in how post-18 education is financed. First announced in 2020,

the first LLE-funded courses are expected to open for applications in September 2026.

The Lifelong Learning Entitlement can be viewed as a package of three closely related reforms
to the post-18 loan system (Tahir, 2023). First, it will integrate the two existing loan schemes —
higher education student loans and advanced learner loans — into a single system, replacing what
is currently a fragmented set of arrangements. Second, it will remove the ‘equivalent or lower
qualification’ (ELQ) restriction, allowing adults to access loan funding for courses at the same
level as or lower than a qualification they already hold. Third, it will introduce modular funding,
enabling learners to take out loans for individual modules or short courses rather than only for
full qualifications. Eligible learners will have access to their full entitlement from age 18, while
existing adult learners will transition onto the new system with a residual entitlement reflecting
previous loan use. At least initially, however, modular funding will be available only for subject

areas aligned with priority skills needs under the government’s Industrial Strategy.

In principle, removing ELQ restrictions and extending loan funding to modular study at levels
4-6 could make it easier for adults to retrain or update their skills. Whether this occurs in
practice will depend on both learner demand and provider participation. On the demand side,
there is considerable uncertainty about the extent of unmet demand for modular learning and the
degree to which access to loan funding represents a binding constraint. Evidence from the
Learning and Work Institute’s Adult Participation in Learning Survey shows that the share of
adults citing cost as a barrier to learning rose from 8% in 2019 to 24% in 2025 (Phipps et al.,
2025). However, adults also report a range of non-financial barriers, including time constraints,
work or caring responsibilities, low confidence, feeling ‘too old’ or difficulty identifying
suitable courses. Expanding loan eligibility alone is unlikely to address these wider constraints

on participation.

Access to loans may also be insufficient if learners lack clear information about the likely

returns to modular study. While there is extensive evidence on the labour market returns to full

25 https://www.gov.uk/government/statistics/student-loans-in-england-2024-t0-2025.
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qualifications — particularly degrees — there is very limited evidence on the value of short
courses or ‘micro-credentials’. A recent OECD review concludes that there is ‘very limited
evidence’ on the value of such courses ‘to learners and the wider society’ (OECD, 2021, p. 31).
In the absence of clear information on returns, some learners may be reluctant to take on debt for
modular provision. Early evidence from the Office for Students’s short-course trial in 202223
illustrates this challenge: although around 2,000 enrolments were expected, only 125 learners
ultimately enrolled (Office for Students, 2024). This suggests that achieving meaningful scale
under the Lifelong Learning Entitlement will require effective communication and promotion,

alongside the availability of suitable provision.

The incentives facing providers are also uncertain. Even where modular courses could be
derived from existing degree programmes, delivering them as standalone units can be costly.
Providers may need to invest in new systems for credit accumulation and transfer, additional
quality assurance processes, and redesigned curricula originally structured around longer
programmes. These requirements mean that the supply of modular provision may expand only
gradually, potentially limiting learner choice in the early years of the Lifelong Learning
Entitlement. The take-up and delivery of modular provision as the Lifelong Learning
Entitlement is introduced will therefore be an important area for close attention over the coming

years.

4.6 Further education college finances and
future cost pressures

Further education colleges are the main providers of further education and training in England,
with 211 colleges currently operating across England.?® Since 2022, these colleges have been
classified as part of the public sector. They rely heavily on public funding with around 80% of
their income coming from 16—19 education funding and the various channels of adult education
and skills funding (Moura and Tahir, 2024). As this chapter has shown, these funding streams
have experienced substantial real-terms reductions during the 2010s, which has contributed to a

deterioration in the financial position of the college sector.

Figure 4.8 shows the distribution of operating surpluses and deficits across further education
colleges in England, a commonly used indicator of financial health. On this measure, the sector’s
financial position worsened markedly in the early 2010s. In 2010-11, just 16% of colleges
(weighted by income) were operating in deficit. By 2015-16, this figure had more than tripled to

54%, with almost one in five colleges reporting deficits exceeding 5% of their income. Financial

26 https://www.aoc.co.uk/about/list-of-colleges-in-the-uk.
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performance has improved since 2017. Despite this improvement, in 2023—24 (the latest year for
which data are available), 28% of colleges were operating in deficit. While a single year of
deficit does not necessarily indicate acute financial distress, 16% of those colleges reporting

deficits in 2023-24 had been in deficit for at least three consecutive years

Figure 4.8. Distribution of deficits and surpluses across English colleges
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Before further education colleges were reclassified as public sector bodies in 2022, colleges in
deficit had some scope to manage short-term cash-flow pressures through borrowing from
commercial lenders. Reclassification in 2022 was accompanied by the immediate introduction of
public sector borrowing controls, with colleges mandated to borrow directly from the
Department for Education and also typically having to provide strict financial assurances. As a
result, colleges facing financial difficulties now have more limited and more tightly regulated

options for managing deficits and debt.

These persistent deficits help to frame the cost pressures colleges are likely to face in the coming
years. Colleges have limited scope to absorb these pressures through adjustments to their largest
area of spending, staff costs. Staff expenditure accounts for around 70% of total spending in
further education colleges in England (Moura and Tahir, 2024), meaning that changes in pay
have particularly significant implications for financial sustainability. College staff have
experienced substantial real-terms pay cuts since 2010, with particularly sharp declines during
recent years of high inflation. These trends appear to be reflected in high exit rates among

college teachers, with almost half leaving the profession within three years of entry (Sibieta and
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Tahir, 2023). With recruitment and retention challenges evident, colleges are likely to have
limited scope to reduce staff costs further without risking additional strain on staffing capacity

and provision.

Further cost pressures are also likely to arise from the continuing process of reform affecting
further education. Many of the reforms announced in the Post-16 Education and Skills White
Paper are likely to have direct implications for further education colleges. These include changes
to post-16 qualifications, such as the replacement of existing vocational qualifications with new
programmes such as V levels, which will require colleges to redesign curricula and adapt
delivery models. New entitlements for young people, including the Youth Guarantee, are also
likely to increase expectations on colleges to expand provision and support a wider group of
learners. Alongside this, proposals for new professional development pathways for further
education teachers may add to staffing and training costs. The measures set out in the White
Paper also come on top of a series of earlier reforms to funding rules, accountability

arrangements and qualification structures, adding to the cumulative burden on providers.

