Introduction

Whether more South Africans gain access to affordable, qudlity
sarvices is integrdly tied to the performance of the intergovernmenta
sysem. The Congtitution digtinctly assigns service ddivery roles to
the three spheres of government, and substantial spending on socid,
household and economic infragtructure occurs in the provincid and
local government spheres. The notion of an equitable share of
nationdly raised revenue, dlocated as entittement to provincid and
local governments, is premised on these roles.

Building on the firs two Intergovernmental Fiscal Reviews, this
publication provides budget and spending information in sectors
managed by provinces and municipalities:

?? While updating dl the sectors covered in previous Reviews, the
2001 edition aso deds with housng and provincid roads.
Provinces annua reports for 2000/01 were not taken into account,
but fina assessment of those reports should benefit from the
observaions and analysis here.

?? In addition to the overviews of municipal budgets, transfers to
loca government and capitd investment trends and options in the
locd sphere, the Review dso draws initid lessons from the locd
government  transformation  process. It highlights fiscd
considerations relevant to this process.

?7? For the first time, it presents non-financia information to fecilitate
the assessment of outputs and outcomes. This should support
public debate, the work of parliamentary and legidature
committees as wel as municipa councils, and policy formulation
and decisorrmaking in nationd and provincid depatments and
municipdities.

To provide the context, this introduction outlines key features of the

intergovernmental  system, highlights key observations and trends

from the Review and suggests some points for the agenda as South

Africa further consolidates its intergovernmental system.

Theintergovernmental system

South Africa is a middle-income country with GDP of R896, 5 hillion
in 2000/01 and a population of 43,3 million. Economic and socid
discrimination againgt black South Africans under gpartheid left the
country with congderable income inequaity dong racid lines.
Apatheid public budgets directed little expenditure towads
education, hedlth, housing and basic needs of black South Africans. A
poverty study in 1998 found that the poorest 40percent of the
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population earned only 11 percent of income, while the wealthiest
10 percent earned 40 percent.!

The 1994 post-apartheid system therefore aims to democratise state
inditutions, redress inequaity and extend services to the broader
population. The system comprises three "spheres’ of government
namely nationa, provincid and locd. They are cdled pheres, rather
than tiers or levels, to reflect that they are distinct governments in
their own right, each accountable to its own elected legidature or
council.

It is necessary to outline briefly the main components of the system:

?? South Africa has a unitary system with three spheres, and
significant decentrdisation of powers, functions and budgeting.

?? Nationd Parliament comprises two houses. a nationd assembly,
and a ndiona council of provinces representing provincid
legidatures and organised loca government.

?? The nine provinces each have own legidatures and executive
committees, as well as administrative structures.

?? There are 284 municipdities, categorised according to whether
they ae metropolitan, digrict wide or locd dructures, and
comprised of political and administrative components.”

?? Provinces are accounteble to provincid legidatures, and locd
governments to councils.

?7? The system of eection at the national and provincid level is one of
proportiona representation, whilst the locd level is a mix of
directly eected and proportional representation.

?? The Conditution assigns functions to the three spheres of
government’.  Nationd and provincd governments  are
concurrently  responsible for functions like school education,
hedth, welfare and housing. In practice, nationad government's
role is primarily to determine policy, while provincid governments
shape some policy and have a considerable role in implementation.
Exclusive functions for provinces are not significant in budgetary
terms, with the notable exception of provincia roads. Mot locd
government functions involve user fee sarvices like dectricity,
water and sanitation, but they aso provide public goods such as
municipal and household infrastructure, streets, streetlights, and
refuse collection. Reaed to the redemarcation of municipa
boundaries, processes are underway to decide on a find
assignment of powers between digtrict and loca municipalities.

1 JMay (ed.), 1998, Poverty and Inequality in South Africa, Praxis, Durban.

2 Local government has undergone a three-phase transformation since 1993. The pre-
interim phase entailed negotiations in the Local Government Negotiating Forum; the
interim phase since 1995 saw the creation of 843 transitional municipalities,
combining adjoining white and black areas; and the post interim phase started in
December 2000, with significantly changed boundaries incorporating urban and
rural areas, and a reduced number of 284 municipalities. The new system consists of
6 one tiered urban metropolitan governments or metros, and 232 primary
municipalitiesfalling within 46 district municipalities.

3 Schedules 4 and 5 of the Condtitution divide functions on a concurrent and exclusive
bad's between the three spheres.



?? The Condtitution entrenches ‘cooperative governance’, obliging
the three spheres of government to cooperae and to negotiate
politicd and budgeting issues between them. Numerous
intergovernmental  forums, including the Budget Council® and
Budget Forum®, facilitate cooperation and consultation in the
budget process.

22 Public servants employed by national and provincid governments
comprise one single public service (with smilar remuneration for
smilar rankings, irrespective of function). Some 70 percent are in
the provinces. a totd of about 740 000. Municipd employees are
not part of this public service, but are employed by their respective
municipdities. Municipdities (and most public entities) tend to
have different remuneration scaes. A key feature of the public
savice is the high levd of unionisation, and collective and
centralised bargaining. This reinforces the uniform nature of the
public service, nat only in the nationd and provincia spheres, but
it dso0 drives municipdities to converge towards similar conditions
of service and sdlary structures.

The intergovernmental fiscal system

South Africas fiscd system is based on a revenue sharing modd,
with provinces largely dependent on transfers from the nationd
government, while municipdities are only partidly dependent. The
underlying principles of the system are grounded in the Congtitution
and rdaed legidation, and its functioning has evolved since 1994.

Expenditure patterns

Expenditure patterns reflect that nationd government's role is
foremost one of policy making, with provincid and loca governments
performing mgjor roles in socid and basic service sectors (table 1.1).
A mgor fisca chalenge is to support these roles through effective
revenue mechanisms.

The actud budget of the nationa government for 200002 is
R84 hillion, after excluding debt service, intergovernmental grants
and grantsinkind. Nationa governments man spending is not
directed a socid or basc services. this funding flows through
provinces and loca government. Nationd direct expenditure is mainly
targeted at the crimind justice system (police, justice, prisons) and
defence, which make up around 54 percent of its expenditure, after dl
intergovernmental  grants have been excluded. Higher education
transfers to universities and technikons make up a further 8,2 percent.
Smaller but significant budgets include transport (nationa roads and
rail), water affairs (excluding dl grantsin-kind), foreign affairs,
adminigrative functions, home affairs (identity documents and
passports), and revenue services.

4 The Budget Council comprises the nationad Minister of Finance and Members of
Executives in the provinces responsible for Finance.

5 The Budget Forum consists of the members of the Budget Council and
representatives of organised local government.
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Table 1.1 The division of revenue between the spheres of government1

1999/00 2000/01 2001/02 2002/03 2003/04
Actual Budgef Revised Budget  Medium -term estimate
R million estimate
National allocation® 66154 75212 74 414 84 286 89 954 95 432
Provincial allocation 99032 106 037 108 736 117 387 126 564 135 221
Equitable share 86 595 94 408 96 186 104 136 112 560 120 215
Conditional grants 12437 11629 12 551 13 251 14 004 15 006
Local government allocation 4419 3713 5712 6 506 7 155 7 849
Equitable share 2136 2330 2330 2618 3002 3551
Conditional grants 2243 1383 3382 3888 4153 4298
Allocated expenditure* 169 605 184962 188 863 208 180 223672 238 502
Percentage shares
National 39,0% 40,7% 39,4% 40,5% 40,2% 40,0%
Provinces 58,4% 57,3% 57,6% 56,4% 56,6% 56,7%
Local government 2,6% 2,0% 3,0% 3,1% 3,2% 3,3%

1 The data set out in this table are extracted from the 2001 Budget Review to show broad trends and have not been
updated. The provincial figures are not strictly comparable with those contained in other parts of the Review, as they are
baseline figures published in the Budget Review in February 2001.

2For comparative purposes, local government transfers have been shifted from provincial share to the local government
share

3Excludes transfer to Umsobomvu Fund of R855 million

“Excludes the contingency reserve for the period 2001/02 to 2003/04, which was unallocated at the stage when these
figures were compiled in the 2001 Budget Review.

National government’s Nationd education, hedth, socid devdopment and housing

oversightrole departments focus on policymaking and monitoring rather than
implementation, and have small budgets, once grants to provinces and
transfers to universties or technikons ae excluded. Nationa
government aso has oversght over public entities, including
government business enterprises. Whilst national government has
responsihility for few per capita type expenditures, provinces and
local governmet ae regponsble largdy for such population
dependent functions. The more people in a province or municipdlity,
the more pressure on their budgets to spend in order to provide
sarvices to locd or provincia populations.

Provinces implement Provincid governments have the largest spending budgets. They are
responsible for the implementation of mgjor socid services, including
school education, hedth (including academic and regiond hospitds,
as wel as primary hedth care), socia grants and welfare savices,
housing and provincia roads. Since these functions have limited or no
cost recovery potentia, provinces are largely dependent on transfers
from nationaly raised revenue.

Provincial budgets totaled R1214hillion in 2001/02, comprisng
R1175bhillion of transfers from nationd, and R3,9hillion own
revenue. The transfers came in the form of unconditiona "equitable
share”® of R104 hillion, and R134 hillion of conditiona grants. The

6 Section 214 of the Condtitution provides for revenue-sharing where provincial and
local spheres of government are entitled to an unconditional equitable share to enable

them to provide basic services and perform the functions assigned to them.



most significant own revenue sources are motor car license fees,
casino and horseracing taxes and hospital fees.

Locd government generdly has more fiscd capacity than the
provinces. Although there are big variances among municipalities,
they rase on aggregate about 9Opecent of own revenue.
Municipalities can raise property tax and turnover/payroll regiona
levies on businesses, as well as user charges (and a surcharge) on the
provison of eectricity and water. However, dthough budgeting on
the expectation of collecting al their revenue, many municipdities do
not collect a significant portion of revenue due. This results in deficits
at the end of the financid year.

No additiona taxes (except possbly for locd betterment taxes) are
planned for loca government: the focus is on reforming the current
design of loca taxes, modernising collection and hilling systems and
improving the efficiency of expenditure. The budgeting system is dso
being modernised to provide for multi-year budgets and ensure more
reditic revenue projections.

The Government recognises that the loca sphere should be
strengthened if it is to discharge its developmental mandate. It is
therefore examining refinement of the intergovernmenta fiscd system
to improve nationd and provincia support to local government. There
is dso a concerted attempt to enhance crosssphere linkages in loca
planning and budgeting, through the Integrated Sustainable Rurd
Development Support Programme and the Urban Renewal Strategy.

The system continuesto evolve:

??1In line with the Conditution, many nationd and provincid
departments are considering which of their functions are best
performed in the locd sphere, and should be devolved to locd
government. Functions under such review include housing
delivery, primary hedth care and the digtrict health system, water
and municipa policing.

?? Decentrdisation of management is adso being considered, for
functions like education (to regions), hedth (to districts and
hospitals) and justice (cost centers at local court level).

?? Within the loca government sphere, legidation promulgated in
2000 lay the basis for a new divison of powers and functions
between didrict and loca municipdities, and policy processes
continue to assign these powers.

These proposed developments have marked fiscd implications.
Shifting of functions will not only involve shifts in funds, fisca
powers, assets and liahilities, but dso of personnd. This chdlenge is
dl the greeter, as the pressure to equaise remuneration and conditions
of work introduces cost pressures. The fiscal chalenge is to manage
these pressures to avoid them sgueezing out funding for service
delivery and non-personnel expenditure.
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Services ddivered by the public sector (either directly or through a
system of public regulation) are targeted a the deivery of public
goods and quasi-monopolistic services, redressing poverty and
stimulating economic development. These services and expenditures
ae drectly linked to Government's macro-economic policy
objectives. It is therefore criticd that the grestest possible outputs are
achieved a the lowest posshble cost. Innovative dterndives, like
private sector participation, make it possble to enhance productive
efficiencies and release resources for investment in core priorities and
areas of need. Fisca management is expected to focus on outcomes
and outputs, rather than inputs and on the dlocation of resources on
multi-year policy and dtrategic objectives. Each sphere is accountable
for fiscd discipline, and dthough receiving fiscd trandfers, sub-
nationa governments are expected to improve their revenue-raisng
potentid.

Lessons from the provincial experience

The new provincid governments had little or no time to prepare for
their establishment in 1994. Initidly, they spent a lot of time just
becoming operationd, having had to mege 17 different
adminigrations into nine new ones. Since there was a centralised
budget process before 1994, most provinces had to develop capacity,
expertise and information. The pressures to extend service delivery, in
order to correct past injustices, were also considerable.

The new provincid treasuries were initidly not in a postion to
monitor or control the expenditure of departments. They had to
depend on the one-year input-driven budgeting system used a that
time, and lacked proper management systems. There were long delays
before financid <tatements were completed, weakening spending
accountability. As a result, budget problems were not identified early

enough.

Overspending, particularly in departments like education, hedth and
welfare, was only identified late in 1997, during preparations for the
1998 budget. During this time, departments frequently ignored their
budgets, and provincid treasuries proved unable to curb spending. All
provinces experienced sSmilar over-gpending, dbet in  varying
degrees. This was dso due in large part to implementing a nationaly
negoticted sdary agreement and new nationd policies in the
education, hedlth and welfare sectors. Some provincia treasuries ran
large overdrafts, and nationa government was forced to intervene
when banks refused to extend addtional overdraft facilities to two
provinces.

Provinces, supported by naiona government, took a number of

initistives

?27? Spending controls, a freeze on employment, and cutbacks in non
socid  security  expenditure reined in - gpending. A monthly
reporting system was crested and the National Treasury assisted



provinces in drawing up more redistic budgets for the 1998
financid year.

?? Co-ordination was improved by cregting joint intergovernmenta
forums, between the treasuries and with functional departments.
For example, ajoint MinMEC comprising the nationa Ministers of
Finance and Educetion, together with their counterparts in
provinces, met at least once a year to coordinate policy-making,
budgeting and implementation. These $ructures are supported by
technicd forums from nationd and provincid treasuries and line
function departments. These forums, referred to as "4x4s',
comprise officids from the Nationa Treasury and the nationa
department, as well as officials from three provincia treasuries and
three provincid departments. They ensure that budgets and
nationa policy are digned. Meanwhile, the Budget Council has
served as an ongoing platform for policy debate and information
flows between the Minister of Finance and MECs for Finance.

?? Per learning played a ggnificant role in the turn-around of
provincia finances. When one provincid treasury piloted its three-
year budgeting process, its officids were inundated by requests
from other provincia treasuries to help implement similar reforms.

?? A further impetus for reform emerged through benchmarking. The
publication of the first Intergovernmental Fiscal Review in 1999
marked the culmination of atempts to benchmark provinciad
budgets, especidly for the education, health and welfare sectors. In
2000, the Review darted to cover loca government, and this 2001
issue takes the process further with analysis of service delivery.

These measures helped turn around provincia finances. By 1998/99, a
RO, 6hillion surplus replaced the R5, 6 hillion deficit a year ealier.
Provinces stabilised personnel expenditure, and began shifting funds
towards non-personnel  budgets and debt payments. The
implementation of a multi-year budget from 1998 onwards adso
helped provinces prepare more redigtic budgets in line with policy
priorities. Provinces have shown surpluses every year since 1998.
This put them in a strong position to eiminate or reduce debt, focus
on the micro reforms necessary to improve the quality d spending in
education and hedlth, and on increasing their infrastructure budgets.

Some problems remain. Not al provincid governments have
improved their revenue collection. Staff costs aso remain high, and
provinces have to contend with nationd-levd wage negotiations and
agreements that ae not fully sendtive to ther specific fisca
chalenges. But the trends have been podtive and provide a basis for
further consolidation and for learning by al three spheres.

Local government experience

It is harder to assess local government finances. The line item
budgeting sysem inherited in 1994 did not promote in-year
management of budgets. Hence, budgets were often not adhered to,
making the budget information base inconsistent, lacking uniformity,
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and of poor qudity. There were dso ddays in preparation and
submission of financid statements.

There is great variance in fiscd capacity and financid management
between municipdities. The mgor urban municipaities have strong
revenue-generating powers, and are only marginaly dependent on
transfers from nationd government. Many rural and smaler urban
municipalities, however, have very wesk fiscd capacity and depend
condgderably on transfers from naiona government. A mgor
chdlenge is to align the eements of local government transformation:
developmental management and service delivery; inditutional reform
and capacity building; the demarcation of boundaries, fisca reform;
and the crestion of a vibrant borrowing environment.

Locd government budget information is often not relidble and is
currently fragmented as the newly demarcated municipdities are
amadgamating. Outdated budgeting systems and inconsstent
accounting or budgeting practices and systems trandate into poor
recording of data and inaccurate planning. Budgeted and actud
figures often differ considerably. Budget reforms, including three-year
budgeting, are intended to facilitate improvements in these aress.

The 2001 Intergovernmental Fiscal Review

Concerned with the fiscad foundations for provincid and municipa
sarvice ddlivery, the deven chapters of this Review provide overviews
of trends and analyses of key policy issues and fiscal chalenges in the
intergovernmental system:

?? This Introduction covers broad trends and the main festures and
fiscd principles of the intergovernmental system.

?? Chapter 2 reviews provincid budgets and actua revenue and
expenditure from 1997/98 through the currett MTEF 2003/04. It
shows gtabilisation in provincid budgets since 1998/99.

?? Chapters 3 to 5 ded with the role of provinces in the socia sectors,
showing a return to rea expenditure growth in education, hedth
and socid development. Provinces are now postioned for
improved service delivery. This follows two years of red declines
in 1998/99 and 1999/2000 when they had to pay for their debt and
establish sustainable expenditure levels.

?? Chapter 6 examines provincia expenditure on housing and oads.
In both sectors, spending has been inadequate, but the MTEF
provides for a turnaround.

?? Chapter 7 discusses issues that cut across the sectors served by the
provinces, such as personnd, infrastructure development, the
conditiond grants system, and the implementation of the PFMA.

?? Chapter 8 reviews the drategic fiscd environment for locd
government service ddivery and transformation. It highlights key
expenditure pressures facing municipdities, such as personne
costs, the redlocation of powers and functions and the funding of
basic sarvice delivery, particularly to poor households. It dso



reviews the policy on free basic services, budget reform, capacity
building, integrated devdopment planning, the consolidation of
grants, and restructuring of the service sectors.

?? Drawing on case studies and aggregate data, chapter 9 provides an
overview of municipal budgets. It shows that, charged with a
dggnificant role in basc service deivery, municipdities face
various budget challenges, such as the demand for services,
personnd costs, poor revenue and weak information. The
chdlenge is to plan and budget more accurately and to bolster
financia management.

?? Chapter 10 discusses transfers to loca government, highlighting
how nationd government is refining the sysem of
intergovernmenta  transfers to municipdities. The chapter raises
the chalenges of multtyear dlocaions, grant consolidetion,
targeting and integration of transfer flowswith local budgets.

?? Chapter 11 discusses the need for municipdities to obtain externd
investment to support their capital programmes. Progress with
partnerships is reviewed and some policy challenges identified.
Municipdities themselves will make mogt loca capita investment
in infrastructure and must be able to borrow wisdy in order to
make these investments. Over the recent pag, there has been little
new lending by the private sector to municipdities, and
municipalities have come to rely more on public sources of [oan
finance. The chalenge with both borrowing and partnerships is to
edablish dear and predictable rules and to build the necessary
capacity to attract capitd.

?7? The annexures include the povinciad fiscal framework adopted by
national government and provinces in 1999. Though it is dated, it
reflects the broad approach towards phasing in provincia fisca
powers and fiscad decentralisation. The current Review indicates
progress made since adoption of the framework. Other annexures
include an extract from the 2001 Budget Review on the division of
revenue between the spheres; provincid and locd government
tables, and demographic information.

Some key pointers

Based on the trends observed in the Review, a number of pointers and

lessons become clear:

?? Intentions and outcomes are not aways in sync. Provincid and
locd government budgets often show clear intent to address
backlogs and poverty dleviation, but poor spending capacity often
results in these intentions not being redised. This is particularly
true of poorer provinces and wesker municipalities.

?? Affordability is a mgor issue. For example, government has
contributed to more than 1,1million housng opportunities since
1994, and provided many socid and basic services, but the
beneficiaries can often not afford municipa service charges. The
Stuation has been aggravated by ongoing increases in bulk prices
that ultimately get passed on to consumers.
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?? Budget choices must bdance effective subddisation of the poor
with cregting an enabling environment for sustainable growth and
development. It is important to design incentives and benefits that
minimise the risk of permanent dependency. The fisca system
must reward inditutions and individuas that take responshility,
while addressing rea poverty-related needs.

?? The impact of HIV/Aids is becoming more visible and is likdly to
be felt severdly in the provincia and local spheres.

?? The public sector must prioritise managing its personnd. High
personnd spending means less is available for service ddivery and
capitd development. Provinces are beginning to bresk through the
congraints, but municipdlities face new demands as staff from
previoudy separate structures are amalgamated and often demand
remuneration on the scale of the highest common denominator.

?? Both locd and provincid governments require dedicated capacity-
building support, paticularly to drengthen ther financid
management. The Public Finance Management Act and the
Municipd Finance Management Bill introduce fundamentaly new
gpproaches, but their success depends on the ability of the
respective spheres and departments to implement them.

?? The chdlenges that confront provinces and municipdities
underscore the importance of a well-consdered and properly
sequenced approach to  decentralisation. These spheres  will
perform their roles better if duly accountable and empowered and
not stretch beyond their capacity. When changes are introduced
and new requirements set, the trade-offs involved, and the fisca
implications that follow, must be carefully considered.

?? While this Review, for the first time, focuses on non-financid
information, there is a marked lack of such information and little
common methodology for comparisons. Where information is
available, it is not readily available, indicating many managers do
not fully use such data Reforms to modernise management,
including the Public Finance Management Act, aim to change this.
The ahility to provide information, particularly on the cost-drivers
underlying any depatmenta budgets, is a good indicator of the
quality of management.

?? The future development of the intergovernmental system would
benefit from clarity and debate about its underlying principles. On
the basis of the Congtitution, various policy documents, legdation
and the analysis here, the following could be a point of departure
for this debate:

— Accountability and autonomy: All governments in the three
spheres are digtinctive and accountable in their own right, with
specific  condtitutionally defined powers and responshilities.
Each is accountable to its legidaure/council only, and
empowered to set own priorities. The power of national and
provincid governments to intervene in other spheres is
confined to where a sphere fails an executive obligation.

— Good governance: At the heart of this is the accountability of
political representatives to the eectorate and transparent



reporting arrangements within and between spheres. This is
achieved through the eectoral process, due reporting to
nationd parliament, provincid legidaures and municipa
councils, and an effective flow of information. Whilst political
executives are responsible for policy and outcomes, the head
officids are regponsble for implementation and outputs, and
are thus charged with the responsibility of accounting-officer.

— Redigribution: All three spheres play roles in redigtribution,
but because inequdities spread across the nationd economy,
the redigtribution of resources is primarily a nationa function.
The equitable share formula therefore relies heavily on poverty-
related criteria and various conditiond transfers to provincid
and local government focus on the poor. In as far as provinces
and municipdities underteke redistribution, the chdlenge is to
do this in line with fiscd caacity and not undermine sub-
nationa economic activity and financid viability.

— Broadened access to services The Conditution and current
government policy prioritise service ddivery to al South
Africans. The responsible spheres are expected to broaden
access to services at affordable costs to consumers, designing
appropriate levels of service to meet customer needs, exploring
innovative and efficient modes of ddivery, and leveraging
public and private resources to acquire capita for investment.

— Revawe-sharing: The fisca system takes into account fisca
capacity and the functions assgned to each sphere, with each
empowered to determine its own budgets, collect revenue due
and spend funds. Provinces and municipdities are funded
through own revenue collected, equitable share dlocations and
conditional and unconditiona grants. The grant system must be
smple and comprehensve and not compensate sub-nationd
governments who fail to collect revenue due.

— Vertical division: In determining alocations to each sphere,
trade-offs are involved between spheres. For this reason, the
budget dlocation process should be comprehensive, driven by
political priorities and covering governance and service
delivery. Separate and ad hoc requests for funds fragment
budget dlocation and undermine politica prioritisation.

— Responghbility over budgets. Each government has the right to
determine its own budget and responsibility to comply with it.
To reduce mord hazard and ensure fairness, nationa
government will not bail out provinces or municipdities tha
mismanage, nor provide guarantees for loans.

Conclusion

Provincid and local governments are mandated to perform critical
sarvice deivery roles. The Review shows that both have made
progress, but that many chalenges remain, requiring grester fisca
efficiency across al components of the intergovernmenta system.
Renewed focus on core principles would add vaue as the system
evolves to sustainably ddiver services to al South Africans.

Chapter 1. Introduction
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Trends in provincial budgets

Provincial finances have seen a marked turnaround since 1998/99.
Prudent financiad management helped provinces turn a combined
deficit of R5,6hillion in 1997/98 into a surplus of RO,6 hillion in
1998/99. Provinces have since been posting surpluses, which they
largely used to repay the 1997/98 deficit and other debts that they
incurred in subsequent years.

The newly implemented Public Finance Management At (PFMA),
and the expanded expenditure envelope for the 2001/02 to 2003/04
medium-term  expenditure framework (MTEF), lay a base for
provinces to reinforce key programmes and expand service delivery.

The effects should be visble in HIV/Aids programmes in hedth, the
early childhood development programme in education, extended
coverage of the socid security safety net and infragtructure
development.

This chapter provides an overview of revenue and expenditure trends
in the provinces. It uses actual expendture data for the period 1997/98
to 1999/2000, edimated expenditure for 2000/01, and budgeted
spending for 2001/02 through 2003/04. Red expenditure is dso used
to describe trends where appropriate.

The chapter should be read with reference to chapters 2-7, where
more detalled andyss covers education, hedth, socid deveopment,
housing, roads and transport and some issues that cut across
provincial functions. Certain programmes in agriculture and land
affairs, the environment and nature conservation (and related tourism)
are not covered in this Review. While rdativdy smdl in budgetary
terms, it is recognised that they are criticd to economic development
and poverty eradication in the rurd areas where many poor South
Africans live. Attempts will be made to anadyse them in future
Reviews.

Institutional reform and budget performance

The last seven years saw significant indtitutional reform of South
Africas intergovernmenta system. This entailed the creation and
dsrengthening  of new  inditutiond  arangements,  building
management capacity and streamlining links between the different
spheres of government.

More recently, the PFMA has provided a firmer legal framework for
accountable and trangparent governance in nationd and provincid
government. Stable budgets and improving financid management

2

Prudent financial
management paying off

A basis for expanded
delivery

| ntergovernmental
system more streamlined



2001 Intergovernmental Fiscal Review

Trendsin provincial
revenue

Provincial expenditure
down but set to grow

Focuson social services
continues

Welfare expenditure st
torise

Scaling up Early
Childhood Devel opment

Increased spending on
health and HIV/Aids
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mean that provinces can now focus more on quality of spending and
vaue for money.

Overall fiscal position of provinces

Totd provincid revenue grew a about the same rate as inflation over
the three years to 2000/01. Nationa transfers, comprisng the
equitable share and conditiona grants, grew a an average annud rate
of 7,1percent a year. Provincia own revenue grew by 9,3 percent.
The growth rate in provincia revenue over this period is however
exaggerated by interest revenue derived from dgnificant bank
balances held as provinces accumulated surpluses to repay debts.

Because of these delt repayments, tota provincia expenditure did not
keep pace with inflation. Totd provincid expenditure declined by an
average annua rate of 1,8percent in red terms in the three years to
2000/01, but is set to show a very strong recovery through 2003/04,
and beyond. This growth will be made possble by subgtantialy
reduced provincid debt and increases in nationd transfers to
provinces of R5,4hillion in 2001/02 and R9,4 hillion in 2002/03, over
basdine. It is dso supported by average annud red growth of
1,8 percent in tota provincid revenue over this period.

Consolidation of programmes

Socid services — hedth, education and welfare — are a priority. Their
share of totad provincia spending is expected to stabilise a around
81 percent over the MTEF.

Over the next three years, socid services expenditure will grow by
3,1 percent in red terms between 2000/01 and 2001/02, and by a
projected 2,6 percent per annum through 2003/04. This will correct
recent duggsh growth that resulted from debt overhang, where,
despite annua nomina growth of 4,9percent since 1997/98,
expenditure on socid services declined in redl terms by 1,6 percent.

Socia security grants are an effective mechanism againgt poverty.
Provinces are therefore dlocaing more resources to welfare
programmes, providing for increased takeup raes of the child
support grant, while further extending coverage of dl other grants.
The share of wefare spending in total provincid expenditure is hence
projected to rise to over 19 percent over the MTEF.

In education, non-personnel spending is sat to increase to ensure
adequate provison of learning support maerids and other
complementary inputs. Provincid budgets alow for the scaling up of
the provison for early childhood development. Together, these
changes will improve efficiency and enhance the quality of teaching
and learning.

Tota hedth spending by provinces grows by 8,8percent between
2000/01 and 2001/02, and is budgeted to grow & an average annua
rate of 7,1 percent through 2003/04. This trandates to rea growth
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rates of 2,4 and 1,6 percent, respectively, and puts the hedlth sector in
a better position to cope with cost pressures such as HIV/Aids.

Provincial revenue

National transfers

Provinces continue to rely on nationa transfers for most of their
revenue. Transfers from national Government comprised over
95 percent of total provincia revenue in 2000/01. These transfers are
made up of two components — the equitable share, which congtitutes
about 84 percent of tota provincid revenue, and conditiond grants
that are approximately 11 percent of total provincid revenue. Table
2.1 laysout trends in provincia revenue.

Table 2.1: Total provincial revenue and expenditure

Transfers comprise
95 percent of revenue

Actual Estimated Medium term estimate
actual

R million 1997/98 1998/99 1999/00 2000/01 2001/02 2002/03 2003/04
Transfers from national budget 88874 94 266 99 576 109 220 117 548 126 784 135452
Of which: equitable share 83846 81542 86 595 96 186 104 136 112 560 120216

Conditional grants 5028 12723 12 981 13 034 13 412 14 224 15236
Own revenue 3458 3433 4039 4514 3904 4207 4581
Total provincial revenue 92332 97699 103 614 113734 121 452 130 991 140 032
Education 38492 38723 39 828 43 255 46 947 50 164 53335
Health 22483 23025 24 110 26 421 28 745 30433 32448
Welfare 17554 18441 19 373 20929 22 840 24 620 26 530
Contingency reserve - - - - 182 632 1070
All other expenditure 19 435 16944 16 744 19 892 21759 24 190 25716
Total expenditure! 97964 97133 100 055 110 498 120 473 130 039 139 099
Surplus/(deficit) (5632) 566 3559 3237 978 952 933

1 Total provincial expenditure includes grants earmarked for local government up to 2000/01

The growth in nationa transfers is most marked in the equitable share
component. At an average real annua growth rate of 2,2 percent over
the next three years, the equitable share is projected to increase from
R96,2hillion in 200001 to R1041billion in 2001/02 and
R120,2billion by 2003/04. This is dgnificant from a fiscad
management perspective, because this is the portion of nationa
transfers over which provinces have most spending discretion.

Adjustments to provincial revenue and expenditure

As the intergovernmental system evolves and inditutiona capacity of
spheres improves, functions get shifted across spheres. This has had
an impact on resource alocation and transfer mechanisms.,

Table 2.2 shows an adjustment to provincia revenue and expenditure
data to exclude grants to the loca government sphere that used to
flow through provincia revenue funds. These are now included under

Srong growthiin
equitable share

Shifts in respongbilities
and flow of funds

Local government
equitable share



2001 Intergovernmental Fiscal Review

the local government equitable share alocation, while the R293 town
grant has been incorporated into the provincid and loca government
equitable shares. The above adjustments adlow comparahility of the
data over time, and provide an accurate picture of growth rates in

spending.

Table 2.2: Adjusted provincial revenue and expenditure

Actual Estimated Medium term estimate
actual
R million 1997/98  1998/99  1999/00 2000/01 2001/02 2002/03  2003/04
Total provincial revenue 92 332 97 699 103 614 113734 121 452 130991 140 032
Total provincial expenditure 97 964 97 133 100 055 110 498 120 473 130039 139 099
Less: local govt grants 1999 1132 463 463 - - -
Total adjusted revenue 90 333 96 567 103 151 113 271 121 452 130991 140 032
Total adjusted expenditure 95965 96001 99 592 110 035 120473 130039 139 099

1 Before 2000/01 local government grants were transferred through provinces. For comparison these are deducted from

both revenue and expenditure.

Real growth in provincial
share

The strong nomina growth rates contained in table 2.3 show thet the
provincid sphere benefits condderably from the expanded
expenditure envelope contained in the 2001 budget framework.
Although as a share of nationdly raised revenues the provincid share
remains fairly stable around 56,5 percent over the MTEF, it grows at
an average annud rate of 2,2 percent, in real terms.

Table 2.3: Average annual change in adjusted provincial revenue

1997/98-2000/01 2000/01-2003/04

% change p.a. % change p.a

Transfers from national budget 7,8% 7,6%
Of which: equitable share 5,5% 7,7%
conditional grants 35,7% 6,6%

Own revenue 9,3% 0,5%
Total provincial revenue 7,8% 7,3%
Consumer Price Index 6,6% 5,1%

Lower growthin
conditional grants

Some growth in own
revenue
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Smultaneoudy, government's policy is to

rationdise conditiona

grants into fewer and more effective transfers. Hence, fter increasing
through the period to 1999/2000, conditional grants are expected to
sabilise over the MTEF. Reflecting the prioritisation of infrastructure
development, however, the new provincia infrastructure grant will
grow from RO,8 hillion in 2001/02 to R2,5hillion in 2003/04.

Provincial own revenue

Four years ago, provinces were optimistic about their own revenue
collections, but they now tend to be more conservative.

In the three years to 2000/01, provincid own revenue grew a an
average annud rate of 9,3 percent a year, from R3,5hillion in 1997/93
to R4,5 hillion in 2000/01. The srong growth was due, in part, to
sgnificantly high podtive bank baances that provinces held during
this period, as they needed surpluses to repay debts.
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Due mainly to lower forecasts for interest revenue and conservative
esimates of revenue collections, al provinces, except Northern Cape
and Northern Province, project a fal in own revenue between 2000/01
and 2001/02. The biggest drop is in KwaZulu-Nata (34,8 percent)
and Eastern Cape (15,8 percent).

Table 24 shows marked variaions in the fiscd capacities of
provinces, especidly in actuad revenue collected by each province
With shares of 25,9 percent and 17,1 percent in 2000/01, respectively,
Gauteng and Western Cape account for about 43 percent of total
provincid own revenue. While the variaions may partly reflect
differences in fisca effort, they show close corrdation with the levels
of economic activity in the provinces.

Table 2.4: Total own revenues, by province

...but forecasts are
conservative

Varying fiscal capacity
between provinces

Actual Estimated Medium-term estimate
actual

R million 1997/98 1998/99 1999/00 2000/01 | 2001/02 2002/03 2003/04
Eastern Cape 222 421 374 395 332 367 399
Free State 263 251 262 306 265 275 281
Gauteng 901 929 1046 1168 1042 1106 1177
KwaZulu-Natal 641 432 613 904 589 647 712
Mpumalanga 257 194 363 155 210 225 225
Northern Cape 102 79 79 66 82 87 93
Northern Province 202 295 247 321 324 350 433
North West 304 304 321 425 368 379 398
Western Cape 565 528 733 774 691 771 863
Total 3458 3433 4039 4514 3904 4207 4581
Percentage growth

Eastern Cape - 89,2% -11,1% 5,5% -15,8% 10,5% 8,7%
Free State - 4,3% 4,3% 16,7% -13,3% 3,7% 2,0%
Gauteng - 3,1% 12,5% 11,7% -10,8% 6,1% 6,4%
KwaZulu-Natal - -32,6% 41,9% 47,3% -34,8% 9,8% 10,0%
Mpumalanga - -24,7% 87,3% -57,2% 35,1% 7,3% 0,0%
Northern Cape - -23,0% 0,0% -15,7% 23,6% 6,2% 6,7%
Northern Province - 45,7% -16,2% 29,8% 1,0% 8,0% 23,8%
North West - 0,2% 5,6% 32,4% -13,4% 2,8% 5,1%
Western Cape - 6,6% 39,0% 5,6% -10,8% 11,6% 11,9%
Total - 0,7% 17,6% 11,8% | -135% 7,8% 8,9%
Percentage of total revenue

Eastern Cape 1,4% 2,6% 2,2% 2,1% 1,7% 1,7% 1,8%
Free State 4,2% 3, 7% 3,7% 3,9% 3,2% 3,1% 3,0%
Gauteng 5,9% 5,7% 6,0% 6,2% 5,1% 5,0% 5,0%
KwaZulu-Natal 3,4% 2,2% 3,0% 4,0% 2,5% 2,5% 2,5%
Mpumalanga 4,7% 3,2% 5,4% 2,1% 2,6% 2,5% 2,3%
Northern Cape 4,6% 3,5% 3,1% 2,6% 2,9% 2,8% 2,8%
Northern Province 1,8% 2,4% 1,9% 2,2% 2,1% 2,1% 2,4%
North West 4,0% 3,8% 3,8% 4,6% 3,7% 3,6% 3,5%
Western Cape 5,6% 4,9% 6,5% 6,5% 5,5% 5,8% 6,2%
Total 3,7% 3,5% 3,9% 4,0% 3,2% 3,2% 3,3%

17
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Road Traffic fees a key
source of revenue

Collection of hospital
patient fees improving

“ All other revenue”
disproportionately large

Composition of provincial own revenue

The data in table 2.5 show that Road Traffic fees are projected to
make up about 45 percent of provincid own revenue in 2001/02.
These include motor vehicle licences and regidtrations, driver's
licences and learner’'s permits. Although projected to decline
marginadly by 0,3percent this year, road traffic fees will grow faster
over the MTEF. The projections are dso likely to be more accurate
than in previous years, as most provinces now review and revise these

every yed.

