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Introduction

1. This paper provides a panoramic view of the financial crisis and draws together the measures and actions being taken by government that are particularly relevant to the FE and skills sector. It looks at the implications of the crisis for FE (see paragraphs 61-69), and identifies concrete examples of ways the sector is supporting economic recovery, inviting further ideas to be shared through a dedicated website.  
2. The aim is to support the sector to share experience and practice and to develop a strategic perspective on the sector’s contribution to economic recovery.  
Background 

3. Very briefly, the financial crisis has its roots in what are known as subprime mortgages – the issuing of mortgages to persons deemed at higher-than-average risk of defaulting. The sale of these mortgages was quite common in the United States. The risk from these mortgages was bundled into securities (bonds, etc.), that large numbers of banks purchased, so that when the housing market in America began to decline in 2007, the effects caused losses to banks across the world.
4. Banks thus became reluctant to lend to one another, a phenomenon known as the ‘credit crunch’. As a result, banks began to run short of ready cash to continue their day-to-day operations, leading several to collapse. In September 2008, this ‘credit crunch’ accelerated, taking down banks in the United States, Britain and Europe, starting with the collapse of Lehman Brothers, an American investment bank, on September 15th. The spiralling problems in the banking sector generated the current climate of financial crisis, with its attendant job losses, high levels of Government intervention to combat unemployment and increased demand for training.

5. One aspect of the financial crisis that has had a specific effect in the UK is the total collapse of the Icelandic commercial banking sector (which comprised three drastically overextended banks). This caused serious financial losses for British local authorities and universities, among others.
Effects on public finances

6. The financial crisis has had a pronounced effect on public spending, which first became apparent in the 2008 Pre-Budget Report (PBR), published on November 24th, 2008.  
7. The Pre-Budget Report announced that it would slow growth in spending after the 2010-11 fiscal year. Previously, the Government had planned to increase spending by an average of 2 percent each year (in real terms – that is, accounting for inflation). The PBR announced that this rate of growth would be reduced to 1.2 percent real growth. Put another way, Government departments could expect to get £5 billion less in public money than previously projected. 

8. To pay for this, the Government is requiring £5 billion in ‘efficiency savings’. This could include the privatisation of some Government agencies – the Financial Times suggested these could include the Met Office, the Royal Mint, the Oil and Pipelines Agency and the Queen Elizabeth II Conference Centre. The Treasury had already committed to £26.5 billion in efficiency savings after the 2004 Gershon Review into the subject. Local governments will be required to make £4.9 billion in efficiency savings, though their funding will increase still grow at a fairly healthy rate (by 4.2 percent in 2009-10, and 4.4 percent in 2010-11).
9. Capital spending will be frozen ‘in cash terms’ after 2011. As a result, ‘£3 billion of public investment will be brought forward from 2010-11 to 2008-09 and 2009-10, the years when the impact of the shocks is likely to be greatest’. This includes £800 million for improving school facilities and £442 million for upgrading college and university campuses. 
10. However, the House of Commons Select Committee on Children, Schools and Families stated in a January 2009 report that it feared the Government would have to curtail its major capital programme for schools, the Building Schools for the Future programme. This programme aims to renovate or rebuild every secondary school in England, and intends to have projects underway in every local authority by 2016. As this programme extends beyond 2010, and involves sums much greater than the £800 million mentioned before, it might eventually be subject to cuts.
11. Of course, one caveat attaches to these budget forecasts: Labour must win the next general election, to be held this year or the next, to enact them. The Conservatives plan still more stringent spending cuts. According to a December 2008 statement by Conservative leader David Cameron, the Conservatives would limit most Government departments to a real-term expenditure increase of 1 percent in the 2009-10 fiscal year. Only defence, health, schools (presumably meaning DCSF) and international development would be exempt from this ceiling. 
Creation of new economic councils
12. During his October 2008 Cabinet reshuffle
, Gordon Brown also created new government bodies to help combat the crisis. Chief among these is the National Economic Council (NEC), a committee of the Cabinet which would examine:

· the implications of the ongoing challenges in the financial markets for the wider economy globally and nationally;
· the latest developments in global commodity markets and their impact on the UK economy;
· our objective to promote sustainable and secure energy supplies;
· the impact of global economic developments on the skills and employment that the UK needs;
· the remaining barriers to entrepreneurship, innovation, and the opportunities for small business growth;
· our housing and planning needs; and
· the impact across every part of the UK.

