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1 Introduction
This paper is concerned partly with some of the broader questions in the
political economy of higher education in South Africa. In which direction is higher
education being steered and ought it to be steered in another direction? But it is also
written in the conviction that, after so many years of empty rhetoric in the policy
arena in South Africa, it is essential to answer the more technocratic question of what
mechanisms need to be put in place to ensure that this steering from a distance will be
effective given the goals accepted in this paper as a priority for higher education.
We do not intend to challenge the steering from a distance or the remote
control model as such – in fact, given the skills and capacities available in the
education department and the tremendous challenges that are faced by the primary
and secondary education sectors – we would argue that to steer higher education
primarily by a funding formula is broadly the right type of approach. However, the
actual funding formula that has been put in place is likely to have very different
outcomes from those to which government claims itself to be committed. Even given
the existing goals, this paper argues that the funding formula urgently needs to be
adjusted, particularly in order to allocate more funds to institutions when they
accommodate students from socio-economically disadvantaged backgrounds. But
there is also a case for rethinking some of the objectives of higher education to allow
more specifically for the unique challenges faced by a higher education system in
circumstances where the results of many of the primary and secondary schools have
remained as bad as they were in the apartheid era.
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An analysis of the available statistics in higher education for the past decade
show very different outcomes from those anticipated by the National Commission for
Higher Education (NCHE) in 1996. The envisaged acceleration in the admission of
black2 South Africans to higher education in the years after 1996 did not materialise
and, contrary to what this commission predicted, the gross participation rate has only
improved marginally. Ironically, the number of black students in higher education
grew far more rapidly during the decade and a half up to 1996 than in the subsequent
decade.
The most significant change in the years from 1993 onwards was that the
previously predominantly white institutions rapidly increased the proportion of black
and in particular African students. This change took place partly because black
students moved away from the black higher education institutions (which are often
misleadingly called historically black universities, even though they have by and large
remained virtually exclusively black) and partly because of an overall decline in the
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disadvantaged socio economic backgrounds will for the foreseeable future continue to
be ill-prepared for higher education study. It is clear that the situation in the primary
and secondary schools urgently needs to be changed, but what can, in the mean time,
be done at the higher education level? The students who have real potential even
though they are badly prepared by the school system need to be accommodated in the
higher education system not only because our policies of equity and redress demand
this, but also because the country is desperately short of professionals in many key
fields and cannot limit access to higher education only to the educationally and (as we
will argue) financially advantaged.
In particular we wish to consider how government can improve its steering of
universities by appropriate changes in the funding formulas for higher education
institutions and for student scholarships and loans. We argue that funding formulas
have a far more important consequence on the developments in higher education than
generally realised.

For example, the high growth in black numbers during the last

decade of apartheid was probably an unintended consequence of the SAPSE formula
introduced in 1983 and extended to technikons in 1986. Similarly the revised subsidy
SAPSE formula of 1993, together with the bottleneck in matriculation passes, led to a
rapid expansion in the distance education by some universities.
The key argument developed in this paper is that the New Funding Formula
(NFF) will inevitably have the unintended consequence of discouraging higher
education institution from accommodating students who might well have the ability to
succeed, but are badly prepared for university and/or cannot afford full time study.
Introduced in 2004, the NFF places a strong emphasis on improving success rates for
diplomas and degrees. Institutions pay a big penalty if they admit students who cannot
complete the degree or diploma in the required time, either because of an inability to
pass all the courses or because they may wish to study part time in order to also earn
an income. The NFF further cuts back significantly on the rewards for a masters based
on a mini thesis and course work rather than on a full thesis, which again discourages
institutions from accepting students from disadvantaged backgrounds for a masters
programme. It also penalises universities if students take longer than the standard
period to complete their degrees or diplomas, which means that it strongly
discourages universities from accommodating part time students.
Clearly these changes were made because of a strong desire to improve the
output of universities, but their unforeseen and unintended consequence is that
3

universities are rewarded for selecting students who are well prepared for universities
and punished if they do not. This builds in a strong bias against accommodating
students from disadvantaged backgrounds and puts higher education institutions that
traditionally focused on these students at a tremendous disadvantage, particular at a
time when most historically white institutions have managed to attract many of the
better qualified black students from the traditionally black institutions. Ironically, the
very low African and coloured participation rates are, we argue, far more likely to
improve if the present race based elements of both formulas are scrapped and replaced
by a number of measures aimed at increasing the throughput of students from socioeconomically disadvantaged backgrounds. We in a similar vein argue that the NFF
and the National Student Financial Aid Scheme (NSFAS), which was introduced in
1996, need to be changed in a number of respects to encourage and enable higher
education institutions to accommodate students who are socio-economically
disadvantaged.
In section 2 of this paper we consider the empirical patterns that have emerged
during the past two decades and show that the funding formulas and other policy
interventions by government, together with the matriculation success rates and
government spending on education, have had a significant impact on the types of
changes taking place, but often not as was intended by those who designed policy. In
section 3 we consider the NFSAS, which is so crucial if students from poorer
households are to gain success in higher education. We argue that it also needs to
adjust to the new realities in education, where socio-economic background rather than
race per se is the most important factor defining the ability of students to enter and
succeed in higher education. In section 4 we show why the New Funding Formula is
likely to have consequences very different from what it intends. It is criticised for
using race as a proxy to determine whether students are socio-economically
disadvantaged and for various other features likely to have unintended consequences.
Finally, in section 5 we argue that higher education institutions need to be steered in a
fashion which will ensure that they also develop the potential of the able students
from the bottom four socio-economic quintiles. To do this effectively the very rigid
funding formula needs to be changed to reward institutions that accommodate
students who are socio-economically disadvantaged. Instead of attempting to force all
institutions into one mould, the funding formula should encourage the emergence of a
diverse range of higher education institutions, with some placing far more emphasis
4

on excellence in the teaching of undergraduates than on excellence in research and
post graduate education.
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Since 1993 the SAPSE formula in South Africa, for example, gave higher rewards for
universities that expanded students in the Sciences than in the Arts, and limited the
rate of expansion in student numbers.
The New Funding Formula (NFF) introduced in 2004 emphasises certain types
of output and gives higher subsidies to universities as they increase black student
numbers from 40% to 60% of their student body. In the paragraphs that follow we
will consider different explanations of the direction in which we are moving by
making the choice to use such performance related funding based on a funding
formula. .Are we opting for a left wing dirigiste system in which we cede
disproportionate control to the bureaucrats in the centre, or is it a neo-liberal plot to let
the market reign even in academia?
Depending on the discipline and the ideological bias of authors, very different
classifications are made of the higher education systems. Traditionally a distinction
has been drawn between “state-oriented” and “market-oriented systems” (Clark,
1983: 143). Liefner, as recently as 2003, draws on Clark’s distinction to define higher
education systems to be market oriented, when:
(a) high proportion of funding for higher education institutions is
provided by private actors, for example, in the form of tuition and fees,
gifts, grants, or research contracts. Their demand drives many activities
of universities, faculty, and staff. Competitiveness is necessary for
obtaining high levels of funding, and universities have to offer highquality teaching and research and foster educational and organizational
innovations. (Liefner, 2003: 469-470).
In contrast Liefner, who clearly favours market-oriented systems, argues that:
In traditional state-coordinated systems, programs of teaching and
research offered by institutions of higher education are strongly
managed by government directives. Moreover, these systems receive
funding exclusively from their government ….. State-oriented systems
have the tendency to conserve structures and be less innovative and
less responsive to changes in demand. (Liefner, p 470).
In South Africa it has been argued by some that the SAPSE funding formula,
which was introduced in 1986 and modified in 1993, to apply to technikons and
universities previously excluded, was market oriented and that the New Funding
Formula is state-oriented. However, in terms of the above definitions, both
approaches would be state-oriented. In fact, in terms of funding and the market the
original SAPSE regime was more state-oriented, with higher government funding per

