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1. Development charges are an integral aspect of municipal financial sustainability. 

2. Strong, viable municipalities are essential for a prosperous development sector. 

3. Both municipalities and developers face significant challenges in the short, 

medium and longer term – consumer indebtedness, fiscal consolidation. 

4. Opportunity for closer working partnerships for mutual benefit. 

5. Public sector shift from regulatory to enabling mind set, embracing a more 

entrepreneurial approach to asset management. 

6. Developers too shift from speculative to more investment-led development model 

(hold assets therefore greater alignment with public sectors long-term imperative). 

 

Development charges and housing affordability: A policy conundrum 
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Introduction 
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The ability of municipalities, and of the nation, to 

effectively invest in urban infrastructure is likely to be a 

major determinant of South Africa’s economic future. 

 

However, given the legacy of the apartheid city, how do 

municipalities promote vital, sustainable and economically 

productive cities whilst advancing the transformation agenda to 

build equitable and inclusive urban environments? 
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Problem statement 
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Understanding, “Who really pays for 

urban infrastructure?” is critical to both 

housing affordability and infrastructure 

funding debates in South Africa. 
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Key issues for policy makers… 
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Although municipal financial sustainability and housing affordability 

key policy agenda items at all levels of government, little 

understanding of how one policy objective impacts the other? 

Funding infrastructure that supports rapid urban growth and historic 

backlogs, presents significant challenge to government. 

Is raising rates and taxes on existing communities – who already cross-

subsidise the poor - sustainable? 

Are ‘user-pay’ methods for funding new infrastructure (e.g. DC’s levied 

on developers) equitable?  Do alternatives exist? 

What impact will development charges have on housing affordability? 

Do spatial growth patterns affect municipal financial sustainability? 
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Why are cities important? 
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80% of SA’s GVA is generated in 27 

‘urban’ municipalities. 
 

Occupy less than 6% of SA’s land area. 
 

 

Home to > half population. 
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Demographic trends in the Western Cape 
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Macro economic backdrop 
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Uneven global economic recovery post 

GFC2008. 

SA not immune.  Marked deterioration local 

economic conditions - growing budget 

deficit. 

Sovereign debt concerns - threat of credit 

downgrade (S&P, Moodys). 

Little room maintain counter-cyclical fiscal 

stance. 

Low economic growth – fiscal consolidation. 

Reduced scope for fiscal transfers to 

provinces and municipalities. 



Municipal financial sustainability 
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What is meant by ‘municipal financial sustainability’? 
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Growth and development 

Population and economic growth. 

Rapid growth pre-GFC - severe strain on 

infrastructure (Eskom, waste water 

treatment, landfill and road capacity). 

Rehabilitation 

Protect capacity and structural integrity of 

infrastructure network from deterioration. 

Often less of a political priority – less visible 

and worsened by grant system. 

Service delivery backlogs 

Improving households access to free basic 

services – redirecting infrastructure 

spending towards underserved areas a 
public priority. 
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Rehabilitation and backlog 
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Service delivery backlog Need for improved asset management 

Current Replacement Cost of municipal 

infrastructure estimated at R540.73bn. 

Depreciated Replacement Cost values 

infrastructure at R265.72bn. 

Value of the asset portfolio depreciated. 

Province 

 

 

  
   

Western Cape 5.80% 2.70% 9.70% 12.90% 14.40% 12.90% 

Northern Cape 10.80% 6.40% 18.10% 13.90% 25.50% 13.90% 

Eastern Cape 17.80% 25.70% 37.00% 31.20% 50.90% 31.20% 

Free State 8.20% 3.90% 20.30% 17.90% 24.00% 17.90% 

Kwa-Zulu Natal 25.30% 29.70% 37.40% 34.20% 63.90% 34.20% 

Mpumalanga 11.30% 13.10% 30.60% 18.40% 39.50% 18.40% 

Limpopo 9.40% 21.20% 50.20% 9.80% 63.60% 9.80% 

North West 13.10% 14.00% 35.50% 19.00% 48.60% 19.00% 

Gauteng 12.00% 5.00% 11.00% 20.50% 11.50% 20.50% 

Total 14.50% 16.80% 30.20% 22.00% 43.20% 22.00% 

 

Source: FFC & SALGA (2015) 

`` 
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Substantial funding source (and growing), 

but drawn from the same constrained 

national Fiscus. 