The downward trend in hospital patient fees is reversed. The decline
in recent years was mainly due to the introduction of free medica care
for children under six and expectant mothers and lower numbers of
paying patients. However, darting from 2001/02, provinces are
projecting growth in these fees. They are making concerted efforts to
enhance cost recovery in the hedth system, including investing in new
IT systems, reviewing hilling systems and improving incentives by
introducing measures such as revenue retention in hospitals.

As the figures in table 2.5 aso show, at 39,8 percent in 2000/01, the
category “dl other revenue’ is disproportionately large. This is an
agglomeration of a range of once-off revenues, most of which are not
identified through the financia systems of provinces. However, in
future this category of provincid revenue is expected to decrease
below 30 percent of total provincia revenue, as provinces improve tax
administration and systems.

Table 2.5: Total own revenues, by type of revenue

Actual Estimated Medium-term estimate
actual

Rmillion 1997/98 1998/99 1999/00 2000/01 | 2001/02 2002/03 2003/04
Road Traffic Act fees 1198 1256 1514 1745 1739 1875 2071
Hospital patient fees 383 346 321 352 411 427 438
Gambling* 290 259 170 167 169 178 187
Interest 76 142 268 454 407 479 498
All other 1511 1429 1765 1796 1177 1249 1 386
Total 3458 3433 4039 4514 3904 4207 4581
Percentage growth

Road Traffic Act fees - 4,9% 20,5% 15,2% 0,3% 7,8% 10,5%
Hospital patient fees - -9,8% -7,1% 9,5% 16,8% 3,9% 2,5%
Gambling? - -10,4% -34,5% -1,6% 1,2% 5,1% 5,2%
Interest - 86,9% 88,4% 69,4% -10,5% 17,7% 4,0%
All other - -5,4% 23,5% 1,8% -34,5% 6,1% 11,0%
Total - -0,7% 17,6% 11,8% -13,5% 7,8% 8,9%
Percentage of total own revenue

Road Traffic Act fees 34,6% 36,6% 37,5% 38,6% 44,6% 44,6% 45,2%
Hospital patient fees 11,1% 10,1% 8,0% 7,8% 10,5% 10,2% 9,6%
Gambling? 8,4% 7,6% 4,2% 3,7% 4,3% 4,2% 4,1%
Interest 2,2% 4,1% 6,6% 10,1% 10,4% 11,4% 10,9%
All other 43,7% 41,6% 43,7% 39,8% 30,2% 29,7% 30,3%
Total 100,0% 100,0% 100,0% 100,0% | 100,0% 100,0% 100,0%

1Gambling includes horse racing/betting and casino levies
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Provincial Tax Regulation Process Bill

The Provincial Tax Regulation Process Bill is expected to improve Expanded taxation
the fiscal capacty of provinces. The Bill gives effect to section 228 of powers for provinces
the Condtitution by laying out a procedure for provinces to introduce

new taxes.

The Bill is the outcome of extensve consultation within the Budget
Council. While it does not prescribe which taxes provinces can
impose, it sets out steps that a province proposing a new tax must
follow. Once a tax has been approved, al provinces would be alowed
toimposeit.

There is wide recognition that laws done do not mean more revenue,
and that fiscal effort must also improve to yield returns. Provinces are
therefore currently strengthening their tax administration capacity.

Provincial expenditure

While provincid revenue generdly kept pace with inflation over the Growth in expenditure
three years to 2000/01, growth in adjusted provincia expenditure was

somewhat dower. It grew a an average annua rate of 4,7 percent a

year, from R96,0hillion to R110,1hillion. This is 1,8percentage

points below the average inflation rate.

However, the lower growth must be viewed againgt the background of Provincial liabilities now
much faster growth in the period up to 1996/97. This culminated in negligible
huge budget overruns in provinces, and a combined deficit of

R5,6 billion in 1997/98.

To enable provinces to ded with ther ligdilities, and to place
spending on a sugtainable trgectory in line with revenue, growth in
spending was scaled down in the period up to 1999/2000. Provinces
had to budget for surpluses, starting with R0,6 hillion in 1998/99. The
cumulative surpluses in subsequent years have reduced provincia
lidhilities to negligible levels

As a result, provinces are now beginning to alocate more resources to Strong recovery in
priority programmes. Tota provincid expenditure rises from provincial expenditure
R110,1hillion in 2000/01 to R139,1hillion in 2003/04, an average

real growth rate of 2,6 percent per annum.

Table 2.6: Adjusted provincial expenditure

Actual Estimated Medium term estimate
actual
R million 1997/98 1998/99 1999/00 2000/01 2001/02 2002/03 2003/04
Education 38 492 38 723 39 828 43 255 46 947 50 164 53335
Health 22 483 23 025 24 110 26 421 28 745 30 433 32448
Welfare 17 554 18 441 19 373 20 929 22 840 24 620 26530
Contingency reserves - - - - 182 632 1070
All other expenditure 17 436 15812 16 281 19 429 21759 24190 25716
Total provincial expenditure 95 965 96 001 99 592 110 035 120 473 130 039 139099
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Provinces are
overcoming debt

More confidencein
financial management

Social servicesdominate
provincial spending

Variations across
provinces
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Provincial surpluses and reserves

Provinces had sgnificant surpluses in the past three years. These
surpluses are not purdy unspent funds. In the cash based budgeting
and accounting system, payments of debts for expenditures incurred
in the past are scored in the year in which the payments are effected.
The Government Finance Satistic system prescribes that funds set
aside for debt repayment be recorded as a surplus.

The surpluses dso include funds that are committed to specific
projects that are underway or services that have been rendered for
which payments could not be made by the end of the financid year.

Table 2.7: Provincial surpluses and finance reserves

2001/02 2002/03 2003/04
R million Surplus Reserve| Surplus Reserve| Surplus Reserve
Eastern Cape 340 - 389 - 363 -
Free State 93 50 59 100 26 138
Gauteng 218 - 239 300 304 500
KwaZulu-Natal - - - - - -
Mpumalanga 17 40 15 43 - 47
Northern Cape - 20 - 21 - 21
Northern Province 219 - 169 - 190 168
North West - 72 - 168 - 196
Western Cape 92 - 80 - 50 -
Total 978 182 952 632 933 1070

In addition to the surpluses, provinces set asde funds to cater for
unforeseen contingencies and unanticipated expenditure. In the past,
al provinces set asde substantial reserves. However, for 2001/02,
five provinces — Eastern Cape, Gauteng, KwaZulu-Natal, Northern
Province and Western Cape — have not set aside reserves. The other
four provinces have only budgeted for a combined reserve amount of
R182 million.

The coming into effect of the PFMA thus seems to have made
provinces more confident that departments can manage their finances
better. This will be bolstered by ongoing capacity building to improve
budgeting and financia management.

Composition of provincial expenditure

Alongside municipa basic services, provincid ddivery of the criticd
socia services — education, hedth and welfare — congtitute the core of
government's  pro-poor programmes. Together these socid
programmes account for over 80 percent of total provincia spending.

The other component of provincid spending goes to economic
development programmes such as provincid agricultural  support,

roads and other economic and rura infrastructure, including parks and
other tourism infrastructure.

Spending and service ddivery trends in specific functiond areas, as
wdl as inter-provincid comparisons, are andysed in other chapters.
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These andyses offer important nuances, as the aggregates presented
here mask variances across the provinces. Table 2.8 shows variations
in the share of socid services across provinces, compared to the
nationa average. This is explained by differences in demographic
profiles, prioritisstion and budgetary choices made by provinces,
among other things.

Table 2.8: Expenditure on social services

Actual Estimated Medium term estimate
actual
R million 1997/98 1998/99 1999/00 2000/01 | 2001/02 2002/03 2003/04
Social services 81,8% 83,5% 83,7% 82,3% 81,8% 80,9% 80,7%
Education 40,1% 40,3% 40,0% 39,3% 39,0% 38,6% 38,3%
Health 23,4% 24,0% 24,2% 24,0% 23,9% 23,4% 23,3%
Welfare 18,3% 19,2% 19,5% 19,0% 19,0% 18,9% 19,1%
Non-social services 18,2% 16,5% 16,3% 17,7% 18,2% 19,1% 19,3%
Total 100,0% 100,0% 100,0% 100,0% 100,0% 100,0% 100,0%
Percentage of
provincial expenditure
Eastern Cape 84,2% 85,9% 86,0% 83,1% 83,4% 81,0% 81,4%
Free State 77,7% 77,6% 83,4% 82,0% 78,7% 78,4% 78,4%
Gauteng 85,9% 85,2% 85,2% 84,9% 84,4% 83,1% 82,1%
KwaZulu-Natal 82,2% 86,5% 85,5% 84,4% 84,3% 83,8% 83,6%
Mpumalanga 75,5% 78,6% 78,4% 77,5% 76,3% 75,8% 76,7%
Northern Cape 79,0% 82,1% 81,7% 78,5% 77,3% 76,3% 76,3%
Northern Province 80,8% 82,4% 81,9% 80,3% 79,4% 78,7% 78,0%
North West 73,8% 76,1% 76,8% 76,8% 77,7% 78,6% 78,1%
Western Cape 85,4% 86,2% 85,4% 84,1% 83,1% 82,3% 82,7%
National Average 81,8% 83,5% 83,7% 82,3% | 81,8% 80,9% 80,7%
Personnel expenditure
Personnd expenditure comprises the bulk of total current expenditure Personnd expenditure
in provinces — 57,3 percent in 2000/01. Table 2.9 shows that until comprises 57,3 percent

1999/2000 the share of personne spending was on the increase, from
56,2 percent in 1997/98 to 58,8 percent in 1999/2000.

Although totd personne spending grew dightly dower than the
inflation rate in this period, it ill grew faster than the other
components of expenditure. Growing a an average annud rate of
53percent, it rose fader than totad provincid expenditure
(4,7 percent), and much faster than non-personne  expenditure
(3,8 percent). This was largely due to increases in hedth, education
and personnel numbers and the 1996 wage agreement.

Personnel  expenditure is hovever set to grow dower than totd ...but personndl spending
expenditure and other components of current expenditure. Its share is growth dowing
expected to decline to 53,8percent by 2003/04. However, the need to

fill criticd posts and/or retain specidist personned, for example in

health, might impede some provinces ability to reduce personnel

cogts this rgpidly.
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Table 2.9: Expenditure by economic classification

Actual Estimated Medium term estimate
actual

R million 1997/98 1998/99 1999/00 2000/01 2001/02 2002/03 2003/04

Current expenditure 87834 89 783 93167 102 393 109092 116 420 123 952
Personnel 53925 56 643 58593 63 024 67166 70913 74 828
Transfers 21683 21534 21614 23940 25223 27 444 29 517
Other current 12226 11 607 12959 15 429 16 703 18 063 19 608

Capital expenditure 8131 6218 6426 7 642 11199 12 987 14 077

Contingency reserve - - - - 182 632 1070

Total 95965 96 001 99592 110 035 120473 130 039 139 099

Percent_age

composition:

Current expenditure 91,5% 93,5% 93,5% 93,1% 90,6% 89,5% 89,1%
Personnel 56,2% 59,0% 58,8% 57,3% 55,8% 54,5% 53,8%
Transfers 22,6% 22,4% 21,7% 21,8% 20,9% 21,1% 21,2%
Other current 12,7% 12,1% 13,0% 14,0% 13,9% 13,9% 14,1%

Capital expenditure 8,5% 6,5% 6,5% 6,9% 9,3% 10,0% 10,1%

Contingency reserve - - - - 0,2% 0,5% 0,8%

Total 100,0% 100,0% 100,0% 100,0% 100,0% 100,0% 100,0%

The figures in table 2.10 aso reflect a marked turnaround in both
socid transfers and  “other current” expenditure — respectively
projected to grow some 3,7 and 0,7 percentage points faster than
inflation.

Table 2.10: Average annual change in adjusted provincial
expenditure

R million 1997/98-2000/01 2000/01-2003/04
% change p.a. % change p.a

Current expenditure 5,2% 6,6%
Of which: personnel 5,3% 5,9%
Transfers 3,4% 7,2%

other current 8,1% 8,3%

Capital expenditure -2,0% 22,6%
Total expenditure 4,7% 8,1%
Consumer Price Index 6,6% 5,1%

The higher growth in transfers is mainly due to increases in socid
security grants. The strong growth in “other current” expenditure is
largely due to increased dlocations for qudity-enhancing inputs such
as learning support materids in education, medicines and other
consumables in hedth.

Non-personnel expenditure

Increased allocations for The dowdown in provincia spending over the three-year period to
non-personnel spending 2000/01 was largely due to a reduction in non-personnd expenditure.
The share of non-personnd expenditure dropped by about
2,8 percentage points between 1997/98 and 1998/99, from 438 to
41 percent. While the decline in non-personnel spending occurred in
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both socid and non-socia services, its impact is more pronounced in
the latter case. Non-personnd spending in the nontsocid services
functions dropped by over 7,7 percent between 1997/98 and 2000/01,
while it increased by 0,8 percent in socia services.

However, as Figure 2.1 shows, the 2000 Budget saw the beginning of
areversd in this trend. Tota provincia capita expenditure grew by
18,9 percent between 1999/2000 and 2000/01, and is projected to
grow a an average annua rate of 22,6percent through 2003/04.
Despite starting from a substantialy lower base, growth rates of this
magnitude will reduce backlogs, especially if accompanied by low
debt obligations.

Figure 2.1: Fixed costs as share of adjusted expenditure
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Prioritising provincial infrastructure

During the period up to 1999/2000, provinces sought to service their
debts while simultaneoudy providing socid services. As a result,
provincid capital expenditure declined from 8,5 percent of tota
provincid spending to about 6,9percent in 2000/01. Details of this are
contained in chapter 7 and figure 2.2 depicts these trends.

The 2001 Budget identifies infrastructure spending as one of the key
priorities for the 2001-2004 MTEF. Having successfully dealt with
their debts, and assisted by the expanded expenditure envelope,
provinces are budgeting for substantially increased spending on
infrastructure.

Budgeted capitd expenditure in 2001/02 is 46,6 percent higher than
the esimated outcome for 2000/01. The turnaround in provincid
cepitd  expenditure will see its share rising to about 10 percent by
2003/04, thus surpassing past levels. To achieve this requires a
focused effort to enhance capacity for the planning and
implementation of projects. Faced by a disappointing failure to mest
budgeted expenditure projections in 2000/01, such capacity-building
currently receives attention in severa provinces.

Capital expenditure st

to increase

Falling share of capital
expenditure

...but marked increase
over next three years
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Using fiscal strength to
improve services
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from HIV/Aids

Rollout of ECD
programmes
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Figure 2.2: Capital and current expenditure: 1997/98 to 2003/04
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Budget priorities and spending pressures

Mindful of the need to trandate the benefits of a strong fiscal position
into accderated service ddivery, government is consolidating
ddivery of socia and other sarvices.

Social security grants probably represent the most effective poverty
dleviation programme of government. However, grant increases over
the lagt three years have been below inflation, eroding their red vaue.
Higher increases could not be effected amidst uncertainty about the
full budgetary impact of the rising take-up of the child support grant.

The current budget framework makes provision for increases in socia
security grants that are at least equa to inflation. Nonetheless, sharp
changes to beneficiary numbers, the greater dependence on grants
likely b be created by HIV/Aids, and the impact of grant types not
coupled with upward revisions of provincia funding, could impede
these efforts.

HIV/Aids and related diseases continue to impose pressure on
provincid hedth budgets. Totd hedth spending grows by 8,8 percent
between 2000/01 and 2001/02, and is budgeted to grow a an average
annua raie of over seven percent over the next three years. This
should help put the sector on a sound footing to cope with the disease.
Further upward revision may nonethel ess become necessary.

Ealy childhood development is centrd to improving the efficiency
and effectiveness of the education system. After running pilot
programmes for a number of years, government plans to increase
coverage dgnificantly over the next ten years. In the poorer and
predominantly rural provinces, this is expected to have significant
budgetary implications.



Chapter 2: Trendsin provincial budgets

Starting from 2000/01, provinces are dlocating increasing amounts to
infrastructure. This will reduce backlogs in maintenance of existing
infragtructure  and expand public capitd sock to previoudy
disadvantaged aress. Partnerships with the private sector will be
necessary to leverage more investment and expertise. The Public-
Private Partnership Unit in the Nationd Treasury is playing an active
role supporting the provincesin this regard.

Conclusion

Through sound financid management, provinces have placed their
finances on a firm footing. The chalenge now is to trandate the gains
of prudent fiscal management into tangible development that creates a
better life for all South Africans. Current spending and budget trends
suggest that provinces are consolidating socid services ddivery,
increasing capital expenditure, and enhancing the quality of spending.
Their capacity will continue to be tested by the need for socid
services and infrastructure.

More spending on
infragtructure needed
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Education

South Africa has made progress in turning education around. This has
been an arduous task, as apartheid denied millions, especidly black
people, access to good education.

Transformation of education is about equity, quality and a skills base
adaptable to the changing globd economy. All this has to be achieved
in a context of weak management experience, tight resource
congraints, poorly trained teachers and a culture where learning had
fdlen by the wayside.

This chapter andyses expenditure trends in education, with emphasis
on the forward edtimates for provincia education departments.
Education expenditure rose rapidly in 1996/97, partly due to the 1996
sdary agreement discussed in chapter 7. This level of growth in
budgets was unsudstainable. In  order to achieve longterm
transformation of the education system, budgets had to be placed on
more sudainable footing. Education expenditure has declined by
about 9,5 percent in red terms since, and a concerted effort has been
made to bring personnel spending under control. The 2000 Budget
marked a shift towards renewed growth in provincid education

spending.

While expenditure trends ae important, measuring actud
performance and outputs ae more important. This requires a focus on
non-financiad information, like sarvice ddivery indicators. The
purpose is to give the public, as well as education managers, a better
sense of the quaity of spending, the impact of policies and budgets
and to support forward planning. The andysis of expenditure trends is
followed by a brief examination of nonfinancid indicators in
education across the provinces. This includes enrolment trends,
classroom provision, water and sanitation in schools, the provision of
textbooks and school-leaving exam results.

Provincial education expenditure trends

Historical trends

In 1996/97, provincid education expenditure rose by 22,1percent.
Table 3.1 shows key features of this increase. This dramatic rise was
due to increased sdaries for teachers, new teachers gppointed to
ensure lower pupil-teacher ratios, the costs of amagamating various
departments, and in some cases, poor financid management systems.
Education spending then dabilised in most provinces, and between
1997/98 and 2000/01 declined on aggregate by an annud average of
2,4percent in red terms. Personne expenditure declined by about

Expenditure trends

Non-financial education
indicators

Aggregate education
expenditure
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1,7 percent per annum, and non-personnel spending by 8,9 percent per
annum inreal terms.

Table 3.1: Provincial education expenditure

Actual Estimated Medium term estimate
actual

R million 1997/98 1998/99  1999/00 2000/01 | 2001/02 2002/03  2003/04
Personnel 34095 35252 36 118 39237 | 41215 43376 45734
Capital 842 481 459 501 1162 1791 2 099
Other recurrent 3554 2990 3251 3517 4570 4997 5503
Total 38 492 38723 39 828 43 255 | 46 947 50164 53 335
Percentage change (av. Annual) 1997/98 — 2000/01 2000/01 —2003/04
Personnel 4,8% 5,2%

Capital -15,9% 61,2%

Other recurrent -0,4% 16,1%

Total 4,0% 7,2%

Provincial growth rates

Provinces where real declines between 1996/97 and 1999/2000 were
most pronounced are Western Cape (5,3percent), Eastern Cape
(4,2 percent) and KwaZulu-Natal (2,4 percent). Table 3.2 shows that
education spending has on aggregete dedlined as apercentage of
provincid expenditure since 1997/98, athough some provinces (Free
State, Mpumdanga, and Northern Cape) have experienced upward
movements. Table 3.3 provides nomina spending figures.

Table 3.2: Education as percentage of provincial expenditure

Percentage of total Actual Estimated Medium-term estimate
expenditure actual
1997/98 1998/99  1999/00 [ 2000/01 2001/02 2002/03 2003/04
Eastern Cape 42,0% 42,6% 40,7% 39,7% 40,1% 40,1% 39,8%
Free State 37,0% 37,1% 42,0% 40,7% 39,3% 39,0% 39,0%
Gauteng 37,7% 37,3% 37,5% 37,6% 36,8% 36,4% 35,9%
KwaZulu-Natal 37,8% 38,5% 37,9% 37,8% 38,4% 37,8% 38,2%
Mpumalanga 41,8% 43,3% 43,1% 42,8% 39,5% 38,5% 39,3%
Northern Cape 35,6% 37, 7% 36,4% 36,7% 36,4% 36,1% 36,4%
Northen Province 48,2% 48,2% 46,1% 44,2% 44,5% 43,8% 42,4%
North West 42,0% 41,2% 41,7% 40,3% 39,4% 39,2% 38,6%
Western Cape 36,9% 36,3% 35,7% 34,9% 34,7% 34,5% 34,3%
Total 40,1% 40,3% 40,0% 39,3% 39,0% 38,6% 38,3%
Improved education Lower spending did not necessarily mean lower qudity. Financid
management management  improved, greater equity was achieved in the

deployment of teachers, and personnel costs were brought down.
Budgets are now more sustainable, with more baanced ratios of
personnel, capitad and other recurrent spending. The introduction of
the Tirisano Campaign in 1999 extended these improvements into the
schoolground. Focusing on school performance, this campaign played
an important role in cregting stability in schodls, involving parents in
school management and improving the culture of learning.



Table 3.3: Provincial education expenditure

Chapter 3: Education

Actual Estimated Medium-term estimate
actual
Rmillion 1997/98 1998/99 1999/00 2000/01| 2001/02 2002/03 2003/04
Eastern Cape 6 765 6 585 6 616 7191 7 825 8364 8 828
Free State 2539 2613 2785 2990 3239 3427 3628
Gauteng 5 865 6 055 6 310 6834 7418 7964 8423
KwaZulu-Natal 7280 7130 7299 8185 9177 9820 10 708
Mpumalanga 2 506 2624 2809 2997 3204 3424 3784
Northern Cape 839 900 906 965 1041 1117 1201
Northern Province 5546 5795 5854 6370 6 860 7384 7707
North West 3240 3196 3408 3699 3888 4133 4325
Western Cape 3912 3823 3840 4023 4 296 4531 4732
Total 38 492 38723 39 828 43255 46 947 50164 53 335

Percentage change

(Average Annual) 1997/98 — 2000/01

2000/01 —2003/04

Eastern Cape 2,1% 7,1%
Free State 5,6% 6,7%
Gauteng 5,2% 7,2%
KwaZulu-Natal 4,0% 9,4%
Mpumalanga 6,1% 8,1%
Northern Cape 4,8% 7,6%
Northern Province 4,7% 6,6%
North West 4,5% 5,4%
Western Cape 0,9% 5,6%
Total 4,0% 7,2%

After three years of decline, education spending began rising in red
terms in 2000/01. Aggregate education expenditure grew by
1,4 percent in 2000/01, due to larger transfers to provinces, hedthier
provincia budget baances and reduced provincia debt. In KwaZulu-
Natal, education spending grew 4,7 percent in red terms in 2000/01,
with strong growth also achieved in Eastern Cape (1,5percent) and
Northern Province (1,6percent). Significantly, in an important shift,
both capitd and non-personnd  expenditure grow in red terms.
Compared to a 1,1 percent red growth in capitd and non-personnd
expenditure, personnel expenditure grows by 1,5 percent in 2000/01.
This contrast is even more sgnificant, as personne spending faced
upward pressures due to an extraordinary payment of severance
packages. These packages are discussed in the section on personne
trends dsawhere in this chapter.

Table 3.4 stows actual provincial outcome across provinces. Tota
provincid education budgets for 2000/01 were R43,255 hillion. The
origind budget was adjusted by R2557 billion to R44,7 hillion,
mainly because of higher than expected salary incresses, and bringing
forward annua bonuses normaly paid in April of the next financia
year to January, February and March of the 2000/01 financia year.

Total actua education spending for 2000/01 amounted to
R43,255 hillion. This reflects an incresse of R34billion or
8,6 percent compared to 1999/2000 actud expenditure, and is over

Real increases from

2000/01

Actual expenditure was

RA43,255 hillion
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R1 billion or 2 percent lower than the adjusted budget. Actud
expenditure in Gauteng and Eastern Cape is subgtantidly lower than
ther adjusted budgets and closer to their voted budgets. Actud
expenditure in KwaZulu-Natal is moderately lower than its adjusted
budget.

Table 3.4: Actual outcome for 2000/01 in education

2000/01 Budget 2000/01 2000/01  Actual Outcome as %

Adjustments of Adjusted Budget

Actual Outcome

Estimate
Eastern Cape 7187 7 440 7191 96,7
Free State 2951 3153 2990 94,8
Gauteng 6 835 7418 6834 921
KwaZulu-Natal 7 840 8 367 8185 97,8
Mpumalanga 2818 3038 2997 98,7
Northern Cape 914 965 965 100,0
Northern Province 5992 6 379 6 370 99,9
North West 3517 3733 3699 99,1
Western Cape 4090 4208 4023 99,8
Total 42 144 44 701 43 255 96,7

Teacher-training
colleges

More trained teachers
required

Education spending set

for real rise

Teacher-training colleges are being tranderred from provincid
education departments to the national education department. This is
part of a grategy to create a more coherent higher education system
incorporating al aspects of tertiary education. In the main, teacher-
traning colleges are being incorporated into exiging univerdties.
However, where this has not been possible, teacher-training colleges
have been amdgamated to ensure that they are viable in the long
term.

While there has been a reduction in the number of teachers since
1997, Government is likedy to maintain a teaching core of about
350 000. The present number of teachers is 346 000. Approximately
12000 to 15000 teachers a year leave the sysem due to naturd
dtrition. This rate of about 4 percent is standard, if not low, by
international  standards. However, South Africa would have to
increese the number of teachers that it trains to meet these
requirements and replace departing teachers.

Medium-term projections

The boogt in provincid spending in 2001/02 is reflected in education
budgets too, with budgeted real growth of 2,2percent. Over the
MTEF period, 2000/01 to 2003/04, when total provincial spending is
projected to grow in rea terms by 23percent a year, education
spending will rise by an average 1,7 percent a year.

This rea growth will occur especidly in KwaZulu-Nata,
Mpumaanga, Eastern Cape and Gauteng. In North West and Northern
Cape, spending grows dightly dower than inflation. After adjusting
for once-off items of expenditure — such as severance packages —dl
provinces project real growth higher than 2,5percent, with KwaZulu-
Natd’s expenditure growing at over 6 percent a year.



Table 3.5 shows that personnel spending increases over the MTEF,
while table 3.1 showed smultaneous growth in capitd spending. In
red terms, personnd spending stays relatively constant. Even though
it may be difficult to achieve such rapid growth in capitd spending, it
does reflect a commitment by provincid governments to tackle
classroom backlogs, the lack of water, sanitation and eectricity, and
the shortage of furniture in schools. Other non-personnd  spending
rises by 10,1 percent a year in red terms over the period. This should
dlow for greaster provison of textbooks, equipment and teacher
support programmes than during the past four years.

Table 3.5: Personnel expenditure for education by province

Chapter 3: Education

Capital spending rises
rapidly

Actual Estimated Medium -term estimate
actual
Rmillion 1997/98 1998/99 1999/00 2000/01 2001/02 2002/03 2003/04
Eastern Cape 5 850 6031 6 371 6771 6 956 6 988 7 352
Free State 2 265 2388 2472 2674 2812 2970 3137
Gauteng 5153 5289 5 345 5841 6 268 6 765 7171
KwaZulu-Natal 6 531 6503 6721 7535 8273 8 753 9338
Mpumalanga 2 289 2434 2 587 2788 2853 3015 3220
Northern Cape 732 746 773 814 872 928 978
Northern Province 4988 5469 5401 5871 6 025 6 468 6 727
North West 2875 3018 3129 3403 3393 3555 3728
Western Cape 3412 3374 3318 3542 3764 3932 4 082
Total 34 095 35252 36 118 39 237 41 215 43 376 45 734
The gap in spending per learner across provinces has narrowed since Provinces spend average

1996. Neverthdess, there are Hill significant disparities. In 2000/01,
provinces spent an average of R3 658 per learner. The provinces that
spent the most per learner are Northern Cape (R4801), Gauteng
(R4 396) and Western Cape (R4392). The Northern Cape spends
23,8 percent above the nationa average while Gauteng spends
16,8 percent more. Provinces that spent the least per learner are
KwaZulu-Nata (R3067), Eastern Cape (R3436) and Northern
Province (R3 453).

The reason for these disparities mainly lie in variations in the number
of learners enrdlled in the province as apercentage of population.
Poorer provinces have a higher number of children and a legacy of
high failure rates. Class sizes are larger and there are fewer qudified
teachers.

In 1998, provincid education departments and provincia treasuries
agreed to move non-personnel budgets up to a least 15 percent of
total education expenditure. The MTEF projections for 2003/04 show
that all provinces with the exception of Northern Province, Free State
and KwaZulu-Natal are expected to meet this target.

On average, non-personnd budgets will rise to about 14,6 percent of
tota expenditure by 2003/04. While provincid budgets grew
relatively dowly between 1997/98 and 2000/01, hedthy growth is
forecast for the MTEF period. This growth, especidly in capita and
non-personnel expenditure, combined with developments in improved

of R3 658 per learner

14,6 percent to non-
personnd spending

31
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school and district management, bodes well for turning school
education around.

Conditional grants in the education sector

In contrast to the health sector, conditional grant funding has not
played an important role in the education sector. Amounts are
rdaively smal and focused on specific initiatives to transform the
education system. Thisis evident in table 3.6.

Table 3.6: Transfers and spending of education grants

Actual Actual Transfers and Estimated Actual Medium-term estimate
Expenditure
1999/00 2000/01
Grants 1998/99  Transfers  Spending | Transfers  Spending | 2001/02 2002/03 2003/04
Classroom 39 - - 13 - - - -
backlogs
ECD - - - - - 21 52 88
Financial 26 192 99 202 150 213 224 234
management
HIV/AIDs - - - 26 6 64 - -
Total 65 192 99 241 156 298 276 322
Under-spending - - 93 - 100 - - -
Provincial roll - - - 48 - - - -
overs

1 Underspending includes R48 million provided for roll overs at provincial level

Quality improvement and
financial management

HIV/Aids

Early Childhood
Devel opment

Infrastructure

The largest conditiond grant was introduced in 1998/99 with an
dlocation of R100million to support qudity enhancement and
improvement of financid management in education departments. As
with severa other grants, expenditure was dow to start but has
improved in recent years. While transfers of money to provinces are
now flowing smoothly, some delays have taken place in spending.
The grant is set to increase to R234 miillion in 2003/04. It supports,
among other things, drengthening of districc management in
education, financia management in departments, and projects aimed
at restoring the culture of learning and teaching in schools (COLTS).

Three other conditiond grants flow to provincid educaion

departments.

?? A portion of the specid dlocation for an integrated Strategy to
confront HIV/Aids funds lifeskills training in schools, amed a
prevention through inducing behavioura change. In 2000/01,
R26 million was dlocated for this purpose, and R64 million in
2001/02. Amounts are set to grow over the MTEF.

?? A new grant introduced in 2001 engbles piloting of models of early
childhood development (ECD). Building on earlier donor-funded
projects, amounts dlocated ae R21lmillion in 2001/02,
R52 million in 2002/03 and R88 million in 2003/04.

?? The education sector is dso set to benefit substantidly from the
conditional grant for infrastructure to provinces, initiated in 2001.



?? A smdl amount from the central poverty relief dlocation supports
innovation in school- building.

Personnel trends

As table 3.5 showed, personnel spending grew at an annual average
rate of 4,8percent from R34,1hillion in 1997/98 to R39,2 hillion in
2000/01. This was below the inflation rate. Table 3.7 andyses the
actual numbers of educationa personng in the provinces. Of the
personnel listed below, about 346 000 are educators. The remaining
63000 fdl into two categories — those who daff the adminidtrative
sections of education departments, including provincia head offices
and didtrict offices; and staff based at schools performing a clericdl,
cleaning or security function.

Table 3.7: Provincial education departments personnel numbers

2000/01 2001/02 Civil servants

per 1000 people
Eastern Cape 76 754 75 339 11,2
Free State 29841 29 338 10,5
Gauteng 60 027 57 272 7,4
KwaZulu-Natal 79 593 78 511 8,7
Mpumalanga 29 559 28 376 9,5
Northern Cape 9 389 8 888 10,0
Northern Province 61 570 60 730 11,4
North West 37 676 36 436 10,1
Western Cape 34 489 34 440 8,3
Total 418 898 409 330 9,7

In early 1999, Government and teacher unions signed an agreement
deding with rationdisation and redeployment. This agreement used
provincia education budgets as a basis for determining the number of
educator posts avalable. Schools were then dlocated a number of
posts, based on a formula that took into account the subject mix of the
school and the number of learners. Educators within schools were
then absorbed into this post alocation. Temporary teachers, or
teachers who could not be accommodated were asked to apply for
vacant posts in schools that advertised vacancies. The contracts of
temporary teachers who could not be absorbed into the system were
not renewed, while permanent teachers ill remain within school
establishments, sometimes surplus to the schoal.

This process of rationdisation and redeployment has contributed
towards more equa learner:educator ratios and resulted in a decrease
of over 24000 teachers. This process is drawing to an end in most
provinces.

During 2000/01, personnel expenditure growth is R3hillion, or
8,6 percent higher than 1999/2000. This is dightly above inflation and
mainly due to the payment of severance packages and annua service
bonuses in the first three months of cadendar year 2001. As the
process of rationalisng and right-sizing education departments draws

Chapter 3: Education

Saff categories

Rationalisation and
redeployment process
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Progresswith service
delivery indicators

Impressive schoal
enrolment ratios

I ndependent schools

to an end, a larger than norma total amount of severance payments
were made during 2000/01. Adjusting for these anomalies, personne
spending continued to decline by about 1percent in red terms in
2000/01.

Non-financial indicators in education

Non-financid indicators give the public additiond information to
judge provincia education departments performance. Recent years
have seen improvements in the data available on a range of issues
such as basc components of the system (enrolment), inputs
(personnel, classrooms and other infrastructural services) and outputs
(matric results). Nonetheless, important ggps remain, particularly with
regard to outputs and impact before the find school year and in
providing indicators of effectiveness and quality.

Enrolment rates, learner:educator ratios and classrooms

School enrolment in South Africa increased steadily throughout the
late 1980s and accelerated rapidly after 1994. Enrolment went up by
amost 2 million during this period. In 1996, school enrolment as
apercentage of the age cohort that ought to be in school reached
101 percent. This enrolment rate signdled that Government has
successfully tackled the question of access to basic education. Other
indicators can assist to assess equity and quality.

Table 3.8 indicates that there has been a 4percent decline in
enrolment between 1996 and 2000. Eastern Cape, Western Cape and
KwaZulu-Nata have had the largest percentage reduction in learners.
Educators numbers declined too, but by less than learner enrolment
rates. This has resulted in a lower learner:educator ratio in 2000 of
32,7. Provinces tha have made dgnificant reductions in
learner:educator ratios are the Eagern Cape, KwaZulu-Natd and
Mpumalanga

As pass rates improve and enrolment patterns revert to norma
demographic patterns, enrolment rates are likely to dow down.
Preliminary estimates from 2000 Department of Education data signd
that this dowdown has aready begun. The policy of increasing the
minimum school-going age to 7 has dso helped reduce net enrolment
rates. Table 3.8 shows how enrolment has decreased from 1996 levels.
South Africa should experience a decline in school enrolment over the
next ten years as pass rates improve and population growth dows.

