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Financial and fiscal facilitation r!f ilevelopmentallocal government in SA 

Abstract 

many other rr.ll1t"1~ .. ,,>C 

of municipal revenue than in 
assumed to be sufficient 
for communities that do not have substantial revenue bases the current fiscal 

un.derm1n/~s equalised service delivery. 
revision if municipalities are to address socio-economic .u~.\.jU'u.,." 

Fiscal to facilitate developmental government include a 
or, if the constraints of the 

on equalisation. If this 
the financial means to ensure 

development 
government is therefore J..lU..,'-J.""'" 
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/iSC,rll/tlcili,tatilm 0/ developmental local government in SA 

Introduction and overview 

An 

"Even as "'J.\'IUJ.Jll£'~'U'-'l1 directs the governments to events, 

'~F,LA~.F,"'v the opinions and VUL'''~''- their borders, 

and communities at home ... The of people to 

~'-'_"'''JH'' that affect them is the .u'~~J.'-UJ.\..UL in the process of 

standards - and thus in effective "' .... .,..., .... t But political 

can be successful or unsuc:cesstul, aepeJllOltng on how 

are p!emente~a" (\Vorld Development 1999/2000). 

"'U~"'i"N K,uu'<:tu"o;:;u world has redefined the mr\nrt<lr.rp of jurisdictions, and 

to deal with the increasingly networks of economic and 

gove:rnrne:nts at subnational, and international levels have had to 

processes transformation An element of this transformation 

governance to the most 

~"''''''HJ.'U10'a.U.VH is appropriate in some instances 

jurisdiction a 

Hnuu,,,,p"" transport), whereas in 

of 

issues like standards extend be"on:d 114WUll,tU boundaries and alternative 

South Africa has not been immune from the 

World Bank in the 1999/2000 World 

decentralisation and is cited by the 

as an important the 

decentralisation national responsibilities. African public policies have that local 

gO'vel:nnllerlt can a significant role in the reconstruction and development of 

is on at a level that its constituencies can respond 

to. 

IJp1"h"'h~ the most appropriate """~"5 oflocal govel:nnnerltis that it should 

be a dynamic system resides with the of that 

and the municipal are themselves the hands and feet of 

as a whole." President Thabo Mbeki Ouly 19991). 

The term used to describe this form of U.L<J4\'.UV and rep,res,eOltatr .~,.~ .. "'~ " ........ '011. 10 

South African literature is det'eto)l)m,mul/ local Developmental local gO'\TerUnlen is 

the White on Local Government as "local government committed to 

citizens and groups within the to find ways to meet their 

and needs and improve the of their lives". local 

1 Address to SADC Local Government Lonrererlce, 

2000 

1999. 

with 

econorruc 

1S 
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therefore of great consequence to most South Africans. An important precondition is that 

municipalities remain solvent, requiring careful balancing by national policy to ensure delivery 

and redistribution to poorer constituencies without hampering the development of prosp_erous _ 
- --- - --

locali ties. 

Market forces have not (yet) assistep this process of transformation. During the transition from 

highly racialised and skewed local authorities to a representative sphere of government 

responsible for the delivery of considerable levels of social infrastructure; local government has 

been restricted access to capital markets that are wary of risk implied by uncertainty s~rrounding 

municipal boundaries and structures. Intervention and establishing the correct policy 

environment has become a critical role for national policy makers. 

As boundaries and structures are finalised, setting up adequate and appropriate financial 

arrangements that can underpin sustainable and viable local government has become increasingly 

important. The legislative process which promulgated the Demarcation and Municipal Structures 

Acts in 1998 put in place a legal framework with which to realise the constitutional vision of a 

developmental local government. However, without adequate finances local govern1E,.ent will not 

benefit from structural transformation. 

Reports in the South African press descri~e the financial state of local go~ernment as anything 

from fragile to a crisis. \Xlhilst most of these problems are accentuated by problems with debtors, 

there are a number of inherent and inter-linked structural, financial and fiscal conditions that 

contribute to this plight. One such important example is the significance of boundaries that were 

hastily put together for the first local government elections. If demarcation legislation is correctly 

adhered to, the second local government elections should see a better set of boundaries put in 

place from a financial perspective in that they will account for the economic linkages between 

localities. 

The Constitution reqUltes that local government, within its financial and administrative 

constraints: 

• Provide democratic and accountable government, 

• Ensure the provision of services to communities in a sustainable manner, and 

• Promote social and economic development within a safe and healthy environment. 

Despite the significance of this role in the South African context where the needs of a vast 

number of communities are immense, the prospects for local government depend on a number 

of factors. Constitutional empowerment and requirements are inadequate to ensure 

implementation. Clearly a prerequisite for a thriving local government is sound and stable 

finances, a factor that cannot be assumed of all South African municipalities. 

January, 2000 3 
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Sound financial positions, in turn, need to be supported by a number of inter-related factors (like 

appropriate municipal boundaries and structures for these fmances to be distributed through). 

These factors are therefore considered in some detail in order to understand the framework with 

which local government's financial and fiscal arrangements need to interface. A distinct but 

critical factor that is not examined in detail is the capacity to deliver, but this is not to 

underestimate its significance."_~~en with sufficient financial resources, inadequate human 

resources constrain local government's potential. Rather, the focus is specifically on direct and 

indirect financial considerations affecting local government, although structures to put in place 

fmancial skills are detailed. 

Chapter 1 examines the legal status, its logic and emerging (metropolitan and non-metropolitan) 

structures of local government and whether this structure is likely to materialise as 

developmental local government. Without adequate financial powers or entitlement to fiscal 

resources, developmental local government is doomed to failure. Hence the constitutional 

entitlements of local government, and why these have arisen out of historical circumstance, are 

explored in some detail so as to ascertain whether they are appropriate for developmental local 

government or not. Although only a prerequisite for success, the considerable (financial and 

functional) powers accorded to local government by the Constitution suggest that developmental 

local government is feasible within current legislative frameworks (assuming that these are 

properly applied). 

Chapter 2 broadens the concept of decentralisation to a theoretical level and incorporates fiscal 

dimensions. Principles governing inter-governmental fiscal relations are explored in some detail, 

looking to practical experience for some examples. The chapter further investigates the 

limitations of decentralisation within the South African context. Issues raised by the White Paper 

on Local Government are considered, as well as the likely impact of revised boundary demarcations 

and better pl~nning procedures. The widely publicised problem of non-payment for services is 

also explored in some detail, in order to appreciate the inherent constraints on decentralisation in 

South Africa. Whilst decentralisation can occur along a continuum, and is hampered by 

circumstantial factors that are especially prevalent in developing countries, it is apparent that a 

significant degree of decentralisation is possible in South Africa. 

Chapter 3 focuses in greater detail on local government's fmancial status. Aggregate balance 

sheets are assessed in terms of expenditure items and revenue items. Revenue from user charges 

for electricity and water receive specific attention, as do fuel and RSC/]SB levies. Debates 

around property tax structures are also highlighted, as are those surrounding municipal 

borrO\ving - both significant sources of income for municipalities (see Section 3.1). An 

understanding of local government's financial position is imperative to assess the opportunities 

january, 2000 4 
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and constraints of fiscal decentralisation, as well as the requirements of the inter-governmental 

fiscal system. The findings on local government's balance sheets suggest that local government is 

under considerable strain. Although local budgets are not inconsiderable, existing revenue 

sources are unlikely to deliver the capital that the sphere needs to make significant progress in 

closing the infrastructural backlogs of the past. In addition, a number of these sources are 

undergoing restructuring and are likely to fluctuate. 

Chapter 4 therefore examines the dynamic trends of revenue. Problems highlighted by two key 

studies on financial stability are assessed, as well as alternative sources of revenue. These 

problems are numerous and severe and relate to the stresses of institutional as well as financial 

reform. Essentially local government is faced with a far greater and more expensive mandate 

than it was in the past when it served white communities, but is equipped with the same level of 

revenue. This situation requires a reorientation of local government, alternative revenue sources 

and innovative responses. 

The two greatest potential areas for leveraging more income into local government include 

municipal service partnerships (l\1SPs) and the development of a municipal bond market. Both 

the potential and limitations of these revenue sources are considered. Chapter 4 also explores 

structural responses to local government's financial and transitional difficulties. These include the 

national strategies of the Local Government Transformation Programme, as well as the 

metropolitan specific plan for Johannesburg as envisaged by iGoli 2002. 

Chapter 5 reviews the system of inter-governmental transfers (IGTs) to local government, taking 

into consideration the structural and financial challenges facing local government as outlined in 

preceding chapters. It analyses IGTs in terms of both historical (1995-1998), as well as current 

policies. These policies are assessed both from the perspective of the allocation of revenue from 

national to local government (the vertical division), as well as between municipalities (the 

horizontal division). 

Proposals by the Financial and Fiscal Commission (FFC) are compared with actual policy and 

the implications of varying approaches to IGTs are assessed. The chapter's contents suggest that 

the current system of IGTs is unlikely to fully deal with the challenges facing local government 

and that further refinement and revision of policies is necessary to ensure the equitable 

distribution of revenue within local government, and between local government spheres. 

Current fiscal policy argues that local government must take responsibility for its liabilities and 

that it must make use of its taxation powers to meet expenditure needs (so as to avoid a moral 

hazard problem). As a result, local government receives less than 2% of nationally collected 

revenue. Whilst this calculation may be sufficient to meet the policy objective of subsidising 

January, 2000 5 
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access to municipal service for the indigent, it is unlikely to deal with the problem of backlClgs. 

Chapter 6 concludes and motivates for a revision of the existing system of inter-governmental 

transfers to local government. Either a greater quantum of resources should be transferred to 

local government (the vertical division should increase), and! or the current inter-governmental 

transfers should have a more redistributive design. Although national government IS loath to set 

the precedence of intervention, there are a number of reasons why the status quo should be 

addressed. 

The fIrst is a question of equitable transition - should the localities that apartheid dis favoured 

continue to suffer under the debt and backlogs of the past? Excessively decentralised financial 

powers mean that only the localities that apartheid favoured are likely to access adequate 

resources for capital development. The tenor of the White Paper on Local Government suggests that 

the correction of these imbalances is critical for the advancement of South African society, and 

for social equity. 

The second reason is around cost effectiveness, and the risks of failure. Should developmental 

government not 'adequately materialise owing to a lack of resources and therefore fail to deliver 

an acceptable level of municipal services to all communities, apartheid disparities are likely to 

deepen, with all their associated inefficiencies. Inadequate levels of sanitation, refuse removal, 

water supply and other basic services carry large health risks for communities, and costs. In 

short, an inability to tackle ever-mounting backlogs would undermine attempts to improve the 

quality of their communities' lives and divert attention to crisis management. 

Probably the most important reason for revising the current system is that the hopes and 

aspirations of the majority South Africans, who voted for a government that promised to 

reconstruct and develop their society, would be disappointed and their opportunities stunted. 

Whilst this promise serves the objective of social equity well, it requires careful policy to be 

implemented, as national governments have limited options with which to exercise fIscal powers: 

"[G]lobal integration has had far reaching ramifications for the conduct of policy and 

the management of the fIscus. It has effectively reduced the state's freedom to exercise 

conventional fIscal powers." Abedian, I (1998b). 

Decentralisation must be more than a fashionable design of power relations between 

government spheres; it must imply substantial and cost-effective development for all localities in 

a world of increasingly scarce public resources. 

January, 2000 6 
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1. The Structure of local government in South Mrica 

Local government is one of the three spheres of government created by the Constitution2• 

Contained within the Constitution and subsequent policy work is the concept and defInition of 

developmental local government. This concept is of considerable strategic significance for 

furthering social development programmes at a local level, as well as for the position it affords 

local government. 

As the structures and status around local government continue to be clarifIed, however, it is not 

yet apparent whether the vision of developmental local government is feasible or not. One of the 

key factors of its feasibility surrounds fInancial arrangements, which is determined, in part, by 

local government's fiscal relationships with other government spheres. 

The White Paper on Local Governmenf3 and the Constitution articulated public expectations and 

perceptions around government's role in the reconstruction and development of South African 

society. Broadly speaking, local government is expected to ensure the co-ordination and 

facilitation of all aspects of development affecting communities at a local level. 

More specifIcally, Section 152 of the Constitution requires that local government, within its 

fInancial and administrative constraints to provide democratic government and services to 

communities while furthering social and economic development within a safe and healthy 

environment. 

This broad mandate infers that no one area of local government can be discussed without 

reference or consideration of others, as objectives and their programmes are necessarily 

overlapping and intertwined. Consequently, local government's fInancial arrangements need to 

be contextualised in order to examine ways in which to facilitate the objectives of developmental 

local government. In considering local government as a holistic system of which fInances are an 

integral (as opposed to an exogenous) variable, a· sketch of the legal framework; practical 

challenges and policy debates affecting the sphere are outlined in this chapter. This background 

is necessary to inform an assessment of fInancial and fiscal arrangements in following chapters. 

1.1.1 Developmental local government - the vision for South Mrican local 

government 

''\Ve have to innovate and transform our vision; the transformation has been 

fundamental. Developmental local government is a new vision; a new paradigm 

based on our Constitution. Developmental local government must deal with two 

2 Constitutional Assembly. (1996). The Constitution of the Republic of South Africa, 1996. Act 108 of 1996. 

January, 2000 7 
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elements concurrently. We must address massive poverty; the depth of this poverty 

cannot be underestimated. At the same time, we must sustain the areas of our 

country with 'first world' infrastructure and institutions. The challenge is to combine 

the two - it is a long process. But we now have the instruments: the legislation, the 

development of new cultures for governments and officials, new skills and new 

support programmes. Our de'mocracy must be political social, and economic; it 

must be trans formative." Pravin Gordhan (April 19984). 

Local government is widely viewed as a driving force for the transformation of South African 

society. Un surprisingly so - activism at the community level and its resistance to apartheid 

structures during the 1980s were critical levers to the attainment of democracy in the 1990s. This 

experience supports arguments in favour of decentralisation; that communities have the greatest 

access to government at the local level and hence the greatest ability to articulate and see the 

fulfilment of their needs. 

This feature of responsiveness is not only applicable to South Africa but has been used to 

motivate a number of decentralisation policies around the world. Notably, the United I<ingdom's 

19985 White Paper on Local Government is entitled Modern Local Government - In Touch with the 

People - a theme that resonates strongly with the concept of governance6 in the South African 

Constitu~on and White Paper on Local Government (see Section 2.1 on decentralisation arguments). 

Motivated by historical expertence and international trends, a strong local government is 

therefore a key feature of the South African Constitution. According to the White Paper on Local 

Government, local government is mandated by the Constitution to: 

"Provide democratic and accountable government for local communities. 

"Ensure the provision of services to communities in a sustainable manner. 

"Promote social and economic development. 

"Promote a safe and healthy environment. 

"Encourage the involvement of communities and community organisations in the 

matters of local government'. (1998: ix). 

3 Issued by the :Ministry for Provincial Affairs and Constitutional Development, March 1998. 
4 White Paper on Local Government Parliamentary Hearings, quoted in USN (1998). 
5 Interestingly, published shortly cifterthe South African White Paper on Local Government. 
6 Essentially implying governing with the people rather than for the people - a re-orientated "citizen 
friendly" approach and ethos. 

January, 2000 8 



Univ
ers

ity
 of

 C
ap

e T
ow

n

f101il~rn!ltent in SA 

,-",,-,aLLv.local government is intended to n .... 'c • ....".cP to the 

argued by the Constitutional Development's 

Roome 7 (1998), this IJV"IUVH U<;;1U"I,IU" that communities are to be seen as by 

White Paper on 

'", .... 'U .... UL that is 

communities to find a 

lives." 

,01J,ernJ'11etltl establishes the basis for a 

WL'Ll\..UI)J with local 

way to meet their needs and 

of local 

and 

grnnlow'etf~d local government cannot, emerge without adequate resources human 

financial nor without an 

in the White Paper on Local tTI1;/JeY1!ment 

Fortunately, 

given a clear 

Constitution and its 

values and 

that local government is and accorded these with ')l~,lUl,l'-'UH legal 

powers, pUU,'u"F. in place a local govern,ment. 

SlgJmtlcarlCe, local go',erltlment the status of a Constitution. 

government is intended to ret:)re:,el1lt a distinct juncture from """.('I1T"(,\1'"'" hierarchical 

verS10ns government. It also a break from the arran,gelnents under the .uU<O.l..LlH 

whereby local responsi~ility of 

At the same however, the Chapter 3 articulates 

go',ernarlce . While each is autonomous, its influence and 18 are 

interdependent and interrelated"8. In order to '-UIHIJ<:l 

L,-,a,-,'u,,», Section 41 requires that 

powers and functions of gO'lTernrrlen 

're:;pe:cts the constitutional status, institutions, 

in the other , as well "CeJ-CIOl:':ra1te with one another 

m a l.<:;'4U'UU;'UIIJ of mutual trust", 

Hence the COlnC(~Pt of co-operative govelmllince allows for the attainment national priorities via 

U,,'_\.CUUa.ll;"'U spheres of government. Bhabha (1997) explains the motivation: 

"The African N~tional Congr:ess (ANC) was always firmly of the view 

central government was an to address the past 

and to unify a decades enforced nu}'p",',- it 

was also equally of the view that there is a need strong and effective local 

go'ver:nnlerlt to bring govel:nnleIlt closer to the people". 

7 advisor and legislator of local ~O',erltlment 1"~'O"'U',"U. 
8 Section 40 (1) of the Constitution. 
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The conceptual framework with which to achieve these objectives 1S represented graphically 

below: 

Figure 1- Spheres of government and inter-governmental relations 

PG 

Spheres of government Hierarchical model 

NG - National Government PG - Provincial Government LG - Local Government 

*** areas of co-operative governance 

1.1.3 Specific powers 

According to its Constitutional status, local government is empowered to: 

• manage and structure its administration, budgeting and planning to give priority to basic 

needs (Section 153(a)); 

• provide basic services and the functions allocated to it by the Constitution using an equitable 

share of nationally raised revenue specified by an Act of Parliament (Section 214 (1) (a), 227 

(1) (a)); 

• receive other allocations or grants from national government revenue (Section 227 (1) (b)); 

r;;.o: and 

• impose rates on property, excise taxes and under certain conditions, other taxes, as well as 

raise loans (Sections 229(1), 230 (1)). 

These powers enable local government to be largely autonomous in its operations - entitled to 

plan autonomously as well as support its strategies with sources of revenue derived from 

nationally collected revenue, as well as from self-raised revenue. These powers are still to be fully 

applied by local government structures that are in the process of being redesigned. 
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1.2 ~tructures and categories of local government 

1.2.1 Transition and the Constitution 

Under the interim phase of local government9, local government is divided into metropolitan and 

non-metropolitan structures. Once the Municipal Stmctures Actio is effectively implementedll, the 

Constitutional structures for local government are likely to become reflected more obviously 

than they are under the interim phase. 

The Constitution provides for 3 categories (A, Band C) of local government. Category A 

municipalities operate as single-tier organisations with exclusive executive and legislative control 

over their municipal area. Categories Band C form part of a two-tiered system. A category B 

municipality "shares municipal executive and legislative authority in its area with a category C 

municipality within which area it falls"12. Category C municipalities have "municipal executive 

and legislative authority in an area that includes more than one municipality"13 (that is, over 

Category B municipalities). 

Currently municipalities operate as partial two-tier systems as envisaged by the Local 

Government Transition Act (LGTA) 14. In metropolitan cases, Metropolitan Councils (MCs -

Category C types) generally provide bulk services and planning for Metropolitan Local Councils 

(MLCs - Category B types) - substructures that fall under their jurisdiction. 

The non-metropolitan context is less clear under the LGTA. District Councils (DCs) exist in all 

provinces and have much the same responsibilities as MCs do, although their functions may vary 

from province to province. DCs tend to play a particularly important role in overseeing the 

development of infrastructure in non-metropolitan areas (although capacity to do so varies 

tremendously), whereas MCs co-ordinating and planning roles tend to be of greater importance 

in metropolitan areas. Transitional Local Councils (TLCs) fall under DCs (as :MLCs do under 

MCs) in urban areas and rural surroundings. TICs can range from secondary cities such as Port 

Elizabeth to small towns and act as autonomous units of government. Transitional Rural 

Councils (fRCs) and Transitional Representative Councils (frepCs - essentially TRCs without 

executive status) represent rural areas, with DCs playing the predominant role of service 

providers. In the North West Province and KwaZulu-Natal, "remaining areas" refer to areas 

9 Which will end with elections in 2000~ heralding the start of the "£inal stage". 
10 No. 117 of 1998. 
11 In turn requiring the implementation of the Demarcation Act (No. 27 of 1998) in time for ward 
demarcations for the l~cal government elections to be held after 1 November 2000. 
12 Section 155 (1) (b) of the Constitution. 
13 Section 155 (1) (a) of the Constitution. 
14 Act 209 of 1993, amended by Act 34 of 1994, which authorises the President to amend the LGTA by 
proclamation. 
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where there is no primary rural municipality (Katz Commission, 1998). These exist in all other 

proVlnces. 

The two final and interim descriptions of local government are represented by the figure below: 

Figure 2 - Transitional and final structures 

lMetropolitan areas Non-metropolitan areas 
Secondary tier Secondary tier 

!Nretropolitan Councils District Councils 
(Category C - could become Category A under a (Category C) 
'unicity' model) 
Primary tier Primary tier 
!Nretropolitan Local Councils Urban: Transitional Local Councils (ILCs) 
if Category B) Category B) 

RuraL' Transitional Representative Councils (TRepCs) 
(Category B) 
Transitional Rural Councils (TRCs) (Category B) 

[Source: Katz Comrrussl0n, 1998] 

The Municipal Structures Act makes additional provision for sparsely populated areas by creating 

a separate category for "developing municipalities". At public hearings held in July 1998, this 

proposal was criticised for its non-specificity by the South African Local Government 

Association (SALGA) as well as the Financial and Fiscal Commission (FFC). It was explained by 

legislators that the intention is that the category apply to vast tracts of land that are under­

populated although this was not explicit in the Bill. Other critics' included non-governmental 

organisations (NGOs). The National Land Committee15 suggested that a ward system be applied 

to DCs. The Urban Sector Network16 felt that there was a risk of insufficient community 

participation in the establishment of municipalities. 

1.2.3 Metropolitan structures, including the 'Megacity' 

At present there are 42 DCs and 6 MCs - 4 in Gauteng, 1 in KwaZulu-Natal and 1 in the 

Western Cape, all of which cover the surface of South Africa (Katz Commission, 1998). This 

gives rise to the description "wall-to-wall" municipalities. Under the 6 MCs there are 24 

metropolitan local councils - 12 of which are situated in Gauteng, 6 in KwaZulu-Natal and 6 in 

the Western Cape. 

According to the l17hite Paper on Local Government, MCs and DCs should act as regional 

mechanisms for redistribution and provide support to primary councils. This has proven to be 

difficult where interest groups have contested the outflow of capital from richer to poorer 

substructures. Although the White Paper on Local Government notes that "the mechanisms for intra-

15 NLC - A network of rural NGOs. 
16 USN - A network of urban NGOs. 
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metropolitan redistribution are not optimal" (1998: 5), a revision of the existing system presented 

one of the most contentious proposals put forward by the Municipal Structures Act - giving rise 

to the "megacity" (or unicity) debate. 

The unicity model of single tier metropolitan government falls under category-A type 

municipalities as defined by the Constitution. The Municipal Structures Bill suggests, \.Vithin this 

model, two broad sub-categories (Financial Mail, 4/9/98): . 

., Councils empowered to establish metropolitan executive committees, 

411 Councils empowered to establish executive mayors. 

The reasomng behind a single executive tier structure for metropolitan areas points to the 

redistributive and planning scope that can accrue to a single locality. This is considered necessary 

to redress the intra-metropolitan disparities created by apartheid. 

There are also service delivery benefits from single metropolitan structures, as argued at the time 

of the debate by the Deputy Director General of Constitutional Development, Dr. Crispian 

Olver17: 
.n 

"in exercising their prerokative to sign contracts \.Vith outside service providers, 

metropolitan councils must be free to make the decisions on rational, economic 

grounds, for the whole area under their jurisdiction" (Financial Mail, 4/9/98). 

According to a report commissioned by the DCD, practitioners are less certain of the value of 

one structure over another: 

"There appeared to be a growing consensus, possibly \.Vith the exception of the 

Western Cape, that metropolitan areas should be Category A municipalities. Greater 

Johannesburg, Pretoria and Durban appeared to have moved away from the debates 

around whether or not metropolitan areas should be category A municipalities 

towards a more detailed discussion on how to ensure the metropolitan system could 

become more effective, efficient and responsive to local needs and peculiarities .... 

At the same time, there were quite strong feelings in these three metropolitan 

regions [Johannesburg, Pretoria and Durban] that such single-tier governments 

require the flexibility to develop their own administrative, legal and political 

mechanisms for 'getting the job done'. In the case of Greater Johannesburg, there 

was a strong sense that the provincial Proclamation 42 which should have built on 

local consensus for strong central powers had set the metropolitan region back quite 

significantly. It was th~refore felt that national and provincial legislation should not 

17 Now the Director General of the Department of Environmental Affairs and Tourism. 
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be too so as to uaJ,ul-''''u once again local initiative and agreement." 

(Sutcliffe, 1998). 

Those opposed to the of a argument that an overly bureaucratic is 

likely to undermine economies 

local government. Philip van 

remove communities from effectively participating in 

Town Council is one such detractor: 

'''While there are economies of there are also 

diseconomies of scale. If the mf~tr()p()lti:an UWU'U<l"''' are drawn as widely as they 

should be to enable governance of concerns, then 

the sheer volume of issues 1S to prove 

overwhelming in many instances" 

It should be noted that some of the most vocal of are interest groups 

the proposed system of 

thus revenue raised 

reT)reSerltirlg cities' more affluent 

committees will not afford them the same '"CI-IJ.""''''l1 

within one area could be more easily channelled to other areas aH'<'V<~l'-U this point is rarely 

made According to Frances Kendall (a Democratic -- - . 

proposal 1S a "blueprint for urban disaster", and the ward committee 

the unicity 

is effectively' 
*-with wards as the "handmaidens of the councils" llllfHllfJJJ 

critiques in the press, the Centre Jev'elClOrnellt and 

for a presidential commission "to determine the causes the current crISIS 1n local 

"r .. "n,o-l1r criticising the contents of the Government 

3/6/98). As the White Paper on Local Government goes to some to the 

VC1<U"LL'O>H (refer to Section a "",,,,,t,,.,.,, of 4U'l1V"." must lie at the 

root of the Ul.)S'HJl1:><1 At the 11e'11.11<')<.:>, Dr. Olver the stressed that the 

had a consultative and iterative one in which CDE had not 

after lengthy debates and delays in 

ac(:ornnlO(jated concerns around the unicity by allowing for LH .. <UU<<li 

to have 

Bill provides a wider range of and 

for the internal political restructuring or transformation of local 

opportunities to evaluate and adapt different structures to 

"rl'T".,t,,~,p of local go'V'ernnlerlt. In the longer term this must be to the '-''-'<L ..... of 

local go'V'exnnaerlt. In the immediate term however, it means further '-U<'HI<.'-'" 
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As the metropolitan areas in South Africa are faced with varying spatial and financial challenges, 

it is likely that provincial determination of final structures represents a pragmatic solution, and 

the most suitable delivery options are likely to differ from city to city. 

This flexibility is likely to be particularly important where intergovernmental sensitivities should 

be incorporated. One option - the executive mayor model, for example, may threaten provincial 

premiers in terms of financial jurisdiction (Financial Mail, 4/9/98). Findings in a study by 

Sutcliffe (1998) support such a contention: 

"The first and most striking point to note is the sheer size of top local government 

budgets particularly when compared with provincial budgets. While provincial 

budgets ... include the capital and recurrent transfers from national government and 

own revenues, the differences between the four largest metropolitan regions and 

provincial budgets are not that great. In deed, Greater Johannesburg, Cape 

Metropolitan Area and Durban form the sixth, seventh and ninth provinces if one is 

simply interested in size of budgets." 

There are, however, critics of the role of provincial government in determining municipal 

categories. The University of the Western Cape's Fair Share argues that the provincial role was 

too greatl8, treating local government more as a tier (a subordinate) than a sphere (an equal). A 

delegation from Langa, similarly, objected to the role given to provincial MECs, as a "small 

kingdom"19, and the NLC has expressed concern at the latitude given to provinces in the 

determination of local government affairs 20. 

Consequently, a Constitutional debate was engaged in by advocates Gauntlett and Breitenbach, 

contracted by the Cape Metropolitan Council (CMC) , that municipalities have a constitutional 

entitlement to determine their own internal arrangements (specifically, one- or two-tier 

metropolitan government)21. Advocates Trengrove and Spitz, employed by the DCD, argue that 

Sections 155, 160 and 164 provide for a national role in determining criteria by creating a 

framework for national or provinciallegislation22. 

In response to the comments dealing with other spheres' role in determining municipal 

structures, the DCD has argued that the Portfolio Committee, to which submissions are 

presented, had the right to pass legislation on such matters, especially with respect to Category A 

18 Submission - Municipal Structures Bill, 22 July 1998. 
19 Submission - Municipal Structures Bill, 21 July 1998. 
20 Submission - Municipal Structures Bill, 22 July 1998. 
21 Submission - Municipal Structures Bill, 21 July 1998. 
22 Submission - Municipal Structures Bill, 21 July 1998. 
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municipalities. The DCD has gone further to suggest that powers vested In metropolitan 

substructures were a "fundamental disaster"23. 