4.7 Summary

The combination of historical funding cuts — only partially reversed in previous years — and new
pressures will present significant challenges over the next few years. While the share of colleges
operating in deficit has fallen since the mid 2010s, deficits remain persistent for a substantial
minority of institutions, and reclassification as public sector bodies has limited colleges’ ability
to manage pressures through commercial borrowing or short-term financial adjustments.
Looking ahead, providers face a mix of rising demand driven in part by growth in the 16—18
population, continued pressures on staff pay and retention, and the cumulative costs associated
with successive reforms to qualifications, entitlements and workforce expectations. With
responsibility for further education funding now shared between the Department for Education
and the Department for Work and Pensions, how these two departments decide to prioritise and
allocate resources will be central to the ability of colleges and the broader further education

sector to respond to these pressures.
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5. Higher education

Under the current higher education funding system in England, the government pays around

£22 billion up front to fund the education of each cohort of around 490,000 England-domiciled
full-time undergraduate students studying anywhere in the UK. This covers spending on students
at higher education institutions or at alternative providers that are eligible to charge full tuition

fees. In particular, it includes:

= £11.2 billion of student loans for tuition fees;
=  £9.6 billion of loans for students’ living costs while they are at university (‘maintenance’);
= £1.3 billion of direct grant funding paid to universities, for the teaching of particular high-

cost courses, and some premiums for student disadvantage.?’

In the long run, the government gets back the vast majority of this initial outlay as graduates
make repayments on their student loans. This means the up-front spending is likely to
substantially overstate eventual public spending on higher education, which will consist of direct
grants and any portion of student loans that is not repaid (i.e. those that are ‘written off”).

In this chapter, we start by considering changes in spending on higher education teaching,
particularly recent government announcements on the tuition fee cap and direct grants paid to
universities, and proposals for a new levy on tuition fees paid by international students. We then
turn to spending on living cost support for students, how this has changed over time and
proposals for new maintenance grants, which will not need to be repaid. We then look at changes
in student loan terms for existing borrowers that were announced at the Autumn Budget and
which will see earlier cohorts of graduates repaying more towards their existing loans — and

substantially more than they might have expected when they applied to university.

5.1 Funding for teaching

By far the most important source of funding for universities teaching England-domiciled
undergraduates is tuition fees paid by students, which are subject to a cap set by government.
Since the fee cap was increased to £9,000 from 2012—13, repeated cash-terms freezes had seen

the real-terms value of the cap eroded in real terms. As shown by the yellow dotted line in

27 Source: https://explore-education-statistics.service.gov.uk/find-statistics/student-loan-forecasts-for-england/2024-
25 and Office for Students (2025b).
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Figure 5.1, this real-terms decline was particularly steep after 2021-22 as a result of higher
inflation. By 202425, the fee cap was worth around a quarter less than it had been in 2012-13.
Largely as a result, a growing share of higher education providers are facing financial
challenges, with 45% forecasting an in-year deficit in 202425 (Office for Students, 2025a).

Figure 5.1. Tuition fee cap for full-time undergraduate courses, per year
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Note: Maximum tuition fees that UK universities can charge for home fee students starting or continuing
full-time courses. Dashed lines are projections reflecting planned increases to 2027-28, and thereafter
assume increases in line with the Office for Budget Responsibility’s November 2025 forecasts for RPIX in
the first quarter of each academic year. Dotted lines show evolution of fees in real terms since the rises in
1998-99, 2006-07 and 2012-13, using the financial year GDP deflator applying for the first half of the
relevant academic year.

Source: Historical fee levels taken from relevant secondary legislation. Department for Education,
2025d. Office for Budget Responsibility’s Economic and Fiscal Outlook, November 2025. HM
Treasury’s GDP deflators, November 2025.

In 2024, the government announced that it would increase the fee cap in line with inflation for
the 2025-26 academic year, from £9,250 to £9,535. It has now confirmed that the cap will
increase in each of the next two academic years (to £9,790 and £10,050). It then plans to
legislate to make increases in line with inflation automatic in subsequent years, at least for
providers meeting particular quality thresholds.?® Annual increases of a few percent were

standard prior to 2012—13, such that the value of fees was roughly maintained in real terms in

28 As we described in Ogden and Tahir (2025), there are already differential fee caps by provider, currently reflecting
whether providers have a Teaching Excellence Framework award and/or an access and participation plan from the
Office for Students.
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the years following major rises (in 1998-99 and 2006—07). While scheduling future rises is no
guarantee that they will actually happen, making them the policy default may make them less
politically costly for the government. It also provides some welcome certainty to universities

attempting to plan.

The vast majority of eligible students take out government-backed student loans for the cost of
tuition, and the amount these students will be able to borrow for tuition will increase with the fee
cap. This means that those taking out these loans will not pay more up front as a result of the
cash-terms increase in fees, compared with a further freeze, but will instead graduate with higher
loan balances. The fee rises will also not affect monthly loan repayments as, under the current
system, monthly loan repayments only depend on a borrower’s earnings and not on their
outstanding loan balance. Around 1 in 5 borrowers, who would never clear their loans even if
fees had been frozen again, will never repay any more as a result of the fee rises. For the
majority of borrowers who can expect to repay their loans in full before they are written off (40
years after graduation for most affected), the tuition fee rises will mean they continue making
loan repayments for a few more months than they otherwise would have, typically in their late
30s or 40s.

The other main source of funding for teaching England-domiciled undergraduates is direct grants
paid to universities for teaching particular high-cost courses. Partly offsetting the tuition fee rise
in 2025-26, there was an £87 million (8.3%) cash-terms cut in this funding in the same

academic year.

For the finances of the sector as a whole, the indexation of tuition fees is far more consequential:
remaining high-cost subject funding (£956 million in 2025-26) is worth less than a tenth of
tuition fee income from domestic students. Even if cuts of a similar scale were to be made to
grant funding in future years, the indexation of the tuition fee cap would see real-terms per-
student teaching resources roughly maintained in real terms. As shown in Figure 6.1 in the next
chapter, up-front spending on teaching resources per higher education student had declined
steadily, standing at £9,900 per year for the 202425 university entry cohort. This was around
£2,700 or 22% lower in real terms than in 2012—13, largely because of cash-terms freezes to the
fee cap, which were not offset by above-inflation rises in teaching grants. As a result of the

indexation of fees, we now expect further real-terms cuts to per-student funding to be avoided.

