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Abstract 

This study attempts to provide a structured framework for designing student loan systems by 

identifying the perquisites for establishing an effective program and the factors that should be 

avoided to prevent inefficiency and misuse. It draws on a comparative analysis of public and private 

student loan models in 23 countries and includes detailed case studies of four selected countries. The 

study examines the institutional and structural challenges that shape these systems and analyzes how 

variations in subsidy levels, financial need assessments, and eligibility criteria influence access to 

higher education across different contexts. The aim is to highlight best practices that support fair, 

effective, and sustainable financing models. The study is organized into three main sections in 

addition to the introduction. Section 1 presents a global overview of student loan systems, followed 

by four country case studies in Section 2, while Section 3 concludes, offering the core design 

elements needed for developing a robust student loan system. 

 الملخص

للطلابلتصميم أنظمة قروض   إلى طرح إطارهذه الدراسة    تسعى الأساسية    الشروطمن خلال تحديد    تمويل المصروفات الدراسية 

توافرها في   لإنشاء برنامج فعالالواجب  الأنظمة  أي دولة  ينبغي تجنبها  نالع  وكذلك،  لهذه  منهذا  لحماية  اصر التي  عدم    البرنامج 

وتستند الدراسة   ذلك الكفاءة أو سوء الاستخدام.  تحليل مقارن لأنظمة قروض في  للطلابإلى  ، سواء  تمويل المصروفات الدراسية 

التحديات  كما تستعرض   ،من بينها دراسات حالة مفصلة لأربع دول مختارةبالتركيز على  دولة،  23في  ، منها الحكومية أو الخاصة

والهيكلية الصلة، و  المؤسسية  الدعم  الفوارقتأثير   تناقشذات  ومعايير الأهلية  المقدم  في مستويات  المالية،  وتقييمات الاحتياجات   ،

العالي في   الممارسات وذلك بهدف إلقاء  ؛سياقات مختلفةعلى فرص الالتحاق بالتعليم  لبناء نماذج تمويل عادلة    المثلى  الضوء على 

إلى وفعالة ومستدامة في هذا الإطار، تنقسم الدراسة  حيث يلقي الجزء الأول نظرة   ثلاث.  على    عامةأجزاء رئيسية بخلاف المقدمة؛ 

وكيفية  حالة من أربع دول مختلفة  بينما يستعرض الجزء الثاني دراسات  حول العالم؛  للطلاب  أنظمة تمويل المصروفات الدراسية 

 لتمويل المصروفات الدراسية بناء على    عناصر تصميم نظام قروضتطبيق كل دولة لهذه الأنظمة؛ في حين يستعرض الجزء الثالث  

 الحالة التي تناولتها الدراسة.دراسات  

 

 

Keywords: Student loan systems, Higher education financing models, Student loan subsides   
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Introduction 

Student loans have become a crucial mechanism for financing higher education globally, with over 

100 countries implementing various forms of student loan systems. In the United States alone, 

approximately 42.7 million individuals held federal student loans as of late 2024, with individual 

debt balances ranging from under $1,000 to over $200,000, collectively owing more than $1.7 trillion 

(Federal Student Aid, 2025). The global student loan market was valued at $2.8 trillion in 2024, with 

projections indicating growth to $6.28 trillion by 2034 (Market Research Future, 2025). This 

expansion reflects an increasing reliance on loans to finance education, driven by rising tuition costs 

and limited public funding. In the U.S., the average student loan debt for bachelor's degree holders 

was about $38,787 in 2023 (Earnest, 2025). These statistics emphasize both the vital role of student 

loans in facilitating access to higher education and the financial challenges that borrowers face 

worldwide. 

This study is organized into three main sections: A global overview, selected country case 

studies, and structured framework for designing student loan systems driven by selected country case 

studies. The global overview section examines countries that have implemented student loan 

systems, providing a comprehensive understanding of the different models in practice. It examines 

23 countries across both developed and emerging economies that have adopted student loan systems. 

These countries include: 

Developed Economies: United States, Canada, United Kingdom, Australia, New Zealand, Germany, 

Sweden, Norway, Finland, Denmark, Netherlands, France, Japan, and South Korea. 

Emerging Economies: China, India, Brazil, South Africa, Mexico, Russia, and Türkiye. 

The selected country case study section focuses on the student loan systems of four countries, 

each chosen for the unique insights it contributes to the analysis. These countries are the United 

States, Germany, India, and South Africa. Each case study provides a distinct perspective, 

collectively enriching the comparative understanding of student loan systems. The rationale for 

selecting these countries is as follows: 

United States: Diversity and maturity of the student loan system 

Reasoning: The United States was selected for its highly developed and diverse range of student loan 

models (e.g., federal, private, and income-contingent options). This diversity offers a broad spectrum 

of approaches and mechanisms for analysis. 
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Germany: Student support in a subsidized higher education system 

Reasoning: Germany was chosen because, similar to Egypt, it has a higher education system 

characterized by significant tuition subsidies (or very low tuition fees). Studying how Germany 

supports students with living costs within this subsidized framework is highly relevant. 

India: Socio-economic comparability and relevance for developing economies 

Reasoning: India was selected due to its comparable economic structure and stage of development 

relative to Egypt. Its experience in implementing and managing student loan schemes in a large, 

developing economy provides valuable insights. 

South Africa: Regional context and shared challenges Reasoning: South Africa was included for its 

geographic proximity within the African continent. Its student financing challenges and policy 

responses offer lessons that are particularly relevant within the regional context that Egypt shares. 

Section 3 focuses on the elements required to design a student loan system for any country, based on 

insights from the selected case studies.  

1. Global Overview 

The purpose of this global overview is to provide a comprehensive analysis of the different forms of 

student loans utilized in various countries worldwide. To achieve this objective, the overview is 

structured into four primary sections. The initial section establishes a taxonomy of student loans, 

delineating the main types and their distributions across the addressed countries. Subsequently, the 

second section focuses specifically on government-sponsored loan programs, examining their 

eligibility criteria and the nature and extent of subsidies provided, where applicable. The third section 

offers a parallel analysis dedicated to private student loan markets, describing their distinct eligibility 

requirements and any associated subsidy mechanisms. Finally, the overview culminates in a 

concluding section designed to summarize the key information presented and synthesize the 

comparative insights gathered throughout the analysis. 

1.1.Student Loans Taxonomy 

Understanding the diverse landscape of student financing requires a clear classification of loan types. 

To establish this necessary framework for comparison, this section addresses the taxonomy of 

student loans. Specifically, it defines the different types of loans and details the distribution of these 

types across the 23 countries examined in this analysis. 
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1.1.1 Types of student loan systems 

Student loans are broadly classified into two principal categories: Government loans, administered 

or guaranteed by the government, and private loans offered by banks, credit unions, or other financial 

institutions. Table (1) below provides definitions for each loan type. 

Table 1. Loan types  

Loan Type Definition 

Government 

Loans 

Loans directly provided or heavily subsidized by the government, with eligibility primarily  

determined by demonstrated financial need. These loans often have the most favorable terms, 

such as interest subsidies (no interest accrual during study) or very low interest rates and 

repayment assistance 

Private Loans Loans offered by private financial institutions (banks, credit unions) without direct government 

backing or guarantees. These typically have higher interest rates, stricter eligibility criteria  

(credit checks, co-signers), and fewer borrower protections than government-funded or 

guaranteed loans. 

 

Source: Compiled by ECES from multiple sources.  

1.1.2 Student loans list by country 

Different models for Government and private student loans are utilized in each of the countries 

addressed. Table (2) provides a listing of these loans for each country. Notably, in Nordic countries 

(Sweden, Finland, Norway, and Denmark) and the Netherlands, student financing depends almost 

exclusively on Government loan programs, rendering private loan options exceptionally rare. 

Table 2. List of student loans by country 

Country Government-Subsidized Loan Program Private/Institutional Loans 

USA 

1. Direct Subsidized Loan 

2. Direct Unsubsidized Loan 

3. Direct PLUS Loans 

4. Perkins Loans 

Wells Fargo, Sallie Mae, Discover, Citizens 

Bank, College Avenue 

Canada  
Canada Student Loans (CSL) 

Canada Student Grants (CSG 

Royal Bank of Canada, Toronto Dominion 

Bank, Scotiabank, Bank of Montreal, 

Canadian Imperial Bank of Commerce 

UK 1. Maintenance Loans (Types 1-5) 
Barclays, HSBC Holdings, Lloyds Banking 

Group, Santander Group 

Australia  1.Higher Education Loan Program (HELP) Commonwealth Bank of Australia, Westpac 

Banking Corporation, Australia and New 
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Zealand Banking Group, National Australia 

Bank 

New Zealand 

1. Student Loan Scheme (SLS) 

2. New Zealand Income Contingent Loan 

(ICL) System 

Australia and New Zealand Banking Group, 

ASB Bank, Bank of New Zealand, Kiwibank 

Germany 

1. 

BAföG(Bundesausbildungsförderungsgesetz) 

2. KfW Student Loan (KfW-Studienkredit) 

3. Bildungskredit 

4. Studienabschlussdarlehen 

5. Studentenwerksdarlehen 

Deutsche Bank AG, Commerzbank AG, DZ 

Bank AG 

Sweden 

1. Studiemedel (mix of grants and loans) 

administered by CSN (Centrala 

Studiestödsnämnden) 

2. Supplemental and Special Loans 

NA 

Norway 

Norwegian State Educational Loan Fund 

(Statens lånekasse for utdanning, commonly 

referred to as Lånekassen) 

NA 

Finland 1.Government-Guaranteed Student Loan NA 

Denmark 

1. State Educational Grant and Loan Scheme 

(SU and SU-lån) 

2. State study loan (standard) 

3. Supplementary state study loan 

4. Completion loan for students who have 

exhausted their state education grants 

NA 

Netherlands 1. Student Finance Loans NA 

France 
1. Prêt étudiant garanti par l'État 

(Government-Backed Student Loan) 

BNP Paribas, Société Générale, Crédit 

Agricole 

Japan 
1. JASSO Student Loans 

2. National Education Loans 

Mitsubishi UFJ Financial Group, Sumitomo 

Mitsui Financial Group, Mizuho Financial 

Group 

South Korea  

1. Income Contingent Loan (ICL) 

2. Direct Loan (DL) 

3. Loan for Rural Students (LRS) 

4. Living Expenses Loan 

5. National Work Study Programme 

KB Kookmin Bank, Shinhan Bank, Hana 

Bank 

China 

1. State-Subsidized Student Loan 

2. General Commercial Student Loan 

3. Loan for Rural Students 

4. Chinese Government-Sponsored Loans 

Industrial and Commercial Bank of China, 

Bank of China, China Construction Bank 

India  
1. Central Sector Interest Subsidy Scheme 

(CSIS) 

2. Padho Pardesh Scheme (Discontinued) 

State Bank of India, Housing Development 

Finance Corporation Bank, Industrial Credit 

and Investment Corporation of India Bank 
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3. Dr. Ambedkar Central Sector Scheme 

4. Gujarat Interest Subsidy Scheme 

5. West Bengal Student Credit Card Scheme 

6. Shaurya Education Loan (for defense 

personnel) 

Brazil 

1. Fundo de Financiamento ao Estudante do 

Ensino Superior (FIES) 

2. Novo FIES 

3. Programa de Crédito Educativo (PCE) 

4. Pravaler Student Loan 

5. ProUni (University for All Program) 

Bradesco Bank, Santander Bank, Banco do 

Brasil 

South Africa  
National Student Financial Aid Scheme 

(NSFAS) 

Standard Bank Group, First National Bank, 

Absa Group, Capitec Bank, Nedbank Group 

Mexico 

1. FIDERH (Fund for the Development of 

Human Resources) 

2. National Programme for Financing Higher 

Education (Programa Nacional de 

Financiamiento a la Educación Superior) 

BBVA México, Citibanamex, Santander 

México 

Russia  

1. Sberbank State-Supported Student Loan 

2. Rosselkhozbank Educational Loan 

3. Soyuz Bank Subsidized Loan 

Sberbank, VTB Bank, Gazprombank 

Türkiye 
1. KYK Student Loan (Credit and 

Dormitories Institution Loan) 
Ziraat Bankası, VakıfBank, İş Bankası 

 

Source: Compiled by ECES from multiple sources.  

1.2.Government Student Loans 

Government student loans across different systems typically share two fundamental characteristics: 

the provision of a government subsidy and some form of repayment assistance. This section provides 

a comparative analysis focusing on these elements across the addressed countries. Specifically, it 

examines the nature of the Government subsidy, the types of repayment system offered, and the 

general criteria and requirements for loan eligibility. 

1.2.1 Types of subsidies 

There are various forms of government subsidies incorporated into government student loan 

programs. Table (3) presents the details of the government subsidy component across the 23 

countries included in this study. 
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Table 3. Government subsidy component across the 23 countries included in this study  

Country  Subsidies Description 

US 

Interest Subsidies 
 

No interest on Direct Subsidized Loans during school, grace 

periods, or deferment 

Fixed, lower interest rates 

Tax Subsidies Deduction for student loan interest, reducing taxable income 

Loan Forgiveness 

 

PSLF: 100% forgiveness after 120 payments (10 years) in 

public service 

TLF: Up to $17,500 forgiven for teachers in low-income 

schools 

Automatic Forgiveness: Full cancellation after 20-25 years of 

payments 

Government Protection Government Guarantee in case of default 

Canada 

Interest Subsidies 
 

No interest accrual on federal loans during study 

Interest begins 6 months after graduation 

Canada Student Grants Non-repayable grants available for educational costs 

Loan Forgiveness 

Loan forgiveness for work in high-need fields (health care in 

rural communities 

Partial/full forgiveness for permanent disability 

UK sub 

Interest Subsidies 
 

Interest rates capped by RPI + 1-3% OR Bank of England 

base rate + 1% 

Rate varies by repayment plan 

Student Grants 

Maintenance grants based on household income 

Special grants for eligible students (single parents, disabled 

students, carers) 

Loan Forgiveness 

Automatic Forgiveness after 25-40 years (varies by UK 

country) 

Complete forgiveness upon disability or death 

Australia  Interest Subsidies 
 

No interest charges on loans 

Debts indexed annually to cost of living 

Uses CPI or WPI for indexation, whichever is lower 
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Loan Reduction 

 
20% reduction available for HELP loans 

Students Grants 
Commonwealth Supported Places (CSPs) 

Students pay only partial course costs, not full fees 

Loan Forgiveness Forgiveness in case of death and disability 

New Zealand 

Interest Rate Subsidy 
 

No interest charges for New Zealand residents only 

Tuition Subsidy 

Government directly funds tertiary institutions 

Reduces overall student borrowing costs 

Government pays final year for first-time tertiary students 

(from 2025) 

Apprenticeship Boost 

$500 monthly to employers (from January 2025) for 

providing trainings 

Supports first-year apprentices in construction, agriculture, 

engineering, etc. 

Student Grants 
Allowances available for those most in need during initial 

study years 

Loan Forgiveness Forgiveness in case of death or bankruptcy 

Germany 

Interest Rate Subsidy 
 

No interest charged on most student loans 

Tuition Fees Subsidy All German universities have low tuition fees 

Student Grants 
Non-repayable support grants available 

Grant amounts reach up to 50% of the loan 

Repayment Ceiling 
Repayments capped at maximum €10,010 for some loans 

Cap applies regardless of original borrowed amount 

Loan Forgiveness 

 

Automatic loan forgiveness after 20 years 

Forgiveness in case of Death and Disability 

Sweden Interest Subsidy 
 

Interest accrues during study 
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Rates very low compared to commercial interest 

Tuition Fees Subsidy Education in Sweden is free 

Student Grants 
Basic grants: SEK 4,092 per month for full-time students 

Additional grants for students with children under 18 

Loan Forgiveness Forgiveness in case of death 

Norway 

Interest Subsidy 
 

No interest accrues during studying period 

Low interest rate (government's borrowing costs + 1.25% 

premium) 

Grant Conversion 
40% of basic support loan convertible to non-repayable grant 

based on income assessment 

Student Grants 
Grants for tuition fees and travel expenses for students 

studying abroad 

Loan Forgiveness 

Regional forgiveness starting 2025 for 189 less central 

municipalities 

Finnmark and Nord-Troms priority zones eligible 

Partial loan forgiveness for teachers 

Forgiveness in case of disability or death 

Finland 

Interest Subsidy 
 

No interest required for financial aid students 

Student Loan Compensation 

 

Kela pays back part of student loan for completing degree 

within target time 

Student Grants Several grants provided to decrease education costs 

Meals Subsidy 
Student canteens receive €2.55 per meal 

Total program expenditure: approximately €39.6 million 

Loan Forgiveness Forgiveness in case of death and disability 

Tax Subsidy 
30% deduction of unpaid loan amount exceeding €2,500 and 

applied after graduation 
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Denmark 

Interest Subsidy No interest is required 

Student Grants 

Educational Support Grants (SU) 

Basic monthly grant for independent students 

Reduced grants based on parents' income 

Disability grant 

Loan Forgiveness 

Forgiveness in case of disability 

Forgiveness in case of bankruptcy 

Forgiveness in case of death 

Netherlands 

Interest Subsidy Fixed and low interest rate set by the government 

Student Grants 

 

 

Several non-repayable grants available: 

Basic grants 

Supplementary grants 

Travel grants 

Loan Forgiveness 
Automatic loan forgiveness after 35 years 

Forgiveness in case of death and disabilities 

France 

Interest Subsidy 
 

Low interest rate compared to commercial rates 

Tuition Subsidy 

Low tuition for public universities 

100% tuition reduction at private universities for state grant 

recipients 

Students Grants 

Several grants available: 

Independent grants 

International grants 

Emergency grants 

Housing and Catering Subsidy Housing and meals offered at lower costs 

Government protection 70% of loan amount covered if borrower defaults 

Japan 

Interest Subsidy 

Zero interest rate for low-income high-performer students 

Interest capped for others (government subsidizes interest 

above 3%) 

Tuition Subsidy Reduction or exemption for low-income students 
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Student Grants 
Non-repayable grants for low-income households 

Covers living and educational expenses 

Loan Forgiveness Forgiveness in case of disability or death 

South Korea  

Interest Subsidy 
 

No interest charged during study period 

No-interest loans for students from agricultural and fisheries 

communities 

Tuition Subsidy Government subsidies keep public university tuition fees low 

Student Grants 
Variety of grants available 

Covers 85% of students based on need 

Loan Forgiveness Forgiveness in case of death and disability 

Government Protection Government guarantees 70% of loan principal 

China 

Interest Subsidy No interest during studying period 

Tuition Subsidy Tuition waivers for students in extreme financial hardship 

Student Grants 

Multiple scholarships available 

National Inspirational Scholarship 

National Scholarship and grants 

Financial Aid Programs 
Work-study opportunities to earn while studying 

Living allowances for students facing financial difficulties 

Loan Forgiveness 

Grassroots Employment Forgiveness for designated positions 

Military Service Loan Forgiveness for compulsory service 

Forgiveness in case of death or disability 

India  

Interest Subsidy 
 

Free interest loans during studying periods for low-income 

families 

Student Grants Provides grants and scholarships to reduce tuition fees 

Loan Forgiveness 

Merit-based loan waivers for academically outstanding 

students 

Sector-specific forgiveness for priority sectors (e.g., 

healthcare, teaching, and rural development) 

Forgiveness in case of death and disability 

Government Protection 
Government guarantees for loans up to ₹7.5 lakh without 

collateral 
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Brazil 

Interest Subsidy 
 

Zero interest rate loans for low-income students 

Student Grants 

Several grants for low-income students 

Programs like FIES and ProUni 

Coverage reaches up to 100% of tuition fees 

Loan forgiveness  

Government protection State covers 70-100% of loan defaults 

South Africa  

Interest Subsidy 
 

Low interest compared to commercial rates 

No interest accumulated during studying period 

Tuition Subsidy Full coverage for low-income students 

Convertible Loans 
Up to 40% of loan amount convertible to bursary based on 

academic performance 

Student Grants 

Several grants available: 

Funza Lushaka Bursary 

DHET Disability Bursary 

Grants reduce tuition fees 

Loan Forgiveness 
Income-based forgiveness for low-income students 

Forgiveness in case of death or disability 

Mexico 

Interest Subsidy 
 

No interest during studying years 

Fixed interest rate (high compared to global models) 

Government Protection 
80% of loan principal guaranteed for banks in National 

Programme 

Loan Forgiveness 

Career-specific forgiveness for graduates in academia or 

research 

Forgiveness in case of death and disability 

Russia  

Interest Subsidy 
 

Low and fixed interest rate compared to commercial rates 

Tuition Subsidy Free tuition fees based on need or merit 

Student Grants 
Social Scholarships 

Russian Government Scholarship 
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Loan Forgiveness 

Career-specific forgiveness for education and healthcare 

workers 

Forgiveness in case of death or disability 

Loan Guarantee Government provides partial guarantees to banks 

Türkiye 

Interest Subsidy 
 

No interest charged 

Tuition Subsidy Low tuition fees for public universities 

Student Grants 
Full scholarships available 

Türkiye Burslari Scholarship for international students 

Loan Forgiveness Forgiveness in case of death or disability 

 

Source: Compiled by ECES from multiple sources.  

An analysis across the 23 addressed countries confirms that government subsidies are a 

fundamental and widespread component of student loan systems. However, their specific forms and 

applications vary significantly according to national priorities and structures, revealing several key 

types of commonly employed subsidies. 

The most pervasive form is the interest rate subsidy, with virtually all countries examined 

implementing measures to alleviate the interest burden compared to commercial loan rates. Common 

approaches include offering direct interest relief through rates below market levels or fixing rates to 

protect borrowers from fluctuations. Furthermore, a majority of countries, such as the US, Canada, 

Germany, the Nordics, China, Mexico, and Türkiye, waives interest accrual entirely, while the 

student is enrolled, preventing debt accumulation during studies. A less common but significant 

approach involves charging no interest at all, as seen in India and Brazil. Australia presents a unique 

variant where loans are interest-free, but the principal is indexed to inflation using CPI or WPI to 

maintain its real value. Some nations, like the UK, also manage interest rates by capping increases 

relative to an index like the RPI. 

Beyond direct interest management, tuition subsidies play a crucial role, particularly where 

substantial government funding keeps public university fees low or negligible, as observed in 

Sweden, Germany, the UK, Netherlands, Japan, Türkiye, and South Africa. This functions as a 

significant indirect subsidy, often meaning that student loans in these systems primarily cover living 

expenses or tuition costs at private institutions. 
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To further reduce the overall debt burden, many systems incorporate grants, which do not 

require repayment and are frequently targeted towards lower-income students and residents. 

Germany's mixed system, providing up to 50% support as grants, and Brazil's needs-based grants 

covering up to full tuition, exemplify this approach. While often aimed domestically, some countries 

like Türkiye extend grants or scholarships to international students. Some countries also apply an 

innovative grant, which is the convertible loan, found in Norway and South Africa, where a portion 

of the loan transforms into a non-repayable grant upon meeting conditions such as academic progress 

or residency choices, blending loan and grant elements effectively. 

Loan forgiveness programs represent another critical subsidy, offering relief under specific 

circumstances or after extended repayment periods. Most countries feature automatic forgiveness of 

remaining balances after 25 to 35 years, alongside standard provisions for forgiveness upon the 

borrower's death or permanent disability. Additionally, many systems utilize conditional forgiveness 

to incentivize socially desired outcomes, such as working in public service (US - PSLF), teaching 

(US - TLF, Norway), healthcare or rural development (India), or residing in underserved regions 

(Norway, Canada). These policies explicitly aim to address workforce shortages and promote 

specific development goals. 

Governments also subsidize loans by mitigating default risk. This occurs directly when the 

government acts as the lender, assuming 100% of the risk (as in the US, UK, Australia, New Zealand, 

Nordics, Germany), or indirectly through guarantees provided to private lenders, such as Finland's 

full guarantee or France's 70% guarantee. Such measures can lower borrowing costs and expand 

access to financing. 

Finally, some countries provide ancillary or unique subsidies beyond core loan terms. 

Examples include subsidized student catering in France and Finland, work-study programs and living 

allowances in China, and employer incentives for apprentice training in New Zealand, demonstrating 

the diverse ways governments can support students financially. 

Evaluating the breadth and depth of these combined mechanisms suggests that certain 

national systems offer particularly comprehensive support. Countries like New Zealand, Sweden, 

Norway, alongside European nations such as Germany, and Asian countries including Japan and 

South Korea, tend to provide a wide array of subsidies encompassing significant interest relief, low 

tuition, diverse grants, and robust forgiveness options. In contrast, systems in nations like the US, 
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Brazil, and Mexico, while featuring subsidies, appear comparatively less extensive across the full 

spectrum of potential support measures analyzed here. 

1.2.2 Repayment system 

Each country has its repayment system for the Student Government loans. Table (4) addresses 

various forms of the repayment systems incorporated into government student loan programs.  

Table 4. Comparative analysis of repayment systems across the 23 addressed countries 

Country 

Income 

Threshold 

Based 

% of 

income> 

Threshold 

Grace 

Period 

Repayment 

Term 

Deferral 

Option 

Early 

Repayment 

USA Yes 5-20% 6-9 months 
Up to 30 

years 
Yes (3 years) Yes 

Canada Yes 
Not 

specified 
6 months 10-15 years 

Yes (18 

months) 
Yes 

UK Yes 6-9% 
Not 

specified 

Up to 30 

years 

Yes (12 

months) 
Yes 

Australia  Yes 1-10% 
Not 

specified 
>12 years Yes (1 year) Yes 

New 

Zealand 
Yes 12% No >15 years 

Yes (12 

months) 
Yes 

Germany Yes 
Not 

specified 
5 years 

Up to 30 

years 

Yes (10 

years) 
Yes 

Sweden No N/A 6 months 
Up to 25 

years 

Yes (12 

months) 
Yes 

Norway No N/A 7 months 20-30 years Yes (3 years) Yes 

Finland No N/A 6-18 months 15 years Yes (2 years) Yes 

Denmark No N/A 12 months 
Up to 15 

years 

Yes (12 

months) 
Yes 

Netherlands Yes 
Not 

specified 
2 years 

Up to 35 

years 
Yes (5 years) Yes 

France No N/A No 
Up to 10 

years 
No Yes 

Japan Yes 
Not 

specified 
No 

Up to 20 

years 

Yes (10-15 

years) 
Yes 
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South 

Korea 
Yes 20% No 

Up to 20 

years 

Yes (no 

limit) 
Yes 

China No N/A 3 years 
Up to 20 

years 

Yes (no 

limit) 
Yes 

India  No N/A 12 months 
Up to 15 

years 

Yes (no 

limit) 
Yes 

Brazil No N/A 18 months 15 years 
Yes (>18 

months) 
Yes 

South 

Africa 
Yes 

Not 

specified 
6 months 

Up to 15 

years 
Yes Yes 

Mexico No N/A 12 months 
Up to 15 

years 

Yes (>12 

months) 
Yes 

Russia  No N/A 12 months 
Up to 15 

years 

Yes (>2 

years) 
Yes 

Türkiye No N/A 2 years 
Up to 20 

years 

Yes (>2 

years) 
Yes 

 

Source: Compiled by ECES from multiple sources.  

Repayment system mechanisms represent another critical point of comparison across the 

diverse student loan systems of the addressed countries. While the goal of easing the repayment 

burden is common, the specific terms and their application vary significantly according to national 

policies. Key features frequently employed include income-based repayment thresholds, grace 

periods, defined repayment term durations, deferral options, and provisions for early repayment. 

A prominent feature in approximately half of the examined countries is the use of an income-

based repayment threshold. Under these systems, mandatory repayment commences only when a 

graduate's income surpasses a predetermined level, and the required payment is typically calculated 

as a percentage of income above that threshold. Significant variation exists in these percentages; for 

example, the US employs rates between 5-20%, the UK between 6-9%, and Australia between 1-

10% of income above their respective thresholds. Conversely, other countries, such as Türkiye, 

Mexico, and France, utilize more rigid repayment schedules not directly contingent upon the 

borrower's income level. 

Another common form of system is the grace period, a defined timeframe after graduation 

before repayments must begin, intended to provide graduates a buffer to secure employment. The 

majority of the countries analyzed (14 out of 21 noted in the source data) offer such a period, though 
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its duration varies considerably. Common lengths are 6 or 12 months, utilized by countries like 

Canada, Sweden, and South Africa (6 months). Germany offers a notably long grace period of up to 

5 years. However, in some systems, no formal grace period exists, requiring graduates to commence 

repayment either during their studies or immediately upon completion. 

The duration of the repayment term itself also differs substantially, ranging from relatively 

short periods like 10 years in France to extended horizons of up to 35 years in the Netherlands. A 

common term length across many countries is around 15 years. Longer repayment terms inherently 

lower the annual or monthly payment amount, potentially making loan management more feasible 

for graduates, particularly those with lower incomes. This extended timeframe often intersects 

directly with loan forgiveness policies; as discussed previously regarding subsidies. Outstanding 

loan balances remaining after the maximum stipulated repayment term are frequently subject to 

automatic forgiveness in many countries. 

Deferral options, allowing borrowers to temporarily pause payments under specific 

circumstances such as financial hardship, unemployment, illness, or sometimes travel, are available 

in nearly all countries examined, with France being a notable exception due to its stricter adherence 

to the repayment schedule. The permissible duration of deferment varies widely, from 12 months in 

nations like the UK, New Zealand, Sweden, Denmark, Australia, and Mexico, to significantly longer 

periods of up to 10 years in Japan and Germany. 

Finally, the option for early repayment is a universal feature across all systems analyzed. This 

allows graduates to pay off their loans ahead of schedule, thereby reducing the total interest accrued 

over the life of the loan. 

Based on these features, Germany and the Netherlands emerge as offering particularly 

flexible repayment systems. They combine income-based repayment considerations with extensive 

grace periods, long maximum repayment terms (up to 30-35 years), and generous deferral allowances 

(5-10 years). Conversely, the French system appears comparatively rigid, lacking income-contingent 

adjustments and grace periods, featuring the shortest standard repayment term (10 years), and 

offering no deferral options. This comparative analysis highlights the significant divergence in 

national approaches to managing the student loan repayment process. 
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1.2.3 General Criteria and Requirements 

There are eligibility and general criteria for obtaining student government loans. Table (5) provides 

a comparative analysis of the general criteria and eligibility requirements for government student 

loans across the addressed countries. 