1.2.4 Non-metropolitan structures 

The Katz Commission (1998) argues that there is insufficient clarity on the meaning of "rural" in 

the context of non-metropolitan local government. The White Paper on Local Government describes 

"rural" as referring to a wide range of settlement types, such as: 

l1li Urban fringes, 

l1li Small urban municipalities, 

l1li Dense settlements that tend to be unplanned and ill-serviced, 

• Small rural settlements, 

l1li Agri-villages, 

l1li Dispersed settlements, and 

l1li Extensive farming areas. 

These areas are represented by 42 DCs, which are summarised by the following table. 

Figure 3 - Summary data of Des by province 

Province Population tDensity /km2 DCs iTLCs rrRepCs/TRCs 

lEastern Cape 5865000 35 6 94 76+7 
IF'ree State 2470000 19 4 80 15 
Gauteng 7171000 421 2 14 9+10 
IKwaZulu-Natal 7672 000 81 7 61 -

fMpumalanga 2646000 33 3 55 18 
Northern Cape 746000 2 6 64 ~2 
~orthern Pro,~nce 4128000 34 2 13 36 
~orth West 3043000 26 5 30 18 
Western Cape 4118000 32 7 95 27 
South Africa 37859000 31 42 506 1265 

Magisterial 
Districts 

78 
52 

~3 
52 
23 
26 
17 
31 
42 
344 

[Sources: Departments of Provlnclal Affalrs and Constitutional Development and of Justice In 

Katz Commission, 1998] 

In contrast to metropolitan structures, the White Paper on Local Government argues for two tiers of 

rural local government. In particular, DCs should, where appropriate: 

l1li Carry out district-wide integrated development planning, 

l1li Operate as infrastructural agents and bulk service providers using RSC levies (see Section 

3.5.2), . 

l1li Assist and build capacity in primary municipalities, and 

l1li Provide municipal services in areas where primary municipalities are incapable of doing so 

themselves. 

23 Response to submissions - Municipal Structures Bill, 21 July 1998. 

January, 2000 16 



Univ
ers

ity
 of

 C
ap

e T
ow

n

Financial and fiscal facilitation {/Of}/·rntJ.lentin SA 

The White on .00JernmeJ~t also for the amalgamation of 

the boundaries of or TRCs with ncs, forcing small and "".'-LA'CU" urban 

municipalities to include rural hinterlands with strong functional 

1998). Towns are generally to undertake the responsibility for their hinterland areas as 

these are typically 

Nonetheless, amalgamation 

as poor tax bases and vast ilHL,,~,L.lll\"l'UL 

result in reduced costs of administration at an ~FJ',~~,"'~"~ 

via economies of scale, an extension of the tax and wider access to serVlc:es, ...... '''''''nN 

integrated development 

In some sparsely 

government at all and the 

(as suggested by .lYlMWt~"paJ 

1998). 

areas, it may not be feasible to have a 

IJU' ... ,",JilJ'U"" of local gmrerIlm.ent will be pnj'wphr 

trZll':tur!1.f Act';; "developing municipality" 

tier local 

to DCs 

non-

structures 1n the final are likely to be more varied than their urban 

counterparts in response to "" ...... "."""1'> circumstances. 

1.3 Relations with other government 

As a sphere of government, intervention into local government affairs is limited 

151(4) of the Constitution: 

"the national and 

municipality's or 

goVe!:nnCle!lt may not compromise or 

to exercise its powers or perform its 

a 

may not undermine local government's \Vhile provincial and national 

have the power to it as well as to ensure sufficient capacity24. This is a critical 

it implies that any national or intervention in the short term must be 

counterbalanced and rectified at the local level in the medium term. JJU'AUUa. 

(1997) describes Section 155 (6) - "Each 

of local government capacity to enable 

affairs" as a 'coup de grace': 

. . . must prot~ote the 

functions and manage their own 

"This ensures that provincial go'vernnler.lt cannot to functions to a 

particular municipality ''''''",In.,,,,, that it does not have the capacity to 

peJttorm the function, ~L'",-""",,,y because it is incumbent on CU.lunOH L to 

nrr>tTI,rotp the capacity to oe:ttorm the function whilst it does llULl.Llll1'> to that 

24 In terms of Section 154 (1) and 155 (6) of the Constitution. 
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In order to articulate the interests of local government, SALGA represents the concerns of 

South Africa's municipalities. The Organised Local Government Act (No. 52 of 1997), 

empowers the Minister of Constitutional Development and Provincial Affairs to recognise 

SALGA as the national representative body, and along with provincial MECs, provincial 

associates (the North West Local Government Association, NORWELOGA, the Free State 

Local Government Association, FRELOGA, and so forth). 

In order to facilitate co-operative governance, SALGA is entitled to represent organised local 

government at the National Council of Provinces (NCOP), the Budget Forum (see Section 
r - .~ _ . 

r 
2.2.3), Local Government MINMEC meetings, as well as on the Financial and Fiscal 

Commission (FFC)25. 

According to De Villiers (1997), representation in the NCOP is unique-

"This provision, as well as the provisions requiring the national and provincial 

governments to consult with organised local government when their interests are 

affected, provides a very good legal framework." 

As described by Pimstone (1998): 

"OLG [organised local government] is a representative mechanism, a means of 

articulating through representatives the disparate needs and interests of individual 

local government structures to the local government sphere as a whole. But, more 

fundamentally, OLG plays an interfacing role, it takes forward those needs and 

interests to various consultative fora where it argues the local government position 

on matters affecting the municipal sphere, with national and provincial spheres of 

government." 

But at the same time he cautions (1998): 

" .. .in reality the bulk of intergovernmental contact takes place in non-statutory fora 

... Local government does have a voice, mainly in the Local Government Minmec 

and in the [Budget] Forum, but it is a very muffled voice indeed ... We must 

remember that it functions only to consult, recommend and advise. Its word carries 

out no additional force." 

According to the Constitution, local government should be more than a "muffled voice". It can 

be expected that as a relatively new structure, however, it will take some time to enforce its rights 

25 In terms of Section 163 of the Constitution. 
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and to consolidate as an effective lobby group, but once it does, it will have recourse to 

considerable Constitutional powers. 

1.4 Local government's powers 

Local government has "the right to govern, on its own initiative, the local government affairs of 

its own community, subject to national and provincial legislation, as provided by the 

Constitution"26. 

The powers listed in Schedule 4 and 5 Parts B, over which national and provincial governments 

have concurrent legislative competence27, include: 

• air pollution; 

• building regulations; 

• child care facilities; 

• electricity and gas reticulation; 

• fIre fIghting services; 

• local tourism; 

• municipal airports; 

• municipal planning; 

• municipal health services; 

• municipal public transport; 

• municipal public works (only in respect of the needs of municipalities in the discharge of 

their responsibilities to administer functions specifIcally assigned to them under the 

Constitution or any other law); 

• pontoons, jetties, piers and harbours (excluding the regulation of international and national 

shipping and matters related thereto); 

• stormwater management systems in built up areas; and 

• trading regulations; water and sanitatidn services (limited to potable water supply systems 

and domestic waste water and sewage disposal systems). 

The powers listed in Schedule 5, over which local government has exclusive legislative 

competence, include: 

• beaches and amusement facilities; 

• bill boards and the display of adverts in public places; 

• cemeteries, 

• funeral parlours and crematoria; 

26 Section 151 (3) of the Constitution. 
27 National and provincial governments may legislate on these and have executive authority to ensure that 
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• control of nUisances; 

• control of undertakings that sell liquor to the 

• for the accommodation, 

• care and burial of animals; 

• of dogs; 

• and control of undertakings that sell food to the public; 

• local amenities; 

• local sports facilities; 

and recreation; 

Additional may be determined by national and provincial legislation. The for 

on 

local government to conduct integrated development planning, or IDPs 

Gover:nm,ent. 1998: 10). In addition, municipalities have potential access to ..... ,...'nr"' .. c 

and tu!lctlOCLS that are r1p~rr"',rpr1 or delegated to them from provincial and nationall!O'veI:noaetlt 

These national and Or()Vl1tlC1:al nnw'PI"" and functions are listed in Parts A the Constitution's 

u .... J," .. '-".u\ .. ~ 4 and 5. In terms of Section 156 (4) these functions may be administered at a local 

..... '-,U::'<O\.jU<OJlH.lY, there is a ..... "~ ...... ti,, for as,\!ffi:me:trlcal development with one 

often pelrto:rrnmg more or fewer functions than another." (Bhabha, 

(White Paper on Local Government, 1998: 1 0), 

20 



Univ
ers

ity
 of

 C
ap

e T
ow

n

Finandal and fiscal fadlitation if developmental local government in SA 

This asymmetry is problematic when national legislation attempts to create a unif~rm framework. 

An instance is that of municipal health services. Do these represent primary health care (a 

national government policy objective)? It is certainly unlikely that the existing system of local 

government could roll out the national intentions of preventative health care, especially when 

there is no budgetary provision made for this function to be performed by local government. 

Acknowledging this, it remains extremely difficult for the national Department of Health to co­

ordinate district and metropolitan health care systems without compelling performance on the 

part of municipal health authorities to ensure a certain basic level of health provision. 

Similarly community policing is seen as a critical measure to curb crime and violence. According 

to the Constitution, however, local governments should undertake the responsibility only in the 

event of sufficient funding for the function (that is once basic services have been adequately 

provided) as policing is a national and not local government function. Alternatively, agency fees 

could be paid to councils by national or provincial government. 

In some cases, neither the surplus funds nor the use of agency fees is an available option, but 

councils continue to provide services (such as health care), giving rise to "unfunded mandates", 

which entail opportunity costs in terms of the basic municipal functions foregone. The term 

refers to the provision of a service that is only partially or not at all fmanced by other spheres of 

government whose responsibility it is. The term is commonly referred to at meetings by local 

government councillors and officials who argue that they carry out what should be the 

responsibility of other spheres of government, as they have no choice but to do so to ensure that 

their communities receive adequate services. 

One example of an unfunded mandate that is commonly undertaken by metropolitan local 

government is that of housing. As a politically popular "product", a number of local politicians 

are committed to its provision. In terms of the Constitution, local government is a facilitator of 

housing provision. While national government determines the norms and standards and 

monitors performance, provincial governments are intended to legislate on the issue and 

establish provincial housing boards that assess funding requests. Local government should then 

identify and designate land in order to ensure that residents have access to housing and ensure 

that the bulk engineering and services needed for housing developments are in place (Smit, 

1998). 

Although local government's role should be no more than a facilitator in this process, many 

municipalities \ go further to ensure delivery (which is in line with the specifications of the 

\ 
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Development Facilitation Act28) and contribute to housing delivery within (and on occaSion, 

outside of) available resource constraints. This broad reading of local government's role is 

encouraged by an information pamphlet distributed by the Department of Housing explaining 

the Housing Act29 (Smit, 1998): 

"The (Housing] act stipulates a new and important role for municipalities in the 

housing process. As the sphere of government closest to the people and being 

responsible for the social and economic well being of the area within its jurisdiction, 

it is appropriate that it be in the forefront of housing. Municipalities are now tasked 

with managing existing stock and front running the provision of new stock." 

In most instances, this provision of housing is simply unaffordable and detracts from local 

governments' core responsibilities. The Department of Finance has thus strongly urged 

municipalities to take up such additional tasks when the funds are secured and sustainable30• 

The White Paper on Local Government (1998: 10) notes that: 

"Local government's core function needs to be understood as part of the 

functioning of the state and its three sphere government system as a whole. The 

constitutional definition of local government's powers and functions have several 

components, not all of which are best performed by the same sphere of 

government. The Constitution makes these distinctions to some extent ... but grey 

areas remain." 

It is worth noting that despite the depth and breadth of powers assigned to local government, 

there are some notable omissions - social services relating to welfare, education and health (all 

provincial functions), which are often assigned to local governments in other countries. Local 

government's envisaged role as a facilitator of delivery around these social services is, however, 

still significant (building roads to schools and clinics, putting in place infrastructure that mitigates 

the spread of disease, and so forth). The difference in countries where additional functions are 

allocated to local government is that basic infrastructural backlogs (such as water and sanitation) 

that still exist in South Africa no longer apply. In addition, other regional forms of government 

(such as South Africa's provinces) do not always exist to deliver social services such as health and 

education. 

28 No. 67 of 1995. Section 2(1) requires that national, provincial and local government ensure the provision 
of affordable housing. 
29 No. 107 of1997. 
30 Mentioned in a number of presentations by and personal communication with T.V. Pillay, Department 
of Finance. 
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1.5 Local government's fiscal entitlement 

The viability of local government aSia developmental and autonomous sphere rests strongly on 

financial arrangements. This is recognised by the Constitution31 - local government is entitled to 

revenue collected in its own jurisdictions as well as to a portion of n~tionally-raised revenue. 

It is assumed by a number of policy statements that local government 1S financiallYI self­

supporting. This is a curious presumption given the publicity around numerous municipal 

bankruptcies. The underlying assumption is often that the fundamental problem in individual 

cases relates to managerial procedures. Whilst this may often be true in many instances, it cannot 

explain the severe crises in many metropolitan councils where financial skills abound, nor should 

it be generalised to non-metropolitan cases (Solomon, 1998). 

Public finance policy32 has worked on the assumption that, unlike provincial government, local 

government in South Africa is capable of raising revenue for almost all of its expenditure needs. 

Maria Ramos33, for instance, reported at the parliamentary hearings on the Green Paper on the Local 

Government in 1997 that local government collected 95% of its expenditure needs. This estimate 

was greeted with scepticism on the part of local officials and councillors, but is one that 

continues to inform policymakers (see Section 4.2.2 - a surplus is projected at an aggregate level 

in the medium term by some models). 

Such estimations may be accurate at an aggregate level but this does not necessarily reflect the 

position of individual municipalities. As councils with larger budgets distort the perception of 

local government's fiscal capacity (see Section 3.3 detailing metropolitan budgets, which account 

for a substantial portion of municipal turnover), aggregations can be misleading. 

Furthermore current expenditure patterns need not necessarily indicate institutional capacity or 

ability to deliver basic services or to fulftl the developmental local government mandate. In many 

instances, they merely reflect slightly revised historical spending patterns that did not take into 

account the needs of all South Africans. Current expenditure therefore may not reflect the 

developmental priorities that it should, and cannot be taken as a reflection of what local 

government requires to fund local government. 

Should fiscal polic.y maintain that local government should remain financially autonomous with 

only marginal contributions from nationally collected revenue, in order to ensure a 

. developmental focus, there are a number of options to ensure that all municipalities remain 

fmancially viable (Heese, 1998a): 

31 As articulated in Sections 214, 227, 229 and 230. 
32 Notably by the Financial and Fiscal Commission, as well as by the Department of Finance. 
33 Director General, Department of Finance. 
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-. redistribution must take place (which would probably act as a 

.. . for more affluent HHUU' .... 'fJ"'lllU'"''' 

CUll'-'''''''' boundaries must encompass both ",uunAll and communities 

not be feasible) expanding most LV,",a.J..l'U'-" considerably (decreasing the number 

HHHll'WfJ"llIU':;" nationally), 

• a service standard will have to be more affluent communities, 

• will need to localities exclusively (that 

designing appropriate financial for local government is not 

the 

relevant according to Constitutional but with respect to the reason for these 

to ensure that developmental local can take effect. 

financial provision is a that has been 

effective decentralisation in the eX1Jel:1ellCe 

r.""P""" not a sufficient COI:1Wllo:n, and 

with to South 

34 The DCD found that a number of metropolitan councils 
eX!Jected to be to poorer substructures \~"' .. "',"" 
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as will be discussed in the next 

extraneous variables will be looked at 
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stable - a concern for revenue streams once central 
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synchronicity and 
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there are issues of 

1."""u,;"" that extend beyond 

As a result of of local power vary 
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precedent, local politics, fiscal '-<"'UUJ'", 

which local government is ""'''F'"'U'''''''''' for The 
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Figure 4- Percentage local share of 
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[Source: World Bank, 1995] 

It is notable that of the "<::,\o ..... ..IU,,, /"1pv,>ln,.,p(1 countries tend to have the more decentralised 

systems in terms 

fiscal aelcerltr~IUSat1IDI 

local 20'VeJ::nnlerlt'S share The relationship between 

(1986) which 

(1987) (Bahl 1992), 

vellDplnel,n has been supported by work of Bahl and Nath 

IMP and UN data, as well as by studies by 

study looked at 23 developed and 34 

countries found that former had 32% of government expenditure accounted for sub-

national but only 14.9'% in the latter case, Only four developing countries Latin 

UlJ:C.LI""'U.l) had levels that were than the developed country 

• V ..... A.... a certain 

levels are 

to be 

financial "L"-'UllILV is required for central errunenl:s to entrust 

In 

levels of public expenditure, Human resource 

competence is required at the local level for 

and affected, 

that em:er~~ea as is that of the (Bahl and 

1992). In countries where is ~"'Anu~w", tend not to 

favour to the local level of government for fear 

con trol. .u(~cen n:au:sa tl0n is viewed as related to stages of as well as and 
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econorntc 95% of democracies have 

governments 1999). 
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regional or local and of public expenditure 
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Decentralisation thus deals with varytng degrees of political, administrative and financial 

empowerment of sub-national government. The reasons for the outcome are dependent on 

national and regional political environments, both within particular countries, as well as from 

international policy advisors. Organisations such as the World Bank tend to favour less 

centralised forms of government: 

"Strategies to stop decentralization are unlikely to succeed, as the pressures to 

decentralize are beyond government control. The emergence of modern economies, 

the rise of an urban, literate middle class, and the decline of both external and 

domestic military threats have created nearly insurmountable pressure for a broader 

distribution of power ... Rather than attempt to resist it, governments should face 

decentralization armed with lessons from countries that have gone before .them." 

(World Development Report 1999/2000). 

Decentralisation is favoured not only for reasons of political accountability, but also as a means 

to encourage economic outcomes such as more effective urban and environmental management 

and to facilitate private public partnerships (PPPs). An example of this thinking is illustrated by 

an address by Ismail Sergeldin (World Bank, 1996): 

"In an era of decentralization, intergovernmental finances need to become more 

transparent, more closely related to the responsibilities placed on local governments, 

and more closely linked to the financial and managerial performance of local 

authorities. The resources at hand must be managed more effectively - by pricing 

urban services better and being responsive to demand, building partnerships with 

the private sector to manage and finance urban infrastructure and building much 

stronger local government institutions to operate the nuts and bolts of city 

management. .. Issues of poverty and the environment cannot be tackled effectively 

by local government alone. But mayors should be proactive in setting the central 

agenda - not bargaining for privileged access to resources, special programs." 

In improving delivery at the local level, three elements have been found to contribute to the 

efficacy of local government (World Bank, 1995), namely: 

• A clear division of functional responsibilities between various levels of government, which is 

a pre-requisite for accountability to communities and clarity for bureaucrats, 

• Revenue sources that correspond to functions (that is, "finance that follows function"), 

• Clear accountability, put in place by centralised regulation and by incentives for local 

responsiveness (which is related to the first concern). 
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This thinking is not only intuitive but has a long academic history. The publication of Charles 

Tiebout's seminal article on local government expenditure37 marked the development of the 

notion that that fiscal decentralisation (devolving ftnancial powers to sub-national government) 

could facilitate more responsive, and therefore more efficient, allocation or assignment of 

government resources. 

John Stuart Mills argued centuries ago that government closer to the people should perform 

better than more centralised structures. Hirschmann (1970) expanded the idea to the ftscallevel. 

Individuals, as economic agents, will "voice" (vote) and "exit" ("vote with their feet" by leaving a 

locality) if they are dissatisfted with, the package of public goods offered, or by their cost 

(taxation). In this way, it is argued, local government v.rill need to respond to local preference 

more efficiently than at a central level (to ensure that their constituency does not relocate), by 

responding to community needs differently in different "beneftt jurisdictions". Hence: 

"Responsibility for discrete public services should be assigned to the level of 

government that whose boundaries incorporate the affected beneftciaries. That level 

of government should then be assigned a corresponding pricing instrument - a tax 

with a corresponding inddence- with which to ascertain demand." (World Bank, 

1995). 

Of course, this mobility and possibility of choice (and information to support choice) cannot be 

assumed of all countries38. Developing countries are the least likely to display the traits necessary 

for "voice" and "exit" possibilities as citizens will tend to have less access to resources and 

information. They also tend to have less decentralised governments (often for other ideological 

reasons, though). The concept of the efficient assignment of resources is therefore predicated on 

the assumption of democratic structures that tend to apply to developed, rather than developing 

countries. 

Central governments may, for certain stages of development, be more effective in ensuring the 

co-ordination of delivery and its equity from a fairly centralised position (depending on country 

size and population) until adequate conditions are in place for residents to "voice" and "exit" 

localities. In addition, interest groups in some countries (like the poor, minority groups and 

labour) are better represented at a national level and dis empowered by devolution and "regional 

elites" may emerge (Ajam, 1998). At a practical level, often the data required to monitor effective 

implementation, and allocate funds to local government cannot be collated in developing 

countries. 

37 1956, October. A Pure Theory of Local Government Expenditures. Journal of the Political Economy. 
38 In countries like South Africa, wealthier citizens may find that there are only a few areas that offer the 
infrastructure that they demand and have few relocation alternatives, poorer citizens may not have access 
to this information, or the means to move. 
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Oates' (1993) decentralisation theorem argues that public services should therefore be provided 

by the level of government that has the smallest geographic area that "internalises" benefits and 

costs of provision - that is, by the institution which reaps the benefits from "spillovers"39, whilst 

still being sensitive to local concerns. An example is building a road in a city. Each 

neighbourhood would not necessarily appreciate the benefits of linking to other neighbourhoods 

and may spend on other items, but a metropolitan council would appreciate the value of linking 

communities (or "spillovers") whilst still being aware of other local priorities and how much 

should be assigned to the road. 

The cost and benefits of decentralisation depend on var10US functions. A summary of key 

concerns is illustrated by the following figure: 

Figure 5 - Costs and benefits of decentralisation 

Benefits Costs .. 

Efficiency - provision of local services in Decreased central control and co-ordination 
response to local choice over macroeconomic environment 
Resource mobilisation - greater incentive to Investments favour local benefits, and may 
exploit local tax base if taxation powers are ignore spillovers at regional and national levels 
devolved 
Greater accountability for local service Ass:y:metrical development likely in areas where 
authorities responsible for service delivery_(and capacity constraints (fmancial or human 
therefore enhanced democracy) resources) are greater - widening inequalities 

2.1.2 Issues mitigating or undermining the benefits from decentralisation 

Despite theoretical arguments favouring decentralisation, Prud'homme (1994) suggests that 

retaining centralised control in a less developed country may be desirable: 

"Demand for decentralization is strong in most parts of the world. This close look 

at the negative side of improperly applied decentralization is not an attack on 

decentralization but an effort to prevent its misapplication - and to promote fuller 

understanding and wiser use of this potentially desirable policy". 

Some ofPrud'homme's (1994) arguments around the "dangers" of decentralization include: 

• Uncertain benefits from allocative efficiency may carry a cost in terms of production 

efficiency, 

• Decentralisation hinders interpersonal and/or inter-jurisdictional redistribution and macro­

economic stabilisation. 

The use of decentralised agents may therefore not be the most efficient in delivering services 

(costs may vary between regions and be greater than if carried out from a centralised point). 

39 The effect of one party's actions (both positive or negative) on a third party. 
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Decentralisation may be lJ<teL ... ' ........ "'U 
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Redistribution cannot 

pr()OJle1l1atlC where co-ordination 

to ensure an of 

are solely relied on, as 

nor the resources to each other to ensure 

citizens. 

These drawbacks infer that sectors and regions are more or 

decentralisation: 

"Often, the problem is not so much whether a certain service should 
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with the intervention 

gove:tnlnent, since the service often has to 

government. The real \.o' .. "'.u~.U)l;,'" 

organize prc,dUlcttc'n of the .. What is rna 

a certain IJJ.' ... ,,, .... state of decentralization 

speed at which it has been .. "'., .... u"' ..... " HUl1llU<O, 1994). 

Prud'homrne (1994) 1n terms of tax decentralisation 

taxes") and expenditure 

nellID(!r the 

accrue to all 

suitable 

to 

at 

the 

government taxes relative to total 

("subnational government eXlpelJOllW.res to total government expenditures"), as as 

the power to spend and to underlines the importance 

give true meaning to decentralisation, as as the "localness" of a tax - who chooses 

and the rate, who assesses and tax and who receives the proceeds. 

These nuanced considerations an assessment of decentralisation more 

countries that are viewed as only 

features that effective decentralisation. Some the matrix of taxation 

responsibilities and yields are illustrated in the 

6 - Sources of tax revenue in 

Lar est local tax 
City Name Rate 

Octroi 
Income 

40 :SelpaI'ate taxes for ownership and are included. 

2000 

% Tax 
revenue 
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reality, the lin.VIJlIC;, either explain 

differences in tastes, or VU'L'-UW,al the 

is not to reveal the fine rpr"t),-p" 1n pn!teJ:ences between UU."U'I..-U:UIJ'" but 

to basic needs, which are, at least in V,LIU .... lV .. C, well known and need not be 

revealed. potential associated with a better of supply and 

demand are not model assumes of each 

vote ... Local ele'Cl]()ns where they are 

or of POllt1'Cal 

if mayors 

because of a 

... Even 

not do it to fulfIl it they usually 

mismatch I"'\plr<''''pt) available resources and or()mlSea 

even if mayors wanted to pn~teI:enlces of the plprtr\r<l~" 

and had enough resources to do so heroic it is not sure their 
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forward a case for centralised of the local 

preferences are clear and need to be pushed thl:0Ulgh local bureaucracies as improved 

of UW,I..-LULL<O, as Reconstruction and 

l"'ro!;rarrlme, RDP). do not jJ.U_,-"LU"'''', however, that 

be a suitable Impl~!m,en1tatJlon of a centralised "';~'''~"' 

With respect to Prudhomme (1994) a number of , .. "'"..u. .... v ... ". 

concerns around decentralisation: 

41 loss of ",', LU~,' ... L.L'- from economies of scale, 

41 AmoUf\t shared with central government is negotiated. 
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• Central more efficient than local bureaucracies to central 

government 
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and career prospects with in research and 
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implications) as 

that can be C"7"""',rl 
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local politicians are 

with local politicians 
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developing countries, 
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corruption - a factor that is 
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groups than a national level. It is assumed that 
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independence than their national ... "" .... U'b'-lf-"'"bL". 

that decentralisation may not 

cannot always be generalisef,l. 

the best arrangement for 

10 delivery may 

it is difficult to make accurate about 
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But increased fiscal 

decentralization can also ~~.~ "Y __ j 

compromising 

pre-existing 

de<:entral1Z:ltIe.n holds promise 

within the fiscal 

structure. Done 
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according to circumstances. 

2.1.3 Reasons 

residents in those 

a cost to the most vulnerable se~!;l11ents 

has various degrees and various 

decentralisation options are to this 

public sector. 

adjusted over time 

SUI)-OlatIOnal tiers that provide OJ'-"''-'''''' 

(W orId Bank, 1999). In reClOgtlllS1flg that there are certain 

services to which all citizens are entitled (as the Bill of Rights42), central 

governments need to ensure sufficient revenue reaches local gove:rmnen in instances where local 

revenue is insufficient the ,."""c"".., of decentralised services. 

In this way ""n,,,pr'"'''''''''' addresses the paradox that the with the greatest backlogs in 

social and 

functions 43) are 

provision which are local government core 

the fewest resources at their disposal. Grants 

transfers) are U ... l'-.LVl.'" a "ClO1I1Pl:orrus,e solution" in the division of revenue as 

central authority over taxation 

Linn, 1992). 

42 Chapter 2 of the Constitution. 
43 Refer to the 
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are L<U.~"'_C;U for '-'AlfJ'-"""".LU"'- for the tiet of gO'vetnnlerlt that has the 

greatest ,-,UIJH"U ..... "I."~'".uLl_ ... ''' on the provision of ~"" .. TIt·p", such as sanitation and 

water tt'~"tt'l1rh1f'p is desirable a public finance perspective as it nt',nn'nl~p" '",,,,11',,,.,, in other 

areas such as health, by pr()motlng: unpr()Vc~d living standards, 

"'n,,,,,,,.", alleviation. These benefits are usually indirect) opportunity 

national level. 

Similarly, unpr()v(~menlts also have very specific effects - <:::U~UJLH!~ that women's 

time for the '-Vl..t",\.,UVll of fuel and water is freed up, and that health, educational and recreational 

facilities become more "''-,"_'-'''UUJ.''', for instance (Bond, 1998). The World World Development 

communication and documents 

""""·r.",,.r! infrastructure and how these have on 

At a national Soutb 

frameworks (tncludlttg the 

these benefits have been 

Employment and Redistribution and the 
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over" into the SO,ClO-e(:Ol:lorruc 

the ideas that public investments have benefits that 

of South Africarisociety Gust as "'IJ,UUlllCiU 

U<:::l!'-<::::>, RDP are intended to mitigate and overcome with the 

The idea of or externalities gives rise to "public goods" setvices or products 

that have benefits but would not be normal 

circumstances markets "fail"). By considering wider around 

equity, and frames (implying low interest rates), public for the 

such as a minimum of water for all and their 

are one way which fund public <:::1I.IJ<:::ljUllUL<:::. 