There ae 243 732 pupils (2,1percent of dl learners) in 963
independent schools. The highest number of pupils in independent
schools is in Gauteng 117 531 (7,6 percent of learners in the
province), followed by KwaZulu-Natal with 43749 learners
(1,6 percent). Independent schools consume 0,63 percent of tota
provincid education budgets. Gauteng spends 2,14 percent of its
budget on independent schools. Independent schools have an average
learner:educator ratio just above 16.



Table 3.8: Enrolments rates and related data 1996 and 2000

School Learner:educator | Learner:classroom
enrolment? ratio

Thousands 1996 2000 1996 2000 1996 2000
Eastern Cape 2325 2106 36,3 31,5 55 43
Free State 780 743 30,1 31,9 38 33
Gauteng 1569 1554 29,2 30,9 34 32
KwaZulu-Natal 2772 2 669 37,1 35,7 45 40
Mpumalanga 931 894 36,0 34,8 45 48
Northern Cape 204 201 30,2 30,6 32 27
Northern Province 1823 1845 33,9 33,5 50 40
North West 946 909 30,2 30,3 40 34
Western Cape 963 916 32,9 30,7 33 31
Total 12314 11836 33,7 32,7 43 38

! Includes both public and independent schools

In 1996, provincid education departments acted to address teacher
shortages. As enrolment increased and norms and standards on
average learner:educator ratios were published by the Department of
Education, provinces employed between 40000 and 60000 new
educators. This employment and a higher entry age for grade 1
resulted in a decrease in average learner:educator ratios from about 40
to about 35. This mostly meant smdller class sizes.

However, in many cases, schools increased the numbers d educators
and learners without having the classrooms to accommodate them.
Lower learner:educator ratios did not necessarily trandate into smdler
class sizes, and many teachers were left without classrooms. This
leads either to teaching outside buildings or some educators not
teaching at full capacity, because there are not enough classrooms.

The learnericlasssoom rétio is an indicator of the date of
overcrowding. Table 3.9 shows that, in generd, this ratio has declined
from 43 to 38, reflecting both declining enrolment and an increase in
the number of classes. The Northern Province, for example, has a
learner:educator ratio of 33,5 which is low by international standards,
but has a learner:classsoom ratio of 40, which means that
overcrowding is gtill amajor problem.

Substantial numbers of teachers do not have classsooms, and are
therefore not employed as productively as possible. The number of
classrooms in South Africa increased by 25 102 over the period.
South Africa ill has a shortage of about 50 000 classrooms. The bulk
of these shortages are in the Eastern Cagpe, Northern Province and
KwaZulu-Natal.

As table 3.9 indicates, the number of schools indicating they have a
shortage of classrooms has dropped from 49 percent to 41 percent
between 1996 and 2000. The largest drop occurred in North West,
where overcrowded schools dropped from 42 percent to 28 percent.
More schools in Gauteng and Western Cape have complained about a
shortage of classroomsin 2000 compared to 1996.

Chapter 3: Education

Increase in learner
numbersin 1996

Learner:classroom ratios

Classroom shortages
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Teacher shortages

More buildingsin need
of repair

Telephones, water,
sanitation and eectricity

Building maintenance

Table 3.9: Schools complaining of classroom shortages

Percentage 1996 2000
Eastern Cape 65 52
Free State 25 16
Gauteng 24 26
KwaZulu-Natal 61 48
Mpumalanga 49 56
Northern Cape 16 10
Northern Province 66 50
North West 42 28
Western Cape 16 17
Total percent 49 41

Source: 1996 and 2000 Schools Register of Needs

Significant teacher shortages remain in some rura provinces.
However, Government’s stance is generaly that provinces should first
build the required infrastructure and support systems before additional
teachers are hired. In this way, new classrooms and schools can be
adequately daffed and resourced and  provincid  education
departments will have the capacity to support the school in its
devdopmentd phase. Hiring teachers when there are no classrooms
will not result in improved quality in education.

Physical infrastructure in schools

While Government has made good progress in building classrooms,
more work till needs to be done. The new provincia infrastructure
grant, of which about 40 percent should go to education, should dlow
provinces to meet classroom backlogs over the next five to seven
years. Success in the provison of other physica infrastructure has
been more sporadic. Most improvements entailed increasing the
number of schools with adequate telecommunication and sanitetion
and smaler improvements in the provison of water and dectricity. In
generd, the number of buildings needing renovation has increased
since 1996.

In 1996, 59 percent of schools had no telephones. With the advent of
cdlphones, this dropped to 34 percent in 2000. The number of
children in schools without sanitation dropped from 55percent to
17 percent. While this improvement is significant, schools reported
that 15 percent of their toilets did not work, due to a lack of routine
maintenance. In 1996, 40 percent of al schools had no access to
running water. This number declined to 34 percent. The largest
reduction in schools without water occurred in the Northern Province
where there was a 12 percentage point decline. A totd of 2400
schools were eectrified during this period, increasing schools that
have power from 40percent to 53 percent. Some 6,7 percent of
schools use solar power, and this figure is as high as 25 percent in the

Eastern Cape.

Provinces have generdly performed poorly in the maintenance of
school buildings. It is estimated that the number of schools thet are in
excdllent or good conditions has declined from about 11 000 to about



5000 between 1996 and 2000. The number of schools in need of
repair has increased from about 10500 to 12 100 and those in weak
condition increased from about 3000 to 7 000. The reason for the
decline in the sate of buildings is that expenditure on routine
maintenance generdly declined during the period 1996 to 2000. In
2000, only 1 percent of al buildings were being renovated.

In 1996/97, provinces spent R1,4billion on new buildings and other
land improvements. By 1998/99, this figure had dropped to
R432 million. Similarly, in 1996/97, provinces spent R232 million on
maintenance, and by 1998/99, only R104 million. As apercentage of
budget, total expenditure on fixed assets dropped from 4,5 percent in
1996/97 to 1,6 percent in 1998/99. The Eastern Cape experienced the
largest drop, from 4,6 percent to 0,25 percent. Expenditure on fixed
assets in KwaZulu-Natal declined from 6,8percent in 1996/97 to
1,0 percent in 1998/99. Gauteng experienced the smdlest decline in
its spending on fixed assets during this period: from 3,0percent to
2,8 percent.

The number of schools with computers has increased off a low base.
In 1996, 2 241 schools (8,3percent) had 34 483 computers. This
figure has increased to 6 581 schools (24 percent) with 59 333
computers. The number of schools without computers in the Northern
Cape, Western Cape and Gauteng number 41 percent, 20 percent and
16 percent respectively. The remaining six provinces reported that
over 70 percent of their schools had no computers for administrative
or educational purposes. The province that fared the worst is the
Eastern Cape with over 84 percent reported as having no computers.

Crimind activity in schools is a key factor in reducing resources to
schools or a least lowering standards. In 2000, there were 24 540
burglaries at schools, resulting in losses of over R155 million. Almost
5 000 assault cases were reported, with 1 860 serious crimes (such as
murder and rape) occurring. KwaZulu-Natal experienced the highest
levels of crime in schools followed by the Eastern Cape, Gauteng and
the Western Cape.

Matric results

Matric results in 2000 improved subgtantidly over the previous three
years. As table 3.10 shows, the overal matric pass rate went up from
47 percent in 1997 to 58 percent in 2000. Provinces with the best
matric pass rates are Western Cape (80,6 percent), Northern Cape
(71,2 peacent) and Gauteng (67,5percent). The lowest matric pass
rates were recorded in Eastern Cape (49,8 percent), Northern Province
(51,4 percent) and Free State (52,7 percent). All provinces saw an
increase in their pass rates from 1997 to 2000 with Northern Province
achieving the higgest gan from 319 to 51,4percent. Overdl,
61 percent of male candidates and 55 percent of female students
passed.

The improved matric results confirm continuous improvement in the
standard of education across all provinces but is aso due to the lower
than normal number of repeaters alowed to rewrite their exams. The
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Mathematics and science
results

A wider range of
indicators

total number of people who wrote the exams dropped from 559 233in
1997 to 489941 in 2000. This is a 14 percent decline, but there ae

marked variances. Northern Province, for example, registered a
35 percent decline in the number of people who wrote matric.

Fewer schools have pass rates under 20 percent. Western Cape, North
West and Mpumalanga showed most progress. Similarly, the number
of schools producing pass rates of over 80 percent went up from
20 percent to 22 percent. Provinces that performed best in this regard
were Eastern Cape and Free State.

Table 3.10: Matric pass rate by province, 1997 to 2000

Percentage 1997 1998 1999 2000
Eastern Cape 46,2 45,1 40,2 49,8
Free State 42,5 43,4 42,1 52,7
Gauteng 51,7 55,6 57,0 67,5
KwaZulu-Natal 53,7 50,3 50,7 57,2
Mpumalanga 46,0 52,7 48,3 53,2
Northern Cape 63,8 65,4 64,3 71,2
Northern Province 31,9 35,2 37,5 51,4
North West 50,0 54,6 52,1 58,3
Western Cape 76,2 79,0 78,8 80,6
Total 47,4 49,3 48,9 57,9

Enrolments and passes in mathematics and physical science show a
disconcerting decline. The number of sudents who wrote
mathematics on the higher grade declined from 50105 in 1999 to
38520 in 2000 and those that passed dropped from 27 187 to 24 877.
However, the number of people passng mathematics on the standard
grade increased from 95 038 to 103 265.

Similarly, the number of students writing physicd science on the
higher grade dropped from 66 486 to 55 699, while those who passed
on the higher grade dropped from 40 528 to 36 283. The low number
of femde gudents doing mathematics and physicd science is a
concern.

Systemic evaluation

The nationad Department of Education is determined to use a broader
range of education indicators for planning and is acutely aware that
matric pass rates provide an imperfect measure of success.

To add to matric results as indicatars for the education system as a
whole, the new Systemic Evduation programme focuses on
educational outcomes and contextual factors. This programme has
been tested in a random sample of some 1400 primary schools —
5 percent of all primary schools. Currertly, the focus is on educationa
outcomes in Grade 3, but this will soon be expanded to other levels,
starting with Grades 6 and 9.



Progress with implementation of the PFMA

Provincid education departments have made subgtantiad progress in
implementing the Public Finance Management Act (PFMA), and are
expected to start regping the benefits during 2001/02.

All departments were to appoint a Chief Financia Officer (CFO) by
1 April 2001 as part of their top management team. Table 3.11 shows
that two provinces appointed CFOs a Deputy Director-Generd
(DDG) level, sx a Chief Director (CD) level, and one in a Director
position. Four provincid education departments have agppointed
permanent CFOs while Eastern Cape, Mpumalanga, Northern Cape
and North West have acting CFOs. Northern Province made a contract
appointment.

In order to build the capacity of provincid departments to implement
the PFMA, an Education CFO forum was established in 2001/02. This
forum utilises a peer-leaming approach, comparing the different
provincial approaches to determine (and follow) best practice. A focus
area is the preparation and use of monthly management reports
assessing budget performance.

More modern systems of interna control, and audit committees, will
enable government departments to become more pro-active in
identifying and resolving problems. Further, the CFO forum is
expected to develop criticd documents around risk management
strategy, fraud prevention, and audit charters. Almost dl provinces
ingtituted a shared service arrangement or centraised audit committee.
Seven education departments established internd audit units.

Table 3.11: CFOs appointed in education departments
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Appointment of CFOs

CFO forum

Satus of Internal audit
and audit committees

Province Full Nature of appointment Level of appointment
Appointment

Eastern Cape No A CcD
Free State Yes P CD
Gauteng Yes P DDG
KwaZuluNatal Yes C cDb
Mpumalanga No A cD
Northern Cape No A cD
Northern Province Yes C DDG
North West No A D
Western Cape Yes P cD
Total 5/9 3P+2C+4A

Permanent Appointment = P Director = D

Contract Appointment = C Chief Director = CD

Acting CFO=A Deputy DirectorGeneral = DDG

A further indication of improvement in financial management is be
submission of financia statements to the Auditor-Genera within two
months after the end of the financia year. Thisis in line with Section
40(1)(c) of the PFMA. In previous years, the financia statements
were submitted between 6 and 18 months after the end of the financid
year, adversdy undermining financid accountebility. Table 3.12
provides a status report on the submission of financid Statements.

Submission of financial
statements
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Challenges

Emerging from transition

Infrastructure and
quality as priorities

With the exception of Mpumaanga and Northern Cape, provincid
education departments have met the deadlines.

Table 3.12: Submission of financial statements by 31 May 2001

Provinces Vote number Submitted Submitted after
Yes/No e oo
Eastern Cape 6 Yes N/A
Free State 6 Yes N/A
Gauteng 5 Yes N/A
KwaZulu-Natal 5 Yes N/A
Mpumalanga 7 No Yes
Northern Cape 4 No Yes
Northern Province 3 Yes N/A
North West 8 Yes N/A
Western Cape 5 Yes N/A

Given the lage number of personnd in education, generd
management, especidly personne management, is critical to the
financid management drategy in educatiion. On many iSSUES,
management responsbility is decentrdised to the school leve. The
recent Auditor-Generd’s report on performance of provincid
education departments highlighted the need for proper management of
leave and absentee regigters, dignment of actud personnd
expenditure with acceptable norms set for school funding, and for
associated targets to be met. Other specific financid management
issues relate to the management and reporting arrangements around
school fees and other revenue collected by schools. School fees are
exempt from depositing into provincid revenue funds in terms of
section 22(1) of PFMA (Schedule 4). New budget formats would
make education budgets easier to examine, with clear categories for
text books, transfers to schools and maintenance.

Conclusion

Following difficult trangtion, there has been good progress in
education in provinces snce 1996. Financid management has
improved budgets and their cost drivers are sustainable, and MTEF
projections indicate strong real growth. Adjustments to improve the
sustainability of budgets have been well managed and budgets reflect
a better balance between personnd, capita and non-personnel items.

Strong projected growth in cepita spending should help reduce
backlogs and improve maintenance of existing infragtructure. Slight
real growth in spending should alow for a smdl increase in the
number of educators. Increased alocations for textbooks and other
non-personnel  expenditure  provide resources for  equipment,
maintenance and media resources.

In general, the prospects of real growth in education spending,
succeses achieved in  gabilisng the sysem, and improved
management shoud alow for accelerated enhancement in the quality
of schooling.



Health

The private and public hedth sector comprises about 8 percent of
South Africads GDP, and the public hedth sector just more than
13 percent of tota government expenditure. Unlike the other socid
sectors, the private sector plays a dgnificant role in hedth, mainly
through hospitals, doctors and medica aid coverage. However, only a
minority of the population can rely on privete hedth care.

The challenge to the public hedlth sector in 1994 was to restructure
service provision, providing access to appropriate services at the right
locations. This necessitated a shift towards primary hedth care with a
large dlinic building program, the introduction of free primary hedlth
care services and the establishment of adistrictbased hedth system.
Priority hedlth programs such as for maternal and child heslth,
tuberculoss, sexudly trangmitted infections, HIV/Aids and mentd
hedlth have been reinforced.

This chapter contextualises the public sector’s role in hedth, axd more
specificaly that of the provinces, before anadlysing expenditure trends,
conditiona grants, personne related issues and service ddivery
progress.

Public health in context

Private sector hedth care is provided by individud generd
practitioners, specidigts, private clinics and hospitas. They generaly
provide hedth care for people with medicd aid coverage, or who can
afford direct payment.

The Nationd Hedth Accounts Project reports that in 1999 less than
20 percent of the population was covered by private “inditutiond”
financing intermediaries. These include medica schemes, covering
16 percent of the population, hedth insurance products, and
workplace health services provided by private firms. However, as
many as 30 percent of non-scheme members may use private services
on adirect payment basis.

The fact that 84 percent of the population is not covered by medica
ad or hedth insurance, indicates the importance of the public sector.
To broaden access to gppropriate services remains a mgjor chalenge
where a substantial part of the population cannot afford private health
care. Table 4.1 shows that with less funding the public sector has to
care for amuch larger number of people than the private sector.

Another indicator of private sector size is the number of private sector
hospita beds compared to the public sector. Private hospitd beds
increased from 16 415 in 1994 to 24 537 in 2000. In contrast, pblic
sector  hospitdls have over 110000 beds. Private hedth care

A

A significant private
sector role

Public spending less than
private

Public sector role

Only 16 percent on
medical aid
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Pressures

expenditure increased a a rate double that of inflation between 1996
and 1998, from R24,7billion to R33,3billion. There have dso been
steep rises in medicd aid rates, as gross contributions per member
increased by 20,1 percent in 1997 and 12,9 percent in 1998. By 1999,
only 16,4percent of the population beonged to medicd ads, leaving
abigger proportion of the population to rely on the public sector.

Table 4.1: South African health sector expenditure, 1998/99

Public sector Private sector Total
Expenditure R28,7 bn*  R33,3 bn (1998) R62bn
Hospital beds (2000) 110143 24537 134 680
Hospital beds per 1000 population 3,08 2,94 3,06
Coverage 80% 20% 100%
Population covered (2000) 35,6m 8,4m 44m
Doctors 11448 16 697 28 145
Doctors per 10 000 population 3,2 20 51
Medical schemes (1998) - 194 194

* Full public health expenditure 1998/99 in 1999 prices, National Health Accounts
project

The limited access to private hedth care is illudrated by the andysis
of medicd aid coverage per province as shown in table 4.2. There is
uncertainty as to whether the sharp declines in medica scheme
coverage recorded in the October Household Survey are accurate or
reflect sample errors. This matter is important to clarify, given its
potentidly large influence on the equitsble share formula and
evauation of equity issues.

Table 4.2: Medical aid coverage by province

Province Coverage of population by medical
schemes

1995 1999
Eastern Cape 8,1% 10,2%
Free State 17,7% 14,8%
Gauteng 40,3% 26,9%
KwaZulu-Natal 13,1% 12,7%
Mpumalanga 14,0% 14,2%
Northern Cape 20,9% 19,1%
Northern Province 7,6% 8,7%
North West 13,6% 13,0%
Western Cape 28,5% 29,4%
Total 18,1% 16,4%

Source: October Househald Survey 1995 and 1999

Pressures on public hedth provison include perceptions of
deteriorating quality in hospital services, escdation of HIV/Aids,
sueezing out of non-personnel expenditure such as medicines and
maintenance, and inadequate management decentraisation. Indicators
show few signs of efficiency gains in hospitals. In response, a number
of initiatives to reform the hospital sector are in place, including a
programme to improve hospital management.



While these problems are often attributed to the stringent fisca
environment in the period after 1996, financing is not necessarily the
dominant factor. Pressures in the system were compounded by
remuneration increases, such as rank and leg promotions that
ecdated personnd costs, management  and  inditutional
transformation and increased demand as a result of HIV/Aids.

Provincial health expenditure trends

In 2000/01, provincid hedth expenditure grew by more than
2 percent in real terms, from R24,1hillion in the previous year to
R26,4 hillion (see table 4.3). This points to an upturn, after red
declines in the two previous years.

The downward rea adjustment in health expenditure in 1998/99 and
1999/2000 resulted partidly from unsustainable growth, particularly
following large personnel rdated cost increeses in 1996/97 and
1997/98. It is however not a trend, but resulted rather from a once-off
correction, before real increases in expenditure resumed.

As pointed out in the South African Health Review 2001, “totd public
hedlth sector financia resources grew substantialy between 1992/93
and 1998/99 by approximately 9 percent (in real terms) per annum,
reflecting smilar growth in generd taxation financing of the public
health sector. The drop in 1998/99 is, therefore, not part of a previous
trend.” Expenditure figures for 2000/01 and MTEF projections
confirm that the upward trend in red hedlth expenditure has resumed.
Per capita spending, however, remains under pressure.

Table 4.3: Personnel vs other health expenditure
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Isthere a financing
problenm?

Over 2 percent real
spending growth in
2000/01

Adjustmentsin 1998/99
and 1999/2000

...adrong upward trend
over longer term

Actual Estimated Medium-term estimate
actual

Rmillion 1997/98 1998/99 1999/00 2000/01 2001/02 2002/03 2003/04
Personnel 13772 14 826 15 489 16 385 17 458 18 435 19411
Other 8711 8198 8 621 10 036 11287 11 998 13 037
Total 22 483 23025 24 110 26 421 28745 30433 32 448
Percentage change 1997/98 — 2000/01 2000/01 - 2003/04
(average annual)
Personnel 6,0% 5,8%
Other 4,8% 9,1%
Total 5,5% 7,1%

Table 4.4 portrays expenditure by province. While the decline in
hedlth expenditure cut across dl provinces in 1998/99, subsequent
trends have varied.

Sharp upward adjustments in the subsequent two years in Eastern
Cape and Northern Province led to average annud red growth over
the period 1997/98 to 2000/01 of 1percent and 3percent respectively.
Over the threeyear period, KwaZulu-Natd saw hedth expenditure
remain dmost congtant in redl terms.
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Red declines in Gauteng, Northern Cape and Western Cape could
have been expected, given the required adjustments in hedth spending
towards inter-provincid equity and appropriate service ddivery.
There were red annud declines in expenditure in Free State
(4 percent), Mpumaanga  (4,1percent) and North West
(2,1 percent). This suggests that further effort is required to enhance
equity across the provinces. The financid dimension of such effort
must be complemented by appropriate indtitutional support and

capacity building.

Table 4.4: Provincial health expenditure

Actual Estimated Medium-term estimate
actual
R million 1997/98 1998/99 1999/00 2000/01 2001/02 2002/03 2003/04
Eastern Cape 3031 3048 3496 3790 3835 3967 4 307
Free State 1659 1692 1589 1777 1880 1985 2099
Gauteng 5299 5478 5605 5942 6716 7167 7 597
KwaZulu-Natal 4 806 4900 5110 5776 6 381 6 738 7007
Mpumalanga 1047 1058 1147 1117 1410 1517 1729
Northern Cape 376 392 433 438 497 531 577
Northern Province 1954 2 081 2221 2566 2635 2885 3115
North West 1375 1342 1384 1561 1732 1871 2024
Western Cape 2 937 3032 3125 3453 3659 3772 3995
Total 22 483 23 025 24110 26421 28 745 30433 32 448

Percentage change
(average annual)

1997/98 — 2000/01 2000/01 - 2003/04

Eastern Cape 7,7% 4,4%
Free State 2,3% 5,7%
Gauteng 3,9% 8,5%
KwaZulu-Natal 6,3% 6,7%
Mpumalanga 2,2% 15,7%
Northern Cape 5,3% 9,6%
Northern Province 9,5% 6,7%
North West 4,3% 9,0%
Western Cape 5,5% 5,0%
Total 5,5% 7,1%

Table 4.5 shows actud provincial outcomes for 2000/01. The totd
budget was adjusted by R1,8hillion to R26,8hillion, mainly because
of higher than expected sdary increases. Another factor was that
annud bonuses that would normaly have been paid in the next
financia year were brought forward.

Totd actud provincid hedth spending for 2000/01 amounted to
R26,4 hillion. This reflects an increase of R2,3hillion or 10,1 percent
compared to 1999/2000 actual expenditure, and is over RO,8hillion or
3percent lower than the adjusted budget. Actuad expenditure in
Mpumaanga, Gauteng and Northern Cape was lower than their
adjusted budgets and closer to their voted budgets.



Table 4.5: Actual financial outcome for 2000/01 in health
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2000/01 Budget 2000/01 2000/01 Estimated Actual outcome as
Adjustments actual outcome % of adjusted
R million estimate budget
Eastern Cape 3318 3702 3790 102,4
Free State 1801 1854 1777 96,9
Gauteng 6 129 5956 5942 88,5
KwaZulu-Natal 5 556 5832 5776 99,0
Mpumalanga 1162 1302 1117 85,9
Northern Cape 412 458 438 95,7
Northern Province 2395 2550 2 566 100,6
North West 1565 1576 1561 99,1
Western Cape 3447 3524 3453 101,8
Total 25785 26 754 26 421 96,6

Medium term projections

Real growth in provincid health expenditure is projected to continue
over the MTEF a an average of 1,7 percent per year. There are a
number of interesting trends however between provinces with
different profiles and hedth facilities:

?? Totd hedth expenditure is projected to rise from R26,4 hillionin
2000/01 to R324hillion in 2003/04 (tebles 4.3 and 4.4). Growth is
strong in 2001/02, with provincia hedth expenditure set to rise by
nearly 3percent in real terms:

?? All provinces, except Western Cape and Eagtern Cape, will see
real growth in hedth spending over the MTEF. Eastern Cape's
downward trend follows on rea growth over the previous three
years and some onceoff payments in 2000/01, related particularly
to backlog rank and &g promotion payments. Very high average
annua growth is projected for Mpumalanga.

?? Between 2000/01 and 2003/04, personnel expenditure is projected
to grow fractiondly faster than inflation. This leaves the bulk of
red growth in non-personnel expenditure, which is set to grow in
real terms by about 3,5 percent per year over the period.

?? Parsonnel  expenditure again declines to less than 60 percent of
provincid hedlth expenditure in 2003/04.

?? The provinces without central hogpitals'academic complexes dl
project personnel expenditure to decline in red terms. In contradt,
the provinces with academic complexes project personne
expenditure rising faster than inflation.

?? Between 2000/01 and 2003/04, hedth capitd expenditure is
projected to increase from 4,1percent of expenditure to
8,9 percent. Capita expenditure grows strongly by more than
20 percent per year in al provinces except Western Cape and Free
State.

Real growth continues
over MTEF

Provincial figures

Nonpersonnd
expenditure recovers

Capital expenditure
growth
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Table 4.6: Health as percentage of total provincial expenditure

Percentage of total Actual Estimated Medium term estimate
expenditure actual
1997/98 1998/99 1999/00 2000/01 2001/02 2002/03 2003/04
Eastern Cape 18,8% 19,7% 21,5% 20,9% 19,6% 19,0% 19,4%
Free State 24,2% 24,0% 23,9% 24,2% 22,8% 22,6% 22,5%
Gauteng 34,0% 33,8% 33,3% 32,7% 33,3% 32,8% 32,4%
KwaZzZulu-Natal 25,0% 26,5% 26,6% 26,7% 26,7% 26,0% 25,0%
Mpumalanga 17,4% 17,4% 17,6% 15,9% 17,4% 17,1% 18,0%
Northern Cape 15,9% 16,4% 17,4% 16,7% 17,4% 17,2% 17,5%
Northern Province 17,0% 17,3% 17,5% 17,8% 17,1% 17,1% 17,1%
North West 17,8% 17,3% 16,9% 17,0% 17,6% 17,7% 18,0%
Western Cape 27,7% 28,8% 29,1% 30,0% 29,5% 28,7% 28,9%
Total 23,4% 24,0% 24,2% 24,0% 23,9% 23,4% 23,3%
Variances As shown in table 4.6, he share of hedth expenditure compared to

totd expenditure for 2000/01 varies from a high of 32,7 percent in
Gauteng, to alow of 15,9 percent in Mpumalanga. The provinces with
centrd hospitds have a higher share. Over the MTEF, Mpumaanga,
Northern Cgpe and North West will dlocate relaively more to hedth,
while this sector receives reaively less in Eagtern Cape, Western
Cape and Northern Province. The data in table 4.7, which excludes
conditional grants, suggedts that hedth service expenditure is below
average in Mpumalanga, Northern Province and North West.

Table 4.7: Expenditure per person without private medical cover, 2000/01

Province

Total health

expenditure

Expenditure excluding

central hospital and
training grants

Population

without
medical cover?!

Health expenditure per person
without medical coverage

Total health Excluding grants

expenditure
R million R million R millions Rand Rand
Eastern Cape 3790 3766 5657 670 666
Free State 1777 1475 2243 792 658
Gauteng 5942 3946 5369 1107 735
KwaZulu-Natal 5776 5223 7 346 786 711
Mpumalanga 1117 1094 2403 465 455
Northern Cape 438 415 680 644 610
Northern Province 2 566 2542 4503 570 565
North West 1561 1538 2920 535 527
Western Cape 3453 2199 2796 1235 786
Total 26 420 22198 33917 779 654

1 Source: OHS 1999

Initial narrowing of
expenditure gap

Equity in health spending

Up to 1998/99, differences in per capita spending between provinces
seem to have declined, partly as a result of redlocaions between
provinces through centralised hedth dlocations. The dowdown in
budget growth around 1998/99, as well as more decentrdised
(provincid) alocations, seem to have constrained narrowing the gap.



As indicated in table 4.7, large per capita spending differentids
remain, even if centrd funding for tertiary services (centrd hospita
and training grant) is excluded. The centrd funding of specidised
sarvices is premised on the fact that the four provinces with centrd
hospitals provide these services to the country as a whole. Excluding
this centra funding, per capita expenditure on hedth services in
Gauteng is sill nearly twice that of Mpumaanga and 1,6 times that of
Northern Province.

These inequdlities suggest large differentids in access and point to
posshble vaiations in quaity of services for inhabitants of the
different provinces, as shown in table 4.8. For example:

?7? Hospitd beds range from 3,49 to 1,82 per thousand of population.

?? Hospital admissions range from 155 to 85 per thousand of
population.

?? Inequities in expenditure are reflected in sarvice delivery a dl
levels. for example, Mpumalanga, with 0,9 specidists per 100 000
population, was sgnificantly lower than Gauteng with 30,9. Other
examples of inequities are shown in table 4.8.

Table 4.8: Interprovincial inequities
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Large spending
differentials

Specialists
per 100 000

(public
sector)

Hospital beds

per 1000
(public sector)

Hospital
admissions
per 1 000

(public sector)

Private
hospital
beds

Private
doctors

Eastern Cape 2,8 3,09 76 1224
Free State 10,3 2,56 94 937
Gauteng 30,9 3,49 155 10 605
KwaZulu-Natal 6,6 3,44 101 4974
Mpumalanga 0,9 1,82 85 804
Northern Cape 0,9 2,27 133 297

Northern 2,3 2.00 81 273
Province

North West 1,5 2,08 - 795
Western Cape 38,5 3,54 134 3797

883
730
4915
2061
499
207
363

499
2818

Total 10,4 2,79 102 105 441

12 975

Spending by programme

Table 4.9 demonstrates that the three years from 1997/98 saw a strong
relaive increase in spending on digtrict health services. This includes
primary care expenditure. In contrast to strong rea annua spending
growth of about 5 percent on these programmes, provincid health
sarvices and academic hedlth services declined in real terms.

Over the MTEF, expenditure on district hedth services fals back in
relative terms and declines somewhat in red terms “Other
expenditure’ grows strongly, chiefly as a result of spending on new
fadilities, which is mirrored in rapid growth in capita expenditure.

Increased spending on
facilities

47
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Table 4.9: Composition of expenditure by programme and growth

Programme 1997/98 2000/01 2003/04
% of total expenditure

Administration 3,9% 3,6% 4,2%
District health services 37,9% 44,4% 41,8%
Provincial hospital services 28,9% 25,6% 24, 7%
Academic health services 23,0% 20,1% 19,1%
Other 6,4% 6,2% 10,3%
Total 100,0% 100,0% 100,0%
Average annual change in 1997/98 to 2000/01 2000/01 to 2003/04
expenditure

Administration 3,1% 11,9%
District health services 11,3% 4,6%
Provincial hospital services 1,4% 5,5%
Academic health services 0,9% 4,9%
Other 4,6% 26,3%
Total 5,5% 6,8%

Conditional grants in the health sector

The provincia hedlth sector has the largest share of conditiond
grants, with transfers totalling more than R6,0hillion in 2000/01 and
making up 47,1 percent of the value of al conditiona grants. Six of
the nine hedth grants are hospital grants. Table 4.10 shows transfers
and spending of hedth grants between 199899 and 2000/01, and
budgeted alocations for the 2001 MTEF.

Table 4.10: Transfers and expenditure on health grants

Actual Actual transfers and Estimated actual Medium -term estimate
expenditure

R million 1999/00 2000/01

Grant 1998/99 Transfers ~ Spending [ Transfers  Spending | 2001/02 2002/03 2003/04

Central hospital 3021 3075 3075 3112 3112 3271 3419 3579

HIV/Aids — - - 15 10 34 - —

Hospital 87 153 140 400 323 500 520 543

Rehabilitation

Integrated Nutrition 283 713 460 582 534 582 582 582

Nkosi Luthuli 200 189 189 331 74 104 - -

N Mandela 1 41 41 112 95 - - -

Academic

Pretoria Academic - - - - - 50 70 90

Redistribution — 57 52 276 207 182 189 198

Professional training 1 060 1118 1118 1174 1174 1234 1291 1351

Total 4662 5 346 5075 6 002 5530 5957 6 071 6343

Under-spending - - 271 - 472 - - -

Provincial roll-overs - 9 - 6 - - - -
Seending trendsin health Edimated under-spending amounted to R271million and

grants

R473 million in 19992000 and 2000/01. Underspending on the
Integrated Nutrition Programme (INP) amounted to R252 million in
1999/2000 and R48 million in 2000/01. Under-spending in 2000/01
on the Nkos Albert Luthuli hospital amounted to R257 million. More



effective utilisation of grants is therefore a priority as the public sector
gears up for itsrole in hedth.

The hedlth sector has undertaken a review of its conditiond grants,
and it shows interesting variaions between provinces. Detailed cost
anadysis was done in 531 tertiary units located in 62 hospitas.

The result shows that the proportion of tertiary expenditure funded by
the central hospitals grant varies considerably between provinces. For
example, 96 percent of tertiary costs in Gauteng (in central or other
hospitals) are effectively funded by the centrd hospitas grant, as
opposed to only 3percent in the Eagtern Cape. Almogt a third of
tetiary care expenditure in KwaZulu-Natd tekes place outsde the
centrd hospitals and hence receives no conditiona  funding.
Mpumalanga, North West and Northern Province receive no funding
through the grant.

Table 4.11: Expenditure on Tertiary Services
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Tertiary expenditure

Modelling estimate
of expenditure in

Actual level of Funding
for Central Hospitals

Difference Modelling estimate of

expenditure in Non-

R’000 Central Hospitals Grant Central Hospitals
Eastern Cape 9579 13 201 3621 481 769
Free State 305351 249 813 55538 156 491
Gauteng 1432896 1568 945 136 048 194 376
KwaZulu Natal 461777 427 525 34 252 497 725
Mpumalanga - - - 53 946
North West - - - 53 548
Northern Cape - - - 74 335
Northern Province - - - 58 632
Western Cape 939052 1011436 72383 214 877
National 3148 657 3270920 122 262 1785 703

Source: Department of Health

Spending on the Redigtribution of Specidised Services Grant has been
dow. In 1998/99 and 1999/2000, a totd of R150million was
dlocated but only R52million was spent. Under-spending in both
years was reflected by non-transfer of budgeted funds.

Transfers of this grant improved sgnificantly in 2000/01, with the
totd dlocation (including roll-overs) amounting to R276 million.
Spending adso increased from R52 million in 1999/2000 to
R207 million in 2000/01. The sgnificant improvement in spending
resulted from an agreement within the hedth sector that alowed
provinces to use part of the grant to fund the operational costs of
newly developed tertiary services.

Health outcomes

Two generdisations about the hedth status of South Africans have

long been accepted, namely that:

?? Hedth outcomes are poor relative to other middie and even some
lower income countries

Redistribution of
specialised-services

Poor health status and
inequalities
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Worsening health
outcomes

PHC dimensions

Facilities

?? Thae ae extendve inequdities in hedth satus by populaion
group, urban/rura area and province.

These two obsarvations are connected. In spite of rdatively high
levels of public sector health expenditure, unequal access to services
and hedlth outcome digparities remain concerns.

Information on life expectancy and infant and child mortdity is
presented in Table 4.12. The Demographic and Hedth Survey
edtimates life expectancy a 63 in 1999. There is growing evidence
that health indicators are under pressure due to HIV/AIDS.

Table 4.12: Indicators of health status of the population

1999
Life expectancy at birth (years) 63,0
Infant mortality rate (per 1 000 life births) 45,0
Under 5-mortality rate (per 1 000 live births) 59,0

Malnutrition prevalence (% of children under 5) -

Source: Demographic and Health Survey, Department
of Health

Primary health care (PHC)

Primary hedth care is the most significant component of the digtrict
hospital  program. The National Primary Health Care Facilities
Qurvey 2000 focused on a number of PHC dimensions such as
srvices (availability), human resources, equipment, infrastructure,
drugs and supplies, supervision, record keeping and support.

Table 4.13 identifies a total of 4 428 facilities of which the bulk are
“fixed facilities” (own buildings, staff and equipment and services
provided on site most workdays). These main facilities are supported
by 439 saellites (drawing resources from the main dinics and
sarvices and normaly not provided on a continuous basis) and 899
mobile clinics. Just over 50 percent d fixed clinics serve rurd aress,
supported by 46 percent of satellites and 69 percent of mobile clinics.