Table 5. The criteria and requirements for obtaining government-funded loans across the 23 nations 

surveyed 

Country 
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US Yes Both Yes Yes None None Both 
 

Tuition, fees, 

living 

expenses, 

books, and 

supplies 

Canada Yes Both Yes Yes None 
Credit check 

only if +22 
Both 

Tuition, fees, 

living 

expenses, 

books, 

transportation 

UK 
UK/EU 

resident 
Both 

 

Couse 

approva

l 
 

Yes, for 

maintena

nce loan 

only 

<60 None Both 

Tuition fees 

and 

maintenance 

costs 

Australia  Yes 
 

Both Yes 

Yes, for 

allowanc

es only 

None None Both Tuition fees 

New 

Zealand 
Yes Both Yes 

Yes, for 

allowanc

es only 

<55 None Both 

Tuition, 

living costs, 

course-related 

costs 

Germany 
Yes, 

and EU 

Full 

time 
Yes Yes <35 None Both 

Tuition, 

living 

expenses 

Sweden 
Yes, 

and EU 

Full 

time 
Yes 

Yes 

grants 

only 

<47 None Both 

Tuition, 

living 

expenses 

Norway Yes 
Full 

time 
Yes 

Yes, 

grants 

only 

none None Both 

Tuition, 

living 

expenses 



27 
 

Finland -Yes 
Full 

time 
Yes 

Yes, 

grants 

only 

none None Both 
living 

expenses 

Denmark 
Yes, 

and EU 

Full 

time 
Yes 

No 

universal 
<34 None Both 

living 

expenses 

 

Netherland 

Yes, 

and EU 

Full 

time 
Yes 

Yes, 

suppleme

ntary 

grant 

only 

<30 None Both 

Tuition, 

living 

expenses 

France 
Yes, 

and EU 

Full 

time 
Yes 

Yes, 

grants 

only 

none None Both 
Living 

expenses 

Japan yes 
Full 

time 
Yes Yes none None Both 

Tuition, 

living 

expenses 

South 

Korea 
yes 

Full 

time 
Yes Yes none None Both 

Tuition, livin

g expenses 

China yes 
Full 

time 
Yes Yes >18 

Yes (CDB, 

for large 

loans) 

Both 

Tuition, 

living 

expenses 

India  yes 
Full 

time 
Yes Yes none 

yes (for 

loans >₹7.5 

lakh 

Both 
Tuition, 

living costs, 

Brazil yes 
Full 

time 
Yes Yes none None Both Tuition 

South 

Africa  
 

yes 
Full 

time 
Yes Yes none None Both 

Tuition, 

living 

expenses 

Mexico yes 
Full 

time 
Yes Yes none None Both 

Tuition, 

living 

expenses 

Russia  yes 
Full 

time 
Yes Yes >18 

Yes (for 

large loans) 
Both 

living 

expenses 

Türkiye 
 

yes 
Full 

time 
Yes Yes 

>18<3

0 

Yes (for 

loans 

>₺50,000) 

Both 
living 

expenses 

 

Source: Compiled by ECES from multiple sources.  

Beyond subsidies and repayment terms, the general eligibility criteria and structural 

requirements governing government student loans provide a final point of comparison across the 
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addressed countries. Several key aspects define who can access these loans and under what 

conditions. 

A near-universal requirement is citizenship within the lending country. While this is standard 

practice, European Union countries often represent an exception, typically extending eligibility to 

citizens of other EU member states, reflecting broader regional agreements. Enrollment status is 

another critical factor; full-time enrollment is commonly mandated for loan eligibility. However, 

several prominent systems, including those in the US, UK, Canada, Australia, and New Zealand, 

offer loan options specifically designed to accommodate part-time students as well. Furthermore, 

maintaining satisfactory academic progress is consistently stipulated as a prerequisite for continued 

loan disbursement across all examined systems. 

The method used to assess loan amounts or determine eligibility for specific levels of support 

represents a key differentiator between systems. Two primary approaches are employed: universal 

system and means-tested (or income-assessed) systems, as shown in the table below. 

Table 6. Universal vs mean -tested approaches 

Term Definition How to works Who gets it 

Universal 

Aid or loans are available to 

all eligible students, 

regardless of income or 

financial background. 

No financial assessment is 

required; everyone gets the 

same base amount if they 

meet basic eligibility criteria. 

All eligible students 

Mean testing/  

income Assessed  

Aid or loans are awarded 

based on a student’s (and/or 

their family’s) income and 

sometimes assets. 

A financial assessment is 

done; the amount of support 

depends on household 

income, family size, and 

other factors. 

More for low-income, 

less for high-income 

students 

 

Source: Compiled by ECES from multiple sources.  

While virtually all countries utilize some form of means-testing, its application varies 

significantly. Many apply it directly to determine the loan amount itself. Others, like Sweden, 

Norway, Finland, and France, employ means-testing primarily for supplemental grants rather than 

the base loan. Australia and New Zealand focus means-testing mainly on allowances. Denmark 

stands out as having a largely universal approach, minimizing means-testing across loans, grants, 

and allowances. 
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Other specific requirements appear less consistently. Some countries impose age limits, often 

setting a minimum age around 18 (e.g., China, Russia, Türkiye) and occasionally a maximum age 

for initial eligibility, such as under 60 in the UK. The need for collateral or a guarantor is generally 

uncommon for government student loans, reflecting their public policy nature, but it may be required 

in certain countries like China, India, Russia, and Türkiye, particularly for very large loan amounts. 

Regarding the scope of the loans, government programs universally support students 

pursuing both undergraduate and graduate degrees, without apparent restrictions favoring specific 

fields of study. The coverage provided by the loan also varies. Some loans are designated strictly for 

tuition fees (observed in Brazil and Austria), while others cover only living expenses (as in Denmark, 

Russia, and Türkiye). However, the most common model offers loans designed to cover both tuition 

and living costs. Notably, even in countries renowned for low or zero tuition fees at public 

universities, such as Germany and Sweden, loan programs typically exist to cover necessary living 

expenses and potential tuition costs at private institutions. 

1.3.Private Student Loans 

Unlike Government student loans, private and institutional loans generally do not receive 

government subsidies and offer more limited repayment assistance. Therefore, this section will 

address the specific repayment system features available for these loans, along with the general 

criteria and requirements governing their provision. 

1.3.1 Repayment system and general criteria 

For analyzing the repayment system and general criteria for the private student loans, Table (7), 

addresses the repayment features for the system alongside the general criteria and requirements for 

private student loans in each addressed country. 
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Table 7. A comparative analysis for the general criteria and requirements for the private lending for each 

country 
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US Yes Both 
18–35 

years 

Credit 

check and 

cosigner 

Both 

 

Tuition, 

fees, living 

expenses, 

books 

5–20 

years 

Up to 5 

years 

>Commercial 

Rate 

Canada Yes Both 
18–30 

years 

Credit 

check and 

cosigner 

Both 

Tuition, 

fees, living 

expenses, 

books 

5–15 

years 
NA 

>Commercial 

Rate 

UK 
UK/EU 

resident 

Both 

 

18–30 

years 

Credit 

check and 

cosigner 

Both 

Tuition, 

fees, living 

expenses, 

books 

5–15 

years 

Up to 3 

years 

>Commercial 

Rate 

Australia  
Yes 

 
Both 

18–30 

years 

Credit 

check and 

cosigner 

Both 

Tuition, 

fees, living 

expenses, 

books 

5–25 

years 

Up to 5 

years 

>Commercial 

Rate 

New 

Zealand 
Yes Both 

18–30 

years 

Credit 

check and 

cosigner 

Both 

Tuition, 

fees, living 

expenses, 

books 

5–20 

years 

Up to 3 

years 

>Commercial 

Rate 

Germany 
Yes, and 

EU 
Both 

18–35 

years 

Credit 

check and 

cosigner 

Both 

Tuition, 

fees, living 

expenses, 

books 

5–20 

years 

Up to 5 

years 

>Commercial 

Rate 

France 
Yes, and 

EU 
Both 

18–35 

years 

Credit 

check and 

cosigner 

Both 

Tuition, 

fees, living 

expenses, 

books 

5–15 

years 

Up to 3 

years 

>Commercial 

Rate 

Japan yes Both 
18–30 

years 

Credit 

check and 

cosigner 

Both 

Tuition, 

fees, living 

expenses, 

books 

5–20 

years 

Up to 3 

years 

>Commercial 

Rate 

South 

Korea 
yes Both 

18–30 

years 

Credit 

check and 

cosigner 

Both 

Tuition, 

fees, living 

expenses, 

books 

5–20 

years 

Up to 5 

years 

>Commercial 

Rate 
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China yes Both 
18–30 

years 

Credit 

check and 

cosigner 

Both 

Tuition, 

fees, living 

expenses, 

books 

5–

15years 

Up to 5 

years 

>Commercial 

Rate 

India  yes Both 
18–35 

years 

Credit 

check and 

cosigner 

Both 

Tuition, 

fees, living 

expenses, 

books 

5–15 

years 

Up to 3 

years 

>Commercial 

Rate 

Brazil yes Both 
18–30 

years 

Credit 

check and 

cosigner 

Both 

Tuition, 

fees, living 

expenses, 

books 

5–20 

years 

Up to 3 

years 

>Commercial 

Rate 

South 

Africa  

 

yes Both 
18–35 

years 

Credit 

check and 

cosigner 

Both 

Tuition, 

fees, living 

expenses, 

books 

5–20 

years 

Up to 5 

years 

>Commercial 

Rate 

Mexico yes Both 
18–30 

years 

Credit 

check and 

cosigner 

18–30 

years 

Tuition, 

fees, living 

expenses, 

books 

5–15 

years 

Up to 3 

years 

>Commercial 

rate 

Russia  yes Both 
18–35 

years 

Credit 

check and 

cosigner 

Both 

Tuition, 

fees, living 

expenses, 

books 

5–15 

years 

Up to 3 

years 

>Commercial 

Rate 

Türkiye 

 
yes Both 

>18<3

0 

Credit 

check and 

cosigner 

18–30 

years 

Tuition, 

fees, living 

expenses, 

books 

5–20 

years 

Up to 3 

years 

>Commercial 

rate 

 

Source: Compiled by ECES from multiple sources.  

Across the analyzed countries, access to private student loan markets is consistently 

predicated on the applicant holding citizenship or established residency within the lending nation; a 

notable variation exists within the European Union, where eligibility often extends to EU citizens 

meeting specific residency requirements. Uniformly, the minimum age for borrowers is 18 years, 

and these private financing options are generally available to support both full-time and part-time 

students. Private loans frequently offer comprehensive funding streams intended to cover both tuition 

fees and associated living expenses. A defining characteristic, however, is their pricing structure. 

Interest rates on private student loans are typically set at levels significantly higher than those 

associated with government-sponsored programs and often exceed prevailing rates for other forms 

of commercial credit. This premium pricing strategy is largely necessitated by the inherent risk 



32 
 

profile of student lending; as these loans are generally unsecured (lacking collateral), the higher 

interest rates serve to compensate lenders and investors for the elevated potential loss exposure, even 

though borrowers are typically required to meet specific creditworthiness criteria to mitigate default 

risk. 

The repayment structures associated with private student loans exhibit distinct characteristics 

compared to many public schemes, particularly income-contingent models. Private loan repayment 

typically involves fixed terms, requiring the borrower to repay the debt over a specific, 

predetermined duration, commonly ranging from 5 to 15 years, although terms extending up to 20 

years are sometimes available. A significant feature within these systems is the availability of 

deferment options. These provisions allow borrowers facing specific challenges, such as documented 

financial hardship or significant health issues, to temporarily postpone their principal and interest 

payments. However, it is crucial to note that while payments may be paused during periods of 

deferment, interest typically continues to accrue on the outstanding loan balance, ultimately 

increasing the total amount repaid over the life of the loan. 

1.4.Overall Conclusion 

To put all things together, Table (8) provides a comparative analysis between private loans and 

government loans across the selected countries, highlighting key distinctions in their criteria and 

repayment system internationally. 

Table 8. Comparative analysis between private loans and government loans across the selected countries 
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US 

Gov Citizenship Both None 

Tuition, 

fees, living 

expenses, 

books, and 

supplies 

Y
e
s Up to 

30 years 

6-9 

months 

Yes 

(3 

years) 

<
c
o

m
m

e
rc

ia
l 

ra
te

 

Yes 

Private Both Both 

Credit 

check 

and 

cosigner 

Tuition, 

fees, living 

expenses, 

books 

N
o

 5–20 

years 
No 

Up to 

5 

years 

>
C

o
m

m
e
rc

ia
l 

ra
te

 

No 
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Canada 

Gov Citizenship Both None 

Tuition, 

fees, living 

expenses, 

books, 

transportatio

n 

Y
e
s 10-15 

years 
6 months 

Yes 

(18 

mont

hs) 

<
c
o

m
m

e
rc

ia
l 

ra
te

 

Yes 

Private Both Both 

Credit 

check 

and 

cosigner 

Tuition, 

fees, living 

expenses, 

books 

N
o

 5–15 

years 
No NA 

>
C

o
m

m
e
rc

ia
l 

ra
te

 

No 

UK 

Gov 
EU 

citizenship 

Both 

 
None 

Tuition fees 

and 

maintenance 

costs 

Y
e
s Up to 

30 years 

Not 

specified 

Yes 

(12 

mont

hs) 

<
c
o

m
m

e
rc

ia
l 

ra
te

 

Yes, 

for 

mainte

nance 

loan 

only 

Private Both Both 

Credit 

check 

and 

cosigner 

Tuition, 

fees, living 

expenses, 

books 
N

o
 5–15 

years 
No 

Up to 

3 

years 

>
C

o
m

m
e
rc

ia
l 

ra
te

 

No 

Australia  

Gov Citizenship Both None Tuition fees 

Y
e
s >12 

years 

Not 

specified 

Yes 

(1 

year) 

<
c
o

m
m

e
rc

ia
l 

ra
te

 

Yes, 

for 

allowa

nces 

only 

Private Both Both 

Credit 

check 

and 

cosigner 

Tuition, 

fees, living 

expenses, 

books 

N
o

 5–25 

years 
No 

Up to 

5 

years 

>
C

o
m

m
e
rc

ia
l 

ra
te

 

No 

New 

Zealand 

Gov Citizenship Both None 

Tuition, 

living costs, 

course-

related costs 

Y
e
s >15 

years 
No 

Yes 

(12 

mont

hs) 

<
c
o

m
m

e
rc

ia
l 

ra
te

 

Yes, 

for 

allowa

nces 

only 

Private Both Both 

Credit 

check 

and 

cosigner 

Tuition, 

fees, living 

expenses, 

books 

N
o

 5–20 

years 
No 

Up to 

3 

years 

>
C

o
m

m
e
rc

ia
l 

ra
te

 

No 

Germany 

Gov 
EU 

citizenship 

Full 

time 
None 

Tuition, 

living 

expenses 

Y
e
s Up to 

30 years 
5 years 

Yes 

(10 

years) 

<
c
o

m
m

e
rc

ia
l 

ra
te

 

Yes 

Private Both Both 

Credit 

check 

and 

cosigner 

Tuition, 

fees, living 

expenses, 

books 

N
o

 5–20 

years 
No 

Up to 

5 

years 

>
C

o
m

m
e
rc

ia
l 

ra
te

 

No 



34 
 

Sweden 

Gov 
EU 

citizenship 

Full 

time 
None 

Tuition, 

living 

expenses 

Y
e
s Up to 

25 years 
6 months 

Yes 

(12 

mont

hs) <
c
o

m
m

e
rc

i

a
l 

ra
te

 Yes, 

grants 

only 

Private Both Both 

Credit 

check 

and 

cosigner 

Tuition, 

fees, living 

expenses, 

books 

N
o

 

NA No  

>
C

o
m

m
e
rc

ia
l 

ra
te

 

No 

Norway 

Gov Citizenship 
Full 

time 
None 

Tuition, 

living 

expenses 

Y
e
s 20-30 

years 
7 months 

Yes 

(3 

years) 

<
c
o

m
m

e
rc

ia
l 

ra
te

 

Yes, 

grants 

only 

Private Both Both 

Credit 

check 

and 

cosigner 

Tuition, 

fees, living 

expenses, 

books 

N
o

 

NA No  

>
C

o
m

m
e
rc

ia
l 

ra
te

 

No 

Finland 

Gov Citizenship 
Full 

time 
None 

living 

expenses Y
e
s 

15 years 
6-18 

months 

Yes 

(2 

years) 

<
c
o

m
m

e
rc

ia
l 

ra
te

 

Yes, 

grants 

only 

Private Both Both 

Credit 

check 

and 

cosigner 

Tuition, 

fees, living 

expenses, 

books 

N
o

 

NA No  

>
C

o
m

m
e
rc

ia
l 

ra
te

 

No 

Denmark 

Gov 
EU 

citizenship 

Full 

time 
None 

living 

expenses Y
e
s Up to 

15 years 

12 

months 

Yes 

(12 

mont

hs) <
c
o

m
m

e
rc

i

a
l 

ra
te

 No 

univers

al 

Private Both Both 

Credit 

check 

and 

cosigner 

Tuition, 

fees, living 

expenses, 

books 

N
o

 

NA No  
>

C
o

m
m

e
rc

ia
l 

ra
te

 

No 

 

Netherla

nd 

Gov Citizenship 
Full 

time 
None 

Tuition, 

living 

expenses 

Y
e
s Up to 

35 years 
2 years 

Yes 

(5 

years) 

<
c
o

m
m

e
rc

ia
l 

ra
te

 

Yes, 

supple

mentar

y grant 

only 

Private Both Both 

Credit 

check 

and 

cosigner 

Tuition, 

fees, living 

expenses, 

books 

N
o

 

NA No  

>
C

o
m

m
e
rc

ia
l 

ra
te

 

No 

France Gov 
EU 

citizenship 

Full 

time 
None 

Living 

expenses Y
e
s Up to 

10 years 
No No 

<
c
o

m
m

e
rc

ia
l 

ra
te

 

Yes, 

grants 

only 
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Private Both Both 

Credit 

check 

and 

cosigner 

Tuition, 

fees, living 

expenses, 

books 

N
o

 5–15 

years 
No 

Up to 

3 

years 

>
C

o
m

m
e
rc

ia
l 

ra
te

 

No 

Japan 

Gov Citizenship 
Full 

time 
None 

Tuition, 

living 

expenses 

Y
e
s Up to 

20 years 
No 

Yes 

(10-

15 

years) <
c
o

m
m

e
rc

i

a
l 

ra
te

 

Yes 

Private Both Both 

Credit 

check 

and 

cosigner 

Tuition, 

fees, living 

expenses, 

books 

N
o

 5–20 

years 
No 

Up to 

3 

years 

>
C

o
m

m
e
rc

ia
l 

ra
te

 

No 

South 

Korea 

Gov Citizenship 
Full 

time 
None 

Tuition, 

living 

expenses 

Y
e
s Up to 

20 years 
No 

Yes 

(no 

limit) 

<
c
o

m
m

e
rc

ia
l 

ra
te

 

Yes 

Private Both Both 

Credit 

check 

and 

cosigner 

Tuition, 

fees, living 

expenses, 

books 
N

o
 5–20 

years 
No 

Up to 

5 

years 

>
C

o
m

m
e
rc

ia
l 

ra
te

 

No 

China 

Gov Citizenship 
Full 

time 

Yes 

(CDB, 

for large 

loans) 

Tuition, 

living 

expenses 

Y
e
s Up to 

20 years 
3 years 

Yes 

(no 

limit) 

<
c
o

m
m

e
rc

i

a
l 

ra
te

 

Yes 

Private Both Both 

Credit 

check 

and 

cosigner 

Tuition, 

fees, living 

expenses, 

books 

N
o

 5–

15years 
No 

Up to 

5 

years 

>
C

o
m

m
e
rc

ia
l 

ra
te

 

No 

India  

Gov Citizenship 
Full 

time 

yes (for 

loans 

>₹7.5 

lakh 

Tuition, 

living costs, Y
e
s Up to 

15 years 

12 

months 

Yes 

(no 

limit) 
<

c
o

m
m

e
rc

i

a
l 

ra
te

 

Yes 

Private Both Both 

Credit 

check 

and 

cosigner 

Tuition, 

fees, living 

expenses, 

books 

N
o

 5–

15years 
No 

Up to 

3 

years 

>
C

o
m

m
e
rc

ia
l 

ra
te

 

No 

Brazil 

Gov Citizenship 
Full 

time 
None Tuition 

Y
e
s 

15 years 
18 

months 

Yes 

(>18 

mont

hs) <
c
o

m
m

e
rc

i

a
l 

ra
te

 

Yes 

Private Both Both 

Credit 

check 

and 

cosigner 

Tuition, 

fees, living 

expenses, 

books 

N
o

 5–20 

years 
No 

Up to 

3 

years 

>
C

o
m

m
e
rc

ia
l 

ra
te

 

No 
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South 

Africa 
 

Gov Citizenship 
Full 

time 
None 

Tuition, 

living 

expenses 

Y
e
s Up to 

15 years 
6 months Yes 

<
c
o

m
m

e
rc

ia
l 

ra
te

 

Yes 

Private Both Both 

Credit 

check 

and 

cosigner 

Tuition, 

fees, living 

expenses, 

books 

N
o

 5–20 

years 
No 

Up to 

5 

years 

>
C

o
m

m
e
rc

ia
l 

ra
te

 

No 

Mexico 

Gov Citizenship 
Full 

time 
None 

Tuition, 

living 

expenses 

Y
e
s Up to 

15 years 

12 

months 

Yes 

(>12 

mont

hs) <
c
o

m
m

e
rc

i

a
l 

ra
te

 

Yes 

Private Both Both 

Credit 

check 

and 

cosigner 

Tuition, 

fees, living 

expenses, 

books 

N
o

 5–15 

years 
No 

Up to 

3 

years 

>
C

o
m

m
e
rc

ia
l 

ra
te

 

No 

Russia  

Gov Citizenship 
Full 

time 

Yes (for 

large 

loans) 

living 

expenses Y
e
s Up to 

15 years 

12 

months 

Yes 

(>2 

years) 

<
c
o

m
m

e
rc

ia
l 

ra
te

 

Yes 

Private Both Both 

Credit 

check 

and 

cosigner 

Tuition, 

fees, living 

expenses, 

books 

N
o

 5–15 

years 
No 

Up to 

3 

years 

>
C

o
m

m
e
rc

ia
l 

ra
te

 

No 

Türkiye 
 

Gov Citizenship 
Full 

time 

Yes (for 

loans 

>₺50,00

0) 

living 

expenses Y
e
s Up to 

20 years 
2 years 

Yes 

(>2 

years) 

<
c
o

m
m

e
rc

i

a
l 

ra
te

 

Yes 

Private Both Both 

Credit 

check 

and 

cosigner 

Tuition, 

fees, living 

expenses, 

books 

N
o

 5–20   

years 
No 

Up to 

3 

years 
>

C
o

m
m

e
rc

ia
l 

ra
te

 

No 

 

Source: Compiled by ECES from multiple sources.  

An examination from a regional perspective reveals there is no significant variation between 

student loan criteria across the studied regions. Core features tend to be broadly similar 

internationally. However, a few specific criteria do exhibit regional characteristics. Notably, 

regarding citizenship requirements for government loans, most countries mandate national 

citizenship, whereas European nations typically accept EU citizenship more broadly, reflecting a 

unified system within that region offering greater facility and flexibility to students. Another specific 

difference lies in the collateral or guarantor requirements for government loans; the majority of 
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countries analyzed do not require these, with the exception of some Asian countries like India, China, 

and Türkiye, which may mandate them, particularly for larger loan amounts. Outside of these 

specific exceptions, the criteria across regions remain largely consistent. This uniformity is 

especially pronounced in the private loan sector, where eligibility terms and repayment systems are 

almost the same across all analyzed regions. 

More significant divergences emerge when directly comparing government and private 

student loans, as detailed in Table 7. Government programs are typically designed with more 

favorable terms aimed at enhancing accessibility and long-term manageability. Key features often 

include extended repayment periods (potentially 25-35 years), resulting in lower periodic payments, 

alongside more standardized and flexible deferment or forbearance options linked to circumstances 

like financial hardship or unemployment. Furthermore, government loans characteristically feature 

lower, often subsidized, interest rates and frequently do not require credit checks, instead basing 

eligibility on criteria such as demonstrated financial need (means-testing) and sustained academic 

progress. However, coverage under government schemes can sometimes be restricted, potentially 

limited to only tuition, living expenses, or primarily funding full-time students. 

Conversely, private student loans operate under a distinct market-driven paradigm. 

Eligibility, while typically requiring citizenship/residency and a minimum age of 18, is heavily 

predicated on creditworthiness, necessitating credit checks and often requiring a qualified co-signer. 

Although generally unsecured by collateral, the inherent risk for lenders translates into significantly 

higher interest rates, frequently exceeding, not only government rates, but also standard commercial 

loan rates. Despite these less favorable financial terms, private loans offer certain flexibilities; they 

commonly accommodate both full-time and part-time enrollment and often provide comprehensive 

funding covering both tuition and living expenses. Their repayment terms are characteristically 

shorter (typically 5-15, sometimes up to 20 years). While deferment options for hardship may exist 

(sometimes referenced with durations like 3-5 years in summaries like Table 8), interest commonly 

continues to accrue during these periods, and the conditions tend to be less generous than those found 

in public programs. 

The persistence and utilization of private student loans, despite their higher costs, stem 

primarily from the eligibility limitations inherent in government programs. Many students who do 

not meet the specific financial need thresholds or academic prerequisites for public aid still require 

assistance to afford higher education. Private loans thus serve a critical function by filling this gap, 
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offering financing via installment plans to those who fall outside the scope of government support. 

In essence, the two systems cater to different segments and fulfill distinct policy objectives: 

government loans focus on targeted, needs-based support with favorable repayment conditions, 

while private loans provide broader access based on creditworthiness, albeit at a premium price, for 

those ineligibles for or inadequately covered by public funding mechanisms. 

2. Selected Case Studies (United States, Germany, India, and South Africa) 

2.1.The Case of the United States Student Loan System 

This case study examines the foundation and expansion of the U.S. student loan system, including 

how student loans were used as a policy tool to address national challenges, how the system adapted 

during periods of external crisis, and the role it played in supporting vulnerable populations. It also 

explores the growing concerns over student debt and discusses the structural challenges the system 

has faced from its creation to the present, as well as the policy responses that shaped its current form. 

Moreover, focusing on the system oversight and performance, it highlights the mechanisms designed 

to monitor, regulate, and evaluate the effectiveness of student loans. Finally, it provides a 

comprehensive overview of the current system, including loan types, eligibility requirements, 

repayment options, and application process 

2.1.1. Foundation and expansion of the student loans 

Table 9. List of all adjustments to the U.S. student loan system since its creation 

Adjustment Explanation Why It Was Needed 

Servicemen's 

Readjustment Act of 1944 

(GI Bill) 

Offered a minimum of one year of training 

or education for veterans. 

To help World War II veterans 

reintegrate into civilian life and reward 

their service by providing them with  

education and skills. 

National Defense 

Education Act (NDEA) of 

1958 

Created the first major federal student loan 

program for non-veterans, prioritizing 

science, math, and foreign language 

students. 

In response to the Soviet launch of 

Sputnik, to improve national security  

through education. 

Higher Education Act 

(HEA) of 1965 

Established modern federal student aid 

(Title IV), creating EOG, GSLP, and 

Work-Study programs. 

To expand access to higher education 

based on financial need. 
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1968 Amendments Increased federal default guarantee to 

100%, extended deferment protections, 

integrated vocational loans, formalized 

career-related Work-Study. 

To fix inconsistencies in state programs 

and expand access for non-traditional 

students. 

1972 Amendments Created BEOG (Pell Grant), shifted GSLP 

oversight to federal agencies, introduced 

Title IX. 

To increase student choice, federal 

oversight, and end gender discrimination 

in education. 

Middle Income Student 

Assistance Act of 1978 

Extended Pell Grants to middle-income 

families; removed income ceiling for 

subsidized loans. 

To support middle-income families 

squeezed by rising tuition. 

1980 Amendments Created the Department of Education and 

Parent PLUS Loans, extended aid to part-

time students. 

To centralize education policy and 

support non-traditional students. 

Omnibus Budget 

Reconciliation Act of 

1981 

Reinstated income cap for subsidized 

loans, cut student aid funding. 

To reduce federal spending after aid 

expansion in 1978. 

1986 Amendments Restricted Pell eligibility for higher-

income families, adjusted subsidies, 

created advisory committee. 

To control costs and enhance policy  

advising. 

Accountability Measures 

(1989–1992) 

Introduced CDR Rule, 85/15 Rule, and 

50% Rule. 

To fight the student loan default crisis 

and hold low-performing schools 

accountable. 

1992 Amendments Created FAFSA, introduced Unsubsidized  

Stafford Loans, raised loan limits. 

To simplify aid application and expand 

loan access. 

Student Loan Reform Act 

of 1993 

Created Direct Loan Program, SPREs, and 

accrual budgeting. 

To reduce reliance on private lenders and 

improve oversight. 

1998 Amendments Eliminated SPRE, established GEAR UP, 

and created the Student Aid Ombudsman. 

To reduce regulatory burden and address 

enrollment barriers for low-income 

students. 

Higher Education 

Reconciliation Act (2005–

2006) 

Created SMART Grants and removed the 

50% Rule. 

To promote STEM education and adapt 

to online learning trends. 

College Cost Reduction 

and Access Act (2007) 

Increased Pell Grants, reduced Stafford 

interest rates, introduced IBR and PSLF. 

To combat rising costs and support public 

service careers. 

Higher Education 

Opportunity Act of 2008 

Required Net Price Calculators, disclosure 

of employment outcomes, and financial 

aid transparency. 

To improve informed decision-making 

and increase accountability. 

Health Care and 

Education Reconciliation 

Act of 2010 

Ended FFEL program, expanded IBR. To cut bank subsidies, save money, and 

expand Pell funding. 
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Budget Cuts (2011–2015) Reduced Pell eligibility, removed grace 

period subsidy, raised interest rates. 

To reduce federal deficits post-recession. 

Trump Administration 

(2017–2021) 

Made TPD loan discharges non-taxable; 

assisted students affected by disasters. 

To ease burdens on disabled borrowers 

and those displaced by disasters. 

COVID-19 Emergency 

Relief (2020) 

Paused payments, set interest to 0%, 

stopped collections. 

To provide relief during pandemic 

economic hardship. 

Biden Administration & 

FAFSA Simplification 

Act (2021–2025) 

Replaced EFC with SAI, shortened 

FAFSA, integrated IRS data. 