In Solomon (1998) argues that IGTs to local gO'vel~nn[1erlt in South Africa are warranted 

over a CA.""",,",,.,u,,, for a number of reasons, m(:Judltlg: 

costs in the provision of infrastructure between 

on the basis of urban-rural divide, 

to collect revenue is often dependent on the infrastructure that UH_nU,'-J~'''ll 

implying that "this is lagged for administrative reasons, 

44 The RDP acted as a statement of the African National Congress, ANC's, policy commitment to 
UCJJ.V<;Lll.", basic social services at the time of South Africa's fIrst democratic elections in 1994 and has 

the ANC framework subsequently. GEAR is considered a more conservative 
macroeconomic policy at a time of economic crisis (1996)_ 

to 
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5 10 years Few communities have the capability to weather a 
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Public Private 
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use a anlllwan health care ex:ample of decentralisation to illustrate the 

of better services provision. In this instance, innovative health care systems 

prior to the second world war hy some the U-".IU LL v .... ,,In,r,,<:; where ",<;;uuc;u after the war 

to a national level once had heneficial. 

L" ... VLUClUj;:. to McLure (1994), the p.UU'-LPL'" of "UL;"n.u.tU,LL assigns "1"1"17'/'1"" to the lowest level of 

go'Ve!:nOLlerltthatcan out most and "ttlru'n on this f-lUUI.-.Lf-lLlO, 

central should be the role 

are positioned to allocate resources for such as education, 

and (World 1999). 

~ But as authors such as McLure (1994) and Ter-Minassian have argued, such neatly 

rules may not apply. As LVL .... .!.JLLL ... (1994) notes, the prellL11f;e a tabula rasa clean slate 

neglects a historical 

phases. Biehl 

fuat is often critical to understand system's 

highlights the importance resources 

to estahlish .and maintain deICiSj,on.-m,ak:lng and these are not 

the traditional frameworks. Vaz (1999) argues that differing 

varying economies of scale' economies of scope. 

The key argulTlents against fiscal U'-'_'->J,ua.L\".,uu'u can be summarised as follows (Ajam, 1998): 

1. aWJcattlv'e and 

2. dec:el1ltraiiz.atic)llS can and 
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stability goals; 

3. "and ... to central grants 

(over example); 

4. gains are on 

assumption governments will be 

their own their own taxes. more 

rra.Hl'o,,'ernnlellt intervention there is, the less 

choice tax autonomy there is, and the less .... "·!-"'.,.,.H 

from If 

Whatever the theoretical or basis of allocation, efficient services tend 

to be on the aPIJro.p!l.ate:ne:ss of Iunlillnlg Hn.,"Uo.,.u,,,u .• ,,, incentives and controls. 

There are a number core traits LU1.1UJ.U;e: designs: 

• The 

• The basis of a.u.'J,""'WVU'" 

• The incentives 1mlJl1e:C1 their conditions. 

In considering a balance between transferring amounts UO;:;':UO;:;U various localities 

and ensuring that these localities are compelled to raise their own revenue (or maximise their 

"tax IS ne'cessal:V dependence on transfers: 

"The authorities to act the 

aelJerlaS on whether they have access to an .u.n."'''''",UU""lH tax bases and 

hxpel:leflce provides two ''-''''Vii'' subnational 

Secoad, 

subnatiorial 4U'.UU'J..i must operate under so do not 

in the eX1Jectatton of a central bailout." 

This firm 

instilled IGT 

el0pmenI Report 1999 /2000).~. 

constraint is the "flip-side" or 

whilst maintaining revenue 

sources so that services are not compromised. 
-~~~~~" 

ensures accountability to 

fiscal federalism 
"" '-

In for 

2000 

autonomy that needs to be 

both external and internal 

"p,rp"",p is considered to 
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• Local taxes need to be of a for their use to be considered 

• Transparency and accountability in is required, and 

«I Residents need to have a base of understanding as to what can or be with 

revenue, what 'that revenue and in budgetary processes to access this 

information. 

""C."UIV. South African ;.,,,, ..... ,,,,,, .... ,, 

unpl!:mentatlon are unlikely to have a -'''1''.''u ....... , .. 

the time to unravel municipal ""''''''J<.'''''' and their 

their income on local rates. 

lU<'H1U':;Je;, of a co:mrnurut a share of their disposable income to rates, 

contrast, are the least likely to access in terms of time and understanding to 

however, South a of community and 

measures to ensure easier access to U4";;!'<1\,,.local plans are likely to contribute greatly to C;U"U.l.JlUIt, 

government's accountability. It should be L,-, .. au,"u, however, that local resource .WJU.""''''''U.UU 

is one component of ensuring pH"";.,,,,, resource delivery (effective governance and '-"I.m"ur 

to deliver are other significant 

.I.U"ULI..'UUU4' frameworks (World Bank, 1995) . 

pointing to the significance broader 

... , 

l:"rlnCllplC~S of 

The of any of mt,er-~~OVerI1lme~n relations is on 

the Prl.nC:lPl!~S that govern a framework. 

with adjustments over time. The 

will be conflicting, so a is 

set out a number of principles that 

such a number of which have been '~F,"~.F.' by Department of Finance uV.u".",,,, 

principles are defined in tlle White on ucal Government and in its .own 

7 - Principles for determining 

Effective resource use Using scarce· resources, allocations must achieve the maximum benefit In 
order to do so, decision-makers need to be trained. to 
Musgrave and the sector should distribute resources where 
markets fail to do so. As tastes vary amongst communities, can often be 
best to "benefit to achieve 

Financial is an extension of the political concept that decision-makers 
must be able to explain and be held responsible for their decisions. This 
transparency in and that planning and decisions be made in the 
interest of the society to is accountability. 

Nation and While spheres should be seen as autonomous (in decision-making and carrying out 
autonomy their functions), national remain Sufficient funds need to be 

allocated to each to ensure this the accountability for which can 
be strengthened if these are self collected. can then be held 
accountable for decisions that have been taken 
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Transparency 

~~.~" •• ~ of revenue 

Equity 

Development 

Administration 

Macroeconomic 
management 

] anltaf)', 2000 

Revenue trarlsp:arellt process this should enable stability. 
Reporting, mo,rutl:>!1rlg 
to sustain transparency. 

" .... 'u ...... ,J<. need to follow standard and 

Financial 15 a finance needs to 
"follow functions". Revenue needs to be aSSlgI1lea 
govel:ruJl1e!lt carries out its mandates in a pUO\'u''-'''U!<;; 

mtmf1lve. h01.xre"er. that certain taxes as lncome 
administered to overcome the incentive for to more 
favourable tax Immobile taxes, such as are best suited for local 
taxation purposes. User can be at any level but should consider 
those who cartnot afford them. 

reSIPO!ISlble bud$~eting. l\uton.orrlY means that 
eAl,en:d1ture - a shift of this responsibility to 

for a moral hazard irresponsible 
behaviour as the consequences are not felt at a sub-national level). 

Fairness in access to services for all South African is enshrined 
the of "equitable" share. Equity ainls 

to redress the social distortions present in a way that society 
considers At a fiscal level there are several dimensions: 

Tax equity considers between citizens 
based on their to pay between groups equity) and within 
groups or between sinlllar individuals (horizontal equity). 
Fiscal fairness refers to or sinlllar provision of basic services on the 
basis of fiscal effort. refers to the extent which taxes are collected, 

0PUlIllSllUC)fl). Households should receive equal or sinlllar 
PrI1l11T'''''''' contributions of tax or fiscal effort. A poor 
'"'V'"I-''''''''''''' fiscal effort to a more affluent community 

contributions are sinlllar as a proportion of incomes) should not be 
rl,~"rl1""n:t"c,,,rl This to municipalities that make 
cOInp:arable fiscal effort to fiscal capacity. (Fi!cal capacity refers to the 

that is available within a locality and is often measured per capita). 
is that those jurisdictions with high per capita tax 

selt-tllnanCllng and these with lew per capita capacities 
transfers. Fiscal effort can be included in calculating these transfers 

is, what is ~aised relative to what could be raised). 
Fiscal need revenue requirements in order to inlplement certain 
peltto.rman<:e (such as inlplementing IDPs). This may incorporate censideration 

differences between different jurisdictions (such as rural and urban 
censtruction 

D~~veleplm!~t cencepts were articulated the RDP, advocating an inlproved 
ef life for all. Indicaters included levels ef nutritien, infant 

mC)rOlld1ty, access to. electricity, water and refuse remeval 
seIVlc:es. and other indices such as the human develepment index (HDl). 
D(~eloplm(~t needs to be so as to ensure certain mininlum 

to 

The with which a system can be inlplemented is of critical1m1PolrtaIlce 
to its realisation. I t is conceded that administration of certain can be 
facilitated better different institutiens, such as defence by national 
gove1l:1nlent. 

Autenomous govel:ruJl1etlt are expected to behave as responsible fiscal 
bodies that DU1ugl!ral'Y constraints into consideration. do so will not 

macroeconomic role of gove1l:1nlent in efficient 
malna,gernel1t of economic resources. 
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Loan .... "' .. ' .... ",.. term projects that contribute to the infrastructure of a locality are 
desirable in that they spread the costs of a roll out over a so 
that the project becomes affordable and the costs are between gCIICLi'U<J'n~. 
The danger of loan financing is that interest repayments can n,."~nr."", 
operating budgets. Collateral is also reclU1l:ed 
Constitution provides for the raising 
still need to be promulgated to ensure aplprC,plllate 

~olLlrce: Based on 1995 and Donian, 1998] 

The White bover:nm,mt "1-/<''-'',1'"'' several of these fiscal 1.1'-1,'-''''.11.1''_» that are 

local government. These the 

~~!!.!±~~~.lll-~~~~~C+ - sufficient funds to carry out "lU'UlIJ."''' and 

use of available funds; \. 

..... ""au ....... ' ... , realistic budgets and cost recovery; \. 

" !;;JEJ~~lill.Q.J~lQ.!:n.t:...ill~Q.tIDi.Q1ll:!;s;.§. - best use of available resources; , ,I 

- the to be 

IC"'IIJ"j,lUJ,LUJLIC decisions via participatory budgeting; . ~ 

subsidisation serv1ces national 

gove,mlnent and cross subsidisation across municipalities; 

to meet basic 

within the 

l-'.LiH .... j.I-''''~ <]ire U"J''''''-''''''''. accentuated or downplayed in practice by 

I-'U'UL1'Ll<O" and their articulation is a manifestation of wider consensus and commitments. 

nrl'UlP'ITPl' orl:)VJIOe I2:rc)Urlds on which to '-VJtl";,,,. change or advocate certain IJVill-J'<O". 

2.1.3 b 

to 

IGTs are used U"'LlVJI1'" government so that they can retain control over revenue \.V1..l\,'"LJ.'C;U 

whilst fiscal aU1:onorrlV to sub-national spheres. A degree of national control over 

revenue is desirable as national can plan more strategically from a 

hp .. ~t'''r·fi~.rp for some services and can ensure that scarce public resources are to 

use. 

and expended 

gO've!:nnrletlt IGTs need to en'COlnpass two considerations: 

By revenue can be 

2000 

the most efficient of 
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t'i.II1f1,'Clal anttjt;fcal'jat~/ttatum of developmental local government in SA 

1. A vertical Inter-go'vernrrlen division of revenue the "size of the to be divided, and 

2. A hnrz'7nnt'at division the up of local gmrerJrunent pIe 

and the size shared, between municipalities, the' provincial slice to be shared 

between 

Clearly the size of the vertical division will have ...... ,!-'U\_a. for the horizontal, If vertical 

division yields a small sum, the criteria for its UJ."L:>lUU need to be very and of 

the priority as resources for division will be scarce and contested. If the sum is 

large, the revenue can be between more tasks trade-offs are no as difficult. As 

an agent for the least ~"f'~~"LQ.L~~ HH~LH""f"~"-' in the ,.,r.,... ... oc~ are clear 

There are ways in which revenue can be UC:>l~:Ht:U 

1. Revenue ;:' ... <tuUI; ac(:or,d1rJlQ: to 

2. On an ad hoc or 

3. reimbursing 

Each has a drawback: 

1. Functional LC:'jJ<.Jll:U.U.llI.L1C" are often ~''''~~H to quantify, 

2. .hoc transfers unOel:mJlne predictable and stable revenue streams that are for 

m{~Q11lm term planning and may cause in the short term and 

3. Ke:1IT.lbtlrSerrletllt of deficits Cll'.UlUl1!;i;C::i exceSSIve sOlen<l1n.2' as the consequences of 

overspending are removed. 

A t a horizon tal level there are four options (Bahl and Linn, 1992): 

1. An hoc "IJIJJ.U'a.\..IA, 

2. Returning revenue to its source (a derivation l-'uU\...Lf-"'''') 

3 . 

. 4. 

a formula based on certain factors indicating fiscal 

Difficulties in 

and! or capacity, or 

1. Poor ,.., .. "rl'.rt" when hoc options, as in the vertical UJ."1."1.VU case, 

2. ..!..:;l\.l.1. ... ·<::LlJl.1.Llll); regional by returning revenue to its of derivation and I-""""1.ll); 

msome 

3. Data for formulae are often to collect at a local level (such as ",..,,,p·rro indices or 

indicators of need and social ..... ",_nJ.''-'je., tax capacity tax effort46), cancel each 

45 In Brazil, the derivation is applied to local 25% share of value added taxes with 
respect to the site of production. meant that the production plant in Sao 
Bernardo is cross-subsidised by consumers throughout the country and allows for sufficient 
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other out (such as population size and "ruralness" or distance considerations)47, and require 

regular updating for accuracy, and 

4. As with the vertical division, reimbursements act as a perverse incentive, encouraging over 

expenditure as negative repercussions are not felt at the local level. 

Together these options can form a complex set of alternatives represented by the matrix below: 

Figure 8 - IGT options 

Vertical division Horizontal division 

Ad hoc Derivation Formula Reimbursement 

Shared Fluctuating inter- TIlls option The Local eMIP (refer to 
governmental perpetuates Government Section 5.3) 
grants (IGGs) income patterns as Equitable Share is essentially 
under apartheid more affluent an example of this reimburses local 
are good examples localities receive - allowing for governments for 
of this alternative. the bulk of some equalisation expenditure on 
These are typically 111come. between localities municipal 
inequitable and by considering infrastructure out 
uncertain. their income levels of revenue that has 

(see Section 5.3). been split between 
provinces. TIlls 
does not 
encourage 
equalisation where 
capacity hinders 
councils from 
applying for 
funding. 

Ad hoc - - TIlls option is less Transfers of this 
certain than the nature tend to be 
formula based unreliable and 
alternative and non -transparen t. 
does not They do not 
strengthen the encourage 
option of medium transparency nor 
term planning. sustainable 

planning. 
Reimbursement - - - Agency fees from 

another sphere are 
a good example of 
these typically 
short-term 
transfers. If they 
are applied to all 
expenditure items, 
overspending is 
likely. 

[Source: adapted from Bahl and Linn, 1992] 

revenue to fund a municipal symphony orchestra (World Bank, 1995). 
46 In Nigeria municipal balance sheets were unavailable for years (World Bank, 1995). 
47 And may carry perverse incentives - a "dearness allowance" in some Indian states fund personnel costs 
and encourages the creation of more positions than are needed (World Bank, 1995). 
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Specific teaturces a are ae'Deitlac~nt on its conditions. n"'"u"u~ conditions to a 

making it a conditional - allows national gO'lTernnlerlt to have greater control over sub­

national spc~nlllIl:~. It can also ensure rI"II"",", a certain and hence pt()m.ote HllHll.LlUJ:U 

standard t1prn1<I'tp capacity to roll out a programme. Conditions can 

either to are outcome based - or by earmarking funds for use - are 

input specific, 1J1:1,IUll.l~ by provinces. 

\ 

National~ovelcnrnelnts make use of matching grants - by matching equivalent "1_".U'.uu~ 

sub-national a "I-'~''''U''''' service or project. Grants will nec:eSSall1 distort sub-

national the cost of service provision), which may be desirable ae1De!101nll 

on is one reasons why grants can be dose-ended-

are not applied in South Africa where, as 

to fiscal need. All 

Transitional 

2.1.4 

amounts of funding) 

can be either oDt'n-encu'a as the Equitable Share) or capped 

These .... "",.~ •• " a,ept~na on the intentions of the grant. 

While dec:en1tralJlsatlon pttprtivP in some it needs to be <tU;"I.JI.I:U 

specific needs 

equalisation 

from the eX2lmt)les 

(recently) 

individual '-V,.lU'-U"" In less countries where there is a 

decentralisation may need to take ~<'''''.L';'''U' 

rI"'r"'I/" .... '·11 countries, like Canada, 

Ul\.IUH;l. ft'nn.r'lt'r~f1r consideration is revenue constraints - in 

small populations such as Botswana, there may 

the 

the 

countries, especially those 

not be the resources to set local institutions and scarce resources be best 

used where ec()nC)!l111eS scale in service delivery are superior. 

The 1998 on Government was UU'u,oU,.<O\,.l a backlash 

exercised during the Thatcher era, and is reflected in the 

devolution Wales. In England, national budget has been 

the 

in 

three and in this context, the need to revitalise public interest 

gove.tntlrletlt informed the drafting of a new \Vhite Paper50. 

Some the mechanisms intended to stimulate public interest include: 

48 Refer to 5. 
49 Indicated poor electoral response. 
50 Presentation Sue Charter of Warwick IllVCD<LV. Wits School of Public and Veveloplme.nt 
1VLtI,u"1';CIU'cHt,18 1998. 
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• The use of "beacon", or exemplary, councils awarded powers for experimentation and 

innovation in response to outstanding performance, contributing to experiences and 

practices that can be transferred to other councils51 , 

• The implementation of a "best value" principle in service delivery - minimising waste and 

inefficiency52, 

• Increased community planning, 

• Instilling the principles of accountability to residents and an ethos of partnership, 

• Extending the network of service providers (including private provision). 

This approach is similar to that of the South African Local Government Transformation 

Programme, or LGTP, which intends to draw on innovation and partnerships, without explicit 

or ring-fenced policies. 

In contrast to the South African and English model, the former French colonies of Tunisia and 

Morocco are illustrations of a more centralised system - and to some extent, reflect the legacy of 

former French colonial governments. Tunisia, the smaller country, is more centralised than 

Morocco, and is not fully divided into municipalities (unlike Morocco) as it is easier and probably 

more efficient to retain central control (Vaillancourt, 1996). Morocco receives three taxes that are 

collected by central government and thirty-six taxes that are collected at a local level. In addition, 

local government is entitled to 30% nationally collected VAT revenue, which is divided into 

current and capital transfers (Vaillancourt, 1996). 

The former were based on projected budget deficits - a system that encouraged rising deficit 

forecasts and was replaced with a formula allocation which is based on fiscal capacity and 

performance, whilst the latter were based on case-by-case specifics. This instance of deficit based 

budgeting confJrmed Oates' (1993) contention that a reliance on IGTs can lead to inefficiency -

by putting in place the incentive to exaggerate costs and reduce local tax effort. Hence a moral 

hazard arose, with other spheres of government taking on the responsibility for overspending and 

often, debt servicing. 

The Tunisian local government is also the recipient of own tax revenue as well as IGTs based on 

population and tax effort (Vaillancourt, 1996). By 1993, both Morocco and Tunisia received 35 

to 40% of revenue from IGTs, and own revenue was more significant in both cases, fortunately 

so as the stability ofIGTs is weakened by single-year budgeting (Vaillancourt, 1996). 

51 Paralleled to an extent by the prestige awarded by the RDP's Masakhane ("Let's Build Together" - a 
campaign to promote the concept of local governance and increase payment for services) and SALGA 
merit awards in South Africa, which recognise outstanding performance. 
52 A theme which is increasingly mentioned by the South African Department of Finance. Quality of 
services are important where large budgetary allocations (on education, for instance) yield inadequate 
results. 
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In a relatively developed "''''·'nt,·v like the United '-'1"'U.1"".I..LU'" is less of a concern and a 

number of states allocate income on the basis of IJVllJU,lawuu are, however, two 

alternative of alic,catl0n by the United States' Advisory 

Commission on Int:erl~mrer:nrr:lental KelatlO!lS 

1. The Representative Tax 

equalise resource bases. In 

this is a.uIJU.';;'" in Canada and Gf~rlllalJlV and attempts to 

u.uu~.".L verS:lon.S, the taxes wealthier regions. For various 

categ()r1(~S the ,,,,,·,..,,c.,, tax rate is worked out as sum of tax collection le" .. ,,'<: to the 

national tax the rep~resentatlv tax rate of all tax added 

together, divided state pVpUIa.~.V' .• " a<.l"ll"'U;> in tax effort and the 
.< 

IJU"""Ul\; disincentive effect of those states that do a better at IIPc'nnn taxes 

2. The Kel)re:;;entatl this at ............... ,' .. "" .... 1 ...... "1", a nurumum servIce 

U<OJC!UJ.lll! amounts 

lower than the ",,~·,...,t1rp those amounts. The approach advocates 

centralised control as no more than an 

agent for central gO'lTer'lllllent, which determines the and of service levels, 

In the United States, 30% of local revenue IS from state 

governments and an "-.... ,..uU>J",,ru 3% from '-'AU.AUJ.A .... A'-', 1994). 

2.2 Socio-economic constraints on decentralisation 

Local government IS to a role in out its 

Constitutional it is p,a.UU1Lu1", for this end. Comparative 

experience suggests that such a role can only be carried out the' context of a rpl.~tf\rp 

developed socio-economic environment. The White 

government's expected developmental contribution as: 

on (yover:nm,ent describes local 

"local government committed to citizens and the 

community to ftnd sw;tal:na01e ways to meet their 

needs and of their lives" 

As a decentralisation "r .. .,r~·fY'IT the idea of UCVCIU!-'.lllC:Ul.1J. 

" up and advanced by non-governmental orJ~!llSjiU()nS 

views DLG as efllcornp:il.ss.tng prlnCJlplces "',VUllU. 

.. Democracy and 

eC()flCl111JIC and material 

has been taken 

the pj'u,n,..1,r (1998) 

.. Holism and ,nt'p,,"""Nlnn (mco:rp()ratmg economic and environmental "v.""'''''''''L''), 

.. Accountability 
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.. ~eviation, 

.. Economic growth, 

.. Governance, . 

.. Democracy; 

.. Participation, 

fJOVI~rnf1.lent in SA 

.. Consideration of vulnerable (or marginalised) I<..l.'-'UI-''', '.' 

.. Environmental protection (1998: 4). ' 

"n'lpr'H~r'>o relate to: 

<::H.UH'''Hl IS, ill ke,eplng with the overall tenor and Such a broad reading of the role of local 

orientation of the White Paper on Local Go'vernment. 

ofDLG (in the current context53) as: 

sees the 

.. Provision of household infrastructure and 

.. Creation of liveable integra~ed towns and rural areas, 

ill economic development,and 

'-''-'''U''U'''<U'Y empowerment and redistribution . 

. Such aims are, l~"',,,p'[rp,. ext:rernellv AJ"''''''_''JUv be to assume 
.~. 

IS ~f',UL~.~ that the ethos and 3:bility of the officials (Ynpr~,tH1,0" at a local '::;U'U""'H level will 

emerge to meet t~e ch~llenges of Did I' Even i{there is ' 

patterns of . local setv1ce delivery" other restraints, 
, I 

redtess 

resources, hinder the transition to effective decen'tr1lisation. 

section, 

are eXJ:>lOJ,ed m the next 

2:2.1 Key challenges identifie" by the White Paper 

"The challenge arises out of the facnhat before 1994 you had a 

designed to serve a very small pe.rcent:lge South 

this same administration has to serve a population five times size it 

was designed for. That was bound to create problems and we must build to 

deal with them." Valli Moosa54 (South African -''''':lJu.l.L.1998) 

.... U.UU'C;UL faces a tremendous task - to addtess the nhVS1·cal social u,,, . .ru,J!<.., of the 

on Government clearly outlines some the 

local gO'vetnOlen its developmental While many of 1ssues are 

to from one era to the next. 
Affairs and Constitutional Development, 1994"1999. 
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superficially of a non-f111ancial nature, they all have economic implications and are manifested in 

an inefficient socio-economic system55 • 

The key challenges facing South African local governments are identified by the White Paper on 

Local Government (1998: 15-16) as: 

III Skewed and inefficient settlement patterns, 

III Concentr:l;tion of taxable resources in formerly white areas56, 

III Huge backlogs in service infrastructure, 

III Creating viable municipal institutions for dense rural settlements close to the borders of 

former homeland areas which have large populations without an economic base, 

III Spatial separations between towns and townships and urban sprawl, 

III Creating municipal institutions which recognise the linkages between urban and rural 

settlements, 

III Entrenched modes of decision making, administration and delivery, 

III Inability to leverage private sector resources for 4evelopment, 

III Substantial variations in capacity, and 

III The need to rebuild relations between municipalities and local communities. \ 

Apartheid policies, in particular, the Group Areas Act, influx control measures, spatial 

segregation and "own management for own areas" principles, profoundly influenced the socio-
. -. . 

economic prospects for communities falling outside areas designated for white residence and 

"business activities (White Paper oJ Local Governm~nt, 1997: 1). 

I' 
I:,:,<?pervasive and highly probiematic legacies of this system are a culture of non-payment in 

protest against poor service leveis in black areas, and excessively poor levels of economic activity 

within those a~eas. The Koornhof Bills established Black Local Authorities (BLAs) in response 

to these outcomes in the early 1980s in order to raise revenue from black areas. Poor legitimacy 

and limited internal resources, however, failed to mitigate the effects of economic segregation 

that had become apparent even then (White Paper on Local Government, 1997: 2). 

2.2.2 Redrawing boundaries 

"The redemarcation of municipal boundaries is t~.e first step in creating areas in 

which viable and sustainable municipalities can be ensured." Valli Moosa (February , 

1999). 

55 An example relates to the public and private costs incurred by commuters that are housed in dormitory 
townships which are a considerable distances from places of work (in terms of congestion, pollution, time 
and expense). 
56 These remain mainly white. 
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The fIrst necessary 

into 698 new 

insuffIcient) step to 

1 300 local councils 

Year 

came about with 

along racial lines 

llUHHJ"'L was been further 

revised to 841. It was now fJU'''H'UU:: to share revenue between 

arid p .. lLUl..I.U,1", could work around functional rather than racial units 57. 

financial benefits of arnlal~~anlattoll may been overestimated by the 

a redistribution of income from 

of commercial revenue that had 

rates in more affluent suburbs proved to be 

popular 1990's One Ciry, One Tax Base campaign which 

richer to (black) communities. The 

been excluded from black areas, as ;'ell as 

limited and to redress the of especially when 

continued58• 

A .L",·'U<:Ul<U\,,4U,Ull prlDoess based on more ,"V,'A<H~"","'-' criteria than the 

will '-"'.LI,aUU the benefits of aUJl"'1',,, .. UH,,,,Ull of councils into functional It 

is that the Demarcation Board will about 28460 

"",u.'\,.Uj'U"'A •• ""'-", individual councils may un .... "'.";:n;; in or 

be 

"A fundamental intention of the Demarcation and a basic purpose of 

is to create vibrant and m~nicipalcouncils. It is not 

to forecast the extent to boundaries will change 

next year or so, but especially in view of fInancial in many 

is every nrr,,,nprt that it will be "T1I~"t"ntj" There will 

Dr. Michael Sutcliffe - an academic and former ANC member and provincial ANC who 

been involved in a number local gO'vern111erlt nrQ(:es:ses chairs the Demarcation Board. The 

f'V'''~U''''L raised queries as to the mCleClenaeltlCe of the board with the KwaZulu-Natal1v1EC 

for local gO'vern111en declaring the Board's m(ler:)~naelnce "the joke of the (,p"tn'n,' 

Provincial critics are believed to that the amalgamation of rural and urban areas will 

the IFF power base in the resignation from It 

almost inevitable that these would be expressed as most local government 
r 

57 this is not always been the case. in a number of councils there has been reluctance 
and even resentment on the part of white officials towards redirecting revenue from "white" areas to 
ore:Vlcmsllv disadvantaged communities. 

The financial difficulties eXI)erJlen,cea Metropolitan Council in recent years 
have been attributed by some to OViEr-'Estlm:aWlg the possibilities of redistribution . 
.59 Which sought to provide units for elections within a short space of time. 
60 See for details. 
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pvt'Pf'tq who would be suitable for nnqttl,," are, or have beeri, in some way au~~ .. ,-.u to various 

parties. 

Board's other ten members were candidates the President from a list 

Constitutional Court. They are '-V,ll~"U<;;J'<;;U 

J.."~~'VJ"'" diversity and t"pr"'p'oph 

was drawn up by the 

Africa's a of 

issues to demarcation in each province" 

or criteria to be COltlSl,Oel~ed by members tn carvmg up South into 

are described by the Demarcation 

a. the interdependence of people, COlnnlurllW~s and economics as indicated by-

1. existing and expected human settlement and migration; 

ii. employment; 

COlnrIlUDl11g and dominant Ll,U""jJv.u mc)ve:me.nts 

IV, 

v. the use of amenities, recreational facilities and infrastructure; and 

vi. commercial and individual.u.un.a)<,,,,, 

b. the need cohesive, integrated and untra,grll1eltltf:d areas, including metropolitan areas; 

c. viability and the municipality to 

functions efficiently and ptt·prl'",,''''· 

d. to share and redistribute HUAU'.',," and administrative resources; 

e. and municipal boundaries; 

f. areas rural Cmnlr:luntOes; 

g. and magisterial districts, 

transport, police and census enumerator boundaries; 

h. land use, and transport planning; 

i. the co-ordinated municipal, and progr~mmes and 

j. 

k. 

for the administration of and health care; 

environmental and physical characteristics of the area; 

administrative consequences of its bounOa1:Y det~!tnrunlaDlon on -

1. 

ii. 

ill. 