Table 4.13: Primary health care facilities, 2000

Province Clinics/CHCs Satellites Mobiles Total
Eastern Cape 676 29 120 825
Free State 247 - 99 346
Gauteng 207 129 37 373
KwaZulu-Natal 493 78 144 715
Mpumalanga 267 13 88 368
Northern Cape 100 42 71 213
Northern Province 463 91 117 671
North West 330 1 93 424
Western Cape 307 56 130 493
Total 3090 439 899 4428

Source: Health Systems Trust, National Primary Health Care Facilities Survey 2000



The survey concludes that while there has been notable progress
towards equity in service provision, significant inequity remains. Key
points of progress noted are:

?7? substantia increase in availability of antenata care

?? improvement in turn-around times for various tests. the average
turnaround time for HIV testing has decreased from 8 to 6 days

?? wide implementation (80 percent of fixed clinics) of the directly
observed treatment system for tuberculosis (DOTS)

?7? reduced patient loads at fixed clinics from 553 per nurse per month
in 1997 to 474 (20 per day) in 2000

?7? doctor availability at clinics improved between 1997 and 2000, but
is dill low in Eastern Cape and Nathern Province and has
regressed substantialy in KwaZulu-Natal

?? amarked increase in availability of dectricity at clinics

?? a moderate increase in avalability of condoms, oxygen, penicillin
and ord contraceptives.

Againg this progress, problems with access to services and related to

infrastructure remain. These trandate into significant remaining

inequities:

?? anumber of important tests are often not available

?7? unavailability of emergency trangport

?7? absence of essentid, basic equipment in some cases

?? regular interruptions of telephone services and eectricity and
absence of piped water a many clinics

?? some key drugs are poorly stocked and certain protocols not well
implemented

?? TB record-keeping is generdly poor and nurse supervisor vists
have declined since 1997

??little progress has been made in facilitating community
participation since 1998.

The hedth sector has darted an initistive to decentrdise primary
hedlth care to didrict councils. Although this will be an appropriate
gpproach in the long term, it is important not to underestimate the
complexity of the process, which requires adequate planning. Some
of the complexities involve personng that would have to be
transferred following the devolution of the funcions, and the capacity
of the locd government to undertake increased functions given the
current problems faced by municipdities associated with their
transformation and pressure to effectively ddiver their core
functiong/services (see Chapter 8). In considering the transfer of
functions and personne to municipdities, it will be important to take
into condderation the experiences with the trandfer of R293
personnel, which was complicated by different remuneration packages
inmunicipdlities.

Municipdities are dready providing some of the primary hedth care
services on an agency bass for the provinciad government, to a
varying degree. According to the gazette published by provinces on
transfers to municipalities from the provinciad revenue funds for 2001,
with the exception of Northern Province which has not reported any

Chapter 4: Health

Progress towards equity

Remaining inequities

Local Government
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Five channels of funding

Social grantsand

HIV/Aids

transfers to municipalities, total transfers for primary hedth care
amount to R617,9 million (discussed in Chapter 10). Part of the
planning process for the transfer of functions should involve getting
an accurate picture on the current level on primary hedth care
provided by municipalities through both transfers from provinces and
their budgets. Due to complexity of the process, the Divison of
Revenue Act requires that, prior to transfer of functions, the Ministers
of Finance and Provincid and Loca Government must be consulted.

HIV/Aids

Government funds the fight againgt HIV/Aids through a least five
channels:

?? Provincial health budgets. A recent esimate puts provincid
goending on Aids-rdated illnesses a nearly R4billion, including
spending on essentid drugs for opportunistic infections.

?? The Government Aids Action Plan: On the vote of the nationa
Department of Hedth, this is estimated at about R190 million in
2001/02. The am is mogly prevention, through activities like
digribution of condoms (expected to reach 310 million in 2001),
piloting female condoms, support to NGOs, information, piloting
of prevention of mother-to-child transmisson projects in the
provinces. Specia dlocation for integrated plan

?? A special allocation for an integrated drategy aimed primarily at
children and youth: Funding increased from R75 million in
1999/2000 to R125 million in 2000/01 and rises further to
R300 million in 2001/02. The funding is divided between the
education, hedth and welfare departments and flows mogtly as
conditional grants to provinces for implementation. Three main
activities are funded from this source: rollout of lifeskillstraning
to primay and secondary schools, expanson of capacity to
provide voluntary counsdling and tegsting a hedth clinics, and
piloting of home-based care.

?? Allocations from the provincial equitable share to deal with
prevention and information: Little detailed information is available
about provincia alocations eermarked for HIV/Aids.

?? Sending by individual government departments. This aims mostly
to provide information to employees and to support them. In this
regard the Department of Public Service and Adminidraion is
coordinating a Public Service HIV/Aids Project and a Public
Service HIV/Aids Indaba is planned for October 2001.

In addition to the above, socid grants, such as the foster care grant
and the child support grant, ded with some of the impact of the
disease through providing income support to, among others, orphaned
children. It is, however, clear that the current social safety net is not
adequatedly designed for deding specificdly with the impact of
HIV/Aids on households and to confront the complex interaction
between HIV/Aids and poverty.



There has been close interaction between the Department of Hedth
and Nationd Treasury recently to ensure that programmes to confront
the dissese are expanded to the required scale in coming years. In a
number of important aress, such as condom provison, lifeskills
provison and voluntary counselling and testing, substantid capacity
has been put in place over the last couple of years.

The chalenge now is to build on these initid successes in the areas of
prevention, treatment, care and support. Given the close and complex
relationships  between HIV/Aids and other diseases, such as
tuberculoss, and the links between HIV/Aids and poverty, an
enhanced response cannot be implemented in isolaion from these
factors and concerns.

Hospitals

Though the emphasis of the hedlth sector has shifted towards primary
hedlth care, expenditure on hospitas till comprises at least 46 percent
of total povincid hedth expenditure. In provinces like Gauteng, this
share is even higher, sat a 73,6percent because of the number of
central hospitas in that province. Significant spending is aso directed
at regiona and digtrict hospitals.

Information is not reliable, as hospitds are not seen as separate cost
centres. Hospitd decentrdisation, one of the key reforms adopted in
the 10 point plan in the Health Sector Srategic Framework 1999-
2004, should help improve information.

Hospitd output trends since 1994 were documented in a recent
Annual Health Review.

Quantitatively, in line with the rightsizing programme for hospitas,
there is a clear trend towards the reduction of hospital beds. But there
is marked variaion in numbers of beds per 1000 of the populaion
between provinces, from 3,54 beds per 1000 in Western Cape to 1,82
in Mpumalanga (see table 4.8).

Key measures like in-patient days, admissons and out-patient
headcounts show downward trends. There is aso evidence of
inefficiencies with low bed occupancy, longer than desirable stay, and
outputs per daff member not showing evidence of increasing
efficiency. However, encouraging increases and improvements were
documented in Mpumaanga, North West and Northern Province, a
positive sign of equity redress.

While hospita outputs have not increased sgnificantly, the proportion
of patients admitted for HIV/Aids relaied problems has grown
substantialy. This suggests that patients with AIDS are progressively
displacing or crowding out other patients.

Problems such as inefficient bed utilisation, the AIDS epidemic, and
indbility to address exiging cepitd upgrading and maintenance
backlogs make hospital planning complex. For this reason an
Integrated Nationa Planning Framework is being developed for the
sector to guide, amongst others, decisions on affordable bed numbers.

Chapter 4: Health
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Existing facilities

Of the 375 public sector hospitals, 247 are district hospitas, 60
regiond hospitds, 10 centrd hospitds, 6 tertiary hospitds and 52
specidised hospitals. The latter include psychiatric, TB and various
chronic illnesses hospitals. Table 4.14 provides details per province.

Table 4.14: Number of Hospitals per province, 2001/02

National Provincial Regional District ~ Specialised Total
Central Tertiary Hospitals Hospitals Hospitals
Hospitals Hospitals
Eastern Cape - 1 8 63 11 83
Free State 1 1 6 24 1 33
Gauteng 4 - 12 7 5 28
KwaZuluNatal 2 1 9 40 8 60
Mpumalanga - 1 5 18 1 25
Northern Cape - - 1 21 3 25
Northern Province - 2 5 32 3 42
North West - - 4 15 2 21
Western Cape 3 - 10 27 18 58
Total 10 6 60 247 52 375
Source: National Department of Health
Central hospitals Centrd hospitals budgets tota well over R4,4billion in 2000/01,

funded by the Centrda Hospitds (R3,1hbillion) and Hedth
Professionals Training and Research (R1,1 billion) grants Centra
hospitals cater for training of doctors and nurses. Sdlected data are
shown intable 4.15.

Table 4.15: Expenditure on central hospitals

Provinces Number of Total Personnel Medium term estimate
Beds Expenditure Costs
2000/01 2000/01 2001/02 2002/03 2003/04
R’00C R’00C R’000 R’00C R’000
Free State
Universitas 630 335540 230750 383079 401 838 404 304
Gauteng 6532 2296 075 1432637 2483775 2 632801 2625194
Chris Hani 2888 678552 445050 775106 821 612 822 548
Baragwanath
Ga Rankuwa 1753 450 086 330150 474520 502 991 500 619
Johannesburg 967 653749 329600 692963 734541 731076
Pretoria Academic 924 513688 327837 541186 573 657 570 951
KwaZulu-Natal 1952 526 827 362176 531566 538 623 586 819
King Edward VI1II 1616 402900 289311 403 626 408 412 441 885
Wentworth 336 123927 72865 127940 130211 144 934
Albert Luthuli - - - - - -
Western Cape 2662 1275642 933775 1258374 1321292 1387 356
Groote Schuur 945 575718 428513 567723 596 109 625 914
Red Cross 287 140025 98126 135875 142 669 149 802
Tygerberg 1430 559899 407 136 554776 582 514 611 640
Total 11776 4434084 2959338 4 656 794 4 492 716 5003 673
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Provinces budget significant funds for tertiary and regiona hospitals Regional and tertiary
(table 4.16), many with budgets over R200million.They ae in hospitals

KwaZulu-Nata with Free State, Gauteng, and Northern Province.

Table 4.16: Expenditure on selected regional hospitals

Provinces Number of Total Personnel Medium-term estimate
Beds  Expenditure Costs
2000/01 2000/01 2001/02 2002/03 2003/04
R’'000 R'000 R’'000 R’'000 R’000
Eastern Cape 2378 379529 339 032 - - -
Umtata 637 134318 117 741 - - -
Livingstone 946 119333 109 603 - - -
Frere Hospital 795 125878 111 688 - - -
Mpumalanga 316 72785 39 766 86 663 91 864 97 376
Witbank

Free State 2374 441209 329 648 434 333 459611 514 000
Pelonomi 720 211049 161 592 195 791 205001 238 000
Psychiatric 877 83337 67 211 88 509 93652 97 000
Gold Fields 420 85580 56 904 85 298 89820 101 000
Boitumelo 357 61243 43941 64 735 71138 78 000
Gauteng 2573 255612 189 945 261 112 276779 275 473
Kalafong 1022 255612 189 945 261 112 276779 275473
Helen Joseph 485 - - - - -
Coronation 282 - - - - -
Natalspruit 784 - - - - -
KwaZuluNatal 4163 892579 665 237 853 893 794870 789 448
Edendale 1645 258 285 198 136 241 412 216348 214 444
Madadeni 608 151588 126 235 157 962 146 083 149 403
Prince Mshiyeni 1200 245664 189 869 196 989 179506 173 761
Addington 710 237042 150 997 257 530 252933 251 840
Northern Cape 492 162166 110 646 - - -
Kimberley 492 162166 110 646 - - -
Northern Province 1491 228498 169 611 209 211 243501 260 233
Letaba 351 43153 36 315 44 170 47 062 49 237
Tshilidzini 543 97 807 69 083 82 075 85615 103 873
Mapulaneng 463 62484 45 604 63 141 88537 83 832
Warmbaths 134 25054 18 609 19 825 22287 23291
North West 2274 299937 212 480 291 020 365720 387 663
Klerksdorp/Tshepong 1045 132453 94 834 151 071 160135 169 743
Mafikeng 544 62 965 50 733 17 050 75313 79 831
Rustenburg 350 58429 39536 69 838 74028 78 470
Potchefstroom 335 46 090 27 377 53 061 56 244 59 619
Western Cape 733 142717 110 584 153 789 161477 169 549
Conradie 439 71296 58 097 84 037 88238 92 649
Somerset 294 71421 52 487 69 752 73239 76 900
Total 16 594 2875032 2166 949 2290 021 2393822 2493 742
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Hospital rehabilitation

grant

Personnel expenditure

growth

Infrastructure

The 1996 ndiond hedth facilities audit found a third of hospita
facilities to require replacement or mgor repair. This is esimated to
have reached a&bout 40percent by 2000. The cost of backlog
diminaion and transformation of facilities was edtimated a R12
billion over eight to ten years.

Current estimates of backlogs and transformation costs are higher,
hence the current grant dlocation is unlikdy to meet required
objectives. Adequate levels of expenditure need to complement this
grant. However, maintenance expenditure is currently between 1 and

0.5 percent of asset vaue: well below the required 3 percent or more.

Hospita rehabilitation grant dlocations increased from R100 million
in 1998/99 to R400 million in 2000/01. It is budgeted to increase from
R500 million in 2001/02 to R543 million in 2003/04. Under-spending
in 1998/99 and 1999/2000 showed in norttransfers to provinces, but
in 2000/01, al budgeted funds were transferred to provinces.

Despite such dow expenditure over the past three years, spending on
the hospita rehabilitation grant has increased from R87 million in
1998/99 to R323 million in 2000/01. Severd provinces encountered
difficulties that delayed expenditure. Improved spending of this grant
and additional funding from the provincia infrestructure grant are
anticipated to make an impact on the backlogs over time.

Personnel trends

Provincid hedlth departments faced increesed salary codts as a result
of broad-banding and rank and leg promotions after the 1996 wage
agreements. Personnel expenditure rose to as high as 64,6 percent of
hedlth expenditure in 1998/99. Risng sday costs necesstated
reductions in saff numbers as well as red declines, especidly in
1998/99, in non-personnel expenditure. Table 4.17 shows a decline of
15 126 hedlth workers in the public sector since 1997/98 (6,4 percent).

Table 4.17: Number of personnel in provincial health departments

1997/98 1998/99 2000/01 2001/02 Change % change Civil servants
1997/98 to 1997/98 to per 1000
2001/02 2001/023 people
Eastern Cape 34197 36744 31951 31050 3147 -9,2% 4,6
Free State - 14483 15 246 14899 5,3
Gauteng 46 604 45005 43 097 42328 4276 -9,2% 55
KwaZulu-Natal 48885 50039 48 191 47 361 1524 -3,1% 53
Mpumalanga 11497 11367 11 188 11286 211 -1,8% 3,8
Northern Cape 3161 3356 3952 3942 781 24,7% 4,4
Northern Province 23345 23993 23 607 23433 88 0,4% 4,4
North West 17713 16881 16 068 15025 2 688 -15,2% 4,2
Western Cape 28363 26576 23 658 24214 4149 -14,6% 5,8
Total 213765 228444 216 958 213538 -15 126 -6,4% 4,9

Table 4.18 shows bigger declines since 1995/96 because of cost
increases in 1996/97. Western Cape reduced by over 8000 employees
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(25 percent) from 1995 to 2000, a a 38 percent red increase in
average cost per employee. Gauteng has reduced by 6278 employees

(12,1 percent). Over the three-year period non-personne expenditure
declined by approximately 1,5 percent per year in red terms.

Table 4.18: Personnel expenditure: health departments

Actual Estimated Medium-term estimate
actual

R million 1997/98 1998/99 1999/00 2000/01 2001/02 2002/03 2003/04
Eastern Cape 1842 1992 2391 2385 2391 2512 2 648
Free State 995 1126 1096 1176 1262 1289 1368
Gauteng 3145 3276 3233 3412 3813 4069 4313
KwaZulu-Natal 3023 3191 3332 3577 3825 4053 4222
Mpumalanga 570 644 721 775 799 835 872
Northern Cape 196 219 269 287 326 345 365
Nonhern 1137 1403 1 505 1626 1655 1742 1834
Province

North West 889 972 988 1063 1135 1234 1300
Western Cape 1976 2003 1954 2083 2252 2355 2488
Total 13772 14 826 15 489 16 385 17 458 18435 19 411

Hedth personnd, especidly nurses, are digtributed fairly equitably, Advanced skills unevenly
but advanced skills vary across provinces (teble 4.19). Medica distributed
specidists range from 0,9 per 100000 in Mpumaanga and Northern

Cape to 38,5 in the Western Cape and pharmacy saff from 2 per

100 000 in Northern Province to 8 per 100 000 in Western Cape.

Table 4.19: Estimated professional personnel in public sector as at 31 March 2001

Doctors- Doctors ~ Specialists  Specialists Dentists Dentists Nurses Nurses
Personnel per per per per
100 000 100 000 100 000 100 000
Eastern Cape 792 13,0 172 2,8 47 0,8 14051 229,9
Free State 559 24,6 235 10,3 27 1,2 5789 254,9
Gauteng 1750 36,6 1480 30,9 252 5,3 15204 317,6
KwaZulu-Natal 1837 23,2 523 6,6 68 0,9 21316 268,8
Mpumalanga 429 16,2 24 0,9 50 1,9 4856 183,4
Northern Cape 658 13,0 47 0,9 37 0,7 10801 213,8
Northern Prov 199 28,4 16 2,3 n 1,6 1721 2455
North West 395 12,6 47 15 2 1,3 6614 211,3
Western Cape 1123 37,2 1162 38,5 120 4,0 9783 324,2
Total 7742 21,7 3 706 10,4 654 1,8 90135 252,8
Training
Training of hedth personnd is funded by the nationd Hedth and Sometraining costs
Education departments, mainly through the Hedth Professond hidden

Training conditiona grant and trandfers to medicd faculties of
universities. Numbers of hedth trainees are shown in table 4.20. Just
over 1200 doctors qualify every year. Information is more accurate for
doctors than for nurses and training costs. Such cogts are “hidden” in
hospitd and nursing college budgets, bursay schemes and sdaries of
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Appointment of CFOs

nurses remunerated whilst studying. Integrated human resource
planning in the hedth sector is an urgent requirement to address staff

miXx, numbers of exising and required personnd by type
affordability, appropriate sdary differentias and training.

Table 4.20: Number of health professionals in training

Province Medical graduates Registrars (Posts Nursing
(2000) filled 2000) (all students 2001)

Eastern Cape 44 - 1577
Free State 124 184 1000
Gauteng 677 888 4901
Wits 200 487 -
Pretoria 213 241 -
Medunsa 264 160 -
KwaZulu-Natal 124 287 4062
Mpumalanga - - 781
Northern Cape - - 96
Northern Province - - 1489
North West - - 740
Western Cape 302 601 1149
ucTt 164 359 -
Stellenbosch 138 242 -
Total 1271 1960 15795

Source: Department of Health 2001

Implementation of the PFMA

Appointment of suitable CFOs

In 2000/01, the firt year of PFMA implementation, many
departments focused on establishing the structures necessary for
implementation, like chief financid officers, interna audit units, audit
committees. Provinciad hedth departments have made good progress
in this respect, and are expected to sart regping the benefits from
2001/02.

All departments were to gppoint a CFO by 1 April 2001 as part of
their top management team. Table 4.21 shows the CFOs appointed
and the levels a which appointments were made in provincid hedth
departments. Two provinces appointed CFOs at Deputy Director-
Gengra (DDG) level, six at the Chief Director (CD) levd, and one a
Director levd. Six provincid hedth departments have appointed
permanent CFOs while Mpumalanga, Northern Cape and North West
have acting CFOs and Northern Province made a contract
appointment.

To build capecity to implement the PFMA, a Health CFO forum was
edablished in 2001/02. This forum utilises peer-learning and
comparative methods to establish and promote best-practice. It aso
focuses on the preparation and use of monthly management reports
ng budget performance.
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Province Number of CFOs Nature of appointment Level of appointment
appointed
Eastern Cape Yes P CD
Free State Yes P CD
Gauteng Yes P DDG
KwaZulu-Natal Yes P CD
Mpumalanga No A CD
Northern Cape No A CD
Northern Province Yes C DDG
North West No A D
Western Cape Yes P CD
Total 6/9 5P+1C+3A
Permanent Appointment = P Director =D
Contract Appointment=C Chief Director = CD
Acting CFO = A Deputy Director-General = DDG

The most urgent financid management reforms are in the hospitd
sector. Although provinces have begun to employ CEOs to run mgor
hospitals, very little progress was made in devolving manageria
powers and budgets to CEOs. Current CEOs are unable to hire,
retrench or discipline hospitd staff. Although the PFMA alows CEOs
to be delegated accounting officers for hospitals, no province has done
s0. Once such powers are delegated, the CEOs of hospitals will need
to employ more manageria staff to run hospitals more effectively.

The nationa government has made avalable a hedth management
grant of R243 million over three years, primaily to assist CEOs to
improve hospitd management. However, the take-up of this grant has
been dow, given the lack of progress in delegating accounting officer
responsibilities to CEOs. The next phase of improving financiad
management will involve the didrict hedth system. This system is
decentralised, and will need different management systems to make
its operation more effective.

Status of internal audit and audit committees

Government has recognised the need to implement more modern
systems of interna control and audit committees. This will enable
government departments to move pro ectively in identifying and
resolving problems, rather than after the end of afinancid year.

Further, the CFO forum is expected to develop critical documents
around risk management strategy, fraud prevention and audit charters.
Almost dl provinces adopted shared service arrangements or
centralised audit committees. Seven hedth departments established
interna audit units.

Submission of financial statements

Submission of financial statements to the Auditor Genera within two
months after the end of the financid year, would signa improved

Appointing CEOs

Modern systems
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Challenges

management. Table 4.22 provides a status report on the submission of
financid datements. With the exception of Free State and Northern

Cape, dl provincid hedth departments met the deadline.

Table 4.22: Submission of financial statements by 31 May 2001

Provinces Vote number Submitted Department
Yes / No submitted after
deadline but before
14 June 2001
Eastern Cape 3 Yes N/A
Free State 5 No Yes
Gauteng 4 Yes N/A
KwaZulu-Natal 7 Yes N/A
Mpumalanga 11 Yes N/A
Northern Cape 10 No Yes
Northern Province 7 Yes N/A
North West 3 Yes N/A
Western Cape 6 Yes N/A

Large personngl numbers and decentrdised ddivery in hospitds and
clinics require sound personnd and genera management. From a
financid perspective, priorities are to effectively manage leave and
absentee records, improve hilling systems to enhance revenue
collection, and drengthen stock control  of medicine and
pharmaceutical products in hospitals.

Conclusion

Public hedth funding has increased since 1994 and is projected to
grow in red terms over the MTEF. However, the fisca correction in
1998/99 and high wage costs necessitated rapid restructuring in the
hospital sector. The result was a reduction of heath workers and
hospital beds since 1997/98.

Despite evidence of improved qudity of primary hedth care services,
many problems and inequities remain. Early budget estimates show
the overdl dlocation to primary care (digtrict hospitd services) is set
to decline in redl terms over the next three years. Further investigation
and monitoring is needed to ensure funds are digned to policy
priorities. HIV/Aids means that even red growth in hedth budgets
will not be adequate to ded with the increase in demand for services
and the impact of the disease on resources in the health sector.

Armed with the results of a Department of Hedlth's review of large
sectoral conditional grants, grant reconfiguration is currently under
congideration. To enhance hospitd efficiency and qudity, issues in
the sector incude findisng an Integrated Nationd Planning
Framework; revenue retention, governance reform and management
decentrdisation in hospitds, and an appropriate gtaff mix, human
resource and training strategies.



Social development

The socid development or welfare depatments in provinces are
responsible for socid security programmes and welfare services.
Socia grants have been the most important and direct instrument for
Government's poverty dleviation efforts snce 1994 and are
consderably larger than those for wefare. The socid grant
programme in South Africa is exceptiona compared to other middle-
income or poor countries.

This chapter reviews trends in the financing of socid grants and
welfare services, compares expenditure between provinces and
reviews the current access to grants. Issues related to the grant system
and welfare services are highlighted.

Provincial social development expenditure trends

As shown in Table 5.1, 2000/01 provincid socid development
expenditure grew in red terms by just over one percent to
R20,9hillion from R19,4 hillion the previous year. There were red
expenditure declines in 1998/99 and 1999/2000 of 2,2 and 0,9 percent
respectively. Over the three-year period to 2000/01 red expenditure
declined by an average annud rate of 0,5 percent.

Table 5.1: Provincial social development expenditure

Real growth in 2000/01

Actual Estimated Medium-term estimate
actual

R million 1997/98 1998/99 1999/00 2000/01 2001/02 2002/03 2003/04
Personnel 556 719 832 921 1010 1070 1127
Transfer payments 16 383 17 015 17 700 18948 20 498 22084 23 856
Other 615 707 842 1060 1332 1 465 1548
Total 17 554 18 441 19 373 20929 22 840 24 620 26 530
% change (average annual) 1997/98 — 2000/01 2000/01 — 2003/04
Personnel 18,3% 7,0%

Transfer payments 5,0% 8,0%

Other 19,9% 13,4%

Total 6,0% 8,2%

Source: Provincial budgets

Trandfer payments expenditure declined in red terms over the lagt
three years while personnd and other expenditure grew rapidly.
Actud expenditure on grant transfers (excluding transfers to welfare
organisations) declined by nearly 1,5 percent per annum in rea terms.
Personnel expenditure grew by an average annud 11,0 percent in red
terms, and “other” expenditure by 12,5 percent. Given the nature of
welfare services, capital expenditure has been limited.

Growth in personne and

other expenditure
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Grants comprise Transfer payments shown in Table 5.2 consst manly of socia

90,5 percent of spending security grants to individuads, supplementing the income of poor
households. These comprise 905percent of tota departmentd
expenditure in 2000/01. Other transfers include subsidies and other
payments to NGOs for services like probation and adoption, family
counselling and homes for children and aged people.

Table 5.2: Social development expenditure by economic classification

Actual Estimated Medium term estimate
actual

Rmillion 1997/98  1998/99 1999/00 2000/01 | 2001/02 2002/03 2003/04
Current expenditure 17 519 18388 19319 20886 22 674 24 440 26 353

Transfer payments 16 383 17015 17700 18948 20 498 22 084 23 856
Of which social 15521 16 167 16772 18143 19 613 21212 22900
security

Other current 1136 1373 1619 1938 2176 2355 2497
Capital 35 52 54 43 166 180 177
Total 17 554 18441 19373 20929 22840 24 620 26 530
Percentage share
Current expenditure

Transfer payments 93,3% 92,3% 91,4% 90,5% 89,7% 89,7% 89,9%
Of which social 88,4% 87,7% 86,6% 86,7% 85,9% 86,2% 86,3%
security

Other current 6,5% 7,4% 8,4% 9,3% 9,5% 9,6% 9,4%

Capital 0,2% 0,3% 0,3% 0,2% 0,7% 0,7% 0,7%
Total 100,0%  100,0% 100,0% 100,0% | 100,0% 100,0% 100,0%

Trends by province

Tables 5.3 and 5.4 show that socid development expenditure grew by
0,7 percent over the three years up to 2000/01. Adjusted for inflation,
expenditure declined margindly by 05 percent. Government is
committed to protect the red vaue of grants —hence increasesin line
with inflation provided for in basdlines.

Table 5.3: Social development expenditure by province

Actual Estimated Medium -term estimate
actual
R million 1997/98 1998/99  1999/00 2000/01  2001/02 2002/03  2003/04
Eastern Cape 3759 3634 3 856 4070 4627 4574 4919
Free State 1125 1158 1162 1261 1364 1472 1575
Gauteng 2214 2295 2425 2 656 2880 3055 3238
KwaZulu-Natal 3739 3984 4051 4335 4584 5198 5744
Mpumalanga 981 1087 1156 1321 1571 1803 1861
Northern Cape 650 669 696 659 674 708 740
Northern Province 1803 2 031 2329 2642 2754 3004 3 347
North West 1071 1371 1491 1779 2039 2292 2416
Western Cape 2212 2211 2208 2208 2348 2513 2691
Total 17 554 18 441 19 373 20929 22840 24 620 26 530

Source: Provincial budgets



Welfare expenditure shows grester inter-provincial equity. In poor
provinces, where access to the former state maintenance and other
grants was low, socia development spending has grown. In the three
years to 2000/01, red average annud growth reached 11,1 percentin
North West, 6,6percent in Northern Province and 3,6percent in
Mpumaanga. All other provinces saw red expenditure declines.
Socia development condtituted 19 percent of the tota budgets in

2000/01, but varied from 25,1percent

14,6 percent in Gauteng.

in Northern Cape to

Table 5.4: Social development as percentage of total provincial expenditure
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Increasein inter -
provincial equity

Percentage of total Actual Estimated Medium term estimate
expenditure actual
1997/98 1998/99  1999/00 2000/01 | 2001/02 2002/03 2003/04
Eastern Cape 23,3% 23,5% 23,7% 22,5% 23,7% 21,9% 22,2%
Free State 16,4% 16,5% 17,5% 17,1% 16,6% 16,8% 16,9%
Gauteng 14,2% 14,1% 14,4% 14,6% 14,3% 14,0% 13,8%
KwaZulu-Natal 19,4% 21,5% 21,1% 20,0% 19,2% 20,0% 20,5%
Mpumalanga 16,3% 17,9% 17,7% 18,8% 19,4% 20,3% 19,4%
Northern Cape 27,5% 28,0% 27,9% 25,1% 23,5% 22,9% 22,4%
Northern Province 15,7% 16,9% 18,3% 18,3% 17,9% 17,8% 18,4%
North West 13,9% 17,7% 18,2% 19,4% 20,7% 21,7% 21,5%
Western Cape 20,9% 21,0% 20,5% 19,2% 18,9% 19,1% 19,5%
Average 18,3% 19,2% 19,5% 19,0% 19,0% 18,9% 19,1%

Preliminary actual outcome for 2000/01

Table 55 shows 2000/01 provincid socid development budgets
amounting to R20 hillion, adjused to R21,2hillion lae in the
financia year. Edimated actual socid development spending for
2000/01 is R21hbillion — an increase of R1,6hillion over 1999/2000.
Eagern Cape and KwaZulu-Natd's adjusted edtimates are over
R4 hillion each, while that of Northern Cape, with its relatively low
population dengity, is R642 million.

Table 5.5: Actual outcome for 2000/01 in social development

2000/01 2000/01 2000/01 Estimate actual

Budget Adjustments Estimated actual outcome as % of
R million Estimate outcome adjusted budget
Eastern Cape 3951 4033 4070 100,9%
Free State 1260 1287 1261 98,0%
Gauteng 2630 2880 2 656 92,2%
KwaZulu-Natal 4060 4358 4335 99,5%
Mpumalanga 1213 1338 1321 98,7%
Northern Cape 634 642 659 102,6%
Northern Province 2548 2571 2 642 102,8%
North West 1521 1793 1779 99,2%
Western Cape 2266 2285 2208 96,6%
Total 20083 21187 20929 98,8%
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Growth over the MTEF

Gapsin per poor person
welfare expenditure

Medium term projections

Socia development expenditure is set to grow over the MTEF by an
average annua 2,6percent in rea terms. This growth is drivenlargdy
by higher transfer payments and personne expenditure, and increased
take up of the child support grant. In fact, most growth will occur
where grant access has been redtricted and where there is a high
proportion of poor children, namedy KwaZuu-Nata, Mpumalanga,
Northern Province and North West.

Doubling of grant beneficiaries between 1998 and 2003 will put
pressure on socid development budgets, especidly in poorer
provinces. Only in Northern Cape is there red decline, due to dricter
controls over access to disability grants and phasing out of date
maintenance grants.

While there has been a narowing in the socid development
expenditure gap between provinces, the gaps remain large. As table
5.6 shows, in 2000/01 Western Cape spent R2 790 per poor person on
sociad development compared to R855 in Free State. This does not
necessarily indicate that grants are not accurately targeted. It may be
because many of the poor do not qudify for grants within the safety
net, which caters mainly for specific categories of the poor such as
older and disabled people. These gaps are even larger in the case of
other socia development services, excluding socid grant transfers and
adminigtration. Western Cape spends nearly twelve times more per
poor person than Northern Province and Free State. Given current
trends, progress towards greater inter-provincid equity will be dow,
but phasing in the child support grant will support grester equity.

Table 5.6: Sccial development expenditure per poor person1

Province Total social Grant Other welfare
development Programme services
expenditure
Rand per poor person
Eastern Cape 1094 1 036 58
Free State 855 740 115
Gauteng 2409 1972 437
KwaZulu-Natal 1610 1513 97
Mpumalanga 1210 1137 73
Northern Cape 1668 1492 176
Northern Province 1094 1053 41
North West 1082 1030 52
Western Cape 2790 2287 503
National Average 1365 1244 121

1 A poor person is defined in terms of the poorest 40 percent of the population

Social security grants

Since 1994, bheneficiaries increased as government prioritised equity,
ended racid discrimination in grant distribution and introduced new
programmes. Table 5.7 shows high proportions of welfare budgets
spent on socid security: 82 percent in Western Cape and Gauteng and
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over Qpecent in Eagern Cape, KwaZulu-Natd and Northern
Province. The informally agreed benchmark is 80 percent.

Table 5.7: Social grants as percentage of total social development expenditure

Actual Estimated Medium term estimate
actual
1997/98 1998/99 1999/00 2000/01 2001/02 2002/03 2003/04
Eastern Cape 94,0% 93,8% 94,2% 94,0% 93,4% 92,8% 93,3%
Free State 89,4% 88,2% 87,0% 86,6% 88,2% 88,9% 89,3%
Gauteng 83,8% 82,0% 81,5% 81,9% 80,1% 80,1% 80,1%
KwaZulu-Natal 93,6% 93,8% 94,1% 94,0% 92,7% 93,1% 93,4%
Mpumalanga 92,6% 94,0% 93,4% 94,2% 92,2% 92,8% 93,2%
Northern Cape 89,1% 89,5% 90,2% 89,4% 86,5% 86,2% 85,8%
Northern Province 97,3% 96,8% 95,8% 96,3% 94,6% 94,8% 95,0%
North West 93,0% 90,1% 88,6% 95,2% 88,2% 89,2% 89,3%
Western Cape 85,8% 80,8% 79,2% 82,0% 81,8% 82,6% 83,1%
Total 91,3% 90,3% 90,0% 91,0% 89,5% 89,7% 90,1%

Table 5.8 indicates grant beneficiaries increesing to 3,9 million in duly Rapid growth in number
2001. The child support grant is a mgjor factor, with beneficiaries of beneficiaries
increasing from nearly 28 000 about two years ago to over 1,1 million

in July 2001. Approximately 65 000 children gain new access to the

child support grant every month.

Table 5.8: Trends in beneficiary numbers

Grant Type April March March March July 2001  Average annual
1997 1998 1999 2000 growth rate over
period
Old Age 1737682 1702647 1806493 1859197 1893077 2,2%
War Veterans 12 047 10 441 9292 7676 5957 16,1%
Disability 732322 660 198 631 372 611 325 633 777 -3,5%
Grant in Aid 10 082 9113 8574 8 687 9830 -0,6%
Parent Allowance 152 973 173 662 161 204 142 720 285 -79,2%
Child Allowance 209 658 230 633 214 463 191 613 150 263 -8,0%
Foster Care 41 865 43 906 70 650 79 437 93 357 22,2%
Care Dependency 2 895 10 126 15 234 24 073 30 628 80,4%
Child Support Grant — — 27 577 321906 1125277 —
Total 2899524 2840726 2944859 3246634 3942451 8,0%
Province
Eastern Cape 630 514 583 705 589 010 661 432 791 211 5,8%
Free State 174 727 181 994 174 562 176 879 228 644 7,0%
Gauteng 335721 323947 324 758 374785 455 090 7,9%
KwaZulu-Natal 594 916 617 568 633 627 677 898 875 021 10,1%
Mpumalanga 157 091 164 656 158 780 199 342 272 096 14,7%
Northern Cape 110 301 113 592 124 080 121 186 110 443 0,0%
Northern Province 339 555 276 465 343 875 406 858 525 306 11,5%
North West 189 980 194 579 207 211 243 931 318 432 13,8%
Western Cape 366 719 384 220 388 956 384 324 366 208 0,0%
Total 2899524 2840726 2944859 3246634 3942451 8,0%

Source: Socpen system
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The fogter care, old age and specia care dependency grants aso show
growth in beneficiaries (see tables 5.8 to 5.10). Growth rates for the
fodter care and specid care grants have been rapid. Although the
disability grant shows a decline over the period as a whale, it is now
increasing after declines in 1998 and 1999, which were related to re
registration and the clean up of wefare ralls.