13. The NEC is chaired by the Prime Minister, with Alistair Darling, Chancellor of the Exchequer as deputy chair. Other members include:
· The Secretary of State for Foreign and Commonwealth Affairs (David Miliband);
· The Secretary of State for Business, Enterprise and Regulatory Reform (Lord Mandelson);

· The Secretary of State for Innovation, Universities and Skills (John Denham);

· The Secretary of State for Children, Schools and Families (Ed Balls);

· The Secretary of State of Energy and Climate Change (Ed Miliband);

· The Secretary of State for Environment, Food and Rural Affairs (Hilary Benn);

· The Secretary of State for Work and Pensions (James Purnell);

· The Secretary of State for Communities and Local Government (Hazel Blears);
· The Secretaries of State for Scotland, Wales and Northern Ireland (Jim Murphy, Paul Murphy and Shaun Woodward, respectively);
· The Chief Secretary to the Treasury (Yvette Cooper);

· The Minister for Housing (Margaret Beckett);

· The Minister for Science (Lord Drayson); 
· The Financial Services Secretary to the Treasury
; (Lord Myners)
· The Minister for Economic Competitiveness and Small Business (Lady Vadera), and;
· The Minister for Communications, Technology and Broadcasting (Lord Carter).
14. The Cabinet Secretary, the head of the domestic Civil Service, and the Permanent Secretary to the Treasury are the secretaries to the NEC.
15. The reshuffle also created a Regional Economic Council, co-chaired by the Chancellor of the Exchequer and the Secretary of State for Business, Enterprise and Regulatory Reform. The council includes ministers from several Government departments, representatives of the Regional Development Agencies (RDAs), the Government ministers for each English region
, and representatives from business and the trade unions. As of January 2009, it had met twice. 

Specific measures to combat the crisis

16. Since October 2008, when the full scale of the financial crisis first became apparent, the Government has opened new funding streams and support programmes to help workers and businesses cope with the downturn. In chronological order, these are:

October 15th 
17. DIUS and the Department for Work and Pensions announced that they would divert £100 million of European Social Fund (ESF) money to support the unemployed. This will fund retraining and skills courses for workers who are made redundant. The £100 million will be disbursed over three years.
October 21st
18. The Department of Business, Enterprise and Regulatory Reform (BERR) unveils a package of measures designed to support small and medium enterprises (SMEs). These included a commitment that the Government would pay all contractors within 10 days, and offers of health checks and information on credit and financial management.

October 22nd 

19. DIUS announced a £350 million package for SMEs, to ‘help small businesses get through the tougher economic climate by building the skills and expertise of their workers’. This money is derived from the Train to Gain budget. The definition of SME includes all private businesses with 250 employees or fewer, and excludes the public sector.
20. A major feature of this programme is that it allows funding for courses that do not lead to a full qualification, a major departure from previous Government policy. The Leitch Review placed a heavy emphasis on increasing the proportion of the working-age population with full Level 2 qualifications, and Government policy had tended to focus on that goal and restrict funding to courses that did not lead to a full qualification. 
21. The DIUS scheme also includes more funding for Level 3 qualifications, and gives managers at SMEs access to DIUS management and leadership programmes. It also funds skills diagnostics and audits for companies, conducted by skills brokers. 
October 24th
22. In a speech to the Confederation of British Industry (CBI), John Denham, the DIUS secretary, announced £98 million for training in key sectors. These include the chemicals industry, pharmaceuticals, nuclear power, petroleum, engineering construction, and the broadcast media. This money is also drawn from the Train to Gain budget.
November 12th 

23. DWP announced a doubling of the budget for Jobcentre Plus’s Rapid Response Service, to £6 million. The Rapid Response Service provides services including ‘skills matching, help with job search skills and access to training and reskilling opportunities’ to employees who are made redundant in large-scale layoffs (involving 20 or more employees).
November 24th 
24. Alongside the PBR, the Chancellor of the Exchequer, Alistair Darling, announced that the Government would be allocating £1.3 billion to Jobcentre Plus ‘to continue delivering effective support for the unemployed to find a new job’. The chancellor also said the Government would be establishing a National Employer Partnership with major employers to combat joblessness. Twenty-five Jobcentres destined for closure were reprieved, and plans were made to retrain 2,000 Jobcentre Plus staff as employment counsellors.
December 1st
25. On December 1st, DIUS stated it would be funding a £10 million Apprenticeships Extension Programme, to support private employers who offer high-quality apprenticeships. The funding will allow them to take on more apprentices, who can be placed with other firms in the business’s sector of the economy or its supply chain. The funding ‘will cover the additional costs associated with the trials such as the wage, training and management costs of learners’. 
December 8th 