However, changes in the method by which the remaining grants are allocated could still be
consequential for the provision of particular subjects. For the current academic year, the
government instructed the Office for Students to reprioritise funding away from courses such as
media studies and towards lab-based courses (Office for Students, 2025b). The government has
since committed to reviewing grant funding for universities to ensure funding is aligned with

future skills needs and targeted towards ‘high priority courses that address the needs of the
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national economy’.?® This is likely to involve further reallocations of grants between subject

areas, in an attempt to change providers’ incentives to deliver particular courses.

International student levy

Tuition fees paid by international students, which were worth £10.9 billion across England in
2023-24, constitute another major source of income for universities. Such fees accounted for
23% of all higher education providers’ income that year, up from 17% in 2017-18. Providers
reported that they generated a substantial surplus on the teaching of international students in
2023-24, with tuition fees paid by these students exceeding the costs of teaching them by around
43% on average.*® Recruiting rising numbers of international students has supported the

financial position of many providers in recent years.

The government proposes to introduce a new levy on international student fees from August
2028, and provided more technical detail of the design of the levy in a consultation published
alongside the Autumn Budget (Department for Education, 2025¢). Such a levy would be likely
to lead both to an increase in the levy-inclusive tuition fee (price) charged to international
students and to a fall in numbers (quantity).>! In its impact analysis, the government estimates
that there will be around 14,000 fewer international students enrolled in the first year, but that
the levy will raise £445 million in the first year in relation to those international students who do
enrol (Department for Education, 2025f). The incidence of the levy is expected to be partially on
international students — who will pay higher total fees, even accounting for the fall in enrolments
— and partly on universities, which are expected to lose income of £270 million in 2028-29. The
impact on the sector’s overall surplus will be slightly smaller than this, to the extent that

universities face lower costs as a result of needing to teach fewer international students.

On the design of the levy, the government has proposed a flat fee of £925 per international
student per year of study, which will not be charged for the first 220 students registered at each
provider. This is likely to take many smaller providers — including specialist providers such as
Courtauld Institute of Art, Leeds Conservatoire and the Northern School of Contemporary
Dance — out of scope of the levy entirely. Amongst those that would be expected to pay the levy

2 Specifically, the government committed in the Post-16 Education and Skills White Paper (Department for
Education, 2025b) to review the Strategic Priorities Grant (SPG) that the Department for Education provides to the
Office for Students. The cut in funding for high-cost courses this academic year followed a 7.4% (£108 million)

cash-terms cut in non-capital SPG in the 2025-26 financial year.

30 Higher education institutions in England and Northern Ireland reported 143% cost recovery on non-publicly

funded teaching activity (primarily international students, but also self-funded students) in 202324 (Office for
Students, 2025¢).

As discussed in Ogden and Tahir (2025), the decline in student numbers, and the revenues raised from the levy,
will depend on both how responsive international students’ demand is to the fees they pay and how responsive
universities’ supply of places is to the fee income they receive (the price elasticity of demand and supply for
student places respectively). The extent to which post-levy fees rise will depend on the price elasticity of demand
relative to supply.

31
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based on their student numbers, there was large variation in average tuition fee income per full-
time international student per year in 2023—24 — from more than £30,000 at some of the most
prestigious universities (Imperial College London and the Universities of Oxford and
Cambridge) to less than £10,000 at York St John University, Edge Hill University and Liverpool
Hope University, for example (Ogden and Tahir, 2025). This means the proposed flat levy
would have been equivalent to less than 3% of international fee income at some of those with the
highest fee income per student, but to more than 10% at a handful of providers with particularly
low fees in 2023-24.%2

The government has claimed that the levy — and the use of the levy revenues elsewhere in the
skills system, including to fund new maintenance grants (discussed in Section 5.2) — will ensure
that some of the ‘financial benefit’ provided by international students accrues to disadvantaged
domestic students. This implies that the levy revenues will be ‘hypothecated’, earmarked for a
specific purpose. However, there is no reason to believe that optimal spending on the
government’s policies for the skills sector would be likely to match — or evolve over time in the
same way as — levy revenues. If the amount raised from the levy does not affect spending on
skills, and the aim of the levy is purely to raise revenues, the government should make the case

for why such a levy is the best way to raise additional revenues on its own merits.

In practice, the introduction of an international student levy may be an imperfect way of the
government meeting two potential policy aims: reducing the number of particular types of
international students without directly restricting immigration; and capturing part of the
surpluses providers are making from international student fees. It is not clear that the
government could straightforwardly achieve the latter aim through reprioritising existing
government grants, given the relatively small role now for direct grants in the funding of higher
education. Indeed, at 16 providers, the potential revenues from a levy had one been implemented
in 2023-24 would exceed the total value of grant funding the provider received from the Office
for Students in the same year.*® This is particularly stark in the case of the London School of
Economics, where levy revenues could exceed £7 million per year, but which receives relatively
little direct grant funding (£466,000 in 202324 and less than £184,000 in 2025-26) as a result

of its subject mix and relatively low share of domestic students.

32 A5 assumed in official modelling, demand for places at these providers, which tend to be less selective and less
internationally prestigious, is also likely to be more price-elastic.

33 Authors’ calculations using HESA student data (https://www.hesa.ac.uk/data-and-analysis/students/table-1) and
table A1 at https://www.officeforstudents.org.uk/publications/recurrent-funding-for-2023-24/.
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5.2 Living cost support

As is the case for tuition fees, government support for students’ living costs is currently in the
form of maintenance loans. Most undergraduates are entitled to borrow an amount each year
which reflects their living situation (whether they live at home and whether they study in
London) and their household income. The government has committed to increasing maximum
maintenance loan entitlements each year in line with forecast inflation, specifically forecast
RPIX — as has been long-standing government policy. Based on the latest inflation forecasts,
maximum loan entitlements for those living away from home and studying outside of London
are set to increase from £10,544 in 2025-26 to £10,830 in 202627 and £11,120 in 2027-28.

As discussed in Ogden and Tahir (2025), the real-terms generosity of student maintenance
support has still declined substantially over the last decade, despite this policy of indexation.

This has resulted from two features of how entitlements are determined:

= Increases in loan entitlements are set based on forecasts for inflation and, in recent years,
higher-than-expected inflation has led to a real-terms loss of value in the maximum amount
the poorest students can borrow.