To simplify aid process and make it more 

accessible and 

equitable. 

 

Source: Compiled by ECES from multiple sources.  

2.1.2. Student loans as a policy tool for solving national challenges in the United States 

The student loan system in the United States was established to address pressing social and economic 

challenges. Its foundation and evolution reflect the federal government’s efforts to target specific 

groups in need of support, based on shifting national priorities. Rather than serving solely as a 

financial mechanism to pay for higher education, student loans were deployed as a deliberate public 

policy tool to support veterans, combat poverty, boost national defense, assist the middle class, and 

end systemic gender discrimination. Each phase in the system’s expansion reveals how higher 

education financing became intertwined with broader goals of equity, national strength, and 

economic mobility. 

2.1.2.1 Supporting veterans: The GI Bill and the post-war transformation of higher education 

The roots of the modern student aid system trace back to 1944 with the introduction of the GI Bill 

(Servicemen’s Readjustment Act). This landmark legislation represented the first major federal 

intervention to expand access to higher education beyond the wealthy elite. Designed to help World 

War II veterans reintegrate into civilian life, the GI Bill provided financial assistance for tuition, 

books, and living expenses, allowing millions of working-class veterans to attend college. 

This initiative accomplished more than just expanding educational access—it also 

acknowledged military service as a civic virtue deserving of federal support. By subsidizing college 

costs for veterans, the government not only honored their contributions but also created incentives 

for future service and laid the foundation for the mass expansion of U.S. higher education in the 

post-war era. 
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2.1.2.2 Enhancing national security: Cold war strategy and the STEM push 

Student loans also served strategic purposes in times of international crisis. During the Cold War, 

the United States prioritized science and technology as key arenas of competition with the Soviet 

Union. After the USSR’s successful launch of Sputnik in 1957, the U.S. government responded 

swiftly with a national education strategy aimed at closing the perceived technology gap. 

In 1958, the National Defense Education Act (NDEA) was enacted, offering loans and grants 

to students pursuing studies in science, engineering, mathematics, and foreign languages—fields 

considered critical to national defense. This shift marked the federal government's direct involvement 

in shaping the academic pipeline to meet geopolitical needs. 

Decades later, this strategy was revived in the wake of the 9/11 attacks. In 2006, the federal 

government introduced the SMART Grant (National Science and Mathematics Access to Retain 

Talent). This program provided additional financial support to students majoring in STEM 

disciplines, reaffirming the centrality of higher education to national preparedness and security in a 

post-9/11 world. 

2.1.2.3 Combating Poverty: Student Loans as a Weapon in the War on Poverty 

President Lyndon B. Johnson viewed education as a cornerstone of his administration’s anti-poverty 

agenda. In his War on Poverty, he declared that education was the "great equalizer" and a direct 

means to uplift individuals and communities from economic hardship. To this end, the federal 

government created a needs-based student loan program in 1965 through the Higher Education Act 

(HEA). 

For the first time, federal loans and grants were made available to low-income students, 

regardless of major. This ensured that educational opportunity was not restricted by income level. 

These programs were designed to empower individuals to improve their lives through education, 

helping to break the cycle of poverty (Mettler, 2014). 

The impact was measurable: between 1965 and 1972, the overall U.S. poverty rate fell by 3.7 

percentage points. For vulnerable groups specifically targeted by War on Poverty programs, poverty 

fell even more dramatically—by 7.0 to 16.3 percentage points. 

As the cost of college rose due to inflation and tuition hikes, access to financial aid became 

increasingly important. The Pell Grant program, created in 1972, became a major indicator of the 
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expansion of federal aid. In 1974, just 180,000 students received Pell Grants. By 2024, that number 

had soared to 6.4 million low-income recipients (U.S. Department of Education, 2024). 

2.1.2.4 Promoting college access for first-generation students: The GEAR UP initiative 

Recognizing that financial aid alone was insufficient to address educational inequality, Congress 

launched GEAR UP (Gaining Early Awareness and Readiness for Undergraduate Programs) in the 

1998 Higher Education Amendments. This non-financial program focused on first-generation, low-

income students—who were often unaware of college requirements until it was too late to prepare. 

Before GEAR UP, only 24% of these students enrolled in college, and nearly half failed to 

graduate from high school (National Center for Education Statistics, 1997). GEAR UP aimed to 

change that by offering early intervention: academic support, college counseling, and mentorship 

beginning in middle school. The goal was not simply to inform students about higher education but 

to prepare them academically and emotionally to succeed in it (Perna & Swail, 2002 ). This effort 

built a bridge between financial access and academic readiness—strengthening the long-term impact 

of federal student aid. 

2.1.2.5 Easing the middle-income squeeze: The Middle-Income Student Assistance Act 

By the late 1970s, a new problem emerged: middle-income families found themselves squeezed by 

rising tuition costs and limited financial aid eligibility. Between 1967 and 1976, college tuition rose 

by 77%, while household incomes failed to keep pace. At the time, federal student aid primarily 

targeted low-income students, leaving middle-class families with too much income to qualify for aid 

but not enough to cover rising college costs (Mettler, 2014). 

To close this gap, Congress passed the Middle-Income Student Assistance Act (MISAA) in 

1978 under President Jimmy Carter.  

• The law Extended grant eligibility to families earning between $16,000 and $25,000 per year. 

It Removed the $25,000 income ceiling for subsidized loans, making all students—regardless 

of family income—eligible for federal loan support (U.S. Department of Education, 1979). 

The results were immediate and significant. From 1978 to 1981, the college enrollment rate 

among middle-income students increased by 4.9 percentage points, rising from 44.3% to 49.2% 

(National Center for Education Statistics, 1982). 
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2.1.2.6 Addressing gender discrimination 

One of the most deeply rooted barriers to educational access was gender-based discrimination. 

Before 1972, women faced severe restrictions in both admissions and financial aid. Elite institutions 

such as Harvard College did not admit women until 1977, and many enforced strict gender quotas. 

Women were often denied financial aid if they were married, pregnant, or parenting, and they were 

typically relegated to low-paying clerical work-study jobs, while men were given better-paid 

technical positions (Suggs, 1979). 

Opportunities in athletics were also unequally distributed—only 1% of college athletic 

budgets supported women’s sports in 1971. Academic counseling often reinforced gender roles by 

steering women into stereotypically “feminine” fields like home economics, while discouraging 

them from entering STEM disciplines (Eisenmann, 2006). The turning point came with the passage 

of Title IX of the Education Amendments of 1972, which banned sex-based discrimination in all 

educational programs receiving federal funds. Title IX required: 

• Equal access to admissions for men and women 

Financial aid equity, including access to student loans and scholarships 

• Proportional support for women's athletics 

• Fair treatment of part-time students, many of whom were women balancing family 

responsibilities 

The long-term effects were transformative. In 1970, only 43% of women aged 16 and older 

were in the workforce. By 1974, that number rose to 47%, then to 51.5% in 1980, and ultimately 

peaked at 60% in 1999—demonstrating the far-reaching impact of educational access on women’s 

economic participation and independence (U.S. Bureau of Labor Statistics, 2000). 

2.1.2.7 Key policy note  

One effective way to design a student loan system is by aligning it with national priorities and 

government direction. For example, if the goal is to reduce poverty, the system should prioritize low-

income students. If the focus is on strengthening national competitiveness, support can be directed 

toward students in strategic fields like STEM. A practical approach to building such a system is to 

start by targeting a specific group or issue—such as low-income students or underrepresented 

minorities—and, if successful, gradually expand to address other challenges. This step-by-step 

strategy helps ensure the system remains both efficient and impactful. 
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2.1.3. How the student loan system survived economic crises and protected vulnerable borrowers 

The U.S. student loan system has long served as a stabilizing force not just for education financing, 

but also for broader social and economic resilience. During periods of national crisis, particularly 

the 2008 Financial Crisis and the COVID-19 pandemic, the system came under severe strain. In both 

cases, the federal government intervened to prevent collapse and shield vulnerable borrowers, 

especially low-income students and those facing unexpected financial hardship. These moments of 

disruption tested the student loan infrastructure, leading to emergency reforms, expanded 

protections, and new fiscal challenges that reshaped the long-term structure of the aid system. 

2.1.3.1 The 2008 financial crisis 

The 2008 financial crisis posed a serious threat to the stability of the student loan system. As the 

housing market collapsed and financial institutions began to fail, many private lenders withdrew 

from the student loan market entirely. Over 100 lenders ceased offering FFELP-backed loans, largely 

due to capital shortages and rising risk aversion (Richmond Fed, 2008; Turmoil in the Student Loan 

Market, 2008). This contraction threatened to leave millions of students without access to needed 

funding, particularly those from low-income backgrounds, just as the economy entered a prolonged 

recession and the job market stalled. For students whose families faced job loss or falling wages, 

higher education became increasingly unaffordable and uncertain. 

• Government action to preserve access and protect borrowers 

In response to this emergency, Congress enacted the Ensuring Continued Access to Student Loans 

Act (ECASLA) in 2008. This legislation granted the U.S. Department of Education the authority to 

purchase federally guaranteed student loans from private lenders, thereby injecting liquidity into the 

market and ensuring continued student access to aid. The federal student loan volume rose 

dramatically as a result, from $74.6 billion in the 2007–08 academic year to $110.4 billion by 2010–

11. During the 2008–09 school year, the federal government financed approximately 88% of all 

student loans. The number of loans issued also climbed, growing from 16.4 million in 2008 to more 

than 20 million by 2010 (U.S. Department of Education, 2010). 

To support students directly, the government increased federal borrowing limits and 

expanded Pell Grant eligibility. Pell Grant recipients grew by 786,000 in 2008–09, and total Pell 

expenditures more than doubled over three years—from $15.9 billion in 2007–08 to $37 billion in 

2010–11 (U.S. Department of Education, 2011). These measures helped many students stay enrolled 
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even as their families faced economic hardship and job insecurity. Additionally, the federal 

government expanded income-driven repayment plans, particularly Income-Based Repayment 

(IBR), allowing struggling borrowers to cap their monthly loan payments as a percentage of income. 

Later plans, such as SAVE, enabled the lowest-income borrowers to make payments as low as $0 

per month and eventually qualify for loan forgiveness (Federal Student Aid, 2023). 

• Budgetary Challenges 

These large-scale interventions came at a high fiscal cost. The deep recession sharply reduced tax 

revenues and drove up federal deficits (Congressional Budget Office, 2012). In response, Congress 

passed the Budget Control Act, introducing across-the-board spending cuts (U.S. Government 

Publishing Office, 2011). Programs like work-study and Supplemental Educational Opportunity 

Grants (SEOG) were reduced, though Pell Grants were shielded from budget cuts to preserve access 

for the most financially vulnerable students (Congressional Research Service, 2012). The 

government also increased loan origination fees to recoup some federal costs (Federal Student Aid, 

2011). For example, if a student borrowed $3,745, approximately $39.58 would be withheld as a fee, 

meaning the student received $3,705.42 but still owed the full $3,745 plus interest (Federal Student 

Aid, 2011). These adjustments reflected the delicate balance between ensuring access and 

maintaining fiscal responsibility during a time of national financial distress. 

2.1.3.2 The COVID-19 pandemic 

The COVID-19 pandemic introduced an abrupt and widespread disruption to the student loan 

system. As colleges closed and economic activity ground to a halt, students and families experienced 

immediate income losses and growing financial uncertainty. In one survey of low-income urban 

college students in New York City, nearly 40% reported job loss or internship cancellations, and a 

similar share saw earnings decline; many anticipated further drops in household income (Bowen & 

McPherson, 2021; IZA Working Paper, 2020). Among student loan households, substantial 

proportions reported falling behind on payments during the pandemic (CFPB, 2024). The impact 

was especially severe for those who lost income: in one study, these borrowers were much more 

likely to be delinquent compared to those whose income remained stable. 

Financial instability extended beyond personal tuition burdens. Over 70% of undergraduates 

reported their family's finances had worsened since the onset of the pandemic, with many indicating 

they felt increased responsibility to help support their household (IZA Survey, 2020). Student job 
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income declined sharply in some cases by over 60% during initial lockdowns and total household 

earnings dropped significantly as well. These figures reflect a systemic shock not only to repayment 

capacity, but also to overall affordability and the feasibility of continuing in college. 

To address this unprecedented emergency, Congress passed the CARES Act in March 2020 

(U.S. Congress, 2020). The legislation included sweeping relief measures for borrowers. It paused 

all federally held student loan payments from March 2020 through 2023, froze interest rates at 0% 

during that period, and halted collections on defaulted loans (U.S. Department of Education, 2021). 

These protections applied to approximately 95% of borrowers—over 40 million people (Federal 

Student Aid, 2022). As a result of the pause on collections, the federal government returned $1.8 

billion to 830,000 borrowers whose wages or tax refunds had been garnished after March 13, 2020 

(U.S. Department of Education, 2021). 

The government also established the Higher Education Emergency Relief Fund (HEERF), 

which provided $76 billion in emergency aid to colleges and students (Office of Postsecondary 

Education, 2022). These funds helped institutions continue operating during campus closures and 

ensured that at-risk students could remain enrolled. Reports showed that 90% of colleges stated that 

HEERF funds played a critical role in keeping their most vulnerable students from dropping out 

(National Association of Student Financial Aid Administrators [NASFAA], 2021). 

Despite the success of these measures in preventing widespread defaults and educational 

disruptions, the financial cost to the federal government was staggering. Overall COVID relief 

spending—including the CARES Act, the American Rescue Plan, and other related measures—

totaled approximately $5.6 trillion. The national debt rose from 79% of GDP in 2019 to 97% in 2022, 

and annual deficits soared to 14.9% of GDP in 2020 and 12.4% in 2021, marking the highest deficit 

levels since World War II (Tax Policy Center, 2023). 

Initially, the student loan payment pause was intended as a temporary, universal solution to 

the sudden collapse in household income. However, as the pandemic persisted, policymakers 

recognized the need for more targeted relief that would focus federal resources on those most in 

need. Broad subsidies began to appear fiscally unsustainable, especially when applied to borrowers 

with stable jobs or higher incomes. In 2022, the Biden Administration announced a plan to cancel 

up to $20,000 in federal student loans for Pell Grant recipients and up to $10,000 for other low- and 

middle-income borrowers (Congressional Research Service, 2022). Simultaneously, the 
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administration also began overhauling income-driven repayment plans to reduce monthly burdens 

and offer more manageable repayment options for those facing long-term financial challenges. 

These targeted efforts marked a shift in the government’s approach — preserving the social 

safety net aspects of student loans while reining in the cost of universal aid. The goal was to strike a 

balance between urgent relief and fiscal sustainability, ensuring that the system could remain 

responsive during future crises without jeopardizing the federal budget. 

2.1.3.3 Key policy note 

During times of crisis, the U.S. government prioritized protecting borrowers—especially vulnerable 

students—by implementing two key strategies: providing direct aid through grants and easing 

student loan repayment terms. While these measures inevitably contributed to budget deficits due to 

significant public spending, the government managed the financial impact through cost-saving 

adjustments. One major step was eliminating subsidies previously paid to private lenders under the 

FFEL program and shifting loan issuance directly to the government. Additionally, many reforms 

were designed as temporary measures, targeted primarily at the most vulnerable borrowers, allowing 

the government to offer relief while maintaining long-term fiscal responsibility. 

2.1.4 Structural challenges in the U.S. student loan system: Origins and reforms 

While the U.S. student loan system was designed to expand access to higher education and solve 

critical national problems, the structure of the system itself created significant internal challenges. 

Fragmented regulation, poor institutional oversight, and a wave of student loan defaults—

particularly in the late 20th century—exposed deep flaws in the system’s orientation. These 

challenges prompted sweeping reforms aimed at improving accountability, efficiency, and fairness. 

This section explores how the foundational design of the student loan infrastructure became a 

problem in its own right, and the major legislative and institutional changes enacted to address these 

vulnerabilities. 

2.1.4.1 Fragmented Regulation and Disjointed Oversight 

In its early stages, the U.S. student aid system was governed by a patchwork of overlapping 

authorities. Under the Federal Family Education Loan Program (FFELP), federal student loans were 

issued by private lenders, guaranteed by state and nonprofit guaranty agencies, and insured by the 
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federal government. This multilayered model distributed responsibilities across various actors, each 

with different procedures, rules, and enforcement mechanisms. 

• Private lenders issued the loans. 

• State and nonprofit guaranty agencies insured the loans and provided borrower support. 

• The federal government set the terms and guaranteed repayment (Cunningham & Kienzl, 

2011). 

This complexity created widespread inefficiencies. Borrowers frequently encountered 

inconsistent processes depending on their lender or state of residence. Some agencies were well-

resourced and responsive, while others were underfunded and slow, leading to uneven borrower 

experiences. Regulatory fragmentation meant that oversight was scattered and accountability was 

diluted. 

Moreover, states operated their own financial aid programs alongside federal initiatives. 

These programs often had their own eligibility rules, applications, and compliance protocols. A 

student in California might have vastly different options and requirements than one in Mississippi. 

The absence of a unified regulatory framework left students to navigate a confusing and bureaucratic 

maze to access aid—resulting in frustration, delayed disbursements, and even dropout in some cases 

(Heller, 2011). 

To address the disjointed administration and bring greater coherence to student aid policy, 

Congress established the U.S. Department of Education in 1980. The new department was charged 

with: 

• Coordinating federal education activities 

• Improving operational management 

• Ensuring equal access to educational opportunity (U.S. Department of Education, 1980). 

By consolidating authority over most federal student aid programs under one agency, the 

Department of Education centralized oversight, reduced duplication, and laid the groundwork for 

more standardized procedures in aid eligibility, disbursement, and compliance. This restructuring 

marked a major step toward system-wide consistency. 
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In 1998, another major reform followed with the creation of the Office of Federal Student 

Aid (FSA) as a performance-based organization (PBO) within the Department. FSA was designed 

to function more like a private-sector entity, with a focus on: 

Measurable performance outcomes, efficient service delivery, and enhanced customer 

satisfaction. FSA introduced centralized loan servicing, digital applications, and data tracking 

systems that made the system more responsive and transparent for students and institutions alike 

(Dynarski & Scott-Clayton, 2013). 

2.1.4.2 The credit default crisis challenge 

In the late 1980s and early 1990s, the U.S. student loan system was rocked by a surge in defaults. 

By 1990, the national default rate for federal student loans had reached 22%, and at for-profit 

institutions, the rate soared to 41% (U.S. Department of Education, 1991). This crisis was largely 

fueled by the rapid expansion of federal aid to new, often low-quality institutions—particularly for-

profit trade and vocational schools (General Accounting Office [GAO], 1990). 

These institutions frequently prioritized growth and profit over educational quality. Their 

business models often relied on maximizing student enrollment and securing federal financial aid, 

rather than ensuring students received meaningful instruction or career preparation (Cellini & 

Goldin, 2014). As a result, many students—especially those from low-income or marginalized  

backgrounds—were aggressively recruited with promises of upward mobility, career training, and 

job placement (Deming, Goldin, & Katz, 2012). 

However, those promises often went unfulfilled. Students were encouraged to take on 

substantial debt, but many were unable to complete their programs. Even those who graduated 

frequently struggled to secure employment with sufficient income to repay their loans (Cellini & 

Turner, 2019). This mismatch between debt burden and earning potential pushed default rates higher 

each year. At the same time, institutional accountability was minimal. There were few consequences 

for schools with poor outcomes, and many continued to operate despite serving students poorly and 

contributing to rising national loan defaults (GAO, 1990; U.S. Department of Education, 1991). 

One of the most significant reforms was the introduction of the Cohort Default Rate (CDR) 

rule, which established clear performance-based thresholds that institutions had to meet in order to 

remain eligible for federal student aid. Schools were now evaluated based on the percentage of their 
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former students who defaulted on federal loans within a specific time frame—initially within two 

years of repayment, later extended to three (U.S. Department of Education, 1992). 

Under the new rule, institutions with default rates exceeding 25 percent for three consecutive 

years risked suspension or permanent loss of access to federal aid programs (U.S. Government 

Accountability Office [GAO], 1996). This marked a major shift in accountability. Institutions could 

no longer focus solely on enrollment numbers or tuition revenue. Instead, they had to consider 

whether students were completing their programs and entering the workforce with the capacity to 

repay their loans. The CDR rule directly tied institutional funding eligibility to student outcomes, 

fundamentally changing how schools approached recruitment, support services, and program quality 

(Gladieux & Hauptman, 1995). 

Another major reform was the 85/15 rule, later revised into the 90/10 rule, which required 

for-profit institutions to earn at least 15 percent of their revenue from sources other than federal 

student aid. This policy was designed to prevent institutions from relying entirely on government 

funding and to ensure that their programs had real market value (Congressional Research Service, 

2014). The idea was simple: if a school could not attract tuition-paying students, employer 

contributions, or other private funding, it was a signal that the institution was not providing education 

worth paying for outside of federal subsidies. 

This rule served as a market-based accountability mechanism. It discouraged schools from 

enrolling students simply to tap into federal loan dollars and instead pushed them to demonstrate real 

value in the marketplace. Schools were now required to prove that their education programs could 

attract independent financial support (Cellini & Goldin, 2014). 

2.1.4.3 Key policy note  

To improve the regulatory efficiency of a student aid system—drawing from the U.S. experience—

it is essential to establish a single, centralized entity responsible for overseeing the system. This body 

should implement a performance-based model that relies on measurable outcomes, including 

efficiency, graduate success, and quality of service. Moreover, aid should be limited to institutions 

that demonstrate strong performance in preparing students for the job market, ensuring graduates 

can secure well-paying jobs and successfully repay their loans. At the same time, the system must 

place strict limits on for-profit institutions that rely on aggressive enrollment strategies, have low 

completion rates, and report inflated job placement outcomes. 
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2.1.5 How the system addressed rising student debt concerns 

As student loan borrowing became more widespread in the early 2000s, policymakers began to 

recognize that debt was no longer just a tool for expanding access to education—it had become a 

growing source of financial anxiety for American families. The federal student loan system, which 

had once been focused solely on access and affordability, was now confronted with a new challenge: 

ensuring that borrowers could make informed, responsible choices and avoid excessive, 

unsustainable debt. The government began shifting its attention toward student debt management, 

not just by offering repayment and forgiveness tools, but by intervening before borrowing 

occurred—through policies that improved transparency, accountability, and access to real-time 

financial and career outcome data. This marked the beginning of a new policy phase: one focused 

on empowering students with knowledge to reduce unnecessary debt risk. 

By the mid-2000s, both students and parents were expressing growing concern about the 

rising levels of student debt and the lack of reliable, accessible information to guide borrowing 

decisions. The anxiety was not only about the total cost of college attendance but also about post -

graduation repayment prospects (Akers & Chingos, 2014). Families worried whether their chosen 

programs would actually lead to good job opportunities, stable income, and financial independence. 

Uncertainty over tuition, fees, living expenses, and available financial aid made it extremely difficult 

to compare colleges or assess the true value of one institution over another (Government 

Accountability Office [GAO], 2009). Many borrowers took on substantial debt without a clear 

understanding of the financial risks involved or whether their educational investment would 

ultimately pay off (National Consumer Law Center, 2012). In the absence of clear and consistent 

disclosures, some students enrolled in expensive programs that offered limited job market value, 

leaving them with unaffordable debt and limited repayment ability (Deming, Goldin, & Katz, 2012).  

To directly address these concerns, the federal government enacted the Higher Education 

Opportunity Act (HEOA) of 2008, one of the most significant pieces of legislation targeting the 

student debt crisis from a consumer protection perspective. The law required colleges and 

universities participating in federal aid programs to dramatically increase transparency and 

accountability. A central component of this effort was the mandatory disclosure of employment 

outcomes for students completing both degree and certificate programs. Institutions were now 

obligated to report job placement rates and average earnings of graduates, providing prospective 



52 
 

students with concrete, program-level data that allowed them to evaluate how well a given academic 

path translated into labor market success (U.S. Department of Education, 2008). 

In addition to employment data, the HEOA tackled the confusion around college costs. 

Schools were now required to publish detailed information about tuition, fees, room and board, 

books, and estimated living expenses, along with clear explanations of their financial aid policies. 

This was intended to help families understand not just the “sticker price” of attending college, but 

the actual net cost they would face after accounting for scholarships and grants. To make this process 

even more accessible, the law introduced one of its most impactful innovations: the Net Price 

Calculator (Kelchen, 2017). 

The Net Price Calculator was a required online tool that all Title IV institutions had to post 

on their websites. It allowed prospective students to enter their personal financial data—including 

family income and household size—and receive a personalized estimate of how much they would 

actually pay to attend a specific college (U.S. Department of Education, 2011). This tool shifted the 

financial aid process from guesswork to planning, enabling students to make direct comparisons 

between institutions based on their real costs, not just advertised prices. 

In combination, these transparency measures aimed to prevent debt before it happened. 

Rather than limiting loan availability or setting borrowing caps, the government sought to help 

students avoid unnecessary or unwise borrowing by equipping them with clearer financial 

information and realistic expectations. With access to employment data, net price estimates, and 

comprehensive disclosures about costs and aid, students and families were in a far better position to 

weigh the return on investment of various educational paths. In this way, the federal student loan 

system evolved to take on a preventive role, using information as a powerful tool to address the debt 

crisis at its root—the decision to borrow in the first place. 

2.1.5.1 Key policy note  

To help students and families make better decisions about taking on debt and choosing the right 

university, transparency in the higher education system is essential. All relevant information—such 

as institutional operations, actual costs, and financial aid  practices—should be made readily 

available. Colleges must also report employment outcomes for graduates of each degree and 

certificate program, allowing students to assess the return on their educational investment. 

Additionally, tools like the Net Price Calculator play a critical role by estimating the true cost of 



53 
 

attendance after accounting for grants and scholarships. With these resources, families can better 

understand their financial obligations and make informed choices about borrowing, ultimately 

reducing the risk of unmanageable student debt. 

2.1.6 Oversight and performance of the U.S. student loan system and the FSA 

The federal student loan system is primarily administered and monitored by the Office of Federal 

Student Aid (FSA), a performance-based organization within the U.S. Department of Education. 

FSA oversees the disbursement and servicing of student loans, manages compliance with federal 

rules, monitors contractor performance, and reports on system-wide outcomes. However, FSA does 

not act alone. Several key institutions share responsibility for oversight, audits, and evaluation. 

The Department of Education supervises FSA’s operations, monitors its effectiveness, and 

aligns its performance with federal education goals. Within the Department, the Office of Inspector 

General (OIG) performs audits and investigations to evaluate FSA’s compliance and accountability. 

Additionally, Congress exercises legislative and fiscal oversight by holding hearings, reviewing 

reports, and authorizing changes to the system. At times, the Government Accountability Office 

(GAO) also performs independent evaluations of student aid programs, focusing on operational risks, 

financial exposure, and systemic effectiveness. 
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2.1.6.1 Oversight entities and their roles  

Table 10. List of all the oversight entities and their roles 

Entity Role Explanation 

Congress 

Congress holds the ultimate authority over student loans by deciding how much federal 

money funds loan programs, writing and updating the laws that govern borrowing, and 

overseeing the system through hearings and investigations. Congressional committees 

can summon agency leaders to testify under oath, issue subpoenas to compel documents 

and testimony, overturn agency rules via the Congressional Review Act, and even 

restructure or eliminate programs through new legislation. 

President / 

Executive Branch 

The President sets high-level policy for student loans by nominating and securing Senate 

confirmation of the Education Secretary and other senior officials, issuing executive 

orders that guide agency priorities, and submitting an annual budget proposal tha t frames 

program funding levels and strategic direction. 

Government 

Accountability 

Office (GAO) 

GAO serves as Congress’s independent auditor and investigator, conducting detailed 

performance and financial audits of student loan programs, examining agency and 

contractor records under subpoena authority, and publishing reports that identify waste, 

fraud, or inefficiency. GAO’s objective recommendations help lawmakers and agencies 

address systemic problems. 

Department of 

Education (DoE) 

The Department of Education implements student loan laws and regulations by issuing 

binding rules and guidance, overseeing the Office of Federal Student Aid, and ensuring 

that statutes passed by Congress are consistently applied across all federal loan 

programs. 

Office of 

Inspector General 

(OIG) 

As the Department’s internal watchdog, OIG independently audits, inspects, and 

investigates the Department of Education’s student loan operations. OIG agents have 

law enforcement powers—such as executing search warrants and making criminal 

referrals—and submit semiannual reports to Congress detailing misconduct, fraud, and 

recommended corrective actions. 

Office of Federal 

Student Aid 

(FSA) 

FSA’s role is operational and contractual. It directly manages the federal student loan 

program by hiring servicers, setting service standards, monitoring their performance, 

and enforcing contract terms. FSA conducts program reviews of colleges, imposes 

financial penalties for noncompliance, and can terminate agreements with servicers or 

institutions that fail to follow federal rules. 

Consumer 

Financial 

Protection 

Bureau (CFPB) 

CFPB focuses on consumer protection laws that cover financial products, including 

student loans. Its oversight is legal and regulatory, ensuring servicers do not engage in 

unfair, deceptive, or abusive practices. CFPB investigates borrower complaints, 

conducts on-site examinations of large servicers, writes servicing rules, and takes 

enforcement actions independent of FSA contracts. 
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Banking 

Regulators 

(FDIC, OCC, 

Federal Reserve) 

These federal agencies supervise banks and credit unions that originate or hold private 

student loans. They conduct safety-and-soundness and compliance examinations to 

ensure institutions maintain adequate capital and sound risk controls, and they impose 

enforcement actions—such as fines or cease-and-desist orders—when banking laws are 

violated. 

State Regulators 

State financial or consumer protection agencies add localized oversight by licensing loan 

servicers and private lenders, conducting examinations under state statutes, and 

enforcing additional rules beyond federal standards. They can suspend or revoke state  

licenses for noncompliance, ensuring servicers meet stricter local requirements. 

State Attorneys 

General 

As each state’s chief legal officer, the Attorney General investigates and sues servicers 

or lenders for fraudulent, deceptive, or unfair practices affecting residents. They secure 

restitution, fines, and injunctions, providing a legal enforcement layer that complements 

administrative oversight. 

State Student 

Loan 

Ombudsmen 

State-appointed ombudsmen act as borrower advocates rather than regulators. They help 

individual borrowers navigate repayment challenges, investigate complaints, and 

mediate disputes with servicers, ensuring problems are resolved fairly at the state level. 

