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Financial and feseal facilitation of developmental Jocal government in SA

Abstract

Local government in South Africa is mandated with the delivery of basic services.
This responsibility reflects the evolving role and status of subnational governments
across the world. In South Africa, local government policy is underpinned by a
developmental vision. The vast backlog of infrastructure that apariheid entrenched
requires that considerable financial resourcesfacilitate basic_service delivery. In
many other countries, inter-governmental transfers account for a far larger portion
of municipal revenue than in South Africa where financial capacity is broadly
assumed to be sufficient for expenditure needs. This is an inequitable assumption -
for communities that do not have substantial revenue bases the current fiscal and
financial system undermines equalised service delivery. Inter-governmental relations
therefore require revision if municipalities are to address socio-economic inequities.
Fiscal options to facilitate developmental government include a greater transfer of
resources to local government, or, if the constraints of the fiscus inhibit this,
transfers that primarily focus on equalisation. If this restructuring does not occur,
local government will not have the financial means to ensure that decentralisation
implies the optimal mechanism for development — improved financial and fiscal
facilitation of developmental local government is therefore imperative.

January, 2000



Financial and fiscal facilitation of developmenial local government in S.A

Introduction and overview

“Even as globilization directs the attention of national governments to events,
forces, and ideas outside their borders, localisation highlights the opinions and
aspirations of groups and communities at home... The ability of people to participate
in making the decisions that affect them is the key ingredient in the process of
improving living standards — and thus in effective development. But political
_responses to localization can be successful or unsuccessful, depending on how they

are implemented.” (World Development Report 1999/2000).

An increasingly globalised world has redefined the importance of jurisdictions, and particularly of
localities. In order to deal with the increasingly complex networks of economic and social
development, governments at subnational, national and international levels have had to begin
processes of extensive transformation (Abedian, 1998a). An element of this transformation
attempt to draw down governance to the most appropriate jurisdicion -~ a policy of
decentralisation is appropriate in some instances (say, municipal transport), whereas in others,
issues like environmental standards extend beyond national boundaries and require alternative

(international) arrangements.

South Africa has not been immune from the trend towards decentralisation and is cited by the
World Bank in the 7999/2000 World Development Report as an important example of the
decentralisation of national responsibilities. South African public policies have argued that local
government can play a significant role in the reconstruction and development of society - by
embedding government that is focussed on delivery at a level that its constituencies can respond

to.

“Perhaps the most appropriate understanding of local government is that it should
be a dynamic system of governance whereby power resides with the people of that
locality and the municipal authorities are themselves the hands and feet of

government as a whole.” President Thabo Mbeki (July 19991).

The term given used to describe this form of proactive and representative local. government in
South African literature is developmental local government. Developmental local government is
described by the White Paper on Local Government as “local government committed to working with
citizens and groups within the community to find sustainable ways to meet their social, economic

and material needs and improve the quality of their lives”. Development local government is

! Address to SADC Local Government Conference, 30 July 1999.
Jantary, 2000 5
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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 aevelopment of prosperous _

localities.

Market forces have not (yet) assisted this process of transformation. During the transition from
highly racialised and skewed local authorities to a representative ;éhere of government
responsible for the delivery of considerable levels of social infmstructure., local government has
been restricted access to capital markets that are wary of risk implied by uncertainty surrounding
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 governgq_ént will -n-m

 benefit from structural transformation.

Reports in the South African press describe the financial state of local government as anything
. from fragile to a crisis. Whilst 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
haétﬂy 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 requites that local government, within its financial and administrative
constraints:

e Provide democratic and accountable government,

® Ensute the provision of services to communities in a sustainable manner, and

e 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 requitements are inadequate to ensure
implementation. Clearly a prerequisite for a thriving local government is sound and stable
finances, 2 factor that cannot be assumed of all South African municipalities.

January, 2000 i 3



Financial and fiscal facilitation of developmental local government in A4 .

Sound financial positions, in turn, need to be supported by a number of inter-related factors (like
appropriate municipal boundaries and structures for these finances 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
undetestimate its significance. Even with sufficient financial resources, inadequate human
resources constrain local government’s potential. Rather, the focus is specifically on direct and
mndirect financial considerations affecting local government, although structures to put in place

financial 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

propetly 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 Whire Paper
on Local Government are considered, as well as the likely impact of revised boundary demarcations
and better planning 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 Aftica. 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.

Chaptér 3 focuses in greater detail on local government’s financial 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/JSB levies. Debates
around property tax structures are also highlighted, as are those surrounding municipal
borrowing — 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

Jannary, 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 soutces 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 1s 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 (MSPs) and the development of a municipal bond market. Both
the potential and limitations of these revenue sources ate 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 Johannesbutg as envisaged by iGoli 2002.

Chapter 5 reviews the system of intet-governmental transfers (IGTs) to local government, taking
into consideration the structural and financial challenges facing local government as outlined in
preceding chapters. It analyses IGTSs in terms of both historical (1995-1998), as well as current
policies. These policies ate assessed both from the perspective of the allocation of revenue from
naﬁonal 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.

Cuttent 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 backlogs.

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 guo should be

addressed.

The first is a question of equitable transition — should the localities that apartheid disfavoured
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 moust 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.
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1. The Structure of local government in South Africa

Local government is one of the three spheres of government created by the Constitution?.
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 Governmenf and the Constitution articulated public expectations and
petceptions 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

envitonment.

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 African local
government
“We have to innovate and ttqnsform our vision; the transformation has been

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

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

2 Constitational Assembly. (1996). The Constitution of the Republc of South Africa, 1996. Act 108 of 1996.
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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 démocracy must be political social, and economic; it

must be transformative.” Pravin Gordhan (April 19984).

Local government 1s widely viewed as a driving force for the transformation of South Aftican
society. Unsurprisingly 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 a2 number of decentralisation policies around the world. Notably, the United Kingdom’s
19985 White Paper on Local Government is entitled Modern Local Government — In Touch with the
Pegple — a theme that resonates strongly with the concept of governanceS in the South African

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

Motivated by historical experience 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 Patliamentary Hearings, quoted in USN (1998).

5 Interestingly, published shortly affer the South African White Paper on Local Government.

¢ Essentially implying governing with the people rather than for the people — a re-orentated “citizen
friendly” approach and ethos.
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Clearly, local government is intended to optimise its potential as the government “closest to the
people”. As argued by the Department of Constitutional Development’s (DCD’s) advocate
_Paddy Roome’ (1998), this position demands that communities are to be seen as partners by

local government:

“IThe White Paper on Local Government] establishes the basis fot a system of local
government that is centrally concerned with working with local citizens and

communities to find a suitable way to meet their needs and improve the quality of

their lives.””

Empowered local government cannot, however, emerge without adequate resources — human
and/or financial — nor without an ethos of accountability. Fortunately, the Constitution and its
reflection in the White Paper on Local Government have given a clear articulation of the values and
roles that local government is intended to promote and accorded these with significant legal

powers, putting in place the framework for a strong local government.

1.1.2 The context of government spheres

Of great significance, local government is awarded the status of a “sphere” by the Constitution.
“Spherical” government is intended to represent a distinct juncture from traditional hierarchical
versions of government. It also represents a break from the arrangements under the Interim

Constitution whereby local government was a functional responsibility of provincial government.

-,
-

At the same time, however, the Constitution’s Chapter 3 articulates the need for “co-operative
governance”. While each sphere is autonomous, its influence and effect is overlapping — they are
thus “distinctive, interdependent and interrelated”. In order to compel such inter-governmental
relations, Section 41 requires that each sphere “respects the constitutional status, institutions,
powers and functions of government in the other sphere”, as well “co-operate with one another

in a relationship of mutual trust”.

Hence the concept of co-operative governance allows for the attainment of national priorities via

decentralised spheres of government. Bhabha (1997) explains the motivation:

“The African National Congress (ANC) was always firmly of the view that strong
central government was an absolute necessity to address the imbalances of the past
and to unify a society fragmented by decades of enforced separation. However, it
was also equéﬂy of the view that there is a need for strong and effective local

government to bring government closer to the people”.

7 Legal advisor and legislator of local government legislation.
8 Section 40 (1) of the Constitution.
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The conceptual framework with which to achieve these objecﬁvés is represented graphically

below:

Figure 1— Spheres of government and inter-governmental relations

Sphertes of government Hierarchical model
NG - National Government PG - Provincial Government LG — Local Government

*¥* areas of co-operative governance

1.1.3 Specific powets

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

® manage and structure its administration, budgeting and planning to give prtiority 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) @)

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

® and

® impose rates on propetty, excise taxes and under certain conditions, other taxes, as well as

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

These powets 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 Structures and categories of local government

1.2.1 Transition and the Constitution

Under the interim phase of local government?, local government is divided into metropolitan and
non-metropolitan structures. Once the Manicipal Structures Acf® is effectively implemented!!, 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, B and C) of local government. Category A
municipalities operate as single-tier organisations with exclusive executive and legislative control
over their municipal area. Categories B and 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”?? (that is, over

Category B municipalities).

Currently municipalities operate as partial two-tier systems as envisaged by the Local
Government Transition Act (LGTA)™. In metropolitan cases, Metropolitan Councils (MCs —
Categoty 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. TLCs can range from secondaty cities such as Port
Elizabeth to small towns and act as autonomous units of government. Transitional Rural
Councils (TRCs) and Transitional Representative Councils (TrepCs — 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

? Which will end with elections in 2000, heralding the start of the “final stage”.

19 No. 117 of 1998.

1 In turn requiring the implementation of the Demarcation Act (No. 27 of 1998) in time for ward
demarcations for the local 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.

4 Act 209 of 1993, amended by Act 34 of 1994, which authotises the President to amend the LGTA by
proclamation.

January, 2000 11



Financial and fiscal factlitation of developmental local government in 5.A

where there is no primary rural municipality (IKatz Commission, 1998). These exist in all other

provinces.

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

Figute 2 — Transitional and final structures

etropolitan areas on-metropolitan areas
Secondary tier Secondary tier
Metropolitan Councils District Councils

(Category C — could become Category A undera  |(Category C)
‘unicity’ model)

Primary tier Primary tier

Metropolitan Local Councils ‘ Urban: Transitional Local Councils (TT.Cs)

(Category B) (Category B)
Rural: Transitional Representative Councils (TRepCs)
(Category B)

Transitional Rural Councils (TRCs) (Category B)

[Source: Katz Commission, 1998]

The Municipal Structures Act makes additional provision for spatsely 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 Bil. Other critics”included non-governmental
organisations (NGOs). The National Land Committee!> suggested that a ward system be applied
to DCs. The Urban Sector Network¢ 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 White 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.

Jansary, 2000 12



Financial and fiscal factlitation of developmental local government in S.A
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, within this
model, two broad sub-categoties (Financial Mail, 4/9/98):

o Councils empowered to establish metropolitan executive committees,

¢  Councils empowered to establish executive mayors.

The reasoning 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

Olver!™,
-y

“in exercising their prerogative to sign contracts with outside service providers,
metropolitan councils must be free to make the decisions on rational, economic

grounds, for the whole area under their jutisdiction” (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 with 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 therefore 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 prescriptive so as to dampen once again local initiative and agreement.”

(Sutcliffe, 1998).

Those opposed to the idea of a unicity cite the argument that an ovetly bureaucratic system is
likely to undermine economies of scale and remove communities from effectively participating in

local government. Philip van Ryneveld of the Cape Town City Council is one such detractor:

“While there are economies of scale in providing such services, there are also
diseconomies of scale. If the metropolitan boundaries are drawn as widely as they
should be to enable effective governance of the truly metropolitan concerns, then
thf; sheer volume of issues dealt with by the single councils is likely to prove

overwhelming in maﬁy instances”. (Van Ryneveld, 1998).

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

representing cities’ more affluent groupings. These groups argue that the proposed system of

ward committees will not afford them the same representation as MLCs (and thus revenue raised
within one area could be more easily channelled to other areas — although this point is rarely
made explicit). According to Frances Kendall (a Democratic Party councillor), the unicity
proposal 1s a “blueprint for urb:;\n disaster”, and the ward committee system is effecrjvely

- - -

“toothless” with watds as the “handmaidens of the councils” (Business Day, 29/5/98).

Articulating these critiques in the press, the Centre for Development and Enterprise (CDE)
called for a presidential commission “to determine the causes of the current crisis in local
government”, strongly criticising the contents of the White Paper on Local Government (The
Star, 3/6/98). As the White Paper on Local Government goes to some length to identify the
problems facing local government (refer to Section 2.1.1} a question of analysis must lie at the
root of the organisation’s objections. At the hearings, Dr. Olver (of the DCD) stressed that the
White Paper p;rocess had been a consultative and iterative one in which CDE had not

appropriately engaged.

The Municipal Structures Act, after lengthy debates and delays in its promulgation, appears to have

accommodated concerns around the unicity by allowing for flexibility from province to province:

“The [Municipal Structures] Bill provides a wider range of options, and greater
flexibility for the internal political restructuring or transformation of local
government. It will give opportunities to evaluate and adapt different structures to
the advantage of local government. In the longer term this must be to the benefit of
local government. In the immediate term however, it means further change.”

(Roome, 1998},
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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 (Financdal 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 great's, 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™, and the NLC has expressed concern at the latitude given to provinces in the

determination of local government affairs?0.

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)?!. 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 provincial legislation?,

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 Subrnission — Municipal Structures Bill, 22 July 1998.
19 Submission — Municipal Structures Bill, 21 July 1998.
2 Submission — Municipal Structures Bill, 22 July 1998.
2 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:

Urban fringes,

Small urban municipalities,

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

Agti-villages,

Dispersed settlements, and

Extensive farming areas.

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

Figure 3 - Summary data of DCs by province

Province. -~ . - . [Population . [Density/km2 DCs [TLCs [TRepCs/TRCs |Magisterial
_ R ' » Districts

[Fastern Cape 5 865 000 35 G 04 76-+7 78

Free State 2 470 000 19 4 180 15 52
Gauteng 7171 000 421 2 14 9+10 123
KwaZulu-Natal 7 672 000 81 7 61 - 52
Mpumalanga 2 646 000 33 3 55 18 23
INorthern Cape 746 000 2 6 64 42 26
Northern Province - 14128 000 34 2 13 36 17

North West 3 043 000 26 5 30 18 31
Western Cape 4 118 000 32 7 95 27 42

South Africa 37 859 000 31 42 506 1265 344

Katz Commission, 1998]

[Sources: Departments of Provincial Affairs and Constitutional Development and of Justice in

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:

Carry out district-wide integrated development planning,

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

3.5.2),

Assist and build capacity in primary municipalities, and

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

themselves.

2 Response to submissions - Municipal Structures Bill, 21 July 1998.
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The White Paper on Local Government also argues for the amalgamation of urban-rural by merging
the boundaries of existing TRepCs or TRCs with TLCs, forcing small and medium sized urban
municipalities to include rural hinterlands with strong functional linkages (ISatz Commission,
1998). Towns are generally reluctant to undertake the responsibility for their hintetland areas as
these are typically characterised as having poor tax bases and vast infrastructure backlogs.
Nonetheless, amalgamation could result in reduced costs of administration at an aggregate level
via economies of scale, an extension of the tax base, and wider access to services, promoting

integrated development (Katz Commission, 1998).

In some sparsely populated areas, it may not be feasible to have a primary tier of local
government at all and the responsibilities of local government will be entirely deferred to DCs
(as suggested by Municipal Structures Act’s “developing municipality” category). Hence, non-
metropolitan structures in the final phase are likely to be more varied than their urban

" counterparts in response to widely differing circumstances.

