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Executive Summary 
 
Local government and in particular metropolitan cities globally and in South Africa 

continue to play a critical role in the economic and social development strategies and 

programmes of countries.  Cities face a complexity of challenges around space, habitat, 

infrastructure, environment, technology and financing as a result of economic pressures 

and precipitous urbanisation.  These challenges are exacerbated in the South African 

context given ǘƘŜ ŎƻǳƴǘǊȅΩǎ political and socio-economic history and its declared intents 

of redress and equity. 

 

The South African Cities Network in collaboration with the City of Tshwane initiated an 

expert panel based study to explore potential innovations and alternatives in city 

financing that will the address the perpetual gap and tension between fiscal space and 

development priorities.  This draft report is therefore a consolidation of the initial work 

completed and is expected to inform further engagement, conversation and research 

towards potential policy and strategic changes around city financing. 

 

The draft report contends that the strategic developmental agenda of cities needs a more 

rigorous financing model which integrates cross-cutting principles and fiscal instruments.  

This in turn lays the basis for a more effective and innovative configuration of fiscal 

options within alternative financing scenarios that will enhance the fiscal space for 

metropolitan cities. The process and report indicates that various alternatives are entirely 

possible, but the configurations of alternative financing models will have to be debated 

and discussed relative to the political and economic position of the country. The scenario-

options tabled unpack the working assumptions, the impacts on cities stakeholders and 

the scenario outcomes together with implications for both shock-risk impacts and normal 

risks effects on cities thus extrapolating some possible configurations of crosscutting 

principles and fiscal instruments. This establishes the basis for a more detailed analysis of 

financing approaches available to metropolitan cities over time.   

 

This is the key outcome of the AMFM study at this stage.  However, it is acknowledged 

that the process to develop innovative financing alternatives are complex, nuanced, 

multi-faceted and will require the engagement of a wide range of stakeholders and 

methodologies. 

 

 

  



 

AMFM Report:  Towards an Alternative Financing Model for Metropolitan Cities. 2017 4 

in partnership with the   

 

Table of Contents 

Acknowledgements............................................................................................................ 1 

Executive Summary ............................................................................................................ 3 

Acronyms .......................................................................................................................... 6 

List of tables and figures..................................................................................................... 8 
List of tables ................................................................................................................................. 8 
List of figures ................................................................................................................................ 8 

Introduction ...................................................................................................................... 9 

Chapter 1: Context of Cities and Finances ................................................................... 12 
1.1 Global Context ............................................................................................................... 12 
1.2 The South African context .............................................................................................. 13 
1.3      Cooperative Government and Local Government Fiscal Relations Framework................... 18 

1.3.1 Constitutional Vision and Principles ............................................................................ 18 
1.3.2 Policy Objectives and Principles .................................................................................. 20 
1.3.3 Local Government Fiscal Framework .......................................................................... 22 
1.3.4 Division of Nationally Collected Revenue .................................................................... 23 
1.3.5 Municipal Fiscal Instruments ...................................................................................... 25 
1.3.6 Municipal Revenue Sources ........................................................................................ 25 

1.4 Key emerging issues and constraints within the LGFF ..................................................... 27 

Chapter 2: Future City Perspectives ............................................................................ 30 
2.1       Global trends ................................................................................................................... 30 

2.1.1 Overview of macro trends........................................................................................... 30 
2.1.2 The impact of urbanisation on the cities globally ........................................................ 31 

2.2       What are the challenges for cities in this context?............................................................ 32 
2.3       What are the emerging trends for global cities? ............................................................... 32 
2.4       Trends, impacts and potential outcomes .......................................................................... 33 

2.4.1 The centralisation/decentralisation trend ................................................................... 33 
2.4.2 The cities risks trends ................................................................................................. 33 
2.4.3 The cities urban socio-cultural trend ........................................................................... 34 

Chapter 3: The Case for Change ................................................................................. 35 
3.1 Summary of key arguments around constraints .............................................................. 35 
3.2 Case for change in city financing models......................................................................... 36 

3.2.1 Changing global environment ..................................................................................... 36 
3.2.2 Cities as engines of economic growth ......................................................................... 37 
3.2.3 Equitable share (LGES) and devolution of powers ....................................................... 37 
3.2.4 Constitutional mandate .............................................................................................. 37 
3.2.5 Infrastructure backlogs ............................................................................................... 38 
3.2.6 Undifferentiated local government policy ................................................................... 38 

Chapter 4: City Financing Approaches and Principles .................................................. 39 
4.1 Overview of city financing approaches and principles ..................................................... 40 
4.2 Cross-cutting approaches and principles ......................................................................... 40 

4.2.1 Policy coherence ......................................................................................................... 40 
4.2.2 City differentiation ..................................................................................................... 41 



 

AMFM Report:  Towards an Alternative Financing Model for Metropolitan Cities. 2017 5 

in partnership with the   

4.2.3 Fiscal efficiency and effort .......................................................................................... 41 
4.3 Fiscal instruments........................................................................................................... 42 

4.3.1 Own sources of revenue and local taxation ................................................................. 42 
4.3.2 Intergovernmental Transfers ...................................................................................... 43 
4.3.3 Capital financing ........................................................................................................ 44 

Chapter 5: A Financing Model Supportive of Policy Objectives ........................................... 46 
5.1 Policy objectives .................................................................................................................... 46 
5.2 Links between financing and developmental outcomes ......................................................... 48 

Chapter 6: Elements of an Alternative Metropolitan Financing Model ......................... 50 
6.1 Fiscal instrument components ........................................................................................ 50 

6.1.1 Own sources of revenue and local taxation ................................................................. 51 
6.1.2 Intergovernmental Transfers ...................................................................................... 55 
6.1.3 Capital financing ........................................................................................................ 56 

6.2 Potential impact of fiscal instrument scenarios on AMFM .............................................. 57 

Chapter 7: AMFM Scenarios ............................................................................................. 59 
7.1 Fiscal instrument scenario options.................................................................................. 59 
7.2 Aggregate AMFM Scenarios ............................................................................................ 60 
Current City Financing Practice/Baseline ..................................................................................... 61 
A:  Flat Scenario .......................................................................................................................... 62 
B:  Step-Change Scenario ............................................................................................................ 63 
C:  Jump-Change Scenario ........................................................................................................... 64 
Overall scenario comparison ....................................................................................................... 66 

Scenario comparison ς data table ........................................................................................... 67 

Chapter 8: Summary of Recommendations ................................................................. 68 

Conclusion ....................................................................................................................... 71 

Annexures ....................................................................................................................... 72 
A. List of existing metropolitan city grants .............................................................................. 72 
I. Metropolitan Cities ς 2013/14 Operating and Capital Revenues ......................................... 73 
II. Fiscal Efficiency Measures................................................................................................... 74 
III. Sound taxation principles and validation of local taxation options ...................................... 75 
IV. Feasibility analysis of capital financing options ................................................................... 72 

References ...................................................................................................................... 65 

 

 
  



 

