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1. Introduction

The Urban Settlements Development Grant (USDG) was proposed for evaluation as part of the
National Evaluation Plan of 2012/2013. The assessment was planned and commissioned through
a partnership between the Department of Human Settlements (DHS) and the Department of Per-
formance Monitoring and Evaluation (DPME) in the Presidency as part of the National Evaluation
System.

The National Evaluation Policy Framework (NEPF) provides the national framework for typologies of
evaluations and their respective purposes. In terms of the NEPF, a design and implementation eval-
uation of the USDG was initiated in June of 2013 with PDG appointed to conduct the assessment.
The appointment and management of the project was administered by the Department of Human
Settlements, which serves as the transferring department responsible for the USDG since its intro-
duction in 2011.

The following report sets out the background to the assessment, the methodology employed, the

findings and analysis, before arriving at conclusions and recommendations.

1.1 Purpose of the evaluation

The USDG is a substantial conditional capital allocation to metropolitan municipalities and
the only supplementary grant at local government level. It was introduced midway through
the 2009-2014 term of government, and against the backdrop of the National Outcomes Ap-
proach, which included targets related to the upgrading of informal settlements and devolu-
tion of the housing function to metropolitan municipalities. The grant was introduced relatively
rapidly in 2011 in terms of provisions in the annual Division of Revenue Bill (DORB) and
lacked an adopted policy framework. Given the size of the grant, these developments have
occurred in the absence of a well-defined programme theory and conceptualization of the
grant’s design and intentions. While draft USDG policy frameworks have gone some way to
give direction, the regular revisions and disjuncture between these draft policies and provi-
sions of the Division of Revenue Act (DORA) have necessitated an authoritative assessment
of the grant’s design and implementation to date to crystallise, refine and improve the grant
mechanism going forward.

The purpose of the evaluation as stated in the Terms of Reference is “to analyse the Theory
of Change, inner logic and consistency of the programme and the lessons from its implemen-
tation. The evaluation will also examine the institutional and funding frameworks including the
adopted monitoring system” (DHS, 2013a: 4).

1.2 Evaluation questions
No specific evaluation objectives were specified for the assessment. Instead, the aforemen-
tioned purpose was expressed by 14 evaluation questions that guided the design and imple-

mentation evaluation. The evaluation questions taken directly from the Terms of Reference
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(DHS, 2013a: 5-6) are grouped in a conceptual sequence and follow below.
Historical context
1. What informed the theoretical framework and development of the USDG?
2. What are the factors that informed the transition from MIG-City to USDG?

Conceptualisation and design
3. Is the theoretical framework that informs the USDG valid and does it provide an
appropriate response to human settlements challenges facing urban areas?
3.1 Is the grant structure appropriately targeted, given its dual objective to respond to
human settlements issues in the urban context?
3.2 Is the direct transfer of funds to municipalities the suitable solution to the challenges
of creating efficient urban spaces?
3.3 How is the creation of the USDG linked to the housing function and its integration
into human settlements development at local level?
3.4 Analyse the different versions of the policy framework over time and what influenced
the revisions to it.

Implementation mechanism

4. How has the USDG been interpreted at national, provincial and municipal levels?

5. Is the grant being implemented according to the design?

6. To what extent has the USDG through the Built Environment Performance Plans found its
place within the suite of the development-planning framework (such as Business Plans, In-
tegrated Development Plans (IDPs), Housing Sector Plans, Annual Performance Plans, the
Service Delivery Budget Implementation Plans)? Do these planning instruments talk to one
another across national, provincial and local departments involved in the implementation of
the USDG?

7. As the USDG is being implemented, what are the important challenges/changes that are oc-
curring in terms of the roles and responsibilities of the relevant actors? How is this affecting
programme delivery?

8. Are resources used efficiently? Is value for money obtained?

9. How does the USDG interface with the municipal accreditation process and the City Support
Programme?

10. What are the institutional issues/gaps that are coming to light as this programme is being
implemented and how is it affecting delivery of the USDG?

Institutional and Funding Framework

11. Analyse the legal framework and policy shifts within which the USDG is being implemented:
does it support or encumber the intentions of the grant?

12. How could the structure of the grant and its application be improved and strengthened?

Monitoring Framework

13. Are the performance indicators (as specified in the grant framework) for the USDG suitable
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for its stated policy purpose and how is it captured in the performance monitoring frameworks of
the various spheres of government?

14. Analyse the extent to which the departmental monitoring frameworks have been revised to
track performance (physical and financial) of the USDG. Also reflect on the relationship between
the current planning and monitoring frameworks that relate to the USDG.

2. Background to the intervention

The following section presents the legislation and policy environment relevant to the USDG.

2.1Legislation

The USDG is a conditional, supplementary grant transferred from national to local govern-

ment for the purposes of funding urban planning, land acquisition and infrastructure for land

development, all with a particular (but not exclusive) concern for informal settlement upgrad-
ing. The section describes only the legislation that directly impacts on the administration of
the grant by both national and local government.

The legal framework within which the USDG is implemented consists of the following legisla-

tive elements:

* The Constitution, 1996;

« The Division of Revenue Act, 2011-2013 (a new one is enacted annually);

* The Local Government: Municipal Finance Management Act, 2003;

* Legislation governing land use and land development as well as spatial planning, which
now falls under the framework of the Spatial Planning and Land Use Management Act,
2013; and

« Other legislation relating to municipal planning and urban development.

Constitution

Section 214(1)(c) of the Constitution requires an Act of Parliament to provide for conditional
allocations to local government over and above the equitable share provided for in section
214(1)(a). This Act can only be enacted after consultation with the South African Local Gov-
ernment Association (SALGA) and the Fiscal and Financial Commission (FFC), after taking
into account the recommendations of the FFC and it must also take into account a set of ten
criteria. This section of the Constitution is relevant to the USDG because the grant is con-
sidered a conditional allocation to local government and therefore requires the consultation
of SALGA and the FFC before passing an Act of Parliament to this effect. The Constitution
also sets out the respective powers and functions of the three spheres of government, and of
relevance to the USDG are the concurrent national and provincial legislative competence for
housing, and the local government responsibility for municipal engineering services, munici-

pal public transport and municipal planning.

Annual Division of Revenue Act
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The main law governing the implementation of the Urban Settlements Development Grant
is the annual DORA, which is the Act of Parliament, referred to in section 214 of the Consti-
tution. A new DORA is enacted each year which sets out, inter alia, the strategic goal, grant
purpose, outcome statements, outputs, allocation criteria and the respective responsibilities
of the national transferring officer and municipal receiving officers.

The USDG has been included as a Schedule 4B allocation to metropolitan municipalities in
DORA since 2011. This identifies it as a supplementary allocation and makes it the only one
of its kind.

The Local Government: Municipal Finance Management Act MFMA), 56 of 2003

A municipality has to reflect clearly all funds received, including the USDG, in its budget, fi-
nancial statements and annual report. All expenditure has to be recorded and reported to the
transferring department, which in the case of the USDG is the National Department of Human
Settlements, with the Director General as the accounting officer for the USDG expenditure. In
terms of section 65(1) of the MFMA it is the municipal manager’s responsibility to ensure that
expenditure is lawful. This obligation is further supported by section 217 of the Constitution,
which requires that any expenditure, by any sphere of government, must be ‘in accordance
with a system which is fair, equitable, transparent, competitive and cost-effective’. The MFMA
also requires compliance with accepted accounting and prescribed supply chain manage-

ment procedures.

Spatial Planning and Land Use Management Act (2013)

In relation to the laws dealing with land use planning and land development there has been
a recent and fundamental change to the legal framework, reflected in the enactment in July
2013 of the Spatial Planning and Land Use Management Act, 16 of 2013 (SPLUMA). The
SPLUMA was influenced by a Constitutional Court ruling and its enactment has reduced the
uncertainty around legislative powers and functions for land use planning and land develop-
ment. However, the overall legislative framework is not yet consistent with the new position.
In relation to land use and development applications the Constitutional Court’s judgment in
the Habitat Council case delivered in April 2014 was unambiguous that all municipal plan-
ning decisions lie within the competence of municipalities. This removed any doubt that there
might be a more prominent role for national or provincial government to play in determining
land use changes. The tools available to these two spheres include the requirement of addi-
tional approvals by national and provincial authorities, which is not relevant in this case, and
the conditions attached to grants such as the USDG.

" Johannesburg Metropolitan Municipality v Gauteng Development Tribunal and Others, 2010 (6) SA 182 (CC).
2 Minister of Local Government, Environmental Affairs and Development Planning, Western Cape v The Habitat Council and Others; Minis-
ter of Local Government, Environmental Affairs and Development Planning, Western Cape v City of Cape Town and Others [2014] ZACC 9
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Urban Development

As with land use planning and land development the laws governing spatial planning are
changing fast. Since 2000, municipalities have been required by the Local Government: Mu-
nicipal Systems Act, 32 of 2000, to compile and approve Integrated Development Plans,
which include municipal Spatial Development Frameworks. They have also had to ensure
that municipal decision-making is consistent with these plans. The enactment of the SPLUMA
now requires that not only municipalities but national and provincial governments also must
prepare spatial development frameworks (the national and provincial spatial development
frameworks of Parts B and C of Chapter 4 of the Act). While the national spatial development
framework does not have a specific legal status conferred on it by the Act, section 17(2) of the
SPLUMA requires that ‘all provincial development plans, projects and programmes must be
consistent with the provincial spatial development framework’. This implies that provincially
driven housing and upgrading programmes undertaken using USDG funding will need to be
consistent with the provincial spatial development framework.

Although the Housing Act, 107 of 1997 is not directly governing the use of the USDG, it has
definite implications for the design and implementation of the grant. It sets out the respective
roles of the three spheres of government in relation to housing. While provinces are respon-
sible for housing delivery, municipalities are responsible for creating a public environment
conducive for housing development, including the provision of bulk and internal engineering
services. The Housing Act also sets out a process whereby municipalities can be accredited
to administer any national housing programme. The roles and responsibilities of the three
spheres of government provided for in Act, are further detailed in the National Housing Code.
The USDG is explicitly not a National Housing Programme as contemplated by section 3 of
the Housing Act, 1997 (and as detailed in the National Housing Code). The USDG is intend-

ed to support such programmes, not provide an alternative to any of them.

2.2 Policies and programmes associated with the USDG

Breaking New Ground (2004)

The Comprehensive Plan for Sustainable Human Settlement, or ‘Breaking New Ground’
(BNG), introduced a more flexible approach to housing interventions, introducing a wide
range of housing programmes to enable appropriate and diverse settlement interventions,
including the Upgrading Informal Settlements Programme (UISP). BNG was also a recom-
mitment to the notion of building sustainable human settlements and provided a definition
of what policy meant by human settlements. This was seen as indicating a much needed
paradigm shift from narrow focus on delivery of subsidy housing to providing quality living
environment where shelter needs are met in balance with physical infrastructure, access to
services and amenities, access to economic opportunities (workings of the city), etc. Later on
the changing of the department from housing to human settlements politically conferred the
human settlements mandate to the department. The BNG comprised key elements in relation
to the need for changes to the financial arrangements surrounding the housing subsidy at the
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time. These covered the need to: (i) restructure the subsidy instrument; (ii) adjust beneficiary
contributions and criteria; (iii) enhance beneficiary criteria; (iv) enhance funding flows and; (v)
address fraud, corruption and maladministration (DoH, 2004). The amendments were intend-
ed to then meet the growing demand for and responsiveness to the need for housing. The
BNG policy remains the key policy for the Department of Human Settlements and as such
has a direct influence on the USDG as an instrument to effect the department’s programmes.
The BNG policy also included timeframes for implementation of its various strategies over the
five years from 2004 to 2009.

However despite the notable paradigm shift, the Department still had a legal obligation to
fulfil the right to housing. The only fiscal instrument that the department had to fulfil its policy
intent was the Human Settlement Development Grant (HSDG), which despite its name, was
essentially a housing grant and did not fund other components of human settlements. Even
in cases where they were funded it was in direct support of the delivery of subsidised housing
either through the Integrated Residential Development Programme or (consolidation phase
of) Upgrading of Informal Settlement Programme. Human Settlements had always been a
local government function funded by various sectoral grants that integrate at a local level

municipalities’ own revenue.

Housing Code (2009)

In 2009 the Housing Code was revised and “sets the underlying policy principles, guide-
lines and norms and standards which apply to Government’s various housing assistance
programmes introduced since 1994 and updated” (DHS; 2009:9). It aimed at is aimed at
simplifying the implementation of housing projects by being less prescriptive while provid-
ing clear guidelines. It established the Integrated Residential Development Programme as a
new, more flexible programme to allow the purchase and servicing of land for mixed-use and
mixed-income developments. To effect the Housing Code, the HSDG was instituted in 2010,
as a revision of the previous Integrated Housing and Human Settlement Development Grant.
The HSDG allocation to various housing programmes included a breakdown of what portion
of the grant could be allocated to each component of the housing process: land, surveying,
internal services, top structure, etc. This subsidy quantum breakdown was published annually
and this is particularly relevant to the USDG because the spending provisions are intended
to be somewhat mutually exclusive in terms of components, yet complementary in terms of
overall product and outcome. The process of accrediting municipalities to perform housing
functions is captured in Part 3, Vol. 3 of the National Housing Code. It is important to note that
the Housing Code has not been amended to incorporate any provision for the application of
the USDG.

Outcomes Approach of Government (2010)
In 2010, the release of the Presidency’s Outcomes Approach saw Outcome 8 of the 12 Na-
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tional Outcomes formulated as: Sustainable Human Settlements and Improved Quality of
Household Life (Presidency, 2010a). The introduction of Outcome 8 responded to a problem
statement that the current housing development approach, with a focus on the provision of
state subsidised houses, would not be able to meet the current and future backlog in a finan-
cially sustainable way, given that there was a was an estimated need for adequate shelter of
2.1 million units, of which approximately 1.2 million were in informal settlements and 590,000
in backyard shacks (Presidency, 2010b).

Output 1 of Outcome 8 sought to elevate the importance of informal settlement upgrading
as the priority programme within the multiple programmes described in the National Housing
Code, arising out of the BNG Policy. The second imperative, Output 2 was to ensure “Im-
proved access to basic services” (Presidency, 2010a: 14). Output 3: Mobilisation of well-lo-
cated public land for low income and affordable housing with increased densities on this
land and in general and Output 4: Improved Property Market. The outputs of Outcome 8 are
closely aligned to those of the USDG.

National Accreditation and Assignment Framework (2004, 2006 and 2012)

An Accreditation Framework for Municipalities to Administer National Housing Programmes
was developed in 2004 and outlines the rationale and principles for accreditation. The Munici-
pal Housing Accreditation Policy Framework (2006) requires that the compliance assessment
be carried out by independent external assessors and the DHS established a Capacity and
Compliance Assessment Panel (CCAP) in August 2009 to assess the capacity and compli-
ance of the municipalities with the requirements of the municipal accreditation framework.
The revised National Framework for Assignment and Accreditation (2012) replaced Level
3 accreditation with full assignment of the housing function by the MEC in terms of the Mu-
nicipal Systems Act (Act No. 32 of 2000). The details of the framework are discussed in the
literature review.

Cities Support Programme (CSP)

The CSP was introduced by National Treasury as a policy framework in 2012, and initiated
in 2013. The purpose of the CSP is to coordinate a range of urban functions that impact on
city efficiency. The programme supports the assignment of the housing and public transport
functions and the restructuring of the fiscal framework to support this transition. It targets four
critical areas of the built environment: governance and planning, human settlements man-
agement, public transport and climate resilience. Informal settlement and backyard upgrading
is a specific sub-component of the programme. It also provides technical support for urban
management and incentives linked to performance indicators, which in turn are intended to
guide the indicators used for other grant-driven programmes. The focus is on performance,
as measured by a set of indicators that are linked to longer-term sustainability objectives,
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rather than compliance and delivery metrics. The CSP is linked to the USDG through partici-
pation in the CSP being a condition to metros receiving the USDG (RSA, 2013a).
National Development Plan (2012)
Although the National Development Plan 2030 (NPC, 2012), was produced subsequent to
the introduction of the USDG, it is instructive in that it is informed by many of the same policy
drivers. Of particular relevance is Chapter 8, which aims to transform human settlements
through: (NPC, 2012: 58)

* Astrong and efficient spatial planning system, well integrated across the spheres of

government;

» Upgrading of all informal settlements on suitable, well located land by 2030;

» Ensuring more people live closer to their places of work;

* Availability of better quality public transport; and

* More jobs in or close to dense, urban townships.

2.3 Fiscal policies informing the establishment of the USDG

2.3.1 MIG and MIG (Cities)

MIG was initiated in 2003 as a new municipal infrastructure funding arrangement to combine
all existing capital grants for municipal infrastructure into one grant. At the time it combined
seven different grants into one to enable a coordinated approach for more cost effective plan-
ning and integrated service delivery (DPLG, 2004). Further, there was a major change from a
system of project based applications for funding to the distribution of funding using a formula.
MIG remained a conditional grant originally introduced as a specific purpose Schedule 6 grant
(2003) before moving between a supplementary Schedule 4 and then back to a Schedule 6
grant (2010) and finally to its current form as a Schedule 5 specific purpose allocation (2013).
This fluctuation between the different scheduling types has been in part about the associat-
ed conditions and purposes of the grant that have always been orientated toward providing
infrastructure for basic services to poor households and related municipal infrastructure. MIG
has largely retained its original purpose of funding infrastructure to provide for a basic level
of services, as expressed in the current purpose identified in DORA 2013: To provide specific
capital finance for basic municipal infrastructure backlogs for poor households, micro enter-
prises and social institutions servicing poor communities (RSA, 2013b).

MIG (Cities)

Although MIG (Cities) was officially introduced in DORA 2009 for the financial year 2009/2010,
it was essentially an evolved version of MIG, allowing greater agency in the application of
capital funding by metropolitan municipalities to enable them to better “manage, support and
account for built environment outcomes” (National Treasury, 2009. MIG (Cities) consolidat-
ed the built environment responsibility of cities with associated transfers of funds directly
to cities. The intention was to promote integrated capital infrastructure investment in urban

areas, with expanded potential for the grant to include or complement a variety of other infra-
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structure-related investment including: housing; public transport and land use management.
Collectively, this was envisaged as providing cities the leeway to channel the grant towards
the creation of more enabling conditions for economic growth and expanded employment
while simultaneously reducing basic service backlogs and improving urban amenities for poor
communities especially (National Treasury, 2009).

2.4 Culmination of the legislative and policy precedents in the establishment of the
USDG

The USDG was approved by Cabinet in 2010, drawing on the fiscal policy lessons learned
from the MIG (Cities) (2009) and its precursor the MIG grant (2003). It was introduced into the
fiscal framework in 2011 through the DORB as a supplementary grant transferred to the eight
Category A municipalities (metros) by the DHS. It was introduced in the context of increasing
urbanisation, proliferation of informal settlements and a housing backlog greater than existed
in 1994, despite significant housing delivery (National Treasury, 2012a). It was a conditional
financial allocation intended to provide metros with the means to address the land, bulk and
connector infrastructure, and basic service needs of an increasingly urbanised population.

The more specific dynamics that informed the design of the grant form the basis of the find-
ings for the design evaluation section of this report.

DHS/DPME m <



Design and implementation evaluation of the USDG — Executive Summary 17 March 2015

=

3. Methodology

This section describes the evaluation design, the methods employed and the approach to analysis.
The design seeks to ensure the validity of findings in relation to the purpose set out in the Terms of
Reference under the prevailing conditions, while also providing for the reliability of findings to ensure

confidence in the overall evaluation results.

Based on the design, decisions regarding the data collection methods and information required to
address the evaluation criteria and questions are described. This is followed by an explanation of
the analytical methods in order to extract maximum value within the limitations of the available data

and resources.

3.1 Evaluation design and approach

As a combination of the two evaluation typologies (design and implementation) set out in the
National Evaluations Policy Framework (Presidency, 2011), the assessment was planned in
distinct phases to distinguish between the design component (conceptual), and that of the
implementation component (empirical). This requirement led the evaluators to applying a
Theory-Based Approach to the assessment, distinguishing between the need to conceptu-
ally develop and understand the intervention logic or Theory of Change, before moving into
empirically testing this in practice. As part of the empirical testing, the Terms of Reference
required a detailed examination of four metropolitan municipalities as the implementers of the
grant. Thus, the evaluation was conducted in three parts: first, by articulating and describing
the intervention logic as part of the design review; then by assessing implementation against
that intervention logic at the level of the four metropolitan municipalities; and finally by pro-
viding an overall design and implementation assessment according to a set of overarching

research questions.

From the Terms of Reference, the evaluation design is presented here in terms of how it ap-
plies a Theory-Based approach, addresses the evaluation questions and assesses the eval-
uation criteria. Specifically, the design review component addressed historical context and
grant conceptualisation, evaluation questions. The conceptual findings and theory construct-
ed for the intervention during the review phase then informed the implementation component
which included assessments at municipal level for four metropolitan municipalities in relation
to the constructed Theory of Change and the implementation evaluation questions. Lastly,
additional empirical data gathered at a national level has been combined with synthesised
findings from the design review and implementation assessments in four metros to address
questions about institutional, funding and M&E frameworks,. The Evaluation Parameters and
Protocol presented below spell out how the various methods were employed in the course of

the evaluation to answer the questions at hand.
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3.2 Evaluation parameters
In the case of this evaluation there are three overarching methodological decisions that can
be explained in terms of a set of evaluation parameters. These three decisions are:
+ Employing a Theory-Based Approach as a methodological framework and basis for
interpreting the findings;
+ The preference for identifying programme contribution rather than attribution; and
* The use of data triangulation for more robust findings and methodological rigour.
The following are the parameters shaping the evaluation methodology:

Parameter 1: Overarching evaluation questions

The fourteen evaluation questions (and sub-questions) of the evaluation organised into the
five thematic clusters necessitated an approach that could distinguish between those design
(conceptual) and implementation (empirical) components. The necessity of first surfacing the
programme theory, with recognition of its historical context and current conceptualisation, lent
itself to a Theory-Based Approach* which was used to test the logic of the grant and its imple-
mentation mechanisms, namely through the metro implementation. The distinction between
conceptual and empirical components of the evaluation also speaks to how each cluster of
questions addresses the evaluation criteria. Lastly, how these overarching evaluation ques-
tions have been organised practically in terms of the evaluation project management phases
is also included because the evaluation questions informed both the approach and project
methodology.

Table 1: Evaluation Questions aligned to Approach, Criteria and Phase

Theory-Based Ap-

ToR Evaluation Ques- Evaluation Criteria Evaluation Phase

anism (2.4-2.10)

tions Clusters proach

Historical context (2.1- | Conceptual Relevance Design Review

2.2)

Conceptualisation Conceptual Relevance Design Review

and design (2.3 +

sub-questions)

Implementation mech- | Empirical Efficiency and Effec- Metro Implementation

tiveness

+ Overall Assessment

Institutional and fund-
ing framework (2.11-
2.12)

Empirical + Conceptual

Relevance and Effi-
ciency

Overall Assessment

Monitoring framework
(2.13-2.14)

Empirical + Conceptual

Relevance and Effec-
tiveness

Overall Assessment

4 It should be noted that there is not an exact fit between the conceptual and empirical components of the study since there was always
a degree of empirical evidence needed as part of the design review, but its focus was overwhelmingly conceptual. Similarly, the overall
assessment entails rendering judgement on both components as combined in relation to a set of evaluation questions.
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Parameter 2: Complexity of intervention implementation

The USDG is the product of a shifting policy framework that involved the complex interaction
of national, provincial and local governments, with the implementation mechanism of metros,
through a complex and iterative series of engagements across spheres. Further, as a supple-
mentary instrument with involvement of all three spheres, it was clear that the grant should be
understood amongst a variety of mechanisms that contribute to the same outcomes.

Parameter 3: Variety of data available

The last parameter has led to the methodological decision (also required in the Terms of
Reference) to triangulate data through a mixed methods approach to data collection. This
has allowed the evaluation to benefit from the variety of administrative data generated at
municipalities, qualitative primary data collected via interviews and focus groups, other quali-
tative and historical reporting data generated in the course of implementation at national and
provincial level, as well as quantitative financial and non-financial performance information

captured and reported across the three spheres of government.

3.3 Research protocol

The research protocol for the assessment has been developed to respond to the 14 relevant
research questions (see section 1.2) based on the overarching approach and assessment
criteria. The approach and methods employed to answer the 14 research questions as organ-
ised by thematic cluster are described in the table below.

Table 2: Overarching research protocol

Thematic cluster Research question Approach and methods em-
ployed to answer the ques-
tion

Historical Context 2.1. What informed the theo- | The question is answered

retical framework and develop- | through qualitative data collect-
ment of the USDG? ed from national stakeholders

involved in the design of the
USDG in tandem with support-
ing documentation and litera-
ture from the period, as well as
analysis of the various itera-
tions of the policy frameworks

over time.
2.2.  What are the factors that | The question is addressed
informed the transition from through interviews with national
MIG-City to USDG? stakeholders that were involved

in the development of MIG
(Cities) and the USDG across
the Departments of Human
Settlements, Cooperative
Governance and National Trea-
sury, as well as comparisons
between the different policy
frameworks.
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Conceptualisation and Design

2.3. Isthe theoretical frame-
work that informs the USDG
valid and does it provide an ap-
propriate response to human
settlements challenges fac-
ing urban areas? (2.3.1-2.3.4
sub-questions)

The question and sub-ques-
tions are addressed through
national stakeholder interviews
coupled with comparative inter-
national and domestic literature
and policy review, as well as
policy framework comparison
and conceptual analysis.

Implementation Mechanism

2.4 How has the USDG been
interpreted at national, provin-
cial and municipal levels?

This question is answered
through data surfaced via inter-
views with national stakehold-
ers involved in the design and
implementation of the USDG;
focus group engagements with
the relevant provincial stake-
holders; as well as municipal
stakeholder interviews, such as
Portfolio Committee Heads and
identified municipal officials.
Documentary reviews of the
metro BEPPs, BEPP assess-
ment reports, USDG perfor-
mance reports, national USDG
policy documents and relevant
provincial planning documen-
tation are also used to provide
evidence of the interpretations
of the USDG to date.

2.5 Is the grant being im-
plemented according to the
design?

Qualitative data from stake-
holder interviews at national
and municipal level, both
internal to the state (e.g. public
servants, political heads) as
well as external interviews (e.qg.
private sector and civil society
representatives) and focus
groups with provincial stake-
holders provide explanations
for grant implementation. This
is triangulated with empirical
performance information and
financial data from metros to
render a judgement around the
implementation of the grant to
date against the intervention
theory set out for the USDG.
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2.6 To what extent has the
USDG through the Built Envi-
ronment Performance Plans
found its place within the suite
of the development-planning
framework? Do these planning
instruments talk to one another
across national, provincial and
local departments involved

in the implementation of the
USDG?

This question is addressed for
the three levels of government
through documentary review
of the BEPPs, BEPP assess-
ment reports and other mu-
nicipal planning and reporting
documents as supported by
interview data at the municipal
and national levels and in-
sights from the provincial focus
groups. Cross-referencing
between planning instruments
across spheres is one particu-
lar area of investigation.

2.7 Asthe USDG is being
implemented, what are the
important challenges/ changes
that are occurring in terms of
the roles and responsibilities
of the relevant actors? How

is this affecting programme
delivery?

This question is answered
mainly through interviews with
municipal stakeholders and

the provincial focus groups, as
supported by municipal and
provincial reporting, municipal
project selection documenta-
tion, and available performance
information and financial data.
National stakeholder data com-
plements this, but emphasis is
placed on those public servants
closest to the implementation
mechanism.

2.8 Are resources used
efficiently? Is value for money
obtained?

The first question is answered
based on the historical and
emerging accounts of resource
utilisation in light of the imple-
mentation processes described
by metros, provincial and
national stakeholders. Non-fi-
nancial performance outputs
are considered but the value
for money question is not ad-
dressed.
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2.9 How does the USDG inter-
face with the municipal accred-
itation process and the City
Support Programme?

This is answered through
interviews with municipal
senior managers familiar with
the initiatives as well as some
provincial focus group inputs,
as supported by reference to
relevant municipal documenta-
tion. Due consideration is given
to validation workshop inputs in
light of on-going developments
since data collection and re-
flections of well-placed national
stakeholders.

2.10 What are the institutional
issues/gaps that are coming to
light as this programme is be-
ing implemented and how is it
affecting delivery of the USDG?

An identification of institutional
issues for the three spheres oc-
curs based on qualitative data
obtained from metro stakehold-
ers and the provincial focus
groups in the main, as sup-
ported with performance data
that corroborates and explains
these in the BEPPs. National
stakeholders’ reflections on
institutional gaps and issues in
light of the historical develop-
ment are also included.

Institutional and Funding
Frameworks

2.11. Analyse the legal frame-
work and policy shifts within
which the USDG is being
implemented: does it support or
encumber the intentions of the
grant?

Comparison of the legislative
requirements set out in terms
of DORA and the various
iterations of the Policy Frame-
work over time is undertaken
against empirical evidence of
implementation and qualitative
data from key stakeholders to
determine whether legal and
policy shifts are supporting or
encumbering the grant.

2.12. How could the structure
of the grant and its application
be improved and strength-
ened?

Consideration of the results

of assessments across the
four metros in light of the
analysis for question 2.11, as
well as qualitative data col-
lected during the validation
workshops, provides possible
options for improving the grant
structure.

Monitoring Framework

2.13. Are the performance
indicators (as specified in the
grant framework) for the USDG
suitable for its stated policy
purpose and how is it captured
in the performance monitor-
ing frameworks of the various
spheres of government?

Analysing the monitoring data
currently available in light of the
grant’s overall intentions and
conceptual underpinnings, an
assessment of how appropriate
the current set of performance
indicators is provided.
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2.14. Analyse the extent to
which the departmental moni-
toring frameworks have been
revised to track performance
(physical and financial) of the
USDG. Also reflect on the re-
lationship between the current
planning and monitoring frame-
works that relate to the USDG.

Comparing the analysis of

2.13 in light of the historical
development of the USDG and
the various iterations across
legislative and policy frame-
works, the extent to which the
various evolutions of the USDG
monitoring framework provide a
useful measure of performance

is determined.

3.4 Sample
The sample included for this assessment was defined at the outset as those national de-
partments (National Treasury, Department of Cooperative Governance, Department of Per-
formance Monitoring and Evaluation and the Department of Human Settlements) and other
external stakeholders involved in the implementation of the USDG. The four case study met-
ropolitan municipalities selected by the Technical Working Group are:

+ City of Cape Town;

+ City of Johannesburg;

» Ekurhuleni; and

+ Buffalo City.
In addition, the three provinces in which these metros are situated (Western Cape, Gauteng
and the Eastern Cape) were included in the sample. The details of the numbers and repre-

sentation of those engaged follows in the next section.

3.5 Data collection

As set out in the discussion on evaluation parameters, a mixed method approach was em-
ployed for the purpose of data collection over the different stages of the evaluation. The inten-
tion was to maximise already existing data available while collecting primary qualitative data
to deepen, enrich and cross-validate existing data. Selecting a spread of respondents and
data sources was deliberate in an effort to triangulate and corroborate perspectives across
the three spheres of government with those of external stakeholders in the private sector and
civil society.

The following data collection methods were used in the course of this evaluation as differen-
tiated by primary and secondary:

Primary data

« Semi-structured interviews;

* Focus groups; and

* Validation workshop feedback
Secondary data

«  Document and literature review;
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* Financial performance and non-financial performance monitoring data; and

* Project lists and records
Of the 89 different individual respondents from which primary qualitative data was obtained in
the form of an interview or focus group, the four broad perspectives could be differentiated:
National, Provincial, Municipal and External (non-governmental, civil society or developers).
The following graph presents a visual proportion of the total sample while indicating the ab-
solute number of individuals by perspective.

Respondents by perspective

External
stekeholoer, 13

Figure 1: Proportion and number of respondents by perspective

The above demonstrates an even balance of national and provincial individuals consulted,
albeit with national stakeholders engaged at greater depth. Similarly, the largest portion of
respondents being municipal is consistent with the implementation focus of the assessment
and the study of metro cases. More external stakeholders were intended to be interviewed
but few proved knowledgeable or willing to comment on the USDG. Nevertheless, they still
provide critical perspectives outside of the state and are taken are taken as the closest proxy
perspectives for beneficiaries possible given the design and scope of the assessment. The
following provides an overview of each of the data collection methods used and what this
entailed.

3.5.1 Document and literature review

The document and literature review has served both descriptive and comparative purposes in
the evaluation. Documentary evidence has been mainly descriptive in nature, setting out the
provisions and conditions of the existing arrangements, except where reporting and reflection
has occurred through statutory performance reports and presentations.

International and local literature, on the other hand, has helped to provide a comparative
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analytical basis for considering the strengths and weaknesses of the grant in light of existing
local, domestic and international practices. Thus, the document and literary review entailed:

» Review of all national legislation, policy documents and published comment (includ-
ing minutes of Human Settlement Portfolio Committee meetings) on the USDG and
associated grant arrangements.

* Review of South African literature relating to the environment in which the USDG
is being implemented, including the human settlements context, fiscal framework,
planning, project process arrangements and monitoring systems.

* Review of the international literature dealing with the financing of urban settlements
in cities.

* Review of all national performance reporting, assessments and presentations on
USDG planning and implementation.

» Review of relevant provincial strategic planning and reporting in respect of the USDG.

» Using the four municipal cases to review all municipal planning, policy and budget-
ing in relation to the USDG including BEPPs, Integrated Development Plans (IDPs),
Spatial Development Frameworks (SDFs), Service Delivery and Budget Implemen-
tation Plans (SDBIPs) and other local policies.

» Review of all available municipal reporting and presentations in relation to the appli-
cation and outputs of the USDG.

The document and literature review occurred in two phases, firstly as part of the design re-
view where it was mainly descriptive and then later as part of the four metro cases and overall

evaluation report where it has been mainly comparative.

3.5.2 Semi-structured interviews

Semi-structured interview guidelines in relation to the phase and focus of the evaluation were
structured thematically with customisation to the roles associated with each respondent’s po-
sition. These guidelines were approved by the Technical Working Group prior to undertaking
the primary research. Interviews of approximately one hour were conducted with 66 respon-
dents across three stages: Design Review (14 national respondents across DHS=4, NT=5,
and DCoG=1, DPME=1, Other=3); Metro Assessments (43 respondents with CoCT=11,
BCMM=14, EMM=5, CoJ=13); Overall assessment and follow-up (9 respondents across
DHS=3, DoT=3, NT=1, External=2).

Interviews can be distinguished between the two levels of perspectives: national and metro,
with a range of sub-categories within each, recognising there was at times a degree of over-
lap in terms of the data extracted through interviews given the different historical and current
positions that many respondents have assumed. The distribution of interviews is provided
below.
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Distribution of interviews by role
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Figure 2: Distribution of interviews by role’

Figure 2 illustrates the broad spread of roles amongst interview respondents. Whereas only
national respondents were engaged at the design and overall assessment stages, the metro
respondents from the four case study municipalities were engaged as part of the metro im-
plementation stage.

All interviews were recorded for reference purposes and transcribed during the session. All
respondents consented to participate, gave permission to be recorded and acknowledged
that their words may be attributed to them by signing a consent form stating their rights and
decision to participate in the research. In this report, quotations and perspectives are attribut-
ed to respondents anonymously using a perspective (N=National and M= Metro) and num-
bering system to provide protection to the respondents.

A small amount of documentary evidence was not available for review (such as some earlier
versions of the policy framework), and there were some interviews which could not be se-
cured within the set timeframes of the project plan, which implies some degree of limitation on
stakeholder perspectives. Nevertheless, the breadth and variety of respondents consulted as
well as their organisational roles are indicative of an encompassing set of perspectives that

5 External at the metro and national level refers to representatives of Civil Society, and Private Sector Developers. Institutional refers to
respondents from state institutions such as the Financial and Fiscal Commission and the Housing Development Agency. Other depart-
ments include DPME, Department of Transport and the Department of Cooperative Governance. All respondents of National Treasury and
Department of Human Settlements are understood to be public servants or contracted in this capacity.
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provide a firm basis for cross-validation and triangulation.

3.5.3 Focus groups

Focus groups with representatives of three provincial departments® were arranged to surface
collective historical understandings of the provincial interpretations and understandings of the
USDG and its implementation to date. The focus group discussions were organised in rela-
tion to the same implementation themes identified for the metro respondents, albeit focussed
on specific areas of provincial involvement such as the BEPP planning, HSDG alignment
and project selection processes as well as provincial exposure to USDG funds. 22 Respon-
dents were engaged across three provinces in three focus groups (Gauteng=9 respondents,
Western Cape=10 respondents and Eastern Cape= 3 respondents) with respondents ranging
from the Head of Department to CFOs, as well as Directors and Deputy-Directors for M&E, to
provide broad and collective qualitative data for the USDG.

Focus groups were also recorded for reference purposes and transcribed during the session.
All respondents consented to participate, gave permission to be recorded and acknowledged
that their words may be attributed to them by signing a consent form stating their rights and
decision to participate in the research.

3.5.4 Financial and non-financial performance data

Use of existing national and municipal performance data included mostly quantitative second-
ary data relevant to financial allocations and spending for the USDG, the municipal capital
budget, as well as performance information as set out in the Service Delivery and Budget
Implementation Plan (SDBIP) and USDG performance reporting for the four municipalities
included in the scope of this work.

Spatial data was also obtained from the Geographic Information Systems (GIS) of municipali-
ties for the purpose of mapping the completed USDG and HSDG projects to date to provide a
spatial representation of spending and capital development in the city. Visual representations
of this data in aggregate form are included in the report.

3.5.5 Project lists and records

In instances where project lists and records were available from the metros for projects ben-
efiting from the USDG, these project lists and records were obtained for analysis and com-
parison. It should be noted that this project information does not represent work completed,
but is a useful indication of what has been approved and actioned to date in relation to the
implementing departments, types of projects underway, as well as the types of areas in which

6 Western Cape, Gauteng and the Eastern Cape. There were only three instead of four because Ekurhuleni and Johannesburg both fall
within the Gauteng Province. In the Eastern Cape a classic focus group session could not be arranged and was instead catered for in
separate group interviews.
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these projects are scheduled.

3.5.6 Validation workshops

Presentations of draft metro reports detailing the municipal findings, analysis and emerging
conclusions and recommendations were circulated for sharing with participating stakehold-
ers. Presentations were made by the researchers with an opportunity provided to all partic-
ipants, as well as other affected municipal parties, to challenge, validate or offer alternative
perspectives to the contents of the draft report and presentation. In some instances new data
or perspectives were introduced at the validation workshops and these inputs were noted at
the session and have since been incorporated into the findings section of evaluation report
where appropriate.

3.6 Limitations of the research

The most significant limitation of the research is evaluating a grant without a final or agreed
upon policy framework or an established Theory of Change. This limitation was mitigated
through constructing a Theory of Change as a conclusion to the findings of the design review
stage of the research. The constructed Theory of Change was used as the analytical frame-
work against which the implementation of the grant was evaluated.

Since the interviews were semi-structured and questions customised to the respective per-
spectives of the respondents, there was some intentional variability in instrumentation which
gives rise to potential bias. However, this is in line with the differentiation of roles and respon-
sibilities within and outside of government. The nature of the interviews required informed
probing and a degree of respondent-specific questioning that was at times improvised in
order to extract maximum relevant data based on the respondents’ familiarity with the USDG
and related processes. This limitation was mitigated by using senior researchers for the in-
terviews with extensive experience and knowledge of municipal planning, monitoring and
evaluation, finance and human settlements.

All interviewees were interviewed in their professional capacity and their views were assumed
to be those of their respective institutions. However, there is a risk that personal opinions
were expressed in interviews that are not representative of the organisation. This risk was
mitigated through interviewing multiple representatives from the same institution and cross
referencing interview data with official documentation and reports. Where individual views
differ from the views of others or the official documentation, these are highlighted.

Some of the secondary data reported here is also internal reporting information that has
not been subjected to tests of data quality, objective verification or an audit of performance
information, making the veracity of the information potentially questionable. This has been
mitigated to some extent through triangulation with other data sources, where possible. Fur-
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ther, in some instances the information reported at metro level appears inconsistent with data
captured at the national level and is uneven across the metro data reported. Similarly, the
documents available at provincial and national level were not all available despites requests
and attempts to gain access to them. The various iterations of the policy framework and
changes to the performance matrix which were taken up to varying degrees mean that much
of what is reported is not standardised and comparable. However, the presentation of this in-
formation back to the metro in the form of the validation workshop and the interrogation of the
datasets in relation to other reporting has helped to ensure this limitation has been mitigated
insofar as possible.