LU'-,UJ''''fJt<L creditworthiness; 

municipalities, their council members and 

relevant matter; and 

and 

1. the need to <.LV.'UU",;:'''' the 

to achieve the objectives 

and macro-economic 

within different categories and 

pttprt1vP and sustainable service delivery, 

61 No 27 of 1998. 

January, 2000 48 



Univ
ers

ity
 of

 C
ap

e T
ow

n

pov'ernmel'l! in SA 

The number of criteria have been criticised as too numerous and not adequately 

At a roundtable at the Electoral Institute of South Africa it was countered 

Professor Robert Cameron62 that the lack of prioritisation was deliberate so as to ensure that the 

Board's is not weakened by national practical issues will 

some considerations above as Moosa (1999) argues: 

"the board will have to pay special attention to two of the many factors to be taken 

into consideration in the redetermination of boundaries: viability and the 

rationalisation of the total number of there are many 

municipalities which are not and which lack the 

to servICes In an and sustainable manner. It would be 

umvise to allow this situation to and the redemarcation of boundaries can 

make a considerable difference." 

In ] uly, the Municipal Demarcation Board released its fIrst offIcial proposals for 

and district councils boundaries. The focus was on ""_'"'-UI-' areas often the 

most contentious as revenue sources tend to be concentrated in these areas. 

to the Board, "nodal points" which should be considered" as 

areas include Greater and Durban; be considered" as 

areas include Greater East Rand and and be considered" as a 

metropolitan area is Greater Port Elizabeth63 . " metros include Greater 

Bloemfontein, East London, Pietermaritzburg and Richard's (Heese, 1999b). The process of 

demarcation should contain a number of revisions that are to be completed by 2000, 

facili ta ted a Constitutional Amendment64 for elections to take between October 

2000 and] anuary 2001. 

Demarcation cannot in ensure that IS The tool intended to 

address the dynamics of in all cases is that of lntegrated 

2.2.3 and VIa 

is defIned in Section 2 of the Green on L./Jm! Integrated 

Government as "a process in which municipalities can establish a development plan for the 

62 A UCT academic who was involved in the drafting of the and is now a boarel-member. 
63 Port Elizabeth has since been declared a area. 
64 Contained in the 19 1998 Government Gazette, Notice 1014 of 1998, allowing for a (in 
stead of a four-year) term of office, in line with national and provincial terms. 
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short medium and long term .... In effect, IDPs are planning and strategic frameworks to help 

municipalities to fulfIl their developmental mandate". 

According to the White Paper on Local Government (1998: 28): 

"IDPs should empower municipalities to prioritise and strategically focus their 

activities and resources .... IDPs should be viewed as incremental plans. In the 

annual process of review, new or changed priorities can be incorporated." 

IDPs are, as argued by Gugu Moloi (Chief Director of Municipal Infrastructure, the DCD), 

intended to become the "core business' of local government"6S Aspects of IDPs highlighted by 

the White Paper on Local Government and re-iterated by Colin Matjila (Chairperson of SALGA) as 

key components of IDPs include: 

• Poverty alleviation and targeting, 

• Facilitating economic growth and job creation, 

• Small, micro and medium size enterprise (SMlvIE) development, 

• Infrastructure and service provision, and 

• Spatial integration (using land tribunals).66 

In order to integrate developmental duties, councils are adv:ised to follow "eight logical steps" 

(Roome, 1998): 

1. Prioritise the needs of the municipality in terms of duties and objects, 

2. Establish goals that will meet these needs, over a medium term period, 

3. Formulate strategies to achieve these goals within short and medium time frames, 

4. Identify and allocate financial, institutional and community resources to implement these 

strategies, 

5. Adopt an annual budget that embodies these strategies, 

6. Implement the budget, 

7. Monitor and evaluate implementation, and 

8. Report performance each year to residents. 

The White Paper on Local Government (1998: 30) represents the planning and budgeting relationship 

in a matrix form represented overpage. 

65 Launch of IDP manual, 7 September 1998. 
66 Ibid. 
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Figure 9 - Relationship between planning and budgeting 

[Source - White Paper on Local Government: 1998: 30] 

Planning Budgeting 
Long term Vision 

(up to 25 years) 

+ 
Medium term Integrated Development Plan+ Financial Plan 

'(up to 5 year~) (including Land Development (i ncluding infra structure 
Objective, LDOs) .. ~ 

~\'es tment plan on capital side) t 
Short term 

~ Key Projects Annual Budget 
(1 year) 

(Actual Action Plan) 
~ ~ 

Municipal budgets are intended to become financial representations of IDPs67, necessitating 

medium term budget projections. Such a medium term framework is in line with other 

governmental budgetary innovation. But this is conceptually difficult and few municipalities have 

adequately developed this methodology for their localities (and in many cases, not even begun 

substantial work on IDPs). 

In many instances, physical infrastructure and service delivery continue to reflect the patterns of 

apartheid~R. In a number of respects, the ability of most local government to affect the 

integration as defined by national and provincial legislation is not currently feasible, reflected and 

exacerbated by the outsourcing of this role to consultants69. 

At the 1998 Institute of Municipal Finance Officers Conference7o, scant reference was made to 

linking budgeting to planning over three days of presentations, despite the complexities of such 

task, and the comment by the keynote speaker Paddy Roome (1998): 

"Integrated development planning (or programming) is not something separate 

from the normal political an administrative functioning of a council. It is not the 

prerogative of, or something only done by, a special group of professionals. It 

involves the overall management of a municipality and guides the way in which 

councillors can make logical decisions." 

.67 Preferably in consultation with communities - Valli Moosa, former Minister of Constitutional and 
Provincial Affairs, Launch of lOP manual, 7 September 1998. 
68 Derek Hanekom, former Minister of Land Affairs, Launch of lOP manual, 7 September 1998. 
m Ibid . 
70 Held in Worcester, October 1998. 
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Financial officers cannot be held solely responsible for the seeming absence of a link between 

budgeting and planning processes. Despite detailed emphasis of the significance of IDPs in the 

White Paper on Local Government, the Finance section fails to carry the theme through to a practical 

level that links with other processes and sections. 

Similar concerns apply to the standardisation of accounting procedures. An Accounting 

Standards Board is to be established to address the current formatting of budgets so as to 

promote uniformity of accounting procedures (Department of Finance, 1999). These procedures 

are termed GAtvLAP - Generally Accepted Municipal Accounting Procedures, but it is of 

concern that they do not seem to pay attention to the need to interface accounting systems with 

IDPs. According to Alan Yorke (1998): 

"The Terms of Reference relating to the accounting reform project required that the 

following be undertaken: -

• 

• 

• 

"Development of a Capital Accounting Model that will be generic to all local 

authorities, both large and small. 

"The concept of internal loans to be specifically addressed as this aspect of fund 

accounting is seen as a barrier to the understandability of financial statements. 

"The development of generally accepted municipal accounting statements.' 

No consideration of IDPs is apparent in the design of these standards. Standardisation of 

accounting procedures is nonetheless desirable for a number of reasons relating to risk 

assessment by: 

• government - in being able to standardise calculations of individual municipal finances for 

comparIson and the determination of inter-governmental transfers, assistance and 

in terven tion, 

• capital markets - for assessment of loan applications, 

• partners or potential partners - looking at Municipal Service Partnerships (MSPs), and 

• professionals working with and including municipal finance officers. 

The technical accounting design bf GAMAP may, however, risk removing budgeting too far 

from other forms of strategic planning at a municipal level. A council resolution for instance 

does not represent a financial obligation 71 - does this infer that land development objectives 

(core tools for IDPs) that are identified by councils need not be budgeted for? It is apparent that 

all planners will have to familiarise themselves with GAMAP in order to ensure that IDPs are 

reflected in financial plans, and be truly integrated. This will take much training, resource 
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commitments and incur a time lag. It would certainly have been easier if GAMAP were designed 

for more integrated municipal use. 

2.2.4 Human resource constraints 

"Insofar as local government is concerned, there is nothing as urgent and as critical 

as the training of councillors. Their ability to raise funds and manage them, to play 

their role in multi-billion Rand housing and infrastructure programmes, to attract 

investments, to deal with the distortions of the apartheid era and to work with 

communities in partnership for development are skills that should be built more 

intensively." Nelson Mandela (Opening address to Parliament, 7 February 1997). 

South Africa's civil service, like many other South African organisations, is faced with a shortage 

of skills and capacity. A recent survey by the Human Science Research Council (HSRC, 1999) 

found that the majority of organisations surveyed lacked adequate levels of skilled personnel, and 

over a half reported that they required greater numbers of professional staff. Specific to financial 

skills, nearly a fifth of organisations that employed accountants and related professionals could 

not fill a sufficient number of posts, and over a fifth reported shortages in managerial categories 

(HSRC, 1999). Problematically, these skills are classified as high growth occupations and it is 

likely that shortages will not be eliminated in the near future as demand is likely to continue to 

outstrip supply (HSRC, 1999). A concern for the civil service is that private sector salaries tend 

to be greater than those in the public sector, making recruitment of skilled personnel, capable of 

innovative governance and service delivery, even more difficult. 

Local government is faced with this problem, as well as additional human resource problems. In 

many municipalities, a significant portion of skilled officials is comprised of "old guard" 

employees who, as a body, are not representative of South Africa's population. As a result, there 

is considerable tension between elected politicians and officials. Many officials, politicians feel, 

carry out their duties reluctantly, fearful that they may lose their jobs, or resentful that they will 

be undermined by affIrmative action policies or made redundant. Often the more skilled officials 

in this group opt for early retirement or consulting careers. By contrast, newly appointed 

bureaucrats often lack the experience they require for the administration of localities. This latter 

problem will, of course, be corrected for over time, but there are costs associated in waiting for 

experience to be gained. 

Poorly equipped bureaucracies undermine the ability of local government to carry out all of its 

functions, especially the more complex ones such as local economic development. As Lewis and 

Bloch (1997) discuss: 

71 Presentation by Alan Yorke, Deloitte & Touche, IMFO Conference, October 1998. 
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"It is all very well for central government and private sector policymakers to 

encourage officials, businesspeople, unionists and other 'decision makers' in the 

provinces and in cities and towns to formulate localised visions for economic 

competitiveness, to found public-private-partnerships and/or stakeholder 

institutions to implement these visions, to develop, as a matter of urgency, "Local 

Economic Development" (LED) or SMME promotion programmes, in short to get 

their own economies moving in a new era- of global competitiveness and 

transformation. \,(!ithout experience and human institutional capacity, such 

exhortations, while not exactly falling on deaf ears, tend to be treated precisely as 

exhortations, and are often not followed through on to the degree that they could 

be." 

There are, however, structures in place to transfer the necessary skills to manage local 

government. The current training system for local government officials is regulated by the Local 

Government Training Act of 1985 and Manpower Training Act and governed by two training 

boards: the Training Board for Local Government Bodies and the Local Government Education 

and Training Board (Green Paper on Local Government, 1997). 

In addition, the DCD's Project Viability72 intends to extend its role to that of providing support 

and training. The project will thereby be able to act pre-emptively rather than in response to 

serious financial problems. The training leg is a Training Board initiative to instil basic treasury 

control and administrative skills into all municipalities73 . This would provide a more proactive 

approach than the current system of monitoring, auditing and only once cause for intervention is 

identified, providing managing support. 

The support element of the project has to date bee~ more a theoretical than practical element of 

the programme although R181m was allocated to provinces via the Transitional Grant in 

1998/1999, some of which, in turn, allocated a part of their share to facilitate its implementation. 

Although uptake of this funding was disappointing, the Local Government Support Grant 

extended the duration of this transfer (despite the use of "Transitional" in its former 

description), and is to receive R140m for 1999/2000 (Department of Finance, 1999). In addition, 

local government's share of nationally collected revenue includes a component for institution 

building. 

72 An initiative established to monitor and analyse trends in municipal finance in response to a number of 
severe financial crises experienced by municipalities - see Section 3.2. 
73 Presentation by Dr. C. Olver at Project Viability briefing, 7 July 1998. 
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It is, however, critical to consider that adequate systems for training and recruitment to equip 

local government with the human resources necessary to efficiently expend local government's 

revenue, is only one of a number of factors relating to effective governance (see Section 5.4.1). 

2.2.5 Non-payment 

One of the most publicised problems facing local government is that of non-payment. This has 

both democratic and financial implications. Financial ramifications are reported by Project 

Viability (see Section 3.2) and are generally severe, profoundly undermining the assumption that 

local government can be pelf-sustaining in a number of communities. The total outstanding debt 

owing to municipalities responding to the latest Project Viability a une 199876) ques tionnaire 

(totalling 633, or 75.99%) is reflected by province in the table below: 

Figure 10 - Outstanding debt to local government by province 

Pro\rince Rands 
Eastern Cape 855097982 
Free State 626816420 
Gauteng 5224368430 
KwaZulu-Natal 1062383724 
Mpumalanga 424353174 
Ndthern Cape 222558243 
Northern Province 112 149237 
North West 438768489 
Western Cape 1 320370454 
Total 10 286 866 153 
.. 

[Source: Project Viability, 1999] 

The implications of this debt are profound for the local government's cash flow status, and thus 

financial stability, as argued by Project Viability (1999): 

"If the level of outstanding debtors were to decrease from the unacceptable level of 

33% (17 weeks) of rates and service charges income to the norm of 11 % to15% (6 

to 8 weeks), R1,9 billion to R2,3 billion unnecessarily tied up in debtors would be 

released". 

Hence uncovering the reasons for non-payment are of critical importance if local government is 

to ensure financial stability. In part, non-payment reflects a failure of local government to be 

accepted by communities - it is a manifestation of rejection of local government's ability to 

ensure governance and convince its constituencies that it is acting in their best interests. 

Legitimacy is a key concern for local government. As a tactic of resistance, non-payment became 

entrenched in popular culture during the 1980s, with the intention of making local government 

76 Only the background report for August 1999 is available. The last full report (published in 1999) details 
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ungovernable. Consequently, many South Africans are unaccustomed to paying rates and are 
\ 

often critical of services that are delivered. 

In instances where services are lower than those of formerly (and typically still) white residential 

areas - that is, full borne water sewerage, electrification, tarred roads and electrically lit streets -

many communities are understandably resentful of lower levels that are viewed as being "sub­

standard". Unfortunately, the full service delivery ("white standard") option is amongst one of 

the highest in the world and is simply unaffordable to government and cannot be maintained by 

consumer user charges 77. Hence government policy, informed by much work undertaken by the 

World Bank, has opted for the delivery of basic services, which are to be maintained by affordable 

user charges 78, and in instances of dire poverty, subsidies. As a result, there is a discrepancy 

between public perception of entitlement and policy decisions, often manifesting in non-

payment. 

In addition, a survey undertaken by IDASA reveals that coerClOn of payment should be 

considered as well as legitimacy in explaining non-payment. The survey, Public evaluation of and 

demands on local government (February 1998), reported that its sample considered local government 

to be worse than other spheres in terms of public trust, responsiveness and performance. 

Acceptance of local government's delivery ethos is revealed by the survey as being poor - "local 

government is seen as the least responsive level or type of government in the country" (IDASA, 

1998). 

Perhaps one of the reasons for such a poor rating was the lack of comprehension as to the role 

of various spheres. Policing and housing (national and provincial functions) were expected of _ 

local government, for instance: 

"Three of the four most frequently cited demands Gob creation, housing and Crhl1e 

control) are areas in which local government may not be authorised to address in 

terms of constitutional of legislative constraints ... People see local government as 

much more than a provider of services" (IDASA, 1998). 

Another methodological problem in rating local government against other public bodies lies in 

comparison. Local government is probably dealt with by the public on a more regular basis (in, 

for example, paying rates and other local taxes) than any other sphere so attitudes at a local level 

findings recorded in 1998's 2nd quarter. 
77 Government models have suggested that RSbn per annum is required in urban areas to ensure an 
intermediate level of service provision (MIIF, 1996). 
78 User charges are intended to ensure that delivery is sustainable and that usage is sparing - see the MIIF, 
FFC (1997), Katz Commission (1998) for discussions around user charges. 
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The survey found that between 8% and 13% would avoid 15%to 24% say that 
and another 6% are unsure. With 16% would 
and 6% are unsure. 
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would have been raised as a determinant in payment by more black respondents in order to 

account for higher rates of non-payment in black areas on the basis of coercion alone80. 

Edward Breslin, the health manager of Mvula Trust, a NGO dealing with water projects, recently 

told a water conference that: 

"Emphasis has been placed on adherence to guidelines rather than on what is 

practical and affordable to communities. Community involvement in designing the 

scheme or choosing the technology has been non-existent in the vast majority of 

cases ... Evaluations have consistently shown that systems are over-designed and 

unaffordable" (Smith, 1999). 

In one community Breslin refers to, flush toilets and yard connections were installed at a cost of 

R90 a month - a third of most household's income (Smith, 1999). Although the provision of 

water is laudable - in 1994 it was estimated that 12 million South African lacked adequate access 

to water, 3 million of whom have been subsequently catered t081 (Smith, 1999) - consideration as 

to whether the recipients could always afford the service is critical. 

,Non-j2jlyment, it can .be inferred, is not related to legitimacy, but to coercion and affordability. 

Hence the IDASA conclusion: 

"local governments need to eliminate opportunities to evade through better 

collection, monitoring and enforcement" (1998) 

should include the rider "should services be affordable to members of a particular community". 

In the absence of affordability, communication campaigns such as Masakhane may be 

misconceived. 

\"Vhatever the solution, appropriate credit control measures are one of the key challenges facing 

local governance. If members of a community can pay they need to be targeted, and if they 

cannot, alternative revenue sources must be sought. Arrangements in this regard highlight the 

significance of realistic budgeting for viable local government - a precondition for the fulfillnent 

of its developmental role given that, as the next chapter will explore, local government is largely 

responsible for collecting its own revenue. 

80 But slightly by gender - women seem more compliant although are typically lower income earners. 
81 A recent survey by the Human Sciences Research Council found that more people were satisfied with 
service delivery than Wlsatisfied (Smith quoting Michael O'Sullivan, chief HSRC researcher, 1999). 
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3. Local government's financial status 

In addition to own revenue sources, South Africa's local government is constitutionally entitled 

to a portion of nationally raised revenue. Most of its revenue, however, is self-collected. This 

fiscal capacity is used as a key reason for considerably smaller fiscal transfers than those received 

by provincial governme-nt82, as well as transfers received by local governments in other countries: 

"Local government responsibilities include municipal infrastructure and the 

provision of services such as refuse collection, electricity and water supply. Local 

government raises the bulk of its revenue on its own through property taxes, 

regional levies and user charges on water and electricity. Provinces, on the other 

hand, raise less than 5 per cent of their budgets through own revenue sources" 

(Department of Finance, 1999). 

In assessing local government's financial ability to sustain ¢evelopment, it is critical to consider .-
own revenue sources, as well as how this revenue is expended. Changes in revenue streams (and 

hence their sustainability) is the subject of Chapter 4: ;Broadly speaking, the diversity of South 

African localities implies that there cannot be a blanket assumption of fiscal capacity (refer to 

section 3.3) . 

3.1 Local government's budgetary position 

Local government has access to a number of own revenue sources. As discussed in the preceding 

chapter, this is an important feature of decentralisation that empowers sub-national government 

in its expenditure decisions whilst making it accountable to its constituencies. 

Specifically, Section 229 of tl1e Constitution empowers local government to charge: 

• Rates on property, 

• Surcharges on services, and 

• Other taxes, levies and duties appropriate to local government 

These powers; however, are likely to be regulated by national and provincial government (this 

regulation still has to be finalised) as local taxes may in no way impede national economic 

policies. Municipalities are prohibited therefore from irnP9sing income tax, value-added tax, 

general sales tax and customs duties, as these would undermine the national tax base. 

Current sources of revenue that are relied upon are represented by the figure overpage: 

82 For 1998/99, local government received 0.6% of revenue divided between government spheres, whereas 
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Figure 11 - Current revenue sources for municipalities 

Municipality Own Revenue Sources 
Metropolitan Councils (!VICs) • Services levy (payroll tax) 

• Establishment levy (turnover tax) 

• An equitable portion from all the constituent local 
councils 

Metropolitan Local Councils (!VILCs) and Transitional Local • Rates on property (property tax) 
Councils (TLCs) • Income from trading services (water, electricity etc.) 

• User charges and licences 
District Councils (DCs) • Services levy (payroll tax) 

• Establishment levy (turnover tax) 
Transitional Representative Councils (TrepCs) or Transitional None 
Rural Councils (TRCs) 

[Source: Katz ComffilsslOn, 1998] 

Combined, these revenue sources yield considerable sums allowing for local government's 

aggregate budget to be considerable. The White Paper on Local Government (1998: 109) found that 

municipalities budgeted for R48bn in 1996/97 - accounting for 7.5% of national GDP and 

20.7% of the public sector budget. According to the 1998 Budget Review (Department of Finance, 

1998a), local government budgeted for R52,3bn in 1997/98 (an increase of 9% from the 

previous year) with capital expenditure of R15bn (funded by loans in 54% of cases). In 1998/99 

municipal operating budgets decreased to R41,1 bn with capital expenditure of R13,7bn (with a 

smaller proportion, 36% , being financed through loans than the previous year) (Department of 

Finance, 1999). 

These figures are tabulated below: 

Figure 12 - Local government's budgeted expenditure: 1996/1997-1998/1999 

1996/1997 1997/1998 1998/1999 

Budgeted expenditure (Rbn*) 48 52.3 41.1 

% Change from previous year 9 -21 
% Total government expenditure 21 27 20 

Capital expenditure (Rbn) Unavailable 15 13.7 
% Capital financed through loans Unavailable 54 36 
[Source: adapted from White Paper on Local Government, 1998 and 1999 Budget Revzews] 

* Rbn = Billions of Rands 

For macroeconomic and fiscal reasons, municipalities have to ensure that their budgets fall 

within limits set by the Minister of Finance (Department of Finance, 1998a). Municipalities are -not allowed to run deficits on operational budgets and needed to keep budgets for 1997/1998 
.,... . ----
_ below a ~o growth r~ in line with macroe~omic growth targets, excepting capital grants. 

provincial government received 50.5% (Department of Finance, 1999) . 
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For 1999/00, this limit was set at 5.5% but excludes areas where conditional grants fund capital 

expenditure ~partment of Finance, 1999). 

Expenditure is broken down by category in the following figure: 

Figure 13- Categories of expenditure: 1998/1999 

Maintenance 
5% 

Interest and 

loan 

redemeption 

Fund 

contribution 
5% Other 

13% ~----------~--~ 

General 

expenditure 
12% 

[Source: Department of Finance, 1999] 

allowances 

31% 

Bulk 

purchases 

In numeric terms, R11.600bn was spent on bulk purchases (making local government a major 

employer), R12bn on salaries and allowances, R14.9bn on administration and general expenditure 

and R5.3bn on interest and the loan redemption over 1998/99 (projections by the Department 

of Finance, 1999). Bulk purchases of R12,7bn were budgeted for in 1998/99 (Department of 

Finance, 1999). Sources of revenue as described by the 1999 Budget Report are broken down 

graphically in the following figure: 

Figure 14 - Sources of revenue: 1998/1999 

Other 

User charges 
48% 

Transfers 
5% 

[Source: Department of Finance, 1999] 

January, 2000 

RSClevies 
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It is apparent that user charges for services rendered account for the bulk of municipal revenue 

whilst property taxes account for a major source of local tax revenue. In 1998/99, municipalities 

expected to receive almost R21bn (or 51% of revenue) from electricity, water and sewerage 

charges, yielding net revenues of R8,3bn, excluding staff and administrative costs (Department 

of Finance, 1999). This pattern is similar to findings by the Green Paper on Loral Government (1997) 

that revenue contributions from user charges in 1996/1997 were: 

• electricity 41.4%, 

• water 11.8%, and 

• refuse removal 8.22%. 

It must be noted that this budgeted revenue stream is not necessarily an accurate reflection of 

reality as it assumes almost full payment for rates and services. Accounting procedures and such 

static representations are therefore criticised for not reflecting the full extent of non-payment, 

distorting the apparent level of income available83. 

Although finances vary tremendously from municipality to municipality, user charges are 

generally critical, as revealed by the national survey, Project Viability, which monitors the state of 

local government's finances. 

3.2 Project Viability findings 

Project Viability - a study managed by the OeD, tracks the liquidity of South African 

municipalities. As such, it is a useful source of aggregated data. Project Viability'S core group of 

272 municipal respondents has operating budgets in the region of R38bn (project Viability, 

1999). It is to be noted that these budgets account for a good portion of local government 

spending, but are therefore probably not representative of smaller, more vulnerable councils, that 

do not have the capacity to reply to the survey. 

These budgets are broken into the items tabulated overpage. 

83 As argued by a number of treasurers and councillors of various municipalities. Phil Sinnet of Wits P & 

DM argues that the assumption around non-payment being negligible makes municipal balanced budgets a 
"Department of Finance-approved fiction" (USN Workshop, 23 November 1999). 
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Rbn* % 
11.6 25.5 
lOA 22.9 
12.9 
3.1 

* Rbn Billions of Rands 

The R2bn increase in debt from 

in 1997 to 1998. Contribution to funds that could balance the 

of debtors is as broken down the table 

below; 

16 "",-,u'.v core group millions of 

Rm 
185.5 
820.8 
183.0 
369.7 --------------------- ---~ 

financed from the sources: 

core revenue sources 

Sewer and sanitation fees 

* Rbn == Billions of Rands 

2000 64 



Univ
ers

ity
 of

 C
ap

e T
ow

n

Financial and fiscal facilitation oj developmental local government in SA 

Tracling services, especially electricity and rates are key sources of income to these municipalities. 

It is likely that rural municipalities would clisplay a clifferent trend. Capital budgets amounting to 

R9,3bn are financed from the sources depicted below (notably loans): 

Figure 18 - Project Viability's core group capital financing 

External loans 
Internal loans 
[qMIP /RDP funds 
Housing funds 
Special funds 
Subsiclies 
Other funds 
Total 

[Source: Project Viability, 1999] 

* Rbn = Billions of Rands 

Rm* 
980.8 
3,455.7 
762.3 
894.2 
381.0 
1,248.9 
1,586.6 
9,309.5 

The survey assumes that there has been an overstatement of internal loans on the basis of 

provisions made for capital spencling in operating budgets and that the capital programmes may 

therefore be too ambitious in their budgeting (project Viability, 1999). 

3.3 Budget Review findings 

The 1999 Budget Review includes the budget summaries of some of South Africa's largest local 

governments. The income, expencliture and capital budgets of these municipalities are detailed in 

tabular form below: 

Figure 19 - Operating income budgets84 of selected local governments (in millions of 

Rands): 1998/99 

Property 
Irax 

ohannesburg 1 539 
Cape Town 1258 
Durban 1013 
Pretoria 906 
Pietermaritzburg 151 
Nelspruit 35 
Potchefs troom 26 
East London 102 
Pietersburg 49 
Zimberley 46 
Bloemfontein 103 
Port Elizabeth 213 
Germiston 219 
Irotal 5660 
[Source: Department of Fmance, 1999] 

84 Projected but not actual figures . 

January, 2000 

IRsc Levies 

I 

645 
299 
247 
266 

1457 

Bulk Grants and Other [fotal 
Services Subsidies 
3959 430 353 6926 
2592 157 1 264 5570 
2493 128 1 246 5127 
2978 257 474 ~ 881 
405 87 112 755 
111 7 5 158 
121 5 13 165 
342 67 58 569 
204 8 18 279 
163 7 63 279 
385 29 74 591 
815 66 139 1 233 
626 19 48 912 
~5194 1267 3867 27445 
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3.4 User charges 

Munic.ipalities charge for servICes rendered. The most important trading servICes are water, 

electricity, sewage disposal, and refuse remov.~l. Charges may exceed costs, argues the ~Phite Paper 

on Local Government (1998), to cross-subsidise poorer communities. Thus in areas with rdatively 

affluent consumers, municipalities have some leverage in supplementing their income for service 

provision in poorer areas. To some extent, the role played by local government is complicated in 

trying to achieve the appropriate balance between efficient and cost effective service delivery 

(especially when in partnership with the private sector or when attempting to attract commercial 

residents) and ensuring developmental progress. 

3.4.1 Electricity 

\'\1hile the White Paper on Loi"Cl1 Government (1998: 110) argues tha t: 

"the surplus derived from the sale of electricity (i.e. the chfference between revenue 

and total expenditure) is not large, it remains an important source of income for 

mos t municipalities" 

it is difficult to get an exact sense of which municipalities the statement refers to. At a workshop 

on the restructuring of the electricity industry8S, participants argued that larger municipalities 

were typically the beneficiaries of electricity surpluses and that smaller municipalities may even 

lose income in the distribution of electricity. Furthermore, gross income does not reflect the 

administrative costs of electricity provision (1998 and 1999 Budget Reviews). 

Although details of profits generated from electricity are unknown and likely to vary between 

municipalities, the removal of this income will impact on local government's cash flow position. 

(This as a result of restructuring of the electricity industry that envisages service delivery by 

competitive regional electricity distributors, REDs - although authority is still to rest with local 

government, delivery may not). Combined surcharges on water and electricity consistently 

account for the largest portion of local government's aggregate revenue (Heese, 1998). It 1S, 

however, difficult to offer specific extrapolations, as revealed by a series of visits to 

municipalities by the FFC (1997: 55): 

"There is no uniformity amongst municipalities in terms of revenues generated, 

sources of bulk purchase, reticulation, metering systems, size of electricity 

departments and administrative capacity, tariffs and rebates and the role of utilities 

in service provision. For this reason cross-jurisdictional comparisons are not only 

difficult but offer little value ... In aggregate, and for most individual municipalities, 

any loss of revenues from electricity distribution and/ or reticulation, without a 

concomitant alternative source, would cripple the institution of local government." 

8S National Electrification Strategy Development Workshop, held at the Development Bank of Southern 
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This contention is substantiated by National Electricity Regulator (NER) studies that reveal that 

R1,5bn is transferred annually from electricity to other services, although 25% of electricity 

providers use other revenue to subsidise electricity86 (Solomon, 1998). 