6

student, and draconian interventions in terms of race, decreeing who may study and
teach and where3. On the other hand, the NFF was accompanied by stronger directives
with regard to programmes and research, and in this sense the present system would
be more state-oriented than the SAPSE regime.
In reality the type of modernisation of the higher education system taking
place not only in South Africa, but in many other countries today, cannot neatly be
placed in any of the conventional boxes and Liefner (2003) ignores a recent and far
more sophisticated literature when he brings back Clark’s old cold war distinctions.
To understand what is happening in South Africa we would argue that the nuanced
analysis made by the British sociologist Middleton in his perceptive review of the
debates on the modernisation of higher education in Britain, are applicable also to our
debates here.
Firstly there are those who see a “creeping state dirigismé”. In the South
African context the most prominent academic in South Africa to argue this line of
thought was Jonathan Jansen in his T B Davie Academic Freedom Lecture “Do you
think that universities are less autonomous today than what they were prior to 1994?”4
And undoubtedly there are aspects of the recent reforms in education which can be
branded or praised, depending on one’s bias, as clear state intervention in how
universities are run.5
On the other hand there are many on the left in South Africa who would argue
that the following comment on the situation on Britain could also be applicable to
South Africa:
Mass higher education in Britain emerged . .. when faith in planning had been
sharply reduced and greater reliance came to be placed on the market.
(Scott,1997, p. 40)

3

Moja & Cloete (1996) accept Neave and Van Vucht’s distinction between state controlled and state
led models, but then add a third grouping state interference as a hybrid model which emerged not only
in apartheid South Africa, but in many other countries where there were unwarranted interference in the
economy. However, it is in the end a value judgement whether government involvement constitutes
interference. For what we consider to be a far more nuanced discussion of the various forms of state
involvement, see Middleton (2000).
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See “Accounting for Autonomy”, report by Ursula Hoadley of seminar jointly hosted at the Vineyard
Hotel, Cape Town, by CHEC (Cape Higher Education Consortium), CHET (Center for Higher
Education Transformation) and CHSE (Center for the Study of Higher Education) on 7th October 2007.
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The NFF is seen as but an extension of a neo-liberal economic policy
embodied in GEAR. What we have, in the words that Middleton (2000: 543) used to
summarise the British debate, is merely “State Managerialism at the Service of the
Market” … “a wide spread view that higher education is being ‘marketised”.
A third view or model of the nature of the process of modernization in higher
education is that it is an approach in which the market is used as an instrument of
state policy.
It shares with the first model a sense that the direction of higher
education is governed not by the uncertain, cumulative impact of a
myriad individual decisions, but by conscious political strategy; it
shares with the second an acknowledgement of the importance of
market relations in the new dispensation. The kernel of our third model
is suggested by the language of 'remote control'… and 'steering at a
distance' (Middleton, 2000: 547-8).
Middleton with approval quotes Hoggett (1994: 44) who gives the following analysis
of the processes actually taking place.
It's not so much devolved control as 'remote' control which appears to
be superseding bureaucratic control as the preferred method of
regulating institutional life. That is why radical processes of internal
and external decentralization can occur at the same time as the
centralisation of command ...
Wherever you look now in the welfare state, semi-autonomous units
appear to be springing up. Give managers and staff control over
resources, make them accountable for balancing the books, add a
framework of performance targets, and perhaps a few core values and
mission statements, finally add a dash of competition and there you
have it-a disaggregated, self-regulating form of public service
production.
As Middleton (2000:551) argues, the model of “remote control” or steering at
a distance” allows us to understand that the market is not simply managed, but
mobilized. However, as Middleton shows, contrary to what free marketers would
argue, this model, depending on how it is implemented, may enhance uniformity
rather than diversity, and it may not undermine state power, but further strengthen it.
In principle both the old SAPSE formula and the NFF are attempts at such “remote
control”, although there have during past periods also been areas where government
has very directly managed specific aspects of university.

Whether these direct

interventions should be regarded as state control or state interference depend on the
perspective of the observer.
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In this paper we focus on the impact of funding formulas, but when there are
trends that can only be explained in terms of direct government interventions,
attention is also given to these. We argue that the various funding formulas per se
have clearly had and still have a very significant impact on the pattern of development
of higher education institutions, at times in a fashion probably not intended by those
who designed them.

We believe though, that unintended impacts can often be

foreseen if one considers the incentives actually put in place. A careful analysis of the
incentives of the present funding formula leads us to the conclusion that it should be
modified in some important respects because it is putting unintended negative
incentives in place.
But before we further expand on our key arguments let us consider the actual
patterns that emerged in higher education during the past few decades and let us
consider some of the factors that have had an impact on the relatively slow growth in
African and coloured student numbers.
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2.2 Changes in enrolments and gross participation rates in
the SAPSE era
.
A large variety of variables are likely to have some impact on the patterns
growth in student numbers in higher education. These will include the incentives put
in place by the funding formula the government opts for, the actual number of high
school students prepared for higher education, the actual level of funds made
available to higher education institutions by government and the private sector, and
the ability of students to pay for both their own education and for their living costs
while studying.
In this section we consider the actual changes in student numbers that can be
observed in South Africa. In later sections of the paper we will attempt to explain
how the pattern that we have observed can be explained in terms of a number of
different variables, with a particular emphasis being place on the role funding
formulas.
As Table 1 and Table 2 show, the higher education system grew very rapidly
in the period 1986-1995. Much of the growth of African students took place in the
newly established technikons, but during this period a few universities, such as the
UWC and later also UDW defied government policy and rapidly expanded their
numbers of African students, even though the apartheid regime up to the late eighties
strongly opposed the integration of African students into what was designated to be
“coloured” and “Indian” universities. Table 1 gives the student head count from
1910 onwards and Table 2 gives the actual growth rates in student numbers from 1920
onwards.
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Table 1 Headcount of students in universities and technikons: 1910-2003

Source: Steyn & De Villiers, 2005, Table 1.2, p. 24.

Table 2 Headcount growth rates of students in higher education: 1910 – 2003.

Source: Steyn & De Villiers, 2005, Table 1.3, p.25.
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Table 3 below is based on our own calculations, and looks at changes in
enrolments in the 16 year period 1988 to 2004 and shows that democracy did not
bring as rapid an expansion in Africans in higher education as the NCHE expected.
From an analysis of the data contained in Table 3 below, a number of
interesting facts emerge. Firstly, there was a very high increase in the number of
Africans admitted to higher education in the years preceding and during the transition
to a democracy. The 15.4% increase in African student from 1988 to 1996 in effect
means that the number of African students at higher education institutions doubled
every five years. On the other hand, the 4.95% growth in African students since 1996
implies a doubling of African students only every 15 years. This means that in the
decade up to 1996 the African students in higher education increased virtually
fourfold, whereas the African student numbers only increased by about two thirds
(62%) during the subsequent decade. Of course this partly reflects the low base at
which African student numbers were in the middle eighties, but also in absolute
terms, contrary to what most people in South Africa would have expected in 1994, the
number of additional African students admitted to higher education in the decade after
1996 was less than in the preceding decade.
Table 3. Percentage annual change in student enrolments in higher education
per population group, 1988 - 2004
Year
African
Coloured
Indian
White
Total
1988-1993

15.4%

4.7%

5.6%

2.6%

7.2%

1993-1996

15.7%

4.1%

4.8%

-4.2%

5.9%

1996-2000

4.6%

0.1%

2.4%

-4.1%

1.6%

2000-2004

5.3%

9.2%

7.8%

3.3%

5.0%

1996-2004

5.0%

4.5%

5.1%

-0.5%

3.3%

Source: Department of Education (DoE) Higher Education Management System
(HEMIS) for figures. The growth rates were calculated for this paper.
The National Plan (Department of Education, 2001:22) proposed a target gross
participation rate in public higher education of 20% to be achieved over 10- 15 years.
(Gross participation rates are arrived at by calculating the ratio of enrolments against
the 20 to 24 year age cohort for the same period.) As the following table shows, our
overall gross participation rates are still far from this target and there are vast
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Table 4 Higher Education gross participation rates and population share, 1996,
2001 & 2004
Population group

