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ERASMUS FOR ALL

ERASMUS MASTER STUDENT LOAN GUARANTEE FACILITY

Second non-paper by the Commission services
1. What are the main objectives of the Loan Guarantee Facility?

At their meeting in Berlin in 2003, Ministers responsible for Higher Education of the European Higher Education Area undertook that they would "with a view to promoting student mobility, […] take the necessary steps to enable the portability of national loans and grants". Nevertheless, in the report on the implementation of the EHEA presented to the Ministerial Conference in Bucharest in 2012, it is underlined that "Financial support measures, including ensuring the portability of student support, are a significant challenge for many countries. […] Portability is […] often subject to restrictions. These are related to specific countries or their groupings (for instance EU, EEA, EHEA) and programmes. Countries with grants and scholarships restricted to specific programmes often mention European and national mobility programmes. Other restrictions concern accreditation of programmes and/or whether the study programme is offered in the home country, or whether it falls under a priority area." In practice, very little has changed since the Berlin Conference of 2003.

The more detailed feasibility study by the London School of Economics confirmed that there is a market gap in respect of the availability of financial support for full-programme cross-border studies, notably at the masters-level. Student grant or loan schemes exist in many Member States, either at national or regional level, but there is no full coverage across the EU. Many place significant restrictions on their accessibility and/or portability
, and in some cases, the modest levels of support available are insufficient for 'mobile' study. Furthermore, the study noted that whilst mobility is in the interest of Member States collectively, the lack of widespread/EU availability may result in a negative incentive whereby individual Member States rely upon the loan schemes of other countries where these exist. Bank loans are difficult to obtain because students usually do not have collateral against which to secure a loan, making the risk premium prohibitive – particularly when the borrower proposes to study abroad. The problem is particularly acute for Masters level students wishing to complete a full degree programme in another Member State who face higher costs due to the length of study period and have lower access to finance (grants and/or loans).
The main objective of the Loan Guarantee Facility is to increase opportunities for full degree mobility at master's level, either by providing the sole source of financial support for students from Member States which do not have portable grants or loans, or by supplementing portable support where it does exist.  In doing so, the Facility will provide for a better matching of supply and demand of higher education in Europe and thus a more efficient use of resources.
2. How will the Guarantee Facility contribute to achieving the objectives of the Europe 2020 Strategy?

Higher education (HE) is a driver of growth recognised in the Europe 2020 strategy by the headline target on educational attainment (40% of 30-34yr olds by 2020). Encouraging learning mobility is a key priority of the EU, as reflected in the Bologna process agreement that 20% of HE students should be mobile by 2020 and agreed by EU ministers in the context of the Education and Training 2020 strategic framework.

By focusing on studies at Masters level, the Facility will intervene in the area of higher skills which are key to the competitiveness of the European economy and which make a particular contribution to levels of knowledge transfer, innovation and creativity. In this way, while the Facility is not intended to focus on particular academic disciplines, but rather to be open to all, it will contribute to filling the skills gaps currently experienced across the EU. 

In addition, by exposing higher education institutions to more inward mobility at Master's level, the Facility will contribute to the increased openness and internationalization of European higher education and to the quality of the learning experiences, in particular as the quality of teaching and learning at this level is highly dependent on the co-production of knowledge by students and teachers. In this way the Facility will help to achieve the systemic impacts necessary to achieve the objectives of the Modernisation Agenda for Higher Education.
Mobility at the very highest levels of skills (doctorates and post-docs) is already catered for by the Marie Curie Actions (to become the Marie Skłodowska Curie Actions under Horizon 2020).
3. What preparatory work has been done for the LGF?

Please see the earlier non-paper and the feasibility study by the LSE.

In addition, the EIF has worked closely with a selection of potential financial intermediaries in Germany, Portugal, France, Spain, Italy, Hungary, and the UK and with umbrella organisations at European level to gauge the potential level of interest in the facility and to test initial ideas for the terms against which the guarantee could be offered. This work is ongoing and will now include a wider range of potential intermediaries in more countries. In some cases banks which operate across Member State borders have expressed interest in being able to offer the product in more than one national market.