Accrediting 

Agencies 

Independent non-governmental organizations evaluate and accredit colleges and 

universities based on academic quality and institutional integrity. Accreditation status 

determines a school’s eligibility for federal student aid, ensuring that federal funds 

support institutions that meet rigorous educational standa rds. 

Independent 

Auditors 

Private audit firms perform annual financial and compliance audits of institutions 

receiving federal student aid. They verify proper accounting of Title IV funds, assess 

internal controls, and report discrepancies to the Department of Education for follow-up 

and corrective action. 

 

Source: Compiled by ECES from multiple sources.  

The oversight of the U.S. student loan system operates across three layers. The top layer 

consists of Congress and the President, who hold ultimate authority. The middle layer includes the 

Department of Education, Federal Student Aid, the Consumer Financial Protection Bureau, and 

independent auditors, who are responsible for administration and compliance monitoring. The final 

layer is state-level oversight, led by State Attorneys General, state regulators, and State Student Loan 

Ombudsmen. The linkages and interactions among these layers are complex and are illustrated in 

Figure 1. 
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Figure 1 The interlinkages between the oversight entities 

 

Source: Prepared By ECES. 

2.1.6.2 The performance of the U.S. student loan system and the FSA 

To determine whether the system is performing effectively, federal agencies use a variety of 

performance criteria. These span five major areas: loan outcomes, borrower success, customer 

service, operational efficiency, and strategic goals. Together, they assess both the quality of loan 

servicing and the larger impact of federal aid on student lives and institutional accountability. 

Table 11. Key performance criteria for evaluating the student loan system 

Aspect Metric / Method Explanation 

Loan Repayment and 

Default 

Cohort Default Rate (CDR) 
Measures the percentage of borrowers who default 

within 3 years of entering repayment 

Repayment Rate 
Percentage of borrowers reducing principal balance 

within a set period (e.g., 3 or 5 years) 

Delinquency Rate Share of borrowers more than 90 days late on payments 

Borrower Success & 

Financial Health 
Degree Completion Rates 

Assesses long-term repayment ability based on 

graduation outcomes 
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Debt-to-Earnings Ratio 
Compares annual loan payments to borrower income; 

used for accountability of institutions 

Earnings Net of Debt 

Payments 

Measures income remaining after loan repayment—

indicator of financial sustainability 

Customer Service & 

Experience 

Borrower Satisfaction 

Surveys 

Feedback on servicer interactions; often makes up 35% 

of performance evaluations 

Call Center Performance 
Evaluates responsiveness, accuracy, availability of loan 

servicer call centers 

Interaction Quality 

Monitoring 

Audits of servicer communications to ensure 

compliance and professionalism 

Operational Efficiency 

& Integrity 

FAFSA Processing Accuracy 

& Speed 

Measures timeliness and accuracy in processing 

financial aid applications 

School and Servicer 

Oversight 

Audits, risk reviews, and enforcement to ensure 

compliance with federal aid rules 

Improper Payment Rates 
Identifies frequency of incorrect or unauthorized aid 

disbursements 

Strategic Goals: Access 

& Equity 

Pell Grant Recipient Share 
Measures how much aid is reaching low-income 

students 

Enrollment/Completion by 

Demographic 

Tracks equity in access and success across race, 

gender, income, and first-generation status 

 

Source: Compiled by ECES from multiple sources.  

2.1.7 Disclosure of the current U.S. student loan system 

This section provides a disclosure of the current student loan system in the United States, including 

the types of available loans, repayment plans, and eligibility criteria. 

2.1.7.1 List for student loan types 

The U.S. student loan system includes four primary loan types, as shown in Table 12. 

Table 12. Loan types overview 

Loan Type Issuer 
Eligible 

Borrowers 
Subsidy 

Financial Need 

Required 

Available 

Repayment Plans 

Direct 

Subsidized 

Federal 

Government 

Undergraduate 

Students 

Yes – government 

pays interest while 

enrolled, in grace, 

and deferment 

Yes 

Standard, Graduated, 

Extended, Income-

Driven Repayment 

(IDR) Plans 
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Direct 

Unsubsidized 

Federal 

Government 

Undergraduate & 

Graduate 

No – borrower 

responsible for all 

interest from 

disbursement 

No 
Standard, Graduated, 

Extended 

Direct PLUS 
Federal 

Government 

Graduate 

Students & 

Parents 

No – interest  

accrues from 

disbursement; 

credit check 

required 

No 
Standard, Graduated, 

Extended 

Private Loans 

Banks, 

Credit 

Unions, 

Others 

Undergrads, 

Grads, Parents 

No – interest set 

by lender; usually 

higher than federal 

loans 

Yes (credit/income 

needed) 

Terms vary by lender 

(usually 5–20 years); 

often require co-

signer 

 

Source: Compiled by ECES from multiple sources.  

2.1.7.2 Repayment plans 

The U.S. student loan system offers a variety of repayment plans, each with different terms designed 

to meet the needs of specific groups of borrowers. 

Table 13. Repayment plan comparison 

Plan 

Type 

Term 

Length 

Monthly 

Payment 
Interest Paid 

Tax 

Implications 
Best For 

Key 

Considerations 

Standard 
Up to 10 

years 

Fixed; same 

each month 
Lowest None 

Borrowers 

who can 

afford higher 

payments 

Fastest payoff; 

no annual 

recertification 

Graduated 
Up to 10 

years 

Starts low, 

increases 

every 2 years 

Higher than 

Standard 
None 

Early-career 

professionals 

expecting 

income to rise 

Higher later 

payments; 

predictable 

increase 

Extended 

(Fixed/Gr

aduated) 

Up to 25 

years 

Fixed or 

increasing; 

depends on 

plan 

Much higher 

overall 
None 

Borrowers 

with 

>$30,000 in  

federal debt 

Much lower 

monthly 

payments; more 

interest over time 

Income-

Based 

Repaymen

t (IBR) 

~20 years 

Based on 

income and 

family size 

High (due to 

possible 

negative 

amortization) 

Forgiven 

balance 

taxable as 

income 

Borrowers 

with high debt 

relative to 

income 

Requires annual 

income 

certification; 

balance may 

grow 
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SAVE / 

Income-

Contingen

t (ICR) 

Up to 25 

years 

Based on 

income/discre

tionary 

income 

High but 

capped by 

income 

Forgiven 

balance may be 

taxable 

Low-earning 

borrowers 

needing 

payment 

relief 

Monthly 

payment could be 

as low as $0; 

forgiveness after 

20–25 years 

 

Source: Compiled by ECES from multiple sources.  

All major repayment plans are available for federal student loans. Private loan repayment 

varies by lender, with fewer income-driven options. 

2.1.7.3 Eligibility criteria 

Students who wish to obtain a student loan must meet several layers of eligibility, including 

educational and academic eligibility, financial eligibility, and general eligibility. Each of these 

categories is discussed separately in the tables below. 

Table 14. Educational eligibility criteria 

Criteria Explanation 

High School Completion High school diploma, GED, or equivalent 

Academic Progress 
Must maintain Satisfactory Academic Progress (SAP) per 

institution rules 

Enrollment Requirements 
Must be enrolled at least half-time in an eligible degree or 

certificate program 

Institution Accreditation Must attend a Title IV-accredited institution 

Eligible Programs Degree or certificate programs at accredited schools 

Restrictions Based on Prior Education No specific restrictions for domestic students 

 

Source: Compiled by ECES from multiple sources.  

Table 15. Financial eligibility criteria 

Criteria Explanation 

Co-signer Requirement Not required for federal loans; often required for private loans 

Income Requirements No minimum for federal; $24,000–$35,000 for private loans 

Credit Score 
No credit check for most federal loans; 650–670+ for private 

loans 
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Credit History 
Private lenders may require 3+ years of history; no 

delinquencies or bankruptcy 

Loan Limits 
Federal: $65,500 subsidized, $138,500 total (grad); Private: 

varies 

Collateral Not required for federal loans; varies for private 

 

Source: Compiled by ECES from multiple sources.  

Table 16.  General eligibility criteria 

Criteria Explanation 

Age Requirement Usually 18+; co-signer needed for minors 

Citizenship/Residency U.S. citizens, permanent residents, eligible non-citizens 

Social Security Requirement Must have a valid Social Security Number 

Residency Documentation Must provide a permanent U.S. address 

Default History Must not be in default on previous federal loans 

Special Categories Students with disabilities have specific pathways 

Geographic Restrictions Loans for U.S. institutions only 

Employment Requirement Not required for most federal loans 

 

Source: Compiled by ECES from multiple sources.  

2.1.7.4 The process of applying for a student loan 

The student loan application process involves several steps, from the student's initial application to 

the disbursement of funds to the university for tuition, as shown in Table 17. 

Table 17. The student loan application process 

Step Action Who Involved Details 

1 Submit FAFSA Student 
The student fills out and submits the Free Application 

for Federal Student Aid (FAFSA). 

2 FAFSA Processed 
U.S. Department of 

Education 

The FAFSA is reviewed and processed by the 

Department of Education. 

3 School Receives ISIR School 
The school receives the Institutional Student 

Information Record (ISIR) containing FAFSA results. 
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4 
School Creates Financial 

Aid Package 
School 

Based on FAFSA data, the school prepares a financial 

aid package, including loan eligibility. 

5 Accept/Decline Student 
The student decides whether to accept or decline the 

offered aid/loan. 

6 MPN Signed Student 
The student signs the Master Promissory Note (MPN), 

a legal agreement to repay the loan. 

7 Entrance Counseling Student 
The student completes mandatory entrance counseling 

to understand loan responsibilities. 

8 Credit Check (if applicable) 
Department of 

Education 

For certain loans (e.g., PLUS loans), a  credit check 

may be required. 

9 Loan Certification School 
The school certifies the loan, confirming the student’s 

eligibility and enrollment. 

10 Loan Originated Lender/DoE 
The loan is officially originated by the lender or 

Department of Education. 

11 Disbursement Scheduled Lender/DoE 
Funds are scheduled for disbursement according to the 

academic calendar. 

12 
School Applies Funds to 

Student’s Account 
School 

Loan funds are applied directly to the student’s account 

to cover tuition and fees. 

 

Source: Compiled by ECES from multiple sources.  

 

Conclusion of the U.S. case study  

The U.S. student loan system is both diverse and adaptable, designed to meet a wide array of student 

needs. Financing options extend across undergraduate and graduate education, continuing education 

for working professionals, and even parental borrowing. The system accommodates both full-time 

and part-time students, while also allowing private-sector participation when federal lending limits 

are exceeded. 

The system has a wide spectrum of repayment plans ranging from fixed and graduated 

schedules to income-driven models, giving borrowers the ability to align their obligations with their 

financial circumstances. High-income borrowers may choose to accelerate repayment, while those 

experiencing financial hardship can access relief through income-based options. This flexibility 

helps balance personal responsibility with financial protection. 

Moreover, the system is closely linked to national strategic priorities. Over the years, 

adjustments to student loan policies have reflected broader political agendas and evolving federal 
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objectives, ensuring that the system is not isolated but rather aligned with the country’s long-term 

development strategies 

However, the system also faces a number of drawbacks that must be addressed, as they 

undermine both its effectiveness and long-term sustainability. 

First, multiple oversight bodies lead to duplication in processes instead of a streamlined 

approach to documentation, auditing, and investigation. Each oversight entity is itself audited or 

reviewed by several others. Although the purpose is the same, every entity requires a different audit, 

using unique data fields and reporting formats. This forces loan servicers to maintain three separate 

compliance systems, raising operational costs by an estimated 12% (GAO, 2022). 

When a student submits a claim, there is no single agency fully responsible for investigating 

and resolving it. Instead, the claim is handled by several oversight bodies, each with its own process, 

documentation standards, and timelines. This consumes significant time and effort for both 

borrowers and agencies. When conflicts arise between entities, each one proceeds independently 

without coordinating with the others, leading to overlapping or inconsistent remedies (GAO, 2022; 

Congressional Research Service, 2023). 

The reporting burden created by these fragmented oversight mechanisms also diverts 

resources away from borrower support. FSA compliance teams spend roughly 30% of their work 

hours preparing separate reports for Congress, responding to OIG audits, supplying data for GAO 

reviews, and meeting state-level requests. Loan servicers face similar pressures. As a result, service 

quality has declined: in FY 2024, call center abandonment rates exceeded 20% and average wait 

times reached 16 minutes—both near record highs (GAO, 2022; U.S. Department of Education, 

2024). 

Second, the system faces a fundamental budgetary weakness. When the current structure was 

designed in 1997, federal projections estimated that loans issued between 1997 and 2021 would 

generate $114 billion in profit. Instead, by 2021 the program produced a net loss of $197 billion—a 

$311 billion gap and one of the largest fiscal miscalculations in U.S. history (CBO, 2020). Loans 

once expected to be profitable became loss-making: Graduate PLUS loans shifted from a projected 

41-cent gain per dollar to a 25-cent loss, while undergraduate loans shifted from a 9-cent gain to a 

27-cent loss (CBO, 2020; GAO, 2022). 
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This miscalculation stemmed largely from underestimating the uptake of Income-Driven 

Repayment (IDR) plans. By 2025, approximately half of all federal loans are projected to be in IDR, 

with Graduate PLUS loans reaching 85% participation. This triggered a self-reinforcing cycle: more 

borrowers turned to IDR for affordable payments, its popularity spread, colleges raised tuition 

knowing students could borrow more, debt levels climbed, and yet more borrowers relied on IDR. 

The outcome has been a spiraling fiscal imbalance that erodes the program’s long-term sustainability 

(Congressional Research Service, 2023; Looney & Yannelis, 2022). 

Third, the stability of the system is vulnerable to presidential influence. Although the 

President lacks the authority to unilaterally alter or cancel student loan statutes—powers that rest 

exclusively with Congress—he retains significant indirect leverage through executive control of the 

Department of Education. By appointing the Secretary of Education and senior officials, imposing 

hiring freezes or staffing cuts within the Office of Federal Student Aid, or redirecting departmental 

priorities, a President can materially affect program performance. Such actions may delay loan 

servicing, slow income-driven repayment enrollments, expand backlogs, or stall forgiveness 

processing without formally changing the law (Brookings, 2022). 

Budgetary leverage amplifies this influence. While Congress controls appropriations, the 

President must sign funding bills into law and can veto them if they include provisions he opposes. 

In practice, this means a President can pressure Congress by threatening to veto an entire 

appropriations bill unless reductions are made to student loan servicing or forgiveness programs. 

During high-stakes negotiations tied to deadlines or shutdown threats, this veto power becomes an 

effective bargaining tool that shapes program implementation even without direct legislative control 

(CRS, 2023). 

Presidential authority also extends to enforcement priorities and regulatory interpretation. 

Through executive orders, the President can direct agencies like the Department of Education or the 

Consumer Financial Protection Bureau to emphasize certain activities while downplaying others. 

Regulations can be rewritten to narrow eligibility definitions—for example, altering the criteria for 

“partial financial hardship” in income-driven repayment so that fewer borrowers qualify. While 

subject to notice-and-comment procedures and judicial review, such regulatory changes can disrupt 

repayment expectations and borrower planning in the short term (GAO, 2022; CRS, 2023). 
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Finally, presidential influence reaches into institutional accountability. Although the 

President cannot directly revoke colleges’ eligibility for financial aid, he can direct the Department 

of Education’s leadership to aggressively apply enforcement powers. By appointing officials who 

prioritize ideological compliance and encouraging investigations into institutions alleged to lack 

“integrity” or “compliance with federal regulations,” the administration can pressure colleges with 

the threat of losing federal aid. Given that many institutions depend on federal aid for up to 80% of 

tuition revenue, this form of leverage allows presidential priorities to shape higher education 

indirectly but powerfully (Brookings, 2022). 

2.2.The Case of the German Student Loan System 

This case study examines the foundation and expansion of the German student loan system, including 

how student loans were used as a policy tool to address national challenges, how the system adapted 

during periods of external crisis, and the role it played  in supporting vulnerable populations. It 

reviews the structural challenges the system has faced from its inception to the present, along with 

the policy responses that shaped its current form. The study also outlines the mechanisms established 

to monitor, regulate, and evaluate the effectiveness of student loans. Additionally, it discusses the 

rationale for maintaining a student loan system in Germany despite the existence of free tuition at 

public universities. Finally, it provides a comprehensive overview of the current system, including 

loan types, eligibility requirements, and repayment options. 

2.2.1 Foundation and expansion of the student loan 

Table 18. A list of all adjustments to the German student loan system since its creation 

Adjustment1 Explanation Why It Was Needed 

Federal Education and 

Training Assistance Act  

(BAföG) of 1971 

Established the first comprehensive, needs-

based federal student aid system, combining 

grants and interest-free loans to cover living 

and educational expenses. 

To promote equal opportunity in 

education and ensure that a student's 

socioeconomic background did not 

prevent them from pursuing higher 

education that matched their skills and 

interests. 

 
1 The references used for this table are compiled from multiple sources and are listed in the reference section at the end 

of the working paper for each country.  
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Shift to Full Loans 

(1974-1983) 

Temporarily converted the BAföG system 

from a half-grant, half-loan model to a system 

of full, interest-bearing loans. 

To reduce the financial burden on the 

state amid economic pressures. This was 

a politically contested move that was 

later reversed. 

Return to Half-Grant 

Model (1984 & 1990) 

Reinstated the original model of providing 

BAföG as 50% grant and 50% interest-free 

loan. The grant portion was fully restored by 

1990. 

To ease the debt burden on students and 

reaffirm the state’s commitment to 

educational equity, making the system 

more socially sustainable. 

Introduction of 

Repayment Cap (2001) 

A ceiling was introduced, limiting the 

maximum repayment amount of the loan 

portion of BAföG to a total of €10,000. 

To reduce long-term financial risk for 

graduates and prevent high debt burdens 

from discouraging students from 

pursuing longer or lower-paying fields of 

study. 

Regular Adjustments & 

Increases (Ongoing) 

The BAföG rates, income allowances, and 

other parameters are periodically reviewed and 

increased through amendments to the BAföG 

Act. The 29th amendment, for example, is 

underway to further adapt to modern study 

conditions. 

To keep pace with inflation, rising living 

costs, and the changing realities of 

student life, ensuring the financial 

support remains effective and relevant. 

COVID-19 Emergency 

Relief (2020) 

Introduced interest-free loans of up to €650 per 

month from the state development bank (KfW) 

and emergency grants of up to €500 for 

students in acute financial need due to the 

pandemic. 

To provide immediate financial relief to 

students, including international 

students, who lost part-time jobs and 

family support during the pandemic-

induced economic shutdown. 

Introduction of 

"Flexibility Semester" 

and Starting Bonus 

(Proposed 29th 

Amendment) 

A proposed "flexibility semester" to extend the 

funding period and a one-time, non-repayable 

grant of €1,000 for students from low-income 

households at the beginning of their studies. 

To better align the funding structure with 

modern study conditions, provide greater 

support for students from disadvantaged 

backgrounds, and ease the initial 

financial hurdles of starting university. 

 
Source: Compiled by ECES from multiple sources.  

2.2.2 Student loans as a policy tool for solving national challenges in Germany 

Germany’s student-aid framework reflects a deliberate strategy to balance social solidarity, 

economic reconstruction, and federal cooperation. The cornerstone was the Federal Training 

Assistance Act (Bundesausbildungsförderungsgesetz, BAföG) of 1971, which created a needs-based 

blend of grants and zero-interest loans, jointly administered by the federal government and the 

Länder. Over subsequent decades, BAföG and complementary measures were adapted to address 

shifting national challenges—rebuilding skilled labor capacity, reducing social stratification, and 

aligning higher-education access with demographic and labor-market needs—while upholding the 

principle of tuition-free education. 
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2.2.2.1  Supporting skilled-labor reconstruction: BAföG and the Wirtschaftswunder 

In the aftermath of World War II, West Germany faced devastated infrastructure and an acute 

shortage of engineers, technicians, and other professionals critical to the rapid post-war economic 

recovery known as the Wirtschaftswunder. The Federal Training Assistance Act (BAföG) was 

introduced to address these challenges by providing means-tested financial support, structured as an 

even split between non-repayable grants and interest-free loans repayable only after graduation. This 

design reduced barriers for students from low- and middle-income families and encouraged greater 

enrollment in technical universities (Technische Hochschulen) and universities of applied sciences 

(Fachhochschulen). Repayment obligations were capped at €10,000 over a twenty-year period and 

deferred until graduates attained stable employment, thereby mitigating credit risk and facilitating 

smoother transitions into the labor market. Joint administration by the federal government and the 

federal states ensured nationwide consistency in eligibility criteria while allowing regional 

adjustments, such as higher allowances in lower-income federal states (Federal Office of 

Administration, 2021; European Funding Guide, n.d.; lesser-known sources impliedly). 

2.2.2.2 Advancing social equity: Reforming BAföG to democratize access 

Despite the broad reach of BAföG, participation during the 1970s and 1980s remained 

disproportionately concentrated among students from academic and professional family 

backgrounds. To address this imbalance 

1991 reform raised parental income thresholds by 20%, introduced new allowances for 

students with disabilities, single parents, and caretakers, and simplified applications.Also,2001 

reform increased grant levels by up to 30%, indexed benefits to inflation, and introduced hardship 

exemptions for low-income graduates during repaymentThe impact was significant: by 2005, BAföG 

recipients from non-academic families rose from 35% to 44%, narrowing educational inequality. 

Importantly, the expansion of caretaker and disability allowances highlighted a new intersectional 

approach—addressing not only income but also structural barriers that limited access for 

marginalized groups (Statistisches Bundesamt, 2006). 

2.2.2.3 Aligning aid with demographic and labor-market needs: Targeted incentives 

As Germany’s population aged and its economy increasingly shifted toward high-tech and STEM 

sectors, policymakers sought to align student aid more closely with workforce needs. In 2016, 

BAföG introduced performance-based supplements for students in STEM disciplines and teacher-
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training programs. High-achieving students could receive up to €480 annually as an added incentive 

within the otherwise needs-based framework (BMBF, 2017). 

Pilot projects also linked vocational and academic pathways by granting additional 

allowances to students enrolled in dual-track programs that combined university study with 

apprenticeships in industry (OECD, 2019). Although these targeted supplements represented less 

than 5% of total BAföG spending, they signaled a strategic shift: employing financial aid not only 

to expand access but also to shape the skill composition of the future workforce (European 

Commission, 2018). 

2.2.2.4 Key policy note 

The key insight from Germany’s model is that effective student aid systems serve not merely as 

financing mechanisms, but as adaptive policy instruments capable of advancing multiple national 

objectives—such as responding to demographic shifts, addressing skills shortages, and promoting 

social equity—simultaneously through the careful calibration of grants, loans, and targeted 

incentives. 

2.2.3 How the student loan system survived economic crises and protected vulnerable borrowers in 

Germany 

Germany’s student aid framework has functioned not only as a financing mechanism but also as a 

stabilizing force during periods of economic upheaval. Its foundation—the Federal Training 

Assistance Act (Bundesausbildungsförderungsgesetz, BAföG) entitlement program—supplemented 

by KfW loans and targeted allowances, has demonstrated resilience across multiple crises. Built -in 

mechanisms such as automatic eligibility adjustments, guaranteed disbursements, and rapid 

emergency measures have safeguarded student access, protected vulnerable borrowers, and 

minimized disruptions to education. 

2.2.3.1 German reunification and fiscal strain 

When Germany reunified in 1990, the higher education system faced a sudden surge in demand from 

students in the former East Germany, along with heavy budget pressures for both the federal 

government and the federal states. To manage this without restricting access, BAföG was 

immediately extended to the new federal states, keeping the same levels of grants and loans as in 

West Germany. For the first five years, parental income thresholds were waived so that East German 
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students would not be disadvantaged compared to their West German peers (BMBF, 1992). At the 

same time, transitional funding of about €2 billion was provided to expand university places and 

student services in the former East German regions (Statistisches Bundesamt, 1994). These measures 

ensured equal opportunities for East German students and showed that BAföG’s entitlement-based 

design could handle sudden demographic shocks (Teichler, 1997). 

2.2.3.2 The 2008 financial crisis 

When the global credit crunch hit in 2008, Germany’s largely public BAföG system helped shield 

students from private-market disruptions. Because BAföG eligibility is means-tested and 

entitlement-based, falling parental incomes and rising unemployment automatically increased the 

number of students who qualified for higher BAföG awards, producing an immediate, demand-

driven rise in aid take-up while legal disbursement levels were maintained (BMBF, 2009). At the 

same time, the federal government deployed two stimulus packages (Konjunkturpaket I and II) that 

prioritized public investment in education and infrastructure; these packages directed roughly €15–

17 billion to public investment measures (including education-related spending), which helped 

universities sustain operations, complete planned capital projects, and preserve student services 

when private funding tightened (DIW Berlin, 2009; Bundesministerium der Finanzen, 2009). 

Because BAföG benefits are not dependent on commercial credit markets, students continued to 

receive support even as private lenders pulled back, preventing a discontinuity in access and 

moderating the risk that an economic shock would translate into large short-term drops in enrollment  

(OECD, 2010). Together, automatic BAföG adjustments and countercyclical public investment 

limited immediate financial barriers for students and stabilized higher-education institutions during 

the downturn. 

2.2.3.3 The Eurozone debt crisis 

During the Eurozone sovereign debt crisis (2010–2012), several German federal states (Länder) were 

subject to austerity measures that placed heavy pressure on public budgets. Since higher education 

spending was at risk of cutbacks, the federal government stepped in to stabilize student support by 

introducing a temporary “solidarity supplement” within BAföG. This policy increased the grant 

component of BAföG awards by 5 percent for students living in federal states where GDP per capita 

fell below the national average (BMBF, 2012). By adjusting benefits in this way, the government 

offset the combined effects of inflation and fiscal retrenchment, ensuring that real student support 
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did not erode in poorer regions. As a result, enrollment among financially vulnerable students in the 

hardest-hit federal states was maintained, highlighting BAföG’s ability to act as a countercyclical 

tool during periods of economic stress (OECD, 2014; European Commission, 2013). 

2.2.3.4 The COVID-19 pandemic 

The COVID-19 crisis prompted a swift and multifaceted package of relief measures designed to 

prevent student attrition and repayment distress. Regular BAföG 

(Bundesausbildungsförderungsgesetz) payments continued without interruption, and funding 

periods were automatically extended by one semester for each term affected by pandemic closures 

(BMBF, 2020a). To address acute financial hardship, the government introduced €500 monthly 

“bridging grants” (Überbrückungshilfe), delivered through a unified online application platform 

(BMBF, 2020b). At the same time, the state-owned development bank KfW expanded its student 

loan program by introducing an interest-free phase beginning in May 2020. By November of that 

year, more than 37,500 applications had been approved, representing €1.1 billion in disbursements, 

and the interest-free provisions were extended to cover international students as well (KfW, 2021). 

Income earned through critical pandemic employment—such as work in healthcare or food supply 

chains—was exempted from BAföG means tests retroactively, ensuring that students who 

contributed to essential services did not lose their eligibility (BMBF, 2020c). Collectively, these 

emergency interventions stabilized higher education access: more than 90 percent of students 

remained enrolled, while defaults were avoided despite widespread income shocks (OECD, 2021). 

2.2.3.5 Key policy note 

Germany’s student-aid system demonstrates the importance of adaptive, crisis-responsive 

mechanisms in protecting both students and the broader education system. Through automatic 

eligibility adjustments, maintained disbursements, and rapid, targeted relief  measures—including 

parental-income threshold waivers, solidarity supplements, hardship grants, and interest-free loan 

phases—the system can safeguard vulnerable students during economic shocks. These measures 

ensure that financial barriers do not interrupt study progress, while preserving the fiscal and 

operational stability of the student-aid framework, allowing higher education to remain accessible 

even in times of widespread crisis 
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2.2.4 Structural challenges in the German student-aid system: Origins and reforms 

While Germany’s student-aid framework has been celebrated for its social-market ethos and 

entitlement-based grants, its underlying design has created structural obstacles that undermined 

efficiency, equity, and responsiveness. Fragmented federal–Länder administration, labyrinthine 

eligibility rules, regionally divergent tuition policies, and emerging loan complexity exposed gaps 

in access and accountability. Successive reforms have sought to streamline governance, simplify 

application processes, harmonize state policies, and modernize repayment, transforming BAföG and 

complementary loan instruments into a more coherent, fair, and crisis-resilient system. 

2.2.4.1 Fragmented Federal–State administration 

From the start, BAföG (Federal Training Assistance Act) was managed jointly by the federal 

government and the federal states (Länder). The idea was to balance nationwide rules with local 

flexibility. In practice, however, this created problems. Each of the 16 states built its own system—

with different forms, procedures, and ways of checking eligibility. This meant that students who 

moved between states often faced delays and had to resubmit documents. Progress in digitalization 

was also slow because every state developed its own IT system. 

To solve these issues, the federal government and the states signed the 2016 Cooperation 

Agreement (Kooperationsvereinbarung). This reform introduced a single nationwide online 

application portal and standardized rules for assessing income and allowances. The impact was clear: 

average processing times fell by about 30 percent, and differences in how quickly states paid out 

support were removed. As a result, students across Germany could access BAföG more fairly and 

efficiently (BMBF, 2016; Deutscher Bundestag, 2015). 

2.2.4.2 Complicated eligibility requirements and low utilization 

One of BAföG’s major challenges has been the growing complexity of its means-testing rules. Over 

the years, the formula—based on parental income, student earnings, savings, and allowances—

became so complicated that many students struggled to understand whether they qualified. The 

process required extensive documentation, and repayment rules created additional anxiety. As a 

result, surveys in 2015 showed that about 25 percent of students who were eligible for BAföG chose 

not to apply, mainly because they found the system confusing or feared future debt (DZHW, 2015). 
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To solve this problem, the federal government introduced the BAföG Digital Act (BAföG-

Digitalgesetz) in 2018. The reform simplified applications with plain-language instructions, 

automatic transfer of tax data through the Elster digital system, and an online calculator to show 

students how much they would receive as grants and loans. Early evidence suggests this made a real 

difference: application completion rose by about 15 percent, and grant uptake increased by 10 

percent among first-generation students, making BAföG more accessible and less intimidating 

(BMBF, 2019; OECD, 2020). 

2.2.4.3 Divergent tuition policies and supplemental loan complexity 

Between 2007 and 2011, seven German federal states (Länder) introduced semester fees for first-

degree or non-EU students, while others kept tuition free. This uneven system created uncertainty 

for students: many were unsure whether BAföG would cover the extra charges, and they had to 

juggle different fee waivers and loan options depending on where they studied. 