26. The Welsh Assembly Government follows London’s lead with a stimulus package, including a £45 million Business Growth programme to ‘provide a high level of one-to-one support through a specialised relationship management service for SMEs including social enterprises’. The Welsh government also announced new support for training for those facing redundancy or joblessness, and brought forward £23 million in capital spending, some of which is for schools and colleges.
December 17th
27. Another £158 million is allocated to the unemployed, also from the European Social Fund (it is not clear if this includes the £100 million announced two months earlier).The money will fund 40,000 places in short-term pre-employment training, provide extra financial support to employers to take on new workers, and fund improved careers and training advice, delivered through Jobcentre Plus and Learndirect. The money will also help fund better regional co-ordination on reacting ‘to ensure that local bodies and colleges react much quicker to redundancies so that people losing jobs can be quickly notified of relevant opportunities and suitable training organised’. Half the £158 million will come from DWP’s budget, the other half from DIUS’s.
January 5th
28. The Government announces it is considering raising the participation age to 18 immediately, rather than in 2013 as planned. The proposal is designed to combat youth unemployment – of the 137,000 people made jobless in the last quarter of 2008, 40 percent were aged between 18 and 24. The unemployment rate in this age group is 14 percent, while 26 percent of 16- and 17-year-olds are currently unemployed

January 7th 

29. DIUS budgeted another £140 million to fund 35,000 apprenticeships places in the private and public sectors. This is in addition to £1 billion to be spent in the coming year on apprenticeships. 
30. The announcement comes as McDonald’s said it would offer Level 2 apprenticeships to all its employees. It expects to be funding 10,000 apprenticeships a year by 2010. 

January 9th
31. The Scottish Government announces it will bring forward £230 million in capital spending into the next fiscal year, including £90 million for housing and schools. Scottish Labour, the main opposition party, charges not enough money is being spent on skills and training.

January 12th
32. DWP announced the largest intervention yet, with £500 million to support those who have been unemployed for more than six months. This money includes £83 million to fund 75,000 new training places. Employers who hire new workers may be given £2,500 ‘golden hellos’. 

January 13th
33. The Cabinet Office paper New opportunities was published, detailing the Government’s plans to increase social mobility. Economic and educational measures under this plan include:

· the expansion of the career development loans scheme, with the number of loans available tripling from 15,000 to 45,000 within two years. The maximum size of the loan available for training will be increased from £8,000 to £10,000, and interest rates will be lowered;

· the establishment of 10 apprenticeship training associations, to provide as many as 10,000 apprenticeships by 2014/15;

· a review of how financial support for students aged 16 to 19 is delivered;

· new £500 allowances for training for long-term carers and for low-income families;

· more access to training for agency workers, and more support for workers with learning or mental health disabilities;

· a commission under former health secretary Alan Milburn to examine ways to make the professions more accessible to people from low-income backgrounds, (list of members here) and;

· a commitment ‘to work with colleges and other training providers on how they can use their existing budgets more flexibly to support learners into sustainable employment and to progress in employment’
January 22nd 

34. The Higher Education Funding Council for England (Hefce) announced a £50 million package of support to providing training or retraining to businesses and the unemployed. Half the monies will be directly from Hefce, and half in matching funds from the universities delivering the programme. The scheme will support employment-focused projects, including retraining graduates for new careers. Each programme will get up to £500,000 from Hefce.

January 28th 

35. The Government announced £35 million in new Train to Gain money for the automotive industry, as part of a £2.5 billion package of support for that sector. UK-based automakers with a turnover of at least £25 million will be eligible for the Train to Gain money. The Government is also announcing £2.3 billion in loans for investment in low-carbon technologies. The automotive industry employs about 1 million British workers.

36. Also on January 28th, London Councils, the umbrella organisation for London local authorities, announced that its member councils had agreed to provide 2,000 new apprenticeships places over the next three years. The apprentices will combine college studies with work for the sponsoring council, either in town halls or in delivering services out in the community. The apprenticeships will run for one to three years, and will be available to youths and adults. 

February 4th 
37. The Scottish budget for 2009 includes funding for 7,800 apprenticeship places, totalling £16 million. The funding is part of a £2.8 billion education budget, and will continue even if employers themselves can no longer afford to employ the apprentices. The Scottish Government will also convene a summit on lifelong learning, to be chaired by the education secretary. 

February 9th
38. The Guardian announces that the Government will provide a £40 million bailout fund for the third sector. This is less than a tenth of the £500 million that charities first requested in November 2008. The package includes a £15.5 million ‘community resilience fund’ for small and medium-sized charities ‘offering debt advice and supporting families and young people in deprived areas’, and a £16.5 million pot for larger organisations, which will be helped to merge with one another. The money comes from DWP (£9 million), the Treasury and the Department of Health. 