1.3 Relations with other sphercs of government

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

151(4) of the Constitution:

“the national and provincial government may not compromise or impede a

municipality's ability or right to exercise its powers or perform its functions”.

While pfovincial and national government may not undermine local government’s autonomy,
they have the power to regulate it as well as to ensure sufficient capacity?®. This is a critical
proviso - it implies that any national or provincial intervention in the short term must be
countetbalanced and rectified by ensuring capacity at the local level in the medium term. Bhabha
(1997) describes Section 155 (6) - “Each provincial government ... must promote the
development of local government capacity to enable their functions and manage their own

affairs™ - as a “coup de grace”

“This ensutes that provincial government cannot refuse to assign functions to a
particular municipality simply on the grounds that it does not have the capacity to
petform the function, precisely because it is incumbent on provincial government to

promote the capacity to petform the function whilst it does nothing to promote that

capacity”. - -

% 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),
emi)owers 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

~ - T - .
2.2.3), Local Government MINMEC meetings, as well as on the Financial and Fiscal
Commuission (FFC)%,

-

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

“This provision, as well as the provisions requiting the national and provincial
governments to consult with organised local govérnment 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 sphéres 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.”

Accotding 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?,

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

have concurrent legislative competence?’, include:

e air pollution;

¢ building regulations;

e child care facilities;

e electricity and gas reticulation;

e fire fighting services;

e local tourism;

e municipal airports;

o municipal planning;

®  municipal health services;

® municipal public transport;

e municipal public works (only in respect of the needs of municipalities in the discharge of
their tresponsibilities to administer functions specifically assigned to them under the
Constitution or any other law);

® pontoons, jetties, piets and harbours (excluding the regulation of international and national
shipping and matters related thereto);

e  stormwater management systems in built up areas; and

e trading regulations; water and sanitation 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:

e  beaches and amusement facilities;

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

& cemeteries,

e funeral parlours and crematoria;

26 Section 151 (3) of the Constitution.
27 National and provincial governments may legislate on these and have executive authozity to ensure rhat
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® cleansing;

® control of public nuisances;

® control of undertakings that sell liquor to the public;
e facilities for the accommodation,

® care and burial of animals;

® fencing and fences;

e licensing of dogs;

® licensing and control of undertakings that sell food to the public;
e local amenities;

® local sports facilities;

&  markets;

e  municipal abattoirs;

e  municipal parks and recreation;

®  municipal roads;

® noise pollution;

e pounds;

¢ public places;

e refuse removal;

® refuse dumps and solid waste disposal;
s street trading;

®  street lighting; and

® traffic and parking.

Additional powers may be determined by national and provincial legislation. The LGTA, for
_ instance, requires local government to conduct integrated development planning, or IDPs (Whize
Paper on Local Government, 1998: 10). In addition, municipalities have potential access to powers

and functions that are devolved or delegated to them from provincial and national government.

These national and provincial powers and functons are listed in Parts A of the Constitution’s

Schedules 4 and 5. In terms of Secton 156 (4) these functions may be administered at a local
level,
“Consequently, thete is a potential for asymmetrical development with one

municipality often performing more or fewer functions than another.” (Bhabha,

1997,

municipalities perform adequately (White Paper on Local Government, 1998:10).
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This asymmetry is problematic when national legislation attempts to create a uniform 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 governﬁent.

Acknowledging this, it remains extremely difficult for the national Department of Health to co-
ordinate district and metropolitan health care systems without compelling petformance 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 setvices 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 financed 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
respohsibﬂit‘y 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 fac/itator 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 setrvices needed for housing developments are in place (Smit,

1998).

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

municipalities ,go further to ensure delivery (which is in line with the specifications of the
p \g ry p
\
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Development Facilitation Act®®) 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 Act?® (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 jutisdiction,
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 sustainable3.

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,

2 No. 107 of 1997.

30 Mentioned in 2 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 as’a developmental and autonomous sphere rests strongly on

_ﬁnancial arrangements. This is recognised by the Constitution' — local government is entitled to

revenue collected in its own jurisdictions as well as to a- portion of nationally-raised revenue.

It is assumed by a number of policy statements that local government is financially, self-

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

7 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 policy*? has worked on the assumption that, unlike provincial government, local

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

Maria Ramos?, 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 gggregate 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 fulfil 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 policy maintain that local government should remain financially autonomous with
only marginal contributions from nationally collected revenue, in order to ensure a
developmental focus, thete are a number of options to ensure that &/ municipalities remain

financially 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.
3 Director General, Department of Finance. '
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w-e redistribution must take placé between municipalities (which would probably act as a
disincentive for more affluent municipalities to run surpluses)®,

* e municipal boundaries must encompass both affluent and poorer communities {which may
not always be feasible) expanding most localities considerably (decreasing the number of
municipalities nationally),

e alower service standard will have to be accepted by more affluent communities, and,
* & national and provincial grants will need to target poorer localities exclusively (that is, the

pootest of the poor).

The importance of designing appropriate financial arrangements for local government is not only

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

provisions — to ensure that developmental local government can take effect.

Adequate financial provision is a prerequisite that has been found to be a necessary condition for
effective decentralisation in the experience of other countries, as will be discussed in the next
chapter. It is however, not a sufficient condition, and other extraneous variables will be looked at

with respect to South Africa. .

34 The DCD found that a number of metropolitan councils budget for deficits as surplus revenue is
expected to be appropriated to poorer substructares (Businers Day, 28/10/97).
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2. Decentralisation, and its constraints in South Africa

“Decentralization itself is neither good nor bad. It is a means to an end, often
imposed by political reality. The issue is whether it is successful or not. Successful
decentralization improves the efficiency and responsiveness of the public sector
while accommodating potentially explosive political forces. Unsuccessful
decentralization threatens economic and political stability and disrupts the delivery
of public services.” (Wotld Development Report 1999/2000).

The concept of a strong and empowered local government has not only appealed to South
Africans but to many governments throughout the world, and increasingly so over recent
decades. Bringing government closer to people is an enduring goal Some themes from
comparative experiences are recorded in the next section, including fiscal aspects of this
decentralisation®. Once these have been outlined, the remainder of this chapter will assess socio-

economic factors inhibiting effective decentralisation in South Africa.

2.1 Decentralisation trends

The efficacy of local government relies not only on the system of inter-governmental relations in
which it is to operate, but also on the extent of socio-economic and institutional development.
Inter-governmental fiscal transfers, for instance, can only become transparent, predictable and
stable — a critical concern for predictable local government revenue streams - once central
government budgeting practices are adequately designed and affected. Hence there are issues of
synchronicity and interdependence in reforming inter-governmental relations that extend beyond

circumstances directly affecting local government (World Bank, 1995).

As a result of varying national circumstances, degrees of local government power vary
tremendously. An indicator of these varying inter-governmental systems — based on historical
precedent, local politics, fiscal reform, other government tiers and so forth - is the degree to
which local government is responsible for public expenditure. The figure overpage details the

local share of public expenditure in vatious countries.

3% The World Development Report (1999/2000) defines decentralisation as “[entailing] the transfer of
political, fiscal, and administrative powers to subnational units of government™
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Figure 4- Percentage local share of public expenditure
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[Source: World Bank, 1995]

It is notable that of the selection, developed countriés tend to have the more decentralised fiscal
sy;tems in terms of local government’s share of public expenditure. The relationship between
. fiscal decentralisation and level of development has been supported by work of Bahl and Nath
(1986) which looked at World Bank, IMF and UN data, as well as by studies by Wayslenko
(1987) (Bahl and Linn, 1992). The former study looked at 23 developed and 34 develoéing
countries and found that the former had 32% of government expenditure accounted for by sub-
national government, but only 14.9% in the latter case. Only four developing countries (all Latin

American) had expenditure levels that were greater than the developed country sub-national

average.

Typically, a certain degree of financial stability is required for central governments to entrust
local and regional governments with significant levels of public expenditure. Human resoutce
levels are critical too, as sufficient competence is required at the local level for adequate

management systems to be put in place and affected.

A political factor that emerged as being significant is that of the “crisis effect” (Bahl and Linn,
1992). In countries where the risk of social upheaval is great, many governments tend not to
favour devolving meaningful functions to the local level of government for fear of losing

control. Decentralisation is thus viewed as being related to stages of political as well as social and
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economic development.  Interestingly, 95% of democracies have elected sub-national

governments (World Bank, 1999).

It should be borne in mind that not all countries have allocated the same functions to their
regional or local governments and comparisons of public expenditure ratios are necessatily
superficial. As functions vary - many countries devolve education to a local level, for instance -
fiscal arrangements take on a tange of combinations. While other countries’ inter-governmental
transfers, or IGTs, tend to account for a greater proportion of local government revenue than
those in South Africa, taxation powers and yields at a local level may be considerably less and

expenditure items vary significantly.

In most G5 countries, for instance, IGTs are commonly used to finance expenditure on prima.ry
education and primary health care, as well as direct payments to the indigent (World Bank, 1995).
Unfortunately very little current data exists for compatison - the Bahl and Nath (1986) study
drew on data between 1960 and 1973. What can be concluded, however, is that developing
countries have uhdoubtedly made great progress in decentralising public expenditure
responsibilities over the Bahl and Nath study period, but there are, of course, a number of

variations in these patterns.

2.1.1 The theory of decentralisation

Decentrahsatton is mtended to enhance the efficiency and responsiveness of government in

service dehvery by posmonmg the provision of services at levels closest to authorities that

understand best what the1r constituents want (World Bank, 1999) This system is mtended to

&l -

e g

Decentralisation encompasses a wide range of systéms, an important aspect of which is the fiscal
translation between different levels of government. A typology by Rondinelli (1990) identified
. four categories of decentralisation; all of which reprééent the transfer of power but varying with
Vrespect to which otganisation is the recipient:

® Deconcgzmratxon ~ the allocation of respons1b1}mes by national government to regional or

“ﬁeld” offices, but not to locally elected and accountable governments;
* ~}_)ﬂsl_:ig_al‘!_;_i.::)n — the assignment of responsibility and administration of national government
‘ igle to other levels of government or other organisations such as parastatals;

® Dﬁz‘qlumon_ﬂ_ﬂm assignment of responsibility, finance, management and administration of

national government role ta sub-national levels of government®5;

e Privatisation — transfer of rights and obligations to private sector operations.

% These need not be simultaneous. In Hungary political autonomy took place before local budgets were
separated from the central system, undermining financial stability (Bird and Wallich, 1992). In Brazil, by
contrast, increased revenue did not accompany increased political responsibility (Shah, 1991).
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Decentralisation thus deals with varying 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 countties, 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 mote
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.”
g galning g > g

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,

e Revenue sources that correspond to functions (that is, “finance that follows function”),

e 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 Chatles
Tiebout’s seminal article on local government expenditure’” marked the development of the
notion that that fisca/ decentralisation (devolving financial 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 fiscal level.
Individuals, as economic agents, will “voice” (vote) and “exit” (“vote with their feet” by leaving a
locality) if they are dissatisfied with the package of public goods offered, or by their cost
(taxation). In this way, it is argued, local government will 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 “benefit jurisdictions”. Hence:

“Responsibility for discrete public services should be assigned to the level of
government that whose boundaties incorporate the affected beneficiaries. That level
of government should then be assigned a cotresponding pricing instrument — a tax
with a cotresponding incidence- 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 countries®. 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) ate better represented at a national level and disempowered 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.

371956, October. A Pure Theory of Local Government Expenditures. Journal of the Pokitical 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 thetefore 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”, 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 various functions. A summary of key

concerns is illustrated by the following figure:

Figure 5 — Costs and benefits of decentralisation

Benefits Costs : o
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 Assymetrical development likely in areas where
authorities responsible for setvice delivery (and | capacity constraints (financial 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, Prudhomme (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 of Prud’homme’s (1994) arguments around the “dangers” of decentralization include:

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

e 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).

3% The effect of one patty’s actions (both positive or negative) on a third party.
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Decentralisation may be particularly problematic where inequality requires national co-ordination
(and control of resources) to ensute an equalisation of benefits to different communities.
Redistribution cannot be managed if local units are solely relied on, as they will have neither the
ability nor the incentive to transfer tesources to each other to ensure equal benefits accrue to all

citizens.

These drawbacks infer that functions, sectors and regions are motre or less suitable for

decentralisation:

“Often, the problem is not so much whether a certain service should be provided by
a central, regional, or local government, since the service often has to be provided
with the intervention of all three levels of government. The real challenge is how to
organize the joint production of the service... What is desirable in a given country at
a certain point in time depends on the present state of decentralization and the

speed at which it has been reached.” (Prud’homme, 1994).

Prudhomme (1994) discusses decentralisation in terms of tax decentralisation (“subnational
government taxes relative to total government taxes”) and expenditure decentralisation
(“subnational government expenditures relative to total government expenditures”), as well as
the power to spend and to regulate. He (1994) also undetlines the importance of discretion to
give true meaning to decentralisation, as well as the “localness” of a tax — who chooses the base

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

These nuanced considerations make an assessment of decentralisation considerably more
complex. Often countries that are viewed as being decentralised may only have a number of
features that imply effective decentralisation. Some examples of the matrix of taxation

responsibilities and yields are illustrated in the table below:

Figute 6 — Sources of tax revenue in various developing countries

Largest local tax Other major tax
City Name Rate % Tax Name % Tax
’ conttrol revenue revenue
Bombay, India Octroi Local 66 Propetty 13
Budapest, Hungary Income Central 95
Jakarta, Indonesia Automobile® | Central 72 Property 11
Lagos, Nigeria Property Local 90
Mexico, D.F., Mexico Payroll Central 58 Property 21
Sac Paolo, Brazil Services Local 80 Property 17
Seoul, Rep, Of Korea | Property Central 25 Tobacco 21
Shanghai, China Business Central 50 Industry 30
profit*!

[Source: World Bank, 1995]

40 Separate taxes for ownership and purchase are included.
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The table suggests that decentralisation can take numerous forms of financial arrangements —
these can be centrally or locally controlled and single sources can yield a relatively small portion
of income (as in Korea’s case regarding property tax) or, by contrast, significantly support local
government (as Nigeria’s property tax illustrates). It is worth noting that the tabulated taxes
controlled locally collect the largest suﬁas, suggesting that there is either a greater incentive for
taxpayers to pay local taxes (payments can have apparent benefits) or improved ability by

municipalities (given a superior understanding of local dynamics) to do so.

Aside from arguing that decentralisation requires a complex set of arrangements, Prud’homme
points to decentralisation features that mitigate the allocative benefits that are expected of

decentralisation in developing countries:

. “First, the [fiscal federalism] model assumes that the main difference between the
various local or regional jurisdictions is in thei respective tastes or preferences. In
reality, the main difference is in incéme, either household incomes, which explain
differences in tastes, or potential tax incomes. In most developing countries the
problem is not to reveal the fine differences in preferences between jurisdictions but
to satisfy basic needs, which are, at least in principle, well known and need not be
revealed. The potential welfare gains associated with a better match of supply and
demand are not latge... Second, the model assumes that the taxpayers/voters of each
region will express their preference in vote... Local elections, where they exist, are
usually decided on the basis of personal loyalties or of political party loyalties... Even
if mayors wanted to fulfil it [revealed preferences], they usually could not do it
because of a gross mismatch between available resources and promised
expenditure. .. Finally even if mayors wanted to satisfy preferences of the electorate

" and had enough resources to do so (two heroic assumptions!) it is not sure their

local bureaucracies would follow.”

The analysis puts forward a strong case for centralised setting of the local agenda where
preferences are clear and need to be pushed through local bureaucracies (such as improved
delivery of infrastructure, as articulated by South Africa’s Reconstruction and Development
Programme, RDP). These circumstances do not preclude, however, that local government may

be a suitable agent for the implementation of a centralised agenda.

