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Executive Summary

Local government and in particular metropolitan cities globally and in South Africa
continue to play acritical role in theeconomic and social development strategies and
programmes of countries. Cities face a complexity of chaflerapund space, habitat
infrastructure environment, technologynd financing as a result economic pressures
and precipitous urbanisation These challenges aexacerbatedin the South Africa
context givend KS O 2 pidifidhINiBdBdcieeconomichistory andits declaredintents

of redress and equity

The ®uth African Gties Network in collaboration with the @y of Tshwaneinitiated an
expert panel based study to explongotential innovations and lernatives in city
financing that willthe address the perpetual gap drtension between fiscal space and
development priorities. This draft report is therefore a consolidation of the initial work
completed and is expected to inform furth@ngagement, conversatioand research
towards potential policy and strategic changesund city financing

The draft reportcontendsthat the strategic developmental agenda of citiesedsa more
rigorous financing model which integratesosscutting principlesand fiscal instruments.
This in turn lays the basis for a more effectivedannovative 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 aftetive financing models will have tee debated

and discussed relative to the political and economic position of the couhhy .scenario
options tabled unpack the working assumptions, the impacts on cities stakeholders and
the scenario outcomes togethevith implications for both shockisk 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 approahes available to metropolitan cities over time.

This is the key outcome of the AMFM study at this stagtawever it is acknowledged
that the process to develop innovative financing alternatives are complex, nuanced,
multi-faceted andwill require the engagement of a wide range of stakeholders and
methodologies.
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Introduction

The strategic developmental prominence of South African cities, in particular
metropolitan municipalities, within thelocal sphereof government and certainly
nationally is emphasised by adomindd®2 f S Ay (GKS O2dzy iNEBQa SO2y
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 idely needs. (South African Cities Network
2011; Department of Cooperative Governance 2004rok and BoreSaladin 201p This
trend is similar to many other cities on the African continent, in other developing
countries and globally becomingportant centres and drivers of economic growth, job
creation and social integratio(Paulais 2012; World Bank 2013; CityTehwane 2015;
UN-Habitat 2015).

However, despite an evolving local and global consensus around the strategic
developmental role of cities the is accordingto UN I 6 A G 6wnnmpYy 0 Wi
between the availability of financial resources and municipal spending neddsh is
significantlyinstigated byrapid urbanisationwhich creates®#in everincreasing demand

for public services, newdzdo f AO A Y FNI &G NHzZOGdzNE | yR Ada Yl
NBazylFidSR Ay GKS /Alde 2F ¢aKglySQa addzRe o
modern age city challenges and demands.

Within this context he South African Cities Network (SACN) irineship with the City

of Tshwane (CoT) convened an expert pdaded study on Alternative Metropolitan

Financing Models (AMFM)¢ KS | aCa AYAUAlFGAGBS SYSNHSR 2y
ongoing analysis and reporting on municipal finances in South Afvieaa number of

years, as well as a specific directive from its leadership and members. Subsequent to
initial work by the SACN partnershich has raised important questions about the
challenges, constraints and sustainability of the current metropolitamigipal 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 his study the termdfinancing broadly denotesthe dmeans by
which a government obtains financial resources to implement its policies, programmes
and projectst’ and dritiest refer to metropolitan cities or category A municipalitiés in
terms the Constitubn of the Republic of South Africa of 1996.

! http://www1.worldbank.org/ publicsector/pe/oecdpemhandbook.pdf

% There are currery eight metropolitan municipalities, namely: Buffalo City, City of Cape Town, City of
Ekurhuleni, City oEthekwini, City of Johannesburg, City of Manguang, City of Tshwane and Nelson
Mandela Bay.

AMFM Report: Towards an Alternative Fivladeingr Metropolitan Cities. 2017 9
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In order toaccomplishthe aboveobjective,the following coreAMFM study questions
were formulatedto frame theexecutionof this initiative

1) What are alternative models for the sustainable financing of tiSo#frican
metropolitanmunicipalities?

2) How could these be rendered feasible for implementation in the SdAftitan
context?

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

The AMFMstudyfurther included the following maimplementationphases as depicted
in figure 1 below.

AProject initiation
. APreparatory
Pre-BeIIaglo research
AConference
17 August - 20 design &
September 2015 RSk
AConference
resources

Alntensive
facilitated

sessions
AExplore &

develop

alternative

financing
scenarios/models

AConference
reporting

AFurther research
ADraft AMFM

> report
AConsultations

AFinalisation of
outputs

Figurel: AMFMstudy fhases

1 PreBellagio

This phase includkproject initiation, preparatory researcligentification ofstakeholder
groupings,detailed conference design, contespecific communicatn with pandists
and preparation and collation of conference information and materials.

