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1. INTRODUTION

This essay explores how students fail to pay their debt after they graduate. As this causes a
financial strain to the government. This implementation can be done by using the Income-
contingent Tax Mechanism to lighten the burden from both sides. Exploring the difference in
payment or debt according to institution.

2.Main Body

NSFAS funds 744203 students with a 54.3 billion budget per year. Students are unable to
pay back the which is 2.3 billion. With this many students which are unable to pay, it causes
a financial strain on both the student and the government. To avoid that we can implement
the Income-contingent Tax Mechanism to lighten the burden. Using the Income-contingent
Tax Mechanism that severs as a hybrid policy too. It bridges the gab between state-
mandated taxes and market-negotiated student debt, linking a graduate’s monthly loan
repayments directly to their actual earnings. Unlike commercial bank loans that enforce
ridged, time-bound monthly schedules, this framework leverages the national revenue
collection system to automate risk-managed repayment.

The mechanism can operate in a framework on clear financial parameters to maintain
affordability and system liquidity. Graduates being employed to Income exceeds to SARS
deducts progressive to fund replenishes. Using The Repayment Threshold Graduates are
exempt from making payment if their income remains below specific, legislated baseline.
Repayments active only after their earnings surpass floor, for low-income graduate.
Progressive marginal rates once active, repayments are calculated small percentage of
income rather than a fixed principal-and-interest amount. So that they can maintain the
standard of living. Higher earning can contribute

a marginally large percentage to accelerates cost recovery. Built-in Default protection can
be used during periods of unemployment, career transition or income drops to zero. This
dynamic protection shields the borrower from legal defaults or damaged credit records.

2.1The Role of SARS in South Africa

Implementing this mechanism in South Africa means shifting debt collection away
from NSFAS and routing it through the South African Revenue service.

Phase Operational Execution via SARS
Verification & A student’s unique tax number is permanently tied to their national
linking student debt profile upon registration.
Automated Repayments are embedded directly into the Pay AS You Earn (PAYE)
Functional system. Employers automatically deduct the student loan fraction
Collection alongside personal income tax.
Self-Employed Independent contractors and entrepreneurs route their repayments
Capture seamlessly through the existing provisional tax framework.
Cross-Border SARS can interface with international tax treaties to track emigrating
Tracking graduates, mitigating the "brain drain" loss of public capital.
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ECONOMICS OF INCOME-CONTINGENT TAX MECHANISMS

FIGURE 1: TAX LIABILITY VS. INCOME FIGURE 2; MARGINAL TAX RATE
(MTR) FUNCTION
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Under a typical income-contingent repayment mechanism (such as the progressive
structures often analysed for national student-financing frameworks in South Africa),
repayments are determined by a sliding-scale percentage of your earnings once they exceed
a defined minimum threshold.

For an annual income of R250,000 (approximately R20,833 per month), here is how the
translation into monthly loan repayments works using standard progressive bracket models:

Breakdown of the Calculation

o Exempt / Protected Bracket: Earnings below the baseline threshold (e.g., R30,000
to R60,000 per year) carry a 0% repayment rate.

e Progressive Marginal Tiers: As income scales upward into middle brackets (e.g.,
earnings above R60,000 up to higher tiers), the repayment rate typically scales from
around 3% to roughly 8% (or higher depending on the specific statutory model
design).

o Effective Tier for R250,000: At an annual salary of R250,000, a graduate sits
comfortably above entry-level brackets, usually triggering an effective progressive
rate around 8% of total annual earnings.

Monthly Repayment Translation
e Annual Repayment Calculation:
R250,000 x 8% = R20,000 per year
e Monthly Converted Repayment:
R20,000 = 12 months = R1,667 per month
2.2Why This Benefits the Graduate:
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Capacity to Pay: Instead of a rigid commercial bank loan demanding a fixed high
instalment regardless of life circumstances, a R1,667 monthly deduction scales
naturally with a R250,000 salary, leaving predictable cash flow for rent, transport, and
living costs.

Automatic Adjustment: If the graduate receives a promotion later in the year, the
system adjusts proportionally; if they face a temporary downturn, the liability drops
automatically.

For an annual income of R150,000(approximately R12,500per month), the income-
contingent repayment model scales the financial burden lower to match the reduced
earning capacity:

1. Breakdown of the Calculation

Exempt / Protected Bracket: Earnings below the baseline threshold (e.g., R60,000
per year) remain completely exempt at 0%.

Lower Progressive Tier: Because R150,000sits closer to the entry-level portion of
the tax/repayment schedule, it triggers a lower marginal or effective percentage tier
(typically around 5%of total earnings).

2. Monthly Repayment Translation

Annual Repayment Calculation:
R150,000 x 5% = R7,500 per year

R150,000 x 5% = R7,500 per year

Monthly Converted Repayment:
R7,500 =+ 12 months = R625 per month

R7,500 =+ 12 months = R625 per month
2.3Why This Matters:

Sustainable Cash Flow: At an affordable R625per month, graduates earning entry-
level salaries can comfortably meet their basic cost of living (housing, transport, food)
without falling into arrears or defaulting.

Elastic Response: As your career grows and your salary steps up toward R250,000
and beyond, the percentage rate and monthly contribution adjust incrementally
alongside your income.

