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BRIDGING THE GAP: AI-DRIVEN AND FISCALLY SUSTAINABLE STUDENT FUNDING MODEL 

FOR SOUTH AFRICA 

Entry Number 718 – Word Count: 1854  

Undergraduate Entry: How can South Africa build a fiscally sustainable student-financing model that 

enhances access to higher education?  

EXECUTIVE SUMMARY 

South Africa’s higher education funding system is stuck. The current system features a strict income 

cutoff that leaves out the "missing middle," and a government grant system that is running out of money. 

The old rules rely on blunt class cutoffs that miss the real financial struggles of South African 

households, and the old debt recovery systems simply do not work. 

Rather than appointing a private entity, this proposal recommends upgrading the public infrastructure 

we already have, specifically the National Student Financial Aid Scheme (NSFAS) and the skills funding 

network. By adding a smart AI financial check to secure government data systems (like Home Affairs 

and SARS), we can replace rigid cutoffs with real-time financial needs assessments. Initial 

capitalization can be achieved by using idle money sitting in Sector Education and Training Authorities 

(SETAs). In the long run, the fund is sustained using an automatic, income-based repayment system 

through SARS that kicks in only when graduates actually land a job. 

1. CONTEXT AND PROBLEM STATEMENT 

1.1. THE “MISSING MIDDLE” AND THE FAILURE OF BINARY THRESHOLDS 

The current student funding debate goes back to the 2015–2016 "Fees Must Fall" protests. Those 

protests exposed a massive unfairness: university education was mostly for the rich, while Black 

working-class students were left behind. To ease the pressure, the state promised fee-free higher 

education for lower-income students starting in 2017.  

The problem was that this promise was added to an old system without a plan to keep it funded. What 

was meant to open doors turned into a massive drain on the government budget because there was 

no system to collect the money back from graduates who start earning. The cost fell entirely on the 

state. 

1.2. THE FISCAL TRAP OF UNREPLENISHING STATE GRANTS 

To try and control the spending, NSFAS drew a hard line at a gross household income of R350,000 a 

year. While this helped the poorest students, it created a massive cliff. Families making just a bit over 

R350,000 get zero help, even though they are crushed by debt, high living costs, and supporting 

multiple family members.  
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These students, "missing middle", don't qualify for NSFAS, but commercial banks won't lend to them 

either because they don't have collateral or credit histories. (National Student Financial Aid Scheme 

(NSFAS), 2024) This pushes working-class families into high-interest personal loans just to keep their 

kids in school. 

Table 1: Macro-Fiscal Pressures on the Post-School Education and Training (PSET) Sector 

Fiscal Indicator Current Structural Baseline Why It Fails National Treasury 

NSFAS Annual Budget Over R50 billion annually Consistently runs out of money, 
forcing Treasury to slash 
healthcare and infrastructure 
budgets to cover shortfalls. 

Missing Middle Gap Stalled R3 billion allocation Leaves thousands of working-
class families stranded in 
predatory commercial debt 
traps. 

SETA Idle Reserves Billions in unspent SDL funds Money sits trapped in bank 
accounts due to administrative 
red tape instead of funding 
education. 

Source: Adapted from (National Treasury, 2026) and (National Student Financial Aid Scheme (NSFAS), 

2024) 

1.3. How National Treasury Got Trapped: The Bleeding of NSFAS and SETAs 

National Treasury faces a constant budget squeeze because the current student funding system relies 

on open-ended grants that never get paid back. At the same time, the broader skills development 

system is bogged down by red tape. Sector Education and Training Authorities (SETAs) and the 

National Skills Fund collect billions every year from the 1% Skills Development Levy, but much of that 

money sits idle in bank accounts due to low employer participation. When government agencies hoard 

cash while public universities run out of money, National Treasury is forced to borrow more to cover 

the gaps, which drives up national debt. (National Treasury, 2026) 

2. THE SOLUTION: UPGRADING PUBLIC INFRASTRUCTURE WITH AI 

Instead of building a brand-new bureaucracy or relying on private lenders, the state should build an AI 

financial screening layer directly inside NSFAS. This keeps the simple, low-admin experience students 

are used to while making the financial checks much smarter. 