1 Bellagio Expert Conference

Themain aim of theconferencewasto provide an intensivefacilitated opportunily for
local and international experts to collectively explore anterrogate the question of
alternative financing models faities.

1 PostBellagio

AMFM Report: Towards an Alternative FiMadeinigpr Metropolitan Cities. 2017 10
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Activitiesbeyondthe Bellagio conferencecluded Postevent reporting;further research
in areas idenfied at Bellagipon-going engagemenf parelists; consultations withocal
stakeholdersand inalisationof the AMFM eport, policy brief and roadmap

This report istherefore a consolidation of the workundertakenand (1) outlines the
current globd and South African context ofitees and city financing(2) highlights the
future city perspectivesvhich will have a significant impaoh metropolitancities over
the next 10 tol5 years (3) discusses the key arguments and rationale for chaide
examnes the main approads and principles to financingities; (5)discusses the
developmental policy objectives the alternative model will need to enable and support
(6) Presents and discusses potential alternative financing instrumentgq@giders a
packaye of new AMFM scenarios in the context of an alternative mo@lsuggests a
road map for the contextualisation and implementation of the financing model dver t
short, medium and long termand (9) provides aconcise summary of the key
recommendationsand prgosals contained in the report

The AMFMstudy proposals andecommendations foran alternativemetropolitan city

financingmodel contained in this report provides a sound basgon which to expand
researchand worktowardsarriving at an alterntive funding model.

AMFM Report: Towards an Alternative Fivladeingr Metropolitan Cities. 2017 11
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Chapter 1Context of Cities and Finances

This chapterexplores the current structur@and context of South Africanties andthe
local government spherencluding the manner in whichniancingof cities has evolved
around the following areas: the governing policy, legislation andonstitutional
framework undepinning the modus operandsi of dties. By way of acurrent global
context of dties this leads to the discussion around ttieatures of and trend around
current South Afican caties towards a conversation as to whether thasea need to re
look at the financing scenario of South African local governnsghiere, in particular
metropolitan cities Thiswith respect to what the emerging problems, liltitons and
constraintshave been in order to be able toneet the obligations of the local government
sphere as envisaged by the constitution

1.1 Global Context

Yhe fundamental problem confronting most local authorities, especially those managing
cities in developing coungs, 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-eaeasing demand for
public servies, new public infrastructure, and its maintenare.

Yh most countries, there are huge vertical imbalances at thersattonal level in terms of
sharing responsibilities and available fiscal resources. Stated differently, many central
governments refuséo pay the political and financial costs of the decentralization of roles and
responsibilitie®

This report of UNHabitatNJ A 8 S& G KS |j dzS& i A 2 ysimpaet oriléca G T A &
government regimes and cities. It has atased two interconne@d 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 contemporanglgal experiences of reforming

local government and the citi€inancing models as a result of the inverseigadf the

increased demands omdal government and cities and the declining level of revenues

and resourcing for cities and local governments.

The Mckinsey Bbal Institute (GMI) which has the largest single global cities database of
d20A1f X LRLWAIFIGAZ2Y YR SO2y2YAO RIFGF KIFa @
key current features:
1 The rapid increase of the largest gloludles contibution to GDP, greater than
the rate of nationstates GDP rate, to overall GNP of countries and regions.

3 UNtHabitat. 2015. The challenges of Local Government Financing In developing countries

AMFM Report: Towards an Alternative Fivladeingr Metropolitan Cities. 2017 12
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1 The rapid rate of urbanisation in the developing countries cities as reflective of
the steep increase in population growth, migration/ concentratiommbers of
households in megacities; mediugsized 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.

1 The current complexity of resultant challenges arising from renewed urbanisation
in global cities around elements of design, space, habitat, infrastructure and
financing ofcities across the globe.

1 The centrality ofcities as urban concentrations of economic activity to nation
states and regional economies.

This landscape of global cities forms theckdrop to the South Africant@s context and
the current features of our local government sphere.

1.2 The South Afcan 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 governmeniThe South African configation 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 ohe local government system through inter alia the creation of
metropolitan cities with differentiated classification ofunicipalities the establishment

of an operational and accountable legislatifeame; the operationalisation of an
intergovernmental fcal (revenue) transfer system with a local government equitable
share formua. More or lessafter the 200809 global crisesogether with increased
demands on the South African local government system, a key conversation emerged
around the future sustainaility of the South African local government financing system.