With respect to productive efficiency, Prudhomme (1994) highlights a number of additional
concerns around décentralisation:

¢ The loss of efficiency arising from economies of scale,

4 Amount shared with central government is negotiated.
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® Central bureaucracies may be more efficient than local bureaucracies owing to higher central
government salaries and career prospects with greater investment in research and
technology,

"®  Decentralisation may “be accompanied by corruption” (an issue that also has redistributive
implications) as local go]iticiaﬁs are assumed to have greater discretion in decision-making
that can be swayed by local lobby groups than at a national level. Tt is also assumed that
local politicians are presented with fewer obstacles where local officials work more closely

with local politicians and have less independence than their national counterparts.

Whilst these arguments suggest that decentralisation may not always be the best arrangement for
developing countries, they cannot always be generalised. Local innovation in dé]ivery may
enhance efficiency, for instance, and it is difficult to make accurate generalisations about
corruption — a factor that is likely to be influenced by a number of incentives and safeguards that
are, or are not, in plaée. Nonetheless, there are circumstances under which decentralisation may
not be appropriate. As Ajam (1998) argues:
“The evolving system of intergovemméntal fiscal relations ...could realize efficiency
objectives without necessarily compromising equity objectives. But increased fiscal
decentralization can also magnify pre-existing struc'tural deficiencies within the fiscal
structure. Done well, decentralization holds promise of a more responsive public sector.

Done badly, it entails a cost to the most vulnerable segments of society.”

Fortunately, decentralisation has various degrees and various options may be adjusted over time

according to circumstances. Fiscal decentralisation options are key to this fine-tuning.

2.1.3 Reasons for going about fiscal decentralisation
Fiscal federalism deals with the allocation of services to sub-national tiers that provide benefits

for residents in those jurisdictions (World Bank, 1999). In recognising that there are certain
services to which all citizens are entitled (as promulgated by the Bill of Rights*?), central
governments need to ensure sufficient revenue reaches local government in instances where local

revenue is insufficient for the provision of decentralised services.

In this way government addresses the paradox that the localities with the greatest backlogs in
social and economic infrastruct\.Jre (the provision of which are local government core
functons®) are typically the ones with the fewest resources at their disposal. Grants (or
transfers) are therefore a “compromise solution” in the division of revenue debate as they permit
central authority over taxation but guarantee local government a source of revenue {Bahl and

Linn, 1992).

42 Chapter 2 of the Constitution.
4 Refer to the previous chapter.
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As discussed, grants are ideally targeted for expenditure for the tier of government that has the
greatest spillover benefits. Capital expenditure on the provision of services such as sanitation and
water infrastructure is desirable from a public finance perspective as it promotes savings in other
areas such as health, by promoting improved living standards, presenting a practical (albeit
indirect) opportunity for poverty alleviation. These benefits are usually best interpreted at a sub-

national level,

Similarly, infrastructure improvements also have very specific effects - ensuring that women’s
time for the collection of fuel and water is freed up, and that health, educational and recreational
facilities become more accessible, for instance (Bond, 1998). The World Bank’s World Development
Report — Infrastructure for Development (1994) documents environmental, communication and
mobility implications of improved infrastructure and how these have considerable effects on
poverty alleviation.

At a national éohcy level, these benefits have been recognised by South African policy
fg:amewo;'ks (including the ’Growth, Employment anoi Redistribution strategy, GEAR, .and the
. RDP)#. This support stems from the ideas that public investments have benefits that “spill-

over” into the soamonomi-c fabric of South African ‘society (just as apartheid had negative

Eonsequences, RDP goals are 1:ntended to mitigate and overcome negative spillovers with the

positive).
—

The idea of spillover effects or externalities gives rise to “public goods” — setvices or products
tha? have pésitive socio-economic benefits but would not be generated under normal
circumstances (hence, markets “fail”). By considering wider consequences, especially around
equity, and longer time frames (implying low interest rates), public agents can motivate for the
proviéion of public goods, such as a minimum level of water provision for all citizens, and their

subsidisation. IGTS are one way in which fo fund public expenditure.

In addition, Solomon (1998) argues that IGTs to local government in South Affrica are warranted

over a transitional period for a number of reasons, including:

o Differential costs in the provision of infrastructure between different communities,

¢

especially on the basis of urban-rural divide,
e  Capacity to collect revenue is often dependent on the infrastructure that municipalities offer,

implying that “this responsiveness is lagged for administrative reasons, reacting to

# The RDP acted as a statement of the African National Congress, ANC’s, policy commitment to
delivering basic social services at the time of South Afrca’s first democratic elections in 1994 and has
guided the ANC government’s policy framework subsequently. GEAR is considered a more conservative
policy that charted out government’s macroeconomic policy position at a time of economic crists (1996).
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infrastructure only 5 - 10 years later. Few local communities have the capability to weather a
lag of this length, and requite medium term assistance”,

® Newly established institutions, especially in rural areas, merit seed funding or start-up
subsidies,

®  Changes in operational responsibilities, as inferred by Public Private Partnerships (PPPs) that
require managerial restructuring (in procurement, monitoring and supervision of contractors,
for instance), and increased technical support and assistance for different forms of planning,

management and monitoring.

Fiscal fedcia'hsts (such as Oates, 1993%and Musgrave, 1959) argue that there are three broad roles
" for the public sector - macroeconormc stability, i income redistribution and resources allocation,
and that these should be undertaken by different levels of government to avoid excessive
demands of central authonties and to ensure that local setvice provision responds to local needs,

furthe;mg both accountabxhty and efficiency.

Gray and White (1989) use a Canadian health care example of decentralisation to illustrate the
potential of better services provision. In this instance, innovative health care systems developed
ptior to the second world war by some of the country’s provinces where extended after the war

to 2 national ‘level once they had proven beneficial.

According to McLure (1994}; the priﬁciple of subsidiarity assigns services to the lowest level of
2éc:xrcarm:;;e:lt that can carry them out most cost-effectively and efficiently. Based on this principle,
' central government should be assigned the role of stabilisation and income redistribution, while
" local governments are positioned to allocate resources for services such as health, education,

- housing and transport (World Bank, 1999}.

_Butas authors such as McLure (1994) and Ter-Minassian (1997) have argued, such neatly defined
rules may not always apply. As McLure (1994) notes, the premise of a fabula rasa — clean slate —
l.approach neglects a historical perspective that is often critical to understand system’s
evolutionary phasés. Biehl (1994, in Ajam, 1998) highlights the importance of resources required
to establish and maintain decision-making institﬁtions, and how these are not accounted for by
the traditional decentralisation frameworks. Vaz (1999) argues that differing circumstances,

implying varying intetjurisdictional externalities, economies of scale and economies of scope.

The key arguments against fiscal decentralisation can be summarised as follows (Ajam, 1998):

1. “Decentralization improves allocative and productive efficiency;

2. “decentralizations can undermine equity and macroeconomic-
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stability goals;

3. "and ... hence the need to introduce central grants and controls

(over subnational borrowing, for example);

4. "increased allocative-efficiency gains are predicated on the
assumption that subnational governments will be able to allocate
their own spending and raise their own taxes. But the more
central-government intervention there is, the less freedom of
choice and tax autonomy there is, and the less potential benefits

from fiscal decentraliztion.”

Whatever the theoretical or historical basis of allocation, efficient delivery of public services tend
to be dependent on the appropriateness of funding mechanisms, their incentives and controls.
There are a number of core traits of funding designs:

¢ The quantum of transfers;

¢  The basis of allocations,

e The incentives implied by their conditions.

In considering incentives, a balance between transferring amounts needed by various localities
and ensuring that these localities are compelled to raise their own revenue (or maximise their

“tax effort”) 1s necessary to mitigate dependence on transfers:

“The abﬂity of subnational zuthorities to act independently of the central

govemment depends on whether they have access to an independent tax bases and

sources of credlt Expenence prov1des two lessons in this area. First, subnational

e LT

govemments need resources commensurate with their respon51bﬂ1ties Second

-

subnational authorities must operate under firm budget constramts so they do not
spend or borrow excessively in the expectatzon of 2 central gov ernment bailout.”

 (World Development Report 1999/2000), ..

This firm budgetary constraint is the “flip-side” or obligation of autonomy that needs to be
instilled by IGT patterns, whilst maintaining revenue stability from both external and internal

sources so that services are not compromised. Locally collected revenue is_considered to be

e 8 R

important as-it ensures accountability to local taxpayers — a premise of many theories promoting

ﬁscal federahsm
oo T e D R

In order for this accountability to be guaranteed, however:
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® Local taxes need to be of a sufficient size for their use to be considered by residents,

® Transparency and accountability in operations is required, and

e Residents need to have a base of u’nderstanding as to what can or should be done with
revenue, what that revenue is, and participation in budgetary processes to access this

information.

Regrettably, South African taxpayers who have the time to unravel municipal budgets and their
implementation are unlikely to have .a;;fgn_iﬁcant proportion of their income spent on local rates.
. @

Those members of a community who may pay a high share of their disposable income to rates,

by contrast, are the least likely to have access in tesms of time and understanding to budgets.

Fortunately, however, South Africa has a strong tradition of community participation and
measures to ensure easier access to strategic local plans are likely to contribute greatly to ensuring
local government’s accountability. It should be recalled, however, that local resource mobilisation
is only one component of ensuring effective resource delivery (effecuve governance and capacity

“to deliver are other significant consxdexauons) pointing to the sigmf}cance of broader

" institutional frameworks {World Bank 1995)

2.1.3 a Principles of Inter-governmental Fiscal Relations

The starting point of any system of inter-governmental fiscal relations is reaching agreement on
the principieé that 'govem a framework. Often these will be conflicting, so a prioritisation is
necessaty, with adjustments over time. The FFC has set out 2 number of principles that require
such ranking, a number of which have been highlighted Ey Department of Finance policies, the
White Paper on Local Government and in its own work. These principles are defined in- the table

below.

Figure 7 — Principles for determining IGT's

Effective resource use Using scarce-resources, allocations must achieve the maximum benefit possible. In
order to do so, decision-makers need to be adequately trained. According to
Musgrave and Musgrave (1984), the public sector should distribute resources where
markets fail to do so. As tastes vary amongst communities, efficiency can often be
best accomplished by assigning decision-making to “benefit jurisdictions” to achieve
the correct mix of services for individual communities.

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

Nation building and - | While spheres should be seen as autonomous (in decision-making and carrying out
fiscal autonomy their functions), national prioities remain significant. Sufficient funds need to be
dllocated to each sphere to ensute this autonomy, the accountability for which can
be strengthened if these are self collected. Each sphere can then be held
accountable for decisions that have been taken by it.
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Transparency

Revenue sharing must follow a transparent process — this should enable stability.
Reporting, monitoring and auditing need to follow standard and regular procedutes
to sustain transparency. :

Certainty of revenue

Financial sustainability 1s a precondition of autonomy - essentially finance needs to
“follow functions”. Revenue needs to be assigned 50 as to ensure that sub-national
government cartes out its mandates in a predictable and sustainable manner. It is
intuitive, however, that certain taxes (such as income taxes) need to be nationally
admiaistered to overcome the incentive for inter-regional migration to more
favourable tax regimes. Immobile taxes, such as land, are best suited for local
taxation purposes. User charges can be applied at any level but should consider
those who cannot afford them.

The obligations ansing out of certainty of revenue, facilitated by multi-year
budgeting, for instance, imply responsible budgeting. Autonomy means that
responsibility is located at the sphese of expenditure — 2 shift of this responsibility to
national government would provide for a moral hazard (risking irresponsible
behaviour as the consequences are not felt directly at 2 sub-nadonal level).

Equity

Faimess in ensuring access to services for all South African is enshrined
constitutionally for sub-natonal by the description of “equitable” share. Equity aims
to redress the social distortions of the past and present in a way that society
considers being just. At a fiscal level there are several dimensions:
Tax equity considers sharing expenditure requirements between citizens
based on their ability to pay both between groups (vertical equity) and within
groups or between similar individuals (horizontal equity).
Fiscal faimness refers to equal or similar provision of basic services on the
basis of fiscal effort. (Fiscal gffort refers to the extent which taxes are collected,
that is revenue optimisation). Households should receive equal or similar
public services for equivalent contributions of tax or fiscal effort. A poor
community making compatable fiscal effort to a more affluent community
{(where contributions are similar as a proportion of incomes) should not be
disadvantaged. This concept applies similarly to municipalities that make
comparable fiscal effort relative to fiscal capacity. (Fiscal capacity refers to the
full tax yield that is available within a locality and is often measured per capita).
A common policy position is that those jurisdictions with high per capita tax
capacities should be self-financing and those with low per capita capacites
require transfers. Fiscal effort can be included in calculating these transfers
(that is, what is being raised relative to what could be raised).
Fiscal need — revenue requirements in order to implement certain
performance (such as implementing IDPs). This may incorporate consideration
of cost differences between different jurisdictions (such as rural and urban
construction costs).

Development

Development concepts were articulated by the RDP, advocating an improved
quality of life for all. Indicators of development included levels of nutrition, infant
morbidity, access to housing, education, electricjty, water and refuse removal
services, and other indices such as the human development index (HDI).
Development needs to be spread geographically so as to ensute certain minimum
standards (linked to equity considerations).

Administration

The efficiency with which a system can be implemented is of critical importance
to its realisation. It is widely conceded that administration of certain roles can be
facilitated better by different mnstitutions, such as defence by national
govemment.

Macroeconomic
management

Autonomous government spheres are expected to behave as responsible fiscal
bodies that take budgetary constraints into consideration. If they do so they will not
undermine the overall macroeconomic role of government in the efficient
management of economic resources.
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Loan financing Long term projects that contribute to the capital infrastructure of a locality are

: desirable in that they spread the costs of a roll out over a manageable time period so
that the project becomes affordable and the costs are spread between generations.
The danger of loan financing is that interest repayments can drastically eat into
operating budgets. Collateral is also required in many circumstances. Although the
Constitation provides for the raising of capital (Section 230}, national regulations
still need to be promulgated to ensure appropyiate conditions are put in place.

[Source: Based on FFC, 1995 and Donian, 1998]

The White Paper on Local Government specifies several of these fiscal principles that are required to

further the aims of developmental local government. These include the following definitions: ’

“Revenue certainty and adequacy — sufficient funds to carry out responsibilities and

plan appropriately making full use of available funds; +

/

“Sustainability — balanced, realistic budgets and cost recovery; *

“Hifective and efficient use of resources — best use of available resources; ™ S

“Accountability, transparency and good governance -~ the public’s right to be

informed of expenditure decisions via participatory budgeting;

“Equity and redistribution ~ targeted subsidisation for setvices by national

government and cross subsidisation across municipalities; « .~

“Development and investment — investment in municipal services to meet basic

needs; -

“Macroeconomic manpagement — integration within the national macroeconomic

_ framework.”\

Ultimately these principles are balanced, accentuated or downplayed in practice by shifting political

ptiorities and their articulation is only a manifestation of wider consensus and commitments. They

do, however, provide grounds on which to contest, change or advocate certain policies.

2.1.3 b Design patameters

IGTs are used by national government 50 that they can retain control over revenue collection
whilst affording fiscal autonomy to sub-national spheres. A degree of national control over
revenue is desirable as national government can plan more strategically from a centralised
petspective for some services and can ensure that scarce public resources are put to their optimal

use.

By using IGTs, revenue can be collected and expended by the most efficient sphere of

government. IGTs need to encompass two considerations:
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1. A vertical (inter-governmental) division of revenue - the “size of the pie” to be divided, and
2. A horigontal (intra-governmental/sphere) division - the cutting up of local government’s pie
and the size of “slices” shared between municipalities, (or the provincial slice to be shared

between provinces).