AMFM Report:  Towards an Alternative Financing Model for Metropolitan Cities. 2017 6 

in partnership with the   

Acronyms 
 
AMFM  Alternative Metropolitan Financing Model 

BWG  Bellagio Working Group 

CIT  Corporate Income Tax 

CoT  City of Tshwane 

CSP  Cities Support Programme 

DoR  Division of Revenue 

EPWP  Expanded Public Works Programme 

ES  Equitable Share 

ESKOM  Electricity Supply Commission 

EU  European Union 

FFC  Financial and Fiscal Commission 

FMDV  Global Fund for Cities Development 

GDP  Gross Domestic Product 

GVA  Gross Value Added 

IGTs  Intergovernmental Transfers 

ICDG  Integrated City Development Grant 

IUDF  Integrated Urban Development Framework  

JICA  Japan International Cooperation Agency 

LES  Local Equitable Share 

LG  Local Government 

LGBER  Local Government Budgets and Expenditure Review 

LGES  Local Government Equitable Share 

LGFF  Local Government Fiscal Framework 

LGBER  Local Government Budgets and Expenditure Review 

LBT  Local Business Tax 

LVC  Land Value Capture 

MDB  Municipal Demarcation Board 

MFA  Municipal Funding Agency 

MFMA  Municipal Finance Management Act 

MFPFA  Municipal Fiscal Powers and Functions Act 

MPRA  Municipal Property Rates Act 

MTEF  Medium Term Expenditure Framework 

NDP  National Development Plan 

NDPG  Neighbourhood Development Grant 

NT  National Treasury 

PIT  Personal Income Tax 

PPP  Public Private Partnership 

PTDs  Property Transfer Duties 

PTIG  Public Transport Infrastructure Grant 



 

AMFM Report:  Towards an Alternative Financing Model for Metropolitan Cities. 2017 7 

in partnership with the   

RBIG  Regional Bulk Infrastructure Grant 

REAL  Revenue Expenditure Assets and Liabilities 

SACN  South African Cities Network 

SALGA  South African Local Government Association 

SPV  Special Purpose Vehicle 

UCLG  United Cities and Local Governments 

USDG  Urban Settlements Development Grant 

UN  United Nations 

UNDP  United Nations Development Programme 

USA  United States of America 

VAT  Value Added Tax 

  



 

AMFM Report:  Towards an Alternative Financing Model for Metropolitan Cities. 2017 8 

in partnership with the   

List of tables and figures 
 

List of tables 
 
Table 1: Local government service delivery mandates ..................................................... 19 

Table 2: Municipal fiscal instruments, constitutional and legislative provisions ............... 25 

Table 3: Re-assignment or sharing of existing tax revenues ............................................. 52 

Table 4: New sources of tax revenues ............................................................................. 52 

Table 5: Possible new sources of revenues from city services and assets ........................ 54 

Table 6: Intergovernmental transfers options ................................................................. 55 

Table 7: Capital financing options ................................................................................... 56 

Table 8: Potential impact of fiscal instruments on AMFM scenarios ................................ 58 

Table 9: Fiscal instrument and fiscal efficiency scenario options ..................................... 59 

Table 10: Aggregate scenario comparison data table ...................................................... 67 

 
 

List of figures 
 
Figure 1: AMFM study phases ......................................................................................... 10 

Figure 2: Population growth (%), 1996-2011 and 2011-2018 ........................................... 14 

Figure 3: Population density (number of people/km2), 1996, 2011 and 2018 .................. 15 

Figure 4: Household growth (%), 1996-2011 and 2011-2018 ........................................... 16 

Figure 5: Employment (official definition), 1996 and 2011 .............................................. 16 

Figure 6: GVA-R (constant 2005 prices, R1000's), 1996, 2011 and 2018 .......................... 17 

Figure 7: Policy objectives and principles of current municipal finance system ................. 21 

Figure 8: Three spheres of government (CoT) ................................................................. 22 

Figure 9: Local Government Fiscal Framework (LGFF) ...................................................... 23 

Figure 10: 2013/14 National budget revenue .................................................................. 23 

Figure 11: 2013/14 national division of revenue ............................................................. 24 

Figure 12: Major sources of operating revenue per type of municipality ς 2012/13 ......... 26 

Figure 13: SA Metros - Operating revenue by source ....................................................... 27 

Figure 14: Population living in urban areas 1950-2050 (UN-Habitat, 2015) ..................... 31 

Figure 15: DoRA - Changes in formula (City of Tshwane, 2015) ........................................ 35 

Figure 16: DoR share for LG (City of Tshwane, 2015) ....................................................... 36 

Figure 17: City financing approaches and principles ........................................................ 40 

Figure 18: Main sources of revenue ................................................................................ 42 

Figure 19: Existing capital financing sources .................................................................... 44 

Figure 20 The circular nature of municipal finances (SACN, 2016) ................................... 46 

Figure 21: Broad policy objectives to inform financing approach..................................... 47 

Figure 22: Alternative metropolitan city financing scenarios ........................................... 61 

Figure 23: Current city financing practice/baseline.......................................................... 62 

Figure 24: Flat scenario ................................................................................................... 63 

Figure 25: Step-change scenario ..................................................................................... 64 

Figure 26: Jump-change scenario .................................................................................... 66 

Figure 27: Scenario comparison ...................................................................................... 66 

 

file:///C:/Users/Geoffrey.SACITIES.001/Documents/SACN%202016/Finance/AMFM/AMFM%20Report%20FINAL.docx%23_Toc475948801


 

AMFM Report:  Towards an Alternative Financing Model for Metropolitan Cities. 2017 9 

in partnership with the   

Introduction 
 
The strategic developmental prominence of South African cities, in particular 

metropolitan municipalities, within the local sphere of government and certainly 

nationally is emphasised by a dominant ǊƻƭŜ ƛƴ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ŜŎƻƴƻƳȅ ǊŜŦƭŜŎǘŜŘ ōȅ ǘƘŜƛǊ 

contribution to the national gross value added and net job creation, higher 

concentrations of people residing in cities and the resultant scale of their social and 

economic challenges and infrastructure delivery needs. (South African Cities Network 

2011; Department of Cooperative Governance 2014; Turok and Borel-Saladin 2015). This 

trend is similar to many other cities on the African continent, in other developing 

countries and globally becoming important centres and drivers of economic growth, job 

creation and social integration (Paulais 2012; World Bank 2013; City of Tshwane 2015; 

UN-Habitat 2015). 

 

However, despite an evolving local and global consensus around the strategic 

developmental role of cities there is according to UN-Iŀōƛǘŀǘ όнлмрΥуύ Ψŀ ǿƛŘŜƴƛƴƎ ƎŀǇ 

between the availability of financial resources and municipal spending needs, which is 

significantly instigated by rapid urbanisation which creates Ψan ever-increasing demand 

for public services, new pǳōƭƛŎ ƛƴŦǊŀǎǘǊǳŎǘǳǊŜ ŀƴŘ ƛǘǎ ƳŀƛƴǘŜƴŀƴŎŜΩΦ ¢Ƙƛǎ ŀǎǎŜǎǎƳŜƴǘ ƛǎ 

ǊŜǎƻƴŀǘŜŘ ƛƴ ǘƘŜ /ƛǘȅ ƻŦ ¢ǎƘǿŀƴŜΩǎ ǎǘǳŘȅ όнлмрύ ǊŜŦŜǊǊƛƴƎ ǘƻ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǇǊŜǎǎǳǊŜǎ ƻŦ 

modern age city challenges and demands. 