This was in part driven since 2008/by a rapid urbanisation, population growth and
density, together with the associated increase in the regional/ local/ economic activity
and output aroundhe metropolitan and secondary cities. This chapter also tabulates this
growth in $ze and scale of South Africaiti€s to illustrate the future pressures on the
local government system. The LGFF had attempted to respond to this growth through an
ad hocmenu of specific instruments and measures such as, inter alia, conditional and
unconditional differential grants; changes to the LGESsupport the expansionf both

the role and scope ofities andmunicipalities

AMFM Report: Towards an Alternative Fivladeingr Metropolitan Cities. 2017 13
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South AfricanCities Soci€EconomidProfiles

In distinguishing metropolitan cities from the other local governmigmpiesit is a further
motivation of the need for greater differentiation within the municipal fiscal system given
their contribution to GDP and employment. Metropolitan citieconomic performance
has been sluggish in recent years, which has affected their revensiag capacity. At

the same time these local economies have continuously grown faster than the rest of
South AfricaCity economiesire thus expected to drive ecomic growth and prosperity

in the country, which requires reliable, cesffective economic infrastructure with spare
capacity to accommodate the additional demands placed uponTliis position is
articulated clearly in the Integrated Urban Developmerarfrework (IUDR)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 exploredvia a key HSRC study around the social and economiclegrodf
metropolitan cities for two periods, namely 192811 and 2012018.

Population growthand density

160

Total Metros

150 "”””,I”’/tt////ff
140

1 / Total South Africa
130 ] / —
120 | / Rest of South Africa
110 ‘E‘::::::::::__—-_____.__._,,___._——-'—""———_“""——”—““““-
100 =5

Figure2: Population growth (%), 1998011 and 2012018

%

2004
2005
2006
2007
2008
2009
2010
2011
2012 -
2013
2014
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2016
2017
2018

1996
1997
1998
1999
2000
2001
2002
2003

Source: IHS Global Insight databa

* The Department of Cooperative Governance, working with various partiverisiding SEN),

has recently released the Integrated Urban Development Framework (IUDF) which was approved

08 /FOoAYSG Ay !'LINAEf HamMcd® G¢KS L!5C Aa | LIt AO
can be reorganised, so that our cities and townsdmee more inclusive, resource efficient and

good places to live, work, shop and play in, as per the vision outlined in the National
5SSt 2LIYSyd tflyodé
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Figure3: Population density (number of people/f<)n1996, 2011 and 2018

Source: IHS Global Insight database

The above Figur2 confirms the rapid increase in the population of Metespecially the
projection to 2018n particulararoundthe key Gautengnetropolitan cities compared to

the rest of South Africa. Figui@abovevalidates 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 jeation.

Household growth

This Figur€4) below indicates the scale of household growth as compared to the rest of
{2dziK ! FNAOI Qa 3INBgOKD /2yaz2ylyld gAGK GKS
experience greater pressures as urban concentrationtinues (even if at a declining

rate) in cities greater than the rest of South Africa.
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Figure4: Household growth (%), 192®11 and 2012018

Source: IHS Global Insight database

Economic growth and employment

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

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

the metro economies through the GMRA measure. The Cities will produce slightly under

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

¢tKS RAGSNHSYOS 0S8SisSSy t20Ff SO2y2YAO0 3IANRGY
terms)is significant

" 1

% EMPLOYED (1996) % EMPLOYED (2011)

m Total Metros = Total South Africa = Rest of South Africa

Figure5: Employment (official&finition), 1996 and 2011

Source: Population Census of South Africa, Statistics South Africa (SuperWeb)
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Figure6: GVAR (constant 2005 prices, R1000's), 1996, 2011 and 2018

Source: IHS Global Insight database
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1.3  @operative Government and Local Government Fiscal Relations Fraework

13.1 Constitutional Vision and Principles

The Constitution of the Republic of South Africa of 1996 (Constitutiotines the vision

and determines the fundamental guiding and edalyf 3 LINA Yy OA LJX Sa T2 NJ
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 etlspheres.