2.1. SMARTER FINANCIAL CHECKS 

Instead of building a brand-new bureaucracy, the state should build an AI financial screening layer 

directly inside NSFAS. When a student applies online, the AI system immediately executes a secure 

automated handshake with government databases: it pings Home Affairs via API to verify citizenship, 

and SARS to check real-time household tax records, stopping fraud on day one. (South African 

Revenue Service (SARS), 2025) 
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Instead of looking only at a blunt gross salary, the AI calculates true family affordability by evaluating 

three variables: 

• Family dependents: Automatically counting how many family members (school kids, university 

students, or elderly relatives) depend on the working adults. 

• Cost-of-living: Adjusting for where families live, knowing that expenses look very different in a 

rural town versus a major city. 

• Financials Stress: Factoring in existing debt obligations and unstable gig-economy earnings (like 

parents working odd jobs or in the gig economy). 

2.2. EQUITABLE TIERING AND UNIVERSAL ACCESS 

This upgrade turns NSFAS into a precise tool. By connecting with secure state databases (Home Affairs 

for ID checks and SARS for tax verification), the system sorts applicants into three clear funding 

streams: 

1. Full scholarships: For families with zero extra income. These cover full tuition, learning materials, 

and accommodation so students can focus purely on studying. 

2. Partial subsidies: For lower-middle-income families who make too much for a full grant but still 

cannot afford university fees. They pay a small, manageable contribution while the state covers 

the rest. 

3. Universal Eligibility (The "Missing Middle" Bridge): For middle-income students locked out of 

traditional bank loans. Instead of free grants, this provides zero-interest state-backed study 

financing, so no student is blocked by an arbitrary income cap. 

Table 2: The Three-Tier AI Dynamic Needs Assessment and Allocation 

Funding Tier Target Household 
Profile 

Financial Mechanism Repayment Method 

Tier 1: Full Scholarship Zero-income 
households (verified 
via SARS and Home 
Affairs) 

Full coverage of tuition, 
accommodation, and 
learning materials 

Social contract 
contribution post-
employment via SARS 

Tier 2: Partial Subsidy Lower-middle income 
families making just 
above the old cutoffs 

Scaled state subsidy 
combined with a small 
manageable household 
co-payment 

Scaled income-
contingent PAYE 
deduction 

Tier 3: Universal Bridge The Missing Middle – 
those locked out of 
traditional bank loans 

State-backed, zero-
interest study financing 
so no student is 
blocked 

Standardized PAYE 
income-contingent 
repayment loop 

Source: Author's conceptual framework (Anonymous, 2026) 
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3. SEED CAPITALIZATION: MOBILIZING FLOATING FUNDS WITHOUT TAX HIKES 

Launching this model tomorrow does not require new taxes or increased budget deficits. Initial seed 

capital is unlocked by cleaning up underutilized funds across the existing skills ecosystem: 

• Skills Development Levy (SDL) Optimization: A targeted portion of discretionary, unspent 

grants sitting in SETAs and the National Skills Fund can be swept into a centralized revolving 

fund through a ministerial directive, putting idle capital to work immediately. 

• Corporate Co-Investment Pools: Private sector bursary spending and corporate social 
investment are pooled into the platform. In return, businesses receive expanded Section 11/12H 
tax deductions and maximized B-BBEE Skills Development points, aligning corporate tax 
incentives with national skills development. 

• Public-Private Social Impact Bonds: Initial operational money is raised by issuing state-
backed Social Impact Bonds to local investors. Investors are paid back based on long-term 
graduate employment milestones, bringing in private capital without risking public tax money. 

4. ECONOMIC ALIGNMENT AND SECTORAL PRIORITIZATION 

To maximize return on investment (ROI) for the national economy and guarantee high repayment rates 

into the fund, the model adopts a phased, outcome-linked allocation strategy. 

4.1. PRIORITIZING HIGH-GROWTH SKILLS 

During its initial phases, funding allocation is heavily weighted toward critical, high-demand skills; 

specifically, computer science, software engineering, cybersecurity, and data science.  

When prioritizing high-demand fields during the initial rollout, disciplines like computer science, 

software engineering, and data science stand out because graduates tend to enter the market at higher 

junior salary brackets than many other entry-level professions. However, this is not about locking other 

fields out; rather, it is about focusing initial capital where the speed of financial return is fastest. High-

earning junior brackets mean graduates can start contributing back into the revolving fund much sooner, 

creating a sustainable financial loop that will eventually expand to support all professional sectors. 

