English universities face financial crisis amid calls for collaboration and accountability
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The financial landscape for English universities is facing a significant upheaval, a situation described as stemming from a "failed free market experiment." This crisis has seen forecasts that three-quarters of universities could be operating at a loss by the academic year 2025-2026, with around 10,000 jobs reported to be at risk. In an environment where a select few institutions receive undisclosed bailouts, the need for a collaborative response from the government, universities, and regulatory bodies has become increasingly urgent.
The origins of this market predicament can be traced back to 1998 when undergraduate tuition fees and student loans were introduced, intended to support the then Labour government's goal of increasing participation in higher education (HE) to 50% of young people. A pivotal moment occurred in 2012 when tuition fees were tripled to £9,000, coupled with the removal of the cap on student numbers the following year. While these policies were not inherently problematic, their unchecked implementation has led to considerable financial challenges.
Universities responded to these changes by aggressively expanding, leading to a significant increase in undergraduate enrolments that met the government’s target by 2020. However, many institutions, buoyed by the prospect of continued growth and relatively stable economic conditions, began to incur debts by leveraging their assets instead of building financial reserves against future economic fluctuations. Oversight from governing bodies proved insufficient, with little pushback against ambitious vice-chancellors.
On the regulatory front, universities, while autonomous, received substantial financial support from the government—amounting to £1.5 billion in grants and over £20 billion in annual student loans. This financing placed a duty on the government to ensure prudent financial management, a role initially performed by the Higher Education Funding Council for England. In 2018, this role transitioned to the Office for Students (OfS), which carries the mandate to monitor financial sustainability in universities. However, the OfS took time to establish its functions and remained in a preparatory phase for two years, limiting its capacity to intervene effectively.
As data emerged indicating that a degree was not a guaranteed pathway to employment for every graduate, the sector had opportunities to recalibrate. Instead, a 2019 joint paper from the Department for Education and the Department for International Trade encouraged institutions to increase the number of international students by a third over a decade, highlighting this as a lucrative opportunity due to the significantly higher fees paid by international students. This push led universities to quickly meet and even exceed the targets set.
However, subsequent government actions in response to rising net migration statistics linked to incoming international students have added further strain. In 2023, the government imposed restrictions on international students bringing family members into the UK, and a rapid review of graduate visas was initiated, creating an uncertain environment for prospective students and impacting enrolment figures.
The immediate financial crisis can largely be attributed to soaring inflation rates, increased interest rates, and a prolonged freeze on tuition fees. Recommendations from a review panel, which suggest replacing tuition fees with increased grant funding, have been put forth. Yet, the underlying structural issues also demand attention.
To create a more sustainable financial environment, proposals include implementing inflation-linked fee increases alongside grant adjustments, ensuring transparency from universities regarding employment outcomes for graduates. A call for a departure from a one-size-fits-all model towards greater collaboration and differentiation among institutions is also emphasised. Furthermore, a renewed emphasis on lifelong learning could help address declines in adult education participation.
Additionally, the OfS requires both enhanced capabilities to identify financial mismanagement and stronger powers to intervene. Suggested measures include mechanisms to recoup vice-chancellor salaries in the event of financial crises, a concept which has found success in the financial services sector. In this evolving landscape, senior management in universities may need to be held accountable for both their successes and failures in governance and financial management.
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