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Assessing Fiscal Capacity at the Local Government Level in South Africa 
 

Margaret Chitiga-Mabugu1 and Nara Monkam2,* 

 
 
Abstract  
 
 In recent years, local governments in South Africa have faced daunting challenges, notably 
significant service delivery backlogs, poor financial management, corruption, and poor capacity due 
to lack of skills. As a result, numerous municipalities are deemed to be in financial distress, and 
already questions have been raised concerning their capability to efficiently deliver on expected 
outcomes on a sustainable basis and to cope with economic shocks.  
 In this context, South Africa has embarked upon a comprehensive review of the local government 
equitable share (LES) formula which constitutes the main unconditional grant that accrues to 
municipalities. The objective of this paper is to assess fiscal disparities across municipalities using a 
comprehensive approach to measuring fiscal capacity. In assessing the overall level of fiscal capacity, 
the paper uses the Representative Revenue System (RRS) and the Representative Expenditure System 
(RES) methodologies. To the best of our knowledge, such comprehensive measures of fiscal capacity 
at the municipal level have yet to be applied in the South African context. Additionally, the 
contribution of this paper lies mainly in that it provides a more systematic measure of municipal fiscal 
capacity that should be taken into account in the revision and improvement of the current LES 
formula to ensure that the LES funds are equitably distributed. Furthermore, an appropriate measure 
of fiscal capacities across municipalities in South Africa will provide the Municipal Demarcation 
Board with a tool to re-determine municipal boundaries based on objective and empirical evidence 
rather than political considerations.  
 
JEL classifications: H11; H20; H71; H72; H77  
 
Keywords: Fiscal capacity; Revenue capacity; Expenditure need; Revenue effort; RRS; RES. 
 

1. Introduction and motivation 

 South Africa is a unitary state with three spheres of government namely, national, 
provincial and local. Each of these spheres of government is assigned certain powers, 
functions and financial resources; each of which may be exclusive or concurrent. Before 
1994, the South African government had five different tax administrations, which included 
one for each of the homeland states of Transkei, Bophuthatswana, Venda, and Ciskei. These 
were abolished after 1994 with the homelands being transformed and incorporated into nine 
newly formed provinces. Before 2000 there were 843 municipalities in South Africa which 
were re-demarcated to 284 in 2000. While historically, municipalities were limited to towns 
only, this was changed in 2000. In 2005 there was another demarcation which aligned 
districts and local municipalities in provinces. The result of this demarcation was a 
categorisation into three types of municipalities, A (metropolitan municipalities), B (local 
municipalities) and C (District municipalities), depending on the scope of executive and 
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legislative authority. Another restructuring in 2011 left 278 municipalities altogether in the 
country.  
  While national government raises the vast bulk of aggregate revenues, its expenditure 
responsibilities are substantially decentralized. There is thus a mismatch between revenues 
raised at national level and expenditure responsibilities at provincial and local levels. This 
vertical mismatch is known as vertical fiscal imbalance. Horizontal fiscal imbalance also 
exists amongst provinces, and also amongst localities within provinces.  
 South Africa has responded to these problems by creating a fiscal system which provides 
for intergovernmental fiscal transfers. Such an approach may promote static efficiency gains, 
including efficiency of the common internal goods and factor markets and reduce fiscally 
induced inter-regional migration, as well as enhance horizontal equity and horizontal and 
vertical fiscal balance. 
 However, despite government’s efforts, there remain massive relative differences amongst 
provinces' and municipalities’ expenditure responsibilities, and existing (as well as potential) 
revenue sources. For instance, poor rural municipalities receive most of their revenue from 
transfers, while urban municipalities raise the majority of their own revenues. In general, one 
of the fundamental concerns with the current intergovernmental fiscal transfer to local 
government in South Africa is that its redistributive capacity is quite limited as the transfer 
formula tends to allocate a significant proportion of the equalization grant to bigger 
municipalities that are deemed to have significant fiscal capacity to fund their service 
delivery obligations.  
 

In this context, South Africa has recently embarked upon a comprehensive review of the 
local government equitable share (LES) formula which constitutes the main unconditional 
grant that accrues to municipalities. In order to properly inform this process and the revision 
of the formula, it is very important to pay closer attention to and assess the fiscal disparities 
and, in general, the fiscal conditions, across municipalities in the country. This paper goes 
some way to start this process. 
 Specifically, the objective of this paper is to assess fiscal disparities across metropolitan 
municipalities using a comprehensive approach to assessing relative fiscal capacity. The 
fiscal capacity analysis has been found in the literature to be the most sophisticated technique 
for assessing interjurisdictional differences, and designing an equalization transfer system. 
Consequently, such a systematic measure of municipal fiscal capacity should be taken into 
account in the revision and improvement of the current LES formula to ensure that the LES 
funds are equitably distributed.  
 Fiscal capacity is defined in this paper as a measure of a jurisdiction’s ability to raise 
revenues relative to its expenditure needs i.e. the cost of delivering a standardized basket of 
goods and services in that specific jurisdiction. In assessing this overall level of fiscal 
capacity, the paper has recourse to two approaches inspired by the Representative Revenue 
System (RRS) and the Representative Expenditure System (RES) methodologies. In order 
words, the fiscal capacity concept in this paper incorporates both the revenue and the 
expenditure side. These methodologies take into account demographic, socio-economic and 
geographical characteristics of each jurisdiction when assessing, on the revenue side, the 
revenue capacity and revenue effort; and on the expenditure side, the expenditure need. To 
the best of our knowledge, such comprehensive measures of fiscal capacity at the municipal 
level have yet to be applied in the South African context. 
 On the revenue side, the paper calculates the revenue capacity across sub-national 
governments or jurisdictions and subsequently derives their revenue effort. On the 
expenditure side, the expenditure need, another important measure of the fiscal capacity of 
various levels of government, is also computed. These fiscal indices are important tools for 
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policymakers aiming to assess and improve the vertical and horizontal fiscal imbalances 
across South Africa and consequently improve and narrow disparities in the quality and 
delivery of public services in the country. An adequate and efficient provision of public 
goods and services would indeed make a positive contribution to poverty reduction and 
economic development in South Africa.  
 Due to data limitation, the scope of the assessment of fiscal capacity at the local 
government is to be limited to metropolitan municipalities (hereafter “metros”) and for the 
fiscal year 2008-09. Data limitations hampered the assessment of fiscal capacity for the other 
types of local governments. 
 The remainder of the paper is organized as follows: the next section serves as a 
background giving an overview of the South African fiscal decentralization system and the 
functioning of metropolitan municipalities. Section three defines the fiscal indices while 
section four describes the RTS and RES methodologies used to determine these fiscal indices. 
Finally, the results and the analysis of results are discussed in the last section.  

2. Background 

The objective of this section is mainly to highlight fiscal and expenditure disparities across 
municipalities in South Africa. This builds up to an accurate measurement of such disparities 
using the methodology proposed in the next section of this paper.   