February 13th

39. The European Commission approved regulations that will allow British public-sector bodies to give up to €500,000 (about £450,000) to businesses affected by the credit crunch. The commission’s ‘measure enables limited amounts of aid to be granted in 2009 and 2010 to businesses in difficulty as a consequence of the crisis or facing funding problems because of the credit crunch’.
February 19th
40. The Department of Health and DWP announced a $13 million programme to fund pilots to encourage workers on sick leave to return to employment. The pilots will ‘test out how sickness absentees can be helped to recover and supported to get back to work more quickly than would otherwise be the case’. Phil Hope, the minister for care services, said, ‘Good health for the workforce is good for business - every employer knows that. In the current economic climate it's even more important that we cut the £100 billion cost of worklessness caused by ill health.
February 23rd

41. DIUS announced that the Government would be providing 21,000 apprenticeships in the public sector. Among the programmes and organisations participating are the Building Schools for the Future (BSF) programme, which will provide 1,000 places, the National Health Service (5,000), further education colleges and universities (2,500), local government (7,500), schools and children’s services (4,500), the Ministry of Defence (1,000) and central government departments (more than 600). The Government is requiring local authorities and construction firms in the BSF programme to take on extra apprentices.

March 8th 

42. The Department for Work and Pensions (DWP) and the Department of Health announced it would be attaching employment support workers to an expanded network of therapy services for unemployed workers suffering from depression or other problems. The support workers will be attached to a network of ‘talking therapy services’, which provide counselling (specifically, cognitive-behavioural therapy) to workers with depression or on long-term sick leave. The Government plans to have such therapy services availabe nationwide by 2010. The Government will be providing £13 million towards the programme, and plans to train 3,600 new therapists over the next three years.

March 9th
DIUS published a strategy to update the Skills for Life programme, which provides literacy and numeracy education for adults. DIUS said the new strategy would help ‘improve the numeracy and literacy skills of one million adults to help them to get and keep jobs’, specifically improving the literacy skills of 597,000 adults, and the numeracy skills of 390,000 adults, over the next three years. Key features include work to ‘increase the opportunities for people to do Skills for Life learning embedded in wider vocational training programmes so that, for example, people learning carpentry learn numeracy at the same time’ and ‘support for colleges and providers to make Skills for Life learning more flexible so it meets the needs of individual learners and fits in with their busy lives’.
International response

43. The UK is not the only nation to include education and training in its stimulus plans. The U.S. economic stimulus plan includes $150 billion for education, including funding for HE grants, school renovations, education for the poor and disabled and direct support for local school authorities, ranging from $400 to $1,250 per child (depending on the wealth of the state in question). The funding is two-and-a-half times the current annual budget of the federal Department of Education. The stimulus package, worth $787 billion overall, was signed into law on February 17th. Although it is the world’s largest stimulus plan, Paul Krugman, this year’s Nobel laureate, argues that it’s too small to deal with worsening unemployment rates. 
44. The United States’ stimulus plan is the largest of its kind, but far from the only one; more than 30 nations have enacted stimulus plans in recent months, and many of these have measures related to education. Notable examples:
· The latest German stimulus plan, worth €50 billion (£46.5 billion), HHincludesHH €14 billion for education and infrastructure spending, according to Die Welt. The plan was approved by the German cabinet in January, and completed its passage through the German parliament on February 20th;
· Australia’s government HHannouncedHH $A1.6 billion in education spending in December, as part of more than $A30 billion in stimulus spending;
· Canada’s 2009 budget HHincludesHH $C8.3 billion for ‘skills development and transition support’, with $C1 billion for training programmes; 
· Thailand’s stimulus plan, approved by its Parliament in late January 2009, includes 6.9 trillion Thai baht (£138 million) to re-train unemployed workers;
· New Zealand’s stimulus includes about $NZ220 million for school renovation and construction;
· Portugal’s €2 billion stimulus will, among other programmes, fund 12,000 paid internships.
· The Philippines is allocated more than £40 million to its Department of Education as part of its economic recovery plan.
Other effects of the financial crisis
The collapse of the Icelandic banks

45. In late September and early October 2008, the three major commercial banks in Iceland (Glitnir, Kaupthing and Landsbanki) were nationalised. All three banks had made investments abroad far in excess to their available assets, vastly overextending themselves and the whole Icelandic economy. 

