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FOREWORD AND
EDITORIAL
he Financial and Fiscal Commission (the
Commission) tables at Parliament its
Annual Submission for the Division of
Revenue every year. The Submission is
made in terms of Section 214(1) of the
Constitution of the Republic of South Africa
(1996), Section 9 of the Intergovernmental
Fiscal Relations Act (No. 97 of 1997) and Section 4(4c) of the
Money Bills Amendment Procedure and Related Matters
Act (No. 9 of 2009).
This Submission is part of the Commission’s constitutionally defined processes, to advise Parliament and state organs
on how the money collected by national government
should be allocated fairly and equitably among the three
spheres of government, to enable them to carry out their
constitutional and other legal mandates. Intergovernmental
fiscal transfers are a dominant feature in South Africa, as
the bulk of government revenue is raised at national level
and then allocated to subnational government (municipalities and provinces) through the equitable share and other
grants. On 27 May 2016, the Commission tabled at Parliament its Annual Submission for the 2017/18 Division of
Revenue. This volume of technical chapters is published as
a companion document to the Annual Submission.
The theme of this year’s Submission is the Intergovernmental Fiscal Relations System and Rural Development in South
Africa. Rural areas cover 80% of South Africa’s land and are
home to almost 40% of the population. Although poverty
and economic deprivation have declined significantly
since 1994, rural areas lag behind the country as a whole.
Despite increased funding, rural regions are not performing as well as urban areas, and the unemployment rate,
particularly among the youth, in rural areas is much higher
than the national unemployment rate. Poverty is a manifestation of under-development emanating from a range of
factors, including historical legacies, under-investment and
structural issues. As a result of historical social engineering
policies and weak regional economies, rural areas carry the
highest burden of poverty. This burden imposes additional
demands for services and funding on rural provinces and
municipalities.

12

Government has recognised the need for integrated rural
development – one of the key objectives of the National
Development Plan (NDP) is an “Integrated and Inclusive
Rural Economy” by 2030, while rural development is one of
the priority areas identified in the Medium Term Strategic
Frameworks (MTSF) of 2009–2014 and 2014–2019. However,
this new approach has not yet been accompanied by a
substantial reallocation of resources. Part of the problem is
that, like many other countries, South Africa does not have
a government-wide, officially agreed and accepted definition of “rural”. This lack of a common definition has led to a
plethora of rural development programmes across government departments.
To date, the fiscal framework has not had a significant impact
on rural development for various reasons, including (a) the
transfer system from national government; (b) uncollected
property rates and/or service charges that are not cost-reflective; (c) leakages, including bad management, inefficient
procurement, under-spending and institutional challenges.
The Submission provides evidence on how improving the
efficiency of intergovernmental fiscal relations can assist
national government, public entities, provinces and municipalities to stimulate rural development through prioritising
public investments and interventions.
Rural development is a complex process and is not just
about agricultural development, as agriculture contributes less than 3% to South Africa’s economy. Indeed farm
families increasingly rely on off-farm employment and
social grants. Therefore, land reform needs to go beyond
agriculture and farm-based activities. Rural areas require
new economic engines and initiatives that seek to expand
industrial activities, enhance agricultural productivity, and
foster greater production linkages within agro-processing
industries.
Given this complexity, rural development requires proper
coordination among the institutions and departments
involved. Coordination is needed at both local level and
between national and subnational governments, in order to
integrate sectoral approaches, to involve private partners
and to achieve the appropriate geographic scale. Public
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ested in urban development, as both rural and urban regions
can contribute to national growth and poverty alleviation.