2.1 Overview of the intergovernmental fiscal relations in South Africa 
 As earlier mentioned, South Africa has a highly decentralized unitary system of 
government that consists of national, provincial and local governments. The national 
government is responsible for such economy-wide policies as education, health, justice, 
defence, welfare and housing. For revenue, the national government relies on broad based 
taxes such as the corporate income tax (CIT), the personal income tax (PIT), the value-added 
tax (VAT), excise and customs taxes, and fuel levies (National Treasury/SARS 2011, Rao 
2003). 

Provincial governments are responsible for the actual implementation of these policies and 
for providing related services. In addition, provincial governments are solely responsible for 
building and maintaining provincial roads. Own-source revenues for provinces mainly come 
from minor taxes such as gambling taxes, hospital use fees, and motor vehicle licence fees. 
According to Section 228 of the 1996 Constitution, they could also conceivably impose a 
surcharge on income and fuel taxes (National Treasury 2009). 

Local governments are mainly responsible for providing water, sanitation, street lights, 
electricity and solid waste management or refuse removal. They mainly rely on transfers from 
national and provincial governments, own revenue sources such as utility and user charges 
and property taxes (Bahl and Smoke 2003). In addition, local and provincial governments are 
allowed to borrow for bridging or for capital projects3. While provincial governments and 
local governments can levy own taxes, the scope and extent of doing so is governed by the 
Constitution and enabling legislation such as the Municipal Finance Management Act. 
 A fairly elaborate system of intergovernmental allocations has been designed to deal with 
allocations to national, provincial and local government. Following a constitutional 
requirement, nationally raised revenue is shared amongst the three spheres of government 
                                                 
3 It is important to note that short-term loans should to be paid off before the end of the municipal financial year 
(i.e. commencing on 1 July and ending on 30 June). Borrowing is mainly for capital projects. 
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according to government priorities. This process is enabled by the Division of Revenue Act 
(DOR) which is informed by the Constitution. The amount allocated to each sphere of 
government in this manner is referred to as Equitable Share. Table 1 shows these proportions 
since the 2008/09 budget. 
 
Table 1: Division of nationally raised revenue, 2008/09 – 2014/15 
 2008/09 2009/10 2010/11 2011/12 2012/13 2013/14 2014/15 

R million Outcome Revised 

estimate  

 Medium-term estimates  

Total available funds  

581,560  

   

690,068  

   

738,914  

   

814,554  

   

874,197  

   

941,170  

     

1 006, 539  

Percentage shares         

National departments 49.7% 50.0% 48.1% 47.1% 47.2% 47.4% 47.6% 

Provinces 42.4% 42.5% 43.7% 44.5% 44.0% 43.7% 43.4% 

Local government 7.8% 7.5% 8.2% 8.4% 8.8% 8.9% 9.0% 

Source: Table 8.1 of 2012 Budget Review, Medium-term expenditure and division of revenue (Chapter 8), 
pp110 (National Treasury 2012a). 
 

 Table 1 shows that national government consistently gets the lion’s share of available 
revenue while provincial allocations are the second biggest. The shares between these two 
spheres have narrowed over time as the national government’s share has slightly reduced 
over time. The local government’s share, which is by far the smallest of the three, has 
however been increasing over time, taking away from the national government.  

2.2 Overview of the Local Government in South Africa 
As aforementioned, following the 2011 local government elections, there are currently 278 

municipalities in the country, among which eight metropolitan municipalities, 44 district 
municipalities, and 226 local municipalities. These municipalities were further subdivided to 
highlight the great disparity within and across municipalities in terms of the conditions and 
challenges they face in fulfilling their service delivery obligations. Thus, municipalities 
within the same cluster would share similar challenges in terms of revenue mobilization, 
urbanization, immigration, unemployment, poverty, and human resource and institutional 
capacity (CoGTA 2009). The table below illustrates the wide disparities characterizing local 
governments in South Africa. 
 
Table 2: Social, economic and demographic difference across municipalities 

Type of 
Municipality 

Total 
population 

Total 
households 

Total 
gross 
value 

added per 
capita 

% of 
people 

employed 

% of 
households 

earning 
below 

R3200pm 

Average 
population 

density 

Operating 
expenditure 
per capita 

Revenues 
from 
local 

taxes per 
capita 

Metropolitan 
municipalities 

16,974,424 4,714,021 75.67 34% 46% 1388 3,789.48 3,279.51 

Secondary cities 8,233,208 2,207,004 50.8 29% 59% 221 2,242.55 1,940.00 
Larger towns 3,985,216 1,074,513 40.83 27% 62% 87 1,843.08 1,513.82 
Smaller towns 6,906,926 1,808,666 29.16 22% 69% 19 1,466.46 988.7 
Rural municipalities 12,331,695 2,673,914 9.44 13% 80% 81 370.49 120.77 
Total/average 48,431,469 12,478,118 41.18 25% 63% 359 1,942.41 1,568.56 
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Source: (FFC 2011) 
 
 A municipality’s revenue and expenditure management capacity determines its ability to 
contribute towards economic development and poverty reduction. It is worth giving a brief 
overview of the main revenue sources and main expenditures at the local government level.  

Overall, in terms of revenue, different municipalities rely on different sources. For 
instance, while district municipalities and rural municipalities rely mostly on government 
transfers, metros, large and small town municipalities rely more on own charges such as 
electricity and water charges as seen in the table below.  
 
Table 3: Municipal operating revenues, 2009/2010 
 Types of 
Municipalities 

Government 
Grants 

Investment 
Revenue 

Other Property 
Rates 

Public 
contributions 
and 
donations 

Regional 
Services 
Levies 

Service 
Charges 

Grand 
Total 

Metros 23.6% 1.6% 8.5% 18.4% 0.2% 0.0% 47.7% 100.0% 
Secondary 
Cities 

24.7% 1.4% 13.9% 13.8% 0.2% 0.0% 46.1% 100.0% 

Larger Towns 28.3% 1.3% 8.7% 18.8% 0.4% 0.0% 42.5% 100.0% 
Smaller Towns 40.0% 1.1% 10.4% 11.0% 0.3% 0.0% 37.1% 100.0% 
Rural 
Municipalities 

69.9% 1.3% 11.7% 6.4% 0.0% 0.0% 10.7% 100.0% 

Districts 
without P&F 

75.1% 4.6% 15.9% 1.4% 0.8% 0.0% 2.2% 100.0% 

Districts with 
P&F4 

84.8% 2.4% 4.7% 0.0% 0.0% 0.0% 8.1% 100.0% 

Source: National Treasury Local Government Database. 