46. Icelandic banks operated in the United Kingdom (Landsbanki through its Icesave accounts, Kaupthing through Kaupthing Edge
 and other subsidiaries), and so their failure affected a wide swathe of public and private savers in the UK. Furthermore, Iceland’s parlous financial situation made it unclear whether the country’s deposit insurance system would allow UK investors to recover their funds.

47. In late October, the Local Government Association (LGA) found that 123 local councils in the UK had invested nearly £920 million in Icelandic banks. Reports earlier in the months found that Kent County Council had £50 million in Icelandic banks, making it the worst-exposed English council; other local authorities and bodies facing losses included Nottingham City Council (£41.6 million), the London Borough of Haringey (£37 million), Norfolk County Council (£32.5 million) Dorset County Council (£28.1 million), Transport for London (£40 million) and the Metropolitan Police Authority (£30 million). In late October, 12 English and one Welsh local authority told the LGA and the Department for Communities and Local Government (CLG) that they faced ‘severe short-term difficulties’. In March 2009, the Government announced it would introduce regulations to ‘enable authorities to postpone any possible budgetary impact of this [the bank failure] until 2010-11’, by allowing them to keep these liabilities off the books in 2009-10.
48. The third sector was also badly hit by the crisis, with the Association of Chief Executives of Voluntary Organisations (Acevo) reporting potential losses of up between £120 million and £1 billion for the third sector. NIACE alone had more than £1 million in Icelandic banks. In early December, The Guardian estimated that £230 million in third-sector investments were trapped in Icelandic banks. 
49. HE too was affected by Icelandic collapse, with The Guardian stating in mid-October that 12 universities had £77 million in Icelandic banks, including Oxford (£30 million) and Cambridge (£11 million).
50. The British Government has pledged to compensate all individual UK savers who had accounts with Icesave, Landsbanki’s UK branch, through the Financial Services Compensation Scheme (FSCS), with some money also coming from the Icelandic government. However, as of early December, some charities were still trying to get their money back from Kaupthing and other Icelandic banks.
51. In February 2009, the Government announced a £40 million relief package for charities (see paragraph 38). At about the same time, CLG announced that it would allow councils to move their liabilities from the frozen accounts into the 2010-11 fiscal year, making it easier for them to balance their budgets in 2009-10. 
52. In March 2009, the last major Icelandic bank, Straumur, was nationalised. Straumur was an investment bank (rather than a commercial one), and its collapse does not seem to have had much impact on British councils, charities or other entities.
Debt in FE

53. The National Audit Office reported in late 2008 that FE colleges owed about £1 billion in debts, and that 89 colleges were classified as financially ‘weak’ in the 2007-08 fiscal year. The chairman of the House of Commons Public Accounts Committee noted that 19 colleges had debts that exceed 40 percent of their revenue. The collapse of the real estate market has complicated capital spending in FE – many colleges fund capital improvements by selling off land, the value of which has declined. 

54. DIUS, the LSC and the Association of Colleges (AoC) all state that the debt burden in FE is not a severe threat to the sector. Ian Watmore, DIUS’s permanent secretary, said, ‘Should they [colleges] get into difficulties, the Learning and Skills Council has a good, well-established procedure for helping colleges through with a financial recovery plan’. The AoC observed that college revenues in total are about £7 billion, so the debt is only about 14.5 percent of total revenue. The LSC noted that banks generally consider FE colleges a good lending risk, though only Barclays and Lloyds TSB are major lenders in the FE market.
55. Questions about capital funding multiplied on January 9th, when the LSC decided to freeze all disbursements under its main capital programme for three months. This led to fears that many tenders would expire and have to be renewed from scratch. The capital freeze was debated in the House of Commons in mid-February, and Siôn Simon, the further education minister, admitted ‘nationally, colleges' expectations, and the likely effect of that demand, were not managed as they should have been, and the current situation is unacceptable’. He added many colleges were suffering because of falling land prices and the difficulty of obtaining credit.
56. On March 4th, the Government approved capital funding for projects at eight colleges, worth about £300 million, but delayed decisions on more than 140 college projects. The Government has appointed Lord Foster to review the capital funding programme, to explain how demand for capital funding could so exceed supply. 
Unemployment rates
According to Jobcentre Plus, the number of people on Jobseeker’s Allowance rose by 250,000 between November 2007 and November 2008. As of October 2008, unemployment was at 6 percent, according to the National Statistics Office. This is somewhat lower than in other industrialised countries: in February 2009, the U.S. recorded an unemployment rate of 8.1 percent, while Spain is facing unemployment of nearly 13 percent. 