Cleatly the size of the vertical division will have implications for the horizontal If the vertical
division yields only a relatively small sum, the criteria for its division need to be very clear and of
the highest priotity as resources for division will be scarce and highly contested. If the sum is
large, the revenue can be divided between more tasks and trade-offs are no longer as difficult. As
an agent for development, the least capacitated municipalities in the poorest localities are clear

favourites for prioritised IGTs.

There are three ways in which revenue can be designed vertically (FFC, 1997):
1. Revenue sharing according to functional responsibilities,
2. On an ad boc basis, or

3. By reimbursing deficits.

Each option has a drawback:
1. Functional responsibilities are often difficult to quantity,
2. Ad hoc transfers undermine predictable and stable revenue streams that are required for
medium term planning and may cause instability in the short term (until cortrected), and
3. Reimbursement of deficits encourages excessive spending as the negative consequences of

overspending are removed.

At a horizontal level there are four options (Bahl and Linn, 1992):

1. An ad hoc approach,

2. Returning revenue to its source (a detivation principle),

3. Using a formula based on certain factors indicating fiscal need and/or capacity, or
4

By retmbursing deficits,

Difficulties in using these approaches include:

1. Poor predictability and equity when using ad boc options, as in the vertical division case,

2. Exacerbéﬁng regional biases by‘retuming revenue to its points of derivation and causing
distortions in some cases?s,

3. Data for formulae ate often difficult to collect at a local level (such as poverty indices or

other indicators of need and social backlog, tax capacity and tax effort*), may cancel each

5 In Brazil, the derivaton principle is applied to local government’s 25% share of value added taxes with
respect to the site of production. This meant that the Volkswagen production plant (focated in Sao
Bernardo municipio) 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)*’, and require
regular updating for accuracy, and
4. As with the vertical division, reimbursements act as a petverse 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- | This option The Local CMIP (refer to

govemmental perpetuates Government Section 5.3)

grants (IGGs) income patterns as | Equitable Shareis | 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 | income. 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. This
does not
encourage
equalisation where
capacity hinders
councils from
applying for
funding.

Ad hoc - - This option is less Transfers of this
certain than the nature tend to be
formula based unreliable and
alternative and non-transparent.
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 Tn Nigeria municipal balance sheets were unavailable for years (World Bank, 1995).

47 And may carry perverse incentives — a “deamess allowance” in some Indian states fund personnel costs
and encourages the creation of more positions than are needed (World Bank, 1995).

January, 2000

41




Financial and fiscal facilitation of developmental local government én 5.4

Specific features of a grant are dependent on its conditions. Attaching conditions to a grant -
making it a conditional transfer - allows national government to have greater control over sub-
national spending. It can also ensure delivery of a certain service, and hence promote minimum
standard specifications, assuming adequate capacity to roll out a programme. Conditions can
either apply to performance — are outcome based - or by earmarking funds for specific use — are

input specific, such as welfare spending by South African provinces.

National governments can also make use of matching grants — by matching equivalént spending by
sub-national governments for a specific service or project. Grants will necessaglly distort sub-
national spending (by lowering the cost of service provision), which may be desirable depending
on the benefits a particular service. This is one of the reasons why grants can be close-ended - that
is, having a ceiling level contribution. Matching grants are not applied in South Africa where, as
mentioned, fiscal capacity (and hence ability to raise matching amounts of funding) rarely relates
to fiscal need. All grants can be either gpen-ended (such as the Equitable Share} or apped (like the

Transitional Grant)*. These designs depend on the intentions of the grant.

2.1.4 Some experiences of fiscal decentralisation

While decentralisation may prove effective in some countries, it needs to be adapted for the
specific needs of individual countries. In less developed countries where there is a need for
equalisation and macro-economic stability, decentralisation may need to take different forms
from the examples of larger and more developed countries, like Canada, Germany, Australia and
(recently) England. Another important consideration is revenue constraints — in developing
countries, especially those with relatively small populations such as Botswana, there may simply
not be the resources to set up well staffed local institutions and scarce resources may be best

used centrally where economies of scale in service delivery are superior.

The 1998 release of the English White Paper on Local Government was influenced by a backlash
against the strong centralist control exercised during the Thatcher era, and is reflected in the
devolution of power to Scotland and Wales. In England, national budget reform has been
underway for the past three years, and in this context, the need to revitalise public interest and

participation® in local government informed the drafting of 2 new White Paper30,

Some of the mechanisms intended to stimulate public interest include:

8 Refer to Chapter 5.
4 Indicated by poor electoral response.
50 Presentation given by Sue Charter of Warwick University. Wits School of Public and Development

Management, 18 September 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 expetiences and
practices that can be transferred to other councils®!,

e The implementation of a “best value” principle in service delivery — minimising waste and
inefficiency?,

e Increased community planning,

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

e 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 Moroceo) 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 confirmed 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 mora/
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 1GTs, and own revenue was tmore significant in both cases, fortunately

so as the stability of IGTs 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
setvices are important where large budgetary allocations (on education, for instance) yield inadequate
results.
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In a relatively developed country like the United States, equalisation is less of a concern and a

number of states allocate income on the basis of population alone. There are, however, two

alternative methods of allocation that have been developed by the United States’ Advisory

Commission on Intergovernmental Relations (Chrihfield, 1994), namely:

1. The Representative Tax System - this is applied in Canada and Germany and attempts to
equalise resource bases. In stronger versions, the system taxes wealthier regions. For various
categories the average tax rate is worked out as the sum of tax collection relative to the
national tax base, multiplied by the representative tax rate of all tax categories added
together, divided by state populations. This approach ignores variations in tax effort and the
possible disincentive effect of taxing those states that do a better job at collecting taxes
disproportionately.

2. The Representative Expenditure Approach - this looks at benchmarking a minimum service
standard and working out the cost of provision, directing grahts that are spending amounts

~ lower than the average and taxing those that spend larger amounts. The approach advocates
faitly centralised control with sub-national government essentially acting as no more than an

agent for central government, which determines the quantity and quality of setvice levels.

In the United States, approximately 30% of local government revenue is received from state

governments and an additional 3% from federal government (Chrihfield, 1994).

2.2 Socio-economic constraints on South African decentralisation

Local government is expected to play a largely developmental role in carrying out its
Constitutional functions although it is given autonomy in planning for this end. Comparative
experience suggests that such a role can only be catried out within the context of a relatively
developed socio-economic environment. The White Paper on Local Government describes local

government’s expected developmental contribution as:

“local government committed to working with citizens and groups within the
community to find sustainable ways to meet their social, economic and material

needs and improve the quality of their lives” (1998: 17).

As a decentralisation strategy, the idea of developtmental local government (DLG) has been taken
ty;p and advanced by non-governmental organisations. Notably, the Urban Sector N etwork (1998)
views DLG as encompassmg principles around:
‘V ® Democracy and partxqpatxon
e Holism and integration (incorporating social, economic and environmental concems), zmd
® Accountabxhty (omentated to redress). - ;
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“Buﬂd:’mg"ﬁlééks” or principles with which to accomplish these objectives relate to:
® V Poi;erty S.Ilev;'ation,

® Economic growth,

& (Governance,

® Democracy,

®  Participation,

" e Consideration of vulnetable (or marginalised) group‘s;, e

e  Environmental protection (1998: 4).

Such a broad reading of the role of local govetnment is in keeping with the overall tenor and
Morientation of the White Paper on Local Government. The Whité Paper (1998: 22) sees the outcomes

of DLG (in the current context®?) as: A

¢ Provision of household infrastructure and setvices, .

¢ Creation of liveable integ;aged cittes, towns and rural areas,

e Local economic developmenf,‘and ‘

e Community empowerment and redistribution.

Y

‘.
_Such aims are, howevéx;, extremely ambiﬁous. It :\x};)ﬁld“be foolish to assume that once legislation |
":wis promulgated that the ethos and ability of the officials operating at a local government level will.
spontaﬁeo'usly emerge to meet the challenges of DLG. Even if there is sufficient willingness to
redress the patterns “of local service delivery,. gthér‘ |testraints, including inadequate financial
‘resources, hinder the trénsiéion to‘effeEﬁvé decéﬁtra‘lisation. These are explored in the next

 section.
221 Key challenges identified by the White Paper

“The biggest challenge arises out of the fact that before 1994 you had a local
government designed to serve a very small percentage of South Africa’s population.
Suddenly, this same administration has to serve 2 population five times the size it
was designed for. That was bound to create problems and we must build capacity to

deal with them.” Valli Moosa® (South African Report, 1998)

Local government faces a tremendous task — to address the physical and social backlogs of the
past. The Whete Paper on Local Government cleatly outlines some of the key obstacles in the way of

local government in meeting its developmental expectations. While many of the issues are

33 Priorities are likely to change from one era to the next.
5 Minister of Provincial Affairs and Constitutional Development, 1994-1999.
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superficially of a non-financial nature, they all have economic implications and are manifested in

an inefficient socio-economic system?s,

The key challenges facing South African local governments are identified by the White Paper on

Local Government (1998: 15-16) as:

® Skewéd and inefficient settlernent patterns,

o Conc_entra,tion‘of taxable fesources in formerly white areas®S,

e Huge backlogs in service infrastructure,

e Creating viable municipal institutioné for dense rural settlements close to the borders of
former homeland areas which have large populations without an economic base,

¢  Spatial separations between towns and townships and urban sprawl,

e Creating municipal institutions which recognise the linkages between urban and rural

settlements, .

¢ Entrenched modes of decision making, administration and delivery,

o Inability to leverage private sector resources for development,

®  Substantial variations in capacity, and

e The need to rebuild relations between municipalities and local communities. \

Apartheid policies, in particular, the Group Areas Act, influx control measures, spatial
(.':.se:gr.c;gation 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 on Local Government, 1997: 1).

Two pervasive and highly prob{lemadc legacies of this system are a culture of non-payment in
protest against poor service leveis in black areas, and excessively poot levels of economic activity
| within those areas. The Kootnhof Bills established Black Local Authorities (BLAs) in respohse
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 Iocal Government, 1997: 2).

2.2.2 Redrawing boundaries

“The redemarcation of mun}cipal boundaries is the first step in creating areas in
which viable and sustainable municipalities can be ensured.” Valli Moosa (February ,

1999).

35 An example relates to the public and private costs incutred 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.

January, 2000 46



Financial and fiscal facilitation of developmental local government in 5.4

The first necessary (but insufficient) step to addressing segregation came about with
amalgamation. The LGTA merged 1 300 local councils that were segregated along racial lines
into 698 new local authorities (South African Year Book, 1996). This number was been further
revised to 841. It was now possible to share revenue between racially segregated communities

and planning could work around functional rather than racial units®”.

Unfortunately the financial benefits of amalgamatibn may have been overestimated by the
popular 1990°s Ore City, One Tax Base campaign which called for a redistribution of income from
richer (white) to poorer (black) communities. The redistribution of commercial revenue that had
been excluded from black areas, as well as higher rates in more affluent suburbs proved to be
limited and insufficient to redress the backlogs of the past, especially when non-payment

continued®s.

A re-demarcation process based on more carefully considered criteria than the LGTA process®
will certainly take the benefits of amalgamation of councils into functional units even further. It
is widely expected that the Demarcation Board will identify about 2849 municipal units.
Depending on circumstances, individual councils may increase in size, decrease, amalgamate or .

be disestablished:

“A fundamental intention of the Demarcation Act, and a basic purpose of

A

demarcation, is to create vibrant and financially viable municipal councils. It is not

t | possible to forecast the extent to which municipal boundaties will change ,duririg the
next year or s‘o,‘ but especially in view of financial iﬁétabﬂitjr in rﬁﬁny municipalities,
there is every prospect that it will be substantial. There will be change."’,(Roome,‘
1998). - ) :

-

- Dr. Michael Sutcliffe —~ an academic and former ANC member and provincial ANC MEC, who
has been involved in a number local government processes, chairs the Demarcation Board. The
appointment raised queries as to the independence of the board with the KwaZulu-Natal MEC
for local government declaring the Board’s'indepgndence “the joke of the century” (Bausiness Day,
3/2/99). Provincial critics are believed to fear that the amalgamation of rural and urban areas will
erode the IFP power base in the province despite Sutcliffe’s resignation from pérty positions. It

is, however, almost inevitable that these fears would be expressed as most local government
, ~ .

AT

57 Although this is not always been the case. Regrettably, 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
previcusly disadvantaged communities.

5 The financial difficulties experienced by the Greater Johannesburg Metropolitan Council in recent years
have been attributed by some to over-estimating the possibilities of redistribution.

3 Which sought to provide units for municipal elections within a short space of time.

® See www.demarcation.org.za for details. :
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experts who would be suitable for the position are, or have beer, in some way aligned to various

political parties.

The Board’s other ten members were selected by the President from a list of fourteen candidates
which was drawn up by the President of the Constitutional Court. They are considered “broadly
representative of South Africa’s society, reflecting regional diversity and representing a pool of
knowledge concerning issues relevant to municipal demarcation in each province” (Moosa,

1999).

“

These issues, or criteria to be considered by these members in carving up South Africa into
councils, are described by the Demarcation Actf! to include:
a. the interdependence of people, communities and economics as indicated by-
i existing and expected patterns of human settlement and migration;
.  employment;
. commuting and dominant transport movements;
iv. spending;
v. the use of amenities, recreational facilities and infrastructure; and
vi. commercial and individual linkages;
b. the need for cohesive, integrated and unfragmented areas, including metropolitan areas;
c. the financial viability and administrative capacity of the municipality to perform
municipal functions efficiently and effectively; |
d. the need to share and redistribute financial and administrative resources;
e. provincial and municipal boundaries;
f.  areas of traditional rural communities;
g. existing and proposed functional boundaries, including magisterial districts, voting
districts, health, transport, police and census enumerator boundaties;
h. existing and expected land use, social, economic and transport planning;
1.~ the need for co-ordinated municipal, provincial and national programmes and services,
including the needs for the administration of justice and health care;
j. topographical, environmental and physical characteristics of the ares;
k. the administrative consequences of its boundary determination on -
i municipal creditworthiness; ‘
ii. existing municipalities, their council members and staff; and
iii. any other relevant matter; and
L the need to rationalise the total number of municipalities within different categories and
of different types to achieve the objectives of effective and sustainable service delivery,

financial viability and macro-economic stability.

81 No 27 of 1998.
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The number of criterta have been criticised as being too numerous and not adequately
prioritised. At a roundtable at the Electoral Institute of South Africa (EISA), it was countered by
Professor Robert Cameron®? that the lack of prioritisation was deliberate so as to ensure that the
Board’s independence is not weakened by national legislaton. Nonetheless, practical issues will

place some considerations above others, 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: viabiity and the
rationalisation of the total number of municipalities. Currently there are many
municipalities which are not financially viable and creditworthy, and which lack the
capacity to provide services in an eqﬁitable and sustainable manner. It would be
unwise to allow this situation to continue, and the redemarcation of boundaries can

make a considerable difference.”

Early in July, the Municipal Demarcation Board released its ficst offictal proposals for
metropolitan and district councils boundaries. The focus was on metropolitan areas — often the

most contentious boundaries, as revenue sources tend to be concentrated in these areas.