2.2.1 Transfers to Local Governments 
 There are two types of transfers from national government to local government; (i) direct 
transfers and (ii) indirect transfers. Indirect transfers are in reality not transferred to 
municipalities but are spend by national departments and other entities like Eskom on behalf 
of municipalities. The indirect transfers are spent on infrastructure and capacity building. 
There are two types of direct transfers; conditional and unconditional transfers. The direct 
and unconditional transfers are allocated to municipalities through: (i) the local government 
equitable share (LES) of national revenues (formula allocations) which is the main 
unconditional transfer), (ii) the general fuel levy sharing for metros, and (iii) the Regional 
Service Council (RSC) levy replacement grant for district municipalities. The metros’ share 
of RSC levy replacement grant is going through conversion to the general fuel levy sharing 
with metros, and this is to be completed by 2012/2013.5 Direct and conditional transfers are 
divided into two; (i) Infrastructure grants and (ii) Capacity-building grants and other grants. 
 The equitable share allocation is distributed horizontally using a simple formula that 
attempts to take into account fiscal capacity, fiscal efficiency, developmental needs, the 
extent of poverty and backlogs in municipalities (Annexure W1 to 2012 Budget Review, pp 
                                                 
4 P&F stands for powers and functions.  
5 Before 2006, district municipalities raised levies on local businesses through an RSC or JSB levy, which was 
the major source of own revenues for districts. In 2006/07, this source of revenue was replaced with the 
RSC/JSB levies replacement grant, which was allocated to all district and metropolitan municipalities based on 
the amounts they had previously collected through the levies. In 2009/10, the sharing of the general fuel levy 
was introduced as a permanent replacement to the former RSC and JSB levies for metropolitan municipalities 
while district municipalities still receive the RSC/JSB levies replacement grant (National Treasury 2012b). 
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33). This is done through Local Government Equitable Share (LES) formula as defined 
below. 

 
LES = BS + D + I + RRC ± C  
 
Where: 

• BS is a component for the provision of basic services such as water, refuse removal, 
sanitation, electricity and environmental health care and, free basic services to poor 
households,  

• D represents a component for the development needs of municipalities, 
• I is an institutional support component to assist poor municipalities without revenue 

raising capacity to fund administration, 
• RRC is a correction component for revenue raising capacity and measures the fiscal 

capacity of municipalities to raise own revenues from taxes, surcharges and user fees 
and, 

• C is a general correction and stabilization factor (National Treasury 2012b).   
 

The table below shows national government transfers to local government. As can be seen, 
the transfers include an equitable share designed to subsidise operations of the municipality 
and conditional grants, usually aimed for infrastructure and capacity building 
 
Table 4: National transfers to local government, 2007/08 – 2013/14 
  2007/08 2008/09 2009/10 2010/11 2011/12 2012/13 2013/14 
R million Outcome Revised 

estimate 
Medium-term estimates 

Direct transfers            
Equitable share and related     

20,676  
    
25,560  

    
23,845  

    
30,559  

    
34,108  

    
37,573  

    
39,960  

Fuel levy sharing              
–  

             
–  

      
6,800  

      
7,542  

      
8,573  

      
9,040  

      
9,613  

Infrastructure     
16,290  

    
18,562  

    
18,812  

    
20,972  

    
25,596  

    
28,642  

    
30,774  

Capacity building and other 
current transfers 

      
1,517  

      
1,365  

      
2,081  

      
2,080  

      
1,894  

      
1,774  

      
1,969  

Subtotal direct transfers     
38,483  

    
45,487  

    
51,538  

    
61,152  

    
70,171  

    
77,029  

    
82,317  

Indirect transfers        
Infrastructure transfers       

1,334  
      
1,928  

      
2,754  

      
2,947  

      
3,892  

      
4,445  

      
4,734  

Capacity-building and other 
current transfers 

         
550  

         
379  

         
243  

         
148  

         
100  

             
–  

             
–  

Subtotal indirect transfers       
1,884  

      
2,307  

      
2,997  

      
3,095  

      
3,992  

      
4,445  

      
4,734  

Total   40,367     47,794     54,535     64,247     74,164     81,474     87,051  
Source: Table 8.3 of 2011 Budget Review, Medium-term expenditure and division of revenue (Chapter 8), pp114 (National 
Treasury 2011a). 
 
  The figure and table show that metropolitan municipalities get the lions’ share of direct 
(unconditional) transfers to local government. For the period between 2006/07 and 2008/09 
(and the estimates for the for the 2009/10 to 2012/13 period), the percentage of equitable 
share grant to metros averaged 25.04 percent out of all equitable share grants to local 
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government from national government. This has also been the case for the RSC levy 
replacement grant where the metros get an average of 66.90 percent of all the grant funds for 
the period between 2006/07 and 2008/09. Again, both the equitable share and RSC levy 
replacement grants have been showing an upward trend from 2006/07 to 2008/09, as well as 
in the estimates for 2009/10 to 2012/13. 
 
Figure 1: Equitable share grant transfer for Local Government  

 
Source: National Treasury, 2011 Local Government Budgets and Expenditure Review: 2006/07 – 2012/13. 
 
Figure 2: RSC levy replacement grant transfer for local government 

 
Source: National Treasury, 2011 Local Government Budgets and Expenditure Review: 2006/07 – 2012/13 

2.2.2 Municipal own revenue sources 
Provinces raise about 5 percent own revenue while municipalities raise about 67 to 75 

percent of their own revenue sources, although there are wide disparities across 
municipalities leading to existence of horizontal fiscal imbalance.6 A significant amount of 
own revenue sources (property rates, surcharges on service charges, other taxes, levies and 
duties) is allocated by the Constitution to local government. Municipalities also charge for 

                                                 
6 National Treasury, Provincial Budgets and Expenditure Review: 2005/06 – 2011/12 and National Treasury, 
2011 Local Government Budgets and Expenditure Review: 2006/07 - 2012/13. 
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most of the services they provide. Service charges (e.g. water and electricity) provide the 
largest source of municipal revenue, however a large percentage of this revenue flows back to 
Eskom or the water boards in the form of bulk purchases. All municipalities (including 
metros) are expected to raise own revenue in addition to the equitable share transfer they 
receive from national government. However, as mentioned earlier, there are huge disparities 
among municipalities as seen in table 2. 

2.2.3 Municipal Borrowing 
Local governments have the legal authority to borrow from the market particularly for 

infrastructure financing. Municipality borrowing also differs markedly among municipalities, 
with some utilizing this facility while others are not taking full advantage of this possibility. 
In general, however, municipal borrowing has been declining especially since the onset of the 
recession of 2008/2009 (FFC 2012). 

2.2.4 Municipal Expenditure 
 As earlier explained, there are also substantial disparities in terms of expenditure at the 
local government level. Capital expenditure items are also markedly different across different 
municipalities. For instance, as seen in the table below, electricity is more important for 
metros, cities and town municipalities than for rural and district municipalities’; whereas 
roads are a more important expenditure item for the latter compared to the former. On 
aggregate, the table shows that nearly a third of the total local government capital expenditure 
consists of the net purchases of electricity, water and sanitation. The capital expenditure on 
roads and storm water represents slightly more than 25 percent of the local government 
expenditure.  
 