Table 5.9: Number of child support grant beneficiaries

March 1999 March 2000 July 2001
Eastern Cape 5670 55 717 167 627
Free State 1675 13 753 64 328
Gauteng 1872 47 910 137 326
KwaZulu-Natal 7 853 66 836 296 317
Mpumalanga 630 28 327 95 486
Northern Cape 2255 12 805 21732
Northern Province 2384 53815 166 640
North West 1662 31792 106 984
Western Cape 3576 10 951 68 837
Total 27 577 321 906 1125277

Source: Socpen system

Allocations to old age grants — reflected in table 5.10 — grow more

moderately, given dready high coverage. Disability grants dill

condtitutes a big proportion, but declined from R732 322 in April

1997 to R611 325 in March 2000. Significantly, the largest number of beneficiaries

-20 635- wasin the Western Cape, which has the most devel oped system and socid workers.

Table 5.10: Number of old age beneficiaries

April March March March July 2001 Average annual
1997 1998 1999 2000 growth rate
Eastern Cape 370123 348923 361760 383172 393185 1,0%
Free State 110153 109264 109152 110706 113832 0,0%
Gauteng 218118 220298 226016 227799 225603 1,0%
KwaZzulu-Natal 361981 362706 390002 389171 389079 2,0%
Mpumalanga 116878 121448 120282 128656 132354 2,0%
Northern Cape 35447 36 594 40392 41370 42049 4,0%
Northern Province 265957 231333 272704 278954 285222 1,0%
North West 130835 135063 143611 154149 153942 4,0%
Western Cape 128190 132096 142574 145220 146922 3,0%
Total 1737682 1697725 1806493 1859197 1893077 2,2%
Source: Socpen system
Grant increases now Given the financid problems previoudy experienced in provinces, the
equal inflation real value of grants declined over the lagt five years. This trend is now

being reversed, and the R30 increase (for large grants) implemented
on 1July 2001 isequd to the CPI inflation anticipated for 2001/02.

The vaue of the child support grant was aso increased by R10 from
R100 to R110, the first adjustment since its inception in 1999. As a
result, there is subgtantial pressure to ensure red increases or at least
gable red values of grantsin the future.



Table 5.11: Value of social grants, by grant type
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Rand value of grants, per month, with effect from ...

Type of Grant 01/91 04/92 07/93 10/94 07/95 07/96 07/97 07/98 10/98 07/99 07/00 07/01
Old age grant 314 345 370 390 410 420 470 490 500 520 540 570
War Veterans grant 330 363 388 408 428 448 488 508 518 538 558 588
Disability grant 314 345 370 390 410 430 470 490 500 520 540 570
Maintenance:

Parent 314 345 370 390 410 430 430 323 323 225 107,55 -

Child 97 107 115 121 127 135 135 101 101 67 335 -
Care Dependency 314 345 370 390 410 430 470 490 500 520 540 570
Foster Care 222 244 260 274 288 305 340 350 360 374 390 410
Grant-in-aid 50 55 60 63 66 70 80 90 90 9 100 110
Child Support Grant - - - - - - - 100 100 100 100 110
1991 and 1992 are grants to white pensioners. Parity in social grants was implemented from 1 September 1993

The current system of grants does not reach al categories of the poor.

The Miniger of Socid Development has therefore appointed a

Committee to investigate a Comprehensive Socid Security System. A

key issue for the committee is to define options for extending the

socid safety net amid affordability condraints. Alterndtives are a

basic income grant or extenson of the child support grant to older

children. Both dternatives require substantial financia resources.

Wefae services are the second mgor programme of socid

development depatments in provinces. Given the dominance of

budgets by socid grants (refer to table 5.7 above) a around

91 percent, the objective is to increase the wefare share of socid

development budgets to 20 percent. Only Gauteng and Western Cape

— a 18 percent — appear to have made significant progress.

Progress has been dow in introducing a new funding approach for

welfare services. The intention is to move to a more developmentd

and community based approach, and some welfare services are dso

expected to receive contributions form the nationa lottery fund.

Provincid information on current services is not readily available or

comparable, but table 5.12 below indicates the uneven spread of

facilities between provinces.

Table 5.12: Social development facilities in provinces— 2000/01"

Treatment  Children’s Creches Places of Homes for Protective Homes Service
Centres Homes (Not sub- Safety Disabled  Workshops for the Centres
sidised) Aged

Eastern Cape - - - - - - - -

Free State 1 5 691 — 4 9 43 12

Gauteng 9 52 152 7 34 56 102 88

KwaZulu-Natal 2 1 - 9 2 - 1 0

Mpumalanga - - - - - - - -

Northern Cape 6 23 2 3 32 12 12

Northern - 6 172 1 10 9 8

Province

North West 1 3 120 1 1 2 27 10

Western Cape 4 43 - - 35 41 139 169

'No data were received from Eastern Cape and Mpumalanga
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HIV/Aids and orphans

I ndtitutional careand
income support

Fodter care grant

Grants focused on
improved management

HIV/Aids and social security

HIV/Aids will impact dramaticdly on povety and household
vulnerability in South Africa, especidly the need to care for orphans
below 15 who lost mothers due to Aids. Current estimates are that the
number of Aids orphans will increase from about 150 000 in 2000 to
more than 2million in 2010.

Ingtitutional care for these children will be expensve and dternative
cae mechanisms will have to be edablished. While home and
community-based care are being piloted, significant state support will
be required to ensure the burden does not fal disproportionately on
the poor. The current child support grant provides a means for the
date to support certain poor children, including those affected by
HIV/Aids. However, the current age limits as wdl as the grant
amounts limit its role in supporting orphans and other means of
support would have to be developed.

The number of beneficiaries from the foster care grant grew from R48
865 in April 1997 to R79437 in March 2000 due to increasng
numbers of Aids orphans and phasing out of the state maintenance
grant. The amount is subgtantialy higher than the child support grant
(R410 againgt R110). Adminigtrative processes required for such
grants may however limit rapid expansion of this grant. Significantly,
goending — a R20 635 in 2000 — is highest in Western Cape, which
has the most developed system and most social workers.

Conditional grants in social development

As Table 5.13 shows, conditional grants have limited importance in
the socid development sector. These grants initially focused on
improving financiad management and administration.

Table 5.13: Transfers and spending of conditional grants

Actual Actual Transfers and Estimated Actual
- Expenditure Medium-term estimate

R million

1998/99 1999/00 2000/01 2001/02  2002/03 2003/04
Grants Transfers Spending [ Transfers  Spending
Child Support 4 17 11 17 13 - -
Criminal Justice - 13 6 - 1 - -
System
Financial 6 37 31 28 14 10 11
management
HIV/Aids - — 5 2 13 -
Victim - - - - -
empowerment
Women flagship 2 1 1 2 2 - -
Total 12 72 50 52 32 23 1
Under-spending - - 21 - 42t - -
Roll overs - 4 - 22 - - -

Underspending includes R22 million provided for roll overs at provincial level

Slow progress in utilising these funds saw a reduction in the alocation
in the years shortly after 1994. Funds asssted in procurement of



additiona financid management capecity for provinces, the re
registration of grant beneficiaries and purchasing equipment.

A smdl conditiond grant supported the phasing in of the child
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HIV/Aids and poverty

support grant. The Department of Sociad Development channds a relief
portion of the specid dlocation for the integraied HIV/Aids plan to
provinces to support the development of modeds of home and
community-based care.
Socid devdlopment departments dso received dlocetions from the
central alocation for poverty relief. This supported a range of income-
generating activities to fight poverty directly and strengthen the focus
on developmental socid welfare. The outcome of these projects is not
assessed in this Review.
Personnel trends
Unlike the other socid sectors, personne makes up a smal
component of socia development budgets.
Table 5.14 shows personnd spending to have grown a an annud
average rate of 18,3 percent, from R556 million in 1997/98 to
R921 million in 2000/01.
Table 5.14: Personnel expenditure by province

Actual Estimated Medium -term estimate

actual

R million 1997/98  1998/99  1999/00 2000/01 2001/02 2002/03  2003/04
Eastern Cape 88 107 124 140 147 157 164
Free State 68 83 %4 102 101 105 109
Gauteng 107 125 134 152 162 172 182
KwaZulu-Natal 122 138 149 166 180 192 203
Mpumalanga 21 27 36 39 40 42 45
Northern Cape 30 35 37 44 51 54 57
Northern Province 13 32 62 67 71 74 80
North West 20 74 84 %5 113 120 126
Western Cape 86 99 113 115 145 154 161
Total 556 719 832 921 1010 1070 1127

The srong upward trend in personnd expenditure applied to Al
provinces, and may point towards some strengthening of capacity to
deliver. Growth in “other” expenditure may be related to the costs of
outsourced payment systems. Tdlingly, “othe” socid development
expenditure did not increase dramatically in the Eastern Cape where
the payment system has not been outsourced to date, athough this is
in progress. However, it is difficult to compare costs between
provinces that outsourced and those that did not, as there may be other
efficiency variants over and above outsourcing. Many of these costs
are often non-financid.
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Management and delivery issues

The management of the processing, approva, payment and
reconciliation of socid grants is critical to the successful delivery of
social grant programmes. A number of other aspects of socid
devdopment grant delivery have received attention in recent years,
and some are reflected in table 5.15:

?? Mogt provinces have outsourced the payment of sociad grants to
private firms. All Pay and Cash Payment Systems are responsible
for three and four provinces resectively. Only Eastern Cape now
pays mogt social grants with cheques. The codts per grant between
provinces aso differ between provinces.

?? Unsttisfactory conditions at many old age penson paypoints
means grant beneficiaries are often exposed to the dementsand to
fraud and discomfort when queuing for pensions. Queues are often
long and gtart early in the day, and the safety of pensioners is not
fully guaranteed. Partly as a result of these observations, the
nationa Depatment of Socid Deveopment is auditing its
infrastructure to inform capitd planning. While spending on socia
development infrastructure may prove necessary, resource
condraints may make sharing of government infrastructure
between different spheres and departments a feasible option for the
short-term. Sharing with NGOs may a so prove useful.

Table 5.15: Pay-points, cost per grant and relevant contractor

Province Costs to administer a grant per beneficiary (Rands) Contractor
Others Bank o ovinge
3" party Post 1day 5day
contractor office service service
Eastern Cape 2075 0,00 11,39 0,72 1,82 Cheques
Free State 553 18,62 N/A 0,75 1,82 All Pay
Gauteng 315 23,06 N/A 1,60 1,82 All Pay
KwaZulu-Natal 2172 18,15 N/A 0,75 1,82 CPS
Mpumalanga 301 21,50 11,39 0,72 1,82 Empilweni
Northern Cape 214 21,04 N/A 0,75 1,82 CPS
Northern Province 1903 14,96 11,39 0,64 1,82 CPS
North West 807 22,75 11,39 0,75 1,82 CPS
Western Cape 283 13,99 N/A 1,43 1,82 All Pay
Total 8723 - - - - -
Average - 19,00 - 0,90 - -

Source: National Department of Social Development.

Cost and number of court

casss undear

?? Adminigrative actions by provincid socid development
departments to suspend beneficiaries or discontinue grants have
resulted in court actions. Poorer provinces seem to be affected
relativdly more often. This points to a need to srengthen
administrative processes and to enforce means-testing, particularly
with regard to disability grants, more rigoroudy. It has been
difficult to gether relisble deta on the cases and the financia
implications for provinces.



?? Although data is weak, evidence suggests there is unevenness
between the provinces in backlogs, the number of applicaions
lodged monthly, and the time taken to process social grant
gpplicaions.

Progress with implementation of the PFMA

Improving management and reporting

Socid development is confronted with a range of financid
management and processing issues. The development of proper
systems, and the need for internd control and effective fraud-
prevention plans are important priorities.

Provincia departments continualy assess the need to diminae
payment to illegitimate (“ghost™) beneficiaries, induding the need for
frequent comparisons of databases to prevent unauthorised payments.
They dso need to develop their capacity to process grant gpplications
speedily, and to apply the means test more uniformly. The practise of
classfying unpaid monthly grants as new revenue must aso be
addressed. Given the importance of transfers to welfare organisations
or inditutions, great oversight is required over the monitoring of such
transfers, and an assessment of whether such transfers achieve their
objectives.

Setting up structures to implement the PFMA should help socid
development departments improve financid management capacity.
Table 5.16 shows the CFOs appointed in provincid welfare/socia
development departments and the levels a which appointments were
made. A Socid Development CFO farum now fecilitates capacity
building, peer-learning, inter-provinciad comparison and best practice,
monthly budget reports, risk management, fraud prevention, audit
charters and pro-active identification and resolution of problems.
Eight sociad development departments now have internd audit units.

Table 5.16: CFOs in welfare/social development departments
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No information on
processing times

Appointment of CFO’s

Province Appointment of CFO Nature of appointment Level of appointment
Eastern Cape Yes F cD
Free State Yes F cD
Gauteng Yes F cD
KwaZulu-Natal Yes F (5]
Mpumalanga Yes F cDb
Northern Cape Yes F D
Northern Province Yes C DDG
North West Yes F cDb
Western Cape Yes P cD
Total 9/9 1P+1C+7F
Permanent Appointment = P Director =D
Contract Appointment =C Chief Director = CD
Acting CFO = A Deputy DG = DDG
Firm of Consultants = F Combination = C

71
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Financial management
improving

Sgnificant real groath
expected in future

Table 517 provides a datus report on submission of financid
statements to the Auditor General. The aim is submissions within two

months in contrast to current practices of up to eighteen months.

Table 5.17: Submission of financial statements by 31 May 2001

Provinces Vote Submitted Submitted after deadline
number Yes / No but before 14 June 2001

Eastern Cape 4 Yes N/A

Free State 7 Yes N/A

Gauteng 6 Yes N/A

KwaZulu-Natal 13 Yes N/A

Mpumalanga 10 Yes N/A

Northern Cape 11 No Yes

Northern Province 12 Yes N/A

North West 12 Yes N/A

Western Cape 7 Yes N/A

Conclusion

Socid development expenditure, particularly spending on socid
grants, will continue growing in red terms in the foreseeable future,
epecidly as child support and higher grant enhancement are phased
in. In addition, welfare grants and services will play an important role
in countering the impact of HIV/Aids on household vulnerability.



Housing, roads and transport

Housing, roads and trangport are key post-gpartheid challenges. The
chdlenge reates not only to backlogs, but dso to the gspid
environment and the quality of community life. Alongside nationd
and locd government, provinces play a role particularly in providing
housing and roads.

This chapter provides overviews of budgetary and non-budgetary
issues relating to housing, roads and transport. It focuses on
expenditure on these two sectors, sources of revenue, service delivery
indicators as well as strategies and ways to improve service ddivery.
It dso examines departmentd issues, like progress made with
implementation of the PFMA in the housing arena.

In both sectors, it is difficult to fully isolate the information. Housing
data are typicdly dispersed across provinces and municipdities and
integrated with local government information. Because many of the
provinces combine their transport budget with other departmenta
budgets like public works and economic affairs, it is difficult to
isolate dl the transport-related activitiesin a province.

Housing

Since 1994, Government has contributed to over 1,1 million low-cost
houses. It continues to explore innovative dternatives to speed up
ddivery and to contribute to the devdopment of sugtainable
settlements.

The focus in this section is on the housing subsidy grant, the human
settlement grant and rentd housing. Housing is pat of broader
integrated development and must aso be seen in reldion to other
infrastructure programmes. The sector faces notable ingitutional
chalenges of ddivery and accountability. These include the
Consolidated Municipal Infrastructure Programme (CMIP) and socid
and economic infrastructure that contribute to the development of
sustai nabl e settlements.

The housing subsidy grant

Totd provincid housing expenditures difficult to track as mogt
provinces have combined their housng function with either land
adminigration or locad government and traditiond affairs. This
Review focuses primarily on the housing subsidy grant as the primary
vehicle funding provincid expenditure on housing.

Since 1994, Government has transferred over R16 billion of the
housing subsidy grant through provinces; some R11 hillion of which
was soent since 1997/98. The 2000 Budget provided for R3 hillion

6

Key post-apartheid
challenges

Over 1,1 million houses

Housing subsidy
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worth of subsidies. Table 6.1 outlines provincid spending on housing
development between 1997/98 and 2003/04. Totd provincid
spending decreased at an annual average nomina rate of 0,3 percent
between 1997/98 and 2000/01. Red spending decreased a an annud

average rate of 6 percent over the same period.

Table 6.1: SA Housing Fund — expenditure and forward estimates

Province Actual Medium-term estimates

( Rmillion) 1997/98 1998/99  1999/00 2000/01 2001/02 2002/03 2003/04
Eastern Cape 245 378 341 470 498 531 550
Free State 123 184 88 218 241 257 266
Gauteng 737 639 737 610 682 727 752
KwaZulu-Natal 800 628 471 560 618 659 681
Mpumalanga 157 100 118 153 208 222 230
Northern Cape 71 55 56 58 65 70 72
Northern Province 173 231 228 272 335 357 369
North West 249 170 181 262 257 274 283
Western Cape 366 364 351 341 322 343 355
Total 2920 2749 2571 2945 3226 3440 3559

Source: National Department of Housing

Recovery in spending

expected

Housing expenditures are expected to show an average red recovery
of 1percent for the period 2000/01 to 2003/04. Nomind spending
should increase by 9,5percent from R2 945 million in 2000/01 to
R3 226 million in 2001/02 and & an anud average rae of
6,5 percent to R3 559 million in 2003/04.

Table 6.2 shows actua provincia expenditure outcomes for 2000/01.
The tota budget was adjusted by R467 million to R3 465 million,
mainly because of rollovers. Actud spending on housing subsidies for
2000/01 amounted to R2 945 million, increesing by R374 million or
14,5 percent compared to 1999/2000, but R519 million or 15 percent
lower than the 2000 adjusted budget. Only Northern Cape, Northern
Province and Western Cape spent their entire adjusted budgets.

Table 6.2: Actual expenditure outcome for 2000/01 for SA Housing Fund

2000/01 2000/01 Adjustments ~ 2000/01 Estimated  Actual outcome as %
R million Budget estimate actual outcome of adjusted budget
Eastern Cape 422 500 470 94.2%
Free State 218 362 218 60.3%
Gauteng 719 719 610 84.9%
KwaZulu-Natal 588 696 560 80.4%
Mpumalanga 173 251 153 60.8%
Northern Cape 58 58 58 100.0%
Northern Province 257 257 272 105.7%
North West 221 280 262 93.6%
Western Cape 341 341 341 100.0%
Total 2998 3465 2945 85.0%

A

Table 6.3 shows rollovers decreased between 1995/96 and 2000/01,
from R2227 million or 71percent of provinces housing funds in
1995/96 to R519million or 15percent. Of the 2000/01 rollover,
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R240 million relates to subsidies earmarked for the Job Summit
Rental Programme in Gauteng, KwaZulu-Natal and Mpumalanga.

The continued rollovers can be atributed to a number of factors.
There was little incentive for developers to complete projects on time,
particularly during the last phase of construction. Also, wesk capacity
and poor planning within departments dowed down spending and the
2000 loca government elections and restructuring towards newly
demarcated municipaities dowed down housing development.
Finally, unfavourable wegther patterns interfered with construction.

Table 6.3: Rollovers on SA Housing Fund

Rollovers 1995/96 2000/01

Rmillion Rollover  Allocation|  Roflover  Allocatien
Eastern Cape 451 88% 29 6%
Free State 137 73% 144 40%
Gauteng 375 52% 109* 15%
KwaZulu-Natal 464 7% 136* 20%
Mpumalanga 124 61% 98* 39%
Northern Cape 32 40% 0 0%
Northern Province 330 95% -15 -6%
North West 215 88% 18 6%
Western Cape 100 39% 0 0%
Total 2227 71% 519 15%

*Includes R80 million for Job Summit Rental Housing Programme.

Subsidies approved

Table 6.4 shows over 1,3million housng subsidies were gpproved The subsidy leve is
between 1994 and March 2001. currently R16 000

Table 6.4: Subsidies approved, by province

Province 1994-98 1998/99  1999/00 2000/01 Total
Eastern Cape 77483 20 088 25 332 7536 130 439
Free State 35897 26 209 11 056 25772 98 934
Gauteng 209568 92 732 54 045 42 288 398 633
KwaZulu-Natal 158 927 25371 8083 26 186 218 567
Mpumalanga 27648 16 664 8 787 19 366 72 465
Northern Cape 16 498 4506 3870 14 138 39012
Northern Province 62498 14 557 21823 16 132 115010
North West 36825 39 206 16 823 32 700 125 554
Western Cape 67 144 35 849 28 528 22 592 154 113
Total 692488 275182 178 347 206 710 1352 727

Source: National Department of Housing

The housng subsidy programme is used mainly to fund the
acquisition and servicing of stands and to erect top Structures. It
fecilitates access to tenure, provison of services and building of
housing units. Introduced in 1994 with a maximum of R12 500, the
current subsidy leve is R16 000.
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The box below explains the mechanisms and purpose of the Housing
Subsidy Scheme.

The Housing Subsidy Scheme

The Housing Subsidy Scheme is the primary housing assistance vehicle. In 1994, it replaced all previous
government subsidy programmes, other than where commitments under previous schemes were already
made. Beneficiaries with a household income of not more than R3 500 per month, who have not owned fixed
residential property previously, and who satisfy a range of other criteria, can apply for the subsidy. It is
intended to help households access housing with secure tenure, at a cost that they can afford, and of a
standard that satisfies the minimum health and safety requirements. Spending is typically on a serviced site,
and to a limited extent on top structures. A beneficiary may only receive the subsidy once, except where the
scheme allows for deviations from this provision.

Its subsidy mechanisms are:

”

Project linked subsidies are offered on a stepped scale, linked to household income, and assist
beneficiaries to acquire ownership of fixed residential properties for the first time on a project basis.

Individual subsidies are also offered on a stepped scale, linked to household income. It assists
beneficiaries to acquire ownership of fixed residential properties for the first time, and to buy existing
homes or homes under construction.

The consolidation subsidy provides a ‘“top-up” amount to owners of serviced stes to provide or
upgrade a top structure on such a site.

The institutional subsidy provides subsidised accommodation through institutions for people who
qualify for subsidies, on the basis of secure tenure such as rental, instalment sale, shareblock, or other
tenure to households.

Relocation assistance is offered to defaulting borrowers of mortgage loans, who were three months in
arrears with their instalments on 31 May 1995 or 31 August 1997 (depending on the agreement entered
into by government and the financial institution concerned), and whose loans cannot be rehabilitated. It
helps them to rightsize to affordable housing. This forms an integral part of government's strategy to

stabilise the housing environment.

Rural subsidies enable households who have undisputed informal land rights in terms of the Interim
Protection of Informal Land Rights Act, 1996 to access the housing subsidy to provide for their housing
needs.

The People’s Housing Process provides support to people who want to build their homes themselves
to access consolidated, projectlinked, institutional and rural housing subsidies as well as other support

measures.

Housing delivery

During the period 1994 to 2000, Government contributed towards
providing over 11million houses, bendfiting approximaey
4,9 million people (at an average of 4,1 people per household). Table
6.5 outlines, by province, the number of houses completed or under
construction.

Pace of housing ddlivery Year specific figures for the initid period indicate that ddivery
dowing peaked in 1997/98 with 322 638 houses. The high number of houses

76

in 1997/98 may reflect carry through of projects from the previous
two years, after the initiation of the new housing policy. Ddivery
thereafter appears to be corrdated to the number of subddies
approved in the previous financid year. Thus the 170 883 houses built
in 2000/01 is a result of the lower number (178 347) of subsidies
gpproved in 1999/2000. This is well below the required rete of low-
income household formation (estimated a 200 000 households per
year). Of the totd houses built over the period, 29,8 percent were in
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Gauteng, 17,7 percent in KwaZulu-Natal, and 12,7 percent in the
Western Cape. The other six provinces collectively built 40 percent.

Table 6.5: Houses completed or under construction, by province

Province 1994-98 1998/99 1999/00 2000/01 2001/02 Total
Eastern Cape 48 734 29 659 10 459 9922 4391 103 165
Free State 37043 20 391 8177 26 088 1102 92 801
Gauteng 149 076 28 726 144 575 25911 8 492 356 780
KwaZulu-Natal 96 021 53 105 28 997 28 547 2674 209 344
Mpumalanga 30 757 16 838 4808 16 457 1653 70 513
Northern Cape 14 635 6 621 1558 7623 239 30676
Northern Province 26 851 22899 12 401 20 996 3980 87 127
North West 42 264 18 367 12 944 17 609 0 91184
Western Cape 69 155 34 575 26 916 17 730 92 148 468
Total 514 536 231181 250 835 170 883 22623 1190 058
Source: National Department of Housing

Bureaucratic problems dso impacted negetivedly on the pace of

delivery. In particular, municipdities delayed gpproving new housing

developments on the grounds that provinces had to pay property rates

on new housing projects. Delays on the transfer of land, and the lack

of effective co-ordination with the CMIP programme further dowed

down ddivery. Late findisation of dlocations adso contributed to

dow pace of delivery.

Housing backlog

Backlogs in housing ae dedined in teems of the levd of Reducing the backiog

overcrowding, the need for additiond dwellings, the number of
inadequate dwellings, and population growth or household formation.
Traditiond dwellings are not included in this definition. The more
than 1,1 million houses built since 1994 reduced the backlog to an
estimated 2,2 million.

Other indicators

The 1999 October Household Survey shows certain patterns in access
to housing, water and electricity. These patterns partially reflect the
impact of housing ddlivery on overal qudity of life.

The proportion of households living in forma dwellings showed a
gradua increase from 65,8percent in 1995 to 69,9 percent in 1999.
However, the red number of households living in informa dwellings
has also increased, as the pressure for shelter is experienced across al

types of housing.

The impact of housng must however be viewed in an integrated
context, with reference to other infrastructure. Significantly then,
there has been a gradud increase in the proportion of households that
have access to clean water (piped water inside a dvelling or on site,
communal tap or public tanker). In 1995, 78,5 percent of households
had access to clean water, rising by 4,9percentage points to

Increase in formal
dwelings

Greater accessto clean
water
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83,4 percent in 1999. At the same time there was a decrease in the
proportion of households using water from boreholes and rainwater
tanks, from 10 percent in 1995 to 4,7 percent in 1999. The proportion
of households obtaining water from rivers, streams and dams
remained constant at 11,8 percent over the same period.

Increased use of For the period 1995 to 1999, dectricity consumption increased by

eectricity 6,3 percentage points from 63,5 percent to 69,8 percent of energy use,
and the consumption of paraffin and candles showed a gradud
decrease.

Other Conditional Grants

Human settlement grant

Improving the urban The human settlement grant ams to build urban communities. It

environment identifies and addresses the nature and underlying reasons for urban
dysfunctiondity and provides funding to correct such dysfunctiondity
while gearing other sources. The grant supports coordination of
development funding to ensure holistic development.

Public Sector Hostels Redevelopment Programme

The Public Sector Hostels Redevelopment Programme provides grant funding for the upgrading and/or
conversion of hostels owned by public sector institutions. The aim is to create humane living conditions and to
provide affordable and sustainable housing opportunities on either a rental or ownership basis. The funding
limits of the Programme amount to R16 000 per family or unit, or R4 000 per individual living in a hostel
owned by a municipality or provincial government. Hostels for municipal employees are excluded from the
Programme. The policy allows for three forms of re-development:

??rental for single persons or families
??ow nershipin line with the Housing Subsidy Scheme policy
??alternative use, such as a school or community centre.

Funding limits may be increased by up to 15% at the discretion of the relevant Provincial Housing
Development Board, to compensate for development costs where hostels are in a particularly poor structural
condition or where there are geophysical difficulties.

For 2000/01, R35 million of the appropriated R39 million for the
human settlement grant was spent. Spending is expected to increase to
R100 million in 2001/02 and to R109 million in 2003/04.

Rental housing

There is a consderable need for rentad housing among low-income
groups. The exiging subsidy mechanisms have thus far not provided
for this. Developers have therefore found it difficult to provide rentd
housing within the limits of the subsidy amount.

Job Summit Pilot Project  The Presidentiad Job Summit Pilot Project on Renta Housing was
on rental housing identified as a Nationa Presdentid Lead Project. This is mainly to
meet the consderable unmet need for renta housing for the R1200
and R3500 income per month groups as the exiging subsidy
mechanisms do not provide for this. The programme aims to provide
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45 000 units by 2003/04. Phasel comprises three projects in Gauteng
(Newtown, Johannesburg), Mpumalanga (Tasbat and Duvha Park in
Witbank) and KwaZulu-Natal (Durban) consisting of 5000 units
each.

Significant stock was developed prior to 1994 with loan funding from
the previous Nationa Housing Commission and various own affairs
statutory bodies under the Apartheid tricameral system. Former Peri-
Urban boards and the Houses of Delegates, Representatives and
Assembly managed this. The properties include vacant serviced sSites,
single houses per stand, flats, and propeties disposed on deed of sde
where persons are required to repay outstanding balances.

After 1994, the housing stock was transferred to provinces and
municipdities, and managed by provincid housng boards and
municipal housing departments. The national Department of Housing
is responsible for drawing up a framework to phase out these
subsidies through the discount benefit scheme.

Inherited rental stock

The Discount Benefit Scheme

The discount benefit scheme applies to all state financed housing units already constructed or contracted for
before 30 June 1993 and allocated to individuals prior to 15 March 1994. Under this scheme, tenants received
a discount on the price of the property to enable them to buy it.Beneficiaries received a maximum discount of
up to R7 500 on the price of the property. This discount could cover the full purchase price of the property and
w here there is an outstanding balance on the purchase price, the tenant will need to finance this with either
savings or a mortgage loan. The scheme does not cover the service charge arrears, which are paid by the
Provincial Housing Development Funds (in the case of stock held by provincial governments) to local

authorities and are recovered from the tenants or debtors through the billing systems.

In terms of the “discount benefit scheme' from 1994 to January 2001,
377 720 residentid properties, mainly in townships, were disposed of.
As table 6.6 shows, 384 894 properties are owned by provinces,
mostly in the Eastern Cape, Gauteng and Western Cape. Some
housing was &so transferred to municipalities. In terms of section
14(4)(b) of the Housing Act (No. 107 of 1997) the loans were phased
out by 31 March 1998 while debts owed remained recoverable by the
municipaities.

Rentals and loan repayments from the remainder of these debtors are
dill paid to provinces. Given inadequate record-keeping and
administration, such renta payments on these properties have been
weak over the last ten years, and large arrears exist.

Many tenants and owners have dso not pad municipa raes and
sarvices. These arrears are mgjor impediments preventing the transfer
and posshle disposa of the properties. The nationd Department of
Housing is currently looking a gopropriate policy interventions that
would ensure the transfer and possible disposal of this stock.
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Table 6.6: Inherited stock, 2001

Province To be transferred
Eastern Cape 40 064
Free State 7470
Gauteng 175 069
KwaZulu-Natal 24 264
Mpumalanga 22 000
Northern Cape 15 820
Northern Province 3383
North West 19 000
Western Cape 77 824
Total 384 894

Local government and housing

When houses were transferred to provinces from the previous Own Affairs departments in 1994, some were
also transferred to local government. Johannesburg, Cape Town and Durban have a sizeable number of
houses in addition to these transfers. The extent of the stock transferred to these municipaliies was not
available at the time of print of this Review.

It is estimated however, that Johannesburg received over 130 000 houses, old age homes accommodating
over 20 000 beds, public hostels accommodating 35 000 beds, staff hostels accommodating 10 000 beds and
other accommodation (caretaker cottages, mayor's house, etc.) Cape Town received an estimated 15 000
houses, approximately 23 649 flats, 464 old age homes, hostels accommodation of over 15 000 beds and
over 23 000 units that must still be transferred to beneficiaries. Currently rentals are collected on these
properties. Johannesburg's rental collection is not as efficient as in Durban and Cape Town. The National
Treasury is currently reviewing the governance arrangements for municipal housing development funds.

Normalising the housing environment

Rigiditiesin the housing The low-income housing sector continues to be hamstrung by factors

sector that hclude poor capacity, lack of finance (private and public) and
inadequate planning and implementation. A more focused strategy is
needed to address the chdlenges facing the housing sector especially
to ensure access for private funding, emergency housing and rapid
land release.

Access to private sector funding

Sustainable low-cost housing delivery requires a joint effort between
government and the private sector. Government has initiated a number
of draegies to encourage private sector participation in low-cost
housing finance.

Normalising the lending Through the establishment of Servcon Housing Solutions (Pty) Ltd in

environment 1998, government aimed to normdise the lending environment by
managing non-performing loans and properties repossessed by banks
in areas where the normal lega process has broken down. In addition,
the Masakhane Campaign was launched to change the perceptions
and dtitude of individuads, communities and locd governments
towards their responshilities. It encourages the payment of rates,
sarvices and bonds and thus seeks to inculcate an overdl culture of
payment in affected communities.

Thubelisa Homes Thubelisa Homes (a Section 21 company) was established in 1998 as
a finance vehicle to create rightsizing stock and is linked to the
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Servcon programme. Rightsizing is a process whereby occupants of
bank-owned properties, who have defaulted on their mortgage loans,
are assisted in relocating to more affordable houses.

The Nationa Urban Reconstruction and Housing Agency (Nurcha),
aims to expedite housing ddlivery for low-income households over the
short to medium-term. It provides guarantees to banks to encourage
them to make bridging finance loans available to emerging developers
and contractors, when banks are not prepared to gpprove such loans
without additional security. The demand for bridging finance is dso
reduced with the speeding up of payments once projects have been
completed.

Through the Nationd Housing Fnance Corporation, government aims
to find better ways of mobilising finance for housing from sources
outsde government. The Corporation ams to create housing
opportunities for low- and medium-income families by funding
intermediaries to promote broader access to finance, building
adequate and sugtainable capacity within the organisations it funds
and partnering with organisations to pioneer new finance and housing
delivery options.

Despite government attempts to normalise the housing environment,
poverty, unemployment and low payment rates deter the private sector
from getting involved in low-cost housing. Mortgege lending in this
sector is non-existent. To attract the private sector, Government
acknowledges the need for a partnership to improve the housing
environment in townships. It is particularly important to create a
conducive environment for the housng market to operate in an
orderly manner, to dign subsdies and private finance and mitigate
investment risk.

An integrated approach

Municipdities play a limited direct role in housng deveopment,
generdly as deveopers and in the provison of internd bulk and
connector infrastructure. Co-ordination of initiatives at the loca &ve
is often weak, and grant spending not optimised. Transferring funds
directly to municipalities should help overcome exigting resistance to
being involved in housng ddivery. It should improve locd
programme co-ordination, and speed up ddlivery.

Housing ddivery requires not only bulk infrastructure (waeter,
electricity and roads) and housing units, but also properly integrated
communities and built environment. Many current housing projects do
not take the tota basic neads of communities into account. In many
cases, housng projects are not complemented with socid and
economic infrastructure such as schools, roads, clinics and retall
facilities. Businesses remain reluctant to invest in townships and new
housng developments, mainly as a result of negative perceptions
about crime and repayment rates.

Bridging finance to
developers

Better ways of mobilising
finance

Private sector
participation still limited

The role of municipalities

Integrated devel opment
needed
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The Grootboom case

Rapid land release

Measurement difficulty

Housing department
responsbilities

The provision of emergency housing

Following the Condtitutiond Court judgement in the Grootboom case,
Government is obliged to develop and implement, within avalable
resources, a comprehensve and coordinated programme that
progressively redlises the right of access to adequate housing. This
programme should include reasonable measures to provide access to
people without land or housing, or who live in intolerable conditions
or crigs Stuations.

Policy guiddines for the provison of emergency housing are being
developed and provincia housing departments are reserving between

0,5 and 0,75 percent of their dlocations to provide for a contingency
fund.

Speeding up land release

Government recognises the need to augment its housing ddivery
programme with a rapid land release programme, providing serviced
sites where the need is becoming urgent. This process needs to be
orderly and should creste an environment in which future upgrading
and sdf-improvement is possible.

Measuring service delivery in housing development

One difficulty in measuring housing development is that not every
subsidy trandates into a completed house. Depending on the cost of
land and infrastructure funded through the housing subsidy, the end
product may be a serviced or unserviced ste, with or without a top
sructure. Given the paolicy of incremental housing and other delays, a
completed house may take a few years.

National and provincid government roles revolve around policy and
implementation, respectively. The nationd Department of Housing is
respongble for the development and co-ordination of a housing policy
and drategy. The department also monitors implementation of
national housing programmes in provinces. Provincia housing
departments are the actual implementers of housing provision, mainly
through the housing subsidy and human settlement programmes.

Given these different roles, the measures used to assess performance
will be different for the different spheres of government:

?? Provincial output measures will include the number of subsidies
gpproved, number of serviced stes provided, number of houses
built and the impact on housing backlog.