According to the Board, “nodal points” which should “definitely be considered” as metropolitan
areas include Greater Johannesburg, Cape Town, and Durban; “probably be considered” as
metropolitan areas include Greater East Rand and Pretoria; and “possibly be considered” as a
metropolitan area 1s Greater Port Elizabeth®. “Aspirant” metros include Greater Vereeniging,
Bloemfontein, East London, Pietermaritzburg and Richard’s Bay (Heese, 1999b). The process of
demarcation should contain a number of revisions that are to be completed by May 2000,
facilitated by a Constitutional Amendment® allowing for elections to take place berween October

2000 and January 2001,

Demarcation cannot in itself, however, ensure that segregation is reversed, The tool intended to
address the profound dynamics of segregation in all cases is that of Integrated Development Planning

(IDP).

il

2.2.3 Reforining planning and budgeting procedures via integrated development
planning (1IDP) .
Integrated Development Planning (IDP) is defined in Section 2 of the Green Paper on Local

Government (1997) 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 legislation, and is now a board-member.

03 Port Elizabeth has since been declared a metropolitan area.

¢ Contained in the 19 June 1998 Government Gazette, Notice 1014 of 1998, allowing for a five-year (in
stead of a four-year) term of office, in line with national and provincial terms.
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A key problem 15 that funding does not fully dovetall with training initatives. The Training
Board™ estimates that R22m will be needed to carry out the two and a half-year financial training
programme, but it is uncertain whether a budgetary allocation will be forthcoming. Currendy

only R4.2m is available for the provision of financial training.

The proposed training cycle is proposed to determine training needs, develop training material,
validate the contents and methodology, provide training and monitor outcomes. It is hoped that
the training will provide accreditation of attendance and competence, in line with proposals put

forward by the Skills Development Bill.

The training model that was developed in 1997 has several significant financial components
designed for officials, inclading:
®  Operating budget,
#  (Capital budget,
&  (Cash management,
®  Debtor’s management,
#  Debtor’s meter reading,
#  Managing financial departments.
1
Councillors are trained in fewer models dealing with:
o JDPs,
¢  Budgeting,

® Financial reporting.

It has been suggested that there be a convergence between councillor and official training so that

there can be better communication between the two groupings™.

In addidon, according to its Constitution, one of SALGA’s core functions is to transform local
government so as to enable it to fulfid its developmental role. This mandate entads fraining
councillors and officials and is undertaken by a Human Resource Development Working Group.
A number of NGOs, such as the Urban Sector Nerwork (USN) and the International Republican
Instrure (IRI), play this role, although there are occasional allegations of poliucal party
affiliations, and even with the most “neutral” of intentions, disparate training strategies and

inadequate resources leaving a number of regions unattended to.

7 Presentation by Sedick Jappie, Local Government Tramning Board, 7 July 1998
5 Ibid.
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will be differently informed to those of, say, the President’s office (albeit more accurately).

Perceptions are nonetheless important as stated in the IDASA paper’s foreword:

“Local government may not be as inept or corrupt as people think it is — but the fact
that they think it is, is significant, especially with elections looming over the

horizon” (Paul Graham — CEO of TIDASA).

Arguably the most important finding, however, was that coercion in payment was considered to

be an even greater incentive for payment than that of legitimacy:

“Significant proportons of South Africans are still prepared to tell us that they
would avoid paying their financial obligations to local government if they could get

away with 1727 (IIDASA, 1998).

The significance of this finding i1s noted by the Lo/ Government Transformer (August/September
1998y

“what is refreshing, is the willingness of the survey to confront the possibility that
sanction and coercion may have a role in good governance although in trying to
show that legitimacy is not a factor in compliance, the report probably over states

the point.”

Supporting IIDASA’s reasoning that legitimacy and payment are poorly correlated is the finding

that there are significant racial differences:

“Indian and white communities displayed dismal evaluations of local government,
registering much lower levels of trust, responsiveness and job approval. African
respondents living in what are undoubtedly the least well resourced areas are

relatively more positve.” (IDASA, 1998}

Yet it is in the latter communities that non-payment is greatest. So is the expense of services
relative to income levels. Perhaps affordabdity 1s equally as important an issue as coercion (an
issue not explored by the IDASA analysis) - what is interesting is that legitimacy does not appear

to be of a similar significance to coercion and affordability.

The survey found that willingness to comply with financial obligation is similar between race

groups. This finding strengthens the importance of affordability as an explanation, or coercion

7 The survey found that between 8% and 13% would definitely avoid paying, 15%to 24% say that they
might and another 6% are unsure. With regard to 2 rates boycott, 16% would defimtely join, another 28%
might and 6% are unsure.
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Figure 15 — Project Viability’s core group’s budgets

Item of expenditure Rbn* Ye
Salaries, wages and allowances 11.6 25.5
Bulk purchases (water and electricity) 104 22.9
General expenditure 12.9 20.5
Repairs and maintenance 3.1 6.8
Capital costs 5.2 11.5
Contributions to funds 22 4.8
Gross expenditure 45.4 100
Less charge outs 8.1

Net expenditure 37.3

Income 37.3

[Source: Project Viability, 1999]
* Rbn = Billions of Rands

The operating budgets of these municipalities experienced a R2bn increase in debt from R7,3bn

in June 1997 to R9,3bn in June 1998. Contribution to capital funds that could balance the

negative  cash-flow implications of rising debtors 1s insufficient, as broken down in the table

below:

Figure 16 — Project Viability core group operating budgets (in millions of Rands)

Operating budgets Rm
Capital expenditure 185.5
Working capital 820.8
Bad debts 183.0
Capital development 3697
Provistons and reserves 6189
Total 2,177.9

[Source: Project Viability, 1999]

Operating budgets for these municipalities are financed from the following sources:

Figure 17 - Project Viability core group’s revenue sources

Rbn* %

Electricity sales 14,0 37,6
Water sales 53 14,2
Sewer and sanitation fees 2,3 2.3
Refuse removal fees 1,1 2,9
Subsidies 1,1 2.9
Rates 7,5 20,1
Equitable share 0,9 24
Other income 5,1 13,7
Total 37,3 100,0

[Source: Project Viability, 1999]
* Rbn = Billions of Rands
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Figure 20 - Operating expenditure budgets of selected local governments (in millions of

Rands): 1998/99

Salaries Bulk General Repairs andInterest Contribution [Total
Services Expenses |maintenance to funds
ohannesburg 1664 2 382 993 423 898 5606 6,926
Cape Town 2 199 1389 593 341 342 206 5,570
Drurban 1634 1576 164 597 952 200 5,123
Pretoria 1426 1789 198 GO0 651 216 4,881
Pietermaritzburg 244 258 12 56 101 63 734
Nelspruit 52 40 9 18 26 11 156
Potchefstroom 61 64 9 11 17 3 165
Fast London 180 143 38 51 36 22 570
Pietersburg q4 38 7 31 57 11 279
I<imberley 81 62 67 24 32 13 279
Bloemfontein 184 181 71 56 78 22 591
Port BElizabeth 446 332 68 133 187 67 1,233
(Germuiston 294 363 24 77 105 47 912
Total 8,549 8,667 2,303 2,418 4,032 1,447 27,421

[Source: Department of Finance, 1999, from SSA]

Figure 21 - Capital budgets of selected local governments (in millions of Rands): 1998/99

Loans Contribution [District RDP Funds |Grants  and[Total
from funds  Council funds subsidies capital
projects
ohannesburg 394 14 0 10 59 477
Cape Town 084 95 50 18 G615 1,762
Durban 387 20 34 34 596 1,571
Pretoria 453 169 173 6 16 317
Pietermaritzburg 98 3 27 0 91 219
Nelspruit 40 29 4 1 3 77
Potchefstroom 44 1 14 0 24 83
Fast London 125 0 48 23 32 278
Pietersburg 57 29 0 5] 1 90
Kimberley 30 5 1§ 7 16 64
Bloemfontein 109 29 0 0 19 157
Port Elizabeth 123 15 13 4 102 257
Germiston 125 0 37 23 34 269
Total 3,469 409 406 129 1,708 6,121

[Source: Department of Finance, 1999, from SSA]

Three broad statements can be made about these budgets:

1. Bulk services provide the largest source of operating income,

2. Loans are the most significant funding source for capital infrastructure (although this may

not apply to non-metropolitan areas), and

3. Relative income sources vary significantly from one locality to another.
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17/11/99). Residents have threatened that they will contest the repurchase of the land using the
trust monies (Business Day, 17/11/99). It is likely that RSC levies have been used in 2 number of
other instances, but have not been similarly detected. What makes the Frankelwald case interesting
is that an interest group is using the intentions of the RSC act to pursue other ends (to stop the
spread of Alexandra closer to thewr boundaries). The more worrying scenario is that levies are

collecting interest and are not being used for any purpose at all elsewhere in the country.

As RSC levies and JSB levies tax payrolls and turnovers, respectively they should be used
sparingly to mitigate any employment disincentives (Heese, 1998a). The long-term future of
these levies has been called into question on the basis of their employment disincentives, which
are (correctly) viewed as economically inefficient. Furthermore, the Third Interim Report of the
Katz Commission suggested that there might be issues around the constitutionality of the levies

(IKatz Commission, 1998).

The Democratic Party has called for the establishment of a commission to investgate municipal

rates and taxes, and specifically the RSC levies:

“The entire issue is complex and sensitive. The government cannot just ignore these
issues and continue with the status quo, particularly because further transition is
being planned for local government.” Mike Moriarty, DP caucus leader for greater

Johannesburg MC (Business Day 30/3/98).

The White Paper on Local Government, however, recognises the need for the revenue raising
potential of the levies in the short term. An even more important source of revenue, however, is

property tax.

3.6 Property Tax’*

According to the Constitution (Sections 228 and 229), rates on property are a constitutionally
guaranteed source of local government revenue, and explicitly prohibited from being used by

provinces (Katz Commission, 1998).

“The power to tax is essential to sustainable and accountable local government.
Municipalities must have access to adequate résources to fulfil their assigned duties
and objects. The major sou::ce of local taxation is the property tax (rates). On
average, rates comptise about 20% of municipal own revenue. Property tax is not
the only source of municipal revenue, but it is an important source of discretionary

revenue and enables local government to function effectively.” (Roome, 1998)

% Property taxes in most texts refers to taxes on movable property and property transfers, but in South
Africa, the term relates to rates on property; either ‘general rates” or ‘assessment rates’ (Katz Commussion,
1998).
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Figure 22 - Synopsis of property tax rates

axable Object All land within the municipality (irrespective of zoning)

ax Base » Site rating (i.e. unimproved value); or
- Flat rating (i.e. improved value); or

Composite rating (L.e. land and improvements — but at different tax rates)

Taxpayer B The owner .
Method of assessment (to establish  [Land: Comparable sales method
capital value) lmprovements: Subtracting site value from improved value (except KwaZulu:
replacement cost)
Assessment Only registered valuators
Objections and Appea [Elaborate procedures
Tax rates o [Flat rates {expressed as cents in the Rand)
Some provinces set a maximum rate
Exemptions Very few state-owned properties are rateable
Rebates - Improved residential properties
Sometimes certain hardship cases
Collection ormally monthly or biannual instalments
Enforcement [nterest on arrears

No transfer unless “clearance certificate” issued
In arrears for more than 3 years: seizure and public sale

[Source: Katz Commuission, 1998]

3.7 Municipal borrowing

Although Sections 229 and 230 of the Constitution prohibit deficit budgeting, there is still
provision for capital expenditure financing. According to the Departmeﬁt of Finance (19984},
the quarter ending June 1997 saw municipal debt rise to R24.6bn - a 7% increase over the
previous quarter. Total exposure of creditors to municipahtjc;s déchned from the third quarter of

1997 by R8bn to R16bn at the end of the third quarter 1998 (Department of Finance, 1999).

Municipalities are widely regarded as being underexposed in capital markets — the result of poor
credit ratings. Understandably so — without the final settlement of structures and boundaries,
rransaction costs are pushed up by uncertainty. A municipality, even one with good credit rating
in 1998, may be amalgamated with another, or parts of another locality in a couple of years,

changing its financial profile considerably.

Another hindrance is the emerging clarity that there are unlikely to be any default or guarantee
procedures (“gilt edge” loans) underwritten by other spheres of government?. There 1s also a
need for standardised accounting procedures — although GAMAP have been drawn up, they

have yet to be uniformly applied”. Even when accounts are (superficially) in order, there is often

% Sphere is the operative description — as an autonomous sphere, local government is expected to conduct
its financial affairs in a responsible and independent fashion (see eatly drafts of the Treasury Control Bill —
now the Public Finances Management Act - that included local government).

2 1t was reported at the 1998 IMFO Conference by Dion Ramoo of the Eastern Cape Presidential Project,
that a number of councils in the former Transkei still draw up financial statements by hand.
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4 Local governments financial stability

As detailed in the preceding chapter, on aggregate local government raises almost all of its
operating revenue, and it does so through an array of revenue sources, mainly through property
tax and user charges for water and electricity. Contrary to some policy assumptions'® however,
this revenue cannot be assumed to be sufficient for local government as a whole, nor for
individual municipalities, given the likely changes in these in revenue streams (implied by revised

electricity distribution strategies and property rating, for instance).

Intuitively a local tax, an important revenue source in South Africa’s case, should be not only
easy to administer, but relatively stable. The restructuring of user charges (local government’s
largest revenue source) and difficulties around non-payment violate these two requirements.
Stability is necessary to ensure sustainable service delivery and, in the event of fluctuatons,
should be facilitated by transfers from other government spheres. These transfers are critical,
therefore, to guarantee that local government has sufficient revenue to carry out its constitutional
obligations, but at the same time, they must obviate the risk of moral hazard and ensure that they

encourage fiscal effort (current IGTs are detailed in Chapter 5).

Trends undermining local government’s financial stability, the extent of their threat and likely
duration are explored by assessing the arguments of two recent studies on local government

finances — those by Project Viability (1999) and Solomon {1998).

4.1 Key trends

4.1.1 Project Viability findings

Project Viability was established by DCD in 1995 in order to assess and monitor the short-term
liquidity of municipalities. Reporting by municipalities was voluntary until November 1997 when
municipalities became obligated to complete the survey. Yet only a core group of 282 {(or 54% of
urban) municipalities, completed questionnaires from October 1996 to March 1998 (Project
Viability, 1998), decreasing to 272 (or 53%) of urban municipalities in June 1998 falthough

overall response rates improved somewhat).

Trends are extrapolated from this core group’s data on the assumption that “This core group
represents and can be used with confidence to determine a trend in respect of all municipalities”
(Project Viability, 1999). It is not clear why “The 200 non-responding municipalities ... [that are]
mostly rural councils with no or very little capacity to respond to the questonnaires” (Project

Viability, 1999) are not considered to be relevant to the trends of “all municipalities”.

4 See Appendix ID for a Department of Finance projection (based on the South Aftican Reserve Bank
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It 1s probable that the core group overstates the well-being of municipal finances, as
municipalities with sufficient time and skills capacity are the most likely to have responded to
questionnaires from the start of the programme. Hence, there is a problem of adverse selection —
in trying to identify the nature of financial problems afflicting local government, data received
tracks those municipaliies that are relatively healthy (in financial terms), thereby possibly
highlighting an inappropriate set of issues. Nonetheless, findings by the survey are useful to track

the changing status of municipalities’ financial well-being,

By June 1998, responses were received from 633 municipalities, an increase from the 69,3% and
46,5% response rate for the two mid-year questionnaires in 1997 and 1996 (Project Viability,
1999). Despite regulations to the contrary, of the 200 municipalities that failed to reply, none
applied for exemption (Project Viability, 1999). The response rate of nearly 76% is nevertheless
considered to be a positive and pleasing result by government officials (inferring perhaps that
about a quarter of municipalities are considered “basket cases” that are unlikely to respond to
Project Viability in any event). Anecdotal evidence suggests that there is some suspicion on the
part of councils as to the exact intention of questionnaires, and in some non-responding

instances, a lack of capacity to deal with questions may not be the key consideration.