Table 5: Municipal capital expenditures (percentage) per type of municipality, 2009/10 
Row Labels Electricity Housing Other Roads and 

Storm 
Water 

Water and 
Sanitation 

Grand 
Total 

Metros 14.9% 5.2% 32.8% 28.0% 19.0% 100.0% 
Secondary Cities 12.1% 1.0% 48.9% 17.2% 20.8% 100.0% 
Larger Towns 15.1% 0.9% 35.9% 23.4% 24.7% 100.0% 
Smaller Towns 9.7% 4.1% 33.7% 18.4% 34.2% 100.0% 
Rural 
Municipalities 

1.9% 2.0% 44.8% 43.6% 7.6% 100.0% 

Districts without 
P&F 

0.2% 0.6% 38.4% 59.8% 1.0% 100.0% 

Districts with 
P&F 

0.0% 0.0% 42.8% 10.8% 46.4% 100.0% 

Grand Total 11.7% 3.5% 37.1% 25.8% 21.9% 100.0% 
Source: National Treasury Local Government Database. 

2.3 Overview of metropolitan municipalities in South Africa 
 South Africa is currently composed of eight metropolitan municipalities and they include: 
(i) Buffalo City Municipality (East London); (ii) City of Cape Town; (iii) City of 
Johannesburg; (iv) Ekurhuleni Metropolitan Municipality (East Rand); (v) City of eThekwini 
(Durban); (vi) Mangaung Municipality (Bloemfontein); (vii) Nelson Mandela Metropolitan 
Municipality (Port Elizabeth); and (viii) City of Tshwane (Pretoria). 
 At this point, it is important to note that due to data availability issues, the analysis will 
focus on six of these eight metropolitan municipalities, as Buffalo City and Mangaung 
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Municipality became metropolitan municipalities only after the local government elections of 
May 18th, 2011.7 
  The figure below shows the total populations of these metropolitan municipalities.  The 
role of the municipalities as contained in the 1996 Constitution is to structure and manage the 
municipalities’ budgeting and planning processes so that priority is given to the basic needs 
of the community, and to advance the social and economic development of the community.  
 
Figure 3: Total population shares of metropolitan municipalities, 2010 
 

 
Source: Global Insight (2011). 

 

Human Development and Income Inequality in the Metros 
 It is clear from the table below that the annual per capita income of metropolitan 
municipalities has been increasing over the years for all the metros. In particular, the City of 
Tshwane Metropolitan Municipality has had the highest income per capita of all the metros 
for the years 1996 to 2010, and it has been closely followed by the City of Johannesburg. 
During the same period, Nelson Mandela Metropolitan Municipality has consistently had the 
lowest per capita income. 
 
Table 6: Annual per capita income, 1996 – 2010 (Rand, current prices) 
Year WC - City of 

Cape Town 
Metropolitan 
Municipality 

KZN - 
eThekwini 
Metropolita
n 
Municipalit
y 

GP - 
Ekurhuleni 
Metropolitan 
Municipality 

GP - City of 
Johannesburg 
Metropolitan 
Municipality 

EC - Nelson Mandela 
Bay Metropolitan 
Municipality 

GP - City of 
Tshwane 
Metropolitan 
Municipality 

1996 19133.37 14526.12 18037.76 21458.90 13138.86 22179.82 

1997 21086.32 15762.00 18995.03 24088.51 14409.80 24911.05 

1998 22374.69 16870.41 19487.95 25822.48 15617.75 26904.03 

1999 24421.33 17963.99 20118.33 27877.43 16785.58 29134.93 

2000 26527.10 19863.43 22670.15 29764.72 19221.20 32129.42 

2001 28356.99 21515.37 23900.83 31291.39 20887.54 33749.01 

                                                 
7 There are currently nine provinces and 278 local governments in South Africa. As from May 2011, local 
governments were divided into eight metropolitan municipalities (category A), 44 district municipalities 
(category C), and 226 local municipalities or category B municipalities. 

City of Cape 
Town 

eThekwini 

Ekurhuleni 

City of 
Johannesburg 

Nelson Mandela 
Bay 

City of Tshwane 
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2002 30869.88 23577.82 26312.55 34088.76 22844.41 36846.08 

2003 33382.12 25277.18 28062.89 36130.90 24592.32 39110.15 

2004 37463.06 28088.97 30944.64 39713.54 27083.60 43169.48 

2005 40831.83 30586.69 34249.96 43850.02 29699.30 48458.14 

2006 44834.20 33996.38 37477.35 47857.63 32411.98 52387.71 

2007 49577.68 37872.24 42214.65 52922.19 35819.39 58085.08 

2008 54726.06 41931.71 46891.43 58533.95 40335.92 63774.10 

2009 56793.71 44364.38 49580.50 60645.09 42225.58 66697.79 

2010 60879.81 47361.56 53508.60 64146.80 45246.47 70870.41 

Source: Global Insight (2011). 

 

Table 7: South Africa’s Human Development Index, 1996 – 2010  
Year WC - City of 

Cape Town 
Metropolitan 
Municipality 

KZN - 
eThekwini 
Metropolitan 
Municipality 

GP - 
Ekurhuleni 
Metropolitan 
Municipality 

GP - City of 
Johannesburg 
Metropolitan 
Municipality 

EC - Nelson 
Mandela Bay 
Metropolitan 
Municipality 

GP - City of 
Tshwane 
Metropolitan 
Municipality 

1996 0.69 0.63 0.66 0.69 0.64 0.69 

1997 0.67 0.60 0.63 0.67 0.61 0.68 

1998 0.69 0.63 0.65 0.69 0.64 0.69 

1999 0.69 0.64 0.65 0.69 0.64 0.70 

2000 0.69 0.64 0.66 0.69 0.64 0.70 

2001 0.70 0.65 0.66 0.69 0.66 0.70 

2002 0.70 0.65 0.66 0.69 0.66 0.70 

2003 0.71 0.65 0.66 0.69 0.66 0.70 

2004 0.71 0.65 0.66 0.69 0.66 0.70 

2005 0.71 0.65 0.66 0.69 0.67 0.70 

2006 0.72 0.65 0.66 0.69 0.66 0.70 

2007 0.72 0.65 0.65 0.69 0.67 0.69 

2008 0.72 0.65 0.65 0.69 0.67 0.69 

2009 0.72 0.65 0.65 0.68 0.66 0.69 

2010 0.70 0.63 0.64 0.66 0.65 0.67 

Source: Global Insight (2011). 
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Figure 4: Gini Coefficient for metropolitan municipalities (1996-2010) 

 
Source: Global Insight (2011). 

 
 Table 7 and figure 4 show the human development index and Gini coefficient for the 
metros respectively. From Table 7, the City of Cape Town displays the highest levels of 
human development of all the metros for the period between 1996 and 2010. It is followed 
closely by the City of Tshwane and then the City of Johannesburg. eThekwini Municipality 
displays the lowest levels of human development, followed by Ekurhuleni which displays the 
second lowest levels of human development. The Gini coefficient shows levels of income 
inequality, and the figure above shows the differing levels of income inequality between the 
metros. For the period between 1996 and 2008, the City of Johannesburg displayed the 
highest levels of income inequality, but from 2008 to 2010, it was Ekurhuleni that had the 
highest levels of income inequality. The City of Cape Town consistently displays the lowest 
levels of income inequality for the period spanning 1996 to 2010. As reported by the FFC, 
these socio-economic differences play a major role in municipalities’ revenue raising 
capabilities. The municipalities with higher and richer populations as well as higher 
economic activities tend to raise more revenue. At the same time, these same municipalities 
tend to also be more costly to run as population settlements tend to be denser (FFC 2012). 