This rapid employment velocity directly accelerates tax contributions and repayment inflows into the 

revolving fund, creating a self-sustaining fiscal loop. Equipping graduates with advanced technological 

capabilities secures rapid employment, high-wage entry points, and an accelerated expansion of the 

national tax base, minimizing long-term public sector dependency. 

4.2. EDUCATIONAL COMMUNITY HUBS AS PIPELINE DRIVERS 

To ensure these opportunities actually reach everyone, the model uses local educational hubs and 

TVET centers as access points. Without this, relying solely on online portals risks creating a severe 

failure of digital exclusion. If students in rural areas or townships lack reliable internet, digital literacy, 

or knowledge of how the AI assessment engine evaluates them, the system will accidentally favor 

privileged urban applicants, reinforcing historical inequality instead of breaking it. Embedding AI-guided 

application kiosks and digital support directly inside community hubs and TVET colleges acts as an 

operational necessity. It ensures that raw, underrepresented talent successfully navigates the 
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verification gateway, raising grassroots awareness, demystifying tech careers, and ensuring the new 

funding model is truly accessible to every corner of South Africa. 

5. AUTOMATED RECOVERY: THE SARS "PAY-IT-FORWARD" MECHANISM 

Legacy student loan schemes failed because they relied on universities trying to act like debt collectors, 

tracking down graduates who had changed phone numbers and moved cities. This model replaces that 

broken system with an automated, tax-linked repayment loop through the South African Revenue 

Service (SARS). (South African Revenue Service (SARS), 2025). 

5.1 AUTOMATED PAYE INTEGRATION 

Once a funded graduate secures formal employment earning above a defined living-wage threshold, 

SARS automatically deducts a small, scaled surcharge (between 3% and 8% of income earned above 

the threshold) directly through employer payrolls via PAYE. This drives collection costs to near zero. 

The recovery of funds through SARS is designed around a simple, voluntary principle of social solidarity 

rather than harsh, unfamiliar tax laws. The goal is to build a 'pay-it-forward' community: graduates only 

contribute a manageable portion once they are stably employed, knowing that their small contributions 

directly fund the education of the next generation of South Africans. By aligning repayments with 

standard payroll systems, it removes the heavy administrative burden from universities and creates a 

fair, shared cycle where everyone helps lift each other up. 

5.2 SOCIAL CONTRACT & GRADUATE PROTECTION 

• Income Protection: If a graduate loses their job, takes a pay cut, or goes back to school for 

postgraduate studies, the SARS algorithm pauses deductions automatically. There is zero risk 

of blacklisting, zero predatory debt collectors, and 100% compliance. 

• Tax Offsets: Contributions can be pared with personal tax credits, ensuring the graduate's net 
tax burden remains balanced while they "pay it forward" to fund future generations. 

5.3 INTERNATIONAL PRECEDENT: LESSONS FROM AUSTRALIA AND THE UK 

The mechanics of this automated, income-contingent repayment loop are not experimental; they 
mirror globally validated frameworks used in countries like Australia (via the Higher Education 
Contribution Scheme - HECS) and the United Kingdom. (UNESCO, 2026) (Chapman, 2016) In both 
jurisdictions, student debt recovery fails when managed as traditional bank credit or university-led 
collections. Sustainability is only achieved when repayments are automatically linked to national tax 
authorities (such as the UK's HMRC or the Australian Taxation Office) (Chapman, 2016), where 
graduate contributions scale dynamically with income thresholds and pause automatically during 
periods of unemployment. Adapting this proven international benchmark to South Africa by integrating 
NSFAS with SARS bridges the gap between global best practice and local administrative realities. 
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6. LONG-TERM SCALING AND VISION 

As the first wave of tech and STEM graduates enter the workforce, their contributions flow back into 
the revolving fund. Over time, this self-sustaining loop means the fund won't need as much state money 
to keep running. The long-term goal is a self-funded higher education system that can eventually open 
its doors wide to all academic disciplines. 

CONCLUSION 

By combining smart financial profiling, a focus on high-demand skills, and an automatic tax-linked 

repayment loop, South Africa can fix the "missing middle" crisis without breaking National Treasury. 

This AI-driven model turns student funding from a constant government expense into a self-sustaining 

investment in our country's future. 
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