4. Why loan guarantees and not loans?

Even with a closely defined target group such as mobile Masters, providing the full capital for loans directly from the EU budget, at a scale which would be likely to lead to a systemic effect on the openness and internationalisation of Higher Education Institutions, would require a budget at EU level which would be difficult to justify. In addition, it would require a high level of administration at the EU level (potentially the creation of a new EU Agency to distribute loans and collect repayment).

The alternative, where the EU budget acts as a partial guarantor against the risk of possible default on loans offered by financial intermediaries, has the potential to leverage a budget 6-8 times the size of the amount put up by the EU budget to sharing the initial cost in the ratio of 1:6 with the financial intermediaries. This ensures both that the size of the individual loans can be sufficient to make a real difference to students' decisions about their choice of study (thus providing for the better matching of supply and demand, as above) and that a higher number of students can benefit from the facility. The combination of these two elements will determine the systemic impact of the initiative at EU level.

5. What is the role of the" entrusted entity"? If the EIB Group were chosen, what would be the respective roles of the EIB and the EIF?

The entrusted entity which would manage the Student Loan Guarantee Facility would be selected in accordance with the terms of the Financial Regulation. The EIB Group might be appointed in that framework.

The EIB is the long-term financing institution of the European Union. Its mission is to help implement the EU's policy objectives by financing sound business projects. To finance these projects, the Bank borrows on the capital markets and operates on a "not for profit maximising" basis. It works in the framework of a rolling three-year operational plan, approved by its Board of Directors and updated every year. In the case of the Erasmus Masters Loans, eligible financial intermediaries might choose to seek financing from the EIB for the purpose of funding the loans, either as part of a wider financing package, or, if justified by the scale of the operation, specifically for student loans. This option is however entirely separate from, and constitutes no part of, the Loan Guarantee Facility per se.

The EIF is part of the EIB Group and is subject to supervision by the EIB. It is the institution responsible for risk financing and, if it were selected to act in the case of the Student Loan Guarantee Facility, it would be responsible for the management of the Facility, on the basis of an agreement with the Commission. The EIF would in turn contract with the financial intermediaries for the implementation of the Facility on the ground and would release guarantee funding to the financial intermediaries in the case of default on guaranteed loans.
6. Geographical coverage

The objective of the Facility is to ensure the participation of at least one financial intermediary in each participating country and part of the variable remuneration of the entrusted entity managing the Facility will be based on the level of geographical coverage achieved. 
In carrying out the pre-market testing for the Facility, the EIF is drawing on its experience of running similar operations in other sectors (eg CIP, MAP) and the contacts that it has with financial intermediaries in all countries. In addition, contact has been made with potential financial intermediaries in all countries through the European umbrella organisations to enable feedback on the draft terms of the guarantee and to allow them to take account of the conditions prevailing in the different countries. Finally, contacts with banks which operate in more than one European market show that some have expressed interest in offering the product in a number of countries.
7. What will be the impact on student mobility flows?

As noted above, the objective of the Facility is to allow a better matching of supply and demand of education at master's level. It is not intended to be, nor should be conceived as, a measure to combat imbalances in flows between particular participating countries which can only be tackled by structural measures to increase the attractiveness of the higher education system in countries which receive fewer incoming students, as agreed in the Bologna Mobility Strategy adopted by Ministers at the Bucharest Conference in April 2012. As part of the reporting obligations, financial intermediaries and the entrusted entity will provide information on the size of the mobility flows and on source and destination countries.

Other measures under Erasmus for All, and notably the Strategic Partnerships and Knowledge Alliances, are designed to support the capacity of Higher Education Institutions to improve the quality and relevance of their educational provision, including through joint curriculum development and the delivery of joint and double degree programmes.

Measures under Erasmus for All to support language learning in the context of credit mobility will also be made available to degree mobility students supported by the Facility, in order to encourage students to choose courses of study in countries with less widely spoken languages.
8. Is there a risk that the Facility will lead to the introduction of tuition fees or the privatisation or commercialisation of higher education in Europe?

