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Executive Summary

The 25" anniversary of South Africa’s democracy in April 2019 is an appropriate moment to
reflect on progress in one of the post-apartheid government’s greatest undertakings — the
establishment of a country wide system of deracialised, democratic and developmental local
government. This review sets out to assess the extent to which local government has been
able to deliver on its developmental mandate as envisaged by the 1998 Local Government
White Paper and described in the objects of local government in the country’s Constitution.
The review aims to uncover lessons from both the successes and failures of the system and
arrive at recommendations that address systemic issues over the next planning horizon. The
National Development Plan anticipates that by 2030 we will have a developmental state that
is accountable, focused on citizen’s priorities, and capable of delivering high-quality services
consistently and sustainably through cooperative governance and participatory democracy.

Figure 1: The Objects of Local Government in terms of Section 152 of the Constitution

Provide democratic
and accountable
governance

Promote a safe and Consult and involve
healthy communities in
environment local government

Local government is enjoined to build its own financial and administrative capacity to achieve
these objects, working cooperatively with national and provincial government as distinct,
interdependent spheres of government.

There are distinctive features of the South African local government context and history
which make its challenges unique. The highly unequal and racially fragmented apartheid
system was based on separate municipalities for different race groups, physically separated
in terms of the Group Areas Act, with the core economic areas and affluent suburbs
reserved for white residents falling under white local authorities. While the black dormitory
townships and homelands functioned as labour reservoirs for the industrial economy, the tax
base generated by their economic activity was directed to the upliftment of white areas.
Community resistance to this system, led by the civic movement and the broader mass
democratic movement and including rent and rates boycotts, resulted in the complete
discrediting of black local authorities and coloured and Indian management committees.

A series of locally driven negotiations, organised around the demand for integrated non-
racial municipalities with a single tax base, resulted in a highly participatory, locally
negotiated transition process. This led to a substantial consolidation of the 1 262 apartheid
era municipalities to 843 transitional local authorities during the first democratic local
government elections in 1995/96. After the publication of the Local Government White
Paper, and the promulgation of the framework legislation for the local government system
(Demarcation Act, Structures Act, Systems Act) a further consolidation of local government
structures took place — with 284 newly amalgamated municipalities being contested in the
2000 elections. Despite the integration of contiguous towns and townships, the residual

l1|Page



25 Year Local Government Review — Synthesis

legacy of apartheid spatial geography has resulted in widely divergent municipalities with
different capacities and tax bases.

The local government transition was guided by the powers and functions set out for local
government in Schedules 4B and 5B of the Constitution, which assigned infrastructure
services such as water and sanitation services, electricity reticulation, municipal roads and
stormwater drainage to local government, but held back certain crucial development
functions such as housing, education, health, and regional transport. The core municipal
services were envisaged as trading services, i.e. that users of those services would be
required to pay cost related tariffs, although municipalities were free to cross-subsidise
services across different categories of users and between different services. In 2000
government announced a programme of free basic services for indigent households, which
would guarantee a minimum package of tariff-free essential services. The services for
indigent households were meant to be derived from the ‘equitable share’ of nationally raised
revenue provided for in the Constitution. In addition, government instituted a wide variety of
conditional grants for particular functions and services. In aggregate, transfers to local
government have grown more than ten-fold in real terms over the period 1998/99 to 2017/18,
now totalling some R110 billion. Combined with their own revenues, total revenues to local
government now comprise nearly 25% of total government expenditure. This constitutes a
substantial commitment to decentralisation, although organised local government has
expressed concerns regarding the adequacy of central government financing.

Figure 2: Schematic summary of local government system
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There is a massive variation in size and capacity of municipalities, with metro administrations
having budgets larger than most government departments, while small rural municipalities
are barely able to perform basic functions. Nearly 40% of the South Africa’s population live in
8 single-tier ‘Category A’ metropolitan municipalities. Outside the metros, just over 60% of
the South African population is governed by a two-tier system of District (Category C) and
local (Category B) municipalities. The local municipalities are classified according to size,
including secondary cities (B1), large towns (B2), small towns (B3) and rural municipalities
(B4). Rural municipalities have the highest poverty headcount, and most are highly grant
dependent, on average obtaining over three quarters of their income from central
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government grants. Small towns rely on national grants for about 44% of their revenue and
have a higher poverty headcount than larger municipalities. District municipalities display the
highest degree of grant dependence (over 80%) regardless of whether they are water
service authorities or not, indicating their inability to collect revenue even if they provide
utility services.

Overstrand Municipality in the Western Cape is able to spend R14 134 per capita, while
Nongoma Municipality in northern KwaZulu-Natal is only able to spend R1 136 per capita — a
massive difference in what local government can offer people living in different parts of the
country. Furthermore, almost a third of the population live in communal areas under
traditional leadership, which largely remain outside the local government tax base and
municipal planning system.

Despite huge differences between municipalities, there has been impressive overall
progress with the delivery of infrastructure services. Households with access to piped water
improved from 70% (28 million people) in 1996 to 88,8% (50,9 million) in 2017. Households
with at access to at least basic sanitation (VIP pit latrines) improved from 48,8% (19,5 million
people) in 1996 to 82.2% of households (46 million) in 2017. 4,7 million new households
have been connected to the electricity grid since 1994, and by 2017, 84.4% (or 13.7 million)
households were connected to an electricity supply. The percentage of households with
refuse removed once per week increased from 56,1% in 2002 to 65,9% in 2017, while the
percentage of households with own or communal dumps, or no facilities decreased. These
are impressive delivery numbers, well exceeding the Millennium Development Goals for
access to water and sanitation, and reflect government’s emphasis on subsidising capital
expenditure to expand delivery of infrastructure services.

However, there is a high degree of stress in the local government financial system, partly as
a result of the operating costs associated with this infrastructure. Signs of financial strain
amongst municipalities grew after the 2008 financial crisis and have further intensified
recently. In the last year the number of municipalities in financial distress has increased from
95 to 128. There are 64 municipalities with negative cash balances, and 136 with cash
coverage of less than one month. A total of 113 municipalities adopted “unfunded budgets”
for 2018/19 financial year. The inability of households to pay service charges, combined with
the inability of municipalities to collect own revenues, has resulted in 115 municipalities
reporting growth in debtors of more than 20%. This has had a knock-on effect on
municipalities’ ability to pay creditors, with over R21 billion currently in arrears — including
over R10.7bn owed to Eskom and over R5.5bn to water boards.

There are serious systemic issues underlying this, some of the which are beyond the control
of individual municipalities. These include: duplication of structures and functions between
spheres and districts and local municipalities; misaligned or inappropriate devolution of
functions; municipalities performing functions which are not their core competency; unfunded
or under-funded mandates e.g. library and primary health services; and the impact of
amalgamations. One lesson from the last 20 years of consolidating local government is that
combining two dysfunctional or distressed municipalities does not necessarily yield a viable
municipality.

A string of internal issues is also driving this crisis, foremost of which are failures in
leadership and accountability. Weak leadership is reflected in ineffective, unstable councils
and governance structures, unstable administrations and conflictual relationships between
political leadership and management. There are also serious staffing issues, including a high
proportion of vacancies, absence of suitably competent senior managers and CFOs, and
bloated organizational structures that take up most of the budgeted expenditure. Lastly there
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are issues relating to financial management, including weak budgeting capabilities,
ineffective budget planning and implementation, inadequate allocations for infrastructure
repairs and maintenance and asset management, weak internal controls and supply chain
management, and low revenue collection levels.

More specifically, the review has assessed the functioning of local government in terms of
the six areas described below, which summarise the systemic issues facing local
government as well as make suggestions for how these can be addressed.

Table 1: Summary of achievements and challenges

ACHIEVEMENTS

CHALLENGES

GOVERNANCE &
INSTITUTIONAL
ARRANGEMENTS

ACCOUNTABILITY &
PARTICIPATION

INFRASTRUCTURE
SERVICES

SOCIAL & ECONOMIC
TRANSFORMATION

CAPACITY AND SKILLS

MUNICIPAL FINANCES
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Wall to wall local government
system.