Total

Total in

Gross

% of

% of

%

%

enrolments

20 to 24

participation

popu-

higher

change

change

in public

year

rate

lation

education

share of

share of

higher

age

students

popu-

higher

education

group

lation

education
students

308165

3153083

9.8

79.2%

54%

Coloured

32293

344373

9.4

8.6%

6%

Indian

36622

103123

35.5

2.6%

6%

White

195924

349102

56.1

8.8%

34%

591

32672

1.8

573595

3982353

14.4*

1996 African

Unspecified/other
Total

1996-2001
391,851

3544596

11.1

82.5%

60%

4.2%

11.1%

Coloured

38,493

353661

10.9

8.2%

6%

-4.8%

0.0%

Indian

44,027

102236

43.1

2.4%

7%

-8.1%

16.7%

White

175,460

294030

59.7

6.8%

27%

-21.9%

-20.6%

2001 African

Unspecified/other

-

649831

Total

-

4294523

15.1
2001-2004

453639

3940965

11.5

83.0%

61%

0.6%

1.7%

Coloured

46090

381805

12.1

8.0%

6%

-2.4%

0.0%

Indian

54315

108111

50.2

2.3%

7%

-4.4%

0.0%

White

188957

317611

59.5

6.7%

25%

-2.3%

-7.4%

2004 African

Unspecified/other
Total

-

743001

4748492

15.7

* Excludes teacher education colleges.
Source: Subotzky (2003) and DoE HEMIS (2004) for enrolment figures; StatsSA (2004) for 1996
and 2001 population figures and StatsSA (2007) for 2004 estimates.
Calculations by authors.
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Overall racial disparities remained high, with the whites and Indians having
gross participation rates of about 60% and 50% in 2004, as against 12.1% and 11.5%
respectively for the coloured and African population. Against this background it is
particularly disconcerting that there was virtually no growth at all in the coloured
student numbers between 1996 and 2000, a factor which, as we speculate below,
might have been caused by a reduction in government scholarships. However, in the
four years after that the coloured numbers grew by 10%.
Overall the number of students enrolled in higher education has grown by only
3.3% from 1990 to 2004. If this pattern continues South Africa will be hard pressed to
meet the target of a gross participation rate of 20% in the foreseeable future.

2.3 The benefits and hazards of steering from a distance
by using a funding formula
From an overview of the alternative options available, it seems to us that in
present conditions the “remote control” or “steering from a distance” model is a
method of performance related funding with the best potential of giving the
government the ability to steer higher education overall without falling into the trap of
micro-management. Institutions retain their academic autonomy (provided there is
not additional government interference), but are rewarded for conforming to the
overall goals set by government. A funding formula can, if properly implemented,
give a whole range of choices to individual institutions, allowing for the required
diversity between institutions, but at the same time can ensure government control in
areas where this is essential
A number of arguments for a funding formula are summarised in Steyn and
De Villiers (2005: 24), but a more comprehensive case is put forward in Darling et al
(1989) in their well argued paper “Autonomy and Control: A University Funding
Formula as an Instrument of Public Policy”. In what follows we have summarised
their key arguments for a funding formula approach to the management of higher
education:
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•

“(A)s funding for universities becomes more scarce, there are
greater demands for visibly equitable means of allocating those
scarce funds.

•

“Funding formulas, if there is a long-term commitment to them,
provide a predictable base for planning and budgeting.

•

“Where resources for higher education are sharply limited, a
major policy objective is differentiation among institutions.
Most funding formulas make differentiation possible while still
providing visible equity and public accountability.

•

“(F)ormulas serve a need when they provide incentives to
institutions that are in many respects outside direct government
control.

•

“Moreover, funding formulas provide a visible and credible
means of holding universities accountable for the public funds
that they receive.

•

“They offer certain advantages to universities, providing
equivalent funding for equivalent programs and equivalent
institutions.

•

“Formulas reduce political influence and lobbying, and in turn
promote and protect institutional autonomy”. (Extracted from
Darling et al, 1989: 560. Bullets added to better highlight key
arguments)

South Africa was one of the first countries to realise the benefits of a funding
formula. The SAPSE formula was introduced in 1984, replacing the Van Wyk De
Vries formula, which was implemented in 1977. It in turn had replaced the Holloway
formula, which was in operation from as early as 1953. All three of these formulas
were used for funding both current expenditure and some type of fixed expenditure,
e.g. buildings. (See Steyn & de Villiers: 35). The SAPSE 1984 formula had many
components, the details which cannot be discussed here. It is important to note,
though, that it for the first time rewarded output over and above inputs – the
successful completion of a course led to a further subsidy. Furthermore it gave
double the undergraduate subsidy for honours and triple for masters students. (See
Steyn & de Villers: 40). A 1000 setup ESS (Effective Subsidy Students) were
allocated for initial costs to ground a university, but with the exception of this initial
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the average cost this formula encouraged universities (including the historically black
universities once it was applied to them) and also tecknikons, after SAPSE was
applied to them in 1986, to grow their numbers very rapidly, as we have indeed seen
in Tables 1 and 2 above, Government did temporarily discourage universities that
grew rapidly by reducing the a-factor but eventually universities with high growth
rates, such as UWC, got the same a-factor weighting as other universities.
These high growth rates of some institutions “led to an acknowledgement….
by government that the SAPSE subsidy formula has an unforeseen negative
consequence namely to provoke unrealistic high student growth” (Steyn & de Villiers,
2006: 41). This led to a revised SAPSE formula from 1993 onwards. The two main
changes it brought about was to restrict the annual increase in ESS to 2.5% for the
contact situation and 5% for distance tuition, and to increase the subsidy per ESS in
the natural sciences relatively to the subsidy in the human sciences (Steyn & de
Villiers: 41).
It clearly was not the apartheid government’s intention to encourage the 15% a
year growth in the number of black students that entered higher education (See Table
3 above). In fact, as mentioned above, it deviated from its funding formula for
institutions such as UWC that grew their numbers faster than government had wished
them too. In the case of UWC this rapid growth was primarily the result of the
institution’s commitment to opening up to African students at a time when
government still declared it to be a Coloured university. However, at UWC we were
also fully aware that the marginal costs were lower than the average costs. Thus even
if many of the poorer students African students from the rural areas could not pay
their fees, the government subsidy was still sufficient to pay for the marginal costs of
the rapid expansion in students – and when government was eventually forced to
implement its subsidy formula consistently, UWC also saw economic rewards for its
politically progressive actions.
Although there is, for reasons we have put forward, a strong case for a
government to steer from a distance by using a funding formula, it is inevitable that a
funding formula will have some unintended consequences. For example, the Van
Wyk de Vries formula recognised that it costs more when a university offers a greater
variety of courses with fewer students per course, and rewarded universities
accordingly. As a consequence universities then offered a far greater variety of
courses, often as a matter of window dressing rather than substance, in order to get
17

additional subsidies.

The SAPSE formula consequently no longer rewarded a

university for offering a greater variety of options, but because it effectively assumed
marginal and average costs to be the same, it in its turn encouraged a far more rapid
growth in black students than the apartheid government intended. The revised SAPSE
formula of 1993, which came in effect exactly at the time when white universities
were expected to open up to black students, led to a far more rapid growth in black
students doing distance courses at a number of traditionally Afrikaans universities
than warranted. This in its turn led to the NFF allowing only half the growth in
distance students than in other students.
Ironically, as we argue below, the unintended consequences of some of the
elements of the new subsidy formulas, both for the NFF and the NFSAS, led to a
lower growth rate in African students than was foreseen in the commission reports
that preceded these formulas.

The inability of the policy makers, both in apartheid

times and now, to consider all the possible consequences of their formulas thus led to
a surprisingly high growth in black numbers in higher education before 1996 and a
disappointing low growth in coloured and African numbers at present. This does not
imply that the government should abandon the use of a funding formula. However, as
we argue below, the funding formula needs to be changed in a number of important
respects if it is not to continue to have an undesirable impact on the opportunities for
higher education education for able African and coloured South Africans who are
from socio-economically disadvantaged backgrounds.