No. Decisions by governments on the funding of their higher education (and other) systems are based on a wide range of factors, including national traditions and practices and the political line of the administration. The existence of European programmes in similar areas is extremely unlikely to be a factor which they take into account, in particular given the limited scope and focus of the Facility in comparison with the broader higher education systems in the participating countries.

9. What is the risk to the EU budget?

The budgetary allocation would cover the full cost of the Facility, including payment obligations towards financial intermediaries such as losses from guarantees, management fees for the entrusted entity managing the Union's resources, as well as any other eligible costs or expenses.

The EU budget is exposed to the risk covered by the guarantee amount, that is to say between one-eighth and one-sixth of the total volume of loans disbursed. The level of risk is determined by the level of the guarantee rate (the proportion of an individual loan which is guaranteed against default) and the guarantee cap rate (the proportion of a financial intermediary's total portfolio which is guaranteed against default. The total exposure of the EU budget is calculated as follows:

Total of the portfolio of loans x guarantee rate x guarantee cap rate

In the case of student loans, the pre-market testing indicates that the market would require an intervention which sets the guarantee rate at a relatively high proportion of the individual loan, but a relatively low proportion of the total portfolio. This would limit the exposure of the EU budget but provide sufficient incentive for financial intermediaries to enter the market.

The maximum cost for the EU budget would only be incurred in the case where the level of default by borrowers was equivalent to or exceeded the guarantee cap.

The remaining risk of between seven-eighths and five-sixths of the total volume of loans is carried by the financial intermediaries. This approach ensures proper alignment of interest between the EU as guarantor and the financial intermediary and that they have a clear interest to make the terms on which the loans are offered sufficiently attractive both to them and to borrowers to reduce the possible level of default to the minimum.
NOTE: In the case of EU grants awarded to an equivalent volume, the EU budget would carry 100% of the cost, rather than the low proportion referred to above.

10. How will the Facility work in practice?

a. On the basis of the annual work programme for Erasmus for All, adopted by the Commission following agreement in the Programme Committee, which, as concerns the Loan Guarantee Facility, will be implemented through an agreement between the Commission and the entrusted entity, the Commission will commit funds from the EU budget up to the annual limits indicated in the financial fiche accompanying the draft Regulation. These funds will be held by the entrusted entity as guarantees against default.

b. Financial intermediaries would be selected by the entrusted entity in participating countries following a call for expressions of interest which would set out the terms for the operation of the scheme, including the minimum terms which need to be given to borrowers for their protection. The entrusted entity would select the financial intermediaries in conformity with best market practice, on the basis of competition between bidders based on the soundness of their offer and the levels of protection they offer to provide to borrowers above the minimum requirements, and in particular with regard to the effect on:

· the volume of debt financing to be made available to mobile master's students 

· the most favourable conditions offered to students, subject to compliance with the minimum standards of lending as set out in the annex
· geographical coverage

c. More than one financial intermediary might be selected in some participating countries, for example to ensure full geographical coverage or sufficient student choice.

d. The financial intermediaries would be responsible for providing information and publicity about their loan product to students. The national agencies would in addition ensure that the higher education institutions and student organisation with which they normally work have sufficient information about the scheme to be able to advise potentially mobile master's students.

e. Students would apply for the loan to a financial intermediary offering the loan under the terms of the facility. They would need to show that they have a place to study for a master's degree at an institution holding an Erasmus University Charter in a participating country other than the participating country in which they obtained the (bachelor) degree which qualifies them for the master's course. Under the terms of the agreement with the entrusted entity, the financial intermediary would not be allowed to ask for collateral or parental guarantees against which to secure the loan, nor to discriminate on the basis of the study discipline or the future earnings potential of the student. On the other hand, the financial intermediary, on the basis of sound lending practices, would advise the potential borrower on questions related to their repayment capacity, including on the level of debt as a ratio of income.

f. The guarantee would apply to loans of up to €12.000 for a one-year masters and €18.000 for a two-year masters (in practice the maximum guarantee amount would be higher in order to cover accrued interest and insurance etc – see annex). The amounts are based on the recommendations of the feasibility on the basis that they provide a sufficiently significant contribution to living cost and any tuition fees while minimising the risk of overburdening the graduate with debt. The maximum amounts are based on the most common situations in the participating countries, but would not alone be sufficient to meet the full costs in participating countries with high costs of living and the highest tuition fees. 