/| KFLWGSN) o 2F (GKS /[/2yatuAilddzianzy RSaONAROGSaA
AYUGSNRSLISYRSYG | yR AylS Rdvpetate ividhRSGE ahothdR inSy 2 2 A
mutual trust and good fait®® !y AYLERNIFyYy(d St SYSyshipia ¥ GKA
GKIFIG GKSNB ySSRa G2 oS I Ot SIFNJdzyRSNEGF YRAY
Fdzy OlA2ya (2 SyadaNB (GKIFIdG F aLKSNBE 2F 32 JSNJ
the geographical, functional or institutional integrity of governmdny’ | y 2 i KSNJ & LIK
In addition to the Constitution, various legislation governs or organises the system of
intergovernmental relation Among other things, the legislation formalises the roles and
responsibilities of the different sphereggardingvarious 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 provisiorf gervices 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.

Setion 152(2) directs municipalities to use their available resources to realise the object
2F 20t A20SNYYSyld YR Ydzald R2 a2 dAoAGKAY

Section 153 of the Constitution sets out the developmental duties of locargowent
FYyR adraSa GKFG al YdzyAOALI tAGe@ Ydzald &Nz
planning processes to give priority to the basic needs of the community, and to promote

> BC:- As suggested, you may wish to reflect on the fact ttret Constitutional, legal and
institutional frameworksin SA are of a high standasdell thought through and largely fit for
purpose.

6Intergovernmental Fiscal Relations Act (19®funicipal Structures Act (1998JheMunicipal Systems Act
(2000); Intergovernmental Relations Framework Act (2005)

AMFM Report: Towards an Alternative Fivladeingr Metropolitan Cities. 2017 18
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the social and economic development of the community; and participate iromait and

LINE A Y OA | €

RSOSt 2LIVYSy

LINRINF YYSaé o

Section 155 of the Constitution provides for the establishment of local government in
South Africa by defining three types of municipalities, namely:
1 Category A (Metropolitan): A municipality that has exckismnwnicipal executive and

legislative authority in its area;

1 Category B (Local): A municipality that shares municipal executive and legislative
authority in its area with a category C municipality within whose aréalits; and

1 Category C (District): Aunicipality 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 jurisdictionaé&h 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 fiomst 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.

Tablel: Local government service delivenandates

Schedule 4B

Air pollution

Air pollution

Building regulations

Child care facilities

Electricity and gas reticulation

Firdighting services

Local tourism

Municipal airports

Municipal planning

Municipal health services

Municipal publitransport

Municipal public works only in respect of
needs of municipalities in the discharge
their responsibilities to administer functic
specifically assigned to then under t
Constitution

Pontoons, ferries, jettiepiers andharbours
excluding the reguian of international an
national shipping and related matters

Storm water managemesystems in buHtip
areas

Trading regulations

Water and sanitation services limited to pot
water supply systems and domestic wa

AMFM Report: Towards an Alternative Fivladeingr Metropolitan Cities. 2017

Schedule 5B

Beaches and amusement facilities

Billboards and the display of advertisem
public places

Cemeteries, funeral parlours and crematoria

Cleansing

Control of public nuisances

Control of undertakings to sell liquor to the p

Facilities for the accommtion care and burial
animals

Fencing and fences

Licensing of dogs

Licensing and control of undertakings that ¢
to the public

Local amenities

Local sport facilities

Markets

Municipal abattoirs

Municipal parks and recreation

Municipal roads

Nose pollution

Pounds

Public places

Refuse removal, refuse dumps and solid
disposal

19
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Schedule 4B Schedule 5B

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

SourceConstitution of the Republic of South Africa (1996)

In addition to the local government powers and funaigdisted 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 Scheduldsand 5 which necessarily related to local
government. This assignment must &ékectedif that matter would most effectively be
administered locally and the municipality has the capacity to administer it.

{SOGA2Y HHT SYyGAGft San dirkoS St 2304 NB& LIKRSINDY | Gi2A 21y
AY 2NRSNJ GKFdG AG Y& GLNROGARS o0FaArAo0o aSNBAO
Municipalities may also receive additional grants from national or provincial government

on a conditional or unconditionaldsis.

Sections 229 and 230 of the Constitution grant municipalities considerable taxation and
borrowing powers, but subject these powers to national legislation and regulation.
adzy AOALI £ GFEFGAZ2Y LR266SNRBR | NB |t aNeb & deRAAGSER
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)
expands on the vision and guiding principles and establishes the policy framework and
RSGSN¥YAYlIyGa FT2N) 6KS O2dzyiNrQa aeadasSy 27
finances outlined in the next section.

puf
A

1.32 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, whichurn
premised onan 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.