entities, such as state-owned companies (e.g. Eskom, Telkom)
and development finance institutions (e.g. Land Bank, Industrial Development Corporation) also have a responsibility to
support rural development. However, they invest modestly in
rural areas and do little to crowd in the private sector.
Perhaps the most challenging aspect of rural development is
ensuring that provinces and municipalities are well funded,
through own-revenues and transfers from nationally collected
revenue. Rural provinces have limited economic activity and
a narrow tax base, which means that they rely heavily on
central government for funding. As a result, they have little
spending discretion (i.e. ability to direct resources towards
province-specific needs). While the principle of supporting the
poorer regions or provinces through grants or special projects
is generally well-supported, there is no agreed method for
determining poverty levels and related needs among regions.
In addition, government’s current rural strategies are often
sector-based and do not allow for the different developmental
needs of rural regions, many of which depend on exploiting
special local resources. For example, policies to encourage
rain-fed activities, such as livestock and cropping, are clearly
not suitable for all areas. This sector-based approach, coupled
with the lack of intergovernmental coordination, has led to
the two main rural grants servicing the same target audience
and funding the same activities. Greater alignment is needed
between the land reform programme and other rural development policies.
Like rural provinces, the majority of municipalities in rural
areas depend heavily on transfers to fulfil their mandate.
This is in part because they have limited scope for economic
diversification, exhibit deficient services and infrastructure
and revenue bases are declining because of high unemployment and population losses through migration. In addition,
rural municipalities face the dilemma of expanding expenditure requirements, including caring for the farm workers and
dwellers who are evicted from farms – these evictions are
the unintended consequences of laws introduced since 1994
to regulate the rights of farm workers. Municipalities have to
use their own funds because currently the intergovernmental
fiscal instruments do not cater for evictions.
The main purpose of this Technical Report is to explore how
improving the efficiency of intergovernmental fiscal relations
(IGFR) can assist national government, provinces and municipalities to stimulate rural development through prioritising
public investments and interventions. If managed properly,
fiscal reforms for rural development can bring about greater
inter-regional equity and potential economic growth. While the
focus is on rural areas, the debate should not be an “either-or”
choice between urban and rural development, as both exist in
parallel throughout South Africa. The Commission is also inter-

A vexing methodological question confronting practitioners
is whether these IGFR instruments for rural policies work.
Despite growing interest among policy-makers, very little
research has documented the results of place-based rural development policies1, and what determines success or failure.
This is because isolating the impact of cross-sectoral policies
is difficult, especially in quantitative terms.
Two pillars dominate the conceptual framework underpinning
the work in this volume:
1.

Weak and ineffective IGFR instruments, which are a major
constraint for planning, implementing, operating and
maintaining rural development interventions.

2.

Institutional failures and deficiencies, which account for
a large part of this state of affairs, in particular weak governance and technical and administrative capabilities.

At the broadest level, this Technical Report will enhance our
understanding of emerging trends in rural-urban development and their theoretical and practical implications for South
Africa. Reflecting the diversity of systems and practices, the
Report adopts a multi-layered and multi-levelled approach,
covering local, regional and provincial aspects, and encompassing many actors, institutions, enterprises, state enterprises and social movements. While these multiple dimensions
are modelled here as distinguishable from one another, in
reality they cannot be separated, as they are intertwined in
various ways. For example, public investment in urban areas
can affect poverty directly or indirectly, and at different levels
(i.e. household, municipal, provincial or national), while the
magnitude and direction of impacts will depend on the type
of investment. Therefore, the impacts of investments must
be assessed holistically. In essence, this is the concept of a
general equilibrium, in that the inter-relations, interactions,
exchanges and positive externalities are expressed simultaneously across all dimensions. Similarly, the general equilibrium
concept is not limited to urban areas but captures all possible
elements that share the same geographical space on both
the consumption and production side. The notion of general
equilibrium only becomes meaningful when this wider set of
interdependencies, interactions, and the implied synergies
and externalities are taken into account. In assessing the
impact of public investments in urban areas, the importance of institutional arrangements needs to be highlighted.
Institutional arrangements are structures and mechanisms of
social configuration and cooperation and can be formal and/
or informal.

>>
Place-based policies refer to government efforts to enhance the economic performance of an area within its jurisdiction (in this case a rural area),
typically in the form of transfers to facilitate more job opportunities, higher wages or basic consumption. Perhaps the best known place-based policies
are those that target underperforming areas, such as deteriorating rural areas or relatively disadvantaged areas eligible for regional development aid
such as former Bantustans.