 

Within this context the South African Cities Network (SACN) in partnership with the City 

of Tshwane (CoT) convened an expert panel-based study on Alternative Metropolitan 

Financing Models (AMFM).  ¢ƘŜ !aCa ƛƴƛǘƛŀǘƛǾŜ ŜƳŜǊƎŜŘ ƻƴ ǘƘŜ ōŀŎƪ ƻŦ ǘƘŜ {!/bΩǎ 

ongoing analysis and reporting on municipal finances in South Africa over a number of 

years, as well as a specific directive from its leadership and members. Subsequent to 

initial work by the SACN partners which has raised important questions about the 

challenges, constraints and sustainability of the current metropolitan municipal financing 

model, this initiative convened a panel of global and local experts in complementary and 

relevant fields to work on formulating and assessing possibilities for alternative 

metropolitan financing models for cities. 

 

Within the context of this study the term άfinancingέ broadly denotes the άmeans by 

which a government obtains financial resources to implement its policies, programmes 

and projectsέ1 and άcitiesέ refer to metropolitan cities or category A municipalities2  in 

terms the Constitution of the Republic of South Africa of 1996.   

                                                        
1 http://www1.worldbank.org/ publicsector/pe/oecdpemhandbook.pdf 
2 There are currently eight metropolitan municipalities, namely: Buffalo City, City of Cape Town, City of 
Ekurhuleni, City of Ethekwini, City of Johannesburg, City of Manguang, City of Tshwane and Nelson 
Mandela Bay. 

http://www1.worldbank.org/%20publicsector/pe/oecdpemhandbook.pdf
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In order to accomplish the above objective, the following core AMFM study questions 
were formulated to frame the execution of this initiative: 
 
1) What are alternative models for the sustainable financing of South African 

metropolitan municipalities? 
2) How could these be rendered feasible for implementation in the South African 

context? 
3) What potential lessons can other countries or cities in Africa and the Global South 

learn from this process? 
 

The AMFM study further included the following main implementation phases as depicted 

in figure 1 below. 

 

 
Figure 1: AMFM study phases 

 

¶ Pre-Bellagio 
This phase included project initiation, preparatory research, identification of stakeholder 
groupings, detailed conference design, content-specific communication with panelists 
and preparation and collation of conference information and materials. 

 

¶ Bellagio Expert Conference 
The main aim of the conference was to provide an intensive, facilitated opportunity for 
local and international experts to collectively explore and interrogate the question of 
alternative financing models for cities. 

 

¶ Post-Bellagio 

Pre-Bellagio 

17 August - 20 
September 2015 

ÅProject initiation 

ÅPreparatory 
research 

ÅConference 
design & 
facilitation 

ÅConference 
resources 

Bellagio 
Convening 

22 -25 
September 2015 

ÅIntensive 
facilitated 
sessions 

ÅExplore & 
develop 
alternative 
financing 
scenarios/models 

Post-Bellagio 

October 2015 - 
March 2016 

ÅConference 
reporting 

ÅFurther research 

ÅDraft AMFM 
report 

ÅConsultations 

ÅFinalisation of 
outputs 
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Activities beyond the Bellagio conference included: Post-event reporting; further research 

in areas identified at Bellagio; on-going engagement of panelists; consultations with local 

stakeholders; and finalisation of the AMFM report, policy brief and roadmap. 

 

This report is therefore a consolidation of the work undertaken and (1) outlines the 

current global and South African context of cities and city financing; (2) highlights the 

future city perspectives which will have a significant impact on metropolitan cities over 

the next 10 to 15 years; (3) discusses the key arguments and rationale for change; (4) 

examines the main approaches and principles to financing cities; (5)discusses the 

developmental policy objectives the alternative model will need to enable and support; 

(6) Presents and discusses potential alternative financing instruments (7) considers a 

package of new AMFM scenarios in the context of an alternative model; (8) suggests a 

road map for the contextualisation and implementation of the financing model over the 

short, medium and long term; and (9) provides a concise summary of the key 

recommendations and proposals contained in the report. 

 

The AMFM study proposals and recommendations for an alternative metropolitan city 

financing model contained in this report provides a sound basis upon which to expand 

research and work towards arriving at an alternative funding model. 
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Chapter 1: Context of Cities and Finances  
 
This chapter explores the current structure and context of South African cities and the 

local government sphere including the manner in which financing of cities has evolved 

around the following areas: the governing policy, legislation and constitutional 

framework underpinning the modus operandus of cities. By way of a current global 

context of cities this leads to the discussion around the features of and trends around 

current South African cities towards a conversation as to whether there is a need to re-

look at the financing scenario of South African local government sphere, in particular 

metropolitan cities.  This with respect to what the emerging problems, limitations and 

constraints have been in order to be able to meet the obligations of the local government 

sphere as envisaged by the constitution 

 

1.1 Global Context  

 
ΨThe fundamental problem confronting most local authorities, especially those managing 
cities in developing countries, is the widening gap between the availability of financial 
resources and municipal spending needs. One of the main reasons for this increasing fiscal 
gap is the rapid growth of urban populations, which creates an ever-increasing demand for 
public services, new public infrastructure, and its maintenance.Ω  
 
ΨIn most countries, there are huge vertical imbalances at the sub-national level in terms of 

sharing responsibilities and available fiscal resources. Stated differently, many central 

governments refuse to pay the political and financial costs of the decentralization of roles and 

responsibilities.Ω3 

 

This report of UN-Habitat ǊŀƛǎŜǎ ǘƘŜ ǉǳŜǎǘƛƻƴ ƻŦ ǘƘŜ άŦƛǎŎŀƭ ƎŀǇέ ŀƴŘ ƛǘs impact on local 

government regimes and cities. It has also raised two interconnected themes namely the 

level of administrative and politically autonomy in relation to the required level of fiscal 

autonomy for a local government systems future. In the current global context, there has 

been an accumulating literature on the contemporary global experiences of reforming 

local government and the citiesΩ financing models as a result of the inverse ratio of the 

increased demands on local government and cities and the declining level of revenues 

and resourcing for cities and local governments.  

 

The Mckinsey Global Institute (GMI) which has the largest single global cities database of 

ǎƻŎƛŀƭΣ ǇƻǇǳƭŀǘƛƻƴ ŀƴŘ ŜŎƻƴƻƳƛŎ Řŀǘŀ Ƙŀǎ ǘŀōǳƭŀǘŜŘ ŎǳǊǊŜƴǘ ŎƛǘƛŜǎΩ ŎƻƴǘŜȄǘ ǘƘǊƻǳƎƘ ŦƻǳǊ 

key current features:  

¶ The rapid increase of the largest global cities contribution to GDP, greater than 

the rate of nation-states GDP rate, to overall GNP of countries and regions.  

