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Abstract

This papa describes the higorical processes that resuted in the consgderalde socio-
economic diparitiestha arefoundin Suth Africa. Owing to the spatid orientation
of much of apartheidpolicy, these d sparities have a distinctive geographic form, with
s qnificant socio-economic contrasts within rural end urban areasand be ween urben
and rua areas more lroady. It was inevitable tha these d garities would find
expresson in asymmerical circumdances in munidpdities, particularly the
contragting conditions of muni cipalitieslocatedin the former “white” South Africa on
the one hand andtheformer bant usanson the other.

It is the purpose of this pape to underdand the vaious fecets of thisasymmetry and
the challenges it posesfor the sysem of local public finance. Thepaper firs explains
how the ssymmery devdoped over time and describes its specific ramifi cations with
regped to sysems of local governance and finance. The paper then summaises the
vaiouws local government reorm initigtives and assessestheir success in addressng
theissue of agymmetry, andfindly it oulines smechallengestha remain.



1. I ntr oduction

The higorical processesthat shgped South Africa have |t their degp imprint on the
physca landscape. This is no more apparent than when one travels acos the
country: from urban to rural areas, from commerdal farmland to ex-bantustan areas,
from affluent suburbs to sprawling shacklands This is the essence of South Africa,
past and presmt.

These diparities are charaderised by significant differencesin level's of economic
adivity and povety, access to capital and socia infrastructue, and patterns of land
sttlement and owne ship. A tem tha captures these differences is “ asymmerical
development”, which denotes that different regions of South Africa are at different
level sof devdopment, owing largely to deli berate government palicy under gpartheid.

It is the purpose of this papea to underdand the vaious fecets of thisasymmetry and
the challenges it posesfor the sysem of local public finance. Thepaper first explains
how the ssymmery devdoped over time and descri bes its specific ramifi cations with
regped to sysems of local governance and finance. The paper then summarises the
vaious local government rform initidives and assessestheir swccess in addressing
the issue of agymmetry, andfindly it outlines osmechallengestha remain.

2. Differentid development in South Africa
2.1 Layingthe founding History to 1948

T here were sgnificant movements of peoplesthroughout the Souhem African region
in the centuries leadng up to the egablishment of the fird permanent European
sttlement at the Cape in 1652. The Europeans were anothea goy wying for
repurces, bu their military tednoogy enabled them to dominate with respect to
accessto land and resouces By the early 1800s mog of theoriginal inhabitants of
the Cgoe — who hadrelied primarily on pastoral activities— had been subsumed into
the economy of the Europeans.

As Euopean settlers continued their expansion into the interior of Suth Africa and
the mining indugry began to develop, more and more Hack South Africans' were
drawn into the cdonial economy. Miningin particular encouraged the migation of
rural dwellerstothe cities hoping to find employment. This migration was reinforced
by vaious colonia pdicies in the countrysde. For example, many African
househol ds were required to pay an annual hut tax, and the money to pay the tax
couldonly be eamed if one earned wages within the white-controll ed” economy.

! Inthispaper, theterns“ black South A fricans” and “ blacks’ refa topeople who werehistoricaly
disenfranchiseduntil 1994 (with the exception of aperiod inthedd Cape Golony), and includes peopl e
clessi fied under gpartheid as African (or “ Bantu’), Coloured, and Asian (usualy Ind an). Theterm
“white’ refas topeopl e of European background who sedtledin what isnow SouthA fric, and who
wee classif ed & “ whit€' under apartheid.

2 See footnate 1 above.



By 1910, white people dominated the indigenous inhabtants of South Africa
Cdoued people whos ancedors included the indgenows hunting and herding
inhabitants of the westan part of Souhean Africa, owned little land compared to
many Bant u-spesking African farmers who were gill able to pradice subs gence
farming in reserves prod aimed by the colonid governmentsor on land bought from
whites

In subsequent years, however, the govenment applied a comprehensv e progranme
of radal segegtion and di<riminaion and gained control over the African
pessantry. The government enforced | aws that limited land owne ship by Africans to
demarcated reserves, trandformed Hacks who lived in rural aeasouts de the African
reerves into tenant labourers for white farmers, and ensured white dominance in the
indudtria citiesand rural townships.

A sgnificant tuming point in the higory of Suth Africa was the enadment of the
Naives Land Ad in 1913. The Ad dipulated tha seven pecent of the area of the
Union of South Africa congituted the “ Naive Reserves” and it prohibited Africans
from purchasng land outs de the reseves from people who were not Africans. In
1936, new legidation created the South African Native Trust, managed by whites,
which allowed for more land to ke bought for Africans from funds provided by
Paliament. By 1939, thetrwst purchaseshad krought the augmented Africanreserves
to 11.7 pecent of thearea of South Africa.

These Africanreserves were scatered throughout the eastern half of the country. The
Trankei was the only substantid Hock of African territory in Suth Africa
Elsewhere even in Zululand whiteshad acquired legd title for much of the best land,
whereas the Republican governments of the Orange Free Sate and the Transvad had
st aside relatively little landfor theexclusive use of Africans.

In the ensuing yeas the African resaves declined as a resdt of the huge
concentraion of people and livesock. The original vegeation deterioraed Streams
and waterholes died up, and soil eoson spread. The sae network of railways and

roads served the white faimers but neglected the resaves, and the government
provided massive ass ganceto white farmers but scarcely any to Africans

The government left African educaion to the missionary societies, whose resources
were very limited The reserveswere essertia ly beingtransformed into pools of low
codt, inskilled labour for white farmersandindudriaigs

Besdes dividngthe cowntry into white-owned and African-owned land the Naives
Land Act contained clauses desgned to reduce all Africans in white-owned rural
areasinto tenant and wage labouers The Act prohibited Africansfrom paying rent to
absentee landords or from having the use of part of a white fam and sharing the
produce withtheowner. Themost hardship was experienced in the Orange Free S ate,
where many farmersevicted Africens from their landimmed atdy dter the Ad was
passed The Suth African rural economy thus devel oped unique characteri gtics as the
government imposeda policy of rada segregation.