= The household income thresholds that determine how much of the maximum each student is
eligible for have been frozen in cash terms for many years. The threshold below which
students are entitled to the maximum means-tested support has been at £25,000 since 2008,
despite average nominal earnings growth of more than 60% over the same period. This has

meant equivalently well-off students have been eligible for less of the maximum each year.

Together, these factors have substantially reshaped the way in which students are provided with
living cost support since 2016—17, when the current system for living cost support was
introduced. As shown in Figure 5.2, the amount students with equivalent household incomes
have been entitled to borrow has declined between 2016—17 (blue line) and 2025-26 (green
line), with the largest declines of more than 37% (around £2,900) for those around the current

threshold for receiving the minimum support (£62,377).

The government has not indicated that it plans to apply any indexation to these income
thresholds in future years. If maximum entitlements continue to be increased each year in line
with the same measure of forecast inflation, but income thresholds remain frozen in cash terms,
then by 2029-30 we expect the schedule of support to be as described by the yellow dashed line.
Support for the lowest-income students may have increased slightly, as a result of indexation by
RPIX, which is forecast to be higher than the measure of inflation (CPI) we use to compare the
real-terms value of support over time. However, we estimate that some students — those with

household residual incomes of between £23,400 and £61,400 — may be able to borrow /ess in
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real terms than they would be entitled to this academic year, with the largest falls of over £1,100

(around a sixth) for those with household incomes of around £53,000.34

Figure 5.2. Maintenance loan entitlements per year, by household income
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Note: For England-domiciled students living away from home and studying outside London. Entitlements
for students starting courses each academic year in CPI real terms (2026Q1 prices). Household residual
income thresholds are expressed in 2025-26 financial year prices, and changes over time reflect growth in
average earnings between the relevant financial years upon which entitlements are based (e.g. 2023-24
tax year for entitlements in the 2025-26 academic year).

Source: Authors’ calculations using student finance guides (Student Finance England, 2016; Student
Loans Company, 2025) and Office for Budget Responsibility’s Economic and Fiscal Outlook, November
2025.

Maintenance grants

While maintenance loans will continue to account for the vast majority of living cost support,
the government has committed to introducing maintenance grants in the 2028—29 academic year,
and set out more detail as to the design of the new grants in a policy paper alongside the Autumn
Budget (Department for Education, 2025g). They will only be available to students who are

studying particular eligible courses.

34 For context, 230,000 students, around a fifth of English students who took out a student loan in 2022-23, had a
household residual income of between £25,000 and £60,000 in that year (table 10 of https://explore-education-
statistics.service.gov.uk/find-statistics/student-loan-forecasts-for-england/2024-25).
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One important aim of the policy is to provide additional living cost support for disadvantaged
students, to increase their disposable income in the short run and potentially increase their ability
to participate and succeed in higher education (e.g. through supporting them to undertake fewer
hours of paid work). To this end, the policy paper confirmed that these grants will be provided in
addition to existing loan entitlements, and so will increase the up-front living cost support

available to those students on eligible courses.

Figure 5.3. Maintenance entitlements for students on eligible courses in 2028-29, by
household income
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Note: For England-domiciled students living away from home and studying outside London. 2028-29 loan
entitlements assume maximum entitlements are increased in line with RPIX and income thresholds are
frozen in cash terms. Grant entitlements are as in the first and second year of study.

Source: Authors’ calculations using Department for Education (2025g); Office for Budget
Responsibility’s Economic and Fiscal Outlook, November 2025.

As shown in Figure 5.3, those with household incomes up to the threshold that entitles them to
the maximum maintenance loan — currently £25,000 — will be entitled to the maximum grant of
£1,000 per year. The amount of grant received will be tapered down gradually to £500 per year
for those with household incomes £5,000 above this threshold (currently £30,000), with no grant
available to students just above this threshold. By 2028-29, students living away from home,
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studying outside London, might expect to be eligible for a maximum maintenance loan of

£11,438, and so a £1,000 grant would be equivalent to an 8.7% increase in support.>®

This design introduces an undesirable cliff-edge into the English student support system, which
will see students in almost-identical circumstances awarded very different levels of support. If
this is anticipated by households, it also risks disincentivising some close to the income
threshold from work as they could lose out on a substantial amount of support (£500) if their
income increased just slightly. This risk could have been reduced and the design improved by

tapering the grant down to zero, or at least to a lower level before it is withdrawn.

The government has also confirmed that the grants will be available both to new students and to
those in later years of their courses. This will reduce the incentive for low-income students to
defer entry to 2028-29 in order to benefit from the grant: under the current policy, they will lose
one year of grant if they instead start their course in 2027-28, rather than grant for all years of
study. In the case of the 2012—13 reforms, which increased the fee cap to £9,000 for new
students, participation increased sharply in 201112 as students who might otherwise have
deferred entry to take a gap year were induced to start courses before the reforms came in. While
the financial stakes in that case were much higher, this suggests that when to start their course is
a potential margin of adjustment for some students, and so designing the policy to reduce the

incentive for some students to defer starting their studies is sensible.

Crucially, as well as means-testing criteria, the new grants will be restricted to students who are
studying particular eligible courses: those that ‘support the government’s missions and the
Industrial Strategy’. Government has not yet specified which courses will be eligible for the new
maintenance grants, although it has committed to ‘explor[ing] alignment’ with the subject lists
for Lifelong Learning Entitlement funding. In Ogden and Tahir (2025), we estimated that around
390,000 full-time England-domiciled undergraduates (30% of the total) in 2023-24 were
enrolled in the subject areas that would be eligible for modular funding through the Lifelong
Learning Entitlement.® Of these, we estimated that around 124,000 (10% of all English

undergraduate students) had a household income of between zero and £25,000.%"

It is reasonable for government to confirm the list of eligible subjects based on the ‘most up-to-

date evidence on skills needs’ closer to the time. However, if another aim of the policy is to

35 Maintenance loan entitlements vary with students’ living circumstances. We estimate that a £1,000 grant would be
equivalent to a 6.7% increase in support for those studying in London in 2028-29 and a 10.4% boost for those
living at home.

36 These are: nursing and midwifery; allied health; health and social care; computing; engineering; maths; physics
and astronomy; chemistry; economics; and architecture. See Department for Education (2025h).

37 This estimate is an approximation based on full-person equivalents, and on the proportion of students with
household residual incomes of up to £25,000 by subject area amongst all England-, Wales- and Northern-Ireland-
domiciled full-time undergraduate students.
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encourage more students to study priority subjects, it is likely to have a greater impact if students
are aware of the conditions under which they would be eligible for it when making choices of
GCSE and A-level subjects.