In February 2009, unemployment figures showed 1,971,000 unemployed, or a 6.2 percent unemployment rate. The Office of National Statistics (ONS) predicted that the rate would reach 10.5 percent by 2010, while the Confederation of British Industry (CBI) predicted a 9.6 percent rate by mid-2010. The economy was expected to contract by about 1 percent (according to the Bank of England), 2.8 percent (according to the International Monetary Fund) or 3.3 percent (according to the CBI). The cost of Government welfare-to-work programmes was expected to triple. 
The Government also notes that there are still 1.1 million vacancies in the British job market, and that at least 250,000 people on Jobseeker’s Allowance found work in the third quarter of 2008. 
There were also fears that the Government’s Flexible New Deal, a programme for getting long-term unemployed back to work, would be over-subscribed due to a tripling of expected demand (from 100,000 unemployed to 300,000), and require more funding. The Department for Work and Pensions (DWP) announced in February that it had to redraft tenders to account for increased demand. However, the department said in March that the programme would begin on schedule in October 2009.

Graduate unemployment is expected to rise during the recession. A Guardian survey of 100 top employers in mid-January 2009 found that, on average, they would be cutting graduate placements by about one-sixth, with heavier losses in the financial services industry. Only the public sector and a few retailers (such as bargain supermarket Aldi) were expanding graduate placements. 

These figures suggest that public-sector employment may become more attractive to graduates and others, which could include an expansion in the number of people entering teaching. This would be important if the downturn sees an increase in the number of students (see below). The Training and Development Agency for Schools (TDA) reported in February 2009 a 10 percent increase in the number of people seeking to enter teacher-training courses. 

There is evidence that the public sector is expanding as a share of the total British economy. A report in The Times, dated Janaury 26th, 2009, found that 49 percent of economic activity in Britain was in the state sector, rising to more about two-thirds of the economy in North East England, and more than 70 percent in Wales and Northern Ireland. The article indicated that the growth of the public sector has been a trend over the whole period of Labour government, but adds that ‘experts believe the recession will tighten the state’s grip still further as benefit handouts soar and Labour directs public sector organisations to create jobs to soak up unemployment’. The public sector employed 5.7 million in 2008.  
A March 9th, 2009 press release, issued by the Department for International Development (DFID), announced that 90 million people worldwide may be pushed below the poverty line by the recession by the end of 2010. The poverty line is 90p of income per day. This is between 1 and 1.5 percent of the global population.
Student numbers
57. The recession means increased demand for college courses, as the jobless are redirected into training and workers seek to make themselves more competitive in a tighter labour market. Also, if jobs are unavailable, people will extend their schooling to wait for a more propitious economic climate.

58. In February 2009. the University and College Admissions Service (Ucas) reported a record number of applicants, with 465,000 for the 2009/10 academic year. This is a 7.8 percent increase over the previous year. Journalism, politics and nursing and economics courses all saw strong growth, while finance and construction courses suffered. Courses leading to public-sector jobs saw strong growth. There was also a large increase in the number of applications for postgraduate study at some universities. 

59. The extension of the participation age to 18 immediately, rather than in the next decade, would cause an immediate and definite increase in student numbers, whatever other factors may exists. 

60. This means that FE will face increase demand. Between 2001 and 2007, DCSF figures show an 18 percent increase in enrolment by 16 to 18-year-olds at general FE colleges, compared to a 7 percent increase for sixth forms. This is already causing funding problems, as the LSC has not budgeted extra money for these students – Oaklands College, for example, has had to spend between £2 and £2.5 million a year on students not funded by the LSC. These shortfalls may only increase as the financial crisis worsens. 

61. The Government has also increased funding for new apprenticeships, and pledged to establish 21,000 apprenticeships in the public sector. However, there is some concern that private employers will terminate apprenticeships to save money. Liberal Democrat leader Nick Clegg said this was already beginning to happen in December 2008.

62. The financial crisis is also increasing pressure on state schools, as some parents can no longer afford private school fees. One in 10 local authorities reported increases in the number of students seeking places in December 2008, including one third of London boroughs. 