3. Defining the fiscal indices 

This section demonstrates how the fiscal capacity measures can be used to assess the 
relative fiscal conditions and fiscal disparities across local governments in South Africa and 
thus inform the design or the review of a system of equalization grant system required to 
equalize fiscal conditions at the local level.  
 Tannenwald and Turner (2006), Yilmaz et al. (2006), Yilmaz (2002), Sjoquist (1996a), 
and ACIR (1993) define the various fiscal indices characterising the fiscal condition or fiscal 
health of sub-national levels of government as follows hereafter.   
 As aforementioned, this paper assesses fiscal disparities across municipalities using a 
comprehensive approach to measuring of fiscal capacity. The fiscal capacity index is defined 
as a measure of a jurisdiction’s ability to raise revenues relative to its expenditure needs i.e. 
the cost of delivering a standardized basket of goods and services in that specific jurisdiction. 
In other words, the fiscal capacity of a jurisdiction is the jurisdiction’s revenue capacity 
relative to its expenditure need. It provides an estimate of a jurisdiction’s ability to fund its 
expenditure needs through its own resources (Yilmaz, et al. 2006). 
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 The revenue capacity index measures the potential revenue that a sub-national government 
could raise given a specific revenue structure prevalent in the country; it’s a measure of its 
relative ability to raise revenues (Sjoquist 1996a, Yilmaz, et al. 2006).8 
 The revenue effort is defined as the actual revenues collected relative to potential revenue 
or revenue capacity. It reflects the extent to which the local government is employing its 
revenue-raising potential or the extent to which its actual revenues are in line with its revenue 
capacity (Tannenwald and Turner 2006, Yilmaz, et al. 2006).9 The revenue effort index 
would reveal for instance whether low levels of revenue collections in a jurisdiction are 
determined by a low capacity to raise revenues or by a reluctance to use its available revenue 
capacity to finance government expenditures. This can play an important role in determining 
the appropriate fiscal policy response when facing budget deficits or difficulties in generating 
sufficient revenues to finance adequate public service delivery. For instance, a sub-national 
government with a high revenue effort index would need to reduce its public expenditures 
rather than increase its taxes in order to reduce the budget deficit (Sjoquist 1996a, Eltony 
2002).  
 Finally, the expenditure need index measures how much a jurisdiction must spend per 
capita in order to provide a given set of basic services, relative to the national average.10 
Expenditure need reflects the level of expenditures required to provide a basic set of services 
(Sjoquist 1996a, Yilmaz, et al. 2006). The expenditure need index in a specific jurisdiction 
measures the impact of various expenditure pressures (such as share of elderly population, 
share of population without housing and access to other basic services, etc.) on the necessary 
or average level of public expenditures. In that regard, a jurisdiction with high expenditure 
need will have higher public expenditure in certain areas (e.g.water, sanitation, electricity, 
and refuse removal) relative to other jurisdictions (Tannenwald and Turner 2006). 
 The section below provides a detailed description of the RTS and RES methodologies 
applied to assess the fiscal condition of six metropolitan municipalities in South Africa, using 
data for the fiscal year 2008-09. Due to data limitations, assessing the fiscal condition of all 
municipalities in the country was not feasible. Consequently, the aim of the paper is to gauge 
the fiscal health of the following metropolitan municipalities: the City of Cape Town 
(Western Cape); the City of Johannesburg (Gauteng); the City of Tshwane (Gauteng); 
Ekurhuleni Metropolitan Municipality (Gauteng); the City of eThekwini (KwaZulu-Natal); 
and Nelson Mandela Metropolitan Municipality (Eastern Cape). 

4. The RRS and the RES methodologies 

The RRS methodology 

                                                 
8The given revenue structure is as such that all sub-national governments have the same revenues and the same 
rates. This would enable comparison between jurisdictions in their ability to raise revenue.  For example, a 
revenue capacity greater than 100 for a specific jurisdiction, e.g. 120, would imply that for given revenue 
structure and rates, the revenue per capita that would be raised in this jurisdiction is 20 percent more than the 
national average revenue. Similarly, a jurisdiction with a revenue capacity index of 60 would raise per capita 
revenue equal to 60 percent of the national average or 40 percent less than the national average (Sjoquist 1996a). 
9 A revenue effort index of 60 percent for a specific jurisdiction would mean that the jurisdiction raised 60 
percent of what it has the capacity to raise. Consequently, the jurisdiction underutilizes its revenue sources 
relative to other studied jurisdictions and could increase its revenue by 40 percent by using rates that are average 
for the nation (Sjoquist 1996b). 
10 A jurisdiction with a per capita expenditure need index of 70 percent implies that it would need to spend only 
70 percent of the national average to provide the given set of public services. A value of 120 for a jurisdiction 
means that it would have to spend 120 percent of the national average to provide the given set of services 
(Sjoquist 1996b). 
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 The Representative Revenue System (RRS) approach attempts to minimize the influence 
of centralized policy-making decisions or choices with regard to which local governments 
resources are and are not available for taxation. As mentioned earlier the RRS approach is 
used to estimate the revenue capacity index which measures the relative ability of a sub-
national government to raise revenue. Comparing the index across sub-national governments 
in South Africa, especially metropolitan municipalities, requires an estimation of the revenue 
that each jurisdiction would raise given the same revenue sources and the same rates. As 
such, the initial step in applying the RRS methodology would be to define the revenue 
sources of local governments, in this case metropolitan municipalities (Sjoquist 1996a, S. 
Yilmaz 2002, Yilmaz, et al. 2006). 
 The main revenue sources at the metropolitan municipality level included in the analysis 
consist of the following: Property taxes (also called property rates in South Africa),11 user or 
utility charges (water, sanitation, electricity and refuse-removal services) and other own 
revenues (traffic fines, business licences, rental fees, entrance fees for use of municipal 
facilities and fresh produce markets) (National Treasury 2008).12 These revenue sources are 
called the “representative revenue structure” capturing the main revenue sources used at the 
metropolitan municipality level in South Africa. Following the methodology used in Sjoquist 
(1996a), intergovernmental transfers are excluded from the analysis for metropolitan 
municipalities, given that they receive a small share of their revenue in the form of grants 
(Bahl and Smoke 2003). Additionally, transfers have nothing to do with a municipality’s tax 
base i.e. they are not an own source revenue. 
 Once the “representative revenue structure” has been specified, we could then calculate 
the representative rates for each revenue source at that local sphere of government.  
 Given each revenue source, the representative rates are set so that the total country-wide 
revenue for each revenue source is equal to the actual country-wide revenue collected from 
that source by local governments. The representative rate is the national average effective rate 
of revenue collection. It is calculated by dividing the national actual revenue collections by 
the estimated national standard revenue base for each revenue item in the “representative 
revenue structure” (S. Yilmaz 2002, Yilmaz, et al. 2006). It is important to note that a 
“national” measure in this case refers to six metropolitan municipalities studied. 
 Subsequently, the revenue capacity for each municipality is estimated by multiplying the 
representative rate by the corresponding standard base for each revenue item or revenue 
source and then adding all revenue item capacities. The metropolitan municipality’s total 
revenue capacity is then indexed to the “national” average to arrive at the municipality’s 
index of revenue capacity, that is, its ability to raise revenue relative to the “national” 
average. Note that the “national” average is set equal to 100 (S. Yilmaz 2002, Yilmaz, et al. 
2006).13 
 Finally, from the measure of revenue capacity, an estimate of the revenue effort is derived 
by dividing actual revenue collection by revenue capacity. Comparing each municipality’s 
revenue effort relative to the “national” average would create the index of revenue effort.  
 The table below provides the data sources used in calculating the representatives rates, the 
revenue capacity and the revenue effort.  