The government has not yet published any estimates of planned spending on the new grants. If
eligibility was not restricted to specific courses, around 530,000 undergraduate students may
have been eligible for the full grant had it been in place in 2022-23, and a further 40,000 for a
partial grant. We estimate that this would see around 47% of undergraduates taking out a student
loan also receiving at least some maintenance grant, at a cost of approximately £520 million per
year.*® Of course, restricting eligibility to particular subjects would mean fewer students and

lower spending than this.

The idea of providing low-income students with maintenance grants, which do not need to be
repaid, is not new — although these grants have typically been much larger and more widely
available than the grants now proposed by the government. Low-income students from other
parts of the UK are entitled to maintenance grants regardless of subject studied, with maximum
grants of £2,000 for Scottish Young Students in 2025-26 and £3,475 for students from Northern
Ireland. Students from Wales are entitled to a grant of at least £1,000 per year regardless of their
household income, with maximum grants of up to £8,100 for those living away from home,

outside London.

Until 2015-16, undergraduate students from England were entitled to means-tested maintenance
grants, although these were not restricted to particular subjects. They reached further up the
income distribution, with 57% of those eligible for any living cost support awarded at least some
maintenance grant. The grants were also much larger, with average awards equivalent to £4,192
per year in today’s prices. Awarding similarly generous grants to the same proportion of today’s

undergraduates would require spending around £2.9 billion on maintenance grants per year.*®

5.3 Student loans

As described above, loans are central to how higher education is funded for England-domiciled

students, and how much graduates go on to repay will determine how much of the cost of higher

38 Authors’ analysis based on the number of students receiving student loans in 202223 by household income, from
table 10 of https://explore-education-statistics.service.gov.uk/data-tables/student-loan-forecasts-for-england.
Assumes a third of enrolled students would be in their third or a later year of study, and so would receive 75% of
the grant for those in their first or second years, based on the share of borrowers who have different lengths of loan
borrowing (table 12).

39 Based on awarding an average grant of £4,192 to around 57% of current loan-eligible undergraduates. Total up-
front government spending would increase by less if these grants were offset by a reduction in maintenance loan
entitlements, as was the case in 2015-16. See box 2 of Ogden and Tahir (2025) for a full description of the living
cost support system that applied in 2015-16.
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education will eventually be borne by taxpayers or by graduates themselves. The terms applying
to a particular loan — including the repayment threshold, how interest is added and the repayment
period — vary depending on when that loan was taken out. There are important differences
between Plan 2 student loans, which were issued to students who started courses between 2012
and 2022, and the Plan 5 terms which apply to those starting courses from 2023 onwards. In

particular:

= Graduates make no repayments if they earn below a specific repayment threshold, and repay
9% of their earnings above that threshold. This repayment threshold is currently £28,470 for
Plan 2 loans and £25,000 for Plan 5 loans.

= For Plan 2 loans, interest is normally added to the loan balance at a rate between the rate of
RPI inflation and RPI inflation plus 3%, depending on a graduate’s earnings. The interest
rate for Plan 5 loans is the rate of RPI inflation.

=  Any outstanding balance is written off at the end of the repayment period with no adverse
consequences for graduates. This repayment period is 30 years after graduation for Plan 2

loans and 40 years for Plan 5 loans.

Figure 5.4. Share of higher education student loans by plan type in financial year 2024-25
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Note: Authors’ calculations based on table 1A of https://www.gov.uk/government/statistics/student-loans-in-
england-2024-t0-2025/. Reflects borrowing by England-domiciled students studying in the UK and EU-
domiciled students studying in England who had home fee status. Outstanding balance is as at the end of
the financial year.

As shown in Figure 5.4, the vast majority of outstanding student loan balances are of Plan 2
student loans, which were issued to the 11 cohorts of students who started courses between 2012
and 2022. These amounted to £213 billion at the end of the 202425 financial year. These loans

also accounted for a majority of loan repayments made that year, exceeding repayments made
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towards older Plan 1 loans for only the second year. Slightly less than half of new loan outlay in
2024-25 was of Plan 2 loans, with a rising share of loans issued under the new Plan 5 terms
which are available to new England-domiciled undergraduate students.“*® The Department for
Education forecasts that three-quarters of new lending in 2025-26 and 90% in 202627 will be

of Plan 5 loans.

At the Budget, the government announced that the repayment threshold for Plan 2 loans will be
frozen at its April 2026 level (£29,385) for three years. This threshold has been subject to
repeated freezes in the past, as described in Box 5.1. This latest freeze will see any borrower
with an outstanding Plan 2 loan earning above £30,416 repaying an extra £93 in 2027-28
compared with what they otherwise would have expected to pay. In the 2029-30 tax year — when
the threshold would have been expected to reach around £32,265 without the freeze — affected
borrowers can expect to repay £259 more. They will also repay more in every subsequent tax
year, at least until their loan is fully repaid or they reach the end of the write-off period (30 years

after graduation for these loans).

In addition to the repayment threshold, there are two other thresholds important to the Plan 2
student loan system: the lower and higher interest rate thresholds. The interest added to an
individual’s balance depends on their income, with interest added at the rate of RPI for those
with income up to the lower interest rate threshold, at RP1+3% for those with income above the

higher interest rate threshold, and at a variable rate in between.

These interest rate thresholds are also now set to be frozen for three years, at their April 2026
levels of £29,385 and £52,885. This specific policy change was not mentioned explicitly in the
Budget documents published by HM Treasury, although it does appear to have been included in
the Office for Budget Responsibility’s costings, and has been subsequently confirmed to us.*!
The freeze in the interest rate thresholds will increase the interest rate applying to loans for those
earning between the two thresholds, increasing the interest accrued and meaning many
borrowers can expect to make repayments for longer. While this will not affect monthly loan
repayments in the short term, it will have nearly as substantial an impact on lifetime loan

repayments as the repayment threshold freeze, and will affect a different set of borrowers.

40 plan 4 loans are for Scottish borrowers. Existing Scottish borrowers were moved from Plan 1 to Plan 4 loan terms
from April 2021.