63. The downturn may also see an expansion among moderately priced public schools. One firm that runs such schools, Cognita, plans to expand the number of schools it operates to 100 (from 46) by 2013. The Headmasters and Headmistresses’ Conference (HMC), which represents 250 private schools, found in a February 2009 survey that applications were still increasing, and that very few students were pulling out for financial reasons.
64. However, DCSF is concerned that some private schools may not survive the crisis. In late January, it announced plans to convert financially ailing private schools into state-sector academies, effectively nationalising them. A few private schools are already converting to academies this year, though these claimed their decisions were not motivated by financial difficulties. A significant minority of schools told the HMC’s February 2009 survey that they feared they would not survive the crisis.
HE endowments and possible restructuring
65. The crisis has also slashed endowments for higher education institutions. In December, The Guardian reported that these might have lost as much as £250 million, with the University of Glasgow losing a third and University College London nearly a quarter. Oxford and Cambridge were both predicted to lose about 15 percent of their endowments. Although British universities are not nearly as dependent on endowments as their American counterparts, this still represents a blow to the sector’s finances.
66. In October 2008, as the Icelandic bank crisis ground on, David Lammy, the higher education minister, told a group of university vice-chancellors that the financial climate might require mergers between universities.. ‘Do you have the right number of institutions? In the commercial sector there would have to be many mergers over the next few decades – far more than we have seen in higher education. Could more be done to encourage that among universities?’ He also said that universities may form other linkages, such as federations or partnerships.
Other financial problems affecting education
Grant cuts in HE

67. In late October 2008, DIUS discovered that it had not budgeted sufficient money to cover HE grants to low and middle-income students at the projected levels. This was partly because demand for university education was higher than predicted, but also due to errors in drafting the budget itself – because DIUS was set up so quickly in 2007, the new department’s civil servants had done their calculations too hastily, and the department ended up £200 million short.

68. The Government’s original policy was to fully subsidise HE for students from families with incomes of £25,000 or less, and partially subsidise tuition for those from families with between £25,000 and £60,000 in annual income. On October 30th, DIUS narrowed the eligibility for partial subsidy, which now applies only to those from families who earn from £25,000 to £50,020. Some students who lose partial subsidies will receive loans in lieu of the subsidy. 

69. Also, the Government reduced the number of new university places it planned to introduce, from 15,000 to 10,000. These cuts saved £100 million. 

EMA pay-out difficulties

70. DIUS contracted with a data-processing firm called Liberata to deliver the Educational Maintenance Allowance (EMA), which provides up to £30 a week to support low-income learners. Liberata’s data-management systems proved unable to efficiently deliver the programme, and 200,000 applications remained unprocessed in October 2008 (one-third of the total), after the academic year had started. The EMA problems forced colleges to provide compensatory support to students who hadn’t received their EMAs, while the LSC redistributed funding to support colleges. On November 20th, the LSC cancelled Liberata’s contract – by this point, 12,000 students still had not received their EMAs. This may force more students to seek funding from the LSC or individual colleges, and the LSC has had to release funds to compensate students. This place another strain on FE’s financial infrastructure.
Effects on Leitch agenda

71. The Leitch agenda is the Government’s flagship policy on skills. It is based on the thesis that increasing the skills attainment of the population will increase productivity, skills attainment being measured by the proportion of the working-age population with qualifications. It also contends that employers and learners should determine the amount of provision in the system – only the courses they choose should receive public funding.

72. For the past couple of years, the Government has restricted public funding to courses that lead to full qualifications, to meet the Leitch measurements (even though many employers wanted smaller courses that did not lead to qualifications). In the autumn of 2008, the Government relaxed these rules, in an effort to support training and keep people employed during the crisis. Public funding can now be directed towards courses that do not lead to full qualifications.

73. In January 2009, the House of Commons select committee that oversees skills released a report highly critical of Leitch. It questioned whether there was sufficient evidence to argue that increasing skills really increased productivity, and whether qualifications really did indicate that a person possessed equivalent skills in a real sense. The report also criticised the machinery of government reforms, saying ‘the abolition of the LSC and the establishment of the Skills Funding Agency is likely to lead to considerable further disruption and the reward for this is as yet uncertain’. The report said of Train to Gain that it ‘will only achieve its aim of producing long-term improvements in competitiveness if its brokerage service is more closely tied to helping firms develop more ambitious business plans and more tightly linked to wider economic development and business improvement services’.
What can FE do?

74. Training occupies a central place in the Government’s plans to combat the financial crisis. As a result, the recession presents the sector with a number of opportunities to expand provision, and to play a significant role in the delivery and design of the economic recovery agenda. The downturn may allow the sector to expand its influence.

75. FE providers are already designing programmes to meet the crisis. Some examples:

· Sutton Coldfield College and Matthew Boulton College, two colleges in the Birmingham area, are working with the East Birmingham/North Solihull Regeneration Zone to train job coaches for the unemployed. The project is designed to aid community development and reduce benefits costs.
· LifeLine, a work-based learning provider in east London, has set up a local employers’ coalition with 21 employers who use its job brokerage programmes. It offers skills match for our job seekers and the employer needs
· Redwood Training and QA-IQ are developing a Level 3 credit-based IT Professional apprenticeship, in partnership with the Sector Skills Council for IT. The new qualification uses the new credit based framework to allow employers in the IT sector to access courses for IT professionals, for example A Plus and Network Plus which can contribute towards an Apprenticeship and higher learning.