\'(ihat is, however, of unambiguous significance is the role of electricity as an effective sanction 

for the non-payment of rates87 (Solomon, 1998). Although illegal reconnection is pervasive, 

experience has shown, particularly in Gauteng, that the threat of disconnection encourages 

greater payment of rates. This is significant in light of the IDASA (1998) finding that coercion is 

as necessary as legitimacy in order to ensure the payment of rates (See Section 2.1.5). 

Local government will need to assert its Constitutional (Schedule 4B) authority to regulate the 

restructuring of the electricity industry. As the industry's "service authority" (which needs not 

necessarily infer "service provider"), local government is entitled to decide upon the most 

appropriate way in which to regulate supply88. This includes discretion in using appropriate and 

fair tendering criteria to choose a service provider, the right to planning and develop targets and 

management of contracts, tariffs and consumer representation. Despite these rights, local 

government has not been integral in the restructuring of the electricity industry (scant reference 

is made of local government's role in the Draft Energy White Paper, for instance) . 

If a proportion of the proposed electricity levy goes to local government as compensation for 

service provision by regional service providers (REDs), the surplus on electricity could become a 

more transparent and better monitored form of taxation. It could factor in the ability for richer 

residents to cross subsidise poorer residents, and for commercial areas to subsidise residential 

areas . Increased competition could also result in greater delivery efficiency and lower prices for 

consumers. Should REDs roughly coincide with boundaries of MCs and DCs, and be mostly 

awarded to MCs and DCs, restructuring should not be too disruptive for local government. 

3.4.2. Water 

Trading surpluses from water provision constitutr the fourth largest revenue source for local 

government (FFC, 1997: 55). According to the Water Seroim Ad 108 of 1997, water tariffs may 

be regulated at a national level. This diminishes municipalities' ability to generate surpluses from 

the provision of water (although it is questionable whether such a surplus is desirable for a basic 

Africa, 27 July 1998. 
86 The top 25% - 98 of the 400 electricity distributing municipalities - earn R1 .43bn annually in surpluses, 
while the bottom 99 municipalities lose R83m. 
87 By cutting electricity supply if rates are in arrears. This is a far less drastic measure (in terms of disrupting 
living arrangements and sanitary conditions) than the cutting of water as has been resorted to in some 
localities such as Pretoria. 
88 Presentation made by Dr C. Olver, DDG (DeD) at the National electrification Strategy Workshop (27 
July 1998) . 
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service like water), as well as narrowmg the prospects for water conCeSSlOna1teS to cross­

subsidise developmental roll out in poorer jurisdictions. 

Kasrils (1999) argues that as a "natural monpoly", the regulation of water services is essen tial if 

private providers are to enter provision. A number of international water corporations such as 

BiWater and Saur have already established a presence in South Africa despite the threat that their 

profit margins are likely to be curtailed by legislation (which is in the process of being drafted). 

While regulation to widen affordable access to water furthers local government's developmental 

focus, it will mean that some municipalities will have to generate income through other sources. 

3.5 Levies , 

3.5.LEu@1 

Collected at a national level, a portion of the fuel lev), (1 cent per litre) was allocated to MCs and 

DCs until July 1997. This was done on the basis of origin (Katz Commission, 1998). The re­

allocation of the fuel levy is supported by the White Paper on Local Government. The policy 

framework proposes that the levy be used to fund municipal roads. In the past, other public 

transport items (typically bus services) were the largest item of expenditure from this revenue, 

but in cases of a surplus, roads were funded (Katz Commission, 1998). 

Provincial and national governt?ent have, however, appropriated the levy. It seems improbable 

that provinces, with so few alternative sources of revenue, would be likely to forego this levy. 

Bus subsidies included in the 1999/00 budgets have, to some extent, alleviated the need for the 

fuel levy (see Section 5.2.3), but exclude the discretionary possibilities of the fuel levy. This is 

regrettable for local government as roads at a local level are of great significance to marginalised 

communities that may be overlooked at a regional level in that they provide access to 

recreational, educational, health and commercial centres (Heese, 1998a). 

3.5.2 RSC and ISB levies 

DCs and MCs collect regional service council (RSC) levies based on payroll, whereas regional 

establishment aSB) levies are based on turnover. These represent the most significant sources of -
income for second tier local government89. The total revenue from RSC and JSB levies 

accounted for R2,lbn in 1996/97 and R2,9bn in 1997/98 (Department of Finance quoted in 

Katz Commission, 1998). Evasion, however, is reported to be high as collection is not 

standardised and not all municipalities have the capacity to manage the function . One 

controversial example of possible evasion is the allegation that the Strategic Fuel Fund (SFF) 

owes Rl,4bn in levies and unpaid taxes (Business Dqy, 7/10/99). 

89 In terms of the Regional Services Councils Act 109 of 1985 and the KwaZulu-Natal Joint Services Act 
84 of 1990 according to Section 10(3) of the Local Government Transition Act (LGTA). . 
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In rural areas, collection rates are reputedly higher90 and represent a critical source of revenue for 

those areas91 • Information from 28 of the 42 DCs surveyed by Franzen, indicates that only a few 

have difficulty in registering new levy payers and/or collecting levies from currently registered 

levy payers, with collection rates, in what is often an expensive outsourced function, in excess of 

90% (Katz Commission, 1998). In most cases, levy income was found to be sufficient to fund 

operations except in the Eastern Cape (the Kei DC and Wild Coast DC, for instance) and 

KwaZulu-Natal (Ilembe RC, for example), but new DCs require IGTs in the short term (Katz 

Commission, 1998). The financial status of DCs can be assumed to vary greatly. A few banking 

institutions have remarked that they have been approached by DCs wishing to invest large cash 

surpluses. 

At a metropolitan level, RSC levies provide a critical revenue source for redistribution. This was 

their original intention. In terms of the Regional Services Councils Act92 -

"in determining the priorities in connection with the appropriation of funds, the 

council shall give preference to the establishment, improvement and maintenance of 

infrastructure and infrastructural services and infrastructural facilities in the areas 

where the greatest needs therefor exist. 93 " 

The latitude in interpreting "preference" has apparently led to a violation of the Act's intentions 

with insufficient spending on the least developed areas, and often not on infrastructure. 

A recent dispute in Johannesburg highlighted the temptation to use RSC levies for other 

purposes. A site in Frankenwald, north of the Johannesburg city centre has been earmarked for 

purchase by the Johannesburg Eastern MLC. The former central Witwatersrand Regional 

Services Council (RSC) purchased the site for R25m from the University of the Witwatersrand in 

1994 to extend tl1e boundaries of low-cost housing around Alexandra, as well as for commercial 

and industrial use (Business Dcry, 17/11/99). 

Kelvin and Buccleuch residents in suburbs adjacent to the site contested the use of the site for 

anything other than infrastructure as RSC levies had been used to purchase the site. The 

Johannesburg High Court ruled in the residents' favour and the University returned the proceeds of 

the sale to an interest-gathering trust that has amounted to the value of R37m (Business Dcry, 

90 Discussion and presentations at EISA Local Government Roundtable made by Dr. Hildegard Fast, NLC, 
and Prof. Riel Franzen, UNISA (24 July, 1998). 
91 Personal communication with Danie de Lange, Chief Financial Officer at Western District Council and 
consultant to the DCD. 
92 Nwnber 109 of 1985. 
93 Although South Africa's municipal infrastructural backlog would indicate that this principle was not 
followed. 
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Local tax determination however, is likely to be standardised by national and provincial -- -
legislation. Currently provincial legislation determines taxation regimes. In the past, rebates were 

granted to residential ratepayers, with the tax burden weighing heavily upon commercial and 

industrial rate payers, as well as trading services (Katz Commission, 1998). Typically, shortfalls in 

revenue were made up by property taxes and thus local rates varied tremendously. 

Property tax is currently the largest source of discretionary income for urban local government. 

Future legislation is likely to determine whether the tax is to be extended to rural areas95, a notion 

that is heavily contested by farmers' unions. The White Paper on Local Government suggests that the 

extension of property tax to rural areas is advisable on the ground of equity. If the option is 

pursued, there will be a number of important considerations to be made around how tribal land 

is taxed and whether the recipients of land reclamation are taxed immediately or not, and 

whether differential rating is used for subsistence farmers. 

In practical terms, Van Zyl and Wink (1997) suggest that the marginal contribution of a land tax 

may not be sufficient to outweigh costs of administration. Data limitations confronting rural 

local government that were identified by the Katz Commission (1998) include: 

• The 1996 population census' use of magisterial districts - these do not or will not necessarily 

coincide with current or future municipal jurisdictions, 

• Areas that have not yet been surveyed by the office of the Surveyor General - especially in 

former homeland areas, 

• Primary municipalities tend to act merely as advisory bodies to the relevant DC with little or 

no executive powers or functions making DCs the only structures that may be able to 

manage the introduction of a land tax, and 

• Uncertainty and insecurity around land tenure rights IS far from being resolved, especially 

relevant in the context of tribal land. 

Even in the event of a theoretically sound framework being developed that addresses the 

equitable extension of property tax and standardises current systems and assessment techniques, 

the more critical issue from a practical point of view is that of political acceptance (Heese, 

1998a). 

The Sandton rate boycott is illustrative of the implications of poor consultation and the absence 

of a phasing-in period to facilitate resident acceptance of a new rating system. Similarly, owners 

of property in townships who are unfamiliar with taxation are likely to resist the introduction of 

property tax unless it is one that has been carefully negotiated. 

95 Katz Commission fIndings on the feasibility of introducing a land tax are detailed in Appendix C. 
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Problems with introducing a revised tax system should, nonetheless, be weighed against gains. 

Restructuring is required from both an efficiency and equity point of view as fairness and 

uniformity are still to be introduced into the South African local tax environment. But in order 

for a smooth transition to occur, a number of careful precautions need to be taken for effective 

implementation of new policies, requiring extensive consultation to reach consensus with role 

players in local government and affected communities. 

Some of the key decisions that need to be taken include: 

• The base of taxation - there are three alternatives: 

1. Site rating - rating unimproved value of the land only, 

2. Flat rating - rating the improved value of the land, and 

3. Composite rating - rating both site and improvements (Franzen, 1997), 

• Valuation sys terns - the sale or capital price can be used; these will be the same if the 

property is being exploited for its most profitable use; it is important that these are updated 

regularly (as noted by the White Paper on Local Government;; 

• Tax rates - extent of local discretion in their determination, 

• Treatment of the indigent, pensioners and disabled persons - grant in aid96 cases may be 

unaffordable for councils with large numbers of potential beneficiaries, 

• Taxation of other spheres of government; 

• Payment terms97
, 

• Treatment of environmentally valuable land where higher rates are likely to force owners to 

sell their properties to developers, 

• Revision of land tenure systems - in the former Transkei and Ciskei, for instance, where 

apartheid policies removed ownership rights by operating on a rental system (such as 

"permission to occupy"), an understanding and acceptance of property taxation may be 

difficult to inculcate. 

Under the current regune with varying provincial ordinances, few of th~·;e Issues have been 

resolved. The Katz Commission summarises features of the current system in the figure 

overpage. 

96 Exemptions. 
97 It has been proposed, for instance, that in some areas of the Cape Metropolitan Area where residents 
return to families over the December holiday period, taking with them many goods for their family homes, 
that rate payment not be required for that month. Other localities may have similar concerns around 
seasonality that require the provision for payment in instalments. 
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Although Sections 229 and 230 of the Constitution prohibit deficit there is still 

to the of Finance (1 

the June 1997 saw municipal debt rise to R24.6bn - a 7% increase over the 

previous quarter. Total exposure of creditors to municipalities declined from the third quarter of 

1997 by R8bn to R16bn at the end of the third 1998 (Department of Finance, 1 

Municipalities are widely as markets - the result of poor 

credit ratings. Understandably so - without the final settlement of structures and 

transaction costs are A even one with credit 
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changing its financial 

with or of another locality ill a couple of years, 
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have yet to be uniformly applied99 . Even when accounts are (superfiCIally) 111 order, there is often 

98 as an autonomous 
and fashion 

now the Public Finances [\ct - that included local 

local government is 
early drafts of the 
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99 It was at the 1998 IMFO Conference Dion Ramoo of the Eastern Cape Presidential 
that a number of councils in the former Transkei still draw up financial statements by hand. 
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no reflection of outstanding debtors - this is clearly problematic when many councils experience 

significant levels of non-payment (see Section 2.2.1). 

The White Paper on 'Ut"al Government refers to the options of bond pooling, bond banking, 

syndication which are slowly starting to materialise (Solomon, 1998) in the forms of: 

• the establishment of INCA 100, which was facilitated by a number of financial institutions, 

and has within its first year extended an amount in excess of R1 bn of loans to 

municipalities lOI , using a credit rating model to assess credit-worthiness. 

• international development agencies l02 and empowerment groupings which have begun 

operations in South Africa. 

These developments aside, many local governments will, for a long period of time, be of little 

interest to the private sector, given their inherently weak fiscal capacities. Ironically, it is in such 

localities where backlogs are greatest and investment most needed. Concessional loan finance is 

thus of great importance in providing finance for projects with economic returns that would not 

be calculated by private sector institutions. 

The Development Bank of Southern Africa (DBSA) is an instrumental player in concessional 

finance. According to its 1998 Annual Report, 32% of cumulative loan approvals up to the 31 

March 1998 were to local government. During 1997/98, within South African borders, 72% of 

DB SA clients were local governments. Most of these funds are used to finance the provision of 

municipal infrastructure. Increased use of loans (in the place of grants) is an approach supported 

by a number of commentators in order to "both reinforce the technocratic basis for distribution 

and to provide a future source of fundil'!-g through the relending of debt service" (World Bank, 

1995: 27). 

Not all municipalities, however, can qualify for such loans (anq loans cannot therefore address 

redistribution issues IOJ) . Local government is, as a consequence, seeking innovative ways in 

which to overcome shortfalls and to leverage finance, including the use of partnerships. Some of 

the strategies used by local government are explored in Chapter 4. The dynamic nature of 

municipal finances IS critical 10 assessing the opportunities and constraints facing local 

government. 

100 Infrastructure Finance Corporation Ltd. is a lending company (wh.ich 1S not technically a bank). 
101 By March 1999, INCA had disbursed more than R1.255bn to local governments (presentation by Attie 
van Wyk, INCA at Local Government Transformation Programme Launch, 29 March 1999). 
102 Such as USAID, wh.ich disbursed $130m in loans during 1998. 
103 As demonstrated by many of the recent debates around heavily indebted poor countries (HIPCs). 
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"And while media 

cut-offs in Gauteng 

were often as 

amounts." 

POVI'rn1l1ent in SA 

often blamed 

that the sector and 

of non-payment as ordinary citizens. And 

the recent 

institutions 

owed 

An illustration of such surfaced recently \V1.th a between the Eastern 

which are to pay revenue collected on 

behalf of the to its debts (Business Day, 15/10/98). 

Another households can simply afford not to pay for services 

rendered Exact amounts are reflected below: 

core 

Rands 
October 1996 - 6,295,132,442 
December 1996 6,494,540,209 
March 1997 7,053,399,690 
June 1997 7,334,618,847 
September 1997 8,530,957,271 
December 1997 8,722,995,121 
March 1998 8,890,241,416 
[So Ir('p - Proi' Viability, 1998] 

Other indicators of an inability to maintain financial stability included: 

• The to pay which had fallen to 17.8% from the study'S last survey 

in March 1 

• The poor correlation between disconnections and a rate of 

connection; 

• 87 of the 833 did not meet criteria indicating sound levels (a 

full census would probably exacerbate these figures). 

Although the sketched by Project Viability is a disturbing one, there have been 

suggestions that trends are not but of a transitional nature. 

in the latest survey 1998) as well as an in Eskom 

arrears (a proxy of cash flows) have It'''',nrtprj this contention. 

Bulk debt to Eskom has been reduced from R 1.2bn at the end of 1997 to R550m at the end of 

1998 Day, 23/3/99). After the formation of a bulk debt normalisation committee under 

the National H1 1997 and the up of 

three have failed to and undertake Day, 

23/3/99). 
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Solomon that there are a number "red 

we will fail to 

sectors". 

that need to be 

scrutinised: 

• Whilst the effects of 

but not the of short-term 

• be able to access without much 

annum, the cash flow to local is 

R25bn". 

• Local 

encumbered the debt burden 

services that able 

has limited need therefore of an of 

money from central . He concedes that this may not to "individual 

local 

• Cash flow difficulties may underlie what appear to be more structural "Fiscal 

in1balance is not an automatic case for means that local govel:nrnei[1[S 

are a crisis in their cash flow that in time correct itself" 

105 Of the Witwatersrand. 
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• Redistribution need not be financially crippling - "Local governments are faced with an 

investment program which is . . . focused on fo;:merly black, poorer areas. This constitutes a 

rational prioritisation of expenditure, . . . which is not well served by being termed 're­

distribution', a word which is associated with welfare payments, and other interventions 

aimed at correcting the market-based distribution outcome". 

• Unfunded mandates are a misinterpretation of re-orientation - "There is no new mandate, 

.. . but merely the removal of an explicit exemption from the duty to carry out the functions 

of local government with respect to people of colour". 

• Inter-jurisdictional competition is a positive feature of local government - "Bad choices, 

poor prioritisation, over-taxing and providing poor value for money generally will have it's 

(sic) consequences in diminishing property values and a declining tax base. Not only will 

residents choose a more suitably managed authority, but the property values in the 

jurisdictions concerned will reflect this differential in the residential environments, further 

impacting on the property tax base ... forcing a level of accountability and responsiveness on 

local governments that is absent from other spheres". 

Instead, Solomon (1998) identifies the follO\ving as key challenges: 

• The ability to undertake PPPs despite associated problems - "A partnering environment, 

whether with private or public sector partners represents a new form of local government 

delivery which has a range of benefits, but is also challenging and difficult to work in. It is , 

nevertheless an inescapable feature of community service delivery, and must be addressed 

forthrightly" . 

• Electricity restructuring - "Removal of electricity surplus earnmgs will affect these 

[metropolitan] areas very severely, but will have less direct impact on other, smaller 

municipalities .. .. Perhaps most importantly, the removal of electricity from the municipal 

portfolio would deny South African local governments one of their most important tools for 

revenue collection .. .. Removal of electricity from their functions will leave them with a 

reduced need for capital but also a reduced cash flow to support their independent debt 

raising capacity . . . . Local governments will be left with a very limited capacity to raise debt 

finance." 

• Unicities - "The major benefit will be the achievement of clarity regarding functional 

division between metro and substructure and the elimination of existing duplicate rights over 

cash flows ... . It will also make the process of allocating resources towards the poorly 

developed former black townships easier, .. . removing the necessity to engage m 

controversial, potentially contestable, inter-authority transfers". 

• Accessing private capital - by clarifying "local government's rights to its cash flow, its 

borders, and its duties", ... "the rights and duties of creditors, and of supervising authorities 
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In event of a local government becoming distressed", . . . "a standardised accounting 

practice", . . . a MSP framework, and a bond rating system. 

Respondents (Heese, 1998c and Zziwa, 1998) to Solomon's paper, however, contested some 

aspects of this fairly optimistic analysis, arguing that some issues labelled red herrings are in fact 

dire problems: 

• Non payment is indicative of "an important symptom - a breakdown and rejection of local 

governance. As a matter of process, local government should be advancing towards 

participatory budget planning, not legislative enforcement" (Heese, 1998c) . 

• Local government will require IGTs on an on-going basis "for the provision of public 

goods, especially amongst economically marginalised and commercially unprofitable 

communities. In some instances, local governments will rely on transfers, certainly in the 

medium term where institutional and socio-economic opportunities are such that it cannot 

be assumed that 'a crisis in cash flow will correct itself." (Heese, 1998c). 

Furthermore Heese (1998c) argued that Constitutional arrangements are not the key area of 

concern: 

''\'V'hile the Constitution may provide adequately for the arrangement of local 

government finance, it is the carrying out of constitutional provisions that threatens 

viability. Constitutional stipulations need not imply that local government is 

receiving its equitable share. The calculation of sum requires scrutiny in terms of its 

implementation, not its Constitutional basis" (Heese, 1998c). 

Zziwa argued that some of Solomon's "symptoms" of distress are rather causes, including: 

• "the weak transitional institutional base of mainly the newly established local governments 

and also of the restructured long-established ones; 

• "poor fiscal capacities . .. most of the priority needs of some communities are not addressed 

because the budgeting systems and allocations of resources are still a continuation of the old 

fiscal systems approach and process. The net result of the lack of strategic planning and 

budgeting gives a lieu way to overspending or misuse of the available public finances and 

hence financial distress; 

• "proliferation of national and provincial mandates to local governments and insufficient 

intergovernmental transfers" (Zziwa, 1998). 

Both Solomon's paper and the respondents' views indicate that there are a vast number of 

challenges facing local government's financial well being, however prioritised or interpreted. 

January, 2000 81 



Univ
ers

ity
 of

 C
ap

e T
ow

n

Financial and jiscal facilitation 0/ developmental local government in SA 

4.2 Alternative sources of revenue 
The Constitution grants local gpvern!!lent the right to levy taxes, but this excludes income and 

general sales taxes, or anything that may "unreasonably prejudice" the policies of other 
- ---
~overnmental spheres106. As local government already exploits user charges, property taxes and 

levies, there is little scope for any additional revenue source that has not already been tapped. As 

a result, a number of local governments look for ways of mitigating costs. Municipal Service 

Partnerships (MSPs) are seen as one way of doing so. Junaid Ahmad107, and other policy makers 

at the \'(!orld Bank, have suggested that municipal bonds may also alleviate the pressure on 

municipal finances. 

4.2.1 Partnerships 

"The message [ofj the Thabo Mbeki government, and indeed of the former 

government of Nelson Mandela, is one of co-operation, of partnership between all 

those who, in various ways, seek to influence and change our society for the better. 

One of the most encouraging things about the post-1994 South Africa has been the 

degree to which the private sector has shown itself to be prepared to join hands in 

partnership with government. There have been setbacks, certainly. There have been 

frustrations on both sides. But I believe that the journey on which we have all 

embarked has begun. We are on our way." Ronnie Kasrils 108 (October 1999109). 

Although PPPs in the provision of public goods are inherently restricted by profit motivation 

(pPPs are likely to overlook external benefits associated with the provision of public goods as 

they are concerned primarily with private gain), they can offer cost-effective delivery. PPPs also 

leverage in private capital for public goods on a scale that would not otherwise be possible. As 

argued by Abedian (1998b), the mix of public and private risk sharing will vary depending on the 

project: 

"Not only with respect to expenditure management, but also on the financing side of the 

fiscus there have been a number of innovations over the past two decades. Private­

sector participation in the financing of public infrastructure has been a critical 

innovation contributing to the large scale expansion of global economic infrastructure 

such as telecommunication, power supply, water and transportation .. .In principle, where 

projects have cost-recovery potential and provide market-related returns, private sector 

funding is feasible. In cases where projects offer only partial cost-recovery, the general 

trend is toward public-private co-funding arrangements." 

106 Section 229, 230 of the Constitution. 
107 Presentation at the 1999 TIPS Forum, held at Muldersdrift. 
lOS ivlinister of Water f\ffairs and Forestry. 
109 Speech delivered at the opening of the Standard Corporate and Merchant Bank water concession 
serrunar. 
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An example of private sector advantages that cannot be harnessed by local government is the 

ability to use deficit budgeting for long-term projects 110 and bringing in flexible and specialised 

work methods to encourage efficiency. But more than anything else, government policies argue 

that the major contribution of PPPs is the increased pool of capital that becomes available for 

investment into social infrastructure when both the private and public sector share risk. 

In the South African context, Municipal Service Partnerships, MSPs, encompass a wider range of 

partnerships than PPPs: 

"It's not only private companies which form partnerships with local authorities, it 

could be parastatals, or NGOs, or even public companies. We feel the term MSP is 

more focused on the actual issue, which is the provision of services at a local level." 

Moeketsi Mosola (DCD111). 

The use of the term MSPs appears a deliberate attempt to distinguish MSPs from PPPs. Valli 

Moosa suggests this in a press release: 

"The local government white paper identifies three primary municipal service 

partnership categories as flexible and viable options for more effective service 

delivery. These are, however, not exclusive to the privatisation route as the Congress 

of SA Trade Unions (Cosatu) seem to suggest. In fact, the white paper proposes a 

range of partnerships with nongovernmental organisations and communities. It also 

outlines other options such as public-public partnerships, where two municipalities 

can jointly provide a better service." (Business Dqy, 3/9/98). 

With regard to preferential treatment between these options, there has been a suggestion that 

public provision should be favoured as a first option. The Water Servim Act, in particular, 

encourages water service boards to find alternatives (such as public-public partnerships) before 

turning to the private sector. At a briefing of Parliament's constitutional affairs committee, Zam 

Titus (Director General of DCD) argued that public sector delivery would remain government's 

favoured option (Business Dqy, 6/11/98). 

Wariness of outright privatisation is warranted. Asset stripping is an obvious concern. \'\!hen 

applying concessions or outsourcing, there are a number of the issues that should be considered 

to ensure fairness of procurement and sustainability of provision, including: 

110 A practice which is prohibited for South African municipalities. 
III Quoted in Partnerships (1998). 
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• The consistency and transparency of an approach to PPPs, and the regulatory framework 

applied, 

• Procurement procedures (incorporating appeal mechanisms), 

• Responsibility for loans and payment taken out for outsourced, privatised or conceded 

servlce, 

• Liability of debts arising out of non-payment, 

• Measures to deal with non-payment if collection is undertaken by a third party, 

• Monitoring rights and capacity of a council, 

• Consumer appeal procedures, 

• Implications of national tariff setting policies, 

• Affordability of tariffs and the implications for service delivery, 

• Procedures in the event of a partner's insolvency. 

Surrounding these issues is probably the greatest obstacle to successful MSPs - the risk of moral 

hazard - where "perverse market outcomes arise as a result of information asymmetry between 

market participants which allows opportunist behaviour on the part of the more informed party" 

(Ajam, 1998). If a concession is only 10 years long, say, the concessionaire has no incentive to 

protect the longer-term interests of a community or its council's fiscal position. It bases 

therefore its decisions on information that is not necessarily available to the public nor to 

regulators, and thus acts opportunistically in reducing operating costs for short term gain that 

may adversely affect the community (by increasing rehabilitation costs) over the longer term. A 

private sector concessionaire's primary concern is necessarily profitability and that operates, in 

this particular example, within a ten-year time-horizon. 

Solomon (1998), however, Vlews the "attention to and careful management of risk" as the 

"hallmark of PPPs" that have become more sophisticated and had to deal with failings of earlier 

models. The Institute for Public-Private Partnerships, IP3, a Washington based consultancy, 

analyses PPP risks as follows: 

• Design risk - Overpriced models, 

• Technology risk - Obsolete investments, 

• Construction or completion risk - Danger of non-completion, 

• Market risk - Demand at another price than that asked, 

• Operating risk - Outflows exceed inflows, 

• Credit risk - Non payment, 

• Currency risk - Fluctuations in currency values, 

• Political risk - Changes in regulatory frameworks and legislation, and 

• Environmental risk - Risk of pollution. 
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Such rigorous analysis (if data is available) provides some means to mitigate risk although issues 

and circumstances will necessarily vary from locality to locality. The presence of substantial risk 

can motivate for public sector service involvement, which is diversified at a national level. 

The privatisation option, however, is a popular one in a global context. The International 

Finance Corporation, IFC, reports that 86 countries have privatised 547 infrastructure 

companies since 1984 and initiated new projects in infrastructure estimated to be worth $665bn, 

or over $60bn annually (Solomon, 1998). The reasons for such a trend have had much to do with 

World Bank thinking that advocates privatisation and outsourcing, or, according to Solomon 

(1998) as a means to: 

• mobilise finance and managerial capacity for large scale projects, 

• introduce efficiency gains, 

• establish a client-vendor relationship between communities and government, 

• establish a contract between suppliers and local government, 

• ring-fence the contracting environment. 

MSPs are not, however, a panacea for public infrastructure financing in South Africa. Broadly 

speaking, they are likely to be unsuitable for the municipalities that need financial assistance, as 

municipalities represent typically weak partners (which are often inexperienced in negotiations 

and can be naive in their expectations). 

To reduce the risk of inappropriate or financially harmful arrangements being drawn up, the 

Municipal Infrastructure Investment Unit (MIIU) has been established to assist in setting up 

deals between councils and potential partners in service provision. The MIIU was established as 

a Section 21 company by national government and has been involved in advising on projects 

ranging from water and sanitation to airport management, as well as assisting greater 

Johannesburg with its restructuring (MIIU, 1999). 

The Unit's nusslOn statement emphasises the need for carefully planned partnerships and the 

importance of sustainability is strongly emphasised, presumably in order to distance itself from 

the criticisms and ideological opposition to outright privatisation of assets. A discrete (five-year) 

lifespan is also envisaged for the Unit (although it is questionable whether similar assistance will 

no longer be required after that time112), hence its mission statement is as follows: 

112 The MIIU management feels that in three years' time (the Wlit has existed for ahnost two years), 
sufficient knowledge should exist within consulting firms to assist local governments. This may not be an 
unaffordable option for many councils and consultants may be less neutral in their recommendations than 
the MIIU. A privatisation Wlit is, however, likely to be established in the Department of Finance by that 
time and this could take over the tvllIU's role played to date. 
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"[The MIlU has been established] to encourage and optimise private sector 

investment in core local authority services, on a basis that is sustainable for both 

local authorities and at a national level. 