M Qe page 43 of HM Treasury’s ‘Policy costings’ (https://www.gov.uk/government/publications/supporting-
documents-for-budget-2025) and paragraph 3.22 of the Office for Budget Responsibility’s Economic and Fiscal
Outlook, November 2025 (https://obr.uk/efo/economic-and-fiscal-outlook-november-2025/).
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Box 5.1. Plan 2 repayment threshold over time

The history of the Plan 2 repayment threshold is a complicated one. In 2017, the government froze the
repayment threshold at £21,000 instead of uprating it in line with average earnings as had previously
been planned. That freeze was originally meant to go on until 2021, but this proved so unpopular that
Theresa May’s government more than reversed the impact of the freeze by increasing the threshold to
£25,000 in 2018 and putting in place regulations that would see the threshold indexed to average
earnings again. Another freeze was instituted in 2022, when the threshold was frozen at £27,295
instead of being raised to £28,550 (Waltmann, 2022a). Initially intended to last for one year, in its
response to the Augar Review the government extended this freeze for two further years and, even
more significantly, changed the default indexation from average earnings to RPI. The threshold was
increased to £28,470 in April 2025 and is set to increase to £29,385 from April 2026. Under current
policy, announced at the Budget, the loan threshold will be frozen at its April 2026 level for three
years from April 2027, as shown in Figure 5.5. It will again increase annually with inflation from April

2030 onwards.

Figure 5.5. Plan 2 student loan repayment threshold, under current policy and without
announced freezes
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Note: 'Without latest freeze’ shows projection assuming repayment threshold was increased each financial year in line
with the Office for Budget Responsibility’s November 2025 forecast for RPI. ‘Without changes since 2022’ shows
threshold if it had increased in line with average earnings since 2022, as was government policy until January 2022.

Source: Authors’ calculations using https://www.gov.uk/qguidance/previous-annual-repayment-thresholds and Office
for Budget Responsibility’s Economic and Fiscal Outlook, November 2025.
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As shown in Figure 5.6, the freeze to the repayment threshold (green bars) will have a
particularly large impact on lifetime repayments from lower-earning graduates. For those who
are not expected to fully repay their loans, the freeze effectively constitutes a tax rise as, for this
group, higher repayments today are not offset by lower expected repayments at some future date.
The freeze in the interest rate thresholds (yellow bars) will not typically increase expected
lifetime loan repayments from the lowest-earning graduates, but will instead add to the amount

of unpaid interest that will eventually be written off in relation to their loans.*?

Figure 5.6. Average change in expected lifetime student loan repayments of the 202223
starting cohort as a result of Budget 2025 freezes, by decile of lifetime earnings
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Note: Loan repayments and lifetime earnings are in CPI real terms, in 2025-26 prices, and are otherwise
undiscounted. Assumes no borrowers make voluntary early repayments.

Source: Authors’ analysis using https://ifs.org.uk/student-finance-calculator.

For those in higher deciles of lifetime earnings, who can generally expect to pay off their loans
in full with or without the freeze, making larger repayments earlier in life as a result of the
repayment threshold freeze will mean that they pay off their loans more quickly. If this were the

only change, the highest-earning graduates may repay less overall, as they would accrue less

42 gomewhat perversely, the increase in interest added to loan balances reduces the proportion of borrowers who can
expect to ‘fully repay’ their loans, i.e. to reach the end of their write-off period with no outstanding loan balance.
The announced changes increase the share of the 2022-23 cohort expected to fully repay their loans from 48.6% to
51.9%, but this would have been higher (53.8%) if only the repayment threshold had been frozen.
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interest before having fully repaid their loans. However, the interest rate threshold freezes
(yellow bars) are particularly important for this group, as they can expect to earn between the
lower and upper interest rate thresholds for much of their careers and to eventually repay any

additional interest accrued.

Despite having received less attention in the wake of the Budget, for the 2022—23 cohort, the
freeze in the interest rate thresholds accounts for over a third of the overall impact of the freezes
on average lifetime repayments. For graduates in the upper three deciles of lifetime earnings,
average expected lifetime loan repayments would have been reduced if the only policy change
had been the repayment threshold freeze, but this effect is more than outweighed by the interest

rate threshold freezes.

Figure 5.7. Average expected lifetime student loan repayments of the 2022-23 starting
cohort under different loan terms, by decile of lifetime earnings
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Note: Loan repayments and lifetime earnings are in CPI real terms, in 2025-26 prices, and are otherwise
undiscounted. Assumes no borrowers make voluntary early repayments. Latest Plan 2 freezes refer to
those announced in the Autumn Budget 2025. ‘Plan 2, without changes since 2022’ assumes the
repayment and interest rate thresholds had increased in line with actual average earnings from 2022.

Source: Authors’ analysis using https://ifs.org.uk/student-finance-calculator.

Together, we estimate that the freezes will increase average lifetime student loan repayments
from the 2022-23 starting cohort by around £3,200 (6.0%) on average, from £52,600 to £55,800

in today’s prices. Borrowers in the third decile of lifetime earnings can expect the largest
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lifetime loss as a result of the combined freezes, repaying around £5,000 (14.4%) more on
average in total over the next 30 years. As shown in Figure 5.7, higher average repayments are
expected from borrowers in all earnings deciles now (yellow) than without the recently

announced freezes (green).

The freezes have also made the differences in lifetime repayments of Plan 2 and Plan 5 loans
even more stark. The 2022-23 starting cohort can now expect to repay substantially more —
around £8,700 (18%) on average — than if they had been subject to the same loan terms as
similar students who started their courses a year later. Those in the top half of graduate earners,
who would particularly benefit from the lower interest rate applied to new loans, can now expect
to repay on average around £20,100 (37%) more in today’s prices than if they had Plan 5 loans.
The new terms are still more favourable in terms of lower expected total lifetime repayments
than under Plan 5 loans for those in the bottom four earnings deciles, although the freezes have

narrowed this margin substantially.

It is also helpful to consider expected repayments if thresholds had increased with average
earnings since 2022, which was stated government policy when most of this cohort would have
applied to university.** In that case, graduates would have been expected to repay substantially
less — £40,400 on average (blue on Figure 5.7), compared with £55,800 under current policy.
Lifetime losses for middle-earning graduates as a result of changes to how thresholds have been

increased since they applied to university now amount to around £22,500.4*

In total, we now estimate that under current policy, the long-run cost of issuing loans to the
2022-23 starting cohort will be negative (—£0.8 billion), with graduates repaying more than they
borrowed, when future repayments are adjusted for inflation.*® Of the total cost of financing
higher education for this cohort, including direct grants to universities, we estimate only

£0.7 billion (3%) will be met by the taxpayer, and £23.1 billion (97%) will ultimately be met by

students themselves in the form of loan repayments.