The reliance on government officials to avail themselves and provide financial and non-fi-
nancial data related to the USDG resulted in some minor delays in obtaining documents
and accessing respondents. Some national respondents, particularly political officials, were
unavailable or failed to respond to requests to participate. Further, some respondents were
less knowledgeable about the USDG than others, with external stakeholders particularly dis-
advantaged in this regard. Further, the reluctance of some officials to engage at length in
depth, particularly with regards to the provincial focus groups, was also a challenge to data
collection. However, the validation workshop as a forum to clarify data collection gaps, pro-
vide further inputs and make additional referrals did help to limit the extent to which any of
these challenges might impact on the credibility of the findings.

3.7 Analysis approach

In line with the combined nature of the evaluation (design and implementation), the analysis
is divided into two parts. The analysis of the USDG design is informed by the literature around
international best practice for financing urban settlements in cities. It then draws from the
findings around the historical and policy context and process leading up to the introduction of
the grant to determine whether the grant design, as defined through the constructed Theory

of Change, best responds to the challenges it is meant to address.

For the analysis of the grant implementation, the analytical framework is the constructed The-
ory of Change, and the analysis focuses on explaining where and why the implementation
of the grant has supported, or deviated from the intentions of the grant design. In practical
terms, an initial review of the documentation provided some context and helped to later tri-
angulate the data obtained during the course of the semi-structured interviews and the focus
group. Qualitative data was analysed at metro, provincial and national levels respectively in
relation to the section themes designated in the interview guideline, consistent with the cur-
rent report structure, to determine areas of commonality or difference. Within thematic areas,
internal and contrasting perspectives were checked against external stakeholder perspec-
tives and alternative perspectives emerging from the validation workshop. Further evidence
was sought from the documents reviewed that may support, reinforce or provide alternative
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perspectives to the qualitative data obtained through interviews and the focus group. The
conclusions present answers to the research questions, and in so doing, render judgement
on both the design of the grant and the implementation mechanisms.

4. Literature review
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4.1Introduction

Given the nature of the USDG as a financing mechanism to support human settlements de-
velopment at the local level, this literature focuses on two bodies of literature: housing and
human settlements literature to trace South African policy informants and its links to interna-
tional trends, particularly with regard to informal settlement interventions; and local and in-
ternational trends in land, infrastructure and housing finance. The findings from the literature
review will be used to contextualise the findings of the evaluation, presented in sections 4 and
6, and provide supporting arguments for the conclusions drawn in section 8.

4.2 Human settlements policy trends

4.2.1 Post-apartheid housing policy and the shift to human settlements

National Housing Subsidy Scheme

One of the key commitments laid out by South Africa’s first democratic government in 1994
was a promise to ensure housing access. Charlton and Kihato (2006) describe how the inten-
tion of the housing policy in 1994 was to fund a ‘starter house’ that households could improve
over time. However, this shifted in the late 1990s to standardised unit of defined specification,
with some limited expectation that this could be expanded. In order to fulfil the government
commitment to housing access, National Housing Subsidy Scheme was established with an
objective of providing 1 million houses within five years starting in 1995. The Housing subsidy
scheme was a mechanism through which the state could provide housing for those the mar-
ket will not serve. It offset market failures and its role was to level the playing field for the poor;
to provide the poor with ownership of urban assets. Its format manifested in standardised
‘RDP’ units delivered through the Project-Linked Subsidy. At the outset the programme was,
in practical terms and in effect, implemented by the private sector that identified appropriate
land parcels and developed houses thereon by utilising the capital subsidy. The target was
met after seven years and the programme revealed a number of problems relating to the size
and quality of houses as well as issues around the developers. As a consequence, towards
2001, the day-to-day responsibility for the delivery of houses (and thereby the capital subsidy)
began to be transferred towards the public sector. This took the form of provincial govern-
ments initially and eventually municipalities having the responsibility of identifying projects
and assigning appropriate contractors to ensure their development (Shisaka Development
Management Services, 2011). With the shift from private to public provision of housing, mu-
nicipalities began to confront constraints as some struggled to identify, implement and, in
some instances, fund housing projects. This culminated in municipalities having to use their
own funds to meet the demand for housing. The national housing subsidy scheme failed to
keep pace with the demand for housing and informal settlements burgeoned in the first de-
cade of democracy. In a landmark Constitutional Court case, the ‘Grootboom case’” in 2001,
the court found that the state, as a joint entity including all three spheres of government,

7 Citation: 2001 (1) South Africa 46 (CC)
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needed to devise and implement a programme that included measures to provide suitable
housing and services to those in desperate need.

Breaking New Ground (2004)

As a result of a review of the national housing programme from 1994-2004 (DoH, 2004),
and in the wake of much external criticism of the singular nature of housing and its inability
to address informal settlements (cf. Lalloo, 1999; Huchzermeyer, 2001), the ‘Breaking New
Ground’ policy marked a significant shift in housing policy setting out a new vision for hous-
ing as reconceptualised in the form of sustainable human settlements. ‘Sustainable human
Settlements’ are defined as: “well-managed entities in which economic growth and social
development are in balance with the carrying capacity of the natural systems on which they
depend for their existence and result in sustainable development, wealth creation, poverty al-
leviation and equity”, further described as a safe and a secure environment with adequate ac-
cess to economic opportunities, a mix of safe and secure housing and tenure types, reliable
and affordable basic services, educational, entertainment and cultural activities and health,
welfare and police services (DoH, 2004:11). The document further sets out a new plan and
approach to human settlements creation which expanded the scope of the work of the then
Housing Department considerably and sought to better integrate and coordinate work with
other government departments and entities. Thereafter the Department changed its name to
the Department of Human Settlements, in line with the new settlements paradigm.

The BNG policy introduced a more flexible approach to housing interventions, introducing
a wide range of housing programmes to enable more appropriate and diverse settlement
interventions, including the Upgrading Informal Settlements Programme (UISP). The BNG
comprised key elements in relation to the need for changes to the financial arrangements
surrounding the housing subsidy at the time. These covered the need to: (i) restructure the
subsidy instrument; (ii) adjust beneficiary contributions and criteria; (iii) enhance beneficiary
criteria; (iv) enhance funding flows and; (v) address fraud, corruption and maladministration
(DoH, 2004). The amendments were intended to then meet the growing demand for and
responsiveness to the need for housing. The funding instrument to support the BNG was a
combination of the Housing Subsidy Grant and the Human Settlements and Redevelopment

Grant to form the Integrated Housing and Human Settlements Grant.

Housing Code (2009)

The policy prescripts of BNG are encapsulated in the Housing Code (DHS, 2009), which de-
scribes the multiple national housing programmes. The two dominant housing programmes
are the Integrated Residential Development Programme (IRDP) and the Upgrading of In-
formal Settlements Programme (UISP). The IRDP supports the development of integrated
settlements which include a variety of land uses, housing typologies, and income levels. The
IRDP provides for land acquisition, servicing of stands for commercial, recreational, educa-
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tional and health purposes, and residential stands for all income groups. The programme can
be undertaken in one step or in two phases, beginning with serviced stands and following with
the construction of top structures.

The UISP focuses on providing secure tenure, access to basic services, social and economic
amenities and options for housing development to people residing in informal settlements.
The UISP, as a ‘priority programme’, and the subsidy for this programme, drawn from the
overall quantum of the Human Settlements Development Grant, funds land purchase and
basic services, with housing top structure intended to be funded subsequently through one
of the other housing programmes. In addition, the Housing Code requires that municipalities
make a minimum capital contribution of 10% to UISP projects. The UISP also draws funding
from the Social and Economic Amenities Programme to provide the amenities in informal
settlements and the Emergency Housing Programme if relocation is required (DHS, 2009).
However, Graham and Palmer (2014) note that prior to the introduction of the USDG, there
was a lack of complementary funding mechanisms that provide other critical investments
(bulk infrastructure, public facilities) to support the UISP. There has been criticism that UISP
has not been adopted as widely as was anticipated (Tissington, 2011; Pithouse; 2009), and
that the mass roll out of greenfield projects through the IRDP continues to dominate the de-
livery of housing opportunities (PDG, 2014a).

The approach to UISP is aligned to international shifts in responses to informal settlements.
Although the approach of international agencies like the World Bank has vacillated over
time between self-help, sites and services and market-based housing solutions, the failure
of sites-and-services schemes, combined with the growth of community based-movements,
saw alternative solutions arising in the form of bottom-up informal settlement interventions
in the early 1990s (Huchzermeyer, 1999). In-situ upgrading of informal settlements is now
internationally accepted as an appropriate, and in many cases preferable strategy to ad-
dressing shelter needs (Cities Alliance, 2011). The World Bank has now adopted in situ up-
grading as a preferred approach, insisting on community participation and an individualised
approach that responds to the specific social needs of individual settlements (World Bank,
2009), while UN-HABITAT policy documents firmly state an intention to improve the quality of
lives of informal settlement residents through the provision of basic services (UNHSP, 2003;
UN-HABITAT, 2005). Target 11 of Goal 7 (Ensuring Environmental Sustainability) of the UN’s
Millennium Development Goals (UN, 2000) (to which South Africa has subscribed) commits
to a significant improvement in the lives of 100-million slum dwellers by 2014 through the pro-
vision of improved water and sanitation, and access to secure tenure. These objectives show
strong parallels with Outcome 8: Output 1 and the approach advocated in the UISP.

Debates around informal settlement upgrading are closely linked to debates around security
of tenure, which is considered a prerequisite for upgrading (World Bank, 2003; Payne, 2004).
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However, international literature has shown that legal title is not necessary for security of ten-
ure (Fernandes and Varley, 1998; Gilbert, 2002) and there has been a shift in many countries
to adopt a flexible, more simplified property registration system for upgrading informal areas
based on de facto systems (Durand-Lasserve and Royston, 2002). In South Africa security
of tenure in urban areas is generally measured through the allocation of a title deed, which is

evidently too narrow an interpretation.

While the housing and human settlements policy is centred around the national housing pro-
grammes and the HSDG, the widening definition of human settlements clearly introduced
an overlap in responsibility between the provincial and local spheres of government. While
housing the poor, and subsequently human settlements, is the concurrent responsibility of
provincial and national government, local government has always had a human settlements
mandate and has been responsible for, amongst other things, providing bulk engineering
services. The format of the HSDG meant that for housing projects the split in responsibility
was made with internal services being provided by provinces and bulk services provided
by municipalities. Accreditation enabled this division to be closed, to some extent, through
municipalities taking responsibility for the entire process, albeit with provincial funding and
approval. However, the case of informal settlement upgrading has been more blurred, with
some upgrading taking place through the UISP and some being undertaken by municipalities
using their own funding. Existing policy is not clear on whether basic services in informal
settlements falls within the housing mandate of the DHS, or the service provision mandate of
local government. The USDG as a direct transfer to local government, but managed by the
DHS, is at the heart of this debate.

4.2.2 Broader government policy developments impacting on human settlements
Outcomes Approach of Government (2010)

Government adopted the National Outcomes Approach in 2010 as part of a broader shift
towards a results-based approach signified by Improving government performance: Our
approach (Presidency, 2009). The Outcomes Approach is premised on the evolution of a
range of results-based practices often associated with the New Public Management (NPM)
movement which came to the fore internationally in the mid-1990s (Mouton, 2010). The NPM
promotes decentralisation, partnerships, management by results and a customer orientation
intended to reform the public service (Mouton, 2010: 100). It was explained that “the out-
comes approach is designed to ensure that government is focused on achieving expected
real improvements in the life of all South Africans. The outcomes approach clarifies what we
expected to achieve, how to achieve it and how we will know whether we are achieving it”
(Presidency, 2010c:9-10). The Guide to the Outcomes Approach states that, “the outcomes
approach requires us to think afresh about the logical links between what we do and what we
achieve” (Presidency, 2010c: 10). The Outcomes Approach was introduced in the same year
that Cabinet took a decision to establish the Urban Settlements Development Grant (USDG).
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The Outcomes Approach is significant for the USDG because of its focus on decentralised
responsibility for the achievement of the outcomes, a comprehensive and government-wide
monitoring and evaluation approach focusing on outcomes, and the elevation of the impor-
tance of informal settlement upgrading as the priority programme within the multiple pro-
grammes described in the Housing Code.

National Development Plan

The National Development Plan has the aim of eliminating poverty and reducing inequality by
2030, while increasing employment and drawing on the creative energies of South Africans
to forge partnerships and create new development opportunities (NPC, 2012). The chapter
on human settlements in the NDP begins with this quote taken from the Reconstruction and
Development Programme (1994) which entails the enduring goal of “breaking down apartheid
geography through land reform, more compact cities, decent public transport and the devel-
opment of industries and services that use local resources and/or meet local needs” (NPC,
2012: 233). The selection of this quote serves to emphasise the enduring legacies of apart-
heid as they pertain to human settlements, and that they have been a feature of the agenda
for the past two decades.

The NDP addresses spatial dislocations as they pertain to towns and cities compared with
rural areas, and notes that South Africa still faces the legacy of dysfunctional and inequitable
spatial patterns. In particular, it explains the spatial dimensions of land reform and the impor-
tance of differentiating needs and assets relevant to human settlements depending on the
context (NPC, 2012: 237-242).

In terms of the agenda going forward, the NDP sets out the objectives for 2030 as:

« Strong and efficient spatial planning system, well integrated across spheres of gov-

ernment;

* Upgrade all informal settlements on suitable, well located land by 2030;

* More people living closer to their places of work;

* Better quality public transport; and

* More jobs in or close to dense, urban townships (NPC, 2012: 58).
The NDP also puts forth a range of activities to advance these objectives which include:
reforms to the current planning system for improved coordination; densifying cities and allo-
cating resources to promote better located land and settlements; substantial investment to
ensure safe, reliable and affordable public transport; a spatial development framework that
strikes a balance between location of jobs and people; a review the grant and subsidy regime
to ensure diversity in product and finance options for greater spatial mix and flexibility; incen-
tivized development of spatial compacts; and introduce mechanisms to make land markets
work more effectively for the poor to support urban and rural livelihoods, amongst others
(NPC, 2012: 58-59).
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Of direct relevance to the USDG is that one of the core actions outlined in the NDP (NPC,
2012: 58) is to:
Conduct a comprehensive review of the grant and subsidy regime for housing with a view
to ensure diversity in product and finance options that would allow for more household
choice and greater spatial mix and flexibility. This should include a focused strategy on the
housing gap market, involving banks, subsidies and employer housing schemes.

In effect this places a renewed focus on the role of housing finance in addressing both the
socio-economic and spatial challenges facing municipalities in the country. The USDG, given
its flexibility and capital size, is therefore central to ensuring diversity of housing product in
metropolitan municipalities. The timing of the NDP meant that it was not an informant to the
conceptualisation of the USDG, but may have impacted on how it was interpreted and refined

since its introduction.

Cities Support Programme (CSP)

The purpose of the CSP is to coordinate a range of urban functions that impact on city effi-
ciency, and is described as follows:

“It is intended to enable larger, more capable municipalities the opportunity to restructure
existing components of the social wage (redistributive entitlements in housing, transport, land
and infrastructure development as well as the provision of free basic services) into a coordi-
nated framework that enables them to more capably navigate and improve the functioning
of the land and housing markets, reduce current spatial and infrastructure inefficiencies, and
simultaneously fulfil constitutional objectives.” (National Treasury, 2012b:4)

It is interesting to note that the programme assumes that the assignment of the housing and
public transport functions is inevitable and aims to support municipalities to develop the ca-
pacity to fulfil this new role. It is, by its nature, integrative and focused on all built environment
functions.

IUDF

The Draft Integrated Urban Development Framework (IUDF) (COGTA, 2014) was published
in 2014 as the national response to development in Cities in order to realise the objectives of
the NDP, and is therefore of particular relevance to the USDG. The draft IDUF includes a justi-

fication of the focus on cities, effective distribution of resources, and a focus on city efficiency.

4.2.3 Local government responsibility for built environment functions

Housing

The South African government has followed international trends with the decentralisation of a
number of government functions (Nel and Binns, 2003; Pieterse, 2002), including a provision
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for the accreditation and assignment of the housing function through the Housing Act and the
Municipal Systems Act. The strategy of accreditation was further defined and described in the
‘Breaking New Ground’ Policy (DoH, 2004), Part 3, Vol. 3 of the National Housing Code (DHS,
2009) and in Outcome 8: Output 1 (Presidency, 2010a). Housing is a concurrent function
shared by national and provincial government. However, as De Visser and Christmas (2007)
note, the reality of housing delivery is that it is an integrated function performed by all three
spheres of government who each perform specific roles as set out in the Housing Code (DHS,
2009). At the level of implementation, provinces and local municipalities (mainly metropolitan
municipalities) act as housing developers.

The South African context can be contrasted with India, where land, housing, urban devel-
opment (including slum upgrading) and provision of civic infrastructure is a state (provincial)
function (MCGM, 2014). The central government, however, plays a significant role through
the allocation of funds and other resources. Local government is responsible for infrastructure
and municipal service provision, including basic amenities to slums, but not the provision of
public housing (MCGM, 2014).

Huchzermeyer (2002) notes a difference between Brazil and South Africa being that policy
making on informal settlements is devolved to the sub-national level in Brazil, while in South
Africa it is still centralised through the Housing Code. However, the Brazilian system was
constrained through the absence of an associated decentralised housing finance system.
Huchzermeyer (2002) believes that the decentralization of political power to local govern-
ment in Brazil has allowed for customised localised responses through participatory democ-
racy, while the centralisation of South African policy has resulted in a standardised response
through the dominance of the capital subsidy system, and the exclusion of more innovative
and participatory responses to informal settlements.

However, the accreditation process seeks to address this very problem through the devolu-
tion of the housing function to concentrate all built environment functions at the local level,
even if housing policy is still centrally determined. Robinson (2007) notes that international
literature and experience suggests that decentralisation initiatives are most successful if they
are implemented incrementally. This is certainly true of the accreditation process, which is
envisaged to take place in three successive steps. Accreditation as set out in Outcome 8:
Output 1 provides for a “progressive process that entails incremental delegation and ultimate
assignment of housing functions to municipalities. The devolution of the housing function to
local government proves to be the way to integrate housing and infrastructure planning and
delivery processes at local level” (Presidency, 2010b: 27).

The Policy Framework and Guidelines for the Accreditation of Municipalities, approved in
2005 and revised in 2012 (DHS, 2012a), sets out the criteria and process for accreditation.
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Level 1 accreditation is restricted to delegation of beneficiary management, budget planning
and administration and priority programme management and administration, while Level 2
accreditation sees the delegation of full programme management and administration to the
municipality. Level 3 was the highest degree of accreditation which included management of
funds. However, the revised National Framework for Assignment and Accreditation (2012) re-
placed Level 3 accreditation with full assignment of the housing function by the MEC in terms
of the Municipal Systems Act (RSA, 2000). With assignment, the HSDG funds would pass
directly from the national department to the municipality without first going to the provincial
department. The Capacity and Compliance Assessment Panel (CCAP) was established in
2009 to assess the existing capacity of priority municipalities. Tissington (2011) reports that
the CCAP concluded assessments in six metropolitan municipalities as well as three local
municipalities. The figure was revised to 23 municipalities after inputs from members of the
CCAP during the research process. The Division of Revenue Bill (RSA, 2013a) envisaged
that the housing function would be assigned to six metropolitan municipalities in 2013, but
this has not yet taken place.

Public transport

The South African Constitution designates public transport as a functional area of concurrent
competence between the national and provincial spheres of government. Municipal public
transport and municipal planning are exclusive functions of local government, but are to be
overseen by provincial and national government. Typically, national government has a legis-
lative and regulatory role and establishes national policy and strategy. Provincial government
largely has a planning and coordination function and is tasked with monitoring the implemen-
tation of policy at the local level. Previously, the National Land Transport Transition Act (Act
No. 22 of 2000) (NLTTA) facilitated the establishment of Transport Authorities (TAs) to man-
age public transport at the local government level. However, TAs were not widely adopted,
and the National Land Transport Act (Act No. 5 of 2009) (NLTA) specifies that TAs must be
dissolved and absorbed into municipal structures. In terms of the new Act, local government
is responsible for almost all public transport functions at the local level, including, inter alia,
developing local policy, preparing transport plans, managing and implementing public trans-
port networks, managing integrated ticketing systems and setting operational and technical
standards.

Spatial planning

The enactment of the Spatial Planning and Land Use Management Act, 2013 provides mu-
nicipalities with significant planning powers, which has coincided with an increasingly strong
Constitutional Court view on the content and nature of municipal planning as a functional
competence of local government. This has changed the legislative environment for spatial
planning, land use and land development, all of which are key to the implementation of the
USDG policy. This is particularly important when confronting the challenge of aligning the

DHS/DPME




Design and implementation evaluation of the USDG — Executive Summary 17 March 2015

=

spatial targeting objectives of different spheres. In the past the provincial government has
been able to proceed with land use changes such as subdivision and township establishment
through provincial decision-making systems such as those provided by the Development Fa-
cilitation Act or the Less Formal Township Establishment Act. These avenues are no longer
available to provincial governments: all decisions about where land use is changed to facili-
tate human settlement development lie with the metros. To the extent that either of the other
spheres wants to influence these decisions they have to rely on instruments such as grant
conditions.

* In relation to the spatial planning process the Spatial Planning and Land Use Manage-
ment Act makes two important changes:

* It requires that every provincial government must adopt a provincial spatial development
framework, with which ‘all provincial development plans, projects and programmes must
be consistent’;

4.2.4 Summary of human settlements policy trends

The preceding section has illustrated how various approaches to ‘packaging’ housing have

been applied in South Africa since 1990 when the process of ‘democratising’ the housing pro-

cess began. This has ranged from ‘site and service’ schemes in the early 1990s, the standard

‘RDP housing’ package which included plot, services house and tenure, the main low income

housing style from the late 1990s through the 2000’s, to the wider range of options which

exists now (Tissington, 2011), including a distinct policy focus on the upgrading of informal
settlements.. The focus on housing has also shifted to consider a broader notion of ‘human
settlements’ which includes public and social services and access to livelihoods. There has
also been a re-commitment to the ‘incremental’ approach to housing initiated in the Housing

White Paper, driven mainly by the lack of resources to enable fully subsidised housing to be

provided to all low income households and the inability to acquire land and set up ‘formal’

housing projects. As the backlog in provision of housing remains, both government and cities
recognise the importance of scaling up delivery of housing opportunities, with a clear policy
focus on incremental initiatives that is consistent with international trends. The culmination of

these policy trends was Outcome 8, introduced in 2010. The Outcome, however, required a

different way of financing human settlement interventions, and informal settlement upgrading

in particular. In addition, there is a clear legislative and policy basis for the devolution of the
housing function to local government, starting with the metropolitan municipalities. These

trends paved the way for the introduction of the USDG in 2011.

4.3 Trends in financing instruments for land, infrastructure and housing

4.3.1 The South African local government fiscal framework

The fiscal framework relates to the way in which revenue flowing to the national fiscus is
re-distributed to other spheres of government. This report will not provide a full discussion on
the local government fiscal framework: this can be found in FFC (2013). As the USDG sup-

plements the capital budget of metros, this review will focus on the capital financing system
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compared to international examples, and only mention the operating systems insofar as it

impacts on the capital account.

The capital funding sources available to South African municipalities comprise national trans-
fers (grants), debt finance (borrowing), internally generated funds, and development charges
and service provider funding (e.g. capital provided directly by Eskom and Water Boards). The
relative split of the capital funding sources by category of municipality is shown in Figure 3,
which includes a ‘gap’ between available revenue sources and ideal expenditure levels.

Figure 3: Capital funding mix by municipal category (Source: FFC, 2013 using National Treasury local government

database, 2011/12 budgets)
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only)

Metropolitan municipalities are reliant on grants and development charges for approximately
50% of the capital financing requirement, and satisfy the other 50% through internal funding
and borrowing. South African metros are therefore much less reliant on grant funding than

smaller municipalities.

Capital grants

Capital grants are reflected in the annual Division of Revenue Act (e.g. RSA, 2013b) which
identifies all transfers from the national fiscus to provincial and local governments. The Bill
upon which the Act is based also includes an explanatory memorandum on the system of
transfers and a brief description of the key policy parameters for each transfer.
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Figure 4: History of local government infrastructure grants — 2000 to 2016 (Source: National

Treasury, 2014)

The figure above shows two notable trends. The first trend is a substantial increase in the total quan-
tum of infrastructure grants allocated to local government. Secondly, the figure indicates an initial
consolidation of grants into MIG in 2003/4, and then a later proliferation of grants into the current
grant arrangements. An overview of the capital grants available to local government is presented
in Table 3.

Table 3: Transfers made to municipalities and others involved in the municipal realm

Amount (R mil-  Description Benefitting mu-
lion) 2012/13 nicipal category
Infrastructure
grants
Municipal Infra- 13 882 Primary infra- Non-metros Formula based,
structure Grant structure grant conditional
(MIG) but excludes
electricity
Urban Settle- 7 392 Infrastructure, Metros Formula based,
ments Devel- Land and social conditional
opment Grant services. Empha-
(USDG) sis on informal
settlements
Public Transport |4 988 Road based Metros mainly Application based
Infrastructure and public transport but trend towards
Systems Grant infrastructure, formula
(PTISG) mainly Bus Rapid
Transit
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Electrification 3031 Grant to munic- Metros and locals | Application based
Grant (INEP) ipalities which

provide electricity

Eskom
Bulk water grant |2 517 For bulk water Districts and Dept of Water
(RBIG) infrastructure locals (in kind) Affairs decision

not paid direct to
municipalities

Other infrastruc- |1 175 Various Metros and locals | Various

ture grants mainly

PRASA Capital 3 527 Paid to PRASA Metros mainly Dept of Transport

Grant for heavy rail decision
infrastructure

Capacity building | 708 Various All Various

grants

Other grants 1303 Various All Various

Total 38 523

conditions (RSA, 2009a). This acknowledgement of differentiation was indicative of the un-
derlying thinking that provided for the incremental expansion and application of this fiscal
instrument to other municipalities that demonstrated sufficient capability in planning, imple-
menting and reporting on grant funded infrastructure projects over time (National Treasury,
2009). The following quote from the MIG (Cities) Policy Framework reflects this:

MIG (Cities) is being introduced as a first step to address these problems of inadequate
control, fragmentation and weak accountability that currently undermine the performance of
urban infrastructure investments. A differentiated approach to the funding of large urban mu-
nicipalities will allow a more appropriate, outcomes-focused relationship with national govern-
ment to emerge. In addition, it is intended to lay the foundation for cities to gradually assume a
greater role in other built environment investments, particularly with respect to transportation
and housing (National Treasury, 2009: 5).

The five key principles that informed and distinguished the design of MIG (Cities) were the
following:

* Municipalities must lead the management of the built environment;

» Existing capacity in urban local government should be recognized and supported;

+ Capital expenditure balancing needs for poverty alleviation with economic growth;

» Support to provide an outcomes-focused supplement to capital budgets; and

* Accountability for performance in achieving developmental objectives in the built en-

vironment (National Treasury, 2009: 6).

Despite being a key principle, the accountability for performance improvement proved to be
a peripheral element of the grant design, as evidenced in the performance reporting. The
significance of this design feature was constrained by the fact that performance reporting was
almost always limited to reporting on a diverse set of infrastructure outputs, as captured in the
final MIG (Cities) Performance Report (National Treasury, 2012c). Furthermore, the differen-
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tial contexts of the municipalities and their various capital funding arrangements made com-
parison of non-financial performance difficult as evidenced in the MIG (Cities) Performance
Report (National Treasury, 2012c).

4.3.2 International examples of integration of land, infrastructure and housing finance
The emphasis on funding housing versus land and urban services varies from country to
country, as does the degree to which financing is decentralized, and whether the service
delivery activities are coordinated. A key feature in the design of the USDG is that it links
bulk and connector infrastructure with three of the key components of ‘housing’: internal infra-
structure, land and tenure. In relation to practice in most countries, and in South Africa in the
past, this is unusual: the typical arrangement is to fund ‘housing’, with one or all of the four
components mentioned, separately from bulk and connector infrastructure. In doing this the
emphasis is typically on creating an environment where individual households can access
some form of debt finance in order to contribute to the financing of a housing package of
some sort. For example, a useful review of housing finance subsidies by Hoek-Smit (2008) is
focused entirely on ways of improving access to debt finance. In Cairo, the National Housing
Programme (NHP) provides formal housing units in urban areas. At the national scale the
NHP has incurred significant financial costs in the provision of public housing as well as in
terms of unforeseen subsidies towards the costs of land and off-site infrastructure for such
housing (Cities Alliance, 2008). This is similar to the findings of Freire’s review of the Brazilian
experience, where decentralization of responsibility has revealed numerous policy problems
including: (i) city policy being biased towards finished, rather than basic, units, (ii) expensive
finished units requiring substantial subsidies (iii) inhabitants being unable to afford rental
housing unit rents and, (iv) enforcement of land use restrictions continues to be difficult for
municipal authorities which has allowed land invasions to escalate (Freire, 2013: 387).

However, the integration of the housing and infrastructure financing can be viewed positively.
In Singapore, in the 1960s it was recognised that there was a need for ‘shelter for all’ and to
achieve this objective, the state initiated an integrated package of instruments, including: a
new public housing development planning which identified the necessary institutions, funding
resources and their apportionment as well as the rental system required. This integration
of policies and instruments allowed housing provision to be complemented with appropri-
ate infrastructure connectivity (Freire, 2013). Similarly, in the Jawaharlal National Urban Re-
newal Mission (JNNURM) in India, Urban Development Authorities (UDAs) were tasked with
ensuring that land redevelopment projects encompass the full spectrum of housing needs,
including infrastructure provision (Peterson, 2007). In the Philippines, where this has not
been achieved, the general approach to urban upgrading has been problematic because it
has been implemented in a non-integrated manner and with inadequate resources (Cities
Alliance, 2008).

m DHS/DPME



Design and implementation evaluation of the USDG — Executive Summary 17 March 2015

International experience indicates considerable variation in the way the financing of land is
managed and how land is used to finance other municipal activities. Peterson (2007) docu-
ments how the finances generated through the sale or renting of public land in India, Ethiopia
and China act as a vital resource for funding infrastructure improvements and redevelop-
ments. Peterson contrasts China and India’s approach to land acquisitions and shows that,
while in China municipalities were originally given full control of land acquisition, in India the
autonomy of municipalities (and support development agencies) was restrained. Over time,
the two systems evolved. In China, due to resistance by rural communities to the acquisition
of their land, the State had to reduce the autonomy of municipalities and require that land
acquisitions be approved by higher-level government authorities. In India, the system is still
relatively constraining to municipal authorities but in Mumbai a redevelopment initiative has
managed to secure part of the funding attained through land sales for public investment (Pe-
terson, 2007). In South Africa, land for housing is financed through any one of the HSDG,
the USDG or municipal own funds and there is no dedicated funding instrument for land pur-
chase. There is also no specific strategy around using land to fund other municipal activities.

4.3.3 Capital grant design

According to Slack (2007, cited in UN-HABITAT, 2009), there are four justifications for inter-
governmental fiscal transfers: vertical fiscal imbalance (fiscal gap), horizontal fiscal imbal-
ance, externalities, and political rationales. The USDG would fall into the first category, with
metros not having sufficient own-source revenues to meet their expenditure responsibilities.
UN-HABITAT (2009:36) suggests that the solution to vertical imbalance is “...an unconditional
(lump sum or block) transfer that allows the municipality to spend the funds in whatever ar-
eas it deems appropriate. The amount can be distributed on the basis of revenue sharing, by
formula; or on an ad hoc basis. Revenue sharing based on a derivation basis favours richer
areas, and also incentivises the generation of a return on investment, whereas the use of a
formula based on underlying need results in better equalisation or redistribution.

Transfers can be broadly categorized as unconditional (general purpose) or conditional (spe-
cific purpose) (UN-HABITAT, 2009), which can be further broken down into lump sum or
equalization unconditional grants (based on some form of differentiation), and matching or
non-matching conditional grants.

Table 4: Types of inter-governmental fiscal transfers (Source: UN-HABITAT, 2009:36)

Type of Transfer Characteristics

Unconditional No conditions attached to use; lump sum

Unconditional (equalization) No conditions attached to use; lump sum; based
on fiscal capacity and sometimes expenditure
need

Conditional Non-Matching Has to be spent on specified functions; lump
sum

Conditional Matching Has to be spent on specified functions; munici-
pality is required to match transferred funds
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In South Africa’s case the majority of grants are non-matching conditional grants distributed
by formula, but with considerable latitude allowed to municipalities to take decisions on how
the money is spent. Conditionality in grant programs always raises some issues, and often
the design of the grant does not match the actual practice at the city level. The specific prob-
lem varies from country to country (see Kim, Lotz and Mau (2010)). In India, the trend is to-
ward more grant conditionality and increased differentiation, taking the capacity of the munic-
ipality into consideration. In Brazil the conditionality of funding caused problems due to high
standards resulting in expensive units that were not affordable to households (Freire, 2013).
Requirements to match grants with other finance are a common feature of good practice
in developing countries (see Bahl et al, 2013). But even where explicit co-funding is not re-
quired, there is always an implicit match in terms of operation and maintenance of the public
facilities and expanded public service levels. Tanzania presents an interesting example of
co-funding being provided by community contributions, rather than municipal co-funding. In
1990, the World Bank funded a project to upgrade some of the poorest communities in Dar
Es Salaam (Freire, 2013). By involving the community in the project design and maintenance
of the new facilities the community was given a sense of ‘ownership’ which led to them mak-
ing a contribution of 5% of the capital cost of projects. This is similar in nature to the debates
around the role of micro financing, which emerged in the Indian sub-continent (Jones and
Datta, 1999; Patel et al, 2002), but have been applied to housing projects in South Africa as
well (Baumann and Bolnick, 2001).

The debate regarding the pros and cons of various strains of grant conditionality displays
mixed experiences around the world. Shah (2009) presents both a theoretical and practical
underpinning for a case in favour of output-based, rather than traditional conditional, grants.
In particular, Shah argues that the advantage of an output-based grant system rests in the
fact that it gives local authorities the scope to freely determine the inputs which they use to
achieve the agreed-upon outputs. This is supported by the fact that grant financing is linked

to service delivery performance.

In contrast, under a traditional conditional grant system, local authorities are more constrained
in terms of having to provide detailed feedback on the process by which they introduce inputs
into their programmes. Another constraint to traditional conditional grants is that they tend to
undermine local authority autonomy “and budgetary flexibility while re-enforcing a culture of
opportunism and rent seeking” (Shah, 2009: 82). These points are most succinctly illustrated
in the table below.
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Criterion

Traditional conditional grant

Output-based grant

Grant objectives

Spending levels

Quality and access to public
services

Grant design and administra-
tion

Complex

Simple and transparent

functions and objects

Eligibility Recipient government depart- | Recipient government provides
ments/agencies funds to all government and
non-government providers
Conditions Expenditures on authorized Outputs —service delivery

results

Allocation criteria

Program or project proposals
approvals with expenditure
details

Demographic data on potential
clients

Compliance verification

Higher level inspections and
audits

Client feedback and redress,
Comparison of baseline and
post-grant data on service
quality and access.

Penalties

Audit observations on Financial
compliance

Public censure, competitive
pressures, voice and exit op-
tions for clients

Managerial flexibility

Little or none. No tolerance for
risk and no accountability for
failure.

Absolute. Rewards for risks but
penalties for persistent failure

Local government autonomy Little Absolute

and budgetary flexibility

Transparency Little Absolute

Focus Internal External, competition, innova-

tion and benchmarking

Accountability

Hierarchical and to higher level
government, controls on inputs
and process with little or no
concern for results

Results-based, Bottom-up,
client-driven

Source: Boadway and Shah (2009) in Shah (2009: 83).

Shah (2007, cited in UN-HABITAT, 2009:39) lays out 10 public finance principles for designing
fiscal transfers, which provide a useful basis for evaluating the design of the USDG:

Efficiency: Efficiency is achieved if the grant is neutral with respect to local government de-
cisions on the allocation of resources to different activities, except where the grant corrects
existing distortions in expenditure practices. For example, municipalities do not have the in-
centive to provide the correct level of services where the benefits extend to residents of other
areas. A grant provides the incentive to increase expenditures to the optimal level.

Fairness (equity): Equity dictates that all municipalities should be able to provide an ade-
quate level of service without resorting to unduly high tax rates. To achieve this objective, the
transfer to municipalities should vary directly with the fiscal need and inversely with the fiscal
capacity of the municipality (capacity to raise own-source revenues).

Clear Objectives: Grant objectives should be clearly specified.
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Accountability: The donor government should be accountable for the design and operation
of the grant program. The recipient government should be accountable to citizens and the
donor government for the use of the funds.

Transparency: This principle is an extension of the accountability principle. Transparency is
enhanced when the recipient government and citizens/taxpayers have access to information
about the grant formula and the allocation of funds.

Stability and predictability: Revenues should be stable and predictable so that municipali-
ties can budget and plan for future expenditures.

Revenue adequacy: Municipal governments should have adequate revenues to discharge
their expenditure responsibilities.

Autonomy: Municipal governments should have autonomy and flexibility to set their priorities
and not be constrained by grant funding.

Responsiveness: The grant formula should be flexible enough to allow municipalities to re-
spond to changing economic circumstances.

Simplicity: The grant formula should be based on objective factors over which local govern-
ments have limited control. The formula should be easy to understand.

4.3.4 Fiscal decentralisation and autonomy

In considering the way housing and infrastructure is funded, the relative responsibility of
the State (and sub-national regional or provincial governments in some cases) and City is
a primary consideration. UN-HABITAT (2009) notes the general trend towards fiscal decen-
tralization, which generally follows the increased devolution of functions to local government.
The South African fiscal framework is an outlier in the sense that national government has
delegated fiscal resources to support the housing and public transport functions, but without
municipalities having full control of the function.

Bahl (2010) includes a summary of the relative grant dependence with South African cities in
the middle of a large range for middle income countries. China is at the extreme with cities
having a large degree of financial autonomy (Wong, 2013). China probably represents an
extreme in the sense that cities have been left almost entirely to their own devices, although
more recently State support is growing (Wong, 2013). Chinese cities have had to raise most
of their own finance for municipal services (including health and education) infrastructure
and housing. Chinese municipalities have also created local investment corporation which
have allowed them to raise a considerable portion of their capital through debt finance. Egypt
represents a situation close to the other extreme with functions and financial responsibilities
highly centralised (Bahl, 2013).

While the relative role of local government in the South African economy may be small by
international standards (UN-HABITAT, 2009), local government is given considerable autono-
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Figure 5: Ranking of countries relating to fiscal autonomy (Eckardt and Shah, 2008)

A key feature in the design of a fiscal system is the extent of autonomy to raise ‘own’ revenue
given to cities (Smoke, 2013). In relation to international practice South African cities have
well developed property rates and tariff related revenue arrangements. However, there are
arguments that there are other sources of local revenue which can be pursued in order to
reduce the dependence of cities on grants. In this regard the local business tax initiative (De
Waal, 2011) in South Africa was an attempt to gain greater revenue autonomy.

4.3.5 Monitoring and evaluation of conditional grants

Grant conditionality implies that there is some mechanism of accountability in place for the
grant conditions to be adhered to. As Oates (2008: 330, quoted in UN-HABITAT, 2009:38)
states: “these systems of grants, although serving legitimate purposes, can, under certain cir-
cumstances, be a source of serious fiscal mischief’. UN-HABITAT (2009) promotes the use of
performance measurement over financial audits to evaluate efficiency and value for money,
but note that this requires full information on input costs and outputs. Performance measures
are more often associated with operating costs than capital costs. UN-HABITAT (2009) also
notes that when two or more levels of government are funding the same service, accountabil-
ity problems can arise. This is partially true in the case of the USDG and the HSDG, where
there is potential overlap in the funding of land and internal services.
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4.3.6 Summary of trends in financing instruments for land infrastructure and housing.
South Africa has a very mature fiscal framework by international standards, which is char-
acterised by a mix of funding sources, a nuanced approach to differentiation and a rela-
tively strongly decentralised system. South Africa also has relatively sophisticated system
of transfers with an orientation towards devolving responsibility to local government. While
the application of conditional capital grants is commonly applied in the rest of the world (see
Shah, 2009) the specific case of a formula-based grant funding both housing related and
infrastructure investments could not be found in the literature reviewed. There appear to be
no international examples of a conditional capital grant with as wide a reach as the USDG.
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5. Definition of the grant design

5.1 History, conceptualisation and design

A final version of the USDG policy framework was not adopted prior to, or during, the under-
taking of this assessment and no history of the grant had previously been documented. The
evaluation assessed version seven to 13 of the policy framework and 2011, 2012 and 2013
DORA. The presented definition of USDG design (Theory of Change and logframe) were
mainly informed by documents available by September 2013 and were validated in a broad
stakeholder workshop attended by National Treasury, DHS, South African Cities Network,
SALGA and cities. In line with the evaluation design, the first sub-section is dedicated to a
mainly historical description of the USDG. This is followed by a conceptual presentation for
the purpose of assessment. These mainly descriptive findings then inform the structure of the

following section on Implementation Findings.

