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WiEjaiags Rental Housing

5.1  Background

Access to housing is an essential and basic right. Provision of housing as shelter is fundamental to human
dignity as it usually brings along with it other basic services. According to Kissick et al. (2006), the world
is facing a global housing crisis with almost one billion people in cities around the world living in sub-
standard housing without clean water and adequate sanitation. Apart from the people living in sub-
standard houses, homelessness and displaced people are still challenges that need to be addressed by
public housing systems.

In South Africa, the right to housing is enshrined in section 26 of the Bill of Rights, which states that
"everyone has the right to have access to adequate housing...” and “The state must take reasonable
legislative and other measures, within its available resources to achieve the progressive realisation of this
right” (the Constitution of the Republic of South Africa, 1996). One of the government’s key objectives
is to eradicate informal settlements. Since 1994, the government has made remarkable progress in
this regard. It has reportedly managed to provide 2.6 million subsidised houses. However, the housing
backlog persists and, by 2008, was estimated at 2.1 million units (Mbola, 2008). In addition to the legacy
of apartheid, the housing backlog is exacerbated by a combination of factors such as a rising population,
migration, unemployment and declining household sizes.

Developing a policy framework and funding instruments to assist in the provision of rental housing
opportunities represents a key government intervention aimed at assisting those individuals who are
not opting for ownership but require short-term accommodation. Rental housing represents a central
component of the plan aimed at speeding up housing delivery and thereby assisting in the eradication
of informal settlements. The rental housing market is important as it provides adequate accommodation
for the poor, offering choice and mobility, and opportunities for those who do not qualify for ownership
subsidies.

Thereis general consensus that a well-functioning housing system needs to have a good balance between
ownership and rental opportunities. Presently, this is not the case in South Africa (Department of Housing,
2005). The 2005 Social Housing Policy for South Africa highlighted an imbalance between ownership and
rental in the housing sector. The challenge is that, relative to international standards, people in South Africa
prefer to own houses as opposed to renting. This highlights the importance and the need for accelerated
rental housing delivery in the context of the government’s intention to promote generally the scale of
housing delivery. The skewed preference in the delivery, ownership and occupation of houses needs to
be addressed.

This chapter identifies challenges that are hampering the delivery and development of the rental sector
and makes recommendations to resolve such challenges. The objectives of the chapter are to:

e assess the current funding framework for rental housing and policy;
e assess bottlenecks and limitations hampering the delivery and development of the rental market;

e assess the extent to which proposed policy and funding reforms will adequately address the
aforementioned bottlenecks and limitations; and

e recommend interventions aimed at improving the delivery, monitoring and evaluation of social
housing.
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To attain these objectives, an analysis of legislation and policy on rental housing was carried out. Interviews
were held with the national Department of Housing (nDoH) as well as with some social housing institutions
(SHIs).

5.2 Rental housing in South Africa
5.2.1 Demand for rental housing

To understand the demand for rental housing, it is important to understand the characteristics of the
different groups of people that need this type of housing. According to the nDoH (2005), groups that
require rental housing include:

e people who have invested in the rural areas but are currently working and earning an income in the
city;

e contract workers who follow work to different locations;

e vendors who cannot afford to return nightly to their permanent residences;
e people who cannot afford inner city residential property prices;

e individuals excluded from subsidy assistance;

e people renting in the informal settlements, as this is the only rental option available and affordable to
them.

To cater for these different groups, a wide product range is needed. In 2008, the Social Housing Foundation
(SHF) published findings of a study on the supply and demand of rental accommodation in South Africa
(SHF, 2008). It revealed that there is a significant shortage of rental accommodation country-wide,
especially in large urban areas.

The SHF report estimates that rental market accommodates about 20% of households in South Africa.
Of those that are renting, approximately 43% of households could be considered to be living in slum?®
conditions (SHF, 2008). The report notes that data collected from various providers in inner city dwellings
in Johannesburg, Pretoria, Durban, East London and Port Elizabeth indicate high levels of demand. The
demand for rental housing is driven by approximately 51% of individuals who earn between R1,500 and
R7,500 per month and 27% by those who earn below R1,500 per month. These income categories fall
within the social target market of the state’s rental housing interventions (SHF, 2008).

Data from the general household survey (GHS) indicates that, between 2001 and 2006, there has been a
continuous increase in the number of households that are renting (SHF, 2008). This is depicted in Figure 7
below, where the number of households renting has increased by approximately 5% between 2001 and
2006.

and lacking one or more of: access to improved water, access to improved sanitation,

For an Equitable Sharing of National Revenue 59




Figure 7: Households renting over time
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Source: Source: Social Housing Foundation (2008) — figures extracted from the Statistics South Africa General Household Surveys 2002, 2003,
2004, 2005 and 2006.

The data presented in Figure 8 shows that the percentage of households with single houses on single
stands has been declining since 2004. This trend has been associated with an increase in backyard
dwellings. This could be an indication that the formal rental sector has not kept up with increased demand
for rental housing and, as a result, most households opt for shacks and backyard dwellings.

Figure 8: Rental dwelling type over time
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The GHS provides projections of additional households renting in bigger cities over the period 2005-2012.
This is depicted in Figure 9.

Figure 9: Projected additional households renting: 2005-2012
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Source: Social Housing Foundation (2008).

The projections above indicate that the demand for rental accommodation is likely to increase across
municipalities, although the extent differs from municipality to municipality. Ekurhuleni and City of
Johannesburg have the highest growth projections of demand for rental accommodation.

5.2.2  Supply of rental housing

According to the GHS data in Figure 8, the growing demand for rental housing is primarily addressed
through shack and backyard dwelling-type opportunities. This is likely to be an indication that the demand
for formal rental housing outstrips its supply. Responding to this challenge the nDoH has devised the
community residential units (CRU) programme and the social housing (SH) programme as key mechanisms
to address the supply of rental housing. Characteristics of these programmes are summarised in Table 14.
Essentially, the CRU programme is a pure public sector intervention that is totally state-funded, while the
SH programme represents a public-private partnership approach between government and other non-
government organisations.”

# Non-government organisations include SHIs which are organisations for non-profit, profit-making organisations as well as commercial banks.
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Table 14: Key attributes of the CRU and SH programmes

CRU programme SH programme

e correcting historical problems with e private sector for profit and non-profit
public housing and hostels sectors mobilised to supply affordable
rental
e coherent framework for public e  Cross-subsidisation
housing and hostels
e indigent groups and low income e mobilising private funders
groups
e stabilising market and housing e restructuring objectives
environments
e addressing slum landlords e lower and middle income target
market
e affordable formal rental housing e object subsidy

option for informal tenants

e object subsidy

Source: Department of Housing, undated.

It is important to note that the CRU programme targets individuals earning between R800-R3,500 per
month and the SH programme targets individuals earning between R1,500-R7,500, with quotas for
households earning between R1,500-R3,500. The nDoH's proposed National Housing Rental Strategy
states that the objective is to deliver 100 000 rental housing units over the next five years commencing
from 2007/08. The five-year rental housing target according to delivery mechanism is shown in Table 15.

Table 15: National targets for CRU and SH programmes

Total Rental Units and Investment

Units 2007-2012 2007-2015 2007-2021
Social Housing 75,000 149,792 299,377
CRUs 25,000 56,690 120,070
Total Rental Units 100,000 206,482 419,447

Source: Department of Housing, undated.

The 100 000 rental housing units target is distributed across all provinces with the Gauteng province
having the biggest share, based on the projections of future demand for rental accommodation shown
in Figure 9.
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5.3 Policy developments and legislation
5.3.1 Policy

Social housing is one of the key thrusts of the overall housing strategy in South Africa. The South African
Social Housing Policy was formulated:

e To contribute to the national priority of restructuring South African society so as to address structural,
economic, social and spatial dysfunctionalities. It also intends to contribute to the government’s
vision of an economically empowered, non-racial and integrated society living in sustainable human
settlements.

e To improve and contribute to the functioning of the housing sector and widening the range of
housing options available to the poor.

e The policy also intends to address some key challenges identified in the sector, namely that:

e The funding framework and institutional subsidy have not been designed to promote the production
of medium to higher density housing and have made inadequate provision for operating and
management Costs.

e The parameters of the housing approach were too tight to allow for the provision of social housing to
poorer recipients.

e Capacity building focused largely on educational and training initiatives and the pre-establishment
phase of SHIs, instead of on project packaging and implementation, and the operation skills needed
to run rental housing institutions.

e There is no agency to address governance and management capacity issues that were evident in
some SHIs.

e Due to financial pressures and subsidy constraints, there has been a movement away from the low-
income market into the middle-income markets, thereby distorting the market by competing with
private sector players, who do not receive state subsidies.

5.3.2 Legislative and regulatory environment for rental housing

Until recently, the social housing sector was guided and governed by a range of policies and legislation,
including the Companies Act no. 61 of 1973 (section 21), the Public Finance Management Act of 1999, the
White Paper on Housing of 1996, and the Rental Act 50 of 1999. The absence of legislation specific to social
housing has complicated matters such that legislation is applied by borrowing from related legislation on
a case-by-case basis. The Social Housing Act (SHA) (No. 16 of 2008) enacted in November 2008 is a new
development and its central aim is to address the gap in legislation on social housing by providing a legal
framework for the regulation of the social housing sector (Department of Housing, 2007).

The SHA seeks to define the roles and responsibilities of the different spheres of government and other
key role-players, establish a Social Housing Regulatory Authority (SHRA), address issues around the process
of accreditation, and give clarity about the functioning and management of SHIs. Apart from the SHRA,
other stakeholders include SHF, rental housing tribunals, municipalities, provinces, national government
and SHIs.”®
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Apart from the SHA that was enacted recently, the Rental Housing Act No. 50 of 1999 (RHA) is in place.
The RHA however is silent on a number of issues pertaining to the development of rental housing; for
example, the establishment and accreditation of SHIs and an agency to regulate and overlook the sector.
These have been addressed by the SHA.

5.4  Funding rental housing

As mentioned previously, the CRU and the SH programmes are two key interventions to deliver rental
housing in South Africa. Table 16 details the planned number of units and funding for the CRU and SH
programmes over the period 2007 to 2021.

Table 16: Rental housing target by programme type and funding

Total units and investment

Units 2007-2012 2007-2015 2007-2021
Social Housing 75000 149792 299377
CRUs 25000 56 690 120070
Total rental units 100 000 206 482 419 447
Funding and investments 2007-2012 2007-2015 2007-2021

R’ Million R’ Million R’ Million
Capital Restructuring Grant 6,479 15,221 43,525
Provincial Top Up 3,667 8,062 19,531
CRU Subsidy 4,587 11,425 28,356
CRU Maintenance - - -
Total Government Grants & Subsidy 14,734 34,708 91,412
Social Housing Equity Fund 3,134 8,771 31,317
Social Housing Senior Debt 2,998 7116 17,862
Private Sector Debt and Equity 5177 11,230 31,888
Total Funding and Investments 40,776 96,533 263,891

5.4.1 Funding for CRU programme

The CRU programme replaces the hostel redevelopment programme and places emphasis on lower-
income persons. Presently it is funded by provincial governments through the CRU capital subsidy. The
CRU capital subsidy covers the capital cost of the project and future long-term maintenance costs. The
stock used under the auspices of the CRU programme must be owned either by a provincial housing
department or a municipality.

Funding for the CRU programme flows to provincial housing departments through the housing equitable
share component. Depending on the ownership, funding then either stays with the province or s allocated
to the relevant municipality. From this point, funding flows directly to the project. This is depicted in Figure
10.This intervention is new and is still gaining momentum. Furthermore, the structure of most provincial
housing budgets (which do not disaggregate down to sub-programme level) do not allow for a proper
budget analysis of this programme.
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Figure 10: Flow of funding between key role-players within CRU programme
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There are three ways in which management of CRU projects can occur: the province or municipality
can manage the project, the function can be outsourced to a provincial/municipal entity, or through an
agency such as an SHI.

5.4.2 Funding for SH programmes

One of the core objectives of recent developments in the rental housing market, crystallised in the social
housing policy, is to reach effectively the poor. The terminology used to describe this objective is referred
to as ‘deep, downmarket reach’ In the rental market, the type of project is defined as one that charges a
rental fee falling within the R500 to R1,166.66 per month range (implying a monthly income of between
R1,500 and R3,500 if one third of income is used for rent). Another objective is to ensure the development
of balanced communities in socio-economic terms (Department of Housing, 2005: 34).

This signals a shift away from the view that people falling in similar socio-economic circumstances should
live in the same area, towards a more integrated approach. In order to achieve its objectives, the nDoH has
adopted a mixed-income rental housing approach which entails attracting people from both ends of the
income spectrum (high and low). The intention is that a significant portion of rentals will be taken up by
beneficiaries falling within the deep, downmarket reach range, combined with beneficiaries able to pay
higher rentals. This strategy makes provision of housing opportunities for the poor while also ensuring an
aspect of continuity and sustainability in that higher rentals will also be charged for those who can afford
to — all within a single project.

Originally, social housing for rent was financed primarily through the institutional subsidy, which was the
only subsidy available for financing SH projects. The process of restructuring has necessitated the creation
of additional financing mechanisms aimed at entrenching the principles underpinning the reform process.
As a result, the social housing restructuring capital grant (SHRCG) was established. This grant provides
funding to approved social housing projects within Designated Restructuring Zones (DRZs).# It is also
envisaged that the following grants will be established to assist SHIs in becoming viable institutions that
manage viable projects:

e Staff gear-up grant: This grant is intended to assist SHIs in capacitating themselves prior to the
commencement of projects. This grant can therefore not be used to assist ailing institutions. The
point at which this grant can be applied for is once an institution has been approved to receive
SHRCG and is about to commence its first project. The grant may not exceed 33.3% of staff operating
costs.

e Projectacquisition and feasibility grant: A key consideration put forward in the social housing policy is
the need to ensure viable projects - that is, projects that have the potential to become self-sustaining.
This grant is aimed at ensuring that projects identified and submitted for consideration for the SHRCG
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are properly investigated and designed. This grant provides support for conducting a feasibility
analysis.

e Pre-accreditation grant: This grant is aimed at assisting SHIs and cooperatives in setting up a
governance structure, establishing capacity to apply for accreditation and managing a project. It can
also be used to aid the setting up of an office and drawing up a business plan. The grant amount may
not exceed R25,000.

e General capacity-building grant: There are two components to this grant, namely, ad hoc grants and
programme-related grants. They are aimed mainly at building professional knowledge and innovative
development of the sector.

The institutional subsidy was previously used to finance all social housing projects and this has changed
since the introduction of the SHRCG. Currently; the institutional subsidy finances those projects falling
outside of the DRZs. A key challenge with respect to this grant is the lack of assessment of a project’s
viability. The SHRCG on the other hand finances projects that fall within DRZs. The SHRCG however is not
intended to cover all costs associated with a social rental development but rather to cover a proportion of
the capital costs of the project. The balance of funding required to complete the project is to be sourced
from other avenues of funding such as, for example, debt (given that commercial debt funding is allowed)
(Department of Housing, 2005:36).