· NACRO Northwest, a charity that works with offenders, is providing Mobile IT Buses to allow people in deprived areas to use the Internet for job searches. 
Implications for FE
76. The financial crisis can be seen both as a threat and as an opportunity for the further education sector, one which could sink providers or harm institutions, but also one that might allow the sector to take a leading role in responding to the recession.
77. On the one hand, the crisis could herald definite decreases in revenue. The Government has already told departments to expect £5 billion less in funding than previously projected, and local government, a major commissioner of services, is also expected to reduce spending through ‘efficiency cuts’. Businesses often cut training during downturns – this is especially dangerous for FE, which gets more revenue directly from employers than other parts of the education system. Specialist colleges and National Skills Academies are heavily supported by business. Capital spending will be frozen from 2011, slowing new building and possibly damaging relations with the construction industry. A rapid increase in the number of students could also strain FE finances, especially if the LSC or its successor bodies do not increase funding allocations in line with learner enrolment. Conservative spending plans are even more austere than the current Government’s, which could herald further cuts.
78. Concurrent with this is the actual credit crisis – that is, the difficulty everyone is having in obtaining credit from banks. This could make financing difficult. Similarly, the property market’s collapse will make it more difficult for FE colleges to sell land to raise funding for capital projects or other purposes.
79. The crisis could also strain relations with local authorities, which are expected to work in partnership with FE colleges in the Government’s current reform scheme. Local councils will be under new financial pressures, which could affect their commissioning of services from FE; the pressures of dealing with the crisis could also leave less time and patience for partnership work.
80. On the other hand, FE could have a very significant contribution to make in fighting the recession. The Government seems committed to maintaining training and employment support, suggesting that funding might not be as threatened as the budget cuts may suggest. Indeed, it’s becoming more flexible, as it will support courses that don’t lead to qualifications. Furthermore, student numbers tend to rise when the job market fails – indeed, the recession of the early 1990s was a period of considerable growth for FE
. The sector can also draw on the new flexibilities introduced into Train to Gain, and there is a potential that these may be extended.
81. The crisis also accords FE an opportunity to play a leading role in developing the policies and strategies used to combat the crisis. Much of the Government’s increasingly vital training agenda will be delivered by further education providers, giving the sector increased power and influence by extension. The sector can use this as leverage to help shape provision and carve out more room for discretion.
82. In the same vein, the crisis will also raise FE’s profile in the community, as a provider of training to workers and the jobless. FE has a distinct advantage over HE in this – it is larger, deals with a wider spectrum of people and is much less expensive to access than universities. 
83. The increase in student numbers, as well as the increasing relative attractiveness of public-sector work, may make it easier for FE to recruit quality teachers and managers in the current climate. There is already an increase in the number of students studying university courses that lead to public-sector jobs (e.g. nursing or law).
84. FE will also continue to work on its other agendas during the crisis. For example, it will still have a duty to support community cohesion in its locality. This may become still more important, as recessions tend to exacerbate social tensions between groups (for example, the Depression saw the rise of the British Union of Fascists). The Government remains committed to increasing overall skills levels in the long term, to compete with China and India, and FE will continue to play a central role in this.
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� See the LSIS Brief Guide to the reshuffle at: � HYPERLINK "http://www.centreforexcellence.org.uk/UsersDoc/Brief%20Guide%20to%20the%20Government%20reshuffle%20-%20final.pdf" ��http://www.centreforexcellence.org.uk/UsersDoc/Brief%20Guide%20to%20the%20Government%20reshuffle%20-%20final.pdf�





� This post was originally titled Minister for the City.


� These are Tony McNulty (London), Ben Bradshaw (South West England), Jonathan Shaw (South East England), Rosie Winterton (Yorkshire and the Humber), Beverley Hughes (North West England), Barbara Follett (East of England), Ian Austin (West Midlands) and Phil Hope (East Midlands).


� You can still see London taxis carrying Kaupthing Edge advertisements. 


� See Guardian article on this point: � HYPERLINK "http://www.guardian.co.uk/education/2008/sep/02/furthereducation.creditcrunch" ��http://www.guardian.co.uk/education/2008/sep/02/furthereducation.creditcrunch�
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