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1. Introduction

Higher education serves as a fundamental catalyst for long-term economic growth, human
capital accumulation, and structural transformation in developing economies (Johnstone and
Marcucci, 2007). In post-apartheid South Africa, university education carries a profound dual
imperative: driving knowledge-based economic competitiveness while actively redressing
historical socio-economic inequities and racial skewness in graduate populations (Jackson,
2002; Masehela, 2018). However, the post-school education and training sector faces a severe
structural tension between the social demand for widening university participation and the
macroeconomic reality of unsustainable public expenditure trajectories (Wangenge-Ouma and
Carpentier, 2018).

The rapid massification of South African higher education (accelerated by the December 2017
presidential declaration of fully subsidized fee-free higher education for low-income households)
placed unprecedented fiscal pressure on the National Treasury (Wangenge-Ouma and
Carpentier, 2018; Masehela, 2018). While the National Student Financial Aid Scheme (NSFAS)
succeeded in expanding enrollment among historically disadvantaged students, the current
funding framework has proven fiscally fragile and operationally strained (Bronkhorst, 2017;
Jackson, 2002). Stagnating real per-student public subsidies, escalating tuition fee reliance,
administrative bottlenecks, and the complete financial exclusion of middle-income households,
the 'missing middle', have combined to generate an enduring funding crisis across South African
universities (DHET, 2015; Bronkhorst, 2017).

This essay argues that South Africa can build a fiscally sustainable student-financing model that
expands access without compromising fiscal stability by transitioning from a grant-heavy
framework to a multi-tiered hybrid student-financing architecture. Drawing upon theoretical
foundations of cost-sharing and international empirical evidence, specifically from Australia, the
United Kingdom, Germany, the Nordic states, and Chile, this paper demonstrates that an
optimal financing model must combine fully state-funded targeted grants for indigent
households, state-backed income-contingent loans (ICLs) collected via the tax authority for
middle-income students, public-private risk-sharing mechanisms, and university revenue
diversification (Johnstone, 2004; EUA, 2011).
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2. Current South African Student-Financing System & Its
Bottlenecks

Trajectory and Mechanics of NSFAS

The National Student Financial Aid Scheme was formally established under Act 56 of 1999,
evolving from the Tertiary Education Fund of South Africa (TEFSA) created in 1991 (Jackson,
2002; Bronkhorst, 2017). Designed as a means-tested loan and bursary program, NSFAS was
mandated to disburse financial aid to financially needy and academically deserving
undergraduate students, converting up to 40% of loan principal into non-repayable bursaries
upon successful course completion (Jackson, 2002). Recovered loan capital was intended to
replenish a revolving fund to finance successive student cohorts (Jackson, 2002; Johnstone and
Marcucci, 2007).

Following nationwide #FeesMustFall student protests in 2015 and 2016 against rising tuition
fees and financial exclusions, the government radically altered the policy landscape
(Bronkhorst, 2017; Wangenge-Ouma and Carpentier, 2018). In December 2017, the state
introduced fully subsidized higher education for first-time entering undergraduate students from
households with an annual income up to R350,000 (Masehela, 2018). This structural shift
effectively converted NSFAS from a hybrid loan-bursary scheme into a massive direct grant
entitlement, expanding state fiscal obligations without securing a dedicated co-financing
revenue stream (Wangenge-Ouma and Carpentier, 2018).

Key Anatomy of South Africa's Higher Education Funding Crisis

* Macro-Fiscal Constraints: State higher education spending remains stagnant at ~0.75% of
GDP, while real per-FTE student subsidies declined by 1.35% over a decade (DHET, 2015;
Bronkhorst, 2017).

* Institutional Inefficiencies: Approximately 66.7% of university students drop out prior to
completion, with only 22% graduating within the regulation duration (Bronkhorst, 2017).

* Exclusion of the 'Missing Middle": Households earning between R350,000 and R600,000
per annum are ineligible for state grants yet lack access to affordable commercial credit
(Masehela, 2018).

* Debt Recovery Collapse: Historical loan collections plummeted to under R250 million
annually, yielding a 70% loan impairment rate and over R21.2 billion in uncollected debt
(Bronkhorst, 2017).

Empirical Fiscal Realities and Systemic Bottlenecks

Empirical data demonstrates that public investment in South African higher education has failed
to keep pace with student enrollment growth (DHET, 2015; Bronkhorst, 2017). As illustrated in
Table 1, state higher education expenditure has hovered around 0.63% to 0.75% of Gross
Domestic Product (GDP), placing South Africa significantly below the global average and behind
peer developing nations such as Brazil, Russia, India, and Argentina (Bronkhorst, 2017).