There are two key considerations when determining eligibility for accessing the grant. The one is whether or
not a social rental development is located within a designated restructuring area. The other consideration
is the extent to which the development is mixed income and achieves ‘deep, downmarket reach’

A further dimension of the SHRCG is that it consists of a standard component®® and a top-up (variable)®
component. In determining eligibility for the grant, three assessment tools have been established, namely
quick scan A, B and C. Quick scan A assesses governance and financial performance of the SHI. Quick scan
B assesses project readiness to proceed on-site. Quick scan C assesses the project’s financial sustainability.
It appears then that there are more processes in place to ensure the viability of projects under the social
housing restructuring capital grant compared to the institutional subsidy.

5.5  Factors hampering delivery and development of rental housing in
South Africa

The SHIs have highlighted a number of factors that impact on the delivery and development of the rental
market in South Africa. These factors pertain to the policy and regulatory environment, funding and
institutional factors. Anumber of the limitations and challenges mentioned below have been corroborated
by the SHIs themselves. The severity and negative impact of some of these challenges have informed the
recommendations made later on.

5.5.1 Policy and legislation
a. Restructuring zones

Currently only those SH projects that fall within the DRZs are eligible to receive SHRCG. During the first
phase of rolling out/piloting the newly established SHRCG, the nDoH together with some cities and
provincial administrations identified nine municipalities that are to be included in the first phase. Limiting
access to SHRCG to social housing projects within the DRZ has the effect of limiting the delivery of social
housing to within these zones, even if SHIs have identified viable projects outside these zones.

he standard component is the portion that will be sourced from the nDoH and administered provincially and it varies depending on the extent of deep down-market reach
but has a limit of

The top-up component forms part of the equitable share allocated to provinces and may not exceed more than an amount equivalent to the institutional subsidy amoun
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b. Requirements for a social housing project to qualify for the SHRCG

One of the requirements for the project to qualify for the SHRCG is that the unit size should be at least
30m?2. While this requirement is suited to ensuring that SHIs deliver rental units of adequate quality and
size, especially for greenfield projects, the guidelines fails to make suitable provisions for non-greenfield
(brownfield) projects. In some cases, SHIs buy old and derelict buildings where existing units are below
this minimum size. These buildings require funding for upgrading and the SHIs would struggle to raise
their own without assistance from the government funding.

5.5.2 Funding
a. Disbursement of funds

A number of SHIs complain of the slow process involved in obtaining funding from provincial housing
departments. Some attribute the lag between project approval and disbursement of funding to a lack
of capacity within provincial housing departments. In a project undertaken by the Financial and Fiscal
Commission (FFC) during 2007/08 regarding bottlenecks in the delivery of houses, the slow and overly
bureaucratic manner in which resources flow between provinces and municipalities was highlighted as a
key concern (Financial and Fiscal Commission, 2008).

b. Income targeting

The concern is that the income bands linked to the institutional subsidy were developed for a pilot
programme some years ago and have not been adjusted, despite increases in construction costs, as well
as the cost of living resulting from inflation. In other words, the income bands have not been adjusted to
increasing costs of living over the past years and, by so doing, exclude some individuals who should qualify
for a subsidy. In essence, in order to achieve policy goals and objectives, policies need to be adaptable. In
this case, in order to reach the target market, the income eligibility criteria of funding instruments should
be reviewed.

5.5.3 Institutional

In light of the establishment of DRZs, social housing projects can be an important driver of urban renewal.
A critical consideration is the location of a housing project: if projects are located in the middle of derelict
neighbourhoods thatare far from social and economic opportunities, the tenants (who will in all probability
be low income) will be disadvantaged. Furthermore it is a concern that greater effort is not being put
into improving intergovernmental coordination to ensure that various forms of complementary funding
opportunities for social housing are leveraged so that holistic development occurs. This will ensure that
housing initiatives do not occur in isolation to other important social and economic necessities that allow
for the development of a strong and sustainable community. Streams of funding that could be more
attuned to rental housing initiatives include for example, the neighbourhood partnership development
grant and other urban renewal-type grants.
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5.6  Conclusion and recommendations

State provision of rental housing represents an intervention aimed at the provision of adequate housing
especially for lower- and middle-income groups who cannot afford to buy homes. One of the most
important characteristics of rental housing, which makes it distinct from other forms of public housing
programmes, is that in order to be eligible to rent, potential tenants must have an income that enables
them to sustain their rental payments.

The policy and regulatory environment, funding and institutional factors that are hampering the speed
and further development of the rental housing sector have been discussed. The policy in its current form
enables only those social housing projects that fall within the DRZs to benefit from the SHCRG. The fact
that any project outside the DRZs is unable to attract funds from the SHCRG, even if it targets the ‘deep,
down market; limits the delivery of rental housing especially where SHIs have identified viable projects
that are ready to be implemented. Furthermore, one of the requirements for the project to qualify for the
SHCRG is that the unit should be at least 30m2. While this requirement is appropriate in ensuring that SHIs
deliver rental units of decent quality and size especially for greenfield projects, the guidelines fail to make
provisions for brownfield projects.

With respect to rental housing, the Commission recommends:
1. Relaxation and flexibility on the:

a. eligibility criteria for accessing the SHCRG to allow projects falling outside the DRZs to access
funding;

b. number of DRZs to respond to excess demand for rental housing;
c. minimum unit size for redevelopments of existing buildings.

2. The process of disbursing funds for rental housing within the housing sector should be made shorter,
to minimise time lags following the submission of approved project plans.

3. The Social Housing Regulatory Authority should improve inter-sectoral coordination between various
government departments responsible for integrated human settlement.

4. The qualifying income bands should be reviewed to ensure that individuals are not unfairly excluded
from benefiting from the subsidy (due, for example, to increases in the cost of living).
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P of Road Infrastructure

6.1 Introduction

An important aspect of investments in public socio-economic infrastructure includes the financing and
development of a nation’s transport infrastructure and network. A well-developed and modernised
transport network is necessary for the efficient functioning of any economy, as it creates economic
opportunities and facilitates the movement of people, resources, and outputs to industries and markets
and enables people to access social services (Solomon, 1983).

Decades of under-investment in road maintenance and management, relatively inappropriate user costs,
significant capacity constraints, and considerable increase in the volume of road transport usage has
resulted in an estimated 35% of South Africa’s total road network being rated as in a ‘poor’ or ‘very poor
condition. In a 2006 study assessing the built environment infrastructure in South Africa, the South African
Institution of Civil Engineering (SAICE) scored the national road infrastructure at C, meaning most of the
road infrastructure is in a fair to good state, while provincial and municipal road infrastructure were scored
at D which means that many of their road infrastructures are in a poor condition.

1

The under-investment in maintenance and the deteriorating condition of many of the country’s provincial
and municipal road networks have significant economic and social costs. According to the South African
National Roads Agency Limited (SANRAL), a delay in road maintenance of three to five years increases the
required repair costs by between six and 18 times. Subsequent decreases in road quality also have adverse
effects on road users. The South African Roads Federation (SARF) estimates that the failure of the road
network, both in condition and its ability to cope with increased demand, imposes an estimated additional
R20 billion per year in excess road user costs (fuel consumption, tyre wear, vehicle maintenance), and up
to ten times more in congestion costs (SARF, 2009). In the major urban centres, competition (between
industrial, public and private road users) has resulted in increased traffic congestion, contributing to the
relocation of business activities from inner cities to the outskirts, further increasing the cost of fuel and
transportation for many South Africans. For rural communities, the very poor state of many municipal
access roads (including un-proclaimed roads) have contributed to soaring vehicle operation costs and,
more significantly, hampered the ability of communities to access services in key health and education
sectors (Financial and Fiscal Commission, 2007).

6.2  History and evolution of road administration and financing
6.2.1 The pre-1994 dispensation

In the first decade following the formation of the Union of South Africa in 1910, road developments
remained a responsibility entrusted to the four provincial authorities of the Cape, Natal, Transvaal and the
Orange Free State. Road infrastructure development was heavily localised, as construction was carried out
by district/municipal councils/authorities using funds derived mainly from local taxes (such as property
taxes) and matching grants/subsidies provided by provincial authorities. While there was an extensive use
of loans, most of the loan amounts were utilised for the construction of bridges. Despite their best efforts,
much of this funding proved inadequate and, with limited taxing powers, provincial authorities struggled
to meet the rising demand for roads that were more suitable to increased motorised traffic.

Concernsoverthe slow pace of road infrastructure developmentand the need forformal road management
structures resulted in the enactment of the National Roads Act of 1935. This legislation formally classified
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South Africa’s road infrastructure into three types (national, provincial and municipal) and established the
National Roads Board (NRB) to develop a road grid connecting the country’s major commercial regions
and centres. The Act also created the National Roads Fund (NRF), which derived its primary income from
a share of customs duty levied on every gallon of petrol imported into the Union (Solomon, 1983). As the
Act was not enacted to encroach on the jurisdiction of the provinces, the NRB was granted no powers to
proclaim roads or amend provincial road ordinances. Instead, the NRB functioned as an oversight body
tasked with making decisions on which roads NRF funds would be spent, while the actual construction,
repair and maintenance of roads remained a provincial function. .

Although the gold boom of the 1930s had fostered considerable improvements in the quality of road
construction, the onset of the Second World War impacted negatively on the gains made in road
construction during the 1930s. By the end of the war in 1945, less than half of the targeted asphalt roads had
been completed, with most of these located within the jurisdiction of national government. In addition,
a shortage of funds within sub-national administrations, and tensions between the NRB and provincial
authorities (mainly over the oversight and road classification functions of the board), had exacerbated
backlogs in the development of targeted road infrastructure at sub-national level. In a bid to address
these issues, the Transport (Coordinating) Act of 1948 was passed into law and the NRB was replaced by
the National Transport Commission (NTC). Though the NTC's powers mirrored those of the NRB, one major
distinction was that the Transport (Coordinating) Act afforded provinces a greater role in the formulation
and implementation of policies related to road infrastructure development.

By 1961, the NRF had been relieved of any obligations to repay loans incurred by provincial administrations
in the construction of roads prior to 1935.1n addition, the NRF's primary source of funding was expanded to
includeataxonallmotorvehiclefuels (i.e.bothimported and locally produced petroleum products), furnace
oil and paraffin. Freed of debt obligations and boosted by substantial revenue flows, the NTC managed
to complete over 90% of the original road scheme conceived in 1935, expand rural road infrastructure
and construct a network of urban freeways in the country’s major cities (notably Johannesburg, Cape
Town, Durban and Port-Elizabeth). By the end of the 1960s, strong economic growth had resulted in a
phenomenal increase in the demand for motorised transport, creating a need for significant upgrades
and reconstruction to meet the standards required by modern traffic. In the NTC's view, this outcome
could only be attained if provinces had limited influence in the planning of national roads and there was
a reduction in its obligations to construct local and special roads. Legislative backing for this vision led to
the enactment of the National Roads Act of 1971, which effectively ended the partnership of the central
and provincial authorities in the sphere of road development and maintenance (Floor, 1984).

With enabling legislation and finance streams, the NTC focused on developing a road infrastructure
programme aimed at providing South Africa with a well-developed national roads network and its first
system of dual carriageway freeways. However, the fuel crises of 1973-1974 and 1978-1979 created
significantuncertaintyaroundincomesaccruingtothe NRF, negativelyimpactingonthe NTC'scommitment
to undertake modern road infrastructure projects. By the mid 1980s, the country’s international isolation,
and prioritisation of programmes related to national defence and alleviating the effects of economic
embargoes, further deepened the funding constraints faced by the NTC. As funding difficulties intensified,
arguments were made for the share of the fuel tax allocated to the NRF to be substantially increased.
However, the central government’s unwillingness to part with a relatively important revenue source, and
concerns about the inflationary effects of increased fuel taxes, prompted investigations by the NTC into
the introduction of alternative funding sources. Consequently, the Second National Roads Amendment
Act of 1983 was enacted, granting the NTC powers to introduce toll financing on selected roads.

By July 1987, the central government terminated the use of earmarked funding, effectively ending the
existence of the NRF. In its place, funding for road building and maintenance would only be allocated
from the central fiscus (Stander and Pienaar, 2002). Despite these measures, the years leading up to the
democratic transition of 1994 were characterised by severe economic recession that virtually diminished
the resources available for funding any new investments in road infrastructure. Instead, road authorities
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placed more emphasis on the development of export-related freight movements, increasing mobility in
metropolitan areas, and maintaining efficient and safe linkages between the major population centres of
the country (Mitchell, 2002).

6.2.2 The post 1994 dispensation

The democratic transition of 1994 ushered in a phase of significant reforms and encompassed the
political and socio-economic system under which South Africa would operate. The Constitution of the
Republic of South Africa (1996) assigned public transport, road traffic requlation, and vehicle licensing as
concurrent, Schedule 4A functions of the national and provincial spheres. Provincial roads and traffic is
an exclusive Schedule 5A provincial function, while municipalities are responsible for municipal airports
(where relevant), municipal public transport, and municipal roads (Schedules 4B and 5B). In terms of
assigned concurrent functions, the national Department of Transport (nDoT) plays mainly a facilitative
and regulatory role that includes the development of policy and legislative framework implemented
through provincial departments, local government and public entities. Table 17 gives a breakdown of the
assigned responsibilities for the 754 600 kilometres of roads and streets in South Africa, the bulk of which
are administered by sub-national authorities.

Table 17: Total length of road infrastructure network in South Africa

Type Length in km

Surfaced national toll and non-toll roads 15 600*
Surfaced provincial roads 348 100
Un-proclaimed rural roads 222900
Metropolitan, municipal and other 168 000
Total 754 600

Source: National Treasury — Provincial Budgets and Expenditure Reviews: 2002/03 — 2008/09

Compared to the pre-1994 dispensation, where the provision of road infrastructure was generally handled
by a national agency in conjunction with provincial authorities, the current institutional arrangements has
created different methods for delivering road infrastructure across the three spheres of government. At
national level, the development, maintenance and management of roads are carried out on an agency
basis by the SANRAL, while the traditional public service delivery model dominates the delivery of road
infrastructure at provincial level * Under this arrangement, a specific provincial roads department is wholly
responsible for routine and special maintenance of the road system. Most provincial roads departments
have the internal capacity to design roads but outsource the actual construction, as does SANRAL. The
traditional roads authority structure is used to provide and maintain road infrastructure at municipal level,
with oversight activities usually provided by transport advisory boards or roads authorities administered
by respective councils.