                                                        
3 UN-Habitat. 2015. The challenges of Local Government Financing In developing countries. 
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¶ The rapid rate of urbanisation in the developing countries cities as reflective of 

the steep increase in population growth, migration/ concentration, numbers of 

households in megacities; medium ςsized and smaller cities and economic activity. 

The evolution of these pressures must also take into account and may reflect an 

inadequate level of forward planning and absence of specific regional and 

country vision around local government.    

¶ The current complexity of resultant challenges arising from renewed urbanisation 

in global cities around elements of design, space, habitat, infrastructure and 

financing of cities across the globe.  

¶ The centrality of cities as urban concentrations of economic activity to nation 

states and regional economies.  

 

This landscape of global cities forms the backdrop to the South African Cities context and 

the current features of our local government sphere.   

 

1.2 The South African context   
 
It was in 1998 after the adoption of the 1996 Constitution that the South African White 

Paper on Local Government commenced the process of constructing policy and a legal 

framework for its third tier of government. The South African configuration of powers 

and fiscal relationships as derived form a relatively new constitutional dispensation is a 

well-crafted and progressive in global terms.  

 

Between 1998 and 2004 this framework elaborated, transformed and deepened the 

focus and mandates of the local government system through inter alia the creation of 

metropolitan cities with differentiated classification of municipalities; the establishment 

of an operational and accountable legislative frame; the operationalisation of an 

intergovernmental fiscal (revenue) transfer system with a local government equitable 

share formula. More or less after the 2008-09 global crises together with increased 

demands on the South African local government system, a key conversation emerged 

around the future sustainability of the South African local government financing system.  

 

This was in part driven since 2003/04 by a rapid urbanisation, population growth and 

density, together with the associated increase in the regional/ local/ economic activity 

and output around the metropolitan and secondary cities. This chapter also tabulates this 

growth in size and scale of South African Cities to illustrate the future pressures on the 

local government system. The LGFF had attempted to respond to this growth through an 

ad hoc menu of specific instruments and measures such as, inter alia, conditional and 

unconditional differential grants; changes to the LGES - to support the expansion of both 

the role and scope of Cities and municipalities.  
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 South African Cities Socio-Economic Profiles  
 
In distinguishing metropolitan cities from the other local government types it is a further 

motivation of the need for greater differentiation within the municipal fiscal system given 

their contribution to GDP and employment. Metropolitan cities economic performance 

has been sluggish in recent years, which has affected their revenue-raising capacity. At 

the same time these local economies have continuously grown faster than the rest of 

South Africa. City economies are thus expected to drive economic growth and prosperity 

in the country, which requires reliable, cost-effective economic infrastructure with spare 

capacity to accommodate the additional demands placed upon it. This position is 

articulated clearly in the Integrated Urban Development Framework (IUDF)4 and indicates 

the important links between this range of issues and city finance. 

 
As part of tabling an argument for an alternative financing model 3 areas of comparison 
are explored via a key HSRC study around the social and economic profiles of 
metropolitan cities for two periods, namely 1996-2011 and 2011-2018. 
 

Population growth and density  
 

 

Figure 2: Population growth (%), 1996-2011 and 2011-2018 

Source: IHS Global Insight database 

                                                        
4 The Department of Cooperative Governance, working with various partners (including SACN), 
has recently released the Integrated Urban Development Framework (IUDF) which was approved 
ōȅ /ŀōƛƴŜǘ ƛƴ !ǇǊƛƭ нлмсΦ ά¢ƘŜ L¦5C ƛǎ ŀ ǇƻƭƛŎȅ ŦǊŀƳŜǿƻǊƪ ƻƴ Ƙƻǿ ǘƘŜ {ƻǳǘƘ !ŦǊƛŎŀƴ ǳǊōŀƴ ǎȅǎǘŜƳ 
can be reorganised, so that our cities and towns become more inclusive, resource efficient and 
good places to live, work, shop and play in, as per the vision outlined in the National 
5ŜǾŜƭƻǇƳŜƴǘ tƭŀƴΦέ 
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Figure 3: Population density (number of people/km2), 1996, 2011 and 2018 

Source: IHS Global Insight database 

 
The above Figure 2 confirms the rapid increase in the population of Metros especially the 

projection to 2018 in particular around the key Gauteng metropolitan cities compared to 

the rest of South Africa. Figure 3 above validates the picture of greater density in the 

cities and thus the growing pressures on infrastructure, habitat and space towards 

effective service delivery in terms of the 2018 projection.   

 

Household growth  

 

This Figure (4) below indicates the scale of household growth as compared to the rest of 

{ƻǳǘƘ !ŦǊƛŎŀΩǎ ƎǊƻǿǘƘΦ /ƻƴǎƻƴŀƴǘ ǿƛǘƘ ǘƘŜ ǇƻǇǳƭŀǘƛƻƴ ƎǊƻǿǘƘ ƛǘ ƛǎ ŎƭŜŀǊ ŎƛǘƛŜǎ ǿƛƭƭ 

experience greater pressures as urban concentration continues (even if at a declining 

rate) in cities greater than the rest of South Africa.    
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Figure 4: Household growth (%), 1996-2011 and 2011-2018 

Source: IHS Global Insight database 

 

 

Economic growth and employment   

 

This Figure (5) provides an overview of the levels of employment in each city compared 

to the rest of South Africa. Figure (6) provides a good indicator of the size and scope of 

the metro economies through the GVA-R measure. The Cities will produce slightly under 

double the GVA of the rest of the country (at constant 2005 prices) as projected to 2018. 

¢ƘŜ ŘƛǾŜǊƎŜƴŎŜ ōŜǘǿŜŜƴ ƭƻŎŀƭ ŜŎƻƴƻƳƛŎ ƎǊƻǿǘƘ ŀƴŘ ǘƘŜ ǊŜǎǘ ƻŦ {!Ωǎ ƎǊƻǿǘƘ όƛƴ D±! 

terms) is significant.   

 

 

Figure 5: Employment (official definition), 1996 and 2011 

Source: Population Census of South Africa, Statistics South Africa (SuperWeb) 
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Figure 6: GVA-R (constant 2005 prices, R1000's), 1996, 2011 and 2018 

Source: IHS Global Insight database 
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1.3      Cooperative Government and Local Government Fiscal Relations Framework5 

 

1.3.1 Constitutional Vision and Principles 
 

The Constitution of the Republic of South Africa of 1996 (Constitution) outlines the vision 

and determines the fundamental guiding and enablƛƴƎ ǇǊƛƴŎƛǇƭŜǎ ŦƻǊ ǘƘŜ ŎƻǳƴǘǊȅΩǎ 

decentralised system of government and provides for the objects, developmental duties, 

establishment, functions and powers and funding framework of local government as part 

of a system of cooperative governance with the other spheres. 