Metric / Fiscal 2004/05 2007/08 2010/11 2014/15 Net Change

Year (10-Yr)
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State Budget R8,568 R13,057 R19,108 R19,561 +128.3%
for Universities

(Nominal ZAR

Millions)

State Budget R8,568 R9,326 R11,240 R11,181 +30.5%
for Universities

(Real ZAR

Millions,

Deflated)

State Higher 0.68% 0.63% 0.72% 0.75% +0.07%
Education

Spending as %

of GDP

HEMIS Full- 505,473 511,850 627,110 668,705 +32.3%
Time Equivalent
(FTE) Students

Real Per-FTE R16,950 R18,220 R17,924 R16,721 -1.35%
Student State

Allocation

(ZAR)

Government 49.0% 45.2% 42.1% 40.9% -8.1%
Subsidy Share

of Total

University

Income

Tuition Fee 24.0% 28.5% 31.8% 35.0% +11.0%
Share of Total

University

Income

Table 1: Macro-Fiscal Indicators of South Africa's Public University System (2004/05-2014/15). Sources: Compiled from
DHET (2015), Wangenge-Ouma and Carpentier (2018), and Bronkhorst (2017).

The empirical literature surfaces three structural bottlenecks in the current system:

1. Fiscal Substitution and Rising Fee Dependence: Between 2000 and 2014, the state
subsidy share of total university income dropped from 49.0% to 40.9%, forcing institutions to
raise tuition fees above general inflation to remain operational (DHET, 2015; Wangenge-Ouma
and Carpentier, 2018). Consequently, the proportion of university income generated from tuition
fees surged from 24.0% to 35.0% (DHET, 2015; Wangenge-Ouma and Carpentier, 2018).

2. High Attrition and Systemic Inefficiencies: The university sector exhibits severe internal
throughput inefficiencies (DHET, 2015; Bronkhorst, 2017). Approximately 66.7% of university
students drop out prior to completing their qualification, with only 22% graduating in the
prescribed three-year duration (Bronkhorst, 2017). This generates massive fiscal wastage,
subsidizing non-completion rather than human capital accumulation (Bronkhorst, 2017).

3. The 'Missing Middle' Exclusion and Impaired Debt Recovery: The R350,000 threshold
creates a rigid financial trap (Bronkhorst, 2017; Masehela, 2018). Students from households
earning between R350,000 and R600,000 are ineligible for NSFAS grants, yet lack sufficient
income or commercial collateral to secure private bank credit (Bronkhorst, 2017; Masehela,
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2018). Simultaneously, historical NSFAS loan recovery collapsed: debt collections fell to R247
million in 2015, resulting in a 70% loan impairment rate and over R21.2 billion in uncollected
graduate debt (Bronkhorst, 2017).

3. Principles of a Sustainable Student-Financing Model

Theoretical Frameworks

Formulating a sustainable financing model requires theoretical grounding in public economics
and comparative higher education finance (Johnstone, 1986, 2004). This analysis synthesizes
two primary theoretical frameworks:

Johnstone’s Cost-Sharing Paradigm: Johnstone (1986, 2004, 2006) asserts that the costs of
higher education must be shared among four societal actors: taxpayers (government), parents,
students, and private/philanthropic donors. Higher education produces both private benefits
(individual earnings premiums, career positioning) and public spillovers (technological
innovation, civic capacity, elevated tax revenues) (Johnstone and Marcucci, 2007). Shifting the
entire financial burden onto taxpayers creates severe opportunity costs, whereas shifting it
entirely onto students creates insurmountable access barriers (Johnstone and Marcucci, 2007).

Clark’s Triangle of Coordination: Higher education systems operate at the nexus of State
Authority, Market Forces, and Academic Authority (Clark, 1983). A sustainable model must
balance state regulation (ensuring socio-economic equity) with market mechanisms
(incentivizing efficiency and private co-funding) without eroding university autonomy (EUA,
2011; Zycki, 2022).

Core Evaluation Criteria

To maintain balance across these theoretical forces, any reformed South African architecture
must satisfy four evaluation criteria (Johnstone and Marcucci, 2007):

1. Equity: Socio-economic status must not preclude academically capable students from
accessing higher education (; Jackson, 2002).

2. Allocative Efficiency: Public funds must target priority skills gaps and incentivize student
throughput to minimize wastage (DHET, 2015).