In such cases the Erasmus Masters loans could however be a useful top-up to more modest support available at national level, as the loans could be used in combination with other funding sources (eg national or Erasmus grants). In this way the Guarantee Facility is complementary to, and not a replacement for, existing national student support structures.

g. Loans may be disbursed to the students in instalments, and any tuition fees paid directly to the higher education institution, in order to ensure that the loan is used for the purpose intended.

h. Loans would be repaid to the financial intermediaries by the borrowers following graduation. Under the terms of the agreement between the entrusted entity and the financial intermediary, a minimum grace period would be on offer following graduation to give the graduate time to find employment. In addition, payment holidays would be available to protect graduates against loss of employment, sickness etc. The borrower would be insured for loss of income through disability or death.

i. If a graduate defaults on the loan despite the mechanisms put in place to cater for potential hardship situations, the financial intermediary would apply to the entrusted entity for part-reimbursement.  The cost of the default would be shared between the Financial Intermediary and the European Student Loan Guarantee (EU contribution).  The level of risk-sharing will be balanced to be sufficiently attractive to the financial intermediary to secure their participation, but not lead to moral hazard (ie. financial intermediary should not find it easier to recover the money from the EU contribution than pursuing the graduate borrower to repay). Any eventual loss recoveries (if loan repayments are resumed) will be shared between the Student Loan Guarantee Facility and the Financial Intermediary pro rata to the Guarantee Rate. The appropriate level of risk sharing is being informed by ongoing pre-market testing with financial institutions, undertaken by the entrusted entity on the European Commission's behalf. 

j. Please see annex for more technical details.

11. How can the benefits of the guarantee be passed on to the borrowers?

As noted in 6b above, financial intermediaries would be selected by the entrusted entity on the basis of their proposal to provide the most advantageous offer possible to the students beyond the minimum requirements imposed by the Facility. As part of the evaluation process, the entrusted entity would require the potential financial intermediary to show how the benefits would be passed on and, in particular, how the benefits would lead to an interest rate rebate for the student loan in comparison to other similar products on the market.
12. What about counter-guarantees for existing loan schemes?

Existing guarantee schemes in participating countries, or student loan schemes run by public bodies, would be able to use the European Loan Guarantee Facility as a counter-guarantee under the same terms as other financial intermediaries, that is for loans for mobile master's students which offer the same minimum levels of protection to the student borrowers. In such circumstances the guarantee would apply to new loans which would not otherwise have been offered, or to increase the amount of loans which would have been available under national schemes, in order to satisfy the test of additionality.

If desired, public authorities could work with the financial intermediaries in order to further reduce the interest rate by providing additional support, on condition that support in the form of additional guarantee facilities does not lead to moral hazard (ie reducing the risk of the financial intermediary to a level close to zero).
13. What reporting will be available on the operation of the facility?

The financial intermediaries under their contracts with the entrusted entity, and the entrusted entity under its contract with the Commission, will be required to report on the implementation of the Facility. This reporting will cover as a minimum:

· the volume of lending contracted by financial intermediaries
· Number of loans disbursed, broken down by country
· Size of loans
· Countries of origin and destination of the students
· Fields of study 
· Gender breakdown of students
· Age breakdown of students
· Level of take up of the guarantee
· Reimbursement and reflow
Annex

Key characteristics of the Student Loan Guarantee Facility
Structure:

Credit risk protection would be provided through partial financial guarantees or counter guarantees to financial intermediaries building portfolios of cross-border EU Student Loans. If appropriate, financial intermediaries could in addition to the credit risk protection use an EIB global loan in addition to their funding sources to build up the portfolios of loans on condition to passing a lower interest rate to the student borrower (lower funding cost). 