Explore related concepts or calculations:
Compare to commercial bank loans

Test a higher salary bracket

Explaining the problem in difference in payment or debt according to institution

The solution is payment requirements and student debt policies vary ace South African
higher education institution based on whatever they are traditional universities, universities
of technology or private institutions as well as their individual’s framework.
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Key differences by institution type, traditional universities (e.g. University of KwaZulu Natal,
University of Venda, University of Western Cape), Carry massive absolute debt balances
spanning billions of rands, often to driven by self-funded student shortfalls, historical debt
and massive reconciliation gaps with the National Student Financial Aid Scheme (NSFAS)

Universities of Technology: According to the Department of Higher Education and Training
(DHET). University of Technologies typically record the highest debt ratios relative to their
budgets, facing acute financial strain form technical and vocational student demographics.

Private Higher Education Institution (e.g. SACOB and other private colleges). Generally,
features higher annual upfront costs (often exceeding R50 000 for select courses) and
stricter immediate payment enforcement upon enrolment compared to state-subsided public
universities.

Payment and Registration structures, minimum initial payments; Public Institutions like the
University of Johannesburg set mandatory upfront, registration and tuition minimum (e.g.
R5 560 for self-funded students plus R3 710 for residence in 2025), while international
students are typically required to pay 40% upfront.

NSFAS and Caps; Public universities experience heavy debt accumulative when
accommodation or tuition fees exceed. NSFAS Caps or when NSFAS disbursements are
delayed.

Consequences of unpaid debt include, withholding records, many institutions withhold
academic transcripts, graduation, diplomas and certificates for students who remain in bad
financial standing, though legal and national policy debates continue regarding the fairness
and legality of blocking credit records or withholding documents. Debt Recovery Policies;
Policies range from conservative credit management framework with structured payment
instalments (e.g. up to six-month arrangements) to strict refusal of exam or graduation
access until accounts are settled.

The South African higher education sector faces a dual financial crisis: systemic institutional
insolvency driven by billions of Rands in uncollected student debt, and acute socio-economic
distress among graduates burdened by rigid, unaffordable debt recovery regimes. The
National Student Financial Aid Scheme (NSFAS) currently funds approximately 744,203
students with an annual budget of R54.3 billion. However, an estimated R2.3 billion in
historical debt remains uncollected due to structural inefficiencies in debt administration.

This document proposes replacing traditional, rigid repayment models with a hybrid Income-
Contingent Tax Mechanism (ICTM)administered directly through the South African Revenue
Service (SARS). By shifting collection away from NSFAS and embedding loan repayments
into the national tax infrastructure, South Africa can automate risk-managed recovery,
guarantee graduate solvency through dynamic earnings thresholds, and secure long-term
fiscal liquidity for the state.

Under current administrative arrangements, NSFAS operates both as a disbursement
agency and a debt recovery body. This dual mandate has proven structurally unsustainable:

Massive Recovery Deficit; Out of a R54.3 billion annual outlay across 744,203 students,
R2.3 billion in recoverable debt goes uncollected each year.
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The inability to recycle capital from employed beneficiaries back into the scheme forces the
state to fund new cohorts almost entirely through fresh fiscal injections, threatening the long-
term sustainability of free and subsidized higher education.

3. Institutional Divergence and Debt Concentration

The burden of unpaid student debt is unevenly distributed across South Africa’s higher
education ecosystem:

Traditional Universities (e.g., UKZN, Univen, UWC): Accumulate massive absolute debt
balances running into billions of Rands. These are driven by historical debt carryovers, self-
funded student shortfalls, and reconciliation delays from NSFAS.

Universities of Technology (UTs): According to the Department of Higher Education and
Training (DHET), UTs record the highest debt ratios relative to their operating budgets.
Serving predominantly lower-income and technical demographics, these institutions suffer
severe financial vulnerability when debt recovery fails.

Private Higher Education Institutions (PHEIs): Enforce strict upfront payment policies (often
exceeding R50,000 annually) and immediate enrolment blocking, avoiding public debt
accumulation but excluding lower-middle-class (missing middle) students.

To eliminate NSFAS's administrative overhead and enforce universal compliance, primary
collection responsibility must shift to the South African Revenue

Amend the NSFAS Act and Income Tax Act to mandate SARS as the sole collection agent
for public higher education debt.

4.Conclusion

The South African higher education sector is caught in a severe systemic loop, characterized
by institutional insolvency at universities and acute financial vulnerability among students.
With NSFAS funding 744,203 students through a R54.3 billion budget while facing an
uncollected annual deficit of R2.3 billion, traditional debt recovery frameworks have proven
completely unsustainable. Furthermore, institutional debt pressures—ranging from massive
historical balances at traditional universities and high debt-to-budget ratios at Universities of
Technology to strict upfront costs at private colleges—exacerbate these strains, often
leading to punitive measures like certificate withholding that trap graduates in a cycle of
unemployment and non-payment.

To resolve this dual crisis, South Africa must transition from rigid, manual debt collection to
an automated Income-Contingent Tax Mechanism (ICTM) administered directly through the
South African Revenue Service (SARS). By embedding repayments into the PAYE and
provisional tax systems, this hybrid model safeguards low-income earners through protected
baseline thresholds (setting liabilities to RO when earnings fall below minimum floors) while
scaling contributions progressively as careers advance (such as managing manageable
monthly deductions of R625 for a R150,000 salary or R1,667 for a R250,000 salary).
Ultimately, amending the NSFAS Act and the Income Tax Act to mandate SARS as the sole
collection agent will eliminate administrative inefficiencies, protect graduate liquidity, prevent
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default, and secure a sustainable, self-replenishing financial foundation for the future of
higher education in South Africa.
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