Thefundingarrangementsrelated to the construction and maintenance of the country’s road infrastructure
network has changed significantly since the formalisation of the current system of intergovernmental
fiscal relations in 1996. At the national level, funding arrangements are made on the basis of transfers from
the national fiscus, tolling and debt finance. Non-toll roads which make up 85% of the total national road
network are funded via transfers from the national fiscus (see Figure 11). The remainder of national roads

2|t is important to note that this figure has increased to 16 150km currently due to the incorporation of other provincial roads into the national road network.
*Of the nine provinces, only the Limpopo province utilises a combination of traditional public service and road agency models.
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(15%) consists of approximately 1 500km of infrastructure managed by SANRAL and 1 300km granted as
concessions to private investors. Toll roads administered by SANRAL are self-financing as they are financed
through revenues generated from user fee charges, while concessioned toll roads are managed through
thirty-year agreements signed between SANRAL and concessionaires. In this regard, national toll roads are
self-financing. In recent years, the need to alleviate enormous financial pressures, resulting from having to
improve and expand an aging national roads network, has prompted SANRAL to seek additional funding
from the capital market.

Figure 11: Sources of funds for the national (non-toll) road network
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Source: National Department of Transport (2002).

For sub-national governments, there is no dedicated, explicit source for funding the delivery of road
infrastructure. Instead, the provision of road infrastructure is part of the overall expenditure functions of
sub-national governments, funded mainly via intergovernmental fiscal transfers (see Figures 12 and 13).
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Figure 12: Sources of funds for the provincial road network
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Source: National Department of Transport: Road Infrastructure Strategic Framework for South Africa (2006)

For provinces, non-conditional transfers in the form of equitable share allocations represent on average
95% of total revenues while income derived from narrow-based tax sources (including motor vehicle
licenses) make up less than 5% of total revenues. Based on specific priorities and budgetary imperatives,
provinces have discretion in determining the amount of resources to be allocated from their total revenue
pool towards operating and maintaining their road networks. A portion of the infrastructure grant for
provinces (33%) should supplement the provincial equitable share (PES) for roads construction and
maintenance as stipulated by the Division of Revenue Act grant framework. The challenge is that this
generates perverse incentives because provinces end up using PES to fund other provincial functions.
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Figure 13: Funding streams for municipal provincial road network
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Source: National Department of Transport: Road Infrastructure Strategic Framework for South Africa (2002).

Like the provincial sphere, equitable share allocations and own revenues constitute a pool of funds
from which municipalities are able to finance their road infrastructure operations. While a number of
metropolitan and district municipalities utilise own-revenues to finance the delivery of road infrastructure,
the majority of the country’s 284 municipalities rely on three major conditional grant transfer programmes,
namely: the public transport infrastructure and systems grant (PTIS); the municipal infrastructure grant
(MIG); and the expanded public works programme (EPWP).

6.3  Key challenges in the current system of road financing and
administration

While the prudent economic policies implemented in the country’s first decade of democracy led to
relatively strong economic growth, significant infrastructure backlogs in the key economic infrastructures
(particularly in the electricity sector and the country’s rail and road networks) had become ‘binding
constraints’ to government’s stated goal of growing the economy at a rate that enhanced job creation
and reduced high levels of poverty. In a bid to address the country’s infrastructure bottlenecks, a
comprehensive programme of expanding public-sector capital investments was initiated in 2005, under
the auspices of the Accelerated and Shared Growth Initiative for South Africa (ASGISA). The high levels
of capital investment have boosted spending on the country’s road infrastructure. Since 2005, annual
growth in road expenditure by the three spheres has averaged 24%. In absolute terms, investment in road
infrastructure has more than doubled since 2000 and is expected to be almost 2% of GDP by 2010 (see
Figure 14).
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Figure 14: Road investment indicators, 1999/00 - 2009/10
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expenditures by national, provincial and metropolitan governments as well as authorities in secondary cities.

Despite the scaling up of investments, a general decline in the condition of the country’s roads has
continued. In a recent report on road conditions, it was noted that the number of roads categorised as
‘poor and very poor'doubled between 1998 and 2008, while the number of roads categorised in 2008 as
‘good and very good' was only a third of what was obtained a decade earlier (see Figure 15). In addition,
the 60% of national and provincial roads in ‘poor’ and ‘'very poor’ condition contrasts sharply with the
international benchmark, which stipulates that only a maximum of 10% of total road network can be

permitted to be in such conditions (Automobile Association South Africa, 2008).
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Figure 15: Condition of surfaced roads in South Africa, 1998 — 2008
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Source: Automobile Association South Africa (AASA, 2008)

Two key challenges face the delivery of road infrastructure in South Africa, namely inadequate financing
arrangements (especially at sub-national spheres), and institutional arrangements set up to deliver and
manage road infrastructure.

6.3.1 Road financing arrangement

Funding arrangements are critical for the effective provision of roads. Where adequate and stable flows
of funds are lacking, then road maintenance policies will not be sustainable (Heggie, 1995). The national
road infrastructure under the administration of SANRAL is funded from two primary sources: revenues
from non-tax revenues (mainly from user-charge fees imposed on tolled roads), and direct transfers
from the nDoT. In addition, SANRAL is allowed to supplement its funding via loans secured in the capital
market. Although SANRALS initial participation in the capital market was limited by the National Treasury’s
principle decision to limit guarantees for SANRALs loans to R6 billion, the granting of an independent
credit rating in 2007 has enabled SANRAL to secure relatively significant funding, albeit at higher loan
premiums.* The granting of a credit rating has also allowed SANRAL to move from being a mere agency
that structures public-private partnerships, to a roads utility capable of constructing, owning and operating
road infrastructure in a sustainable manner.

In sub-national spheres, funding arrangements for roads are markedly different. At provincial level, funds
for road maintenance are allocated as part of the budgetary process. Under this arrangement, each
provincial department competes for funds during the annual budgetary process. In the absence of norms
and standards for roads maintenance budgeting, provinces use their own discretion to allocate funds
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for this item. In the years following the post-democratic transition of 1994, the major part of allocations
from PES revenues continued to be channelled towards reducing poverty and historical inequities. This
resulted in a significant share of available funds directed at services with strong redistribution and spill-
over effects — education, health services, social welfare, and housing. Between the 2003/04 and 2007/08
financial years, provincial spending on social services made up 76% of total provincial expenditures; the
remainder (24%) was allocated to other provincial functions that included agricultural support to farmers,
construction and maintenance of provincial roads, and the financing of provincial administrations (see
Table 18).

Table 18: Comparison of roads expenditure against priorities

Local Government expenditure

2003/04 | 2004/05| 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 TOTAL
R million Outcome | Outcome | Outcome | Outcome Medium-term estimates
Capital 10,629 13,326 17,219 20,878 39,735 39065 | 30377| 171,232
expenditure
Water and 1,839 2,925 4,014 4,957 10,397 9,260 8717 | 42,111
sanitation
Electricity 1,267 1,599 2,295 2,724 4,426 4,255 4,063 | 20,631
Housing 658 718 658 1,269 3,892 4,586 4220 | 16,003
Roads and 1,774 1,750 2,516 3,221 5,535 6,466 5012 | 26,278
storm water
Other 5,089 6,332 7,734 8,705 15484 | 14,497 8362 | 66,207
Metro roads 1,372 1,626 1,440 1,571 2,502 2,890 2,345 13,749
infrastructure
Secondary 280 469 534 651 962 1,121 876 4,895
city roads
infrastructure
Metro roads 775 1,004 958 929 1,130 1,303 1,450 7,552
maintenance
Secondary 212 240 260 338 363 359 386 2,161
city roads
maintenance

Provincial expenditure

Roads 5,761 6,340 7,553 8,795 10382 | 11,814 | 13,400 | 64,045
infrastructure
Roads 2,386 2,617 3,115 3,550 4,066 4,884 5416 | 26,034
maintenance
Health 36,987 40,599 47,116 53,648 59252 | 64939 | 71,182 | 373,723
Social 3,209 3,650 4,220 5173 6,550 7,875 8735 | 39,412
development
Education 60,255 64,670 71,981 78,963 88,719 | 98,505 | 107,327 | 570,420
Housing 4,563 4,629 5,067 6,549 8,238 9,853 | 11,531 50,430
Roads 1,293 1,450 1,783 2,382 3,498 4,175 5630 | 20,211
infrastructure

Source: National Treasury: Provincial Budgets and Expenditure Review: 2003/04-2009/10, and Local Government Budgets and Expenditure Review:
2003/04 - 2009/10.
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In 2001, the social sector bias of provincial budgets, coupled with a need to assist provinces in dealing with
infrastructure backlogs in education, health, and roads and agriculture, prompted the National Treasury
to introduce the infrastructure grant for provinces (IGP). Although guidelines related to the disbursement
of IGP funds stipulate that 33% of available funds should assist in funding construction, maintenance,
upgrading and rehabilitation of new and existing road infrastructure, provinces do not generally comply,
spending far lower percentages on road infrastructure and prioritising other sectors.

Section 153a of the Constitution mandates local government to give priority to fulfilling the ‘basic needs'
of their communities. Like provinces, this legislative imperative has resulted in most municipalities
focusing their budgetary allocations on providing social services linked to water, electricity, sanitation,
refuse removal and environmental health care. Between the 2003/04 and 2007/08 financial years, average
spending on road infrastructure amounted to less than 8% of total municipal spending, with most of
the spending undertaken by authorities in the major metropolitan areas and secondary cities (these
accounted for 60% and 30% of the aggregated municipal road infrastructure budgets respectively).
The paucity of resources for road infrastructure is even more telling for small municipalities; while small
municipalities account for 10% of the total road infrastructure budget in the municipal sphere, many have
road infrastructure budgets that are less than R500,000.

6.3.2 Institutional arrangements for road infrastructure delivery

Globally, two key methods dominate the approaches to delivering road infrastructure. With the first
approach, the traditional or departmental approach, road transport infrastructure is provided by a
government department or agency (in most cases a public sector roads agency). Given that such a
department/agency is largely or totally funded from the fiscus and is subject to ministerial directions, it
is often the case that the autonomy of road agencies or departments in undertaking construction and
maintenance projects is limited by the governance arrangements decided by the minister. The second
approach, the output-based management approach, involves funding service providers on the basis of
agreed specific outputs. In this model, government decides on desired outcomes and then purchases
specific outputs from competing providers in a competitive environment. Linked to the output-based
management are performance-based contracts, which put more emphasis on contracting out road
maintenance to reduce costs and improving road conditions so as to meet the challenges of financial
constraints faced by authorities.

South Africa operates a mix of these two models. At national level, the main roads development and
management organisation, SANRAL, is a dedicated road development agency with expertise and
capacity in the management of road infrastructure. SANRALs capacity ranges from an independent
board of directors, dedicated specialist personnel, cash flow streams, planning, project management, and
asset management systems. This capability affords SANRAL the ability to manage efficiently the national
road network and continuously conduct research on new technologies that can be used to improve
management of the national road infrastructure. In this regard, road delivery functions by SANRAL can be
described as excellent (nDoT, 2002).

For sub-national authorities, the favoured public service delivery approach made the delivery of roads
extremely variable. Eight of the nine provinces operate on a traditional road authority structure. The
exceptiontothisisthe Limpopo province which switched to acombination of the traditional road authority
structure for its maintenance arm, and a roads agency structure for the remainder of its functions. For the
remaining provinces, road infrastructure operations are handled by:

(i) Department of Public Works, Transport and Roads in the provinces of the Free State, Gauteng and
Western Cape;

(i) Department of Transport and Roads in the provinces of the Eastern Cape, Limpopo, Mpumalanga and
North West, and
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(i) ATransport Department in the case of Kwazulu-Natal.

While the more narrowly focused functions of roads in provincial administrations helps overcome
potential problems of cumbersome and ineffective management of roads, the major problem facing road
management institutions is a shortage of professional managerial and technical skills (see Table 19).

Table 19: Summary of technical skills in provincial roads sector
Technical staff employed in roads and transport departments

There is a severe shortage of technical skills, especially civil engineering skills in provincial departments of roads and
transport.

The results of a survey undertaken by National Treasury in 2006 in five provincial departments of transport (Eastern
Cape, Free State, Gauteng, Limpopo and Northern Cape) show that:

e the technical sectors of provincial departments of transport are under-staffed;
e theaverage age of engineers is 50, so most senior engineers will be retiring in the next few years;

e the few remaining senior engineers available play a more managerial role, so the departments do not really
benefit from their technical skills;

e in some cases senior engineers have to do junior level work because of the shortage of available young
engineers.

8 or more
years
experience

Engineers
4-7 years
experience

0-3 years
experience
after

More than
8 years
experience

Technicians
5-8 years
experience

0-4 years
experience
after

after after university after after qualifications

university university degree qualifications  qualifications

degree degree
Filled 55 18 9 93 89 89
Vacant 58 68 21 134 102 167
Total 113 86 30 227 191 256
%Filled 48.70% 20.90% 30.00% 41.00% 46.60% 34.80%

The situation is even more acute within municipal jurisdictions. According to the National Land Transport
Transition Act (Act No. 22 of 2000), each municipality is a planning authority tasked with ensuring that road
delivery operations are carried out in an effective and efficient manner. However, very few municipalities
have dedicated road authorities and lack capacity to carry out road management functions.** According
to research undertaken by the SAICE in May 2005, of the total of 283 municipalities, 78 did not have
civil engineers and 49 had only one civil technician. Although municipalities account for about a third of
road sector employees, approximately 70% of these employees fall into the ‘elementary’ or ‘semi-skilled’
category (mainly labourers) while skilled personnel (mainly engineers) make up less than 9% of personnel
(see Table 20).

%To the best of the authors'knowledge, the only significant dedicated roads entity at municipal level is the Johannesburg Road Agency.
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Table 20: Estimated skill profile of municipal road-related human capital

Skill category Split (%)

Legislators, senior officials and managers 03
Professionals 1.2
Technicians and associate professionals 7.0
Clerks 14.1
Semi-skilled workers 22.8
Elementary occupations 54.6
Total 100.0

Source: National Department of Transport: Road Infrastructure Strategic Framework for South Africa (nDoT, 2002).

The discussion above indicates that the lack of critical technical skills has major implications for road
management functions of sub-national authorities. Very few sub-national authorities have well-developed
road management information systems while little or no studies exist on assessment of road conditions.*
Without such key inputs, many sub-national road authorities have very little quality information on which
to base managerial performance evaluation and needs identification processes, further exacerbating
the poor condition of available road network infrastructure. Furthermore, it also limits the ability of road
authorities to generate and evaluate alternative ways of operating, improving, and extending the road
network.

6.4  Addressing key challenges in administration and financing of road
infrastructure

South Africa’s road infrastructure remains the most developed on the African continent. However, years
of under-investment in maintenance and rehabilitation have led to significant deterioration in the
road network, particularly at sub-national levels. Current resource flows and funding arrangements are
inadequate and insufficient to tackle an ever-increasing backlog problem and the increased demands
placed on the country’s roads. Further compounding the issue is the institutional arrangements relating
to road service provision. A well-resourced and technically capable agency has ensured that the national
road network remains in good condition, while the focus on social service delivery and lack of dedicated
roads bodies at sub-national level has lowered the quality of road infrastructure within provinces and
municipalities.