 

/ƘŀǇǘŜǊ о ƻŦ ǘƘŜ /ƻƴǎǘƛǘǳǘƛƻƴ ŘŜǎŎǊƛōŜǎ ǘƘŜ ǘƘǊŜŜ ǎǇƘŜǊŜǎ ŀǎ ōŜƛƴƎ ΨŘƛǎǘƛƴŎǘƛǾŜΣ 

ƛƴǘŜǊŘŜǇŜƴŘŜƴǘ ŀƴŘ ƛƴǘŜǊǊŜƭŀǘŜŘΩ ŀƴŘ ŜƴƧƻƛƴǎ ǘƘŜƳ ǘƻ ΨΩcooperate with one another in 

mutual trust and good faithΩΩΦ !ƴ ƛƳǇƻǊǘŀƴǘ ŜƭŜƳŜƴǘ ƻŦ ǘƘƛǎ ŎƻƻǇŜǊŀǘƛǾŜ ǊŜƭŀǘionship is 

ǘƘŀǘ ǘƘŜǊŜ ƴŜŜŘǎ ǘƻ ōŜ ŀ ŎƭŜŀǊ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƻŦ ŜŀŎƘ ǎǇƘŜǊŜ ƻŦ ƎƻǾŜǊƴƳŜƴǘΩǎ ǇƻǿŜǊǎ ŀƴŘ 

ŦǳƴŎǘƛƻƴǎ ǘƻ ŜƴǎǳǊŜ ǘƘŀǘ ŀ ǎǇƘŜǊŜ ƻŦ ƎƻǾŜǊƴƳŜƴǘ ƻǊ ƻǊƎŀƴ ƻŦ ǎǘŀǘŜ ΨŘƻŜǎ ƴƻǘ ŜƴŎǊƻŀŎƘ ƻƴ 

the geographical, functional or institutional integrity of government ƛƴ ŀƴƻǘƘŜǊ ǎǇƘŜǊŜΩΦ  

In addition to the Constitution, various legislation governs or organises the system of 

intergovernmental relations6. Among other things, the legislation formalises the roles and 

responsibilities of the different spheres regarding various functions and provides for a 

range of consultative structures. 

 

Section 152 of the Constitution states that the five objects of local government are to:  

a) Provide democratic and accountable government for local communities;  

b) Ensure the provision of services to communities in a sustainable manner;  

c) Promote social and economic development;  

d) Promote a safe and healthy environment; and 

e) Encourage the involvement of communities and community organisations in 

the matters of local government. 

 

Section 152(2) directs municipalities to use their available resources to realise the object 

ƻŦ ƭƻŎŀƭ ƎƻǾŜǊƴƳŜƴǘ ŀƴŘ Ƴǳǎǘ Řƻ ǎƻ άǿƛǘƘƛƴ ƛǘǎ ŦƛƴŀƴŎƛŀƭ ŀƴŘ ŀŘƳƛƴƛǎǘǊŀǘƛǾŜ ŎŀǇŀŎƛǘȅέΦ 

 

Section 153 of the Constitution sets out the developmental duties of local government 

ŀƴŘ ǎǘŀǘŜǎ ǘƘŀǘ άŀ ƳǳƴƛŎƛǇŀƭƛǘȅ Ƴǳǎǘ ǎǘǊǳŎǘǳǊŜ ƛǘǎ ŀŘƳƛƴƛǎǘǊŀǘƛƻƴ ŀƴŘ ōǳŘƎŜǘƛƴƎ ŀƴŘ 

planning processes to give priority to the basic needs of the community, and to promote 

                                                        
5 BC: -  As suggested, you may wish to reflect on the fact that the Constitutional, legal and 
institutional frameworks in SA are of a high standard, well thought through and largely fit for 
purpose. 
6
Intergovernmental Fiscal Relations Act (1997); Municipal Structures Act (1998); The Municipal Systems Act 

(2000); Intergovernmental Relations Framework Act (2005) 



 

AMFM Report:  Towards an Alternative Financing Model for Metropolitan Cities. 2017 19 

in partnership with the   

the social and economic development of the community; and participate in national and 

ǇǊƻǾƛƴŎƛŀƭ ŘŜǾŜƭƻǇƳŜƴǘ ǇǊƻƎǊŀƳƳŜǎέΦ 

 

Section 155 of the Constitution provides for the establishment of local government in 

South Africa by defining three types of municipalities, namely: 

¶ Category A (Metropolitan): A municipality that has exclusive municipal executive and 

legislative authority in its area;  

¶ Category B (Local): A municipality that shares municipal executive and legislative 

authority in its area with a category C municipality within whose area it fa l ls; and  

¶ Category C (District): A municipality that has municipal executive and legislative 

authority in an area that includes more than one municipality 

 

The metropolitan municipalities are responsible for all the local government functions 

within their respective areas of jurisdiction. Each district municipality includes several 

local municipalities, and the powers and functions assigned to local government in that 

area are shared between the category B and C municipalities. 

 

Section 156 of the Constitution stipulates the powers and functions of local government 

with Schedules 4B and 5B of the Constitution specifying the matters on which the local 

sphere of government has executive and administrative authority. 
 

Table 1: Local government service delivery mandates 

Schedule 4B Schedule 5B 

Air pollution 
Air pollution 
Building regulations 
Child care facilities 
Electricity and gas reticulation 
Firefighting services 
Local tourism 
Municipal airports 
Municipal planning 
Municipal health services 
Municipal public transport 
Municipal public works only in respect of the 

needs of municipalities in the discharge of 
their responsibilities to administer functions 
specifically assigned to then under this 
Constitution 

Pontoons, ferries, jetties, piers and harbours 
excluding the regulation of international and 
national shipping and related matters 

Storm water management systems in built-up 
areas 

Trading regulations 
Water and sanitation services limited to potable 

water supply systems and domestic waste-

Beaches and amusement facilities 
Billboards and the display of advertisements in 

public places 
Cemeteries, funeral parlours and crematoria 
Cleansing 
Control of public nuisances 
Control of undertakings to sell liquor to the public 
Facilities for the accommodation, care and burial of 

animals 
Fencing and fences 
Licensing of dogs 
Licensing and control of undertakings that sell food 

to the public 
Local amenities 
Local sport facilities 
Markets 
Municipal abattoirs 
Municipal parks and recreation 
Municipal roads 
Noise pollution 
Pounds 
Public places 
Refuse removal, refuse dumps and solid waste 

disposal 
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Schedule 4B Schedule 5B 

water and sewage disposal systems Street trading 
Street lighting 
Traffic and parking 

 

Source: Constitution of the Republic of South Africa (1996) 

 

In addition to the local government powers and functions listed in Schedules 4B and 5B of 

the Constitution, the national and provincial government in terms of section 156(4) must 

assign to a municipality, by agreement and subject to any conditions, the administration 

of a matter listed in Part A of Schedules 4 and 5 which necessarily related to local 

government.  This assignment must be effected if that matter would most effectively be 

administered locally and the municipality has the capacity to administer it. 