2.4 Quality of schooling
There was a general expectation amongst progressive social scientists that the
transition from an apartheid regime to a democratic government in 1994 would lead to
a rapid expansion in educational opportunities for black South Africans. The NCHE
predicted, on the basis of projections made by Charles Simkins, that the school output
of suitable entrants to the higher education system would double within a decade after
the establishment of a democratic government. In the end a very different reality
emerged, as can be seen from Figure 1 and Table 5.
The number of students passing with an endorsement declined to only about
80% of the 1996 pass rate by 1999, and only exceeded the 1996 figures by 2% by
2003, at which stage the actual number of the population in the age group 18-20 had
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increased by 20%. In the past years the pass rate has gone up, but this may well be
because the standard of marking has become more lenient.6 As a consequence the
universities are now increasingly having students write their own admission tests in
order to ensure that students are not accepted if they cannot cope with the demands of
university.

Figure 1 Results of Senior Certificate examination: 1996-2003
Source: Steyn & De Villiers, 2005, Fig. 5.1, p.238.

Table 5 Comparison between the growth in the population in the age bracket 1820 and Senior Certificate results, 1996-2003. (Index values with 1996=100)

Source: Steyn & De Villiers, 2005: Table 5.2, p.138.
A racial breakdown of senior certificate passes in 2006 from figures supplied
by the DoE, shows clearly that the legacy of apartheid, which provided Africans with

6

For example, whereas the model C school Westerford in Newlands, Cape Town, did exceptional well
in the early nineties with about a quarter of the students A averages, this proportion has during the past
few years shot up to about half of all their matriculants.
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the cheapest and worst quality schooling, persists. They achieved a pass rate of only
62%, compared with 81% for Coloureds, 92% for Indians and 99% for Whites.
Furthermore they formed only 59% of the total that passed with endorsement (against
83% of those that wrote) while Indians formed 7% against 2% and Whites 26%
against 8% while Coloured students formed the same proportion of passes with
endorsement as they did of those that wrote (6%). Analysis of results for maths and
science show similar trends. (See Breier and Mabizela, 2007).
Now there is no doubt that matric results were not always a good predictor of
how well students will cope with the rigours of a higher education.

For example,

students from black rural schools who had low marks, but nevertheless had matric
exemption, did well at UWC in the eighties. Indeed, students who succeed in getting
a university exemption in the seriously disadvantaged schools where a large number
of students simply do not pass, may be badly prepared, but they do have exceptional
inherent abilities to cope. However, when UWC in the late nineties and first few
years of the 21st century admitted a significant number of students who did not have
university exemption, it soon became clear that many of these students could not cope
(See Breier, Letseka and Visser, 2007: )

The shortage of properly prepared students

for entry to higher education must be met by improving the quality of teaching at the
high schools, and not by making it easier to obtain a matriculation exemption pass.
The implications for equity, for economic growth (given the needs of a better
qualified workers and managers) and for political stability (in circumstances where
the tremendous difference between the quality of schooling received by the average
white and average African and coloured student is not being eradicated) can hardly be
underestimated. The recently released Progress in International Reading Literacy
study showed that almost 80% of the more than 30,000 South African students in
grade 4 and 5 that were tested did not reach the lowest benchmark in literacy in
contrast to only 6 percent of the students in the other 39 countries tested.

If one

excludes those who were tested in English and Afrikaans, between 86 and 96 percent
of those tested in the other South African languages did not make this benchmark.
(Pretoria News, 2007)
Improvements in school quality are unlikely to occur overnight. Right now,
there is a critical shortage of professionals in this country (see Erasmus, 2006; Kraak
2006) and short term measures are needed. Until the schooling system improves
higher education institutions

will need to admit more students from socio20

eoconomically disadvantaged backgrounds into the higher education system, in spite
of the fact that their matriculation results are not as good as they would have been had
they been in one of the better schools. There is no doubt that there are a large number
of students attending disadvantaged schools have real potential but only just managed
to obtain university exemptions. Because they are from very poor backgrounds the
cost of university education, both in terms of the fee and living costs, is a serious
obstacle preventing many of these students from attending higher education.
Furthermore, those that do enter higher education are not at all as well prepared as the
students who have been to the better schools, and it requires far more resources, both
human and financial, from the universities and technikons to ensure that these
students are successful. Any funding formula ought to take careful note of these
challenges.

2.5 Changes in government funding and per student
expenditure
A number of interesting and some rather disconcerting facts emerge from an
analysis of government expenditure. Firstly, in terms of the subsidy per student the
black universities and technikons initially received more than the white universities
and they actually became more and more disadvantaged during the 1990s. In terms of
financial contributions these institutions were not historically disadvantaged, at least,
not at the stage when the term became popular.

Secondly, in real terms there has

been a very dramatic reduction in the subsidy per student from the mid eighties
onwards. It is perhaps not surprising that this happened during the first decade when
black student numbers increased three times. What else could one expect from an
apartheid government? But one can also have some understanding for the declining
expenditure in the decade from 1986 onwards. When student numbers at some
institutions doubled every six years even a government with the best intention in the
world would struggle to increase the share of funding of higher education rapidly
enough to ensure that the per capita growth expenditure would remain the same.
However, Figure 2 below shows that not only was there during this decade many a
year in which the share of the GDP that went to higher education was well below the
0.80%, but, after restoring the share of he GDP to above 0.80% in 1996, this decline
became a long term trend with government’s own estimates projecting a low of 0.68%
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for 2007. As a consequence, even though student numbers during the past decade
grew much, much slower than before, the decline in per capita expenditure shown in
Figures 3 & 4 below, continued to new lows in recent years (see Fig.5).
This meant that for the years 1994-2000 there was a temporary increase in the
per capita allocation to these institutions to above the level of the historically white
universities. (See Steyn & De Villiers, 2005: 96-97). It should be noted that in recent
years the growing NFSAS funds are included as part of government allocations to
universities. Before 1994 this scheme did not exist, but many students received
bursaries through the education and other departments and also from some of the
tricameral parliaments if they committed themselves to working for the relevant
department for a number of years. For comparative purposes these funds ought to
have been added to the years before 1994. The real allocation per full time equivalent
student has thus dropped even more rapidly than Steyn & De Villiers’s statistics
show.

Figure 2: Higer Education Expenditure as a Percentage of the GDP, 1987-2007
Source: Steyn & De Villiers, 2005: Table 3.1, p.81 and, for the years 1995 onwards
our own calculations based on the data contained in The Department of Education,
Information on the State Budget for Higher Education, August 2005, (Excel File),
www.education.gov.za .
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Figure 3: The Declining per capita expenditure per weighted FTE student,
Historically White Universities, 1984-2004
Source: Steyn & De Villiers, 2005: Table 3.6
During this same period the real tuition income per weighted FTE student for
these institutions increased from R4 622 to R6 739 (again in terms of 2000 prices –
see Steyn & De Villiers, 2005:96). Although this represents a 50% real increase in
fees, this compensated the universities for only one quarter of the income they lost as
a result of the decline in government contributions.
In Figure 4 below we present the changes in the FTE students, the total
government expenditure in Rand millions and the government contribution per FTE
student for all higher education institutions in Rand (where already Rands are inflated
or deflated to 2000 prices). The data of government subsidy per student shows a
similar trend to that which emerges from Figure 3. It should be noted though that our
calculations are based on FTE students and not weighted FTE students, as are the
calculations of Steyn and De Villers.

The discretionary funds per FTE student

allocated in terms of the formula have declined more rapidly than the earmarked
funds, with much of the earmarked funds going for the NFSAS (student loans and
bursaries).
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Figure 4: Declining Government contribution per FTE students for all
instituitons, 1995-2007
Source: This figure was constructed from the data contained in DoE (2005).:

2.6 Concluding remarks
In this section we considered both the case for steering from a distance and the
context within which this approach has been adopted in the South Africa. There are
many reasons why there needs to be a concern about the future of the new breed of
universities which are emerging as the higher education institutions of South Africa in
the 21st century.