L. Thompson (2001). A History of South Africa. Third Edition. London: Ya e University Press, pages
164 —165.



South Africans increasingly moved to the cities after 1910, epedally Johannesburg,
Cge Town, Durban, Pretoria and Port Elizabeth. They ind uded whites who logt thar
land in the Suth African (Ando-Boer) War or could not cope with the increasing
commerciaistion of agiculture, and Africans who were tnalde to suvive in the
reerves. Acoording to the official census of 1936, the uben popuation numbered
more than 3 million and comprised 31 percent of thetotd populaion. Of this, abou
1.3 million were classfied asWhite 1.1 million as African, 400,000 as Coloured and
200,000 & Asian.*

The government tried to contra the flow of Africans into the cities with a complex
system of pass laws Certan pass laws were cradted to ensure tha white famea's
shoudnat lose their African lalourers. Other laws were des gnedto prevent Africans
from living intowns, except as labourersfor whites

The govenment tried to sayregate Africans within the wban areas. By 1910, thae
wee laws in the Cge Colony, Nata, and the Transvaal authorisng the colonia
governmentsto aede and control urban “locations’ for Africans. However, many
tomndips paticularly inthelarger cities, had areas where whiteand black lived next
to each other.

The concentration of people in the urban areas led to dums, increased crime and
dsase. In 1923 the Snuts govemnment enacted the Natives (Urban Areas) Ad,
which empowered an urlan authority to edtablidh an African location. The
government could then orde all Africensin that town, except domegtic servants, to
resdein the location.

Over theyears, Duth African towns acquired a characteri gic dual form. The largest
and mogt conspicuous part was a spaciols modan town, consging of a busness
sedor where people of al races worked during the day and sububs of detached
houses, ranging from opulent to mediocre owned by white families and srved by
bl ack domestic workers. Separated from themodern town wasa Hdack location, where
mud, clapboad, or corrugated iron buil dings, with earth latrines, sood on tiny plots
of land and were served by wate from infrequent tapsalong unpavedpaths and roacks.

2.11 Impad of Segegtion Pdlicieson Local Government

It is evident that the eventsof the segregation era began to dvide Suth Africainto
didind racid, clas, gogaphic, and othe lines The white population weas
eoonomica ly affluent. Mogt of the economy’sincome accrued to them as they were
dlowed the bet employment opportwities and received support from the
government. As aresult, they livedin well-developed and serviced aeas maintained
by thar privileged revenue base.

Incontrad, blacks were disariminated againg and were subjed to lawsthat preserved
their subor dinateliving gandar ds. Consequently, the areasin which they resded were
under devdoped with little service provison.

4 Report of the Native Laws Commission, 1946 —1948. U.G: Pretaria (known & the Fagan Report).



Duweto populaion growth, there was extreme overcrowding in the des gnated African
locations, and this resulted in anumber of informal satlements being edalished on
the fringes of cities. Thefdlowing sedion describes how the apartheid government
sought to address this problem and futhe implement and enforce laws that
contributed to thecurrent asymmetry inlocal government.

2.2 The Apartheid Ba

After 1948, when the National Party was d ededto powe, it used its dominance in
the governmenta sydem tofulfil Afrikaner ethnic godsas well as whiteradal goals.
Smultaneoudy, it sysemicaly abdished evey trace of black participation in the
centrd pditical gystem.

Much of the Nationd Party's initid legislation coordnated and extended the racia
laws of the gregation era and srenghened the administraion of those laws The
term aparthdd soon developed from a politicd dogan into a harsh, sysematic
progranme of social engneeaing

The National Party government applied apartheid in anumbe of laws end executive
adions. The gpartheid system was basedonfou centrd iceas’®
1. The popdation of Souh Africa comprised fou racid goups — White,
Cdoued, Indan, andAfrican — each with itsown inherent culture
2. Whites ware entitledto have absl ute control over thecountry.
3. Whiteinteressshould preval over dadk interess.
4. The whiteradal group formed a single naion, with Afrikaans- and English
gpeaking comporents, while Africans belonged to svea diginct naions.
Thisformuamacde the whitenationthelargest in the country.

Thefdlowingisasdection of gparthei dlaws enacted by the gov enment:

e Group Areas Act of 1950: Forced physical separaion be ween races by creating
diff erent residential areas for dfferent races. Led to forced removds of people
living in "wrond' areas for example Coloureds living in Digrict Six in Cape
Town.

e Prevertion of Illegal Squetting Act of 1951: Gavethe Miniger of Native Affairs
the power to remove blacksfrom public or privatdy owned land and to esablish
reettlement campsto housethese digplacedpeople

e Bantu Authorities Act of 1951: Proviced for the estaldisment of black
“homelands” and regiona authorities and alolised the Naive Representative
Council.

e Naives Laws Amendment Act of 1952 Narrowed the definition of the category
of black swho had the right of pamanent res dencein towns.

e Naives (Abolition of Passes and Co-ordnation of Documents) Act of 1952
Commonly known as the Pass Laws, this ironically naned Act forced blak
peopleto carry identificaion with them at dl times No bl ack per on could leavea
rural aeafor an urbaen one without apermit from the local authorities.

e Batu Education Ad of 1953: M andated the development of a curricdum that
sutedthe"na ure and requirementsof the black people". Africanswer e to receive

® Asoutlina in Thompson, A History of South Africa, page 190.



an edwation designed to provice them with kill sto sevethdr own peoplein the
bent udans or to work inlabouring jobs uncder whites.

e Promdion of Bantu Self- Government Act, Ad No 46 of 1959: Classfied black
people into @ght ethnic groups Each group had a Commissoner-General who
wastasked to develop abantusten for each ethnic groyp, which would be allowed
togovernitself indepencently.

e BantuHomelands Citizens Act of 1970: Compelled all black peopleto become a
citizen of the “homdand’ that corresponded to their ethnic growp, regard ess of
whether they hadeve lived there, and removedthar Suth Africen citizenship.