"To assist the development of an established market containing informed local 

authority clients, private sector advisers, and private sector investors and service 

providers, so that the MIlU can be wound up no later than five years after the date 

of its original establishment [in 1998]." 

Examples of projects in which the MIlU has assisted fall into three categories of policy 

objectives: 

• Accessing finance, as in Nelspruit for water provision, an energy-from-waste feasibility study 

in Durban, and a solid waste management study in Tzaneen, 

• Improving efficiency by outsourcing, for instance, waste management in Johannesburg's 

inner city, and assessing benefits in a feasibility study on outsourcing the operation of 

Margate airport, and a feasibility study for a lease or management contract for Harrismith's 

water and sanitation, 

• Investigating the feasibility of selling assets such as Greater Johannesburg's gas works (see 

Section 6.1) . 

A Framework Agreement on the Restructuring of MSPs, released late in 1998 was signed by 

SALGA and COSA TU (DCD, 1998)113 marking the progress made in the MSP debate. The 

agreement, although signed by South Africa's largest trade union federation, specifically required 

consideration of concerns raised by South African Municipal Workers Union (SAMWU) within 

COSATU. The framework sets out principles for service delivery, which service providers are 

required to "strive" to implement (DCD, 1998). "Strive" need not infer compulsion, however. 

The principles signed by the two parties include: 

• "Universal coverage - all South Africans have access to water, sanitation services, electricity, 

rubbish removal and other basic services, 

• "Services must be delivered in a way that IS environmentally sustainable, efficient and 

effective, 

• "All residents should receive a lifeline amount of basic services, 

• "Principles of cross-subsiclisation to be used to allow for an affordable service, 

• "Service standards must be established and monitored for each service so that an effective 

and efficient service is built, 

113 The framework agreement represented the culmination of lengthy negotiations between the DCD and 
COSATU. 

January, 2000 86 



Univ
ers

ity
 of

 C
ap

e T
ow

n

Financial and fiscal facilitation of developmental local gO/lemment in SA 

• "Democratic practices and accountability to residents and users must be established, 

• "Resources must be used in an effective and efficient manner, 

• "Planning must be done in a sustainable manner, and 

• "The Batho Pele principles ... must be observed", namely: consultation, awareness of 

service standard, access to services, courtesy in treating citizens, openness and transparency 

in operations, redressing non-delivery and value for money. 

The framework further outlines motivation for public sector delivery. Curiously, there IS no 

reference and little inference to externalities or the incorporation of economic spillovers: 

"There will often be time when decisions have to be made about prioritising needs, 

allocating resources and so on. These are political decisions, which government 

should be making on the basis of social need. These are not decisions, which should 

be made on the basis of profit". 

The agreement (DCD, 1998) thus emphasises: 

• political commitments - meeting social needs, improving and extending servIces, 

accountability and sustainable and "legitimate" planning by democratically elected 

representatives, and 

• operational issues - minimising direct costs to users, 

• improving social relations between workers and users, implementing affirmative action and 

training programmes, protecting the environment and improving the conditions for workers. 

It is unclear why operational features of public service provision should be seen as being unique 

and unlikely to be adequately regUlated in the private sector. Further, the issue of moral hazard is 

not explicitly dealt with. Perhaps the significance of the document is not in its content, but in 

that agreement was reached on an issue that many union members intuitively resist, as well as the 

establishment of a Sectoral Forum based on the principles of the National Framework 

Agreement (NFA). The Forum is to comprise of representatives from Labour, "Government" 

and SALGA"4, to take the local government restructuring process forward. 

The Sectoral Forum is intended to: 

• win consensus around the "broad objectives, principles and regulatory framework" for 

MSPs, and 

• monitor compliance with agreements. 

114 It is interesting to note the distinction between the spheres 'Government' (presumably national) and 
Sf\LGA (organised local government). 
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Disputes arising in the Forum pertaining specifically to conditions of service are to be referred to 

the bargaining council, whereas disputes of a broader nature are to be referred to the NFA six-a­

side for resolution (DCD, 1998). Measures to be applied to both public and private providers 

include: 

• Provision for a lifeline tariff so that all South Africans have access to basic levels of 

services (to be determined by inter-governmental forums); 

• A progressive tariff structure should be used to implement cross-subsidisation between 

rich and the poor, between urban and rural areas, between industry and residential areas, 

between commercial farming and rural communities; 

• Limitations to tariff increases; 

• The establishment of a minimum standard of services, including the description of work 

to be done; its method; standard; improvement to be affected over time; cost 

effectiveness; performance indicators; equipment and materials; facilities to be provided; 

emergency measures; and special events to be dealt with; 

• Definition of key performance indicators (KPIs) such as: number of jobs created; 

affirmative business enterprises; training provided; monetary returns to communities; 

use of community labour; SMMEs, plant, and materials; long-term job creation; and 

performance against RDP objectives; 

• Investment requirements, as part of IDPs; 

• Environmental standards; 

• Employment conditions - recognition of trade unIOns, engagement 10 collective 

bargaining processes, on-going training, appointment procedures, health and safety 

standards; 

• Transparency of financial issues; 

• Municipal authority to monitor whether the terms of reference, conditions and 

stipulations are met; and 

• Dispute resolution mechanisms and penalty clauses for non-compliance. 

Significantly, the agreement argues that municipalities should retain ownership of infrastructure 

assets of "core services", which are to be defined by the Sectoral Forum: 

"Measures must be put in place to allow for effective protection against asset 

stripping. When the service is transferred back to the municipality, it must be 

transferred as a going concern, with the assets in a state of good repair and 

maintenance, and at no cost to the municipality" (DCD, 1998). 

This infers the moral hazard problem but does not specify that concessionaires should transfer 

assets at their best possible use, rather in an acceptable state. The concessionaire must also 
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the costs 

by the company will 

to the of the contract. The amount of the costs borne 

on the type, size, and of the contract. In 

could be expected to make social investments, behaviour is presumed to be 

ensured by requiring that a be set which is to be forfeited in the 

event of If this 15 too small it may not the 

and if it is too large, it may well act as too great a disincentive for investment. 

face a difficult dilemma if insufficient conditions are the interests of 

councils and communities may be where find to cut costs, but 

if too many are 1n transaction costs may well become too for any interest in 

In order to meet such a makers may have to consider the 

of different scenarios - for medium and large sized for emergency, 

or discrete values and different services and regulate 

in accordance with certain This of course, 

relevant if the fiscus remains or unable to fund servlCe 

1 .L.AI~'UjlU.U.'~ 
Bonds are an attractive option for local m to leverage private sector for capital 

for responsibilities that may not be suitable for outsourcing, An concern is that local 

governments are associated with an acceptable risk for investors, There has been some 

improvemen t"in this regard, 

has received an . Fitch IBeA - to A2 in the short term and BBB 

in the term 1n 1999 1999c), One of the benefits of the iGoli 2002 

- mtended to restructure the city into a utilities (such 

as 

improved 

Nelspruit (Heese, 1 

In the short term, 

as the 15 is better customer to 

is now in a similar to that of IvIidrand and 

around demarcations is a obstacle for all 

municipalities to establish a good credit rating, To the effects of this 

and unstable local it is that South Africa's national 

should consider a bond market for certain localities or for 

services 1999c), 

bonds are neither the cheapest nor the easiest way of 

in South Africa, especially w1th interest rates fluctuating and reaching although a 

long-term strategy to develop a bond market could release additional to local 
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The US bond market offers a tremendously tempting example - about $200bn is issued for 

municipal bonds each year, according to James Leigland of the MIIUI16. Leigland, however, 

cautions that this is a result of an anomalous situation where tax exemption on municipal bond 

interest income facilitated the growth of the municipal bond market (Heese, 1999c). 

European models work differently - development finance institutions on-lend capital as loans to 

local government or local government utilities. The DB SA follow this practice, which could be 

expanded by issuing bonds for specific sector lending or specially targeted municipalities (Heese, 

1999c). 

Given its knowledge of local government, the DBSA would be in a good position to provide 

insurance for bonds. This intervention is under review by the DBSA and would facilitate private 

sector involvement in (and monitoring of) local government (Heese, 1999c). 

The Department of Finance is currently drafting a borrowing framework to deal with these 

issues, but it will take some time for a secondary bond market to emerge that could make the 

bond market option a viable one. 

4.3 Local government innovation 
The Department of Finance has argued in a number of presentations at different fora l17 that 

increased fiscal transfers to local government will not alleviate the financial pressures on 

municipalities as current income sources are not adequately exploited and that additional income 

may not be exploited effectively. The premise that current income is not appropriately exploited 

cannot necessarily be generalised given the poor qualitative knowledge of individual financial 

capacity within South Africa's municipalities. 

Nonetheless, some national programmes and individual local governments are restructuring their 

approach to delivering services (in response to financial difficulties as well as international 

benchmarks), and this should impact upon both financial and fiscal arrangements. Although 

these initiatives have had insufficient time to make their implications apparent, their motivations 

and processes are outlined below. 

lIS See Section 4.3.2. 
116 Interview. 
117 Including a workshop at the launch of the Local Government Transformation Programme, held at 
Gallagher Estates in March 1999. 
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4.3.1 The Local Government Transformation Programme (LGTP) 

Launched slightly less than a year (in March 1999) after the 1998 White Paper on Loml Government, 

the Local Government Transformation Programme (LGTP), housed at DCD, takes forward the 

suggestions made in the White Paper for a support framework for local government. The LGTP 

has three dimensions: 

• Enhancing co-ordination, 

• Facilitating information exchange and learning, 

• Enabling access to technical assistance, capacity building and institutional support. 

The mechanisms whereby these strategies will be realised essentially revolve around the 

establishment of a database that is to be used as a way in which to communicate information 

around best practice, evolving, it is hoped, into a "learning network". This information can be 

used not only by councillors, but also by donors, universities, community organisations, NGOs 

and businesses wanting to establish partnerships with municipalities. 

A positive financial aspect of the LGTP, however, relates to the role played by donors. Major 

commitment is mobilised, co-ordinated and focused through the LGTP. Key donors speaking at 

a March 1999 launch at Gallagher Estates included: 

• The United States Agency for International Development, USAID, (which has committed 

$18m to a six-year programme, as well as dispersing $130m in loans), 

• The United Nations Development Programme, UNDP (which focuses on poverty 

alleviation and governance issues), 

• The World Bank (which has a relatively small input as a "knowledge bank" contributing 

expertise only), 

• European donors, Germany's GTZ, the UK's Department for International Development, 

DFID and the European Union, EU (the last of which has committed 500 ECU between 

1996 and 1999), and 

• Scandinavian donor agencies - Norway's NORAD (one of the largest local government 

donors which allocated R400m to South Africa between 1994 and 1999, to be extended by 

another R400m), Sweden's SIDA and Denmark's DANIDA. 

Most of this donor aid is targeted to specific pilot projects that twin cities, assist local NGOs and 

build capacity in areas relating to governance and poverty alleviation. A few donors, notably the 

World Bank and USAID, assist in policy research around finance issues. 
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Unfortunately, none of these "knowledge banks" has an explicit financial component. Integrating 

Project Viability and expanding assessments to incorporate information that is useful for both 

municipalities and for potential financiers would have presented one way in which the LGTP 

could have facilitated improved financial management at a local government level. 

Improved co-ordination and communication between municipalities can only facilitate improved 

municipal management, including finances One example of innovation from which lessons may 

be learnt is that of Greater Johannesburg. 

4.3.2 iGoli 2002 

Greater Johannesburg is a city that has been beset with financial difficulties. The council's 

1999/2000 R8.2bn budget was criticised for only allocating R400m for maintenance and 

infrastructure development and R84m for capital expenditure in order to cut a R291m deficit to 

R141m (Heese, 1999b). Whilst it has undergone massive restructuring to deal with its financial 

and administrative problems, this has entailed considerable stress on the organisation. 

The first step to transformation involved the transfer of all powers and functions, staff, assets 

and liabilities to the Metropolitan Council (MC) before powers were delegated to seven 

Metropolitan Local Councils (MLCS)118 - a process which was interrupted by boundary disputes, 

culminating in the determination of four MLCs (Woolridge, 1999). 

But by the time these structures emerged, the state of Johannesburg's finances had reached crisis 

point, with the MEC for Local Government in Gauteng setting up a "Committee of Ten'" 

councillors from the MC and four MLCs to address the situation. One of the most critical 

problems facing Johannesburg is non-payment. Currently, the city is owed R2.1 bn (which 

increases by R33m a month) against a budget of R7bn, half of which is likely to be written off, 

exacerbating a long-term debt of R2.8bn (Haffajee, 19/ 3/ 99, iGoli News). 

As a result, only R330m is to be spent on maintaining infrastructure when an estimated R660m is 

required and capital expenditure has been sized down from 1996/ 97's R1.7bn to R84m when 

R800m is what is actually required (iGoli News, July 1999). Exacerbating matters, the council's 

portion of IGTs decreased to R24m for 1999/2000 from R35m for 1998/ 1999 (Heese, 1999b). 

Johannesburg's city managers argue that it is at a disadvantage with regard to inter-governmental 

transfers in that it has no former homeland (R293) towns for which it would receive additional 

momes. 

118 Already a number reduced from the original thirteen. 
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In addition, the council has been struggling with duplicated administrative structures, gaps 

between administration and implementation, a skills shortage and disincentives arising from the 

absence of a performance management system (iGoli News, July 1999). EA--panded to a 

"Committee of Fifteen", the task group drew up a plan for restructuring administration and 

reforming service delivery - iGoli 2002 - Getting the basics right. 

The iGoli 2002 strategy is different from its predecessors in that it "allows for consultation and 

recognises the importance of process, process is framed to a means to a (at least partially 

defined) ends" (Woolridge, 1999). The focus is on implementation and the creation of "mini­

businesses" for utilities such as water, electricity, roads, parks, cemeteries, stormwater drains and 

sanitation provision that are to be controlled by a single political entity. The intention is to retain 

public control over utilities so that they can focus on profit generation that will be re-directed at 

(that is, cross subsidise) other council activities with staff working to performance targets 

(Haffajee, 1999). 

Other measures will include the corporatisation of the current loss-making activities of the zoo, 

civic theatre and bus company with the intention of running these more efficiently, decreasing 

their subsidies and improving their services over time. It is assumed that the MC will be awarded 

the right to be a Regional Electricity Distributor (RED) in order for it to generate profits from 

electricity provision. 

Greater Johannesburg's CEO, Ketso Gordan, has set himself a two-year deadline in managing 

the process: 

"For the next two years, planning is banned from this department. Implementing is 

what we are doing" (Khumalo, 19/3/99). 

Examples of this implementation include declaring areas, like Yeoville, that are battling with 

inner city decline as "improvement districts" that are to be targeted for regeneration, building a 

new taxi rank next to Johannesburg train station and off-ramps into the inner city to encourage 

culturally driven regeneration (Khumalo, 19/3/99). 

The South African Municipal and Allied Workers Union (SAM\VU) has, however, opposed the 

plan: 

"SAMWU does not believe there is a financial crisis in Johannesburg that could be 

improved by selling off profit-making [such as the proposed R200m sale of the 
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Fresh Produce Market] and job creating assets l19. Any restructuring plan must fIrst 

rectify areas where money is being wasted" (Business Report, 8/4/99). 

During July 1999, SAMWU disputed whether the Transformation Committee is mandated to 

enact iGoli's structural transformation and is wary of privatisation (Heese, 1999b). SAMWU's 

general secretary (at the time), Roger Ronnie, threatened the Transformation Committee with 

legal contestation, although the metropolitan council counters that the legality is based on an old 

Transvaal ordinance which will only be repealed once the Municipal Systems Bill is promulgated 

(Heese, 1999b). 

At the root of its opposition, SAMWU feels that iGoli ignores the 1998 national framework 

agreement between COSA TU and SALGA, and argues that it has been inadequately consulted in 

terms of the Labour Relations Act120 (Business Report, 8/4/99). The union has mooted the 

possibility of calling for a strike or mass action at a community level, arguing that the plan does 

not take the interests of the city's poor into account (The Star, 8/4/99). 

COSATU has not been as dismissive of the strategy, and perhaps as a result of this, the launch 

of the strategy at the iGoli Summit (held on 13 August 1999) was not disrupted by any major 

union objections. Despite the absence of this support, in late October 1999, 10,000 SAMWU 

members went on strike. A violent flare up contributed to a less than sympathetic response from 

both local and national government (Cargill & Heese, 1999). 

In addition to iGoli, the metropolitan council has commissioned a R1m study - Local Economic 

Development through Job Creation and Poverry Reduction in the Greater Johannesburg Metropolitan Area - to 

be conducted by the World Bank so as to better appreciate the socio-economic status of the 

metropole. Information from 500 large businesses, 900 small, micro and medium size enterprises 

(SMMEs) and 2,000 households in townships and the inner city, where information is currently 

poorest, will be fed into strategies for training, fInance and infrastructure (Heese, 1999b). 

Over time, Johannesburg could become the most powerful agent of delivery for its residents, 

making some uneasy about the role it would leave for provinces. It should be recalled that 

Johannesburg and Gauteng are special cases of highly urban populations and concentrated 

economic activity that may be best managed at a city-level - a situation which cannot be 

generalised to other localities and provinces (Heese, 1999b). 

119 It should be noted, however, that only 2% of council assets are to be privatised, and all of these non­
core assets have been losing money. Their sale is expected to raise R200m and will affect less than 200 
employees iGoli NewJ, July 1999). 
120 Section 64 of the 1995 Labour Relations Act, requiring consultation with unions in event of workplace 
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COSATU but also a number of NGOs and community organisations that feared that the cost of 

water, although a basic service, would spiral (although this fear has not yet materialised). 

Anecdotal evidence suggests that restructuring has also taken place (especially in rural areas in 

resource scarce provinces such as the Eastern Cape) where towns and TRCs or TrepCs have 

effectively amalgamated to jointly provide services to their communities. One reported case is 

that of the North West towns of Klerksdorp, Orkney, Stilfontein and Hartbeesfontein (to be 

collectively known as Kosh), that are planning to pool the financial and human resources of the 

four municipalities. This strategy is intended to develop an economic base that is independent of 

the area's declining mining industry (Business Dqy, 1/4/99). This strategy has been precipitated by 

the closure of the Stilfontein gold mine and the sale of a number of Vaal Reefs shafts in the area 

(Business Dqy, 1/4/99). It is, however, reported that some stakeholders in the North West 

province feared that the Kosh plan could undermine the authority of the Mafikeng capital. 

Unfortunately, cases of innovation are more unusual than those of financial failure, suggesting 

that inter-governmental assistance is still of the utmost importance to local government. This is 

the topic of the next chapter. 
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5 Local Government fiscal position 

As revealed by the preceding chapters, not every local government is able to exploit sufficient 

sources of own revenue to fulfil mandated functions. For this reason, some local governments 

require additional revenue for operating expenditure. In addition, in order to co-ordinate social 

expenditure so as to incorporate the implications of spillovers between jurisdictions, capital 

spending allocations from central or regional governments become necessary to ensure adequate 

and equitable resource distribution between municipalities. These allocations are channelled 

through inter-governmental transfers (IGTs). 

IGTs have two dimensions - the vertical and horizontal - which will be detailed in this chapter. 

They are represented conceptually by the figure below: 

The dotted lines represent the portions that are allotted to the three spheres of government - the 

vertical division. The dark short lines represent the division of that revenue within a sphere - the 

horizontal division. The determination and quantities of these dimensions for South Africa's 

local government are detailed below. 

5.1 Vertical division 

The division of revenue amongst the three government spheres, as reported by the 1999 Budget 

Review is reflected in the following overpage: 
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Figure 25 - Division of revenue between the spheres (in millions of rands) 

1998/99121 j1999/00 2000/01 12001/02 
Irotal budget expenditure 204293 216780 230722 247250 
!Less: 
!Debt service costs 43413 148222 149 820 52609 
Contingency reserve - 1 100 3500 8000 
Skills development levy grant scheme - - 1 000 2000 
Donor-financed spending 651 750 750 750 

Resources to be divided 160228 166108 115652 183891 

National equitable share 78273 78733 81 100 84489 
as a per cent 48,9% 147,2% 46,2% 45,9% 
Of which: 
[National departments 67573 69972 72 739 76232 
Conditional grants to provinces and local government 10700 8761 8361 8257 
IProvincial equitable share 80931 86302 92 071 96822 
as a per cent 50,5% 51,8% 52,4% 52,7% 
iLocal government equitable share'22 1024 1613 2480 2580 

as a per cent 0,6% 1,0% 1,4% 1,4% 

!Addendum 
Provincial allocations including conditional grants 90499 94420 100432 105079 
'Local government Jj)are including conditional grants p 156 2316 12 480 2580 

[Source: Department of Fmance, 1999] 

Graphically, and perhaps more strikingly, the vertical division of nationally raised revenue for 

1999/00 is reflected by the following pie chart: 

Figure 26 - Division of revenue between spheres (1999/00) 

National 

governrrent 

47% 

Local 
governrrent 

1% 

[Source: adapted from Department of Finance, 1999] 

Provincial 
governrrent 

52% 

121 The national and provincial shares of expenditure in 1998/99 are adjusted for the reduction in the 
employers' contribution to pension funds from 17% to 15%. 
122 The Equitable Share is an unconditional grant, mainly used as an operating transfer. Conditional grants 
are intended mainly for capital purposes. 
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5.1.1 Determination of the vertical division 

According to the Constitution, nationally raised revenue must be shared with provincial and local 

governments on an equitable basis. Accordingly, Section 214(2) specifies that an Act of 

Parliament is to determine these shares once: 

"organised local government and the Financial and Fiscal Commission have been 

consulted, and any recommendations of the Commission have been considered, and 

must take into account: 

• "the national interest; 

• "any provision that must be made 10 respect of the national debt and other 

national obligations; 

• "the needs and interests of the national government, determined by objective 

criteria; 

• "the need to ensure that the provinces and municipalities are able to provide 

basic services and perform the functions allocated to them; 

• "the fiscal capacity and efficiency of the provinces and municipalities; 

• "developmental and other needs of provinces and municipalities 10 terms of 

na tionallegisla tion; 

• "economic disparities within and amongst provinces; 

• "obligations of the provinces and municipalities in terms of national legislation; 

• "the desirability of stable and predictable allocations of revenue shares; and 

• "the need for flexibility in responding to emergencies or other temporary needs, 

and other factors based on similar objective criteria". 

The revenue to be shared among the three spheres excludes a number of items from the total 

divisible "pot". Specifically, debt servicing costs and a contingency reserve set aside to cater for 

unforeseen economic circumstances or natural disasters that may occur during a financial year 

(referred to as the "top slice") are deducted from the resources available for distribution. The 

skills development levy grant and donor-financed expenditure are also not distributed among the 

spheres (Department of Finance, 1999). 
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Murphy Morobe, chairperson of the FFC, criticised such "top-slicing", arguing that there is a 

tendency in comparative examples for top-slicing to be expanded at the expense of other 

functions (Business Day, 23/2/99). 

Wehner (1997a) argues that "no viable principles have been finalised to govern the vertical 

division of revenue more specifically". This contention is affirmed by the 1999 Budget Review: 

"The vertical division of resources is not done by means of a formula. It is a 

function of the expenditure responsibilities of each sphere and their revenue 

capacity" (Department of Finance, 1999). 

Implicitly contesting this approach, Shoots Naidoo (CEO of SALGA) has called for a study to 

"quantify the financial implications of the responsibilities allocated to municipalities by the 

Constitution" (Business Day, 29/6/98). He argues that whilst municipalities are capable of raising 

much revenue on their own, "a study was needed to determine the real financial and 'hidden' 

costs in carrying out local government's functions" (Business Day, 29/6/98). Such a study is 

certainly desirable to substantiate opinions around local government's most equitable "equitable 

share". 

Whilst the Department of Finance is firm that the current inter-governmental fiscal relations 

provides local government with sufficient revenue to operate, provided that it manage this 

revenue efficiently and according to sound financial practices, the chairperson of the FFC has 

argued that the current allocation is wanting: 

"If the constitutional principle were followed that finance should be linked to 

function, then additional revenues would ordinarily need to be made available to 

local government. Where the local government tax base cannot provide for its 

constitutional mandate, then national resources should provide the required funding, 

if resources are available". Murphy Morobe at the Parliamentary Finance Committee 

(Business Day, 23/2/99). 

This quote, forming part of a submission to Parliament's Finance Committee, deviates from the 

FFC's (1997) discussion document on local government. Previously, the FFC had recommended 

that total transfers should not decline in real terms, and that the benefits of increasing this 

amount are calculated on the basis of shortening the time in which basic services are delivered. 

Consideration of these benefits and whether they merit increased expenditure allocations is 

deemed to be a "political decision" (FFC, 1997), and like the Department of Finance's 

arguments, no technical mechanisms were proposed to estimate appropriate equitable shares. 
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Currently, the division of revenue is based on perceptions around (FFC, 1997): 

1. the functions of each sphere, 

2. revenue raising potential of each sphere (tax capacity), and 

3. fiscal effort (considering efficiency of expenditure). 

Revenue allocation has largely concentrated on the operating needs of local government. \Vith 

respect to mpital requirements, the closest attempt at quantifying local government's 

infrastructural functions was undertaken by the Municipal Infrastructure Investment Framework 

(MIIF). The MIIF modelled the (municipal) infrastructural backlog that needed to be closed in 

order to ensure that all South Africans receive basic services. In 1996, when the model was 

completed, it was estimated that 24% of urban South Africans and 75% of rural citizens required 

greater levels of infrastructure (DCD, 1997) - a mammoth task. 

The MIIF suggested that R5bn per annum is required in urban areas to ensure an intermediate 

level of service provision, defined as the following level of service provision l23: 

• yard tank water, 

• Ventilated Improved Pit Latrine, VIP, sanitation, 

• 20 Amp electricity supply, 

• 80% graded and 20% gravel roads, 

• open side stormwater, and 

• kerbside solid waste removal. 

The amount for installing intermediate servIce levels would be R8.5bn if one included asset 

replacement, rehabilitation and commercial and industrial infrastructure (MIIF, 1996). Rural 

projections are similar but require considerably greater levels of recurrent expenditure than urban 

areas (at least 10 times as much), as economies of scale are reduced by smaller, more dispersed 

communities. 

Even when delivering a relatively modest package of goods, the MIIF suggests that local 

government requires revenue in addition to that which can be raised internally, especially in rural 

areas. Provinces could, however, present similar calculations for health and education, say, to 

substantiate that they too require a greater share of nationally raised revenue. Hence, local 

government needs to prove that its functions receive a disproportional lack of funding to those 

of other spheres. 

l2.) Basic service provision includes communal water supply, VIP sanitation, 8 Amp electricity supply, gravel 
roads to with SOOm of homestead, open stormwater along distributor roads and communal solid waste. 
High service provision entails household water connection, full waterborne sewerage, 60 Amp electricity 
supply, paved roads, piped, underground stormwater and kerbside waste removal. 
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In considering the vertical division of revenue, local government's lack of capacity to collect user 

charges needs to be pragmatically factored in over the interim. The Department of Finance has 

taken a firm line on the issue in oral presentations and argues that until local government 

demonstrates fiscal responsibility, it does not merit any increases in allocations. 

Perhaps a key reason why local government may not receive adequate financial provision lies in 

its organisational representation. Relatively speaking, provincial governments tend to be far more 

aware of fiscal debates than organised local government, perhaps because they are more 

dependent on inter-governmental transfers than local government. In addition, provincial 

government has had more experience in negotiating with national government than local 

government as fiscal systems were in place sooner than in local government's case. 

5.1.2 The Budget Forum 
The Budget Forum, as stipulated by the Intergovernmental Fiscal Relations Ad (No. 97 of 1997)124, 

comprises the Minister of Finance (the chairperson of the Forum), provincial Finance Members 

of Executive Committees, MECs, and five national representatives and nine provincial 

representatives from organised local government. This represents a distinct body from the 

National Budget Council, which is identical barring the representation of local governmentl25 . As 

these two bodies represent the same delegates ,there is room to question whether this constitutes 

inequitable treatment of local government: 

''Why should the 'equitable shares' of three autonomous spheres of government in a 

system of cooperative governance be decided in two different places? Why can the 

equitable share of local government not be determined in the national budget 

council? ... One must deduce that 'equitable share' of local government is only 

determined after that of provincial and national governments. This is contrary to the 

notion of autonomous and interdependent 'spheres' of government"'. (USN, 1997: 

16). 

The Budget Forum, according to the Act, is intended to consult on: 

"a. any fiscal, budgetary of financial matter affecting the local sphere of government; 

"b. any proposed legislation or policy which has financial implication for local 

governmen t; 

"c. any matter concerning the financial management, or the monitoring of finances, 

of local government; or 

124 Which took effect on the 1 January 1998. 
125 And the DCD, which attends Budget Forums as an observer. 
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"d. any other matter which the Minister has referred to the Forum." 

It is a curIOus logic that has provincial representation at the Budget Forum, but not local 

representation at the Budget Council. SALGA has argued that this imbalance does not 

adequately reflect the constitutionally envisaged equality among spheres. Despite this contention, 

no proposals to restructure the system have been made by the Ministry of Finance. 

The Budget Council met seven times for the 1999 budget process whereas the Budget Forum 

met only twice (Department of Finance, 1999). This disparity reflects the provisions of the 

Intergovernmental Fiscal Relations Act that specifies that the Budget Council meets at least twice a 

year, but the Budget Forum a minimum of once. Furthermore, the Budget Council has support 

in the form of the Technical Committee on Finance (rCF), comprised of officials from the 

national Departments of Finance and State Expenditure and provincial treasuries (Department 

of Finance, 1999); the Budget Forum does not have similar support. 