Regular free and fair elections
Most secondary cities and
metropolitan municipalities
work well

Extensive regulatory
framework for public
participation

Ward councillor system
provides a direct link to ward
communities

Municipal Public Accounts
Committees established and
provide effective oversight

Massive improvements in
access to basic services
System of capital grants
supports infrastructure roll-out
City IDMS system is best
practice

Extensive regulatory
framework for local planning
Substantial investment in
housing and public transport
programmes

Substantial investment in
capacity building programmes
and skills development

Rapid transformation of
municipal administrations,
including engineering staff

Well developed system of
intergovernmental grants

Duplication of structures
Dysfunctional district and
local municipalities

Failure to devolve functions
where capacity exists
Communal areas fall
outside local government
authority

Deteriorating audit
outcomes

Compliance driven
approach to participation
Ward committee system
has been captured for
patronage purposes
Lack of effective
partnerships around
delivery

Widespread dissatisfaction
with quality of services
Poor asset management,
aging infrastructure with
high water and electricity
losses

Replication of apartheid
spatial patters

Most LED strategies and
agencies are ineffective
Lack of alignment between
industrial decentralisation
and municipal planning

High vacancy rates in
critical functions

Senior management
instability and victimisation
Political interference in
administration

Loss of experienced
engineering staff

High proportion of
municipalities in financial
distress
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e Redistribution and poverty e Growing consumer debtors
targeting built into finances and debts owed to Eskom
e Best practice MSCoA reforms and Water Boards

being implemented

Despite the achievements over the last 25 years, the current development trajectory is not
delivering sufficient economic growth, social inclusion or spatial integration, and it is also not
fiscally sustainable. The regulatory system needs to cater for differentiation between
municipalities, promote alignment (via assignment of functions) and engender accountability
for performance. There should be far stronger incentives within government to coordinate the
programmes of different government units. Municipalities must be capacitated to play a greater
role in rural and urban development, and key housing and public transport responsibilities
should be devolved where capacity exists. Emphasis should change from direct provision of
facilities towards the promotion of efficient local markets and demand-driven inclusive growth.
This will mean rapidly and progressively shifting the focus of central government funding for
development towards demand-side subsidies that support the agency of households and
communities.

Specific recommendations include:

Governance & °* Review the functioning of the two tier system and consider
institutional migrating toa single tier I__G system.

» As a transitional measure increase the number of secondary

arrangements cities which are designated as standalone Category A
municipalities.

» Broker an arrangement between traditional authorities and
municipalities regarding land management, service delivery
and revenue collection on communal land.

* Implement existing law (MFMA Chp 13, and MFRS) and
establish a team of experienced local government
administrators to provide long term institutional and
administrative support.

Accountability & -+ Consider reforming or even abolishing the ward committee
i~ At system
participation Build effective partnerships around local development and

embed the local state in civil society.

» Create greater transparency in municipal procurement and
allocation decisions.

» Use technology to enhance community participation e.g.
GovChat initiative and Municipal Money

» Introduce citizen-based monitoring with civil society to
monitor performance

Infrastructure °* Establish effective programme and project preparation
services systems, roll out infrastructure delivery management
systems
» Disclosure of investment programmes by national and
provincial government and SOEs through an integrated IDMS
» Introduce a national sanitation challenge fund to improve
sanitation in informal settlements
» Facilitate crowding-in of commercial financing
» Investigate suitable business models for local electricity
distribution
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Social &
economic

transformation

Capacity and
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skills

Municipal
finances

* Improve incentives to accelerate materials recovery in waste
management

* Review and simplify the local government planning system,
including through legislation.

Recognise municipal SDFs as the dominant planning and
land use management framework for aligning strategies of
public landowners

» SDFs should engage explicitly with land reform and should
receive national regulatory and administrative support.

* Integrate and connect Special Economic Zones (SEZs)
with adjacent urban areas and expand Urban Development
Zones (UDZs).

» Integrate public transport and human settlements
functions by devolving them to municipalities with the capacity
to administer them.

« Performance indicators for intergovernmental cooperation
between spheres and across sectors need to be monitored to
improve impact of IDPs.

» Ensure recruitment processes with clear minimum
requirements and compliance with municipal managers
competency framework.

* Regulate local public administration through a local
government Public Service Commission (LG PSC)

* Review system of fixed term appointments for municipal
managers and section managers in order to provide longer
term job security and retain skills.

» Establish a mechanism to transfer experienced managers
between municipalities, and place experienced managers in
areas of need

» Mechanisms to prevent malicious suspension of senior
managers to be established with oversight from LG PSC

Municipalities must continue to:
* Levy appropriate tariffs
» Target subsidies to the indigent
* Manage revenue collection
» Ensure that budgets adopted by councils are funded
» Improve supply chain management
* Asset management

The financing model for local government needs to be
comprehensively reviewed. This should include:
» Assess need to expand flexible central government
grants to municipalities
» Explore ways for municipalities to increase own-source
revenues
» Investigate new municipal sources to accommodate long-
term operational subsidies for public transport
+ Amend the Municipal Fiscal Powers and Functions Act
(2007) to clarify rules for levying development charges
» Update the policy framework on municipal borrowing,
allow municipalities to borrow against future grant
transfers, and clearly define role of DFls
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1 Introduction

The objects of local government as laid out in Section 152 of the Constitution are to: provide
democratic and accountable local government to communities; ensure sustainable provision
of services; promote social and economic development and a safe and healthy environment;
and ensure community participation in local government matters. The developmental role of
local government is further elaborated in the 1998 White Paper on Local Government as one
of: “working with citizens and groups within the community to find sustainable ways to meet
their social, economic and material needs and improve the quality of their lives”.

The National Development Plan (NDP) builds on these foundations in its blueprint for a
“Capable and Developmental State” that by 2030 will be accountable, focused on citizen’s
priorities, and capable of delivering high-quality services consistently and sustainably through
cooperative governance and participatory democracy. The NDP vision of participatory
democracy foregrounds local government as: responsive to citizen’s priorities; involving
citizens in meaningful deliberations regarding governance and development; and executed by
skilled, competent employees and committed to delivering quality services. It is a vision of a
local government system able to cost-effectively increase the quantity and quality of services
and operating within a supportive and empowering intergovernmental system, thereby earning
high levels of trust and credibility amongst the public. From this vantage point, local
government is at the centre stage of development and transformation.

In this chapter, we review the progress of local government in meeting its constitutional
imperatives and realising the vision of the NDP, the remaining challenges and their root
causes, and what will need to be done over the short, medium and long-term to address these
and position local government to fulfil its developmental role.

2 What the democratic government inherited in 1994

The vision of local government articulated in the Constitution, the White Paper, and the NDP
was in large measure shaped by the struggles and experiences of ordinary South Africans
under the racially divided, unequal and exploitative governance systems of apartheid.

The legislative machinery of apartheid, building on a colonial legacy of land dispossession,
created segregated and unequal communities. White town councils fell under the
administrative control of four provinces, while black South Africans fell under separate black
local authorities and ten “homeland” administrations. Segregation was formalised in terms of
the Group Areas Act of 1950, which allowed for expropriation of property and forced removals
of black peaople. In reserving the core economic areas and affluent suburbs for white residents
falling under white local authorities, the Group Areas Act created an enduring spatial legacy
for apartheid.

Limited local government was allowed in the homelands, and co-opted traditional leaders were
given powers over land allocation and development on communal land. In addition, Coloured
and Indian management committees were established as advisory bodies to white
municipalities in the 1960s, allowing for limited and highly controlled input. White municipalities
also administered townships in their areas until 1971, when the Bantu Affairs Administration
Act shifted responsibility to Administration Boards. In order to establish a junior form of self-
government, the apartheid regime introduced Community Councils in 1977 to be replaced by
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Black Local Authorities in 1982, which lacked real power, resources and crucially political
credibility. Massive civic struggles, including bus boycotts, rents and rates boycotts, and the
growth of a vibrant civic movement during the 1980s, led to the virtual collapse of a widely
despised system.

By the early 1990s even the apartheid government realised it needed to find an
accommodation with local community movements, and in parallel with the national
negotiations a series of locally driven negotiations, organised around the demand for
integrated non-racial municipalities with a single tax base, resulted in a highly participatory,
locally negotiated transition process. The legal basis for the process of transition was secured
through the Local Government Transition Act, Act 209 of 1993 (LGTA) and a three-phased
transition, illustrated in Figure 3 below.

1990s 1994 2000
Local negotiations culminate in Pre-interim phase — up to first Final Phase - local government
National Negotiating Forum in democratic LG elections in as a separate sphere of
1993 with government, civics 1995/96, unifying and de- government with structures in
and LG associations racialising local authorities terms of Mun. Structures Act
Local Government Transition Act Interim Phase — from 1995/96
of 1993 regulated transition local government elections to
towards a democratic local creation of municipalities in terms
government of new Constitution
1993 1995/96

Figure 3: The South African local government transition

After South Africa’s first democratic elections in 1994, the incoming administration inherited a
system of local government that was in transition - that was undergoing transformation as a
result of community mobilisation, but with deep structural and spatial inequality and with low
credibility as a result of an unaccountable, racially unequal system of rule.