The government support per student in real terms has shown a

dramatic decline of between one third and one half for most of these institutions. The
expected increase in the number of students well prepared for university as part of the
dividend of overthrowing the apartheid system never materialised. In fact, it would
seem as though many students still leave school not any better prepared for university
than they would have been had they attended school in the apartheid era.

This is

despite the fact that the government funds per student have increased in real terms in
the case of the schools, whereas in higher education they have deteriorated
significantly. Many of the higher education institutions created under apartheid for
blacks have, until recently, remained largely black. This is despite the fact that some,
like UWC, refused from early on to play the role the apartheid government allocated
to them. UWC, created for coloureds, opened its doors to all but in the end it was
mainly Africans, and very few whites and Indians, who made use of the opportunity.
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In contrast most of the traditionally white institutions have changed their student
profiles substantially, having gained significant numbers of black students. With the
restructuring of the higher education system (see Breier and Mabizela, 2007) a
number of historically black and historically white institutions are being merged, but
whether they will be truly integrated remains to be seen. Against this background the
question is how our funding formulas for higher education institutions can best be
restructured in order to improve the possibility of a positive outcome for the higher
education institutions operating under these very difficult circumstances.

In

particular, how can we ensure that as many students as possible from disadvantaged
backgrounds are given another chance by giving them the appropriate higher
education, to thus rescue as many as possible from the failure of many primary and
secondary schools.

3 Student funding
In this section we are discussing the issue of student funding. Up to the early
nineties many of the traditional black institutions did not effectively collect the
student fees due and student debt became a serious problem. Now most universities
withhold students’ results until they have paid their fees, and the situation has
improved somewhat. For students, however, the cost of university fees remains a
major issue.

3.1 Free education, bursaries or loans?
There has been a very significant increase in the real fees paid to attend higher
education institutions. In their influential report for the CHE, Steyn & De Villiers
(2006,p.13) argue:
There is no conclusive proof in the South African case whether the
public sector should increase its contribution to education or whether
more should be paid by the individual.
On the one hand these economists accept that there is a high social
return to education in South Africa – if society as a whole benefits
significantly from higher education, one can surely argue that society should
pay for this.

On the other hand, there is an even higher private return to

higher education. “The high private return is a good argument to increase the
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private fees of education”, (Steyn & de Villiers, 2006, p.11). Furthermore,
they argue, there is clear evidence that the demand for education, at least as far
as the higher income groups are concerned, is not sensitive to price increases.
However, as Steyn and De Villiers (2006:13) admit, poorer students are
indeed very sensitive to price increases, and even if there are scholarships or
loans available for them, high fees may discourage them from considering
these options.

More fundamentally, when loans and scholarships are not

available it will clearly deter students from poor households from engaging in
higher education.
In many countries in Scandinavia and continental Europe students do
not have to pay, or up to quite recently did not have to pay, tuition fees for
higher education once they have been successfully admitted. In many of these
countries, students are also given loans to cover living expenses.
Over and above the issues discussed above, Steyn and De Villiers (ibid) argue
that “The levying of class fees have two other important advantages as well. Firstly,
it makes it possible for HE institutions to plan independently, and secondly, students
are more motivated.” In addition, they also argue that class fees “also strengthen the
power of students as clients. This may be the reason why higher education of a better
quality is supplied in America than in most European countries” (Steyn & De Villiers,
2006, 13).

They also refer to Anthony Melck who argues
…there are advantages both for the supply and demand aspect of the
education market in levying private fees. From an administrative point
of view it is more efficient, but fulfils the same role as the levying of a
direct tax. … Efficiency, in terms of supply, can be increased by
greater competition, because under such conditions institutions
normally adapt more easily to a changing environment… (Steyn & De
Villiers, 13).
There has been a strong demand from students’ side for free higher
education, a position which is often based on the argument that higher
education is a basic human right (See Smith and Szymanski, 2000, for a
similar argument in the American context). However, in practice there has
been a significant increase in the fees levied by all higher education
institutions – the increase being particularly significant in the case of the
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historically white institutions. In contrast to some countries, e.g. Canada, the
South African funding formula does not in effect limit the increases in fees
raised by institutions. The neo-classical market-related arguments effectively
hold sway.

3.2 The National Student Financial Aid Scheme (NSFAS)
If students from poorer households have to pay fees, but are fully
reimbursed through scholarships and bursaries, they are effectively placed in
the position that their higher education does not cost them anything. NSFAS
is an income contingent loan and bursary scheme which was introduced in
1996 to assist students from socio- economically disadvantaged backgrounds
to afford public higher education. However, students cannot be reimbursed in
full through NSFAS funding. A maximum of 40% of NSFAS student loans
can be converted to bursaries (depending on the students’ results).
Furthermore NSFAS awards are generally considerably lower than the full
cost of study.

3.2.1 Allocations to institutions
The formula for allocating NSFAS funds to individual higher education
institutions is based on two indices. The first is the disadvantaged student index
(DSI) which is calculated for each institution using full-time equivalent (FTE)
students enrolled in undergraduate programmes,

disaggregated and differentially

weighted by race. The weightings are: African 3; Coloured 2, Indian 1 and White 0.
Although not weighted, white students are eligible for NSFAS funds, if they qualify
in terms of the means test. The rationale behind the weightings is that “while all
black students are disadvantaged the degree of disadvantage varies, according to
population group.” (DoE, 2005:8). The second index is the full cost of study (FCS)
index which is calculated for each institution based on the costs required to cover
tuition and residence fees, including notional amounts for travel and books.
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3.2.2 Allocations to students
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(HWUs) grew by a larger proportion than in the traditionally black universities and
these changes are mirrored in the NSFAS allocations.
The black university’s share of the total NSFAS allocation fell by one quarter
from 36% in 1999 to 27% in 2003 while that of the HWUs increased by about a third
from 20% to 27%. The share of the black technikons remained constant while that of
the historically white technikons (HWTs) increased slightly from 21% to 23%. This
would have been higher, as the report points out (DoE, 2005b:8), had it not been for
the merger of Natal and ML Sultan Technikons.

While the total of students receiving NSFAS awards increased by 23% from
1999 to 2002, the largest increases occurred in the historically white institutions
(HWIs). In the HWUs and HWTs the number of awards increased by 65% and 33%
respectively.

In comparison, in the case of the black universities and black

technikons, it increased by 4% and 22% respectively (2005b:10).
A key issue is the practice at many institutions of not providing students with
the maximum loan possible. This is especially prevalent at the black institutions
(which need to spread the institutional allocations more thinly because their African
students include many more “needy” students than the African students at HWIs).
The following is an example, drawn from the Western Cape:

Table 6: Full cost of study (FCS) and NSFAS Award Sizes by Institution,
2002
Institution

FCS(rand)

NSFAS award size
(average, rand)

UCT

31 100

14 077

Peninsula Technikon

20 385

7 064

UWC

25 340

8 471

Source: DoE (2005b:14)

DoE (2005b:15) quotes various figures to show that in 2002 “the average full
cost of study at the HWUs was 41% higher than at the black technikons, and 21%
higher than at the black universities”. However, the average value of a NSFAS award
at the HWUs was 77% higher than at the black technikons and 30% higher that at the
black universities.

The average costs of
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than those at black technikons. But the average value of a NSFAS award at a HWT
was 42% higher than the comparative average for black technikons.
This implies that students given NSFAS awards by historically white
universities and technikons were better off, relative to their costs of study, than
those given NSFAS awards by historically black universities and technikons.
(DoE, 2005b:16)
Tthe 3e ave540.0dy, th743hist3.5(e-173(S40
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3.2.4 The racial anomalies in NSFAS
Underlying the trends cited above, are two major anomalies in the NSFAS
rules in relation to race. At time of writing, there were steps underway to correct
them but it is not clear whether they have yet been implemented or the form the
changes will take.

We argue that change is urgently needed and make certain

proposals in the final section of this paper.