Apartheidinoorpor ated rigid contra s over all Hadk South Africans, who were forced
into the bantustans, gart from those needed by the white enployeas aslabouers The
government removed African squatters from illegal camps near the cities placing
those who were eanployed in segregated towndhips and endingthe res either to the
bent ugans or to the farms wherethe white ownersrequredther labour.

T he map below shows the location of the bantustans.®

6 Availableonline: hitp:/1uptrave.cond world meps/south-africal0.ht m (dine 2004).
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The Trankd was the fird to become “indgendent” in 1976, followed by
Boputhatswana (1977), Venda (1979), and Ciskel (1981). Mirtudly evey bantustan
was made up of sveral piecesof land, spaated by white-ownedfarms. For example,
Bophuha swanahad nineteen fragments, with some beangmany kilometres gpart, and
KwaZul u comprisedt wenty-ninemgor andforty-one minor fragments.

The forced removals caused an ovepopul a@ion problem in the bantustans. The 1950
census indicaed that 39.7 percent of the African population lived in the bantustans,
and in 1980 this figure roe to 52.7 percent.7 While the Suth African economy
progpered in the 1950s and 1960s, the bentugans remained economicdly stagnarnt.

L. Thompson, A History of South Africa, pages 194— 195.



Invesing in the bantustans was forbidden and the govanments of the bantustans
dependedon subs diesfrom thecentral government.

Despite dl the removds to the bantugans the African, Colouwed and Asan
popul a&ion of the towns continued to increake under apartheid, and they were nat
alowedtoown or occupy landin the whiteareas Dormitory townships outs de white
towns were built for Coloured and Asian people (such as Atlantis in Cape Town and
Phoenix in Durban), and Africantownshipswe e generally located even further away.
The gartheid government declined to build sufficient houses to accommodate the
growing numbers especialy in Africantownships.

Apartheidplanning disorted urban aeasthroudh separating Hack townshipsfrom the
city centre, indudrid areas, and wealthy sububs T hese townships hardy had any
soci al amenities or places to work. As a result, township resdents had to travel long
digances to access their amenities or their workplaces. Black townships within the
city were futher chaaderised by insuficient land, overcrowded housng, minimal
savice delivey or invegment in infragrudt ure lack of access to social services and
fadlities, andlack of formal economic ectivity.

Higoricaly, most locd govemment revenwe in wban South Africa was seif-
generaed largely through property taxes and the celivery of srvicesto res dentsand
businesses. White munidpalities benefited from this as they had smd| populations to
sarve and large concentrations of economic resou ces to tax. Apartheid regulaions
banned mog retall and indudrial developments in black areas. This limited the
revente baseand forcedresdents and retailer sto pend mos of their money in white
areas.

The 1980s gave rise to gowth in the manufacturing sector, which began to
progressively chdlenge the mining sedor for superiority. Asopposed to the mining
sedor, the manuacturing ®ctor demanded a more phigicated workforce. Thee
developments compdled the gartheid govemment to adopt a palicy of “orderly
urbanisation” in 1986. This padicy alowed for expanded but controlled African
migration into thecities.

Together with its new wban policy, the govemment followed intenational
privatisation trends and abandoned its previous role of direct housng provider in
tomdips The result was futhe expanse of shack sdtlements aound S uth African
cities, with pei-wban setlements growingrapidly.

Duing the 19805 African townships within the aty were governed by Black Loca
Auhorities egaldished by the apathad government. However, the revenue bae
within townships was limited because property ownership and economic activity had
been prohibited by gpartheid legidation. Without recourse to traditiond sources of
munidpal finance Black Loca A uthorities were compelled to rd se revenue through
increasngrent, trangort, and savice charges. Thisresulted in extensv erent boycotts
and other formsof avil diobedience in the townships. Concurrently, invesment in
infragtr uctur eand service delivery inthetownshipsremained negligide.



2.3  The legacy: impact of sgregation and apartheid on loca gowernance and
finance

On a pradica level, the fdlowing were the consequences of colonia, segegation,
and aparthei dpolicies:

e Blacks were deprivedof a widerange of employment and education opportunities,
thusrelegating the mgjority of them to relatively low-paid wage labour.

e By redricting urban black people to resdential aeas that were expected to ke
lagely s=ffinancing, black reddential areas wee chaacterised by poor
infragrudureand limited tax basesowingto the low incomesof red cents.

e The increasing concentration of people in the bantugans led to sgnificant
environmental degradation, making subsstence agriculture difficdt. The new
bent lstans effectively became reservoirs of lalour for white Suth Africa

0 As with blak uban areas the socid and capital infrastructure of
bantudan areas was generally very poor and dgnificantly inferior to
that of “white’ uth Africa Electricity, running weter and sanitation,

pudlictelephones and pakswererae.
0 By contragt, white South Africans were provided with excellent public

sarvi ees such as shool s, hoitdss, parks, public trangport, roads, water
and sitaion, electricity, and td ephones.

e In tams of local governance, each bantwstan was adminidered by bladk
authorities (mainly hereditary chiefs), who governed unda the utimateauthority
of thecentrd white government. In urban areas, the govemnment estebli hed local
coundls whose effectiveness was compromised by associaion with the white
govemnnment. There weae thus no legtimate ingituions able to organise the
financingof serviceprovision and maintenance of urkan facilities

24  Challenges for systemsof local governance andfinance

The asymmery with respect to dfferent sdtlement pattens and levels of
development has posed particular challenges in the area of local government finance

and publicfinance moregererally. These challenges are asfollows.

e The sgnificant digances baween bladk res dential areasandthe areasin whicdh
black people work and shop requre substantial, on-going transport subsdies.
These digances are a featue of both urben endrurd areas in urban aeas the
(relatively impoverished African, Coloured, and Indan townships are far from
city centres, and in rura or semi-rural aeas, “dormitory townships’ (usualy
located in the former bantustang are far from the wuban centres to which
res dentsmust commuteon adaily or weekly bags.

e The various influx control measues applied to the black population of South
Africa dowed downtherate of urbanisation that wou d otherwi & have occured.
With the dgnificant increase in people resdent in uban aeas dggnificant



pressure on urban townships has resuted in vast $ack sdtlements and thar
attendant probl ems (e.g. on hedth).
o Futhemore, the forcible renoval of Hack people to bantudan areass
meant tha where housing and other infrastr ucture wasindalled (al bat
of alow quality), it wasfar from economic centres.