1
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Reflecting the ambitions of this volume, each of the chapters
takes the form of a structured narrative, which (unlike descriptive accounts) maps the interaction between multiple
variables that the literature suggests may contribute to institutional change. In line with this approach, a mix of econometric and simulation/modelling methods and tools are used
to assess the impacts of IGFR instruments in rural areas. To
attach numbers to relationships requires quantification and
modelling. However, identifying the types of socio-economic
models that can be used to analyse rural policy issues is
fraught with difficulty. The model types used take into account
the different policy measures corresponding to each generic
policy issue and thus the “compatibility” of each measure with
types of socio-economic models that are able to carry out the
analysis.
Defining the policy effects that models can capture is complicated. A policy-impact analysis can be directed towards
more than one type of effect, and different “perspectives” can
drive the definition of the effects to be measured (as relevant).
These include policy-eligibility criteria (e.g. low agricultural
incomes, high share of agricultural employment, etc.), microlevel direct variables (e.g. new economic activities generated,
or new quality products produced), economy-wide impacts of
policy measures (e.g. on employment, income, structures) and
“meta” issues such as regional economic growth and convergence or residual choice (to which rural development policies
seem to contribute). The approach adopted here draws on the
literature, as well as the researchers’ relevant experience in
research and policy analysis, and concentrates on modelling
approaches judged to be suitable on the evaluation of “most
important” effects.
Another important issue, which influences not the choice of
model but the choice of scale, is related to the issue of spillovers. Ideally (i.e. to serve a comprehensive policy-evaluation
exercise), every model type could be used at the lowest
possible sectoral level. However, spill-over effects and the
rather wide scale of the socio-economic process do not allow
such an approach.
Finally, another issue taken into account is the difficulty that
several model types have in distinguishing the effects induced
by the (specific) policy alone. This is a major/traditional methodological problem, and its solution is included here. However,
where appropriate, there is a hint that a model might be more
useful for assessing the likely impacts in the absence of policy
intervention.
It is difficult to isolate the impact of a particular external
(exogenous) shock from underlying trends and from other
internal and external factors that influence economic performance. These factors include price movements of major
imports and exports, changes in government economic policy,
booms and slumps in the world economy, or the effects of
civil or international conflict. Therefore, an eclectic approach
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is adopted, using a mixture of quantitative and qualitative
analysis. The quantitative analysis combines regression
analysis and an examination of movements around trends,
“before-and-after” impacts of instrument changes, and
forecasts versus actual performance of key economic indicators. Other relevant approaches are drawn upon, including
those used in constructing computable general equilibrium (CGE) models, input-output tables and social accounting matrices (SAMs). Furthermore, a number of the drought
impacts are qualitative and not easily captured within the
framework of a formal model. Therefore, qualitative approaches included stakeholder interviews and perception surveys.
In addition, desk-based statistical studies of the relationships
between economic performance and IGFR instruments were
undertaken. Finally, case studies examine the interlinking
issues of farm evictions and municipal finances in selected
municipalities that have experienced actual farm expulsions.
The Technical Report consists of 15 chapters that are organised
into four parts:
1.

Macro-Micro and Fiscal Context of Rural Development

2.

National Government and Rural Development

3.

Provincial Government and Rural Development

4.