Limited by a municipality’s ability to raise 

revenue.  In general, financial ratios are 

under pressure. 

Rates, taxes and levies.  Under pressure – 

cannot continually raise taxes.  Politically 

unpalatable. 

Development charges and housing affordability: A policy conundrum 
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Operating Account typical Western Cape municipality  
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Projects net surplus or loss per service 

after all expenditure and revenue (incl. 

equitable share subsidy). 

Municipalities typically break even on 

sanitation and solid waste. 

Make surplus on water and large surplus 

on electricity. 

Surplus cross-subsidises losses on ‘Rates 

and General’ – services provided but not 

paid for directly (e.g. roads, s/w, public 

services, administration, planning). 

Source: DEADP 2013 
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Impact of sprawl 
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Municipal operating accounts - ability to 

accumulate capital reserves or borrow – 

decline into deficit rapidly. 

Operating accounts for all municipalities 

are extremely vulnerable. 

Revenue interventions constrained by 

ability and willingness to pay. 

Expenditure side directly impacted on 

by spatial form. 

 

 

 

 

 

 

 

 

 

 

 

ASSUMPTIONS: 
1. Services operated and maintained at 

optimum levels; 

2. Revenue collection rates continue 
unchanged; and 

3. Borrowing is maximised to a prudential 
limit to fund the capital account. 

 

UNSUSTAINABLE OPERATING AT THESE 
LEVELS OF DEFICIT, INTERVENTION 
NECESSARY. 

Source: DEADP (2013) 
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Operational cost for basic services per poor household 
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Investigation of top 36 municipalities 

estimated annual operating costs of 

R45,610pa/ HH. 

Electricity and water (49%) - cost of bulk 

purchases. 

Roads (32%) – directly attributable to 

spatial form of cities. 

 

      

Total 

11 191 11 066 3 211 14 530 5 533 78 45 610 

 

Source: FFC & SALGA (2015) 
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Impact of compaction on Operating Accounts 
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Total improvement in net 

operating position through 

compaction over 10 years 

(R million) 

% improvement in net 

operating position 

through compaction 

over 10 years 

Cape Town 2,729 18% 

George 114 10% 

Stellenbosch 175 21% 

Saldanha 182 17% 

Overstrand 122 15% 

Theewaterskloof 21 3% 

Beaufort West 51 9% 

 

Source: DEADP 
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Municipal capital account 

22 

Capital required > available funding sources 

Funding GAP – 14% and 37%. 

Development charges and housing affordability: A policy conundrum 

Source: DEADP 2013 
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Impact of compaction on municipal capital account 
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% reduction in capital 

through compaction 

Total capital saved (R 

million/annum) 

Cape Town 18% 1,878 

George 24% 74 

Stellenbosch 12% 48 

Saldanha 14% 41 

Overstrand 13% 40 

Theewaterskloof 19% 27 

Beaufort West 16% 14 

 
Source: DEADP 2013 
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Refers to cost of housing – renters and owner-occupiers - relative 

to household disposable income. 

Increasingly reflected in housing policy debate. 

Discussions framed on availability of adequate housing 

opportunities in terms of housing affordability, as opposed to more 

traditional notions of housing need. 

Perception of housing provision changing rapidly from a social 

good to an economic asset central to integrating families into the 

economic mainstream. 

25 Development charges and housing affordability: A policy conundrum 

Emerging importance of housing affordability 
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Affordability is more than just house prices… 

26 Development charges and housing affordability: A policy conundrum 
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Households experiencing affordability challenges 
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Household creditworthiness 
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Growth in HH disposable income remained 

5.6% YoY Q4 2015. 

Credit extension to HH moderated to 5.6% 
YoY Q4 2015. 

South Africans biggest borrowers 2014. 

Debt-to-Disposable Income (77.8%) – 53% 

aged 31 to 45. 

Persistent levels of high debt leaves HH 

vulnerable to interest rate hikes and 

economic shocks. 

Mortgage debt-to-disposable income 
(36.8%) – 57% struggling to pay home loan. 

Savings (-2.4%) Q4 2015. 

19m credit active - > 50% impaired credit 

records (3mo>). 

11m consumers described as “Indebted”. 
Source: WB, Reserve Bank, NCR, FNB 
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Rent/ mortgage costs > 50% of disposable income 

29 Development charges and housing affordability: A policy conundrum 
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% income spent on public transport getting to work 
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Affordability and food security 
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RDP households that pay for basic services 
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Charges paid by the users of municipal infrastructure. 