 

{ŜŎǘƛƻƴ ннт ŜƴǘƛǘƭŜǎ ǘƘŜ ƭƻŎŀƭ ǎǇƘŜǊŜ ǘƻ ŀƴ άŜǉǳƛǘŀōƭŜ ǎƘŀǊŜέ ƻŦ ƴŀǘƛƻƴŀƭƭȅ ǊŀƛǎŜŘ ǊŜǾŜƴǳŜ 

ƛƴ ƻǊŘŜǊ ǘƘŀǘ ƛǘ Ƴŀȅ άǇǊƻǾƛŘŜ ōŀǎƛŎ ǎŜǊǾƛŎŜǎ ŀƴŘ ǇŜǊŦƻǊƳ ǘƘŜ ŦǳƴŎǘƛƻƴǎ ŀƭƭƻŎŀǘŜŘ ǘƻ ƛǘέΦ 

Municipalities may also receive additional grants from national or provincial government 

on a conditional or unconditional basis. 

 

Sections 229 and 230 of the Constitution grant municipalities considerable taxation and 

borrowing powers, but subject these powers to national legislation and regulation. 

aǳƴƛŎƛǇŀƭ ǘŀȄŀǘƛƻƴ ǇƻǿŜǊǎ ŀǊŜ ŀƭǎƻ ƭƛƳƛǘŜŘ ƛƴ ǘƘŀǘ ǘƘŜȅ Ŏŀƴƴƻǘ άǳƴǊŜŀǎƻƴŀōƭȅ ǇǊŜƧǳŘƛŎŜέ 

national economic policies and economic activities. Borrowing powers are limited by the 

requirement that borrowings do not fund budget deficits. This means that the 

Constitution effectively prohibits deficit budgeting at the local sphere. 

 

Within the context of the Constitution, the White Paper on Local Government (1998)7 

expands on the vision and guiding principles and establishes the policy framework and 

ŘŜǘŜǊƳƛƴŀƴǘǎ ŦƻǊ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ǎȅǎǘŜƳ ƻŦ ŘŜǾŜƭƻǇƳŜƴǘŀƭ ƭƻŎŀƭ ƎƻǾŜǊƴƳŜƴǘ ŀƴŘ ƳǳƴƛŎƛǇŀƭ 

finances outlined in the next section. 

 

1.3.2 Policy Objectives and Principles 
 

The White Paper on Local Government (1998:8) established the basis for the new system 

of developmental government, within the framework of the Constitution, which in turn 

premised on an explicit commitment to work with citizens, groups and communities to 

create sustainable human settlements providing a decent quality of life and holistically 

meeting the social, economic and material needs of communities. 

 

                                                        
7
South Africa. Ministry for Provincial Affairs and Constitutional Development. 1998. The White Paper on 

Local Government {online]. Available from http://www.gov.za/sites/www.gov.za/files/whitepaper_0.pdf 

http://www.gov.za/sites/www.gov.za/files/whitepaper_0.pdf
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According to the White Paper on Local Government the following policy objectives and 

principles must inform the restructuring of the municipal finance system in order to meet 

the above constitutional objectives.  The policy objectives and principles for the new 

system of municipal finance are depicted in the diagram below. 

 

 
Figure 7: Policy objectives and principles of current municipal finance system 

 

Municipalities have access to a range of fiscal instruments in order to achieve the policy 

objectives outlined above and fund their service delivery mandate.  These instruments 

are discussed in the next section of this chapter. 

  

  

Revenue adequacy and certainty 

ÅMunicipalities need to have access to adequate 
sources of revenue to enable them to carry out the 
functions that have been assigned to them and should 
be encouraged to fully exploit these sources of 
revenue to meet their developmental objectives.  

ÅMunicipalities should have reasonable certainty of 
revenue to allow for realistic planning. 

Sustainability 

ÅFinancial sustainability requires that municipalities 
ensure that their budgets are balanced and set 
realistically by ensuring that services are provided at 
affordable levels and the costs of service delivery can 
be recovered.  

ÅHowever, there is a need for subsidisation to ensure 
that poor households, who are unable to pay even a 
proportion of service costs, have access to basic 
services 

Effective and efficient resource use 

ÅScarce economic resources should be used in the best 
possible way to reap the maximum benefit for local 
communities 

ÅLocal residents must provide the necessary checks 
and balances. 

ÅEfficiencies in public spending and resource allocation 
will ultimately increase the access of the poor to basic 
services 

Accountability, transparency and good 
governance 

ÅMunicipalities should be held responsible and 
accountable to local taxpayers for the use of public funds 

ÅThe fiscal system should be designed to encourage 
accountability 

ÅMunicipal budgeting and financial affairs should be open 
to public scrutiny and community involvement 

ÅAccounting and financial reporting procedures should 
minimise opportunities for corruption and malpractice 

Equity and redistribution 

ÅMunicipalities must treat citizens equitably with regard to 
service provision and in turn, must be treated equitably by 
national and provincial government with regard to transfers 

ÅLocal and national government are jointly responsible for 
redistribution, with respect to subsidising the provision of 
basic services. The ñequitable shareò will be directed 
primarily at this purpose. 

ÅIn addition to targeted subsidies to poor HHs, municipalities 
can cross-subsidise between high and low- income 
consumers, both within particular services and between 
services 

Macro-economic management 

ÅMunicipalities form an integral part of the public sector 
in South Africa, and their actions can substantially 
affect national policy 

ÅMunicipalities need to operate within the national 
macroeconomic framework and their financial activities 
should not be such as to destabilise macroeconomic 
fiscal policy. 
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1.3.3 Local Government Fiscal Framework 
 
The National Treasury (2011:27)8 ǎǘŀǘŜǎ ǘƘŀǘ άthe constitutional assignment of powers 
and functions to local government has a direct bearing on the local government fiscal 
ŦǊŀƳŜǿƻǊƪέ ό[DCCύΣ ŜǎǘŀōƭƛǎƘŜŘ ƛƴ мффуΣ άŀƴŘ ǎƘƻǳƭŘ ideally provide municipalities with 
access to revenue sources that are commensurate with the services they are responsible 
ŦƻǊ ǇǊƻǾƛŘƛƴƎέΦ  According the Financial and Fiscal Commission (2012:8)9 the LGFF, can be 
broadly defined as the funding arrangement or framework required to ensure that 
municipalities are sufficiently financed to fulfil their constitutional mandates to render 
adequate services to communities. 
 

 
Figure 8: Three spheres of government (CoT) 

This frames and defines the intergovernmental fiscal relations (IGFR) system and 

ultimately the  LGFF which should promote equity, democracy, fiscal accountability and 

economic efficiency. 

 

The LGFF is thus a multi-layered and complex system given that it operates within an 

interdependent regime towards fulfilling a complex mandate of delivery at local level. 

The following diagram captures the four components of the current local government 

system as well as the three sources of local government revenue: national transfers; own 

revenue and debt financing.  

 

                                                        
8
South Africa. National Treasury. 2011. 2011 Local Government Budgets and Expenditure Review (LGBER): 

2006/07 ς 2012/13. RP103/2011. ISBN: 978-0-621-40141-7. Pretoria: National Treasury 
9
FFC. 2012. Sustaining Local Government FinanceǎΥ Cƛƴŀƭ wŜǇƻǊǘ ƻƴ ǘƘŜ CƛƴŀƴŎƛŀƭ ŀƴŘ CƛǎŎŀƭ /ƻƳƳƛǎǎƛƻƴΩǎ 

Public Hearings on the Review of the Local Government Fiscal Framework. (Report signed on 19 April 2013). 
Midrand: Financial and Fiscal Commission 
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Figure 9: Local Government Fiscal Framework (LGFF) 

 

In 1998, the National Treasury articulated a set of principles and objectives for the design 

of the LGES formula. Although these principles focused specifically on the LGES formula 

design, such principles can be applied to the current LGFF. 