Taxade economic resources are concentrated in the formerly white aeas,
requiring redigribuion beween and within local areas. As noted above,
commerda and indudria infrasructue was located in fomely white aess,
whil e black areas suff ered from ddiberate under-invesment owingto gartheid
legidation. In addition, bladk people were in mog cases prevented from owning
land, such that the rdes base in black urban areas was significant wnde-
developed. The man consequence was that the aldlity of resdents in bladk
res dentid areasto pay for servicesand pay (property) tax to support the general
development of thar communities was compromised owing to ther limited
economic and land ownership opportunities under aparthd d.

Smilarly, the local tax basein rura ar eas has been significantly under-devdoped
owing to the lack of economic activity in the bantugan areas In addtion,
freehol d title of land wes limited to some bantusten towns, with rurd land @ther

fdling windea the jurisdicion of traditiond authority or being subject to
complicaedlancholdingarrangementsin “betterment” areas.

This is vividy demongraed by the revenue per cegita of a mgor loca
government revenue souce namely regional levies. These are levies onthetotal
wage hbill and turnover of busness enterprises, and as such they are a good
reflection of economic activity in aregion. The table below providesa lig of the
metro/ d grict municipdities with theten highest andfive lowes pe capital evy
income in South Africa:

Rank Munidpality Province Per Capita RSC
I ncom e (Rands)
2002/03
1 Johannesburg M dro Gauteng 325
2 Cape Town Metro Western Cape 226
3 TshwaneMdro Gauteng 205
4 Ekurhuleni Metro Gauteng 169
5 Nelson MandelaM etro Easten Cape 148
6 Nkangala Didrict Mpuneanga 127
7 Boland District Western Cape 124
8 Sedibeng Didrict Gauteng 114
9 Ethekwini Metro KwaZulu-N atd 104
10 W es Rand District North W est 99
49 OR Tanbo District Eastan Cape 13
50 Chris Hani District Eastan Cape 13
51 Zuldand Didrict KwazuluN atd 13
52 Gregt er Skhukhune District Li npopo 10
53 U mkhany akude District KwazuluN atd 4

As the table demondrates, the per capitaregiond levy incomeis highest in the
metrosand in disgrids stuaed in the former “white” Souh Africa. 9 gnificantly,
the ddricts with the lowest per capita levy income ae those incorporating




subgtantial portions of ex-bantusans OR Tambo disrid municipdity ind udes
largepartsof theold Transkei, Chris Hani includes parts of the former dskd and
Trankei, Zuluand and Umkhanyakude digrict munidpdities include large
sctionsof the former KwaZuly, end Greater Sekhukhune includesmwech of the
former Lebowa.

e |t followsthat the level of infrastructure — both the quality and quartity — varies
congderably between areastha were formerly demarcated as* white€’ or “ black”
areas(whether urban or rura). Thisappliesto both caitd infradrudure swch as
roads and buildings and cia infrastruct ure, such as equpment and humean
reoucesrequired to deliver quality health and educaion savices. Thishas had
threemgor dfeds

0 Backlogsin service infragtructure in the higoricdly underdevdoped
areas require munidpal expenditue far in excess of the revenwe
curently available withinthe local govenment sygem;

o The human, indituional, and cepitd infrestrwcture backlogs are
sqnificant, especially in ex-bantusan areas. There are subgtantial
vaiationsin capacity, with ome munidpalitieshavinglittle or no pre
exiging ingitutional foundaions to build on. Thispases cons derale
challenges for the egadication of thee backlogs It a raises the
gegion as to the optimal invetment plan for eiminaing the
backlogs, given the location of economic adivity;

0 On the aother hand, the significantly better-quality scial and other
infragructure in urban areas has encouraged people living in rurd
areasto spendmuch of their timein urban areas

The fdlowing secion wil | outline the various local government reform initidives and
wil | asesstheextent to which they have been abl eto addressthese challenges.

3. Addressing the asymmetry: ten yeas of loccal gover nment
reform

Since the end of the goatheid aa, Souh Africa has been reforming its loca
government sysem — like the rest of its governance policy —along non-racia lines.
This process involved reforms such as the abolition of racially demarcaed loca
authorities, South Africdsfirs democratic locd electionsin 1995, and the publication
of a White Papa on Loca Government in 1998. An underlying aim of the refom
process was to address the inequities perpet Leted under apathdad. As noted in the
White Paper of 1998,
Local government has been given anew conditutional mandateto aeate and
swstain humane, equitable and viablehuman settlements. It isdouktful whether
local government — as presmitly desgned — is adequately equipped to fulfil
this developmental mandate. Local government has been democraised, but the
local government sysem is dill drwctured to med the demands of the
previous ea. A fuindamenta transformation isrequ’red8

8 The WhitePaper on Loca Govenment, 9 Mach 1998.



This sction of the paper assesses how the reforms have addessed the issue of
asymmetry. In doing S0, the paper evaluates the main reform initiativesimplemented
inthetransformation of locd government.

3.1 Thetranstion process

The local government transformation process took place in three gages:

The Pre-interim Phase (1993 — 1995): Pre-intaim councils we e established and took

decigonsnecessay to sustdn govenance and service ddivey during that period of
trangtion. T his phase focused more on the democratisation of local govenment than
onitstransormation.

0): In the inteim phase three

|mportant developmmtsshapedthetrars‘ormatlon of local government:

e FHrd, the fom and dructure of the new sysem of democatically elected
transtional councilswastededin practice.

e Second, anew policy framework for locd govemment was desgned. T his was
refleded in the Congitution (1996) and the White Paper on Local Governmernt
(1998).

e Third new laws were enacted to implement the Locd Government W hite Paper
and re-cemacde loca government bowundaies The legidation included the
Local Government Municipal Sructuwres Act of 1998, the Local Government
Municipd Sysems Act of 2000, and the Locd Government Municipal
Demacaion Ad of 1998, dl of which are discussed below.