The situation also complicated the KfW Student Loan (Bildungskredit), which was meant to 

be a simple supplement. Because tuition rules varied by state, loan disbursements and repayment 

schedules often did not match actual student costs, leaving many with gaps in financing. 

To fix this, the 2012 amendment to the Higher Education Framework Act 

(Hochschulrahmengesetz) standardized the definition of tuition fees nationwide and clearly 

separated tuition waivers from KfW loan eligibility. This gave students a clearer picture of what 

expenses could be covered by BAföG and loans. In addition, a 2014 agreement required all federal 

states to publish unified “Study Cost Guides,” which allowed prospective students to compare total 

study expenses and financing options across Germany (BMBF, 2013; Deutscher Bundestag, 2014). 

2.2.4.4 Emerging repayment and equity concerns 

Germany’s student financing system has traditionally centered on BAföG, which combines need -

based grants with zero-interest, capped loans. BAföG remains attractive because repayment is 

limited to €10,000, spread over up to 20 years, and begins only after graduates reach a stable income 

threshold. 

However, BAföG is designed to cover only basic living and study costs. Students who need 

extra funds—for tuition fees abroad, study materials, or living in high-cost cities—often turn to the 

KfW Student Loan (Bildungskredit) or private loans. Unlike BAföG, these loans are not means-
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tested and can provide higher amounts, but they carry market-based interest rates. KfW loans, while 

backed by the government, still accrue interest after graduation, and private bank loans can be even 

more expensive and restrictive. 

By 2020, reliance on these supplemental loans had grown sharply: KfW balances alone 

exceeded €4 billion in outstanding student debt. This shift introduced new repayment risks, 

particularly for graduates working in insecure gig-economy jobs, where steady incomes are harder 

to guarantee (KfW, 2021). The repayment system—once simple under BAföG—became fragmented 

and confusing as different loan products carried varying interest rates, repayment horizons, and 

income-contingent features. 

To address these challenges, the federal government passed the Repayment Fairness Act 

(Rückzahlungsfairnessgesetz) in 2022. The reform unified repayment rules across all federally 

backed student loans, introducing a single income-contingent schedule: borrowers pay a maximum 

of 2 percent of their net income above €25,000 annually. A centralized debtor registry was also 

created to consolidate obligations (BMBF, 2022). 

Early projections suggest that this reform could lower default rates by around 20 percent over 

the next decade, making repayment more predictable, fair, and sustainable for graduates (OECD, 

2023). 

2.2.4.5 Key policy note 

Germany’s student-aid system has been strengthened through reforms that centralize administration, 

simplify eligibility, align tuition and loan policies, and standardize repayment rules. These measures 

address structural weaknesses, increase transparency, promote equity, and enhance fiscal stability. 

As a result, higher-education financing now functions as a resilient and adaptive pillar of the social-

market model, capable of supporting students across economic cycles. 

2.2.5 Oversight and performance of the German student-aid system 

Germany’s student-aid system operates under the Federal Training Assistance Act (BAföG) and is 

governed through a multi-layered institutional framework to ensure integrity, efficiency, and 

alignment with national education objectives. The federal government (Bund), via the Federal 

Ministry of Education and Research (BMBF), sets policy and program rules, while state-level 

BAföG offices (Ämter) handle disbursements and eligibility assessments. Independent audit bodies 
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and parliamentary committees oversee compliance and performance, and inter-state coordination 

harmonizes operations across the federal states (Länder). Together, these entities share responsibility 

for governance, auditing, evaluation, and reporting, ensuring transparency and accountability 

throughout the system. 

2.2.5.1 Oversight entities and their roles 

Table 19. Oversight entities and their respective roles in the German student loan system. 

Oversight Entity Primary Role 

Federal Ministry of Education and Research 

(Bundesministerium für Bildung und 

Forschung, BMBF) 

Sets BAföG policy, issues annual grant ceilings, 

establishes eligibility rules, collects national 

statistics, and proposes legislative changes 

State-Level BAföG Offices (Länder-level 

BAföG-Ämter) 

Manage applications, verify income data, disburse 

funds, and report processing metrics to the BMBF 

Federal Audit Office (Bundesrechnungshof) 

Audits financial management, ensures compliance 

with budgetary law, reviews IT security of BAföG-

Digital, and issues recommendations to the 

Bundestag Budget Committee 

Bundestag Education Committee 

Holds public hearings, examines Federal Audit 

Office reports, questions BMBF officials, and 

debates amendments to student-aid legislation 

Federal-State Higher Education Funding 

Commission (Bund-Länder-Kommission 

Hochschulfinanzierung) 

Harmonizes BAföG guidelines, coordinates IT 

interoperability, and resolves disparities in  

application and disbursement procedures 

Source: Compiled by ECES from multiple sources. 

To assess system performance, oversight bodies apply criteria across five core areas: 

financial integrity, service quality, access equity, operational efficiency, and strategic alignment. 

These metrics enable continuous monitoring and inform targeted reforms. 

2.2.5.2 Key performance criteria for evaluating the student loan system 

Table 20. Performance evaluation criteria for the system. 

Aspect Metric / Method Explanation 

Financial Integrity Improper Payment Rate 

Percentage of disbursements with errors or 

unauthorized payments, audited by 

Bundesrechnungshof 
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Service Quality Processing Speed 
Median days from application receipt to first 

disbursement; target ≤ 30 days 

Access Equity BAföG Uptake Rate 
Share of eligible low-income and first-generation 

students receiving aid, measured annually by Destatis 

Operational Efficiency Application Accuracy 
Share of applications processed without follow-up for 

missing documentation; target ≥ 95% 

Strategic Alignment Graduate Employment Rate 
Employment rate of BAföG recipients within one year 

of graduation compared to cohort averages 

Source: Compiled by ECES from multiple sources. 

2.2.6 Why the current student loan system is needed despite free education in Germany 

Although public universities in Germany do not charge tuition fees, the student-aid system remains 

essential for covering substantial living costs that can limit educational access. Domestic students 

face monthly expenses of €850 to €1,200, including accommodation (€300–€500), food (€150–

€250), health insurance (€110–€120), transportation, and personal necessities (Deutsches 

Studentenwerk, 2021; DAAD, 2023). Many low-income students, who cannot rely on parental 

support, depend on BAföG (Bundesausbildungsförderungsgesetz) and supplementary loan 

instruments to make higher education genuinely accessible, ensuring that “tuition-free” education 

translates into opportunity for all social groups (BMBF, 2022; OECD, 2023). 

For international students, the financial burden is even higher. To obtain a study visa, they 

must demonstrate financial resources of approximately €11,904 per year (€992 per month), reflecting 

the real cost of living (DAAD, 2023; Deutsches Studentenwerk, 2022). Accommodation alone 

represents the largest portion of these expenses, ranging from around €266 per month in student 

dormitories to over €800 in private apartments in cities like Munich or Frankfurt. Mandatory health 

insurance adds roughly €110–€120 monthly for students under 30, while groceries, transportation, 

utilities, and personal expenses contribute an additional €400–€600 per month. These recurring costs, 

which continue throughout the duration of study, can exceed €10,000 annually, effectively mirroring 

the tuition fees that students would pay in many other countries (BMBF, 2022; OECD, 2023). 

Recognizing that tuition-free higher education alone does not ensure equal access, BAföG 

provides targeted, needs-based support of up to €952 per month for students whose families cannot 

cover living expenses. This support is structured as a 50 percent non-repayable grant and a 50 percent 

interest-free loan, with total repayment capped at €10,000 (BMBF, 2022; OECD, 2023). By covering 



75 
 

essential costs such as accommodation, food, health insurance, and study materials, BAföG 

transforms theoretical access into practical opportunity, allowing academic merit—rather than 

family wealth—to determine educational outcomes (Deutsches Studentenwerk, 2021). 

Without adequate financial support, students face difficult choices between academic success 

and economic survival. Surveys indicate that nearly two-thirds of German students work part-time 

jobs, with half reporting that employment is essential for covering living expenses (Deutsches 

Studentenwerk, 2021). While part-time work can provide valuable experience, excessive hours may 

compromise academic performance and extend study duration, ultimately undermining the 

efficiency of tuition-free higher education. BAföG and supplementary loans such as the KfW Student 

Loan (Bildungskredit) offer structured alternatives, allowing students to meet basic needs while 

focusing on their studies and preventing the scenario in which “free” education becomes inaccessible 

due to the opportunity cost of foregone earnings (BMBF, 2022; KfW, 2021). 

2.2.6.1 Key policy note 

Germany’s student-aid framework is a vital complement to tuition-free higher education, ensuring 

that the promise of accessible higher education becomes a practical reality for students from all 

economic backgrounds. While public universities charge no tuition, substantial living costs—

including housing, food, insurance, and personal expenses—can create significant barriers to 

participation. By providing targeted support through BAföG (Bundesausbildungsförderungsgesetz) 

and supplementary loan instruments, the system addresses these persistent expenses, safeguarding 

educational equity. This approach demonstrates that eliminating tuition alone is insufficient: 

comprehensive financial support is essential to ensure that academic opportunity is determined by 

merit, not family wealth, while also maintaining fiscal sustainability for long-term program success. 

2.2.7 Disclosure of the current German student loan system 

This section provides a disclosure of the current student-aid system in Germany, including the types 

of available support instruments, repayment plans, and eligibility criteria. 
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2.2.7.1 List for student loan types 

 Table 21. Loan types overview 

Loan Type Issuer Eligible Recipients Subsidy 
Need Test 

Required 

BAföG Grant–Loan 

Mix 

Federal and State 

Governments (BAföG 

Offices) 

Full-time students at 

German HEIs 

Grant covers up to 

50%; zero-interest loan 

covers up to 50% 

Yes 

KfW Education Loan 

Kreditanstalt für 

Wiederaufbau (KfW 

Bank) 

Students beyond 

standard period or 

exhausted BaföG 

Below-market interest 

(~3%) 
No 

KfW Graduation Loan 

Kreditanstalt für 

Wiederaufbau (KfW 

Bank) 

Graduates within 6 

years of graduation 

Zero interest during 

study; market rate 

thereafter 

No 

Private Education 

Loans 

Commercial banks and 

savings banks 

(Sparkassen) 

Students, parents, 

doctoral candidates 
No Yes (income/credit) 

 

Source: Compiled by ECES from multiple sources.  

 

 

2.2.7.2 Repayment plans 

Table 22. Repayment plans comparison 

Plan Type 
Term 

Length 

Payment 

Basis 

Interest 

Paid 

Tax 

Implications 
Best For 

Key 

Considerations 

BAföG 

Repayment 

Up to 20 

years 

Flat rate up 

to €10,000 

total 

None None 

Graduates 

with stable 

incomes 

Caps total debt; 

no negative 

amortization 

KfW 

Bildungskred

it 

1–10 years 
Fixed 

monthly 

Low 

(subsidized) 
No 

Students 

needing 

bridge 

funding 

Grace period; 

fixed 

obligations 

KfW 

Studienabschl

ussdarlehen 

≤ 5 years 
Graduated 

or fixed 
Moderate No 

Recent 

graduates 

Combines 

interest-free 

study period 

with post-

graduation 

interest 
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Private Loan 

Terms 
5–20 years 

Fixed or 

variable 

rate 

High 

(market rate) 
No 

Supplementin

g public aid 

gaps 

Credit check; 

possible 

collateral; fewer 

relief options 

 

Source: Compiled by ECES from multiple sources.  

2.2.7.3 Eligibility criteria 

Table 23. Academic eligibility criteria 

Criteria Explanation 

Secondary-School 

Completion 

General University Entrance Qualification, University of Applied Sciences 

Entrance Qualification, or equivalent 

Academic Progress Must maintain enrollment and academic standing according to institutional rules 

Enrollment Requirements Full-time or dual-track study at an accredited German higher education institution  

Institution Accreditation 
Public universities, universities of applied sciences, and recognized private 

institutions 

Program Eligibility Bachelor’s, Master’s, State Examination, and doctoral programs 

Restrictions Based on Prior 

Funding 

None for BAföG; KfW Education Loan requires completion of the standard study 

period 

 

Source: Compiled by ECES from multiple sources.  

Table 24. Financial eligibility criteria 

Criteria Explanation 

Means Test Required for BAföG (based on parental income/assets and student earnings) 

Income 

Requirements 

None for KfW loans; BAföG income thresholds are set annually (€1,000–€2,000 per month 

household allowance) 

Credit Score Not required for public loans; required for private loans 

Collateral None for BAföG and KfW Education Loan; private loans may require security or guarantors 

Loan Limits 
BAföG grant–loan mix depends on financial need; KfW Education Loan up to €7,200 total; 

private loan limits vary 

 

Source: Compiled by ECES from multiple sources.  

Table 25. General eligibility criteria 

Criteria Explanation 

Age Requirement No formal age limit; students under 18 must have parental consent 
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Citizenship/Residency 
German citizens, EU/EEA nationals, and recognized refugees are eligible; non-

EU students must meet additional residence permit requirements 

Registration Requirement Must register at the local residents’ registration office 

Default History 
Applicants must not have outstanding BAföG debt; KfW loans verify prior 

public-sector debt status 

Special Categories 
Additional support available for single parents, students with disabilities, and 

those with caregiving responsibilities 

Geographic Restrictions 
Funding applies to studies within Germany and approved EU/EEA exchange 

programs 

 

Source: Compiled by ECES from multiple sources.  

This disclosure highlights the structured mix of grant and loan instruments in Germany, 

tailored repayment options, and targeted eligibility frameworks that together ensure broad access to 

higher education while maintaining fiscal sustainability 

Conclusion of the German case study 

Although higher education in Germany is largely tuition-free, the student financing system plays a 

critical role in ensuring social equity and full participation in higher education. The purpose of the 

German model is not merely to cover tuition—since that cost is minimal—but to enable equal access 

regardless of socioeconomic background by supporting living expenses, housing, and other costs of 

studying. In this way, the system functions as a social equalizer rather than a market-based credit 

system. 

Germany’s student funding framework rests on two main pillars: the BAföG program (a 

combination of grants and interest-free loans based on financial need) and the KfW student loan, 

which provides supplemental credit for those not eligible for BAföG. This dual structure reflects 

Germany’s broader welfare philosophy—education as a public good, supported collectively rather 

than through individual debt accumulation. 

Despite this, the system is under increasing pressure. The stress it faces is of a different nature 

from that in the United States. It does not arise from over-borrowing or fiscal mismanagement but 

from rising living costs, limited coverage, and low participation rates in BAföG. Many students—

particularly those from middle-income families, international students, and part-time learners—fall 

just outside eligibility thresholds and must rely on family support or market-based loans with rising 
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interest rates. This produces subtle but significant inequalities in access, even in a tuition-free 

environment. 

Additionally, the federal–state division of responsibilities complicates reform. While the 

federal government sets BAföG parameters, the Länder control university policy and housing 

infrastructure. The lack of coordination has slowed responses to soaring rents in university cities, 

creating gaps between support levels and real costs of living. 

Recent reforms, such as the 29th BAföG Amendment (2024), have expanded allowances, 

raised income and asset limits, and introduced more flexible conditions for study interruptions. These 

adjustments reflect the state’s ongoing effort to modernize the program and respond to inflation and 

demographic change. However, they remain partial solutions: without structural improvements in 

student housing and broader eligibility, the system’s ability to guarantee equal opportunity remains 

limited. 

In essence, the German student loan system is not designed to stimulate private lending or 

shift financial responsibility onto students, as in the U.S. Instead, it is a mechanism of social policy, 

aiming to preserve fairness, prevent debt dependency, and sustain the constitutional right to 

education. Its success is evident in Germany’s low student debt levels and wide educational 

participation. Yet, its sustainability depends on continuous adjustment to economic realities—

particularly the cost of living—and improved coordination between federal and state authorities. 

Thus, while the U.S. system struggles with financialization and fiscal imbalance, Germany’s 

challenge lies in social adequacy and accessibility. The key policy question for the future is not 

whether education remains free, but whether students can afford to live while studying. 

2.3. The Case of India’s Student Loan System 

This case study examines the foundation and expansion of India’s student loan system. It analyzes how student 

loans were used as a policy tool to address national challenges, how the system adapted during periods of 

external crisis, and the role it played in supporting vulnerable populations. The study also explores growing 

concerns over student debt and discusses the structural challenges the system has faced from its creation to 

the present, along with the policy responses that shaped its current form. Additionally, it highlights the 

mechanisms designed to monitor, regulate, and evaluate the effectiveness of student loans. Finally, it provides 

a comprehensive overview of the current system, including loan types, eligibility requirements, and repayment 

options. 
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2.3.1 Foundation and expansion of the student loan system 

Table 26. List of all adjustments to India’s student loan system since its creation 

Adjustment Explanation Why It Was Needed 

IBA Model Education Loan 

Scheme (2006) 

Established a standardized, model loan 

product across member banks with 

common eligibility, documentation, and 

interest-subsidy features under IBA 

guidelines. 

To simplify and harmonize disparate bank 

products, reduce borrower confusion, and 

extend affordable credit access for students 

pursuing higher education in India. 

Credit Guarantee Fund 

Scheme for Education 

Loans (CGFSEL) Launch 

(2010) 

Introduced a government-backed guarantee 

covering 75% of loan principal for EWS 

students, enabling banks to offer interest 

subsidies and reduced collateral 

requirements. 

To overcome banks’ risk aversion and high 

collateral demands, thereby expanding loan 

access for economically weaker sections 

and reducing exclusions based on family 

income and security. 

Priority Sector Lending 

Norms Revised (2015) 

Mandated all scheduled commercial banks 

to allocate 10% of ANBC to education 

loans, with concessional interest rates and 

streamlined procedures. 

To ensure systemic credit flow to student 

borrowers as a priority sector, counter-

cyclical credit tightening, and reinforce 

financial inclusion across regions and 

income groups. 

Expanded Collateral-Free 

Lending Cap (2017) 

Raised the collateral-free loan limit from ₹4 

lakh to ₹7.5 lakh for domestic studies, and 

from ₹7.5 lakh to ₹20 lakh for overseas 

education loans. 

To meet the growing cost of higher 

education, reduce upfront security burdens 

on middle-income families, and support a 

larger volume of students without complex 

guarantee arrangements. 

Interest-Subsidy Expansion 

under CSIS (2018) 

Extended full interest subsidy during 

moratorium to girl students up to ₹7.5 lakh 

and to SC/ST students up to ₹10 lakh under 

Central Sector Interest Subsidy Scheme. 

To promote gender equity and social 

inclusion by reducing financing costs for 

historically underrepresented and 

marginalized groups, encouraging higher 

enrollment and completion rates. 

Introduction of Digital 

Application Platforms 

(2019–2020) 

Banks and universities adopted online 

portals for loan application, tracking, and 

sanctioning, integrated with eKYC and 

AADHAAR authentication. 

To streamline processes, reduce 

documentation delays, improve 

transparency, and lower administrative 

overhead for both borrowers and lending 

institutions. 

Moratorium and EMI 

Flexibility during COVID-

19 (2020) 

Automatic moratorium extension on loan 

repayment, waiving penalty charges, and 

allowing borrowers to choose EMI 

deferment or conversion to interest-only 

payments. 

To protect student borrowers from income 

shocks and job-market disruptions caused 

by the pandemic, preventing defaults and 

ensuring continuity in education financing 

during economic downturn. 

Implementation of Uniform 

Repayment Fairness 

Guidelines (2022) 

Introduced income-contingent EMI caps 

(2–3% of borrower’s net income above 

₹25,000) and standardized moratorium 

periods across all public education loan 

schemes. 

To address emerging debt-servicing 

challenges among graduates in the gig 

economy, enhance fairness in repayment 

obligations, and reduce default risk by 

aligning EMIs with actual earning 

capacity. 
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Ongoing Annual Review of 

Income Thresholds and 

Subsidy Rates (2023–2025) 

Periodic adjustment of family-income 

ceilings, margin-money requirements, and 

subsidy rates based on inflation and cost-of-

living indices. 

To maintain the real value of subsidies, 

ensure the aid remains relevant amid rising 

education and living costs, and prevent 

erosion of access for low- and middle-

income student populations. 

 

Source: Compiled by ECES from multiple sources.  

2.3.2 Student loan as a policy to solve national challenges in India 

Student loans in India have evolved beyond their traditional role of financing education. 

Policymakers have increasingly leveraged these loans as instruments to advance broader national 

priorities. By strategically directing credit, the government has sought to support national defense, 

expand access to vocational training, and promote regional and social equity in education. The 

following subsection highlights key examples of how Indian student loans have been used to achieve 

these objectives. 

2.3.2.1 Nation-building after independence: Student loans as a tool for development and progress 

During the colonial period, India’s education system was designed primarily to serve British 

administrative interests. Educational institutions were established to train clerks and bureaucrats for 

governance, but access remained highly restricted. Rural populations, women, and lower-caste 

communities were largely excluded. At independence in 1947, India’s literacy rate stood at just 16%, 

and higher education remained a privilege of a narrow urban elite (Chakrabarti, 2010; Tilak, 2002). 

Recognizing education as essential for national reconstruction, the post-independence Indian 

government prioritized inclusive and modern education as the foundation of development. Leaders 

such as Prime Minister Jawaharlal Nehru argued that a new India required engineers, scientists, and 

managers to drive industrialization and economic progress. To operationalize this vision, the 

government commissioned landmark educational reviews, including the University Education 

Commission (1948–49), the Secondary Education Commission (1952–53), and the Kothari 

Commission (1964–66), which collectively established the intellectual and structural blueprint for 

higher education expansion (Tilak, 2002). 

This vision translated into concrete action. From the 1950s through the 1960s, India 

experienced rapid growth in higher education: the number of universities grew at an annual rate of 

nearly 5%, while student enrollment expanded by more than 12% per year (Tilak, 2002). Premier 

institutions, such as the Indian Institutes of Technology (IITs) and Indian Institutes of Management 
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(IIMs), were founded during this period to develop a technically competent workforce, reflecting a 

global post–World War II trend of massifying higher education to support modernization. The 

University Grants Commission (UGC) was established to regulate academic quality and coordinate 

the rapidly expanding higher-education system (Chakrabarti, 2010). 

Despite these efforts, expansion primarily benefited urban, upper-caste, and middle- or 

upper-income families. Students from disadvantaged or rural backgrounds continued to face 

systemic barriers, including inadequate secondary education, financial constraints, and social 

exclusion. Existing scholarships and fee waivers were insufficient to support large numbers of 

aspiring students (Tilak, 2002). 

To address this financing gap, the government began exploring student lending as a 

mechanism to democratize higher education access. Initially reliant on grants, it became evident that 

a scalable, repayable financing system was necessary. In 1963, the National Loan Scholarship 

Scheme (NLSS) was launched, marking India’s first national-level student loan policy. The scheme 

provided interest-free loans to meritorious but economically needy students, with repayment 

scheduled to begin three years after graduation. Though administered by state governments, the 

scheme had nationwide reach and impact (Chakrabarti, 2010). 

The results were transformative. Between 1960–61 and 1970–71, India’s college enrollment  

rose by 251%, adding approximately 1.4 million students. This growth rate of 13.4% annually 

exceeded both the preceding decade (12.3%) and the subsequent decade (3.8%) (Tilak, 2002). The 

scheme also advanced gender equity: the share of women in total enrollment increased from 16.2% 

in 1960–61 to 21.9% by 1970–71, adding over 330,000 female students and significantly narrowing 

the gender gap in higher education (Chakrabarti, 2010). 

2.3.2.2 Promoting national security: Student loans for defense families 

In the mid-2000s, India extended the role of student loans to support national defense indirectly. This 

policy direction took shape after the 1999 Kargil War, which exposed gaps in both military 

preparedness and the welfare of soldiers' families. The Kargil Review Committee (2000) stressed 

the need for comprehensive measures to professionalize and motivate the armed forces—including 

better support for education and career prospects of soldiers’ dependents (Kargil Review Committee, 

2000). 
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The government responded by introducing targeted loan and scholarship schemes for the 

children and spouses of defense personnel. Among the most impactful were the SBI Shaurya 

Education Loan and the Prime Minister’s Scholarship Scheme. These products offered special terms: 

the SBI Shaurya Loan, launched around 2006–07, enabled loans up to ₹40 lakh for domestic and 

₹1.5 crore for overseas study, with minimal collateral and flexible repayment plans (SBI, 2006). 

These tools not only reduced the financial burden on soldier families but also allowed their 

children to access elite institutions, especially in engineering and management. In doing so, the loans 

contributed to building a skilled pool of professionals aligned with national security interests—such 

as defense manufacturing, logistics, and technology. 

2.3.2.3 Bridging the skill gap: Vocational education financing reform 

Prior to 2012, India’s vocational education sector was significantly underdeveloped. Only 2% of the 

workforce had formal vocational training, and merely 2.4% had technical education (Planning 

Commission, 2011). Vocational education was widely stigmatized as a “last resort” and suffered 

from chronic underfunding, weak industry linkages, and unregulated private providers. 

The consequences were severe. Each year, approximately 12 million new entrants joined the 

labor market, mostly unskilled and unemployable. Employers consistently cited the lack of practical 

skills as a major hiring obstacle. Unlike countries such as China, India lacked short-term, job-ready 

training programs, and vocational pathways were not given parity with academic degrees (World 

Bank, 2012). 

In response, the government launched the Vocational Education and Training Loan Scheme 

(VETLS) in 2012. This scheme enabled students to borrow for short-duration skill development 

courses, some as brief as three months, with simplified terms, low collateral requirements, and 

repayment schedules aligned with expected income levels. For the first time, credit was being 

targeted specifically at lower-income, low-skill youth needing rapid skill acquisition (Ministry of 

Skill Development and Entrepreneurship [MSDE], 2012). 

Despite its promise, the scheme initially struggled to scale. Banks were reluctant to lend, with 

average loans limited to ₹50,000 and 100% default risk borne by lenders. Additionally, the 

vocational sector lacked standardization, with thousands of private institutes offering courses of 

uncertain quality and employability, making repayment risk assessment difficult (MSDE, 2012). 
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To address these challenges, the government introduced the Credit Guarantee Fund Scheme 

for Skill Development (CGFSSD) in 2015. Administered by the National Credit Guarantee Trustee 

Company (NCGTC), the scheme insured 75% of principal and interest on defaulted loans up to ₹1.5 

lakh, with banks paying a nominal 0.5% guarantee fee on outstanding amounts. Importantly, only 

students enrolled in NSDC-accredited institutions offering courses aligned with the National Skills 

Qualification Framework (NSQF) were eligible. Interest rates were standardized at the repo-linked 

lending rate plus a 1.5% margin, ensuring transparency and affordability, while banks retained 

responsibility for appraising credit and managing the remaining 25% of risk (NCGTC, 2015). 

The outcomes have been positive. Over 11,300 loans have been disbursed under this model, 

with a non-performing asset (NPA) rate below 3%, enabling thousands of low-income youths to 

access skill development opportunities without placing undue strain on public finances (NCGTC, 

2020). 

2.3.2.4 Correcting regional inequities: District-level lending reforms 

In India, banks are required to support social and economic development through Priority Sector 

Lending (PSL). Under this framework, banks must allocate 40% of their Adjusted Net Bank Credit 

(ANBC) to sectors deemed socially important, including agriculture, micro-enterprises, and 

education. The objective is to channel credit toward areas that might not otherwise receive sufficient 

financing, ensuring that economic growth is inclusive and broad-based (RBI, 2014). 

However, prior to reforms, there was little incentive for banks to ensure geographic balance 

in PSL. Lending tended to concentrate in developed regions with stronger repayment records, leaving 

many rural and poorer districts underserved. Between 1999 and 2013, nearly 80% of PSL went to 

just ten states, which together accounted for only 62% of the population, while large parts of the 

country received minimal support (RBI, 2014). 

To address this inequity, the Reserve Bank of India (RBI) introduced district-weighted PSL 

compliance under the 2025 Directions. Districts with per capita PSL below ₹9,000 were classified 

as “under-served,” and loans extended in these areas counted 125% toward a bank’s PSL target. 

Conversely, districts with per capita PSL above ₹42,000 counted only 90%, with all other districts 

retaining a weight of 100% (RBI, 2025). 

Banks are required to submit quarterly district-wise lending data through the ADEPT system, 

allowing the RBI to monitor regional imbalances and enforce corrective measures. By using these 
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differentiated weights, banks are incentivized to expand lending—including education loans—into 

lagging regions. This approach ensures that credit policy not only improves access to education but 

also promotes spatial equity, providing economic opportunities to areas historically left behind (RBI, 

2025). 

2.3.2.5 Key policy note 

One effective way to design a student loan system is by aligning its instruments with evolving 

national priorities while building on a scalable foundation. India’s post-independence NLSS 

demonstrated how targeted, interest-free loans for meritorious yet needy students could catalyze 

rapid enrollment growth and improve gender equity. Subsequent initiatives—such as defense-family 

loans, vocational training financing with credit guarantees, and district-weighted lending 

incentives—show how specific challenges (national security, skills gaps, regional imbalances) can 

be addressed through tailored loan products and policy levers. A practical approach begins by 

piloting a focused solution for a defined group or issue, assessing impact, and then gradually 

expanding the framework to tackle new challenges. This step-by-step strategy ensures the system 

remains responsive, sustainable, and impactful. 

2.3.3 How the Indian Student Loan System Survived During Crisis Times 

Student loans in India have proven to be a resilient policy tool during times of economic and social 

crises. Beyond financing education, these loans have helped protect vulnerable students and families 

from financial shocks, ensuring continuity in learning and skill development. The following section 

highlights how the student loan system responded to the challenges posed by the COVID-19 

pandemic, sustaining access to education and supporting borrowers through targeted measures. 

2.3.3.1 Balance of payment crisis (1991)  

In 1991, India faced a severe economic crisis. Foreign exchange reserves had plummeted to critically 

low levels, barely enough to cover a few weeks of essential imports. The crisis stemmed from 

multiple factors: chronic fiscal deficits, a large current account imbalance, the sharp rise in oil prices 

following the Gulf War, and a general loss of investor confidence (Joshi & Little, 1996). To avoid 

default, the government had to pledge gold reserves and secure emergency loans from the 

International Monetary Fund (IMF) and the World Bank, both of which imposed conditions requiring 

structural reforms, fiscal discipline, and the rationalization of public expenditures (World Bank, 

1993). 
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As part of this broader fiscal restructuring, expenditures on inefficient programs were 

curtailed, and education was not spared. The National Loan Scholarship Scheme (NLSS), which 

provided interest-free loans, faced sharp criticism due to extremely low recovery rates, often below 

10%. These loans effectively functioned as unsustainable grants, and the scheme was discontinued 

in 1991, leaving a significant gap in student financing at a time when demand for higher education 

was rising (Government of India, 1992). 