3. Fiscal Sustainability: State budget commitments must follow a predictable path that avoids
crowded-out public finances or mounting unrecoverable debt (Johnstone and Marcucci, 2007).

4. Risk-Sharing: Financial risk must be distributed among government, capital markets,
employers, and graduates rather than concentrated solely on the fiscus (Johnstone and
Marcucci, 2007).

4. International Experience & Comparative Analysis

International student-financing frameworks illustrate the operational trade-offs between access,
state debt exposure, and cost recovery (Johnstone and Marcucci, 2007).

Country / Model Core Mechanics Systemic Strengths Systemic Weaknesses
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(HECS-HELP ICL)

United Kingdom
(Marketized ICL)

Germany & Nordic States
(Tax-Funded Universal)

Chile
(Commercial Private)
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Upfront tuition paid by state;
income-contingent
repayments collected via tax
office (ATO).

High tuition fees (£9,250)
covered by state ICLs; 30-
year debt write-off threshold.

Tuition-free higher education
funded via general state tax
revenues.

Unregulated private bank
student credit (CAE) with

High participation rates; low
default rates; automated
low-cost collection.

Rapid university expansion;
deferred student repayment.

Superior equity; zero
graduate debt burdens;
strong institutional funding.

Rapid institutional expansion
without heavy immediate

Moderate state interest rate
exposure during periods of
high inflation.

Excessive RAB charge
(>40% write-off rate);
massive fiscal burden on
government.

Requires an ultra-high tax
base (PIT >45%);
unsustainable in narrow-tax-
base economies.

Severe graduate over-
indebtedness; wide social

commercial interest rates. state budget outlay. inequality; major social

protests.

Table 2: Comparative Synthesis of Global Student-Financing Architectures. Sources: Compiled from Johnstone and
Marcucci (2007), Zycki (2022).

Australia: The HECS-HELP Income-Contingent Loan Framework

Australia pioneered state-backed Income-Contingent Loans (ICLs) through the Higher
Education Contribution Scheme (HECS-HELP) in 1989 (Johnstone and Marcucci, 2007). Under
HECS-HELP, the state pays tuition fees directly to institutions upfront. Students repay their debt
post-graduation via the Australian Taxation Office (ATO) through an automated payroll
surcharge, but repayments commence only after graduate income crosses a statutory threshold.
Linking repayments directly to income eliminates default risk caused by temporary
unemployment or low entry-level wages (Johnstone and Marcucci, 2007). Automated collection
via tax administrative infrastructure minimizes collection costs and leakages (Johnstone and
Marcucci, 2007). For South Africa, the lesson is clear: income-contingent repayments protect
vulnerable graduates, while integrating collection into the revenue service (SARS) eliminates
recovery leakages (Bronkhorst, 2017).

United Kingdom: Marketized Tuition and the RAB Charge Problem

The United Kingdom shifted from public funding to a marketized regime featuring tuition fees up
to £9,250, supported by state-funded ICLs (EUA, 2011). Borrowers repay 9% of earnings above
a statutory threshold, with remaining balances forgiven after 30 years. While university access
expanded rapidly, excessive tuition fee levels caused the Resource and Accounting Budget
(RAB) charge, the estimated write-off percentage of unrecoverable debt, to exceed 40%. The
UK experience demonstrates that while ICLs widen access, tuition fees must be regulated, and
loan parameters strictly calibrated to prevent massive state write-offs.

Germany and Nordic States: Universal Tax-Funded Models

Germany abolished tuition fees in the mid-2010s, maintaining a tradition shared by Nordic
nations (Denmark, Sweden, Norway, Finland) of fully state-funded higher education funded via
general taxation (Zycki, 2022). However, Nordic systems depend on advanced formal
economies with broad tax bases where public higher education expenditure per student
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exceeds $15,000 to $20,000 annually (Zycki, 2022). In South Africa, where fewer than 7 million
individual taxpayers support a population exceeding 60 million, universal fee-free higher
education is fiscally unsustainable and regressive, diverting scarce tax revenues from primary
healthcare and basic education (Bronkhorst, 2017).

Chile: Commercial Market Over-Reliance

Chile implemented a market-driven student funding system (Crédito con Aval del Estado, CAE)
relying on commercial bank credit (Johnstone and Marcucci, 2007). Unregulated commercial
interest rates and aggressive private collection practices caused severe graduate over-
indebtedness, widening inequality and sparking widespread social protests. Chile's failure
proves that unsubsidized private commercial lending without state income-contingent
safeguards is completely unsuitable for lower- and middle-income students (Johnstone and
Marcucci, 2007).