The Fnal Phase (December 2000 — onwads): In the final phase of the trangtion,
Govemment has sought to srenghen policy frameworks necessary for savice
delivery. Duringthis consolidation phase, the sy sensandprecticesof developmental
local goveanment arebeing conlidatedin municipalities.

3.2 Thewvsion for anew system oflocal government

The local government reform process sé &out to adress comprehensvely the
inequities perpetuated under apartheid. The two mod sgnificant documents in this
regar darethe Congitution and the Local Government W hite Paper.

3.21 The Gongitution

The daftes of the Congitution took the viewtha local govenment in Souh Africa

should be regarced not as a“ third tig” of govanment edtablished by saute but
rather as a gohere of government that receives its mandate powers and fundions
drectly from the Congitution. As a sphere of government, loca government is
digindive from, yet interdgpendent and inter-related with, provindal and national
government.

Saction 152 of the Condtitution of 1996 mandates local governmert to:

e Provick democratic and accountable government for local communities,
e Ensuretheprovisonof srvicesto communities ina sustainalde manner;
e Promde cia and economic development;



e Promde asafe and healthy environment; and

e Encouage the involvement of communities and community or gani sations in the
matters of local government.

Saction 155 of the Condtitution classifies municipdities into three caegories namely
Caegory A (metros), Category B (loca municipalities falling within Category C/
didric¢ boundaries), and Category C (a didrid including more than one loca
munidpality).

The Condituion thus provided the foundation for addressng the extreme atial

inequd itiesthat characteised South Africa. It dd  inthefollowing ways

e Municipd coundlsare democratically elected thus representing al the resdents
inthdr juisdction rathe than aprivilegedminority; and

e All municipalities have a developmentd mandate which requires then to
adivdy addressthe socio-economic digparities withinthdr boundaries.

3.22 Loca Government White Pgper

The White Papa on Loca Government of 1998 gave content to the conditutional

vigon of devdopment local government. It included the falowing

e An outline of the chalenges facing municipalities, such as skewed sttlement
pettens, concentraion of taxable resources in formerly white aeas
infragrudure becklogs, spaia separation, lack of urban andrural linkages and
variations in capacity;

e A ddailed vision for addressing these challenges namely democratising,
redigribuing resources promoting socia development and economic growth,
dev eloping mechanismsfor integraedplanning, and invegingin infrastruct ue;

e Avigon for the indituional and adminidrative sy semsrequired to realis the
vison (such as savice dHivery approaches and performance management
systems);

e Proposals for new municipa gructurestha would combine previoudy (racially)
sparated jurisdictions (“ one-tier” meropolitan locd government, urban areas
that included thar informal fringe settlements and amal gamated urban and rural
areay; and

e Proposasfor anintergovemmentd fiscal sygem tha would be based upon the
prindples of equty andred stribution (building on the concept of “one city, one
tax base”).

The White Papa marked a sgnificant milesone in the development of loca
government in Suth Africa as it mace provision for “ wall-to-wall” municipdities
axoss South Africa. In effect, this meant tha munidpalities would encompass the

formea “white’ Duth Africaaswell asthe bant ustan aeas andthat the integation of
therural and urban economies would befacilitaed.

3.3 Implementingthevison

The vison oulined in the Condgituion andthe Local Government White Papea was
gven effect through a nunber of key pieces of legidaion and through the
intergovernmentd transfer sysem. Thexe are outlined andassessed bdow.



3.31 Municipal Demarcation Act

The Municipal Demarcaion Ad of 1998 was the firg piece of legidaion to give
effect to the proposals oulined in the Local Government White Pape. It provided for
the exablishment of theM wnicipal Demarcation Board and specified a wi de range of
criteria to be taken into account by the Boad in its cetamination of municipal
boundaries. Among others, thesecriteriaincl uce:
e Patemnsaof human settlement, and exising and expected |and use;
e The mobility of peoplein anaregq, i.e. theiremployment, commuting and transport
movements,
Fecilitiesand infrastruct ue;
e Fators rdated to the promotion of integrated areas and avoiding sprawls and
fragmentaion,
Finandal andadminigraiveviability; and
Areasof tradtiona authority.

The Board was aso tasked with redudng the ovearall numbe of local authorities in
South Africa. The number of local government bodies in South Africa was reduced
from 1200 to 843 in 1993, and during the demarcaion process in 2000 the 843
munidpalities were further reduced to 284 municipalities (6 metropdlitan, 231 locd,
and 47 didrict municipalitia's).9 Many eiging munidpd authorities were
amalgamaed (on average, between 3-5 municipdities), and urban boundaries were
expandedto include their rural hinterland.

Although arangeof aitaiawastaken into account in deteminingthe bounchries, the
overall impetus was to ensure tha there was a redigribution of resources. These
resurces were taken to incl ude human resources, ingitutional capacity, infrastructure,
and revenue base. In this way, the dgnificant sodo-economic and development
di paritiesoulined in section 2 above were quite comprenensvdy addressed in one
groke with each new munidpa entity typically comprisng rural and urban, rich and
poor, and economically wel l-developedand under-developed a eas.

However, the actual demarcation of municipalities was based yoon the asumption
that redidribution should ke eff eded through all-encompassng boundaries, rather
than through the tranda sysem. If two municipalities have significantly differing
proportions of low-income resicents then the intergovernmental fiscal sysem dhould
asess the differences in expenditure need andrevenue-rasng capacity and allocae
repurces accordngly. While it is too on to evaude the efficacy of curent
boundaries, it may well be that the significantly enlarged municipalities will grugde
to cope with the widdy divergent drcumdances of the vad areas under ther
jurisdiction.