                                                 
11Note that the property tax is levied only by metropolitan municipalities (category A) and local municipalities 
(category B) (Bahl and Smoke 2003). 
12 The Regional Service Council (RSC) levy, a combination of a flat rate payroll tax and flat rate turnover tax 
charged on employers and paid to category A and C municipalities, was abolished in 2006/07 (from 1 July 
2006) and replaced by a grant to local governments (National Treasury 2008).  
13For an illustrative example of how to calculate Revenue Capacity and Revenue Effort, refer to Yilmaz et al. 
(2006) in Table 1 and Box 1 and Sjoquist (1996a) on page 21. 
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Table 8: Data description and data sources for the RRS, FY2008-09 

Data by Metropolitan Municipality Sources 
Population data IHS Global Insight 

Regional eXplorer 574 (2.3h) 
  
Property rates 
Property tax revenues/collections  

2011 - Local Government 
Budgets and Expenditure 

Review : 2006/07 - 2012/13 
 

Property rates 
Total property value (standard base) 
 
Due to data limitations, total property value was estimated by 
multiplying house price indices by the number of households in very 
formal type of dwelling. 

Absa House Price Indices 
(Quarterly), (Purchase Price - 
Smoothed (Unit: Smoothed 

Rand) 
 

Number of households in very 
formal type of dwelling: IHS 

Global Insight 
  
User charges 
Revenues/collections from user charges  

2011 - Local Government 
Budgets and Expenditure 

Review : 2006/07 - 2012/13 
User charges 
Aggregate total personal income in all metros (standard base) 
 
In calculating revenue capacity for user charges, we use personal 
income as the hypothetical base following the approach by Sjoquist 
(1996a), Tannenwald and Turner (2006), and Yilmaz et al. (2006) 

IHS Global Insight 
 

  
Other revenues 
Revenues/collections 

2011 - Local Government 
Budgets and Expenditure 
Review : 2006/07 - 2012/13 

Other revenues 
Aggregate total personal income in all metros (standard base) 
 
In calculating revenue capacity for user charges, we use personal 
income as the hypothetical base following the approach by Sjoquist 
(1996a), Tannenwald and Turner (2006), and Yilmaz et al. (2006) 

 

The RES methodology  
 The Revenue Expenditure System (RES) is a parallel of the RRS. This approach estimates 
the amount that must be spent by local governments in the provision of a standard level of 
service for each representative bundle of local spending. It is essentially the expenditure side 
of the fiscal capacity measure (S. Yilmaz 2002). 
 Similar to the RRS methodology, a first important step in estimating the RES is to identify 
the standard bundle of public services that local governments, in this case metros, typically 
offer. In this paper, four expenditure functions are considered: finance, administration, 
executive and council, health services14, public order and safety, and a category of “all other 
expenditures” which covers functions such as sport and recreation, community and social 
services, planning and developing, housing, environmental protection, and road transport. 
                                                 
14 It is important to note here that health services refer to municipal health services as assigned to local 
government, not to a delegated function through agency arrangements (service level or agency agreement) with 
provinces. The administration of libraries, clinics, emergency medical services and the implementation of 
housing projects are often delegated by provinces to municipalities (National Treasury 2011b). 
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 The next steps are to determine the prices of goods and services purchased by metros to 
produce public services and to identify the best possible measure of the workload for each of 
the major categories of local expenditures. It is more likely than not that there would be 
variations in the cost of public services across local governments. The reasons for this are the 
differences in prices of inputs that are used for the production of services in different 
localities; the differences in services types offered by different localities, and the scope of the 
services to be provided. Unfortunately, such prices are usually not available in the detail 
required (S. Yilmaz 2002). 
 As aforementioned, another important step is the identification of apossible measure of the 
workload for each of the major categories of local expenditures. The workload factors would 
reallocate the total nationwide expenditure for a given function across metros in proportion to 
each metro’s need. For instance, the number of vehicle-kilometres travelled is an example of 
a workload for highway expenditures and is an indicator of maintenance and repair costs 
attributable to wear and tear from motor vehicles and other traffic. Also, the number of 
people in poverty may be a workload factor used to calculate the metro’s needs for welfare 
expenditures (S. Yilmaz 2002, Yilmaz, et al. 2006). It is important to note that the workload 
measures are independent of the actual local government policies.15 
 Once the measure is determined, for each expenditure function, the representative 
expenditure or the expenditure need is estimated by multiplying the national total general 
expenditure with each metro’s workload factor.  The estimates of expenditure need reflect the 
level of expenditures required to provide a given bundle of public services that prevails 
nationwide (Sjoquist 1996a, S. Yilmaz 2002). This number is then divided by the metro’s 
population to calculate the per capita expenditure need. For each metro, the per capita 
expenditure need calculations are then added across all expenditure items and indexed to the 
national average to obtain the index of expenditure need. 
 The table below provides the data sources used in calculating the workload factors and the 
expenditure need.  
 
Table 9: Data description and data sources for the RES, FY2008-09 
Data by Metropolitan Municipality Sources 
Population data IHS Global Insight 

Regional eXplorer 574 (2.3h) 
Finance, administration, executive and council Expenditure Function 

Total expenditures P9114 
Municipalitiesfinancialcensus, 

Stats SA 
Drivers 
Staff Head Count 

P9115 data  StatsSA 

Health services 
Total expenditures P9114 

Municipalitiesfinancialcensus, 
Stats SA 

Drivers 
Population Aged above 55 
Population living with HIV 

IHS Global Insight 
 

Public order and safety 
Total expenditures P9114 

Municipalitiesfinancialcensus, 
Stats SA 

                                                 
15A detailed computation of workload measures are available upon request. 
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Drivers 
Number of murders 
Number of aggravated robbery 
(Robbery at residential premises 
- Robbery at business premises 
- Carjacking 
- Truck hijacking) 

IHS Global Insight 
 

Trading Services (Water, Electricity, Sanitation, Waste) 
Total expenditures P9114 

Municipalitiesfinancialcensus, 
Stats SA 

Drivers 
Total Number of Consumer Units receiving free: 
Water 
Electricity 
Sewerage and Sanitation 
Solid waste management 

P9115 data  StatsSA 

All other general expenditures 
Total expenditures P9114 Municipalities financial 

census, Stats SA 
Drivers 
Population  
Regional per capita income (or Gross Value Added) 

IHS Global Insight 
Quantec 

 
 The following section presents the results from the RRS and the RES techniques as well as 
the analysis of these results.  