3 Policies, programmes and plans developed and
Implemented since 1994

A key governance challenge that had to be addressed by the new government in 1994 was
that of establishing a democratically representative and deracialised local government system.
The formal status of local government was established in the South African Constitution, as
adopted in 1996.

There has been substantial progress in achieving the objects of local government set out in
the Constitution and White Paper, particularly in relation to local democracy, accountability,
capacity development, financial and administrative management and services. Local
government has been a crucial pillar of the post-apartheid state-building project, which has
involved a substantive devolution of political power combined with fiscal decentralisation

In addition to defining the objects of local government, Part B of Schedules 4 and 5 of the
Constitution clearly define its assigned powers and functions, which include planning, land
management, utility services, community facilities and public health. They exclude housing,
regional public transport, curative health care and education, which are powers shared by
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provincial and national government — although provision is made for powers and functions to
be devolved where appropriate capacity exists. Local government is thus established as a
distinct sphere of government that is nevertheless interdependent with other spheres.

Within the new democratic constitutional framework Provincial and National government were
granted an important role in supporting municipalities and helping them build capacity.
Provincial supervision, monitoring and support of local government is a Constitutional
obligation in terms of sections 154 (1) and Section 155 (6) and (7) of the Constitution.

The constitution also establishes local government as a ‘wall-to-wall’ system, providing
democratically elected local representation throughout the country, based on a two-tier system
of local municipalities within district municipalities, as well as metropolitan municipalities.

Further definition was given to the constitutional system of local government by the policy
prescriptions of the 1998 White Paper on Local Government and a raft of foundational
legislation, including the Municipal Demarcation Act, 1998 (Act 27 of 1998), the Municipal
Structures Act, 1998 (Act 117 of 1998), the Municipal Systems Act, 2000 (Act 32 of 2000) and
the Municipal Finance Management Act, 2003 (Act 56 of 2003) (MFMA). These provide a
detailed blueprint for a system of Developmental Local Government within a framework for
Cooperative Governance, based on a decentralised model for local government. The tax base
of local government was confined to property rates and service charges, but it was entitled to
an equitable share of national revenue, which has grown to expand the revenue base
considerably. Local infrastructure services are run as trading services, i.e. on a cost recovery
basis, but municipalities are encouraged to take advantage of the equitable share to subsidise
poor households to meet requirements for access to basic services.

The Municipal Demarcation Board significantly consolidated transitional local councils in an
attempt to deracialise local government, ensure financially sustainable municipalities and to
give effect to the two-tier schema prior to the 2000 elections.

Table 2: Consolidation of local authorities up to 2016

Year Category A Category B Category C TOTAL
(Metros) (LMs) (Districts)

Pre 1994 Separate white & black local authorities, management 1 262
committees, R293 administrations

1995/6 Transitional amalgamated local authorities 843

2000 6 231 47 284

2006 6 231 46 283

2011 8 226 44 278

2016 8 205 44 257

A fundamental challenge of the transition was harnessing the required level of
intergovernmental cooperation to support local government in exercising its powers and
functions, particularly in the context of infrastructure service backlogs and limited tax bases of
newly integrated municipalities. Since 2005, the Intergovernmental Relations Framework Act,
2005 (Act 13 of 2005) has provided the institutional framework for facilitating coherent
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government across the three spheres with respect to service delivery, integrated
implementation of government’s developmental goals, and monitoring and oversight.

Many measures have also been taken to counter corrupt practices and put in place stronger
accountability mechanisms. Financial accountability through improved financial management
has gained momentum since the passing of the Municipal Finance Management Act, 2003
and various financial management support programmes.

National government has allocated significant sums of money to building municipal capacity
over the last 25 years, and since 2000, a series of local government support programmes
have been put in place. These include the Project Consolidate (2004-2006), Siyenze Manje
Programme (2006), Local Government Strategic Agenda (2007-2011), Local Government
Turnaround Strategy (2009 - 2014), Back to Basics (2014 to date), and the City Support
Programme (2013 to date).

A number of other government initiatives and programmes have focused on advancing service
delivery and institutional support - including the former Planning and Implementation
Management Support (PIMS) Centres, the ISRDP and URP nodal programmes, the IDP
analysis and training weeks, the Bucket Eradication programme, the llima project (Old Mutual),
and the donor supported Consolidated Municipal Transformation Programme (CMTP).

4 Progress since 1994

Local government has undergone a monumental transformation process to take us from over
1 200 racially segregated, institutionally fragmented and undemocratic local government
structures in the early 1990’s to 257 democratically elected municipalities in 2016.

There has been substantial progress in achieving the objects of local government set out in
the Constitution and White Paper, particularly in relation to local democracy, accountability,
capacity development, financial and administrative management and services. Local
government has been a crucial pillar of the post-apartheid state-building project, which has
involved a substantive devolution of political power supported by fiscal decentralisation.

A clear and consistent set of institutional arrangements for political oversight, executive
management and administration has been implemented throughout the country. This
represents an achievement that can be built on, irrespective of the extent to which any
particular council, executive committee, or municipal administration performs in terms of its
objectives.

Citizen acceptance of the legitimacy of local government structures and participation in local
democracy is evidenced by voter participation having increased in every local government
election held since 1994 — more citizens have registered to vote, and voter turnout has
increased every election year.

The democratic state has also made impressive gains over the past 25 years in establishing
a policy and legislative framework for accountability and public participation supported by
statutory bodies, structures and programmes that entrench participatory democracy. The
establishment of ward committees promotes the right of communities to participate in the
decisions which affect development in their areas. Ward committees have been established
in 93% of the 4 392 demarcated wards. In addition, since 2004 ward-based community
development workers have been appointed in 66% of wards.
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Figure 4: Voter turnout and participation in local government elections
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As the Intergovernmental Relations (IGR) system has matured, there has been a positive shift
towards practical implementation of IGR, with improved local government engagement in IGR
structures leading to improved integration in planning, budgeting and implementation. The
system of local Integrated Development Plans has become institutionalised, complemented
by the Spatial Planning and Land Use Management Act (Act 16 of 2013) which enables local
Spatial Development Frameworks. Built Environment Performance Plans are being used by
the metros to address the spatial legacy of apartheid through transit oriented approaches
which centre on development corridors based on transport nodes and infrastructure and
involving high density, demographically diverse, mixed-use residential development.

There has been considerable investment in training of local government officials and
councillors. Following municipal elections SALGA undertakes country wide training of new
municipal councillors, and the LGSETA utilises the skills development levy to provide technical
and management training to local government staff. There have also been numerous capacity
building initiatives involving various government agencies and considerable cost involving
technical support, training and grants.

Of particular practical significance to citizens is the impressive progress since 1994 in
increasing access to services such as water, sanitation, electricity, refuse removal and roads.
Local government has also been instrumental in delivering on the social welfare agenda of
developmental local government through the free basic services policy, which provides for
indigent households to receive a package of free basic services comprising water (6kl free per
household per month), electricity (50kw free per household per month) as well as basic
sanitation and solid waste removal services.

4.1 Water

Water is identified as a strategic resource critical for social and economic development in
South Africa. The NDP states that “by 2030 all South Africans will have affordable access to
sufficient potable water and hygienic sanitation to live healthy and dignified lives”. According
to the results of the General Household Survey (GHS 2017), 88.8% of South African
households had access to piped water in 2017. In 1996, just 70% of households had access
to water services.
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Percentages conceal the sheer volume of people who have benefited post 1994. In 1996 the
total population was estimated at around 40 million, of which 28 million had access to piped
water. By 2017, the total population had increased to over 56.5 million (GHS 2017), of which
almost 50.9 million had access. Delivery has not only taken place in the more urban centres,
but across all provinces and in B2, B3 and B4 municipalities that are often the most deprived
or rural communities.

Figure 5: Percentage of households with access to piped or tap water in their dwellings, off-site or onsite
by province, 2002-2017
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4.2 Sanitation

Little attention was paid by the apartheid government to providing sanitation in rural areas
while bucket sanitation predominated in most townships. Given this history, the post-apartheid
government faced a massive challenge to reverse the health and environmental
consequences, and more particularly the impact that the apartheid system had on the dignity
of the majority of South Africans. At the dawn of our democracy, out of a population slightly
over 40 million, an estimated 20.5 million lacked basic sanitation (a household toilet of at least
a VIP! standard) in South Africa. By 2017, 82.2% of households covering a population of over
46 million had access to improved sanitation.