3.32 TheMunicipd Sructures Ad and amendments

The Municipal Sruwtures Act of 1998 darified the status of muniapalities and
deermined the appropriae dvison of powersand functions bet ween local (Category
B) and digriad (Category C) municipalities The rde of dgrict municipalities was to

° Therearesparsdly popu ated areas within adigrict nmuni cipality thatdo not fdl withinthe aeaof a
local rmunidpality. Thesearess arerefered to as Didrict M anagement A ress (DM As).



fadlitate co-ordinated planning in the digrict andto ddive savicesthat were digrid-
wide (such as digrict roads). Locd municipdities were taked with hasic savice
delivery (such as water, snitation, refuse removd, electricity distribution, and
munidpal hedth serviceg, dthoughthe digrict wasrequiredto deliver theseif aloca
munidpality lacked the capecity.

The Srudures Act was amended in 2001, transfaring four key service functions to
digrid muniapalities (namdy water and sanitation srvices, electricity digribution,
and municipd health services). While the gatus quo for dectricity was subsequently
retained (that is, locd municipalities have continwed to ke the savice authorities), a
process was embarked upon to assess the capacity of each digrid and locd
muniapality to deermine wherethethree functionsshouldlie

The resuits ae quite driking, for with some exceptions the divison of fundions
bet ween digtrict and local municipalities — and hence their service ddivay role -
mirrors the hisgtorical legacy. Generally, local municipalities locaed primarily in the
old “white” South Africa are kette-cgpadtated and thus able to fufil their savice
delivery funaions, and the didricts in which they are located play a co-ordinating
roe. On the othe hand, areas comprisng sigiificant sedions of forme bantustans
lack capacity at locd level, and mch of the responghbility for basic service delivery
onthegroundlieswith d srict municipdities.

A postive featue of this sydem is that it has shown that Suth Africa’s new
legdaive franework is flexible enough to accommodate sgnificant dfferences in
cgpacity. On the other hand, the key criterion wsed to dedde whetha a function
shoudbelocated with adigrict or locd mwicipality was exising cgpacity, andthere
has been no indication that these funaions would shift if capacity were devdoped
over time

The dfficulty with present arangements is tha it takes insufident account of
settlement paterns. TheLocal Govenment W hite Paper provided a lroad typology of
sttlement types, and suggested tha the new local government sysem shoul d take
account of these. It could be arguedthat the present sy dem doesnot b so.

For example, there are rural (local) municipalitieswithin which there are notowns of
sqiificant size and infrastructure, and the question arisesasto whether one chooses
one small town in which to build the necessary ingitutiona and adminidrative

cgpacity to facilitate service delivery throughout the entire locd munidpal area, o
whether one continues with the satus quo, whereby the capecity remains focused on

the didrid munidpality.

Thereis therefore potentia for a debate on the development of different modd s for
governance and service celivery outsi dethe meropolitan aeas and secondary cities, a
debate tha looks beyond i ssues of capacity and takesaccount of issues likely to ke
relatively permanent in nature, such as sttlement pattens.

3.33 Propeaty Rates Act

The Property Raes Ad of 2004 regulates the levying of propety rates by dl
munidpalities In the past, muwuidpadlities differed in their methods of assessng



property tax liadlity, with some assessng the value of land only, others assessng
land val ueas well asimprovements but at different rates (called composite rating), or
othersasessang landandimprovementsat onerate(called uniform raing.

The dffeence in asessment methods and the lack of trangparency in providing
“ratesrelief” to some caegories of property and not adhers, meant that municipdities
could shift the burden of financing sevice ddivay to othe users of services For
example, property rates could be kept artifidally low by increasng dedricity or
waer tariffs. Al, if marke value was nat regularly updated, owners of lowval e
properties could end Y subsdising owners of properties tha had s gnificantly
inaeased in val ug ashappenedin Cape T own.

The Property Raes Act provices for one method of assessment — namely uniform
rating based on market val Lle — which ensuresthat property taxes are based upon the
vd ueof the property.

3.34 Otheringitutional mechani ams

Other legd ation has been enadted to give effect to the proposals contained in the

Local Government White Pgper. T heseinclude:

e The Muicipad Sygens Act, which oulines muicipa adminigrative
mechanisns in detail (swch as integrated development planning processes,
performance management sysems, and the development of tariff and aedt
control polides); and

e The Municipa Finance Management Act, which makes provison for efficient
sysems of finance and budgeting.

3.35 Intergovernmentd trandfers

The Locd Government W hite Pape outlined the principlesthat should chaaderie
the sysem of intergovernmenta transfers to local government, such as revenwe
adequecy andcertainty. It emphas sed therole of central government in redigribution,
and notedtha the equitable share for local government (already provided for in the
Condgitution) should ensurethat all resdents had access to bas ¢ municipal services.
The curent sysem lroady supportsthese prindples, asoulined kelow.

Equiteble shaetranders

Up to 1998, the sygem of recurent trandersto locd govermment was ad hoc and

incoheent. In 1998, the (then) Degpartment of Finance introduced a new equtalde

share formula whi ch was based upon the folowing

e A notiona dlocation for the provison of four srvices conddered to be kadc,
namdy water, saitaion, ref useremoval, and d edricity;

e An dement that ensures that funds are digributed according to the number of
householdsliving in poverty ineach juisdction.

The FH-C hasind cated from 2001 onwer s that the equitable share formula sufes
from three major shortcomings:



e Thereis a lack of clarity on wha savices are considered to be basc. If the
purpose of the trandfer sysem isto ensue that al lowincome residents have
accessto abask e of bagc services, then theseservices need to be specif ied.

e There is no revenueraising capeity eement in the current formula
Municipdities located in the former white Suth Africa genaally have well-
dev eloped revenue bases and are betta alde to draw on their resources to ddiver
savices, as opposed to munidpalities that ae locaed in primarily rural, ex-
bent Lstan ar eas.

e The formula does not reflect vaiations in expenditure need among
municipdities Expenditure need may vary owing to circumstances beyond the
control of munidpalities (such as population density) and to diff ering levels of
infragrudure for delivering basc services (such as buk wate and sewerage
sysems).

Theseissues ae recelving attention asthe local government equiteble shae formulais
reviewedin the coming year.