"South AfricaMinistry for Provincial Affairs and Constitutional Development. 199& White Paper on
Local Governmer{bnline]. Available fromhttp://www.gov.za/sites/www.gov.zakfes/whitepaper 0.pdf
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According to the White Papean 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 femce are depicted in the diagram below.

Revenue adequacy and certainty

AVunicipalities need to have access to adequat
sources of revenue to enable them to carry ou
functions that have been assigned tarttismould
be encouraged to fully exploit these sources o
revenue to meet their developmental objective

AViunicipalities should have reasonable certaint
revenue to allow for realistic planning.

Effective and efficient resouncse

AScarce economic resources should be used in
possible way to reap the maximum benefit for
communities

ALocal residents must provide the necessary ¢
and balances.

AEfficiencies in public spending and resource a
will ultimately increase the access of the poor
services

Equity and redistribution

AMunicipalities must treat citizens equitably with rega
service provisiandm turn, must be treated equitably
national and provincial government with regard to t

AlLocal and national government are jointly responsili
redistribution, with respect to subsidising the provis

basic services. The fAeqg
primarily at this purpose.

Aln addition to targeted subsidies to poor HHs, munid
can crossubsidise between high anddoame
consumers, both within particular services and bet
services

Sustainability

Acinancial sustainability requires that municipa
ensure that their budgets are balanced and se
realistically by ensuring that services are provi
affordable levels and the costs of service deli
be recovered.

Aowever, there is a need for subsidisation to
that poor households, who are unable to pay €
proportion of service costs, have access to ba
services

Accountability, transparency and good
governance

MMunicipalities should be held responsible and
accountable to local taxpayers for the use of pub

AThe fiscal system should be designed to encoura
accountability

AMunicipal budgeting and financial affairs should |
to public scrutiny and community involvement

AAccounting and financial reporting procedures s
minimise opportunities for corruption and malpra

Macreeconomic management

AMlunicipalities form an integral part of the publi
in South Africa, and their actions can substant
affect national policy

AMlunicipalities need to operate within the natio
macroeconomic framework and their financial
should not be such as to destabilise macroeco
fiscal policy.

Figure7: Policy objectives and principles of current municipal finaysies

Municipalities have access to a range of fiscal instruments in order to achieve the policy
objectives outlied above and fund their service delivery mandate. These instruments
are discussed in the next section of this chapter.

AMFM Report: Towards an Alternative Filadeinfgr Metropolitan Cities. 2017 21
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1.3.3 Local Government Fiscal Framework

The National Treasury (2011:38 i I (i S &he coRstitutional assignment of powers

and functions to local government has a direct bearing on the local government fiscal

FNI YSH20NQG0 36 Saidl of Aa K Sidealljpyovide qngnicipalitiéshwyfrR & K 2 d
access to revenue sources that are commensurate with the services they are responsible

¥ 2 NJ LINPAZchrilirig yha Eirancial and Fiscal Commission (201t8). GFF, can be

broadly defined as the funding arrangement or framework requiredetwsure that
municipalities are sufficiently financed to fulfil their constitutional mandates todex

adequate services to communities

LIy OF

TSHWANE

Mational Constitution

MNational Provincial Local
Government Government Government

LGES |4 B%| sndLEOG

Miegropclitan
M unicipalies [&]

District Municpalties

Provinces () (aay

Livcall Pabosrine | prial Hkucs
[FELD

Figure8: Three spheres of government (CoT)

This frames and defines the intergovernmental fiscal relations (IGFR) system and
ultimately the LGFF which should promatquity, democracy, ft®l accountability and
economic efficiency.

The LGFF is thus a mudtyered and complex system given that it operates within an
interdependentregime towards fulfilling a complex mandate of delivery at local level.
The following diagram captures the foucomponents of the current local government
system as well as the three sources of local government revenue: national transfers; own
revenue and debt financing.