5. Results and discussions 

Results of the RRS approach 
 The RRS approach, as described in previous sections, applied the same average effective 
rate of revenue across all metropolitan municipalities to standardize tax and other revenue 
bases in each metro. As such, this approach is truly “representative” and the estimated 
revenue capacity and effort would vary only because of differences in the underlying bases. 
The RRS capacity and effort are then comparable across the standardized revenue bases and 
across metropolitan municipalities. The table below presents base-specific revenue capacity 
and revenue effort indices of the six metros in South Africa.  
 
Table 10: Base-specific revenue capacity and revenue effort indices 

Service Charges Capacity Per 

Capita 

Revenue Per 

Capita 

Revenue Effort 

Index 

Revenue Capacity 

Index 

City of Cape Town 2,404.15 2,173.45 90 106 

City of Johannesburg 2,554.89 2,746.19 107 113 

City of Tshwane 2,798.36 2,509.98 90 124 

Ekurhuleni 2,055.37 2,205.08 107 91 

eThekwini  1,818.40 1,852.70 102 80 

Nelson Mandela Bay 1,757.89 1,890.66 108 78 

       

TOTAL 2,263.56 2,263.56 100 100 
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Property Tax Capacity Per 

Capita 

Revenue Per 

Capita 

Tax Effort Index Tax Capacity Index 

City of Cape Town 1,325.36 1,014.41 77 143 

City of Johannesburg 1,039.51 909.05 87 112 

City of Tshwane 848.00 1,016.43 120 91 

Ekurhuleni 787.82 670.39 85 85 

eThekwini  670.21 1,148.81 171 72 

Nelson Mandela Bay 759.42 574.90 76 82 

     
TOTAL 929.60 929.60 100 100 

     
Other Revenue  Capacity Per 

Capita 

Revenue Per 

Capita 

Revenue Effort 

Index 

Revenue Capacity 

Index 

City of Cape Town 659.75 534.49 81 106 

City of Johannesburg 701.12 717.27 102 113 

City of Tshwane 767.93 759.18 99 124 

Ekurhuleni 564.04 353.64 63 91 

eThekwini  499.01 793.19 159 80 

Nelson Mandela Bay 482.40 440.38 91 78 

       

TOTAL 621.17 621.17 100 100 

     
ALL Revenues  Capacity Per 

Capita 

Revenue Per 

Capita 

Revenue Effort 

Index 

Revenue Capacity 

Index 

City of Cape Town 4,389.25 3,722.35 85 115 

City of Johannesburg 4,295.52 4,372.51 102 113 

City of Tshwane 4,414.29 4,285.60 97 116 

Ekurhuleni 3,407.23 3,229.11 95 89 

eThekwini 2,987.62 3,794.70 127 78 

Nelson Mandela Bay 2,999.72 2,905.94 97 79 

     
TOTAL 3,814.33 3,814.33 100 100 

Source: authors’ own calculations. 

  
 With regards to revenue capacity indices, three metros, City of Cape Town, City of 
Johannesburg, and City of Tshwane, systematically have relatively high capacities across all 
revenues, with the exception of property tax in the City of Tshwane where the index is a little 
bit below the average across all metros. In other words, if these metros were to apply a 
nationally uniform set of rates to the standardized revenue bases, they would raise per capita 
revenues from these sources higher than the national average. These metros with relatively 
high capacities tend to be those with high per capita personal income, high average property 
values (except City of Tshwane), and high per capita regional income (measured by the Gross 
Value Added). By contrast, Ekurhuleni, eThekwini, and Nelson Mandela Bay, with lower 
average per capita personal incomes, per capita regional income, and average property 
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values, tend to possess lower than average revenue capacities across the standardized revenue 
bases. 
 With respect to base-specific revenue effort, eThekwini is one of the best performers 
across the standardized revenue bases. In order words, this metro tends to better exploit all its 
potential revenue bases relative to other metros and thus the average rates in this municipality 
would tend to be above the national average. With the exception of property taxes, 
Johannesburg has a revenue effort greater than the national average for both service charges 
and other revenues.  
 As the table below shows, the overall performance of the revenue system confirms that the 
best revenue performances occur in metros whose per capita personal income, property 
values, and economic activities tend to be high; whereas the worst performances take place in 
metros characterized by lower per capita personal income, property values, and lower degree 
of economic activities. 
 The City of Cape Town appears to be the metro with the lowest revenue effort, raising 
only 85 percent of what it has the capacity to raise.  
 
Table 11: RRS revenue capacity and effort across metros 
Province Metropolitan 

Municipalities 

Per 

Capita 

Regional 

Income 

Ranking Revenue 

Effort Index 

Ranking Revenue 

Capacity Index 

Ranking 

Western 

Cape 

City of Cape 

Town 

63,869.21 3 85 6 115 2 

Gauteng City of 

Johannesburg 

72,900.15 2 102 2 113 3 

Gauteng City of Tshwane 75,014.63 1 97 3 116 1 

Gauteng Ekurhuleni 61,529.11 4 95 5 89 4 

KwaZulu-

Natal 

eThekwini 46,121.36 5 127 1 78 6 

Eastern 

Cape 

Nelson Mandela 

Bay 

                          

35,395.07 

6 97 4 79 5 

Source: authors’ own calculations. 

Results of the RES approach 
 The two tables below present the estimates of the actual per capita general expenditures of 
metros and their representative expenditures or expenditure needs. The tables show that 
except for health services and public order and safety, metropolitan municipalities display 
great variations both in terms of actual spending and in terms of representative expenditures, 
as represented by the standard deviation.  
 It appears from the table below (per capita expenditure need index) that the City of Cape 
Town exhibits the highest per capita expenditure need index, and thus the city would have to 
spend 126 percent of the national average to provide the standard mix of public services that 
metros typically offer. In order words, the per capita expenditures in that city would have to 
exceed the national average by 26 percent in order for it to provide the standard mix of public 
services. On the other hand, the City of Tshwane, with per capita expenditure need index of 
70 percent, would need to spend only 70 percent of the national average to provide the 
representative level of public services. 



19 

 

 Overall, cities with high per capita expenditure need index tend to have high numbers of 
consumer units receiving free water, electricity, sewerage and sanitation, solid waste 
management, as well as high number of people aged above 55 years old. 
 