5.1.1 Informants to the design of the USDG

There are three main informants to the design of the USDG: differentiation, grant flexibility
and the outcomes focus of the MIG (Cities); the renewed focus on human settlements and
emphasis on informal settlement upgrading; and a broader process of devolution of built en-
vironment functions.

Differentiation, grant flexibility and outcomes focus from MIG (Cities)
The design of the USDG is most directly related to the design of the MIG (Cities) grant. MIG
(Cities) (as derived from MIG) had already gone some way to set out a series of principles
that found a resonance in the USDG. These were that:
* Municipalities must lead the management of the built environment;
+ Existing capacity in urban local government should be recognized and supported;
+ Capital expenditure should balance needs for poverty alleviation with stimulation of
economic growth;
+ Support for an outcomes-focused supplement to capital budgets; and
* Accountability for performance in achieving developmental objectives in the built en-
vironment (National Treasury, 2009: 6).

A differentiated fiscal framework that recognises different fiscal needs in different types of mu-
nicipalities was an inherent part of MIG (Cities), which recognised that metros should have a
different set of grant conditions to those non-metros receiving MIG (National Treasury, 2009).
This thinking is evident in the early drafts of the USDG policy framework (DHS, 2011a). As a
concept of the theoretical framework it is currently provided for by singling out metros firstly,
but providing that in the future other municipalities could become potential recipients (either
by enjoying metro status or when they meet as yet undetermined conditions for non-metros)
(RSA, 2011:83).
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The MIG (Cities) grant framework is similar in content, but slightly different in emphasis. The
strategic goal of the MIG (Cities) was:

“. to supplement capital budgets of large cities, ensure integrated planning, effective lever-
aging of municipal resources towards the eradication of backlogs, improved performance in
integrated human settlement development outcomes, and effective asset management prac-
tices; subsidise capital costs of providing basic services to poor households; [and] Improving
efficiency of maximising developmental outcomes and a coordinated approach to built envi-
ronment management” (RSA, 2010:134)

This can be compared with the first USDG DORA framework that sets out the strategic goal
of the USDG to:

“support the development of sustainable human settlements and improved quality of life
for households through accelerating the provision of serviced land with secure tenure for
low-income households in large urban areas by supplementing municipal resources”, (RSA;
2011:167)
and the grant purpose:

“To improve the efficiency and coordination of investments in the built environment through:
Providing large municipalities with appropriate resources and control over the selection and
pursuit of investment programmes in the built environment” (RSA; 2011:167)

The clear similarities between the two grants are that they are both supplementary and
outcomes-focused. Both cover infrastructure, basic services and human settlement develop-
ment. However, the USDG places more emphasis on the settlement level; on basic services,
tenure and quality of life. Although the USDG was termed a ‘new’ grant, it is an evolution of a
number of grant intentions that originated in MIG (Cities).

Focus on human settlements and emphasis on informal settlement upgrading

The USDG'’s policy origins grew from the MIG (Cities) policy, but there were other sources of
influence. Policies such as BNG and the Housing Code were also clearly formative policies in
this respect. The change of name of the Department of Housing to Human settlements also
signified a national shift away from narrow focus on provision of housing towards a broader
notion of human settlements. The belief at the time (circa 2010) was that MIG (Cities) did not
place sufficient emphasis on the key concern of informal settlement upgrade (Respondents
N2; N4; N5), which was identified as a political priority, notably as part of Outcome 8. The
timing of Outcome 8 and the introduction of the USDG in the following year is significant; the
USDG outcomes are closely aligned to those of Outcome 8. Outcome 8 is therefore posi-
tioned as a key policy informant to the USDG.

MIG (Cities) had not provided for land acquisition, a key inhibitor to informal settlement up-
grading, and thus there was concern as to whether MIG (Cities) was being directed to the kind
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of capital investments that would actually benefit poor households in informal settlements.
The political prioritisation of informal settlement upgrades was a critical factor in this shift and
partly motivated the change of administrative department from the Department of Coopera-
tive Governance to the Department of Human Settlements. It was reported that the assess-
ment of the need to change the grant framework through the replacement of MIG (Cities)
with the USDG was driven by the Intergovernmental Relations Division of National Treasury
(Respondent N2) and there was an implicit acknowledgement of a shift in intergovernmental
emphasis at the time.

Part of a broader process of devolution of built environment functions

The establishment of the USDG was not only guided by these sector policies, but was a
development intended to support a much broader government policy shift towards an out-
comes-based approach and devolved responsibilities for built environment functions. The
devolution of responsibility of built environment functions is clearly articulated as a policy
intent through the housing accreditation process and the Housing Code (DHS, 2009), the
devolution of the public transport function (through the National Land Transport Act (RSA,
2009b)), the increase of municipal planning powers (through SPLUMA (RSA, 2013c), the
Cities Support Programme Framework (National Treasury, 2012b) and more recently through
the Integrated Urban Development Framework (IUDF) (COGTA, 2014).

5.1.2 Establishment of the USDG

In introducing the USDG, the backlog in access to housing remained the primary driver. Al-
though the grant was not intended as a housing grant it was seen as central to the upgrading
of informal settlements and, therefore, a shift to control of the grant by DHS was considered
necessary (Respondent N5).

Recognising the policy intent towards city autonomy, with devolved decision-making, the
USDG followed the same format as applied for MIG (Cities) as a ‘Schedule 4B’ grant: a sup-
plement to city budgets. The grant also included a portion of the HSDG, a more conditional
national controlled grant. The intention was not for national government to tightly circumscribe
the kind of projects to be funded (as with the HSDG), but for sector departments to regulate
service standards across a wide range of projects. Further, the stated intention was to have
an integrated, intergovernmental approach centred on the approval of the BEPP which, in
turn was linked to the IDP and the budget (Respondent N9).

As a conditional supplementary grant, the USDG is neither unconditional, nor specific pur-
pose, according to the UN-HABITAT classification described in Table 4. However, it does
tend towards an output-based (performance oriented) grant as defined in Table 5. The defi-
nition of Schedule 4B grants in DORA is “Allocations to municipalities to supplement the
funding of programmes or functions funded from municipal budgets”. This definition implies
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that the programmes and functions contributed to the grant are pre-existing, and in the case
of municipalities relate to programmes already identified through their IDP, which in turn are
funded through their capital budget. The nature of a supplementary financial instrument
presupposes a properly functioning municipal treasury, able to manage a range of financial
mechanisms. It also assumes an administration sufficiently able to coordinate output delivery
against existing budgets, in particular its existing capital investment programme. Crucially, a
supplement can be applied to address a deficiency or enhance a specific area. In the case
of this supplementary financial instrument, that deficiency was understood as the inability to
raise municipal own funding for pro-poor infrastructure development in the built environment,
— the ‘vertical fiscal gap’ described by Slack (2007) — as evidenced by existing backlogs and
the growth in informal settlements. The USDG is conceptualised as allowing for the blending,
combination and integration of capital funds that serve to link, complement and integrate the
infrastructure capital projects which comprise the municipal built environment. It is therefore
not the only contributing input to the overall built environment outputs and can therefore only
ever be contributive, not attributative, toward this end. As a supplementary grant the USDG
was not intended to displace any other sources of funding that may have been used in the
absence of the grant.

The extent to which sufficient involvement and consultation of all relevant stakeholders took
place is contested (Respondents N10 and N2). At the outset, the grant design was managed
by National Treasury to the point where a submission to Cabinet to establish the USDG was
made, with Cabinet approval received in December of 2010.

The decision by Cabinet to establish the USDG by combining MIG (Cities) with a portion
(about 15% 8) of the Human Settlements Development Grant (HSDG) took some by surprise
for the swiftness with which the process was set in motion (Respondents N7 and N22). The
following figure presents a summary of the key historical events in the development of the
USDG on a timeline. Cabinet level developments are designated in blue, while national De-
partment of Human Settlements is designated in green and National Treasury in red.

8The 15% figure was provided in interview anecdotes, but no documentary evidence of exactly how much of the HSDG was re-allocated
to the USDG could be found to confirm this figure.
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Figure 6: Timeline of events in the development of the USDG 2010-2013

Since the policy framework was still in an early draft form at the time of introducing the
USDG, and there were not yet any well-defined programmatic arrangements for grant im-
plementation, the Division of Revenue Bill of 2011 was the first public document to set out
the purpose, goal, outcomes, outputs, responsibilities and associated conditions of the grant
(DORB, 2011). This is significant since the Division of Revenue Bills of 2011-2013 have come
to define the USDG grant framework and remain the only legally binding USDG documents
(Respondent N9).

Despite initial planning providing for a support and capacity building process for the USDG
and DHS of approximately three years (Respondent N10), there were early capacity chal-
lenges and intergovernmental cooperation difficulties. DCoG, which at the time was ending its
responsibilities for the MIG (Cities) grant, had limited engagements in the handover process
and an opportunity was missed to share lessons learnt with DHS to avoid some of the chal-
lenges that had been experienced with administering a Schedule 4 Supplementary Allocation

to the metros (Respondent N8).
As captured in the Handover Report (Coovadia, 2011), the policy framework development

process and capacity building for DHS were hampered by the shifting of responsibilities be-
tween staff at DHS and the inadequate briefing of new entrants to the process. This was
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further challenged by the fact that the timing of the decision to establish the grant meant that
the opportunity to give input on the Division of Revenue Bill for 2011 had already passed
(Respondent N10).

The eight metropolitan municipalities that sought to qualify for the USDG were required to de-
velop Built Environment Performance Plans (BEPPs) for the first time as part of the conditions
for receiving funding with the USDG. Described as the “rationale for the Capital Investment
Programme of Cities and Towns” in the earliest available version of the USDG policy frame-
work (National Treasury, 2011), the BEPP was to be a new planning instrument for a more
credible and funded Capital Investment Programme which presupposed the existence of a
number of other statutory plans and compliance measures. Crucially, the BEPPs were ex-
pected to give expression to the key principles of the USDG. The National Treasury initiated
the idea of the BEPP, which it intended to be a planning instrument not just for the USDG but
for other interventions as well. BEPPs were introduced as a requirement in terms of DORA
and the USDG was used as an incentive to prompt metros to undertake long-term built envi-
ronment planning. The BEPPs brought broader strategic considerations of the built environ-
ment and spatial development into the planning and delivery of human settlements within the
metros. It was intended to shift the planning process from an engineering and infrastructure
orientation to one of a broader human settlements approach (Respondent N9).

It was around this time that the involvement and support of National Treasury in the policy
development and capacity-building process came to an end. The 7th and 8th drafts of the
USDG Policy Framework, the latter circulated in October of 2011, marked the handover from
National Treasury to DHS. The intergovernmental sentiment of the time described by one
respondent was that the DHS believed itself prepared to take over the management and ad-
ministration of the grant, as well as the finalisation of the policy framework (Respondent N10).
Thus, despite the original projections by National Treasury for continued support over three
years, DHS took to institutionalising the grant and continued to refine the policy framework as
informed by its direct experiences around the planning, monitoring and reporting of the HSDG

and its associated outputs and results (Respondent N9).

From the time when DHS took responsibility for the management and the administration of
the USDG to municipalities, there have been a wide range of developments that have in-
formed the on-going evolution of the grant. Since the 8th draft in October of 2011, five further
iterations have been circulated, with the 13th draft the latest version circulated in October
2012 informing this assessment®. Subsequent to this, the policy framework has undergone
further revisions, currently in its 18th draft.

9This evaluation only considers the policy development up to the 13th draft and only notes the existence of the further five drafts.
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The DORA grant framework is the only legally binding provision covering the USDG. The
DHS policy framework, which was intended to provide additional guidance to municipalities
and other stakeholders, has never been finalised. When considering revisions and what influ-
enced changes to the policy framework it can be understood in two broad phases: Drafts with
National Treasury’s support up until the 7th draft; and all subsequent drafts undertaken by the
Department of Human Settlements.

National Treasury support phase (NT draft revisions 1-7)
The relatively quick shift from DCoG as the transferring department for MIG (Cities) to DHS
for the USDG left the latter department without much time to prepare for the new respon-
sibilities of conceptualising and administering the USDG (Respondent N22). In the interim
National Treasury provided substantial assistance to DHS to draft the policy framework and
manage the grant (Respondents N5; N7 and N10). This formative involvement by National
Treasury clearly distinguished the first phase of the grant policy framework’s development.
Between drafts 1-7 of the USDG policy the DORA 2011/2012 was enacted, with the USDG in-
cluded as the only Schedule 4 grant to municipalities. Key provisions that changed or altered
significantly in later drafts, included but were not limited to:
* Intended expansion from eight initial metros up to 29 potential municipalities accord-
ing to eligibility requirements;
* Greater emphasis on complementarity and integration of the HSDG and USDG;
+ Emphasis on the Long Term BEPP;
* Greater emphasis on urban efficiency and more equitable spatial development;
* Greater emphasis on integration and complementarity between other built environ-
ment grants; and

* Inclusion of the DORA framework in the policy framework.

From October of 2011, effectively half a year into the implementation of the USDG, National
Treasury stepped back from its support role and handed over to the national Department of
Human Settlements. It is evident from the analysis of the policy framework revisions that the
initial DORA 2011 document did not fully reflect the policy intent of the DHS, although this is

likely because the policy was still in development.

5.1.3 Iterations of the draft national policy framework (DHS draft revisions 8-13)

The later versions of the USDG policy underwent a series of changes in relation to the earlier
versions. Noticeable from this stage were the discrepancies between the DORA grant frame-
work for the USDG and the different versions of the USDG policy framework. Inevitably, these
differences in policy intent have contributed to the differing interpretations and emphases of
different stakeholders (National Treasury and DHS) in relation to the grant. The following ta-
ble sets out where specific provisions and areas of emphasis across the different versions of
the USDG related policy documents and DORASs varied:
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Table 6: Summary of outcomes and outputs content from 4 USDG policy documents 2011-2013

Outcome or out-
put content

DORA Feb 2011

USDG policy v8,
Oct 2011

USDG policy
v13, Oct 2012

DORA Feb 2013

Conventional
housing related
outputs: land
availability, ser-
vices (including

3 of four out-
comes relate to
this objective.
9 of 19 outputs
relate to land

Only one generic
outcome included
to cover whole
programme.
Three of five

Only a generic
intent statement;
no outcomes. 3 of
4 outputs relate
to land, services

3 of 9 outcomes
relate to this
objective. 4 of 7
outputs deal with
land, tenure and

infrastructure) and | acquisition, plan- | outputs related and tenure. services.
tenure. ning, servicing to land, infrastruc-

and tenure. ture and tenure.
Provision of hous- | One outcome Not included Not included Not included

ing which implies
access to formal
housing unit (‘top
structure’)

mentions ‘shelter’.
4 of 19 outputs
relate to shelter,
rental units and
building.

Inclusion of infor-
mal settlements

Not specifically
mentioned as

an outcome. 2
specific outputs
related to informal
settlements

Not specifically
mentioned in
overall policy
intent statement
or outputs

Mentioned spe-
cifically as one
output

Not mentioned
as an outcome.
Informal settle-
ments upgrading
included as one
output.

Access to social
and community
services

Not mentioned as
outcome or output

Not mentioned as
outcome or output

Basic social
amenities includ-
ed as part of one
output.

Only mentioned
as part of a den-
sity outcome. Part
of one service
access output.

Economic and
jobs related

Not mentioned as
outcome or output

Included as part
of two outputs

One output relat-
ed to job creation

Two specific
outcomes on jobs
and livelihoods.
Included as part
of spatial inte-
gration outcome.
Jobs included as
on output.

Density and spa- | Mentioned as Not included Not included Covered by one

tial efficiency

efficiency outcome. Not in- outcome. No
cluded as output. related output.

Cost of land Not mentioned as | Not included Not included Covered by one
outcome or output outcome. No

related output.

Gearing in other | Not mentioned as | Not included Not included Included as an

sources of finance | outcome, but 3 outcome, specific
outputs included, to mixed use
mostly related to developments. No
grant coordination output included.

Management One output in- Not included Not included

capacity cluded

Process related One output in- Not included Not included

objectives cluded

Financial man- One output in- One output in- Not included Not included

agement

cluded

cluded
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In the way the USDG has presented outcomes and outputs, there has been a range from:

* At the one extreme no expression of outcomes, other than through a single statement, as
included in the two USDG draft policy documents; at the other extreme, 7 outcomes are
provided for it in the DORA 2013; to

* Including 19 outputs in the 2011 DORA to only 4 (or 9 if you use the Performance Matrix)
in the case of the USDG policy version 13.

One recurring issue throughout the various policy positions is that the logical link between the

expected outputs and the desired outcomes is not explained nor is there a coherent explana-

tion of the intervention logic. Furthermore, there is inconsistent, conflated and at times contra-
dictory usage of the terms impact, outcomes, and outputs with implications for the monitoring

framework (see Section 6.14).

The key shifts in intent of the outcomes and outputs can be summarised as follows:

a. There has been consistency in including the primary requirements of a ‘conventional’ hous-
ing programme (except for top structure): land acquisition, services (with associated bulk
and connector infrastructure included) and security of tenure. The associated outcomes and
outputs are stated in different ways but essentially amount to the same thing.

b. Provision of a complete housing package, including reference to a ‘top structure’ was includ-
ed as an output only in the 2011 DORA.

c. The extent to which the USDG is specifically targeted at informal settlements is variable:
it is mentioned in all cases except for the USDG policy version 8. It is not mentioned as an
outcome in other versions of the policy but is included under outputs in three of them.

d. There is no mention of social and community services in the 2011 DORA and version 8 of
the draft policy framework. However, this appears in later versions of DORA and the draft
policy framework.

e. While economic and jobs related provisions are excluded on the 2011 DORA they are includ-
ed in later versions of DORA, moving towards a pragmatic provision for jobs to be related to
construction activities .

f. Density and associated urban efficiency provisions are included in DORAs but not in the
USDG policy outcomes and outputs.

g. Similarly, cost of land and gearing of finance provisions are only included in the DORAs.

h. Finally, there are processes and capacity related provisions in the 2011 DORA and the ver-
sion 8 policy, which do not appear in the two later documents.

9 Interestingly, there are no provisions associated with the grant that would make it any greater a driver of the urban economy or job
creation than ensuring these considerations of the built environment and spatial efficiency. There is however clearly an assumption that
if capital investment is made in the built environment that improves spatial efficiency, this will improve the economy and create job oppor-
tunities.
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5.2 Defining features of the USDG
The history of the grant’s evolution means that the defining features of the grant are dynam-
ic, contested and evolved over time. The defining features of the grant were articulated in
various documents (of different forms ranging from NT presentations to portfolio committee,
cabinet minutes, DORA, draft policy, etc.) and changed with each iteration. At the time the
evaluation was done there was no single document with conceptual authority on the design
of the USDG. The USDG design elements therefore define the original intentions of the grant
and were presented to and validated by an Expanded Technical Working Group (ETWG) on
26 September 2013. These design elements have been labelled as ‘primary features’ and to:
»  Support the devolution of built environment responsibility to cities;
* Supplement the budgets of cities in order to enable them to meet their social devel-
opment mandate;
* Integrate funding for infrastructure, and associated services, with land and secure
tenure; and

* Focus on access to housing opportunities for poor households.

However, there are also a range of features for which there is less consensus. In such in-
stances these are identified as comprising subsidiary elements of the grant as validated by
the ETWG. These secondary features are:

* Incorporating spatial and land-related objectives;

+ Triggering change with housing arrangements;

* Using the grant to gear in other investment;

* Incorporating the BEPP as an additional, central intergovernmental planning instru-

ment

Since these primary and subsidiary features are the defining elements of the grant (although
not necessarily its overall goals and objectives), they are considered an integral element of
the intervention hypothesis against which the design and implementation of the USDG is
judged. However, these features are not sufficient for assessing the design and implementa-
tion and thus a more detailed and expansive Theory of Change was developed to describe all

the steps that actors are required to implement the grant as designed.

5.2.1 Representations of the Theory of Change for the USDG

The Theory of Change for the USDG is based on widely recognised models for presenting
development interventions according to a common logical sequencing model from inputs,
through activities to outputs, outcomes and impacts (Morra Imas & Rist, 2009).

Previously implicit to the USDG design, the Theory of Change is a representation of the
logical sequence of events expected to flow from the intervention. It is particularly significant
in this assessment because in order to conduct an empirically-based evaluation of the im-
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plementation of the programmatic aspects of the USDG, it is a prerequisite that this logical
process is made explicit and reflects the common understandings of all stakeholders.
The Theory of Change for the USDG has been constructed by discerning the key elements
identified by Morra Imas and Rist (2009), which in the case of the USDG were:

* The original perspectives and thinking that informed the USDG as an intervention.

» The results chain that is expected to logically flow from this conditional grant.

+ The key assumptions and external factors on which the USDG’s Theory of Change

is based.

The Theory of Change is presented in two different ways, by way of a detailed process flow
chart; and a more traditional Theory of Change applying the logical model approach. Both
representations are based on an understanding of the programme theory as informed pri-
marily by the 13th Draft of the USDG Policy Framework, national design respondents and as
validated by the ETWG.

The process flow chart of the USDG Theory of Change begins with a brief problem statement
at the top, before proceeding from left to right. The boxes in yellow identify inputs or activi-
ties, depending on the perspective or actors involved. Spheres of government are identified
by broken lines distinguishing the responsibilities and functions of the different levels (local,
provincial and national) in the implementation of the USDG.

The outputs and outcomes created through the implementation of the USDG are designat-
ed in green and blue respectively. Further, underlying assumptions that are requisite for the
above/below boxes to function effectively are designated in a light red. Similar to these are
the grey boxes, indicating external factors beyond the control of the programme that have a
contributing influence on the achievement of the outcomes especially.

Finally, the purple sparks throughout the flow chart are indicative of those areas of the pro-

gramme theory that will be closely assessed with empirical data against their expected con-
tribution. The grey spark with the question mark will not be investigated as part of the imple-
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mentation assessment as it is beyond the scope of the evaluation.
Figure 7: Process flow chart of USDG Theory of Change

The Theory of Change presented below applies a more traditional logic model approach to
the process by leaving out the detail and distinctions of the spheres of government, and some
of the lesser activities. From this simpler representation it is clear how diffuse the key activi-
ties and outputs are that are expected to flow from the funding intervention.

Also critical in this regard are the assumptions and external factors which stand out. While

the intended outcomes to impact (short to long term) of the Theory of Change in the light and
dark blue boxes follow a fairly logical and clear process, the manner in which the preceding
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activities and outputs are selected, delivered and integrated is less clear.
Figure 8: Logic model Theory of Change with assumptions and external factors

5.2.2 The Theory of Change as an analytical framework for the implementation evalu-
ation

The elements of the Theory of Change are what the assessors have sought to test during
the course of evaluation and each of these elements is expected to be present in the imple-
mentation of the USDG. A breakdown of the elements of the Theory of Change for the USDG
comprises:

Inputs- BEPPs and metro planning documentation, human resources and organisational ar-
rangements, and the USDG funds.

Activities- Funding supplementation, leveraging of capital finance, informal settlement up-
grading, acquisition of land, bulk service infrastructure development, hiring of labour, devel-
opment of social and economic amenities, and processing of title deeds.

Outputs- Households with service access, well-located land acquired by the metro, jobs cre-
ated, socio-economic infrastructure and amenities built, title deeds transferred, and house-
holds in informal settlements benefitted from upgrading.

Outcomes- A better managed built environment leading to a more efficient built environment
(not assessed in this evaluation).

Impacts- Sustainable human settlements with an improved quality of household life in the
metro (not assessed in this evaluation).

The following underlying assumptions to the Theory of Change are critical realisation of the
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desired outcomes and impacts:

That the BEPP is consistent with and aligned to statutory planning at local and pro-
vincial level;

That the BEPP Panel provides a constructive intergovernmental influence on the de-
velopment of the plan;

That the municipality has the organisational capacity to deliver on its existing capital
works programme;

That there is well-located land available for acquisition in the metro;

That the municipality has accurate, reliable and timely administrative systems for pro-
cessing of all outputs;

That all of the grant outputs will integrate under acceptable social conditions; and
That other outcomes related to health, education, safety, economic growth and social

cohesion are realised through concurrent interventions.

Further to the above assumptions, there are also key intervening factors that occur indepen-

dent of the grant intervention but on which its realisation is predicated. These include:

Implementation of other housing programmes aligned to the BEPP;

The provision of ‘top structures’ supported and funded through complementary initia-
tives; and

Realisation of accessible and safe public transportation throughout the metro.

The research is intended to test whether these assumptions are valid and whether the key

intervening factors are present to support the implementation of the USDG.

Additionally, there are three key process elements of the Theory of Change that have in-

formed the design of assessment. These are presented below, along with a description of

how these are intended to occur in the idealised implementation of the grant, which provides

the benchmark against which the assessment was undertaken:

Built Environment Planning and the BEPP - This is the process through which
the Built Environment Performance Plan is developed, including its alignment and
integration with existing statutory planning documentation. The grant design requires
that the BEPP is fully aligned with other planning processes in the metro, including
the development of the Integrated Development Plan (IDP), the Spatial Development
Framework (SDF), Housing Sector Plans and city budget processes, and that there
is internal coordination around these plans. The grant design also requires that there
is coordination and alignment in the built environment planning processes at local,
provincial and national government levels.

Selecting projects and allocating funds - This refers to the process through which
projects are conceptualised, proposed and selected for the allocation of the USDG
funds. The grant design assumes that following the allocation of supplementary funds
to the capital budget, a process of project selection occurs in which projects that are
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consistent with the core activities identified in the Theory of Change (acquisition of
well-located land, informal settlement upgrades, bulk and internal infrastructure con-
struction, economic infrastructure and social amenity provision, and transfer of title
deeds) are funded through the USDG allocation to the metro.
- Leveraging capital finance - This refers to using the supplementary USDG funds
to attract additional capital funding for human settlements. The grant design as-
sumes that the application of the USDG funds can draw in additional funds in any
one of three ways: by attracting the allocation of the municipality’s own funds to
projects that have a human settlements orientation through co-funding of projects
or spatial concentration of complementary projects; by attracting private sector cap-
ital finance through private-public partnership projects where the state pairs with
a private developer to undertake a project beyond the means of either role-player
individually; and by leveraging debt finance (borrowing) where USDG funds could be
used as security to obtain external loans from commercial banks or Development
Finance Institutions (DFIs).

e Grant outputs and expenditure - This refers to the process by which projects and
the allocated funds are utilised and delivered in line with their desired intentions. The
grant design has a clear expectation that funds will be spent to deliver a specific set of
products and services necessary for a better managed built environment.

These key process elements shape the focus of the assessment, inclusive of the broader as-
sumptions and external factors identified supporting them. This process focus is understood
in conjunction with the primary and secondary features of the grant identified above. Thus, in
progressing to the findings on the implementation they are viewed against this design, and
assumptions presented above are tested in practice. Implementation findings
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6. Implementation findings

6.1 Understanding and interpretation of the USDG

With slight variations across the metros, there was a consistent understanding that the grant
is supplementary to the capital budget for the purpose of improving the quality of human set-
tlements, primarily through the provision of bulk infrastructure. There were variations in focus

on informal settlements, economic development, and spatial transformation.

The metro BEPPs included definitions directly from the various versions of the draft policy
frameworks, and all ‘said the right things’. However, there was a noticeably broader interpre-
tation by metro officials in the application of the grant than the intent stated in the BEPPs.
This can be seen in the wide range of projects included on the project lists. In addition, the
officials’ interpretations of the grant purpose varied depending on the particular interest of
the person being interviewed. For example, planning officials would emphasize the spatial
efficiency objective, while economic development officials would note the employment stim-
ulation and economic development aspects. In general, the spatial transformation objectives

were not well articulated by municipal interviewees.

Another key finding is that the municipalities with a greater dependence on the USDG as a
capital funding source tended to interpret the USDG conditions as broadly as possible. Fig-
ure 9 shows that the level of dependence on USDG as a capital funding source in all metros
is inversely proportional to the size of each metro’s capital budget. Buffalo City is the most
heavily dependent on the USDG (82% of 2013/14 budget), while Johannesburg, with a bud-
get ten times bigger (R7.5 billion), relies on the USDG for only 20% of its capital funding. The
research found that Buffalo City and Ekurhuleni had the broadest interpretation of the USDG
objectives, while Cape Town and Johannesburg had a more specific focus on disadvantaged
areas and on bulk infrastructure to support housing delivery. This is confirmed by minutes of
the Human Settlements Portfolio Committee meetings, where Buffalo City, along with Manga-
ung and Nelson Mandela Bay, were most heavily criticised for use of the grant on the ‘wrong
things’"

" Minutes of meetings sourced from www.pmg.za, for example, see http://www.pmg.org.za/report/20130814-nelson-mandela-bay-and-buf-
falo-city-metros-201213-urban-settlements-development-grant-expenditure,
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Figure 9: Metro dependence on USDG as a capital funding source for 2013/14 (Sources: DORA 2013, National Treasury

municipal budget database, authors’ own calculations)'?
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The three provincial Departments of Human Settlements included in the research (Eastern
Cape, Gauteng and Western Cape) see the grant as supporting the application of the roll
out of housing delivery through the elimination of bulk infrastructure ‘bottlenecks’. This leads
to frustration being expressed when municipalities spend the USDG on other things (roads,
street lighting and social facilities were mentioned, for example) when there are still bulk in-
frastructure constraints. In two of the validation workshops the provinces raised the point that
because part of the USDG funding was taken from the HSDG, the USDG spending should be
more closely linked to implementation of the housing programmes. HSDG, the USDG spend-
ing should be more closely linked to implementation of the housing programmes.

This perspective is shared by the national Portfolio Committee on Human Settlements.
Through an analysis of comments made at meetings held between 2012 and 2014 it is evi-
dent that the Portfolio Committee probably has the most clear, simple and consistent interpre-
tation of the purpose of the USDG: to provide engineering infrastructure to support housing
delivery and the provision of basic services in unserved areas. In addition, within this narrow

2 \Where national data is available for all metros, this has been used in the quantitative analysis for comparative purposes. Where data is

specific to this study, only the four case study metros are analysed.
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interpretation there is specific emphasis placed on eliminating the sanitation backlog in cities:

“The USDG grant was availed for infrastructure so that houses could be built. Although the
use of the grant on clinics and beadutification programmes was welcomed, the Committee
would rather see the money spent on infrastructure.” Minutes of the Human Settlements
Portfolio Committee Meeting held on 19 June 2013 3

“The Chairperson said that the municipality had to establish in clear terms what the purpose of
the USDG was. The NMBM had always used the USDG for the wrong purposes. The USDG
was solely for infrastructure intended to enhance sustainable human settlements.” Minutes of
the Human Settlements Portfolio Committee Meeting held on 19 September 2012

“The Chairperson asked if the matter relating to the confusion of what projects to use the
USDG on had been settled. Community halls and soccer stadiums could not be built from
the USDG grant; that was unacceptable. People did not have houses, but community halls
were being erected. Could DHS confront the municipalities that prioritised community halls
using USDG funding? “Minutes of the Human Settlements Portfolio Committee Meeting held
on 8 October 2013 '°

“Ms Borman interjected and said not a cent from the USDG should be used for amenities or
stadium construction. These things did not enable DHS to build houses; the USDG was an
infrastructure grant.” Minutes of the Human Settlements Portfolio Committee Meeting held
on 8 October 2013 '°

“The Chairperson agreed that the USDG money should be used for no other purpose other
than housing infrastructure. The reason the grant was introduced was because there was
no progress in human settlements development projects because of the lack of bulk infra-
structure. Until DHS could proudly say it had adequately addressed bulk infrastructure in the
country, then the grant could not be diverted.” Minutes of the Human Settlements Portfolio
Committee Meeting held on 8 October 2013 "7

A national respondent (Respondent N7) noted a contradiction between the Portfolio Commit-

3 Available at: http://pmg.org.za/report/20120914-ministerial-sanitation-task-team-report-and-update-recovery-plan-usdg. Accessed: 10
May 2014.

4 Available at: http://pmg.org.za/report/20120919-human-settlements-nelson-mandela-bay-municipality-urban-settlements. Accessed:
10 May 2014.

5 Available at: http://pmg.org.za/report/20131008-strategic-infrastructure-projects-sip-18-and-related-sips-briefing-department-hu-
man-settlements. Accessed: 10 May 2014.

6 Available at: http://pmg.org.za/report/20131008-strategic-infrastructure-projects-sip-18-and-related-sips-briefing-department-hu-
man-settlements. Accessed: 10 May 2014.

7 Available at: http://pmg.org.za/report/20131008-strategic-infrastructure-projects-sip-18-and-related-sips-briefing-department-hu-
man-settlements. Accessed: 10 May 2014.
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tee understanding of the grant and the grant framework in DORA, and that the conditions of
DORA ‘differ from expectations’.
While there is slight variation between the interpretations of the USDG objectives at the local
level, at the national level there is far greater divergence. Firstly, metro officials complained
about different messages they were receiving from National Treasury and the DHS.
“If the two national departments can really speak in one voice it would help us” (Respon-
dent M15)
Metros perceive National Treasury to have a broader interpretation to the grant, while they
perceive the DHS to have a narrower interpretation.
Secondly, within the DHS there appear to be varying interpretations of the objectives of the
USDG and what it may, or may not be used for. One national respondent believed that the
DHS should not be prescriptive in terms of the grant and its allocation to the capital budget
because the needs of the metros are different and the concept of human settlements incor-
porates bulk and social infrastructure (Respondent N16). This respondent also strongly sup-
ported the grant intent to support devolution and local autonomy:
“Allow these guys to plan, and allow them to fund their plans. You don’t want to be telling
them that we want to see more houses here; we want to see this and that. They know this
space ...My view is let’s not patronise the local decision makers. I think they know what
they are doing and they know what they are planning. But my colleague...there is always
that tension...between national and local decision makers. But our colleagues at national
and the portfolio committee they want to have control of what is happening. Because you
want to have control you are going to put more stringent measures in place, but you don’t
understand that you are creating unnecessary, cumbersome reporting arrangements for
yourself and you have to jack up your monitoring systems yourself. So my view is, | think
the grant is doing exactly what it is infended to do”
(Respondent N16).

Another responded emphasised the need to use USDG on bulk to unlock housing/upgrading
of informal settlements:
“It was specifically to prioritise and ring-fence funding, over and above what the cities
and provinces earmarked for informal settlements, linked to Outcome 8...because there
is a huge backlog in bulk, and basically all the money should go to bulk.” (Respondent
NG)
Another national respondent believed that the cities were not adequately addressing the key
purpose of the grant, which was the availability of bulk services for informal settlement up-
grading (Respondent N17). The respondent believed that, with the exception of EMM, the
USDG has been ‘captured’ for other purposes, which, he believed, reflects an ideological
contest in the metros between ‘city efficiency’ and assisting the ‘poor and vulnerable’. The re-
spondent continued to explain that the replacement of MIG (Cities) with USDG had not been
good for informal settlement upgrading because it was now more difficult to secure the funds
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for bulk services (Respondent N17).
The research has shown that the metro interpretation of the USDG is broader than that of the
DHS, and this has led to tensions between the transferring and receiving parties. An early
quote from the Portfolio Committee suggests that this difference in interpretation related to
the requirement to account for the grant outputs, which was more rigorously applied than was
ever the case for MIG (Cities):
“Municipalities had difficulty in understanding the grant, because they now had to account. He
said there was a tension that existed as a result of accountability” and “Municipalities were
using the USDG to plug the gaps that they could not fix; and that was wrong”. Notes from
a presentation the COO of DHS in Minutes of the Human Settlements Portfolio Committee
Meeting held on 14 September 20128
It is evident that the national DHS interpretation of the USDG has broadened in recent times,
as is evidenced in the statement in the Minutes of the Human Settlements Portfolio Commit-
tee meeting held on 19 February 2014 that:
“The USDG was a schedule 4 grant supplementing Metros capital budget. In terms of the
Division of Revenue Act (DORA), metros were allowed to utilise the USDG allocations on
any of their infrastructure projects for the development of human settlements. A perfor-
mance matrix had been established for monitoring and reporting of the USDG.”

There were other officials that held incorrect views about the grant. In an interview, a DHS
official though understanding that USDG was not a conditional grant, was of a view that it was
a ‘matching grant’. This understanding is not correct, as a ‘matching grant’ contains conditions
of some set contribution by the receiving department. The official noted some initial concerns
about the grant, and that in particular it was regressive because one is rewarding municipali-
ties who could afford to borrow from the capital market:
“In hindsight if you look at how it has performed, and you must go back and look at the
performance of these eight metros that are receiving the USDG, the whole story of bulk
infrastructure is now something of the past. You don’t have these eight metros complain-
ing about bulk because they are dealing with all of those bulk challenges head on using
the USDG grant...It makes things much easier for those of us who are involved in down-
stream activities — building a house. Because you can never build a house and provide
infrastructure if you haven’t taken care of these bulk challenges.” (Respondent N16)

It is interesting to note that at the Ekurhuleni validation workshop, an attendee requested that
national DHS needs to be clearer on the rationale that was used to form the USDG, as this will
help metros understand how to spend the funds more effectively. What was being implied in

8 Available at: http://pmg.org.za/report/20120914-ministerial-sanitation-task-team-report-and-update-recovery-plan-usdg. Accessed: 10
May 2014.

% Available at: http://pmg.org.za/report/20140219-progress-made-budget-review-recommendations-report-follow-meeting-nelson-man-
dela-bay-municipality-complaints. Accessed 03 July 2014.
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this statement is that because the grant emanated from the MIG (Cities) grant combined with
part of the HSDG, the grant should continue to fund all the things that the MIG (Cities) grant
funded, as well as internal services for housing. The lack of understanding of the rationale for
the grant was also raised by an external national respondent (Respondent N17).

An external national respondent (Respondent N22) believed that context of the timing and
speed of implementation had influence on the way the grant was received by metros. Be-
cause it was implemented so fast, the respondent believed that and it was not possible for
metros to plan for its implementation in advance, so was instead seen as a ‘windfall’. Either
the metros allocated the grant to currently planned projects as choice was compromised by
the speed with which decisions had to be taken.

Another national respondent (Respondent N17) noted that in practice what have emerged
are two additional areas of focus: promoting economic growth (referring to the city efficiency
perspective) and alleviating poverty (referring to the focus on informal settlements). However,
the same respondent noted that what has remained consistent through both perspectives is
the principle of a ‘clear’ grant, i.e. a direct transfer.

The above findings indicate that there are different understandings of the purpose of the
USDG amongst the various stakeholders: amongst metros; between metros and the two key
national departments; amongst the national departments; between metros and the Portfolio
Committee; and within the DHS. The reasons for these differences in understandings are
explored further in the analysis.

6.2 Perceived benefits and disadvantages of the grant design

Key to understanding the relevance of the USDG is whether it adequately addresses the
needs and priorities of the stakeholders involved, including the municipalities in which it is
implemented, the provinces, and the national departments that were responsible for the grant
design, and are responsible for oversight. To assess this, stakeholders were questioned about
the perceived advantages and disadvantages of the grant.

The table below provides a summary of the responses given during the metro interviews. In
some cases they represent the perspectives of individuals, but are provided here to illustrate
the range of perceived benefits and disadvantages, as well as the consistency of the respons-

es across the metros.
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Table 7: Summary of metro responses regarding the benefits and disadvantages of the USDG

Benefits

Cape Town Buffalo City Johannesburg Ekurhuleni
Flexibility ac- Flexibility Flexibility Flexibility
knowledges differ-
ences in priorities
Lack of restrictive Autonomy and
conditions and control
specific output
targets
Scale Scale

Three year hori-
zon

Roll-over of fund-
ing

Forced inter-de-
partmental col-
laboration around
project planning

Promoted inte-
grated thinking

Improved coordi-
nation between
housing and
infrastructure

Ability to integrate
services

Inclusion of land
and opportunity to
purchase build-
ings

Ability to pur-
chase land

Fills funding gaps
— things that were
not able to be
funded in the past

Fast-tracking
delivery of HSDG
projects

Disadvantages

Differences in
interpretation of
what the grant
may be used for

Not flexible
enough (e.g. top
structures and
rehabilitation)

Purpose too
vague - leads to
conflict

Prohibition on the
use of USDG to
supplement top
structure costs

Restrictions (e.g.
electricity, social
facilities, econom-
ic development)

Constraints put on
use of the grant
(e.g. sports and
rec)

Prohibition on the
use of USDG for
electricity infra-
structure

Only for new in-
frastructure at the
expense of asset
renewal

Restricted to dis-
advantaged areas

Lack of finality of
the policy frame-
work

Inconsistent eval-
uation

BEPP suggests
limitations in abil-
ity to create sus-
tainable human
settlements

Reporting require-
ments are too
onerous and du-
plicates existing
reporting

Other funding
(energy and wa-
ter) not aligned

Potential link with
HSDG

Not connected
enough to the
HSDG

All metros clearly identified the flexibility of the USDG as its greatest benefit. However, the
fact that the varying perceived restrictions on its use are also listed as disadvantages would
imply that the metros would all like to see the flexibility of the grant increased. On this point,
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there was some internal disagreement within certain metros. In some cases, metro housing/
human settlements officials would like to see the USDG ring-fenced for human settlements
purposes, while officials from other departments would like to see the scope broadened. The
scale and security of the funding are also important benefits to metros. An interesting benefit
mentioned by interviewees in all metros was that the grant and its planning processes was
increasing coordination between different departments within the metro. This is discussed
further in the later analytical sections.