Firstly, the definition of black students has (until recently) included non-South
African black students. Although the latter have not been eligible for individual
NSFAS awards, they have been included in determining the allocation to institutions.
(DoE, 2005:22) However, the NSFAS Board has recommended to the Minister that
non-South African students should be excluded from the definition of a ‘black
student” and this has been accepted. (2005:32).

Secondly, the use of ‘black students’ as a proxy for need assumes that all
black students irrespective of socio-economic status are needy. However, as the
review points out, the socio-economic status of black students varies considerably
across institutions.
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The review suggests two possible approaches to ‘getting a better handle on
financial need’. The one is an ‘indirect catchment area’ approach in which financially
needy students are identified by their area of origin (eg municipality).
This would require an effective, unambiguous system of postcodes; and a
mapping of municipalities by poverty and socio-economic status. A similar approach
is used in the UK. Our understanding is that this system has been researched on
behalf of NSFAS and found to be inappropriate for this country.
A second method would be to use the variations in the ratio of award holders
to maximum possible applicants as a proxy for family affluence across institutions. In
terms of this, in 2001, 44% of UWC’s maximum possible applicants were deemed
“needy”, compared to 2% at Stellenbosch, 13% at Cape Technikon, 15% at UCT and
37% at Pentech).
We argue that neither approach are appropriate and suggest, in the final
section, that one should take account of school of origin as the most reliable indicator
of disadvantaged rather than race per se.
Meanwhile, in its annual report for 2006, NSFAS said one of its strategic
goals for that year was ‘to confim a new allocations formula …’ and said NSFAS
undertook research on this ‘with particular reference to including a more accurate
factor for need in the formula rather than only race.’ A report was finalised and
presented to the Minister of Education at a meeting on 15 February 2006. ”Following
this report more research has been commissioned and a further formal report is being
drafted for the Minister’s consideration.” (NSFAS, 2006:19) We understand that
NSFAS is currently developing a ‘poverty index’ to distinguish institutions on this
basis.

4 The New Funding Formula (NFF)
4.1 The promulgation of the NFF and its objectives
Until recently the revised version of the SAPSE funding formula determined
the government funding higher education institutions received. The New Funding
Formula (NFF), introduced in 2004/5 brought about a number of significant changes
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to the SAPSE formula, the details of which were promulgated in Government Notice
No 2003, “Funding of Public Higher Edu
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However, for the time being most institutions not meeting the demands set under the
output formula are getting development grants, both to enhance teaching output and
research.
The reasons for not effectively applying the new formula are obvious. All of
the traditionally black higher education institutions that have remained separate
institutions will do significantly worse than the historically white universities. As far
as teaching output is concerned, the black universities have, since apartheid
legislation disappeared, lost many of their stronger students for historically white
universities, and they are taking in students primarily from the old DET system, who
are far less well prepared for university than the students, black and white, from the
model C and private schools, who now virtually exclusively go to the historically
white universities. Partly because of the more difficult teaching task and because of
the fact that far fewer of the less well prepared students are likely to do full thesis
masters, but also because of other factors that reflect the training and background of
the staff, the historically black universities, with the exception of UWC, are also very
unlikely to ever come close to meeting the output demands of the formula. Hence the
granting of development grants instead of the rigid application of the formula to black
universities.

4.3 Factors determining the input subsidy
As was the case with the SAPSE formula, the input subsidy is determined not
only by the number of Full Time Equivalent students (FTEs), but also by the level at
which the students are studying and by the type of course pursued. As before,
honours students get double and masters students triple the subsidy of undergraduate
students. The subsidies given per course are supposedly cost based, but the selection
of weights also reflects perceptions of how important or valuable training in a specific
field is.

The lowest subsidy is given for students studying education, law, public

admin, librarianship and psychology.

A 50% higher subsidy is given to those

studying business, languages, social science, computer science, philosophy and
religion. Two and half times the subsidy goes to students in engineering, architecture,
mathematics etc. The highest subsidy (3.5 times the subsidy given to students in the
lowest group) goes to students studying in the life and physical sciences, health
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sciences, fine and performing arts and agriculture. (See Ministerial Statement, 2005,
Tables 6 & 7). However, the output subsidy was now dependent on a success rate
over three years for the entire degree or diploma, and not as in the case of the SAPSE
formula, on the success in a particular course, and it is in effect required that this
success rate should be the same for all students, whether part time or full time. Since
part time students usually only do about half the number of courses that full time
students do, this means universities who cater for part time students are severely
punished for the longer time they take to graduate.

4.4 Economics of Scale
Economics of scale is allowed for in a far more sophisticated manner than was
the case under SAPSE. Universities that have 4000 students (or less) now get an
additional institutional factor grant of 15% of the input grant, and this additional grant
decreases linearly from 0.15 to 0 for institutions that have 25,000 or more registered
students. In contrast to the SAPSE formula it is thus now unambiguously accepted
that marginal costs per student are less than average costs.

4.5 Institutional grant for disadvantaged students and
earmarked grants.
Finally, an additional institutional grant of a maximum of 10% of the input
grant is given to institutions that have 60% or more disadvantaged students. This
percentage decreases linearly to 0 for institutions with 40% or less such students,
where disadvantaged students are deemed to be “African and coloured students who
are South African citizens and who are enrolled in contact education programmes”.
In total about 10% of the grants paid out to institutions are earmarked
funds with less than 15% of this money earmarked for the payment of interest, the
redemption of institutional loans, quality control and for foundation courses. The
remaining 85% of these funds are earmarked for NFSAS grants.
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4.6 Summary
The New Funding Formula (NFF) of 2004/5 thus brought in a scale
factor, rewarded universities which had a large number of black students or increased
their contingent of black students, changed the funding given to different disciplines,
restricted the expansion of distance students to a low rate, in contrast to SAPSE
required part time students to complete their degrees or diplomas in the same time
period as full time students, and gave a much higher reward to research publication,
full theses Master degrees and Ph Ds, simultaneously reducing the subsidy for course
work Masters quite significantly.

Some of these changes have been to the detriment

of students from poor and educationally disadvantaged backgrounds and also parttime students.

4.7 A short critique of the NFF
It is our conviction that this funding formula needs to be changed. Its most
fundamental weakness is that, as in the case of the NFSAS formula, it uses race as a
proxy of disadvantage. Race is no longer a good indication of whether a student is
socio-economically disadvantaged or not, as was indeed also pointed out by the
Education Department’s NFSAS review. The African and coloured students that have
attended the ex ‘model C’ (formerly white) or private schools do well at university
and have not been disadvantaged educationally. Nevertheless they are regarded, in
terms of the funding formula, as ‘disadvantaged’ and the institutions which they
attend receive the same subsidy per student as those who draw their student body
from contexts that are truly disadvantaged, in socio-economic and educational terms.
The question is whether there are better indicators of disadvantage?
The key contention of this paper, to be discussed in detail in the next section,
is that the funding formula needs to be modified in some important respects to meet
the goals of equity, quality improvement, increased progression and greater
responsiveness to socio economic needs. The existing race based formula might have
made sense at the end of the apartheid era, but it ignores the fact that the white
universities have by and large already transformed in terms of racial composition, and
does not address at all the problem that the black universities, except for those
amalgamated with formerly white institutions, have remained black. Today there
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seems to be no serious problems of access for well qualified black students who have
gone to model C schools to gain access to the formerly white universities (with the
exception of the language question at the one Afrikaans university that has retained
Afrikaans as the primary language of instruction). The problem is that the socioeconomically disadvantaged students who go to schools that have very bad matric
results struggle to get access to higher education.

Since, even under the most

optimistic scenario, it will take some time for the situation in the schools to be
improved, the crucial question is what can be done to give a better incentive to higher
education institutions to accept students from socio-economically disadvantaged
backgrounds.
A number of steps need to be taken urgently. Firstly, as we have just argued,
encouragement should be given to universities to accept more students who are badly
prepared by the schooling system. Secondly, since the cost is often a major obstacle
preventing able students from poor homes studying further, financial support ought to
be focussed on the poorest students and the institutions that cater for the poorest
students. Thirdly, since poor bright students often need to work, the system should
encourage part time study by students who are in employment. And finally, since it is
important for reasons both of equity and of economic development that as large a
proportion of

black students should attain a Masters degree, the system should

encourage the development of Masters programmes accessible to first generation
university students. In the next section we discuss in more detail how this should be
done.