From the discussion outlined in the previous section, the main problems affecting South Africa’s road
infrastructure are financial and institutional. Solving these problems will require that policy-makers focus
on two key issues: (i) boosting road finances by providing an adequate and stable flow of funds for road
infrastructure; and (ii) improving the capacity of institutions tasked with managing the country’s road
infrastructure. The discussion that follows outlines these two issues in greater detail.

6.4.1 Adequate and stable flow of funds

Dealing with the roads challenge will require an increase in the amount of funds dedicated to funding
of road infrastructure, particularly at sub-national level. The government needs to formulate pricing and

* According to the nDoT, all provincial authorities used to carry out annual visual inspection index’studies but, in the decade prior to 2002, more than half had curbed or stopped
such surveys. The same document noted that almost half of the municipal road authorities had non-existent road network information systems.
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cost recovery policy for roads that generate sufficient revenues for authorities to maintain and operate
their road infrastructure network on a sustainable basis. A number of options exist in this regard. The use
of charging instruments that are related to road use, easily recognisable, and separate from indirect and
other service fees provide a potential revenue source. The use of such instruments already exists in South
Africa in the form of the fuel levy and motor vehicle licenses.

Earmarking a portion of road-related user charges and taxes paid into special road funds has been widely
used in developed countries, such as the United States, New Zealand and Japan, to fund the construction
and maintenance of road infrastructure. Over the last decade, countries such as China and India have
introduced road-related charges that have provided a reliable stream of funds for road construction and
maintenance (Postigo, 2008). Historically, the utilisation of a dedicated road fund and the earmarking of
a share of taxes on fuel proved pivotal in modernising the country’s road infrastructure and laying down
the current system of roads in South Africa. The South African National Treasury has previously opposed
the setting up of a roads fund and earmarking road-related user charges on the basis that earmarking
imposes undesirable rigidity on government expenditure decisions and should be discouraged. Given
the magnitude of the road problem and the massive deterioration anticipated if current funding levels are
not increased, the government should re-examine the possibility of setting aside portions of road-related
revenues and pooling such shares into a road fund dedicated to financing road infrastructure backlogs,
especially at sub-national levels. The allocation of resources in the road fund can then be allocated
between different road authorities at provincial and municipal level based on (i) a simple allocation
formula, (i) an indirect assessment of needs, or (iii) a direct assessment of needs to ensure that resources
are allocated according to a thorough and objective assessment of road needs across the three spheres of
government. It could well be argued that such a proposal should take into account the fact that not all fuel
consumption is related to road use and, given the current backlog levels, required expenditures for road
infrastructure are generally likely to be larger than the earmarked amounts. In this case, the government
should give consideration to including explicitly a road infrastructure component within the provincial
and local government equitable share formulae.

Beyond the two policy proposals outlined above, other avenues for increasing the funding of road
infrastructure exist. As South Africa seeks to expand the arterial road network in its major urban centres,
attention needs to be given to examining the amenability of high traffic volume routes to toll exploitation.
Additional funding can also be obtained through expanding the role of lending institutions specialising in
infrastructure development and enhancing the capacity for sub-national governments to access capital
from domestic financial markets. The poor financial state of many sub-national governments and the risks
of borrowing for profligate spending have often been cited as factors that have impacted on the capacity
of many sub-national authorities to tap into capital markets. However, the increasing role of provincial
and local governments in infrastructure development, continued strengthening of regulatory accounting
and management standards as well as careful oversight by National Treasury and specialised financial
institutions such as the Development Bank of Southern Africa offer a beneficial means for reconsidering
restrictions on the ability of sub-national entities to source the funds for infrastructure investment in the
capital market.

6.4.2 Institutional arrangement

Increased funding of South Africa’s road infrastructure network cannot be effective without the inputs
of well-capacitated road authorities across the three spheres of government. Road bodies/agencies with
prerequisite management and technical skills are vital to the management and sustainability of South
Africa’s road network.

[tis acknowledged that the roads sector faces severe challenges with engineering skills, from professionals
through to technicians and artisans, in short supply. If additional funding is to be allocated to infrastructure
maintenance and rehabilitation, to ensure that the road network fulfils its socio-economic objectives,
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short-term strategies should be put into place to ensure that the roads sector will be able to operate at its
best and that the development and maintenance of South Africa’s road infrastructure will be able to keep
up with the growing demand. This will require greater coordination of road management functions across
the three spheres of government. To this end, the inter-road authority coordinating model proposed by
the nDoT needs to be reviewed and modified for possible implementation (see Appendix A for details
of the model). Unlike an intra-authority system set up to enhance the effectiveness of a particular road
authority’s management of roads within its area of jurisdiction, this inter-authority system coordinates
activities between various road authorities at a strategic level. In this particular case, the coordinating
body (consisting of the nDoT and extant road authorities in the nine provinces and municipalities) should
be responsible for:

e developing a roads policy on norms and standards, including guidelines on classification;

e implementing a needs assessment framework to assist National Treasury in its allocations of road-
related funding for road funding;

e developing an integrated management information system in line with section 6(1) of the National
Land Transport Transition Act of 2000.

e developing a standardised monitoring and evaluation framework for road infrastructure; and

e formalising arrangements for technical and professional collaborations between SANRAL and sub-
national entities lacking in technical and managerial aspects of road infrastructure management and
development.”

Finally, with the full realisation of the potential benefits of improved funding for road infrastructure,
maintenance and rehabilitation likely to be hampered by the lack of technical skills in the road sector,
allocating conditional grants for building road management capacity can help assist in addressing the
most urgent skills deficit in sub-national road management sectors, and also maintain or broaden skills
base.*®

6.5 Conclusion and recommendations

This chapter provides an assessment of the administrative and funding arrangements for road transport
infrastructure in South Africa. Years of under-investment in maintenance and rehabilitation has led to
significant deterioration in the country’s road network, particularly at sub-national levels. Current resource
flows and funding arrangements appear inadequate and insufficient to tackle an ever-increasing backlog
problem and increased demands placed on the country’s roads. Further compounding the issue is the
institutional arrangements relating to road service provision. A well-resourced and technically capable
agency has ensured that the national road network remains in good condition, while the focus on social
service delivery and lack of dedicated roads bodies at sub-national level has lowered the quality of road
infrastructure within provinces and municipalities.

Given the finite quantum of funds, developmental and social programmes have often received greater
priority in budgetary allocations across the three spheres of government. For roads to be financed more
efficiently, it is important that innovative funding mechanisms be developed. Dedicated roads funding
and allocating available funds based on a careful and rigorous assessment of roads needs across the
three spheres of government will be crucial in alleviating future pressures on road network. In addition,
ensuring that sub-national entities are able to access capital financing and also apply some form of road-
user charges can assist in dealing with backlogs.

ity administrations and development

twinning’ Twinning programmes have linked a wide variety of institutions in the past, including utility c

apacity is not new. In the first few years following the establishment of the

e provincial and 284 municipal authorities, substantial

ressing critical constraints in financial and accountir g management sys
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In the past decade, South Africa has devoted considerable funding to developing and implementing
(with minimal fiscal burden on the public,) a transport policy that is both efficient and sustainable.
The present government’s position®* has translated into key policy frameworks underpinned by a
growing recognition that the country’s road network is an essential component of the overall transport
infrastructure. The current road transport infrastructure strategy highlights the need to address three key
issues: (a) an emerging sustainability crisis and deterioration of the road network; (b) ensuring that the
road infrastructure is able to cope with increased demand driven by larger volumes of both passenger
and freight commuting; and (c) the institutional coordination implications of addressing backlogs and
under-spending in the road infrastructure

With respect to the management and financing of road infrastructure, the Commission recommends
that:

1. There should be an increased and stable flow of funds for maintenance, rehabilitation and addressing
backlogs in the long term. Potential policy proposals to ensure that this is achieved can include:

a.  Formulating pricing and cost recovery policy for roads that generate sufficient revenues for
authorities to maintain and operate their road infrastructure network on a sustainable basis.

b. Earmarking a portion of road-related user charges and taxes.

¢ Explicitly including a road infrastructure component within the provincial and local government
equitable share formulae.

d. Expanding the role of development institutions and capital market in funding road infrastructure
investment especially within sub-national spheres.

2. There should be greater coordination of road management functions across the three spheres of
government. In this regard, the revision and modification of the inter-road authority coordinating
model proposed by the nDoT (see Appendix A) should be carried out with a view to possible future
implementation.

3. Priority should be given to addressing the lack of technical skills in the road management sector of
sub-national governments. Attaining this objective can be done via the introduction of a separate
conditional grant specifically targeted at building technical capacity within the road management
sector of sub-national governments.

As articulated in two White Papers: (i) National Transport Policy (Department of Transport, 1996), and (i) Moving South Africa (Department of Transport, 1998); and a strategic
policy document: (iii) Financing of Land Transport (Department of Transport, 1998)
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APPENDIX A:
Roads Coordinating Model of the National Department of Transport

In a discussion document entitled Road Infrastructure Strategic Framework for South Africa, the National
Department of Transport (nDoT) proposed a roads coordinating body comprised of metropolitan
municipalities, district municipalities, local municipalities and the South African Local Government
Association (SALGA). According to the nDoT, the coordinating body will be structured in terms of the
diagram below:

Figure A1: Roads Coordinating body
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The functions of the body will include:
e Development of roads policy, standards and guidelines — including classification

e Review and normalisation of road proposals in developing provincial land transport frameworks
(PLTFs) and municipal IDPs, and

e Allocation of road funding, including conditions for MIG funding relating to roads. The resources
required to undertake the work of the roads coordinating body should come from the nDoT and the
Department of Provincial and Local Government (DPLG), and a combined ‘engine room), comprising
officials from these two departments is recommended. The nDoT's part of the ‘engine room’ would
effectively be the new transport infrastructure division within the department.

Roads service delivery would be affected by roads service delivery entities consisting of:
e SANRAL at national level
e A provincial roads service delivery entity at provincial level, and

e Municipal roads service delivery entity at municipal level.
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Assessment of Universal Access to
Water and Sanitation Services

Chapter 7

7.1 Introduction

Before the advent of democracy in 1994, water supply was inadequately and inequitably supplied to the
South African population. Many people in rural areas and in some of the townships did not have access
to safe and reliable water services. The sparsely populated nature of rural areas made them expensive for
municipalities to reticulate infrastructure networks.

Water problems in South Africa are symptomatic of an emerging gap between national policies and
implementation of such policies. For instance, recently the reliability and quality of water supply by
municipalities has been receiving attention, with some experts warning that South Africa has serious
water challenges (Abrams, 1996; Muller, 2007; Eales et al., 2009). Some of these challenges include a lack
of qualified staff and insufficient investments in water infrastructure for both capital and maintenance.
The drive to achieve universal access for water and sanitation is compounding the challenge. Most of the
intended beneficiaries cannot afford to pay for services beyond the stipulated amount of free basic water
services (Metcalf-Wallach, 2007).

7.2 South Africa’s water supply framework
7.2.1 The constitutional and legislative process

The Constitution of the Republic of South Africa (No. 108 of 1998 as amended), the Water Services Act
(No. 108 of 1997) and the National Water Act (No. 36 of 1998) emphasise the government’s responsibility
of ensuring that citizens have access to basic water and sanitation services. Muller (2007) argues that
the Constitution underpins the right to water and sanitation “...since it is difficult to maintain minimum
standards of dignity in the absence of water required for health and cleanliness and sanitation facilities
which provide a modicum of privacy, convenience and comfort” However, he does acknowledge that
social rights cannot be absolute and mandatory but their achievement is a long-term process. Section
27(2) of the Constitution provides that”... the state must take reasonable legislative and other measures
within its available resources, to achieve the progressive realisation of each of these rights”

According to Abrams (1996), prior to the 1994 elections, the policy and functions of the Department of
Water Affairs and Forestry (DWAF) were limited mainly to water resource management. This included the
management of the larger water catchment areas; the supply of bulk untreated water to water boards
(bulk treated water supply utilities), water quality management and the administration of the Water Act.
Currently, DWAF is in the process of restructuring itself to be more responsible for policy development,
regulation and support functions related to water and sanitation distribution services. The National Water
Act divides the country into 19 water management areas (WMAs) based on river catchments, each to be
managed by a Catchment Management Agency (CMA).

According to the Constitution, the Water Services Act of 1997 and the Municipal Structures Act of 1998,
the responsibility for the provision of water and sanitation services lies with the municipalities. The
water services function is shared between category B and C municipalities. Overall, there are 169 water
service authorities in South Africa, including water boards, district municipalities, local municipalities
and municipal water utilities. Even though the Constitution assigns the responsibility for ensuring the
provision of water and sanitation services to municipalities, the function is concurrent between spheres
of government in South Africa.
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The National Treasury (2008) in the Local Governments Budget and Expenditure Review (2003/04-
2009/10) notes that the sharing of the water services function between category B and C municipalities
is contributing to some of the difficulties currently being experienced in providing the service. These
include:

e Confusion over responsibilities and accountability for the service in the community; and
e Confusion over funding and allocations of resources through the intergovernmental fiscal system.

The current practice is that the only recipients of the national grant for water and sanitation are the
authorised municipalities. This becomes a problem in cases where authorised district municipalities
delegate the responsibility for service provision to local municipalities without the (adequate) necessary
resources/funds.

DWAF administered a number of water services schemes in poor areas before 1994. These were
predominantly schemes in the former homelands areas that were created by those governments. There
were 321 schemes which employed 8 094 staff and supplied water to 53 municipalities. The department has
ended its role as water services provider and is transferring water schemes to the relevant municipalities.
As at 2007/08 financial year there 317 water schemes and 57 transferring agreements signed (DWAF, 2007).
This is to be finalised over the next three years and funding is to be phased into the local government
equitable share from 2009/10. The transfer of water schemes involves the transfer of assets and staff, and
the resulting operating costs of salaries and free basic services.

The effectiveness of the function and cooperative government does, at times, become compromised when
responsibilities are not fulfilled because of a lack of resources. The capability of municipalities to carry out
water service provision is uneven across the country. Where municipalities are incapable of performing
their tasks, DWAF is empowered to intervene by strengthening the capacity of those municipalities.

Abrams (1996) notes that the role of water boards in providing treated water to municipalities and other
large consumers mainly in urban areas has been a long standing institutional mechanism in the water
sector. Water boards are regulated in terms of the Public Finance Management Act of 1999. The Water
Services Act of 1997 has modified the role of bulk treated water supply utilities, or water boards, by
defining their functions and those of municipalities. According to DWAF, the Water Services Act now
allows municipalities to develop their own bulk water supply infrastructure or to buy bulk water from
service providers other than water boards. A simplified institutional framework of the water sector is
shown in Table 21.