?? Nationa output measures focus more on policy development and
monitoring, housing  programme  management,  housing
performance measurement and housing development funding.

Both financdd and non-financid information, quantitative and
quditative, is important for understanding ddivery. The box below
offers some ideas in this regard.
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Service Delivery Measures

The next phase of budget reforms emphasises the need for measurable outputs to assess performance.

For 2002/03, measurable objectives, service delivery measures and targets for each programme must be
included in budget submissions (including strategic plans) and be reflected over the MTEF. It is expected that

by 2004/05 this information will more accurately describe how public funds are used.

For now, it is expected that output measures in housing will be mainly quantitative. Possible service delivery

indicators would include, but is not limited to, the number of:

?? projects approved and started
?? subsidies approved

?? housing units built

?? service sites allocated

?? unserviced sites allocated

?? households benefiting

?? houses where full rental is paid

?? number of rental houses transferred.

It is expected that information would be expanded towards reporting on more qualitative aspects, including
the types of houses built, safety aspects of houses built, impact of housing delivery on the number of informal
settlements and housing backlogs and the level of access to external finance to supplement housing subsidy.

Financial management and Implementation of the PFMA

Of dl mgor provincid departments, housing departments face the
greatest chalenges in improving their system of classfication and
financid management. Though this Review is not able to anayse the
audit opinions of the 2000/01 financid satements for the nine
provincid depatments (and their housing funds), preiminary
indications are that the Auditor-Generd disclams most of these.
Addressing the audit queries raised by the Auditor-Genera, as well as
modernising budgeting and financia management systems, remains
an urgent priority.

Reforming the South African Housing Fund

On 1 April 1994, dl the rights, ligbilities and the Own Affairs
Housing Boards were transferred  to the South African Housing Fund
(SAHF) in terms of the Housing Arrangements Act of 1993.

The SAHF's purpose is to fund nationa and provincia housing
programmes that are consisgtent with nationd housing policy and
nationa housing delivery gods It dso ams to ensure that funds
gppropriated for housing are used solely for this purpose. Prior to the
2000 Divison of Revenue Act, the funds flowed directly from the
SAHF to the Provincia Housing Development Funds (PHDFS).

The Auditor-Generd reported in 1999 that apart from the 1993/94
financia statements of the former housing ingtitutions, no further
financia statements for the SAHF have been compiled, and that this
jeopardises the accountability process.

No financial statements
for SA Housing Fund
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Housing Fund problems

Appointment of CFO's

From an accountability mint of view, there are a number of problems
asociated with the existing system of transfer of funds between the
SAHF and the PHDFs. These include:

?? Performance reporting is distorted. Reporting is not done on the
actud amount utilissd on actud housng programmes but on
transfers to the SAHF and PHDF's. The impression is created that
the funds dlocated for capita housing projects esch year is the
amount that isin fact utilised.

?? Meaningful monitoring is impossble as tranders ae being
monitored and being equated with expenditure.

?? A dgnificant amount of under spending is taking place, which
results in rollovers taking place, which are not subject to provincia
or netiona treasury oversight.

?? There are dgnificant assets in the various PHDFs that represent
unsold housing stock, rental-housing stock, suspensive sale debtors
and rental debtors.

Steps are being taken to address these concerns:

?? The housing subsidy grant was converted into a conditional grant
for the 2000/01 financid year.

?? All funds recaved by provincia housing departments will now be
deposited into the appropriate provincid revenue fund, improving
accountability over such funds. This includes funds received for
rental.

?? All expenditure incurred with respect to housing will be on budget
This includes expenditure incurred by the respective provincid
housing funds.

?? Together with the Department of Housing, the Nationa Treasury is
working to implement an internationaly accepted classfication to
measure progress in housing programmes.

Implementation of the PFMA

Whilst reforms to the SAHF and PHDFs contribute to improved
financial management, broader public sector reforms set a context for
sustainable change. In particular, the Public Finance Management Act
(PFMA) provides a framework for such reform in government
departments, provinces and public entities. Provincid housing
departments have made some progress in implementing the PFMA
and are expected to regp the benefits in 2001/02.

Table 6.7 shows progress with appointing permanent Chief Financid
Officers (CFOs). There have been five full appointments, four of
which are permanent. Appointments have al been ether a Chief
Director or Director level.

A Housng CFO forum was established recently to build financid
management capacity. It provides a vehicle for peer-learning, shaping
best practice, improving monthly budget reporting and facilitating
pro-active problem-solving. Further, the CFO forum is expected to
develop criticd documents around risk management strategy, fraud
prevention and audit charters.
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Almogt al provinces adopted a shared sarvice arrangement or
centralised audit committee, and seven of nine provincid housing
departments have aso established internal audit units. This puts these
housing departments in a postion to goply more effective auditing
and financia controls, and represents another step towards improving
accountable and transparent governance.

Table 6.7: Summary of CFOs appointed in provincial housing

departments

Province ~ Full Nature of Level of

appointment appointment appointment
Eastern Cape No A D
Free State No A D
Gauteng Yes P CD
KwaZulu-Natal No A CD
Mpumalanga Yes P D
Northern Cape No A D
Northern Yes C CD
Province
North West Yes P CD
Western Cape Yes P D
Total 5/9 4P+1C+4A

Permanent Appointment =P Director = D

Contract Appointment = C

Acting CFO = A

Chief Director = CD

Table 6.8 shows that seven provincial housing departments have
adhered to the deadlines of submitting financid datements to the
Auditor-Genera within two months after the end of the financid year.
The exceptions, Free State and Northern Cape, submitted theirs before

14 June 2001.

Table 6.8: Submission of financial statements by 31 May 2001

Provinces Vote Submitted Department submitted
number after deadline but

Yes/No before 14 June 2001

Eastern Cape 7 Yes N/A
Free State 8 No Yes
Gauteng 7 Yes N/A
KwaZulu-Natal 8 Yes N/A
Mpumalanga 12 Yes N/A
Northern Cape 9 No Yes
Northern Province 19 Yes N/A
North West 9 Yes N/A
Western Cape 8 Yes N/A

Early submission of
financial statements
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Major portion of network
falls under provinces

Table 6.9: Road Network

Roads and transport

South Africa has one of the most extensive road networks in Africa,
totalling over 500 000 km. All three spheres of Government play a
role in managing the maintenance, rehabilitation and development of
this network. Approximately 223128km fdl under provincid
authorities, and an estimated 7 200 km within the nationa road
network under the South African Nationa Roads Agency (NRA).
Loca government manages the rest.

Table 6.9 provides a summary of the road network by nationa and
provincid authority. All nationd roads, and about 25 percent of
provincid roads are paved. The balance is gravel. Paved roads carry
about 91 percent d daily traffic. A significant portion of gravel roads,
largely in rurd aress, is utilised by non-urban users on a daily basis.
Larger shares of poor to very poor gravel roads are located in rurd
provinces.

Road Authority Area (km?) Paved Gravel Total Total Km of % Total No. of
road paved km of road vehicles per
density road per per km of paved
population  population road
Eastern Cape 169 600 5571 3639 41 967 0,25 0,9 6,7 11
Free State 129480 7128 21600 28 728 0,22 2,7 10,9 16
Gauteng 18810 3411 1485 4 896 0,26 0,5 0,7 524
KwaZulu-Natal 92180 6730 34530 41 260 0,45 0,8 49 23
Mpumalanga 78370 6627 9258 15 885 0,20 2,4 57 26
Northern Cape 361800 5481 21880 27 361 0,08 6,5 32,6 14
Northern 123280 6481 16 418 22 899 0,19 1,3 4,6 7
Province
North West 116 190 6 869 16 303 23172 0,20 2,0 6,9 12
Western Cape 129370 6340 10 620 16 960 0,13 1,6 43 69
National - 7200 - 7 200 - - 0,2 -
Total 1219080 61838 168490 230328 0,19 15 57 30
Percentage
Shares
Eastern Cape 13,9% 9,0% 21,6% 18,2%
Free State 10,6% 11,5%  12,8% 12,5%
Gauteng 1,5% 5,5% 0,9% 2,1%
KwaZulu-Natal 7,6% 10,9%  20,5% 17,9%
Mpumalanga 6,4% 10,7% 5,5% 6,9%
Northern Cape 29,7% 8,9% 13,0% 11,9%
Northern 10,1% 10,5% 9,7% 9,9%
Province
North West 9,5% 11,1% 9,7% 10,1%
Western Cape 10,6% 10,3% 6,3% 7,4%
National - 11,6% - 3,1%

Source: Provincial treasuries and departments

37% of vehicles

in Gauteng

On average, there are gpproximately 5,7 kilometres of provincid and
national road per person, with the average for paved roads a 1,5 km.
Levels of congegion are relatively high in Gauteng, reflected on
average 524 cars for every kilometre of provincia road. Nationd
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roads in Gauteng ae more utilised and more congested than in other
provinces. The level of congedtion in the Northern Province is
relatively low at an average of 7 cars per kilometre. Reguirements for
maintenance and rehabilitation will therefore be higher in Gauteng
than in Northern Province.

Table 6.10 shows the number of vehicles in each province and the
provincid didribution of vehicles and population. Vehicle numbers
across provinces reflect the level of economic activity and incomes
per province rather than population distribution. The wedthier and
more urban provinces of Gauteng and Western Cape have reatively
higher per capita vehicle ownership. For indtance, Gauteng has
37,4 percent of dl vehicles and only 18,1percent of the population.
By contrast, Eastern Cape has only 6,8 percent of the nation’s vehicles
but 15,5 percent of its population.

Table 6.10: Motor vehicle numbers, 1 April 2001

Type of vehicle (‘000) EC FS GP KZN MP NC NP NwW wcC Total
Light 405 350 2267 820 329 308 127 237 1037 5882
Heavy 32 34 165 85 38 36 11 30 60 491
Other 29 67 131 60 46 42 14 21 78 489
Total 467 451 2564 966 412 386 152 288 1175 6 861
Percentage of prov total

Light 86,8% 77,5% 88,4% 849% 79,7% 799% 836% 824% 88,3% 85,7%
Heavy 69% 75% 64% 88% 92% 93% 73% 10,3% 5,1% 7,2%
Other 62% 149% 51% 63% 11,1% 10,9% 9,1% 7,3% 6,6% 7,1%
Total 100,0% 100,0% 100,0% 100,0% 100,0% 100,0% 100,0% 100,0% 100,0%  100,0%
Percentage of vehicle total

Light 59% 51% 33,0% 120% 48% 45% 1,9% 35% 151% 85,7%
Heavy 05% 05% 24% 12% 06% 05% 0,2% 0,4% 0,9% 7,2%
Other 04% 10% 19% 09% 07% 0,6% 0,2% 0,3% 1,1% 7,1%
Total 6,8% 6,6% 37,4% 14,1% 6,0% 5,6% 2,2% 42% 17,1%  100,0%
Percentage of Population 15,5% 6,5% 18,1% 20,7% 6,9% 21% 12,1% 8,3% 9,7%  100,0%

Source: National Traffic Information System

Expenditure on road infrastructure

Expenditure on road infrastructure in the provinces up to 2000/01 was
funded primarily through the provincid equiteble share and to a
limited extent through provincid own revenue. From 2001/02, the
supplementary  infrastructure  conditiona  grant  complements
provincia funds as pat of it is earmarked for provincid roads.
Expenditure on nationd roads is funded by nationd government
transfers and user charges.

Table 6.11 shows that, for the period 1997/98 to 2000/01, over
R12 billion was spent on naiond and provincid roads. Tota
spending on provincid roads increased a an annua average nomind
rate of 54 percent from R2,7hillion in 1997/98 to R3,1 hillion in
2000/01. Although showing fairly strong growth on a year on year
bass, road expenditure accounted for only 2,9 percent of tota
provincid expenditure in 2000/01. Tota nationd spending on non-toll

Greater shifttowards
infrastructure spending
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Nominal increases, but
low real spending

nationa roads increased by an annual average rate of 4,3percent from
R532 million in 1997/98 to R701 million in 2000/01.

Tota provincid expenditure grew sgnificantly between 1997/98 and
2000/01. KwaZulu-Natd, Eastern Cape and Northern Province project
to spend an increased share of their total budget for road development
over the MTEF, while spending shares in other provinces remain
relaively congtant. The sharp increase in 2000/01 may be attributed to
the increased dlocation for the rehabilitation of road infrastructure
damaged during the 1999/2000 floods. Mpumalanga, Northern
Province and KwaZulu-Natd receved additiond dlocaions to
address flood damages. Provincid spending on roads has been
duggish in the three years to 2000/01, only growing at a real average
annua rae of 1,1 percent. This may be attributed to the
reprioritisation of budgets towards social services.

Table 6.11: Spending on national and provincial roads

Actual Estimated Medium-term Estimates

Provincial R'million Actual

1997/98 1998/99 1999/00 2000/01 2001/02 2002/01  2003/04
Eastern Cape 404 238 154 288 560 1148 1131
Free State 241 289 186 165 224 261 290
Gauteng 252 374 405 363 425 483 495
KwaZulu-Natal 565 371 505 655 810 854 1010
Mpumalanga 164 203 182 216 152 182 277
Northern Cape 127 102 9% 104 121 134 142
Northern Province 233 167 325 586 439 577 658
North West 292 267 227 258 184 193 203
Western Cape 417 334 347 525 493 610 623
Provincial 2 695 2 346 2427 3160 3407 4 442 4828
spending
National spending 532 698 923 715 1055 1192 1295
TOTAL 3227 3043 3350 3875 4462 5634 6123
Percentage of total provincial expenditure
Eastern Cape 2,5% 1,5% 0,9% 1,6% 2,9% 5,5% 5,1%
Free State 3,5% 4,1% 2,8% 2,2% 2,7% 3,0% 3,2%
Gauteng 1,6% 2,3% 2,4% 2,0% 2,1% 2,2% 2,2%
KwaZulu-Natal 2,9% 2,0% 2,6% 3,0% 3,4% 3,3% 3,6%
Mpumalanga 2,7% 3,3% 2,8% 3,1% 1,9% 2,1% 2,9%
Northern Cape 5,4% 4,3% 3,9% 4,0% 4,3% 4,4% 4,3%
Northern Province 2,0% 1,4% 2,6% 4,1% 2,8% 3,4% 3,7%
North West 3,8% 3,4% 2,8% 2,8% 1,9% 1,9% 1,8%
Western Cape 3,9% 3,2% 3.2% 4,6% 4,0% 4,6% 4,5%
Average 2,6% 2,4% 2,2% 2,9% 2,8% 3,4% 3,5%

Source: Budget statements

Soending on new roads
and major rehabilitation

On average, 33 percent of total spending on roads between 1997/98
and 2000/01 was on new roads and magjor rehabilitation. For 2000/01,
spending in this category was reatively high in Gauteng, KwaZulu-
Natal, Northern Province, North West and Western Cape.
Disproportionately  higher spending in Northern Province might be
atributed to the 1999/2000 floods. Nationa government spending on
non-toll national roads was R263 million in 2000/01.
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Between 1997/98 and 2000/01, 26 percent of provincid spending on
roads was on routine maintenance. Of the more rura provinces,
KwaZulu-Natal showed consstent growth in spending between
1997/98 and 2000/01 with Eastern Cape showing substantiad growth
in 2000/01. Nationd government spending on routine and periodic
maintenance on norttoll nationa roads was R417 million.

Medium-term estimates

The 2001 Budget marks a turnaround in provincid infrastructure
spending in genera and is expected to have a podtive impact on
budgets for roads over the MTH-. Provincid spending is projected to
grow a an annual average rate of 152percent to R4,8 hillion in
2003/04. For 2001/02, it is projected that total provincid spending
would be R3,4hillion which is 7,8 percent higher than in 2000/01
The mgjor increase of 30 percent is to occur between 2001/02 and
2002/03. Spending in real terms is expected to recover and grow at an
annua average rate of 9 percent between 2001/02 and 2003/04.

Spending on provincid roads in Eastern Cape, Free State, KwaZulu-
Natd, Northen Cape and Western Cape is anticipated to grow
strongly while Gauteng, Mpumalanga and North West show moderate
growth. For 2001/02, provinces project to finance the maintenance
and rehabilitation of over 2 868 km of roads of which 1 398 km is
paved and 1 470 km is gravel. Table 6.12 gives a breskdown of
projects for 2001/ 2002.

Table 6.12: Proposed projects for 2001/02

Kilometers of road

Paved roads Gravel roads Total
Eastern Cape 31 49 80
Free State 75 90 165
Gauteng 235 65 300
KwaZulu-Natal 55 650 705
Mpumalanga 29 110 139
Northern Cape 150 300 450
Northern Province 216 123 339
North West 130 83 213
Western Cape - - -
National ar7 - 477
Total 1398 1470 2 868

There is an dmogt even tota expenditure between paved and grave
roads, whilst traffic distribution is substantialy lower on gravel roads.
Given low levels of usage of gravel roads, it is anticipated that the
large proportion of spending on gravel roads is targeted a providing
better road accessto the rural population.

Spending on routine
mai ntenance

Recovery in real
pending

New projects

Better access roads for

rural population
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Road backiogs

Implementation of policy

and gtrategy

Impact of spending on road infrastructure development

The dow budget growth contributed to the overdl deterioration of
roads and the increese in maintenance, rehabilitation and new
congtruction backlogs.

The edtimated cogt, according to provinces, to meet backlogs in road
infrastructure development is R23 hillion. Approximeatdy 53 percent
of the backlog is identified as mantenance and rehabilitation
spending; 28 percent is associated with upgrading, and 19 percent is
for new roads. The backlog is high across provinces.

Over R10hbillion per annum is required to address the backlog over
Syears. Of this, over R4 hillion and R5,8billion per annum is needed
respectively to eradicate maintenance and rehabilitation backlogs and
annual needs over 5 years. The backlog estimate is high a R6hillion
in Eastern Cape, and is on average R3billion in each of Free State,
KwaZulu-Nata, Mpumaanga and Northern Province. Allocations for
2001/02 will not meet the backlog. Provinces where backlogs are
higher seem to dlocate relatively less funds to road development than
provinces where backlogs are lower.

Bus and Rail subsidies

In addition to road infrastructure deveopment, Government aso
oversees the payment of bus and rall subddies, provides support
information and research services; promotes planning for intermodal
land trangport infrastructure and operations, and aso manages the
Urban Transport Fund. While bus and rail subsdies are currently a
national function, the beneficiaries of each service are a provincia or
local level. Nationd transport policy is to devolve these funds to locd
government or transport authorities in future. Table 6.13 shows
nationd expenditure trends on policy, strategy and implementation
between 1997/98 and 2003/04.

Table 6.13: Expenditure on policy, strategy and implementation

Policy, Strategy and Actual Estimated Medium-term Estimates
implementation Actual

(R'million) 1997/98 1998/99 1999/00 2000/01| 2001/02 2002/01  2003/04
Bus Subsidies 1088 1154 1323 1449 1542 1657 1734
Rail Subsidies 1212 1 405 1595 1727 1716 1791 1912
Urban Transport Fund 202 37 30 22 38 40 42
Other 301 71 30 54 81 100 82
Total 2804 2 667 2978 3252 3378 3587 3770
Percentage growth 5% 5% 12% Y% 4% 6% 5%
As % of total national
transport budget
Bus Subsidies 30,2% 32,5% 32,6% 34,9% 33,2% 33,2% 32,8%
Rail Subsidies 33,6% 39,5% 39,3% 41,6% 36,9% 35,9% 36,1%
Urban Transport Fund 5,6% 1,0% 0,7% 0,5% 0,8% 0,8% 0,8%
Other 8,4% 2,1% 0,7% 1,3% 1,7% 2% 1,5%
Total 77,8% 75,1% 73,3% 78,3% 72,7% 71,8% 71,3%
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Bus subsidies support low-income households displaced from magjor
metropolitan areas by historica apartheid laws and thus using mgor
bus routes in provinces. These subsidies conditute on average
33pecent of totd expenditure of the nationd Department of
Transport's budget. They increased a an annud average rate of
10 percent from R1,1 hillion in 1997/98 to R14billion in 2000/01.
Spending is projected to grow 6,4percent between 2000/01 and
2001/02 and a an annud average rate of 6,2percent to R1,7hillionin
2003/04. Table 6.13 shows the bus subsidies dlocated to provinces
between 1997/98 and 2003/04, and hat the mgor dlocaions go to
Gauteng, KwaZulu-Natal, Western Cape and Mpumaanga. Nationa
government retains part of the dlocation as a monitoring fee, hence
the figures in table 6.14 reflects the net dlocation to provinces, as
opposed to the totd figuresin table 6.13.

Table 6.14: Bus subsidies between 1997/98 and 2003/04

Estimated
Actual

L Actual
Provincial

R'million

Bus subsidies

Medium term Estimates

1998/99 1999/00 2000/01 2001/02

2002/01 2003/04

Eastern Cape 38 41 46 50
Free State 65 72 81 87
Gauteng 471 488 551 595
KwaZulu-Natal 225 289 326 352
Mpumalanga 103 121 137 148
Northern Cape 4 4 5 5
Northern Province 64 44 50 54
North West 27 18 21 22
Western Cape 157 171 193 209

54 56
93 98
637 665
377 394
158 165
5 6
58 60
24 25
233 233

TOTAL 1154 1248 1409 1522

1639 1702

Rail subsdies conditute on average 37 percent of tota expenditure on
the national Department of Transport's budget. These subsidies
increased a an annud average rate of 12 percent from R1,2 billionin
1997/98 to R1,7 hillion in 2000/01. Spending is projected to decline
by 1percent between 2000/01 and 2001/02 and to grow at an annud
average of 4 percent to R1,9billion in 2003/04. The Rail Commuter
Corporation projects spending R450 million on ceapitd over the
MTEF. Of this, R275 million is for routine capita expenditure and
R175 million is to fund rolling stock refurbishment. It is anticipated
that 176 coaches will be renewed during the first two years at a cost of
R360 million. A new long-term recapitdisation programme is in the
making, to improve rail safety and enhance ral trangport as a viable
public transport dternative.

The Urban Transport Fund mainly finances the implementation of
trangport infrastructure in metropolitan transport areas. Spending on
the fund amounted to R22 million in 2000/01 and is anticipated to
grow to R42 million in 2003/04.

Rail subsidies

Urban Transport Fund

9
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Sources of revenue for roads

Provincid road infrastructure is funded through nationd transfers and
provinces own revenue. The transfers include the equitable share and

Roads revenue key for
provinces ‘ own income

the supplementary infrastructure dlocation, while provinces derive
own revenue from fees as prescribed by the Roads Traffic Act and

asociated  regulations.  Nationa

road infrastructure is funded by

national government through transfers from the national Department
of Trangport. Concessions and toll fees levied complement nationa
government funding. Table 6.15 provides perspective on the revenue
collected in terms of the Act.

Table 6.15: Revenue collected in terms of the Road Traffic Act

Actual Estimated Medium-term estimate
actual

R million 1997/98 1998/99 1999/00 2000/01 | 2001/02 2002/03 2003/04
Eastern Cape 62 53 59 62 12 4 48
Free State 79 87 103 137 110 114 116
Gauteng 388 413 528 572 516 549 580
KwaZulu-Natal 247 275 305 352 329 344 378
Mpumalanga 74 55 65 79 74 79 85
Northern Cape 28 26 37 44 50 54 57
Northern Province 35 40 43 60 50 54 82
North West 59 55 76 93 141 146 161
Western Cape 226 251 299 344 428 492 565
Total 1198 1256 1514 1745 1739 1875 2071
Percentage growth

Eastern Cape -14,5% 12,0% 4,6% -32,5% 7,0% 7,0%
Free State 11,1% 18,1% 32,9% -19,9% 3,6% 2,0%
Gauteng 6,4% 27, 7% 8,5% 9,8% 6,2% 5,7%
KwaZulu-Natal 11,3% 10,9% 15,7% 6,6% 4,6% 9,9%
Mpumalanga -24,7% 16,6% 22,6% 6,5% 6,0% 8,0%
Northern Cape -7,7% 42,2% 20,3% 12,3% 7,8% 71%
Northern Province 14,4% 7,6% 40,8% -17,2% 8,0% 51,1%
North West -6,7% 37,2% 21,9% 51,5% 3,6% 10,3%
Western Cape 11,0% 18,9% 15,1% 24,3% 14,9% 14,9%
Average 4,9% 20,5% 15,2% 0,3% 7,8% 10,5%
Percentage of total own revenue

Eastern Cape 27,6% 12,5% 15,8% 15,6% 12,5% 12,1% 11,9%
Free State 30,0% 34,8% 39,4% 44,9% 41,5% 41,5% 41,5%
Gauteng 43,1% 44.5% 50,5% 49,0% 49,6% 49,6% 49,3%
KwaZulu-Natal 38,5% 63,5% 49,7% 39,0% 55,9% 53,2% 53,1%
Mpumalanga 28,6% 28,6% 17,8% 51,1% 35,3% 34,9% 37, 7%
Northern Cape 27,4% 32,9% 46,8% 66,8% 60,6% 61,6% 61,8%
Northern Province 17,2% 13,5% 17,3% 18,8% 15,4% 15,4% 18,8%
North West 19,6% 18,2% 23,7% 21,8% 38,2% 38,5% 40,4%
Western Cape 40,1% 47,7% 40,8% 44,5% 61,9% 63,7% 65,5%
Average 34,6% 36,6% 37,5% 38,6% 44,6% 44,6% 45,2%

Source: FMS and Budget Statements
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The volaility of growth rates in road traffic revenues can be partly
explaned by a revison of fee schedules and the inconsisgtency in

payments by a collecting agent.

Western Cape projects a rdatively higher share of road traffic
revenues as apercentage of tota own revenue, from about
44,5 percent in 2000/01 to 65,5 percent in 2003/04. In contrast,
Eastern Cape averages about 12 percent per year over the MTEF.

Teble 6.16 deals road traffic revenues collected between
1 April 2000 and 31 March 2001. In generd, fees can be divided into
four categories. Motor vehicle licences include both vehicles and
trailers while operator licences include both driver's licences and
learner permits. Other fees are for roadworthy testing and motor
vehicle regidraion. Motor vehicle licenang fees generate at least
80 percent of total road traffic revenues, except in Northern Province
where it is about 70 percent. Operator licences generate another
11 percent of revenue, with an exceptiondly large proportion of about
24,4 percent in Northern Province.

Table 6.16: Road Traffic Act Fees collected, 2000/01

Categories of Road
Traffic Act fees

R million EC FS GP KZN MP NC NP NW wC Total
Motor vehicle licences 94,2 1126 564,8 306,5 105,7 41,2 52,7 88,9 326,0 1692,7
Operator licences 16,3 13,7 69,2 40,9 15,3 4,9 18,4 15,0 34,1 227,8
Roadworthy 1,4 2,5 6,1 0,5 31 1,5 1,0 1,8 4,9 22,6
Vehicle registration 3,9 5,6 58,9 11,6 58 2,1 15 59 17,8 113,0
Other 2,6 1,7 3,1 12,2 2,0 0,7 1,8 2,9 7,9 34,9
Total 118,3 136,1 702,1 371,7 131,9 50,4 75,4 1144 390,7 2091,1
Percentage shares

Motor vehicle licences  79,6%  828% 804% 825% 802% 81,7% 698% 77,7%  834% 80,9%
Operator licences 13,%8 10,1% 99% 11,0% 11,6% 98% 244% 131% 8,7% 10,9%
Roadworthy 1,2% 1,8% 0,9% 0,1% 2,3% 2,9% 1,3% 1,6% 1,3% 1,1%
Vehicle registration 3,3% 4,1% 8,4% 3,1% 4,4% 4,2% 2,0% 5,1% 4,6% 5,4%
Other 2,2% 1,3% 0,4% 3,3% 1,5% 1,3% 2,4% 2,5% 2,0% 1,7%
Total 100,0% 100,0% 100,0% 100,0% 100,0% 100,0% 100,0% 100,0% 100,0% 100,0%

Source: National Traffic Information System

Note: The totals in tables 6.15 and 6.16 for 1999/2000 differ as they are based on different sources. Generally, FMS amounts
are lower than NaTIS amounts and the differences are due to timing and deduction of commissions.

Motor vehicle licence fees

Motorists arerequired to pay vehicles licence fees on an annua bass,
based on the weight of their vehicle Table 6.17 outlines the fee
sructure of the different provinces. The principle behind setting
higher rates for bigger vehicle weights is that road damage and,
therefore, maintenance costs are directly related to vehicle size. Fees
rise in line with vehicle weight, but increase exponentidly by more
than 50 percent at the 5000kg mark. There is alarge number of motor
vehicle fee categories, differing across provinces, and varying from
over R26 829 for a double-decker bus in Free State to R40 for a small
traler in Northern Province. Sedan car licenses could cost anything
between R79 for a Citi Golf in the Northern Province to R393 for a

Higher feesfor
bigger vehicles
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Monitoring

BMW 735 in Western Cape. Generaly, Northern Province charges
less than other provinces.

Condderable effort has gone into improving the monitoring of
licensing fees. The Nationa Traffic Information System (NaTlS) can
list the vehicle licences that are coming up for renewa. Using this
information, most provinces send out renewal notices to motorists.
The system can dso identify non-complying motorists and calculate
the outstanding revenues, including pendties. On average about
8 percent of road traffic revenue is made up of penaties and arrear
payments.

Table 6.17: Comparison of motor vehicle licence fees, 1 September 2001

Rand Tare (kg) EC FS GP KZN MP NC NP NW WC
Cars

Citi Golf 844 96 122 114 114 135 135 79 114 189
MercedesBenz C230 1410 153 168 180 210 171 213 119 180 309
BMW 735/A 1860 204 207 252 297 243 285 172 252 393
Trucks

Nissan (1 tonne) 1239 123 140 126 162 129 168 92 126 228
Toyota Dyna (5 tonne) 2 260 318 309 372 426 360 438 251 372 621
Toyota Dyna (10 tonne) 4 460 795 768 948 1065 906 1101 634 948 1512
Peterbuilt (cab only) 8340 3516 4005 4194 4692 4044 4869 2805 4194 6003
Trailers

Venter 200 45 59 60 75 72 63 40 60 165
Afrit (10 tonne) 3300 882 1287 1032 1182 603 1221 704 1032 972
Afrit(20 tonne) 6610f 2400 2730 2838 3210 2691 3321 1916 2838 4080
Multi-passenger

Toyota Hiace (combi) 1560 183 189 216 252 216 252 145 216 348
Passenger bus 10 252 5208 5970 6198 6951 5988 7209 4158 6198 8769
Double-decker bus 16960| 12760 26829 15108 17052 14421 17295 10672 15108 23205

Source: National Traffic Information System

Local governments as

agents

Tolls help fund national

roads

Agents

All provinces, except Free State, appointed agents to administer
licendng and related activities covered by the Road Traffic Act.
Provinces generdly use their respective locad authorities for these
tasks, but some aso employ magistrates offices, Home Affairs
offices, post offices and private agents. KwaZulu-Natd, in particular,
uses post offices in addition to its local authorities, thereby creeting
competition in the appointment of agents. Free State is the only
province to have developed its own internd infrastructure. In totd,
there are over 400 registering authorities across the country.

Toll roads

Toll roads and concessions are complementary sources of revenue that
contribute to the maintenance of the national road infrastructure and
reduce the pressure on the fiscus. Just over 29 percent of nationd
roads are under toll or concession and the funds generated are used to
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repay loans and maintain the roads covered by the toll. The remaining
national network is maintained by the fiscus.

Tolling may have negative externdities with financid implications for
the maintenance and rehabilitation of roads under provincid or locd
government authority. Toll roads sometimes change the behaviour of
road users in that they use dternative routes. Often these dternative

routes fal under provincid and locd government authority and may
leed to additiona maintenance costs.

Service Delivery Measures

For 2002/03, measurable objectives, service delivery measures and
targets for each programme must be included in budget submissions
(including Strategic Plans) and be reflected over the MTEF. It is
expected that by 2004/05 this information will more accurately
describe how public funds are being used. For now, it is expected that
output measures in roads development would concentrate on quantity.
Possible serviceddivery indicators would include information on:

?7? thetime it takes to evaluate and gpprove projects

?7? projects gpproved and started

?7? kilometers of roads maintained or rehabilitated

?7? kilometers of new roads built

?? number of bridges maintained, rehabilitated a constructed.

Conclusion

Both housing and transport pose considerable chalenges to provinces.
Spending in both sectors has recently been duggish, but inditutional
reform and new dlocations should facilitate upward trends. The needs
are condderable, and provinces face the chalenge to postion
themsalves to meet this need more assertively. They adso have to
develop measures of their performance that would ensure effective
gpplication of resources to an improved built environment. Both
sectors have to work closdy with the nationa and locd spheres to
achieve this.

Negative externality
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Cross-sectoral issues in the
provinces

The previous five chapters focused on the biggest sectors of
provincid service ddivery. This chepter deds with more generd
issues that transcend sectors and departments, personnd, ingtitutional
issues impacting on infrastructure development, conditiona grants
and financia management, including the implementation of the Public
Finance Management Act.

Personnel issues

Many of the key services deivered by provincid governments are
labour intensve. Of the 1 million civil servants employed by nationd
and provincid government, provinces employ over 70 percent.
Personnel  spending consumes almost 60 percent of totd provinciad
budgets, and over 64 percent of hedth and 89 percent of education
expenditure.

Public policy over the past four years has sought to maintain a balance
between stabilisng personnd expenditure at the provincid level while
increasing resources for recurrent non-personnel and capital spending.
This objective was key in gabilisng provincid finances and
improving the qudity of services ddivered.

As provincia budgets grow in red terms over the MTEF, the
chdlenge is to incresse personnd expenditure moderately. This
increese in spending would make it possble to recruit and retain
employeeswith essentia skills especidly in hedth.

Trends in provincial personnel management

Provinces, in genera, have been successful in reducing the personnd
component of their expenditure. Table 7.1 shows that this has moved
from a high of 59 percent of totd provincia spending in 1998/99 to
about 57,3percent in 2000/01. The effect of this success is that
provinciad budgets are more baanced, releasing resources for
complementary inputs such as textbooks, medicine and maintenance.
Further evidence of these successes can be measured in the growth of
capitd spending in 2000/01.

This has been a dgnificant achievement, as the 1996/97 sdary
agreement in the public sector — while giving effect to the
conditutiond tipulation of one unified public service — created
upward cost pressures.

Following the agreement, personnel spending in 1996/97 rose by
11,3 percent above the inflation rate. This was negotiated in the same
fiscal year that Government announced its macroeconomic

Provincial services
highly labour intensive

Sahilising personne

expenditure

Increased employment
and sills retention

1996 Salary agreement
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framework, which saw an emphasis on a lower deficit. The net result
was a decrease in other categories of spending. This negatively

affected service ddivery.

Table 7.1: Provincial expenditure by economic classification

Actual Estimated Medium -term estimate
actual
R million 1997/98 1998/99 1999/00 2000/01 2001/02 2002/03 2003/04
Personnel 53 925 56 643 58593 63 024 67166 70913 74 828
Capital 8131 6 218 6426 7642 11199 12 987 14 077
Transfers 21 683 21534 21614 23 940 25223 27 444 29 517
Other recurrent 12 226 11 607 12959 15 429 16 885 18 695 20 677
Total 95 965 96 001 99592 110 035 120473 130 039 139 099

Decreasein personnd
numbers

Foending cutslargest in
Gauteng and W. Cape

Employee numbers
decreased by 8,5 percent

Largest decreasein
numbers in KZN

Between 1997/98 and 2001/02, personne spending declined by
approximately 0,9 percent a year in rea terms. The number of people
employed by provinces declined by 85percent, or about 3percent a
year. This implies that provinces managed to contain personnel
expenditure, mainly through voluntary severance and natura attrition.

During this period, unit labour costs continued to increase in red
terms by 1,2 percent a year. The main contributor to this increase was
rank and leg promoations in hedth departments and once off severance
packages in education departments. Rank and leg promotions are
automatic promotions from one rank to another without a department
necessarily needing anyone a a higher rank or having a vacancy a
that rank or even having the resources to effect the promotion. This
system of automatic promotions has been terminated, but promotion
backlogs Hill exidt.

Table 7.2. shows that from 1997/98 to 2000/01, Western Cape and
Gauteng made the biggest strides in reducing personnel spending with
red annud average reductions of 4,7 percent and 2,2 percent
respectively. Mpumaanga increased personnd  expenditure in red
terms by about 1,1percent a year, while the remaining six provinces
experienced red declines under 1 percent a year.

Provinces were able to reduce personnd spending principaly through
a decrease in the number of people employed. These numbers
declined by 69 166 or 8,5 percent from 1997/98 to 2001/02. Of the
reduced employment level, about 30000 were educators, 14 000
health workers and 25 000 non-social service employees. Some of the
non-socid service employees were transferred to loca governments,
particularly in former R293 towns, aong with grants from provinces
to locd authorities to cover salaries.