5 Designing appropriate funding formulae given the
socio-economic and political challenges facing
South Africa.
It is clear that the Department of Education urgently needs to rethink the
formulas on the basis of which it determines both the overall block grant for
universities and the earmarked grant for NFSAS.

The details of exactly what

parameters should be used would call for a modelling exercise using the HEMIS data
in order to see the impact of different options – an exercise which could only be
undertaken by the Department that controls the data. However, in the remainder of
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this paper we suggest the types of reforms which need to be considered both in order
to better meet the existing goals of the government, and, secondly, to accommodate
additional objectives that we argue warrant serious consideration.
.

5.1

Killing four birds with one stone:

An additional

grant to institutions who accept badly prepared students.
The differences in the quality of schooling received by the students who exit
from the high schools are, ironically partly because of the end of apartheid, even
greater than in the days when the apartheid system was in force. Black students from
middle and upper class homes now have options. They no longer need to stay in the
local school designated for a particular racial group, and can choose to go to a school
with better quality teaching.
In a single provincial education department, e.g. that of the Western Cape,
there can be schools at which all students pass the final year public examinations and
virtually half of them obtain their senior certificate with a distinction average, while
there are also other schools, receiving the same or even more funding per student
from government, where very few students at all pass the senior certificate with a
university exemption. As the middle class black students and the better teachers have
moved to the now integrated model C schools (where government funding is
supplemented by substantial financial contributions from the parents), the schools in
the townships have usually deteriorated, except in those few cases where good
principals have managed to create a new culture of teaching and learning.
The HEMIS data used by the department of education can easily determine
what type of school the student has attended. Was he or she the only student to have
passed the senior certificate with endorsement (which might mean a pass rate with
endorsement of as low as 0.7%)? Or, at the other extreme, was the student at a school
with a 80% pass with endorsement rate?
The pass rates of the different schools, which vary across the entire spectrum,
will be indicative of two things: the quality of teaching the students received, and the
socio-economic status of the students. It is now proposed that instead of giving at
maximum a 15% bigger subsidy if an institution has more than 60% black students,
and no subsidy at all if there are less than 40% black students, the subsidy should be
based on the background of every student. For purposes of an institutional grant,
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whether a student should be considered to be disadvantaged, would depend on how
well the student has been prepared for higher education, i.e. on the quality of the
school attended by the student rather, than on whether students are “African and
coloured students who are South African citizens” (Ministry of Education, 2005,
p.11).

Race was a good indicator of “under-preparedness for higher education”

(Ministry of Education, 2003, 3.3.4) in 1994, but because of many of the positive
changes which have taken place during the past 15 years, race is no longer an
unambiguous indicator of deprivation, and no longer neatly coincides with socioeconomic class.
Exactly what the level of the additional grant should be and how it should
change with the pass rate of the school
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dice in favour of the socio-economically disadvantaged group.

Secondly it creates

the possibility of free or lower education costs for those who come from socioeconomically disadvantaged backgrounds, without the necessity of accepting an
onerous loan.

Thirdly, it retains the possibility of diversifying higher education

institutions’ funding, an option which has many potential benefits.

Finally, if

correctly constructed, it enables government to fund a diversity of higher education
institutions on the basis of one formula without having to resort to bureaucratic
options such as the creation of development funds. Four birds, or shall we say four
dragons, can indeed be slain by one stone.

5.1.1 Scrapping the fee up front for socio-economically disadvantaged students.
We have discussed (p.25) the case for fees in the South African contexts as
argued by Steyn & de Villiers (2007) & Melck(1982). These arguments are similar to
those put forward by the many economists, including Nicholas Barr (1993).

The

greater the equality of income in country may be, the more valid these arguments are.
However, South Africa is one of the countries with the most unequal income in the
world. The top quintile (20%) of households receive 62.2% of household income and
the bottom quintile only 3.5%. (Die Burger, 2007). We thus want to suggest that,
together with providing a progressively higher grant for students who come from
disadvantaged schools, government should also require, or, at the very least, permit
institutions not to charge a fee, or to charge a much lower fee, to students who are
socio-economically disadvantaged.
Low income students continue to drop out of university for financial reasons,
even when they are academically able, as confirmed by recent studies. (See Breier et
al,2007) For those who receive the NFSAS support, the problem is that the loans and
bursaries seldom cover the full cost of study (accommodation, food and other
personal expenses as well as fees), let alone the demands which poor families often
place on students, whose bursaries are regarded as a source of income.

Students

often work part-time to support themselves while they study or they take up full time
employment and ‘stop out’ temporarily.
If a significantly higher grant is given to institutions when they accept students
from socio-economically disadvantaged backgrounds, as determined by the results of
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the school at which they completed their studies, there would be a strong case to
require universities to adjust the fee according to the socio-economic background of
students, with really disadvantaged students not paying any fee at all – the institutions
being more than compensated for this by the higher subsidy they receive for these
students.
NFSAS will have to remain in place to provide support for those costs of study
that are not supported by the subsidy (including accommodation, food and other basic
personal expenses) and to provide support for poor students who attended the schools
that had good results9. .

5.1.2 The market, neo-liberalism and equity
In an insightful paper considering the dynamics of competition amongst
universities Van Vucht (2007) points out that:
Even though student-aid policies are designed to create opportunities
for the least advantaged, increased competition leads institutions to
focus either on those students who have the financial resources
themselves, or on those who have the highest abilities (and who can be
offered grants).
Since an important determinant of how well students cope with the higher
education system is how well they are prepared, the present funding formulas, as we
have discussed above, are likely to lead to exactly the type of consequences which
Van Vucht warns against However, if universities were encouraged to admit students
that are not so well prepared through grants for disadvantaged students, they might be
encouraged not to limit their selection to the best prepared.
If in addition to this the badly prepared students do not have to pay fees as a
form of affirmative action to compensate them for the bad schooling they have
received, we would have counteracted the neo-liberal forces, which would be
unleashed if there was not some correction to the market.
Neo-liberalism uses the market to perpetuate inequality. A 20/80 society
emerges where the richest 20%, as is the case today with schooling and health and
much else in South Africa, receive much better education and health service and
provision for old age than do the rest of society. Our present formula reinforces this
tendency. The modification proposed would ensure a much more equitable outcome.
9

For example, the children of domestic workers who live on their employers’ premises in the vicinity
of Model C schools.
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The Scandinavian social democratic stratagem would have been to do away
with all fees. However, in the South African circumstances this type of universalism
would mean that the universities would lose an important additional source of
funding, because the financially privileged groups are, given the high private returns
to education, willing to pay a significant premium for their right to study.

5.1.3 Maintaining alternative sources of funding for universities.
Higher education institutions in South Africa are under tremendous pressure as
a result of the significant increase in the number of students in the recent decades
particular with respect to the HWIs, while the government’s contribution to the
university as proportion of the GDP has been cut back quite dramatically from about
0.87% in 1987 to about 0.68% in 2007 (See Fig.2 p.21 above). They have thus been
forced to survive by increasing the fee contribution. Particularly the more prestigious
institutions have managed to increase their fees quite dramatically. The changes we
propose allow these institutions to continue increasing the funds raised through fees
from those in the top quintile, while exempting most of those from the bottom
quintiles.

Not only will this bring more resources into the higher education arena

than would happen if all fees are scrapped, but it could also, as was argued by Adam
Habib (2006), give a better guarantee that academic freedom will be protected than
when institutions are exclusively dependent on one source for their funding.

5.1.4 Successfully applying one formula to a diversity of institutions.
The NFF gives much higher rewards to institutions that succeed in having a
high pass rate, good publications record and high throughput of research masters and
Ph D students.