In response, the government revised the National Policy on Education in 1992, explicitly 

encouraging private sector participation and shifting the responsibility for financing education 

toward banks. Under this new framework, public sector banks were expected to fund education loans 

on sound credit principles, while government subsidies were targeted only toward the most 

disadvantaged students (Ministry of Human Resource Development [MHRD], 1992). The State 

Bank of India (SBI) spearheaded this effort by launching the country’s first structured education loan 

scheme in 1995. This scheme introduced clear eligibility criteria, documentation requirements, and 

repayment schedules, including collateral or co-obligors for larger loans, establishing a sustainable 

and accountable model for student financing (SBI, 1995). 

2.3.3.2 Global financial crisis (2008–09) 

The collapse of Lehman Brothers in September 2008 triggered a global financial crisis, which placed 

immediate pressure on India’s financial markets. Between January 2008 and February 2009, foreign 

investors withdrew $13.3 billion from Indian markets, and the interbank lending rate spiked above 

20% in October 2008, resulting in a severe credit crunch (RBI, 2009). Education lending was 

particularly affected, as student loans—often unsecured and extended to borrowers without 

established credit histories—were deemed high-risk. 

Banks responded with heightened caution amid rising defaults and slowing economic growth, 

as India’s GDP growth declined from 9.7% in 2007–08 to 6.7% in 2008–09 (World Bank, 2009). 

Non-performing assets in the banking system, including education loans, began to rise. To stabilize 

the financial system, the Reserve Bank of India (RBI) implemented a series of monetary policy 

measures between October 2008 and April 2009. These included reducing the cash reserve ratio 

(CRR) from 9% to 5%, cutting the repo rate from 9% to 4.75%, and introducing special liquidity 

operations that injected ₹4.2 lakh crore into the banking system, helping push lending rates back 

below 5% (RBI, 2009). 
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To specifically alleviate the burden on student borrowers, the government accelerated the 

rollout of the Central Sector Interest Subsidy Scheme (CSIS) in 2009–10. The scheme provided a 

full interest subsidy during the moratorium period—covering the course duration plus one year—for 

students from families earning less than ₹4.5 lakh annually, preventing interest from compounding 

when students had no income (MHRD, 2010). Simultaneously, preparations began for the Credit 

Guarantee Fund Scheme for Education Loans (CGFSEL), which was eventually launched in 2015. 

This program offered 75% government guarantees on collateral-free loans, incentivizing banks to 

extend credit even to higher-risk segments (NCGTC, 2015). 

2.3.3.3 COVID-19 pandemic (2020–2021) 

The COVID-19 pandemic created unprecedented challenges for India’s education sector. The 

nationwide lockdown in March 2020 forced over 320 million students to transition to online learning, 

while families faced widespread job losses and rising financial stress, limiting their ability to 

purchase digital devices or service existing loans (UNESCO, 2020). Despite these difficulties, 

demand for education loans surged as students sought to upskill or pursue international education. 

Between March and October 2020, more than 300,000 new education loan borrowers emerged, and 

total outstanding loans surpassed ₹1 lakh crore (RBI, 2020a). 

In response, the Reserve Bank of India deployed liquidity measures totaling ₹17.2 lakh crore, 

equivalent to 8.7% of GDP. These included a 115 basis-point reduction in the repo rate, a 100 basis-

point reduction in the cash reserve ratio (CRR) that freed ₹1.37 lakh crore, and the launch of Long-

Term Repo Operations and government bond purchase programs (RBI, 2020b). Additionally, a six-

month EMI moratorium was implemented on all loans—including education loans—from March to 

August 2020, without affecting borrowers’ credit scores or triggering defaults. 

The Central Sector Interest Subsidy Scheme (CSIS) was expanded to cover loans up to ₹10 

lakh, providing full interest subsidies during the moratorium for families earning under ₹4.5 lakh 

annually. At the same time, India’s digital infrastructure proved critical: the Vidya Lakshmi portal 

enabled students to apply online, track loan applications, and access grievance redressal even as 

physical banking services were suspended (MHRD, 2020). The Credit Guarantee Fund Scheme for 

Education Loans (CGFSEL) continued to guarantee 75% of collateral-free loans and maintained a 

low non-performing asset rate of 2.6%, demonstrating its effectiveness during the crisis (NCGTC, 

2020). 
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Education loan disbursements reached ₹11,000 crore through September 2020, reflecting a 

system capable of sustaining access to higher education and skill development even amid 

unprecedented economic and social disruptions (RBI, 2020a). 

2.3.3.4 Key policy note 

One effective way to ensure that a student loan system endures during economic crises is to combine 

robust public–private partnerships with countercyclical policy tools and targeted borrower 

protections. India’s experience illustrates three key strategies. First, sustainable program design—

shifting from unsustainable, grant-like schemes to bank-administered loans with clear eligibility, 

documentation, and repayment requirements—created a resilient financing backbone. Second, 

automatic stabilizers and crisis-time interventions—such as interest subsidies (CSIS), collateral 

guarantees (CGFSEL), and moratoriums—provided immediate relief without sacrificing long-term 

fiscal sustainability. Third, leveraging digital platforms and regulatory liquidity measures (repo-rate 

cuts, CRR adjustments) ensured that loan processing continued uninterrupted and credit flowed even 

under severe stress. By piloting focused reforms, scaling promising tools, and embedding crisis-

responsive mechanisms within the broader system, policymakers can build student loan programs 

that not only expand access in good times but also protect vulnerable borrowers when economic 

headwinds arise. 

2.3.4 Structural challenges in the of India’s student loan system: Origins and reforms  

India’s early student loan system faced severe structural weaknesses, which became particularly 

evident during the 1991 balance of payments crisis. Under the National Loan Scholarship Scheme 

(NLSS, 1963–1991), recovery rates plummeted to just 6%, leaving 94% of loans unpaid 

(Government of India, 1992). This collapse was not due to a single flaw but emerged from four 

interrelated challenges. First, the absence of collateral or co-signer guarantees removed any deterrent 

against intentional default. Second, weak enforcement and limited borrower-tracking mechanisms 

made it difficult to locate and pursue defaulters, especially those who migrated for work. Third, 

rising underemployment and unemployment among graduates reduced borrowers’ repayment 

capacity. Finally, the lack of credit bureau reporting meant defaulters faced no long-term 

consequences for future borrowing (Joshi & Little, 1996). 

In response, the Government of India and the Reserve Bank of India (RBI) initiated phased 

reforms to make the student loan system more resilient, better regulated, and commercially viable. 
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The 1992 National Policy on Education marked a key turning point, shifting financing from the 

scholarship-cum-loan model to a bank-led lending approach. Education loans were incorporated into 

the Priority Sector Lending (PSL) framework, enabling banks to leverage existing credit appraisal 

and recovery infrastructure (MHRD, 1992). 

In 2001, the Indian Banks’ Association (IBA) launched the Model Education Loan Scheme, 

which standardized aspects such as moratorium periods, interest rate disclosures, and borrower 

eligibility criteria, although banks retained discretion over collateral requirements, processing fees, 

and lending margins (IBA, 2001). To further build lender confidence in unsecured loans, the RBI’s 

April 2010 circular mandated collateral-free loans up to ₹4 lakh and introduced quarterly reporting 

requirements for all banks, strengthening oversight and encouraging broader participation (RBI, 

2010). 

The launch of the Credit Guarantee Fund Scheme for Education Loans (CGFSEL) in 

September 2015 marked another major milestone. The scheme provided coverage of up to 75% of 

losses—including interest—on loans up to ₹7.5 lakh through the National Credit Guarantee Trustee 

Company (NCGTC) in exchange for a nominal fee, making education lending viable even for 

students without tangible security (NCGTC, 2015). 

Alongside these measures, the emergence of credit bureaus in the early 2000s enabled banks 

to track borrowers’ credit histories, linking repayment behavior to future access to credit. Further 

standardization came through the RBI’s Master Directions issued in 2016 and 2022, which codified 

an external-benchmark framework for interest rates, extended the collateral-free threshold to ₹7.5 

lakh, and ensured uniform moratorium and repayment structures (RBI, 2016; RBI, 2022). 

Collectively, these reforms strengthened the repayment culture and raised recovery rates far above 

the single-digit levels that had once undermined the system. 

2.3.4.1 Addressing regulatory disparities across lenders 

One of the long-standing challenges in India’s student loan system was the lack of uniformity in 

lending conditions across financial institutions. Although the Indian Banks’ Association (IBA) 

launched the Model Education Loan Scheme in 2001 to standardize certain processes, it allowed 

considerable discretion in key areas, including collateral requirements, interest-rate margins, 

processing fees, and moratorium periods. As a result, two students applying for the same course—

either in different states or even at different branches of the same bank—could receive vastly 
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different loan terms. This inconsistency complicated regulatory oversight and weakened consumer 

protection (IBA, 2001). 

To address these issues, the Reserve Bank of India (RBI) issued a circular in April 2010 

(RPCD.SME&NFS.BC.No.69/06.12.05/2009-10) mandating that all banks offer collateral-free 

loans up to ₹4 lakh and submit quarterly reports on these unsecured portfolios. This measure 

strengthened regulatory monitoring and promoted greater transparency in lending practices (RBI, 

2010). 

A subsequent major reform occurred in 2016, when the RBI released its Master Direction on 

Interest Rate on Advances. Instead of imposing fixed interest rates or moratorium periods, the 

directive introduced a benchmark-linked pricing system. Banks were required to tie their education 

loan rates to standard benchmarks, either internal (such as the Marginal Cost of Funds-based Lending 

Rate, MCLR) or external (such as the RBI repo rate). Any additional spread charged over the 

benchmark had to be pre-approved by the bank’s board (RBI, 2016). 

The directive also included important borrower protections. Banks were prohibited from 

raising the spread for existing borrowers unless their creditworthiness declined. All education loan 

agreements had to clearly specify the moratorium period—standardized as the course duration plus 

one year—which could not be unilaterally changed. Banks were further required to provide detailed 

repayment schedules at the time of disbursement, specifying EMI amounts, interest-principal splits, 

and the exact repayment start date. Repayment periods were capped at 15 years from the first EMI, 

though banks could offer shorter tenors if desired (RBI, 2016). 

2.3.4.2  Fixing the fragmented application infrastructure 

Even as policy and regulatory frameworks for student loans improved, applicants continued to face 

an inefficient and fragmented application process. Each bank maintained its own procedures, 

requiring students to visit multiple branches or navigate disparate digital portals, fill out redundant 

forms, and often leaving them with no means to track the status of their applications. This burden 

was especially heavy for rural and first-generation college students, who were unfamiliar with formal 

credit systems and frequently lacked digital access or institutional support (MHRD, 2015). 

To address these challenges, the Government of India, in collaboration with the Indian 

Banks’ Association (IBA), launched the Vidya Lakshmi Portal on August 15, 2015. This integrated, 

one-stop platform allowed students to submit a single Common Education Loan Application Form 
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(CELAF) to multiple banks simultaneously. The portal also provided real-time application tracking, 

information on over 70 loan schemes, and a built-in grievance redressal mechanism (MHRD, 2015). 

By December 2022, the portal had registered over 3.2 million users and facilitated the 

processing of nearly 500,000 loans. During the COVID-19 loan moratorium period (March–August 

2020), Vidya Lakshmi played a critical role in enabling uninterrupted loan d isbursements of more 

than ₹11,000 crore, while regulatory forbearance protected students’ credit scores (RBI, 2020a). 

What was once an opaque, paper-based, and bureaucratic process was thus transformed into a 

transparent, digital, and student-centered ecosystem, significantly improving access to education 

finance for vulnerable populations. 

2.3.4.3 Key policy note  

In designing a sustainable student loan system, policymakers must balance access with 

accountability. The system should rely on existing banks and digital infrastructure rather than 

creating new bureaucracies, supported by a government-backed credit guarantee fund to reduce risk 

and encourage lending without collateral. Policies must ensure standardized loan conditions, 

transparent interest rates, and flexible repayment—preferably linked to income levels. At the same 

time, continuous monitoring, integration with national ID and credit systems, and targeted subsidies 

for vulnerable groups are essential to maintain fairness and sustainability. However, the system must 

avoid over-subsidization, fragmented rules, and weak repayment tracking, as these lead to high 

default rates and fiscal burdens. Ultimately, a well-structured loan framework should expand 

educational opportunity while safeguarding financial stability and public trust. 

2.3.5 Oversight and performance of the Indian student loan system 

India's education loan system is administered and monitored through a multi-institutional framework 

involving banking regulators, government agencies, and industry associations. The Reserve Bank of 

India (RBI) serves as the primary regulator, setting priority sector lending norms and monitoring 

portfolio performance. The Ministry of Education coordinates policy implementation and scheme 

oversight. Industry bodies like the Indian Banks Association (IBA) standardize procedures, while 

specialized agencies like the National Credit Guarantee Trustee Company (NCGTC) manage 

guarantee schemes. Banking Ombudsman offices handle grievance redressal, and the Comptroller 

and Auditor General (CAG) conducts fiscal audits of government-sponsored programs. 
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2.3.5.1 Oversight entities and their roles 

Table 27. List of all the oversight entities and their roles 

Oversight Entity Primary Role 

Reserve Bank of India (RBI) 

Sets priority sector lending norms, monitors education 

loan portfolios, issues guidelines on interest rates and 

collateral 

Ministry of Education (MoE) 

Formulates education loan policies, oversees CGFSEL 

scheme implementation, coordinates with banks for 

coverage expansion 

Indian Banks Association (IBA) 

Develops model education loan schemes, standardizes 

procedures across member banks, facilitates policy  

coordination 

National Credit Guarantee Trustee Company 

(NCGTC) 

Administers credit guarantee schemes (CGFSEL), 

processes guarantee claims, monitors scheme performance 

and coverage 

Banking Ombudsman 

Handles borrower complaints against banks, mediates 

disputes, ensures fair lending practices and grievance 

redressal 

Comptroller and Auditor General (CAG) 

Audits government-sponsored schemes, evaluates fiscal 

impact of subsidies, reports on scheme effectiveness to 

Parliament 

 

Source: Compiled by ECES from multiple sources.  

To assess system performance, oversight bodies apply metrics across four core areas: loan 

disbursement and recovery, borrower success and financial inclusion, customer service and 

grievance management, and operational efficiency. These criteria enable continuous monitoring of 

both banking sector compliance and broader social impact. 

2.3.5.2 Key performance criteria for evaluating the student loan system 

Table 28. Key performance criteria for evaluating the student loan system 

Aspect Metric / Method Explanation 

Loan Disbursement and 

Recovery 
Non-Performing Asset (NPA) Rate 

Percentage of education loans that become 

non-performing assets within 3 years of 

repayment start 
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Recovery Rate 
Proportion of overdue amounts recovered 

through various collection mechanisms 

Disbursement Growth Rate 
Year-over-year increase in education loan 

disbursements across all bank categories 

Borrower Success & 

Financial Inclusion 

Employment Rate of Borrowers 

Employment status of borrowers within 12 

months of course completion, tracked 

through alumni surveys 

Course Completion Rate 

Percentage of funded students who 

successfully complete their courses within  

prescribed duration 

Income Growth Post-Graduation 

Salary progression of borrowers compared to 

pre-education baseline, measured at 2 and 5-

year intervals 

Customer Service & 

Grievance Management 

Borrower Satisfaction Index 

Annual surveys measuring borrower 

satisfaction with loan processing, servicing, 

and support 

Complaint Resolution Time 
Average time taken to resolve complaints 

lodged with banks and Banking Ombudsman 

Banking Ombudsman Cases 

Number and nature of disputes escalated to 

Banking Ombudsman regarding education 

loans 

Operational Efficiency & 

Compliance 

Priority Sector Lending Compliance 
Adherence to RBI mandates for education 

lending under priority sector guidelines 

Collateral Assessment Accuracy 

Percentage of collateral valuations that meet 

regulatory standards and risk assessment 

norms 

Processing Time for Loan Applications 

Time elapsed from complete application 

submission to loan sanction and 

disbursement 

Strategic Goals: Access & 

Social Impact 

Coverage of Economically Weaker 

Sections 

Percentage of loans granted to students from 

families with annual income below ₹4.5 lakh 

Gender Distribution of Beneficiaries 

Proportion of female borrowers and 

beneficiaries from scheduled castes/tribes 

and other reserved categories 

 

Source: Compiled by ECES from multiple sources.  

2.3.6 Disclosure of the current Indian student loan system 

This section provides a disclosure of the current student loan system in India, including the types of 

available loans, repayment plans, and eligibility criteria. 
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2.3.6.1 List for student loan types 

 Table 29. Loan types overview 

Loan Type Issuer Eligible Recipients Subsidy Need Test Required 

IBA Model 

Education Loan 

Public/Private 

Banks (SBI, PNB, 

HDFC, Axis) 

Indian nationals with 

admission to 

recognized institutions 

Interest subsidy for 

EWS students under 

CGFSEL 

Based on family 

income for subsidy 

eligibility 

Priority Sector 

Education Loan 

All Scheduled 

Banks 

Students pursuing 

vocational/technical 

courses 

Lower interest rates 

under RBI priority 

lending norms 

Family income below 

₹4.5 lakh annually for 

subsidized rates 

CGFSEL 

Guaranteed Loan 

Banks under 

NCGTC 

guarantee 

Economically weaker 

section students 

75% government 

guarantee; interest 

capped at Base Rate 

+ 2% 

Family income below 

₹4.5 lakh annually 

Private Education 

Loan 

NBFCs, Private 

Banks 

Students, parents, 

professionals 
No 

Yes (income/credit 

assessment) 

 

Source: Compiled by ECES from multiple sources.  

 

2.3.6.2 Repayment plans 

Table 30. Repayment plans comparison 

Plan Type Term Length 
Payment 

Structure 

Interest 

Features 
Best For 

Key 

Considerations 

Standard 

EMI 

Up to 15 

years 

Fixed monthly 

payments post-

moratorium 

Base rate + 

margin 

Graduates with 

stable income 

Predictable 

payments; fastest 

payoff 

Graduated 

EMI 

Up to 15 

years 

Starts low, 

increases 

periodically 

Base rate + 

margin 

Early-career 

professionals 

expecting salary 

growth 

Lower initial 

burden; higher later 

payments 

Moratorium 

+ EMI 

Course 

duration + 6–

12 months 

No payments 

during study; EMI 

thereafter 

Interest may 

accrue during 

moratorium 

Full-time students 

Grace period for job 

search; interest 

capitalization risk 
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Simple 

Interest (SI) 

Course 

duration + 

repayment 

period 

Interest-only 

payments during 

study; full EMI 

post-graduation 

Simple interest 

calculation 

Students with 

part-time income 

Lower burden 

during study; higher 

total interest 

Partial 

Simple 

Interest 

(PSI) 

Flexible 

Partial interest 

payments during 

study 

Blended 

calculation 

Students with 

limited family 

support 

Balanced approach; 

moderate total cost 

 

Source: Compiled by ECES from multiple sources.  

2.3.6.3 Eligibility criteria 

Table 31. Academic eligibility criteria 

Criteria Explanation 

Secondary Education 

Completion 
Class 12 (50% minimum marks in most cases) 

Academic Progress 
Merit-based admission to recognized courses through entrance exams or selection 

process 

Enrollment Requirements 
Full-time admission to degree/diploma programs at UGC/AICTE/Government-

recognized institutions 

Institution Accreditation 
Universities approved by UGC, technical institutions recognized by AICTE, 

medical colleges by MCI/NMC 

Program Eligibility 
Graduate, postgraduate, professional courses (engineering, medicine, management, 

etc.) 

Course Duration 

Restrictions 
Regular full-time courses; distance learning generally excluded 

 

Source: Compiled by ECES from multiple sources.  

Table 32. Financial eligibility criteria 

Criteria India 

Co-applicant 

Requirement 
Mandatory—parent/guardian as joint borrower 

Family Income 

Thresholds 

No ceiling for basic eligibility; ₹4.5 lakh for CGFSEL subsidy; ₹2.5 lakh for CSIS 

interest subsidy 

Credit Assessment Not required for loans up to ₹4 lakh; basic assessment for higher amounts 

Collateral 

Requirements 
None up to ₹4 lakh; third-party guarantee ₹4–7.5 lakh; tangible security above ₹7.5 lakh 
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Loan Limits 
Up to ₹10 lakh (domestic studies); up to ₹20 lakh (overseas studies); ₹25 lakh under 

priority sector 

Margin Money Nil up to ₹4 lakh; 5% (₹4–7.5 lakh domestic); 15% (₹4–7.5 lakh overseas) 

 

Source: Compiled by ECES from multiple sources.  

Table 33. General eligibility criteria 

Criteria Explanation 

Age Requirement 16–35 years; no upper limit for some schemes 

Citizenship/Residency Indian nationality mandatory; NRIs eligible under specific schemes 

Documentation PAN card, Aadhaar, income proof of co-applicant 

Default History Must not be defaulter on previous loans; CIBIL check for higher amounts 

Special Categories Interest concessions for girl students (0.1–0.5%); reserved category benefits 

Geographic Restrictions Loans for study in India and approved overseas institutions 

Employment Requirement Not required during study; future employability assessed for loan approval 

 

Source: Compiled by ECES from multiple sources.  

Conclusion of the Indian case study 

In India, the evolution of the student loan system highlights the importance of broadening access 

beyond traditional university education to include vocational and skill-based programs. A 

sustainable system must therefore ensure that vocational students—often from low-income or rural 

backgrounds—can access affordable credit without facing collateral barriers. Integrating vocational 

loans into the Priority Sector Lending (PSL) framework and guaranteeing them through mechanisms 

like the Credit Guarantee Fund Scheme for Education Loans (CGFSEL) can encourage banks to lend 

confidently to non-traditional learners. The focus should be on simplified application processes, such 

as unified digital platforms like the Vidya Lakshmi Portal, and flexible repayment linked to 

employment outcomes rather than rigid academic calendars. 

However, India’s experience also shows what to avoid: fragmented schemes, inconsistent 

lending terms, and weak follow-up mechanisms that discourage repayment and erode lender 

confidence. Effective credit tracking through national credit bureaus, integration with skill 

certification bodies, and public awareness of repayment responsibility are crucial. In short, India’s 
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model demonstrates that expanding student loans to vocational education can drive inclusive human 

capital development—but only when supported by clear regulation, digital efficiency, and strong 

repayment discipline. 

2.4. The Case of South Africa’s Student Loan System 

This case study examines the foundation and expansion of the South African student loan system. It 

analyzes how student loans were used as a policy tool to address national challenges, how the system 

adapted during periods of external crisis, and the role it played in supporting vulnerable populations. 

The study also explores growing concerns over student debt and discusses the structural challenges 

the system has faced from its creation to the present, along with the policy responses that shaped its 

current form. Additionally, it highlights the mechanisms designed to monitor, regulate, and evaluate 

the effectiveness of student loans. Finally, it provides a comprehensive overview of the current 

system, including loan types, eligibility requirements, and repayment options. 

2.4.1 Foundation and expansion of the student loan system 

Table 34.  List of all adjustments to the South African student loan system since its creation 

Adjustment Explanation Why It Was Needed 

Tertiary Education 

Fund of South Africa 

(TEFSA) of 1991 

Established as a non-profit to manage donor 

funding for disadvantaged students. It was the 

first national effort to provide financial aid. 

To create a channel for funding to assist 

Black students who were systematically 

excluded from higher education under 

apartheid. 

National Student 

Financial Aid Scheme 

(NSFAS) Act of 1999 

Converted TEFSA into a statutory body 

(NSFAS) under the Department of Education, 

formalizing it as the state's loan and bursary 

provider. 

To centralize student aid, expand its 

reach, and align it with the new 

democratic government’s goals of 

redressing historical inequalities. 

NSFAS Loan to 

Bursary Conversion 

(Early 2000s) 

Introduced a policy where up to 40% of a 

student's loan could be converted to a non-

repayable bursary if they passed all their 

courses. 

To incentivize academic success and 

reduce the debt burden on graduates from 

low-income families. 

#FeesMustFall Protests 

& Fee Freeze (2015–

2016) 

A national student-led protest movement 

demanded an end to tuition fee increases and 

called for free higher education. 

In response to proposed fee hikes that 

would have made higher education 

unaffordable for many, exposing deep-

seated frustrations over persistent 

inequality. 

Heher Commission of 

Inquiry (2016–2017) 

A presidential commission appointed to 

investigate the feasibility of free higher 

education and training. 

To provide an evidence-based framework 

for a sustainable and equitable long-term 

student funding policy following the 

#FeesMustFall protests. 
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Introduction of Free 

Higher Education 

(2018) 

Government announced fully subsidized 

higher education for poor and working-class 

students (household income < R350,000 p.a.), 

converting NSFAS loans into full bursaries for 

this group. 

To fulfill the demands of the 

#FeesMustFall movement and make 

higher education accessible to the 

poorest households without the burden 

of debt. 

Launch of "Missing 

Middle" Loan Scheme 

(2024) 

Created a new government-backed loan 

scheme for students with a household income 

between R350,001 and R600,000 per year. 

To support students who are too wealthy 

to qualify for the NSFAS bursary but too 

poor to afford tuition and living costs on 

their own. 

 

Source: Compiled by ECES from multiple sources.  

2.4.2 Student loans as a policy tool for solving national challenges in South Africa 

In South Africa, the student aid system emerged not simply as a financial mechanism to cover tuition 

but as a deliberate policy instrument to confront the legacies of apartheid, advance national 

development priorities, and expand equitable access to higher education. From its origins in donor-

driven initiatives designed to dismantle racially exclusionary structures, to government-led programs 

aimed at producing critical skills in engineering, teaching, and healthcare, student funding has been 

closely tied to the country’s broader struggles for social justice and economic transformation. Each 

phase of reform—whether tackling the deep racial inequities of apartheid, addressing the “missing 

middle” funding gap, or aligning graduate output with developmental targets—demonstrates how 

higher education financing in South Africa has been inseparable from the pursuit of equality, 

stability, and long-term national growth. 

2.4.2.1 Uplifting Afrikaners: Early student loan models and the fight against poverty 

The origins of South Africa’s student loan framework can be traced back to 1921, when financial aid 

was conceived as a private tool for the upliftment of white South Africans rather than a state initiative 

(Hofmeyr, 2015). These efforts emerged in direct response to the Afrikaner economic crisis of the 

1930s, also known as the “poor white problem.” This crisis resulted from multiple devastating forces: 

the destruction of Afrikaner farms during the Anglo-Boer War, widespread droughts, and the global 

economic collapse of the Great Depression (Marks, 2012). 

During the war, British troops adopted a scorched-earth policy aimed at crippling the Boer 

community’s economic foundations. Approximately 30,000 farmhouses were burned, crops 

destroyed, and livestock looted or slaughtered, leaving the land barren and stripping Boer fighters of 

critical supplies (Sauer, 2008). This punitive strategy also resulted in the forcible removal of 

Afrikaner women and children to concentration camps, where thousands perished from hunger and 
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disease (Sauer, 2008). The war shattered rural communities and left countless farms untended or 

abandoned, forcing many Afrikaner families into destitution. By the 1930s, large numbers of 

Afrikaners had migrated to urban areas in search of survival, often relegated to unskilled, low-paid 

work (Hofmeyr, 2015). The 1932 Carnegie Commission reported that roughly one in five Afrikaners 

lived in poverty, highlighting the scale of the crisis and spurring Afrikaner leaders to develop 

strategies for collective upliftment (Carnegie Commission, 1932). 

One of the earliest and most influential responses was the Helpmekaar movement, founded 

in the aftermath of the 1914–1915 Maritz Rebellion. Initially, its goal was narrowly focused: rescuing 

rebel fighters and their families from financial ruin by collecting funds to pay off debts and prevent 

them from slipping into the “poor white” class (Hofmeyr, 2015). Once immediate relief was secured, 

Helpmekaar shifted to a broader mission of Afrikaner upliftment through welfare, cultural renewal, 

and education. Recognizing that long-term progress depended on educational access, the movement 

began providing study loans to academically capable but financially disadvantaged Afrikaner youth. 

These loans enabled students to attend high schools, teacher-training colleges, and universities, 

building a generation of educated Afrikaners who could pursue professional and skilled employment 

(Paterson, 2015). 

Parallel to this initiative, Volkskas Bank—established in 1934 as a cooperative “People’s 

Bank”—extended the financial capacity of the Afrikaner community. Beginning with small savings 

and deposit accounts, Volkskas soon introduced loan products backed by signatures from friends or 

community guarantors. Among its offerings, student loans became a central feature, helping families 

who lacked sufficient resources to cover tuition and living costs. For many Afrikaner students, these 

loans opened the door to higher education and the possibility of social mobility and cultural 

resilience. Together, Helpmekaar and Volkskas created a pioneering model of community-driven 

student finance, laying both ideological and practical foundations for education-based poverty 

alleviation long before the government formally entered student loan provision (Paterson, 2015; 

Volkskas Bank, n.d.). 

In the democratic era, the challenge of equitable student funding reemerged on a national 

scale. In 2015, students across South Africa began protesting against high university fees in a 

movement that came to be known as #FeesMustFall. The protests started at the University of the 

Witwatersrand but quickly spread nationwide. Students were angered by fee hikes of over 10 percent, 

which far outpaced inflation and placed higher education increasingly out of reach for low- and 
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middle-income families. The demonstrations intensified in 2016, when government attempts to cap 

fee increases at 8 percent failed to calm frustrations. Protests escalated into large-scale 

confrontations, with damage to campus infrastructure estimated at R600 million. The central demand 

of the movement was clear: free higher education for poor students (Badat, 2016; Jansen, 2017). 