One of Project Viability’s key focus areas is around credit control. In March 1998, a Project
Viability survey estimated that outstanding debtors accounted for 36.5% of income. Only 71% of
consumers were regular payers despite the Masakhane campaign. In June 1998, outstanding
debtors increased even further (Project Viability). This increase is reflected in the following table
as a percentage of rates and service charges (debtors of 11% to 15% of turnover, or six to eight

weeks, are accepted as the norm for outstanding debt):

Figure 23- Debtors as a percentage of rates and service charges (turnover)

All Provinces (%) Grades 10-15 (%) Grades 6-9( %) Grades 0-5 (%)
October 1996 22 22 23 32
December 1996 23 22 25 32
March 1997 25 24 28 32
June 1997 26 25 27 37
September 1997 30 30 31 44
December 1997 31 30 32 48
March 1998 32 31 34 44
June 1998 33 33 34 47

[Source: Project Viability, 1999]

De Bruyn (1998) observes that defaulters are often large instimtions (including provincial

departments) which would explain why targeting of households has had a marginal success:

SuUrvey).
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“And while media reports often blamed apartheid-era township boycotts, the recent
cut-offs in Gauteng proved that the private sector and semi-government institutions
were often as guilty of non-payment as ordinary citizens. And they usually owed

larger amounts.”

An illustration of such non-payment surfaced recently with a dispute between the Eastern Cape
provincial government and local municipalities, which are refusing to pay revenue collected on

behalf of the provincial government owing to its unpaid debts (Buszness Day, 15/10/98).

Another explanation is that non-paying households can simply afford not to pay for services

rendered (see Section 2.2.5). Exact amounts outstanding are reflected below:

Figure 24 - Project Viability cote group’s outstanding debtors (for all provinces)

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

[Soutce — Project Viability, 1998]

Other alarming indicators of an inability to maintain financial stability tncluded:

o  The ability to pay creditors, which had fallen to 17.8% from the study’s last quarterly survey
completed in March 1998,

¢ The poor correlation between disconnections and reconnections, suggesting a high rate of
dlegal connection;

o 87 of the 833 sampled municipalities did not meet criteria indicating sound liquidity levels (a

full census would probably exacerbate these figures).

Although the picture sketched by Project Viability is a disturbing one, there have been
suggestions that trends are not always structural, but of a temporary, transitional nature.
Improvements in the latest survey findings (June 1998) as well as an improvement in Eskom

arrears (a proxy of municipal cash flows) have supported this contention.

Bulk debt to Eskom has been reduced from R1.2bn at the end of 1997 to R550m at the end of
1998 (Business Day, 23/3/99). After the formation of a bulk debt normalisation committee under
the National Energy Regulator in September 1997 and the setting up of repayment arrangements,
only three municipalities have failed to sign and undertake repayment agreements (Business Day,

23/3/99).
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A number of trends around liquidity that Project Viability continues to teveal could be more

appropriately broken down by further analysis and improved collection of the survey, including:

]

distinctions between metropolitan and non-metropolitan cases,
analysis of rural versus urban problems, and .

more substantive breakdowns of liquidity problems (to what extent major institutional

debtors are a problem, for instance).

4.1.2 Solomon’s findings

In a paper commissioned by TDASA’s Budget Information Service and Local Government

Information Service, Professor David Solomon (1998)105 argues that local government in South

Africa is challenged with transforming its “constitutional arrangements”, not with a shortage of

resources. He interprets lack of funds to be a symptom, not a cause of distress:

“It is a commonly held perception that local government is in a state of collapse and
1s in dire need of state sponsored interventions in the form of broadly based
subsidies and managerial supervision and expertise. I do not share that view ... If we
focus on lack of funds, which is a symptom, not a cause of distress, we will fail to
address the key constitutional issues facing us, and to grasp firmly the opportunities

offered us by global developments in the infrastructure and service sectors”,

To support this thesis, Solomon argues that there are a number of “red herrings” that need to be

scrutinised:

Whilst acknowledging the undermining effects of non-payment, “non-payment is ... a
problem that deserves attention, but is, in general, not the cause of short-term financial
fatlure, nor is it caused by incompetence”.

Local government should, according to Solomon, be able to access capital without too much
difficulty — “at R31bn per annum, the cash flow to local governments is described as ‘strong’
by lending institutions (INCA) and is only modestly encumbered by the existing debt burden
of R25bn™.

Local government responsibilities are essenually trading services that are able to recover
costs and — “local government sector as a whole has limited need therefore of an injection of
grant money from central government”. He concedes that this may not apply to “individual
local governments”.

Cash flow difficulties may underlie what appear to be more structural problems — “Fiscal
imbalance is not an automatic case for grant funding. It simply means that local governments

are suffering a crisis in their cash flow that will, in time correct itself”.

195 Of the University of the Witwatersrand.
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incorporate the costs relating to the monitoring of the contract. The amount of the costs borne
by the company will depend on the type, size, and complexity of the contract. In addition,
partners could be expected to make social investments. Responsible behaviour is presumed to be
ensured by requiring that a performance guarantee be set aside, which is to be forfeited in the
event of non-compliance. If this guarantee is too small it may not provide the appropriate

incentive, and if it is too large, it may well act as too great a disincentive for investment.

Regulators face a difficult dilemma — if insufficient conditions are put in place the interests of
councils and communities may be compromised where partners find loopholes to cut costs, but
if too many are put in place, transaction costs may well become too great for any interest in
partnerships. In order to meet such a balance, policy makers may have to consider the
requirements of different scenarios — for small, medium and large sized localities, for emergency,
on-going or discrete services, for various monetary values and different services and regulate
specifically in accordance with certain accepted principles. This approach is, of course, only

relevant if the fiscus remains unwilling or unable to fund local government’s service backlog.

4.2.1 Expanding the municipal bond market

Bonds are an attractive option for local government in trying to leverage private sector for capital
for responsibilities that may not be suitable for outsoutcing. An important concern is that local
governments are associated with an acceptable nsk for investors. There has been some

improvementin this regard.

Johannesburg has recetved an improved rating by Fitch IBCA - to A2 in the short term and BBB
in the long term in June 1999 (Heese, 1999¢). One of the antcipated benefits of the :Goli 2002
strategy — intended to restructure the city into a unicity structure overseeing large utidities (such
as water) and corporatised units (such as the zoo)!'s - is better customer management leading to
improved payment. Johannesburg’s ranking 1s now in a similar category to that of Midrand and

Nelspruit (Heese, 1999¢).

In the shott term, however, uncertainty around boundary demarcations is 4 major obstacle for all
municipalities attempting to establish a good credit rating. To mitigate the effects of this
uncertainty and unstable local government finances, it is argued that South Africa’s national
government should consider insuring a municipal bond market for certain localities or for

specific corporatised services (Heese, 1999¢).
Generally speaking, however, bonds are neither the cheapest nor the easiest way of accessing

capital in South Africa, especially with interest rates fluctuating and reaching high, although a

long-term strategy to develop a bond market could release additional capital to local government.
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Other metropolitan councils are rumoured to have expressed support for the council’s strategy
but none have formalised anything similar (arguably because they have not yet needed to). This
may be a prudent choice - the risk and experience of innovation is one they can watch for a while

from a distance given their slightly better financial sitvations (Heese, 1999b).

4.2.3 Other restructuring programimes

The most conspicuous form of restructuring is in the development of various service delivery
partnerships. Various MSP projects underway (listed in Partnerships, 1999) throughout South

Africa include:

PPP contract negotiations (nearing completion):

o Nelspruit — water and sanitation,

¢ Dolphin Coast —swater and sanitation.

Completed feasibility studies {under evaluation):

e Nkadimeng — rural water supply,
e Plettenberg Bay — water, sanitation and waste disposal,
® Port Elizabeth — water and sanitation,

@ Tzaneen — solid waste.

Feasibility studies (underway):
®  Stanger — solid waste,

® Johannesburg Metropolitan Council — informal trade,
e Johannesburg Metropolitan Council — solid waste,

®  Harrismith — water and sanitation,

#  Margate — airport,

®  Margate — sanitation,

#  Richards Bay — airport,

®  Richards Bay — waterworks,

® Richards Bay — waste water.

In many respects, Nelspruit represents the pilot of these projects. After an amalgamation that
increased the municipality’s population from 24,000 to 240,000 the Nelspruit TL.C estimated that
the provision of water and sanitation to all residents would cost R212m against a budgeted
amount equivalent to 10% of this for all capital expenditure (Partnerships, 1999). After proceeding
with a competitive bidding process, BiWater-Metsi was identified as the preferred bidder in

October 1997. This process received considerable national focus and resistance from not only

restructuring.
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CMIP adequately addresses capital transfers. Whilst this may be true, although there are reasons
to doubt the assertion, should this mean that operating transfers do not consider their role in

supporting capital infrastructure?

The S transfer (for municipal basic services) is calculated as follows:

S = o LH;

Where:

Si = services transfer to local authority I

L = annual per capita services transfer (set at R180 pa to be phased to R230)
H; = the population living with incomes under R800 per month (1998}

a = the ‘coverage parameter with values between 0 and 1!%

Hence, the population of households earning under R800 per month is the key determinant for a
municipality’s transfer. The much smaller “I” transfer, despite the proposals’ view on fiscal
equalisation, takes into account the potential revenue collected by a council, which is deducted
from a maximum teansfer based on population size. The “I” transfer therefore attempts to take
into consideration fiscal capacity (using income as a proxy), but will be phased out meaning that
fiscal capacity will not be considered over the medium term. Maximum transfers are detaded in

the table below:

Population | Maximum transfer
12,000 — 19,999 " | R400,000

20,000 — 99,999 R800,000

In excess of 100,000 R1,600,000

fAdapted from Department of Constitutional Development, 1998bj

The “T” transfer (which is intended to equalise metropolitan local council’s income — again, at
odds with the document’s criticisms of equalisation) is unlikely to be applied with the re-
categorisation of South African cities as category-A councils. It would have been applied as

follows:

Ti = et(B*-B,’)Pi

Where:
T,

the transfer to sub-structure I

i

t 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 living in poverty in South Africa (Department of Constitutional Development,

1998b), the transfer needed to have been in excess of R2bn to ensure that all of these people received R180
per year, when, in fact, it was only slightly more than half that amount.
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B* = per capita tax rates base across the MC
B = per capita rates base in substrucrure |
= the degree of equalisation variable with values between 0 and 1

P = population of substructure I.

A formula for allocating matching transfers at the MC or DC level for infrastructure (the “M”
transfer) has yet to be released. Problematically, the “M” transfer deals with capital expenditure
when the equitable share is intended as an operating transfer.

/
Aside from the legal difficulty in essentially earmarking a transfer that is constitutionally
envisaged as being unconditional, this package of transfers may be too fragmented to deal with
the overlapping concerns of local government (although the “S” transfer currently accounts for

most of the revenue directed to local government).

5.3.3 Financial and Fiscal Commission’s proposals

The FFC 15 a product of the Interim and Final Constitution. It is intended to advise Parliament
on fiscal arrangements and propose principles for inter-governmental fiscal relations. These
recommendations have tended to focus on provincial and national government revenue and
expenditure with some involvement in local government marked by the publication of a
discussion document in 19971% which contextualises interim local government in the

institution’s emerging thinking around a system of fiscal relations (Heese, 1998b}.

The Department of Finance adopted these proposals for the Equitable Share transfer to the
extent that the focus of the transfer is on the poorest of the poor, in that a formula system is
applied, and that local government is the direct beneficiary of the transfer'’”. The two sets of
proposals differ, however, in the factors used for calculating the operating wansfer and in the

Equitable Share’s exclusive focus on operating revenue!3,
q

Common principles between the Department of Finance and the FFC include the following
arguments:

¢  Transfers should only be a partal source of revenue,

¢ Local government should become accountable to constituencies by budgeting appropriately,

®  Services must be paid for and therefore used sparingly to implement a “user pays” mentality,

® A package of basic services (defined as access to clean water, basic sanitation and limited

access to roads and storm water drainage) should be delivered to all households.

136 Discussion Document on Laocal Government in a System of Intergovernmental Fiscal Relations in South Africa (1997,
Tuly 27).

137 Although at the primary and not secondary level.

13# Strictly speaking, however, the Equitable Share may also be used for capital expenditure 1f 2 municipality
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In the absence of other data to indicate relative municipal wealth (such as property values, ot
personal incomes), RSC levy is used as a proxy for tax capacity, which is then compated to 2
normative national average to give the per capsta yield. The tax capacity formula is thus:

Tu=a (X*[.x - Xix.z) P

or:

T = [(X*.a / Xin) - 1] (@* Xi)P;

Provided that Z Ty = 0 and (RS; + Tyj) = 0140

Where:

T = the tax capacity transfer to the i MC or DC

ax* = the proportion of the tax capacity to be equalised

X*. = the norm/national average tax capacity per capifa in year -1
Ky = the " MC or DC’s actual tax capacity per capita in year t-1
P; = the population of the it MC or DC

The allocation of unconditional transfers (RS;) 1s then adjusted for tax capacity to the " MC or
DC is as follows:
RST, = RS. + T

Where:
RS = Allocation for Current Expenditure; and
Tu = Tax Capacity Equalisation Component

The effect of the tax capacity inclusion can be seen in Appendix C.

Further refinements in the capital grant have been suggested by Donian (1998). The FFC (1997)
capital allocation (Gi) is based on the cost to provide infrastructure to the qualifying population
(households below a defined poverty line) without access to basic services, spread over a period

of 10 years.

The allocation of grants for capital expenditure, Gy, to the 1 MC or DC s as follows:

Capital Grant (G) = {1- L /2(1 - L)}/ n(x*Hg);

Where:

households.
40 The 1ax capacity component is restricted to a cerrain level so that it cannot imply a loss of revenue, that

is, a negative value for wealthier municipalities.
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government resources (triangle W). Inman (1998) suggests that this incentive can be mitigated by
introducing competition by deregulating the provision of a service (that is, allowing privatisation)
so that wastage is reduced to reflect true economic costs that would be applied by a competitor

in the market.

Although the figure demonstrates the difficulty in deciding the appropriate level of public service
provision, it does illustrate the need for intervention and complex analysis. The World Bank
World Development Reports, Development (1994) and  Poserty (1990), argue that public
infrastructure is as a key tool for poverty alleviation in reducing disease contagion, environmental
hazards, improving access to socio-economic opportunities, and decreasing time-consuming
activities such as wood collection. This logic provides a motivation for the public provision of
goods where spillovers or externalities benefit society at large but would otherwise not be
undertaken. What needs to be calculated is to what extent governments should provide these
services and in which sectors. It is broadly assumed by both the RDP and GEAR that

infrastructural provision needs to be a government priority.

The 1998 Medium Term Budget Policy Statement reports medium term expenditure estimates

for infrastructure as reflected in the table below:

Figure 36 - Budgeted expenditure estimates for infrastructure (Rbn)

Outcome | Revised | Medium term estimates Additional changes since Budget 98
98/99 98/99 99/00 00/01 01/02 | 98/99 99/00 00/01
231 224 233 24.7 26.1 03 01 0.3

[Source: Department of Finance, 1998¢]

Local government receives only a small share of this funding. This may be short sighted. The
marginal value of a Rand spent at the local level is contended by local government
representatives to be likely to ensure greater social spillovers than those spent at the provincial
and national level where sensitivity to local needs and easier access to poor communities apply.
Unfortunately, this can only be speculated, as national budgeting has not yet incorporated such

analysis. Capital trransfers to local government must be revisited in this context.