As shown in Figure 5.8, without the latest freezes, we estimate the taxpayer cost of providing
student loans to this cohort would have been £0.5 billion (around £1.3 billion higher), with the
taxpayer meeting 9% of the total cost of financing higher education for this cohort. If thresholds
had followed stated government policy when most of this cohort applied to university, we

estimate the long-run cost of loans to government would have been around £5.6 billion.

43 For the 2022-23 starting cohort, the deadline for applications for most undergraduate courses to receive equal
consideration was 26 January 2022. The government announced a freeze in the repayment threshold on 28 January.
It extended this freeze and changed the default uprating from average earnings to RPI inflation on 24 February.

44 See Waltmann (2022b) for initial analysis of the impact of changes made in 2022 on the same cohort.

45 Note this is the change in the total long-run government cost of providing student finance to a single cohort, in
current prices (RPI real) when future repayments are adjusted for inflation with a (real) discount rate of 0%.
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Taxpayers would have met 30% of the total long-run cost of financing higher education for this
cohort, rather than 3%.

Figure 5.8. Cost of financing higher education for the 2022-23 starting cohort, under
different policies

30 60%
25 50% o
o
T
.20 40% £
5 )
= >
5 15 30% o
« c
B 8
8 10 20%
IS 8
S “—
o
= 5 10% o
®
0 — — —_— 0% 0

-5 -10%

Without changes Without latest Current policy Plan 5
since 2022 freezes
® Grant outlay Unrepaid loans
m Graduate contribution <& Share borne by taxpayers (right axis)

Note: All figures are given in 2025-26 prices, in net-present-value terms using a discount rate of RPI
inflation. Grant outlay reflects recurrent grants to universities from the Office for Students. Assumes no
voluntary early repayment. The graduate contribution consists of student loan repayments and does not
include maintenance costs that are paid privately. ‘Without changes since 2022’ assumes the repayment
and interest rate thresholds had increased in line with actual average earnings from 2022.

Source: Authors’ analysis using https://ifs.org.uk/student-finance-calculator.

A different measure of the long-run cost of loans is used in the public finances — the total
accounting write-off. We estimate that the latest freezes would have reduced this measure for the
2022-23 cohort by £650 million.*® The impacts on repayments from 10 earlier cohorts of
students — all those who started courses between 2012—13 and 2021-22 — are likely to be similar

or slightly smaller. Given the way student loans are reflected in the public finances, the main

46 The total accounting write-off — the amount that the government would have needed to recognise as capital
spending if the freezes had been anticipated when the loans were issued — discounts future repayments using the
actual interest rates applied to each loan. Perversely, this means freezes in interest rate thresholds, which increase
the interest rate applied to many loans, reduce the discounted value of future repayments on this measure, and so
increase the accounting write-off.
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fiscal impact of this policy measure at the Budget was a one-off reduction of £5.6 billion in

capital spending in 2026-27, reflecting an increase in the value of the stock of existing loans.*’

Crucially, these estimates assume that after the three-year freeze announced at the Budget
expires, the Plan 2 repayment and interest rate thresholds will again increase with RPI each year.
However, extending these freezes even further may become a politically expedient way to raise
more money from graduates — as in the case of the 2022 freeze, which had initially been
intended to last for one year but was extended to three (see Box 5.1). The freeze in the
repayment threshold also comes at the same time as freezes to personal tax thresholds, where
government has found it similarly expedient to increase revenues by freezing thresholds in cash
terms for many years. There will be substantial overlap in the groups who are affected by both
tax and student loan threshold freezes, who will make both higher tax payments and higher

student loan repayments in the coming years than they might have expected.

5.4 Summary

The greatest shift in direction on how higher education is funded under this government has been
the move to increase the cap on tuition fees in line with forecast inflation — and a commitment to
making these increases the default in future. If the government follows through, then further

real-terms cuts to per-student funding are likely to be avoided.

On living cost support for students, a government commitment to continue to increase maximum
loan entitlements with forecast inflation would also be expected to avoid further real-terms cuts
to the generosity of support for those from the poorest families. However, if a long-running
freeze in the household income thresholds continues, then by 2029-30 some students may be
able to borrow over £1,100 less in real terms than equivalent students this academic year. The
introduction of means-tested maintenance grants of between £500 and £1,000 from 2028-29 will
boost support for the poorest students, but these grants will be substantially smaller than those
available to students elsewhere in the UK. The reach of the policy will depend on which ‘eligible

courses’ qualify students for the new grants — something the government has not yet confirmed.

The government has provided more detail on a new levy on tuition fees paid by international
students, which will also be introduced from 2028-29. This is expected to raise £445 million in
its first year, but there is no meaningful sense in which these revenues will ‘pay for’ the

introduction of maintenance grants for some domestic students.

4T The impact of policy changes that affect expected future repayments related to existing loans and significantly
impact the loan stock value give rise to a capital transfer — in this case, a capital transfer from households to the
government — in the year the legislation implementing the policy is enacted.
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The design of the student loan system determines how much of the cost of financing higher
education will ultimately be borne by taxpayers, as opposed to by graduates themselves.
Changes to the terms of these loans mean the division of these costs can change, even many
years after the relevant students have graduated. Recent freezes in the Plan 2 loan system will
mean we now estimate that those who started courses in 2022-23 will repay around £3,200 more
over their lifetimes. These latest freezes mean that in the long run, we now expect the taxpayer

will pick up almost none of the bill for financing the higher education of this cohort.

© The Institute for Fiscal Studies, January 2026



103 Annual report on education spending in England: 2025-26

6. Comparisons

In this chapter, we compare the level of spending per pupil across the different stages of
education. Figure 6.1 compares the trends in public spending per student on various stages of
education over time in England, whilst Figure 6.2 shows the levels relative to primary school
spending per pupil. For the early years, schools and further education colleges, we base these on
the figures presented in Chapters 2—4, with projections up to 2025-26. For higher education, we
focus on total up-front public resources provided for teaching. This is effectively tuition fees
(minus any fee discounts) plus teaching grants. Whilst this includes up-front funding that will
eventually be repaid via graduate contributions later in life, we feel this gives a better measure of

the public resources available for teaching.