The many institutions in South Africa who attract students who are

badly prepared for university, are not able, except in those cases where they
drastically cut back on the required standards, to maintain the same pass rates as the
institutions that attract the better prepared students. They can also never generate the
same number of publications and have the same high throughput of masters and Ph D
students. Under the NFF they are for the time being compensated for these short falls
by development grants. However, it is but a myth that these grants will enable them
to achieve the same graduation rates as the well established institutions
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If, instead, our proposal is accepted, and the institutions that accommodate
badly prepared students get more funding for the actual task of getting these students
through, they will in principle be able to earn enough to survive without
“development” grants that are unlikely to lead to real development.
The historically white institutions who actually do publish more than their
share and who have a high throughput of graduate students, will now also get the
reward for what they are doing, instead of having their output grant reduced if they do
not deliver, as is presently the case.
Institutions like UWC, that cater disproportionately for disadvantaged students
but also have a reasonable publication and graduate student throughput record, would
be able to earn money for what they actually deliver, instead of simply having their
development grants cut as they improve research output and student throughput.
Given the background from which the UWC students come, they would, in addition,
get a very significant grant for accommodating disadvantaged students, instead of
getting the same grant as historically white institutions that have transformed their
student body to be 60% coloured or African, even if most of them are from the top
schools.
Because of the unsuitability of the NFF for the diversity of institutions that
need to be supported, there has been in some quarters an argument to return to the
situation, as we had before in South Africa, and is still in place in many other
countries, where there are different funding regimes for different types of institutions.
Our contention is that if the existing formula is appropriately modified, the uniform
regime can be maintained, because the funding formula will be sufficiently flexible to
support different types of institutions. Again simulation runs will have to be done to
determine the correct parameters.

5.2

Changing NFSAS

The funding formula at present rewards those universities that select the
students that are best prepared (with a significantly higher reward being given if these
well prepared students are also black). The NSFAS formula, in its initial allocation
to universities, gives the same amounts for black students, regardless of the
background of either student or institution. The formula also makes allowance for the
cost of student fees which are generally higher at HWIs than at the black institutions.
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The initial allocations do not take account of the fact that black students who are
better prepared for university and gain access to the historically white universities are
also likely to be better off financially. It is only when institutions dispense their
NSFAS allocations to individual students according to the NSFAS means test that
socio-economic background comes into the picture. At this stage the black institutions
are confronted with the dilemma: given the large number of students who qualify for
assistance, does one spread the allocation thinly to give all a portion (and hope they
will get additional funds from other sources) or does one fully fund a few students?
The student organisations have argued for the former course of action, with the result
that many students at black institutions battle to cope financially even though they
have some NSFAS support. Although the fees are higher at the HWIs there are also
fewer students who are as poor as the students at Black Institutions and more who
have access to additional funds from family and do not need to work to pay for the
living expenses not covered by their loans or bursaries. (See the various reports from
the HSRC study on Student Pathways for evidence of this.)
The allocation of NFSAS funds to some of the HWIs, such as UCT, will
already be significantly reduced with the agreed upon exclusion of African students
from the rest of Africa in the calculation of funds, with all of the black institutions
making relatively small gains. The pattern will shift even more dramatically in favour
of the black institutions if the funding is made dependent on the socio-economic and
educational background of the students, as reflected by the pass rates of the schools
attended. Again it will be necessary to do simulation runs with the actual data before
we can make concrete proposals. In this paper we have merely attempted to put the
case for basing the size of the initial grants on socio-economic criteria, with the pass
rate of the schools attended by the students being used as an indicator of social
(dis)advantage, rather than on race.
If the alternative idea we mooted in section 5.1.1 is accepted, far fewer
students will need NFSAS allocations, but now the size of the allocation could no
longer be based on the number of students from disadvantaged schools, because such
students will already have been exempted from paying fees or will only have to pay
reduced fees. Under these circumstances NFSAS will play a very different role – viz
of supporting the socio-economically disadvantaged students that have actually
attended successful schools. More reliable data will be needed before proposals could
be considered on how NFSAS is to be administered under such circumstances.
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5.3 The proper calculation of graduation rates, with no
penalty for growth and part time students, or the reintroduction of success rates by course.
Where as the SAPSE formula calculated the teaching output subsidy on the
basis of the number of students that successfully completed a specific course, the new
formula only gives the output subsidy when the entire degree or diploma is
completed.

We believe there is a compelling case for returning to the principle of

awarding output subsidies for a course completed, rather than to look at overall
graduation rates. HSRC research shows that many students ‘stop out’ in the course of
their studies to earn money or attend to family concerns but do they do return.
Universities should not be penalised for accommodating such students. But if the
Department decides to stay with the graduation rate approach, it should not punish
institutions for having part time student or for growing their student numbers, as is the
case under the present method of calculating graduation rates.
Under the new regime it is very difficult to calculate the teaching output of
individual lecturers of specific departments.

Although a specific lecturer or

department may have a very good pass rate, the output subsidy only accrues when all
courses have been passed. It is thus virtually impossible to use the NFF to determine
the contribution on a micro-level of a department or a lecturer – a factor which
reduces the incentives one can provide for improved output.
In principle one must also question the assumption that an institution only
makes a teaching output when a student has completed all his or her courses. As is
clear from the recent HSRC studies (see Breier et al, 2007) students who drop out
after they have completed a number of courses successfully, are often quite successful
in obtaining employment. In the market there is recognition of the fact that someone
that has completed a number of higher education courses is much better prepared than
a person with no post school experience.
Both on pragmatic and on principled grounds there is thus a case for shifting
back to success rate in a specific course – one can of course, always add an additional
incentive for degrees completed, but it is not justified that the entire output subsidy is
only paid on completion of a degree or diploma.
If the Department should decide to stay with the present system, fairness
would require it to calculate success rates more accurately. Instead of considering
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pass rates against the number of students enrolled for a particular diploma, the
department should consider pass rates against the original cohort that enrolled for a
degree or diploma. This would avoid the danger of punishing faculty when interest in
a degree or diploma is growing, or rewarding them when the enrolment is shrinking,
as is the case presently.
Similarly, when students are studying part time, a longer period should be
allowed for them for completion, as is indeed presently the case in many instances for
distance students.

5.4

Research Masters against course work masters.

Under the NFF a research masters is getting about three times the funding
given to a coursework masters, even though the latter may require a substantial minithesis.

Now there is no doubt that some individual departments have allowed

students to obtain Masters degrees on the basi
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placing more emphasis on the honours degree, with only the exceptionally able
students going through to do a full master thesis.
We propose that at the very least that proportion of a coursework Masters
which is a dissertation should earn an output research subsidy at the same rate as a full
research thesis. A 50% thesis should thus have the same weight as half a full thesis or
half a published article in terms of research output.

5.5

Encouraging diversity in the student body.

With the exception of one traditional Afrikaans university where the language
of instruction has remained an issue, most HWIs now have a very substantial number
of African and coloured students. However, except where they were amalgamated
with HWIs, virtually all the black universities have remained black. What is more, in
the case of some of the rural institutions they predominantly draw their students from
a specific ethnic group. Is it not time for the DoE to consider a diversity grant, which
would encourage an institution to diversify its student body? We would recommend
that this principle be given serious consideration.

5.6 Increasing government’s contribution as percenttage of the GDP
We have seen above (p,21) that government’s contribution to higher education
as proportion of the GDP was about one third higher in 1987 than it is today. If South
Africa is really committed to successfully entering the information age it is essential
that this decline should at the very least be reversed and with governments
contribution increasing to about 0.85% of GDP from the present 0.68%. We need to
increase the government contribution to about 1% of GDP to accommodate in higher
education those students who have achieved matric with endorsement, but with marks
that are not outstanding, because they have not been well prepared by the schools they
attended.
These students have proved to have great potential but it needs nurturing. If
we do not make space for these students in higher education then we are going to have
another lost generation of students and we are going to continue to be short of
professionals in many key fields

An increase in government contribution to about
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1% of the GDP will enable us to design a funding formula that encourages all higher
education institutions to focus more strongly on the socio-economically
disadvantaged students.
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