5.4.3 Institutional arrangements

The FFC (1997) argues for IGTs to be directed to the second tier of local government
(presupposing the existence of this tier in metropolitan areas), and not primary tiers, nor

provincial governments (as under the Interim Constitutional arrangements):

“The degree of agpregation implied by the provincial level would make it too

difficult to differentiate between the needs of different municipalities adequately and
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necessitate a second level, and thereby effectvely ‘ring fence’ primary municipalities,

the opportunities for meaningful redistribution ... would be severely diminished.”

The FFC proposals suggest that primary municipahﬂes then receive funding from secondary
ones once applications have been put in. Such a system may accord secondary local government
with too much fiscal power and undermine primary municipalities incapable or ignorant of
application procedures. With the implementation of the Municipal Structures Act (1999),
however, enlarged primary structures may provide the appropriately sized institution for
transfers, as proposed by the Equitable Share transfers (although in many rural examples, DCs
are recipients for TRCs and TrepCs until they are deemed to have sufficient capacity to
administer funds). The key problem with this system is accessing data that reflects individual
municipal need although Statistics SA has begun collecting figures down to per hundred

households.

Once demarcation is complete and final structures have been declared for local government, the
intet-governmental transfer system for local government will need to weigh up the
administrative, planning and democratic implications of institutional arrangements. These may

also need to be revised over time as local government strengthens at a primary level.

Jannary, 2000 ’ 1725












Financial and fiscal facilitation of developmental local government in 5.4

Bibliography

MNewspaper articles and press releases

Business Day. 28/10/97, Incentives necessary to save local Sovernment.
Business Day. 30/3/98. DP calls for rates and taxces reviow.
Business Day. 29/5/98. Meganities a ‘blusprint for disaster’
Business Day. 29/6/98. Call for study of costs on local government.

Business Day. 3/9/98. Policy framework allows for debivery options. Comment by Minister of Consttutional and
Provincial Affairs, Valli Moosa. waww.bdav.co.za/98/0903/comment/c10htm.

Business Day. 7/10/98. Minister seeks report on fund laxc-dodge claim.
Business Day. 15/10/98. Local anthoritios withhold revenue.

Business Day. 6/11/98. Public-sector still preferred option’

Business Day. 17/11/99. Reparchase of site approved, despite sirong opposition.
Business Day. 3/2/99. Independence of Demarcation Board ‘a joke’, says MEC.
Business Day. 23/2/99. Local anthorities’ share of budget *wot enongh’.
Busmess Day, 23/3/99. Eskom halves municipalities’ arrears,

Business Day. 1/4/99. Town councils plan to merge.

Business Report. 8/4/99. Samuwu opposes Look 2002.

Finance Week. 3/9/98. No Virtue in State-Mandated Love,

Financial Mail. 4/9/98. Premiers beware — bere come the megacity.

Haffajee, F. 19/3/99. Ghbal aspirations v African reality. Mail & Guardian.

Huwman Sciences Research Council (HSRC). (1999, 25 August). Skl shortage in the South African labour
marke! — FISRC study. Media release.

IDASA Budger Information Service (1999). Budges hides ents in social spending hitp./ /worw.idasa.orgza/bis/.
IGoli News. July 1999.

Kasrids, R (1999). Speech delivered at the opening of the Standard Corporate and Merchant Bank water
CONCEssION Seminar.

Khumalo, B. 19/3/99. They're bere 1o save the ity of goid Mail & Guardian.

Local Government Transformer. (August/September 1998). Good governance — Fipding a balance between
Consensus gnd Coercion? 4 (4). A publication of the Afesis-corplan local Government Transformation Project.

Moosa, V. 19-25/2/99. Moving beyond rare. Mail & Guardian.

Office of the President. (1999). Address by President Thabo Mbeki to the SADC Local Government
conference. Johannesburg, 30 July 1999.

Partnerships. {First quarter, 1998). MSPs, PPPs — why the alphabet soup? (3). Published by the DCD/MITUL

Jannary, 2000 129




Financial and fiscal facilitation of developmental local goverf;meﬂ/ inSA

Partnerships. (First quarter, 1999). Nelspruit and Dolphin Coast PPPs. 1. Published by the DCD/MIIU.
Smith, C. (1999, March 26 — Apal 1). Too poot to pay for services. Mat/ & Guardian.

The Star. 3/6/98. Local Government in desp erisis.

The Star. 8/4/99. Council blueprint irks union.

Van Ryneveld, P. 17/7/98. Good local government vital to the economy Business Day.
www.bday.co.za/98/0717/comment/c7.htm.

Articles, chapters and reports

Abedian, 1. (1998a) .Epilogue: rising to the challenges of fiscal policy in a globalized economic order. In 1.
Abedian and M. Briggs (eds.). Economic globalization and fiscal policy. Oxford University Press: Cape Town.

Abedian, 1. (1998b). Economic globalization: the consequences for fiscal management. In I. Abedian and
M. Briggs (eds.). Economic globalization and fiscal policy. Oxford University Press: Cape Town.

Abedsan, 1. (1998¢). Budgeting-system reform: a precondition for effective fiscal management. In 1.
Abedsan and M. Briggs (eds.). Econenic globalization and fiscal policy. Oxford University Press: Cape Town.

Ajam, T. (1998). The evolution of devolution: fiscal decentralization in South Africa. In 1. Abedian and M.
Briggs (eds.). Economic globaligation and fiscal policy. Oxford University Press: Cape Town,

Bahl, RW. and Lian, J.F. (1992). Urban Public Finance in Developing Countries. Oxford University Press: New
York.

Bhabha, M. (1997). Rok of the National Council of Provinces in Local Government. Paper presented at Konrad
Adenauer Stiftung Seminar, Future Challenges for Local Government in the 21 Century. 3-5 June.
University of Pretoria.

Bird, R. and C. Wallich. (1992). Financing local government in Hungary. Policy and Research Working Paper 869.
Policy and Research Department. World Bank. Washington DC.

Bond, P. (1998). Basic Infrastructure for Socio-Economic Development, Environmental Protection and
Geographical Desegregation: South Africa's Unmet Challenge. Forthcoming article in Gegforum.

Cargill, J and KK Heese (1999). iGok ~ Place of dispute? BusinessMap UPdate.
De Bruyn, ]. (1998). Intergovernmental Fiscal relations. The Third Women's Budget. IDASA: Cape Town.

De Villiers, B. (1997). Local-Provincial Intergovernmental Relations: A Comparative Analysis. Paper presented at
Konrad Adenauer Stiftung Seminar, Future Challenges for Local Government in the 21 Century. 3-5
June. University of Pretoria.

Development Bank of Southern Africa. Annnal Report 1998.

Donian, (1998). Intergovernmental Fiscal Relations: A Perspective Jrom the Financial and Fiscal Commission. Paper
Presented at a Congress of the Institute for Local Government Management of South Africa, with the
theme: Challenges of the New Millennium. 9 June. Durban.

IDASA. (1998, February). Public evaluations of and demands on local government. Public Opinion Service report
(3) by Taylor, H. and Mattes, R.

Franzen, R. (1997). The Current Status of Property tax in South Africa: Legislation and Practice. Paper presented at
Conference on Designing Local Government for South Africa: Structures, Functions and Fiscal Options.

Hosted by UNISA and the FFC. Pretona. July 1997

Gray, G. and White, R.F. (1989). Federalism and the Evolution of Public Hospital and Medical Coverage.
In Hodgins, BNV. e a/ (eds) Federalism itn Canada and Australia: Hilsorical Perspectives 1920-88.

Heese, K. (1998a). Alternative Sonrces of Revenne, Intergovernmental Grants and the Indigent. Paper presented at the
IMFO Conference. Worcester. October 1998.

January, 2000 130



Financeal and fiscal facilitation of developmental local government in 5.4

Heese, K. (1998b). Local Government — Ity Context and Objectives. Discussion Paper Series. AFReC.

Heese, K. (1998¢). Local Government in Sonth Africa: Challenges and Solutions — A Response. Paper presented at a
seminar co-hosted by IDASA’s Budget Information Service and Local Government Information Service.
Kutlwanong Democracy Centre, Pretoria 17 August 1998.

Heese, K. (1999a). What the Budget means for Local Government. SALGA Voics.

Heese, K (1999b). iGoly — a Blueprint for Metros. BusinessMap UPdate. (1999/021/DF/KH).

Heese, IC (1999¢). What's first on Sydney’s plate? SALGA Voice.

Hirschmann, A. (1970). Exat Viice and Laoyalty. Cambridge Mass.: Harvard University Press.

Inman, R. (1998). Managing government Finances. Mastering Finance Supplement — Business Day. Copyright
Financial Times.

Lewis, D. and Bloch, R. (1997). Spatial Development Initiateives: Infrastructure, Agglomeration and Region in Industrial
Policy. Trade and Industral Policy Secretariat (TIPS).

MITU. (1999). Information Pack.

McLure, CE. Jr. (1994). Intergovernmental Fiscal Relations in South Africa: The Assignment of Expenditure Functions
and Revenue Sources and the Design of Intergovernmental Grants and Trangfers. World Bank Discussion Document.

Musgrave, R.A. (1959). The Theory of Public Finance. MacGraw Hill: New York.
- Musgrave, R. and P. Musgrave. (1984). Public Finance in Theory and Practice. MacGraw Hill: New York.

Oates, W.E. (1993, June). Fiscal Decentralization and Economic Development. National Tax Journal. 46:
237-243,

Pimstone, G. (1998). SALGA: The Indistinct Voice of organised Local Government. Paper to be delivered at
Eskom, 8 October 1998,

Prud’homme, R. (1994). On the dangers of decentralization. Policy Research Working Paper 1252. The World
Bank Transportation, Water, and Urban Development.

Roome, P. (1998). Manicipal Finance: Positioning for the Next Millennium. Keynote address presented at the
IMFO Conference. Worcester. October 1998.

Rondinelli, . (1990). Decentralising Urban Development Programs: A Framework for Anabysing Policy Options.
USAID: Washington DC.

Serageldin, 1. (1996). (Vice President, Environmentally Sustainable Development). .4 New Partnership for a
New Urban Future: The Evolving Relations between International Organigations and Local Authorities. Assembly of
Cities and Local Authorities.

Shah, A. (1991). The New Fiscal Federalism in Bragil. Discussion Paper 124, World Bank, Washington DC.

Smit, ID. (1998). The Financial Implications of the Housing Act No. 107 of 1997 for Local Aunthorites. Paper
presented at the IMFO Conference. Worcester. October 1998.

Solomon, D. (1998). Local Government in South Africa: Challenges and Solutions. Paper presented at a seminar
co-hosted by IDASA’s Budget Information Service and Local Government Information Service.
Kutlwanong Democracy Centre, Pretoria 17 August 1998

South Africa Report. (1998). Bottom up. 2.

South African Year Book. (1996). www.sacs.org.za/leveld/localhitm. South African Communication
Service.

January, 2000 131






Financial and fiscal facilitation of developmental local government in 5.4

Department of Finance. (1998¢), Medium term budget policy statesnent 1998,

Funancial and Fiscal Commussion. (1997). Diseussion Document on Local Government in a System of
Interpovernmental Fiscal Relations in South Africa. :

Katz Commission Report. (1998). Chaprer 3 of 8% Report on Land Tax — The Capacity of Rural Municipalities in
South Africa. Based on Franzen, R (UNISA). The capacity of municipalities in rural areas to introduce, asses and collect
a rural fand taxc (Unpublished report). Department of

Finance. www.finance.gov.za/bo/katz/karz8 3 him.

Ministry of Finance. (1996). Growth, Employment and Redistribution: A Macroeconomic Strategy.
(GEAR). wwnw.politv.orgza/govdocs /policy/growrh himl.

Mingstry for Provincial Affairs and Constirutional Development. (1997, October). Green Paper on Local
Government. wyow.polity.org.za/govdocs/green papers/localgp html

Ministry for Provincial Affairs and Consttutional Development. (1998, March). White Paper on Local
Government.

Project Viability (1998). March 1998, Commussioned by the Department of Constitutional Development.
Project Viability (1999). June 1998 Comnussioned by the Department of Constitutional Development,
Legislation

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

Department of the Environment, Transport and the Regions (UK. Modern Local Government in Tonch with the
People. www local-regions detr.gov.uk/lgwp/2.him.

Development Facilitation Act No. 67 of 95.

Housing Act No, 107 of 1997,

Intergovernmental Fiscal Relations Act No. 97 of 1997. Gavernment Gazetze. 390 (18512),
Local Government: Municipal Demarcation Act No. 27 of 1998

Local Government: Municipal Structures Act No. 117 of 1998,

Local Government Transition Act No. 209 of 1993 (LGTA).

Ministry for Provincial Affairs and Constitutional Development. (1998). Constitution of the Republic of
South Afrnica Amendment Bill. Government Gazette. 396 (18982). Notice 1014 of 1998.

Organised Local Government Act No. 52 of 1997,
Water Services Act 108 of 1997,

Submissions
Municipal Structures Bill. Portfolio on Constitutional Affairs. 21-22 July 1998

Fair Share (UWC)

Financial and Fiscal Commission
Langa delegation

SALGA

National Land Commuttee (NLC)
Urban Secror Network (USN)

2 €& @&« @ B @

](2?2!{&'02} 2000 133






Financial and fiscal faciiitation of developmental loval government in 5.A

Appendix A - Obligations in Local Government Budgeting Process

ccording to Local Provincial National
Constitution 153(a) Structure and manage  [154(1) Support and strengthen 1ts  [154(1) Support and strengthen its
budget to give prority to imunicipalities” capacity to run their jmunicipalities’ capacity to run
community’s basic needs own affairs their own affairs
153(b) Participate i National {155(6)(a) Provide monitoring and
Lﬁ’!‘ld Provincial Support support for local government
rogramimes 155(6)(b) Help local government
run its own affairs
LGTA and 10(G)(4)(c) Submit budget to  [10(G)(4)(c) Must receive a copy of [10(G)(4)(b) Minister of Finance
\Amendments Dept. Finance within 14 days  jeach municipal budget when seat  jmust determine maximum
of council approval to Dept. Finance for approval expenditure rates for
10(G)(3)(b)(i) Not submit or |and municipalities
operate on a deficit budget May be delegated by Minister of  10(G)(4)(c) Minister of Finance
Finance to approve municipal must approve each municipal
budgets. budget
1997/8 Dept. S3 Each municipality S4 Must receive copy of budget for $1.3 1997/8 Operating and
Finance (TMC,MLC, TLC, TRC, information Capital Budgets must not exceed
Guidelines (Ref.  [TrepC) must submit budget 8% increase of 1996/7
FS 2/B) before 31 May 1997 expenditure.
52 Budget based on
affordability and sustainability

HOW REALITY MATCHES UP IN THE WILDCOAST DISTRICT*

In reference BIZANA TRepC WILDCOAST DISTRICT COUNCIL

to:

Constitution

153(a) Came up with a draft 1996/7 budgetin  |Formulated draft budget
consultation with community stakeholders

153(b) IBudgeted for contribution to development Meant to budget for contribution”, but unclear from Province and
[programme National spheres WHO is responsible for admumistration of these

funds

LGTA and Amendments

10(G)(4)(c) |Council approved ____ Subnutted R5,5 Council approved 14/8/97 Submitted 2/9/97 budget to Dept.
million budget to Dept. Finance. Finance.

10(GY(3)(b)(|Only informed 31/7/97 0of 1997/8 Only informed 31/7/97 of 1997/8 Provincial IGGs.

i) Provincial IGGs.

1997/8 Guidelines

53 Submitted 3 months past deadline. [Forced to budget utilising roll- over appropriations from 1996/7

S2 Toral Budget approximately R5,5 midlion;
with an estimated IGG of R2.5 million.