1 Ventilated Improved Pit Latrine
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Figure 6: Percentage of households with access to improved sanitation per province, 2002-2017
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Nationally, the percentage of households without proper sanitation facilities decreased from
12.6% to 3.1% between 2002 and 2017. Massive success was also recorded with respect to
the eradication of the unpopular and undignified bucket sanitation system.

Figure 7: Percentage of households that have no toilet facility or that have been using bucket toilets per
province, 2002—2017
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4.3 Energy

Access to electricity has proven to be a key enabler in the eradication of poverty and bridging
the inequality gap in South Africa. Since 1994 a total of 4.7 million new households have been
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connected to the grid. By 2017, 84.4% (or 13.7 million) households were connected to the

mains electricity supply.

Figure 8: Percentage of households connected to the mains electricity supply by province, 2002—2017
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Between 2002 and 2017, the largest increases were observed in Eastern Cape (+30.1%
points) and Limpopo (+18.2% points) while the percentage of households with access to mains
electricity actually declined in Gauteng (-7.2 % points), Western Cape (- 1.9 % points) and
North West (-1.1% percentage points). This decline has been attributed to the rapid in-
migration and growth of informal settlements in these provinces. Progress has also been made
in connecting households in remote areas and informal settlements to non-grid connections,
with 0.5% of the population currently using solar energy for lighting.

4.4 Refuse removal

The percentage of households for which refuse was removed at least once per week increased

from 56.1% in 2002 to 65.9% in 2017.

Figure 9: Percentage distribution of household refuse removal, 2002—2017
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The figure above also shows that the percentage of households that had to rely on their own
or communal rubbish dumps, or who had no facilities at all, decreased over the same period.

4.5 Trends in municipal audit outcomes

While the annual municipal audit outcomes generate much criticism of local government
performance, the long-term trend provides a more sober picture of the advances made.
Evidence shows that over the period 2007/08 to 2016/17, the number of qualified, disclaimed
and adverse audit opinions significantly decreased from 67% in 2007/08 to 43.6% in 2016/17,
while the number of municipalities with unqualified audit reports (with or without findings)
increased from 33% to 57%.

Figure 10: Trends in municipal audit outcomes, 2007 - 2017
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Oversight and accountability has been improved through, for instance, Municipal Public
Accounts Committees (MPACs), which are oversight bodies appointed by Council and
responsible for reviewing local government expenditure and performance reports in hearings
that are open to the media and the public to encourage transparency. MPACs have proven
successful in providing an open platform for scrutinising municipal finances, fighting
corruption, and promoting corporate governance principles. By 2012 80% of municipalities
reported having established MPACs, and by 2018 this rose to 99%.

5 Persistent Challenges

Despite the progress made since 1994, there are significant systemic problems facing local
government with respect to governance and institutional arrangements, accountability and
participatory democracy, infrastructure services, socio-economic transformation, capacity and
skills and local government finances.

5.1 Governance and institutional arrangements

Achieving integrated development through South Africa’s system of 3 spheres of government
and a two-tier local government system is institutionally complex, posing challenges in terms
of intergovernmental relations and cooperation. This is further complicated by the widely
disparate circumstances of local government institutions. The Constitution allows for further
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devolution of powers to LG where capacity exists, but in practice this has been hobbled by
financing, accountability and capacity challenges.

5.1.1 Widely divergent institutional and fiscal capacity

South Africa has a widely divergent local government system, with large, well-functioning
metropolitan and local municipalities sitting side by side with small, under-capacitated, poorly
governed and financially bankrupt municipalities that are barely able to perform their functions.
The massive variation in terms of financial and capacity resources is closely related to the
incidence of poverty and its impact on the municipal tax base, as illustrated in the table below.

Table 3: Categories of local government and their comparative features

Category No. % of Spend per Grants as % Poverty head
population | capita of revenue count
A (Metros) 8 39,88% R9 152 22,51% 4,12%
B1 (Secondary cities) 20 14,33% R5 975 22,82% 7,07%
B2 (Large towns) 25 8,99% R5 159 27,41% 7,43%
B3 (Small towns) 104 13,85% R3 974 44,12% 8,94%
B4 (Rural villages) 63 22,95% R1 457 76,25% 17,28%
C1 (Districts not WSAS) 23 27,44% R298 82,22% 6,24%
C2 (Districts — WSAS) 21 32,67% R906 82,69% 12,82%

Source: SSA Community Survey 2016 and Municipal Money for 2018 budget data

While some local municipalities struggle to cope with the delivery of municipal services, in the
case of some metropolitan municipalities and secondary cities housing and transport functions
that would be most effectively exercised at the local level have not been devolved.
Metropolitan cities operate at significantly larger scale than local municipalities and have
capacities and challenges that do not exist within the two-tier system.

Many districts struggle to perform their co-ordination, facilitation and support role and find it
difficult to attract professional staff and scarce skills. Six of the total 43 district municipalities
perform less than 40% of the total functions assigned to districts. Very few district Water
Service Authorities (WSASs) collect revenue or have the necessary billing systems for cost
recovery for services and many of these WSAs are considered highly or extremely vulnerable
according to the Department of Water and Sanitation’s assessments. Monetary resources that
could address service delivery backlogs are instead channelled to sustaining district
government administrations.

In rural areas governance arrangement are further complicated by the presence of communal
areas in which municipalities struggle to exercise their. Successful challenges to the
constitutionality of the Communal Land Rights Act has meant that the status of communal
land, and the tenure of some 16 million people living on communal land, remains uncertain.
Unplanned urban development is taking place on communal land adjacent to large towns and
cities, where the absence of individual title prevents municipalities from levying property rates.
At the same time municipalities have obligations to extend services to these areas.

5.1.2 Dysfunctional governance arrangements

The Municipal Structure Act provides a detailed framework for systems of governance and
administration by municipal councils and the executive. While some initial challenges in
implementing the Act were to be expected, the annual assessment conducted by the Auditor
General into the level of assurance provided by critical oversight structures within local
government indicates little improvement over time, as illustrated in Figure 11 below.
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Figure 11: Levels of assurance provided by oversight mechanisms (Auditor General of SA, 2018)

There are failures of proper oversight and accountability, which are critical to effective
governance and institutional arrangements. A salient feature of the South African electoral
system is the power of political parties. Both ward candidates and proportional representation
lists are usually drawn up by party structures, and the interface between party politics and
municipal management is potentially problematic — at the very least, accountability to
constituents is often less of a motivator than party dynamics for many councillors. Local lists
for proportional representation tend to be shaped by political considerations rather than
technical capacity.

Similarly, party political considerations and individual interests can compromise the proper
relations between council, the municipal executive, and its administration. This may manifest
as undue political pressure being placed on executive decisions, on political interference in
appointments and resource allocation, and in particular interference in supply chain
management. At its worst, where political influence and commercial interests coincide, this
has given rise to blatant fraud and corruption.

5.1.3 Intergovernmental cooperation —too little, and then too late

The Constitution and Municipal Finance Management Act describe the mechanisms and
triggers for mandatory interventions and requirements for financial recovery plans. Since the
Constitution was adopted in 1996, the number of Section 139 interventions has increased from
a total of 17 between 1996 and 2005, to a total of 63 between 2006 and 2015 (Van der Waldt,
2016). Currently some 87 municipalities are being closely monitored and supported by
COGTA and National Treasury due to governance failures and inability to fulfil their
obligations.

National Treasury hosts the Municipal Finance Recovery Service (MFRS) and have evaluated
S139 interventions, determining that since 2004 they have been largely ineffective, partly due

17|Page



25 Year Local Government Review — Synthesis

to interventions starting too late. In many cases this is a result of provinces not identifying the
factors requiring a provincial intervention in a timely manner, and not responding appropriately
once the crisis is recognised. The dissolution of a municipal council and appointment of an
administrator usually faces local resistance and political counter-mobilisation. In several
cases, national government has been compelled to intervene as a result of court orders.

Resorting to Section 139 is symptomatic of an underlying breakdown in the systems of
intergovernmental cooperation. Given the responsibility of national and provincial government
to support local government in the exercise of its functions, the responsibility for the failure of
local government to deliver a service or perform a key function is a shared one. There needs
to be a layer of oversight and support at the district or province, and failing that, at a national
level, that kicks in before service delivery or financial management breaks down. The
Department of Cooperative Governance is currently preparing a Bill for Intergovernmental
Monitoring, Support and Interventions that will seek to provide a comprehensive government
strategy for ensuring the three spheres of government work together to identify serious
problems in a timely manner and respond appropriately. Inevitably, the implementation of such
a bill will be predicated on government having the necessary technical capacity to support
failing municipalities.