Rural Municipalities and Rural Development

Part I presents the methods and tools applied in the analysis
of the many different topics, as well as an overview of the
definitions of rural development. Rural areas account for
four-fifths of the land and are home to about two-fifths of the
population in South Africa. Although poverty and economic
deprivation have reduced substantially since the advent of
democracy, greater poverty is found in provinces that contain
former homelands (only the Western Cape and Gauteng did
not “inherit” former homeland territory). Like many other
countries, South Africa does not have a government-wide, officially agreed and accepted definition of “rural”. Understanding
what “rural” means is particularly important when assessing
programmes aimed at stimulating rural development. This
lack of a common definition may explain the plethora of rural
development programmes that are found in virtually every
corner of the government. Furthermore, measurement issues
remain unresolved, and so the relationship between rural
development, intergovernmental fiscal relations instruments
and related aspects (such as land reform, food security or
infrastructure) is not always clearly defined and understood.
Thus, the effectiveness of spending on rural development
is unclear. This section sets the context for the rest of the
Technical Report, by looking at these issues and offering
the lens through which the Commission will approach the
contestable areas. It examines the socio-economic profile
and characteristics of rural areas, as well as how to define
rural areas, and assesses how rural regions are coping with
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economic change, and the weight of agriculture and agricultural spending in rural economies. It also explores the
evolution of rural policy, including who is implementing policy
for rural areas and whether integrated rural policies work, and
presents the rural development model underlying the Commission’s recommendations.
Part II presents chapters focusing on national government
and rural development. Over the past decade, South Africa
has implemented many rural development strategies focused
on mostly land reform and restructuring the country’s agrarian
economy, as a catalyst for poverty reduction and wider societal
transformation. In recent years, conditional grants have been
used to fund the flagship policy programmes. However, agriculture’s declining share (in terms of employment and
gross value added) has raised concerns about the efficacy of
directed public investments in agriculture for achieving growth,
reducing rural poverty and creating a vibrant and inclusive
rural economy. Three aspects are examined in this section.
The first seeks to show that agriculture and non-agricultural
linkages can play an important economic development role
and, if well managed, the interactions between the two can
be the basis for economically, socially and environmentally
balanced regional development. The second argues that land
reform is essential because for many poor rural households,
land is the main source of livelihood and means for investing,
accumulating and transferring wealth. Providing secure rights
in land they already possess can significantly increase the net
wealth of rural households. Finally the third deals with state
entities and their critical developmental role in the economy,
looking at what state-owned companies (SOCs) and development finance institutions (DFIs) do in rural spaces and what
they need to do in order to be drivers of rural growth.
In Part III, the primary focus is on provincial government and
rural development. Like many other developing countries,
South Africa is characterised by disparities across provincial
jurisdictions. The distribution of poverty is highly skewed,
with the rural provinces carrying the highest burden due
to historical social engineering policies and weak regional
economies. The higher poverty burden imposes additional
demands for services and funding on rural provinces, but the
funding framework for provinces is not adequately sensitive
to the different developmental needs. Poverty is a manifestation of under-development emanating from a range of
factors including historical legacies, under-investment and
structural issues. Limited economic activity and a narrow tax
base impede the ability of rural areas to mobilise sufficient
resources to finance their own development programmes,
leaving them dependent on the centre for both transfers
and interventions. As a result, their spending discretion (i.e.
directing resources towards province-specific needs) is
limited – the provincial equitable share, which accounts for
80% of revenue, is normally tied to national priorities and
statutory responsibilities. Similarly, spending on the remainder
of the funding from conditional transfers is restricted to