5.2 Horizontal division 

5.2.1 Historical transfers to local government (1995 -1998) 

Local government has traditionally received funding from a disparate range of sources. A 

summary of the multi-channels of inter-governmental transfers to local government are 

presented in the table overpage. 

january, 2000 103 



Univ
ers

ity
 of

 C
ap

e T
ow

n

Financial and fiscal facilitation of developmental local government in SA 

Figure 27 - Transfers and grants to local government: 1995-1998 (Rands) 

1995/6 1996/7 1997 /8 
Function Operating Capital Operating Capital Operating Capital 

Subsidies to former white municipalities 

Fire Brigade 32,997 13,444 49,348 21,896 46,214 29,316 

Library services 23,478 9,287 43,137 4,235 33,725 18,365 

Disaster Management 2,590 0 5,128 0 4,661 0 

Subtotal 59,065 22,731 97,613 26,131 84,600 47,681 

Transfers to municipalities 

MIP 0 125,800 0 301,200 0 450,500 

EiVIIP 0 500 0 168,600 0 431,400 

CMIP 0 0 0 0 500,000 

BCIG 0 0 0 70,598 0 426,273 

Intergovernmental grants 830,220 0 806,090 0 903,420 0 

R293 towns 559,591 85,970 863,782 79,901 882,654 68,443 

Service of loans 190,336 0 214,462 0 27,689 0 

Sport & recreation 747 526 14,576 7,559 19,016 14,752 

Dept redemption 129,000 0 129,000 0 129,000 0 

Other 323,389 47,402 242,154 154,122 102,410 30,652 

Subtotal 2,033,283 260,198 2,270,064 781,980 2,064,189 1,922,020 

Implicit national transfers 

Department of Water Affairs 114,489 496,289 496,969 321,288 492,525 1,429,212 

Subtotal 2,206,837 779,218 2,864,646 1,129,399 2,641,314 3,398,913 

TOTAL 2986055 3994045 6040227 

[Source - Adapted from Department of Fmance, 1998b]. 

As can be gathered from the number of entries in the preceding table, transfers and grants to 

local government have varied from year to year and source to source. Councils will thus have 

varying experiences of income flows from one another and from one year to another. 

Broadly, however, the various sources of municipal transfers in the past were based on: 

• Inter-governmental grants (IGGs) for operating expenditure and bridging finance (managed 

by provincial governments under the Interim Constitution) - typically to BLAs, 

• Agency payments (full or partial) for health services, social services, disaster management 

and transport (provincial functions), 

• "R293 town" (named after the R293 proclamation) subsidies for towns located in former 

homeland areas, usually with poor administrative capacity and limited tax bases, 

• Grants for capital expenditure (see below). 

January, 2000 104 



Univ
ers

ity
 of

 C
ap

e T
ow

n

Financial and jiscal facilitation of developmental local government in SA 

5.2.2 The Equitable Share 
Such a plethora of sources is problematic not only because of the instability that it causes at a 

local level, but from the broader concern of co-ordination. The 1998 system of an "Equitable 

Share" transfer has rationalised most operating transfers (excluding R293 grants until 2001), or 

initiated the phasing thereof (the same cannot yet be said of capital transfers). 

The Equitable Share formula-based system of allocating operating transfers to municipalities was 

initiated for the 1998/99 municipal financial year starting on 1 July 1998. The system is to be 

phased in over a period of five years to allow for adjustments. As a specific earmarking for 

operating expenditure is intended, and broken down into categories (discussed below), the 

transfer infers, but cannot enforce, a level of conditionality so that it remains compliant with the 

concept underlying the equitable division of revenue. The intention is that the transfer will allow 

for all households to receive a basic and affordable package of services, as well as to facilitate 

capacity building within local councils as well as to fund infrastructure that has spillover effects 

for other localities (to be funded by RSC levies) . 

Key principles for the transfer (Departmen t 0 f Finance, 1998b: 10 -11) are given as: 

• "Equity - ensuring ... access to basic services, 

• "Efficiency - equalisation ... might entail potentially crippling outflows from richer areas ... 

total cross equalisation might have a deleterious effect on the country's ability to attract 

international investment, 

• "Spillover effects - funding projects which have strong spillover effects, 

• "Facilitating democracy - to enable local authorities to build up [institutional and physical] 

in fras tructure'. 

These principles are to be expressed by the packaging of four transfer programmes (Department 

of Finance, 1998b): 

• the municipal basic services. as", transfer - to ensure equity, a per capita services transfer (of 

R230 per household earning less than R800 per month for 1998/99) is allocated to 

individual councils on a quarterly basis (once a 10% top slice has been deducted for 

SALGA 126), to be phased in, 

• tax equalisation. "T", transfer (not yet implemented) - to affect "efficiency" by transferring 

income between intra-metropolitan MLCs (but not for substructures of DCs), based on a 

formula of per capita rates base of a substructure versus an entire metro jurisdiction, 

126 It is unclear how this portion was arrived at or why a basic serv;ce transfer should be the channel for 
organised local government's funding. 
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• municipal institutions, "I", transfer - for municipalities below a cut off level of normative 

rates and service charge income (but above a threshold population), 

• matching, "M", transfer (not yet implemented) - to assist in the provision of "essential 

infrastructure"127 for services that have positive spillover effects (as with RSC levy usage). 

(A critique of the system can be found below in Section 5.3.2). 

On the capital transfer side, funds are currently administered by: 

• The Department of Housing's Bulk and Connector Infrastructure Grant (BCIG), 

• The Department of Water Affairs and Forestry's (DWAF) Community Water Supply 

Programme, (CWSP), 

• The Department of Constitutional Development (DCD)'s Consolidated Municipal 

Infrastructure Programme (CMIP) and Rural Administration. 

There has been some rationalisation of capital grants via CMIP (with the exception of grants for 

rural water infrastructure run by the DWAF), which is administered by the DCD. CMIP is 

intended to provide grant funding for the installation, upgrading and rehabilitation of municipal 

internal bulk (water reservoirs, pump stations, purification works, for instance) and connector 

infrastructure (such as water main connector lines). More simply, it aims to provide access to 

basic services to all South Africans within the next 8 years. 

In aggregate, all IGTs should make up the balance of local government's expenditure needs, 

once own revenue sources have been discounted (this may not always apply in South Africa 

should borrowing become a more affordable and accessible option). Failing this, local 

government will be responsible for a number of "unfunded mandates". Unfortunately, scarce 

resources and a policy environment of scarce resources mean that the optimal outcome is that 

unfunded mandates are kept to a minimum among spheres and shared equally. 

5.2.3 The current system (1998 - 2002) 

The 1998 Budget announced a decrease in capital funding for local governmen t owing to high 

roll overs in 1996/97 into 1997/98, which augmented the 1997/98 figure, in addition to the 

phasing out of the BCIG and the EMIP (Department of Finance, 1998a). But the 1999 Budget 

again cut the capital allocation for local government. This cut has been criticised in non­

governmental circles. The IDASA Budget Information Service (1999) argues that the 1999/2000 

budget is in line with commitment to fiscal discipline, but at the expense of developing social 

in fras tructure: 

"the minimal resources available for distribution, are disproportionately skewed to 

wooing the private sector instead of alleviating poverty. This is not a poverty budget 
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- it is, in the first instance, an investment budget. The 1999/2000 budget makes 

provision for R1.1 billion in poverty relief, an increase over the R850billion allocated 

last year .... However, for several reasons we feel that the poor will not benefit 

significantly from the budget . .. spending on social services in provinces will 

continue to be cut in the face of stagnant provincial allocations and rising unplanned 

personnel costs .. .. Of further concern, ... is the fact that the crowding out of social 

expenditures is likely to increase in the next two frnancial years (2000/01 and 

2001/02) ... Reduced growth but retained deficit targets, imply reduced social 

expenditures. Two further factors weight against effective poverty relief in the 

budget. The decrease in the housing budget (5.8% in nominal terms) is unfortunate 

given government indications that this is precisely the moment when labour­

intensive house building is coming on stream .... Government has not been able to 

meet many of the social targets set in the RDP." 

The 1999 Budget Speech (17 February) suggested that social infrastructure, a core function of 

local government, was a budgetary priority. Superficially, local government is allocated a greater 

share of nationally raised revenue (in nominal terms) than in 1998. The equitable share for local 

government is reflected below: 

Figure 28 - Local government equitable shares (in millions of Rands): 1998 - 2001 

1998/99 1999/00 2000/01 ~001/02 

Equitable Share 1024 1673 2480 2580 

[Source: adapted from Department of Fmance, 1999a] 

The seeming rise in local government's equitable share over the medium term is distorted by the 

inclusion of R293 allocations in 2000/01 and 2001/02. R293 towns are to receive separate 

budgetary provision, as provinces have been unable to transfer all of the provincial staff 

administering these towns to municipalities (or even account for them in some instances where 

they are spread among a number of departments). Conditional grants directed to provinces for 

R293 staff amount to R463m, as well as another R40m for an incentive grant to assist in the 

transfer of these staff. It is intended that this will be phased out unless the Budget Forum 

decides otherwise. Factoring the R293 grant into the Equitable Share considerably mitigates the 

seeming rise in local government transfers, as illustrated by the table overpage. 

127 Although the programme is purportedly intended to subsidise operating expenditure. 
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Figure 29- The Equitable Share plus R293 transfer (in millions of Rands) 

1998/99 1999/00 2000/01 2001/02 

R293 staff & services 951 503 0 0 

Equitable share 1024 1673 2480 2580 

Total 1975 2176 2480 2580 

[Source: adapted from Department of Fmance, 1999a] 

Of considerable concern to local government, conditional grants and agency fees decreased by 

almost 30% since 1998/99. These transfers are critical for funding capital expenditure, which has 

been declining steadily over the past few years128. 

Figure 30- Conditional grants and agency payments to local government (in millions of 

Rands) 

998/99 999/00 

Constitutional Development 
Consolidated municipal infrastructure programme 703, of which 696 
CMIP ~120m 
Special presidential projects !R150m 
R293 staff 951 463 
Assistance in transferring R293 staff ~O 
Local government support grant 181 140 
Land affairs 
Land Development objectives 26 38 
Housing 
Housing support 50 -

Special urban renewal projects 569 136 
iV'ater affairs 
Government water supply schemes 125 -

Department of Water Affairs operating subsidies 494 ~29 
Other conditional grants - 23 
Total 12 729 1965 

[Source: adapted from Department of Fmance, 1999a] 

Adding the equitable share to conditional grants, local government is to receive 10% less in 

1999/00 than it did in 1989/99, reflected graphically overpage. 

128 Presentation by Chris Kapp, Project Viability consultant to DCD, at IMFO Conference, October 1998. 
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Figure 31- Changes in allocation (millions of Rands and %): 1998/99 -1999/00 

• 1998199 • 1999/00 

[Heese, 1999a - adapted from Department of Finance, 1999a] 

To be particularly noted is the decrease in the allocation to the Consolidated Municipal 

Infrastructure Programme (CMIP) (Heese, 1999a) despite the 1999 Budget Rm'ew's contention 

that "government's social and development programmes will continue to strengthen, even in the 

more difficult current economic environment" (Department of Finance, 1999). The decrease 

may sugges t that CM1P is considered to be the incorrect channel for developing infrastructure 

for social use. Analysis of CM1P is, however, generally lacking in the 1999 Budget and Budget 

Review - there are only static reports of performance and there is no discussion as to whether a 

decrease in CMIP's budget has been motivated by a policy shift or whether an alternative is 

envisaged. 

Also noteworthy is the continued use of the Transitional Grant via provinces, now named the 

Local Government Support Grant (Heese, 1999a). As its predecessor was poorly taken up by 

provinces, it is unclear why the grant was not directed to local government using the new "I" 

institution building component of the Equitable Share transfer. 

The motivation for decreased transfer to local government in the Budget Review is particularly 

significant. Using South African Reserve Bank data gathered by Statistics SA on 60 

municipalities, local government finances are expected to improve with a local government 

deficit in 1998/99 of about RSOOm, R300m less than in 1997/1998, even to the extent of a 
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surplus being projected for 2001/02129. This calculation reinforces the widely held view that local 

government can generate sufficient revenue on its own and hence does not require inter­

governmental assistance. This is despite reported Project Viability data that outstanding debt has 

increased since 1994 and few real signs that this turnaround should materialise. 

Perhaps in response to the practical difficulties facing local government, yet out of sync with the 

prevailing policy position, the 1999 Budget's allocation was increased by an ad hoc decision, to 

R2,800m. 

Figure 32 - Changes to the 1999 Budget (in millions of Rands) 

1998/99 1999/00 2000/01 2001/02 
R293 staff & services 951 503 0 0 

Equitable share (budgeted) 1024 1673 2480 2580 
Total 1975 2176 rrlvtsed to 2800 2580 

[Source: adapted from Department of Fmance, 1999a, 1999b] 

With the adjusted sum of R2,800m in operating transfers, local government still receives (in 

nominal terms), less than it did in 1998/99. This comparison alters considerably, however, if the 

bus subsidy for 1999/00 is included (even though the transfer is intended for use in operating 

budgets, it has been included as a conditional grant, which would usually imply a capital use - see 

the table below). This transfer is excluded from foregoing calculations as it relates to a non-core 

municipal service and essentially represents a recent devolution of national responsibility, and owing 

to its size in relation to other transfers to local government, it distorts previous trends. 

Furthermore, the transfer is unlikely to affect the financial position of most municipalities, as it will 

not address the provision of basic municipal services - like the delivery of water and sanitation. 

Figure 33 - Local government transfers, including bus subsidies (in millions of Rands) 

1998/99 1999/00 
Conditional grant total 2729 1965 
Bus subsidy - 1294 
Total 2729 3259 

[Source: adapted from Department of Finance, 1999a, 1999b] 

5.3 Assessing the existing system 

5.3.1 Department of Constitutional Development's CMIP 

Under the Consolidated Municipal Infrastructure Programme (CMIP - the pnmary capital 

transfer programme for municipal infrastructure), the application process by municipalities goes 

through provincial authorities who receive, in turn, sums allocated by the DCD on the basis of 

need130 (but not on performance or capacity to deliver). As a result of poor capacity by provinces 

129 Although this data set differs from the Department of Finance's records owing to the SARB exclusion 
of electricity sales, and applies different financial years from those used by local governments. 

130 Calculated by formulae that take into account poverty levels, water and sanitation backlogs (as a proxy 
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to assess need and disburse funds, and poor municipal capacity to apply for funds and utilise 

them effectively, large sums have been rolled over in provinces with great backlogs of 

infras tructure. 

In many instances, the local councils most in need of capital projects are those least capable of 

compiling business plans to submit to provinces for approval. In addition, there are accusations 

of political considerations in this decision (a New National Party, NNP, dominated council may, 

for instance, have its business plan rejected by an ANC province for less than technical reasons). 

Generally it is the better-equipped and networked urban local governments that have accessed 

capital through CMIP, although the backlogs exist most pervasively in rural areas131 . 

In addition, provincial interests for larger budgets may skew allocation rationale with lobbying. 

The Northern Cape, for instance, has a relatively small population - a criterion for the allocation 

of housing funds, amounting to only 1 % to 2% in many instances - leading representatives to 

argue for the consideration of other factors, such as distance132 

According to the 1999 Budget Review, over 2,000 projects have been approved by CMIP, and 

1,650 of these have been completed. The same review reports that 936,754 housing subsidies 

have been approved since 1994, from which 629,449 houses, which are to be supported by 

CMIP facilities, have been built. No assessment is made as to whether these are good matches 

with demand, where shortfalls and problems have been experienced, nor what can be done to 

make best use of and mitigate roll-overs . 

According to the Nedlac, a national tripartite structure, by the end of 1997, R1.3bn had been 

spent on 1,031 projects targeting 16 million people, but of these 16 million, 13.7 million reside in 

urban areas. This delivery bias is in spite of the rural concentration of infrastructural backlogs. 

The Projects for Statistics on Living Standards and Development found that only 20% of poor 

households!33 have flush or VIP toilets, and only 9% more of these households have piped water 

(Nedlac,1998). 

for basic infrastructure) and housing budgets (so that infrastructure delivery complements housing 
programmes). 
131 According to the Project for Statistics on Living Standards and Development poor access to basic 
services and adequate transport facilities are closely related to poverty, which is more pronounced in rural 
areas. Child poverty, for instance, has been found to be more serious in poorer and less urbanised 
provinces such as Eastern Cape, where as many as 78% of children live in poor households compared to 
only 20% in Gauteng and 35% in Western Cape (Nedlac, 1998). 
132 This is not to suggest that the distance of delivery and maintaining services is not important, but that 
this varies from project to project and should not be highlighted merely because provinces wish to receive 
a larger slice of the "CMlP pie" . 
133 Deftned according to a World Bank study (1996) that applies a relative definition of poverty - the 
bottom 20% of all households are regarded as ultra-poor and the bottom 40% as poor (Nedlac, 1998). 
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The current allocation to eMIP clearly suggests that government is not allocating sufficient 

revenue to ensure that MIIF objectives are realised. This may be intended to stimulate private 

sector investment or financing, but if this is the case, it is a risky tactic as only the wealthier and 

typically more developed councils can access the capital market. Especially so when a framework 

for partnerships is not yet in place. In addition, the separation of capital expenditure (eMIP, 

DWAF and so forth) from operating IGTs (in particular, the Equitable Share) is ill-conceived. 

The two streams should, to some extent inform the other in order for operating revenue to 

support capital projects, and in order to do so, eMIP should be linked with other capital IGTs 

under one clear framework. 

5.3.2 Department of Finance's "Equitable Share" 

The Department of Finance's Equitable Share contains a number of interesting dimensions. As a 

vehicle to directly fund the poorest councils in as direct and simple a manner as possible (based 

on the number of indigent households measured by income), its intentions are undermined by a 

number of features , which are explored below. 

It is important to note that the aforementioned definition of "equity" does not imply a 

redistributive role for financial arrangements. Instead, it is argued that redistribution should be 

undertaken at a national level. Horizontal division is, therefore, viewed solely from the 

~perspective of need and not fiscal capacity (that is 'the ability to finance need by using local 

revenue sources). Public finance theorists such as Musgrave and Musgrave (1984) have argued 

that this approach is preferable as national bodies can bet\er facilitate co-ordination and that 

inter-jurisdictional competition is mitigated. As .local government is expected to be largely self­

sufficient, however, some equalisiltion is necessary among South African municipalities for 

redistribution to ensure the mitigation of apartheid's legacy. In the absence of some 

consideration for local tax capacity, the IGT cannot impact upon the lives of the poor to its 

fullest. 

An exclusively central approach to redistribution is in contrast to the White Paper on Local 

Government, where the role for redistribution at a local level is clearly articulated as a policy 

objective (1998: 112): 

"In addition to targeted subsidies to poor households, funded from the 'equitable 

share', ~unicipalities can cross-subsidise between h.igh and low- iocome earners, 

both withit;l particular services and between services. The extent of this cross-
, 

subsidy is a local choice that needs to be exercised carefully, within the framework 

of the municipal integrated development plan (IDP).l' 
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This principle has been upheld by the Constitutional Court in the Sandton rates case where the 

Eastern Metropolitan Substructure's proposal to raise rates by 123% and distribute any surplus 

funds to relatively poorer substructures was challenged by rate payers. The ruling was 

contentious: 

"[Albie] Sachs [a Constitutional Court judge] was reported to have asked in 

frustration why this decision should not have been taken on the basis of "good 

neighbourliness - the idea of loving your neighbour." Sach's appeal to religious 

morality seeks to disguise what he is actually saying. He is not encouraging people to 

make the decision to love their neighbours; he is suggesting instead that the State is 

justified in forcing people to love their neighbours, in particular by taking money 

from them and giving it to others." (Finance Week, 3/9/98)134. 

The prac tical implication of excluding fiscal capacity is that localities that have larger tax 

capacities (and these are predominantly urban with large populations) receive a greater share than 

they would under a system of equalisation. This implies an urban bias. The following graph 

demonstrates the implications of including a tax capacity component for selected localities by 

comparing the Department of Finance Equitable Share allocations for 1998/99 against those 

proposed by the FFC (which take fiscal capacity into account - refer to the calculation of the 

latter in the next section). Total transfer amounts are weighed to equal each other and aggregated 

at the MC or DC level as this is the lowest level of disaggregation for the FFC (which 1S 

constrained by insufficient data at TLC and MLC levels at the time of conducting research) . 

Figure 34 - Considering tax capacities in IGTs (Department of Finance vs. FFC 
transfers, in millions of Rands) 

100 

80 

60 

Western Bushl.eld Cape Metro Northern WIG aut eng Wild Coast 

• FFC • E/Share 

[Source: adapted from DCD release and FFC, 1997, calculations] 

134 Interestingly, this view ignores an inter-generational perspective that affluent ratepayers have been 
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In cases where the MC or DC includes a large urban area - Western DC (port Elizabeth), Cape 

MC and Western Gauteng - the Equitable Share allocations are more generous than the FFC's, a 

situation which is reversed in rural examples - the Bushveld, Northern and Wild Coast. If it is 

assumed that rural municipalities have the greater backlogs and merit a substantial portion of 

IGTs, the exclusion of a tax capacity component has extremely negative consequences. 

Another feature of the proposals lies in the interpretation of "efficiency". Efficiency 

conventionally relates to the optimal deployment of resources. The proposals suggest that fiscal 

equalisation may undermine efficient allocation. This assumes that the benefits of redistribution 

are outweighed by negative market reactions. 

"Full equalisation or equalisation between areas with very uneven tax bases might 

entail potentially crippling fiscal outflows from richer areas. In addition, because 

factors of production are mobile not just across municipal borders, but across 

national ones, total cross country equalisation might have a deleterious effect on the 

country's ability to attract international investment." (Department of Finance, 

1998b: 10). 

A partial reworking of this principle; along with the other principles informing the proposals, can 

be found in the 1998 Budget Review: 

• . "EqUity \- Because funds are transferred to municipalities in a uniform, transparent and 

rational manner according toa formula, all municipalities will be treated equitably, and 

therefore will be assisted to deliver a package of basic services to all low-income households 

at affordable cost. 

• "E.fficiency - The new transfer system will promote allocative efficiency by promoting 

competition between municipalities on the basis of their fiscal performance, rather than on 

their tax bases. 

• "Spillover effects - Services provided by one municipality that produce a positive externality 

for a neighbouring municipality will be catered for in the new transfer system. 

• "Facilitating democracy - In order for municipalities to fulfil their functional, political and 
'--

,administrative responsibilities towards their residents, they require a nununum level of 

institutional and administrative infrastructure". 

Each of these principles is to be furthered by a particular scheme, although only two are 

currently operational (to facilitate equity and institutional capacity - the "S" and "I" transfers). 

This fragmentation is characteristic of the proposals - the starting assumption of which is that 

subsidised by businesses and consumers in their residential areas. 
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CMIP addresses transfers. \'Vhils t this may be true, although there are reasons 

to doubt the should this mean that transfers do not consider their role in 

capital infrastructure? 

The S transfer basic is calculated as follows: 

Si=a 

Sj services transfer to local authority I 

L annual per services transfer at R180 pa to be to 

H the population living ,vith incomes under R800 per month (1998) 

ex the .. .,tYlpt" .. with values between 0 and 1135 

the of households under R800 per month is the determinant for a 

municipality's transfer. The much smaller "I" transfer, the proposals' view on fiscal 

takes into account the revenue collected a which is deducted 

from a maximum transfer based on size. The "I" transfer therefore to take 

into consideration fiscal capacity (using income as a proxy), but ,vill be phased out meaning that 

fiscal capacity will not be considered over the medium term. Maximum transfers are detailed in 

the table below: 

[Adapted from Department of Constitutional 

The "T" transfer is intended to local council's income - at 

odds wi~h the document's criticisms of IS unlikely to be applied with the re-

of South J\frican cities as councils. It would have been as 

follows: 

\'Vhere: 

the transfer to sub-structure I 

average rate in the R across the MC 

135 This variable is necessary to ensure scale the transfer amount to the total IGT. Based on the 1998 figure 
that 11.2 million people are in poverty in South Africa of Constitutional 
1998b), the transfer needed to have been in excess of R2bn to ensure that all of these received R180 
per year, In it was only slightly more than half that amount. 
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tax rates base across the 

rates base in substructure I 

e of 

of substructure I. 

A formula for transfers at the DC infrastructure (tM" 

has to be released. the "M" transfer deals with 

when the share is intended as an nnp,-"tlt1 transfer. 

Aside from the In a transfer that is 

as may be too rr<lO"n'PtHPrl to deal "v-ith 

concerns of local the "S" transfer accounts for 

most of the revenue directed to local 

The FFC 18 a pn)d\lct of the Interim and It is intended to advise Parliament 

on fiscal and fiscal relations. These 

recommendations have tended to focus on and national revenue and 

with some involvement in local of a 

discussion document 111 interim local in the 

institution's of fiscal relations 

The of Finance <>r""nl'pi"1 these pr<)p()sals for Share 

extent that the focus of the transfer is on the 

"PPU'c.u, and that local the 

of the poor, in that a formula 

of the transfer117 The two of 

used for the and in 

revenue138. 

Common of Finance and the FFC include the 

• Transfers should be of revenue, 

• Local crnvprnlmp'n should become accountable to constituencies 

• Services and therefore used 

as access to clean water, sanitation and limited 

access to roads and ~'""'"M'~I should be delivered 

136 DiJetlSSion DOG/ment on Local Government itl a (1 

leveL 
Share may also be used for if 
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As stated in the section on the vertical division, benefits from increased expenditure by local 

government is viewed as a "political decision" (FFC, 1997). While political objectives are 

certainly of considerable importance in influencing the priorities of government expenditure, this 

vertical division recommendation is weak from a technical perspective. The document thus 

investigates the horizontal division in considerably more detail. 

The use of formula is similar to methodology used in dividing revenue between provinces by the 

FFC so as to ensure stability and the pursuit of objectivity (De Bruyn, 1998). The objective 

considerations in local government's case are tax capacity for operating transfers and backlogs 

for capital grants. Total transfers are composed of: 

• a conditional capital grant, 

• an unconditional operating transfer, and 

• a tax capacity component (using RSC levies as a proxy of this capacity). 

The operating transfer is intended to subsidise access to basic services for the poor. The costs of 

water and sanitation services are used as proxies for this need. The transfer (RSi) is calculated on 

the cost to the households below the poverty line l39 for a minimum amount of water and 

sanitation consumption. 

Where: 

a minimum household annual water consumption; 

pw unit price of water; 

b minimum level of sanitation; 

Cs unit cost of sanitation 

H~i qualifying population in ith MC or DC 

The horizontal inequity between municipalities is dealt with by incorporating a revenue­

generating component to weigh up against expenditure needs in the total transfer. Hence, poorer 

local governments will receive the greatest chunk so as to subsidise access to basic services. As 

capital grants are calculated according to the extent of infrastructural backlogs, poorer 

municipalities are also likely to benefit from the transfer more than wealthier, better services 

localities. In short: 

"\V'hat the tax capacity component does is to measure the relative ability of the MC 

or DC to 'subsidise' its own 'poor'" (Donian, 1998). 

so wishes. 
139 As defined in tenns of relative poverty, based on an October 1995 RDP report - the poorest 40% of 
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In the absence of other data to mdicate relative lUl.ULlIJ"l wealth or 

RSC is used as proxy for tax which is then 

normative national average The tax formula 

a Pi 

or: 

/ - 1] 

Provided that 2: o and 0140 

transfer to the MC or DC 

a* to be 

in year t-l 

or DC's actual tax In 

the the i!h MC or DC 

The allocation of transfers is then for tax 

DC is as follows: 

\vhere: 

Allocation for Current and 

Tax 

The effect of the tax 

ofl0 

The 

Grant 

'Wbere: 

households. 
140 The tax 

inclusion can be seen in 

have been 

IS on the cost to 

'without access to 

{1 L - Ii 

is restricted to a certain level that it cannot 
value for wealthier 

2000 

to the jth MC or 

The FFC 

over a 
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L combined index for i,h MC or DC 

Hq; qualifying number of households in i,h MC or DC 

x real average cost per household of providing infrastructure for basic services 

n number of years (phasing) 

The weighting is a composite index "I" based on CSIR methodology scaling each variable from 0 

(the worst-off) to 1 (the best-off). The real average cost per household of providing basic 

infrastructure services, "x", is calculated on the cost of bulk and connector infrastructure 

installation for basic services. The results of this formula can be found in Appendix C. 

The alternative approach determines the relative allocations as the aforementioned linear scale 

ranking between the worst off and least worst off directs the bulk of funding to one particular 

DC141 . This is not a practical outcome as supply constraints within that one particular jurisdiction 

are likely to leave the bulk of funds unexploited whilst they could be used by some other 

relatively deserving locality (inferring a high opportunity cost). The results of such a formula are 

contrasted against those of absolute need in Appendix C. 

The combined formula is: 

IGT; = Gi + RS; + TLi 

Where: 

IGT = Inter-governmental Transfer; 

RS + T = RST = Revenue Sharing Transfer; 

G = Capital Grants; and 

Ti = Tax Capacity Component. 

Wehner (1997b) summarises the FFC proposals as follows: 

"the capital and operating components are intended to address the basic needs of 

the poorest members of society, firstly by eliminating backlogs and secondly by 

enabling the poor to purchase the minimum quantities of certain essential services". 