Table 21: The institutional framework of the water sector in South Africa

First Tier National Government (DWAF) Water resource management support to
municipalities,

(L | Water Boards Supply of bulk treated water on a
commercial basis

Third Tier Local Government Supply of water and sanitation services to
consumers

Source: DWAF, 2005

There are currently 15 water boards that employ over 6 000 staff. Their function, where they exist, is to
provide bulk water services to local government in a defined geographic area. Municipalities provide
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reticulation services and manage the interface with water and sewerage customers, consistent with
regulatory, norms and standards. Service standards for wholesale water, sewerage and recycled water
services are set out in supply agreements that are commercially negotiated between water boards
and municipalities. In other areas (e.g. Cape Town), DWAF plays the role of a bulk service provider or
municipalities perform this function directly.

According to the Local Governments Budget and Expenditure Review (2003/04-2009/10), the estimated
revenue of all water boards amounted to R5.9 billion in 2005/06. In terms of budget size and people
served, the two largest water boards are Rand Water and Umgeni Water.

7.2.2 Review of water supply policy issues

Water supply policy reforms in South Africa, which started in 1994, form part of the government’s overall
programme of redressing past discriminatory legislation and practices. Referring to the White Paper on a
National Water Policy for South Africa, DWAF (1997) states that

... the new water policy embodies the national values of reconciliation, reconstruction and development
so that water is shared on an equitable basis, so that the needs of those without access to water in their
daily lives are met, so that the productive use of water in the economy is encouraged, and so that the
environment which provides South Africa with water and which sustains life and economy is protected.

Abrams (1996: 2) argues that South Africa will have some difficulties in reaching its stated policy objective
because the country has a semi-arid climate with unevenly distributed rainfall (43% of the rain falls on 13%
of the land) with high annual variability and unpredictability.

What underpin the analysis of the South African water supply are access, affordability, reliability and quality
of water services. According to Jackson (1998), out of a population of 43.8 million in 1995, about 52% of
the population was urban, and 18% of urban dwellers (4 million) had only a minimal water supply or none
at all. The equivalent figure for lack of urban sanitation was 22%. In rural areas, Jackson (2003) estimated
that 40-60% of the population (8-12 million) did not have an adequate water supply service.

At the United Nations Millennium Summit in 2000, countries adopted the challenge of attaining the
eight Millennium Development Goals (MDGs) by pledging to meet specific targets aimed at eradicating
extreme poverty by 2015. Central to all eight goals is water. The central role of water in human and physical
development was formally recognised in target ten that aims at halving by 2015 the proportion of people
without sustainable access to safe drinking water and basic sanitation. In responding to the Millennium
Summit pledge, South Africa made its own specific targets that all people of South Africa will have
access to:

e safe drinking water by 2008; and

e basic sanitation by 2010.

7.2.3 Skills challenges in the water sector

South Africa has placed itself at the forefront of water resources management through the development of
remarkable policy and legislation. However, the shortage of skills, especially technical skills, is a challenge
for the implementation of the water policies and legislation. In this respect, DWAF (2005) notes that the
recruitment and education of technical people has become a ‘critical bottleneck’that seriously affects the
department, water boards, municipalities, the South African Institution of Civil Engineering (SAICE) and
the Water Institute of South Africa (WISA) in fulfilling constitutional obligations to provide reliable water
and sanitation services.
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The shortage of technical skills is severe in South Africa. According to Lawless (2007), the ratio of civil
engineers to total population in South Africa is 1:3170, while in Europe the ratio is 1:400-500. A survey
undertaken by SAICE in 2004 revealed that local authorities have experienced a severe loss of engineers
and technologists over the past 14 years, leading to the collapse of infrastructure and maintenance
programmes, widespread demand failures and water treatment failure (SAICE, 2004).

The survey also found that there are proportionately more unfilled posts at the senior professional and
technical level than in any other category of positions in local government. The survey indicates that of
the 278 local and district municipalities, 83 have no civil engineers, technologists or technicians, and 44
have only one civil engineering technician. Specific issues identified during the survey by SAICE are:

e The high turnover of staff;

e The loss of skills and institutional memory following the departure of experienced staff;
e Little or no career-path planning and succession planning; and

e Loss of mentors following the departure of experienced staff.

SAICE (2008) also notes that a large proportion of the best qualified and most experienced technical
staff in municipalities will be retiring in the next 10 years, taking with them much of the institutions’ skill,
experience and institutional memories.

A number of skills development initiatives aimed at training in scarce skills are being put in place in
the water sector. A water sector support coordinating unit (WSSCU) was established within DWAF in
2007 to focus on the acceleration of basic water services delivery, by identifying and addressing project
implementation bottlenecks in DWAF and municipalities. Hands-on engineering and technical support
is provided through the Development Bank of Southern Africa’s (DBSA) Siyenza Manje programme, the
SAICE deployment programme known as ENERGYS (engineers now to ensure rollout by growing young
skills), and the Masenzani management support contract. More creativity is needed to circumvent skills
challenge in the sector, especially at local government level. This relates to partnerships, training, joint
ventures and retention strategies.

This shortage of skills in the industry necessitates urgent recruitment, training, mentoring and retention of
critical skills across all institutions responsible for water and sanitation services. Water institutions should
use a variety of instruments to circumvent capacity challenges. Some of the options to consider are:

e Issuing of bursaries for scarce skills;

e Developing mentorship programmes;

e Developing and implementing retention strategies to deal with staff turnover;

e  Establishing Water Shared Services Centres with roving teams to assist municipalities;

e Embarking on joint ventures with engineering companies.

7.3  Balancing government control and independence of the water
regulator

The comprehensiveness of the water industry makes the subject of water economics complex and
evolving. The consequence of the political importance of water is that governments attach considerable
priority to retaining the ability to maintain control over decisions that will affect its development (Griffin,
2006). The importance of maintaining policy control over the water sector is also complicated by the

For an Equitable Sharing of National Revenue 91




92

Back to Contents

ability to balance contestations between policy implementation and trade-offs in certain circumstances.
The industry structure, conduct and performance indicate that issues of economic regulation in the
sector will become prominent and will attract a lot of public and political interest. There has to be a robust
discussion on the various aspects of regulation. This relates to the creation of an autonomous regulatory
authority with enough powers to achieve water policy objectives.

Itis crucial that regulators should be clearly independent from the businesses that they are charged with
regulating. A key role of regulators is to maintain the right balance between the interests of consumers
and the interests of service providers. It is logical, therefore, that regulators should not come under the
control of government or consumer representatives but report to Parliament.

Economic regulation through the use of a variety of instruments can play a role in ensuring that universal
access targets are met, the environment is protected, quality water is provided, and that the industry is
sustainable. Joskow (2005) points out that economic regulation covers both the regulation of price and
non-price economic activities. Price issues in the context of regulation generally include, among other
things, determining the rate of return, price-cap regulation and benchmarking. Non-price regulation on
the other hand includes service provision in relation to security of supply, quality of supply, environmental,
health and safety regulation,and responsiveness to complaints. Regulation is only feasible in uncompetitive
markets and should assist in maximising marginal social benefits over marginal social costs.

Security of water supply, deteriorating infrastructure and alternative service delivery methods are driving
legislative, policy and regulatory changes in water provision. The primary economic and regulatory
concernsareto achieve efficiencies in the industry subject to political choices. The water sectoris changing,
and emerging policy issues span from the role of the state in the water sector, funding and infrastructure
support to environmental regulation. The main thrust here is how to implement policies, strategies,
programmes and projects, bringing in and using market-type mechanisms so that the institutions of the
state can better manage the trade-offs.

The South African water supply industry is plagued by a number of structural deficiencies, and the
government has embarked on a reform agenda to address them. The government must make a choice
on the structure of the regulator and regulatory instruments to be used in the sector. The question is
whether DWAF should be responsible for both policy development and regulatory oversight or should an
independent regulator be established? Of critical importance for the establishment of the regulator is to
deal with the industry structure and market design, including the extent of both vertical and horizontal
integration. Regulatory provisions should be made to enable and/or encourage efficiencies within the
entire supply chain in the sector.

In his State of the Nation address in 2006, the then President Thabo Mbeki indicated that the South
African government’s stance is that strong and proper regulation in the key sectors of the economy, such
as energy, telecommunications and transportation, will contribute to better, predictable and informed
decision-making. This should be extended to the water sector.

7.4  Water pricing and fiscal instruments
7.4.1 Water pricing

Water pricing affects the provisioning of water and sanitation services in South Africa. According to Eales
et al. (2009), water tariffs and the free basic water subsidy programme coupled with transfers (equitable
share and conditional grants) are instruments used for financing water services. These instruments are
yielding differentiated service levels measured in terms of efficiency, affordability and willingness to pay.
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According to the DWAF (2005), water pricing policy is structured into three tiers:
e First tier: raw water tariffs administered by DWAF for the sale of water to water boards.

e Second tier: water boards set the wholesale price of water to bulk water users, such as municipalities,
and industries, such as Eskom and Sasol.

e Third tier: municipalities determine the price of water to charge end users such as households and
industries.

MacKay (2003:64) argues that “... historically, pricing of water in South Africa did not generally take into
account the real cost of managing water, the cost of water supply and the scarcity value of water” MacKay
further notes that the government financed the capital costs of water schemes supplying agricultural
water users, some urban bulk water suppliers and industrial users. In addition, operation and maintenance
costs were often not fully recovered from these water users.

Water pricing can be an instrument to foster efficiency and demand-side management. South Africa
needs to implement its integrated water resources management (IWRM) strategy because it has a “semi-
arid climate with unevenly distributed rainfall and differentiated utilisation rates” (Abrams, 2006). Figure 16
shows the demand for water per sector. Data presented in Figure 16 shows that irrigation within farming
consumes more than 50% of water in South Africa. Local government consumes more than 12% of
available water. There is a need for the country to manage its demand for water services carefully.

Figure 16: Demand for water for various water user sectors in South Africa
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Proper implementation of water resource management is crucial. The policy is in place but plans are
needed on a variety of issues pertaining to actual implementation. These relate to equitable allocation and
usage of water, tariff and levies, water quality, standardised water supply regulations, loss management
policy, related land-use policy, the impact of alien plant species in catchments and water-using appliance
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labelling policy. Coupled to pricing is a need for better coordination by WMAs and Water Management
Institutions (WMIs) on functions and accountability

Pricing issues, no matter how contestable they may be; cannot be viewed in isolation from policies,
governance and institutional structures. These issues affect the performance of the water supply industry.
They are all important and interlinked. Any comprehensive review or analysis of the industry must touch
on them.

7.4.2 Fiscal instruments
a. Local government revenue

Municipalities are responsible for funding most of their activities from own-revenue sources. Own-
revenue sources on average make up 96% of their budgets (National Treasury, 2008). They have discretion
in deciding on the composition of the service delivery packages, the levels of service and the manner in
which services are funded. The challenge is that the local government system is currently characterised
by huge disparities in terms of individual municipalities’ local economies, revenue-raising capacity, and
capacity (both infrastructural and human) to deliver basic municipal services. Poor and rural municipalities
have difficulties providing basic services in general (Eales at al,, 2009).

Municipalities use their own revenue to cross-subsidise services and between ‘rich’and ‘poor’households.
A broad assessment of municipal revenues in poor and mostly rural municipalities, (the areas with the
greatest service delivery needs), indicates that currently the direct cost recovery mechanism is not
economical to cover the real cost of providing services (National Treasury, 2008). Thus, domestic water
pricing is combined with a subsidy programme to achieve the goals of the National Water Act. It should
be noted that it is difficult to cross-subsidise when everyone is poor. Shortfalls in revenue are either carried
by the service provider or financed by intergovernmental transfers.

b. Water pricing as a source of local government revenue

The Constitution and the Local Government Municipals Systems Act of 2000 require that local government
ensure that the services it provides are sustainable. The Department of Provincial and Local Government
(DPLG) (2007) noted that the main gap in basic and infrastructure services delivery is the lack of sustainable
financing. Municipalities must endeavour to provide infrastructure and deliver services within a financially
and administratively sustainable framework. In respect of local government, there is a need for a trade-off
between sustainability and the affordability level that must be achieved in the pricing of a basic service.

In South Africa, municipalities are using block tariffs to charge users for water consumption beyond the
free basic water subsidy (Metcalf-Wallach, 2007). The common characteristic of block tariffs is that the
first block price is free for all; the second block is sometimes set below the marginal cost price in certain
municipalities. For blocks beyond, and for luxury uses such as filling swimming pools, extremely high
prices are charged with the idea that the wealthy cross-subsidise the poor. This assumes that (a) the rich
are sufficient high consumption users to cross-subsidise the first block; (b) the average cost of water
remains transparent, with incentives for providers to set it at an efficient level; and (c) that punitive charges
for high consumption do not result in a radical reduction in use and thus of revenues needed for the
cross-subsidy.

Because all South Africans receive the same level of service, there is a contestation around the amount
of water allotted as free basic water in terms of pricing and equity. Critics of block tariffs say the system
is discriminatory towards the poor and makes a mockery of the notion of ‘free basic water, as the poor
cannot afford beyond the allocated amount. This compounds and exacerbates the already existing
culture of non-payment for services. There is a need to review the pricing of water in order to limit errors
of exclusion and inclusion amongst beneficiaries.
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C. The equitable share

Part of the local government equitable share (LES) is the provision of free basic services. Therefore, as part
of the constitutionally mandated basic services, water becomes one of the first services for which the
equitable share is charged. However because LES is an unconditional transfer, municipalities tend to use
it to supplement operating costs of service delivery. Therefore this instrument, as a way of financing water
and sanitation, is not ring fenced.

Other funding instruments that the government has in place include specific purpose grants, such as the
municipal infrastructure grant (MIG) whose purpose is to fund the provision of supporting infrastructure
and services, which are lacking, poor or inadequate.

d. Conditional grant funding for water

Prior to the MIG, there was a water grant funding known as the community water and sanitation services
(CWSS), which was managed by DWAF. The grant formula was determined by the Reconstruction and
Development Programme (RDP) and the associated policy on free basic water policy. CWSS won the
Water Globe Award in 2000 as the most innovative programme in the world.

Third parties, such as local committees, NGOs or private companies that the Water Services Act (No. 108
of 1997) allowed to be made responsible for service provision at village level, benefitted from the CWSS.
At one stage, the Mvula Trust (the largest NGO supporting water and sanitation development in South
Africa) received 10% of funds allocated to CWSS. It is now heavily dependent on donor funds from the
European Union (EU), Australian Aid (AusAid) and Irish Aid (Venter-Hildebrand et al., 2000).

After the promulgation of the Municipal Structures Act (No. 117 of 1998) as amended, the responsibility
and authority to be water service authorities was transferred to local government. There was also a need
for a multi-sectoral approach to fund municipal infrastructure. In this regard, the MIG replaced the CWSS.

MIG is a conditional grant for infrastructure investments transferred to municipalities. The grant is
administered by the DPLG. Its goal is to eradicate municipal infrastructure backlogs by expanding access
to basic municipal services. Municipalities in the urban renewal and rural development programmes are
prioritised for support. Social institutions and micro-enterprises infrastructure are beneficiaries as well. The
intention is to maximise opportunities for employment creation and enterprise development.