The lack of finality of the policy framework came up explicitly as a disadvantage in Cape
Town and Ekurhuleni and is the main reason for the differences in interpretation that were
described as problematic in other metros. In the last row of the table, it is interesting to note
that an official in Cape Town listed the potential link between the USDG and HSDG as being
a disadvantage, while an official in Ekurhuleni stated the opposite — that it was not connected
enough. This apparent contradiction can be explained by the respondents’ different under-
standings of what may be constraining the implementation of the HSDG. The Cape Town
official believed that the rigid structure of the HSDG was a problem, while the Ekurhuleni
official believed that the lack of coordination of bulk infrastructure provision and new housing
projects was causing delays.

In contrast, the provinces universally believed that the major disadvantage of the USDG is
its flexibility and the freedom municipalities are given in its application to ‘do their own thing’.
Provinces strongly emphasised the need for a closer link between the HSDG and the USDG
in order to ensure more coordinated development of human settlements. They believed that
bulk infrastructure delivery is significantly constraining the delivery of housing opportunities
through the housing programme. The provincial perspective is that the USDG was intended
to accelerate the delivery of housing through the HSDG, and the USDG is therefore not per-
forming as anticipated. While the provinces’ views of the USDG were generally negative, they
did mention the scale of the grant and its ability to unblock bulk infrastructure constraints as

potentially beneficial for the poor.

A national stakeholder, external to government, noted that it should not be seen as a problem
that municipalities are implementing the grant in different ways — this is the key: city innova-
tion for their own priorities and sufficient latitude in application is required (Respondent N24).
Another external national stakeholder believed that the USDG was conceptualised as an
unconditional grant, but in practice had too many conditions (Respondent N22).

6.3 The role of the Built Environment Performance Plan

A national interviewee claimed that despite the best intentions behind the BEPPs, the devel-
opment of the first round of BEPPs was hardly a significant departure from the existing capital
investment planning processes of the municipalities (Respondent N9). This view was also
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shared by the municipal interviewees, this was in part due to the multi-year and long-term
nature of the capital planning process which meant that much of the MIG (Cities) investment
projects were still in process and occurring as part of the implementation of existing capital
planning. This perspective was confirmed in the interviews. Metro officials admitted that the
first BEPPs represented a steep learning curve and were hurriedly put together. There is con-
sensus between national, provincial and metro views that the quality of BEPPs was initially
poor, but has improved over time. The fact that the USDG was introduced into a framework
of existing statutory plans to which the BEPP had to align meant that most metros duplicated
much of these plans in the BEPP. One official described the BEPP as “at best a meaningful
stitching together of other plans”. The Ekurhuleni BEPP states that it:

“...is compiled from a range of current Ekurhuleni planning and strategy documents

and is thus not a new plan as such, but is rather a re-packaging of existing plans and

information into a quantifiable format as required by National Treasury’ (EMM, 2013: 8).

In Buffalo City and Johannesburg the BEPP was drawn from existing non-statutory plans: the
Integrated Sustainable Human Settlements Plan in Buffalo City and the Sustainable Human
Settlements Urbanisation Plan in Johannesburg. Officials in both metros noted that the plan
was onerous to prepare and contained much duplication of other plans.

The BEPP was included as a condition for the release of USDG funds. As such, metro had
a strong incentive to produce an acceptable plan. However, it has been suggested that this
simply promotes compliance on the part of municipalities:
“To be honest (the BEPP) is a food ticket to access the USDG grant. It’s drawing on other
spatial planning policies, which are either legally required by the city or, like the GDS,
have become central, focal points for developing strategy within the city. So essentially
the BEPP is a combination of those documents and then re-focused to specifically focus
on those projects that relate to the USDG.” (Respondent M33)

A national interviewee agreed that the BEPP as a ticket to funding creates the wrong incen-
tives and encourages the practice of uncritical compliance (Respondent N23). The same
respondent noted that an additional plan is unnecessary: the gap is project identification,
implementation and funding.

The metro responses indicate that the BEPP did not automatically find its place in the plan-
ning framework, and that its intended purpose or role within that framework has not been en-
tirely clear. The responses to the plan have evidently been varied, with some metros finding
it more useful than others.

In Johannesburg the BEPP is not seen as strategically valuable, but does include planning
and prioritising of projects that align with the USDG objectives, which is presented in a USDG
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‘Business Plan’ as an Annexure. In this way, the BEPP was reported to have provided the link
between strategic planning and project planning. In Cape Town, an official believed that the
value of the BEPP lay in the longer-term perspective, but as an annual plan was not adding
much value. In this regard, the BEPP is intended to fulfil a number of functions simultaneous-
ly: the proactive planning of built environment interventions (projects); the coordination of the
funding to achieve this; the setting of short-term output targets; and the reporting for historical
performance against these targets. In Buffalo City it was reported that the strategic intent for
the first BEPP was not clear, but it has now found an institutional home within the municipal
planning structure. This view relates to the BEPPs in their current form (after the BEPP guide-
lines of 2013 (National Treasury, 2013) de-linking them from the USDG?° and linking them
to all built environment grants instead)?' and not to previous versions that sought to guide
the USDG specifically. Ekurhuleni also noted that the recent changes to the BEPP guidelines
were positive. These comments would seem to indicate that it is only since the BEPP has
been linked to the spatial objectives of the Integrated City Development Grants (ICDG) and
the Neighbourhood Development Partnership Grant (NDPG) that the strategic purpose of the
plan has been realised.

Each of the metros has a slightly different institutional mechanism for preparation of the
BEPP. In Cape Town the plan is the responsibility of the Human Settlements Department,
while in Buffalo City the BEPP is prepared by the EPMO. In Ekurhuleni it is the responsibility
of Development Planning (despite there being an EPMO), and is finalised by an ad hoc com-
mittee. Johannesburg has formed a special inter departmental team to coordinate the BEPP,
but the document is compiled by City Transformation (previously Development Planning).

The way that the document is treated in terms of internal approval was also found to vary
amongst the case study metros. In Johannesburg the BEPP is approved prior to submission
to the DHS, while in Buffalo City it appeared that the final BEPP was presented to the council
‘only for noting’ along with the IDP, even though council approval of the BEPP is a statutory
requirement in terms of DORA. Ekurhuleni noted that the DORA requirement for council ap-
proval of the BEPP is ‘excessive and burdensome’ and for the BEPP to be approved by the
Council in May it has to be submitted to the Council decision-making process in February,
which defeats the purpose of having a draft and a final BEPP. In fact, the timing of the BEPP
development and approval process was noted in two other metros as well, but for different
reasons. In Cape Town it was pointed out that the timing of comments on the BEPP was too
late to reallocate budget, while in Buffalo City the requirement to produce a draft BEPP before
the draft IDP had been produced meant that intended alignment between the plans was not

20 The DORB 2014 still mentions the BEPP in the USDG policy framework, but only as the location of the Performance Matrix against
which the metros must report. It is no longer a condition for release of funds.

2! These BEPP guidelines were issued midway through the research, and as such, the implications of the changes are beyond the scope
of this evaluation. However, they are mentioned here in order to contextualise the comments, which were
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possible. This issue was raised in 2011 in the National BEEP Report (DHS, 2011b), which
recommended that the BEPP Panel be held in November, with a final assessment taking
place in March.

Cape Town and Ekurhuleni noted the internal benefit that the BEPP produced in terms of
improved inter-departmental coordination. The Cape Town BEPP 2013/2014 specifically indi-
cates that the USDG has forced “integrated work across line function departments and new
thinking on how to meet long known challenges within the constraints of existing resources”
(CoCT, 2013: 18). A national interviewee believed that the BEPP has elevated the pro-poor
developmental agenda in metros and enabled those departments with a developmental agen-
da to be given more credence within local government (Respondent N6). Another national
interviewee noted the link between the quality of planning and the grant performance. Those
metros that planned poorly were criticised for spending money on the wrong things:

“If good planning is not in place, then that grant is not going to perform” (Respondent N16).
The above findings indicate that the response to the BEPP has been varied. While there is
significant overlap between the content of the BEPPs and other statutory plans, some metros
have found the plan useful as an integrating planning tool.

6.4 The BEPP panel and intergovernmental planning

The process of developing a BEPP and its subsequent assessment by the BEPP panel is a
key component of the implementation of the grant design. However, the research indicates
that this process is not taking place as intended for three main reasons.

Firstly, provinces are not playing their intended role in the development of the BEPPs. Para-
graph 6.3 of the 13th draft Policy Framework suggests a stronger role for Provincial govern-
ments than is currently being realised. For example it states that provinces will specifically
‘align provincial Human Settlement Plans with BEPPs and provide certainty through funding
allocation/reservation ... to ensure coordinated planning and project implementation’ (DHS,
2012b: 26), which has not been the case in any of the case study provinces. There is no link
to the IGR structures set up for the IDP. The 13th draft Policy Framework goes on to suggest
that provinces should also ‘influence the development of the BEPPs by virtue of interacting
with the municipalities through structured meetings facilitated by the NDHS as well as active
participation during the BEPP Assessment Process via the BEPP Panel’ (DHS, 2012b: 26).
These intended roles for the province (and for the NDHS in facilitating meetings between
the province and the metro(s)) appear not to have been fulfilled. The perspectives from the
metros and the provinces were relatively consistent in this regard, with both stating that there
was very little, if any input from the provinces to the BEPPs. In some cases the relationship
between the provinces and metros was tense, with provinces claiming to have been margin-
alised the USDG and BEPP processes. In Gauteng the provincial officials at the focus group
even stated that they felt marginalised from the IDP process as well. The lack of intergovern-
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mental planning and coordination in Gauteng is also noted in the Ekurhuleni Capacity and
Compliance Assessment Panel (CCAP) report (CCAP, 2010b).

The poor alignment between provincial and metro planning is not limited to the BEPP, but
relates to the HSDG planning as well, which then has implications for the interface between
the two grants. While a Buffalo City official stated that the BEPP was aligned to provincial
planning, none of the provincial planning documents assessed made any reference to the
BEPP. This was also the case in the Gauteng provincial documentation, although the prior-
ity areas appear to align, and the Ekurhuleni BEPP does not draw on provincial or national
plans. In Gauteng, officials in both the provincial and local governments expressed serious
concern over the lack of coordination and alignment between the BEPP and HSDG. This is
confirmed in the national BEPP Evaluation Report with states that ‘the link with the HSDG
was worst in Gauteng’ (DHS, 2011b:6). This may be owing to the housing delivery model in
the province where metros have played minimal roles in the past compared to the Western
Cape and Kwa-Zulu-Natal, where metros have played a far stronger role in the administration
of national housing programmes. Provincial respondents in the Western Cape stated that
their planning is aligned to the City of Cape Town Integrated Human Settlement Plan instead
of the BEPP. Similarly in the Eastern Cape the provincial planning is aligned to the IDP and
the HSP, and not to the BEPP.

Secondly, the BEPP Panel process does not seem to have the intended impact in providing
input to the BEPPs. As iterations of draft BEPPS were not provided, the impact of recom-
mendations from the panel on the BEPP could not be assessed and this finding is based on
the views of interviewees only. Three of the metros reported that the inputs from the panel
were minor and did not result in any significant change in the document, however, one official
in Buffalo City and one in Johannesburg stated that they found the process useful. In Ekurhu-
leni, an official at the validation workshop stated that the BEPP panel is ‘problematic and
patchy’, and the comments given ‘depends on who attends the panel meeting’ (Ekurhuleni
validation workshop). All three provinces noted that they were invited to the BEPP panel, but
were not empowered to provide input. Respondent N22, who sat on the BEPP panel, stated
that this had been a ‘negative’ experience for the following reasons:

* There was no proper briefing of panel members;

* The process not well managed;

* National Treasury dominated the panel; and

» The first two meetings went reasonably well but then it became “a shambles”

Another national respondent noted that the BEPP panel had improved some sub-standard
BEPPs through providing comments, but questioned whether the panel would ever reject
a BEPP (Respondent N17). A further external national stakeholder believed that the BEPP
process is overly adversarial — it should be more interactive, constructive and focused on
process, not product (Respondent N24).
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The third issue is that all of the metros raised the lack of feedback on the BEPPs from the
national DHS as a problem. Comments were either not provided, or these were provided too
late to make changes to the BEPP. This raised questions as to the value of the BEPP as an
inter-departmental planning tool if it was not being engaged with at provincial and national
levels. A review of the national BEPP reports shows that they do no render judgement on
the quality of the BEPPs against the criteria set in the draft policy framework. This may be
because the BEPP guidelines and the draft policy framework have changed regularly. The
only indication of a comment on BEPP quality is that the 2011 BEPP Report (DHS, 2011b)
presents a table of ‘Best Practice’, which draws aspects of the BEPP from all the metros,
except for Buffalo City.

The above findings indicate that the BEPP process does not support inter-governmental plan-
ning, as envisaged in the USDG 13th draft policy framework.

6.5 External engagement

The metro respondents were unanimous in their perspective that, because the BEPP was
aligned to the IDP, SDF and budget, all of which had undergone statutory public participation
processes, there was no need to consult on the preparation of the BEPP. The BEPPs there-
fore do not contain specific public input, although one respondent in Cape Town stated that
the second BEPP had been included in the IDP consultation processes. The adequacy of the
IDP processes as consultative forums was raised in the interviews, but is beyond the scope
of this evaluation.

None of the external stakeholders (civil society or business) in Buffalo City or Cape Town
had heard of or seen the BEPP, whereas the developer interviewed in Johannesburg had
engaged with the contents of the plan, but was critical of the fact that it neglected to address

settlement level coordination.

An interesting indicator of the extent to which the BEPP is publicised, is whether the BEPP
is published on the municipal websites. As at 01 July 2014, Cape Town, Buffalo City and
Ekurhuleni have their current (2014/15) BEPPs on their respective websites, while Johannes-
burg only has the 2011/12 plan. These appear to be final versions and draft BEPPs are not
published for public comment.

6.6 Allocation of funds and project selection

6.6.1 Process of project selection

The design review identified that key to the success of the USDG implementation was a pro-
cess whereby cities identify sound projects, consistent with USDG criteria, and then manage
a process of project preparation and implementation.
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The BEPP Assessment Reports by the National Department of Human Settlements (DHS,
2011b; 2012c¢; 2013b) convey the expectation of “USDG project lists”, particularly the 2013
report. Implicit in this is the need for some type of project selection or identification process,
for which the USDG policy framework makes no prescriptions. It is therefore not surprising
that the method of project selection was found to vary between each of the case study met-
ros. One common feature was that all metros select projects that are derived from the IDP
and are already approved on the capital budget. How the USDG policy framework is then
interpreted in project selection differs in each case.

In Ekurhuleni, a committee, comprising the EPMO, Human Settlements, and Finance depart-
ments, evaluates approved projects for USDG funding against the policy framework. Metro
interviewees noted that there was confusion around what could or could not be funded. One
respondent stated that the process of budget allocation was one in which the municipality:
‘retrofitted (the) budget to see which projects already identified in other processes best fit Out-
come 8; if they do then we allocate them to USDG’ (Respondent M31). Projects that qualify
are allocated funds at the earliest opportunity to ensure USDG funds are spent first, before
municipal funds. At the validation workshop, national government representatives pointed
out, and weren’t significantly challenged in this by the Ekurhuleni representatives, that in
practice the main criterion for prioritisation is ‘spade readiness’, and that there are not any
criteria related to poverty, social problems, vulnerability, crime, etc.

Johannesburg has a well-developed capital budgeting and prioritisation process. Capital proj-
ects are then entered in to the Capital Investment Management System (CIMS) and are
scored based on a set of criteria. The prioritised projects are then entered into the capital bud-
get. At this point the budget office engages with the process to align projects with budgets and
with the requirements of particular grants. This involves the assessment of which projects are
aligned with USDG conditions. The criteria used for project prioritisation in the CIMS system
overlap to some extent with the USDG objectives, particularly in the targeting of marginalised

areas and transport corridors.

A Gauteng provincial interviewee criticised the project selection process of the metros, and
specifically mentioned the funding of ‘MIG projects’ and the prioritisation of parks and ceme-
teries over disadvantaged areas:
“For example, in Jo’burg they mostly use the grant for MIG projects. Not necessatrily pri-
oritise other projects. | am sure that 60% or 80% goes to these projects where there is a

previous commitment” (Gauteng provincial focus group attendee)

In Buffalo City high priority projects are identified from the existing capital budget at a work-

shop with all the directors with line department inputs for potential funding through the USDG.
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These are assessed against a “general understanding” rather than a set of specific criteria
for the USDG, with the EPMO being responsible for ensuring that the USDG grant conditions
are met. Significant infrastructure backlogs mean that there is a long list of priorities, with one
respondent commenting that the projects ‘prioritise themselves’ (Buffalo City respondent 7).
Through this process there does not seem to be any systematic process for prioritising infor-

mal settlements or low-income areas.

The process in Cape Town is focused around a new institutional mechanism, the Project
Review Committee (PRC). The PRC was initially established to prepare for the assignment
of the housing function, but instead fulfils the function of reviewing and approving USDG proj-
ect applications. The committee is an inter-departmental structure chaired by the Executive
Director of Human Settlements. Submissions are received from line departments for USDG
funding according to a pre-defined template and a set of known evaluation criteria. These cri-
teria include alignment with the USDG objectives, but extend beyond these, to include criteria
relating to project readiness, future operational implications and co-funding provided by the
line department. The PRC maintains a credible database of applications and minutes of deci-
sions, including evidence of instances where projects were rejected or deferred. The annual
USDG Performance Evaluation Reports for 2011/2012 and 2012/2013 (DHS, 2012c; 2013b)
both identify the PRC and associated project selection process as strengths associated with
USDG performance in the City of Cape Town.

6.6.2 Allocation of USDG funds by sector

An analysis of the allocation of USDG funds by department or sector depends on how depart-
ments are structured and how they account for the provision of internal services for housing
projects. Some municipalities may allocate the expenditure to the line departments or rele-
vant service, while others may include it in the housing budget. Analysis by service or sector
is also made more difficult by the fact that the metros each use different categories to aggre-
gate the USDG budget data. Figure 10 shows an attempt to compare the allocation of USDG
funding by sector in each of the case study municipalities.
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Figure 10: 2013/14 USDG budget allocations by service/sector (Source: Metro project lists
and authors’ own calculations)

The variation in allocation of the budget is dependent on the metros’ capital priorities in any
given year. The data used to generate the figure above is presented in Table 8, to unpack
these differences. The highest percentage in each category is shaded.

Table 8: Percentage allocation of 2013/14 USDG budget by service/sector (Source: Metro project lists and authors’ own

calculations)

CoCT BCMM CoJ EMM
Water 5.0% 9.5% 6.7% 5.6%
Sanitation 14.4% 21.1% 16.0% 4.7%
Roads and storm- | 17.8% 34.8% 24.9% 34.9%
water
Electricity 15.6% 1.9% 8.4% 13.0%
Solid Waste 4.9% 6.6% 3.1% 1.9%
Housing 20.8% 9.6% 23.6% 1.5%
Land 0.5% 2.1% 3.4% 2.0%
Transport 2.7% 1.4% 0.3% 2.2%
Public Services 22 | 12.6% 7.4% 8.5% 15.5%
Public Places 0.9% 0.5% 5.0% 1.5%
Economic Devel- | 0.0% 1.8% 0.0% 2.3%
opment
Operating expen- | 4.9% 3.3% 0.0% 14.8%
diture
TOTAL 100.0% 100.0% 100.0% 100.0%

Buffalo City spends the highest percentage of USDG on water and sanitation. It is noted that
Ekurhuleni and Johannesburg are heavily reliant on Rand Water for bulk water and therefore
do not have this capital obligation. Buffalo City and Ekurhuleni both spend a considerable
percentage, almost 35%, on roads and stormwater projects. Cape Town spends the highest
percentage on electricity, and Buffalo City the least. The solid waste allocations are modest,
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and are highest in Buffalo City at 6.6%. Johannesburg spends the highest proportion on
housing (23.6%), although it is noted that a number of unspecified bulk infrastructure projects
are allocated to housing in the capital budget. The very low percentage allocation to housing
by Ekurhuleni is possibly due to the servicing of housing projects being recorded under the
respective line departments.

The allocation to land acquisition by all metros is small, with Buffalo City, Johannesburg and
Ekurhuleni all allocating around 2%, while Cape Town only allocated 0.5% in the 2013/14
financial year. It is noted that the allocation to land acquisition is erratic between financial
years, depending on the land transfers anticipated for that particular year. In the interviews
with the City of Cape Town officials, they noted the following difficulties in using the USDG to
purchase land:

* Shortage of land to purchase in suitable areas;

* The high price of well-located land, which would mean that land purchase costs would

take up too much of the available USDG;
+ Delays with state land release; and
» Timing of land sale agreements being concluded is unpredictable and therefore diffi-
cult to budget for.

Two external national stakeholders supported the view that, while the focus on land is a good
idea, the mechanics of the grant may not work for this purpose (Respondents N1 and N24).
Specifically, these respondents are referring to the fact that the grant spending has to be bud-
geted for and spent as budgeted on an annual basis, which does not suit the unpredictable
nature of land acquisition. Another external national respondent believed that the HDA could
contribute to the success of USDG-funded initiatives in metros through supporting land as-
sembly in areas that have been targeted for investment and development, particularly those
where state land is expected to make a significant contribution (Respondent N22). The lesson
that can be learned, and that would apply to the HDA's involvement in land assembly as well,
is that any land acquisition funding needs to be flexible enough to accommodate the shifting
of budget and the ‘lumpiness’ (large amounts in irregular patterns) of the purchases.
Given that the Theory of Change does not assume that USDG will be spent directly on trans-
port infrastructure, it is understandable that transport allocations are small across the board,
with the highest allocation being 2.7% in Cape Town, mostly comprising a regional taxi rank
in Scottsdene.

The category of public services is made up of parks, cemeteries, community halls, sports and
recreation facilities, libraries and safety and security. The allocation is highest in Ekurhuleni

22 Includes parks, cemeteries, community halls, sports and recreation facilities, libraries and safety and security
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(16%) and Cape Town (13%). Public places comprise public spaces that are not associated
with the delivery of municipal services. The highest allocation is in Johannesburg (5%), which
comprises the Nancefield Station, Orlando East Station and Kliptown Precinct Redevelop-
ment projects. While Cape Town and Johannesburg do not allocate any of the 2013/14 USDG
budgets to economic development, Ekurhuleni and Buffalo City allocate 2.3% and 1.8% re-
spectively.

The differences in the portions of USDG used for operating expenditure are notable. Ekurhu-
leni spent R242 million?® (15%) of its 2013/14 allocation on operating projects. The majority
of this (66%) was spent on chemical toilets, and the remainder on bulk sanitation operations
(ERWAT grant) and the EPMO. Cape Town allocated 4.8% of the 2013/14 budget to oper-
ating items, 40% of which on USDG staffing and the remainder on a provincial allocation®,
the National Home Builders Registration Council, consultants for roads, fire kits and pre-plan-
ning. Buffalo City allocated R41 million (6.6%)* from the 2013/14 allocation, largely on fund-
ing the EPMO, but also on beneficiary education for housing projects, a waste management
programme and roads and development planning. Johannesburg does not appear to spend
any USDG on operating items, as the full USDG allocation appears on its capital budget. One
national official believed that over the past three years, the bulk of the USDG funding (“More
than 50%”) had been allocated to water and sanitation (Respondent N16). The above anal-
ysis, albeit only for four metros for the last financial year, suggests that this is not the case,
and that road and stormwater are allocated a greater portion of the budget than water and

sanitation.

The allocation of the USDG, as discussed above, is also presented in Table 9 in aggregate
categories of engineering services, housing (mostly comprising internal engineering services
on housing projects) and land, and ‘other’, comprising transport, public services, public plac-
es, economic development and operating expenditure.

Category CoCT BCMM CoJ EMM
Engineering ser- | 58% 74% 59% 60%
vices

Housing and land |21% 12% 27% 3%
Sub-total: Engi- 79% 86% 86% 63%

neering services,
housing and land

Other 21% 14% 14% 36%
Total 100% 100% 100% 100%

2 This figure is calculated by adding all projects marked “USDG — Opex” in the USDG project list for 2013/14, supplied by Ekurhuleni
metro.

2 The description given to this item in the reporting is ‘PGWC USDG Allocation & PHP’, presumably for provincial projects, but recorded
by the City of Cape Town as an operating item.

25 This figure is different from that presented in Table 11. This is due to a discrepancy in the reporting between a budget figure and the
detailed project breakdown.
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This aggregation again highlights the variation in interpretation of the grant and what it can, or
should be used for. While all metros spend more than 50% of the budget on engineering ser-
vices, Buffalo City allocates the highest proportion to bulk and connector infrastructure and
Johannesburg the highest proportion specifically to housing and land. When one combines
engineering services, housing and land, Ekurhuleni is an outlier, with only 63% allocated to
these services. However, if the operating allocation to chemical toilets and ERWAT are includ-
ed as engineering services, this percentage increases to be 77%, which is only slightly lower
than the other metros.

6.6.3 Assessment of type of USDG projects

In terms of the BEPPs, municipalities are required to identify the specific projects that will be
funded, whether partially or fully, by the USDG. These projects are expected to produce the
outputs, and work towards the objectives, outlined in the USDG grant framework. The case
study municipalities all fund between 100 and 200 projects per year using the USDG. An as-
sessment of each project is therefore not feasible, but a high level assessment of the type and
range of projects is presented here. In all metros the continuing emphasis on infrastructure,
particularly bulk infrastructure, is evident.

In Buffalo City a wide range of projects has been allocated USDG funding. These 137 proj-
ects include housing projects, bulk infrastructure, internal infrastructure and interim services,
roads upgrading, land acquisition, local economic development (urban agriculture, market
cold rooms), community services (fire station, community halls, cemeteries, parks, sports fa-
cilities) and public amenities (aquarium, esplanade). In identifying flagship projects funded by
the USDG, municipal respondents consistently referred to housing projects in Second Creek
and Reeston, the upgrading of Gonubie Main Road and Fleet Street, the King William’s Town
Regional Wastewater Treatment works, informal settlement upgrading in Mdantsane and the
purchase of a strategic land parcel in the CBD. It is interesting to note that the metro respon-
dents did not focus on the Duncan Village Redevelopment Initiative — a DHS priority project
which has been allocated dedicated HSDG funding, and which is identified as a priority in the
SDF and IDP. This project is also noted in the national evaluation of the 2012/13 BEPP (DHS,
2013b). The project is intended to pilot high-density re-development, incorporating rental,
but a provincial respondent stated that the project has been stalled with the result that R300
million of funding was taken away from the metro (respondent 16).

Similar to Buffalo City, Ekurhuleni also fund a range of types of projects using the USDG. A
total of 198 projects were funded in 2013/14, covering bulk infrastructure (including electric-
ity and landfill sites), internal infrastructure, land purchase, refurbishment of rental proper-
ty, transport facilities (taxi ranks), community facilities (fire stations, police stations, clinics,
cemeteries, parks, libraries, sports facilities, cultural facilities), seven economic development
projects (enterprise hubs, industrial parks, trading stalls), tourist areas and environmental
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rehabilitation.

In Johannesburg, there is a clear emphasis on infrastructure, although the 93 projects in the
2013/14 budget are spread, across a number of departments covering bulk and connector
infrastructure (75%), internal infrastructure (4%), social facilities (community halls, recreation
facilities, clinics and parks - 11%), economic facilities (precinct renewal - 5%), land purchase
(3%), buildings (1%) and planning.

Cape Town is similar to Johannesburg in the large portion of the grant being allocated to in-
frastructure. However, the 150 projects listed as funded from the USDG in the 2013/14 BEPP
span a cross an equally wide range of project types including bulk infrastructure, internal
infrastructure to support housing projects and backyard shacks, land acquisition, upgrade
of city rental housing, community facilities (sports facilities, cemeteries, parks, libraries, and
clinics) and transport interchanges and non-motorised transport facilities.
On the question of whether the metros are spending on the ‘right’ things in terms of the grant
intent, one national stakeholder commented that:
“There are metros that are spending consciously, and I think you can see that what they
are spending on follows exactly the plans — the deliberate plans they have put in place.
There are metros that are spending so that the money does not come back to the fiscus.
Sometimes they don’t even check the deviations from what we have approved” (Respon-
dent N16)
This comment implies that the pressure to spend the money to avoid losing the funding
means that in some cases it is spent wherever possible, and not necessarily strategically.
One national respondent expressed frustration that there were no consequences for metros
that spend money on the 'wrong’ things, but also believed there was still a lack of clarity
around what the ‘right things’ were, exactly (Respondent N22). However, the respondent felt
that projects selected by the metros for USDG funding often missed the DHS objectives of

promoting affordable access to shelter for the poor.

6.7 Use of the USDG to leverage capital finance

The grant design assumes that the USDG can draw in additional funds. This is an inherited
characteristic from MIG (Cities) that intended to increase the proportion of capital revenues
sourced from user charges and development charges (RSA, 2009a). However, the USDG is
assumed to ‘gear in’ capital finance in any one of three ways: by attracting the allocation of
the municipality’s own funds to projects that have a human settlements orientation through
co-funding of projects or spatial concentration of complementary projects; by attracting pri-
vate sector capital finance through private-public partnership projects where the state pairs
with a private developer to undertake a project beyond the means of either role-player indi-
vidually; and by leveraging debt finance (borrowing) where USDG funds could be used as
security. A national respondent revealed that the initial intention was the latter of these three
reasons (although this objective has been interpreted in all three ways), and that it had not
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been realised:
“The assumption was, if more money is given for capital, the more money they can borrow.
This means gearing in for cities to make more money, but the result was the reverse”. (Re-
spondent N5)

While the USDG was intended to leverage additional finance, there is also the risk that the
converse may occur: that the grant may displace other sources of finance. In order to as-
sess the degree to which either of these processes is taking place, the historical funding mix
was assessed, from 2006/7 to 2015/162%¢ , and the impact of the introduction of the USDG in
2011/12 was investigated. Specifically, the changes in levels of borrowing and internal fund-
ing in relation to grant funding were assessed. While an aggregation of the funding mix for all
the metros shows that both internal funding and borrowing increased in real terms between
2011/12 and 2015/16, along with a 20% increase in the proportion of grant funding as a per-
centage of total capital funding with the introduction of the USDG. However, this aggregation
masks the significant differences between the individual metros. The results of this analysis
are presented for each metro below?” . It is noted that the trends in the use of internal reserves
and borrowing are dependent on a range of factors — notably the municipal balance sheet
and the operating account surpluses — and may be unrelated to the introduction of the USDG.
The analysis is, however, instructive as it indicates the possibility of gearing or displacement.
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Figure 11: Cape Town capital funding mix — 2006/08 to 2015/16 (Source: National Treasury

budget database)

% Budget figures presented in the 2013/14 MTEF budgets.
27 All metros are included in this analysis because the data was available from the National Treasury website, although detailed commen-
tary can only be provided for the case study metros. akdown.

e DHS/DPME



Design and implementation evaluation of the USDG — Executive Summary 17 March 2015

The capital funding mix for Cape Town indicates that borrowing increased significantly after

the introduction of the USDG, while internal funding reduced slightly. This would seem to

indicate either a neutral or positive impact of the USDG. However, Cape Town respondents

indicated that borrowing was only undertaken in respect of revenue-generating infrastructure
and is therefore unrelated to the USDG. It is notable that the Cape Town 2012 BEPP states
that using the USDG to leverage other city funding for projects is a specific objective of the

grant, and co-funding is also criteria against which USDG project applications are evaluated

by the PRC. Interviews with officials confirmed that this was taking place, with the grant redi-

recting other city funding towards poor areas:

‘At a macro-level, it also means that if we’re spending a billion Rand a year on USDG

funding, probably with all the counter-funding, and | haven’t done the arithmetic, you’re

probably looking at 20% of the other line department budgets being pushed into the

same policy direction’ (Respondent M6).
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Figure 12: Buffalo City capital funding mix — 2006/08 to 2015/16 (Source: National Treasury
budget database)
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Figure 13: Johannesburg capital funding mix — 2006/08 to 2015/16 (Source: National
Treasury budget database)

Since the introduction of the USDG in Johannesburg, borrowing has increased consistently
and internal funds have increased dramatically, which seems to indicate no displacement of
funding by the USDG. As in the case of Cape Town, Johannesburg officials stated that the
grant had redirected other city funding towards poor areas.

‘The USDG has really changed the focus on how to do developments, number one, and sec-
ondly how to prioritise. It has forced cities on how to be synchronised. From a housing point
of view it has given us more say over where to spend the money’ (Respondent M36).

This is significant in Johannesburg as only 20% of its 2013/14 capital budget is provided by
the USDG, while 42% is from internal reserves.
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Figure 14: Ekurhuleni capital funding mix — 2006/08 to 2015/16 (Source: National

Treasury budget database)

The figure above shows that Ekurhuleni’s borrowing has been consistently high since 2008/9
and the use of internal funds has been relatively constant since 2010/11. This would seem
to indicate that the USDG has not displaced other funding, but has not necessarily geared in
other funding. Ekurhuleni tends not to combine USDG finance with other sources of finance.
Projects are identified specifically and wholly for USDG funding. A core view expressed by
one respondent, and not disputed by other respondents, is that Ekurhuleni prioritises spend-
ing of the USDG and endeavours to spend the USDG first, before looking to other sources

of finance.
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Figure 15: Tshwane capital funding mix —2006/08 to 2015/16 (Source: National Treasury

budget database)
In 2011/12, when the USDG was introduced, borrowing decreased and internal funding in-
creased from previous levels. However, the trend was reversed the following year. This seems
to indicate that there are internal factors informing the financing strategy of Tshwane that are
unrelated to the USDG.

Figure 16: Nelson Mandela Bay capital funding mix — 2006/08 to 2015/16 (Source: National Treasury budget database)
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Nelson Mandela Bay illustrates the most dramatic change in capital funding mix after the in-

troduction of the USDG in 2011/12. Borrowing reduced to zero in that year and internal funds
reduced to less than half the previous value. This presents a strong likelihood that the USDG
is displacing other funding in Nelson Mandela Bay.
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Figure 17: Mangaung capital funding mix — 2006/08 to 2015/16 (Source: National Treasury budget database)

The figures for Mangaung indicate increased borrowing between 2010/11 and 2012/13. How-

ever, internal funding decreased dramatically in 2011/12, and has not returned to previous

levels. This would seem to indicate that the USDG has displaced some internal funding in

Mangaung.
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Figure 18: eThekwini capital funding mix — 2006/08 to 2015/16 (Source: National Treasury budget database)
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eThekwini shows a consistent pattern of borrowing and the use of internal reserves. There is
no indication that the USDG has geared additional funding.

In terms of the second mechanism for leveraging capital finance, that of attracting private
sector investment, there were mixed results from the case study metros. Although private
developers in Buffalo City had expressed a willingness to explore partnership opportunities,
there are no Public-Private Partnerships in the metro and the USDG has not been used in
this way. In Ekurhuleni there was insufficient evidence to determine whether USDG funds had
been used in this way. In Cape Town, the first project involving the use of USDG in a private
development is underway, but the developers reported that the process had not been easy. In
Johannesburg the USDG is explicitly seen as a tool to leverage investment from private de-
velopers for mixed income developers (Respondent M43). However, the developer that was
interviewed expressed great frustration at the use of the USDG in an integrated development,
citing the lack of coordination of the USDG and other funding as a major constraint. At the
validation workshop, a City of Johannesburg official noted that the grant has been pivotal in
attracting private sector finance to human settlement developments, and cited the Diepsloot
and South Hills projects as examples. Johannesburg has used the USDG on a number of
these large-scale privately-implemented developments and is therefore implementing this
aspect of the grant design.

In general, the USDG appears not to have achieved the leveraging of additional capital fi-
nance as put forward in the Theory of Change. On the contrary, to appears to have displaced
other funding sources in the smaller metros; specifically in Mangaung, Nelson Mandela Bay
and Buffalo City. A general finding is that the larger two case study metros applied more
counter-funding and reported more influence by the USDG over other city funding that the
smaller two metros. The USDG has only been used to complement private-sector funded
projects to a limited extent and with limited success.

6.8 Grant expenditure

Of the four metros sampled, Cape Town, Johannesburg and Ekurhuleni consistently spent
more than 90% of their allocation in the first two financial years since the USDG was intro-
duced. Buffalo City has clearly struggled to spend the grant, with expenditure of only 37%
in the first financial year, improving to 73%.

% 37% of the original allocation, but 42% of the adjustment budget.
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Figure 19: USDG expenditure as a percentage of allocation (Source: DHS USDG
Performance reports)

Other than Ekurhuleni, all metros improved expenditure performance between the first and
second year of the USDG'’s application. A national DHS official noted:

“So if you look at how USDG has performed over the last year, they started slow, they strug-
gled to spend in the first year, second year, but now...there is a positive indication that these
guys are performing. There are two metros that are not doing ok these last three years, that
are right now they are doing fairly well — very much ok — Mangaung and Buffalo City. Those
two were always our ‘problem children’. But right now | have visited both and | think they are
doing amazing jobs.” (Respondent N16)

The DHS has taken the step to withhold funds due to lack of expenditure. An interviewee
in Buffalo City noted that this action created much unnecessary tension, whereas a national
interviewee believed that this action resulted in improved performance:

“When we decided to withhold the funding, all of them started performing”

(Respondent N16

The interview with Buffalo City officials and councillors revealed a range of reasons why
the USDG expenditure has been so poor. These include: a culture of single-year and proj-
ect-based budgeting making re-allocations and multi-year allocations difficult; MFMA pro-
curement rules delaying the start of tenders; legal challenges to tenders; incompetence and
corruption amongst officials; poor performance of service providers; and community protests.
Municipal respondents believe that many of these issues have been addressed and internal
progress reporting indicates that the 2013/14 expenditure will be much better than previous
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years (Respondents M13, M15, M16, and M17).

However, a national stakeholder made the point that the problems with USDG expenditure
are actually problems with overall capital expenditure, unrelated to the grant (Respondent
N23). In fact, the USDG expenditure in metros has consistently been better than overall
metro capital expenditure. This is certainly true in the case of Buffalo City, where the overall
capital expenditure has historically been poor, and was worse than the USDG expenditure in
2011/12 and 2012/13, at 33% and 61% respectively.

One expenditure issue that was raised in the Western Cape focus group was the timing of the
USDG expenditure. The metro spends a large portion of the USDG allocation in the fourth
quarter, and the provincial officials cited cases of the metro claiming that all the funding was
allocated, but in the last quarter USDG funds were suddenly made available to the province
for their own projects (Respondent M56). The municipal officials claimed that the spending
pattern was a result of the lags created by the procurement process. This issue of concentrat-
ed spending in the fourth quarter was confirmed by a national interviewee and the Ekurhu-
leni focus group. It is interesting to note that in Johannesburg the opposite accusation was
made by two metro respondents — that the province applies a process of ‘fiscal dumping’ of
the HSDG, allocating funds to projects late in the annual budget cycle in order to meet their
expenditure targets. Ekurhuleni officials reported a marked improvement in smoothing out the
timing of expenditure, largely through better planning and the beneficial role of the EPMO.
In this regard it is noted that these changes in management arrangements were made in the

national USDG Performance Report and subsequently adopted by the metro.

The findings indicate that the USDG expenditure is comparable to, if not better than, the
overall capital budget. The problems experienced with expenditure rates, and timing of ex-
penditure appear to be capacity issues within the municipality, supply chain management
constraints, or both. While there is room for improvement, particularly in Buffalo City, the
measures required for improvement are city management issues that are broader than the
design and implementation of the USDG.