Table 12: Indices of the general expenditures of Metros, by function, per capita 
Metropolitan 
Municipalities 

Finance, 
administration, 
executive and 
council 

Health 
services 

Other 
public 
order and 
safety 

Trading 
Services 
(Water, 
Electricity, 
Sanitation, 
Waste) 

ALL Other 
Expenditures 

TOTAL 

National 1,602 96 35 2,431 1,239 5,403 
Percent 26% 2% 0% 49% 22% 100% 

Standard 
Deviation 

398.16 20.86 57.49 328.70 272.11 789.92 

       
City of Cape 
Town 

84% 111% 32% 103% 92% 0.95 

City of 
Johannesburg 

129% 91% 0% 118% 117% 1.20 

City of 
Tshwane 

114% 139% 72% 102% 118% 1.10 

Ekurhuleni 59% 100% 431% 93% 68% 0.80 
eThekwini  104% 79% 48% 89% 113% 0.99 
Nelson 
Mandela Bay 

112% 86% 0% 79% 76% 0.88 

Source: authors’ own calculations. 

Table 13: Indices of the representative metropolitan expenditures, by function, per capita 
Metropolitan 
Municipalities 

Finance, 
administration, 
executive and 
council 

Health 
services 

Other 
public 
order and 
safety 

Trading 
Services 
(Water, 
Electricity, 
Sanitation, 
Waste) 

ALL Other 
Expenditures 

TOTAL 

National                     
1,602  

                   
96  

                               
35  

                      
2,431  

                      
1,239  

                      
5,403  

Percent 23% 1% 0% 58% 18% 100% 
Standard 
Deviation 

308.7 16.1 11.8 1133.4 215.4 983.8 

        
City of Cape 
Town 

98% 73% 49% 162% 96% 126% 

City of 
Johannesburg 

106% 101% 144% 109% 97% 105% 

City of 
Tshwane 

96% 99% 97% 22% 128% 70% 

Ekurhuleni 77% 98% 111% 115% 100% 100% 
eThekwini  127% 126% 106% 74% 81% 92% 
Nelson 
Mandela Bay 

75% 99% 65% 91% 121% 93% 

Source: authors’ own calculations. 

 
 The following table describes municipalities’ service provisions, i.e. the relationship 
between metropolitan municipalities’ actual spending and the estimates of the levels of 
spending necessary for metros to deliver the representative level of public services. It is a 
measure of the index of expenditure effort, i.e. a measure allowing to identify which 
municipalities spend under and above what they are expected to spend based on a national 
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representative set of expenditure policies. In other words, comparing actual expenditures to 
expenditure need could, for example, draw attention to a municipality’s efficiency (or 
inefficiency) in service provision. From Table 15, the total actual expenditure in the City of 
Tshwane is 156 percent of the level needed to deliver representative level of service which 
may imply wasteful spending; however, other factors may drive the wedge between actual 
spending and expenditure need.16 
 
Table 14: Actual general expenditures as percentage of representative expenditures, by 
function 
Metropolitan 
Municipalities 

Finance, 
administration, 
executive and 
council 

Health 
services 

Other 
public 
order and 
safety 

Trading 
Services 
(Water, 
Electricity, 
Sanitation, 
Waste) 

ALL Other 
Expenditures 

TOTAL 

National 100% 100% 100% 100% 100% 100% 
       
City of Cape 
Town 

86% 152% 65% 64% 96% 76% 

City of 
Johannesburg 

122% 90% 0% 108% 120% 114% 

City of 
Tshwane 

119% 140% 74% 458% 92% 156% 

Ekurhuleni 78% 101% 389% 81% 67% 80% 
eThekwini  82% 62% 45% 121% 139% 107% 
Nelson 
Mandela Bay 

149% 87% 0% 87% 63% 94% 

Source: authors’ own calculations. 

Fiscal capacity 
 As aforementioned, the fiscal capacity of a jurisdiction is the jurisdiction’s revenue 
capacity relative to its expenditure need. It provides an estimate of a jurisdiction’s ability to 
fund its expenditure needs through its own resources (Yilmaz, et al. 2006). 
 For the sake of comparison, the following table reports two different measures of fiscal 
capacity index: (I) gross regional product divided by total representative expenditures and (II) 
revenue capacity from all revenue bases divided by total representative expenditures. 
 
Table 15: Indices of Fiscal capacity 
Metropolitan 
Municipalities 

I II 
Gross Regional Product/ Representative Revenue System/ 

Representative 
Expenditures 

Representative Expenditures 

City of Cape Town 9.4 0.65 
City of Johannesburg 12.8 0.76 
City of Tshwane 19.8 1.17 
Ekurhuleni 11.4 0.63 
eThekwini  9.2 0.60 
Nelson Mandela Bay 7.0 0.60 
Source: authors’ own calculations. 

                                                 
16 It is possible that non-policy factors not accounted by the RES model (such as differences in public 
preferences over service quality and levels) could account for the divergence between the actual expenditures 
and the expenditure needs (Yilmaz, Hoo, Nagowski, Rueben, & Tannenwald, 2006). 
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 Among all six metros, the City of Tshwane is the only one with the relative ability to fund 
its expenditure needs from its own revenue sources (see measure II). For the remaining 
metros, their low fiscal capacity may be due to a relatively small revenue capacity, a 
relatively high need for expenditure, or a combination of both factors (Yilmaz, et al. 2006). 
This gap between revenues and expenditures may be closed through intergovernmental 
grants; however, it reflects a relatively weak fiscal position that may result in poor service 
deliveries and levels or reduced ability to withstand economic shocks. 

6. Conclusions 

 South Africa has recently embarked upon a comprehensive review of the local government 
equitable share (LES) formula which constitutes the main unconditional grant that accrues to 
municipalities. In order to properly inform this process and the revision of the formula, it is 
very important to pay closer attention to and assess the fiscal disparities and, in general, the 
fiscal conditions, across municipalities in the country. This paper attempts to gauge the fiscal 
health of six metropolitan municipalities in South Africa by using a comprehensive measure 
of fiscal capacity. In assessing the overall level of fiscal capacity, the paper uses the 
Representative Revenue System (RRS) and the Representative Expenditure System (RES) 
methodologies for the fiscal year 2008-09. The objective of such a measure is to allow policy 
makers and financial stakeholders to evaluate the fiscal health and financial condition of 
metropolitan municipalities in the country.  
 Altogether, three indices provide a summary of the general fiscal status of each metro in 
the country: revenue capacity, revenue effort, and expenditure need.  
 In general, the overall performance of the representative revenue system confirms that the 
best revenue performances occur in richer metros whose per capita personal income and 
property values tend to be high; whereas the worst performances take place in poorer metros 
characterized by lower per capita personal income and property values. The City of Cape 
Town appears to be the metro with the lowest revenue effort, raising only 85 percent of what 
it has the capacity to raise. 
 Overall, cities with high per capita expenditure need index tend to have high numbers of 
consumer units receiving free water, electricity, sewerage and sanitation, solid waste 
management, as well as high number of people aged above 55 years old. 
 The gap between revenue and expenditure needs careful policy considerations. It may 
result in metros offering poor service delivery and having reduced ability to withstand 
economic shocks. 
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