 

1.3.4 Division of Nationally Collected Revenue 

 
The diagram below depicts the composition of national budget revenue for the 2013/14 
national financial year. 
 
 
 

 

 

 

 

 

 

 

 

Figure 10: 2013/14 National budget revenue 
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Personal Income Tax (PIT) at 34.5% is the main source of tax revenue, followed by 
Value Added Tax (VAT) at 26.4% and Corporate Income Tax (CIT) at 19.9%.  Other minor 
tax sources include excise duties, fuel levy, customs duties, etc. 
 

 
 
 
An analysis of the current division of nationally collected revenue illustrates that 
metropolitan cities are allocated 4,29% (incl. conditional grants and fuel levy allocation) 
of the total national tax base despite these jurisdictions being responsible for 
contributing almost 60% to GDP. The basis for such an allocation is that the metropolitan 
cities have greater revenue raising potential than other government institutions and thus 
are expected to be largely self-financing. 
 

 
Figure 11: 2013/14 national division of revenue 

Sources: National Treasury (2015); SA Cities Network (2015) 
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1.3.5 Municipal Fiscal Instruments 
 

The fiscal instruments that are available to municipalities to fund their expenditure 

responsibilities include own revenue (property taxes, user charges for municipal services 

rendered, surcharges on user charges and other local taxes), intergovernmental transfers 

(conditional and unconditional grants) from national government and municipal 

borrowing from credit markets (financial institutions) for capital expenditure.   

The table below sets out the main fiscal instruments at the disposal of municipalities and 

the applicable constitutional provisions and legislation governing it. 

 
Table 2: Municipal fiscal instruments, constitutional and legislative provisions 

Municipal fiscal instruments Constitutional provisions Governing legislation 

Municipal own revenue sources   

Rates on property Section 229 and 227(2) Municipal Property Rates Act 

Surcharges on fees for services 

provided by or on behalf of the 

municipality 

Section 229 and 227(2) Municipal Fiscal Powers and Functions Act 

Service charges/ fees Section 229 and 227(2) Municipal Systems Act 

Municipal Finance Management Act 

Electricity Act and Electricity Regulation Act 

National Water Act 

Provincial land use planning ordinances 

Other taxes, levies or duties Section 229 and 227(2) Municipal Fiscal Powers and Functions Act 

Administrative fees  Municipal Systems Act 

Fines  National Road Traffic Act 

Credit control and debt collection  Municipal Systems Act 

Borrowing Section 230A Municipal Finance Management Act 

Transfers from national and provincial government  

Local government equitable share of 

nationally collected revenues 

Section 214 and 227 Intergovernmental Fiscal Relations Act 

The annual Division of Revenue Act 

Fuel levy sharing with metropolitan 

Municipalities 

Section 229(1)(b) Annual Taxation Laws Amendment Act 

Conditional grants from national 

Government 

Section 214(c), 226(3) and 

227(1)(c) 

Intergovernmental Fiscal Relations Act 

Annual Division of Revenue Act 

Annual National Appropriation Act 

Conditional grants from provincial 

Government 

Section 226 Annual Division of Revenue Act 

Annual Appropriation Act of relevant province 

Source: National Treasury. 2011. Local Government Budgets and Expenditure Review (LGBER) 

 

1.3.6 Municipal Revenue Sources 
 

The figure below shows the major sources of operating revenue across the various types 

of municipalities.  It illustrates that metros rely more on own sources of revenue from 

property rates and service charges and are less dependent on intergovernmental 
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transfers compared to other types of municipalities such as rural and district 

municipalities who has a higher grant dependency ratio. 

 

 

Figure 12: Major sources of operating revenue per type of municipality ς 2012/13 

Source: Presentation by B. Khumalo on Intergovernmental transfers at the inaugural convening of AMFM 
Expert Panel in Bellagio, Italy on 24 September 2015. 

 

The next diagram shows the major sources of operating revenue for South African 

metropolitan cities over the last three financial years.  Property rates, electricity and 

water service charges are the major sources of revenue for metros accounting for more 

than 70%, whilst intergovernmental transfers10 constituted around 13% of total operating 

revenues.   

 

The substantial increases in bulk electricity tariffs by ESKOM over the past financial years 

have exhausted the historical municipal trading surpluses and cash reserves with adverse 

implications on the future financing of metropolitan cities as their ability to use electricity 

revenue as a general source of financing is rapidly diminishing.  The possible amendments 

to the Municipal Property Rates Act, in respect of the rating of public infrastructure may 

also have an adverse effect on the revenue budgets of cities going forward. 

 

                                                        
10 See Annexure A for a list of existing metropolitan city grants 
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Figure 13: SA Metros - Operating revenue by source 

 

1.4 Key emerging issues and constraints within the LGFF 
 
The constraints and barriers of the existing municipal fiscal framework discussed in this 

section will be categorised according to the major fiscal instruments and revenue sources 

of municipalities and cities as well as general issues.  The constraints and barriers will be 

further analysed according to the issues identified by the AMFM Expert Panel during its 

inaugural meeting in Bellagio, the Final Report of the Financial and Fiscal Commission 

(2012) on the Review of the LGFF and the National Treasury 2011 LGBER.  In addition, the 

findings from the DoR study by City of Tshwane (2015) will also be incorporated under 

the IGT section. 

 

Own revenue and local taxation 

Expert Panel Financial and Fiscal Commission National Treasury 

¶ Basket of services must be 
competitive 

¶ Budget to be órevenueô driven 

¶ Tariffs already at ceiling  

¶ Low growth in rates base 

¶ ESKOM electricity tariff 
increases crowding out 
space for municipal trading 
account surplus 

¶ Minister in terms of the 
Municipal Fiscal Powers and 
Functions Act (MFPFA) 
deciding fiscal arrangements 
on behalf a sphere of 
government is inappropriate 

¶ Implications of possible 
amendments to Municipal 
Property Rates Act (MPRA) 

 

¶ Design of IGT system must 
recognise constraints on own 
revenue sources, such as 
sensitivities to global, 
national and local economic 
factors, increased 
urbanisation and growing 
poverty levels, over-
regulation of municipal 
revenue sources, large 
increases in input costs, 
pressures on funding capex 
from own revenue 

¶ Only the Minister of Finance 
may authorise a municipal 
tax by issuing regulations in 
terms of the MFPFA.  The 
Minister of Finance, acting 
on his own initiative, may 
authorize new municipal 
taxes, or a municipality may 
apply for a new tax to be 
authorised. Such an 
application must be 
supported by various studies 
on the impact of the 
proposed tax. 

¶ Are municipalities using the 
ófiscal spaceô available to 
them to raise their own 
revenue? 