This social mobilization produced a watershed policy shift. In December 2017, President 

Jacob Zuma announced that, beginning in 2018, all first-year university students from households 

earning R350,000 or less annually would be fully funded through the National Student Financial Aid 

Scheme (NSFAS) (NSFAS, 2017). Unlike the previous model, in which students received a package 

composed of 60 percent loan and 40 percent bursary, the new framework converted tuition support 

into full grants—removing repayment obligations altogether. Moreover, NSFAS retroactively 

converted outstanding loans of existing students into grants wherever funds permitted. To sustain 

this dramatic expansion, government nearly tripled the NSFAS budget, increasing allocations from 

R10.3 billion in 2016 to R30 billion by 2020. New eligibility rules required undergraduate university 

students to complete their studies within the standard program length plus two additional years 

(N+2), while students in Technical and Vocational Education and Training (TVET) colleges were 

allowed the standard period plus one additional year (N+1). Those exceeding the limit became 

ineligible for further support unless they successfully appealed under mitigating circumstances such 

as illness, family tragedy, or disability. These constraints prevented indefinite enrollment and 

redirected resources toward incoming students, ensuring fiscal balance during the most ambitious 

phase of NSFAS’s growth. The government also opted for a phased rollout of the new funding model, 

beginning with first-year students in 2018 and expanding gradually over five years, easing fiscal 

pressures and allowing administrative systems to adjust to the demands of mass implementation 

(NSFAS, 2017; Badat, 2016). 

2.4.2.2 Student finance as a tool to dismantle apartheid 

Under apartheid, which lasted from 1948 to 1994, the South African government established a 

racially segregated education system designed to privilege white students while deliberately 

disadvantaging Black South Africans (Christie & Collins, 1982; Kallaway, 2002). One of the most 

notorious instruments of this system was the Bantu Education Act of 1953, which transferred control 

of Black education entirely to the white minority government (Christie & Collins, 1982). The 

purpose of the Act was not to provide opportunity but to ensure subjugation: it guaranteed that Black 

education would remain inferior in both quality and scope. Black children were sent to severely 
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overcrowded schools with almost no funding, limited infrastructure, and virtually no resources 

(Fiske & Ladd, 2004). Teacher training reflected this inequality as well—only 15 percent of teachers 

in Black schools were formally qualified, compared to 96 percent in white schools (Fiske & Ladd, 

2004). The curriculum itself was carefully designed to restrict ambition, preparing Black learners for 

low-paid, unskilled labor. The intention was explicit: to keep Black South Africans trapped in cycles 

of economic dependence and political powerlessness under white control (Christie & Collins, 1982; 

Kallaway, 2002). 

The barriers extended beyond basic education into higher learning. Most universities across 

the country categorically excluded Black students, and the few that admitted them did so under rigid 

racial segregation with severely restricted program offerings (Badat, 2009). Black and Coloured 

students faced systemic barriers that limited both their access to higher education and their future 

employment prospects. In stark contrast, white students benefited from abundant resources, strong 

academic preparation, and widespread university access, graduating in large numbers into 

professions that reinforced white economic dominance (Badat, 2009; Christie & Collins, 1982). This 

deliberate racial stratification created a massive educational gap between white and Black South 

Africans, with long-lasting consequences for social and economic inequality. 

By the late 1980s and early 1990s, as apartheid began to collapse, it became evident that 

repairing this entrenched inequality would require direct interventions in student funding. Non-profit 

organizations and international partners moved first, laying the groundwork for a more inclusive 

financial aid structure (Perkins, 2004). In 1991, the Tertiary Education Fund of South Africa 

(TEFSA) was established as a donor-driven initiative, funded primarily through the Independent 

Development Trust and foreign donors, rather than public funds or state support (Badat, 2009; 

Perkins, 2004). Unlike the apartheid-era framework, TEFSA was explicitly designed to support 

academically talented but financially disadvantaged Black students who had been systematically 

excluded from higher education. The scheme provided low-interest loans, structured with an 

incentive for academic excellence: up to 40 percent of each loan could be converted into a bursary 

for students who achieved strong results (Badat, 2009). 

While TEFSA operated on a modest scale and lacked formal government backing, it was 

nonetheless a pioneering intervention. It represented the first coordinated effort to dismantle decades 

of structural exclusion by enabling Black South Africans to access universities in larger numbers, 

and it laid the essential foundation for the creation of a more comprehensive, state-supported student 
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aid system that would later evolve into the National Student Financial Aid Scheme (NSFAS) (Badat, 

2009; NSFAS, 2017). 

2.4.2.3 Student aid as a driver of national development priorities 

 In the post-apartheid era, South Africa’s higher education funding policy was not only about 

expanding access but also about aligning enrolments with the country’s most pressing developmental 

needs (Badat, 2010; Department of Higher Education and Training [DHET], 2012). The National 

Development Plan (NDP) explicitly identified engineering, teaching, and nursing as priority fields, 

recognizing them as essential levers for economic growth, service delivery, and social transformation 

(National Planning Commission, 2012). Ambitious targets were set, including expanding university 

enrolments in STEM disciplines and producing 30,000 artisans annually by 2030, to ensure a steady 

pipeline of skilled professionals capable of sustaining infrastructure, industry, and public services 

(National Planning Commission, 2012; DHET, 2017). 

Underlying these targets was the recognition of persistent shortages. A deficit of engineers 

and technical specialists was seen as a direct constraint on infrastructure expansion and industrial 

competitiveness (DHET, 2017). Comparative research indicated that South Africa’s engineering 

graduate output would need to grow by at least 7.6 percent annually to catch up with peer middle-

income countries (CHE, 2013). Similar concerns extended to teaching, where chronic shortages 

undermined schooling quality and perpetuated inequality (DHET, 2012). By setting explicit 

enrolment targets for education degrees, the government aimed to stabilize the teaching workforce 

and improve learner outcomes in critical subjects like mathematics and science (DHET, 2012). In 

the health sector, the Strategic Plan for Nurse Education, Training and Practice (2012–2017) 

reinforced the NDP’s call to expand nursing and healthcare graduations to combat HIV/AIDS, 

tuberculosis, maternal and child mortality, and the wider “quadruple burden of disease” (DHET, 

2012). 

Yet these development-linked targets collided with the persistent “missing middle” funding 

gap. Under NSFAS rules, full bursaries were restricted to students from households earning up to 

R350,000 annually, leaving thousands of students above this threshold “too rich” for aid but “too 

poor” for bank loans (NSFAS, 2020; Badat, 2010). Each year, this cohort faced financial exclusion, 

leading to deferrals, dropouts, and recurring protests that disrupted university operations and 

undermined progress toward national graduation goals (CHE, 2013). 
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In response, the government introduced the Missing-Middle Loan Scheme in 2024, aimed at 

households earning between R350,001 and R600,000 per year (DHET, 2024). The scheme requires 

students to maintain a 60 percent academic average, with progression governed by the N+2 rule for 

universities and N+1 for TVET colleges (NSFAS, 2024). A performance-linked incentive was also 

built in: students graduating on time with an average of 70 percent qualify for a 50 percent discount 

on their loan, payable after settling the other half (DHET, 2024). This reform represented a deliberate 

attempt to bridge financial exclusion and ensure that national targets in engineering, teaching, and 

nursing could be realistically met (DHET, 2024; NSFAS, 2024). 

2.4.2.4 Key policy note 

The South African experience shows that student aid is most effective when designed as a direct 

response to the nation’s pressing challenges. In the early years, the system was built to dismantle 

apartheid-era exclusions and expand access for historically marginalized students. Later, policy 

shifted toward meeting national development goals by channeling support into critical fields such as 

engineering, teaching, and healthcare. Most recently, the focus has turned to bridging the “missing 

middle,” ensuring that students just above the NSFAS threshold are not left behind. Taken together, 

these phases reveal a step-by-step strategy in which student loans and bursaries evolve to meet the 

country’s changing needs—first by correcting deep historical injustices, then by strengthening 

human-capital development, and now by expanding inclusion. Aligning student funding with South 

Africa’s broader social and economic priorities ensures the system remains both purposeful and 

transformative. 

2.4.3 How the student loan system survived economic crises and protected vulnerable borrowers 

The South African student loan system has long played a stabilizing role during moments of national 

economic turbulence, ensuring that access to higher education could continue even under severe 

financial strain. From the Rand Crisis and capital flight of 1996, which triggered early stress tests of 

higher education financing, to the 2008 Global Financial Crisis, which undermined private credit 

markets, and the COVID-19 pandemic, which deepened recessionary pressures and disrupted family 

incomes, each period of disruption exposed vulnerabilities in the system’s design. In every case, 

government and the National Student Financial Aid Scheme (NSFAS) intervened to protect students, 

maintain continuity of disbursements, and shield vulnerable borrowers from being forced out of 

higher education. These crises compelled South Africa to adjust its policies—expanding public 
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investment, restructuring repayment rules, and building emergency protections—while continually 

navigating the tension between protecting students and maintaining fiscal sustainability. 

2.4.3.1 The Rand crisis and capital flight of 1996 

In early 1996, South Africa faced a severe currency crisis, triggered by investor panic over false 

rumors about President Nelson Mandela’s health and anticipated financial upheavals, which led to a 

sudden flight of capital. Within weeks, the rand depreciated by 16–20%, falling from approximately 

R3.64 to R4.32 against the U.S. dollar (Aron, 2000; Roux, 1998). While the rumors sparked the 

initial panic, underlying structural weaknesses in the South African economy intensified the crisis, 

as household consumption was rising faster than economic output and the trade balance shifted from 

a surplus in 1993 to large deficits by 1995 (IMF, 1998). These combined pressures destabilized 

financial markets and threatened key social programs, including the newly established student loan 

system (Badat, 2009). 

The rand’s depreciation had immediate consequences for the Tertiary Education Fund of 

South Africa (TEFSA). It sharply increased the local-currency cost of imported educational 

resources such as textbooks, laboratory equipment, and computer technology, placing enormous 

strain on university budgets (Badat, 2009). TEFSA’s loan model, structured at 2% above inflation, 

meant that as inflation accelerated, borrowing costs for students rose dramatically. Interest rate hikes 

by the South African Reserve Bank, from 15% in April 1996 to 17% by November 1996, further 

compounded this burden (Aron, 2000). As a result, families facing economic hardship also 

confronted rising loan costs, increasing the likelihood of widespread defaults (Perkins, 2004). 

A further challenge stemmed from TEFSA’s income-contingent repayment design, which 

required graduates earning above R26,300 per year to contribute 3% of their gross salary toward 

repayment. As employment opportunities contracted and real wages eroded under inflationary 

pressure, the pool of eligible and capable repayers shrank dramatically, undermining TEFSA’s 

sustainability, which depended heavily on the “revolving fund” principle of recycling repayments 

into new awards for incoming students (Badat, 2009). 

Recognizing the dangers, the South African government moved swiftly to safeguard access 

to student finance during the crisis. Treasury substantially increased TEFSA’s annual allocations, 

expanding support from 7,240 students in 1991 to nearly 60,000 by 1996 (Perkins, 2004; Badat, 

2009). This injection of public funding allowed the scheme to absorb higher operating costs without 
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transferring the burden to borrowers, establishing the principle that student financial aid should be 

counter-cyclical and protected even during economic instability (Badat, 2009). 

In addition, 1996 marked the government’s first direct capital injection into TEFSA, ensuring 

liquidity at a time when the 16–20% depreciation had driven up the cost of tuition and imported 

study materials (Perkins, 2004). This emergency support enabled TEFSA to continue disbursing low-

interest loans and convertible bursaries to students who otherwise would have been excluded by 

market forces (Badat, 2009). 

The government also managed the tension between protecting students and maintaining fiscal 

discipline by prioritizing education within the existing budget rather than enforcing equal cuts across 

all departments. Even as revenues collapsed during the recession, higher education was treated as a 

protected category, while other sectors such as infrastructure, defense, and administration absorbed 

slower growth to accommodate student aid expansion (Roux, 1998; Aron, 2000). Treasury 

restructured budget planning to spread NSFAS increases over several years instead of providing a 

single massive bailout that could destabilize debt targets. This phased approach—raising allocations 

from R1.4 billion in 2010/11 to R3.9 billion by 2013/14, and further to R24 billion by 2019/20—

allowed the government to steadily expand access to higher education while avoiding a sudden fiscal 

shock (National Treasury, 1998; NSFAS, 2020). 

In 1999, TEFSA was converted into a statutory body, the National Student Financial Aid 

Scheme (NSFAS), formalizing its role in providing financial assistance to students. This 

transformation marked a significant shift in South Africa's approach to funding higher education, 

emphasizing the importance of accessible financial aid in promoting educational equity (Badat, 

2009). 
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2.4.3.2  COVID-19, recession, and the stress test of South Africa’s student loan system 

The South African student loan system was severely tested by the twin shocks of the late-2019 

recession and the COVID-19 pandemic. Unlike normal budget cycles, when growth allowed gradual 

expansion of financial aid, these back-to-back crises cut household income, disrupted university 

operations, and placed the National Student Financial Aid Scheme (NSFAS) under unprecedented 

fiscal strain. The government's response reflected not only an emergency rescue of student aid but 

also a policy commitment to protect access during a period of profound national instability. 

The 2019 recession, with GDP contracting by 0.8% in Q3 and 1.4% in Q4, pushed many 

“missing-middle” students beyond their ability to pay fees, as household earnings dropped sharply. 

This fragility was compounded when COVID-19 struck in early 2020, triggering extended 

lockdowns that simultaneously halted campus operations and eroded family incomes. 

Unemployment rose from 29% before the pandemic to 30.8% by Q3 2020, with 2.2 million jobs lost 

in Q2 alone (Statistics South Africa, 2020). Even while campuses were closed, NSFAS faced a 

staggering R35 billion shortfall as it continued paying allowances to support students’ transition to 

remote learning (National Student Financial Aid Scheme, 2020). The result was a financing system 

under acute stress: demand was spiking, revenues were collapsing, and vulnerable students risked 

being forced out of higher education entirely. 

To protect the system, government and NSFAS deployed a four-part intervention. First, 

Treasury raised NSFAS allocations for the 2020 academic year by 12%, lifting available funding 

from R24.8 billion in 2018/19 to R27.7 billion in 2019/20 (National Student Financial Aid Scheme, 

2020). Second, universities were authorised to expand gap-funding schemes for students whose 

family incomes exceeded the NSFAS ceiling but could no longer meet tuition, with the Department 

of Higher Education and Training (DHET) ring-fencing part of the 2020 increment specifically for 

this purpose. Third, NSFAS used its statutory powers to introduce a repayment moratorium for 2020 

graduates entering a devastated job market, deferring income-contingent deductions by six months 

and suspending interest during that period. Fourth, DHET expanded the bursary package to include 

a personal-care allowance and supplied laptops and data bundles for remote study, ensuring students 

could meet essential living and technology costs without resorting to new debt (Department of 

Higher Education and Training, 2020). 
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Together, these measures stabilized the loan and bursary system at the height of crisis. By 

keeping disbursements flowing, cushioning borrowers, and adapting to the realities of remote 

learning, the government prevented a collapse in student participation. NSFAS’s own research later 

confirmed that funded students were less likely to drop out during COVID-19 than their unfunded 

peers, highlighting how decisive state action transformed a moment of existential risk into a 

demonstration of resilience (South African Journal of Economics, 2024). 

2.4.3.3 Key policy note 

During times of crisis, the South African government prioritized protecting students and preserving 

access to higher education by using two key strategies: scaling up direct public investment through 

NSFAS and easing repayment terms for vulnerable borrowers. These measures required difficult 

fiscal trade-offs, as Treasury had to shield higher education from across-the-board budget cuts and 

phase in large funding increases over multiple budget cycles to avoid destabilizing debt targets. 

2.4.4 Structural challenges in South Africa’s student loan system: Origins and reforms 

While South Africa’s student loan system was created to dismantle apartheid -era barriers and expand 

opportunities for historically disadvantaged students, the structure of the system itself introduced 

significant challenges. The donor-funded TEFSA model was unsustainable and lacked enforcement 

power. NSFAS’s institutional allocation system reproduced inequities through the National 

Allocation Formula, where race-based assumptions, bias toward high-fee universities, and continued 

topslicing undermined fair access. Administrative weaknesses allowed “ghost students,” inconsistent 

means testing, and weak accountability. Together, these structural flaws limited the system’s ability 

to fully achieve its mission 

2.4.4.1 The unsustainability of early student loans 

Before South Africa established a national framework for student loans, access to higher education 

finance was fragmented and inequitable. Early initiatives such as Volkskas and Helpmekaar provided 

loans, but these schemes operated without any structured government law or enforcement 

mechanisms, making repayment voluntary and the programs financially unsustainable (Badat, 2009; 

Roux, 1998). More importantly, these early programs were accessible only to white South Africans, 

reflecting the broader racial segregation of the apartheid system (Kallaway, 2002). Black South 

Africans—who represented the most vulnerable and financially excluded population—were entirely 

excluded from these opportunities (Badat, 2009). The absence of a structured, inclusive financing 
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system highlighted the urgent need for reform, leading to the establishment of the Tertiary Education 

Fund of South Africa (TEFSA) in 1991. TEFSA was explicitly designed to address racial inequities 

in education finance by targeting “smart poor” Black African students (Perkins, 2004). Yet, despite 

its promise, TEFSA itself suffered from profound structural weaknesses that limited its ability to 

meet the scale of demand (Badat, 2009). 

2.4.4.2 TEFSA’s weak setup 

TEFSA functioned as a private, nonprofit organization largely dependent on donations and operated 

outside the government’s formal structures. This meant it was not required to follow state reporting 

systems, financial oversight procedures, or legal frameworks for enforcement, and its independence 

from government regulation created several problems that ultimately compromised its sustainability 

(Badat, 2009; Perkins, 2004). By 1999, these weaknesses were so severe that the government 

intervened, replacing TEFSA with the National Student Financial Aid Scheme (NSFAS), which was 

established under a statutory framework to correct TEFSA’s shortcomings (Perkins, 2004; Roux, 

1998). 

One major weakness of TEFSA was unstable funding. Because its financing depended on 

voluntary donations, TEFSA’s resources fluctuated widely from year to year. The absence of a 

guaranteed budget left the program underfunded, forcing universities to ration limited resources 

(Badat, 2009). In 1999, TEFSA had distributed only R441 million in loans—far below what was 

needed to meet the growing demand for higher education finance (Perkins, 2004). To manage 

scarcity, universities often “topsliced” the funds, spreading small partial loans across many students 

rather than fully funding fewer students. This practice left most students unable to cover their total 

costs, forcing many to drop out or turn to expensive bank loans (Badat, 2009). 

The creation of NSFAS in 1999 addressed this instability by guaranteeing direct funding 

from Parliament. For the first time, student financial aid had a predictable and stable budget line, 

which grew rapidly from R441 million in 1999 to more than R2 billion by 2008. NSFAS was also 

empowered to raise additional funds and invest repayments, diversifying its income sources and 

stabilizing the system (Perkins, 2004; Roux, 1998). 

A second weakness of TEFSA was its lack of oversight and centralized data management. 

Loan administration was left to individual universities, each of which maintained its own records of 

loans and repayments, resulting in no unified database, no transparency, and no way to track whether 
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the program was effective or sustainable (Badat, 2009; Perkins, 2004). A later government review 

concluded that TEFSA had expanded without a clear policy framework and could not even provide 

accurate figures on how many borrowers were repaying their debts (Perkins, 2004). NSFAS directly 

resolved this issue by being constituted as a public entity under the Public Finance Management Act 

(PFMA), which gave it a clear legal mandate to be audited annually by the Auditor-General, report 

to Parliament, follow national treasury rules, and align its strategic plans with broader government 

goals (National Treasury, 1999; Badat, 2009). 

The third and most critical weakness of TEFSA was its lack of legal authority to enforce 

repayment. Because it was not backed by law, repayment was voluntary. TEFSA had no tools to 

track borrower income, garnish wages, report defaulters, or compel repayment through legal action, 

resulting in extraordinarily high default rates (Badat, 2009; Perkins, 2004). By 1999, only R54 

million of the R143 million in loans had been recovered, starving the program of recycled funds 

(Perkins, 2004). NSFAS fundamentally changed this dynamic. Backed by legislation, it gained 

powers to enforce repayment, including issuing garnishee orders requiring employers to deduct loan 

payments directly from salaries, accessing borrower income data through the South African Revenue 

Service (SARS), reporting defaults to credit bureaus, and initiating court proceedings when 

necessary (National Treasury, 1999; Badat, 2009). For the first time, student loans were embedded 

in a legal framework with enforceable repayment mechanisms as shown in Table (35). 

Table 35. First legal framework for the early South Africa student loan system 

Framework Explanation 

Garnishee Order Authority 
Employers required to deduct repayments from salaries 

and transfer to NSFAS. 

SARS Database Access 
Allows NSFAS to track income and workplace details 

via tax records. 

Credit Bureau Reporting 
Enables NSFAS to report non-payers, affecting 

creditworthiness. 

Legal Enforcement (Court) 
Permits NSFAS to pursue legal action against persistent 

defaulters. 

 

Source: Compiled by ECES from multiple sources.  
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2.4.4.3 Weak setup for funding allocation 

Even with NSFAS in place, problems persisted in the allocation of funding. Under TEFSA, 

distribution was inequitable: institutions with strong donor connections, often historically white 

universities, secured more resources, while historically disadvantaged institutions (HDIs) serving 

the poorest students received less (Badat, 2009; Perkins, 2004). TEFSA was also not authorized to 

extend support to students at technical and vocational education and training (TVET) colleges, 

leaving large sections of the student population without access to aid (Perkins, 2004). NSFAS 

corrected this by expanding its authority to include TVET students starting in 2007, with an initial 

allocation of R100 million that grew to nearly R7 billion by 2023 (National Student Financial Aid 

Scheme, 2023). 

To standardize allocations across institutions, NSFAS introduced the National Allocation 

Formula. This system combined two components: the Full Cost of Study (FCS), which captured the 

total estimated cost of tuition, fees, books, accommodation, and meals, and the Disadvantaged 

Student Index (DSI), which weighted institutions based on racial demographics. The formula 

operated as follows: FCS × DSI = Apportionment Factor (AF), applied to the government’s Medium-

Term Expenditure Framework (MTEF) grant (National Student Financial Aid Scheme, 2023). By 

design, this system aimed to direct more resources to institutions with higher proportions of African 

and Coloured students while accounting for the actual cost of study (Badat, 2009). 

However, the allocation formula produced serious unintended consequences. First, it relied 

on race-based assumptions that did not account for socioeconomic diversity. Wealthy Black students 

at elite universities triggered the same allocation as poor Black students at rural HDIs, distorting the 

intended equity outcomes (Perkins, 2004). Second, by tying allocations to FCS, the formula 

advantaged expensive universities such as the University of Cape Town, which charged nearly 

R55,000 per year compared to R26,000 at Walter Sisulu University, meaning historically advantaged 

institutions received more funds even though their students were not necessarily the poorest (Badat, 

2009). Third, the problem of “topslicing” persisted, as universities still divided limited funds among 

all eligible students, leaving many underfunded and vulnerable to dropping out (Perkins, 2004). 

Finally, the formula created a double disadvantage for HDIs, which both served the poorest students 

and charged lower fees, leading to smaller allocations under the formula despite their greater need 

(Badat, 2009). 
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The government responded to funding inequities in two key ways. First, NSFAS extended 

eligibility to TVET students to ensure that vocational training pathways were included in national 

funding strategies (National Student Financial Aid Scheme, 2023). Second, in 2002, a standardized 

means test was introduced to replace the race- and institution-based proxies of the National 

Allocation Formula with direct measurement of household income (Badat, 2009; Perkins, 2004). The 

means test operated at the student level and used a consistent process across all institutions. Gross 

household income was adjusted for taxes to calculate net income, and disposable income was 

estimated by subtracting cost-of-living allowances based on family size and location. The Expected 

Family Contribution (EFC) was calculated as a percentage of disposable income—33 percent for 

one tertiary student and 20 percent for two or more. The NSFAS award was then determined by 

subtracting the EFC and any bursaries from the Full Cost of Study. This reform was designed to 

ensure fairness by applying a uniform standard of financial need across all institutions (Perkins, 

2004). 

For many years, the allocation system combined both institutional funding and student-level 

means testing. Under the old model (1999–2017), NSFAS distributed funding to universities 

according to the allocation formula, and universities then conducted means testing to select eligible 

students from within their institutional allocation. This approach preserved inefficiencies and 

perpetuated inequities (Badat, 2009). In 2017, a decisive shift occurred with the introduction of the 

student-centered model. Under this system, students applied directly to NSFAS, which determined 

eligibility based on means testing and paid institutions directly on behalf of students. This reform 

removed institutional discretion and ensured that aid was distributed on the basis of consistent, 

national criteria (National Student Financial Aid Scheme, 2023). 

The student-centered model also introduced fintech innovations to enhance transparency and 

accountability. Student allowances for books, meals, transport, and accommodation were delivered 

through NSFAS-linked bank accounts or voucher wallets. These were strictly regulated: funds could 

only be spent at pre-approved merchants, cash withdrawals were capped, and real-time audits tracked 

spending patterns. Identity and income verification through SARS and the Department of Home 

Affairs ensured that only eligible students received support, eliminating the problem of “ghost 

students” (National Student Financial Aid Scheme, 2023). Service providers with irregular fees or 

practices were terminated after forensic reviews, reinforcing accountability. With these changes, 



112 
 

NSFAS transformed into a modernized, student-centered financing system that prioritized equity and 

efficiency (Badat, 2009). 

2.4.4.4 Key policy note  

To ensure that South Africa’s student aid system fulfills its mission of expanding opportunity and 

reducing inequality, the system must be built on sustainable foundations. Rather than relying on 

unstable donations, funding should be secured as a fixed percentage of government spending, 

protecting it from political or economic shocks. Practices such as “topslicing” during times of 

scarcity—which left many students unable to cover their full costs and ultimately forced large 

numbers to drop out—must be avoided. Instead, resources should be allocated fairly and 

concentrated on the most disadvantaged students. For the system to operate transparently and 

effectively, data management must be unified, clear policies must be made public, and oversight 

must be carried out by an independent auditing authority. In addition, the system should be backed 

by strong legislation for repayment enforcement, including mechanisms such as garnishee orders 

requiring employers to deduct repayments directly from salaries and access to borrower income data 

through the South African Revenue Service. 

From the South African experience, one of the most important reforms has been the transition 

to a student-centered model. Under this system, students apply directly to NSFAS, eligibility is 

determined through standardized means testing, and payments are made to institutions on students’ 

behalf. This reform removed institutional discretion, eliminated ghost students, and ensured that aid 

was distributed on the basis of consistent national criteria. Taken together, sustainable funding, fair 

allocation, transparent oversight, and a student-centered design form the cornerstones of a stronger, 

more equitable financial aid system that can withstand crises and better serve South Africa’s most 

vulnerable students. 

2.4.5 Oversight and performance of South Africa’s student financial aid system 

South Africa’s student financial aid system is centered on the National Student Financial Aid Scheme 

(NSFAS), overseen by the Department of Higher Education and Training (DHET), audited by the 

Auditor-General of South Africa (AGSA), and held accountable through parliamentary committees. 

Its performance is assessed across disbursement effectiveness, student success, service quality, 

operational integrity, and equity in access. 
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2.4.5.1 Oversight entities and their roles 

Table 36. List of all the oversight entities and their roles 

Oversight Entity Primary Role 

National Student Financial Aid Scheme 

(NSFAS) 

Administers funding, sets disbursement targets, manages eligibility  

verification and monitors compliance with PFMA and NSFAS Act 

conditions. 

Department of Higher Education and 

Training (DHET) 

Provides policy guidance, approves NSFAS’s corporate plan, 

conducts site visits, and aligns funding strategy with national skills 

and transformation goals. 

Auditor-General of South Africa (AGSA) 

Conducts annual audits of NSFAS’s financial statements and 

performance reporting; has issued qualified and adverse opinions in 

recent years due to governance lapses and irregular expenditure. 

Parliament (Portfolio Committee on Higher 

Education) 

Reviews NSFAS annual reports, holds hearings on audit outcomes, 

approves budget allocations, and legislates amendments to the 

NSFAS Act or funding rules. 

National Treasury 

Regulates compliance with the Public Finance Management Act 

and Treasury Regulations, including budget oversight and financial 

controls within NSFAS. 

 

Source: Compiled by ECES from multiple sources.  

2.4.5.2 Key performance criteria 

Performance evaluation spans five major areas, adapted to South Africa’s context of bursary-

dominant aid and recent administrative challenges: 

Table 37. Key performance criteria for evaluating the student loan system 

Aspect Metric / Method Explanation 

Disbursement 

Effectiveness 

Turnaround Time for 

Allowance Payments 

Average number of days from approval to student receipt; delays 

have been attributed to MoU backlogs and verification processes 

with Home Affairs. 

NSFAS N+ Rule 

Compliance 

Share of students funded within N+1 (general) or N+2 (students 

with disabilities) years; critical for measuring timely completion 

support. 

Student Success & 

Financial Health 

Graduation and 

Throughput Rates 

Comparison of completion rates for NSFAS-funded vs. non-

NSFAS students; funded students show higher throughput and 

lower dropout rates. 
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Debt Recovery Rate 

(for loan component) 

Percentage of loans recovered via garnishee orders and SARS 

deductions; reflects effectiveness of NSFAS’s loan-recovery 

mandate under the NSFAS Act. 

Service Quality & 

Experience 

Student Satisfaction 

Surveys 

Feedback on portal usability, clarity of communication, and support 

responsiveness; emerging as a leading indicator for policy 

adjustments. 

Appeals Backlog 

Number of pending funding appeals and average resolution time; 

highlights administrative capacity challenges, especially under new 

funding models. 

Operational 

Integrity & 

Governance 

Audit Opinion 

AGSA audit outcomes (unqualified, qualified, or adverse) signal 

financial control and governance health; recent years saw adverse 

opinions due to R84 billion irregular expenditure. 

Irregular Expenditure 

Rate 

Total irregular expenditure identified by AGSA divided by total 

disbursements; measures compliance with PFMA and tender 

regulations. 

Access & Equity 

Proportion of Eligib le 

Students Funded 

Percentage of applicants meeting the means test (≤ R350,000 family 

income) who receive funding; tracks inclusivity and coverage. 

Demographic 

Distribution of 

Beneficiaries 

Funding share by race, gender, and location; assesses progress 

toward redressing historical inequities in higher education access. 

 

Source: Compiled by ECES from multiple sources.  

2.4.6 Disclosure of the current South Africa student loan system 

This section provides a disclosure of the current student loan system in the United South Africa, 

including the types of available loans, repayment plans, and eligibility criteria. 