KwaZulu-Natd managed to reduce their personnd numbers by
11,4 percent between 1997/98 and 2000/01. Gauteng, Western Cape,
Eastern Cape and Free State dl reduced their numbers by more than
8 percent. Western Cape, Northern Cape and Gauteng managed to
reduce unit labour costs, while the other six provinces saw increases
in their average cost of labour. A negative consequence of this
reduction may be that these provinces replaced experienced educators
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with less quaified and less experienced educators, thereby reducing
the average cog, but possibly compromising quality.

Table 7.2: Provincial personnel expenditure 1997/98 to 2003/04

Actual Estimated Medium term estimate
actual

Rmillion 1997/98  1998/99  1999/00 2000/01 | 2001/02  2002/03  2003/04
Eastern Cape 8837 9305 10238 10 661 10 938 11159 11746
Free State 3875 4186 4290 4629 4855 5078 5367
Gauteng 8815 9151 9185 9930 10 872 11698 12401
KwaZulu-Natal 10 586 10 778 11 190 12 300 13370 14 177 15 038
Mpumalanga 3336 3619 3882 4168 4291 4 552 4 836
Northern Cape 1087 1142 1236 1307 1441 1531 1617
Northern Province 7 559 8 302 8 370 9 065 9 302 9982 10 483
North West 4432 4748 4 899 5 305 5428 5752 6 040
Western Cape 5798 5817 5767 6 122 6 669 6 984 7 300
Total * 54 325 57 049 59 056 63 487 67 166 70913 74 828
* Includes personnel grants earmarked for Tocal government up to 2000/01

The number of people employed in each province per one thousand

citizens raises some contradictions. For example, Gauteng employs

just 13,9 people per 1000 resdents as opposed to the Northern

Province's 21,1. However, Gauteng has 5,5 health workers per 1 000

people wheress the Northern Province has just 4,4. Gauteng has an

average learner:educator ratio of 30,9 and the Northern Province 33,5.

While the Northern Province is overdaffed rdative to Gauteng, they

have fewer hedth workers and educators. The bulk of this

overdaffing is in departments such as agriculture, public works and

roads.

The red effect of these distortions is that while Gauteng can afford to Impacts on capital

have a capital budget of dmost R2hillion, the Northern Province has budgets

a cgpitd budget of just one quarter of that. Unless Northern Province
is able to reduce staff numbers in non-socid sectors, it will not be able
to employ more educators, hedlth workers or alocate more to capita
expenditure. Provinces that display a similar distorted pattern of
employment to Northern Province are Free State, Eastern Cape, North
West and KwaZulu-Natal. Table 7.3 provides a sectord anaysis of
provincia staff.

The composition of gaff in a province provides some insight into
personnel issues. Whilst the average proportion of staff in the three
non-socia sectors is about 14,6 percent, and totals 106 341, the poor
provinces that include a former homeland have sgnificantly higher
shares of their personnel in the nontsocid sectors. Relaively poor
provinces have higher shares. Northern Province at 23,9 percent (or
26 752), Free State 19,9, North West 18, Mpumalanga 18,4, Eastern
Cape 15,1 and KwaZulu-Nata 10,8 percent. This totas to 93 502
saff, out of 106 341. Provinces without former homeands like
Gauteng only have 59percent of their staff in non-socia services,
and Western Cape 7,3percent. Northern Cape is above average a
11,2 percent, but lowest in actua numbers at 1703.
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Table 7.3: Sectoral analysis of provincial staffing levels 2001

Number of civil Education Health Welfare Other Total
servants

Eastern Cape 75 339 31 050 1695 19178 127 262
Free State 29 338 14 889 1454 11361 57 042
Gauteng 57 272 42 328 2053 6387 108 040
KwaZulu-Natal 78 511 47 361 2210 15498 143 580
Mpumalanga 28 376 11 286 486 9049 49 197
Northern Cape 8888 3942 629 1703 15 162
Northern Province 60 730 23433 846 26752 111 761
North West 36 436 15025 78 11664 63 203
Western Cape 34 440 24 214 1308 4749 64 711
Total 409330 213538 10 759 106 341 739 958
% of total provincial staff in sector

Eastern Cape 59,2 24,4 1,3 15,1 100,0
Free State 51,4 26,1 25 19,9 100,0
Gauteng 53,0 39,2 19 59 100,0
KwaZulu-Natal 54,7 33,0 15 10,8 100,0
Mpumalanga 57,7 22,9 1,0 18,4 100,0
Northern Cape 58,6 26,0 41 11,2 100,0
Northern Province 54,3 21,0 0,8 23,9 100,0
North West 57,6 23,8 01 18,5 100,0
Western Cape 53,2 37,4 2,0 7,3 100,0
Average 55,5 28,2 17 14,6 100,0
Civil servants per 1000 people

Eastern Cape 11,2 4,6 0,3 2,8 18,9
Free State 10,5 53 05 4,0 20,3
Gauteng 7,4 54 0,3 0,8 13,9
KwaZulu-Natal 8,7 53 02 1,7 16,0
Mpumalanga 9,5 3,8 0,2 3,0 16,4
Northern Cape 10,0 4,4 0,7 1,9 17,0
Northern Province 11,4 4.4 0,2 5,0 21,0
North West 10,1 4,2 0,0 3,2 17,6
Western Cape 8,3 5,8 0,3 1,1 15,6
Average 9,7 4,8 0,3 2,6 17,4

The reasons for these digtortions in the balance between socid and
non-socia sectors can be traced to the manner in which provinces
came about. Provinces like Eastern Cape, KwaZulu-Natal, Northern
Province and Mpumdanga that incorporated homeand
adminigrations are overstaffed relative to those that did not have to
integrate with former homeland adminigrations, like Gauteng amd
Western Cape.

The absence of a retrenchment tool made it difficult to adequately
dign employment trends with policy and budget priorities. While
naturd attrition and voluntary severance are useful toadls in rightszing
provincid dructures, they do not dlow for more targeted
interventions in personne management. The amagamation of former
provinces and homeands required such targeted intervention to
manage staff numbers and deployment.
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Table 7.4: Provincial personnel numbers 1997/98 to 2003/04

1997/98 1999/00 2000/01 2001/02  1997/98to  Civil servants per
2001/02 1000 people
Eastern Cape 139 497 136 935 131 857 127 262 8,8% 189
Free State 62 627 61 054 58 509 57042 8,9% 20,3
Gauteng 120 056 112 851 111 495 108 040 -10,0% 139
Kwazulu-Natal 162 092 153 687 148 716 143580 -11,4% 16,0
Mpumalanga 52 043 51 355 50 492 49197 5,5% 164
Northern Cape 15077 14 821 15241 15162 0,6% 17,0
Northern Province 118 182 119 465 113 902 111761 5,4% 21,0
North West 67 688 67 169 64 922 63203 6,6% 17,6
Western Cape 71862 67 940 64 261 64711 -10,0% 156
Total 809 124 785 277 759 395 739958 -8,5% 174
Medium term projections
As with other dements of provincia spending, the 2000/01 fiscd year Personnel spending to

saw personnel expenditure increase by 0,3percent in real terms over
the 1999/2000 level. Six of the nine provinces experienced red
growth in personnel spending, while Eastern Cape, Northern Cape and
Western Cape continued to reduce personnel spending in red terms.
This shift reflects a hedthier budget position in most provinces.

During the MTEF, from 2000/01 to 2003/04, total provincid spending
is projected to grow in rea terms by 2,3percent a year. Personnd

spending is projected to rise by O, 2percent a year over the same
period.

Over the MTEF, hedth personnd budgets should grow faster than
other departments budgets. This should accommodate the payment of
rank and leg promotions backlogs, an expansion of hedth services,
community based care and the response to HIV/Aids. Education
budgets are aso set to grow in rea terms as provinces complete
deploying appropriatdy qudified teachers in formerly disadvantaged
aress.

Personnel budgets in non-socia service departments are st to decline
in red terms due to naturd etrition. If an agreement on a
retrenchment tool is reached with unions, non-socid service personnd
budgets could decline even faster, reeasing more resources for
maintenance and new capital projects, thus paving the way for
improved service delivery.

Attracting Managers and Professionals

The <ills mix of saff in each provincid sector must aso be
reviewed. For example, provinces have 40 percent of senior managers
while employing 70 percent of dl civil servants. Nationd departments
have 60 percent of senior managers while they employ just 30 percent
of gaff. Table 7.5 provides insight into these trends.

grow over MTEF period

Prioritisation of social
services
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Table 7.5 Senior Management Services (SMS) in provinces

Province Head count Cost
SMS Total Percentage SMS Total Percentage

(million) (million)
Eastern Cape 213 127 262 0,17% 183 13 498 1,36%
Free State 156 57 042 0,27% 90 4168 2,16%
Gauteng 411 108 040 0,38% 246 8799 2,80%
KwaZulu-Natal 302 143 580 0,21% 181 10 312 1,76%
Mpumalanga 148 49 197 0,30% 69 3672 1,88%
Northern Cape 131 15162 0,86% 67 4753 1,41%
Northem Province 80 111 761 0,07% 34 1183 2,87%
North West 200 63 203 0,32% 94 7828 1,20%
Western Cape 375 64 711 0,58% 161 5220 3,08%
Total 2016 739 958 0,27% 1125 59 433 1,89%

Training in the public
sector
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For more effective ddivery, adminidrative structures in education,
hedth and socid development services are normaly decentraised
into smaller districts and cost centers. For example, the health sector
provides primary hedth care on a didrict hedth bass, requiring
managers for such districts. The appointment of CEOs for hospitalsto
decentrdise hospitad management will dso require the employment of
more managers.

A second area to address is that of critical professond daff
(specidists and other doctors, professond nurses, mathematics and
science teachers, engineers). Effective and expanded service ddivery
in hedth, education, housng and roads is dependent on the
employment of skilled personnd. To dtract and retain such
professionals, remuneration packages, work conditions and non
remunerative benefits (such as research linkages to universities) will
need to improve.

The problem is even more serious in poorer provinces, where even the
private sector fails to attract sufficient professonds. In order to
recruit and retain skilled professonds, particularly in areas such as
management, finance, 1T, hedth and project management, poorer
provinces may need to pay a premium.

Paolicy to effect a better digtribution between the private and public
sectors, and between provinces, must take account of the emigration
of professionals from South Africa to richer countries like the USA,
UK, Augrdia, Saudi Arabia and the Emirates. The Depatment of
Public Service and Administration is developing policy to attract and
retain saff with scarce skills throughout the public sector, but
focusing on geographic digparities as well.

Policy challenges

Government has prioritised training. The impostion of a skills levy,
and the creation of the various Sector Education and Training
Authorities (SETAS), demonstrates this commitment. Government
aso funds universties and technikons to educate and train students.
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This Review will not ded with these areas of naiond competence,
except to comment on the implications for the provincid sphere.

The nationd Department of Education is shifting teaching colleges
into the universty arena This involves a shift from provincid
education departments to the national sphere. In most instances,
teecher-training colleges are incorporated into higher education
ingtitutions, such as the incorporation of the Johannesburg College of
Education into the University of Witwatersrand. In other cases,
teacher-training colleges have been merged with smaler colleges and
srengthened as free standing training ingtitutions.

The nationd departments of education and hedth are discussng
shifting nurse training from a provincid hedth competence to higher
education inditutions. A further issue relaes to the training of
doctors, and the further training of specidigts. The training of hedth
personnd requires effective coordination between the higher
education sector and the hospita sector, both of which receive
funding for this purpose. Given the exodus of doctors and nurses from
the public sectar, and from the country, South Africa has to train or
recruit professonds to sustain an effective supply for both the public
and private sectors. Similar issues rdlate to training other
professionals, like engineers, IT professonds, and finance.

Thereis dso a need for the public sector to convey its future needs to
higher education inditutions, and to school learners. Given the
reduction in public service employees after 1997, there is a
widespread perception that jobs for teaching, nursing, medica
personnel, engineers are not avalable. This perception is not correct,
as education ingtitutions are no longer training sufficient personne for
future needs. Even where learners are prepared to register for such
courses, the schooling system may not be producing a sufficient
number of students with appropriate learning (eg. with higher grade
maths and science). Whilst bridging programmes at universities can
address some of this gap, a more sustainable solution is to ensure
schools guide learners in their choice of subjects. The conditiona
grants for such training are under review (eg. Hospitd Training
Grant).

As provincid budgets have sabilised, red growth in spending is
projected. However, if provinces went to continue increasing
maintenance and capita programmes and socid wefare grants
beneficiaries, they need to control personnd expenditure.

It is nonethdless not redidtic to expect the same rate of decline in
personnel  expenditure as seen over the past four years. Further,
sarvice ddivery will only improve if more management postions are
created in provinces, and renewed efforts are made to atract and
retain key professonds. Similarly, as the hedth system expands to
cope with the effects of HIV/Aids, hiring more people may become a
necessity. To achieve this, personne spending should grow by
between 1,0 and 1,5percent in red terms over the MTEF period.
Presently, provincia budgets do not cater for rea increases of this
magnitude.

Transfer of teaching
colleges

Personnd spending
should grow moderately
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Provincid governments aso face the costs of backlogs in rank and leg
promotions. In terms of an agreement with public service unions,
Government will pay these backlogs over the next three years. The
estimated cost of promotion backlogs n provinciad hedth departments
is edimated to be aout R300 million, and in wefare depatments
about R200million. From a human resource management and
financid point of view, it is advisable for provinces to make these
outstanding promotions sooner raher that later, since the cost will
increase as time goes on. The payment of these obligations will add
further pressure to provincid personnel budgets, limiting the prospect
of increesing employment in critica aress such as hedth.

One of the mogt serious chdlenges facing the public sector is the
impact of HIV/Aids on its workforce, its productivity and its skills
base. Presently, South Africa is not training enough nurses and
teachers to cope with demand, given reaively high rates of naturd
dtrition and a projected increese in Aidsrelaed desths. The
Department of Public Service and Administration has conducted
extensive research into the possible effects of the disease on the public
sector and ways of managing it. A series of education and awareness
programmes are planned in dl sectors of the civil service. In addition,
a more concerted plan is required to increase training in critical areas
such as education, hedth, policing and justice.

Infrastructure development

South Africa’'s post-gpartheld government inherited considerable
infrastructure backlogs in previoudy neglected aress. This has been
especidly prevdent in education, hedth, housing, clean water, roads
and dectricity, where provincid and locd governments have major
responsihilities. This section will only ded with provincid trends, as
local government infrastructure is dedlt with later. Since provincid
sysems do not accuratdly differentiate between maintenance and
capitd, this chapter largely rders to both when it refers to
infrastructure spending.

Provincid cepitd expenditure is organised into four functiona

categories.

?? Housng — nationa housing grants to provinces, including nationa
grants to households from 1997/98 to 1999/2000, when the
programme was not operated by provinces

?? Roads — condruction and rehabilitation of roads for which
provinces are responsible

?? Social — mainly schools, clinics and hospitals, as welfare has
negligible capitd spending

?? Other — parks, tourism infrastructure, dams, and capitd projects
not classified in other categories.

Faced with many financial pressures, provinces reduced spending on
infrastructure maintenance, rehabilitation, and construction over the
three financid years ending in 2000/01. In recognition of this trend,
the 2001 Budget identified accelerated infrastructure service delivery
as one of its main priorities. A targeted infrastructure initiative,
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including a new conditiond grant, was fecilitated by podtive
economic and financid trends and a dgnificantly expanded

expenditure envelope.

Progress in addressing infrastructure backlogs is set to continue over
the next three years, but significant chalenges remain. Core among
these is the need to improve the inditutiona arangements,
particularly those related to planning and implementation in order to
ensure sound provincia capitd investment.

Historical expenditure trends

Table 7.6 presents a summary of provincia capita expenditure and Congtruction and
sources of funding from 1997/98 to 2003/04. It identifies nationa rehabilitation
funding through grants in housing, hedth, flood reconstruction, and

the new provincia infragtructure conditional grant. It dso identifies

provincid funding for capitd expenditure, mainly from their equitable

share dlocations. This review of expenditure trends is limited to

expenditure for congruction and rehabilitation. Information about

maintenance spending is dispersed, as it is funded from operating

funds and generdly classfied as current/recurrent expenditure. The

table shows that in 1997/98 provincid funding for capitd expenditure

represented 64 percent  (R5,2billion) of totd provincd capitd

expenditure of R8,1 billion. The remaining 36 percent came from the

national housing grant.

Table 7.6: Provincial capital expenditures

Actual Estimated Medium term Estimates
Actual
R'million 1997/98 1998/99 1999/00 2000/01 | 2001/02 2002/01 2003/04
Housing Subsidy 2920 2749 2571 2945 3226 3440 3559
Health - 298 370 492 654 590 633
Hospital Rehabilitation - 87 140 323 500 520 543
Nkosi Luthuli Hospital - 200 189 74 104 - -
Nelson Mandela Hospital - 11 41 95 - - -
Pretoria Academic - - - - 50 70 90
National Treasury - - - 681 1400 1950 2514
Flood reconstruction - - - 681 600 400 200
Provincial Infrastructure - - - - 800 1550 2314
National funding 2920 3047 2941 4118 5280 5980 6 706
As % of total capital expenditure 35,9% 49,0% 45,8% 53,9% | 47,1% 46,0% 47,6%
Provincial funding 5211 3171 3485 3524 5919 7007 7371
As % of total capital expenditure 64,1% 51,0% 54,2 46,1% | 52,9% 54,0% 52,4%
Total Capital expenditure 8131 6218 6426 7642 | 11199 12987 14 077
In 1997/98, capitd expenditure for housing was the only magor National capital
nationd program for cepital expenditure in the provincid sphere. oending grew

Over the three years through 2000/01, nationa funding for provincia
capital projects rose from R2,9hillion to R4,1 hillion, or from 36 to

54 percent of totd provincid capitad expenditure.

In 1998/99, government responded to a criticd need for hospita Critical needs
capacity with new conditional grants for academic hospitals and
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hospital rehabilitation. In 2000/01, mgor flood damage necesstated a
conditiond grant for flood reconstruction as shown in table 7.7.

During this threeyear period, when nationd infrastructure funding
was expanding, provincia infrastructure allocations from own sources
were contracting. Provinces had to ded with substantia deb,
increased personnd costs resulting from policy initiatives of the mid-
1990s, and dower than expected revenue growth. Over the three years
to 2000/01, totd provincid funding for capitd expenditure declined
from R5,2hillion to R3,5 billion.

Given substantial concerns about the overdl downward trend,
government responded with a new infrastructure conditional grant to
provinces. The grant was funded in the 2001/02 MTEF with
R4,7 billion, of which R800 million was appropriated for the 2001/02
financid year.

Table 7.7: Flood reconstruction grant

Budget Estimated Medium-term Estimates
Actual
R million 2000/01 2001/02 2002/01 2003/04
Eastern Cape 90 51 130 70 23
Free State 38 38 128 58 21
Gauteng 10 10 - - -
KwaZulu-Natal 142 97 12 - -
Mpumalanga 241 124 98 90 36
Northern Cape 6 6 7 - -
Northern Province 343 335 196 182 120
North West 25 20 11 - -
Western Cape - - 18 - -
Total 895 681 600 400 200

Trends by province

Reductions in  expenditure for infrastructure construction and
maintenance to ded with budget shortfals are common in public
sector budgeting. South Africa's provinces were no exception to this.
They cut their capitd spending to ded with short-term financid
pressures created by debt, rising personnel costs, and dow revenue
growth. The decline of provincid capitd expenditure and the reversd
of that trend are shown in table 7.8.

Following tota provincia capita spending of R8,1 billion in 1997/98,
capita  expenditure dropped 24 percent to R6,2 hillion the following
year. Eight provinces reduced spending, with Gauteng the only
exception. The next year, 1999/2000, was aso lean, with capitd
expenditure remaining below 1997/98 levels in seven provinces. Only
Gauteng and Northern Province managed to have small increases. For
2000/01, the downward trend was clearly reversed. Capital spending
rebounded with a 19 percent increase to R7,6billion, and dl
provinces spent more than the previous year.
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Actual Estimated Medium-term Estimates
Actual
R million 1997/98 1998/99 1999/00 2000/01 2001/02 2002/03 2003/04
Eastern Cape 745 529 583 732 1304 1919 2112
Free State 627 421 210 313 677 685 709
Gauteng 1424 1542 1780 1832 2580 2909 3064
KwaZulu-Natal 2183 1472 1351 1692 2394 2616 2944
Mpumalanga 729 481 509 605 753 897 920
Northern Cape 207 170 144 170 214 227 258
Northern Province 479 435 626 719 1304 1525 1697
North West 890 431 497 629 963 1131 1278
Western Cape 846 737 725 951 1009 1078 1095
Total 8131 6218 6 426 7 642 11199 12987 14 077

Functional trends

Table 7.9 shows capitd expenditure by function across dl provinces
combined. Only roads and hedth spent more in 1999/2000 than in
1997/98. While podtive accomplishments can be cited, most
infrastructure backlogs increased above levels previoudy measured.
Expenditure has, however, increased in 2000/01 and is set to incresse

subgtantidly in the medium-term.

Table 7.9: Provincial capital expenditure by function

R'million Actual Actual Actual | Est. Actual Medium-term estimates
1997/98  1998/99  1999/00 2000/01 | 2001/02  2002/03  2003/04
Housing 2920 2749 2571 2945 3226 3440 3559
Roads 810 868 918 1675 1772 2310 2704
Social infrastructure 1748 1256 1442 1596 3444 4302 4996
Education 842 481 459 501 1162 1791 2099
Health 906 775 983 1095 2282 2511 2897
Other 2653 1345 1495 1426 2757 2935 2818
Total expenditure 8131 6218 6 426 7642 11199 12987 14077
?? The growth in Hedlth's 2000/01expenditure level was higher than Health
in 1997/98, because it was largely funded from ringfenced
conditional grants for hospital construction and rehabilitation. In
soite of this, over a third of public hospitds 4ill require
replacement or mgor rehabilitation. While there has been a
marked increase in the availability of dectricity a South Africas
over 4 000 primary hedth care facilities, service interruptions in
eectricity, phones and piped water remain a problem a many.
Statistics South Africa surveys show a gradua increase over time
in the use of public hospitals and clinics.
?? Government  spent  over R16 billion on  provincid housing Housing

development between 1994/95 and 2000/01, R11,2billion of
which was spent since 1997/98. This contributed towards the
building of more than 1,1 million housing units accommodating
about 4,9million people. Although surveys conducted by Stetigtics
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South Africa show a seady increase in the proportion of
households living in forma housing, backlogs are gill estimated at
2,2million units.

?? About 223 000 of South Africa's 500 000 kilometres of roads are
under the respongbility of provinces. Only limited amounts were
spent on new roads and rehabilitation, with most spending for
roads devoted to maintenance. Overdl, there was deterioration in
roads and increases in maintenance and rehabilitation backlogs.

?? Capitd expenditure in education between 1997/98 and 1999/2000
sav an average annua reduction of 26 percent. Education capital
expenditure decreased from R842million in 1997/98 to
R459 million in 1999/2000. In spite of these cuts, the number of
school classrooms increased by over 25 000 between 1996 and
2000. Significant progress was aso made in reducing the percent
of schools without sanitation to 17 percent, those with no access to
running water to 34 percent, and those without power to less than
50 percent. But based on the Schools Register of Needs 40 percent
of South Africa's schools still have classroom shortages that total
50 000.

Over the medium-term, provincia capitd expenditure is set to grow
drongly a an average annua rate of 23 percent and is to surpass
R14 billion by 2003/04. It will thus more than double its 1999/2000
level. During this period, the provincid share of funding for capitd
expenditure is expected to rise from R35hillion in 2000/01 to
R7,4billion in 2003/04, a which time the provincia share will be
52 percent of tota capital expenditures.

Strengthening institutional capacity

Success in ramping up expenditure depends on reforming the
ingitutional and funding mechanisms to improve and accderae
infrastructure planning and management. Capita projects involve
long term efforts to plan, design and develop project specifications.
They generdly require extensive consultation, their financing tends to
be complicated, and design, engineering, procurement, tendering, and
other technical issues are often complex. All these factors can delay
project planning, financing, management, and implementation.

South Africd's provincia governments are relatively new spheres of
govanment. Their politicd and administration saff do not aways
have extendve experience with ceapitd project planning and
management. Shortfdls in financia and personne resources have dso
eroded provincia capacity in key aress, including infrastructure.

Provincid capitd investment capecity is often fragmented among
provincid departments. The ddivery modd followed by mogt
provinces involves public works depatments as planners,
implementing agents, technical advisors or managers of contracts on
behdf of line function depatments. Typicdly, this arrangement
involves unclear purchaser-provider relationships and insufficient
performance incentives to ensure that providers ddiver upon agreed
results. There are aso concerns that some provincia treasuries are not
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gppropriately involved in capitd project oversight. Possble changes
are discussed in the text below.

Changing institutional arrangements for infrastructure

All provinces are dependent (or have been dependent) on a department of public works which is responsible
for all infrastructure in the province. In most instances, the infrastructure budget of a functional department
resides within the Public Works budget. Whilst the budgets for infrastructure are now being shifted to line
function departments themselves, most provinces have not shifted implementation responsibility to the line
function departments. Given that many public works departments have excess personnel, and in the absence
of a retrenchment tool, much d its budget is committed on personnel rather than spending on infrastructure.
This approach has tended to confuse accountability mechanisms over the spending on infrastructure, and
resulted in significant underspending.

Provinces are in the process of reviewing their current approach, with Gauteng and Northern Province setting
up specific institutions for major infrastructure. Two provinces have arrangements with the National Roads
Agency for their roads construction and maintenance, and all provinces are also exploring the use of public-
private partnerships. Provincial departments of education and health are also exploring taking full
responsibility for school, hospital and clinic infrastructure. These reforms to modernise infrastructure delivery
are expected to reap real benefits in the effectiveness and efficiency of infrastructure spending. Procurement
reforms are also expected to help, particularly with capital expenditure.

Provinces tend to begin planning only after their dlocations are
findised. This delays planning and construction and gives rise to
rollovers and inefficient resource utilisation.

In some areas, provincia and nationd planning processes are not well
linked, with the result that provinciad actions do not teke full account
of nationa priorities, norms, and standards. Similarly, provinces use
little of the available demographic and socio-economic information to
inform the capital planning process.

Both nationd and provincia treasuries have learned vauable lessons
from the flood econgtruction projects, and are developing refinements
to improve the efficiency and effectiveness of capital planning and
management in the future,

In May 2001, the Budget Council’s Technica Committee on Finance Clear reporting on
(TCF) agreed tha provinces would revise plans to meet basic projects
requirements of the Divison of Revenue Act 2001. The provinces will

provide a summary of medium/long term infrastructure investment

plans, as well as a consolidated summary of threeyear alocations.

This will cover education, hedth, public works and roads, and rurd

development. Projects in each sector will be listed, indicating start and

completion dates and anticipated codts each year over the project life.

To support effective planning and management, severd new practices Reviewing the public
are being consdered or dreedy applied: works modd
?? Provinces are actively exploring dternatives to the current public

works model. Modifications include introducing more clearly

defined purchaser-provider contracts, and  redesigning  the

incentive system such that excessive costs due to factors within the

control of the provider have consequences for the provider. Clear

provisions are also necessary to deal with provider default.

?? An option being explored in some provinces involves cregting Dedicated capacities
capitd planning and management capacities separate from public
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works departments. Some, like the Northern Province, have aso
outsourced aspects of their capital investment programmes that
lend themsdves to public-private partnerships and other
arrangements with the private sector.

?? There is aso merit in standardised and more regular reporting so
that information can be aggregated across provinces. For example,
dlocation and expenditure information should distinguish between
new capital projects, rehabilitation, and current expenditure
mai ntenance.

?? Planning in each sector should be guided and informed by the
laest data avaldble. Provinces should increasingly meke use of
relevant data from government publications such as the Schools
Register of Needs, Census 1996, Household Surveys, Measuring
Poverty in SA, 2000 and other publications.

?? All capitd projects should be subjected to cost-benefit anayss,
with a thorough assessment of their budgetary implications. This
should include operationd codts throughout the life of the project,
revenue streams expected and attendant risks.

?? In the case of concurrent functions, nationa departments should
assume a role in defining and/or developing norms and standards
for the sector. Stronger and more focused intergovernmental
forums —so-cdled ‘4x4s and MinMECs — can guide this process.

?? Findly, there could be merit in linking borrowing to capitd
budgeting. Linking the two could facilitate the protection of capitd
dlocations, while a the same time ensuring that al borrowed
funds are used to expand public capital stock.

?? There are vauable lessons to be learned from the step-by-step
process followed by Public Private Partnership projects (PPPs). Of
paticular relevance are issues of affordability, vaue for money
and assessment of the socio-economic and environmenta impact
of projects.

Public Private Partnerships

Public-Private Partnerships (PPPs) are teking root as nationd and
provincial departments seek assistance to enhance their own capacity,
and private investors explore new opportunities. These partnerships
enable private financing, efficiencies and skills to be hanessed to
improve and propel public infrastructure and service ddlivery.

Different stakeholders benefit from such projects and facilities.
Departments and provinces achieve savings and greeter efficiency; the
users of a service should gain easer access to qudity services; private
parties find business opportunities, and broader society may benefit
from specific project objectives included in the contract.

These benefits are achieved through deds that shift technicd,
operationd and financid prgect risk to the private party in exchange
for a fee and/or other benefit. In a PPP, government is not procuring
an as, rather it is procuring a pecific leve of service
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Treasury Regulations require that a PPP:

?7? is affordable to the department over thelife of the contract
?7? isgood vaue-for-money to the public

?? trandfers risk appropriately to the private party.

Affordability is a cornerstone of fisca management, and no less so in
PPPs. While a PPP may shift the capital financing requirement to the
private party and thus defer budgetary impact over time, this il
requires that a department’s budget is able to honour the cost of the
service. PPPs force the public sector to calculate red codts. Such
rigorous appraisa is required of dl potentid PPP projects during a
feasihbility study stage, prior to seeking private interest. This study
must demongtrate affordability and show how vauefor-money can be
achieved through risk transfer.

A number of provinces are embarking on PPP initiatives, as indicated
in table 7.10. Mogt are in the early phases of planning and feasihility
studies. Project values cannot be issued for dl ligted projects, either
because these have not yet been determined, or because it would be
preudicid to reved them at this stage in the procurement process.
None of the provincid PPPs have to date reached financia closure
(the programme is just over a year old), dthough five sgnificant
projects are close to findisation.

Since the promulgaion in 2000 of the Tressury Regulations
governing PPPs, provinces are identifying a wide range of service
sectors and infrastructure initiatives that lend themselves to PPP
delivery. This first phase of entering the PPP project cycle is spurred
by incressng pressures on provincid resources that  limit
opportunities for direct capita spending from voted budgets, and
multiple efficiency problemsin service delivery.

Of critical importance in the years ahead is the development of
provincid treasury capecity to oversee the unfolding of the PPP
agenda across provincid departments. The Nationd PPP Unit, located
in National Treasury, presently has the regulatory responsibility for al
national and provincid PPPs. Its technical support and guidelines add
impetus to this role. Since 1999 it has published a dtrategic framework
and severd quideines, worked with provinces and nationa
departments, and undertook training ventures.

However, as the standards become set, experience grows, market
confidence increases, and project volumes escalate in the forthcoming
years, this regulatory role will need to decentralise Provincid
treassuries will have a pivotd role to play in ensuring that
affordability, vaue-for-money and risk trandfer are properly
regulated. For now, the Nationd PPP Unit is working closely with all
provincia treasuries on the pioneering phase of their PPPs.

Capacity building is a priority. The skills required for long—duration
that ental sgnificant risk are ill in short supply in provinces.
Deding with this requires at least a two-fold approach: first to build
required capacity, and second, to reduce the demand on capecity
through measures that mitigate the complexity of PPP arrangements.

Affordability is key
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Table 7.10: Provincial PPPs

Provincial Dept

PPP project

Project status

Approx project value

Eastern Cape

Bayworld — PE museum,
snake park, oceanarium

Transaction Advisors to be
appointed November 2001

not yet determined

Dept Arts & Culture

Eastern Cape Hospital co-location Feasibility Studies underway build value R20 million
Dept Health projects

Eastern Cape Fleet Management Transaction Advisor being not yet determined
Dept Transport appointed

Free State Schools construction Transaction Advisors to be not yet determined

Dept Education

and maintenance

appointed September 2001

Free State Universitas and Preferred bidder announced, build value R80 million
Pelonomi Hospitals — financial closure expected October

Dept Health co-location 2001

Gauteng Hi-speed train Feasibility Study under review by not yet determined

Blue 1Q National Treasury.

KwaZulu-Natal Inkosi Albert Luthuli Negotiations in final stages with RO,5 billion equipment and

Dept Health Hospital equipment and  preferred bidder. Financial closure  facilities capital worth
maintenance due September 2001

KwaZulu-Natal Eco-tourism — Vivane Bidders’ proposals due for Vivane; not yet determined

Ezemvelo KZN Wildlf.

resort/ Pongolapoortdam

RFP issued for Pongolapoort

Mpumalanga
Dept Finance/Econ

Eco-tourism —
Zithabiseni Resort

Bids from investors due
September 2001

not yet determined

Northern Cape
Dept Transport

Fleet Management

Negotiations underway with

preferred bidder. Financial closure
due September 2001

R150 million

Northern Province
Dept Public Works

Northern Province
Dept Finance/Econ

GIS webHinked
management info
system for the Province
Eco-tourism —

Manyelethi Reserve and
Letaba Ranch

Transaction Advisors to be
appointed September 2001

Preferred bidders selected.

Financial closure due Sept 2001
for Pungwe, Khoko Moya, Honey
Badger, North Letaba.

not yet determined

not final

Northern Province
Dept of Health

Emergency vehicles
Fleet management

Transaction Advisors being
appointed

not yet determined

NorthWest
Parks&Tourism Board

North West
Dept Transport

Eco-tourism — Boskop
Dam, Rustenburg, Oog
Malemani, Borakalalo

Bus Transport-NTI

Bids received for Rustenburg;
RFPs issued for others

Transaction Advisor being
appointed.

not yet determined

not yet determined

Western Cape
Dept Transport

Chapman’s Peak Toll
Road Concession

Four bidders pre -qualified. Tender
documents issued end-July 2001

build value R160 million

Western Cape
Dept Health

Hospital co-location
projects

Feasibility Studies underway

not yet determined

Western Cape
Nature Cons. Board
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Eco-tourism — 13 sites

Terms of Reference being drafted
for Transaction Advisors

not yet determined

Conditional grants

Conditional grants were introduced in 1998/99 as pat of the
intergovernmentd transfer system, and condtitute about 12 percent of
transfers to the provinces. The hedth sector administers 7 conditiond
grants, amounting to more than 40 percent of tota conditiona grants.
Allocations for conditiona grants are set out in the Divison of
Revenue Act, which is enacted annualy with the nationa budget. The
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Divison of Revenue Act dso sats out equitable share dlocations for
each sphere and includes provisons for the management and

adminigtration of transfers to provinces and municipalities.

The eqguitable share is an unconditiond transfer to provincid and
municipa governments to fund provision of basic services and other
functions assigned to them by the Condtitution. The formula used to
dlocate equitable shares is redidtributive, adlocating more funds to
poorer provinces and municipalities.

Conditiond grants have been used to:

?? enaure fulfilment of nationa policy priorities regarding the
provison of standard levels of service

?? compensate for inter-jurisdictional  spill-overs  resulting  from
services provided by sub-nationa governments

?? support  capacity building and structurd  adjustment within the
recipient administrations

?? address backlogs and regiona disparities in economic and socid
infrastructure,

The adminigration of conditional grants involves both transferring
(national) and receiving spheres (provincia or loca government). The
recelving governments are responsible for expenditure and financia
accountability. The nationd depatments are responsible for
monitoring compliance with the conditions of the grants, and to assess
whether they are achieving the desred outputs and outcomes.
Conditional grants are voted as transfers in the naiona budget and
recorded as revenue in the budget of the receiving sphere. They are
aso voted in the departmenta budgets of the receiving sphere.

The introduction of conditional grants has experienced some initia

problems, resulting in non-transfers and under-spending and non-
transfer. These problems were a result of, among other things,
confusion over accountability, poor design and planning, inadequate
transparency in alocations, too many conditional grants and poor
monitoring. Since 1999/2000, successive Divison of Revenue Acts
have introduced reforms to address these problems, dlowing for a
smoother flow of grants. The result has been a sgnificant reduction of
roll-overs at the nationd level.

Types of Provincial Conditional Grants

Conditiond grants can be classified into two broad categories — block
grants and specific purpose grants. These are listed in table 7.11.