8South Africa. National Treasury. 202011 Local Government Budgets and Expenditure R¢L@BER)
2006/07¢ 2012/13 RP103/2011. ISBN: 988621-401417. Pretoria: National Treasury

FFC. 2012Sustaining Local Government Finand¢ CAY It wSLE NI 2y GKS CAyYLl yOA
Public Hearings on the Review of the Local Government Fiscal Fram@epdrisignedon 19 April 2013,
Midrand: Financial and Fiscal Commission
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GOVERNANCE AND REGULATIONS

Tax
NATIONAL TRANSFERS ‘
Incentives é

Infrastructure Equitable Other
Grants Share Transfers A

Municipal
Expenditure

Service : g
g

Delivery

INFORMANTS
PERFORMANCE

Other Own Property
Revenue Tax

OWN REVENUE

willingness
to pay H

Rates and tariffs

N
. B

social Compact

GOVERNANCE AND REGULATIONS

Source. FFC Options Analysis (2012)

Note that Figure 3 includes revenue used for both operating and capital expenditures

Figure9: Local Government Fiscal Framework (LGFF)

In 1998, the Mdtional 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 cée applied to the current LGFF

1.34 Division of Nationallgollected Revenue

The diagram below depicts the compositionrational budgetrevenue for the 2013/14
national financial year.

BUDGET REVENUE, 2013/14

[pplibi= |
Tax revenue 899.0
of which: =

Personal income tax 3089
Corporate income tax 177.0
Value-added tax 2393
Taxes on international 448
trade and fransactions :
Non-tax revenue 30.5
Less: SACU payments 434
Main budget revenue 886.2

Provinces, social security

funds and public entities L2
cf’m:’:':a“d budget 10105
As percentage of GDP

Tax revenue 25.9%
Budget revenue 29.2%

Figurel10: 2013/14 Nationabudgetrevenue

AMFM Report: Towards an Alternative Fadeingr Metropolitan Cities. 2017 23



South African
R

'/-}?{: CitiesNetwork in partnership with the Ellgfl\MANE
Personal Income Tax (PIT) at 34.5% is the msonrce of tax revenue, followed by
Value Added Tax (VAT) at 26.4% and Corporate Income Tax (CIT) at 10t@&s. minor
tax sources include excise duties, fuel levy, customs duties, etc.

For the 2013/14 fiscal year:

Revenue collected | @ Z
during 2013/14 XA ‘ﬂ 10.7%

fiscal year

Higher by R86.2bn Compound
R900.0 against 2012/13 annual growth rate
(CAGR) achieved for
BILLION 2009/10 to 2013/14

sition of main sources of tax revenue
taxes increased

PIT PIT

34.? 34.5%

- 2009/10 201 from 0.7%
\ in 2009/10 to

VAT other | BTN} : Other 1.3% in 2013/14

24.7% 17.9% ) LX) 19.2%

An analysis of the current division of nationally collectederae illustrates that
metropolitan cities are allocated 4,28 (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 atocatthat the metropolitan
cities have greater revenue raising potential than other government institutions and thus
are expected to be largely sdihancing.

(e} )
19.9%
_ Environmental

R900 billion in nationally collected revenue

PIC 34.5% CIT 19.9% VAT 26.4% Other 19.2%

439 661

Figurel1: 2013/14national dvision d revenue

Sources: Nationdlreasury (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 includewn 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 tabé below sets out the main fiscal instruments at the disposal of municipalities and
the applicable constitutional provisions and legislation governing it.

Table2: Municipal fiscal instruments, constitutional and legislative prowsi

Municipal fiscal instruments Constitutional provisionq Governing legislation
Municipal own revenue sources

Rates on property Section 229 and 227(2) | Municipal Property Rates Act
Surcharges on fees for ser| Section 229 and 227(2) | Municipal Fiscal Powers and Function
provided by or on behalf of
munigality
Service charges/ fees Section 229 and 227(2) | Municipal Systems Act
Municipal Finance Management Act
Electricity Act and Electricity Regulatio
National Water Act
Provincial landaiplanning ordinances
Other taxes, levies or duties Section 229 and 227(2) | Municipal Fiscal Powers and Function
Administrative fees Municipal Systems Act
Fines National Road Traffic Act
Credit control and debt collectior Municipal Systems Act
Borrowing Section 230A Municipal Finance Management Act
Transfers from national and provincial government
Local government equitable sha| Section 214 and 227 Intergovernmental Fiscal Relations Ac
nationally collected revenues The annual DivisidriRevenue Act
Fuel levy sharing with metropolit Section 229(1)(b) Annual Taxation Laws Amendment Ac

Municipalities
Conditional grants from national| Section 214(c), 226(3) a Intergovernmental Fiscal Relations Ac

Government 227(1)(c) Annual Divisiari Revenue Act

Annual National Appropriation Act
Conditional grants from provinciq Section 226 Annual Division of Revenue Act
Government Annual Appropriation Act of relevant pr

Source National Treasun2011. Local Government Budgets and ExpemdiReview (LGBER)

1.36 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 serviceharges and are less dependent on intergovernmental

AMFM Report: Towards an Alternative Fivladeingr Metropolitan Cities. 2017 25



.
b South African

: & ZCitiesNetwork in partnership with the Ellgl?l\rVANE

transfers compared to other types of municipalities such as rural and district
municipalities who has a higher grant dependency ratio.