6.9 Spatial distribution of USDG projects

The spatial mapping of USDG projects in Cape Town (Figure 20) illustrates that the spending
is spatially concentrated in disadvantaged areas. The isolated pockets of peripheral spending
relate to informal settlements. Some spending in more affluent areas relates to bulk infra-
structure (e.g. a wastewater treatment works in Bellville) that has a wider area of impact. Lo-
cation of projects is one of the criteria assessed in the USDG project application process and
four respondents noted that the USDG and the BEPP development process have introduced
a level of spatial coherence that was not evident with MIG or MIG (Cities).
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Figure 20: GIS map of approved USDG funded projects in Cape Town (Source: City of Cape Town Human Settlements

Department)

The spatial allocation of projects in Buffalo City (Figure 21) illustrate the majority of projects in
the established urban areas of East London, Mdantsane and King Williams Town, as well as
a number of dispersed projects in the rural areas (mostly sanitation). Interviewees confirmed
that USDG spending was fairly evenly distributed across the metro, partially a result of po-
litical pressure to spend the grant in each ward. At the validation workshop a private sector
representative criticised the spending pattern as not being strategic, but rather, an ‘appease-
ment budget’. While the majority of projects are focused on disadvantaged areas, there are a
number of projects (road upgrading, bulk sanitation, tourism facilities, etc.) that clearly benefit
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Figure 21: USDG funding distribution in Buffalo City for 2013/14 (Source: BCMM BEPP presentation 03 June 2013)
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Johannesburg has considered spatial location in the prioritisation of its capital budget even
before the USDG was introduced. The spatial location of USDG projects in relation to these
CIPAs is shown in Figure 22. Although the City focuses USDG spending on Capital Improve-
ment Priority Areas (CIPAs), which include both marginalised areas and development corri-
dors, the majority of the projects, and 96% of the USDG budget, are in marginalised areas,
with less in the inner city and transport corridors, as shown in Figure 23.
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Figure 22: 2012/13 USDG projects in Johannesburg in relation to Capital Investment Priority Areas (Source: City of

Johannesburg, 2013a)
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Figure 23: USDG budget per priority area in Johannesburg (2013/14) (Source: City of Johannesburg, 2013b: 81)
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While the capital prioritisation process does prioritise specific areas, it is not detailed enough
do not allow for precinct-level alignment of projects, and the private sector developer was
highly critical of the municipality and provinces ability to coordinate funding, specifically the
HSDG and USDG, in space (Respondent M43). In addition, the need to complete older infra-
structure projects compromises spatial transformation objectives.

While the spatial location of the USDG projects in Ekurhuleni broadly aligns with the spatial
priorities identified in the SDF (Figure 24), Ekurhuleni reports that an average allocation of
around 50% of funds were allocated to ‘undeveloped’ wards, with a significant increase of
10% to this category between 2012/13 and 2013/14 (EMM, 2013). Two metro respondents
noted that the spatial targeting of the grant could be improved to focus on the inner city instead
of continued investment on the periphery. However, at the validation workshop the tension
between the short term service delivery needs of the poor on the periphery and the longer
term objective of creating a more efficient city form was emphasised. In addition, the ‘reactive
approach’ to project selection described previously means that the location of the USDG proj-
ects is determined by default, and not necessarily because of strategic motivations.

. @. ] UsDG CAPITAL PROJECTS a0 ﬁ'
201312014 v o

Figure 24: Map of current USDG projects in Ekurhuleni (Source: EMM, 2013)



Design and implementation evaluation of the USDG — Executive Summary 17 March 2015

=

A key finding from the metro case studies is that the USDG focus on disadvantaged areas
means that existing spatial patterns tend to be entrenched, rather than being transformed.
Very few projects in the metro project lists could be categorised as ‘catalytic’ or ‘transforma-
tive’, as they are largely aimed at extending basic infrastructure and social services to un-
der-served areas. The one aspect of the USDG design that could be spatially transformative
is the ability to purchase land in strategic locations for housing, but the use of the grant in this
way has been limited in the metros surveyed. There is therefore a tension inherent in the
Theory of Change, that plays out in the implementation, between the output of well-located
land (to achieve the spatial efficiency objective), and the output of households with access
to basic services.

6.10 USDG outputs: products and services delivered

Despite the performance matrix provided in the draft USDG Policy Framework and the com-
monly formulated indicators in DORA, metros have elected to report on outputs based on
their own indicator formulations, which makes comparison difficult. The outputs provided
here are taken from USDG metro reports and presented as reported, but structured around
outputs related to the USDG.

Housing opportunities

Table 10: Housing related outputs contributed to by the USDG by metro

Housing outputs 2011/2012 2012/2013
Target Actual Target | Actual

CoCT Number of housing opportunities provided in 3000 5072 6071 6391
terms of serviced sites
Number of housing opportunities provided in 3833 4300
terms of top structures
Number of housing opportunities provided in 1224 1725
terms of Other provision (Re-blocking, CRU,
backyards)

BCMM Number of housing opportunities provided (top | 680 833 709 432
structures)
Number of households allocated affordable 230 344 160 528
rental housing units

CoJ Number of households upgraded in informal 1500 2542 12000 | 4055

settlements

EMM No housing outputs reported - - - -

The above provides a breakdown of what housing related outputs the USDG has directly,
indirectly or as part of the overall capital budget contributed to within each metro. The defi-
nition of household upgrades is particularly important to ensure that upgrades are not dou-
ble-counted in terms of basic services.

Water services

The following table provides a breakdown of the water services distributed across each of
the metros. The provision of water and sanitation was one of the priority basic service issues
over the first two years of USDG and it is one of the outputs that was fairly consistently and
evenly reported upon across all metros.
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Table 11: Water services outputs contributed to by the USDG by metro

Water services 2011/2012 2012/2013
Target Actual Target | Actual

CoCT Number of water service points provided 120 277 1000 599

BCMM Number of water service points installed for 20 20 30 97
informal settlement dwellers within a 200m
radius
Number of additional households (RDP) pro- | 3401 595 1105 1543
vided with water connections

CoJ Number of households provided with basic - - 1100 3827
water services

EMM Number of households provided with water 6038 13235 7872 5216
services

CoJ Number of households upgraded in informal 1500 2542 12000 |4055
settlements

There is a clear desire from the portfolio committee that the USDG fund water and sanitation
bulk infrastructure. The above provides a clear indication that this is something that is consis-
tently occurring, albeit with some underperformance and differing in the nature of provision
(public service point vs. household connection) at different metros.

Sanitation services

The table below provides a breakdown of the sanitation outputs reported on in relation to the
USDG across each of the four metros.

Table 12: Sanitation outputs contributed to by the USDG by metro

Sanitation services 2011/2012 2012/2013
Target Actual Target | Actual

CoCT Number of sanitation service points (toilets) 1000 3354 3000 8035

BCMM Number of sanitation service points (toilets) 5500 4154 150 346
installed for informal settlement dwellers
Number of additional households (RDP) pro- |- - 1850 77
vided with sewer connections

CoJ Number of households provided with sanita- - - 1100 2879
tion services
Number of toilet stands constructed - - 1290 1290
Number of Ventilation Improve Pit Latrines 350 584 - -
installed

EMM Number of households provided with sanita- 6038 13235 7872 5216
tion services

The above table indicates that metro contributions to sanitation provision can be differentiat-
ed by household sewer connections, public service point toilets and Ventilation Improved Pit
Latrines, most of which have performed well against the overall targeted output over the past
two years. However, it should be noted that the quality of sanitation with each of the three
types of sanitation is highly variable and distinctions are important.

Electricity services

The following table provides a breakdown of electricity connections funded through the USDG
across each of the four metros.
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Table 13: Electricity outputs contributed to by the USDG by metro

Sanitation services 2011/2012 2012/2013
Target Actual | Target | Actual

Target Actual Target Actual |8035

CoCT Number of electricity subsidised connections | 650 1050 2200 918
installed

BCMM Number of additional households (RDP) pro- | 315 342 1500 1473
vided with electricity connections

CoJ Number of additional households provided - 0 3200 1532
with electricity connections

EMM Number of additional households provided 10000 10048 8000 916
with electricity connections

The table above demonstrates that with the exception of Johannesburg in the first year of the
USDG’s introduction, household electricity connections have been delivered across all of the
metros. Again, performance has been uneven but it is clear that these connections are more
or less uniformly measured in terms of household connections, as opposed to the other out-
puts which are less consistently measured.

Refuse services
The following table provides a breakdown of refuse services provided using the USDG funds
across each of the four metros.

Table 14: Refuse services contributed to by the USDG by metro

Refuse services 2011/2012 2012/2013
Target Actual | Target | Actual
CoCT Number of informal settlements receiving - - 204 204
door-to-door refuse collection and area clean-
ing services
BCMM Number of informal settlements with access 1050 378 2000 (900
to refuse removal
CoJ No refuse outputs reported - - - -
EMM No refuse outputs reported - - - -

The following table demonstrates that refuse removal is one of the basic services that is least
funded by the USDG in terms of end users. Other more substantial investments around bulk
infrastructure provision for refuse are noted by the metros, but the implications of this for
end-users are not indicated. As a result, refuse service provision is uneven and accounted
for at the “settlement” level rather than on a household basis in relation to the targeted ben-
eficiaries of the USDG.

Work opportunities
The following table provides a breakdown of work opportunities reported on by metro in re-
lation to the USDG.
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Table 15: Work opportunities contributed to by the USDG by metro

Job opportunities 2011/2012 2012/2013
Target Actual | Target | Actu-
al
CoCT Number of Expanded Public Works Pro- 11000 22500 35000 | 35556

grammes opportunities created

BCMM Number of jobs created using the Expanded 364092 116063 |- -
Public Works Programme guidelines and
other municipal programmes

CoJ Number of jobs created using the Expanded 60000 54228 35000 |36588
Public Works Programme guidelines and
other municipal programmes

EMM No job opportunities reported - - - -

From the above it is clear that firstly, there are significantly variable labour absorption ca-
pacities across the metros and that these are reflective of the entire capital investment pro-
gramme. It is notable that both Cape Town and Johannesburg have comparable annual tar-
gets for the most recent financial year with actual performance just surpassing this target in
each, while the Buffalo City targets seem out of proportion in comparison to the other larger
metros.

Land, community facilities and other outputs

The above presented tables are but a small sample of the actual outputs to which the USDG
has funded across the metros. Notable by their absence here are land acquisitions, bulk
water and sanitation infrastructural investments, community facilities and others. All of these
outputs were found to be delivered to some extent across each of the metros but on a largely
uneven, sometimes unquantified basis, and often as the result of a delayed reporting pro-
cess. Their omission here is on account of the challenge of comparability across and between
the different contexts, the length of time it takes to complete these types of projects, as well
as the nature of their location and priority within the human settlements value chain.

The key finding in relation to outputs is that the outputs produced and reported on by metros
are highly variable, and only a small number of outputs are reported upon consistently. The
inconsistencies between the indicators reported upon and the format of the data makes any
comparison between metros impossible. There are no discernable trends in output perfor-
mance, with under- and over-achievement of targets occurring in a random pattern from year
to year and between metros for the different outputs.

6.11 The USDG and the housing accreditation process

Although the function of housing is currently in the process of being devolved to metropolitan
municipalities, the current reality is that the shared functions and competencies between the
different spheres place certain expectations on the USDG in terms of how local, provincial
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and national government will cooperate. The national Department of Human Settlements, in
its Strategic Plan for 2013/14, indicated that the biggest challenge posed by USDG to date
has been a lack of coordination and alignment within metropolitan municipalities which has
caused poor service delivery coordination (DHS, 2013c).

The capacity assessments of the case study metros, undertaken between 2009 and 2011,
all recommended Level 2 accreditation (CCAP, undated; CCAP, 2012, CCAP, 2010a, CCAP,
2010b). By March 2014, Level 2 assignment had been granted to three of the four case study
metros (the exception being Buffalo City), while none of the metros had been assigned the
housing function, as had been intended (DHS, 2014). This missing of deadlines for accredita-
tion and assignment has created understandable uncertainty and tension. It was a consistent
finding across all metros that they understand the USDG to be associated with the devolution
of responsibility for the housing function, and are frustrated that this was not yet complete.
While the majority of metro respondents felt prepared to manage the HSDG in addition to the
USDG and believed that this would accelerate housing delivery, there were isolated respon-
dents in two of the metros who voiced apprehension around their municipalities’ capacity to
take on this additional role.

It was also a consistent finding that the three provinces surveyed were resistant to the accred-
itation and assignment process, most often citing lack of municipal capacity as the reason.
Issues of capacity are discussed further in section 6.13. This was particularly true in Buffalo
City, where there appears to be a case to support the province’s claims. One metro official
suggested that this resistance was a result of provinces not wanting to lose the power that is
vested in the housing function and associated resources. The CCAP report for Johannesburg
(CCAP, 2010b:9) notes that “provincial support for accreditation post-2008 has been limited”.
A respondent at a validation workshop noted that the performance of metros under Level 2
accreditation is not currently being monitored or enforced by the provinces, so how does one
assess whether they have the capacity, and how will we know this if the function is assigned?
This point raises the issue of the continued responsibilities that provinces will have to account

for performance (i.e. the primary mandate to provide shelter) under assignment.

Officials in Buffalo City and in Cape Town suggested that the USDG and HSDG should be
combined into a single grant, administered by the metros, to aid with project funding coor-
dination. It is interesting that an interviewee at the Eastern Cape Province also suggested
combining the two grants, but instead being administered by the Province.

What is clear from the research is that the split in responsibilities for the planning and admin-

istration of the USDG and the HSDG is impeding service delivery. Metro officials are positive
that accreditation and assignment will streamline processes and improve efficiency, but prov-
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inces remain sceptical. This has resulted in a deadlock that creates tension and discourages
cooperation. One of the defining features of the USDG is to support the devolution of built
environment responsibilities to cities, and the accreditation process is the key mechanism for
it to do this. The delays in accrediting municipalities and assigning the housing function have
prevented this design feature of the grant from being realised.

6.12 Interaction with the Cities Support Programme

Few of the metro respondents were aware of the Cities Support Programme or how it might
relate to the USDG. Those metro officials that were engaging with the CSP commented on
the technical support and the proposed outcome indicators, rather than its relationship to the
USDG. One respondent in Johannesburg went as far as to say that 'Coordination between
USDG and CSP is missing’ (Respondent M33). A national stakeholder suggested that this
could be related to the timing of the interviews, which took place at the beginning of a pro-
cess of managed engagement with the metros, and that awareness of the programme has
increased substantially since then (Respondent N1). This perspective was confirmed at both
the Buffalo City and Cape Town validation workshops.

One national respondent believed that problems arose from exactly the processes that should
have complemented the USDG: firstly from the CSP because of the bewildering guidelines
and requirements; and secondly from the accreditation process because of delays, confusion
and mixed messages (Respondent N22). However, another national respondent felt that the
CSP implicitly supports the city efficiency objective of the USDG, but at the expense of the
pro-poor objective (Respondent N17). However, the main finding on this subject remains
that there was limited to no interaction between the USDG and the CSP at the time of the

evaluation.

6.13 Institutional roles, challenges and gaps

Roles

The first input in the Theory of Change is an integrated, holistic, and credible plan. In addition,
a key assumption is that all the various grant outputs will integrate under acceptable social
conditions. These two aspects of the Theory of Change imply that considerable inter-depart-
mental coordination between housing, engineering, finance and spatial planning disciplines
is required. In addition, the shift of the focus of the grant, in the transition from MIG (Cities) to
USDG, implies a greater role for metro human settlements departments.

In the City of Cape Town this assumption was found to be true, with metro respondents noting
that inter-departmental cooperation around planning has improved as a result of the grant. In
addition, the grant has resulted in an organisational change in the establishment of the PRC,
with a concomitant shift in the role and power of the human settlements department, which
has been placed in a central coordinating role through the grant. However, it is notable that
the administration of the MIG (Cities) grant also fell under the Human Settlements Executive
Directorate.
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In Johannesburg the transition from MIG to USDG has influenced a shift in responsibility for
spending on human settlements with the Department of Housing taking increasing responsi-
bility. Evidence suggests that this shift has not been particularly problematic and is generally
positively perceived within the city, even though the Department of Housing does not coor-
dinate all human settlements activity in City. A shift in responsibility for the management of
capital projects has also taken place from Development Planning to the Budget Office — a

move that was intended to improve performance.

In Ekurhuleni, the EPMO plays a central and growing role in the administration of the grant.
The role of the City Planning Department has also grown, as it is responsible for the compila-
tion of the BEPP. There are some frustrations among the Department of Human Settlements
concerning a perceived loss of control over the implementation of what are generally under-
stood to be ‘human settlements’ projects.

One national respondent implied that the departmental control of the grant or the relative
power between departments may influence the way in which the USDG was spent by each
metro:
“Human settlements departments have not competed well with the engineering depart-
ments, which have been able to formulate compelling arguments for use of the USDG for
projects that promote city efficiency”. (Respondent N17).

This perspective was reiterated by another respondent:
“Engineers may have disproportionate influence. Engineers are focused and when they
come to the table, they know what they want. They always come prepared and they will

go for it and fight for it. Maybe they negotiate better than the other departments.” (Re-
spondent N7)

In terms of inter-governmental roles and responsibilities, the grant was designed to support
increased local government responsibility for built environment functions. This was found to
have been the case, with metros having a greater amount of control over a larger funding
pool, and a large degree of autonomy in determining how the grant is spent. A national re-
spondent noted that the USDG has expedited thinking on roles and responsibilities within
metros and has reinforced the argument for accreditation (Respondent N17).

However, this increase in the role of the metros has coincided with a decrease in the role of
the provincial departments. In section 6.4 it has already been established that the provinces
are not playing the role specified in the draft policy framework, and during the focus groups
there were requests from all three provinces that their role in relation to the USDG be clari-
fied. An external respondent (Respondent N22) believed that the USDG threatened both the
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provincial and National departments of Human Settlements because of their decreasing role

in relation to the metros.

There is also confusion at the metro level around the relative roles of the national DHS and
National Treasury. While metro officials understand that DHS is the transferring department
and that metros are accountable to DHS, the evidently strong involvement of National Trea-
sury in the process has been confusing:

“I do not know the motive of the allocation to Human Settlements as the transferring
department, because each time there are problems, then National Treasury will rise and
say: ‘By the way, you are not allowed to do 1,2,3...”.” (Respondent M15)

This comment indicates that National Treasury is taking a more active role in the implemen-
tation of the grant than is envisaged in section 6.2 of the 13th draft policy framework, which
limits their role to participation in the BEPP panel and sharing financial results with the DHS.

Challenges

Other than particular capacity gaps that were experienced in each of the case study metros,
and are reported on in the next section, difficulties in coordination of project implementation
between multiple departments was reported as a challenge in Buffalo City and Johannes-
burg, and is confirmed in the CCAP (2010b) report for Johannesburg.

The MFMA and Supply Chain Management (SCM) regulations were also frequently men-
tioned as institutional challenges. These complaints have two dimensions. Firstly, the MFMA
regulations were cited as the reason that spending had to be concentrated in the latter part
of the year, because procurement could only proceed on the basis of an approved budget.
Secondly, internal municipal SCM processes were seen by metro officials to be delaying the
implementation of projects, resulting in the under-spending of budgets. Both of these issues
can be managed through better internal systems and indicate the need for municipalities to
provide increased and strengthened human resources and financial management systems in

order to facilitate the implementation of the USDG

In Buffalo City a particular institutional challenge existed in the delay in finalising the organ-
ogram, and hence the appointment of senior management staff. While this was cited as a
contributing factor to the poor grant expenditure, it is not related to the introduction of the
USDG. One interesting impact of the grant, however, was that National Treasury required
the appointment of a permanent CFO as a condition of the grant, which was expedited as a
result, while all the other senior management positions remained vacant.

The challenges of intergovernmental planning alignment have been dealt with under section
6.4.
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Gaps

A critical assumption in the Theory of Change is that the metropolitan municipalities possess
the management capacity in order to effectively plan, administer, implement, track and report
on the suite of projects and initiatives necessary to advance the objectives of the USDG.

A national respondent (Respondent N22) cited the biggest institutional gap as the capability
of metros to initiate and run ‘huge projects’. The respondent believed that In-house teams in
the metros are competent but small, and too dependent on outsourcing of project manage-
ment, which leads to perverse outcomes and inefficiencies. Respondent N17 confirmed that
the biggest need was ‘generalist’ project managers in metros.

Certainly, in Cape Town the lack of sufficient skilled project managers to implement projects
was noted as a capacity gap, but this is partially mitigated through the use of the ‘OPSCAP’
portion of the grant to employ project managers. This was also the case in Buffalo City where
the EPMO was established as a relatively direct result of the grant, using the operating ‘top
slice’ of the USDG, and by all accounts has helped to build and support municipal technical
capacity. However, metro respondents consistently reported that the EPMO was an interim
measure to improve capital spending, and the substantial capacity still had to be built in the
line departments. The lack of technical expertise, and qualified engineers in particular, was
described as a ‘crisis’ by internal and external respondents. Capacity in the supply chain
management and housing departments remains a problem. The lack of technical expertise,
specifically engineers, was also raised in Johannesburg and prompted the establishment of
the Engineering Centre of Excellence, focusing on mentorship of internal staff and oversight
of consultants.

One useful source of relatively objective data in assessing the capacity of metros is the re-
ports compiled by the independent Capacity and Compliance Assessment Panel (CCAP) as
part of the housing accreditation process. While these reports looked at capacity from the
perspective of administering the housing programme, there are sufficient commonalities with
the USDG process to justify using the assessments as a proxy measure. In summary, and in
relation to capacity, the reports found the following:

Cape Town (CCAP, undated): The capacity assessment, conducted in 2009, found that the
City of Cape Town had the existing capacity, or had planned for it, to perform the housing
function. Although the assessment focused on the Housing Directorate, it concluded that the
municipality had the key technical skills in place across a range of disciplines, with a plan to

incrementally increase this if accreditation was granted.

Buffalo City: (CCAP, 2012): The assessment report noted the unstable institutional structure

with multiple senior officials in acting positions. The challenges in project management
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and applying its supply chain management policies, identified in 2009, had not been ad-
dressed by 2011. The report notes that if an additional five project managers are appointed,
the municipality could undertake Level 2 housing functions. There is also no monitoring and
evaluation system and no tool to measure, record and report on progress with programme
and project implementation. The findings of the CCAP’s 2009 assessment that the munici-
pality has limited capacity for providing and funding bulk infrastructure were not adequately
addressed by 2011. The assessment also found that there was poor management of, and
limited compliance with, the Municipality’s SCM Policy. The high turnover in technical staff
was confirmed. The financial plan to address the audit disclaimer was noted as a positive
development. Despite all the above findings, it is somewhat surprising that the panel recom-
mended that the municipality be accredited for Level 2, albeit with a number of conditions.

Ekurhuleni (CCAP, 2010a): While there was inadequate project management capacity at the
time, it was noted that this would be enhanced through the EPMO. Financial management
capacity was deemed to be adequate. The panel concluded by recommending Level 2 ac-
creditation, with certain conditions.

Johannesburg: (CCAP, 2010b): The report noted some institutional instability at senior man-
agement level. There was consistent performance measurement and reporting. The report
provides evidence of planning and financial management capacity, but did note some serious
financial viability issues at the time. Although there were a number of unfilled posts, there
was a clear plan in the organogram to build capacity once Level 2 accreditation had been
granted. The panel noted concern over the sizeable number of vacancies within the housing
programme implementation unit, where only 12 certified project managers had been appoint-
ed. The panel recommended Level 2 accreditation, but with the condition that certain capac-
ity-building activity takes place to fill the identified skills gaps.

6.14  Monitoring framework

Evolution of the monitoring framework

The approach to monitoring the USDG is informed by both the national shift to an Outcomes
Based Approach, and the results-based approach taken by MIG (Cities). Over the course of
the USDG’s implementation there has been considerable revision to the departmental mon-
itoring frameworks, both in structure and scope. One of the key distinctions here is between
the draft USDG Policy Framework and the USDG grant framework included in DORA. The
following table provides an indication of how the monitoring framework has been revised/
changed between DORA and the USDG Policy Framework from 2011-2013:
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Table 14: Refuse services contributed to by the USDG by metro

Monitoring
framework com-
ponents

DORA Feb 2011

USDG policy v8,
Oct 2011

USDG policy
v13, Oct 2012

DORA Feb 2013

Impact?® and Out-
comes identified

1 impact state-
ment and 4 sup-
porting outcomes

1 impact state-
ment and 1 out-
come statement

1 impact state-
ment and 1 out-
come statement

1 impact state-
ment and 9 sup-
porting outcomes

Outcome indica-
tors

4 outcome indi-
cators

None

None

None (outcomes
not in measurable
terms)

Outputs identified

19 outputs iden-
tified

5 outputs identi-
fied and applied
in performance

matrix

4 summary out-
puts, 9 outputs

identified in per-
formance matrix

7 outputs identi-
fied

Output indicators

19 outputs formu-
lated as indicator
measures

51 indicators list-
ed in performance
matrix

45 indicators list-
ed in the perfor-
mance matrix

7 output indica-
tors

Financial mea-
sures

1 financial indica-
tor included under
outputs

1 financial output,
11 financial indi-
cators

0 financial outputs
and measures

0 financial outputs
and measures,
but two financial
measures listed
indirectly

Total indicators
(incl. implicit)

23 indicator mea-
sures

51 indicator mea-
sures

45 indicator mea-
sures

10 indicator mea-
sures

The table above illustrates a lack of coherence between the various policy frameworks. In the
DORA grant frameworks there is an overarching goal, supporting outcomes and comprising
outputs, as well as a more select set of output measures, whereas in the two draft USDG poli-
cy frameworks produced by DHS there is an emphasis on tracking a comprehensive selection
of output measures that do not necessarily align with the DORA output measures.

The reporting that is required of, and undertaken by, metros can be divided into financial and
non-financial reporting.

Financial reporting

Metros are required to report expenditure in accordance with the requirements of section 71
of the MFMA (Section 71 reports) on a monthly basis. These reports cover the entire munic-
ipal budget and report expenditure by vote, as well as expenditure against budget for each
allocation. In general, metros reported that the financial reporting aligned with existing sys-
tems and was not problematic.

Progress on capital spending was reportedly monitored constantly in Buffalo City and Ekurhu-
leni. As these are two metros that have experienced difficulties in spending their USDG
budgets to date, this is evidence that the close monitoring of this indicator at national level
has resulted in action at the municipal level prompted by remedial issues raised in the 2012
Performance Evaluation Report of the national Department of Human Settlements (DHS,
2012c).

2 mpact is taken here to be equivalent to a strategic goal, whereas an outcome is considered subordinate to the impact of goal.
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Non-financial reporting

In terms of the DORA grant framework, municipalities were required to report monthly non-fi-
nancial performance against their total capital budgets in the Section 71 reports. The DORA
grant frameworks also required that performance targets be set in the BEPP according to per-
formance indicators specified in a performance matrix laid out in the draft policy framework.
The 8th and 13th drafts of the policy framework (in section 9.2b)) clarify that the non-financial
indicators that are reported on by metros need to be drawn from the list of generic indicators
included in the BEP Performance Matrix. The indicators were also allowed to be adapted for
specific municipalities. This means that the municipalities were not required to report on the
full list of indicators, and these need not be consistently defined. This allows some flexibility
to municipalities as to how they report non-financial information. The indictors were to be
incorporated into the municipal SDBIP and reported on a quarterly basis.

A new template was developed by the Grants Management Directorate of DHS with National
Treasury in 2013 to ensure more standardized reporting of output performance indicators ex-
pected to be included in the SDBIP. However, there were still no indicator protocols provided
for the approximately 50 output level indicators.

In addition to the legislated reporting requirements, the need for specific project level report-
ing arose out of a concern from the national DHS that municipalities were not spending the
USDG on the right things.

“Ms Matlatsi said that DHS had agreed that there was a need for a detailed framework
that could be used for reporting on projects. A template had been developed and shared
with most municipalities and they had to indicate where the projects were, progress and
variations.” Minutes of the Human Settlements Portfolio Committee Meeting held on 14
September 20123°
A national respondent clarified that initially the DHS asked for detailed business plans for
each project, but this was met with resistance from the metros and was reduced to the per-
formance matrix in the BEPP (Respondent N9). However, metro respondents in Buffalo City
and Cape Town provided the researchers with project level reports that were being submitted
to DHS. It is not clear whether these reports were being submitted by all metros.

Cities reported considerable frustration with the requirements for reporting. In all case study
metros, respondents indicated that the reporting requirements were onerous, and seemed

30 Available at: http://pmg.org.za/report/20120914-ministerial-sanitation-task-team-report-and-update-recovery-plan-usdg. Accessed: 10
May 2014.
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to be being done simply for compliance, rather than any strategic use. Municipal compliance
with reporting requirements was confirmed by a national respondent:
“Cities are masters of compliance, and considering that they running with multi-billion
rand budgets. 85% they’ve been compliant, both in terms of submission of plans and
subsequent reporting.” (Respondent N9)
One metro respondent believe the BEPP Performance Matrix was overly complex, and in-
cludes inappropriate indicators (Respondent M19), while another believed that the indicators
did not capture the concept of spatial efficiency and built environment (Respondent M33).

Provincial oversight and reporting

Provincial respondents claimed that they were being bypassed in the process of reporting
on USDG. However, this was contradicted in the case of Gauteng, where officials from both
Johannesburg and Ekurhuleni claimed that they sent quarterly reports to the Province. Nev-
ertheless, it is clear that the provinces feel excluded from the USDG monitoring process, but
still feel their mandated responsibility to perform oversight of the grant as a component of
human settlement development:

“You cannot account for something you have no control over” (Respondent M65)
Provinces evidently undertake far more oversight and reporting in relation to housing pro-
gramme implementation than the USDG. However, provinces are still required to report to the
national DHS on the achievement of the Outcome 8 targets. USDG is explicitly a contributor
to these targets through the servicing of informal settlements, and the purchase of land. A
Rapid Appraisal of Outcome 8 (PDG, 2014a) found that the degree to which the provinces
include the metro delivery figures or not varied from province to province. In some places the
reporting was consolidated, while in other provinces the metros reported their Outcome 8
contributions directly to DHS.

National oversight and reporting
A DHS official detailed how the system of monitoring and evaluation consisted of reviewing
provincial housing plans, discussions with provincial officials and visiting a few selected proj-
ects, with the findings consolidated into a report. The respondent admitted that the DHS is un-
der-resourced for M&E and undertake monitoring at a very high level looking only at around
10% of projects, and focusing at a programme, rather than a project level (Respondent N16).
The capacity constraints at a national level mean that the department has to rely on the integ-
rity of plans and the credibility of reports to gauge performance (Respondent N9).
“[Monitoring] is limited, but we are still doing it. It is more compliance than a true M&E
system, but it will help you to come back and let you say ‘Let’s change the way we are
doing things now’” (Respondent N16).
Another national respondent stated that the DHS does quarterly reviews and one-on-one ses-
sions with metros to identify issues and blockages and propose remedial action (Respondent
N7). In addition a monthly report on metro spending is submitted to the Executive Manage-
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ment Team. On a quarterly basis, a report on both expenditure and non-financial performance
is prepared.

The annual performance evaluation reports produced by DHS (DHS, 2012c; DHS, 2013c)
focus heavily on levels of grant expenditure, and this is the first issue presented in the report
and repeated later in the reports. Much of the evaluation report appears to be taken from met-
ro submissions rather than a judgment made by the national department, although there is
reflection on the reasons for under-achievement of targets. It was striking that some aspects
of the 2013 BEPP Assessment Report were identical to the 2011 BEPP Assessment Report,
indicating that over two years the feedback had either failed to be taken into account or con-
ditions remained unchanged, particularly around the SWOT Analysis.

The critique of the national oversight from the metros is that monitoring is only being done
on specific projects and not on how they fit into the BEPP and the suite of other plans. At the
Buffalo City Validation Workshop, and attendee noted that the DHS was ‘fixated’ on project
reporting. While some respondents complained that there was no feedback from DHS on the
reports submitted, others believed that DHS was ‘micro-managing’ the metro implementation
of the grant. This latter perspective is linked to the need to report progress and expenditure
on a project-by-project basis. The City of Cape Town SWOT analysis in the 2013 USDG Per-
formance Report (DHS, 2013c) states that micro-management is a threat to the success of
the grant.

“The intent of the USDG for integrated human settlements in the built environment must

be kept. If it becomes overregulated and reported to death, and people don’t understand

outcomes and outputs, it will kill it” (Respondent M4).
At the national level the USDG monitoring framework indicators are included in DHS’s Annual
Performance Plan (APP) and Annual Report through multiple indicators including: Number
of hectares released for human settlements development; Number of sites serviced by year;
and Number of households upgraded in well-located informal settlements with access secure
tenure and basic services. The first and latter indicators are also tracked as part of the Pro-
gramme of Action for Outcome 8. The metro level reporting is aggregated with the provincial
delivery (where they are known to be exclusive) to provide a report on performance at nation-
al level.
Difficulties in monitoring outcomes related to a supplementary grant
Many of the difficulties experienced in monitoring performance in relation to the USDG are
related to its status as an outcomes-focused supplementary grant. There are a wide range
of possible grant outputs, as reflected in the Theory of Change, and metros are not required
to direct the grant funding into any specific one of these outputs in any specified proportion.
This is most clearly articulated in the 2013 USDG Performance Report (DHS, 2013c), which
states that:

“USDG as a Schedule 4 Grant (specifying allocations to municipalities to supplement the
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funding of functions funded from municipal budgets) does not require detailed reporting
by the Metropolitan Municipalities that links targets in the plans, to outputs and expen-
diture that relates to the USDG allocation. However DORA expects the transferring
National Department to compile and submit a Grant Evaluation report within two months
after the end of the financial year. As previously raised in the 2011/12 financial year per-
formance report, this expectation of a detailed evaluation report is unfortunate [sic] in di-
rect conflict with the approach adopted by Schedule 4 Grants of DORA which prescribes
minimal performance obligation on the part of the receiving Metropolitan Municipalities.”
(DHS, 2013c; 146)
However, national DHS is still required to account for the grant expenditure and performance,
and so have relied on the numerous output indicators specified in the BEPP Performance
Matrix to do so. This has led to the perception, both nationally and at the metro level, that the
national department is ‘chasing the numbers’:
‘What I've got a problem with is that there is such a focus on numbers. Especially when
you are talking about spatial development and the built environment. ... For example with
respects to numbers of sites serviced, a number of our projects are not about freestanding
houses ... I've got a block of flats of say 100 flats. They all get completed at the same time.
You can only talk about percentage completion’ (Respondent M39).

“At the end of the day, it is about chasing numbers. It is about chasing numbers.” (Re-
spondent N9)
Much of this perception was related to the DHS'’s historical focus on housing delivery tar-
gets, which it was believed was being superimposed onto the monitoring of the USDG:
“We are a little bit spoilt because we are used to housing. And now there is a different
way of reporting when it comes to USDG, and what | would argue very strongly is that
we don’t want to adopt the same approach as housing because housing it is a serviced
site or a top structure — that’s all that you want to buy. ..it is easy to account. But in the
case of municipalities you are investing in public spaces, you are investing in a number
of areas so you want to see whether this grant is helping you to achieve all of these
spatial goals that you want to achieve...so the measure for USDG is completely going to
be different from housing. You are not going to use the same tools and the same instru-
ments that you are using for housing to measure USDG. My view is, first let’s assess the
plans, and if the plans make sense, then you look at how the grant is performing to help
us achieve those plans. And then we can monitor the plans, we can monitor the perfor-
mance of the grant.” (Respondent N16)

There is no consistent and agreed approach to monitoring the diverse outputs associated

with the USDG, let alone the outcomes to which the grant contributes:
“To measure outcomes is difficult. What is the outcome? The outcome is that the person
sitting with their feet in water is now dry. That’s a good outcome. How do you measure
that?” (Respondent M4)
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“It is maybe a 5 year window before you realise your final result. So it is difficult to say in

terms of ‘did you get value for money?”. No, but it is a longer term project.” (Respondent

M23)
The solution to the problem of inadequate tools to monitor the performance of the grant in
its current form, as proposed in both USDG Performance Reports (DHS, 2012b; 2013c), is
to increase the grant conditions as well as the re-classification of the grant from Schedule 4
to Schedule 6% (specifying specific-purpose allocations to municipalities). It is believed that
this will ensure that the DHS “is better placed to monitor the USDG in respect of the devel-
oped plans as well as the preparation of the evaluation reports.” (DHS, 2013c:146).

31 Specific purpose grants are now contained in Schedule 5 of the latest DORA.
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7. Analysis

7.1 Approach

This chapter seeks to explain and interrogate the research findings with a view to informing
the research conclusions. It draws from the policy and legislative context, the literature review
and a synthesis of the research data to understand the reasons behind observed phenomena
and perspectives gathered on the design and implementation of the USDG. The chapter is
structured into two main sections. The first section evaluates the grant design (captured in
the Theory of Change and the ‘defining features’) in relation to the policy intent, public finance
principles and international best practice. The second section analyses the research findings
around implementation of the grant in relation to the Theory of Change.

7.2 Evaluation of the USDG design in relation to international best practice

The Municipal Infrastructure Investment Framework (MIIF) (DBSA, 2010) indicated that all
categories of municipalities in South Africa face a shortage of capital funding. Although met-
ros are proportionately better off than smaller municipalities, they face far higher numbers of
service and housing backlogs. As the urban poor are not expected to, or able to, repay the
cost of infrastructure, this cost is covered by the South African State. However, metros have
limits to own source revenue, and tax revenue is centralised. This reflects the existence of
what Slack (2007) terms a ’vertical fiscal gap’, for which a national transfer is justified. Ac-
cording to UN-HABITAT (2009) the solution to a vertical fiscal gap is an unconditional grant
for the municipality to spend as it deems appropriate. This is the approach followed in the
supplementary design of the MIG (Cities) and USDG.

While the USDG, like MIG (Cities), is supplementary, it is not unconditional and therefore
does not follow this international guidance exactly. However, the conditions currently attached
to the USDG are almost entirely procedural and relate to reporting requirements as a pre-req-
uisite to the release of funds. The outcome statement, and even the outputs, are relatively
broad and open to interpretation. This is assumed to be an intentional aspect of the grant
design and illustrates a high degree of trust in metros to plan in such a way that fulfils the
grant intent, and then select and fund projects that realise the plan. This approach that ex-
hibits confidence in the ability of local government is evident in the five principles underlying
the MIG (Cities). It is notable that the grant design of MIG (Cities) was specifically aimed at
increasing accountability through relaxing grant conditions: through requiring metros to take
ownership of their use of grant and then account for the outcomes. This shifting of responsibil-
ity onto metros is continued in the original USDG grant framework that sought to “...[provide]
large municipalities with appropriate resources and control over the selection and pursuit of
investment programmes in the built environment” (RSA, 2011:167 — emphasis added). It is

notable that this statement was removed in subsequent grant frameworks.
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Both the MIG (Cities) and USDG were conceptualised as performance-based grants. Early
drafts of the USDG policy framework included explicit statements about the grant serving as
a catalyst for built environment performance improvement. This outcomes and performance
focus is consistent with the national policy shifts to an Outcomes Based Approach. The inten-
tion was that evaluation of the grant would be evidence-based, informed by an intervention
logic, and advanced overarching results objectives in the sector. In the case of incentives to
perform, international experts favour ‘tournament grants’ which provide for additional funding
to those cities which perform well. While a performance-based requirement has never actu-
ally applied to the USDG, a performance improvement approach has informed the account-
ability arrangements of the USDG in which non-financial performance is reported.

The table presented in the literature review comparing traditional conditional grants with out-
put-based (performance-oriented) grants is reproduced below to assess how the USDG fares.

Table 17: Assessment of USDG as a traditional or output-based conditional grant

Criterion

Traditional conditional
grant

Output-based grant

Assessment of the
USDG

Grant objectives

Spending levels

Quality and access to
public services

Output-based

Grant design and administration | Complex Simple and transparent | Output-based
Eligibility Recipient government Recipient government Traditional
departments/agencies provides funds to all gov-
ernment and non-gov-
ernment providers
Conditions Expenditures on au- Outputs —service deliv- Output-based

thorized functions and
objects

ery results

Allocation criteria

Program or project
proposals approvals with
expenditure details

Demographic data on
potential clients

Output-based

Compliance verification Higher level inspections | Client feedback and Traditional
and audits redress, Comparison of
baseline and post-grant
data on service quality
and access.
Penalties Audit observations on Public censure, competi- | Traditional
financial compliance tive pressures, voice and
exit options for clients
Managerial flexibility Little or none. No tol- Absolute. Rewards for In between
erance for risk and no risks but penalties for
accountability for failure. | persistent failure
Local government autonomy Little Absolute In between
and budgetary flexibility
Transparency Little Absolute In between
Focus Internal External, competition, In between

innovation and bench-
marking
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Accountability Hierarchical and to Results-based, Bot- Traditional

higher level government, | tom-up, client-driven
controls on inputs and
process with little con-
cern for results

The analysis indicates USDG is a hybrid: it illustrates characteristics of both a traditional and
output-based conditional grant. Many of the features of the USDG that are characteristic of
a traditional grant relate to the way the grant is monitored, while the original design is largely
an output-based grant.