In gereral, however, it should ke notedthat thecurrent local government formulahas
a drong redidributive thrust by targeting resour ces according to the concentration of
low-income resdents. Nevertheless, the inequities of the past cannot be fully
addr essed unlessm unicipal revenuerai Sngcapacity istaken into account.

Infradruduretrandas

Until recently, there has been a sysem of infrestriucture tranders cdled the
Consolidaed Munidpa Infragrictue Progamme (QGMIP). The am of the
progranme was to channel infragrudure funding to aeas where backlogs were
greatest. The infrastructure funding was provided to provindal governments, which
evaluaed applications for funding from municipalities and monitored thar
expenditure. The progranme specified tha a minimum proportion of funding was
spent on rural infrastructure.

Onthepostive gde, theprogranmehas ensured that infrastruct ure has been ingalled
in many aress sverely prgudiced by apatheid planning and investment padlicies.
However, CMIP has a s0 hadits shortcomings.

e Municipdities with thecapacity to complee the goplication process were able to
access funds and these weare not necessarily the municipalities where badklogs
are greated;

e Infragrucure backlogs had not been sufficiently calculaed for each municipal
jurisdiction owing to daa oollection prodems, and thisfurther complicated the
targetingprocess

To ramedy these shortcomings, the Municipa Infrasrudure Grant (MIG) has been
introduced which has been piloted since 2003/04. The MIG is not application- based,
aswith CMIP:. municipdities are allocaed f unds according to aformula, which takes
account of infrastrud ure backlogs (mostly calculated through Census 2001). The
formda dlocates 75% of funding to household infrastructure, and the remainder to
publicinfrastructure (such ascommunity hdls) and busnessinfrastrcture.



In theory, then, the MIG progamme has comprehensvely addresed the nesd to
ensure that aeas that were negected with regect to infradructure receive the
necessary funding. By making funds available for busnesses, the MIG progranme
recognisestha it isimportant tomeke provisonfor economic opportunities as well as
househol d infragtructure.

3.4 Summary: Assessment of Local G overnment Reforms

It is gopropriate & this point to reun to the historical legacy tha the new gy stan of
local government had to address, as outlined in ctions 2.3 alove, with a view to
asessing the extent to which these challenges have been addressed through policy
ingruments.

Duingthe segregation and (especialy) apathad eas, bleck peopl e were deprived of
accessto edwation and employment opportunities They were redricted to living in
demarcated “ grop areas’, where there were limited business opport wnities. Theresut
was avery skewed pattean of commerdal and busness development, with dmogt dl
development in the formerly white areas

Theregorm process has addressed thisin a number of way s

e The new munidpa boundaries include both developed and unde-devdoped
areas Indeed one of the key congderations in the damacation process was the
needto aeate one tax base out of such disparae aeas,

e The Property RaesAct provides for one iniform (market-vdue) basis for rating
propeties, thereby ensuring that a dqnificant proportion of local tax resources
are drawn from areasthat benefited under the previous di gpensation;

e The intergovernmental transfer system is sructued in a way that ensures that
national tax resources ae disribued to municipalities in accordance with the
prindple of reddribution. This includes sigificant alocaions for municipal
infragrudure which aretargeted at areas where backlogsare greated;

e A wide range of ingitutional and adminigraive mechanisms has been put in
place to ensure tha municipdities ae requred to prioritise unde-devdoped
areasfor invesment andto promote efficient and accountable sarvice ddivery to
all res dents.

In sunmary, the policy and legddive process has been quite successful in
gruct ually addressng the fundamentd inequities bequeahed by the past. Yet thee
remain some challenges, which are outlined below.

4. Remai ning challenges

4.1 Redigribution within municipal boundaries

Asnctedin sction 3 aove, the intergovemmentd tranda sysen and new property
rates d gpensation ensure that taxalde resources are made avalald e to municipdities
to addess the ocio-economic digparities within their jurisdictions. However, it
remains for the municipd coundls andthdr adminigrationsto ensue that resources
are infad, digributed in amanner that takes account of these di sparities.



Ore example of a resource (namely land) that is not being appropriaely allocaed is
with respect to the planningof new settlements Aparthei dplanning was charactei sed
by sgificant didances between black and white areas; in many cases, thishas been
exacerbated by the placement of new housng developments in exiging bladk
settlements, rathe than in areas tha wouldfacilitate the integration of once- divided
communities.

In addition, many municipalities have taken their exiging expenditue dlocations as
the bad sfor their budgets, raher than goingthrough are-prioritisgtion exercise. There
are however, limitsto redigributing exiging reources within municipalities, as it
may invove the redudion of exiging public savices and may lead to the
deterioration of infrastrud ure that underpins economic activity inthemunicipality.

Thus, while ssme funding could be freed y by some trimming of munidpal services
to “rich” parts of municipdities and by finding new operdional dfidendes it is
doubtful whether substantid resources could be freed up through the process of
redlocation. New reources will have to befound for muni cipalities, whethe through
the development of new revenue sources, large equitable share alocaions, or
eoconomic development drategiesthat grow thetax base of m wnicipalities.

4.2 Investment in rural areas

As demongrated in the table in section 2.4, economic activity in the ex-bantustansis
vay limited. There is little commercial agricutua activity, and even subs gence
famingisdifficdt giventheenvironmental degacdation.

While there has been consi cerable infragtruct ure invesment in urban areasove the
pest ten years rual areass have lagged behind. Thisisowingto anumbe of factors
urbanisation has increased, causngthe proportion of people living in rura areas to
decline (between 1996 and 2001 alone, the rural popuation of South Africa declined
from 46% to 42%).° Relaed to this the economies of many rurd towns and

hinterlandare ded ining.

This is achallenge to pdlicy-makers, for the mgjority of Souh Africa spoor live in
therural aeas Attemptsto channel fundsand atract invesment to such areas has not
shown the desired rae of success, as evidenced in the 13 rural development nodes
identified by Government. An on-going pdicy debate in Souh Africa relates to the
extent to which (scarce) resources should be used to promote economic ectivity in
higorically under-developed regions where population is declining and signifi cant
eoonomic growth is not expected in fuurg but where povety is concentrated and
basi ¢ serviceprovison isvery limited.

