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“If a man empties his purse into his head,
no man can take it away from him.
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always pays the best interest.”
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Abstract:

On 20 October 2008, ‘Deutsche Presse Agentur’ (dpa) reported that, according
to an estimation of the German ministries’ of culture and education conference,
up to 180,000 A-level degree holders forewent their opportunity during the last
three years to start an academic career due to the introduction of tuition fees.
This is a dramatic development as the benefits of higher education are
ungquestioned not only for the individual (‘social status” and ‘higher earning
prospects’) but also for the society as a pushing factor for economic welfare
(‘economic growth’ and ‘international competitiveness’). While in 2005,
Germany’s graduation rate was profoundly below OECD average, more topical
data are associated to reveal even a further decrease in German graduates.
Although numerous products of higher education financing have been
established in the meanwhile due to a directive of the Federal Constitutional
Court, only a small percentage of students make use of these products.

This dissertation focuses on explaining the reasons for students’ persistent
reservation about funding their academic studies by debt financing. It aims to
determine the nature of a product which is favoured by students as a means of
private higher education financing as well as to identify product features that
currently deter students from more intensely accessing products of private
higher education financing. The overall objective is to provide a comprehensive
answer to the question: Are the existing products on the German market of
private higher education financing suitable to satisfy students’ needs?

To achieve this objective, a four-step approach is adopted. While within the first
step, a detailed review of literature concerning instruments of private higher
education financing is performed (what is the nature of products that should be
there in view of economical theorists?), within step 2, Germany’s real world
situation with reference to the categorisation suggested in the literature review
is analysed (what is actually there on the German market of private higher
education financing?). Within step 3, students are directly addressed within an
e-based survey to ascertain the nature and features of a product that are relevant
for their decision to debt finance their higher education or not (what should be
there on the German market of private higher education financing in view of the
students?).



The results of the study impressively disclose the fact that NOT any detailed
or hidden product features BUT the nature, that means the general design
of the products offered on the German market of private higher education
financing can be identified as the main and determining reason for students’
permanent reluctance towards products of private higher education financing.
As a consequence, the research question ‘are the existing products on the
German market of private higher education financing suitable to satisfy
students’ needs?’ is to be answered with a clear: No, they are not.

The dissertation ends with the provision of practical recommendations (step 4),
how to change the current situation by introducing an income contingent loan
to the German market of private higher education financing - a product not
existent on the market but preferred by the majority of students as their
favoured form of private higher education financing.
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1 Introduction

1.1 The Relevance of Private Higher Education Financing in
Germany

“40% of German students assume that the financing of their higher
(tertiary) education is not secured”. This alarming news hit the headlines
of ‘Suiddeutsche Zeitung’ in October 2007 (Simon, 2007:29). 18% of
students even assess their own situation as “precarious” (BMBF, 2007:18).

Nevertheless, at 26 January 2005, Germany’s Federal Constitutional
Court judged that the general prohibition of tuition fees is not
conformable with the Federal Constitution of Germany and allowed the
Federal States to introduce tuition fees (Becker and Fenge, 2005:16;
Schwarzenberger and Gwos¢, 2008:66).

Figure 1.1: Tuition Fees (and other administrative costs) in Germany

Schleswig- Exited: 06/18/2008 Tuitionfees Plas Gther costst
Holstein o Mecenburg: B Wittenterg A€S00[ST2007] ASESD €40
Hamburg - Western Pomerania Beveria (Bayem) A€500[ST 2007] €50
* P Barlin L/KESD €51 +€16
(Wpto€36y
Brandenbug L/KES0 €51
P oA
Bremen BERLIN E— -
Hantug A€500[ST2007] €9
Brandenburg Hesse (Hessen) A€ 500 [WT 2007/2008] €0
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Soony-Artelt (Sachsen-Ankelt) | LES0 A €
Sy (Sachsen) zew A(in2010  irtendedt:
orlater) €25150°
Schleswig-Holstein A
Thuringia (Thifringen) LESD €9
A Tuition fees that start with the beginning of higher education
K "Studienkonten" (in fact a special version of the surcharge mentioned below)
L Surcharge for students studying for more than 5-7 years (according to the field of study
chosen). All terms count including even former fields of studies.
S Fees for seniors (people older than 60)
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Fees for students who are not inhabitants of the city / region where the university is located
Tuition fees for post-graduates starting a new and different subject

Start date of introduction of tuition fees

Summer term

Winter term

Charges for enrolment and administration

Costs for social affairs are higher if somebody studies for more than 5-7 years
(according to the field of study chosen)

Federal government of Hesse decided in June 2008 to abolish fees (exactly one year after
their introduction) with the start of winter term 2008/2009

Optional charges for learning aids, libraries and other facilities of the university

Examination fees

The consequence of the Court’s judgement involves an additional,
average monthly encumbrance of about € 120" which considerably
tightens the financial situation of the individual student. Every fourth
student must get by with a monthly budget of less than € 600 (BMBF,
2007:15). In a survey of the University of Applied Sciences (Evangelische
Fachhochschule) Darmstadt, students were asked in winter term
2006/2007 how they intended to pay for tuition fees if being introduced
by the Federal States as listed in Figure 1.1.

Figure 1.2: How German Students Finance Their Tuition Fees ...

... could finance tuition fees out

...parents would increase their

8.1%

of current gains

0,
contributions 36.8%
... would make use of aloan or a o,
similar product 29.4%
... would work more to finance 72.7%
tuition fees
7 7 7 7 7 7 7 7 7 >
@little or not true M true to some degree O perfectly true or true in a large degree

(Evangelische Fachhochschule Darmstadt, 2006)

1

Calculation by Griiske (2003:116)



Figure 1.2 illustrates that about 30% of the asked students think about
making use of a loan (or a similar financial product). The result of the
survey is consistent with the Federal Constitutional Court’s postulation
which imposed two conditions concerning the introduction of tuition
fees (Pache, 2006:2):

a. tuition fees must be socially agreeable AND
b. loans for higher education financing must be made available

for students.

By doing so, Germany’s court of ultimate resort sent a signal not only for
the public sector to provide loans for students but also for the private
sector to design products that help students to finance their higher
education. Experiences abroad have shown that the provision of
financial aid to students has a strong impact on improving access to
higher education (Drager, 2003:23; Zehetmair, 2003:19; Barr and
Crawford, 2005:295; GAO, 2005:29).

Amazingly, there is still a strong reservation of German students about
offers from the private sector of higher education financing: at present,
only 6.5% of students make use of the products. This is an issue of high
explosiveness as the effect of insufficient funding does not only harm the
personal success of the individual student but also the whole society in
the case of study default.

1.2 Problem Statement and Objectives of the Dissertation

Germany’s 2005 rate of graduation in tertiary education (19.9%) is
profoundly unsatisfactory for a highly industrialised country. With only
Turkey facing a lower rate of tertiary graduates (11.2%), Germany is far
below the average OECD graduation rate of 36.4% and, therefore, limps
significantly behind in the international context.