5.2 Accountability and participatory democracy

In the name of efficiency and more rapid delivery, government has ‘managerialized’ decision-
making processes, marginalising autonomous local civics and community groups in the
process (Heller 2018). Local government in general, and particularly metropolitan government,
has a strongly institutionalised system of vertical or upward accountability, as opposed to
outward accountability, which contributes to an overly compliance orientated culture (van
Donk, 2017).

The overwhelming emphasis of public participation procecess on IDPs and other municipal
planning processes is on procedural compliance, rather than substantive engagement. This
has not only undermined the capacity of the local state to deliver on complex, integrated policy
areas, it has also led to a crisis of legitimacy.

5.2.1 Erosion of public trust in local government

Levels of public trust in local government have been tracked through several surveys, which
indicate a consistent picture of an overall downward trend in levels of trust — indeed, local
government is identified as the least trusted sphere of government.

In a 2015 survey of community protests, SALGA researchers found that communication issues
were cited by 33.9% of respondents as a cause for community protest action. In seeking
solutions to prevent protests, the largest number of respondents (61%) said that better public
participation was required. They found that consultative processes were not extending to the
ward level, giving rise to information asymmetries between councils and communities. In some
instances, councillors were not part of the feedback loop to either councils or communities. A
2008 analysis by SALGA noted a shift in public participation from government-created
processes and forums to various forms of lobbying and popular protest, escalating from
peaceful towards violent (SALGA, 2008).

Research by the Water Research commission into the greatly increased levels of service
delivery protest since 2008 suggest dissatisfaction with both the outcomes and processes of
local government is exacerbated by unfulfilled expectations and aspirations associated with
rapid urbanisation driven by the collapse of agrarian economies and unemployment from mine
closures (WRC, 2015)

18| Page



25 Year Local Government Review — Synthesis

Figure 12: Trust in government institutions — how well is government doing its job?
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Figure 13: Annual number of service delivery protests in South Africa, 2005 - 2017
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5.2.2 Performance of ward committees

While there has been success in rolling out the system of ward committees since 2000,
COGTA reviews of the ward committee system have noted some serious deficiencies:

¢ Ward committees are often a replication of the party structures and don’t represent the
full diversity of interests in the ward

e There are frequent instances of political rivalry between the ward councillor and ward
committee members.

o Ward CDWs don't have a relationship of accountability with ward committees,
frequently resulting in tensions.

e Some councillors show a lack of interest in the affairs of ward committees.

¢ In too many cases ward committees have little credibility and awareness amongst
communities.
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Although there may be instances where ward committees and CDWSs play constructive roles,
fulfilling the intended function of promoting community participation in local decision-making,
too often ward committees degenerate into an extension of the municipality’s political and
administrative agendas.

5.3 Infrastructure and services

Progress in addressing the backlogs in the provision of basic services continues to serve as
a key measure for evaluating the performance of local government. Local government
continues to experience challenges in terms of ensuring affordable access to public goods
and services that are reliably delivered at an appropriate service level. The 2016 Community
Survey data clearly shows that service delivery is positively correlated with urban intensity,
being best in metros and worst in rural areas, as shown in Table 4 below.

Table 4: Service delivery scores by municipal category

Index
Municipal category  Sanitation Water Refuse Electricity | Composite
Metro (A) 4,7 455 45 4,6 4,6
Secondary City (B1) 4,4 4,3 4,0 4,6 4,3
Large town (B2) 4,3 4,0 3,9 45 4.2
Small town (B3) 43 4.0 3,6 45 4.1
Rural municipality 3,5 2,8 2,3 4,5 3,3

(B4)
Source: StatsSA 2016 Community Survey

There are some intrinsic reasons for these disparities in service delivery levels, including:

e Economies of scale — for purely technical reasons, the cost per household of delivering
the same level of service is lower in urban areas than in rural areas

e Technical capacity — cities are likely to have better access to experienced and skilled
staff and service providers than rural areas.

¢ Financial capacity — economic activity and wealth tends to be concentrated in cities
and towns, resulting in an improved revenue base for urban municipalities.

At the same time these disparities are driven by a number of internal factors, including the
loss of professional capacity, failure to adequately maintain infrastructure, failure to collect
revenue and manage services sustainably. In many municipalities the focus on expanding
access has come at the expense of repairs and maintenance, leading to unreliable service
delivery and high levels of electricity and water losses. Failure to invest in operation and
maintenance inevitably results in higher costs and the inability to realise revenue projections.
Although most cities and some smaller municipalities have developed asset and information
management systems that help them to manage existing infrastructure assets and to identify
future challenges, failure to properly manage infrastructure is in large part responsible for
service delivery failures.

Linked to the provision of utility services are a host of services provided as public goods,
typically funded through the rates base, that contribute to the social and economic well-being
of communities and are the responsibility of local government, including: roads; stormwater
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drainage; public health; firefighting services; public libraries; and municipal parks and
recreational facilities. These public good services face similar disparities and challenges.

5.3.1 Water and sanitation

The Department of Water and Sanitation (DWS) has reported that since 2009, 11% of water
infrastructure has totally collapsed, including 44 waste water treatment works — which is having
serious health and environmental consequences as evidenced in the sewage contamination
of the Vaal River. More than one-fifth (22.0%) of South African households reported some
dysfunction with their water supply in 2017. The DWS’ 2016/17 round of Municipal Strategic
Self-Service Assessments show that just 31 of the 144 Municipal Water Services Authorities
can be considered to be operationally sound, while 113 (or 78.5%) are either vulnerable or
dysfunctional.

Figure 14: Percentage of households rating the quality of water services provided by the
municipality as good, and those that reported water interruptions by province, 2017
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Despite the initial promise of the Blue Drop and Green Drop programs, there is currently a lack
of transparency around actual performance related to continuity of supply, non-revenue
generating water losses and other key parameters. Furthermore, there are few administrative
‘consequences' for under-performance and the DWS does not have the regulatory tools to
intervene or strongly incentivize better outcomes.

South Africa is ranked as the 30th driest country in the world. With climate change likely to
heighten the frequency and intensity of extreme precipitation events such as drought, the
efficient management of water resources needs to be a national priority.

5.3.2 Electricity

To address the inequalities created by seriously underdeveloped power infrastructure in black
communities, government embarked on a massive electrification programme (Integrated
National Electrification Programme). However, failure to implement much needed electricity
sector reforms with respect to generation, bulk transmission and local distribution resulted in
underinvestment in generation capacity and local distribution grids, which in turn has led to
load shedding and periodic blackouts due to local distribution failures. The Department of
Energy has warned that unless the maintenance and refurbishment of electricity networks is
attended to, the next wave of blackouts will be triggered by failures at the municipal distribution
level.
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Figure 15: % households rating electricity supply services as ‘good’, ‘average’ or ‘poor’ by
province in 2017
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5.3.3 Roads and transport

In the absence of regular investment in maintenance, municipal roads deteriorate rapidly and
require much larger future capital and material inputs, straining both technical and financial
capacity. A 2011 SAICE Infrastructure Report Card reported that municipal roads are not well
managed, with road condition data available for only 4% of these, and much confusion
regarding local and district municipal coordination and responsibility. This was corroborated
by the Auditor-General (2018):

¢ 55% municipalities did not have an approved road maintenance plan or priority list for
renewal and routine maintenance

o 27% municipalities did not assess the condition of their road infrastructure

e 26% road projects exceeded completion date

There has been an often-disproportionate investment made in expanding urban road networks
to relieve congestion at the expense of public transport (and social equity). The limitations of
this approach is that peak period congestion has continued to increase, as shown below.

Table 5: Average travel time (min) for work and education purposes, 2003 and 2013

Area To work To education

2003 2013 2003 2013
Metro 50 56 30 36
Urban 35 40 25 31
Rural 37 50 33 38
RSA 43 50 31 35
PTNG cities 48 55 30 36

Source: Van Ryneveld 2017, Extracted from National Household Travel Surveys of 2003 and 2013 (Stats SA,
Pretoria)
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The need for an equitable reorganisation of municipal transport, coupled with the need to shift
passengers from private cars to public transport to reduce urban congestion, has been
recognised at all spheres of government. In order to be financially sustainable and
independent of substantial operating subsidies, Bus Rapid Transit (BRT) systems require the
development of densely populated mixed-use urban corridors, which takes time -
consequently, BRT routes connecting townships to city centres often currently operate at a
loss. BRT systems need to be combined with high density housing developments to achieve
equitable spatial transformation. Conventional bus services, which are usually the main mode
for connecting townships on the urban periphery with city centres, are currently provincially
managed and subsidised. In order to facilitate efficient integration of these services, as well
as urban commuter rail, into metropolitan integrated transit plans, these functions are best
devolved to the metros.