Sectors targeted by MIG are on-site services, internal reticulation, internal bulk such as local water resources,
local water treatment, local supply and village reservoirs. Allocations to municipalities are made in terms
of the formula that takes into account the backlogs, powers and functions and also poverty levels. The
weights are allocated to the different components and sectors depend on the policy priorities of the
government. Water and sanitation receives the bulk of MIG funds (see Figure 17).
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Figure 17: Municipal infrastructure grant components
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The Division of Revenue Act requires that MIG allocations to all municipalities be fully spent in the year of
allocation and failure to do so would result in funds being reimbursed back to National Treasury (i.e. no
rollovers are allowed). The other grant earmarked for the water sector is the regional bulk infrastructure
grant. According to the Division of Revenue Bill (2007), the application of this grant is specifically for:

e Water supply and sanitation regional bulk infrastructure, with the focus on‘regional’ characteristic and
the'infrastructure’element.

e Macroand regional’bulk’infrastructure (schemes).’"Macro'is defined as infrastructure serving extensive
areas across multi-municipal boundaries.

e Internal bulk infrastructure is to be funded under alternative funding mechanisms (for example, the
MIG for the basic services component).

e The ‘capital' component of the scheme. This includes all aspects relating to the implementation
of the infrastructure, planning, design, procurement and implementation, as well as setting-up
the institutional arrangements. Funding for operations and maintenance must be obtained from
alternative funding mechanisms and must be addressed as part of the grant funding application.

DWAF argues that this grant is required to connect the water resources, on a macro or sub-regional scale
(over vast distances), with internal bulk and reticulation systems. Its performance in the 2007/08 financial
year was that the programme consisted of 44 implementation readiness studies and 30 infrastructure
projects (12 in construction phase and 18 in design and tender phase).

Alternative service delivery models should augment funding instruments. For instance, in rural areas
where municipalities are struggling to provide adequate water and sanitation services, it is important
to give assistance to organisations such as the Mvula Trust, community cooperatives or farmer groups
who obtain the permission of their local government to identify and develop a water supply. Eales et al.
(2009) propose that the reconsideration of Public Private Partnerships (PPPs) can improve efficiencies in
the water sector. This must be linked to changes in the formulation of fiscal transfers, improvements in the
design of tariff structures to permit the systems to meet demand, and better-targeted subsidies.

Financial and Fiscal Commission Submission for the Division of Revenue 2010/2011




Back to Contents

7.5  Analysis of free basic water policy

In response to the process of ‘progressive realisation’ of social rights, national government introduced a
free basic water subsidy policy in 2000. In terms of this policy, all municipalities are required to provide
a basic minimum quantity of water (6 000 litres per household per month) free of charge to all people
in their areas (Kasrils, 2000). According to Muller (2007), the amount of water provided free is based on
the 25 litres per person per day calculated for a family of eight members. For the poorest households not
connected to a water network, the National Water Act stipulates that community pumps be installed
within 200 meters of all houses. Muller notes that this is in line with the World Health Organisation’s (WHO)
recommendations which suggest that the priority should be to ensure that all people have access to this
basic level of service before upgrading to household connections.

In assessing the government’s achievement on this score, the 2007 community survey by Statistics South
Africa (StatsSA) estimated that 88.6% of the population in South Africa had access to piped water in 2007
(see Figure 18). All provinces showed an increase in the percentage of households that had access to
piped water. The percentage of households with access to piped water in Eastern Cape, KwaZulu-Natal
and Limpopo is below the national average. Though access to piped water is increasing, South Africa has
missed its target of making safe drinking water accessible to all by 2008. Policy issues pertaining to access,
reliability, quality water, levels of service and pricing require a comprehensive review and considered
attention.

Figure 18: Percentage of households with access to piped water by province

Eastern Free KwaZulu . Northern Western South

Cape State Gauteng Natal Limpopo |Mpumalanga Cape North West Cape Africa
I Census 2001 63.2 95.7 97.1 725 78.1 857 939 86.6 983 84.5
Il Communiy Survey 2007 | 704 97.5 97.9 794 836 913 9438 899 989 886

Source: Statistics South Africa: Community Survey, 2007
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The 2007 StatsSA's community survey further highlights two critical demographic trends affecting the
water services sector: urban migration and a rapid decline in the average size of households (from 4.5 to
3.9 between 1996 and 2007). These have created a large number of new urban households that require
access to water services, therefore increasing the backlog. In addition, installed water services infrastructure
requires expansion, rehabilitation and replacement to keep up with the demand as a result of economic
growth. Collectively, this creates a significant financing challenge for water service authorities.

This challenge is compounded by the need to ensure that all South Africans are able to obtain access to
water on a sustained basis, regardless of their ability to pay. Thus, financing strategies must balance the
affordability of services with the significant investment needs of the sector. The water financing challenge
needs to be resolved through a water pricing and subsidy strategy for the sector, as implemented by
individual water services authorities. Ultimately, the final cost of water to consumers must be reflective
of both the financial and environmental sustainability. Such sustenance should be premised from critical
social policy concerns such as equitable access to services, affordability, ability and willingness to pay.

Currently national government has encouraged municipalities to provide free basic services subsidies
through the tariff system. Within this system the subsidy is passed on to water account holders through
consumption, as opposed to direct transfers. This leads to errors of exclusion and inclusion wherein large
consumer units (households) sharing a single connection receive smaller per capita subsidies, while small-
sized households receive larger subsidies. This is regardless of their ability to pay for services. Because it
is consumption based the error that exists is that even the well-off households are not excluded by the
subsidy, especially in areas where a mix of varied income-earning households exists.

Another challenge with the current subsidy is that people who do not have access to piped water are not
beneficiaries of the policy. Therefore unless the government achieves universal access to this service, it
becomes difficult to attain its objectives. Furthermore, tenants, particularly in high-density dwellings such
as flats or compounds, are excluded from receiving the subsidy altogether.

Lack of transparency in the system between the service provider and the consumer further complicates
the water subsidy system. As such, a tariff-based subsidy may discourage efficiency savings by service
providers, as the average cost of water is hidden from the consumer and water services authorities. This
has a potential to reduce the net benefit of the subsidy over time.

With respect to sanitation, the 2007 community survey estimated that by 2007 just above 60% of
households had access to flush toilets. Free State, Gauteng, North West and Western Cape were the only
provinces with more than 50% of households owning flush toilets. However, even though Free State had
the highest number of households with access to flush toilets, they also had a high number using the
bucket system. More than half of households in Limpopo (56.3%) used a pit latrine without ventilation,
and 25.2% of households in Eastern Cape had no toilet at all.

Financial and Fiscal Commission Submission for the Division of Revenue 2010/2011



Back to Contents

Figure 19: Percentage of households with access to a flush toilet by province
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Source: Statistics South Africa: Community Survey, 2007

The number of people without a flush toilet remains high at almost 40% of the population in 2007.
Muller (2007) notes that the most severe challenge South Africa is facing is in the provision of sanitation
services. He argues that the definition of 'basic sanitation’ requires that the target be shifted, to focus on
the individual households units within each dwelling site. Rapid migration to urban areas and decreasing
household sizes are adding to the challenge of achieving universal access to piped water and basic
sanitation services.

The potential conflict between the classification of sanitation as a basic service and the expectation by
recipients of a full water-borne sanitation has the potential to hamper equal progress across provinces
similar to that achieved in water supply. Muller (2006: 6) notes that”... poor communities, particularly in
smaller urban areas, often refuse to accept on-site sanitation solutions that meet government’s definition
of a'basic service’and demand full water-borne sanitation”

7.6 Policy options, recommendations and conclusion

Several systemic issues contribute to the provision of water and sanitation services in South Africa. These
range from best practice through to the unacceptable. In many municipalities, budget and staffing
challenges inhibit the supply of safe and reliable water and sanitation services. It is in this context that
this chapter asserts that a divergence is beginning to emerge between policy objectives and practical
provision and financing of water and sanitation services.
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With respect to water and sanitation, the Commission makes the following recommendations:

1. There must be a review of the free basic water and sanitation subsidy, as well as a review of water tariff
structures, to ensure that the shortcomings implicit in the current subsidy system do not outweigh
the benefits. At present, there is no coherent oversight framework for how water service authorities
manage trade-offs in the design and determination of their water tariffs. The tariff structures (that is,
the number of customer classes or consumption blocks and the level of tariffs for each of the classes
or blocks), which are different in various municipalities, have a substantial impact on the pricing of
water. Principles and practices guiding both tariff and subsidy structures and price levels should be
made clear and routinely monitored.

2. Inorder to sharpen the focus of public expenditures on expanding access to sanitation services and
improving sanitary outcomes, the Commission recommends that:

a. The sanitation strategy should target behavioural change in relation to sanitation practices by
households, rather than the provision of infrastructure alone, premised on attaining certain health
outcomes. This can generally be achieved through establishing targets and providing funding
in a manner that creates incentives for community-level behavioural changes, while providing
households with greater discretion to select sanitation technologies that meet their needs.

b. Greater consideration should be given to household affordability constraints that may affect
the long-term sustainability of sanitation investments. High service levels (such as in-house
flush toilets) put significant ongoing pressure on household and municipal budgets, without a
significant proportional improvement in public health outcomes. This limits the pace at which
sanitation backlogs can be addressed, and may create significant fiscal risk for service providers
over the longer term as assets must be maintained and replaced.

3. Thereis a separation of policy function from the regulatory function within the water services sector.
This should help to improved institutional accountability for performance and the achievement of
policy goals. The current overlapping of capacity support, oversight and policy-making functions
within DWAF has led to a situation where policy targets are inadequately monitored, and simply
shifted in the case of under-performance. Following on this recommendation, the Commission would
like to propose that the government consider establishing an independent National Water Regulator
that would report to Parliament. Its functions, amongst others, will be to:

a. Regulate the entire water supply industry.

b. Issue licences, regulate tariffs, and monitor water integrated resource plans for infrastructure
investments.

c. Regulate compliance to industry norms and standards.
d. Regulate the supply of water and sanitation services and their compliance to quality standards.
e. Regulate water efficiency and demand-side management

f. Develop regulatory frameworks for PPPs and alternative service delivery models in the water
sector.

g. Ensure regulatory instruments support the achievement of universal access to water and
sanitation services.

h.  Monitor supply and demand trends in the water supply industry
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of Local Government

8.1 Introduction

The South African Constitution envisions a developmental local government sphere whose objective,
among others, is to ensure the provision of services to communities in a sustainable manner, as well
as promoting social and economic development. This vision is further articulated by the White Paper
on Local Government of 1998 which identifies the provision of infrastructure and services, integration
of cities and rural towns, promotion of Local Economic Development (LED), community empowerment
and redistribution as key to reaching developmental outcomes. The critical role of local government is
to ensure sustainable delivery of basic services such as water, sanitation, housing and electricity in an
integrated manner.

Over the 10-year period since the beginning of the local government transition, substantial progress has
been made with respect to increasing service delivery. Since 1994, the number of people with access to
potable water increased from 59% to 86%. Electricity access increased from 36% to 79%, while sanitation
increased by 25% to 73%. The number of people using the bucket system in 2006 was estimated at 67
000, compared to 250 000 in 1994 (National Treasury, 2008). These improvements were made possible by
substantial increases in both the operational and infrastructure transfers of local government from the
national government.

Recent evidence shows that there is a growing perception among the stakeholders that local government
is unable to manage its own affairs as well as perform its powers and functions, particularly with respect to
delivering good quality services. Central to these perceptions is a general assumption about the profound
lack of capacity to perform critical functions necessary to facilitate service delivery. In his Budget Speech
of 21 June 2004, the national minister responsible for provincial and local government acknowledged
that limited capacity and resources within certain municipalities is a clear cause of poor service delivery.
The minister acknowledged that without capacity and resources to implement its assigned functions,
local government cannot reach the goals envisaged in the White Paper. However it is worth noting that
an inability to deliver services in itself does not necessarily reflect a capacity challenge, but could be a
manifestation of the failure of local government procedure and systems.

The persistent inability of municipalities to deliver services, caused by the absence or lack of adequate
capacity within local government, has attracted numerous support interventions from the national
government, provincial governments, district municipalities, state and private entities, as well as
international development agencies. National and provincial governments are legislatively bound to assist
local municipalities with capacity in order to fulfil the service delivery mandate. Such a responsibility is
vested in the national and provincial department responsible for local government as well as the national
and provincial treasuries. The support programmes have in the main focused on addressing symptoms
of lack of capacity (as opposed to underlying causes), through various initiatives such as universal and
targeted grant funding as well as hands-on technical support to a selected number of municipalities
(mainly rural municipalities).

Against this background, this chapter seeks to evaluate the performance of capacity-building programmes
to municipalities. The main purpose is to assess the effectiveness of local government capacity-building
programmes and gain a deeper understanding of the causes of poor capacity, and highlight key reforms
necessary to improve the effectiveness of current public expenditure in this area.
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8.2  Conceptual framework for capacity building

The concept of capacity development/building has numerous definitions and understandings. Each
definition reflects a particular bias towards specific focus areas. It is used in many different ways and these
are susceptible to contradiction and confusion (Lusthaus et al, 1999). At times, it is simply equated to
the provision of basic equipment, training, institutional strengthening, development support and other
miscellaneous aspects. It is also sometimes seen as an approach or process (e.g. towards reduction of
poverty or a development objective) targeting development of individual and organisational capacity. In
essence, there is no consensus on the definition or understanding of what exactly constitutes capacity
development. However there is widespread consensus that capacity development entails various
approaches, strategies and methodologies aimed at improving the overall performance of an institution
or organisation (Gesellschaft fir Technische Zusammenarbeit, 2003).

Capacity building can take many forms including people, organisational, institutional and fiscal aspects,
contrary to the common misconception of limiting capacity to training, workshops and seminars to build
staff skills.

e Fiscal capacity simply refers to the ability of local government to generate revenue. The adequacy of
this revenue is central to local government ability to perform its functions.

e Individual capacity focuses on improving the skills base of municipal personnel. It comprises the
transfer of knowledge, experience, skills and values, behavioural changes, development of cooperation
and communication systems. To achieve this, the organisational environment must be dynamic and
responsive.

e Organisational capacity on the other hand relates to planned attempts to establish, develop or
improve the ability of organisations to carry out effectively and efficiently assigned functions on a
sustained basis with minimal external assistance.

e Institutional capacity refers to the legal and regulatory changes that have to be made in order to enable
organisations and agencies at all levels and in all sectors to enhance their capacities. Institutional
issues generally require political and legislative intervention of national government to bring about
effective change.

To proceed with the agenda of building capacity requires a capacity-building framework. This framework
identifies the required capacity needs of individual municipalities. Once the needs analysis is completed, it
is necessary to determine the nature of capacity-building programmes suitable for each municipality. The
capacity-building strategy must also define the roles and responsibilities of various stakeholders in terms
of providing support, oversight, monitoring, evaluation and coordination. The strategy must provide a
predictable and coherentfinancing plan that supports complex, lengthy processes of enhancing municipal
capacity over the medium to long term. Objectives and timeframes of capacity-building programmes
should be spelt out. Agreeing on the desired outcomes of capacity development is fundamental for
focusing interventions and setting benchmarks for assessing progress along the way.