4.3 Regiond levyreform

As the table in sedion 2.3 demondrated the fiscd capadty of mero / digrict
munidpalities varies cond cerably with respect to regional levy income (between

10 ratisti cs South Africa, Census2001. For thereasons autlined in this paper, settlementsin South
Aficacannot beeasily classified into “ urban” and “ rural” categories. The methodology usedto
determinethe proportionof ubanand rura dwelersis described in Statistics South A frica, Discussion
of Rura Ddinitions(2003).



R225 per capitain Ekuhuleni mero and R4 per cgpitain Umkhanyakude digrict
munidpality). Regiona levies are the only own revenue souce of digrict
munidpalities andthere is no equali sation system to addressthese vag diffaencesin
fical capecity.

Thereis currently a policy processto review regional levies as arevenue source and
itislikely tha major reform will take place (either changing the nature of thelevies or
replacing than with intergovernmentd transfers). This reform process should take
account of both the dfferencesin fiscal capacity and the role the regond leviesmay

beplayinginaddessng spillove's.
4.4  Transport subsidies

Asnotedin 2.3 above, the s gnificent d sances be ween formerly bleck areas and the
areas in which black people work and shop require sutstantial, on-going transport
subsides. At present, thee subsidies are adminigered by naional governmernt,
amounting in the fiscal year 2004/05 to R1.8 Lillion for commuter rail subs dies and
R2.1 [llion for bus subsidies.

Ye the onus for addressng the spatia legacy of apathdad lies primaily with
munidpa planne's, who mugt inteyrate landscapes that were (and corntinue to be)
charaderised by former racial divisons.

Ore way to addess this is to prioritise undercevdoped areas for infrastructure
development. Inceed the nodes prioritised for urban devdopment recognise the need
toinves in areasin which minima commercid and other infragtructue wasingalled,
rather than tomeely upg ade and subsd setransport infrastructure.

A further grategy isto ensure that the locaion of new setlements makes ssmse with
regped to digances and trangport linkages However, if municipalities can rdy on
trangport subsdies to continue into the future, they have less incentive to make
appropriate planning decisons and promote densification, which cus down on
recurrent trangport costs.

If municipalities were to receive these sultsidies diredly, they would be alde to use
the funds to support thar longterm spatid plan, while at the same time the gradud
phasng out of some portion of the subs dies would provide them with the incentives
to plan appropriately.

4.5 Overdl approach toasymmetrical devel oppment

Inaddtion to the specific inter governmentd fiscal mechanismsthat are influenced by
the local asymmery in Suth Africa it isimportant to develop aflexible approach to
the application of locd govemment policies so as to ensure that the different
circumgtanceson the groundaretaken into account.



The FAnancial and Fiscal Commisson has proposed that the local government sysem
recogni s these differences™ In paticdar, an asymmetrical approach could bke
appliedto:

e Loca government borrowing: muicipalities could be classified according to
their ability to raise loan finance and to provide €f edive finandal managemernt.
This classification would asss Govenment to taget their support to
municipdities for the development of delt management capacity and could a
provide the bass for concessonary loans to municipalities with limited or no
accesstoloan finance.

e  Municipd savice partnerships (M SPs): There are many kinds of M $Ps such as
svice contractsandconcessons, andasthey increase in complexity, so doesthe
required finandal and management capacity to implement than. As with
municipd borrowing, municipdities could be classfied in terms of ther ability
to engage in such partnerships, and this would asss in devdoping capecity-
buildng programmes and in discouraging municipalities from enteing into
ceartain typesof partner hip until the minimum ingtitutional cgpaaty isin pleace.

e Loca govemment revente urces many munidpalities have insufficient
cgpacity to devdop thar local fiscal ingruments and to cdlect revenwe. Thae
should be soope for varying the mix and nature of revenue ources, which could
change over time. Such a “graduated goproach’ has been suggeted with respedt
toregonal levies (e.g. smemunicipalities coll ect thelevies, whil e othersreceive
agrant from Government until such time that they areable to effectively manage
their own revenue sour ce.

5. Condusions

This pape has desaibed the historicd processes that resulted in the cond deralde
socio-economic disparities that are found in South Africa Owing to the gatial
orientation of mwch of aparthei dpolicy, these dispaitieshave a diginctive geographic
form, with sgnificant socio-economic contrasts within rual areas and within uban
areas, and a © ketween urban and rurd areasmore geneally. It was inevitable that
these dgarities would find expresson in asymmetrica circumgances in
munidpalities paticularly in the diff ering cir cumstances of municipalities located in
the forme “white’ South Africaandtheformer bant ugans

For the most pat, the local goveanment reform process has been successful in
addressing this asymmery. It has been veay effective in ensuring, throudh the re
drawing of municipal loundaries, tha proximate developed and uncer-devdoped
areas are encompassed by one loundary, thereby creating one tax base. The
intergovernmentd trandfer system has directed recurent funding according to the
didribution of poverty, andinfrastructue trandersare targeted at muwidpalities with
the grestest infragructur e becklogs.

Challenges ranan, and the intergovernmental fisal sysem can play akey rde in
addressng them. Firg, the local government equitable share requiresrevison so that
it ensrestha the varying fiscal cgpadty of municipalities is adequatdy taken into

Y Financia and Fiscl Comimission, Submission: Medium-Tea m Expenditure Framework 2004-2007
(April 2003). Pages 107-114.



account, including the fiscal capacity of regional levies. Thetranda sysem should
a ke assesed with regpect to the nead to address sgnificant illove's in the
provison of some socid and economic savices. Secondy, the sydem of trangport
subsi des shoul d be re-examined with aview to ensuring that municipalities have the
reources and incentives to transform the apartheid landscgpe. Thirdly, incentives
should be pu into place to ensure tha municipalities redi sribue resources within
their juridictions. And finally, a differentiated approach ould be adopted with
reped to other aess of local government, such as borrowing and municipd savice
patneaships.
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