specific sector and expenditure activities. The inability of
the rural provinces to intervene in their spaces through the
powers and functions assigned to them by the Constitution
is evident from their consistent maladministration practices
and fiscal management failures. Whereas such failures reflect
poor fiscal choices, the lack of appropriate skills in the rural
areas may also exacerbate management inadequacies and
thus reinforce rural under-development.
Part IV addresses rural municipalities and rural development. Poor access to adequate levels and standards of basic
services compound the challenges of poverty and unemployment in rural areas. Dealing with these challenges requires
not only a strong national government but also a capable and
capacitated local government – the sphere of government
closest to the people. However, despite increased funding
and interventions over the years, this has not translated into
commensurate service delivery improvements in the majority
of rural municipalities. Initiatives underway include the recent
review of the local government equitable share formula introduced in 2013, the ongoing “Back to Basics” initiative, as well
as the infrastructure grant reviews. In addition, amalgamations
of municipalities are being experimented with in order to turn
around the fortunes of this sphere of government. Yet many
municipalities continue to under-spend their budgets, and
suffer from inefficient procurement and irregular and wasteful
spending, bad management and outright corruption. For
many rural municipalities, their dilemma is one of expanding
expenditure requirements and shrinking fiscal space. This part
of the Technical Report looks first and foremost at whether the
resources transferred to the sector are adequate and used efficiently and effectively. It then considers the extent and costs
of farm displacements, and how rural local municipalities can
deal with this problem and the associated costs. Furthermore,
the section evaluates the role of district municipalities in
rural development. Lastly, the focus turns to finding innovative ways of tapping into economic activity in rural areas, and
developing new sources of municipal income while arresting
the decline in existing sources.
The chapters that make up the four parts of this Technical
Report are briefly described below.
In Chapter 1, Ramos Mabugu outlines and addresses IGFR
problems associated with rural development. After describing the main rural development issues (i.e. rural development,
classification and spatial characteristics, economic activities
and the impact on growth and jobs, the role of migration and
declining agricultural jobs in rural areas), the macroeconomic
issues influencing rural development are summarised. Next,
the conceptual framework underlying the Technical Report is
developed, taking into account the strong interdependence
of national, provincial and local government and differences
across municipalities. The rest of the chapter looks at the
evolution of rural policy, the main rural development actors,
and the flagship rural policies and interventions. The final
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section gives recommendations that set the context underlying the more detailed recommendations in the rest of the
report.
The aim of Chapter 2, by Hammed Amusa, is to examine the
role of targeted intergovernmental transfers in reducing rural
poverty. This chapter looks at the contribution of the agricultural and non-agricultural sectors to poverty reduction and
local/regional economic growth. The study found that agricultural activities represent an important driver of incomes and
local economic growth in rural municipalities because of their
positive effect on non-agricultural sectors. However, growth
within the non-agricultural sector can lead to resources
leaving the agriculture sector, causing a slow-down in productivity growth or a decline in overall value-added output.
Growth within the agriculture sector exerts significant povertyreducing effects and can be a powerful tool for lifting people
out of poverty. However, this comparative edge over growth in
the non-agricultural sector declines in the presence of a large
public sector and deep poverty. In such instances, growth in
non-agriculture per-capita value added is a more powerful
tool for reducing poverty. The chapter recommends reviewing
the agricultural grants targeted at small-scale farmers and
creating linkages between the agriculture and non-agricultural
sectors.
Ghalieb Dawood evaluates the national land reform programme’s impacts on rural development in Chapter 3. A fieldbased approach across three selected provinces is used to
investigate the impact of land reform on food and nutrition
security, job creation and agricultural output. Then ways of
improving the intergovernmental implementation of land
reform are explored. The study found that land reform beneficiaries are worse off than those who did not benefit, and that
land reform has had a negative effect on job creation and farm
productivity. Clear duplication and overlaps exist between the
Recapitalisation and Development Programme (RADP) and
the Comprehensive Agricultural Support Programme (CASP)
grants, while major gaps include the lack of affordable loans
for land reform beneficiaries and planning for land reform. The
findings reveal that weak administration and implementation
have compounded poor outcomes of land reform. The chapter
recommends consolidating the RADP and CASP grants into
one funding programme and clarifying the role of municipalities in providing support to land reform. It also notes the need
for a wider perspective to land reform that goes beyond agriculture and farm-based activities.
Chapter 4 by Sasha Peters, Poppie Ntaka and Thembie
Ntshakala analyses ways of enhancing the role of state-owned
companies (SOCs) in rural development. SOCs have a responsibility to align to the country’s national goals and support government’s initiatives aimed at addressing the socio-economic
legacy of the past. This chapter’s overarching objective is
to assess the role of SOCs in rural development. The study
found that the studied SOCs (Eskom, Telkom, Transnet and the
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South African Post Office or SAPO) do not have a specific rural
focus. The chapter recommends reconfiguring and modernising the South African Post Office (SAPO) to broaden its focus,
improving Transnet’s contribution to regional economic growth
and expanding Telkom’s network infrastructure in rural areas.
Chapter 5 by Thando Ngozo analyses ways of enhancing
the role of development finance institutions (DFIs) in rural
development. DFIs are expected to play an instrumental role
in the implementation of developmental policies and act as
catalysts for accelerated industrialisation, economic growth
and human resource development. The chapter examines
the role of four DFIs – the Land Bank, Development Bank of
Southern Africa (DBSA), Industrial Development Corporation (IDC) and the National Empowerment Fund (NEF) – in
enhancing rural economic development, and how they can
support rural development. The study found that investments
by DFIs in rural areas are minimal and declining. The chapter
recommends designating a single champion and coordinating
entity for rural finance and development to guide investment
by DFIs in rural areas.
In Chapter 6, Thando Ngozo evaluates the extent to which
provincial own-revenues respond to rural development needs.
The fiscal decentralisation and IGFR systems entrenched by
the Constitution assign to provinces narrow-based taxes,
which means that they have lower fiscal autonomy and
tax-raising powers than other government spheres. This
constitutional constraint means that all provinces – and
especially rural provinces – have a limited ability to generate
own-revenues. This chapter explores the scope for increasing
provincial own-revenues and examines the shared tax base
model as a viable alternative. The study found that, with the
exception of KwaZulu-Natal, rural provinces have low own
revenues (because of narrow tax bases) and high levels
of poverty – poverty constrains the ability of provinces to
generate own revenues. The chapter recommends investing
in infrastructure and quality education and training in order
to enhance economic growth and employment, and thereby
grow the tax base.
Chapter 7 by Eddie Rakabe evaluates the extent to which
provincial fiscal transfers (provincial equitable share and
conditional grants) respond to rural development needs.
Rural provinces in South Africa have the heaviest burden of
under-development, and are characterised by weak economic
activity, poor socio-economic conditions and high infrastructure backlogs. The chapter assesses the responsiveness of
the fiscal transfers to the needs of rural provinces and the
extent to which rural provinces prioritise development.
The study found that provincial fiscal transfers show mixed
results. The equitable share makes no visible distinction in the
allocations to various provinces (to address disparities), while
infrastructure conditional grants allocations seem to
favour the rural provinces. The grants supporting agrarian
development and the eradication of other rural-specific in-
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frastructure backlogs have design, targeting and spending
deficiencies. The chapter recommends that the allocation
framework for rural development grants be aligned to the
national rural development policy imperatives.