8.3  Government financing of municipal capacity building

The three main sources of financing capacity building are grants, including the financial management
grant (FMG), municipal systems improvement grant (MSIG) and restructuring grant (see Table 22), skills
levy and donor funds. The restructuring grant was phased into the local government equitable share in
the 2007/08 financial year. For the 2007/08 financial year, the three grants were allocated a total of R875
million.
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Significant amounts (approximately R190 million in 2006/07) of funding for capacity building are also
derived from the skills levy contributed by municipalities to the Local Government Sector Education and
Training Authority (LGSETA) for the training and development of municipal officials (LGSETA, 2007).

A proportion of additional funds come from donor-funded programmes such the United States Agency for
International Development’s (USAID) local governance support programme (LGSP) and the Development
Bank of Southern Africa’s (DBSA) Siyenza Manje.

Table 22: Capacity-building transfers to local government 2004/05-2010/11

2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11

R million Outcome Revised Medium-term estimates
estimate

Direct transfers 699 588 610 875 380 500 577

Municipal systems 182 200 200 200 200 200 212

improvement grant

Restructuring grant 388 255 265 530 - - -

Financial management 129 133 145 145 180 300 365

grant: Municipalities

Indirect transfers 69 66 53 53 50 - -

Financial management 69 66 53 53 50 - -

grant: DBSA

Total 768 654 663 928 430 500 577

Source: National Treasury, 2008

Part of the problem with capacity grants has been the persistent under-spending by municipalities. For
the 2007/08 financial year, the FMG was under-spent by 15% whereas MSIG was under-spent by 34%.
The persistent under-spending of these grants shows that municipalities are sometimes unaware of what
should be done with the funds, which is perhaps due to a lack of proper planning. The most disturbing
feature of these grants, with specific reference to the MSIG, is the lack of clearly defined objectives and
targets. The grant has been in existence for more than seven years, and there is no concrete evidence to
support its impact and or indication of when it will be terminated. Part of the FMG, the municipal finance
management technical assistance programme (MFMTAP) which was financed through donor funds, was
withdrawn in 2008 even though the problem that it sought to resolve still remains. This is also true for the
restructuring grant.

The problem with the skills levy is that municipalities have limited control over the training areas for which
the levy can be utilised. Itis also not clear whether the levy should be used exclusively for skill development
programmes or other non-skills-related capacity-building projects. Donor-funded programmes are
specifically problematic in that they are driven by the respective agenda or objectives of donors, which
may not be in sync with the priorities of local government. A key example is the consolidated municipal
transformation programme (CMTP) funded by the United Kingdom's Department of International
Development (DFID), which among other things sought to improve municipal journalism. The single
biggest challenge with respect to funding for Siyenza Manje is that it bypasses the Division of Revenue
processes and therefore is not accounted for in the total local government receipts for capacity building.
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8.4  (Capacity-building environment
8.4.1 Causes of poor capacity
a. Assignment of powers and functions

The division of fiscal powers and functions between the three spheres plays a critical role in explaining
the extent to which municipalities are able to perform their functions. Currently there are observable
asymmetries in the division of powers and functions between categories B (or local) and C (or district)
municipalities. Due to these asymmetries, municipal expenditure responsibilities are not aligned to
revenue source and service delivery needs, thus resulting in distortions of revenue allocation and local
accountability.

b. Local economy

The size of the local economy impacts on the ability of a municipality to raise revenue and deliver services.
Given the established relationship between low economic activity and lower revenue-raising potential it
can be argued that the performance of rural municipalities with regard to improving access to services is
partly caused directly by the inability to generate additional sources of revenue.

C. Skilled personnel

There is a general lack of technically skilled and experienced personnel to perform key municipal duties.
This has an impact on the ability of municipalities to develop credible budgets, financial statements,
Integrated Development Plans (IDPs) and most importantly deliver services. The skills shortages are
profound in financial management, municipal planning, engineering, property valuation, project
management as well as artisanship.

d. Governance

Despite the local government transition and progress made with respect to delivery of service,
municipalities still face formidable challenges relating to good governance. The biggest concern relating
to local governance includes poor political leadership and the interface between political, technical and
administrative domains, community participation and legislative compliance.

8.4.2 Symptoms of poor capacity
a. Service delivery

There is compelling evidence to suggest that the pursuit of local government service delivery is
improving. Nevertheless, there remain huge disparities in access to services across different categories
of municipalities. These differences manifest widely on a number of aspects such as access to services,
provision of free basic services, infrastructure delivery and so on. Metropolitan municipalities have
generally high service levels than their rural counterparts. However, it remains unclear whether low levels
of service delivery within small and rural municipalities are a function of challenges immediately related
to capacity or not.

While service coverage has increased over time, the quality of services has decreased. In a 2006 survey of
water services, authorities revealed that only 72% were compliant with drinking water quality regulations
such as SABS 241-2001 (South African Institute of Civil Engineers, 2006).

b. Infrastructure backlogs

Lack of capacity also manifests itself in the form of the growing challenge to eliminate infrastructure
and maintenance backlogs (The Presidency, 2008). The SAICE survey (2006) estimates that the current
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infrastructure backlog (replacement) of the water services infrastructure, which is the responsibility of the
170 water services authorities, is at least R120 billion, while the replacement cost of backlogs of electricity
distribution infrastructure in 2004 was estimated by the National Energy Regulator of South Africa (NERSA)
to be about R84 billion.

C Spending capacity

Over a six-year period since the 2003/04 financial year, local government expenditure increased annually
by 14% to R128.1 billion (2008/09) (National Treasury, 2008). Whereas local government expenditure
continues to rise, in many cases it does not immediately translate into increased and good quality services
due to inefficiency and ineffectiveness of spending.

d. Planning, budgeting and financial management

Starting with planning, linkages between planning and budgets as well as the credibility of budgets
remain key areas of concern. The most important concern relates to the synchronisation or coordination
of IDPs with municipal finance, planning timeframes, other municipal operations and intergovernmental
plans such as national and provincial priorities as well as growth and spatial development plans.

With respect to budgeting, the number of municipalities with IDPs that are linked to budgets is significantly
small. Out of the 17 large municipalities complying with key budget reforms only 40% are able to link
budgets with IDPs (National Treasury, 2008).

The ability or inability of municipalities to develop credible budgets and carry out prudent fiscal and
financial management practices reflects in the Auditor General’s audit report. A 2006/07 report by the
Auditor General shows that the proportion of municipalities receiving negative audit opinion is extremely
high. For this financial year, a total of 247 municipal audits were completed, of which 9% received adverse
opinion, 41% received disclaimer of opinion, 28% were qualified while 22% received unqualified opinion.

Financial management and budgeting deficiencies indicate the lack of availability of appropriately
qualified personnel. While poorly constructed IDPs may be a reflection of financial limitation for some
municipalities, they are also a clear manifestation of strategic planning and business management
capacity constraints.

8.4.3  Approaches to capacity building in South Africa
a. Legislative framework

The legal framework places an obligation on district municipalities, national and provincial government
to support and strengthen the capacity of local municipalities in managing their own affairs, exercising
and performing their powers and functions. The consolidated legal framework comprises of the following
legislation:

e The Constitution (No. 108 of 1996),
e Municipal Systems Act (No. 32 of 2000) ,
e Municipal Finance Management Act (No. 56 of 2003), and

e Sectorlegislations such as Water Services Act (No. 108 of 1997) and Electricity Regulation Act (No. 4 of
2006) etc.

It should be noted that some of these legislations are not directly concerned with capacity building,
but only intended to facilitate the smooth functioning of the local government system, particularly the
organisational, institutional and fiscal environment. As such the entire legislative framework is inadequate
because:
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e The different pieces of legislation establish overlapping and poorly defined roles and responsibilities
of national, provincial and district government to assist municipalities in executing their mandates.
There is also a combination and overlap of authority and provider functions placed on each sphere
with regard to supporting local municipalities. This is exacerbated by the fact that several national
and provincial sector departments are responsible for functions that fall within the Constitution’s
definition of municipal functions.

e National and provincial governments do not always provide the necessary direction in a number
of areas such as the definition of norms, standards and targets, and ideal structures to be modified
based on nuanced contextualisation.

e Legislation requires municipalities to build their own capacity, without defining the level or type
of capacity at which municipalities must provide for themselves and the conditions under which
municipalities fail to build the requisite capacity. These loopholes create negative incentives and will
most likely be exploited by municipalities who, with the expectation that national and provincial
government will intervene, make limited efforts to build their own capacity.

b. Policy framework

The framework setting the parameters for provision of support to local government consists of two
overarching policy documents; (a) the 5-year strategic agenda for local government and (b) the national
capacity-building framework (NCBF). The five-year strategic agenda for local government outlines three
key priority areas for government spheres and departments to emphasise in assisting municipalities to
improve their performance. Such priorities include:

e mainstreaming hands-on support to local government to improve municipal governance,
performance and accountability;

e addressing the structure and governance arrangements of the state in order to better strengthen,
support and monitor local government;

e refining and strengthening the policy, regulatory and fiscal environment for local government; and

e giving greater attention to enforcement measures (South African Local Government Association,
2007).

Within this framework, each national and provincial sector department should develop its own five-
year local government support plan or master plan. Each department must assess the local government
capacity needs relevant to its functions, define the capacity support required, identify and structure the
resources required, coordinate the rollout of support programmes in consultation with the Department of
Provincial and Local Government (DPLG) and, lastly, monitor and evaluate the programmes.

The NCBF provides a set of overarching goals, builds on the foundation of ongoing capacity building,
provides a framework for packaged support in line with government priorities set out in the 5-year
strategic agenda for local government, and ensures an enabling environment for capacity support. The
primary aim of the NCBF is to maximise the impact of capacity-building programmes on municipalities
by 2011, define roles and responsibilities, guide stakeholders towards integrated and targeted capacity-
building support for municipalities and develop implementation strategy (DPLG, 2008). Through the
NCBF, the DDPLG has identified five programme areas to support the implementation of the five-year
local government strategic agenda. These programme areas include strengthening leadership and
professionalisation of municipalities, hands-on support, non-office based support, strengthening the
environment for municipalities to deliver, and strengthening capacity to coordinate and deliver capacity
for municipalities intended to assist in prioritising different types of capacity-building interventions and
mobilising resources.
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The local government capacity-building policy framework gives a clear picture of the intentions of
national government in building local government capacity. It is also a clear manifestation that national
government acknowledges the challenges currently experienced by local government.

Whereas the policy provides a logical framework and process for building local government capacity,
several weaknesses are clear. Firstly, there is no mention of what happens to current capacity programmes
that have been introduced under a policy vacuum. Secondly, policies are driven mainly from national
government, which often result in institutional ‘turf’ battles about who is in charge rather than what
they should be doing. This requires clarity of who should be doing what. In particular, provinces were
identified as needing to play a stronger coordinating role. Provinces need to have some authority in terms
of setting minimum standards and broad targets. Lastly, the framework does not emphasise the need
to deal with different categories or types of municipalities differently in line with the varying nature of
capacity needs.

C. Institutional framework

In terms of the NCBF, each stakeholder is assigned a responsibility for a specific activity. Stakeholders
are separated into two: those responsible for managing the capacity-building environment, and those
concerned with the provision of capacity building. Both the national and provincial departments of
local government, as well as district municipalities and the South African Local Government Association
(SALGA) are described as the key stakeholders responsible for managing the capacity-building
environment. National sector departments, non-governmental organisations such as SALGA, the DBSA
and professional bodies associations are responsible for providing capacity. According to the NCBF, those
responsible for managing the environment will, among other things, coordinate a process of defining the
enabling conditions of the environment, establish priority capacity-building needs, define key strategies,
mobilise resources, regulate the quality and use of capacity, as well as monitoring and evaluation. On
the other hand, capacity-building providers are responsible for identifying key capacity needs, selecting
appropriate modes of intervention, managing the implementation of intervention, as well as monitoring
and evaluation of outputs.

8.5  Capacity-building assessment
8.5.1  Overview of capacity building

Table 23 below suggests that capacity building has been on the agenda of both the national and provincial
government since the early years of local government transition. Over a 13-year period starting in 1996,
a total of 15 local government capacity-building programmes and a few capacity grants have been
introduced. Examples of these programmes include Project Viability introduced in 1998 to discourage
the culture of non-payment of services among communities. More recently programmes, such as Project
Consolidate operated by DPLG to support distressed municipalities and Siyenza Manje overseen by the
DBSA focusing on the infrastructure expenditure capabilities of municipalities, have been initiated.

There are also a number of national and sector initiatives such as the Joint Initiative on Priority Skill
Acquisition (JIPSA), training and information sessions on national policies and acts, implementation of
the municipal revenue enhancement programme, deployment of community development workers
as well as the Presidency’s National Spatial Development Plan (NSDP). The district application project is
intended to improve various aspects of capacity shortages within municipalities. Initiatives such as the
Local Government Resource Centre (LGRC) and Local Government Network (LGNET) under the ambit
of DBSA further aim to intensify support to municipalities through interconnecting all local government
stakeholders into an e-community, which is able to share knowledge and information, and to provide
vertical connectivity between the local and the other two spheres of government.
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There are also a number of training institutions, such as the Local Government Sector Education and
Training Authority (LGSETA), Public Administration Leadership and Management Academy (PALAMA)
formerly SAMDI, Vulindlela Academy run by the DBSA and other private training providers, directly
involved in the training of municipal officials and councillors on an ongoing basis. Training programmes
are provided in the form of learnerships, short courses, bursaries and apprenticeship in areas such as
Adult Basic Education and Training (ABET), LED, leadership and management as well as administration
and finance.

In addition to the programmes outlined above, the local government fiscal framework consisting of the
local government equitable share and conditional grants plays an integral role in boosting the overall fiscal
capacity. For the 2007/08 financial year, local government’s share of nationally raised revenue amounted
to R37 billion with a 41%, 37% and 22% split among metros, local and district municipalities respectively
(National Treasury, 2008).

8.5.2 Performance assessment of local government capacity-building programmes and grants

Measuring performance support in capacity building is not a straightforward exercise, as it is beset with
conceptual and methodological difficulties. One difficulty in measuring performance is that the benefits
often associated with capacity building are not easily quantifiable and, consequently, there is an inordinate
preoccupation with impact in the measurement of how capacity-building programmes perform. Ogiogio
(2004) argues that impact measures on their own are meaningless when assessing the success of a
capacity-building intervention until, for instance, the issue of the ownership of the skills and institutions
that generate the impact and the sustainability of such impacts have been addressed. According to
Ogiogio, there are three levels of measurement at which capacity should be assessed, namely, the agency
level, project level as well as macro level.

a. Agency level measurement

Measurement first takes place at the agency level. The agency must have a capacity-development mandate
and sufficient resources to support the capacity-building process. Assessment areas at this level should
include programme development, appraisal, approval, implementation, monitoring and supervision and
evaluation.