The USDG complies with best practice in terms of being one of several sources of funding
available to cities, with cities expected to source a substantial proportion of funding them-
selves. However, in relation to countries in Latin America and East Asia little emphasis is
placed on private participation in infrastructure finance. There is some question over whether
the USDG is actually a ‘supplementary’ grant if it funds more than 50% of the capital expen-
diture of a municipality, as is the case in four of the eight metros. The definition of a ‘sup-
plement’ is “a thing or part added to remedy a deficiency; and addition; an auxiliary item or
means”® . Although there is an implication that the supplement is smaller than the item being
added to, the dictionary definition does not confirm or dismiss this interpretation. However, if
one extends the ‘vertical fiscal gap’ argument, then the larger the gap, the large the transfer
should be. In this case, ‘supplementary’ refers to supplementing the municipal budget rather
than supplementing alternative funding sources. Provided there are some alternative funding
sources, then the USDG, by definition, will always be a supplement.

The danger with this approach is that grant funding can displace alternative funding sources,
which is evident in some South African metros. This calls into question the manner in which
the quantum of the transfer is calculated. In the case of the USDG, the quantum is based on
the formula employed by MIG, which itself is based heavily on service backlogs. The USDG
grant framework states that:

“The base allocation [of the USDG] is derived from the Municipal Infrastructure Grant
formula explained in part 5 of annexure W1 in the bill. The formula incorporates backlog
and poverty-weighted data” (RSA, 2011:168).

In terms of the methods of revenue sharing discussed in the literature review, this is an ap-
propriate mechanism for an essentially redistributive grant. However, the logic was somewhat
dissipated with the addition of a portion of the HSDG funding. This has meant that the MIG
formula could no longer be used, and it appears that the relative amounts of the USDG have

32 The New Shorter Oxford English Dictionary, 1993”
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simply been escalated annually according to the growth of the overall pool of funding made
available for the grant, and the relative split between metros has remained constant. Although
the quoted allocation criteria quoted above is correct for the MIG (Cities) portion of the USDG
in the first year, it does not state how the HSDG portion was allocated. In addition, the backlog
figures used for MIG (Cities) allocation would have been based on the 2001 Census, and did
not incorporate the latest 2011 Census figures. The net effect is that the relationship between
the USDG allocation and the underlying “backlog and poverty-weighted data” is becoming
more distant over time.

Only one respondent (Respondent N4) raised the issue of the allocation formula, stating that
it needed to be more transparent and updated. The issue was not raised by any of the metro
respondents. However, the fact that there is evidence of possible displacement of own source
funding in some metros suggests that the allocation mechanism may need to be reviewed,
based on a closer relationship between the grant objectives and the basis for allocation. For
the MIG (Cities) allocation, it is understandable that the basis for allocation was “backlogs and
poverty-weighted data”, but with the shift in the grant objectives and the inclusion of a portion
of the HSDG, there is motivation to include a wider range of factors in the allocation formula.
The ten principles set out by Shah (2007, cited in UN-HABITAT, 2009:39) are used to evaluate
the design of the USDG:

Table 18: Assessment of the USDG according to criteria set by Shah (2007)
Assessment of the USDG

Criteria Measure

Efficiency

Efficiency is achieved if the
grant is neutral with respect

to local government decisions
on the allocation of resources
to different activities, except
where the grant corrects exist-
ing distortions in expenditure
practices.

The grant is efficient in that the
allocation is relatively unaffect-
ed by local government deci-
sions around how it is used, but
there is no incentive for metros
to increase expenditures to the
optimal level. To correct this
weakness, a ‘matching’ com-
ponent to the grant could be
considered.

Fairness (equity)

All municipalities should be
able to provide an adequate
level of service without resort-
ing to unduly high tax rates.
The transfer to municipalities
should vary directly with the
fiscal need and inversely with
the fiscal capacity of the munic-
ipality (capacity to raise own-
source revenues).

The origin of the grant in the
MIG formula means that the
relative allocations to metros
are based (roughly) on fiscal
need and inversely with the fis-
cal capacity of the municipality.

Clear Objectives

Grant objectives should be
clearly specified.

The grant objective is clearly
specified, but is broad enough
to result in different interpreta-
tions between stakeholders.
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Fairness (equity)

All municipalities should be
able to provide an adequate
level of service without resort-
ing to unduly high tax rates.
The transfer to municipalities
should vary directly with the
fiscal need and inversely with
the fiscal capacity of the munic-
ipality (capacity to raise own-
source revenues).

The origin of the grant in the
MIG formula means that the
relative allocations to metros
are based (roughly) on fiscal
need and inversely with the fis-
cal capacity of the municipality.

Clear Objectives

Grant objectives should be
clearly specified.

The grant objective is clearly
specified, but is broad enough
to result in different interpreta-
tions between stakeholders.

Accountability

The donor government should
be accountable for the design
and operation of the grant
program. The recipient govern-
ment should be accountable to
citizens and the donor govern-
ment for the use of the funds.

National government is re-
sponsible for the grant design
and operation and local gov-
ernment is accountable to
national government, both in
terms of regular reporting and
in regular presentations to the
Portfolio Committee on Human
Settlements. However, the
accountability mechanism of
the local government to citizens
relies on the local government
democratic process, which is
therefore indirect and relatively
weak.

Transparency

Transparency is enhanced
when the recipient government
and citizens/taxpayers have
access to information about the
grant formula and the allocation
of funds.

The public has access to infor-
mation on the allocation of the
funds, but not to the grant for-
mula. It is therefore not entirely
transparent.

Stability and predictability

Revenues should be stable and
predictable so that municipal-
ities can budget and plan for
future expenditures.

The USDG is relatively stable
over a three year period

Revenue adequacy

Municipal governments should
have adequate revenues to
discharge their expenditure
responsibilities.

This was not specifically as-
sessed, but the MIIF suggests
that metro revenue (including
the USDG) is adequate but
would be severely lacking with-
out the USDG.

Autonomy

Municipal governments should
have autonomy and flexibility
to set their priorities and not be
constrained by grant funding.

Metros currently have a large
degree of autonomy and flexi-
bility to set their priorities.

Responsiveness

The grant formula should be
flexible enough to allow munic-
ipalities to respond to changing
economic circumstances.

The grant formula is not flexible
and therefore not responsive

to economic conditions, except
that the total pool of available
funding does vary according to
the size of the fiscus.
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Simplicity The grant formula should be The original grant formula was
based on objective factors over | based on backlogs, which
which local governments have | is a suitably objective factor.
limited control. The formula However, this is no longer used
should be easy to understand. | directly.

7.3 Analysis of implementation of the USDG in relation to the Theory of Change

7.3.1 Understanding and interpretations of the USDG

There were three informants to the design of the USDG: the grant’s fiscal design was inher-
ited from MIG (Cities); the renewed focus on human settlements and informal settlement
upgrading was driven by the BNG policy and closely linked to the achievement of Outcome 8,
and the devolution of responsibility for implementation to metros was part of a broader devo-
lution of built environment functions to local government. These three informants emanated
from different national departments: the first from National Treasury; the second from DHS;
and the third from various departments at different times and through various policies and
legislation. There is no indication that one informant was dominant, but these were blended
into the design of the grant in somewhat of a compromise. However, the differences in inter-
pretation that emerge are related to how the respondents viewed the origin of the grant and
the relative importance of each of these three informants, which varies considerably. This is
also possibly the reason behind the lack of finalisation of the USDG policy framework.

At the heart of the contestation and differences in interpretation of the USDG are the concepts
of what constitutes ‘human settlements’ and the ‘built environment’ and how each of these are
intended to be funded. While ‘sustainable human settlements’ is defined in the BNG policy,
the diagram in Figure 25 is intended to present a simplified model to define these concepts
in more tangible terms in order to analyse the emerging narratives around the purpose of the
USDG.

It is best to explain the diagram from the housing top structure (top left of the diagram) out-
wards. The top structure (house) is located on a serviced site, which in turn is located within
a city block that is provided with internal services. This city block is located within a human
settlement (neighbourhood) that includes municipal public services (parks, clinics, commu-
nity halls, libraries, etc.) and social services (schools and hospitals). The human settlement
is situated in the built environment that includes non-residential services and buildings, public
places, transport networks (higher order roads and public transport facilities) and transport
interchanges. In addition, the built environment, human settlements and individual sites are
all served by bulk infrastructure (which may be the same or different pieces of infrastructure
serving these three different components). Finally, the built environment is situated within the
natural environment (land). A small sub-set of land is identified as land for housing.
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LAND FOR HOUSING
TOP STRUCTURE

INTERNAL SERVICES

HUMNAMN SETTLENMEMNTS
(including municipal

public sarvices and
social services)

BUILT ENVIBOMMENT
{including non-residential
services and buildings,
public places, transpart
networks and transpor:
interchanges)

BULK
INFRASTRUCTURE

LAND / NATURAL ENVIRONMENT

Figure 25: Conceptualisation of the components of the metro environment

Figure 26 illustrates the metro capital grant funding arrangements in 2010. The MIG (Cities) is
shown funding bulk infrastructure for the entire built environment, as well as municipal public
services within human settlements. The HSDG is used to fund land for housing, services and
top structures. It is also possible to use the HSDG for municipal public services, but it not
known the extent to which it was used in this way. The Integrated National Electrification Pro-
gramme (INEP) funds bulk electricity to serve housing, and the Public Transport Infrastructure
and Systems Grant (PTISG) and NDPG fund specific components of the built environment.
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LAND FOR HOUSIMG
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serv ces and buildings, .
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interchanges)

PTISG

IMFRASTRUCTURE

LAMD / NATURAL ENVIRONMENT

Figure 26: Grant funding environment in metros circa 2010
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Figure 27 illustrates the changes that occurred with the introduction of the USDG and the sub-
sequent introduction of the ICDG. In addition to what was funded by MIG (Cities), the USDG
now funds land and internal services for housing. It is unclear whether the USDG was intend-
ed to fund land for other built environment purposes, hence the dotted arrow in the diagram.
ICDG has been added to the funding of the built environment. In other respects the funding

environment is the same as in 2010.

H501G

LAND FOR HOUSING

TOP STRLCTURE

INTERMAL SERVICES

HUMAN SETT_EMENTS
[including munizipal
public services and
social services)

BUILT ENVIRCONMEMNT
(including non-residential PTIG
sery ces and buildings,
public places, transport NDPS
¥ networks and transport
v interchanzes) ICDG

INFRASTRUCTURE

Figure 27: Grant funding environment in metros circa 2013

The findings on the interpretation of the USDG in the previous chapter are dominated by two
distinct narratives surrounding the evolution of the grant. The first narrative, told by provincial
DHS and the Portfolio Committee, is that money was taken away from the HSDG to provide
for infrastructure because this was stalling the delivery of housing. The second narrative,
told by metros, is that the USDG is a natural progression from MIG, through MIG (Cities) to
provide an ever more flexible grant for infrastructure provision that supports the devolution of
built environment functions to cities by allowing them to set their own priorities.

In relation to the two diagrams above, the first narrative focuses on the changes that occurred
to MIG (Cities) to focus on land and services for housing, while downplaying or ignoring the
fact that the USDG still needed to fund all the things that were funded by MIG (Cities). The
second narrative is stuck in the paradigm of the first diagram (but acknowledging the addition
of funding for land) while ignoring the shifting policy intent of the grant through the specific
provision for services to support housing development. National DHS can be characterised
(although the perspectives of individuals within DHS varied considerably) as sitting midway
between these two perspectives, as they acknowledge the necessity of funding human settle-
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ments from the USDG, but generally exclude the possibility of funding the built environment.
National Treasury appears to take a broader built environment perspective that links between
urban settlements formation, spatial efficiency and the transformation of the apartheid spatial
form and the relationship between this grant and others like the PTIG, NPDG and ICDG. In
this way, the National Treasury perspective is supportive of the metro narrative. However,
this broader interpretation is also responsible for the wide and varying outcome and output
statements in the DORAs that in turn have influenced the metro interpretations and created
unrealistic interpretations of what the grant may be able to achieve.

The conditions included in the draft policy frameworks that exclude the use of the USDG for
electricity services and the supplementing of top structure subsidies for densification, are mo-
tivated on the basis that there are existing grants to fund these two items (INEP and HSDG,
respectively) and grant overlap, or ‘double-dipping’ should be avoided. However, if one takes
the built environment efficiency perspective (i.e. greater densification through expensive
multi-storey units being a prerequisite condition for greater efficiency) then more expensive
top structures and the funding of electrical connections to backyard shacks would appear to
be justified. The reason that municipalities use the USDG to fund expenditure that could be
funded by other grants is simple pragmatism: the USDG is relatively unconstrained, while oth-
er grant processes are onerous, slow and place too many restrictions on the municipalities.
This indicates that the USDG’s lack of conditionality is a great advantage to municipalities,
but which could also be abused if not regulated. It also indicates that other grant conditions
may be too onerous and may need to be re-evaluated. The consolidation of municipal infra-
structure grants would be one solution to this issue.

It is noted that the metros have an incentive to interpret the policy intent of the USDG as
widely as possible, as it provides them with a larger pool of funding with unlimited flexibility.
On the other hand, provincial and national DHS have an incentive to interpret the USDG nar-
rowly as it facilitates the achievement of their primary performance indicator: the delivery of
housing opportunities towards Outcome 8: Output 1. While the national and provincial policy
documents all reflect a conceptual shift from ‘housing’ to ‘human settlements’, there is little
evidence of the department facilitating human settlements creation beyond housing delivery.
Both narratives described in this section can be labelled as somewhat myopic and ignore the
full set of informants and precedents to the USDG: the broad view ignores the deliberate shift
in policy intent to focus specifically on human settlements, while the narrow view ignores the
fact that human settlements comprise a wide range of infrastructure components beyond just
housing and the services that support it.

33 The 2014 BEPP Guidelines (National Treasury, 2013) explain the difference as being one of scale with the CIF focussed on metro-wide
priorities, and the BEPP operating at a lower level: “The BEPP approach is based on spatial targeting at a sub-metro scale which requires
prioritisation within the CIF to trigger spatial integration for the longer term”, However, it is not clear whether there is sufficient difference
between these two to justify two plans. .

DHS/DPME



Design and implementation evaluation of the USDG — Executive Summary 17 March 2015

7.3.2 The Built Environment Performance Plan and planning process

Rationale for the BEPP

The BEPP’s place within local government development-planning has certainly evolved since
its introduction in 2011/2012 when it was completed mostly for compliance purposes in order
to access the USDG. When one considers the value of the USDG as a financial incentive
(R6.26 billion in 2011/2012 across eight metros) in relation to the timeframes (a few months,
without a clear benchmark or refined guidelines) to produce the first BEPPs, it is fairly obvious
that regardless of their purpose, metro municipalities would produce the BEPPs to meet the
conditionality of the grant in order to access the funds.

One of the challenges of the BEPP has been in the awkward space it occupies between a
rationalisation for the capital programme of the municipality; the strategic integrated develop-
ment intentions of the IDP and SDF; the existence of a number of infrastructure sector plans;
the operations of project pipelining and prioritisation; and reporting on grant performance.
In practice this has meant that the plan depends on other mandatory plans such as the IDP,
SDF, and Housing Sector Plan, before identifying a sub-set of the total capital projects list-
ed for USDG funding. In trying to distil the core purpose of the BEPP from these multiple
functions, the value of the BEPP expressed by metros has been in relation to two potentially
opposing uses. The first is as a long-term rationale for the capital investment programme of
the metros, and the second is to inform project selection.

The long-term rationale for the capital investment programme of the metros would make it
more strategic in intent. At the moment, producing a yearly plan for capital projects (that often
take years in terms of pipelining and delivery) is of limited proactive value, whereas a longer
term BEPP could be of much greater value if it sets out a broader framework for the capital
programme that is guided by efficiency considerations and spatial transformation objectives.
However, this function would seem to be duplicated by the long-term Capital Investment
Framework (CIF) required as a mandatory part of the SDF, through the SPLUMA 33,

The second area where the BEPP is of value and could be of greater significance is in pro-
viding a framework to inform project selection and funding allocations by introducing broader
spatial and built environment considerations to the planning process, which manifests itself
in the understanding of the BEPPs as ‘Business Plans’. In this sense the BEPPs motivate
for the capital projects included in terms of broader strategic and spatial imperatives and
allow for the identification of a sub-set of capital projects in relation to the USDG. However,
because of the length of the value chain and the lead time for the planning and completion of
capital projects, this is proving fairly reactive on a yearly basis rather than more proactive and

transformative over the medium to long term.
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Other planning across spheres

Generally, the BEPPs were conscious to acknowledge and speak to the policy imperatives of
provincial and national government. Thus, to some degree the BEPPs were informed by pro-
vincial planning, if at the very least by virtue of being derived from other planning documents
(like the Human Settlements Plan) that considered provincial plans more explicitly. How-
ever, in terms of upward planning there was little documented evidence of any considered
alignment or complementarity between the Provincial Human Settlement Planning and the
BEPPs, as assumed in the various iterations of the USDG Policy Framework (DHS, 2011a;
2012b). Provincial planning is not consistently aligned to metro planning, and the absence
of any reference to the BEPP in any provincial APP is indicative of a failure of this document
to break the ceiling of internal metro development planning. It is certainly not something the
provinces are using to inform their planning, in part because they are still unclear on what
their role is in relation to the USDG and the BEPP. This is also a result of a less than optimal
BEPP Panel process and some issues that remain in terms of the best timeframes for com-
piling the document in terms of each metro’s planning calendar.

Where there is policy alignment between the BEPPs it is with regard to national policy matters
pertaining to the built environment and cities. There is a clear policy imperative to spatially
transform cities and ensure that the built environments become more efficient so as to unlock
growth and reduce opportunity costs for the peripheral, marginalised and urban poor. In this
sense the BEPPs align to these imperatives both directly and indirectly. This reflects in ref-
erences across the BEPPs to the National Development Plan in particular, but again, often
through the indirect references derived from other planning documents, such as the SDF and
IDP (see for example, BCMM, 2013; 49, 95).

Another point to consider is with which national and provincial plans the BEPP are intended
to align. Given that the BEPP deals with investment at a sub-metro scale, and as municipal
spatial planning is now firmly a municipal responsibility, it is not clear why the BEPP needs
to align with any plans of other spheres, notwithstanding the implementation of government
policy. Itis more a case of provincial (and potentially national) housing plans now having to
align with the spatial priorities of the cities. This type of upward alignment is clearly not taking

place at present.

Redundancy in the municipal planning framework needs to be addressed

The BEPP was introduced into a fairly complex, but well-established municipal planning con-
text — an IDP closely linked via its capital investment framework and SDBIP to the municipal
budget - without a clear indication of how this plan was intended to relate to the other plans. It
has emerged that the BEPP was introduced to address the failure of existing statutory plans
to function as intended. As a result, the initial BEPP guidelines required municipalities to du-
plicate the content of pre-existing plans, to produce a new plan, probably, but not necessarily,
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with more detail but without enjoying the same legal status as those plans.

While the USDG draft policy framework intended that the BEPP be the ‘central plan’ guiding
capital spending in urban areas, this was not realistic given the existing planning framework
and is not surprising that this has not been realised. The BEPPs appear to act at a distance
from other planning processes (other than drawing heavily from them) and lack a strategic
intent despite being derived from other strategic documents. As the BEPP is derived from
the statutory plans, strictly speaking it should not, provide any strategic guidance not already
contained within those plans.

The BEPPs are also short-term in nature, having to be produced every year like the SDBIPs,
while they are required to speak to long term built environment objectives, and at the same
time, report on USDG spending and output performance. The BEPPs are therefore trying to
do too much in too short a period of time, with the result that they are onerous to compile, and
municipalities failed to see how they integrate with other plans.

However, since this research was commissioned, the BEPP guidelines were amended sig-
nificantly to rationalise the objectives of the plan and to link it to all the infrastructure grants
(USDG, PTIG, NDPG, ICDG, HSDG and INEP). The limited observations since this develop-
ment indicate that these have been welcome amendments to the original BEPP concept that
have focused the plan on performance of the built environment that can be achieved through
the integration of a range of instruments. The purpose of the BEPP has therefore evolved
from being a justification of USDG expenditure to setting out how various funding sources
integrate to achieve a longer term spatial objective.

7.3.3 Allocation of funds and project selection

All of the metros have understandably sought to make use of their existing project prioriti-
sation and identification processes and layered on some additional consideration for USDG
funds. In the case of Cape Town, this involves the PRC which doubles in its function for the
approval of HSDG related projects and thereby provides a complementary link. In Ekurhuleni
and City of Johannesburg an extra step is added on top of their project prioritisation models
for USDG project selections. In Buffalo City a decision is taken through management con-
sensus from a list of existing projects and existing funding allocations. In no instance did any
of the metros indicate this process as being delayed, held up or slowed down on account of
USDG related requirements or considerations and therefore a judgement can be reached that
this process happens relatively efficiently across the metros under assessment.

One area of policy uncertainty is the use of USDG for operational expenditure. While these

proportions are relatively small, and are generally used to increase project management ca-
pacity in order to accelerate implementation, there is no official policy basis for this expen-
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diture. The DORA (RSA, 2013b) and the Draft National Policy are explicit that the USDG is
a capital grant. It is assumed that this expenditure is based on the fact that the HSDG and
MIG policies both contain a 5% OPSCAP provision. This expenditure has a direct impact on
the efficiency and effectiveness of the grant, but policy clarity is required to describe the cir-
cumstances in which this may be acceptable, so that all metros are treated equally and that
this provision is not abused. There is a risk that a ‘top slice’ of the USDG for capacity building
may duplicate the funding provided for this purpose within the HSDG and the Human Settle-
ments Capacity Building Grant. However, the HSDG portion is intended for use at provincial
level and the Human Settlements Capacity Building Grant is intended to improve capacity to
administer the housing function in anticipation of assignment. The USDG ‘top slice’ currently
fills existing capacity gaps in infrastructure project management, and is therefore believed to
have a different purpose to the other capacity-building funding sources.

7.3.4 Spatial distribution of projects

The grant is generally being directed to the poorest and peripheral areas of the cities or along
corridors or nodes. The extent to which this is a rigorous spatial prioritisation process is vari-
able. The indications that not only the poorest households are benefiting from the grant would
indicate that it is not efficiently targeted.

The value of the grant in terms of its contribution to spatial transformation therefore appears
to be questionable.

The USDG as it is currently designed and implemented does not appear to be giving rise to
the spatial transformation that was envisaged, but at least it is not a negative influence on the
urban form, as has been alleged of the HSDG.

7.3.5 Outputs: Products and services delivered

The nature of products and services delivered through the USDG does not lend itself to con-
sistent or uniform processes that produce outputs within certain comparable timeframes. As
a result of this any judgement of efficiency in this regard is very difficult to make on a gener-
alised basis.

However, across the metros there were common issues that delayed or held up the delivery

of outputs: namely capacity issues and inefficiencies within the existing financial administra-

tion and management systems. These included, but were not limited to:

* Delays in supply chain management in terms of procurement of contractors and service
providers to deliver the products or services;

* Too few, over-burdened and/or under-skilled project managers within the metros to en-
sure delivery within timeframes and budget; and

* Inconsistent project implementation monitoring and close-out to ensure delivery of proj-
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ects to standards as intended.

Output measurement is important when considering value for money, which is usually cal-
culated on the basis of the unit cost per output, or based on the more commonly-accepted
evaluation practice in relation to outcomes (Fleming, 2013). With the USDG producing such
a wide range of outputs (or partial outputs in any given year), there is no way of saying that
one metro, which may have delivered one set of outputs provided better value for money than
another, which produced an entirely different set. For example, the first metro could have
purchased a reservoir, 15km of road and provided 200 toilets for a total of R600 million, while
the second metro could have upgraded four informal settlements, constructed the first phase
of a wastewater treatment works and purchased 5 hectares of land for a total of R750 million.
While unit costs for each individual project could be calculated, there is no meaningful way to
say that Metro A performed better than Metro B.

Establishing value for money in terms of a unit cost comparison for outputs, or outcomes,
across metros is beyond the scope of this evaluation. Nor is there sufficient data available at
this point to do this. Furthermore, different contexts, proximities, supply conditions, existing
infrastructure arrangements and environmental considerations all contribute to making such
comparisons less meaningful. A full Expenditure Performance Review would be required to
make this type of judgement, and even then, innovative ways would have to be found to de-

rive a common basis for comparison across metros and outputs.

The best approximation that can be proposed for addressing the evaluation question around
value for money is whether the ‘best’ use is being made of the available resources. In such a
complex environment, there is no simple measure of this. Two questions that could be asked
are: are the projects needed; and, are they being provided at the best price? The answer to
the first question lies in the project selection, which is a combination of the respective City’s
priorities defined in the IDP and whatever project prioritisation models or professional judge-
ments were made by municipal officials. In the current context of significant service backlogs,
and needs that are greater than available resources, it is unlikely that the metros will prioritise
a project that is not needed. However, this point places a spotlight on how projects are se-
lected and prioritised. The answer to the second question lies in the Supply Chain Manage-
ment process, which is closely regulated, and therefore the only way for the City to procure
services. One exception to this is the process of purchase of land on a ‘willing buyer, willing
seller’ basis. The perverse incentives to spend more on land acquisition in order to spend the
allocated budget, does not seem to impact on metros gaining the best prices that they can.
This is an important issue for consideration as it pertains to obtaining best value for money
more broadly.
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7.3.6 The USDG and the housing accreditation and assignment process

The BNG policy initiated a process of accreditation of municipalities to undertake the housing
function themselves, further advancing the principle of subsidiarity and the devolution prin-
ciple set out in the Housing Act. At the time of the introduction of the USDG in 2011, six of
the metros were already at Level 2 accreditation, while two were still at Level 1 accreditation.
This was still the case in 2014. It was not a coincidence that the intention to fully devolve the
housing function to the eight metros by March 2014 (as set out in the Outcome 8 Delivery
Agreement) coincided with the completion of three years of implementing the USDG. The
grant was intended to provide a ’bridge’ to support the devolution process through granting
the metro additional resources to develop administration and management capacity to under-
take human settlement projects.

There is a clear inter-relatedness between the USDG and the accreditation process as a
feature of the grant’s design, but implementation of this aspect of the design varied consider-
ably between metros. For instance, in the City of Cape Town there has been clear progress
to integrate HSDG and USDG-related project administration and approvals through a PRC
which has been implicitly and explicitly acknowledged as a ‘test for accreditation’. Meanwhile
in other metros such as Buffalo City, fraught relationships with the provincial department and
a perceived need to ‘build capacity’ delayed accreditation to Level 2 and there has been a
continued separation of the administration of HSDG and USDG, despite these intentions. Ca-
pacity concerns have also been stated by role-players in City of Johannesburg and Ekurhu-
leni, and Gauteng Province clearly has reservations about whether accreditation will lead to
better delivery based on its experiences to date.

Metros are pushing relatively hard for assignment, and believe they are ready. Coovadia
(2013:83) also notes that “the enthusiasm of municipalities for accreditation is driven more
by the need for funding certainty and full administration and management of national housing
programmes, than how accreditation can contribute to more integrated planning and land-use
management”. On the other hand, provinces are strongly resisting assignment, citing con-
cerns over capacity. It is somewhat ironic that provincial departments have been mandated
to develop capacity in municipal human settlement departments, but, by their own admission,

this has not taken place.

This impasse highlights the importance of the contested notion of ‘capacity’, how this is mea-
sured, and whether one can have capacity prior to having the responsibility to perform a
function. It is also noted that capacity is a relative concept. In most assessments of metro
capacity, this is not compared to the alternative, which would be provincial capacity. From
the delays subsequent to the capacity assessments undertaken in 2009 and 2011, it is clear
that the CCAP process was inadequate to convince the provinces to agree to assignment,
either because of technical flaws in the process, or because the technical argument did not
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outweigh the political resistance to what amounts to an erosion of provincial power.

Regardless of the context, it would appear that there is a need for national department sup-
port for municipal capacity and better communication and coordination of engagement be-
tween metro and provincial stakeholders in the process. The new Human Settlements Ca-
pacity Grant for metros in 2014/15 is a clear indication that this is already being addressed
by the national DHS. Direct support of the kind envisaged by the CSP as well as an agreed,
uniform and shared interpretation of the USDG Policy Framework will also greatly assist in
this regard.

7.3.7 USDG and the Cities Support Programme

At the time of undertaking data collection there had been limited progress and engagement
by metros with the Cities Support Programme. However, this changed during the analysis
and write-up phase. The validation workshops provided a source of new information on how
the CSP processes were unfolding and subsequent developments have indicated a growing
interface between the USDG processes and the CSP as a programme. The CSP has more
recently been involved in assisting the metros with the BEPP preparation, as well as facilitat-
ing better grant management and spending.

The limited interface between the USDG and the CSP to date should be understood in light
of the increasing clarity around the BEPP and its intended outcome, which is consistent with
the CSP’s outcome focus on “the transformation of the built environment into a more compact
city that is liveable, integrated, inclusive, productive, and sustainable” (National Treasury,
2013:4).

7.3.8 Shifting institutional roles
Amongst the different role-players involved in USDG implementation there have been a va-
riety of changes to their respective roles and responsibilities. Some of these changes have
been positive, while others have proved to be more challenging for the different actors to
accept. Emergent indications of how these changes are affecting delivery are reflected upon
based on the evidence available.

Metropolitan municipalities

At the level of the metropolitan municipality the USDG has helped to bring about some fun-
damental organisational shifts in how the multiple responsible line departments approach hu-
man settlement development. In the case of Cape Town, this has put the Human Settlements
Department at the centre of planning of the built environment and interdepartmental coordi-
nation, drawing human settlements considerations and perspectives into projects that might
otherwise have been implemented in isolation. In other cases like Buffalo City and Ekurhu-
leni, capacity demands have necessitated the building of organizational capacity in the form
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of EPMOs to support efficient capital investment. In Johannesburg the finance department
takes the lead in USDG allocation, while development planning handles the BEPP process.

There is no consistent location for the administration of the USDG as this varies between the
case study metros, and is known to vary in other metros as well (in eThekwini the engineer-
ing department administers the grant allocation). There are a range of arguments for which
department should manage the grant: human settlements because of the transferring depart-
ment and grant objectives; finance because it is a supplementary grant; engineering because
they are allocated the largest portion of the grant; or planning because of the cross-cutting
nature of the interventions. It would appear that the most important consideration is that there
is a fair representation of all the relevant parties in the process of project selection to ensure
that allocations are not skewed. There is evidence that suggest that in some cases the engi-
neering departments dominate to ‘capture’ the funds in a continuation of the status quo under
MIG (Cities) and that human settlements departments may be marginalised in some cases.
This is concerning because the human settlement department officials are the ones that are
accountable for the human settlement outcomes, and specifically for the housing delivery
programmes in terms of the Housing Act. However, there is evidence of involvement of the
human settlements department in all metros and this department is generally responsible for
reporting on the grant the national DHS.

The end result of this has inevitably been a bolstering of human settlements influence within
the metros, and an emphasis on planning and management capacity to deliver against bud-
gets, with Buffalo City’s recent performance an example of where an EPMO has strengthened
the overall capital programme of the metro.

While metros have to build new lateral relationships across their existing organisational de-
signs for human settlements, they are also advancing a broader institutional shift that will al-
low them greater agency in terms of human settlements decision-making relative to provincial

departments.

Provincial Departments

One group that the USDG has undoubtedly affected negatively is the provincial departments
of human settlements. The creation of the USDG was only possible through the combination
of MIG (Cities) funds with a 15% cut for infrastructure and services from the HSDG. It is there-
fore understandable that the provincial departments would have wanted to retain some influ-
ence over how this funding was spent and/or see some benefit in the reallocation of funding.
The cut in funding negatively affected provincial housing delivery for financial year 2011/2012,

and provincial departments have no say over the planning and spending of the USDG.

Although challenges of bulk and connector infrastructure were inhibitors to optimal housing
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programme performance, the USDG has yet to initiate a process that provincial departments
believe will unlock the kind of projects that were envisaged when the USDG was concep-
tualised. Instead, the representatives of all three provinces participating in this assessment
expressed concern that contrary to the grant’s intention, the metros are less likely to comple-
ment and integrate with, for example, the HSDG spending rather than more likely, because of
their new-found capacity to do their own prioritization in relation to the range of needs they
have to address.

Lastly, the USDG has contributed to a shift in the power dynamics between provincial depart-
ments and metros in terms of who sets the human settlements agenda. While every metro
addressed the “politics” of the matter in either implicit or explicit terms, provincial respon-
dents were less willing to do so. All the objections to the USDG raised by the provinces were
couched in terms of metros misusing the funding, or deliberately excluding the province from
involvement in the USDG process. This provincial perspective is understandable given the
significant loss of resources and influence over the human settlements agenda as a result
of the introduction of the USDG. In a sense, it was the expectation of assignment of the
housing function, created through Outcome 8 and the National Framework for Accreditation
and Assignment, and their associated targets, that negatively affected the province-metro
relationships. Metros expected to be assigned the function and therefore did not ensure the
substantive consultation and inclusion of the provinces in long-term planning, while provinces

still retained the financial resources necessary to complete housing projects.

There are two problems evident at the provincial sphere. Firstly, the provincial paradigm
seems not to have shifted from housing to human settlements, with many of the provincial
comments around the USDG focused on housing delivery. The second problem is that prov-
inces have not yet fully realised their important constitutional role to provide support to, and to
build capacity in municipalities. This is evident in the inability of the province to build sufficient
capacity in metros to be confident in assigning the housing function. These two problems
have important bearing on the future role of provinces in relation to the USDG.

National Department of Human Settlements

As the transferring department responsible for the USDG, the grant introduced new respon-
sibilities for the national DHS and a new relationship with metropolitan municipalities. With
its introduction occurring relatively quickly, the national DHS relied on assistance from Na-
tional Treasury to assist with the transition and to build capacity around the management and
oversight responsibilities associated with the grant. In particular, the sections responsible for
Grant Management, Programme Monitoring and Evaluation and Policy Frameworks all took
on new USDG-related responsibilities in their functional areas. While this would have been
challenging in any context given the new direct relationship with metros, there were further
complications. Firstly, these responsibilities were transferred after the grant had already been

DHS/DPME

—



Design and implementation evaluation of the USDG — Executive Summary 17 March 2015

introduced. Secondly, the capacity building programme to the department was incomplete.
Thirdly, there were inconsistencies between the official DORA grant framework and the draft
policy framework. Fourthly, the supplementary nature of the grant brought a greater degree
of complexity to this nascent oversight responsibility. These factors all put the department at
a disadvantage from the outset.

Evidence from the metros has indicated a need for certainty and clarity with regard to the
grant’s policy framework and provisions. This has not curtailed metros’ ability to spend the
USDG, but it has led to confusion and conflicting understandings of what the grant can and
cannot be used for.

In terms of the monitoring and evaluation responsibilities of the national department, they
have been stretched by the USDG reporting demanded from the metros. As part of DHS’s
primary responsibilities, greater coordination and technical support 3 is needed to set out
a common set of monitoring protocols, definitions and data management arrangements for
the sector to ensure a common basis for the utilisation of credible information. The lack of
monitoring protocols and definitions has been found to be a key weakness of monitoring and
evaluation in the human settlements sector in general (PDG, 2014b).

External role-players

The shift in roles and responsibilities of external role-players has been more limited than for
the aforementioned actors, in part because many of the external role-players had little ex-
isting knowledge of the USDG prior to this assessment. Nevertheless, there are some clear
indications of changes that have occurred with implications for human settlements delivery.
In the case of private sector developers in particular, the USDG provides the opportunity for
them to access a more flexible form of funding for bulk, connector and internal infrastructure
that is not constrained by the provisions of MIG or HSDG. While this has happened in Johan-
nesburg and, to a lesser extent, Cape Town, these developments have been frustrated by
lack of information available to external stakeholders on the USDG. If the potential benefit of
these new roles is to be maximized, it is important to convey clearly how the USDG can and
cannot integrate with HSDG funding and other housing programmes, and this will push the
metros to improve their own coordination and integration around the HSDG and USDG, while

requiring some kind of awareness-raising or consultation process.

In the case of civil society, a lack of information on the USDG has also limited civil society’s
ability to play its external oversight role. Metros have the potential to make use of existing
platforms for citizens to highlight challenges and propose solutions to challenges in the built
environment which could be enabled with USDG funds. It is perhaps telling that civil society

34 As the USDG is used primarily on infrastructure it is important for the department to have the necessary technical (engineering) capacity
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and the role that it could play, is not mentioned in any versions the draft policy framework, and
external engagement does not feature in the BEPPs.

7.3.9 Institutional challenges and gaps

Where there has been an inability to spend the USDG this would appear to be consistent with
a challenge of spending the capital budget in general, and not the USDG specifically. The
commonly-cited shortcoming is the lack of project management capacity to ensure that cap-
ital projects are delivered to the agreed standards within budget and on time. This seems to
be one of the biggest challenges in terms of capital expenditure, and it is further frustrated by
varying degrees of planning capacity in the different metros. However, through the use of the
USDG for operations (OPSCAP), the USDG has certainly helped to address this by building
or appointing additional project management capacity and allowing the metros flexibility in
identifying their respective weaknesses and using the USDG to supplement or support them
as appropriate. This has enabled Cape Town, Ekurhuleni and Buffalo City to all increase their
spending considerably over the course of implementation. In addition, the CSP, through the
revised BEPP process, is assisting municipalities to plan better and to spend capital budgets.

One of the issues that has also been raised, which is beyond the scope of what the USDG
can achieve, is supply chain management and procurement challenges within the metros
where a combination of a lack of capacity and strict MFMA constraints result in procurement
challenges and project delays. The specific concern relating to the MFMA®* was that the
ability to advertise tenders is constrained by the timing of the approval of the capital budget at
the end of June. While the MFMA Circular 62 of July 2013 and 5.8.3.1.1 of the Supply Chain
Management Guide may be interpreted this way, a review of the legislation on this matter
shows that there are no express provisions that deal with the advertising of tenders prior to
the approval of the capital budget. While there is nothing unique to the USDG in this regard,
it is nevertheless an issue across the different metros that will need to be addressed if metros
are to be unencumbered to deliver their full capital investment programmes. This may be less
an issue with the legislation, than how it is applied or interpreted in practice.

The USDG has also helped to assert the importance of organisational structure in the effec-
tiveness of grant administration, particularly around project selection and prioritisation for the
USDG. While there were different practices across all of the different metros with varying
degrees of efficiency and value in each, it would certainly seem that the examples provided
in Johannesburg and the City of Cape Town provide contrasting, yet interesting cases. For
instance, whereas project selection for USDG funds in the City of Cape Town rests with the
PRC established and comprised of Human Settlements Directorate staff (and can be motivat-
ed in relation to any project that meets the city’s applied criteria), the City of Johannesburg

3% Raised explicitly in Buffalo City, but implied in other metros as well
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employs a project prioritisation model called CIMS which produces a project list from which
USDG projects are identified by the Budget Office in light of the funds available. The end
result of this has been that the organisational locale of the USDG project allocation deci-
sion-makers plays an important role in determining which projects get selected, particularly in
light of the overall objectives and considerations informing the grant and this can bias, incor-
porate or disregard important perspectives in relation to the grant.

Lastly, where there are difficult relationships between the provincial department and the met-
ro, there are serious shortcomings in the coordination of USDG and HSDG expenditure. This
appeared to be a serious problem which ultimately influences the effect and outcomes of the
products that are delivered to beneficiaries.

7.4 Monitoring and evaluation

7.4.1 Performance indicators

There are inconsistencies in both in the number and focus of indicators included in the ver-
sions of the draft USDG Policy Framework Performance Matrix and the Outcomes and Out-
puts provided in the DORA USDG Frameworks (some of which have been formulated as
indicator measures). Although the USDG Performance Matrix is more closely reflected in the
various iterations of the template used for USDG reporting of late, it does not have the legal
standing of the DORA framework, which causes policy incoherence.

While the initial USDG policy implied reporting was limited to the Section 71 reports and SD-
BIP indicators, this has been interpreted to mean a separate level of assessment on USDG
specific performance, which is not appropriate. Further, attempting to distinguish between
USDG results and the results of the overall capital programme in a municipality is of limited
benefit.