Figure 6.1. Spending per pupil or student per year at different stages of education (2025-26
prices)
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Note and source: Early years figures are spending per part-time-equivalent child for 3- and 4-year-olds
taking up a place. Secondary school spending per pupil includes spending on school sixth forms.
Further education figures represent spending per student aged 16—18 in further education and sixth-
form colleges. Higher education figures are cohort-based numbers divided by 3 — an approximate
course length. HM Treasury, GDP deflators, November 2025.
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Figure 6.2. Relative spending per pupil or student per year at different stages of education
(primary school spending per pupil = 1)
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Source: See Figure 6.1.

The shape of public spending on education has changed significantly since the early 1990s. In
1990-91, there was a very clear gradient across education stages: the older the pupils being
taught, the higher the level of public spending (or resources) per pupil per year. Although this

broadly remains true, the relative differences are much, much smaller.

At the start of the period in 1990-91, higher education spending was nearly £10,600 per student
per year (this and all figures here are in 2025-26 prices), about 4 times the level of primary
school spending per pupil, and it all came directly from government spending. Further education
spending was about £6,700 per student and 2.5 times the level of primary school spending (and
1.5 times the level of secondary school spending) per pupil. Secondary school spending was
£4,500 per pupil, about 1.6—1.7 times the level of primary school spending per pupil (£2,700).
Early years spending was very low (less than £100 million in total, with no centralised national

programmes for early education) and is not shown on these graphs as a result.

Over the next 30 years, there were then significant changes in this balance of spending, with four
distinct phases of change: falls in spending (1990-91 to 1997-98); rapid growth (1997-98 to
2010-11); differential protections from spending cuts (2010—11 to 2019-20); and some recovery

in spending levels from 2019-20 onwards.
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In the period of falling spending during the 1990s, higher education spending per student fell by
26% in real terms and further education spending per student aged 16—18 fell by 19% in real
terms between 1990-91 and 1997-98. These cuts largely reflected total spending not keeping
pace with rapid rises in student numbers. Secondary school spending per student fell by 3% over
this period, whilst primary school spending per student rose by about 10% in real terms. These
trends significantly narrowed the differences in spending per student between schools and

further and higher education.

Spending per student then rose significantly across all stages of education between 1997-98 and
2010-11, though at different rates and for different reasons. The first early years entitlement was
introduced in the late 1990s, initially representing about £1,900 per child, and rose to about
£2,800 in 2010-11 or 45% of the spending per pupil in primary schools. Turning to schools,
spending per pupil rose by about 6% per year in real terms in primary schools and 5% per year
in secondary schools. This narrowed the ratio between secondary and primary school spending
per pupil from 1.5 in 1997-98 to 1.3 in 2010-11.

Further education spending per student also rose, but at the slower rate of about 4% per year in
real terms. This narrowed the difference between further education and school spending per

student.

Following the big decline during the 1990s, higher education spending per student increased by
about 2% per year, on average, in real terms between 1997-98 and 2010—11. These increases
largely reflected the introduction of tuition fees in 1998 and their increase to £3,000 in 2006. By
2006—-07, spending per student in higher education was back above its level in 1990. However,
cash-terms freezes in fees up to 2010 led to real-terms declines in spending per student, taking it
back to below 1990 levels again. This narrowed the difference between higher education

spending per student and spending per student across all other stages of education.

Since 2010, most areas of education spending have seen real-terms cuts in some form or another.
Early years has been the main exception. As discussed in Chapter 2, this mostly (though not
entirely) reflects extensions to the generosity of entitlements, both within age groups and by
expanding to younger children. Among 3- and 4-year-olds, spending per child was almost twice
as high in real terms in 2024-25 as in 2010—11. Because we consider spending per 3- or 4-year-
old accessing the free entitlement, this growth mainly reflects the introduction of the 30-hour
working parent extended entitlement in 2017. However, this is not the only factor explaining the
big rise: spending per hour grew by 22% in real terms between 2010 and 2023 (and has likely

grown by more since then).

As we saw in Chapter 3, total school spending per pupil fell by 10% in real terms between 2010—
11 and 2019-20. This was felt differently by individual primary and secondary schools, partly
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because of a transfer of funding and responsibilities from local authorities giving an artificial
boost to individual schools’ budgets. Primary school spending per pupil actually rose by 6% in
real terms between 2010-11 and 201920, reflecting the transfer of responsibilities and funding.
Secondary schools saw a worse picture, with a 7% real-terms cut over the same period. This
worse picture for secondary schools largely reflects the 28% drop in school sixth form funding
per pupil over the same period. The cuts to school spending per pupil are now being reversed
and spending per pupil had largely gone back to at least 2010 levels by 2025. However, the ratio

between secondary and primary school spending per pupil is set to be much lower.

Further education spending per student aged 16—18 fell by 14% in real terms between 2010—11
and 2019-20, the largest cut across all areas of education spending for young people. This has
also been partially reversed, with further education spending per student due to be about 8%
lower in real terms in 2025-26 than in 2010-11.

The 2012 reforms to higher education led to a significant boost in spending per student of about
25% in real terms. This pushed spending per student up to £12,600, well above its level in 1990.
However, in a repeat of recent history, there were real-terms falls in spending per student as fees
were frozen in cash terms across most years. In 2024-25, spending per student was around 22%
lower in real terms than for 2012—13 entrants, largely because the cap on tuition fees was 26%
lower in real terms than it was in 2012—13. Notably, more than two-thirds of the decline was due
to real-terms cuts over the four years between 2019 and 2024. Spending per student is then due
to remain constant in real terms in 2025-26 as a result of the decision to increase fees in line
with inflation from September 2025. This still leaves spending per student at about the same
level in real terms as in 2011-12, just before the increase in tuition fees to £9,000, and about the
same level as more than 30 years ago in 1990. However, the new commitment to index fees in

line with inflation will prevent further real-terms decreases over time.

This differential pattern of cuts has further narrowed differences in education spending per
student by age. In 202425, early years spending per pupil represented almost 80% of the value
of primary school spending per pupil, having been a tiny element of public funding in the early
1990s. Secondary school spending per pupil will be about 12% greater than primary school
spending, having been about 66% greater in 1990. Further education spending per student aged
16-18 is now about the same level as secondary school spending per pupil and only 9% greater
than in primary schools, having been more than two times greater in the early 1990s. Higher
education spending per student is still higher than spending across other stages, but is now back
to the 1990s level and is due to be only 44% greater than primary school spending per pupil,

having been almost four times greater in the early 1990s.
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