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

enhances access to higher education? 

Introduction 

Higher education in post-apartheid South Africa serves a dual function: it is both a driver of 

economic growth and a primary mechanism for redressing historical socio-economic 

inequities. Since the transition to democracy in 1994, demand for tertiary education has 

surged, fueled by demographic growth and policies aimed at expanding access for historically 

disadvantaged individuals. However, expanding access without a sustainable funding model 

has placed severe strain on the national fiscus, university balance sheets, and students 

themselves. The introduction of fee-free higher education for low-income students in 2018 

through the National Student Financial Aid Scheme (NSFAS) significantly widened access, 

but it created an escalating fiscal burden that threatens long-term sustainability. Concurrently, 

the "missing middle"—students whose family incomes exceed the NSFAS threshold but 

remain insufficient to afford private tuition or secure commercial bank loans—remains 

largely unserved. 

To resolve these challenges, South Africa must establish a student-financing architecture that 

balances fiscal sustainability, equity, and institutional stability. This essay examines how 

South Africa can construct such a model by evaluating current funding mechanics, 

diagnosing structural vulnerabilities, and synthesizing insights from international student-

financing frameworks, specifically income-contingent loans and public-private risk-sharing 

mechanisms. 

The South African Context: Structural Challenges and Fiscal Realities 

The core dilemma of South African higher education financing lies in the tension between 

social justice imperatives and structural macroeconomic constraints. Higher education 

funding in South Africa relies primarily on a tri-partite structure consisting of state block 

grants to universities, tuition fees paid by households, and targeted financial aid delivered 

through NSFAS. Following widespread student protests, most notably the Fees Must Fall 

movement between 2015 and 2017, the state converted NSFAS from a combination of loans 

and grants into a fully subsidized grant for students from households earning less than a 

specified annual threshold. 

While this policy shift democratized access for the poorest segment of the population, its 

funding architecture exhibits three primary vulnerabilities. First, conversion to fully funded 

grants dramatically increased government expenditure on higher education at a time when 

national debt-to-GDP ratios were rising rapidly and economic growth remained muted. 

Funding grants entirely through general tax revenues subjects student aid directly to 

macroeconomic volatility and competing fiscal priorities, such as healthcare, basic 

infrastructure, and social protection grants. 

Second, the sharp income threshold creates a severe notch effect, establishing the missing 

middle problem. Families situated just above the NSFAS eligibility boundary face prohibitive 

costs, yet lack access to commercial credit due to strict collateral requirements and high 
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interest rates. This dynamic perpetuates middle-class economic precarity and limits upward 

social mobility for working-class households transitioning into the formal economy. 

Third, the operational administrative burden on NSFAS, coupled with historic inefficiencies 

and delayed disbursements, has caused recurring instability across university campuses. 

When state funding streams face delays or shortfalls, universities bear the administrative and 

financial burden, accumulating student fee debt that undermines institutional budgets, 

research capacity, and infrastructure maintenance. 

International Models of Student Financing 

To design a resilient solution, South Africa can evaluate international experiences in higher 

education financing, particularly models that separate immediate access from immediate 

household ability to pay while protecting state finances. 

Country / 

Region 

Primary 

Financing 

Model 

Funding & 

Repay 

Mechanism 

Equity & 

Access 

Impact 

Fiscal Risk & 

Sustainability 

Australia 

(HECS-

HELP) 

Income-

Contingent 

Loan (ICL) 

State pays 

upfront; 

graduates repay 

via national tax 

agency (ATO) 

once earning 

above threshold 

High access; 

protects low 

earners; no 

upfront 

barriers 

Low-to-

moderate risk; 

stable recovery 

linked to labor 

market 

United 

Kingdom 

High-

Tuition ICL 

Model 

State-backed 

loans cover 

fees; 

progressive 

repayments via 

PAYE system 

High 

enrollment; 

high debt 

accumulation 

High risk of 

write-offs if 

threshold set 

too high or 

interest 

compounds 

Colombia 

(ICETEX) 

Hybrid 

State-

Market & 

Public-

Private 

Loans 

Targeted 

subsidies, state 

guarantees, and 

commercial 

capital 

participation 

Expands 

missing-

middle access; 

variable 

interest terms 

Moderate risk; 

requires strong 

capital de-

risking 

mechanisms 
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United 

States 

Mortgage-

Style & 

Commercial 

Loans 

Fixed monthly 

repayments 

regardless of 

income; mix of 

federal/private 

loans 

High default 

risk for low 

earners; high 

barrier for 

disadvantaged 

Shifts risk 

entirely to 

household; 

leads to high 

systemic 

student debt 

Income-Contingent Loans: The Australian and British Experiences 

Australia pioneered the Higher Education Contribution Scheme, later evolved into the Higher 

Education Loan Program, which utilizes an Income-Contingent Loan system. Under this 

framework, the state covers tuition fees upfront, and graduates repay their loans through the 

national taxation system once their income crosses a designated repayment threshold. 

Repayments are structured as a percentage of income rather than fixed monthly installments, 

ensuring that individuals who experience unemployment, low earnings, or career breaks are 

automatically protected from debt distress. 

The United Kingdom adopted a similar income-contingent model, shifting away from direct 

grant subsidies toward higher tuition fees backed by state-funded, income-contingent loans. 

The primary advantage of income-contingent loans is that they make higher education free at 

the point of entry, removing immediate financial barriers for low- and middle-income 

students alike. Furthermore, because repayments are linked to actual income collected 

automatically through payroll taxes, collection costs and default rates are substantially lower 

than under traditional bank loans. 