If one takes the indicators included in the Performance Matrix of Version 13 of the USDG
Policy Framework (which is fairly similar to Draft 17 and the current template circulated by
the Directorate: Grant Management) and applies Shah’s (2009: 100-101) three data require-
ments for results-based grants, they are not suitable for the stated policy purpose of the
USDG because:

* There is no rationale for the performance indicators provided beyond them representing
the whole spectrum of possible capital products and services that can be bought with the
USDG. Importantly, there was an absence of backlog or useful baseline information (four
backlog indicators have been added to the reporting template and performance matrix
since Version 13) relevant to the service population for the indicators so in the absence
of a rationale there is no sense of delivery relative to the service need of the population;

» Although accountability data on outputs is necessary, the current indicators do not distin-
guish between USDG outputs and expenditure and that of the total capital programme,
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thereby conflating the USDG’s contribution to a sub-set of outputs with attribution of the
outputs of the entire capital programme to the USDG; and

* None of the performance indicators in the current matrix are at outcome level or provide
an indication of whether changes for beneficiaries (results) are actually being effected
beyond the materials the state is buying. It is insufficient to deliver an output to the popu-
lation and simply assume it is used yet each version of the performance monitoring matrix
has included approximately 50 indicators at output level.

The intent of the USDG is to supplement metro capital budgets to enable infrastructure devel-
opment and better built environment performance and for poor urban households specifically.
This intention has a clear spatial orientation, yet the monitoring framework makes no provision
for measurement of this nor does it give any indication of how these areas might be distin-
guished from areas without any immediate service needs. In addition, none of the indicators
relate built environment performance to improvements in quality of life. If built environment
performance is to remain an objective of the grant, then its causal linkage to quality of life
needs to be shown and indicators defined in a way that enables this impact to be measured.

As for how performance indicators are captured in other government frameworks, it should be
noted that USDG reporting has implications across all three spheres of government, and in
some instances may be contributing to redundant and duplicate reporting. Across the three
spheres of government there is a general failure to define and identify the data elements
comprising the indicators, as well as their sources. This, combined with the shortcomings
noted previously, means that there is a heightened risk of duplicated or redundant reporting.
The two indicators referring to serviced sites and households upgraded are examples of this,
as it is unclear where the distinction is between a count for a serviced site and one for an
upgrade of an informal settlement household. Other indicators that are reported upon may be
duplicated with the reporting required by other national departments (number of households
with access to piped water supply, for example). This is a more general problem with munic-
ipal reporting that needs to be addressed through a standardised reporting framework, but is

beyond the scope of this evaluation.

7.4.2 Monitoring frameworks and oversight

The difficulties that the national DHS have experienced in monitoring the USDG can be sum-

marised as:

» Difficulties in defining output indicators for a supplementary grant;

* An evolving policy framework that makes the specification of grant conditions difficult;

* Inexperience in outcomes-based monitoring of the broader built-environment;

* Complexity of monitoring and evaluation in the context of multiple grant systems across
different spheres, each with different management systems;

* Pressure to produce performance reports for long-term outcomes; and
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+ Lack of capacity to undertake monitoring and evaluation.

The considerable challenges mentioned above have caused the Department to default to
the type of output monitoring used for monitoring housing delivery. This has created a heavy
reporting burden for metros, and a monitoring task that is beyond the current capacity of the
DHS.

The USDG was introduced swiftly in 2011 and the monitoring of a grant implemented directly
by metros was a new function for the grant. It has been noted that the lack of any hand-over
between DCoG and DHS meant that there was no opportunity to draw lessons from the
outcomes-based monitoring of the MIG (Cities). The national DHS administration has had to
adjust to this new role and it is understandable this will take time. At the time of the evaluation,
the department had only been monitoring the grant for two and a half years and still needs to
make the fundamental shift from output monitoring to outcomes monitoring. However, there
are certain elements of the monitoring framework that should have been set out correctly
from the outset. These include clear definitions associated with the terms used in the broad
outcome statements. Such terms include ‘sustainable human settlements’, ‘secure tenure’,
‘well-located’, ‘spatial efficiency’, ‘built environment’, ‘upgrading’ and ‘suitable shelter’. In ad-
dition, although indicators for each of the original outcomes were provided in the DORA grant
framework, these were never adopted in a standard format by metros and were not properly
defined.

Shah (2009) states that one difference between a traditional conditional grant and an out-
put-based grant is that the former uses inspections and audits, while the latter compares
baseline and post-grant data on service quality and access. The current monitoring regime
falls in to the former category, which is inappropriate for monitoring an outcomes-based grant
like the USDG. To draw from Shah’s observation would imply that the monitoring of the USDG
should be concerned with generating baseline data around the intended grant outcomes such
as quality of life and access to basic services, and then focus the indicators on measuring
changes in these parameters.

Reporting on individual projects may have been introduced by DHS for three possible rea-
sons:

+ To assess whether the USDG was being spent on the ‘right things’;

+ To keep a tighter watch on spending patterns and reason for delays in expenditure; and

* To be able to match expenditure with outputs.

The focus on trying to get metros to spend the USDG funds on the ‘right things’ is confounded
by the lack of specific output definition in the grant framework. As a result, the DHS is unable
to justifiably impose any form of sanction that can be imposed if the conditions attached to the

grant are not adhered to. This encourages metros to ‘push the envelope’ around grant inter-
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pretation and simply makes the conditionality ineffective and a cause of unresolved conflict.
This is not to say that there is not, or shouldn’t be any sanction for misuse of the funds. Inter-
national best practice requires that conditionality be imposed through some form of sanction.
In the case of the USDG, the sanction specified in DORA is the withholding or withdrawing of
funding. In addition, any type of non-compliance with grant conditions or deviations from the
MFMA regulations is likely to be picked up by the Auditor-General. The threat of an adverse
audit opinion is sufficient sanction to ensure metro compliance, but this requires that the grant
conditions are clear, coherent, and consistently applied.

The issue of project-level reporting was a source of much unhappiness from the metros. The
principles of outcomes-based monitoring would suggest that this level of monitoring is not
appropriate; provided that the adequate planning is in place and that the metros are ultimate-
ly accountable for achieving the intended outcomes. If this were the case, then it raises the
interesting question of whether there should be any such thing as a ‘USDG project’. Because
the USDG is supplementary, there is a strong argument to be made for doing away with the
identification of USDG projects. However, as long as there remains some element of condi-
tionality on the grant outputs, then this is inevitable. This contradiction can only be mitigated
by requiring the identification of projects that are part- or fully-funded from the USDG for the
purposes of assessing: a) targeting of the grant to specified beneficiaries; and b) compliance
with the provisions of capital investment planning. Project identification should not be used
for project progress tracking or output monitoring of ‘USDG outputs’, as it has been estab-
lished that there can be no such thing.

While most of the monitoring challenges relate to non-financial performance, there is a point
to be made about the financial reporting. The annual Performance Evaluation Reports con-
ducted in terms of the DORA requirement by DHS have only reported expenditure against
budget. The focus on spending levels is another one of the characteristics of a traditional con-
ditional grant as described by Shah (2009). While grant expenditure is still a useful indicator,
this should be seen in light of the finding that the expenditure problems are caused by struc-
tural issues that affect the municipality as a whole. The USDG expenditure should therefore

not be seen in isolation from the broader capital spending patterns of the metros.

The problem with the current approach is that it is trying to apply a conditional grant monitor-
ing framework to a grant that is intended to be relatively unconditional. The solution proposed
to this problem by DHS of making the grant more conditional is in opposition to the intent of
the original grant design. This cannot be pursued if the original intent of the grant design is to
be retained. An alternative option would be to re-design the monitoring framework to focus on
monitoring process and outcomes, and then hold the metros accountable to these outcomes.
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7.5 Evaluation against the derived Theory of Change

The findings from the evaluation indicate that the intergovernmental coordination objectives
of the USDG have failed and that there continue to be different interpretations and expec-
tations across the three spheres of government for the USDG. This opportunity is not being
used optimally to involve national, provincial and metro governments in the planning process
to ensure integration and alignment of initiatives. Notably, provincial governments are unclear
on their role or feel they are consulted too late or without a genuine willingness from metros
to accommodate their inputs. Further, the national department feedback and engagement in
the planning process appears to have become of less value over time, in part because of the
lack of clarity around the policy intentions of the USDG and because the greatest value of
DHS feedback on the BEPPs seemed to be in the first and second years of its introduction. As
such, the USDG alone does not prompt the kind of intergovernmental cooperation necessary
to drive the integration, complementarity and shared vision that will lead to the selection of
projects and outputs necessary to deliver a sustainable human settlements outcome.

In the four metros included as cases for this study, only Johannesburg showed evidence that
the USDG is being used to leverage any additional capital finance towards human settle-
ments. Any funding that is being ‘leveraged’ is a result of the USDG serving as a beacon for
other funds, as is the case of Johannesburg and Cape Town. However, there are indications
that the grant may be having the opposite effect and is displacing municipal own source fund-
ing. This would indicate that there is a problem with either the grant allocation formula, or an
unintended consequence of not including any incentives for municipal co-funding in the grant
design.

When it comes to the actual projects and activities funded by the USDG, the reality of the
planning process has shown that projects are merely selected by the metros in accordance
with their own criteria, whether guided by a ‘general understanding’ of the USDG conditions
(as in Buffalo City); existing systematic project selection and prioritisation models followed by
USDG considerations (Johannesburg and Ekurhuleni); or by management consensus around
the USDG (the Buffalo City approach). Thus, given the backlog of unfunded projects in mu-
nicipalities, it is difficult for the USDG to give rise to new or innovative projects. Currently, it
is simply enabling projects already within the capital programme that were proposed but un-
funded, meaning the spectrum of projects being undertaken with the USDG is actually much
broader than even the core activities intended, and they deliver a broader range of outputs
than the already extensive performance matrix provides for. Notably, land purchases were
recorded but infrequent. This was due to difficulty in budgeting given delays in the sales pro-
cess, and the unavailability of well-located land suitable for settlement. This means that the
specific grant objective of increased availability of serviced land is not being achieved through
the USDG. In addition, one of the motivations for the shift from MIG (Cities) to the USDG was
to allow for the purchase of land, and this has not been realised at scale.

DHS/DPME



Design and implementation evaluation of the USDG — Executive Summary 17 March 2015

There was not any indication that the USDG was prompting any additional or sustained ac-
tivity around the transfer of title deeds as formal recognition of security of tenure. Thus, when
it comes to the expected activities and outputs the USDG is expected to deliver, the project
spread is indicative of bulk service infrastructure being delivered, household basic service
connections, socio-economic public infrastructure creation and some upgrading of informal
settlements in line with the grant’s design. However, the evidence of these project outputs are
for the entire capital budget, so it is difficult to distinguish how much of this is actually enabled
as a result of the USDG versus what would have been done without it.

Even where the outputs are being generated as per the design, there is not a common basis
for comparing and ensuring that these outputs are being delivered in the right area or to the
right beneficiaries. Thus, because outputs are reported for the whole capital budget, it is un-
clear if, for example, Buffalo City measures “number of sites serviced”, all of those are sites to
the benefit to the urban poor, or whether they include serviced sites as part of other residential
areas and developments outside of under-serviced areas or informal settlements. Further, the
inconsistency in reporting of these figures and a failure to properly define these output mea-
sures means that what is reported is hardly comparable between metros.
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8. Conclusions

8.1 Historical context

8.1.1 What informed the theoretical framework and development of the USDG?

Given the flux in the USDG policy framework prior to this evaluation, the theoretical frame-
work that is being evaluated here is the Theory of Change constructed as part of the design
review. There are three main informants to the design of the USDG: differentiation, grant flex-
ibility and the outcomes focus of the MIG (Cities); the renewed focus on human settlements
and emphasis on informal settlement upgrading; and a broader process of devolution of built
environment functions.

The structure of the grant is inherited directly from MIG (Cities), which was in line with inter-
national best practice for an outcomes-based grant in that it was performance oriented and
advanced the ideas of a differentiated local government fiscal framework and fiscal decen-
tralization. The idea of a grant having the ability to impact on spatial form and city efficiency
was also derived from concepts contained in the MIG (Cities) grant framework and continued
into the CSP Framework.

The focus of the USDG on sustainable human settlement and improved quality of life in
metros can be seen as the culmination of a range of post-apartheid human settlement poli-
cies and programmes, starting with the National Housing Programme in 1994, progressing
through a paradigm shift from housing to human settlements as illustrated in the Breaking
New Ground policy, to the Housing Code. The emphasis on sustainable human settlements
was further focused in Outcome 8 and the specific output targets. Given the many of the out-
puts of the USDG are the same as those of Outcome 8, it can be concluded that the USDG
was intended to support the achievement of the Outcome 8 targets.

The outcome of the ‘built environment managed for human settlement creation, coinciding
with devolution of housing and transport function to metros’ as described in the Theory of
Change, was informed by a series of legislation and policy advancing the principles of sub-
sidiarity. These include the Housing Act, the Municipal Systems Act, the Housing Code, the
National Land Transport Act and the Spatial Planning and Land Use Management Act. There
is an implicit assumption in the design of the USDG that metros will be assigned the housing
function and that this will increase the efficiency of built environment interventions.

8.1.2 What are the factors that informed the transition from MIG (Cities) to USDG?

In light of the above informants, the main motivation for the transition from MIG (Cities) to
USDG was the view that MIG (Cities) did not place sufficient emphasis on upgrading informal
settlements and did not provide for the purchase of land. The backlog of bulk and connector
infrastructure constraining housing delivery and compounding the growth of informal settle-
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ments was a key factor that necessitated a shift away from general infrastructure provision
towards infrastructure provision specifically for human settlements provision. This is implicit
in the re-allocation of funding from the HSDG to USDG and the shifting of the grant adminis-
tration from DCoG to DHS. Although the grant is explicitly not a ‘housing grant’, it was seen
as central to unlocking housing opportunities either through bulk and connector services for
‘greenfields’ development, or through the expansion and connection of services to existing
informal settlements. Thus, rather than being a general urban bulk and connector infrastruc-
ture grant, emphasis was placed on human settlements more broadly, beyond the narrow
understandings of housing, so that urban infrastructure and land production had the end goal
of benefiting the lives of households, particularly the urban poor.

Given that one of the main differences between MIG (Cities) and USDG was the increase
in the grant quantum through the addition of the internal servicing portion of the HSDG (ap-
proximately 15% of the HSDG amount), it must also be concluded that the shift assumed that
metro control over this portion of the funding would accelerate the delivery of basic services,
whether accompanied by a subsequent top structure through the HSDG or not.

8.2 Conceptualisation and design

8.2.1 Is the theoretical framework that informs the USDG valid?

Prior to addressing this question, it is important to qualify the theoretical framework itself: it is
a product of a dynamic and continuously evolving process of which this assessment reflects
only a brief period. Pinning down a defined theoretical framework was made difficult by the
changing grant framework formally adopted in DoRA and the lack of the coherence with the
DHS draft framework that also changed constantly. Thus, judging the validity of the theoreti-
cal framework is to state an object’s proximity to a moving target, one which was temporarily
paused at the time of this assessment in order to serve as the basis for this evaluation.

This assessment concludes that there are some critical flaws in the overall intervention de-

sign and logic which should be addressed:

* The USDG as an intervention is only a financial instrument and does not actually entail
the coordinated set of activities and processes necessary to constitute a “programme”. In
fact, the metro implementation studies have shown just how disparate and varied activi-
ties in relation to the USDG are, outside of the commonality of the BEPP and performance
matrix reporting requirements. Therefore, the USDG should not be conceptualised in pro-
grammatic terms. The focus of the grant should not focus extend beyond what it buys and
how this contributes to (not causes), along with other programmatic interventions, the de-
sired human settlements and built environment outcomes. In light of the recent separation
of the BEPP, the only remaining activities prescribed by the USDG include the identifica-
tion of USDG projects and the reporting against them, thus depriving it of any coordinated
set of activities across the metros and it therefore does not constitute a programme.
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* The USDG conflates built environment management and efficiency objectives with hu-
man settlements objectives. Although the two are related, there is a clear conceptual
distinction between them and human settlements outcomes are actually achieved within
the context of the broader built environment (see Figure 25), and not vice-versa as is
currently reflected in the USDG Theory of Change and the draft policy framework.

+ Additional activities un-related to what the USDG buys have been included in the design
as accompanying the USDG despite no tangible or meaningful provision of what should
be done differently for these to occur (e.g. transfer of title deeds and leveraging of capital
funds).

* If a separate conceptualisation and theoretical framework for the USDG is to exist dis-
tinct from other built environment grants, they can be better refined to articulate how the
USDG, in tandem with other mechanisms, best enables:

o The value chain of human settlements creation;
o Better management of built environments; and
o More efficient built environments.

« This can in turn inform a better monitoring and reporting framework in line with human
settlements priorities first, and then monitoring of broader built environment outcomes.
Broader built environment outcomes, and specifically the way that changes to the built
environment impact on quality of life are difficult to measure and there are currently no
satisfactory metrics to do this.

» Since the USDG as an instrument funds a sub-set of the overall capital investment pro-
gramme, its implementation is characterised by the same set of conditions for human
resources, supply chain management, and project management and monitoring for the
overall capital programme. Therefore inefficiencies, gaps and shortcomings in existing
processes are the same for the USDG and these should not be treated separately in
terms of intervention logic.

+ The latest USDG monitoring framework is inappropriate and of limited use in terms of
the intention of the grant, as it dilutes the focus of the grant across the entire spectrum
of possible built environment outputs rather than sharpening a focus on service delivery
to households in informal settlements, peripheral, under-serviced or historically marginal-
ised areas. A revised monitoring and reporting framework is required in light of the above.

For the above reasons, it is concluded that the current theoretical framework for the USDG

is not valid. Therefore, without introducing some programmatic changes to the current grant

framework, it is not appropriate to expect the grant to produce the desired outcomes.

The USDG was introduced as a fiscal instrument before there was a coherent theory of
change and a consistent policy framework. The fiscal instrument was therefore driving policy
to some extent. While the grant was a ‘new’ grant, the lack of a coherent theory of change and
consistent policy framework meant that what was ‘new’ about the grant was not fully under-
stood. This had the effect that things were done in much the same way that they have done
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in the past, evidenced by the USDG expenditure profiles in the case study metros. To compli-
cate things further, the USDG was an evolution of an existing grant, the MIG (Cities), which
meant that it was treated by metros in much the same way as MIG (Cities). There are two
lessons to be learned through this experience. Firstly, any new fiscal instrument either needs
to be explicitly linked to an existing programme or programmes that it is meant to fund, or
needs to constitute a programme in itself, complete with its own, agreed-upon, programmatic
theory of change that explains the link between the instrument, the activities, the outputs
and the intended outcomes, before the instrument is introduced. Secondly, where one fiscal
instrument replaces another (in the way that the USDG replaced the MIG (Cities) and some
of the HSDG), the policy framework or grant framework needs to indicate whether or not the
new instrument is intended to fund what the existing instrument was funding, and if not, how

these things will be funded in future.

There is currently no single existing programme that the USDG is intended to fund; it contrib-
utes to general municipal service provision, and complements existing housing programmes.
Currently all human settlements functions, except for the provision of housing top structures
are municipal constitutional mandates. To conceive of a single, codified ‘human settlements
programme’ aligned to the USDG would either require acceptance of the institutional status
quo and require joint implementation of the programme by provincial and local government
(which has been shown to have failed with the USDG), or would require a shift in institutional
responsibility. It is not feasible for all the municipal functions incorporated into human settle-
ment development to be shifted to the provincial sphere, so the logical shift would be com-
pletion of the housing assignment process, leaving metros as the sole implementing agents
of a ‘human settlements programme’. Such a programme would be broader than the current
provisions of the Housing Code, and would require its own programme logic or ‘code’. Key to
the debate around what a ‘human settlements programme’ constitutes is an adequate and ac-
ceptable definition of ‘human settlements’ which has yet to be resolved. No recommendation
on this issue is proposed, as this is a matter for debate and resolution through current and

future human settlement policy development processes.

Given that the USDG does not constitute a single programme, then it is necessary to identify
clearly the programmes and associated outcomes to which it contributes. This is currently
not done in either the grant framework or the draft policy framework. Neither are these docu-
ments explicit about what should have happened to the outputs previously funded by the MIG
(Cities) and the reallocated portion of the HSDG. The theory of change needs to take into ac-
count the impact that the introduction of the USDG has had on pre-existing funding sources,
so as to not disrupt planned built environment development.

The DORA grant framework, in specifying grant outcomes, creates the impression that the
USDG is a single programme with a set of coordinated activities to achieve specific outcomes,
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when this evaluation has shown that in fact it is not. This is the reason that the evaluation con-
structed a theory of change for a coordinated programme, which has been found to be invalid.
The conclusion that can be drawn is that grant outcomes are appropriate for specific-purpose
grants that constitute programmes in and of themselves, but are not appropriate for supple-
mentary grants that inherently contribute to multiple programmes. Supplementary grant out-
comes can only ever be the outcomes of the programmes to which the grant contributes, or a
specific subset of these, which is the case with the USDG.

8.2.2 Does it provide an appropriate response to human settlements challenges fac-
ing urban areas?

Given the critique of the theoretical framework provided above, the USDG should not be seen
as a programmatic response to human settlements challenges. It is simply a financial instru-
ment that supports existing housing, human settlements and built environment programmes
to address the challenges facing urban areas. The critique of the theoretical framework is not
a critique of the grant design i.e. the fact that it is a Schedule 4B supplementary grant trans-
ferred to metro municipalities. This section therefore examines whether the grant is appro-
priately designed to support the (other) programmes that respond to the human settlements
challenges in urban areas, rather than assessing whether the grant is structured to do this
directly. As a fiscal instrument it is not possible for the grant to produce the intended outcomes
on its own, without correctly formulated and coherent programmes in the built environment.
If the grant is intended as a financial tool to support a wide range of built environment inter-
ventions, as it has been found to be in the evaluation of the grant design, then the grant de-
sign is appropriate because it is sufficiently large in quantum to address major capital projects
and is sufficiently flexible to enable municipalities to determine their own priorities within the
general grant conditions, given the wide range of outputs that can contribute to achieve the
current grant outcome statements.

If the principle of fiscal autonomy for metros is genuinely supported, and sufficient account-
ability is possible through the monitoring framework, then it may even be possible to extend
the benefits of flexibility and the successes of the USDG through consolidating all capital in-
frastructure grants into a single grant. However, this scenario requires two preconditions: first-
ly, that the metros receiving such a grant have illustrated sufficient transparency and financial
management capacity to allocate capital funding appropriately to fulfil both the municipal and
national imperatives adequately; and secondly, that sufficient conditions remain to ensure that
the national objectives of whatever grants are consolidated can be simultaneously achieved.
However, if the grant is intended to have a more specific focus on informal settlements and
supporting housing interventions, then a more rigid, conditional grant with more specific out-
puts and a different set of outcome statements would be more appropriate. This option would
make the USDG similar, if not identical to, the HSDG and it would be difficult to argue for both
grants operating in the same physical space. In this case it would make sense to merge the
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two grants, but the HSDG grant conditions would need to be broadened to include some of
the infrastructure outputs of the USDG, and the Housing Code, as the policy governing the
housing programme, would need to be revised to allow for metros as a special case with a
slightly different fiscal instrument.

The USDG in its current form is innovative by international standards because of its flexibility
of application. The grant design qualifies broadly as an output based (performance-oriented)
grant, but is somewhat limited in the monitoring framework that is applied. While the grant
was found in Section 7.2 to wholly fulfil Shah’s (2009) recommended capital grant design
criteria of fairness, stability and predictability, revenue adequacy, autonomy and simplicity,
it only partially fulfilled the criteria of efficiency, clear objectives, accountability and trans-
parency. The USDG was found not to fulfil the criteria of responsiveness because the grant
formula is not flexible to economic conditions. Using this framework, the grant design could
be improved through:

+ Addition of a ‘matching’ component to incentivise use of own funds and efficient use
of the USDG;

* More specific grant objectives: to ensure that the grant is used as intended and to
eliminate disagreement;

* Greater accountability to citizens through inclusion of municipal programme perfor-
mance indicators in the statutory municipal reporting to the public (although this is
beyond the scope of the grant design); and

* Revision and publication of the grant formula: Questions have been raised as to
whether the grant is displacing own source funding. Publication of the formula would
improve transparency and simplicity.

There continues to be a lack of clarity about the nature of the USDG. Is it a supplementary
grant that supports the idea to fiscal autonomy and decentralised local government to be
spent as municipalities see fit? Or is it a centralised conditional grant to achieve specific
human settlement outcomes through specific outputs? At present it is neither. While it could
be re-structured to become one of these two extreme versions of a grant, the ideal position
of the grant is one that both supports local government autonomy to determine its capital
investment priorities, but that simultaneously ensures accountability to national government
for the outcomes the grant was meant to achieve. This evaluation concludes that the solution
lies not in increasing conditionality and reducing metro autonomy, which would weaken the
grant design in terms of international best practice. Rather, the solution lies in increasing ac-
countability relating to the municipal outcomes, both to national government and to citizens,
through developing a specific, clear and closely scrutinised monitoring framework.
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8.2.3 Is the grant structure appropriately targeted?
In the absence of a programmatic logic to the grant, the USDG is just a conditional financial
transfer supplementing existing capital financing and therefore targeting can only be under-
stood in terms of the current grant conditions. Although these ideas are contested, the grant
conditions incorporate two types of targeting:

» Targeting the ‘right’ grant outputs; and

» Targeting the right beneficiaries.

Targeting the ‘right’ grant outputs

The supplementary nature of the grant means that metros are free to determine the outputs
that are contributed to by the grant. Therefore, it is not possible to determine whether the
‘right’ outputs were produced without assessing how the outputs related to the overall plan
(the BEPP) to achieve the broader outcomes. There is no agreement in policy documents or
between stakeholders as to what the grant should or should not be used for, as this depends
on the particular understanding of the origin of the grant.

However, given the history of the grant and its stated policy intent, it is concluded that there
is a wide range of possible outputs that could contribute to the desired outcomes, which are
not limited to servicing informal settlements. The extent to which funding of built environment
infrastructure (public transport infrastructure or bulk infrastructure to promote economic de-
velopment) can achieve the policy intent is not yet agreed. The issue of where these outputs
are located in space is dealt with later in this section in relation to spatial targeting.

While the international experience suggests that restrictive conditionality should be avoid-
ed, the flexibility needs to be matched with appropriate accountability mechanisms to avoid
abuse of the grant.

Targeting the right beneficiaries

Another dimension of the targeting is the focus on poor households, which is a primary fea-
ture of the grant. While this has been found to be generally true in the metro case studies, the
grant does also benefit non-poor households. The grant is therefore not exclusively targeting
poor households. This is because of the nature of a bulk infrastructure grant that funds the
types of infrastructure from which the whole city benefits, such as roads. This is not necessar-
ily a result of inadequate targeting of the grant, but is a symptom of the lack of a clear require-
ment for municipal co-funding (as in a ‘matching’ grant), as well as an inadequate monitoring
framework. This has to be taken into account when considering the difficulty in accounting for
and monitoring the incidence of the grant. The monitoring framework focuses too much on
outputs, to which it is difficult to attach specific beneficiaries, and not enough on the changes
that benefit the target group as a result of spending the grant.
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8.2.4 Is the direct transfer of funds to municipalities the suitable solution to the chal-
lenges of creating efficient urban spaces?

Since the enactment of SPLUMA, municipalities now have control over municipal spatial
planning, in addition to the pre-existing constitutional powers over other municipal planning.
The logic behind this legislative development is that municipalities are best placed to deter-
mine spatial investment priorities. Integrated Development Plans are intended to be integrat-
ed and consider all components of the built environment, and an integrated funding source is
required to fund these plans. In terms of accepted public finance principles, given the ‘vertical
fiscal gap’, it is appropriate for a direct transfer of funds from the national fiscus to fill this gap.

The grant objectives, as conceptualised in the theory of change are not only about creating
efficient urban spaces, but also about improving quality of household life. The evaluation has
shown that the grant objective of spatial efficiency is in tension with the objective of universal
basic servicing. These two objectives need not be mutually exclusive in all cases, but the
tension is likely to exist for some time, given the existing socio-spatial fragmentation of South
African cities. Given this reality, it may not be appropriate for the USDG to be used to pursue
both objectives simultaneously, and the ICDG and NDPG may be more appropriate perfor-
mance-based instruments to achieve spatial efficiency. However, by the fact that the USDG
is a source of significant infrastructure investment, it is important that it be used in a manner
that aims to improve city efficiency and not counteract this policy objective. The integration
of planning for the implementation of all the built environment grants in the BEPP is a sound
mechanism to ensure that the USDG expenditure is not counter-productive. However, the
BEPP is considered to be a short-term measure and should ideally be replaced by an im-
proved IDP and CIF.

The direct transfer of funds to municipalities can enable, but by itself cannot achieve efficient
urban spaces. The grant needs to be combined with appropriate measures to ensure account-
ability (Shah 2007, in UN-HABITAT 2009, despite acknowledging fiscal gap that necessitates
transfers to metros, also warns against increased reliance on direct transfer to metro areas
as constraining fiscal autonomy of cities and potentially jeopardising local accountability), and

this is where the implementation of the grant has failed.

8.2.5 How is the creation of the USDG linked to the housing function and its integra-
tion into human settlements development at local level?

The advent of the USDG built on the accreditation process initiated in terms of BNG, and
roughly coincided with the introduction of Outcome 8 which set clear targets for the staged
devolution of the housing function to local government. The USDG was expected to comple-
ment a range of functions related to human settlements to cities, these included:

» Planning of residential developments;

* Land use management (through the newly enacted SPLUMA);
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* Housing delivery through accreditation and assignment; and
» Public transport (through NLTA, PTIG and new operating subsidy regime).

The USDG therefore recognised that metros were ideally placed to ensure integration of built
environment functions and urban efficiency. The USDG and other fiscal mechanisms were
the means of enabling the kind of projects that could produce greater efficiencies. It appears
that the USDG was conceptualised as a mechanism to expedite devolution of the built envi-
ronment functions to cities, given a realisation by National Treasury that the devolution pro-
cesses were likely to be slow.

The USDG is expressly not allowed to be used for funding housing top structures. This means
that the funding can be applied up to the point of constructing the housing unit, at which point
other financing mechanisms, including the HSDG, are required. The design therefore relied
on the interface between the metro and the province for coordination of the HSDG and USDG
funding.

While the USDG design is aligned to the thinking that top structures may not be provided in
every case, the delivery of state-funded housing is likely to continue for some time. If metros
are responsible for undertaking all the administrative processes to facilitate the delivery of
serviced sites (planning, budgeting, community engagement, design, project management,
etc.) then a strong case can be made for the efficiencies that could be gained from continuing
the process to the construction of a top structure.

Metros believe they have the capacity to perform the housing function, and the Capacity
Compliance and Accreditation Panel believed they all had at least the capacity to perform
Level 2 functions and recommended assignment of 6 metros. However, provinces are strong-
ly against accreditation and stand to lose substantial resources and decision-making power in
the process. The completion of the process comes down to political support for decentralised
local government and a willingness to let metros take on the function and accept accountabil-
ity for its success or failure.

8.3 Implementation mechanism

8.3.1 How has the USDG been interpreted at national, provincial and municipal
spheres?

The shifting policy provisions and incomplete policy process have resulted in a variety of
interpretations of the grant between the national, provincial and municipal stakeholders. The
variations in interpretation span both the primary and subsidiary features of the grant and can
be differentiated by the spheres of government.
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Municipal interpretation

The municipal interpretation has tended to be the broadest interpretation of the USDG
amongst the three. All of the metros could generally articulate the policy intentions of the
grant and its encompassing features, differentiating it from MIG (Cities) and indicating those
areas which make it unique (e.g. land acquisition, bulk and connector infrastructure, informal
settlements and urban poor orientation, etc.). Emphasis on the “supplementary” nature of the
grant and the lack of set criteria in the draft policy frameworks by the metros allows for wider
application across the entire capital programme. There is of course a greater incentive for
the municipalities with smaller capital budgets to interpret it more broadly, as in the case of
Buffalo City, where the USDG is more than three quarters of the total capital budget and so
is a “supplement” only in name.

Provincial interpretation

At the level of provincial government the USDG is interpreted as an unfortunate re-allocation
of funds that would have otherwise been used for provincial human settlements delivery. The
lack of clarity on the provincial government’s role in the development of the BEPP and appli-
cation of the USDG from the outset has left the provincial departments relatively uncertain
as to how they should engage and kept them questioning the merits of allocating the grant
to metros. Coupled with existing reservations and concerns of metro capacity, as well as
enduring provincial orientations towards housing provision, this has meant that the provincial
departments have generally been sceptical of the USDG and do not tend to see the value in
transferring the funds to metros when the provinces could still be using them. In particular, the
provincial belief is that metros should use the funds to ensure bulk and connector infrastruc-
ture provision for HSDG programmes and additional provisions only divert resources from the
core business at hand.

National interpretation

The national interpretation of the USDG is not uniform and can be distinguished by three
perspectives: National DHS; National Treasury; and the Human Settlements Portfolio Com-
mittee.

In the case of the Portfolio Committee, the interpretation is one that focuses on engineering
infrastructure for housing delivery and basic service provision in unserved areas, with a spe-
cific focus on sanitation.

The National DHS interpretation appears to be caught between two opposing perspectives:
firstly, there is an understanding of the grant that supports the formation of human settle-
ments within a built environment context and appreciates that metro governments are best
placed to do this. Secondly, the Department cannot ignore the demands of its role as the
transferring department and the associated oversight and accountability responsibilities it has
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in this regard. This has meant that it understands the value of the flexibility of the grant and
the range of potential products and services it can fund, but that this challenges its oversight
responsibilities and dilutes the means of achieving its most pressing policy priorities, namely
the delivery of housing.

Lastly, the National Treasury interpretation of the USDG is the one that includes the institu-
tional memory of MIG and MIG (Cities), and contextualises the USDG beyond human settle-

ments priorities, within a broader built environment context.

Implications of the differences in interpretation

The differences in interpretation have a negative impact because they cause significant in-
tergovernmental tension around what the grant can and cannot be used for. Municipalities
feel aggrieved when they are chastised at Portfolio Committee meetings for spending the
grant on the ‘wrong things’, while provincial and national DHS feel frustrated that the grant
is not sufficiently supporting the creating of (a specific understanding of) sustainable human
settlements, as intended. There is a contradiction between its status as a supplementary
grant and a narrow interpretation of the possible grant outputs, which implies a high degree
of conditionality. It has been found that the supplementary nature of the grant is appropriate,
and therefore that the interpretation of the grant amongst certain stakeholders, specifically
the provincial and national DHS and the Portfolio Committee on Human Settlements, needs
to broaden. However, the broad interpretation also needs to prioritise human settlement out-

comes over broader built environment outcomes.

The second and possibly more important negative result is that it prevents any objective
measure of the effectiveness of the grant alone. One cannot measure effectiveness if the
outcomes to which the grant aligns are not clear and agreed. The reason for this difference in
interpretation has its root in the lack of clear and well-defined outcome statements, as well as
a link between how outputs that are purchased with the grant can achieve these outcomes.
As a result, the focus of the intergovernmental disagreements has been on the grant outputs,
and not on the outcomes. There is a clear need for the finalised policy framework to clarify

this issue.

One positive result of the uncertainty created through the lack of finalisation of the draft policy
framework, is that it has resulted in municipalities having the flexibility in application of the
grant that has been found to be part of the original grant design. If the policy framework is

finalised or replaced, it is necessary to retain this element of flexibility.

8.3.2 Is the grant being implemented according to the design?
Although the theoretical framework has been found to be invalid, elements of the theoretical
framework are being implemented as intended. These elements relate to the production of
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some of the desired outputs using the USDG, namely:
» Bulk service infrastructure being delivered;
* Household basic service connections;
* Socio-economic public infrastructure creation; and

* Some upgrading of informal settlements.

However, there are a number of elements of the theoretical framework that are not being im-
plemented according to design. These include:

+ BEPP planning as an intergovernmental process has failed;

» National department feedback is not having significant impact on the BEPP or the use
of the funds;

+ The USDG is not generally being used to leverage additional capital funding;

* Projects are being selected for USDG funding in a variety of different ways, with no
consistent application of criteria for prioritisation; and

* There was no evidence in the design and implementation review that indicated that
USDG could contribute to increasing access to title deeds.

In addition, there is no basis for assessing whether the services provided are being delivered
to the intended beneficiaries or in the right places. The following assumptions in grant design
are not valid in the course of implementation:

+ The BEPP Panel does not provide sufficient intergovernmental input to ensure align-
ment and consistency with the USDG Policy Framework;

* Integration and consistency between human settlement planning across spheres of
government is not occurring to the extent envisaged, although at the municipal level
there is inter-department alignment of planning;

* Metros do not all have the institutional capacity to spend their USDG budgets (al-
though this has improved, in part because of the “top-slice” OPSCAP in the USDG)
and many still struggle to spend their entire capital budget;

* Metro systems do not necessarily produce accurate, reliable and timely data to the
detail necessary to give a clear indication of all the outputs being achieved, nor are
they differentiated by the USDG; and

+ There is limited evidence on a year-to-year basis that outputs are being delivered with

a view towards integration for a better built environment .

In addition to this, the following external factors are not necessarily occurring in tandem, as
assumed in the grant design:
* There is no evidence from provincial planning documentation or focus groups to sug-
gest that provincial departments are considering BEPPs in the planning of their own
human settlements delivery;

3 While the outputs in general do contribute to a better built environment, the critique here is on the lack of a spatial integration logic to
the outputs.
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» Top structures using the HSDG are not necessarily being delivered to complement the
spending of USDG funding, as there is only limited evidence that these two funding
sources are being used in the same projects; and

» Outside of projects located on designated corridors or priority nodes within the city,
there is limited evidence that the USDG outputs are being consciously integrated with
public transportation towards the outcome of better built environments.

As a result of the above, and recognising that the above are generalisations from the four
metros included in this assessment, it is clear that the grant is deviating from the constructed
Theory of Change in some fundamental areas. In short, evidence suggests the Theory of
Change guiding the USDG design is not being implemented as intended, in part because the
grant is a funding instrument rather than a policy or programme for the built environment. If
the USDG is intended to be a policy for managing the built environment or a programmatic
approach, changes need to be effected and this may be at both the design level and the level
of implementation, recognising that design changes may alter the mechanism for implemen-
tation.

8.3.3 To what extent has the BEPP found its place within the development planning
framework?

The purpose and value of the BEPP was not fully developed or understood when it was in-
troduced in 2011, but it has evolved and improved over time. The BEPP as a planning docu-
ment has found a tenuous footing within the suite of development-planning frameworks and
requires further refinement and differentiation, with recent shifts of conditionality attached it to
all the built environment grants, and not just the USDG, being more appropriate. There is po-
tential value in the link between the long-term spatial and capital investment plans of the city
(although this space could be closed by improvements to the IDP and CIF), and in providing
a framework for project selection and prioritisation.

Do these planning instruments talk to one another across national, provincial and lo-
cal departments involved in the implementation of the USDG?

With the local government planning framework, the BEPP is aligned and consistent with other
local government planning, because it is derived from them all. However, this introduces a
high degree of overlap and redundancy. The BEPP was found to improve inter-departmental
planning within metros.

It is not clear to which national and provincial plans BEPPs are meant to align. BEPPs note
the applicable policies and plans of the other spheres of government, and could therefore
claim alignment, although there is no strong evidence for this. There is even less evidence of
alignment of provincial plans with the BEPP.
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The BEPPs manifest national policy intent through adherence to the BEPP guidelines issued
by National Treasury, rather than through intentional alignment with any national plan. The
BEPP therefore does talk to the planning of the various local departments involved in imple-
mentation of the USDG, but does not talk to planning instruments across other spheres.

8.3.4 Challenges and changes in roles and responsibilities

Amongst the different role-players involved in USDG implementation there have been a va-
riety of changes to their respective roles and responsibilities but these of course vary on a
case by case basis. Some of these changes have been of a more positive nature while others
have proved to be more challenging for the different actors to accept. Emergent indications of
how these changes are affecting delivery are reflected upon based on the evidence available.

Metropolitan municipalities

At the level of the metropolitan municipality the USDG has helped to bring about some fun-
damental organisational shifts in terms of how the multiple responsible line departments ap-
proach human settlements. In general inter-departmental planning has improved. One issue
that was raised is that there needs to be fair representation from all departments in the grant
allocation process, particularly by the human settlement department. The USDG seems to be
having the intended effect of providing metros with greater agency in terms of human settle-
ments decision-making relative to provincial departments.

Provincial Departments

Provincial Departments of Human Settlements have been affected negatively by the USDG.
Provincial resources and control have reduced and the provinces have not been meaningfully
included in the BEPP planning processes. In effect the provinces have very little to no control
over the allocation of the USDG. Provinces have not realised their role to support municipal-
ities or to undertake monitoring and oversight. While these are important roles that the prov-
inces should play, this would require provinces to shift in paradigm from housing to human
settlements, and to accept that control for implementation vests in metros.