¶ All municipalities, 
irrespective of fiscal capacity, 
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are expected to show fiscal 
effort and collect own 
revenues that are available 
to them 

 

Inter-governmental transfers 

Expert Panel Financial and Fiscal Commission National Treasury 

¶ Huge backlogs in service 
delivery 

¶ Free basic services 

¶ Current funding dispensation 
not aligned to constitution 

¶ Conditionality of grants and 
lack of differentiated 
approach for cities 

¶ Over-regulation of 
municipalities resulting in 
excessive reporting 
compliance to national and 
provincial departments ï 
increasing the ócost of 
governanceô 

¶ LGES at 9% compared to 
43% increase in functions 
since 2004 

¶ Unfunded mandates11 

¶ Horizontal division of 
revenue: Inequities across 
municipalities 

¶ Infrastructure grants: 
o Possible funding gap 

on municipal capital 
budgets 

¶ Conditional grants: 
o Proliferation of grants 

and the compliance 
and reporting burden 
on municipalities 

¶ Current system is not 
resulting in optimum 
performance and quality 
service delivery 

¶ Only a municipalityôs fiscal 
capacity (and other issues 
mentioned in section 214(2) 
of the Constitution) may be 
taken into consideration 
when determining its 
equitable share or any other 
transfers from the national 
budget 

 

 

Capital financing 

Expert Panel Financial and Fiscal Commission National Treasury 

¶ Adherence to national 
treasury norms and 
standards: 

o gearing ratio not to 
exceed 45%  

o debt to operating revenue 
not to exceed 8%  

¶ Lack of technical capacity for 
deal structuring/PPPs 
making it costly to 
municipalities 

¶ PPP regulatory framework 
not enabling 

¶ Current financing structure 
sees banks as short-term 
lenders while the DBSA 
has a longer funding and 
development outlook. 

¶ National government does 
not guarantee municipal 
borrowing, a municipalityôs 
capacity to borrow is a 
function of sound financial 
management, sound own 
revenue management and 
choice of infrastructure 
projects. 

 
 

                                                        
11

A common problem with fiscal systems is insufficient clarity in the assignment of local government 
expenditure responsibilities. Even where responsibilities are reasonably well defined in more advanced 
systems, expenditure challenges may be created by unfunded mandates from higher level governments 
and the lack of well-developed methodologies and practices to translate expenditure assignment 
responsibilities Into quantifiable resource needs. Degrees of autonomy in expenditure decisions also vary 
widely. (UCLG, 2010:18) 
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General constraints and barriers 

Expert Panel Financial and Fiscal Commission National Treasury 

 
Differentiation 

¶ No differentiated approach to 
grant system 

¶ It is paramount that the 
principle of differentiation be 
implemented in the 
functioning, financing and 
capacity support framework 
of local government based 
on the context and 
performance of municipalities 

¶ How the local government 
fiscal framework provides for 
the funding of municipalities 
must be looked at holistically, 
taking into account the real 
differences between 
municipalities. 

 
Policy integration 

 ¶ The dis-function of local 
government is equally the 
result of the failure of 
national and provincial 
sphered of government to 
effectively monitor, supervise 
and support municipalities 

¶ How the local government 
fiscal framework provides for 
the funding of municipalities 
must be looked at holistically, 
taking into account the real 
differences between 
municipalities. 

 
Data constraints and unfunded mandates 

 ¶ The lack of frequent and 
useful data is not sufficient to 
support the design of a 
responsive and accurate 
LGFF 

¶ National and provincial 
departments prefer to 
delegate functions through 
agency agreements because 
this enables them to retain 
control of the budget, while 
devolving responsibility for 
implementation to the 
municipality. The problem is 
that this separation of 
funding and implementation 
responsibilities often result in 
unfunded mandates being 
imposed on municipalities. 
(2011:35) 
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Chapter 2: Future City Perspectives 
 

The purpose of this chapter is to describe and tabulate the importance of cities and their 

economic, social and administrative systems as they adapt to a changing global world. In 

the South African context, there is an increasing awareness of the citiesΩ importance to 

the overall social and economic growth. As part of sketching the current and future 

evolution of local government and metropolitan cities the UN-Habitat (2015:10) has 

described cities in the following way:  

 
ΨLocal authorities in all parts of the world play an increasingly important role in the delivery of 

fundamental basic public services. But authorities also face great challenges.Ω  

ΨCities are assets, solutions and drivers of economic and social developmentΩ  

 

This chapter will thus consider the evolution of the urban dynamic and its trajectory as it 

shapes the conversation around innovative models with potential alternative scenarios 

for change.  

 

2.1       Global trends 
 

2.1.1 Overview of macro trends 
 
The basis of the changes in city development has been successive waves of urban 

migration and development. The urban population in 2014 accounted for 54% of the total 

global population, up from 34% in 1960, and continues to grow. 

 

The global urban population is also expected to grow approximately 1.84% per year 

between 2015 and 2020, 1.63% per year between 2020 and 2025, and 1.44% per year 

between 2025 and 2030.  This has happened also in a context of globalization of 

communications, interplanetary systems and the digitalization of business processes 

through ICT globally. Globalisation has led to a blurring of boundaries between 

supranational, national and local control functions. 
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Figure 14: Population living in urban areas 1950-2050 (UN-Habitat, 2015) 

 

2.1.2 The impact of urbanisation on the cities globally 
 
There are six dimensions that have had impact on cities globally:  
 

¶ The emergence of greater uneven development around inefficient urban forms, 

habitat and space including the emergence of cyclical urban sprawl.  

¶ There is increased pressure on the infrastructure system of cities globally which 

places pressures around three areas:  

- current demands versus backlogs in infrastructure  

- the future demands required for increased urbanisation and concentration in 

cities  

- The need for continuous evolving financial options. 

¶ LƴŎǊŜŀǎƛƴƎ ǇǊŜǎǎǳǊŜ ƻƴ ǘƘŜ ƴŀǘǳǊŀƭ ǊŜǎƻǳǊŎŜ ōŀǎŜΥ ƭŀƴŘΣ ǿŀǘŜǊΣ ŜƴŜǊƎȅΣ ǿŀǎǘŜ 

ƳŀƴŀƎŜƳŜƴǘ ǎȅǎǘŜƳ ǿƛǘƘƛƴ ŎƛǘƛŜǎΦ  

¶ Increasing unemployment/underemployment, i.e. άƧƻōƭŜǎǎ ŦǳǘǳǊŜǎέ ς and 

therefore low/no affordability for housing and habitat.  

¶ Permanence of informality (settlements, economy) in cities - άLƴŦƻǊƳŀƭ ŀǎ ǘƘe new 

ƴƻǊƳŀƭέΦ 

¶ Changing politics: Rise of social movements and social justice based approaches ς 

άRights-ōŀǎŜŘέ Ǉƻǎƛǘƛƻƴ ŎƻǳƴǘŜǊƛƴƎ ά¦ǎŜǊ tŀȅέ principle/assumption.  

¶ The changing use of technologies either enabling or disenabling city and citizens 

interface in the urban complexes.  

¶ Increased urbanisation can also unlock more creativity and the benefits of the 

economies of scale and concentration.  

 

 
























































































