However, international evidence highlights key caveats. In the United Kingdom, high interest 

rates and high income thresholds led to significant write-off rates, where a large portion of 

total outstanding loan value was projected to be forgiven by the state after the mandatory 

expiration period. This demonstrates that an income-contingent loan system is only fiscally 

self-sustaining if repayment thresholds, interest rates, and loan durations are carefully 

calibrated to match graduate income distribution realities. 

Risk-Sharing and Human Capital Contracts: The Latin American Perspective 

Several emerging economies in Latin America, such as Chile and Colombia, have 

experimented with public-private financial models, including income-share agreements and 

state-guaranteed private loans. In Colombia, the educational credit institution ICETEX 

combines state subsidies with income-contingent mechanisms and private capital 

participation to fund higher education access. 

Human capital contracts and income-share agreements allow private investors or specialized 

funds to cover a student's educational costs in exchange for a fixed percentage of the student's 

future income for a set number of years. Unlike traditional debt, income-share agreements 

carry no fixed principal or compound interest, shifting financial risk from the student to the 

funder. While private income-share agreements often face challenges regarding equity and 
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selective funding of high-earning degree programs, public-private risk-sharing frameworks 

offer valuable lessons for leveraging capital markets to augment limited public budgets. 

A Sustainable Framework for South Africa 

Synthesizing international evidence with local economic realities indicates that South Africa 

should transition toward a hybrid, universal income-contingent loan model supported by a 

public-private funding facility. 

Core 

Strategic 

Pillar 

Policy 

Component 

Implementation 

Mechanism 
Expected Outcome 

1. Target-

Based Aid 

Structure 

Universal ICL + 

Direct Social 

Bursaries 

Convert tuition aid to 

ICLs; reserve direct 

grants for poorest 

students' living costs 

Eliminates notch 

effect for missing 

middle while 

maintaining support 

for low-income 

students 

2. Revenue 

Collection 

Engine 

SARS-

Integrated 

Payroll 

Recovery 

(PAYE) 

Automatically deduct 

repayments as 

percentage of income 

above threshold 

Minimizes 

administration costs, 

removes commercial 

collection fees, 

prevents default spiral 

3. Blended 

Capital 

Facility 

Education 

Infrastructure & 

Finance Fund 

Institutional capital 

(pension funds/impact 

investors) backed by 

partial state guarantees 

Reduces direct state 

budgetary strain; 

creates revolving 

credit fund 

4. Strategic 

Incentives 

Public Service 

Loan 

Forgiveness 

Partial loan write-offs 

for working in scarce-

skills/public-service 

sectors 

Aligns higher 

education outputs 

with national 

economic 

development 

priorities 

1. Replacing Full Grants with a Universal Income-Contingent Loan System 

South Africa should restructure NSFAS from a pure grant scheme into a universal, state-

administered income-contingent loan program covering both low-income students and the 

missing middle. To preserve social equity, grants should not be eliminated entirely; rather, 
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targeted bursaries should be reserved for vulnerable students to cover living stipends, books, 

and accommodation. Tuition fees themselves, however, should be funded via income-

contingent loans. 

Under this model, no student pays upfront tuition. Repayments would begin only after 

graduation and only when the individual's income exceeds a progressive income threshold 

aligned with the South African tax system. By utilizing the South African Revenue Service to 

collect repayments directly through the Pay-As-You-Earn tax infrastructure, administration 

costs and default rates can be minimized. 

2. Income-Contingent Risk Capital and Income-Share Integration 

To relieve direct pressure on the national budget, South Africa can create an independent 

Education Infrastructure and Finance Fund that attracts private institutional capital, such as 

domestic pension funds and impact investors. The state can offer sovereign guarantees or 

concessionary first-loss capital to de-risk private participation. 

This capital pool can fund missing-middle students through structured income-share 

mechanisms. Graduates repay a modest, fixed percentage of their income into the fund over a 

predetermined timeframe, creating a revolving credit facility. Private capital yields are 

capped, ensuring that excess returns flow back into expanding student access. 

3. Progressive Repayment Schedules and Targeted Forgiveness 

To align loan repayment with national economic development, the financial model should 

incorporate targeted forgiveness incentives. For example, loan balances could be partially 

reduced or forgiven for graduates who enter priority public-service sectors, such as rural 

healthcare, primary education, engineering, or public sector technology implementation. 

Furthermore, the repayment structure must reflect South Africa's high graduate 

unemployment rates. By setting a realistic baseline income threshold below which no 

repayments are triggered, the system ensures that struggling graduates are not pushed into 

poverty by financial obligations. 

4. Administrative Rationalization and Academic Alignment 

Fiscal sustainability requires operational efficiency and academic success. NSFAS must be 

restructured to focus strictly on student verification and social grant distribution, while 

leaving loan servicing and tax-based collection to existing financial and revenue institutions. 

Additionally, state funding allocation must incentivize academic throughput and university 

retention. High dropout rates represent a major drain on educational funding; therefore, 

academic support programs, career counseling, and transparent performance tracking must 

accompany financial assistance to ensure that student enrollment translates into successful 

degree completion and employment. 

Conclusion 
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Building a fiscally sustainable student-financing model in South Africa requires moving 

beyond binary debates between free higher education and market-driven tuition models. The 

current grant-heavy system places an unsustainable burden on public resources and excludes 

the missing middle, threatening both macroeconomic stability and social cohesion. 

By adapting international best practices—specifically the income-contingent loan 

frameworks of Australia and the United Kingdom, alongside public-private risk-sharing 

mechanisms tested in developing economies—South Africa can construct a balanced 

solution. A universal income-contingent loan framework, integrated with tax-based 

collection, targeted social bursaries, and institutional capital, offers a viable pathway forward. 

This strategy ensures that higher education remains accessible to all qualified students at the 

point of entry, protects the national fiscus, and establishes a self-sustaining financial cycle for 

future generations. 
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