5.3.4 Waste management

Although there has been a slow improvement in waste collection in terms of penetration and
level of service, many municipalities struggle to recover the costs associated with the
collection and disposal of waste. Inadequate financial resources combined with a shortage of
technical waste management skills within the local government sector has hindered progress
in stimulating the waste economy through separating waste at source for recycling and
investing in alternative waste treatment as opposed to landfilling.

5.3.5 Free basic services

To address the issue of affordability, since 2000 government has provided a package of free
basic services to indigent households, subsidised at the level of local government through the
equitable share allocation based on the number of indigent households in each municipality.
However, because the equitable share is an unconditional grant, there is no mechanism to
ensure that municipalities spend it on service delivery to indigent households. In practice,
many municipalities do not have systems in place to identify indigent households or specifically
target free basic services to these households. As shown in Figure 16, there has been a steady
increase in the percentage of consumers receiving free basic services to well above the
incidence of indigency. Of the 223 Municipalities with policy in place to provide free basic
services in 2017, only 149 had any system in place for targeting indigent households. In many
cases, therefore, the equitable share allocation to municipalities is being used as a general
subsidy to all consumers delivery, which is not the intended purpose.

Figure 16: Consumers receiving Free Basic Services
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Furthermore, because many municipalities struggle to keep proper records of indigent
households or use proxies such as geographical location to target free basic services, many
indigent households do not receive free basic services. In 2016 it was estimated that about
30% of the 3.6 million registered indigent households are not receiving access to free basic
services.

5.4 Social and economic transformation

While the Constitution enjoins local government to promote social and economic development,
it has limited economic instruments or social functions at its disposal. Local government also
has to function within the current macro-economic environment of low growth and tight fiscal
constraints, with low levels of foreign and domestic investment in economic production.
Coupled with structural problems such as a mismatch between skills and job market
requirements, this has hampered progress in dealing with unemployment and the extremely
unequal distribution of income between communities. Extreme poverty is concentrated in
predominately black rural areas, which despite their rural nature are sometimes densely
populated — but is also a feature of the urban landscape found in homelessness and informal
settlements.

5.4.1 Demographic trends

Because of the agglomeration effects that cities create for workers, employers, innovators and
creators, they are drivers for economic growth. Table 6 below shows the extent to which
population growth and inward migration is concentrated in the biggest metros, with net outward
migration from rural municipalities. This is leading to pressure for housing, basic services and
jobs in urban areas, a mushrooming of informal settlements on the periphery of cities and
towns, and the erosion of economic opportunities and the revenue base in already struggling
rural municipalities.

Table 6: Annual Growth and In-migration rates per municipal category

Urbanisation Gauteng & Other Secondary Large Small Rural
metrics 2011 - Cape Town Metros Cities (B1) Towns Towns Areas
2016 (A1) (A2) (B2) (B3) (B4)
Annual  Growth 2.4 1.0 1.6 1.5 1.4 0.8
Rate %

In-migration Rate 0.89 0.03 0.5 0.31 0.21 -1.49

%
Source: adapted from Arndt et al, 2018

5.4.2 Local economic development strategies

Although the major urban centres are currently leading the economic recovery and job growth,
municipalities are not fully benefiting from the urban dividend of agglomerations of population
and economic infrastructure and increased efficiencies of scale in service delivery. This is
exacerbated by a misalignment of industrial and urban policy. Many of the current Industrial
Development Zones are isolated from existing commercial districts and residential areas,
undermining their contribution to local economic development.

At the same time, there are important linkages between urban and rural areas, and the
sustainability of urban areas is tied to the sustainable production of food and extraction of
resources from rural areas. Collapse of rural economies have potentially disastrous
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implications for urban areas, particularly in the context of growing risks from climate change
on food security both locally and globally.

The plethora of Local Economic Development (LED) strategies and agencies in local
government have not demonstrated visible success outside of the metropolitan areas, and
there is no system for monitoring or evaluating their performance, or mechanisms for cross-
pollination of ideas and approaches to promoting innovation or leveraging local competitive
advantage.

5.4.3 Spatial transformation and planning instruments

Despite the levels of infrastructure and human settlements investment and a well-developed
planning system, the degree of spatial segregation in South African municipalities remains
persistently high.

Figure 17: Racial segregation in South Africa’s cities

Nelson
Residential racial e ’”‘;'““'“
_ . shwane Bay
segregation in 0,62 0,70
South Africa’s
g Cape
largest cities Town

Census 2011 0,67

e most segregated”

L

eThekwini

0,69

a9

Johannesburg

0,57

Ekurhuleni
0,64

The misalignment of housing, public transport and municipal plans contributes to persistent
spatial patterns. In many cases, national and provincial RDP housing projects have been
located on low value land and suffer from poor integration into existing urban spatial forms,
resulting in an inadvertent replication of economically and spatially disconnected communities
with time-consuming and expensive daily commutes. The lack of spatial alignment between
housing policy and economic development underscores the need for housing and transport to
be effectively devolved to the metros and secondary cities.

The system of Integrated Development Plans (IDPs) has a critical role to play in coordinating
service delivery to promote spatial integration and creating an enabling environment for
economic development. While initial levels of compliance with the requirement to develop and
update IDPs was close to 100%, there has been a significant decline since 2006, with currently
just over 80% of municipalities having IDPs in place. Although not all municipalities are Water
Service Authorities, there has been a similar decline in Water Service Delivery Plans, an
important sector plan that should be integrated into the IDP process. This speaks both to
challenges in capacity, and a loss in confidence in the IDP process.

The loading of the IDP process with additional guidelines for sector-based planning
instruments and overlapping planning requirements has proven to be unrealistic in relation to
the actual planning capacity of many municipalities. At the very least, there is a need to
streamline planning regulations, and place Spatial Development Frameworks at the heart of
the planning process. For many municipalities, a properly elaborated SDF could serve as a
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single planning instrument that would meet most of their needs in terms of development
planning.

5.5 Institutional capacity and skills

Post 1994, the developmental role envisaged for local government imposed a very different
set of skill requirements on municipal administrations — developing and integrating townships
and rural areas, introducing social and economic development issues into engineering
focused departments, emphasising integrated development approaches and strategic
planning, and working in partnership with communities and civil society. Partly because of the
rapid expansion of service functions, following the establishment of interim local government
structures in 1996, considerable functions were contracted out to the private sector. This even
included core functions such as revenue management, supply chain management and human
resource provisioning, leading commentators to characterise South Africa as a ‘contract state’
(Brunette et al. 2014). Local government has continued to experience capacity challenges with
respect to the adequacy of staff establishments, the lack of competently skilled staff within
those establishments, and the supply of skills through the skills development system.

5.5.1 Staff establishments

In terms of municipal staffing levels, the total number of funded positions in municipalities
increased from 241 494 in 2003 to 317 756 in 2017, which works out to a modest average
annual growth rate of 2,3%. In contrast consumer units for water, sanitation and solid waste
management grew at an average annual growth rate of 5,38%, 5,99% and 4,52% respectively,
while electricity consumer units grew at a substantial 12,43% per annum. This means that the
ratio of municipal staff to consumer units has been steadily falling.

Municipal vacancy rates average around 15%, a level at which organisational effectiveness is
compromised. Figure 18 illustrates the preponderance of funded posts in finance and
administration and that the highest vacancy rates are in environmental protection (26,1%),
road transport (22,3%), waste water management (19,9%) and community and social services
(16,3%). Most metros have been shown to have a shortage of critical skills in planning, project
management, and engineering (SOCR, 2016).

Figure 18: Number of funded posts and % vacant in municipal departments (excluding management)
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A 2018 survey by the LGSETA established that market factors beyond the control of
municipalities such as sector and location attractiveness have a relatively limited influence on
municipal vacancies. Instead, slow recruitment processes, funding, and training lead times —
all within the control of municipalities — were cited as the major causes for vacancies. The
absence of permanent Chief Financial Officers and Municipal Managers correlates with higher
vacancy rates in general (SOCR, 2016).

5.5.2 Skills and competence

The National Treasury’s latest survey of competence shows that only 79 municipal managers
and 63 chief financial officers out of 257 municipalities meet the minimum competence
requirements. The DCOG and NT have attributed this to:

e Political influence in the appointment process that resulted in politically acceptable
appointments at the expense of technical competence;

e Turnover of senior staff due to changes in leadership, especially after elections;

e Management and leadership training and capacity support offered to municipalities not
tailored to requirements and specific contexts; and

e The absence of mechanisms to enforce minimum competency requirements.