The document assumes that "minimum levels of service provision" will benefit recipients 

directly and members of their wider community indirectly, via "spillover" effects using an 

example of improved air quality once electrification reduces emissions, encouraging more 

affluent residents to subsidise the poorer (FFC, 1997). This need not be the case. It cannot be 

assumed that taxpayers calculate these benefits, which is why the public provision of goods is 

141 Northern DC is allocated over 31 % of the total amount available. 
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necessitated (as illustrated by the filing of the Sandton Constitutional Court case). As De Bruyn 

(1998) observes: 

"The discussion document at times also argues the cross-subsidisation point quite 

narrowly. Instead of focusing on equity, it appeals to self-interest. It talks about the 

'spillover' effects, that is the bad consequences for wealthier areas if poorer areas are 

not adequately serviced. It refers, for example, to the spread of infection, or of 

pollution, from an underserviced area to an adjacent wealthier area. The danger of 

the focus on self interest is that it does not cover poorer areas that are not adjacent 

- and thus 'dangerous' - to wealthier areas. Most importantly, it does not cover the 

majority of rural areas. . .. The PPC also conceptualises 'spillover' only in area 

terms." 

This criticism can be furthered that the benefits from the spillover are only immediately felt by 

government (in saving health care costs, for instance) and not by individuals (although tax rates 

are likely to be affected ultimately). 

The second tier of local government is the intended recipient of these transfers in order to 

balance sensitivity to local conditions against administrative capacity. Primary level local 

government is considered to be too disparate and not uniformly equipped to manage transfers, 

nor to have the perspective to understand the spillover benefits, while provincial government 

involvement is argued to impede local government's autonomy. 

A concern, however, lies with the onus on the primary level of local government to apply for its 

share of funding, and the discretion it gives to MCs and DCs to determine these allocations 

(Heese, 1998b). Rather, it is advisable that a formula approach should be applied throughout the 

transfer procedure to entail a consistency in the allocation of funds according to clearly-defined 

criteria. The PPC does, however, argue that "stringent criteria need to be applied to ensure that 

the funds are equitably distributed by the MCs and DCs" (FPC, 1997: 40). As De Bruyn (1998) 

correctly observes, this is unlikely when there are "weaknesses in data and capacity weaknesses" 

that would hinder such monitoring. 

5.4 Conceptual gaps in the current system of IGTs 

Improvements to the existing system of local government financial and fiscal arrangements 

should be considered in a number of areas. Key considerations should deal not only with the 

implications of the quantum transferred to local government, but also with better fiscal 

governance, and the institutional arrangements which would best facilitate these refinements. 
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3.4.1 Fiscal governance 

Abedian (1998b, 1998c) defines fiscal governance as a concept dealing with public expenditure and 

revenue management, requiring reform of both budgeting systems and public-service delivery to 

instil good governance - "an appropriate blend of accountability, transparency and efficiency in the 

use of public money" (1998c: 434) - in financial management of state resources. 

Inherently, budgetary systems are critical for three key reasons (Abedian, 1998c): 

1. "to maintain overall fiscal discipline; that is, to control aggregate public expenditure; 

2. "to align public resources in support of government priorities and plans; that is, to promote 

allocative efficiency by shifting resources from old priorities to new priorities, or from less to 

more productive uses consistent with government policy; and 

3. "to promote efficient service delivery; that is to enhance delivery efficiency." 

Traditionally, public sector focus was on the first function, but governments under pressure to 

become more accountable have had to demonstrate and justify budgetary outputs as well as 

inputs (Abedian, 1998a). In addition, revised management systems in the private sector have had 

an impact on the public sector in linking strategic planning with budgeting, and inputs with 

outputs (Abedian, 1998a). Unfortunately, many municipalities have yet to comply adequately with 

the first function . Nonetheless, the significance of the second and third functions should not be 

viewed as any less significant. Indeed, a fundamental change in mindset is required to ensure that 

all three take place through IDPs, and within IDPs, strategic, medium term budget cycles so as 

to inculcate a culture of accountability and transparency. 

"[W]here technically satisfactory provincial development plans exist, they have often not 

been exposed to in-depth debate in the legislatures or broader civil society. They have 

missed the fact that planning is not purely an administrative exercise best left to 

technicians. On the contrary, it is inherently political and hard trade-offs need to be 

confronted. Unless a common vision for development is developed and consensus 

created, no development plan, no matter how technically superlative, can be successful." 

(Ajam,1998) . 

In order for local government to act as a representative of local communities, civil society must 

have access to Q..udgetary information and processes to ensure accountability and representation 

in deciding on important budgetary trade-offs. This accessibility, in turn, must feed into 

management systems that are designed so that delivery reflects consumer (or potential consumer) . 

feedback and consultation. Failing this, the assumptions underpinning the democratic and 

efficiency benefits from decentralisation are violated. 
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I 

Hence, attempts to rationalise and standardise municipal reporting procedures should not only 

be designed for application in, and compaubility with, the private sector, but also for 

communities, councillors and non-accounting officials who need to understand and participate in 

financial planning. As municipal finances are often closely guarded by municipal accounting 

officials (sometimes unwittingly), councillors and community leaders, especially women, feel 

intellectually marginaliseJ from financial debates and are intimidated by processes in which they 

should become more active. 

Such outcomes are contrary to an increasing trend that attempts to align public service activities 

with client needs. The UK Citizen's Charter, the French Charte des S eroices Publics, the US National 

Peiformance Review, South Africa's Batho Pele ("people first") principles in the White Paper on 

Transforming Public Seroice Delivery all argue the importance of improved service delivery that best 

suits communities' needs (Abedian, 1998b). 

At a local level, the IDP process has the potential to become an ideal mechanism for widening 

access to financial and budgetary decisions, and for better understanding delivery needs. It is 

regrettable that little policy work has been done in practically linking and obliging treasurers to 

translate budgets into IDP blueprints. Often policy makers do not have an understanding of the 

terrain of local government planning, and planners tend to leave financial aspects of processes to 

specialist financial advisors. A strategy to deal with ensuring better interfacing of these two areas 

is therefore necessary to allow for improved fiscal governance. 

In addition to the participatory implications of reformed budgeting, economIc activity can be 

either beneficially or adversely affected by public budgeting. Abedian (1998b) illustrates: 

"[1lhe impact of public resource management (budgetary effIciency) goes far beyond its 

sheer size, because much of private-sector activity depends on the availability or efficient 

provision of public services. The classic example is the existence of public infrastructure, 

which is a prerequisite for productive private sector activities." 

Reform in budgeting as a reflection of good governance is therefore not only necessary to ensure 

that public resources arespent efficiently and transparently in attaining people's needs, but also 

in positively shaping the economic outcomes of public spending (Abedian, 1998c). This broader 

understanding of financial control should therefore be incorporated into current programmes to 

improve financial management and strategic planning at the municipal level to ensure the most 

effective use of scarce economic resources. 

5.4.2 Widening the interpretation of benefits 

Local government policy has still to advance to the rather complex level of factoring in inter­

governmental benefits for municipal services. Work around the MIIF (see Bond, 1998) sketched 

january, 2000 122 



Univ
ers

ity
 of

 C
ap

e T
ow

n

Finant7'al and fiiCal facilitation of developmentallot'al govemment in SA 

a framework detailing the types of benefits that can' be derived ftom improved infrastructural 

delivery. These benefits, relating mainly to health and improved living standards, suggest that the 

public sector is in a position to deliver a greater quantity of services than would be undertaken by 

the market, and provide a tangible basis on which to begin alleviating poverty. 

The figure below graphically demonstrates the role of the public sector: 

Figure 35 - Public budgeting 

Cost (Rands) 
R 

R1 

, 
(Quantlty)Xm 

[Adapted from Inman, 1998] 

X* 

Sg 

xd 

Dm represents the downward sloping demand cunre for good X and Sd, the marginal cost of 

supply of X, say refuse removal, that would occur without government intervention. Including 

the social benefits or externalities arising out of clean living areas (such as decreased spread of 

disease), the demand curve shifts to Dg and supply to Sg. Without public intervention, 

Alexandra residents, say, could not afford the Rl fee, and it is unlikely that their Sandton 

neighbours will voluntarily fit the bill for those who cannot afford the service privately. 

Relatively wealthier residents in Alexandra who could afford such cross-subsidisation may not 

undertake it either (even though they would benefit from externalities), as there is no assurance 

that others in the same position will support poorer residents (that is, 'free ride" off other's 

investments) . At this point, Xm of rubbish is removed in the Eastern Metropolitan substructure. 

Yet, ideally X* should be removed, where social demand equals the subsidised cost of supply -

SgDg (Inman, 1998). 

Giving meanlOg to X* is extremely difficult, however, and requires a calculation of the Net 

Present Value (NPV) of spending on refuse removal, which yields a calculation of the gain to 

society (Triangle G). A danger for those making this decision is the temptation to overspend 

(providing Xd) where marginal costs (Sd) equal marginal benefits (Dg)142. As the marginal cost to 

the individual is distorted by government subsidies, more is consumed by end users than is 

efficient as they need not consider the cost of a service Oeaving taps running, and so on), wasting 

142 Although the probability of overspending is unlikely in South Africa where public resources are scarce 
and demanded for a multitude of services. 
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6. Conclusion 

"The city encompasses all communities which contribute to its growth and to its 

prosperity ... Those people who have, all their lives placed their brains and their 

brawn a t its service, should be the fIrs t benefIciaries of its renaissance .. .Indeed, this 

renewal should mean that we all begin to own the city ... and the fruits it is going to 

bear, because the contribution of all of us to in its renewal, its growth, its 

propsperity is ... indispensable." Thabo Mbeki 143 

Local goVernment in South Africa bears the scars of apartheid and its segregation, manifested by , 

ineffective structures, ineffIcient fInancial management and inequitable distribution of resources. 

Its renewal is therefore at the forefront of developmental agendas. Theoretically, aspirations of 

urban renewal and rural upliftrnent through empowered municipalities are not misplaced -

development via a transformed local government is modelled on examples of successful 

decentralisation in a number of countries, such as Germany and Canada 144. 

Constitutionally, local government is fully empowered to ensure the delivery of basic services. 

Inter-governmental relations alone, however, are only a legal precondition for tackling backlogs 

of the past and delivery needs of present and future generations. Like other spheres of 

government, local government is hindered by poorly structured and demarcated institutions, and 

is subject to human resource and skills constraints. SpecifIc to the focus of this dissertation, a 

further area influencing the success of municipalities' operations is that of fIscal arrangements. In l 

their current design, different modelling options suggest they do not adequately take into account 

the frail and fluctuating state of local government fInances by working on the assumption that 

local government has access to (almost) all the revenue that it requires. 

Existing policies emphasise the autonomy of local government in order to obviate the risk of 

moral hazard and to ensure that municipalities take responsibility for liabilities and make full use 

of their resources. This is important as a part of government's policy of fIscal restraint - but 

should not be the core of discussions dealing with local government's fIscal entitlement. The 

current (and medium term) proposals for local government to receive only a fraction of 

nationally collected revenue means that individual municipal fInances can only partially be 

equalised by IGTs. This is especially pertinent as transferred revenue makes use of a distribution 

system (the Equitable Share) that does not adequately factor in individual municipal tax 

capacities. Furthermore, as self-collected revenue cannot be transferred [rom one jurisdiction to 

143 Quoted in USN (1998). 
144 "Highly decntralized fiscal systems with a high degree of autonomy have generated equitable public­
service delivery and env;able track records of macroeconomic stability (in Canada and Germany, for 
instance)" (Ajam, 1998). 
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another (unless the Municipal Demarcation Board decides to amalgamate them into one body 

during the process of re-demarcation), equalisation is even less likely. 

The message of a hard budget constraint and the need to optimise existing revenue bases needs 

to be balanced with a better understanding of the cost of bona jide developrhental exeenditure In 

instances where local governments cannot access additional sources of 'revenue (especi~lly in I 

impoverished communities). In addition, assuming.....!bat the Equitable Share is sufficient to 

subsidise access to municipal service for the indigent, other transfer systems do not sufficiently 

address capital backlogs, the elimination of which are a sine quo non of development in South 

Africa. 

Similarly, whilst the concern about municipalities' ability to properly manage funds is important 

to transformation, it is one of several that should be debated in light of a broader framework of 

fiscal governance. A component of fiscal governance requires adequate resources for efficient 

delivery. To deal with these two issues, an interim conditional grant that aims to remove 
" 

backlogs, whilst local governments develop sufficient capacity to deliver services and manage 

resources, may be warranted, 

Over this interim period, local government must be up-skilled (using proposed initiatives) so that 

municipalities can appropriately respond to local demands and optimise the potential of a 

decentralised system. Responsible financial officials, councillors and community leaders will also 

need to be trained further in the complexities of augmenting municipal income via the bond 

market and service partnerships so that a reliance on IGTs is not inculcated. Measures to ensure 

participatory budgeting need to be incorporated into reformed budget cycles. .. 

At the same time that these transitional measures are implemented, the existing system of IGTs 

to local government should be reviewed in light of an assessmert of local government's 

development needs (assuming delivery efficiency). Preliminary evidence suggests that the current 

financial and fiscal flows are insufficient. If universal delivery requires greater resources, a greater 

quantum of resources should be transferred to local government (that is, the vertical division 

should increase), and lor the current IGTs should take ona more redistributive design. 

This reVISIOn IS necessary, as local government with inadequate resources (human andlor 

financial) will compromise the development of communities that were disadvantaged by 

apartheid. Overly decentralised financial powers in the absence of fairly, equal resource bases 

mean that only communities with adequate levels of capital (and Project Viability data suggests 

that these are the exception) are likely to thrive. The White Paper on Local Government put in place a 

framework to correct the spatial imbalances of opportunity, but this framework is impotent 

without resources, Financial and fiscal policies cannot in their current design adequately facilitate 
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effective decen tralised delivery. 

From the perspective of efficient resource allocation, the fiscus is likely to be affected should 

developm .. ental local government not ade9uately emerge. Inadequate social infrastructure hinders 

development and entails negative externalities (health and· productivity costs) .. Economic 

development is also likely to be compromised without adequate' infrastructure and linkages in 

place _that could be delivered cost-effectively by munidpalities. 

More importantly, perhaps, is the significance of developmental local government for the 

majority of South Africans. Without a large number of prosperous localities and a broad base of 

basic services, socio-economic opportunity will continue to be limited. A deepening of the 

patterns of inequality would constitute a serious compromise to successful transition towards a 

more equitable South Africa. Although the chalJ.enges facing local government's financial 

transition and fiscal governance are substantial, with careful consideration of the objectives of 

developmental local government, they can, with revision, facilitate one of South Africa's most 

important leverage points in ensuring a more equitable social order. 
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IVIinister of Finance 

UP IN THE WILDCOAST DISTRICT::-

Submitted RS,S 
Finance, 

ILDCOAST DISTRICT COUNCIL 

for contribution', but unclear from Province and 
W'HO is for administration of these 

Council o,..,.nrf""'''' 
Finance, 

of 1997/8 Provincial IGGs, 

Submitted 3 months past deadline, ,'arced to budget utilising roll- over 

million; 
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a tax 

185. No DC any IS land tax in the 1 
financial year. The Eastern Council aimed to introduce property rates from 1 
but due to with the establishment of the valuation 

assessment, 

87. Even if a proper market 
based initial assessments 

f>V30lILJIC to estimate the total 
have thus far embarked on 
of the cost of 

188. 
the information 
itself to be used for other purposes, or 

~a.TJa(;-nv to tax 

189. rural UHHli~'~"UJ 

support land surveys, 

valuation roll. 

~u··<.a.ut:u measured a use value-
made. The lack of data makes it 

a fewDCs 

that 

have no to administer a land tax. 
at the district council tier. 

information was not received from all conclusions had to be drawn from 
the of or estimates made individual it can inferred that it is for the 

rural land tax in the not too distant future. l\ lot on 
support the national and of government. 

to introduce the tax \vithin 
of so. The of 

amongst most of 
It is that 

.... .,"Nnr"< that are to be able to introduce the tax within this are 
the Free State and the Western it should be technically feasible for all 

to introduce rural land tax within support from the other of 

3.7 Conclusions 

191. This that there are a number of factors that the 
introduction of rural 

that a rural land tax will 

411 their own 
a rural land 

411 

411 

till..,!"""''''' the 

411 

2000 
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192. these caveats, the research has also shown that most DCs will be able to introduce 
rural land tax within the next 4-6 years. most DCs receive very little tax revenue from rural areas, 
while of their is in rural areas. 

193. this research has also shown that it is that RSC levies will be ref>la<:ed 
because of their as an source of revenue. 

ITI~'Il1'~"1l1jn". the total tax burden is to be adhered to, and a rural land tax is to be 
measures will have to be or a rural land tax will have to be treated as ::I 

O::l1,m,ent for income tax purposes. 
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Appendix C - FFC Allocations 
FFC C . I All apua oeatlOns to eae hDC&MC h DIMSA , USIng t e lpproae h145 

DC/MC Prov % Need 

Algoa (\'\!estern) EC 0.80 
Amatola EC 10.03 
Bloem Area FS 0.84 
Bophirima/ Garankuwa NW 3.02 
Bree River WC 003 
Bushveld NP 0.98 
Cape Metro WC 0.08 
Central/Mmabatho NW 137 

Diamantveld NC 0.12 
Drakensberg EC 1.73 
Durban Metro KZN 0.57 
Eastern Free State FS 2.28 
Eastern Gauten~ GP 0.26 
Eastern/ Huhudi NW 1.47 
Eastvaal !vfP 2.78 
GoJdfileds FS 1.06 
Greater Johannesburg Metro .' . .GP 0.04 
Highveld MP 0.33 
Ilembe KZN 2.75 
Indhlovu KZN 2.43 
Kalahari NC 0.03 
Kei (Eastern Region) EC 7.53 
Khayalami Metro GP 0.01 
Klein Karoo WC 0.09 
Lekoa Vaal Metro GP 0.02 
Lower-Orange NC 0.05 
Lowveld and E scarpment !vfP 1.20 
Namaqualand NC 0.00 
North West/Hantam NC 0.13 
Northern NP 31.41 
Northern Free State FS 0.51 
Overberg WC 0.02 
Pretoria Metro GP 0.06 
Rustenburg-Marico NW 1.28 
Sentrale Karoo WC 0.06 
South Cape WC 0.19 
Southern/ Klerksdorp NW 0.36 
Stormberg EC 2.72 
Ugu KZN 2.07 
Umzinyathi KZN 2.23 
Upper-I<Groo NC 0.26 
Uthukela KZN 1.04 
Uthungulu KZN 6.04 
\'\!est Coast WC 001 
\'V'estern Gauteng GP 0.02 
Wild Coast EC 7.74 
Wine lands WC 014 
Zululand KZN 1.83 
Total 100.00 

[Source: Doman, 1998] 

145 The Development Indicators Monitoring System - this calculates the average cost of providing 
infrastructure in order to close backlogs (an absolute measurement) and does not take into consideration 
differing regional costs. 

Allocation (R4bn) 

32,136,442 
401,072,592 

33,457,532 
120,927,215 

1,137,071 
39,343,038 
3,132,008 

54,764,951 

4,898,523 
69,144,179 
22,626,195 
91,276,782 
10,438,891 
58,932,845 

111,003,122 
42,389,238 
1,652,425 

13,337,259 
110,140,651 

97,012,258 
1,266,822 

301,009,735 
367,308 

3,470,451 
866,392 

2,029,190 
47,996,257 

° 5,094,023 
1,256,464,347 

20,257,558 
905,804 

2,263,910 
51,182,493 

2,587,344 
7,599,811 

14,390,164 
108,813,724 
82,607,763 
89,095,753 
10,359,907 
41,612,406 

241,701,855 
429,997 
770,639 

309,400,898 
5,619,469 

73,012,764 
4,000,000,000 
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FFC C . I All aplta ocatlOns to eac hDC&MC hRI' NdA ,USing t e e atlve ee S lpproac 
DC/ MC Prov % Need Allocation (R4bn) 

Algoa (\'V'estern) EC 1.81 
Amatola DC EC 7.74 
Bloem A.rea FS 1.74 
Bophirima/ Garankuwa NW 2.91 
Bree River WC 0.29 
Bushveld NP 1.67 
Cape Metro WC 0.74 
Central/Mmabatho NW 2.38 
Diamantveld NC 0.43 
Drakensberg EC 2.26 
Durban l,fetro KZN 1.84 
Eastern Free State FS 2.81 
Eastern Gauteng GP 166 
Eastern/ Huhudi NW 193 
Eastvaal MP 3.43 
Goldf.tleds FS 199 
Greater Johannesburg Metro GP 0.66 
Highveld MP 117 
Ilembe KZN 2.95 
Indhlovu KZN 3.44 
Kalahari NC 0.13 
Kei (Eastern Region) EC 5.04 
Khayalami Metro GP 0.20 
Klein Karoo WC 0.35 
Lekoa Vaal Metro GP 0.32 
Lower-Orange NC 0.18 
Lowveld and Escarpment NIP 191 
Namaqualand .~ ~l". NC 0.01 
North West/Hantam NC 0.27 
Northern ,:" . NP 16.02 
Northern Free State FS 1.16 
Overberg WC 0.23 
Pretoria l'vfetro GP 0.56 
Rustenburg-Marico NW 2.16 
Sentrale Karoo we 0.27 
South Cape we 0.75 
Sou thern/ Klerksdorp NW 0.93 
Stormberg EC 3.24 
Ugu KZN 2.61 
Umzinyath.i KZN 3.02 
Upper-Karoo NC 0.58 
Uthukela KZN 1.70 
Uthungulu KZN 5.23 
\'V'est Coast WC 0.19 
Western Gauteng GP 0.44 
Wild Coast EC 5.51 
Winelands WC 0.69 
Zululand KZN 2.45 
Total 100.00 

[Source: Donian, 1998] 

146 The relative needs approach estimates a jurisdiction's needs in proportion to total needs. The result is 
less redistributive than the DIMS approach. 

January, 2000 139 

72,251,028 
309,711,036 

69,725,548 
116,223,998 

11,531,679 
66,870,806 
29,676,869 
95,320,254 
17,030,691 
90,213,987 

, 
73,565,628 

112,578,803 
66,279,160 
77,278,913 

137,014,936 
79,424,158 
26,318,772 
46,725,381 

118,169,324 
137,423,599 

5,313,016 
201,780,769 

7,877,351 
13,972,178 
12,826,099 
7,274,637 

76,362,657 
,. 394,209 
10,806,023 

640,745,807 
46,485,120 

9,273,700 
22,233,997 
86,497,747 
10,782,732 
29,934,156 
37,219,600 

129,712,029 
104,579,986 
120,979,208 

23,284,385 
68,090,081 

209,006,530 
7,709,607 

17,465,287 
220,352,124 

27,743,884 
97,962,512 

4,000,000,000 
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Transfers per FFC 
R9900 < per year 

RSC/DC 

i\Jgoa (\Xlestern) 
~-\matola 

Bloem Area 
Bophirima/ Garankuwa 
Bree River 
Bushveld 
Ca e Metro 

Drakensberg 
Durban Metro 
Eastern Free State 
Eastern Gauteng 
IEastern/lluhudi 
Eastvaal 
Goldfileds 
Greater JHB Metro 
Highveld 
Ilembe 
Indhlovu 
Kalahari 
Kei (Eastern Region) 
KbavaJami Metro 
Klem Karoo 
Lekoa Vaal Metro 
Lower-Orange 
LO\vveld and Escarpment 
Namaqnaland 
North West/Han tam 
Northern 
Northern Free State 
Overberg 
Pretoria ]'vietro 
Rustenburg-Marico 
Sentrale Karoo 
South Cape 
ISouthern/ Klerksdorp 
Stormberg 
Ugu 
Urnzinyathi 
Upper-Karoo 
Uthukela 
Uthungulu 
West Coast 
\'(!estern Gauteng 
Wild Coast 
Winelands 
Zululand 
Total 

[Source: Doman, 1998] 

2000 

O()lIPJ",,,,,p'lIl ill SA 

Based on Costs for VIP and 251 Water & HHs 

#ofHH # ofHH #HH 01, , 
)0 earrung 

& <R9 900(1ES) <R9 
900(1ES) 

Survey(1ES)) 
194,894 203,014 56,758 28% 
364,156 410,642 217,344 53% 
183,261 207,937 97,959 47% 
124,687 139,289 46,751 34% 
100,151 100,897 16,406 16% 
128,492 160,848 78,050 49% 
332,498 "1"14 (,(,7 23,900 7% 
203,010 211,238 79,667 38% 

56,916 60,050 27,446 46% 
133,717 146,939 70,230 48% 
321,590 276,881 25,015 9% 
170,455 202,336 117,675 58% 
786,516 705,280 89,077 13% 
112,178 127,667 75,146 59% 
214,182 240,648 88,297 37% 
190,319 216,108 101,161 47% 
457,331 386,439 41,493 11% 
181,681 205,789 45,649 22% 
144,417 219,359 53,306 24% 
257,840 294,630 77,917 26% 

20,229 19,899 8,046 40% 
161,286 187,285 124,554 67%, 

108,901 92,543 6,153 7% 
53,535 55,024 14,562 26% 

166,596 198,571 25,484 13% 
23,230 24,859 8,010 32% 

139,262 160,285 33,862 21% 
10,975 10,704 1,113 10% 
21,964 23,172 9,748 42% 

697,451 921,234 386,017 42% 
118,617 136,415 67,660 50% 
81,220 80,661 12,906 16% 

208,579 217,082 6,188 3% 
178,252 178,163 58,890 33% 

41,419 42,877 12,819 30% 
119,207 114,789 29,859 26% 
112,520 118,880 63,010 53% 
196,112 221,031 103,890 47% 
147,412 169,541 48,571 29% 
200,257 230,716 50,956 22% 

55,469 57,160 26,995 47% 
117,522 128,796 34,338 27% 
235,290 277,955 85,050 31% 

97,494 98,288 13,651 14% 
351,642 334,988 40,811 12% 
194,834 227,123 135,527 60% 
134,925 134,055 11,107 8% 
149,851 164,290 53,543 33% 

8,802,342 9,477,039 2,902,567 31% 

HHs 0 Iring 
<R9900 Transfer 
(OHS) 

54,488 8,519,718 
192,740 30,136,820 
86,334 13,499,208 
41,850 6,543,663 
16,285 2,546,276 
62,350 9,748,976 
23,745 3,712,840 
76,564 11,971,526 
26,014 4,067,486 
63,910 9,993,046 
29,054 4')4292') 

99,134 15,500,527 
99,337 1') ')">2 ">')2. 

66,029 10,324,299 
78,586 12,287,749 
89,089 13,929,967 
49,105 7,678,037 
40,301 6,301,505 
35,094 5,487,375 
68,188 10,661,817 

8,179 1,278,936 
107,263 16,771,697 

7,241 1,132,142 
14,168 2,215,299 
21,380 3,343,043 

7,485 1,170,371 
29,421 4,600,214 

1,141 178,435 
9,240 1,444,738 

292,247 45,695753 
58,832 9,199,039 
12,995 2,031,967 
5,946 929,657 

58,919 9, 
12,383 1, 
31,008 
59,639 9, 
92,177 
42,231 6, 
44,229 6, 
26,196 
31,332 
71,995 11 

13,541 
42,840 669 

11(,2(,0 

11,179 1,747,961 
48,837 7,636,193 

2,695,925 402,862,197 
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FFC Per c apita Tax Capacities: Based on RSC Levies 

MC/DC Prov Per Capita Tax Cap. (R) TC Transfer (R) 

Algoa (Western) EC 141.95 141.95-53,645,034 
Amatola EC 28.52 82,382,828 
Bloem Area FS 58.34 9,337,526 
Bophirima/ Garankuwa NW 5.69 50,514,318 
Bree River WC 43.45 12,211,235 
Bushveld NP 39.26 20,260,647 
Cape Metro WC 253.46 -245,231,942 
Central/fvLnabatho NW 25.55 42,210,440 
Diamantveld NC 87.85 -3,939,454 
Drakensberg EC 4.22 44,005,825 
Durban Metro KZN I 188.32 -172,519,406 
Eastern Free State FS 21.86 38,307,612 
Eastern Gauteng GP 90.00 -50,151,994 
Eastern/Huhudi Region NW 63.88 4,249,214 
Eastvaal MP 58.63 14,517,882 
Goldftleds FS 62.70 6,391,139 
Greater J ohannesburg :tvfetro GP 378.02 -497,940,464 
Highveld MP 73.94 -2,792,519 
Ilembe KZN 7.61 64,333,546 
Indhlovu KZN 50.86 24,417,441 
Kalahari NC 124.52 -4,086,516 
Kei (Eastern Region) EC 5.84 63,879,040 
Khayalami Metro GP 261.03 -69,824,276 
Klein Karoo WC 22.30 10,746,386 
Lekoa Vaal tvIetro GP 1.17 41,274,589 
Lower-Orange NC 61.72 982,081 
Lowveld and Escarpment MP 46.85 19,626,674 
Namaqualand NC 158.86 -3,120,743 
iNorth West/Hantam NC 18.47 3,622,262 

I Northern NP 10.13 301,795,986 
Northern Free State FS 68.59 1,510,318 
Overberg WC 37.75 9,232,491 
Pretoria Metro GP 354.82 -207,020,871 
Rustemburg-Marico NW 61.27 7,011,828 
Sentrale Karoo WC 10.37 9,494,159 
South Cape WC 17.40 23,508,775 
Southem/Klerksdorp NW 122.67 -19,134,638 
Stormberg EC 6.32 66,384,120 
Ugu KZN 20.90 40,382,562 
Umzinyathi KZN 15.37 66,702,891 
Upper-Karoo NC 18.90 11,482,165 
Uthukela KZN 23.78 29,681,647 
Uthungulu KZN 41.88 46,333,682 
West Coast WC 65.55 1,857,528 
Western Gauteng GP 57.96 14,230,791 
Wild Coast EC 5.32 80,904,616 
Winelands WC 53.31 9,879,636 
Zululand KZN 9.41 55,743,974 

Average: 71.36 Total: 0 

[Source: Doruan, 1998] 
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