120%

100% -
80% -
60% -
40% -
20% -

0% -

Metros Secondary Cities Large towns Small towns Rural Districts without  Districts with W&S
W&S function function

Percentage of total operational revenue

MW Property rates M Service charges - electricity M Service charges - water & sanitation

B Service charges - refuse @ Other revenue B Transfers recognised - operational

Figurel2: Major sources of operating rewae per type of municipality2012/13

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 opiegarevenuefor South African
metropolitan cities over the last three financial yearsProperty rates, electricity and
water service charges atbe major sources of revenue for metros accounting for more
than 70% whilst intergovernmental transfet$constituted araind 13%of total operating
revenues.

Thesubstantialincrease in bulk electricity tariffs by ESKOder the past financial years
haveexhaustedhe historicalmunicipal trading surpluses amésh reservewith adverse
implications orthe future financhg of metropolitan citiesas their ability to use electricity
revenueas a general source thancingis rapidlydiminishing. The possible amendments
to the Municipal Property Rates Adh respect of the rating of public infrastructuneay
also have amdverse €ect on the revenue budgets cities going forward

10 See Annexure A falist of existingmetropolitancity grants
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SA Metros: Operating Revenue by source
125%

100%

- m Other revenue

75%

50%
25%
0%

2012/13 2013/14 2014/15
Figurel3: SA Mtros- Operating revenue by source

Transfers recognised
operational

m Service charges - refu
revenue

m Service charges -
sanitation revenue
Service charges - wat
revenue

m Service charges -
electricity revenue

H Property rates

1.4 Key emergingssuesand constraints within the LGFF

The constraints and barriers of the existing municipgddl 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 isssiidentified 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 ity of Tshwane (2015) will also be incorporated under

the IGT section.

Own revenue and local taxation

Financial and Fiscal Commis National Treasury

9 Basket of services must & Design of IGT system mu § Only the Minister of Finar
competitive recognise constraints on may authorise a municipa
f Budget to bg¢ revenue sources, such as tax by issuing regulations
{ Tariffs alreadycailing sensitivities to global, terms of b MFPFA. The
f Low growth in rates base national and local econor Minister of Finanaeting
1 ESKOM electricity tariff factors, increased on his own initiafiveay
increases crowding out urkanisation and growing authorize new municipal
space for municipal tradir poverty levels, over taxes, or a municipality m
account surplus regulation of municipal apply for a new tax to be
9 Minister in terms of the revenue sources, large authorised. Such an
Municipal Fiscal Powers increases in input costs, application must _be
Functions Act (MFPFA) pressures on funding cap suppor_ted by various stug
deciding fiscal arrangeme from own revenue on the impact of the
on behalf a sphere of proposed tax. _
goernment is inapproprig 1 Aremunicipalities using th
f Implications obgsible ofiscal spa
amendments to Municipal them to raise their own
Property Rates Act (MPR revenue?
1 All municipalities,
irrespective of fiscal capa

AMFM Report: Towards an Alternative Fivladeingr Metropolitan Cities. 2017
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are expected to show fisg
effort and collect own
revenues that are availab
to them

Inter-governmental transfers
Financial and Fiscal Commis National Treasury

 Expert Panel

1 Huge backlogs in service
delivery

1 Free basic services

1 Current funding dispensa|
not aligned to constitution

1 Conditinality of grants an
lack otlifferentiated
approach for cities

1 Overegqilation of
municipalities resulting in
excessive reporting
compliance to national an
provincial departménts
increasing |
governanceo

1 LGES at 9% compared tc
43% increase in functiong
since 2004

{ Unfunded manddtes

Y Horizontal division of |
revenuelnequities acrog
municipalities

T Infrastructure grants:

o Possible funding gag
on municipal capital
budged

1 Conditional grants:

o Proliferation of grant
and the compliance
and reporting burder]
on municipalities

1 Current system is not
resulting in optimum
peformance and quality
service delivery

Only a muni
capacity (and other issue
mentioned in section 214
of the Constitution) may k
taken into consideration
when determining its
equitable share or any ot
transfers from the nationg
budyet