The Auditor-General has noted that while a lack of dedicated capacity is at the root of the
weaknesses in service delivery, the skills gap is most pronounced in financial disciplines, even
though the finance and administration function enjoys the greatest number of employees.

Figure 19: Percentage of Municipal Senior Staff Meeting Minimum Competency Levels, 2017
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The decline in engineering skills in local government over the last 25 years has been
particularly dramatic — by 2005 the total number of civil engineering staff in local government
had dropped by approximately 1 000 positions from the late eighties. In 2007 it was estimated
that civil engineering staff had been lost from local government at a rate of 70 to 90 per annum
since the late 1980s (Lawless 2007). The loss of experienced engineers cannot be simply
mitigated by appointing graduates, who need mentoring by experience staff to develop to their
full potential.

5.5.3 Capacity development

Despite the considerable investment made by government in skills development and capacity,
many municipalities remain in distress. A key finding of the South African Human Rights
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Commission in 2010 was that provincial and national departments responsible for local
government and sectoral service delivery had not adequately supported and monitored the
performance of local government (DPME, 2012). There is a tendency for national departments
to develop sectoral policies and strategies that depend on local government for
implementation without adequate consideration of the costs and capacity requirements.
Further, there is a tendency to treat municipalities with widely different capacities and social
and economic contexts in a uniform, undifferentiated manner.

DCOG'’s assessments during the implementation of the Back to Basics Programme show that
a number of provincial departments responsible for local government are poorly structured
and capacitated, and often lack a clear focus on their oversight and governance mandates. A
lack of a common vision and a coordinated approach between national and provincial
departments regarding supervision and interventions in the municipal system were identified
as critical factors limiting the impact of the programme.

A further constraining factor is the absence of a unified public service incorporating municipal
administrations, which would make it easier to deploy skilled managers where they are most
needed. Similarly, there is no independent regulatory authority overseeing municipal public
administration and, in its absence, the growing body of legislation and regulations relating to
minimum competency requirements, appointment procedures and conditions of service for
senior managers, and disciplinary matters is seldom enforced, leading to an absence of
consequences for bad actors.

5.6 Local government finances

Since 1994, there has been a steady increase in national to local transfers, and a growth in
aggregate local government income (Figure 3), reflecting the country’s commitment to a
decentralised model of local government. Figure 20 below shows both the increasing share of
local government transfers since the first Division of Revenue Act in 1998, and the punishing
impact of rising debt service costs on the scope for further increases.

Figure 20: Composition of overall Government Expenditure
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Source: National Treasury, 2018 Budget Review
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Although transfers to local government (both equitable share and conditional transfers) grew
more than tenfold in real values over the period 1998/99 to 2017/18, municipalities are in the
main expected to finance their operations and developmental objectives through own revenue
derived from property rates, service delivery surcharges and tariffs.
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5.6.1 Dependence on fiscal transfers for redistributive effects

The system of national transfers to local government (both equitable share and conditional
transfers) is intended to address redistribution and poverty issues, the vertical fiscal gap
between expenditure responsibilities and own revenue assignment, and national development
priorities. There are now considerable urban to rural redistributive effects of fiscal transfers as
shown in Figure 21 below.

Figure 21: Redistribution within the intergovernmental fiscal system (R thousands)
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Although municipalities are empowered to structure their tariffs and property rates to
redistribute between categories of consumers and between different services, there is
evidence that the redistributive impact of the equitable share allocation within municipalities is
much less, with the increased allocations having mostly gone into higher salaries in some of
the municipalities receiving the largest allocations.

5.6.2 Financial management

As a result of growth in intergovernmental grants, and weaknesses in collecting own revenue,
own revenue has steadily declined as a percentage of total income to just under 70%, while
grants have increased from a low of just below 10% in 1999 to more than 30% of total income.

Figure 22: Changes in the structure of local government finances
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Expansion of service delivery combined with an inability to collect billed revenue in the late
1990’s was accompanied by a ballooning of consumer debt to local government, which despite
the Masakhane Campaign and successive attempts at debt write off and renegotiation, has
remained persistently high and placed considerable pressure on municipal cash balances
(Figure 23).

Figure 23: Trends in local government finances (R million, real 2016 values)
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The improvement in aggregate cash balances since 2009 reflects the performance of the
better functioning metros and secondary cities and hides the many municipalities facing
severe financial distress. Last year, 64 municipalities had negative cash balances, and 136
municipalities had cash coverage of less than one month. This has had serious knock-on
effects — municipalities have over R21 billion in arrears including over R10.7 billion owed to
Eskom and over R5.5 billion to water boards

The total aggregated debt owed to municipalities increased by R14.8 billion to R143 billion
between 2016/17 and 2017/18. Households made up the bulk of the total debtors (71,2%),
government (5,5%), commercial (18,2%) and other debtors (5,1%). The total debt owed to
municipalities has risen by an average of R8.6 bhillion per annum over the last 5 years (NT
Local Government Database).

Failure to collect billed revenue is a significant driver of municipal indebtedness, coupled with
a failure to set tariffs at a cost-reflective level. National Treasury data shows that the total
aggregated year to date actual collection rate is 79.4% compared to an adjusted budgeted
collection rate of 90.2% of municipalities and a 95% norm. Of the 257 municipalities, 198 are
unable to achieve a collection rate of 95% of billed revenue. As of 30 June 2018, 59
municipalities collected less than 50% of billed revenue and 18 municipalities’ collection rate
is undetermined. This represents a deterioration when compared to the 2016-17 period.

These financial management challenges have resulted in unfunded municipal budgets. In the
2018/19 financial year, 48% of all municipalities adopted budgets that were unfunded or had
budgets that were “undetermined”. This represents a worsening trend since 2015/16.

5.6.3 Audit outcomes

Despite an long-term trend of improvements in audited outcomes, in 2016/17 only 33
municipalities obtained unqualified opinions no findings opinion, representing a decline from
2015/16. During this period the audit outcomes of 45 municipalities regressed (of which 17
were from a clean audit status) and those of only 16 improved.
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The percentage of municipalities involved in different categories of misspending has increased
steadily over the last decade, with 90% of municipalities involved in significant amounts of
irregular expenditure. The overall quantum has also increased, with irregular expenditure
showing an exponential increase in the last few years. Despite some recent improvements,
approximately two thirds of municipalities have material findings regarding their SCM
processes. In the last audit uncompetitive and unfair procurement processes were found at
67% of municipalities. The AG also picked up R2,075 billion in prohibited awards to other state
officials, and false declarations of interest made by 1 400 suppliers. The Auditor General was
not able to audit procurement of R1,296 billion due to missing or incomplete information. This
constitutes a serious breakdown of financial administration and accountability.

Figure 24: Aggregate quantum of misspending by municipalities (R billion, actual figures)
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The AG was particularly concerned by the pervasive lack of consequences in the local
government system. The AG also noted that the audit environment has become more hostile,
with threats and intimidation of audit staff. This reflects much more than simply a financial
crisis, and indicates a deeper set of issues relating to accountability and leadership failures.

5.6.4 Structural inefficiencies affecting municipal finances

There are several external factors affecting the financial health of municipalities, including the
costly and inefficient duplication of structures and functions between spheres of government,
and between districts and local municipalities. Due to inappropriate devolution of functions,
municipalities perform functions outside their core competency, while other functions which
are integral to integrated development are unnecessarily withheld. Numerous unfunded or
under-funded mandates are passed on to local government, such as library and primary health
services. Where municipalities perform functions on behalf of provinces, proper service level
agreements are seldom in place.

Despite the growing local government share of the division of revenue, a fundamental question
remains around the adequacy of existing fiscal measures such as the equitable share
allocation to address the intrinsic challenges where municipalities have an inadequate tax
base and limited revenue raising capacity. Operational inefficiencies and financial
mismanagement may in some cases simply compound underlying problems.
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6 Conclusion

Local government is at the centre of development, and to achieve the aspiration of a
transformed and effective local government system will require strong leadership through a
clear and consistent, medium and long-term strategy. While local government in South Africa
operates in a challenging and complex environment, with citizens understandably demanding
quality services, value for money and social justice, it is clear that since the advent of
democracy in 1994, government has succeeded in massively expanding access to basic
services and that South Africa is indeed a better place to live in now than it was then.