Characteristics of the Guarantees:

Financial intermediaries would receive a guarantee from the entrusted entity on each of their loans in accordance with a Guarantee Rate (a maximum amount of each individual outstanding loan), limited by a Guarantee Cap Rate of the portfolio of loans as a whole. 

The Financial Intermediary commits to keep the remainder of economic exposure.

The Guarantee would cover loan principal, any interest capitalized during the study, grace and payment holiday periods and regular interest due at the time of default up to the Guarantee Cap Rate of the portfolio of loans.

Final Recipients' eligibility criteria:


EU resident students undertaking Master’s level higher education (as per Bologna definition, including both academic and vocationally based master’s level studies) in a participating country other than the participating country in which they obtained their Bachelor degree giving them access to Master's studies.


Students must not be already in receipt of an EU backed student loan for the same purpose (i.e. no double-funding of the EU guarantee), to be acknowledged by student declaration upon honour.


Students would provide to the Bank the following documents:

1.
Declaration of honour of not being already in an EU backed student loan.

2.
Proof of acceptance to a study programme at master's level at a higher education institution holding an Erasmus University Charter (or its successor) in a participating country.  

3.
Copy of the passport or National ID/ Fiscal Number, etc. 
 

4.
Proof of having obtained their bachelor qualification at a higher education institution in a participating country other than the one of the intended master's study
Loans eligibility criteria:

To take advantage of the guarantee facility, financial intermediaries undertake to provide loans to students resident in an Erasmus for All participating country who undertake a full programme of masters-level studies in a participating country other than the one in which they obtained the qualification necessary to grant access to a Master's programme.

· Student loan guarantees will be available for full programme Master's level higher education (one to two years) in an Erasmus for All participating country 

· The maximum guarantee will cover new eligible student loans of  up to €12,000 for a one-year Master's programme and up to €18,000 for a two year Masters programme; [these levels to be reviewed after three years of operation and may be revised following comitology]  

· Students apply to access an Erasmus Master backed loan via a participating Financial Intermediary. Repayments will be directly to the same Financial Intermediary.

· The Financial Intermediary shall not  request any collateral or parental guarantee against the loan

· Loans must be granted in line with non-discriminatory lending practices

· Repayment will be based upon a hybrid model which combines 'mortgage-based' standardised payments with safeguards, notably:

a a reduced interest rate in comparison with market rates

b an initial 'grace period' following completion of the studies before repayments begin. The duration of the grace period to be up to 6 months, extended to 12 months where the graduate chooses to make payments to cover interest;
c 'payment holidays' of up to 12 months over the lifetime of the loan, which can be invoked by the graduate in case of change of circumstances, for example as a result of unemployment, sickness or maternity;

d an option of interest deferral during the study period; 

e insurance against death and disability;
f no penalties for early repayment.
The safeguards highlighted above are guaranteed minima to be provided by financial intermediaries participating in the scheme. Financial intermediaries may choose to offer improved terms eg. longer grace period.

Specific parameters are subject to the outcomes of ongoing market testing and as such may vary.

Additional considerations:


Loss cover mechanism: the entrusted entity will pay the portion of the defaulted amount to the Financial Intermediary within 60 days of default notice being received. Default notice would be sent quarterly at the end of each calendar quarters. Recoveries once received would be shared between the Financial Intermediary and the entrusted entity according to the Guarantee Rate.


Reporting, visibility, audit requirements for the Financial Intermediaries as per EC/ entrusted entity instructions.


Credit evaluation processes from Financial Intermediaries should comply with principles of non-discrimination. 


Customer Protection Principles should be in place to promote responsible lending.


The Financial Intermediary commits to keep the remainder of economic exposure of the Student Loans which is not covered by the EU guarantee. 
�  Even in countries where portable support exists or finance is open to non-domestic students restrictions are common eg. whether for tuition cost or living cost, duration of residence requirement, available only for courses approved by home authorities, valid for partial studies only, available only if course is not available in home country
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