Block grants involve large dlocations to complement the equitable
share dlocations to provinces. These grants are not necessarily
earmarked for particular projects or spending programmes; they fund
functions assigned to provinces or that benefit more than one province
or provide for genera budget support to provinces. The provinces that
provide assigned functions cannot be compensated adequately for
these spill-over benefits and resulting costs through the equitable
share. Because block grants provide for genera budget support, in-

Administration of
conditional grants

Experience with
conditional grants

Block grants compensate
for spill-over costs
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year monitoring of expenditure on the grant is not required. The three
block grants in the system amount to about R6,5hillion in 2000/01 —
goproximately 50 percent of conditional grants to provinces.

?? The hedth sector administers two: the centrd hospital and health

professional training grants, amounting to about R4billion per
year. These grants form part of general funding for hospitds in
provinces in which central and academic hospitals are located.
They are conditiond upon non-discriminatory access to services
and tariffs for residents and non-residents. The hedlth sector has
completed a review of their conditiona grants, and a more
consdlidated gpproach will be phased in from 2002/03.

?? The supplementary dlocation, administered by the Nationd

Treasury, amounts to amost R22billion. It provides generd
budgetary support to encourage good budgeting and financid
management practices. In the 2001/02 budget, this grant is dso
used as a mechanism to consolidate various smdl grants, covering
housing, trangport and financial management, to the amount of
R248 million. This has dreamlined grant adminigration and
facilitated a focus on outputs rether than spending.

Specific purpose grants support specific priorities and interventions
by the naiona government. These are more discretionary, set more
stringent conditions, and require monitoring of spending. They can be
withheld on failure to comply with the conditions.

Table 7.11: Conditional Grants to Provinces

Grants Actual Medium-term estimate
Transfers

R'000 2000/01 | 2001/02 2002/03 2003/04
Block Grants 6 498 6753 6 861 7 088
Central hospital grant 3112 3271 3419 3579
Health Professional training 1174 1234 1291 1351
Supplementary Allocation 2212 2248 2152 2158
Specific Purpose Grants 6 538 6659 7 362 8148
Infrastructure Grants: 5129 5562 6273 7013
Hospital Rehabilitation 400 500 520 543
Redistribution specialised services 276 182 189 198
Hospital Construction 443 154 70 90
Housing Fund 3064 3226 3440 3559
Human Settlement 38 100 104 109
Provincial Infrastructure* 895 1400 1950 2514
Classroom backlog 13 - - -
Recurrent Grants: 1409 1097 1090 1135
Integrated Nutrition Programme 582 582 582 582
HIV/AIDS 46 110 — —
Financial Management 309 223 235 234
ECD — 21 52 88
Local Government Support 78 160 220 230
R293 Personnel 375 - - -
Social Development 19 - - -
Total 13 036 13412 14 224 15 236

* Includes flood reconstruction grant
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There are two categories of specific purpose grants. infrastructure and
recurrent. The infrastructure grant transfers amount to R5,1 billionin
2000/01, and increase to R5,6hillion in 2001/02 (10,3 percent) to
R7 billion by 2003/04. They are administered by the Departments of
Hedth and Housing with the National Treasury.

?? Hedlth Infrastructure grants — The main grant under health has
been the hospitd rehabilitation grant, to assg provinces to
rehabilitate and upgrade hospitd fecilities. The redigtribution grant
aso has a sgnificant capitd component. It was introduced to
support provinces without central hospitals to build some capacity
to provide tertiary care services. The hospital construction grant
has since 1998/99 dso provided funds for the congtruction of
academic hogspitds in Eagern Cape (R164 million), KwaZulu-
Natd (R824 million) and Gauteng (R210 million).

?? Housing grants — The Housing Fund was initiated prior to 1998/99
as part of the RDP programme, to provide subsidies for housing
development to poor households. With the change in the
intergovernmental  grant  system in  1998/99, the grant was
administered as an agency payment, and was converted into a
conditional grant in 2000/01. It conditutes about R3 hillion in
2000/01, or 61 percent of infrastructure grants, and is budgeted to
increase to more than R3, 6 hillion in 2003/04.

?? Provincid infragtructure grant — The provincid infrastructure grant
is a generd infrastructure grant to assist provinces address
infrastructure  backlogs in education, hedth, roads and rurd
infrastructure. First introduced in 2000/01, the initia alocation of
R300 million went mostly to provinces affected by the flood
disssters of 1999/2000 (Northern Province, KwaZulu-Natd,
Mpumdanga and Eagtern Cape). An additiond dlocation of
R595 million was made in the 2000/01 Adjustments Estimates for
rehabilitation of infrastructure damaged by floods, and the 2001/02
MTEF dso includes R1,2hillion for flood reconstruction. The
provincia infrastructure grant was given a mgor boost with an
alocation of R800 million in 2001/02, and a totd of R3,9hillion
over therest of the MTEF.

Other specific purpose grants fund recurrent spending. The total

dlocation amount to R1,4 hillion in 2000/01, and decreases to

R1,1hbillion in 2003/04 due to phasng out of the R293 daff grant.

The mgjor grants in this category target:

?? Capacity building — Mogt trangtiona grants have been used to
support  cgpacity  building, focusng on improving financid
managament. The Department of Education administers the largest
of these grants (R202 million), amed a addressing the generd
lack of effective management systems at provincid, digtrict and
school level. The Nationd Treasury has administered a grant to
support  overdl improvement in  financid = management
(R100 million). This grant has been subsumed into the
supplementary grant in 2001 MTEF. Provison has been made
within the supplementary grant for R243 million for the 2001/04
MTEF years to pilot a programme for improvement in hospita

Infrastructure and
recurrent grants

Infragtructure grantsin
Health

Housing Fund

Infrastructure grant used
to fund rehabilitation

Specific purpose grants
for recurrent expenditure
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management. Sociad Development grants have focused on
improving capacity and systems for administering socia security
grants. The Socid Development conditiona grants include an
dlocation for enabling provinces to dreamline systems for
increased uptake of the child support grant. All wefare grants
phase out in 2002/03.

?? Provincid and locd government support — The Department of
Provincial and Locd Government (DPLG) has been alocated
R630 million over the 2001 MTEF to enable provinces to support
municipdities in financid difficulties There have dso been
alocations to support provinces, which carried R293 Towns staff
between 1994 and 2000. This grant has been now been phased into
the local government equitable share with the transfer of staff and
operationa budgets to municipdities.

?? Other recurrent grants provide direct support for service delivery.
These include the Integrated Nutrition Programme (INP) n Hedlth,
Ealy Childnhood Deveopment (ECD) adminisered by the
Department of Education, and a grant for implementation of an
integrated strategy for the prevention of HIV/AIDs.

Trends in Transfers and Spending of Conditional Grants

The grant system continues to evolve. Hence, the 1998/99 figures on
conditional grants to provinces by department, reported in table 7.12,
differ from the 2000 Intergovernmental Fiscal Review because they
have been adjusted for the agency grants that were converted to
conditiona grants. Examples are the Housing Fund and Educeation
grant.

As the conditiona grant sysem evolved, most conditiona grants
began to flow on the basis of a payment schedule. This has reduced
the difference between actua transfers and budgets for conditiond
grants. However, there is divergence between transfers and spending,
indicating under-spending of transferred amounts by provinces.
Neither nationd nor provincial departments monitored actud
spending and were unable to report accurately in this respect.

For the first time in this review an attempt is made to review spending
of conditional grants by provinces since 1998/99. Whereas reported
transfers are considered accurate, they are only indicative & this stage.
Most provinces were not able to report accurately on individud grants

as their information systems were not set up to provide such
information.

For a better understanding of the achievements of each grant, it is
necessary for the respective nationa depatments to undertake a
review of each grant over the period starting from 1998/99. Further,
provinces have now set up their systems so that they can report more
accurately on grant spending. It is therefore expected that rends will
be more accurately tracked in the future.

Conditiond grants amounted to R12,5hillion in 1998/99, but actud
spending was R547 million below budgeted amounts. Most of the
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non-transfer was in health infrastructure grants and the Integrated
Nutrition Programme (INP). Transfers of grants increased to
R13 billion in 2000/01, mainly due to improvements in the transfer
system, rather than increases in grant alocations. The flows of grants
up to 2000/01 included amounts not transferred in preceding years.
Compared to transfers in 1999/2000 and 2000/01 (about R13 hillion
per year), edimated spending a provincid leved amounted to
R12,3hillion in 1999/2000 and R121hillion in 2000/01. The
estimated spending indicates that grants have in aggregate been under-
spent by R635 million (or 5 percent) in 1999/2000 and R957 million
(or 7,3percent) in 2000/01. Most under-spending was with
infrastructure grants, INP and the financid management grant in
education.

Table 7.12: Conditional grants, transfers and e xpenditure

Actual Actual Transfers and Estimated Actual Medium term estimate
Expenditure
1999/00 2000/01

Department 1998/99  Transfers  Spending  Transfers  Spending | 2001/02 2002/03 2003/04
DPLG 939 693 579 452 458 160 220 230
Education 65 192 99 241 156 298 276 322
Health 4 662 5 346 5075 6003 5530 5957 6 071 6 343
Housing 2752 2596 2578 3112 2975 3326 3544 3668
National Treasury 4 000 4020 3908 3176 2928 3648 4102 4672
Social Development 12 72 50 52 32 23 11 -
Other 72 62 57 - - - - -
Total 12 502 12 981 12 346 13036 12 079 13412 14224 15236
Percentage of transfers and spending

DPLG 7,5% 5,3% 4,7% 3,5% 3,8% 1,2% 1,5% 1,5%
Education 0,5% 1,5% 0,8% 1,8% 1,3% 2,2% 1,9% 2,1%
Health 37,3% 41,2% 41,1% 46,0% 45,8% 44,4% 42,7% 41,6%
Housing 22,0% 20,0% 20,9% 23,9% 24,6% 24,8% 24,9% 24,1%
National Treasury 32,0% 31,0% 31,7% 24,4% 24,2% 27,2% 28,8% 30,7%
Social 0,1% 0,6% 0,4% 0,4% 0,3% 0,2% 0,1% 0,0%
Development

Other 0,6% 0,5% 0,5% 0,0% 0,0% 0,0% 0,0% 0,0%
Total 100,0% 100,0% 100,0% 100,0% 100,0% | 100,0%  100,0%  100,0%

Transfers are budgeted to increase to R13,4 hillion (or by 2,9 percent)
in 2001/02, rigng again by 13,6 percent to R15,2hbillion in 2003/04.
The smal increases in the dlocations in 2001/02 reflect the phasing
out of trangtiona grants, and of the hospita congtruction grants for
Eastern Cape and KwaZulu-Natal. Increases in the two outer years of
the 2001 MTEF are mainly due to sgnificant growth in the
dlocation for provincid infrastructure. Smaller grants are to fund
Early Childhood Development (R161million) and the Pretoria
Academic hospital (R210 million).

Reforms introduced in 1999/2000 and 2000/01 improved the flow of Under -spending of
funds to provinces, but problems remain with actuad spending. transferred funds
Monitoring by nationd departments tended to be on the transfer
schedule, instead of spending. The design and planning for some
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grants have not dways been adequae, ddaying findisaion of
dlocation decisons. Sow tendering processes have dso been a
congraint.

Further refinement of the conditional grants system

The provisons included in the Division of Revenue Act 2001 builds on
previous legidation, and introduces measures aimed a strengthening
the conditiona grants system. The Act consolidates the previous
reforms and is better aigned with the PFMA than its predecessors.
This will enhance certainty and predictability, and promote advance
planning. New amendments to the PFMA will set reporting
requirements for conditiona grants, improving planning and
management.

There are a0 legidative reforms that have been indituted, are aimed
a clearer grant policy frameworks, including statements of purpose
and objectives, as well as conditions and criteria for dlocations
between provinces. Provinces, in turn, have to prepare implementation
plans based on the policy framework. It is envisaged that, for the 2002
MTEF, the grant frameworks will be finalised by October, and the
dlocations published befare national Budget Day. Although the Act
legidates one year dlocations, it has included indicetive dlocations
for the subsequent two years of the 2001 MTEF period. This should
facilitete better planning and enhance transparency.

In addition to the reforms introduced in 2001/02, further initiatives are
dill necessary. This includes reducing the number of grants, thus
lowering the adminigrative burden, while streamlining decision
making and consultation.

Implementing the Public Finance Management Act

Government is committed to improve financid management in the
public sector. To achieve this objective, the Public Finance
Management Act ams to modernise the management of public
finances. Firg implemented in 2000/01, the Act is amed a
fecilitating more effective and efficient delivery, better vaue for
money and improved public services. Other complementary reforms
to modernise financiad management include procurement reforms, and
the phasing out of various tender boards.

The main emphasis in the first year of implementation was to develop
the capacity of government departments to implement the Act. To
facilitete this, the Nationa Tressury issued a PFMA Implementation
Guide, new Treasury Regulations and a Guide for Accounting
Officers.

Seven priorities have been identified for the fird year of
implementation, and should guide MinisterMECs when considering
the peformance of heads of depatments. Three priorities not
discussed here are the need to clear up outstanding audit queries, the
control of banking and suspense accounts, and improved management
of transfers. The chapters on education, hedth, socid development
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and housing contan more specific information on each sector's
progress in implementing the PFMA. For the purposes of this
discussion, afew overall observations on progress are appropriate.

In-year management, monitoring and reporting

The Early Warning Reporting System (EWS) was introduced amidst
of the provincid financid crids in 1997/98. This system of monthly
management forms the core of the most important reporting
requirement of the PFMA. If accounting officers are to effectively
manage the budgetary resources avalable to them, they require
accurate monthly information. The monthly reports form the basis for
the monthly and quarterly information gazetted by the Treasury.

While the PFMA focuses on financia data, accounting officers are
expected to adso devdop monthly nonfinancia information to
improve performance.

Effective internal controls

Monthly reporting

Non-financial indicators

Another important dlement of the PFMA is the need to establish Audit units and
internal controls and audit units. A department head is expected to committees
ensure that the department’'s revenue, expenditure, assets and
ligbilities are efficiently and effectively managed.
Two of the principa tools available to assigt the head of a department
to discharge this responghility are the Interna Audit Unit and the
Audit Committee. Both report to the accounting officer. They are
critica mechanisms to enable the head of a department to be more
pro-active in identifying financia problems during the financid year.
One of the key instruments is the preparation of risk management and
fraud prevention plans.
Many provinces have opted to share internad audit units and audit Audit Charter
committees. The success or feashility of this approach cannot be
asessed at this dtage, but table 7.13 provides some perspective on
progress.
Table 7.13: Internal audit and audit committees
Institutional Audit Audit Reliance on Internal
Arrangements / committee committee internal audit
Management functioning per PFMA audit function
Approach established established
Provinces in 2001 in 2001
Eastern Cape Centralised Yes Yes Limited Yes
Free State Centralised No No No No
Gauteng Shared service Yes Yes Limited Yes
KwaZulu-Natal Shared service Yes Yes Yes Yes
Mpumalanga Combination No No No Yes
Northern Cape Shared service No No No No
Northern Province Shared service No Yes No Yes
North West Centralised Yes Yes No Yes
Western Cape Shared service Yes Yes Limited Yes
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7.14: Appointments of CFOs

Appointment of Chief Financial Officers (CFOSs)

All departments were to appoint a CFO as part of top management by
1 April 2001. Though financid management is the respongbility of
every line manager, the CFO is responsble for the overdl co
ordination and leadership in financid management.

Table 7.14 shows the extent of compliance by provincia departments
with the appointment of CFOs in Education, Hedth, Socid
Devedopment (Welfare) and other departments. It highlights the
number of appointments, the nature of gppointments and the leve at
which appointments were made across provinces.

Most provinces have made progress with the appointment of CFOs,
with the exception of Northern Cape. While a number of provincid
departments have appointed a CFO, there is a concern that some lack
the requisite experience. To assgt provincid treasuries with the
implementation of the PFMA, the Nationa Treasury has arranged a
progranme of assstance. This includes the setting up of sectora
forums for CFOs in Education, Hedlth, Socid Development (Welfare)
and Housing.

Although the aggregate amount of funds in suspense accounts is
rdatively smdl, they could impact on the qudity of information
published as pat of quaterly Section 32 publications. Therefore
monthly movements in suspense accounts have been included in the
modified formets for provincid in-year management and reporting.

Province Number of CFOs Nature of appointment Level of appointment
z appointed per
3 provincial department
o
0]
- m I o m I o m T Qo
2|8 g & 2|F g & sl 2 § 5 2
s|s8 5 & G| 8 5 & @ 8 5 g 3
g |8 o = ® S ®
2] =1 = =}
Eastern Cape 3/13 - 1 1 1 A P F 1P CD cb cD CD
Free State 8/12 1 1 1 5 P P F 4P+1F CD cb cD CD
Gauteng 12/12 1 1 1 8 P P F 5P+4F DDG DDG CcD CD
KwaZulu-Natal 11/13 1 1 1 8 C P F 7P+1C CD CD cD
Mpumalanga 9/12 - - 1 8 A A A 9P CD cD cD
Northern Cape 1/12 - - 1 0 A A F - CD cD D
Northern 10/12 1 1 # 8 C C # 8C DDG DDG # CD
Province #
North West 8/12 — - 7 A A 8P D D D
Western Cape 9/10 6 P P P 6P CD cD cDb
Total 71/108 5 6 8 53 - - - - - - -
# Shared arrangement Permanent Appointment = P Director = D
Contract Appointment =C Chief Director = CD
Acting CFO= A Deputy Director-General= DDG
Firm of Consultants = F Combination =C
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Completion of financial statements on time

The PFMA requires annud financia statements be submitted to the Satus reports
Auditor-General within two months of the year-end. According to the
2000/01 Audit Report, Free State, Mpumalanga and Northern Cape
faled to meet the deadline of 31 May 2001. The qudity of these
reports will be known once the Auditor-Genera submits an audit
opinion as pat of the provincia departments annud reports, to be
tabled in legidatures during September 2001 (see table 7.15).
Table 7.15: Submission of Financial Statements by 31 May 2001
Total number of Number of Number of Number of
budget votes departments departments not departments submitted
submitted on submitted on after deadline but
time time before 14 June 2001
Provinces
Eastern Cape 15 15 - -
Free State 13 5 8 -
Gauteng 12 12 - -
KwaZulu-Natal 16 16 - -
Mpumalanga 13 5
Northern Cape 14 1 13 6
Northern Province 12 11 1 1
North West 14 14 - -
Western Cape 10 10 - -
Total 119 91 28 12

Source: Auditor-General’s report — 31 March 2000

Conclusion

This chapter highlighted issues that cut across the sectors served by
the provinces. The PFMA povides an important anchor for improved
governance, and will have an effect not only on genera management
practice, but aso on the adminigtration of conditional grants. Together
with tighter control over personne expenditure, this will support
improved service delivery and increased infragtructure investment.
Armed with the legal and fiscal framework for better governance, and
additiona funding, provinces are podtioned to step up Service
Oelivery.
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8

Municipal transformation challenges

Trandformation since 1994 has aimed to make municipdities more
accountable, financidly sudaingble and able to ddiver criticd
savices to dl resdents. This is in line with the conditutiona vison
of the role of loca government and the policies outlined in the 1998
White Paper on Local Government.

Changes have included rationdisation from 843 to 284 municipdlities,
new legidation on operationa and financid management, and re
assgnment of powers and functions between municipaities outside
the metropolitan areas. Municipdities dso have to adgpt to naiond
initiatives such as the restructuring of the dectricity distribution
industry.

While the changes create many opportunities, municipdities aso face
pressures, such as new demands to increase personnel expenditure.
The chdlenge is to effectively manage these pressures. From a fisca
point of view, it is important that transformation recognises
condraints and introduces innovative ways to deal with revenue
shortfals and emerging expenditure requirements.

This chapter reflects on these chdlenges, especidly expenditure
pressures facing municipaities, and reviews government initiatives to
support municipalitiesin addressing them.

The transformation agenda

Since 1994, local governments have gone through three stages of
transformation, starting with the preinterim phase in 1994 and 1995,
the trandtional phase from November 1995 elections to December
2000, and now the find phase dtarting with the newly demarcated
municipdlities after the December 2000 eections. Most municipdities
have experienced multiple changes in their boundaries during this
process. The change in boundaries is dso accompanied by further
changes to the powers and functions of various categories of
municipdlities.

The Department of Provincia and Loca Government (DPLG) has
deered a variety of initiatives to effect this wideranging
transformation programme. After trangtiona legidation to kick-start
the deracidisation and democratisation of municipdities, the 1998
White Paper provided a comprehensive vison and plan of action. Its
purpose was to democratise loca government, bolster its service
delivery capacity, enhance integrated development planning and
management, direct organisationa transformation towards these ends,
and write the script for a fiscdly sustainable approach. Subsequent
legidation like the Municipd Strructures Act and the Municipa
Systems Act took these policies further. The Municipad Finance

Pressuresto manage

Transformation stages

White Paper and other
policies
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Competing pressures

Limited resources

Therural challenge
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Management Bill and related budget reforms, driven by the Nationd
Treasury, as well as DPLG's Property Rates Bill, are intended to add
to this process. The DPLG, Nationa Treasury and other departments
aso manage various transfers targeted a municipa infrastructure
programmes and capacity building, and co-operation with provinces is
being extended to ensure more effective and coherent support to locd
government.

The outcome should be wdl-managed municipdities, able to
represent  their resdents, developmentd in their approach, and
effective a sustaining and extending service ddivery. To achieve this
requires that municipdities and other spheres of government are dert
to the pressures of transformation, and the delicate trade-offs and
choices these pressures reguire.

Key challenges in restructuring service delivery

Municipdities face a range of competing pressures on resources
avalable for service ddivery. Refaoms to municipa planning and
budgeting processes are being introduced to assist municipdities to
make these trade-offs on the basis of clear policy priorities and loca
contexts. These are discussed later in this chapter.

The key tradeoff required is the reaive importance atached to
sarvice quality and equity objectives

On the one hand, municipdities must maximise resources available to
expand and sustain access for poor households that cannot afford
basc levels of servicee However, non-poor consumers (such as
commercid  usears and wedthier households) dso  demand
improvements in the quality of services to which they dready have
access. These consumers provide the economic base of a municipdlity,
and thus contribute significantly to its revenue. Dedining service
qudity is likely to undermine both loca economic performance and
payment mordity, thus jeopardising the effective tax base of a
municipdity and its ahility to pursue equity objectives.

As with other spheres of government, resources available to meet
these pressures are limited in the short-term. This highlights the
importance of efforts to effect medium to long term adjustments to
expenditure pressures facing municipdities. Municipa restructuring is
necessary for municipalities to modernise their systems of service
deivery, as Johannesburg is doing through its Igoli restructuring.
Similar processes are likely in other larger municipdities.

The chalenge of establishing effective loca government in rurd aress
cannot be overdated. In these aress, the absence of formaly planned
sttlements means that revenue generation potentid is  low,
ingtitutions week, and service provison differently structured and
priced. The loca revenue sources are limited and do not adequately
cover basc administrative requirements. During the current year,
these municipdities have dso been affected by uncertainties
associated with the transition and funding of free basic services. This
Stuation is under review a ministerid level.
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Expenditure pressures

Collectively, five mgor pressures affect municipal budgets and the
ability to extend or enhance service ddivery: personnd; shifts in
municipal powers and functions; the free basic service policy; risng
buk supply costss and trandtiond costs associated  with
amagamation. They al have marked fiscal implications.

Personnel challenges

Municipdities employ in totd over 200 000 people: about 109 000in
metros, 90 000 in category B municipdities and 8 000 in didrict
councils. Despite concerns that the large share of personnd
expenditure threaten to squeeze out service ddivery, sdaries continue
to make up the largest share of municipal expenditure and continue to
rise faster than inflation.

Municipa daff sdaries have risen condderably over the lagt ten
years. Table 8.1 shows the average cost per employee has increased in
three metros since 1999: by 15,54 percent in Tshwane, 8,18 percent in
Nelson Manddla and 4,54 percent in Johannesburg. While the tota
number of employees declined in Johannesburg and Nelson Mandela,
they rose by almost Spercent in Tshwane. In Johannesburg, numbers
declined in part because gtaff were moved to utility companies.

Table 8.1: Personnel Statistics in three metros *

Five major pressures

Salaries as a portion of
expenditure

City of Johannesburg Tshwane Metro
199900 2000-01 % 199900 2000-01 %
Change Change

Total number of 27 000 26 437 2,09 13 379 14 000 4,64
employees
Total cost of 2,009bn  2,056bn 2,36 1,248bn  1,509bn 20,90
employees
Ave cost per 74 411 77 790 4,54 93295 107 792 15,54
employee (rands)
Total cost of 614500 671500 9,28 543613 720000 32,45
package for
highest ranked
employee (rands)
Total cost of 30 160 35815 18,75 47949 52 150 8,76

package for lowest

ranked employee
(rands)

Nelson Mandela Metro

1999-00 2000-01 %
Change

7 255 7234 0,29
0,556bn  0,600bn 7,86
76 704 82975 8,18
475500 494468 3,99
35040 42 460 21,18

1 Figures were submitted by the municipalities and due to the amalgamation these might show a level of inaccuracy

Both Johannesburg and Nelson Mandela Metro show a narrowing gap
between the highest ranked and lowest ranked employees. The case
dudy in table 82 illudrates this trend in Neson Mandea
Municipdity in Port Elizabeth. Percentage increases for the lowest
paid employees have been consistently greater than for the highest
paid ones. One of the mechaniams used to achieve this has been the
implementation of absolute monetary increases in wages as opposed
to relying on percentage increases. A negative effect of this approach
could be that the totd percentage wage increases for smaller
municipdities are greater than for larger municipalities. This limits
the ability of smdler municipdities to deliver services.
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Table 8.2: Minimum wage vs. maximum salary — Port Elizabeth"

90-91 91-92 92-93 93-94 94-95 9596  96-97 9798 9899  99-00  00-01
Minimum 550 720 850 1055 1214 1401 1561 1781 2011 2241 2471
Maximum 10975 12 420 14055 14758 15890 17082 18363 19648 20827 21973 23291
Ratio (Max / Min) 199 172 165 139 130 12,1 11,7 11,0 103 98 94

% Min Increase -
% Max Increase -

30,9% 18,0% 24,1% 15,0% 154% 114% 140% 129% 114% 102%
13,1% 13,1% 5,0% 7,6% 7,5% 75% 70% 6,0% 55% 60%

! Although the costs used for the above table represent only the basic salary for the lowest and highest paid employees,
the same trend would apply to the total package.

Conditions of service

Pensions

Municipa employees have conditions of service and sdary bands
quite digtinct from national and provincia govenments. Within these
other spheres, there is one public service, where al employees have
the same system of pensions, benefits and salary bands.

Apart from differences in the basic salary, non-remunerative benefits
aso vay. This is rdevant to transformation because conditions of
sarvice are inevitably at stake when mgjor change occurs. There have
in fact been cdls for the integration of municipd employees into one
public service with nationa and provincid government officids.

Penson funds are one factor that has to be considered for such a
merger into a single public service. The issue here is not only the
differences in penson schemes and contributions, but tha the
employer contributions in municipdities are generdly well above the
norm in other sectors. Table 8.3 provides details of a sample of
municipa pension funds.

Table 8.3: Key indicators in a sample of municipal pension funds

Fund A B C D E F G H
Cape Joint Pension Fund 6 627 7306 65 9,0% 18% 27% 16,0% 11,0%
Cape Joint Retirement Fund 18 777 226 60 9,0% 18% 27% 16,0% 11,0%
Cape Municipal Pension Fund 15572 - 60 8,5% 18% 27% 16,0% 10,5%
Joint Municipal Pension Fund 3204 4136 65 9,0% 22% 31% 16,0% 15,0%
Municipal Employees Pension Fund 17 572 3238 65 7,5% 22% 30% 16,0% 13,5%
Municipal Employees Gratuity Fund 29 572 - 65 7,5% 22% 30% 16,0% 13,5%
SALA 22173 4310 60 86% 17,9% 27% 16,0% 10,5%
Germiston Retirement Fund 1 560 498 65 8,3% 26,8% 35% 16,0% 19,1%
Potchefstroom 513 83 65 8,5% 22% 31% 16,0% 14,5%

Natal IMPF Superannuation

Natal IMPF Retirement

5 966 2146 65 9,25% 18% 27% 16,0% 11,3%
9912 2413 65 50% 9,75% 15% 16,00  -1,3%

KZN Joint Municipal Provident Fund 1728 - 65 5,0% 9,75% 15% 16,0% -1,3%
Durban Pension Fund 13 466 9673 63 8,2% 18,86% 27% 16,0% 11,1%
Soweto City Council Pension Fund 3478 348 60 8,0% 16% 24%  16,0% 8,0%
Johannesburg Municipal Pension Fund 4 387 5044 63 9,5% 20% 30% 16,0% 13,5%
City of Johannesburg Pension Fund 8 426 2692 63  9,5% 16% 26% 16,0% 9,5%

A. Membership

B. Pensioners

C. Retirement age

D. Employee contribution

E. Employer contribution

F. Total contribution

G. National and Industry average
H. Excess municipal burden
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Based on information from 16 & the 21 municipad pension funds, the
variances between different funds, and between them and the current

nationd and provincid penson funds, are evident. For example,
nationd and provincia government employees (the current public
sarvice) receive an  employer contribution of 15 percent for pensions.
Average municipa pengon contributions are much higher, with the
employer contribution at 26,8 percent for atotal of 35 percent.

Consolideting the public service to incdude municipdities would
require service benefits equalisation. This could mean a compromise
of benefits by ether the current public service or municipa
employees. Although the Penson Funds Act provides for the
amdgamation of penson funds, the equdisdion of sdaries for
municipa employees will require significant funding.

Moreover, initiatives to form an integrated public service would have
to take cognisance of the number of employees in the sphere as a
whole, the different pay scades, and other chdlenges of amagamation.
Further work is aso required to assess the financia impacts of other
benefits, such as medica ad, on municipdities.

Other transformation initiatives raised further parity issues.
Demarcation and the shifting of functions between loca and district
municipdities, or between municipdities and Regiond Electricity
Digtributors (REDs), will all require staff transfers.

Moving daff will involve equaisng sdaries for smilar work in the
new structures, and municipdities will be under pressure to equaise
sdaries to the highest levd. It is not possible to quantify the effects of
these sadary parity issues a this stage. A proper andysis cannot be
completed until new organisationa structures are gpproved and job
evauations have been completed for al postions.

Information collected from selected category B municipdities
indicates the challenges that are likdy to be faced in atempting to
achieve sday parity. The minimum totd sday package of
Mangaung, Louis Trichardt and Albert Luthdi municipdities for
2001-01 was R32 305, R24 768 and R37 331 respectively.

While it may not be possible to make broad predictions of the impact

of demarcation on sdary levels, it is clear ba municipdities should

direct attention towards this issue. The following questions require

interrogation:

?? If the new municipdities dl increase sdaries to the highest levd,
what would be the maximum cost increases?

?? How would this increase affect the expanson of services and
delivery of free basic services?

?? What would be the effect on loca and national economic growth?

?? How would municipdities fund incresses, given that nationa
government does not prioritise such consumption spending?

??How does the central bargaining system teke account of
differences between conditions of work and the differing capacities
of municipdities?

Variances

Theneed to equalise

Other initiatives and
salary parity

Quedtionsto consder
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128

?? How can employer contributions be brought in line with more
generaly accepted ratios?

?? How could moving to one public service avoid raising costs due to
demands to move to the highest common denominator?

?? How do new REDs ensure that they avoid raising personnel costs
by moving to the highest common denominator?

Sdary parity between municipaities is aso an important issue, with a
major project in this area currently underway. Undertaken by SALGA
and unions representing municipal  employees, it entals developing
frameworks to assst dreamlining structures, job  evauation
methodologies and canditions of service across local government.

The objective of these frameworks is to encourage the use of
consgtent methodologies and principles whilgt  recognising  that
different circumstances across the spectrum of municipaities will
require different solutions. A key parameter for this initiative is the
affordability of changes for different types of municipdities. The
framework will adso need to account for variations in the costs of
living between jurisdictions.

A new dimension of personnd expenditure is the pressure for
increases in councillor remuneration. Prior to December 2000, the
remuneration of councillors cost approximatey R418 million per
annum. Demarcation reduced the number of councillors by some
30 percent, from 11 368 to 8 939. However, the introduction of full-
time councillors and the expanded role of executive committees, has
led to the need to revise remuneration scales. It has been estimated
that the new councillors will collectively earn approximaey
R756 million. The overdl increase is 55 percent.

Shifts in municipal powers and functions

Powers and functions of nhon-metropolitan municipalities

The shifting of powers and functions between categories of non
metropolitan municipdities, ether through demarcation or sectora
policy reforms, is asignificant challenge for local government.

Recent amendments to sections 84 and 85 of the Municipal Structures
Act have re-dlocated the bulk of municipa functions to digtrict
municipdities. The Minister of Provincial and Local Government has,
however, authorised municipaities to continue performing functions
in accordance with the postion before re-demarcation of municipa
boundaries. Work is currently underway to determine an appropriate
alocation of functionsin each municipd area.

The shifting of powers and functions between Category C (district)
and Caegory B (locd) municipdities could have wideranging fiscal,
service ddivery and personnd implications. From a fiscal point of
view, the recommendations of the Financiad and Fiscd Commission
(FFC) are particularly rdlevant. These are summarised in the box
below.
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Summary of the FFC's submission on municipal powers and functions

In August 2001, the Financial and Fiscal Commission (FFC) released a prognosis on the division of powers and
functions between district and local municipalites. The FFC sets out a number of principles that should inform
the division:

?? The default position should be that local municipalities are responsible for the delivery of municipal
services, as this is consistent with government policy. Many local municipalities lack the capacity to deliver
these services, and in such cases the district municipality should provide the services until local capacity is
developed.

?? Issues of redistribution should not influence the division of powers and functions between local and district
municipalities, given the primary role that national government should play in funding redistribution.

?? A rumber of factors should influence the division, such as the need for equitable, efficient, and affordable
municipal services, and the need to achieve economies of scale. Each service should be evaluated
separately against these factors, which could well result in one service being optimally provided by districts
and another by local municipalities.

These principles were applied to four services, namely municipal health, water, sanitation, and electricity.

The function of electricity distribution should remain with local municipalities. The electricity supply industry
will be re-organised into regional electricity distributors, and the transfer of this function from local to district
municipalites and then to regional distributors will result in substantial and unnecessary costs. In addition, the
loss of income from electricity surpluses (or municipal levy income in future) will significantly weaken the service
delivery capability of local municipalities.

In the case of municipal health, the function should be assigned to district municipalities. This is consistent
with the policy of the national Department of Health, which seeks to establish an integrated district health

system. Health service delivery is complex, and health provision by districts minimises spillovers and captures
economies of scale.

Responsibility for water supply and sanitation services should rest with local municipalities, except where
they lack the necessary capacity. There are not compelling economic reasons to assign these functions on a
districtwide basis, except in the case of regional schemes, which usually transcend district boundaries.
Furthermore, assigning one aspect of retail service delivery to districts will compromise the development of
integrated revenue collectionand credit control systems at local level.

Municipd sakeholders and potentid investors agree that the key Uncertainty to be
danger in the current debate on the powers and functions is the avoided
pardyss that may be induced by uncertainty on future functiona

dlocetions. For ingtance, a locd municipdity that anticipates losng

the function of water services will be unable to plan for future service

deivery, and may be unwilling to mantan optimd leves of

investment in the service.

The Department of Provincid and Locd Government is undertaking a
detailed study on the optima divison of powers and functions, in
conjunction with key stakeholders. Rapid resolution of this issue
should have an important impact on municipdities budgeting and
creditworthiness.

Decentralisation or devolution of functions to municipalities

Restructuring of service ddivery is dso under condderation in Changing how services
various sectors, with likely implications for municipdities. Proposed are provided
iniatives to transfer water services, devolve hedth functions,

decentrdise certain  public transport  functions, and regiondise

eectricity digribution could fundamentadly dter the role of

municipdities, with associated implications for gaffing  and

expenditure needs.

129




2001 Intergovernmental Fiscal Review

Electricity The impacts on municipa finance of the establishment of Regiond
Electricity Distributors (REDs) are complex, and the subject of a

detailed invetigation by national government together with SALGA.
These complexities are outlined in the box below.

Some municipal fiscal issues around electricity restructuring

Electricity distribution functions involve operation, maintenance and replacement of major infrastructure assets.
The skill set required to manage these functions is similar to that required to manage infrastructure assets in other
functional areas such as roads and water distribution. Therefore, synergies and economies of scale can be
achieved when staff from the various functions can interact and plan together. Also, development of new areas
requires the coordination of all services a