transfer system be sensitive to financially unviable municipalities, and that financial viability be achieved through economic
development and functionality through legislative, policy and
capacity-building measures.

In Chapter 8, Poppie Ntaka, Ghalieb Dawood and Sasha Peters
assess government’s fiscal instruments to fund job creation in
rural areas, and in particular public employment programmes
(PEPs). This chapter assesses the targeting and benefits of PEPs
to households in rural areas. The outcomes of the Expanded
Public Works Programme (EPWP) and the Community Works
Programme (CWP) in rural areas are compared using a mixture
of quantitative and qualitative methods. Specific focus areas
include job opportunities created, the intergovernmental
implementation model and cost effectiveness. The CWP was
found to be more effective than the EPWP at creating employment opportunities in rural areas. In addition, the CWP’s design
and implementation is better able to meet the needs of rural
communities and to foster social cohesion. In order to achieve
the NDP target of two million full-time recipients by 2020, the
chapter recommends that the training component of PEPs be
strengthened and that PEP spending be restructured, so that
more resources can be directed at the CWP and the non-profit
and social sectors of the EPWP, which are labour-intensive and
more cost-effective, and have activities that are easily implementable in rural areas.

Chapter 11, by Mkhululi Ncube and Jabulile Monnakgotla, is
about the adequacy of the local government equitable share
(LGES) and conditional grants for rural development needs.
This chapter investigates whether the LGES and conditional
grants compensate municipalities sufficiently for their lack
of own revenues, and whether the new LGES has had the
desired outcomes. The study found that transfers adequately
compensate rural local municipalities for the lack of own
revenues in some services and not in others. Viewing a grant
in isolation, rather than taking a holistic view of all grants, may
give the impression that a service is underfunded, when this
is not the case. The chapter recommends that grants continue
to be consolidated and reviewed regularly to ensure needs
and resources are aligned, and (along with the LGES) that they
are informed by objective cost estimates.

Chapter 9, by Zanele Tullock, is about developing rural local
municipalities’ own-revenue sources. Municipalities require
diverse and “non-traditional” revenue sources to address
their growing responsibilities and pay for their operations,
infrastructure and maintenance. This chapter examines the
potential for additional own-revenue taxes that could benefit
rural municipalities and explores constraints to the property
revenue base. The study found that, despite property taxes
being generally deemed to be a reliable source for local governments, this is not the case in rural municipalities because
of deficient property tax administration. Other possible additional revenue sources (outside of property taxes and electricity service charges) include “user fees” for social amenities
and “restaurant/hotel fees” in areas with a vibrant tourism
industry. The chapter recommends that rural municipalities
ensure their property registers and valuation rolls are up to
date and be capacitated to collect such taxes.
Chapter 10, by Mkhululi Ncube and Jabulile Monnakgotla, is
about financing rural local municipalities for rural development needs. Government is seeking to make rural municipalities self-sufficient and less dependent on transfers, through
amalgamating municipalities. This chapter examines whether
the model (whereby all municipalities are financially viable) is
appropriate for rural municipalities, considering their weak
and fragile revenue bases. The study found that amalgamations are a weak instrument for pursuing financial viability of
rural municipalities and the wrong one for improving the functionality of municipalities. The chapter recommends that the