5. Strategic Recommendations for South Africa

To resolve the tension between expanding access and maintaining fiscal sustainability, South
Africa must implement a multi-tiered hybrid student-financing architecture.

Household Income Tier Financing Mechanism Primary Funding Source
Tier 1: Indigent & Low-Income 100% Fully Subsidized Grants Direct National Treasury Allocation
(RO — R350,000 Annual Income) (Bursaries) linked to academic (Tax Revenues).

performance continuation criteria.

Tier 2: The 'Missing Middle' State-backed Income-Contingent Hybrid Capital: Government
(R350,001 — R600,000 Annual Loans (ICLs) with income-linked guarantees + Private Capital Markets +
Income) repayment thresholds via SARS. Pension Funds.
Tier 3: High-Income Households Direct Tuition Payment or unsubsidized Private Family Capital / Commercial
(>R600,000 Annual Income) commercial banking credit (No public Credit Markets.

subsidies).

Table 3: Proposed Multi-Tiered South African Student-Funding Architecture. Source: Author's synthesis based on Bronkhorst
(2017), and Johnstone and Marcucci (2007).

Recommendation 1: Fully Subsidized Targeted Grants for Low-Income Households (R0-
R350,000): The state must preserve 100% grant-based bursaries for students from households
earning below R350,000 per annum. Protecting this cohort maintains socio-economic redress
and access equity (Jackson, 2002). However, bursary continuation should be linked to satisfying
academic progression criteria to incentivize throughput and curb wasteful non-completion
(Jackson, 2002; Bronkhorst, 2017).

Recommendation 2: SARS-Collected Income-Contingent Loans for the ‘Missing Middle’
(R350,001-R600,000): For middle-income households, government should establish a state-
backed ICL scheme (Bronkhorst, 2017). Under this scheme, the state provides loan guarantees
and interest subsidies, while commercial banks and pension funds supply underlying loan
capital (Johnstone and Marcucci, 2007). Repayments are deferred until graduates cross an
annual earnings threshold (e.g., R120,000) and are structured on a progressive scale (3% to
8% of taxable income) deducted automatically via SARS PAYE payroll systems (Bronkhorst,
2017).
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Recommendation 3: Automated SARS Debt Recovery Infrastructure: Loan collection
should be transferred from NSFAS administration to SARS (Bronkhorst, 2017). Utilizing SARS’s
statutory authority and employer payroll tax network eliminates administrative fraud and non-
repayment, restoring capital flow to the revolving loan fund (Bronkhorst, 2017; Johnstone and
Marcucci, 2007).

Recommendation 4: Public-Private Partnerships and University Income Diversification:
Government must incentivize corporate co-financing by offering companies funding bursaries or
graduate loan repayments in critical skill areas tax rebates and B-BBEE scorecard credits.
Simultaneously, following European EUDIS practices, universities should expand third-stream
revenue by commercializing intellectual property, optimizing real estate assets, establishing
philanthropic endowments, and adopting full-cost recovery for corporate contract research
(EUA, 2011).

Recommendation 5: Linking Allocations to Throughput Efficiency: To curb high drop-out
rates, state funding allocations must incorporate mandatory academic mentoring, foundation
provision programmes, and psycho-social support for funded students (DHET, 2015;
Bronkhorst, 2017). Block grant distributions should reward universities achieving high retention
and graduation rates (DHET, 2015; EUA, 2011).

6. Conclusion, Limitations & Future Research

Synthesis

Achieving a sustainable student-financing model in South Africa requires balancing higher
education access with strict macroeconomic realities. The grant-heavy NSFAS model is fiscally
fragile and excludes middle-income households (Bronkhorst, 2017). By implementing a multi-
tiered hybrid system, combining state grants for indigent scholars, SARS-collected ICLs for
middle-income students, private capital integration, and university efficiency reforms, South
Africa can expand university participation while protecting public finances.

Limitations of this Analysis

This essay is subject to analytical limitations. It lacks micro-level econometric modeling
regarding optimal graduate repayment thresholds, real interest rate indexation formulas, and
projected state write-off costs under South Africa's elevated youth unemployment conditions.

Future Research Path

Future academic research should undertake empirical econometric simulations of graduate
earnings distributions across academic disciplines in South Africa. Furthermore, pilot research
should evaluate the technical data integration between SARS automated payroll systems and
graduate loan databases (Bronkhorst, 2017).
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