There is a lot to be celebrated in South African local government, both in terms of softer
democracy and accountability issues, and in terms of hard infrastructure services. In parts of
the country the local government system works well and we can confidently say that it is
delivering on its objects as set out in the Constitution. At the same time there are parts of the
country, particularly in smaller towns and rural areas, where local government has all but
collapsed, and municipalities are dramatically failing their residents. Even in the larger urban
areas, despite the achievements over the last 25 years, the current development trajectory is
not delivering sufficient economic growth, social inclusion or spatial integration, and it is also
not fiscally sustainable

Poor governance and accountability are of major concern, with communities often feeling
alienated and disconnected from decision-making processes. Much of this stems from undue
political interference in operations, weak political leadership, and poor communication with
communities, lack of transparency and accountability and weak and ineffective platforms for
public participation.

The report has recognised that many challenges remain and that government must radically
and fundamentally change its approach if the dream of a “better life for all” is to be achieved.
We consider potential priorities over the 2019-2024 and 2019-2030 periods in the sections
below.

7 Recommended priorities: 2019-2024

Local government consists of a wide variety of very different municipalities, from metros to
rural villages, some of which are in various degrees of crisis for a range of reasons. Addressing
the highly differentiated needs of local government for support will require a flexible approach.

I.  Government should articulate a differentiated approach to local government, in terms
of which municipalities with the capacity to perform are given the fiscal, regulatory and
administrative flexibility to do so, including devolution of additional powers and
functions, while municipalities that are struggling are provided with the requisite
capacity and direct support through more interventionist mechanisms. More effective
use of legislative provisions such as MFMA Chapter 13 and the MFRS is required,
backed up by a dedicated team of experienced local government administrators who
are able to provide long term institutional and administrative support.

II.  While alonger term review of the two tier local government system is undertaken, there
are strong grounds to expand the number of Category A municipalities in the
immediate term to include some or all of the 19 secondary cities. This can be achieved
within the existing legislative framework, through a Ministerial policy directive to the
Municipal Demarcation Board.
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VI.

VII.

VIILI.

XI.

XIl.

XIILI.

With respect to traditional areas, development and service delivery continues to take
place outside of municipal planning frameworks and tax base. The ability of
municipalities to undertake land management, service delivery and revenue collection
on communal land needs to be renegotiated and an effective cooperative governance
model developed that respects the role of traditional authorities as land owners, and
the role of municipalities as Constitutional local government structures.

As part of restoring faith in the integrity of local government, government should
embark on a programme of transparency in municipal decision making. Tender
committees should be opened up to public participation, and bid scoring and awards
should be routinely published. Innovative use should be made of technology to
enhance community participation, building on the newly launched GovChat initiative
and Municipal Money. DPME has introduced citizen-based monitoring in certain
government programmes, which can be independently implemented by civil society to
monitor performance of existing structures.

There is an urgent need for a more effective mechanism for coordinating government
efforts against corruption, linked to consequences through the criminal justice system.
The local government anti-corruption task team, which brings together investigative
and enforcement capacity at a national level, needs to be substantially beefed up, with
a dedicated local government corruption busting capacity, including at provincial level,
which could be attached to the NPA or established as an independent task force.
Infrastructure delivery management systems must be established across local
government as part of an integrated Infrastructure Delivery Management System that
aligns infrastructure investment plans from all spheres of government and state owned
enterprises. A countrywide programme of support to municipalities is required to
update and maintain infrastructure asset registers.

Establish a national sanitation challenge fund to improve sanitation in informal
settlements.

As part of a national programme to reduce the long term costs of waste management,
the current and new environmental levies on waste should be directed to support
separation at source, recycling and alternative waste treatment.

An overhaul of the local planning system is required to make integration more effective
and less compliance driven. Performance indicators for intergovernmental cooperation
between spheres and across sectors need to be monitored to improve the impact of
IDPs. SDFs should engage explicitly with land reform and should receive national
regulatory and administrative support.

In order to retain senior management skills and give civil servants greater protection
from political interference, the current system of fixed term appointments for senior
management staff should be replaced by a system of permanent appointments.

The management of local public administration should be placed under independent
regulation and oversight through the establishment of a Local Government Public
Service Commission (LG PSC). The powers of the LG PSC should include oversight
of senior management appointments, adherence to competency frameworks, approval
of staff establishments and deployment of managers in dysfunctional municipalities.
As urgent measures towards ameliorating the financial distress of municipalities, a
national consumer awareness campaign regarding payment for municipal services,
akin to the Masakhane campaign, is required. Such a campaign needs to be linked to
both visible improvements in service delivery, and municipal own efforts towards
greater credit control.

The Municipal Fiscal Powers and Functions Act (2007) should be amended to clarify
rules for levying development charges on large development projects, and the the
policy framework on municipal borrowing should be updated to allow municipalities to
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borrow against future grant transfers, and clearly define role of development finance
institutions.

8 Recommended priorities: 2019-2030

In the medium term, the focus will be on rationalising local government institutions and
systems for greater efficiency, achieving fundamental changes that enhance the sustainability
of public goods and services.

VI.
VIL.

The two-tier system of district and local municipalities outside of metropolitan areas
should be reviewed, with a view to creating a single tier local government system in
the longer term. The boundaries of local municipalities have already expanded to the
extent that they are operating on a regional scale, and the benefits from an additional
layer of district municipalities are outweighed by the costs and institutional complexity.
It is recommended that an expert commission is charged with such a review, followed
by the preparation of enabling legislation.
Government should review the composition, jurisdiction and mandates of ward
committees. These should be transformed or replaced by mechanisms that embed the
local state more effectively in civil society and build enduring partnerships around local
development challenges. This should include partnerships around service delivery
where the state is failing, and initiatives that place decision making power in the hands
of citizens, such as through demand side subsidies and participatory budgeting.
Simplify and where necessary re-regulate the planning framework for local government
to orient it around the mechanisms provided by SPLUMA for aligning spatial plans and
development. In particular, the alignment of public transport and housing investment
with municipal infrastructure and land use management is vital. The municipal Spatial
Development Frameworks (SDFs) should be recognised as the dominant planning and
land use management framework, to which all other public landowners must align their
strategies at the local level. This should be linked to opportunities provided by an
accelerated land reform programme for fundamentally reforming the apartheid spatial
form.
Put in place a viable national framework that incentivises and supports municipalities
to plan and ensure adequate funding for the maintenance and refurbishment of
infrastructure.
The approach to Industrial decentralisation programmes such as Special Economic
Zones (SEZs) will be reoriented to take advantage of the benefits of agglomeration in
cities and integrate and connect with adjacent urban areas. Where access to land is a
constraint to investment, non-contiguous SEZ models should be explored or Urban
Development Zones (UDZs) expanded.
Establish a Local Government Public Service Commission (LG PSC)
Given the already extensive system of inter-governmental grants supporting
infrastructure delivery, the scope for additional resources from government is limited,
and further investment should be mobilised by crowding-in commercial financing.
Appropriate financing mechanisms and models for private sector involvement are
required to achieve this. The financing model for local government needs to be
comprehensively reviewed. This should include:

o Assessing the need to expand more flexible central government grants to

municipalities.
o Exploring ways for municipalities to increase own-source revenues.
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o Investigating new municipality-level revenue sources to accommodate long-
term operational subsidies for public transport.

9 Scenarios for 25 years

Over the course of the coming 25 years the need to transition to a sustainable low carbon
economy that is resilient to the impacts of climate change will increasingly inform local
economic development and local government infrastructure and services. Growing concern
over the state of the environment will lead to a revitalisation of citizen participation in civic
affairs in response to an increased incidence of extreme weather events such as droughts and
floods that require social solidarity for effective responses and disaster risk mitigation.

Digital democracy and improved information management systems have enabled a flattening
and simplification of governance and institutional arrangements — both district and provincial
layers of government have been made redundant, and citizen’s participation in democratic
processes has become increasingly local and direct.

The need for climate resilient, smart solutions to basic service delivery have resulted in a wider
range of service delivery options leveraging innovative new technical solutions that involve the
private sector and social enterprises in partnership with local government.

Urban areas continue to be engines of economic growth, and integrated and socially inclusive
spatial planning has resulted in diverse neighbourhoods. Cultural production, the knowledge
economy and service industries have become an increasingly important contributor to GDP
as the 4" industrial revolution makes the global market accessible to all and increasing
automation continues to drive changes in the social construction of work.

At the same time there has been a revitalisation of rural economies as climate smart
agriculture has becoming increasingly important in terms of food security and strengthened
the links between urban and rural areas.

South Africa’s public service commission, and a renewed appreciation of the importance of
the public sector in responding to systemic challenges, has resulted in a highly skilled,
dedicated cohort of municipal officials capable of responding to the dynamic demands of a
rapidly changing world. A combination of effective oversight and improved transparency
through the use of digital technology has made problems of financial mismanagement and
corruption a dark but distant memory.
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