*Compiled from 21/7] 97 interview

[Source — IDASA, www.idasa.org.za/logic/log steps/pullout(1).htmj
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Appendix B - The introduction of a rural land tax (The Katz
Commission)

185. No DC (or any primary rural municipality) s capable of introducing 2 land tax in the 1998/99
financial year. The Eastern Gauteng Services Council aimed to introduce property rates from 1 July 1998,
but due to delays with the establishment of the valuation roll, the introduction has been postponed by at
least a year. The majonty of DCs will, however, be able, with logistical support (proper land surveys,
assessment, etc), to introduce a land tax within 4 to 6 years.

186. It 15 clear that the mtroduction of a rural land tax will have cost implications for the implementing
authorines, especially in the case where properties are valued according 1o their market value. Once in
place, there will also be costs involved in maintaining a legitimate, accurate and eguirable valuaton roll

187. Even if a proper market value-based roll is substituted for a so-called measured roll(8) or a use value-
based roll, initdal assessments and continuous reassessments will have to be made. The lack of data makes it
impossible to estimate the toral cost of preparing a valuaton roll throughout the country. Only a few DCs
have thus far embarked on the estimation of this cost in their area of junsdiction and/or on an estimation
of the cost of doing so.

188. Although it 1s evident that assessment will be a cost factor to be considered, it 1s also noteworthy that
the information gathered pertaining to land use and land management could become a valuable resource in
itself to be used for other purposes, or even to be sold for commercial use.

Capacity to administer a land tax

189. It 1s clear that primary rural municipalines (where they exist) have no capacity to administer a land tax.
However, the capacity to administer such a tax generally exists at the district council ter. Although
information was not received from all 42 DCs, and in most instances conclusions had to be drawn from
the opinions of or estimates made by individual officials, it can be inferred that it is possible for the
majority of DCs to introduce a rural land tax in the not too distant furure. A lot will, however, depend on
the logistical support provided by the national and provincial spheres of government.

190. In summary, while the DCs in the Northern Cape may have the capacity to introduce the tax within
the next 2-4 years, the expected low revenue yield may preclude the possibility of doing so. The problem of
a low expected revenue yield in the Eastern Cape is compounded by the lack of capacity amongst most of
the DCs, especially as 5 of the 6 DCs have tnbal land wiathin their areas of jurisdiction. It is unlikely that
they will be able to introduce the tax within 4 years without support from the provincial and national
spheres. The same argument applies to the Northern Province, Mpumalanga, the North West and
KwaZulu-Natal The only provinces that are likely to be able to introduce the tax within this period are
Gauteng, the Free State and the Western Cape. Nevertheless, it should be technically feasible for all DCs
to introduce a rural land tax within 5 years, given the required support from the other spheres of
government.

3.7 Conclusions

191. This analysis of rural municipalites shows that there are a number of factors that mitigate against the
ntroduction of a rural land tax mn the near term:

®  Large areas of the country are so sparsely populated that it seems unlikely that a rural land tax will
vield a positive net revenue there;

#  From the information supplied by half of the DCs {see Table 3.12), it is clear that, by their own
estimates, some of the DCs will have to employ additional staff in order to implement a rural land
tax successfully;

e Some of the tribally owned land in South Africa (about 15 per cent of the agricultural land in the
country} has not yet been surveyed. Experience elsewhere has shown that this is no easy task;

@  There are virtually no primary local authorities with the capacity to deliver services of any kind.
Therefore, it is evident that DCs will have to be charged with the responsibility to implement the
tax, even though the Subcommittee has argued in favour of primary authorities; and

¢  Few DCs will be able to introduce a rural land tax within 4 years.
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192. However, despite these caveats, the research has also shown that most DCs will be able 1o muroduce a
rural land tax within the next 4-6 years. Further, most DCs receive very little tax revenue from rural areas,
while a large proportion of their spending is in rural areas.

193. Finally, this research has also shown that it is unlikely that RSC levies will be replaced with other
revenue sources, if only because of their key importance as an existing source of revenue. Thus, if the
principle of maintaining the total tax burden is to be adhered to, and a rural land tax is to be introduced,
tax relief measures will have to be implemented or a rural land tax will have to be treated as a provisional
tax payment for income tax purposes.
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FFC Operating Transfers per DC/MC: Based on Costs for VIP and 251 Water & HHs Earning

<R9 900 per year

RSC/DC # of HH # of HH # HH earning |% earning| HHs eatning Operating
(OHS) (Income & <R9 900(IES) <R9 <R9 900 Transfer
Exp 900(ES) (OHS) (R)
Survey(1ES))
Algoa (Western) 194,894 203,014 56,758 28% 54,488 8,519,718
Amatola 364,156 410,642 217,344 53% 192,740 30,136,820
Bloem Area 183,261 207,937 97,959 47% 86,334 13,499,208
Bophirima/Garankuwa 124,687 139,289 46,751 34% 41,850 6,543,663
Bree River 100,151 100,897 16,406 16% 16,285 2,546,276
Bushveld 128,492 160,848 78,050 49% 62,350 9,748 976
Cape Metro 332,498 334,662 23,900 7% 23,745 3,712,840
Central/Mmabatho 203,010 211,238 79,667 38% 76,564 11,971,526
Diamantveld 56,916 60,050 27,446 46% 26,014 4,067,486
Drakensberg 133,717 146,939 70,230 48% 63,910 9,993,046
Durban Metro 321,590 276,881 25,015 9% 29,054 4,542,925
Eastern Free State 170,455 202,336 117,675 58% 99,134 15,500,527
Eastern Gauteng 786,516 705,280 89,077 13% 99,337 15,532,352
Eastern/Huhudt 112,178 127,667 75,146 59% 66,029 10,324,299
FEastvaal 214,182 240,648 88,297 37% 78,586 12,287,749
Goldfileds 190,319 216,108 101,161 47% 89,089 13,929,967
Greater JHB Metro 457,331 386,439 41,493 1% 49,105 7,678,037
Highveld 181,681 205,789 45,649 22% 40,301 6,301,505
Ilembe 144 417 219,359 53,306 24% 35,094 5,487,375
Indhlovu 257,840 294,630 77,917 26% (8,188 10,661,817
Kalahart 20,229 19,899 8,046 40% 8,179 1,278,936
Kei (Eastern Region) 161,286 187,285 124,554 67% 107,263 16,771,697
Khayalami Metre 108,901 92,543 6,153 7% 7,241 1,132,142
Klein Karoo 53,535 55,024 14,562 26% 14,168 2,215,299
Lekoa Vaal Metro 166,596 198,571 25,484 13% 21,380 3,343,043
Lower-Orange 23,230 24,859 8,010 32% 7,485 1,170,371
Lowveld and Escarpment 139,262 160,285 33,862 21% 29,421 4,600,214
Namaqualand ' 10,975 10,704 1,113 10% 1,141 178,435
North West/Hantam 21,964 23172 9,748 42% 9,240 1,444,738
Northern 697,451 921,234 386,017 42% 292,247 45,693,753
Northern Free State 118,617 136,415 67,660 50% 58,832 9,199,039
Overberg 81,220 80,601 12,906 16% 12,995 2,031,967
Pretoria Metro 208,579 217,082 6,188 3% 5,946 929,657
Rustenburg-Marico 178,252 178,163 58,890 33% 58,919 9,212,640
Sentrale Karoo 41,419 42,877 12,819 30% 12,383 1,936,221
South Cape 119,207 114,789 29,859 26% 31,008 4,848 444
Southern/Kletksdorp 112,520 118,880 63,010 53% 59,639 9,325,155
Stormberg 196,112 221,031 103,890 47% 92,177 14,412,867
Ugu 147,412 169,541 48,571 29% 42231 6,603,297
Umzinyathi 200,257 230,716 50,956 22% 44229 6,915,618
Upper-Karoo 55,469 57,160 26,995 47% 26,196 4,096,068
Uthukela 117,522 128,796 34,338 27% 31,332 4,899,113
Uthungulu 235,290 277,955 85,050 31% 71,995 11,257,163
West Coast 97,494 98,288 13,651 14% 13,541 2,117,227
Western Gauteng 351,642 334,988 40,811 12% 42,840 6,698,451
Wild Coast 194,834 227,123 135,527 60% 116,260 18,178,377
Winelands 134,925 134,055 11,107 8% 11,179 1,747,961
Zululand 149,851 164,290 53,543 33% 48,837 7,636,193
Tortal 8,802,342 9,477,039 2,902,567 31% 2,695,925 402,862,197

[Soutce: Donian, 1998]
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FFC Full Formula with DIMS Capital Calculation

RSC/DC Prov | Capital Grant | Operating TxCap RS+TxCap | RS+TxCap | Total IGT
R Transfer (R} | Transfer (R) Ry with xR
constraint (R)
Algoa (Western) EC 32,136,442 8,519,718 -53,645034] -45,125,316 0 32,136,442
Amatola EC 401,072,592 30,136,820 82,382.828) 112519,648) 112519648 513,592,240
Bloem Area FS 33,457 532 13,499,208 9337526 22,836,734 22,836,734 56,294,265
Bophirima/Garankuwa  [NW 120,927,215 6,543 663 50,514,318 57,057,981 57,057981) 177985196
Bree River WC 1,137,071 2,546,276 12,211,235 14,757 511 14,757 511 15,894 581
Bushveld NP 39,343,038 9748,976) 20,260,647 30,009,623 30,009,623 69,352,661
Cape Mertro WC 3,132,008 3,712,840, -245231942) 241,519,102 0 3,132,008
Central/Mmabatho NW 54,764,951 11,971,526] 42,210,440 54,181,966 54,181,9061 108,946,917
Diamantveld NC 4,898 523 4,067 486 -3,939 454 128,032 128,032 5,026,555
Drakensberg EC 69,144,179 9,993,046 44 005,825 53,998,871 53,998 871 123143050
Durban Metro KZN 22,626,195 4,542,925 -172,519,406] -167,976,481 0 22,626,195
Eastern Free State F3 91,276,782) 15,500,527 38307012 53,808,138 53,808,138] 145,084,920
Fastern Gauteng GP 10,438,891 15,532,3521 50,151,994,  -34,619,641 0 10,438 897
Fastern/Huhudi NW 58,932,845 10,324,299 4,249,214 14,573 513 14,573,513 73,506,358
Eastvaal NP 111,003,122) 12,287,749, 14,517,882 26,805,630 26,805,6301 137,808,752
Goldfleds FS 42 389238 13,929,967 6,391,139 20,321,105 20,321,105 62,710,344
Greater JHB Metro GP 1,652,425 7,678,0371 -497 940,464 -490,262,427 0 1,652,425
Highveld MP 13,337,259 6,301,505 -2,792,519 3,508,986 3,508,986 16,846,245
Hembe KZMN| 110,140,651 5487375 064,333,546 69,820,921 69,820,927 179,961,571
Indhlovu KZN 97,012,258)  10661,817] 24417 441 35,079,257 35,079,257 132,091,515
Kalahan NC 1,266,822 1,278,936 -4,086,516 -2,807 580 0 1,266,822
Kei (Eastern Region) EC 301,009,735)  16,771,697) 63,879,040 80,650,738 80,650,738) 381,660,473
Khayalami Metro GP 367,308 1,132,1420 69,824 2761  -68,692,134 0 367,308
Klein Karoo WC 3,470,451 2,215,299 10,746,386 12,961,685 12,961,685 16,432.136
Lekoa Vaal Mertro GP 866,392 3,343 0431 41,274 589 44 617 632 44,617,632 45,484,024
Lower-Orange NC 2,029,190 1,170,371 982,081 2152452 2,152,452 4,181,642
Lowveld and Escarpment |[MP 47,996,257 4,600,214 19,626,674 24,226,888 24,226 848 72223145
Namaqualand DC NC v 178,435 -3,120,743 ~2,942 308 0 O
North West/Hantam NC 5,094,023 1,444,738 3,622,262 5,067,000 5,067,000 10,161,024
Northern NP - 1,256,464 347 45,695,753 301,795 986 347,491,739 347,491,739 1,603.956,086
Northern Free Srate FS 20,257,558 9,199,039 1,510,318 10,709,357 10,709,357 30,966,915
Overberg W 905,804 2,031,967 9,232,491 11,264,459 11,264,459 12,170,263
Pretoria Merro GP 2,263 910 929,657 -207,020871] -206,091,214 0 2,263,910
Rustenburg-Marico NW 51,182,493 9,212,640 7,011,828 16,224,468 16,224 468 67,400,962
Sentrale Karoo WwWC 2,587 344 1,936,221 9,494,159 11,430,381 11,430,381 14,017,725
South Cape WC 7,599,811 4,848 4440 23508775 28,357,219 28,357,219 35,957 031
Southern/ Kilerksdorp NW 14,390,164 0325155 -19,134,638 -9,809 483 0 14,390,164
Stormberg EC 108,813,724)  14,412,8067] 66,384,120 80,796,988 80,796,988 189,610,711
Ugu KZN 82,607,763 6,603,2071 40,382,562 46,985 858 46,085,858 129,593,621
Umzinyathi KZN 89,095,753 6,915,618 66,702,891 73,618,509 73,618,509 162,714,261
Upper-Karoo NC 10,359,907 4,096,068, 11,482,165 15,578,233 15,578,233 25,938,140
Uthukela KZN 41,612,406 4899113 29,681,647 34,580,760 34,580,760 76,193,166
Uthunguly KZN|  241,701,855]  11,257,163] 46,333,682 57,590,846 57,590,846 299,292,700
West Coast WC 429997 2,117,227 1,857,528 3,974,756 3,974,756 4,404,752
Western Gauteng GP 770,639 6,698,451 14,230,791 20,529,242 20,929,242 21,699,881
Wild Coast EC 309,400,898] 18178377, 80,904,616 99,082,994 99,082.9941 408,483,892
Winelands WC 5,619,469 1,747,961 9,879,636 11,627,597 11,627,597 17,247,066
Zululand KZN 73,012,764 7636193 55743974 63 380,167 63,380,167 136,392 931
Total 4,000,000,000 402,862,197 0 1,672707,884] 5,672,707 884

[Source: Donian, 1998]
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Appendix D - Budget Review 1999 Projections for Local Government

These project medium-term trends in local government budgets. Improvement in local government
finances is assumed to result from financial management reform, with a surplus projected for 2001/02.

Local government revenue and expenditure

Estimated Projected )

R million 1995/96 | 1996/97 | 1997/98 | 1998/99 | 1999/00 | 2000/01 | 2001/02
Tax Revenue 6701 7 508 8 204 9 142 9707 11 054 1192
Non-tax revenue 9 385 10136 9394 9 954 10 891 12092 12 961
Capital revenue 625 384 434 450 499 539 583
Total grants 4 089 6 067 6 350 532 6077 6 377 6 931
of which equitable share 1024 1673 2 480 2 580
Revenue 20 800 24 095 24 442 24 870 27 174 29 06 32 399
Current

Goods and services 14 124 17 502 17 563 16 885 17 982 18 763 20 538
Interest 1704 1030 1245 1382 1477 1598 1728
Subsidies and transfers 314 636 506 440, 400 400 450
Capital

Acquisition of fixed assets 4 105 4 547 4742 5197 5 934 6 467 7043
Capital transfers 492 498 454; 778 900 1000 1150
Net Jending 590 649 7 694 795 860 930
Expenditure 21329 24 862 25233 25 376 27 488 29 088 31 839
Deficit {-)/Surplus (+) -529 -767 -791 -506 -314 -26 560

[Soutce: SA Reserve Bank, projections by Department of Finance]
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