Development charges, rates, taxes and levies. 

Burden of payment depends on source of funds: - 

Municipalities revenues and accumulated surpluses; 

National grants (e.g. MIG); and 

Specific impact fee (e.g. Development charge). 

Development charges and housing affordability: A policy conundrum 
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Two types: Capital cost recovery fees (historic) and Impact fees. 

Inconsistent application criticised for delaying planning process, inflating 

costs unduly; and reducing certainty, transparency and accountability. 

International empirical evidence suggest DC’s impact housing 

affordability negatively.   

Infrastructure cost recovery policies have been in place in the US and UK 

since the 1940’s and 1970’s respectively. 

US research suggests that $1 of infrastructure charge, new house prices 

increase by $1.60. 

Similarly, in Australia - $1 of DC increases $4.69. 

Development charges and housing affordability: A policy conundrum 
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Surplus land as a source of value… 

37 Development charges and housing affordability: A policy conundrum 
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Enhanced asset management 
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Increasing recognition of public property as a 

productive asset. 

Adoption of commercial practices - 

maintenance legacies, rising service 

standards, socio-economic change and 

scarce public funds. 

“New public management” a radical shift 

from public service based on welfare to 

enterprise culture based on efficiency 

(Mascarenhas, 1993). 

Examples: GIAMA (2007), NPW establishment 

of Property Management Entity 2014 

Source: Phelps, 2012 

Development charges and housing affordability: A policy conundrum 
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Debt 
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Financial position of Metropolitan municipalities at 2014/15 (Approved adj. budget) 

Role of municipality as “Market Maker” 

Protect and grow revenue generation from own sources (R124.3bn). 

Manage costs (R134.5bn) – Costs > Revenues! 

Improve debt collection (R57.5bn – vast majority > 90days). 

Unlock SD outcomes through opportunities within total asset hldgs (PPE - R248.7bn (77%). 

Manage key liability exposures (e.g. debt redemption versus long-term debt profile). 

Net balance sheet position creates leverage opportunities (R200bn NAV). 
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Credit assistance 
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Improves a municipalities creditworthiness. 

Contingent loan reduces investors risk exposure. 

Access better borrowing terms and lower financing costs. 

Types: 

1. Bond insurance – municipality receives a better credit rating based on the 

guarantee of another government agency/ sphere. 

2. Credit enhancements – where provincial or national funds are made 

available as a line of credit. 

3. Credit lines – type of loan used to fund revenue shortfalls to service debt. 

4. Loan guarantee – state agrees to cover municipalities debt obligations (or 

part thereof) upon defaults. 
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Equity 
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Most common form of equity into infrastructure - PPP’s. 

Long-term contractual commitment between public and private sector. 

Design, build, finance and operate public infrastructure. 

Two forms: 

1. Private sector provides public service infrastructure in return for a fee 

(unitary charge). Payments made over life of concession to private 

sector for use of facility. 

2. Revenue PPP (concession lease) - developer pays the public sector fee 

in exchange for development rights over public land (finance, operate, 

maintain asset). 

Reversion of asset to public sector upon lease expiry. 

Useful for infrastructure financing – spread costs, risk allocation, benefit 

from efficiency and innovation in private sector. 

Debate over appropriateness for regeneration – fix future but future 

uncertain (multiple economic cycles during life of a PPP). 
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Equity 
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KEY FACTORS FOR EVALUATION 

 

APPLICATION FOR PROPERTY MARKETS 

Affected by state of the property market. 

Investor appetite – weak market additional guarantees (longer lease) or higher ROI. 

CAPACITY AND SCALE 

PPP’s large, technically complex projects. 

Capital intensive. 

May span multiple economic cycles. 

TIMING AND LIFECYCLE 

Concessionaire raises own capital (D+E). 

Accesses same markets as public sector. 

Public sector may incur ‘cost premium’.  Benefit? 

EASE OF USE 

Complex procurement process. 

Multiple advisors coordinating (legal, technical, financial issues). 

Time consuming. 

Expensive (5 – 10% of large projects CAPEX). 
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Land value capture 
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Land value capture 
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Land value capture 
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Land value capture 
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Land value capture 
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Land value capture 
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Case study: Wingfield 

Development charges and housing affordability: A policy conundrum 