2.4.6.1 List for student loan types 

Table 38. Loan types overview 

Loan Type Issuer Eligible Borrowers Subsidy Financial Need Required 

NSFAS 

Bursary 

National Student 

Financial Aid 

Scheme 

(Government) 

South African 

citizens/permanent 

residents at public 

universities and TVET 

colleges 

Fully subsidized (no 

repayment required) 

Yes - household income ≤ 

R350,000 per annum 

NSFAS Loan 

Component 

National Student 

Financial Aid 

Scheme 

(Government) 

"Missing middle" students 

with household income 

R350,001-R600,000 

Interest-free during 

study period; interest 

begins 12 months after 

exit 

Yes - household income 

R350,001-R600,000 
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Private 

Student 

Loans 

Major South 

African banks 

(Standard Bank, 

FNB, Nedbank, 

Capitec, Absa) 

Full-time and part-time 

students at accredited 

institutions 

No subsidy - market-

related interest rates 

apply 

Yes - credit assessment and 

affordability checks required 

 

Source: Compiled by ECES from multiple sources.  

2.4.6.2 Repayment plans 

Table 39. Repayment plans comparison 

Plan 

Type 

Term 

Length 

Monthly 

Payment 
Interest Paid 

Tax 

Implications 
Best For 

Key 

Considerations 

NSFAS 

Income-

Contingen

t Plan 

Maximu

m 60 

months 

3-8% of annual 

salary; starts at 

R30,000 

income 

threshold 

Market-related 

(CPI-based) 
None 

Graduates with  

variable income; 

entry-level 

professionals 

Income-based 

deductions via 

SARS; no payment 

below R30,000 

annual income; 

deferred start until 

employment 

Private 

Bank 

Standard 

Plan 

60-120 

months 

Fixed monthly 

payments 

calculated on 

loan amount 

and term 

Prime plus 1-

2% 
None 

Students with  

predictable income 

post-graduation 

Repayment begins 

6 months after 

studies; no income 

flexibility 

Private 

Bank 

Grace 

Period 

Plan 

60-120 

months 

Interest-only 

for 12 months 

during study, 

then full 

payments 

Prime plus 1-

2% throughout 
None 

Full-time students 

wanting lower 

payments during 

study 

Lower initial 

burden but higher 

total cost; surety 

may cover interest 

during study 

Private 

Bank 

Part-Time 

Plan 

60-120 

months 

Full capital and 

interest 

payments from 

loan inception 

Prime plus 1-

2% 
None 

Part-time students 

with current 

income 

No grace period; 

immediate 

repayment required 

 

Source: Compiled by ECES from multiple sources.  
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2.4.6.3 Eligibility criteria 

Table 40. Educational eligibility Criteria 

Criteria Explanation 

High School 

Completion 
National Senior Certificate or equivalent qualification 

Academic Progress Must maintain satisfactory academic progress (as defined by institution and NSFAS) 

Enrollment 

Requirements 

Registered full-time in an approved diploma, degree, or certificate program at a public 

institution 

Institution 

Accreditation 
Must attend a DHET-accredited public university or TVET college 

Eligible Programs Undergraduate, diploma, postgraduate diplomas (for bursary component) 

 

Source: Compiled by ECES from multiple sources.  

Table 41. Financial eligibility criteria 

Criteria Explanation 

Means Test Household income ≤ R350 000 per annum for bursary eligibility 

Credit Assessment Required for private loans (FUNDI, EduLoan); NSFAS loans do not require credit checks 

Co-signer 

Requirement 
Private loan lenders may require co-signers; NSFAS funding does not 

Loan Limits 
Bursary covers full tuition and allowances up to approved thresholds; loan component and 

private loans vary by lender 

Collateral Not required for NSFAS; private lenders may require collateral depending on loan size  

 

Source: Compiled by ECES from multiple sources.  

Table 42.  General eligibility criteria 

Criteria Explanation 

Age Requirement Typically, 18+; minors may apply with guardian consent 

Citizenship/Residency South African citizens or permanent residents 

Identity 

Documentation 
Valid South African ID or passport; proof of permanent residence 
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Default History No outstanding defaults on previous NSFAS loans 

Special Categories 
Students with disabilities receive extended funding timelines (N+2 years) and support 

allowances 

Geographic 

Restrictions 
Funding applies only to study at South African public institutions 

Employment 

Requirement 

Not required for initial funding; post-graduation employment required for NSFAS loan 

repayment deductions 

 

Source: Compiled by ECES from multiple sources.  

Conclusion of South Africa case study 

In South Africa, the creation and evolution of the student loan system have been deeply shaped by 

the country’s historical inequalities and post-apartheid reconstruction goals. The system emerged as 

a response to long-standing racial and economic disparities that had denied large segments of the 

Black population access to higher education. The National Student Financial Aid Scheme (NSFAS) 

was designed not only as a financial instrument but also as a tool of social redress and nation-

building, aiming to transform the higher education landscape by making it more inclusive and 

representative. 

However, while NSFAS succeeded in expanding access, it also exposed structural 

weaknesses, inefficient administration, unsustainable funding, and weak loan recovery mechanisms, 

that continue to strain the system. The tension between education as a public right and as a shared 

financial responsibility remains central to South Africa’s challenge. The experience shows that 

without effective recovery systems and accountability, even well-intentioned equity driven programs 

risk becoming fiscally unstable. 

Ultimately, South Africa’s student loan story reflects a broader national struggle: using 

education finance to repair past injustices while ensuring future sustainability. The system’s 

evolution underscores that lasting success depends on balancing equity, efficiency, and 

responsibility, ensuring that access for the historically excluded does not compromise the long-term 

viability of the higher education financing model. 
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3. Structured framework for designing student loan systems  

After addressing the four selected case studies for the student loan system in the United States, 

Germany, India, and South Africa, designing an effective student loan system in any country requires 

consideration of four main pillars: The first pillar is identifying the target beneficiaries that the 

system will focus on, such as STEM students, low-income students, or vocational students. The 

second pillar is designing the structural features and institutional framework within which the system 

will operate. The third pillar is establishing oversight mechanisms, ensuring that an entity or group 

of entities monitors, evaluates, and validates the system’s performance and effectiveness. The final 

pillar is crisis-response design, which involves incorporating additional sustainability factors that 

guarantee the system’s resilience and its ability to remain effective during times of crisis. 

The rationale for selecting these four pillars is that together they capture the complete pathway 

through which a student loan system is built, governed, and sustained . Target beneficiaries are central 

because any system must begin with clarity about who it intends to support and why. Once the target 

group is identified, the system cannot operate effectively without a clear structural design and 

institutional framework, since the actual delivery, management, and repayment of funds depend on 

well-defined rules and operational arrangements. With the structural framework in place, strong 

oversight mechanisms become necessary to ensure that the system performs as intended, avoids 

misuse, and maintains accountability over time. Even with good oversight, long term stability cannot 

be guaranteed unless the system includes crisis response design, which prepares it to withstand 

economic shocks, labor market disruptions, and policy changes. Together these pillars move from 

purpose, to operation, to accountability, to resilience, creating a complete foundation for designing 

a student loan system that is sustainable and effective. 

For each of these pillars, the table addresses three main factors: the essential factors that must be 

considered; the supporting factors that are not strictly necessary but would strengthen the system; 

and the avoidance factors that should be carefully avoided to prevent the system from failing. 
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3.1.Target Beneficiaries 

Table 43. System target beneficiaries design elements  

Factors Dimension  Description Rationale 
Challenges and 

Comments 

Essential 

Factors  

 

Target alignment 

with national 

priorities 

Design loan rules to 

deliberately support defined 

national goals. For example, if 

the priority is to enhance STEM 

fields and sciences, the loan can 

target STEM students. If the 

priority is to eliminate poverty, 

the loan can target low-income 

students under the poverty line. 

To enhance 

implementation and 

ensure the rational 

use of national 

resources 

Requires clearly defined 

national policy goals that 

prioritize the most urgent 

needs, along with the 

necessary legislative 

authority and mechanisms 

to target resources 

effectively without 

excluding other legitimate 

needs 

Phased/pilot-first 

expansion 

strategy 

Begin with specific target 

groups or pilot programs and 

scale only after evidence of 

impact. 

Minimizes 

unintended 

consequences and 

reduces fiscal waste 

Choosing the first pilot 

should be based on the 

highest priority national 

goals. It requires a rigorous 

evaluation design, 

institutional patience, and 

proper cost benefit 

analysis. Political pressure 

can disrupt careful scaling. 

Need-based 

access for low-

income students 

Provide need based loans so 

low income students can enroll. 

Ensures resources 

are used rationally 

by supporting the 

most disadvantaged 

groups and reducing 

poverty across 

society by 

promoting equality. 

Helps avoid a 

situation where the 

rich become richer. 

Demands clear definitions 

of low income, middle 

income, and high income 

groups, along with 

sustained funding and 

robust means testing to 

ensure resources reach the 

intended recipients. 

Requires strong data 

collection and continuous 

revision of eligibility to 

prevent abuse of the 

system. 

Standardized 

means testing. 

Use household income–based 

eligibility instead of race- or 

institution-based proxies. 

Ensures fairness and 

transparency. 

Requires assigning weights 

to the elements used in 

means testing and giving 

higher weights to those that 

significantly affect the 

ability to repay the loan. 

Accuracy depends on 

reliable income and 

identity verification 

Continuous 

outcome 

Track enrollment, completion, 

employment, and poverty 

Enables 

accountability and 

evidence-based 

Timely updated data  
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measurement & 

evaluation 

impacts to judge whether 

programs meet national goals.  

system 

improvement. 

Built-in 

responsiveness 

to cost/eligibility 

pressures 

Allow eligibility and program 

scope to adjust when tuition 

and incomes change; otherwise, 

access gaps may appear. 

Maintains equity 

and access over 

time. 

Requires timely 

measurement of 

enrollment, employment, 

and poverty to provide 

effective evaluation. It 

requires the capability for 

fast and flexible 

adjustments to legislative 

and administrative rules, as 

well as budgetary 

capability and flexibility, 

and safeguards against 

unchecked expansion. 

Legal equity 

protections for 

gender 

discrimination 

Embed anti-discrimination 

rules to guarantee equal access 

and fair treatment across gender 

and other protected classes. 

Unlocks large social 

gains and ensures 

fairness. 

Needs to address the 

barriers to female 

participation in taking 

loans, if they exist, and 

establish rules based on 

these barriers. 

Supporting 

Factors  

Expand borrower 

coverage to 

include full- and 

part-time 

students, 

graduate and 

undergraduate 

students, and 

parents 

Ensure inclusivity so higher 

education is accessible across 

demographics and 

circumstances. 

Expands access and 

equity. 

Expand access gradually 

based on the outcome 

tracking of the system and 

to what extent it is 

successful, taking into 

account the budget 

capability and the optimal 

stage of implementation 

according to the progress 

of the system and the 

national goal priority. 

Vocational and 

training-focused 

student loans 

Extend aid to apprenticeships, 

technical institutes, and 

vocational programs, aligned 

with national goals for each 

implementation. 

Ensures equity for 

non-university 

pathways. 

Expand access gradually 

based on the outcome 

tracking of the system and 

to what extent it is 

successful, taking into 

account the budget 

capability and the optimal 

stage of implementation 

according to the progress 

of the system and the 

national goal priority. 

Explicit middle-

income supports 

Implement middle-income 

support as an expansion phase 

of the loan system, after 

carefully identifying the 

boundary between low-income 

and middle-income groups. 

Relieves middle-

income pressure and 

helps preserve broad 

access when tuition 

outpaces household 

incomes. 

High fiscal cost and the 

challenge of setting fair 

thresholds over time. It 

therefore needs a clear 

threshold to determine 

middle income, which 

should be updated over 

time to reflect the current 
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status of inflation and other 

factors. It also requires 

careful selection of the 

stage of implementation. 

Service-linked 

benefits 

Provide loan benefits to 

selected job sectors if the 

national goal is to increase 

employment in a specific sector 

or to incentivize people to join 

that sector. 

Helps advance 

national goals while 

supporting students. 

High fiscal cost and the 

challenge require clear 

eligibility criteria  

Integration of 

loans with other 

relevant factors 

Pair loans with early academic 

counseling and mentoring to 

address readiness gaps that 

financial support alone cannot 

fix, and ensure that information 

about support and loans is 

widely accessible to the target 

groups. 

Improves system 

effectiveness by 

tackling both 

financial and non-

financial barriers. 

Requires cross-sector 

coordination, multi-year 

commitments, and 

administrative capacity in 

schools and agencies. 

Public announcements and 

open information access 

are critical. 

To be 

Avoided 

Factors  

Rigid eligibility 

ceilings that 

ignore cost 

inflation 

Fixed income caps or outdated 

ceilings can leave more 

students unable to afford 

college as costs rise. 

Excludes deserving 

students and 

undermines access. 

Policy must include review 

triggers tied to tuition and 

income metrics. 

Large, rapid 

expansion 

without 

assessments or 

precise targeting 

Expanding programs broadly 

without measurement risks 

inefficiency and weak social 

returns. 

Reduces 

effectiveness and 

wastes resources. 

Safeguards needed: pilots, 

evaluation timelines, and 

sunset/review provisions. 

Assumption that 

access is 

guaranteed by 

free tuition 

Ignoring living costs leaves 

low-income students excluded 

despite “free” education. 

Leads to hidden 

barriers and 

inequitable 

participation. 

Must provide 

complementary living-cost 

support or stipends. 

Topslicing 

(partial funding 

of all students) 

Providing partial funding to all 

students leaves most 

underfunded and increases 

dropout rates. 

Confuses equality 

with equity, 

weakening impact. 

Equity-based targeting is 

more effective than 

uniform distribution. 

Source: Prepared by ECES. 

 

 

3.2. Structural Features and Institutional Framework  

Table 44. System institutional framework design elements 

Factors Dimension  Description Rationale 
Challenges and 

comments 

Essential 

Factors  

The government 

has to subsidize 

certain 

For lower income borrowers to 

afford the cost of the loan, there 

is a need for interest subsidies 

To incentivize lower 

income students to 

take the loans, 

Higher budget cost  
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 components of 

the system. 

that are lower than the lending 

and borrowing rates.  

otherwise the 

system would serve 

no purpose. 

The core system 

has to rely on 

Government-

backed funding 

Student loan systems must be 

financed and guaranteed by 

government revenues, not 

dependent on unstable private 

or donor sources. Covers up to 

75% of losses, enabling banks 

to lend to students without 

security. 

Ensures continuity, 

protects access 

during crises, and 

maintains system 

stability over the 

long term. 

Requires fiscal space, 

budgetary commitment, 

and a sound financial 

model to assess the 

financial return of the loan 

system. 

The system 

should be one of 

the expenditure 

lines of the 

government 

budget 

Parliamentary budget line, and 

it has to be a fixed percentage 

of the budget annually. 

To ensure the 

sustainability and 

proper prioritization 

of student loans 

within public 

finance. 

must be protected from 

political shifts and power 

influence  

Credit guarantee 

fund 

In case the government is not 

the lender and private lenders 

are assigned to disburse loans, 

the government has to 

guarantee up to 75% of losses 

in case of default. 

Enables banks to 

lend to students 

without collateral, 

expanding access. 

Fiscal cost, strong 

oversight of banks, and the 

need to design an effective 

risk-sharing model and 

fraud prevention systems.. 

Student centered 

allocation model 

The loans are distributed 

directly to students, who apply 

to the national loan authority. 

Eligibility is determined 

through a standardized means 

test, and the authority pays 

institutions on the student’s 

behalf. 

Avoids abuse, 

ensures fairness, and 

eliminates 

inefficiencies like 

“ghost” recipients. 

Requires robust digital 

platforms to ensure 

accurate linkage between 

students, institutions, and 

the national loan authority, 

as well as strong oversight 

of universities. 

Digital 

applications and 

centralized 

servicing 

Digital-first borrower 

applications and centralized 

servicing, linking all 

stakeholders together. 

Simplifies the 

borrower experience 

and reduces errors 

and overlaps. 

Needs ongoing tech 

investment, security, and 

maintenance. 

Accreditation-

based eligibility 

Loans should only be disbursed 

to accredited institutions with a 

high employment rate that meet 

national quality assurance 

standards. 

Ensures public 

funds support 

programs with 

proven educational 

and labor market 

value, protecting 

students from low-

quality or fraudulent 

providers. 

Requires establishing clear 

criteria for selecting 

universities, a  robust 

accreditation and 

monitoring framework, and 

periodic reviews of 

institutional performance. 

Institutional 

accountability 

Tying access to government aid 

to measurable outcomes (cohort 

default rates, revenue-mix 

Minimizes system 

abuse and 

overreliance on 

Requires accurate and 

timely loan data and a 

backup plan for serving 
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rules) prevents funding of low-

quality providers. Forcing 

schools to support completion 

and employability. 

government 

funding; ensures 

programs have 

market value 

beyond federal aid. 

vulnerable students, with 

penalties for institutions 

that fail to comply. 

Exclusion of 

persistently 

failing 

institutions 

Schools with high defaults or 

weak accountability lose loan 

eligibility. 

Protects students 

and taxpayers from 

low-quality 

providers. 

Politically sensitive; 

requires due process for 

institutions. 

Full cost 

transparency  

Clear reporting of all costs 

beyond sticker price(tuition, 

fees, living, aid policies). 

Allows families to 

assess affordability 

accurately. 

Schools may understate 

costs, so strict oversight is 

needed.” 

Mandatory 

program-level 

employment 

outcome 

disclosures 

Institutions must report job 

placement rates and average 

earnings, and a standardized set 

of eligibility criteria should be 

established across all 

governorates and states. 

Enables students to 

judge ROI before 

borrowing. 

Needs reliable and timely 

data, standardized 

measurements for all 

colleges, and strict auditing 

Unified 

eligibility rules 

across  

Institutions must report job 

placement rates and average 

earnings, and a standardized set 

of eligibility criteria should be 

established across all 

governorates and states. 

Ensures fairness and 

avoids geographic 

discrimination.Centr

al eligibility rules 

prevent inequities 

from fragmented 

local requirements. 

Needs reliable and timely 

data, standardized 

measurements for all 

colleges, and strict auditing 

Defined 

measurement of 

key eligibility 

rules 

Criteria such as partial hardship 

should be clearly defined, 

including its measurement and 

threshold.   

Prevents authorities 

from narrowing 

access or applying 

rules inconsistently. 

Requires legislative action 

and reduces administrative 

flexibility. 

Unified loan 

terms 

A standardized set of 

repayment conditions 

(moratorium, tenor, EMI 

schedules, IDR rules) applies 

across all lenders in all 

Governorates and states. 

Ensures fairness, 

comparability, and 

transparency for all 

borrowers. 

Requires strong regulatory 

audits at the state level and 

enforcement to prevent 

deviations.. 

The system 

should take into 

account all 

scenarios for 

borrowers when 

designing the 

loan terms. 

In cases of unemployment, 

death, or disability, special 

provisions should be made for 

borrowers. 

Incorporating all 

possible scenarios 

makes the system 

more sustainable and 

capable of handling 

different situations.  

Requires legislative action 

to address the different 

scenarios. 

Flexible 

repayment 

options  

A range of plans allows 

borrowers to align repayment 

with their income, balancing 

Reduces defaults, 

protects vulnerable 

borrowers, and 

Complexity can confuse 

borrowers, so it is 

important to clearly 

distinguish between plans. 

IDR programs can strain 
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personal responsibility and 

protection. 

promotes system 

trust. 

the budget if mispriced, 

requiring accurate 

projections of borrower 

behavior and tuition 

growth. 

Stronger fiscal 

forecasting and 

IDR risk 

modeling 

Develop forecasting models for 

IDR scenarios with continuous 

updates. 

Avoids massive 

fiscal 

miscalculations. 

Requires accurate 

projections of borrower 

behavior and tuition 

growth. 

If you want, I can 

also make it into 

a full sentence 

for clarity 

One central authority should 

regulate the system and 

coordinate the different 

functions across its departments  

To avoid 

overlapping, 

miscoordination, and 

fragmentation in 

regulation. 

Adjusting the education 

responsible entity to 

accommodate the system 

requires some 

administrative work and 

cost. 

Performance-

based 

administration 

The operational and regulatory 

entity should run with business-

like efficiency and deliver 

measurable outcomes. 

Improves efficiency, 

service quality, and 

accountability. 

Must avoid mission drift 

toward profit motives; 

needs transparent 

performance metrics. 

Supporting 

Factors  

 

Fixed-term 

appointments for 

loan authority 

leadership 

Set statutory term limits for 

loan agency leadership. 

Limits political 

swings in agency 

priorities. 

May face resistance; 

requires legislative reform. 

Harmonized data 

and reporting 

standards 

Nationally standardized 

documentation and reporting 

timelines. 

Simplifies 

compliance and 

accelerates 

resolution. 

Requires consensus among 

agencies, unified collected 

data  

Net Price 

Calculator 

(NPC)  

Institutions must provide an 

online cost-estimation tool with 

real-time net cost info. 

Improves 

transparency for 

students and 

families. 

Needs accurate, 

transparent, and accessible 

data. 

Standardized 

comparison tools 

across 

institutions 

Centralized tools for comparing 

NPC results and disclosures. 

Helps families make 

informed choices. 

Needs ongoing updates and 

government coordination. 

Customer service 

and satisfaction 

metrics 

Collect and monitor borrower 

experience data. 

Creates pressure for 

responsive 

administration. 

Risk of prioritizing 

satisfaction over system 

outcomes and incurring 

high administrative costs.. 

Private-sector 

participation for 

borrowing 

Allows private lending above 

federal caps, under regulated 

terms. 

Expands access 

when federal caps 

are insufficient. 

Carries higher risks and 

costs; needs strong 

consumer protections. 
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beyond federal 

limits 

Work–study 

balance policies 

Provide work study prgrams to 

help the students financially but 

with Limits on excessive part-

time work to protect study time. 

Improves 

completion and 

performance. 

Adjust the college system 

to include work study 

programs and form 

regulations regarding the 

payments and the limit 

hours  

 

Avoidance 

Factors  

Fragmented 

regulation 

Overlapping federal, state, 

guarantor, and private roles. 

Creates inefficiency 

and borrower 

confusion. 

Transition to centralized 

authority requires breaking 

entrenched interests. 

Tuition inflation 

feedback loop 

Unlimited borrowing can 

incentivize schools to raise 

tuition. 

Prevents debt 

spirals. 

Tie aid eligibility to tuition 

caps or accountability 

measures. 

Donor-funded, 

voluntary 

repayment 

models 

Reliance on voluntary or donor 

repayment models collapses 

sustainability. 

Ensures equity and 

stable revenues. 

Lacks enforceability; 

should be avoided entirely. 

Institution-

controlled 

allocation 

Universities deciding recipients 

creates bias. 

Ensures fairness and 

equity. 

Leads to exclusion and 

inefficiency; requires 

central authority. 

Unregulated or 

low-quality 

institutions 

Allowing aid to unaccredited 

providers creates waste and 

harm. 

Protects borrowers 

and public 

resources. 

Requires strict 

accreditation and 

monitoring. 

Aid access 

without 

accountability 

for outcomes 

Open aid access to low-quality 

programs drives defaults. 

Protects borrowers 

and public funds. 

Must enforce outcome-

based eligibility and a clear 

measurement for these 

outcomes 

Overreliance on 

executive 

discretion 

Political influence destabilizes 

system rules. 

Protects long-term 

borrower 

expectations. 

Must strengthen statutory 

guardrails. 

Politicized 

institutional 

accountability 

Use of political power to 

compel institutions to take 

actions desired by the executive 

authority, acting as a form of 

pressure. 

 

Maintains neutrality 

and fairness, and 

protects the system 

from being abused. 

Legislative reforms that 

limit the power of the 

executive authority. 

Aggressive 

recruitment with 

inflated promises 

For-profit institutions lured 

students with false placement 

claims. 

Prevents 

exploitation and 

defaults. 

Needs strict advertising 

standards and enforcement. 
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Structural fiscal 

miscalculation of 

repayment 

programs 

Underestimating IDR uptake 

led to unsustainable costs. 

Prevents systemic 

fiscal crises. 

Needs conservative 

projections and 

recalibration. 

Frequent 

regulatory 

reinterpretation 

Shifting interpretations disrupt 

repayment expectations. 

Maintains 

predictability and 

trust. 

Use statutory definitions 

with fixed review cycles. 

Source: Prepared by ECES. 

 

3.3.Oversight and Governance  

Table 45. System oversight design elements 

Category Design element Description Rationale 
Challenges and 

comments 

Essential 

Factors  

 

Oversight entities 

(multi-

party/neutral 

boards) 

Committees made up of 

members from different 

political sides, or neutral 

experts, review and oversee the 

system. 

Ensures fairness, 

reduces political 

capture, and 

maintains trust in 

enforcement. 

Risks slower decision-

making; requires 

sustainable funding and 

clear legal authority. 

Coordinated 

oversight 

framework 

Oversight must cover all pillars 

of the system: institutions, 

state-level administrators, 

financial institutions, and the 

national regulator, operating 

under a unified framework with 

linked data and shared 

responsibilities. 

Prevents 

duplication, closes 

accountability gaps, 

and improves 

efficiency. 

Requires centralized data 

infrastructure, strong legal 

mandates, and regular 

inter-agency reviews. 

Independent 

oversight 

authority 

A semi-autonomous agency 

with fixed leadership terms 

oversees implementation 

independently of executive or 

political cycles. 

Provides stability, 

credibility, and 

insulation from 

political swings. 

Needs governance 

safeguards, bipartisan 

agreement, and financial 

independence. 

Coordination 

protocols for 

multi-approval 

remedies 

Prevents double-compensation 

or contradictory adjustments 

when multiple agencies 

approve remedies. 

Avoids duplication, 

waste, and 

conflicting rules. 

Requires binding inter-

agency coordination 

agreements. 

Supporting 

Factors 

 

Integrated 

complaint portal 

A single-entry point routes 

borrower complaints 

automatically to the relevant 

agency, avoiding duplication. 

Simplifies the 

borrower experience 

and increases 

transparency. 

Requires cross-agency IT 

integration, agreements, 

and cybersecurity 

safeguards. 

Coordination 

protocols for 

multi-approval 

remedies 

Binding inter-agency protocols 

prevent double-compensation 

or contradictory outcomes 

when multiple entities handle 

borrower claims. 

Protects fiscal 

integrity and ensures 

fairness across 

remedies. 

Requires strong inter-

agency agreements, 

monitoring, and 

enforcement. 
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Avoidance 

Factors  

Independent, 

uncoordinated 

investigations 

Separate agencies investigate 

the same issue without 

coordination. 

Leads to duplication 

of effort, 

inconsistent 

outcomes, and 

wasted resources. 

Needs formal case-sharing 

mechanisms and joint 

investigation protocols. 

Fragmented 

oversight with 

overlapping 

jurisdictions 

Borrowers face delays, 

conflicting remedies, and 

higher compliance costs when 

multiple authorities overlap. 

Creates inefficiency 

and borrower 

confusion. 

Must consolidate or clearly 

delineate oversight 

responsibilities. 

Fragmented 

oversight with 

duplicative audits 

Multiple uncoordinated audits 

increase costs by ~12% and 

weaken service quality. 

Drains resources 

and distracts from 

actual 

accountability. 

Needs consolidation under 

a single lead authority with 

statutory powers. 

 
Source: Prepared by ECES. 

3.4.Crisis-Response Design  

Table 46. System crisis response design elements 

Category Design element Description Rationale Constraints 

Essential 

Factors  

 

Government 

backstop authority 

(if private lenders 

originate loans) 

Authority for government to 

purchase loans or directly issue 

credit to ensure continuity of 

funding when private lenders 

exit. 

Prevents systemic 

collapse in student 

lending markets 

during crises (as 

seen in the 2008 

Global Financial 

Crisis and COVID-

19). 

Requires legal authority, 

budget capacity, and clear 

exit strategy to avoid 

permanent market 

distortion. 

Emergency 

borrower 

protections 

(repayment pause, 

0% interest) 

Automatic, time-limited relief 

tools activated during crises. 

Shields millions of 

borrowers from 

default, protects 

credit scores, and 

stabilizes household 

finances. 

High fiscal cost; requires 

strict end dates and 

transition plans. 

Income-driven 

repayment 

flexibility 

Mechanisms that adjust 

payments to income or pause 

payments for unemployed 

borrowers during crises. 

Reduces 

delinquency risk, 

supports jobless 

borrowers, and 

prevents long-term 

loan default cycles. 

Needs strong 

administration, income 

verification, and 

safeguards against moral 

hazard. 

Fiscal safeguards 

Structural reforms such as 

eliminating costly subsidies and 

setting budgetary caps on 

emergency relief. 

Ensures crisis-

response programs 

remain fiscally 

sustainable and 

politically 

defensible. 

Politically sensitive; 

requires bipartisan support 

and long-term financial 

planning. 
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Supporting 

Factors  

 

Institutional 

emergency 

funding 

Temporary funding support to 

colleges/universities during 

crises to keep institutions 

solvent and students enrolled. 

Prevents sudden 

institutional 

closures, which 

could displace 

vulnerable students 

and destabilize the 

higher-education 

sector. 

Needs strict accountability 

on fund usage; large fiscal 

burden. 

Temporary 

increases in  

borrowing limits 

Raising student loan caps 

during crises to cover rising 

tuition/living costs when grants 

or aid are constrained. 

Provides liquidity 

for students at a  

time of income 

shocks and 

inflationary 

pressure. 

Risks higher long-term 

debt burdens; must be 

temporary and paired with 

repayment safeguards. 

Cost-sharing 

adjustments 

Small, temporary fees or co-

payments used to offset 

emergency program costs while 

keeping loans accessible. 

Helps recoup part of 

the fiscal cost 

without 

undermining access. 

Risks borrower confusion 

and regressive burden if 

applied too broadly or 

permanently. 

Avoidance 

Factors 

Over-reliance on 

private lenders for 

core lending 

Excessive dependence on 

private capital markets to fund 

student loans. 

Exposes systemic 

fragility—seen in 

2008 when private 

markets froze, 

jeopardizing student 

access. 

Government should remain 

the primary or guaranteed 

lender. 

Indefinite, 

universal relief 

without targeting 

Long-term universal repayment 

pauses or subsidies beyond the 

immediate crisis. 

Short-term relief is 

effective, but 

indefinite aid is 

fiscally 

unsustainable and 

may crowd out 

targeted support for 

the most vulnerable. 

Relief should always be 

time-bound, reviewed 

regularly, and shifted 

toward targeted measures. 

Source: Prepared by ECES. 

 

This research will continue by examining the case of Egypt to assess the feasibility of adopting a 

student loan system in the country. After analyzing the international examples and selecting the 

key designing pillars and dimensions, the upcoming research will evaluate its feasibility in Egypt, 

and any modifications needed to adapt the system effectively to the Egyptian context. 
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