According to the policy framework set out above, the institutional framework emphasises a clear
separation of responsibilities between those responsible for managing and those providing capacity.
In this way, those responsible for managing capacity will be able to assess, monitor and evaluate the
performance of capacity-building providers. The current approach to capacity building is such that
programme development, appraisal, implementation and monitoring are fragmented and uncoordinated
across various institutions including DPLG, SALGA, National Treasury, sector departments, donor agencies,
private training providers and DBSA.

Weak coordination between a large and growing number of programmes at the individual and
organisational levels remains a major problem in building capacity. One of the major reasons why
coordination has been difficult is the lack of, or failure to implement, an overall policy framework into
which different providers fit in. Coordination is best undertaken within the context of a framework with
clear targets. In the absence of this, coordination can become an end in itself, and hence be ineffective.
Unfortunately the recently developed NCBF is silent on targets.

Lack of coordination has tended to create a fragmented and incomplete environment for strengthening
municipal capacity and has led to sub-optimal outcomes relative to the level of support that has been
provided. An underlying problem is the fragmentation of accountability, financing, policy monitoring and
evaluation for specific programmes and municipal capacity as a whole. In many instances this resulted in
overlapping operations in a specific municipality. An example of this is the Greater Sekhukhune District
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Municipality (GSDM), which at a certain point during 2006 was the recipient of more than five capacity-
building programmes.

In the absence of streamlined coordination structures, each programme tends to establish their own
structures, which results in duplication. Although their intent is similar, various capacity programmes
have different monitoring and evaluation arrangements and reporting requirements. This creates
an administrative burden for municipalities, which may have to complete several, similar monthly
quantitative and narrative reports for different donors. A further challenge is that most programmes are
notindependently evaluated and linked and they are not evaluated against the financial and non-financial
objectives of municipal performance. Such criteria should be used in motivating for the continued
existence of the programme and to stimulate analysis of why some municipalities continue to experience
distress.

b. Project level measurement

Measurement next takes place at a project level where indicators such as adequacy, effectiveness and
efficiency of inputs are considered. Indicators for measuring effectiveness and efficiency of inputs
include the quality of consultation during the project’s development, funding, quality of capacity needs
assessments, phase of project life cycle, timelines, and extent of compliance with the grant agreement,
and so on.

Current evidence points to significant difficulties in respect of project level measurement indicators. There
are clear weaknesses in the consultation process and poor assessment of the other indicators. A DPLG-
commissioned study found that municipalities are disturbed by what they consider to be a top-down
approach, which often treats them as passive recipients (DPLG, 2006). For example, with the integrated
sustainable rural development programme (ISRDP) national government has commissioned economic
assessments for the rural nodes,® even though some of the municipalities such as Sekhukhune had
already commissioned their own. The municipalities concerned were not consulted and believe that such
practices create unnecessary duplication and confusion. Capacity assessments should be more responsive
to the unique needs of a municipality and be endorsed, or agreed to, by municipalities to avoid rejection
or the perception that programmes are being imposed. Voluntary participation by municipalities is more
effective than imposed programmes by higher levels of government.

There are a number of tools used to assess the capacity needs of municipalities and/or to classify them
into different categories for targeting purposes. Such tools include Project Consolidate assessments and
evaluations, budget sizes, under-spending on the municipal infrastructure grant (MIG), IDP credibility
assessments, municipal demarcation board assessments, workplace skills plans and LGSETA sector skill
plans. In terms of the Skills Development Act, each Sector Education and Training Authority (SETA) is
obliged to prepare a capacity assessment or sector skills plan (SSP), updated annually for submission to
both DPLG and the Department of Labour. These tools are further used for determining a municipality’s
eligibility for a particular programme. However, certain programmes such as Siyenza Manje have their
own pre-deployment assessment tools, while others are ad hoc interventions simply responding to a
crisis. The Institute of Municipal Financial Officers’annual financial statements (AFS) programme would
be a case in point.

Due to the duplication of assessment criteria, the findings are also replicated and, when combined, do
not provide an integrated understanding of municipal capacity constraints and the specific interventions
required. There also tends to be a misalignment between assessment criteria and the objectives of
capacity-building programmes, particularly when selecting municipalities. For example, some of the
profiling indicators used for selecting Project Consolidate municipalities include, among other things,
unemployment rate and poverty levels whereas the main aim of the programme was to unblock service
delivery through short-term deployment of experts. Siyenza Manje used under-spending on the MIG
allocations (less than 30% by December 2007) for selecting municipalities. Selection of municipalities

d municipalities in South Africa declared in 2001, as part of the Presidential initiative to push back the frontiers of poverty and
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should be based on a set of relevant indicators that define whether a municipality requires support or not.
These indicators should be linked to overall municipal key performance indicators to ascertain the stage
at which a municipality finds itself, in terms of capacity needs and ability to deliver on its mandate. The
effectiveness of this approach will depend on the functioning of the performance management system.
Without adequate data on municipal performance, it is very difficult to develop a relevant municipal
support and intervention programme.

The upshot of this analysis is an observed tendency by government departments to ignore existing
and official capacity assessments such as the LGSETA, opting to perform their own independent annual
assessments. The DPLG is currently conducting a skills audit of all municipalities, which essentially
constitutes duplication.

C. Macro level measurement

Measurement also needs to take place at a broader macro level,in addition to the agency and project levels.
Macro-level measurement relates to the transformation of inputs through projects and programmes into
outputs and outcomes. The relevant indicators at this level will consist of the relevance/appropriateness,
effectiveness, efficiency, ownership, impact and sustainability of the intervention.

The question of whether existing capacity-building programmes are well suited to reducing or eliminating
the capacity constraints currently experienced by local government is critical. This question is particularly
important in that many programmes have generally been focused on the supply side (in other words,
what the support provider identifies the problems being faced by municipalities, often in the context
of urgency for delivery) with little consideration of the demand side (i.e. identified capacity needs of
municipalities). This has tended to result in quick wins that are often in contradiction with the principles
of capacity building, which encourages sustainable solutions through a focus on all aspects of capacity
including institutional, fiscal, individual and organisational.

The matrix in Table 24 plots capacity-building programmes against municipal capacity constraints
and shows that most programmes are geared towards service and infrastructure delivery, financial
management as well as skills transfer. While it may be concluded that many of these programmes are
suited to the capacity constraints facing municipalities, it is a concern that they do not deal holistically
with the challenges due to weaknesses in assessing capacity, defining timelines, coordinating and
selecting municipalities. Municipal capacity constraints have an inherent chain of causation suggesting
that dealing with one problem while neglecting the source can be futile. This requires that programmes
need not only be appropriate but properly sequenced as well.

The extracts provided in Table 25 suggest that the impact of capacity programmes is effective in
enhancing service delivery within local government. However the contrary view is that progress has only
been made on mobilising various role-players to provide hands-on support, but it remains too early to
evaluate the overall effectiveness of these programmes. It should also be noted that these programmes
are not independently evaluated and therefore run the risk of being over-rated. The other challenge is that
the success of these programmes is mostly dependent on the skills of deployed experts or service delivery
facilitators (SDFs). In many cases municipalities fail to sustain the success factors introduced by SDFs at the
end of their deployment terms. In fact one of the perspectives held by municipalities on SDFs is that ‘they
fix the problems for few months, only to return to the same problems once they leave!
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Table 25: Impact of capacity-building programmes (narrative reports)

Siyenza Manje

The Siyenza Manje
programme deployed
experts in eight provinces at
provincial, district and local
municipal level.

A total of 97 experts were
deployed, of which 16 were
young professionals thus
extending the coverage

of the programme to 86
municipalities.

In the targeted municipalities,
471 projects are in the process
of being implemented and 97
projects were completed.

Siyenza Manje interventions
augmented municipal and
other government efforts and
nearly 178 000 households
were provided with access to
water and about 126 000 with
access to sanitation. Nearly
70 000 bucket toilets were
replaced.

CMTP

Initially, the municipality did not
have a good understanding of
the IDP and LED; key positions
were lacking capacity and

most community projects were

in shambles; management
procedures, key policies and
integration between planning
and execution also had significant
room for improvement.

Over the past few years, there
has been a clear improvement
in the understanding of the IDP,
planning, project prioritisation
and budgeting, as well as overall
project management.

A higher priority is being given
to the local economy, especially
around integration with the
district municipality and private
sector, and this results in much
better planning.

One of the latest initiatives at the
municipality was the development
of the GIS to help manage
municipal affairs.

Project Consolidate

Some 281 experts and
professionals had been
deployed to 85 out of
139 Project Consolidate
municipalities.

Much progress has been
reported in the areas of
technical, financial, planning,
project management,
accelerating service delivery
through the unblocking

of blocked projects, the
establishment of financial
systems, addressing audit
queries and improving
revenue income.

Source: DBSA, 2008; CMTP, 2008; DPIG, 2008

As was mentioned elsewhere, the ownership of capacity-building programmes is fragmented across
various national departments and agencies. This is contrary to one of the principles of capacity building,
which advocates local ownership of capacity building. Sustainability of capacity programmes is also
questionable given that many programmes are introduced and discontinued within a short period of
time. Capacity building should be a long-term adaptation process with sustainable outcomes that is not
rushed, but at the same time shows visible, quick wins that deepens commitment for change early in the
process.

8.5.3 Timelines

The average time frame for a capacity-building programme is between one and three years. This period is
considered to be too short for programmes to make a meaningful impact. “Programmes that are shorter
than two years and implemented in the context of rapid delivery requirements result in a focus on gap-
filling rather than capacity building. This results in a perpetual cycle of new programmes redoing the same
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things and never quite solving the problems they set out to” (DPLG, 2006). Other programmes such as the
ISRDP and Urban Renewal Programme (URP) have been in existence for indefinite periods, to the extent
that they are currently seen as permanent feature of the system; yet their impact is minimal as they are
confined to a specific area within a municipality or are even non-existent.

This practice is also evident in more recent programmes, such as Siyenza Manje, which have been
introduced without any specific timeline. The danger of this approach is that it creates an expectation of
long-term support or assistance on the part of municipality. Second, it exposes certain municipalities to
the risk of being overly dependent on grant support. Since the eligibility criteria of such grants require
a lack of capacity, a perverse incentive to remain under-capacitated may be established. Programmes
that are introduced without pre-determined timeframes and that have unclear problem statements or
objectives are unable to have long-term impacts and are difficult to evaluate and hence terminate. An‘exit
strategy'needs to be included in the initial plan and not at the end as an after-thought. In addition, an‘after-
care’ phase needs to be included to ensure that the municipality maintains its improved capabilities. In
essence, exit should only be considered once an evaluation indicates that the issues have been resolved

Certain programmes are also merged or collapsed into other programmes (for example, the local
government transformation programme (LGTP), CMTP and Project Consolidate into Siyenza Manje)
making it difficult to ascertain both the timeframe and the impact. While merging programmes reduces
the administrative burden on municipalities being supported, a concern is that capacity programmes
continue forlong periods under different banners but all claiming credit for the same outcomes. The upshot
of this analysis is that care should be taken when integrating different programmes, and the timeframes
for support should depend on'the type of disease being treated’and not only be time bound.

8.6 Conclusion and recommendations

The nature of capacity constraints experienced by municipalities requires various forms of intervention.
Various challenges faced by local government are directly linked to the different aspects of capacity but it
remains unclear whether these challenges, such as availability of skilled personnel and high staff turnover,
are self-induced or genuinely related to the functioning of local government. On the one hand there are
institutional challenges related to policy and governance, while on the other, there are organisational
challenges related to effective management and availability of skilled personnel.

The legislative, policy and institutional prescripts provide a framework within which capacity building
is undertaken. However, there are various gaps within these frameworks that affect the manner in
which capacity programmes are carried out. The legislation assigns shared, but undefined, roles and
responsibilities in other spheres of government to assist in building the capacity of local government.
There is also no practical separation of responsibilities between capacity-building authority and capacity-
building providers as envisaged in the policy. The resultis a capacity-building process which is fragmented
and uncoordinated across numerous relevant stakeholders.

Coordination, or lack thereof, is clearly visible during programme development and design, financing,
monitoring and evaluation as well as capacity needs assessment stages. This leads to the introduction of
various intervention measures which are less responsive to the nature of challenges being experienced
by different categories and types of municipalities. Most programmes focus directly on facilitating
service delivery and project implementation, and not on the underlying causes of the capacity. The
current practice tends to emphasise the performance of functions on behalf of municipalities rather
than providing strategic direction on how municipalities should go about performing their functions.
A singular focus on implementing sophisticated programmes or interventions on a weak institutional,
economic and managerial base almost invariably leads to a return to original problems. This highlights
the need to focus on the basics.
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With respect to local government capacity building, the Commission recommends that:

1. For their own improvement, local government should be central to setting the agenda for capacity-
building programmes. This recognises the fact that municipalities remain accountable for their
own performance until such time as section 139 of the Constitution is invoked. To achieve this, the
Commission further recommends that:

a. Capacity programmes should be informed by a local government performance management
system which is driven by their Key Performance Indicators.

b. Prior to capacity programmes being developed and implemented at a local government level, a
comprehensive assessment and design process should be undertaken.

c.  Capacity-development programmes should be aligned to each stage of the developmental
transition of municipalities. There should be differentiated approaches in building capacity.

d. Capacity-development programmes should be comprehensive and not only focus on training
of personnel and deployment of experts within municipalities. They must also focus on other
organisational, fiscal and institutional constraints that impact on the overall performance of
municipalities.

2. The government must establish an intergovernmental wide framework for understanding what
constitutes a lack of capacity within the context of local government.

3. When capacity-building interventions are undertaken with respect to different functional areas, there
should be a clear separation of responsibilities, as well as coherent interface, between the service
authority and the service providers.

4. Itis also recommended that replication of poorly defined roles and responsibilities between national,
provincial and district municipalities in the policy framework should be eliminated. This is necessary to
create clear lines of responsibility and accountability for spheres of government or sector departments
over their capacity-building roles for local government.

5. Each capacity-building programme must have a clear outline of measurable objectives, targets
and timelines. These must detail conditions under which a programme can be withdrawn from a
respective municipality and, following a detailed monitoring and evaluation of success factors and
failures, with possible suggestions for sustaining the programme. The method of implementing
capacity programmes should be changed from a standard stop-gap package to a more unique
incremental solution focusing on the identified problems within the municipality and identifying key
leverage points where capacity programmes can make a difference.

6. Avariety of grantinstruments should be used to address different capacity challenges within different
functional areas. Such grants should only be devolved to sector departments once they have
demonstrated capacity to manage effectively such grants and capacity programmes in an IGR system.
The Commission further recommends that appropriations for Siyenza Manje should be allocated
through the Division of Revenue like other capacity grants. This will promote order, transparency and
accountability.
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