Capital financing

Financial and Fiscal Commissio National Treasury

' Expert Panel

1 Adherence to national
treasury norms and
standards

0 (gearing ratio not to
exceed 45%

0 debt to operating reve
not to exceed 8%

9 Lack of technical capacity
deal sucturing/PPPs
making it costly to
municipalities

1 PPP regulatory framewor
not enabling

1 Current financing struct
sees banks as shtntm
lenders while the DBSA
has a longer funding ar
development outlook

National government doe
not guarantee murdtip
borrowing,
capacity to borrow is a
function of sound financig
management, sound own
revenue management an
choicef infrastructure
projects.

YA 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 leated by unfunded mandates from higher level governments
and the lack of weltleveloped methodologies and practices to translate expemdit@ssignment
responsibilitiesito quantifiable resource needs. Degrees of autonomy in expenditure decisions a&jso va
widely. (UCLG, 2010:18)
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Financial and Fiscal Commis National Tasury

Differentiation

1 No differentiated approac
grant system

1

It is paramount that the
principle of differentiation
implemented in the
functioning, financing anc
capacity support framewg
of local government base
on the context and

performancéd municipaliti€

How the local governmen
fiscal framework provides
the funding of municipalit
must be looked at holistic
taking into account the re
differences between
municipalities.

Policy integration

The didunction décal
governmd is equally the
result of the failure of
national and provincial
sphered of government tq
effectively monitor, super
and support municipalitie|

How the local governmen
fiscal framework provides
the funding of municipalit
must be looked atistatally
taking into account the re
differences between
municipalities.

Data constraints and unfunded mandates

1

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

National and provincial
departments prefer to
delegate functions throug
agency agreements beca
this enables them to retai
control of the budget, whi
devolving responsibility fq
implementation to the
municipality. The problen
that this separation of
funding and impleméata
responsibilities often resy
unfunded mandates bein
imposed on municipalities
(2011:35)
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Chapter 2Future City Perspectives

The purpose of this chapter is to describe and tabulate the importance of cities and their
economic, social and admstrative systems as they adapt to a changing global world. In
the South African contexthere is an increasing awareness of ttigesQmportance to

the overall social and economic growth. As part of sketching the current and future
evolution of localgovernment andmetropolitan cities the UNHabitat (2015:10)has
described cities in the following way:

Wocal authorities in all parts of the world play an increasingly important role in the delivery of
fundamental basic public services. But authoritéso face great challeng€k.
Wities are assets, solutions and drivers of economic and social develdpment

This chapter will thus consider the evolution of the urban dynamic and its trajectory as it
shapes the conversation aroundnovative models withpotential alternative scenarios
for change.

2.1 Global trends

2.1.1 Overview of macro trends

The basis of the changes aity development has been successive waves of urban
migration and developmeniThe urban population in 2014 accounted for 5dfthe total
global population, up from 34% in 1960, and continues to grow.

The global urban population ialso 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 and2030. This has happened also in a context of globalization of
communications, interplanetary systems and the digitalization of business processes
through ICT globallyGlobalisation has led to a blurring of boundaries between
supranational, national antbcal control functions.
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Figurel4: Population living in urbanreas 19562050(UN-Habitat, 2015)

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

1 Theemergence of greater uneven development around inefficient urban forms
habitat and spacéncluding theemergence of cyclical urban sprawl.

1 There is increased pressure on the infrastructure system of cities globally which
placespressures around three aas:
- current demands versus backlogs in infrastructure
- the future demands required for increased urbanisation and concentration in

cities

- The need for continuous evolving financial options.

T LYONBIAAyYy3 LINBaNBENE cZRFSY KESHWR X S4B NBE& s ¢
YIFEYylF3SYSyid aeadasSYy gAGKAY OAGASa®

f Increasing unemploymentunderemployment, i.e. & 2 2a6af S T dzig daNdS a ¢
therefore low/no affordability for housing and habitat

f  Permanence of informalitgsettiements, economy) incitesx L Y ¥ 2 NX¥ hefv I & ( K
Y2NXYI f O

1 Changingolitics Rise of social movements and social justice based approgches
(Rightsd | & SR¢ LJ2 & A @A #\5 NDigcitgasSimgtion 3

1 The changing use of technologies either enabling or disenabling city and citizens
interface in the urban complexes.

1 Increased urbanisation can also unlock more creativity and the benefits of the
economies of scale and concentration.
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