Chapter 12 by Nomfundo Vacu is about the effectiveness of
transfers to local municipalities for rural development needs.
The main objective of this chapter is to assess the effectiveness and efficient use of intergovernmental transfers in South
African rural municipalities. The study found that conditional
grants are under-spent, and yet these municipalities have
significant backlogs in almost all services. Rural municipalities
are not prioritising their spending, as shown by the resources
spent on employee costs compared to vital expenditure
needs such as repairs and maintenance of existing infrastructure. It also found that the performance of rural municipalities
can be improved without necessarily increasing the amount
of resources. The provision of FBS and the lack of institutional capacity are the major causes of technical inefficiencies in rural municipalities, whereas economic performance,
municipal size and grant reliance have positive effects on
municipal efficiency. The chapter recommends more stringent
expenditure supervision of rural local municipalities by
national and provincial governments.
Chapter 13, by Mkhululi Ncube and Nomfundo Vacu,
evaluates the effectiveness of district municipalities (DMs) for
rural development. DMs have an important role to play in rural
development and in assisting local municipalities to fulfil their
mandate. This chapter assesses the effectiveness and efficient
use of intergovernmental transfers in the South African rural
local government space and evaluates the role of DMs in rural
development. The study found that DMs under-spend on conditional grants and on infrastructure repairs and maintenance,
and that many DMs are not performing their core legislative
functions, which is compromising local economic development. The chapter recommends that DMs should be retained
in rural (not urban) areas and be tasked with more complex
tasks, in particular water and electricity infrastructure, in
addition to strategic regional planning and coordination. The
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chapter recommends strengthening the capacity of DMs so
that they can support weaker municipalities, and making DMs
more accountable to citizens.
Chapter 14, by Thembie Ntshakala, analyses the extent of
farm evictions and the increasing responsibilities of rural
local municipalities. Since 1994, government has introduced
numerous laws, policies and initiatives to regulate and
improve the situation and rights of farm dwellers and farm
workers. However, unintended consequences have been
a climate of uncertainty in the agriculture sector and the
eviction of farm workers and dwellers from farms. The chapter
examines the extent of the burden caused by farm evictions
and explores how fiscal instruments can respond to this widespread situation. According to legislation and court rulings, the
responsibility of caring for the vulnerable evictees increasingly
falls on municipalities, thereby creating an unfunded mandate.
The study found that municipalities have to use their own
funds because currently the intergovernmental fiscal instruments do not cater for evictions. The chapter recommends
that the current disaster grant should be allowed to include (or
cater for) eviction-related emergencies. Furthermore, government should strengthen the coordination and implementation
of the existing programmes targeting the increasing number
of displaced farm workers and dwellers.
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In Chapter 15, Sabelo Mtantato reviews the effectiveness of
fiscal instruments and governance in enhancing sanitation
in rural areas. Improving sanitation infrastructure reduces
the risk of infection from excreta-related diseases, particularly for children under the age of five years. Since 1994, the
government has introduced programmes to reduce sanitation backlogs. The chapter reviews funding and institutional
constraints that are undermining government’s efforts to
address sanitation backlogs in rural areas, where backlogs
remain high. The study found that the high backlogs are
because of limited revenue sources, the poor performance
of the Rural Household Infrastructure Grant (in part as a
result of municipalities failing to submit business plans on
time), the lack of prioritising sanitation infrastructure (not
included in IDPs) and a failure to plan, budget and undertake
maintenance. The chapter recommends that rural municipalities should include sanitation in their IDPs and develop
a complete sanitation infrastructure plan that includes
relevant technologies, and scheduled and costed periodical
maintenance.
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