National Department of Human Settlements

The USDG has created new and challenging roles for the national DHS. The grant was in-
troduced very quickly, as a process initiated by another department, and the responsibility
was transferred without adequate handover. The new role has pushed the national DHS into
new intergovernmental relations and oversight territory, and added new policy, support and
coordination roles. The lack of finalisation of the policy framework and the level of monitoring
would indicate that DHS has struggled to fulfil these roles.

External role-players
The involvement of external role-players in the USDG has been negligible which is seen as a
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problem by these stakeholders, but not by the metros. The exception was private developers
accessing USDG funding (with some difficulty) in integrated developments. There has been
a critique that external stakeholder, and civil society in particular, should be included in the
BEPP and USDG project allocation processes, but the counter-argument is that both pro-
cesses are subsidiary to statutory public consultation processes around the IDP and capital
budget.

How is this affecting programme delivery?

In general the internal metro changes in organisational structure resulting from implemen-
tation of the USDG are believed to have had a positive impact on implementation of capital
programmes, although this is still hampered by the lack of technical skills, particularly project

managers.

The cooperative governance intended in the USDG grant design has failed. Provinces are
not currently playing their mandated role in relation to the USDG. The reduced role of the
province is problematic, and it would appear that the lack of alignment in planning between
the HSDG and USDG is hampering the delivery of housing opportunities. Metros believe that
accreditation, and eventually assignment of the housing function, will improve the efficiency
of service delivery, while provinces believe that it will not. These are claims that are impossi-
ble to test in practice.

8.3.5 Are the resources used efficiently?

BEPPs

While metros appear to be relatively efficient in the compilation of BEPPs, the entire process
is not an efficient use of resources in that the engagement process does not result in align-
ment of plans and the feedback on the BEPPs does not result in material improvements to
the plans.

Allocation of funds and project selection

As the allocation of USDG funding is either an extension of, or identical to pre-existing meth-
ods of capital project administration, these processes are believed to be efficient. There is
no evaluation of whether the ‘right’ projects are being selected, as this would require explicit
criteria to do so, which do not currently exist. Given that the grant is supplementary, there
is a flaw in the conception of the idea of a ‘right’ project. A ‘right’ project would be one that
contributes in some way to one of (the many and varied) outcomes which the grant is intend-
ed to support, while a ‘wrong’ one would be a project that can be proven not to contribute to
these outcomes. Given the breadth of the various outcome statements that have been used
for the USDG, metros are able to justify almost any capital project as contributing to these
outcomes. This is why the precise conception of the outcomes to which the grant contributes
is important.
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Leveraging capital finance
The limited evidence that this is happening means that no assessment of the efficiency of this
process can be made.

Expenditure

With the exception of Buffalo City, all of the metros assessed here have had consistent USDG
expenditures of above 90%. The fact that expenditure on the USDG has been better than
overall capital expenditure is an indication that the funds are utilised as efficiently as possible
in the particular metro context. This indicates that any constraints to achieving higher levels
of expenditure are unrelated to the grant design or administration.

Outputs: Products and services delivered

The variability in the products and services delivered through the USDG and the inconsisten-
cy in reporting on these means that any generalised judgement of efficiency in this regard is
difficult to make. However, because of a number of impediments to output delivery were not-
ed, including SCM and procurement issues, technical capacity gaps and inconsistent project
implementation monitoring, the USDG’s overall implementation is characterised as less than
efficient.

8.3.6 Is value for money obtained?

The current methods of grant measurement are inadequate to empirically determine ‘value
for money’ at this time. A full Expenditure Performance Review would be required to make
this type of judgement, and even then, innovative ways would have to be found to derive a
common basis for comparison across metros and outputs.

This evaluation can only make a subjective judgement on the likelihood of value (broadly
conceived) being achieved. The re-formulated question that has been posed to the evaluation
team is: Given what the municipalities are spending the money on, is this likely to result in the
‘value’ that is required in terms of the grant objectives? This notion of ‘value’ is understood to
be improvement in the quality of life of poor households in metros. Given this understand-
ing, then the grant outputs reported in sections 6.6.3 and 6.10 do contribute meaningfully
(although not exclusively) to this end, and in this sense, the USDG does create significant
‘value’. The reasons for the USDG not contributing exclusively to improving the quality of life
of poor residents is that, as discussed in section 8.2.3, the impact of the grant may be being
diluted through expenditure on non-poor households because of the nature of outputs to
which the grant contributes. This is an unavoidable consequence of the type of outputs being
funded, but can be mitigated through municipal co-funding of any infrastructure that benefits
non-poor households and businesses. The evaluation has concluded that in some instances
this co-funding is not being provided.
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8.3.7 How does the USDG interface with the municipal accreditation process and the
City Support Programme?

Municipal accreditation

The process of accreditation is an informant to the conceptualisation of the USDG, and im-
plicit in its design is that assumption that this process will inevitably be concluded. If the
USDG was intended to support a transition between provinces and metros performing the
housing function, then this has not been realised. This is not because the USDG failed in its
‘bridging’ function — the experience of the sampled metros have illustrated that the adminis-
tration of the USDG has improved grant administration and financial management capacity,
as a result, grant expenditure is steadily increasing. Rather, it is because the full implications
of assignment were not appreciated when the process was begun, and once realised, have
led to hesitance in proceeding.

If the intention is for assignment to be realised, then the USDG is an appropriate instrument
for metros to provide the infrastructure platform that will facilitate the rapid delivery of top
structures on serviced land. To complete the devolution process, then, metro capacity needs
to be either confirmed or built and adequate assurance needs to be provided to provinces
that metros will still be accountable for their contribution to human settlement outputs and

outcomes.

However, if provinces do not intend to assign the housing function to metros, then it could be
argued that splitting the funding for the internal servicing and the top structure for housing
projects may be inefficient, in which case the former arrangement of a MIG (Cities) grant and
a larger HSDG may be preferable.

However, notwithstanding the provinces’ concerns around metro capacity, it is concluded that
the implementation of the USDG would benefit from the conclusion of the accreditation pro-
cess, given that the grant was designed around the eventuality of accreditation and that its
delay is hampering efficient and integrated planning and service delivery.

Cities Support Programme

There was limited evidence of any interface between the CSP and the USDG at the time of
the initial research, but this has grown towards the end of the evaluation through increased
engagement by the metros in the CSP indicator development process and the change in fo-
cus of the BEPP.

8.3.8 What are the institutional issues/gaps and how are they affecting delivery?
The introduction of the USDG has resulted in a number of changes in institutional arrange-
ments across all three spheres of government. At the local sphere, there is evidence from
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the case studies that the grant has resulted in institutional re-organisation and in some cases
the creation of new departments or structures. These changes are all positive developments
aimed at managing the grant administration and implementation of the grant more effectively
and improved levels of expenditure. However, the relative power of line departments and
coordination between them is still a problem in some cases. This may lead to the human
settlements agenda being marginalised in favour of the priorities of engineering departments.
While the CCAP process concluded that metros have the required capacity to take on Level
1 and Level 2 housing functions, there was a reported capacity gap in relation to technical
project managers in many metros, and an evident general capacity shortage in Buffalo City.
These gaps result in delays in project implementation, slowing down delivery.

At a provincial sphere, the provinces are not playing the role as envisaged in the grant design
or described in the Theory of Change that was intended to integrate the housing component
with the other elements of human settlements. The introduction of the grant has created ten-
sion between provinces and metros and challenged the coordination of the HSDG and USDG
implementation. This both exacerbates, and is exacerbated by, the continued delay in the
accreditation and assignment processes. At the national sphere the relative roles of the DHS
and National Treasury are not clear to metros, which frustrates metros and adds to the lack
of policy clarity.

The impact of institutional changes on output delivery can be summarised as:

* Reported capacity shortcomings around planning, procurement and project management
ultimately delay and extend the timeframes for the delivery of capital infrastructure and
investments;

* The organizational location and relationships of the directorate ultimately responsible for
USDG project selection has an influence on the kind of projects that receive USDG funds
and their integration with other projects; and

* Failure of cooperative governance and fraught relationships with the provincial depart-
ments that limit the complementarity and coordination which will limit the contribution of

the USDG towards the human settlements outcome it is intended to support.

8.4 Institutional and Funding Framework

8.4.1 Do the legal and policy shifts support or encumber the intentions of the grant?
The legal and policy shifts that are presented in this evaluation are almost all informants to
the grant and therefore support its intentions. The only legal shift that has taken place since
the grant was introduced is the enactment of SPLUMA in 2013. This strongly supports the
intention of the grant through providing metros with more autonomy around spatial planning,
which is one of the key built environment functions. However, the increase of planning powers
of metros and the associated decrease in provincial planning powers may exacerbate tension
around shifting powers in the built environment between these two spheres. The implication
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of SPLUMA is that until the housing function is assigned, provinces will be required to gain
municipal approval for the location of provincial housing projects.

In terms of policy, the NDP was introduced subsequent to the introduction of the USDG, but
is strongly aligned with the objectives of the USDG. All other policy shifts that are relevant to
the USDG were not concluded by the time this evaluation was undertaken. This includes the
IUDF and the new Outcomes Statement.

The one encumbering factor, which is not insignificant, has been the intergovernmental ten-
sions and lack of planning integration that has been caused by the delay in the assignment of
the housing function to metros.

8.4.2 How could the structure of the grant and its application be improved and
strengthened?

This evaluation has found that the grant is generally adequately structured to appropriately
respond to the urban settlements challenges in metros as a financial instrument. If the USDG
is to continue to function as a fiscal instrument, then all that is required is a revision of the
monitoring and evaluation framework to bring it in line with what can be achieved as a finan-
cial instrument and to position it in relation to existing human settlements and/or built environ-
ment and/or metro policies which should guide its application. This includes providing greater
clarity around the grant objectives and outputs to which it contributes. In addition there is a
need to revise the associated reporting requirements to minimize unnecessary, duplicated
and/or redundant reporting. A full set of recommendations is provided in the following chapter.
However, if it is to be more closely related to the housing function, then it would need to be
significantly revised with a different programmatic Theory of Change and possibly re-sched-
uled as a conditional grant to support the housing process.

8.5 Monitoring Framework

8.5.1 Are the performance indicators suitable for its stated policy purpose?

The performance indicators for the USDG have been highly variable, shifting between various
policy frameworks and inconsistently applied by each metro. This is largely because no clear
logical framework existed to link the USDG as a supplementary capital grant to the outcomes
it was intended to achieve. The analysis has shown that the reason for the proliferation of
output indicators stems from the difficulties in monitoring a supplementary grant. The DHS is
required to report on the grant performance on an annual basis, which necessitated a large
number of indicators to cover the wide range of possible outputs that could be delivered using
the grant. Even this list did not fully encapsulate the outputs identified or implied in the grant

framework.

The current performance indicators are not suitable for the stated policy purpose of the USDG
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because:

* There is no rationale for the performance indicators linking the indicators to the outcomes
to which the grant contributes;

+ There was an absence of backlog or useful baseline information;

* The current indicators cannot distinguish between USDG outputs and outputs relating to
expenditure on the total capital programme; and

* None of the performance indicators in the current matrix are at outcome level.

Across the three spheres of government there is a general failure to define and identify the
data elements comprising the indicators, as well as their sources through the use of indicator
protocols and definitions (PDG, 2014b). This is certainly the case for the USDG and needs to
be urgently remedied.

It is therefore concluded that the indicators are not suitable to monitor performance of the
stated grant purpose and a revised set of indicators and approach to monitoring and reporting
is proposed in the following chapter.

8.5.2 Are the current planning and monitoring frameworks that relate to the USDG
appropriate?

The USDG’s design as a supplementary financial instrument is critical to informing its rela-

tionship to other monitoring frameworks. As a supplement to the existing capital programme,

there is nothing substantially new (other than the BEPP, which is no longer a condition of the

USDG) that should require distinct monitoring processes in terms of outputs and services. In

fact, all of the currently desired outputs and results of the grant are in line with existing policy

provisions in terms of BNG, Outcomes 8 and 9 and the strategic plans of the provincial and

local governments. The main concern of the monitoring framework has been trying to ensure

that the USDG focus capital spending on human settlements and prioritisation of the urban

poor. However, without the ability to attribute specific outputs or outcomes to the USDG, there

is no reason to track USDG-specific indicators.  The analysis has shown that the outcome

indicators were either lacking or not correctly formulated when the USDG was established,

the lesson that is learned is that the indicators should:

* Have a clear rationale linked to the grant objectives;

* Have clear definitions and data collection methodologies contained in indicator protocols;

* Include baseline information and backlog figures for each indicator;

* Be standardised and consistently applied by all metros;

» Should be reasonably possible to collect the requisite data with regularity;

* Relate to the overall capital programme and not to ‘USDG projects’; and

* Reflect changes for the intended beneficiaries (results), which for the USDG ultimately
mean changes in quality of life of low income households in cities.
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8.6 Concluding comments

The USDG is a dynamic and flexible grant with a broad scope for application across the range
of metropolitan built environments. As a result it can and has been used to fund a wide range
of projects. The breadth of its intent is impressive, but also one of the biggest challenges
and sources of conflict in its implementation because of the varying interpretations and un-
derstandings of exactly what informed the grant, and therefore what should be prioritised for
delivery with the USDG. The ambitious nature of the grant has meant that it has contributed
to the achievement of many things, but has not focused its impact. The lofty aspirations for
the grant at its inception ignored the need to develop a coherent Theory of Change. The
grant framework failed to set out the mechanisms as to how a programmatic approach for
the USDG would achieve the multiple outputs and the desired outcomes. It is not possible for
the grant to achieve all the outcomes that have been attached to it in the various iterations of
the policy frameworks, when it has been proven to act as a financial instrument rather than a

focused programmatic intervention.

The USDG’s overall implementation is not as efficient as it could be. Inefficiencies exist in the
built environment planning and are challenged by insufficient intergovernmental cooperation
and coordination with other municipal planning processes. In particular, the coordination with
the HSDG is poor. This is a serious flaw in the process, as one of the primary features of the
grant was to focus on housing opportunities for poor households. Implementation efficiencies
and inefficiencies that impact on the USDG are largely those that impact on the entire capital
investment programme and therefore systematically addressing them is beyond the scope of
the USDG as a capital finance instrument. However, there may well be a place for the CSP to
assist, with potential positive benefits for USDG in the process.

The integration of the USDG into the project identification and selection processes of metros
has occurred relatively seamlessly in most cases, with minimum additional administrative
burden or disruptions, and with some innovation. But this has also meant that the USDG has
done little to shift the project pipelining and selection process towards its envisaged outcomes,
merely expanding the funding envelope for projects in poor or under-serviced urban areas.
Where the grant was expected to leverage additional funds, this has not really occurred in all
instances. The implementation of the USDG has appeared to result in a spatial distribution
of projects that mostly coincides with the areas prioritized for development because of their
socio-economic conditions, historical under-servicing or strategic location as a node or corri-
dor for development. This has occurred relatively efficiently as a result of the existing project
selection processes in each of the metros and would appear to be allowing metros to address
their differentiated needs and conditions. However, the distribution of current USDG projects
is not necessarily supportive of the spatial efficiency objective.

There is much value in the current design of the USDG as a Schedule 4B supplementary
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capital allocation. Metros have demonstrated that they are increasingly able to administer
the grant and utilise it for the breadth of projects which its outcome statements comprise.
However there are indications that the grant can displace other sources of funding particularly
in smaller metros. With the grant being flexible there is potential of the grant being utilised
on provision of services that could be funded by other more conditional (and therefore more
administratively onerous) grants. There is also the need to incentivise the use of own funding
and potential to target the grant better through the inclusion of a ‘matching’ contribution by
municipalities to fund bulk infrastructure and amenities that benefit businesses and non-poor
households. However, there are still challenges around maximizing the value of the built en-
vironment planning process as well as in pipelining, prioritizing and selecting the right kind
of projects in line with the intentions of the grant and for realising the expectations of key
stakeholders.

Although the design of the USDG can be improved, it is the conceptual framework of the
USDG as a financial instrument and not as a programme that requires the most work. There
are a series of key decisions that need to be made. Firstly, is the USDG a fiscal instrument to
support existing programmes, or is it meant to constitute a programme in itself? If the USDG
is accepted as a fiscal instrument to support a range of programmes in the built environment,
then all that is required is a revision of the grant framework to make this clearer, with more
precise definitions of the outcomes and outputs to which it contributes, and a revised moni-
toring framework. If the USDG is intended to be a programme, then it needs a new Theory of
Change for a ‘human settlements programme’, which may in turn require institutional shifts
in responsibilities between provinces and municipalities. Secondly, is the USDG intended to
support the development of the built environment, a broad notion of human settlements, or
the delivery of housing opportunities? The evaluation has found that in directing the grant at
the ‘built environment’ it has conflated the objectives of city efficiency and universal servicing,
which can compete with each other in some cases. It is more appropriate to remove these
city efficiency objectives and locate them with the other grants (the ICDG and the NDPG) to
which they are more closely aligned. If the USDG is intended to fund a broad notion of hu-
man settlements, then it needs to fund a wide range of outputs and a supplementary grant to
local government has been found to be the appropriate mechanism. However, if the grant is
intended to have a more specific focus on informal settlements and supporting housing inter-
ventions, then a more rigid, conditional grant with more specific outputs and a different set of
outcome statements would be more appropriate. This option would require a reconsideration
of how the HSDG operates in metros and would require the identification of alternative fund-
ing sources for funding the outputs that the USDG currently funds, but would fall outside of
this narrower objective.
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9. Recommendations

9.1 Key recommendations

The recommendations have been structured to present the four actions that would most
significantly improve the USDG in the short term, while additional recommendations on lon-
ger-term changes to the design, planning, implementation and monitoring and evaluation of
the grant are presented in the next section. The key recommendations are listed in order of
priority.

1. Retain the USDG as a Schedule 4B supplementary grant but increase accountability
If the grant intent is to remain “[tjo assist metropolitan municipalities to improve urban land
production to the benefit of poor households, to improve spatial integration and densities by
supplementing the budgets of metropolitan municipalities” (RSA, 2013a:181), then DHS and
National Treasury should retain the USDG’s status as a Schedule 4B supplementary Grant
for the 2015 DoRA. This is the grant’s greatest benefit that allows it to be targeted at the
correct selection of the wide range of possible outputs that represent the greatest need that
exist in each of the metros in order to achieve the grant objectives. The proposed tightening
of control over the grant through conditions is a fairly common response to particularly flexible
grants (Shah, 2009), but is not recommended unless the objective of the grant is shifted to
a much narrower focus on upgrading informal settlements and supporting housing delivery,
and not on broader built environment objectives. As long as the grant needs to fund the broad
notion of human settlements, a supplementary grant is the best way to do this. Increased
conditionality is believed to be detrimental to the grant in its current form. However, given that
it has not been possible to empirically determine value for money with the USDG in its current
form, a revision to the monitoring and evaluation framework is required to increase account-

ability and to measure overall capital programme impact in the longer term.

This recommendation has been placed first because it resolves the issue of whether the grant
needs to become more rigid, or retain its flexibility. This informs the way that it then needs
to be monitored, as discussed below. However, a radical change to the human settlements
agenda through the Housing Green Paper process may require the structure of the grant to
be revisited.

2. Revise the monitoring framework (inclusive of rationalising outcome, outputs, and
selected indicators) to focus on changes at beneficiary level

The existing monitoring framework is inadequate to ensure the required accountability for the
performance of a supplementary outcomes-based grant. DHS and National Treasury should
reduce the grant outcome statements to provide clarity on the outcomes to which the grant,

as a supplement to the capital programme, is expected to contribute. This may require prima-
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ry and secondary outcomes associated with the grant for which the capital programme needs
to account. Using the DORA 2014 grant framework as a base, the grant primary municipal
outcomes to which the grant should contribute are:
* Increased household access to basic services for poor communities;
* Increased household access to public amenities and socio-economic services; and
* Increased supply of well-located land for human settlements development (discussed
further below).

A secondary municipal outcome to which the grant contributes should be:
» Improved spatial integration of poor and low income households for better access to
socio-economic opportunities.

In line with the rationalisation of the grant-associated outcomes described above, DHS and
National Treasury should revise the grant outputs to reduce these to the following four broad
categories of priority outputs to which the USDG contributes:
* Bulk infrastructure capacity provided or expanded to serve poor households and in-
formal settlements;
* Internal engineering infrastructure provided to informal settlements and low income
households for access to water, sanitation, electricity, roads and solid waste services;
* Public and social amenities provided to serve informal settlements and low income
households; and
* Land purchased for informal settlements upgrading, subsidised housing, or mixed use
development.

Given the recommendation that the USDG be maintained as a supplementary grant, metros
should be afforded flexibility to a wide range of outputs that are appropriate to achieve the
broader built environment outcomes to which the grant contributes. It may therefore be nec-
essary to re-visit whether top structures or buildings may be purchased or constructed using
the grant. The purchase of well-located buildings for conversion into low income residen-
tial properties may be able to simultaneously provide services, shelter, and achieve spatial
transformation objectives. Funding of top structures beyond the current housing subsidy pro-
visions, including recycling existing buildings, needs to be addressed in relation to housing
finance policy as whole. Buying and servicing well located land is a specific output of the
USDG, but the housing subsidy amount may be too small to build the required typologies to
achieve cost-effective densities on expensive land. In this case, if the housing subsidy regu-
lations remain as is, it may be beneficial to allow the USDG to be used to fund top structure

investment.

The retention of the USDG as a supplementary grant means that it retains its flexibility. How-
ever, metros need to prioritise the grant spending on services for the urban poor and need
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to be held accountable for this to avoid abuse of the grant. It is proposed that this can be
achieved through DHS defining a narrow set of indicators that will provide evidence of in-
creased services reaching the intended beneficiaries. Better indicators will allow for the grant,
to be monitored better, and therefore improved. These indicators should logically flow from
the rationalised set of outcomes and outputs proposed above. The set of indicators that is
proposed reflect the last link in the human settlements infrastructure value chain. Access to
these services enables (but are not alone sufficient conditions for) an improved quality of life,
and these indicators are therefore taken as high-level output proxy indicators for the outcome.
As indicators can also be used to introduce unintended conditionality, the list of indicators is
deliberately kept small with the understanding that these are not the only potential indicators
to which the USDG contributes, but they get closest to indicating whether metros are making
a difference to the most needy of households. These indicators are:
* Additional households in informal settlements or other targeted priority areas with
access to a basic level of water supply;
* Additional households in informal settlements or other targeted priority areas with
access to a basic level of sanitation service;
* Additional households in informal settlements or other targeted priority areas with
access to a basic level of electricity supply; and
* Additional households in informal settlements or other targeted priority areas with

access to a basic level of refuse removal®.

Although the USDG clearly contributes to the other human settlements outcomes, such as
the acceleration of delivery of housing opportunities through the HSDG by providing serviced
land, this is a secondary grant objective that has inputs and dependencies that are outside of
the sphere of influence of the USDG and the metros (at present). Therefore it is not justified
that any housing programme indicators be included for monitoring of the USDG, as perfor-
mance on the above four indicators is inherent in the provision of serviced land, which then

serves as an input to the housing delivery process.

These indicators should be accompanied by specific and clear indicator definitions in order
to ensure consistency of measurement between metros. DHS will need to liaise with National
Treasury and DCoG to ensure that these indicators be included as compulsory indicators in
the SDBIPs, which will improve their consistency and comparability, but also improve munic-
ipal accountability to citizens.

38 Access by poor households to municipal roads has been left off the list of indicators even though roads are the recipients of much USDG
expenditure. This is primarily because no standardised data on ‘access to roads’ exists, but in addition, access to roads in itself is not an
outcome that necessarily leads to improved quality of life. An alternative indicator reflecting the benefit of increased accessibility to social
and economic opportunities probably needs to be developed.
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The data for these four indicators can be derived from the Census data. However, as this is
not collected on an annual basis, progress cannot be measured for the years between the
Censuses. An additional recommendation is that a common information system for the col-
lection of municipal service access information be created. This can be established by the
DPME, the DCoG or StatsSA (or a partnership of all three), but would need to be populated
and maintained by municipalities themselves. Such a system is not a small undertaking, but
would have significant advantages for a range of programmes and processes in government

requiring such data.

Metros are thus free to allocate the USDG to a wide range of projects that may represent the
metros’ priorities, but all metros should track whether they are ultimately impacting on the
quality of life for low income households. If no progress is made on these simple but funda-
mental outcome indicators, then the grant intentions are not being achieved.

This recommendation resolves the issue of inadequate accountability by metros for human
settlement outcomes. It also defines the USDG as notably distinct from the HSDG and from
other grants that have built environment efficiency as their primary objective (e.g. ICDG,
NDPG, and to a lesser extent the PTIG). It positions the USDG firmly within the realm of the
municipal built environment functions and therefore avoids any issues of overlap of constitu-
tional mandate. The revised set of outcomes and output categories will need to be agreed
by DHS, National Treasury, and DCoG as they have different implications for all three depart-
ments. The outcomes are certainly human settlement outcomes, but the grant output catego-
ries and the data proposed for their measurement are related to municipal infrastructure and
are therefore within the mandate of DCoG. The implication for National Treasury is a shift in
emphasis for city efficiency away from the USDG to the National Treasury grants, which may
impact on their respective grant frameworks. National Treasury will also be responsible for
the necessary revisions the USDG grant framework in DORA, as discussed below.

3. Clarify the grant intent and how it is meant to be applied

The evaluation has concluded that the USDG is a fiscal instrument and not a programme.
However, it is still necessary for the DHS to clarify the grant intent through identifying the ex-
isting programmes and the specific outcomes associated with these programmes (as recom-
mended above) to which it is intended to contribute. In addition, guidance is required on the
monitoring framework that will be put in place to measure whether the grant is being applied
correctly or not. This guidance should also cover the grant outputs, or categories of outputs,
within existing programmes that are explicitly intended to be funded (also as recommended
above).
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This recommendation could be implemented through a revised and finalised USDG policy
framework. While this is the preferred method, because of the need for adequate motivation
and rationale to create clarity, it could also be implemented in the form of a revised DORA
grant framework. Whichever option is pursued, it is necessary that the resulting document
gives sufficient clarity to all parties involved in implementing, monitoring and overseeing the
grant that the existing differences in interpretations are eliminated. The timing of this action is
critical, given the current review of infrastructure grants being undertaken by National Trea-
sury and this recommendation should feed into this process.

4. Support initiatives to build municipal capacity to plan, procure and manage capital
projects

DHS and National Treasury should amend the USDG policy framework to stipulate that a
portion of the grant (recommended maximum of 5%) may be used to procure technical and
project management expertise to improve project implementation and capital expenditure,
if required. This portion should also be allowed to be used for feasibility studies for capital
projects to improve project pipelines. This portion should not duplicate the capacity building
undertaken with the Human Settlements Capacity Building Grant and should therefore be
specifically for building infrastructure project management capacity.

The capacity support role of national and provincial departments remains a key success
factor, and the CSP and the Human Settlements Capacity Grant are important in this regard.
Given its embedded involvement in municipal planning, the CSP has the potential role to
resolve horizontal coordination issues via the BEPP process. In contrast to the CSP, the na-
tional DHS does not have any permanent presence in the metros, and is therefore not set up
to perform this internal capacity building and facilitation role.

The recommendation ratifies the de facto situation where some metros are using the USDG
successfully for this purpose and gives permission for other metros to do the same. It attempts
to overcome municipal capacity constraints that are hindering the effectiveness of the grant.

9.2 Additional recommendations

9.2.1 Design

Consider incentivising municipal co-funding through the introduction of a ‘matching’
requirement for municipalities to qualify for the USDG

The international public finance literature promotes matching grants as a means to ensure
that municipalities are incentivised to raise their own capital funding. National Treasury should
consider adding this as a condition of the USDG. This requirement would also eliminate any
displacement of other funding sources that may be resulting from the introduction of the
USDG. This matching requirement need not be an exact Rand-for-Rand match, as this is
clearly not affordable for some metros and may need to be a differentiated rate for the differ-
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ent metros. Matching should be done on the overall capital budget, and not on individual proj-
ects, in order to ensure that municipalities are funding economic infrastructure that generates
revenue, to complement social infrastructure being provided through the USDG.

Require municipalities to participate in an annual peer review of capital project selec-
tion and prioritisation

The DHS and National Treasury, through the City Support Programme, should facilitate an-
nual peer review sessions to allow metros to share good practice and to encourage the de-
velopment of credible, transparent and auditable process in place for the identification and
prioritisation of capital projects. These processes need to ensure adequate representation of
the municipal human settlement departments. The method of allocation of USDG funding to
capital projects should be a focus of the peer review sessions. The peer review sessions can
be facilitated by the DHS.

Resolve definition of key terms through human settlements policy processes

There is a general need for DHS to provide more specific definitions for key terms used in
human settlements policy to make these terms meaningful and measurable. These include
‘sustainable human settlements’, ‘secure tenure’, ‘well-located’, ‘spatial efficiency’, ‘built en-

vironment’ and ‘upgrading’.

9.2.2 Planning

Planning for the expenditure of the USDG should be an extension of the existing plan-
ning processes

DHS should not require any specific planning to be undertaken for the expenditure of the
USDG, outside of normal statutory planning processes. As is currently the practice, the cap-
ital budget process is extended to provide an extra step to identify USDG projects based on
the criteria specified in the grant framework (see above). The identification and prioritisation
of these projects will have happened through the existing statutory plans, i.e. the IDP and the
SDF, as well as through the BEPP (see below). Projects are identified for internal purposes
only, and not for external reporting purposes.

The BEPP should not be specifically required for the USDG

Since this evaluation was started, this recommendation has already been put in place through
the revisions to the BEPP guidelines (National Treasury, 2013) and the revised USDG grant
framework in DORA 2014. The new guidelines call for the coordination of all built environ-
ment capital investment, including the spatial location of provincial spending on housing and
USDG spending to support this. The BEPP is therefore a sound mechanism to ensure USDG
expenditure is not counter-productive to spatial efficiency objectives. However, the BEPP still
excludes the HSDG, which should also be included in the BEPP to facilitate alignment of the
HSDG planning with that of the USDG, as well as the other built environment grants. This new

DHS/DPME 159




Design and implementation evaluation of the USDG — Executive Summary 17 March 2015

=

role for the BEPP effectively separates the BEPP planning process from the grant, other than
requiring reporting in terms of a performance matrix included in the BEPP. In time the BEPP
could be replaced by an improved IDP and CIF.

The BEPP Guidelines should establish definitions for spatial zones in order to monitor
the targeting of the grant

Notwithstanding the previous recommendation, the BEPP has a role to play in defining spatial
zones within the city against which the spending of the USDG can be evaluated. To overcome
the problem of inaccurate targeting of the grant at poor households, it is proposed that a
spatial budget reporting method be used. This is already in place, to some extent, in Johan-
nesburg and Ekurhuleni. The USDG is intended to benefit informal settlements and other
low poor households in metros. In addition to the urban networks and integrations zones
that are required by the BEPP, it is proposed that the City Support Programme of National
Treasury amend the BEPP Guidelines to include additional zones for informal settlements
and low income/underserved/marginalised areas. These areas would need to be identified in
each metro based on clear definitions of these provided in the BEPP Guidelines. Monitoring
of grant expenditure would then be possible based on these spatial zones — see monitoring

framework recommendations.

9.2.3 Implementation

The intent around the assignment of the housing functions to metros should be clarified

The broader process of devolution of the built environment functions to the local level is an
integral part of the design of the USDG (as well as other grants), and this evaluation has
found that the delay in this process has caused intergovernmental tensions, which in turn
have resulted in a lock of integration between the HSDG and the USDG which makes the
grant application inefficient. It is believed that the assignment of the housing function would
resolve this tension and lack of cooperation.

However, if the assignment of the housing function is not going to take place, then this may
require a revision of the structure of the USDG and how it interfaces with the HSDG.
Whichever route is pursued, the clarification of this issue will clarify the respective roles of the
provinces and the metros in the human settlement development process, which in turn will
allow for conditions more conducive to improving intergovernmental relations.

The role of the province in the USDG should be clarified

The national DHS should clarify the role of the provincial Departments of Human Settlements.
The provincial departments should continue to coordinate housing planning with the metro
planning, both through the existing Human Settlement Plan / Provincial Annual Performance
Plan process and through inputting to the BEPP via the Technical Work Group proposed un-
der the City Budget Forum in the BEPP Guidelines. The coordination of provincial housing
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planning and metro planning clearly needs to be improved, but it is not believed that a process
or structure should be attached to the USDG to achieve this. In addition the province should
ensure cross-boundary coordination of development, particularly in the case of Gauteng.

The provinces should also continue to play a capacity-building role, but this needs to be ex-
panded. Care must be taken that this capacity-building role does not overlap or compete with
parallel capacity-building initiatives being undertaken by the CSP or SALGA and some defini-
tion of the exact type of capacity building to be undertaken by the provinces may be required.
The provinces should also play a role in implementing the revised monitoring framework,
but this requires a better appreciation of the function and purpose of the grant in the broader
sense of human settlement development. Provinces play a crucial role in the interface be-
tween the USDG outputs and their link to the Outcome 8 outputs and outcomes.

Improve the mechanics of municipal land purchase programmes

The implementation evaluation found that metros have difficulty in purchasing land with the
USDG because of the unpredictable timing of the purchases (making it difficult to budget for)
and the large amounts involved (taking up too large a portion of the grant). The municipal
land purchase programmes that are funded by the USDG need to be improved to improve the
predictability and budgeting of land purchase using the USDG. This is already taking place
through assistance being provided to metros by the HDA in the identification of land and the
facilitation of its timely release, and this initiative should be supported and expanded. Provi-
sion needs to be made in the BEPP and budget processes for the clear identification of land,
including a realistic assessment of when it will be available for purchase. As there will always
be a degree of uncertainty, the grant management needs to incorporate sufficient flexibility to
adjust budgets if purchases are not made.

9.2.4 Monitoring framework

An Expenditure Performance Review of the USDG should be undertaken

This evaluation has not been able to determine value for money of the USDG spending for
various reasons. National Treasury should commission an Expenditure Performance Review
(EPR) of the USDG spending since inception to make a judgement on this issue. It is recom-
mended that the EPR be undertaken on the entire capital budget, but evaluated against the
objectives of the USDG to assess what portion of the total capital budget is spent on outputs
related to the USDG outcomes, as well as the proportional contribution of the various outputs
to the USDG outcomes.

USDG expenditure should be compared with overall capital expenditure

DHS should include a comparison of USDG % expenditure with overall capital % expenditure
(sourced from National Treasury) in their annual USDG performance report. Overall USDG
expenditure against budget is still a key metric, but needs to be compared with the overall
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capital expenditure of the metro as well to determine whether there is a problem with the
USDG or a problem with capital expenditure in general.

Monitoring of financial indicators need to be spatially referenced

In order to determine whether the USDG is being correctly targeted spatially and socio-eco-
nomically, it is proposed that metros report on capital spending of both the USDG and the
capital budget as a whole in the following broad asset and spatial categories:

Table 19: Proposed matrix for spatial reporting on capital and USDG expenditure

Asset cate- Informal set- | Under-ser- New developments Serviced ar-
gory tlements viced town- Integration Other eas not inte-
ships zones / gration zones
nodes/ hubs / /'hubs/ nodes
corridors | corridors

Bulk and con-
nector infra-
structure®

Internal infra-
structure

Social infra-
structure

Housing
Land
Other

The definitions for both the asset categories and the spatial zones should be contained within
the BEPP Guidelines produced by the City Support Programme, and a map of the spatial
zones should be a requisite part of the BEPP. The above table would allow for spatial rep-
resentation of capital spending in prioritised areas. This reporting should be required of the
metros annually by the DHS.

A separate performance matrix is not required for non-financial outputs

The DHS should not produce a separate performance matrix for the USDG in the policy
framework. The USDG is not a programme and therefore cannot be monitored as such.
It is also a supplementary grant, which means that its outputs are the outputs created by
the capital budget as a whole and cannot be attributed solely to the USDG. The outcomes
towards which the grant contributes are a subset of the overall built environment outcomes
pursued by the municipality, which are already set out with targets and deliverables in terms
of indicators developed as part of the IDP and SDBIP process. Incorporating the USDG out-
come indicators in the SDBIP indicators (as was the intention in the grant design) increases

3% Note that there are difficulties in allocating bulk and connector to specific areas but it is possible to do this in some cases, particularly
for connector infrastructure.
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municipal accountability to its citizens, which is an area in which the USDG needs to be im-
proved. Some housing-related outputs do also need to be reported to DHS for Outcome 8
and housing programme implementation. Where the USDG seeks to contribute to change in
relation to already other priority outputs and outcomes (e.g. households upgraded in informal
settlements) the monitoring framework should rely on the existing protocols and data collec-
tion processes already in place outside of the USDG rather than attempt output monitoring
distinct to the USDG. If protocols are not already in place or require better definition, as with
the Outcome 8: Output 1 indicator, indicator protocols should be coordinated by the national
DHS, the DCoG and the CSP in consultation with provincial and metro M&E technical ex-
pertise so that all of the constituent data elements, sources, calculations and meanings for
the indicator are well-understood and applied for the validity of the title of the indicator, and
consistency of interpretation where other actors measure the same thing.

Reporting on housing outputs should be limited to Outcome 8 and housing programme
reporting and not duplicated by any USDG requirements

Outcome 8, or its equivalent in the new MTSF, will define the targets and indicators to moni-
tor and evaluate human settlements outputs and outcomes. It is likely that these outputs will
incorporate some of those contributed to by the USDG, as has been the case with Outcome
8. DHS need not duplicate the measurement and reporting of these outputs for the USDG
specifically. However, because of the intention for the USDG to accelerate housing opportu-
nities and contribute to the achievement of Outcome 8, the performance of the province and
metro on Outcome 8 indicators in the metro area should also be monitored as a reflection of
performance in relation to the USDG.

Assessment of counter-funding and/or crowding out of internal funds can be achieved
through review of standard budget reporting

The standard budget reports submitted to National Treasury as part of the MFMA Regulations
allow for the assessment of the change in funding mix in any particular metro over time. This
would be sufficient to determine whether the USDG is impacting on the use of municipal own
funding.

The formula for distribution of the USDG between metros should be reviewed and pub-
lished in the annual DORB

National Treasury should review the grant formula to more closely relate the metro allocations
to the intended grant outputs and grant-aligned outcomes and publish this formula annual-
ly in the DORB. The explicit distribution formula can then be monitored and evaluated for
effectiveness to determine whether metros are receiving too much or too little USDG given
the metros own ability to source capital funding. The determination of capital funding need
requires further investigation, but is linked to the recommendation to incentivise own source
finance through co-funding provisions attached to the USDG.
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Monitoring of individual project selection and implementation is not required

The DHS should not undertake micro monitoring of projects and outputs. This is of little val-
ue and is not in line with the broader objectives of government which is trying to manage for
results and the overall government outcomes. Projects are only identified to determine spend
in specific areas. Outputs should not be tracked for USDG monitoring purposes because they
are meaningless outside of a broader human settlements programme or policy framework.
There is little to no evidence that provincial or national departments are monitoring the results
of the non-financial reporting being painstakingly undertaken by cities beyond compliance
purposes.

9.2.5 Summary of recommendations by sphere

From the recommendations provided above, the recommendations relating to specific spheres
of government have been extracted for ease of reference.

National government

» The DHS and National Treasury should retain the USDG’s status as a Schedule 4B
supplementary Grant;

* The DHS and National Treasury should reduce the grant outcome statements to pro-
vide clarity on the outcomes to which the grant, as a supplement to the capital pro-
gramme, is expected to contribute;

* The DHS and National Treasury should revise the grant outputs to reduce these to
four broad categories;

* The DHS should define a narrow set of indicators that will provide evidence of in-
creased services reaching the intended beneficiaries;

 The DHS, the DCoG and the CSP, in consultation with the provinces and metros
should produce indicator protocols;

» The DHS will need to liaise with National Treasury and DCoG to ensure that these
indicators be included as compulsory indicators in the SDBIPs;

* The DPME, the DCoG or StatsSA (or a partnership of all three) should create a com-
mon information system for the collection of municipal service access information;

* The DHS, National Treasury, and the DCoG need to agree on the revised set of out-
comes and output categories;

* National Treasury need to make the necessary revisions the USDG grant framework
in DORA;

» DHS to clarify the grant intent through identifying the existing programmes and the
specific outcomes associated with these programmes to which it is intended to con-
tribute;

* The DHS and National Treasury should amend the USDG policy framework to stipu-
late that a portion of the grant (recommended maximum of 5%) may be used to pro-
cure technical and project management expertise, if required;
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The CSP should provide support through the BEPP process to resolve horizontal
coordination issues in metros;

National Treasury should consider adding a provision for a matching requirement by
metros as a condition of the USDG;

The DHS and National Treasury, through the City Support Programme, should facili-
tate annual peer review sessions;

The DHS should provide more specific definitions for key terms used in human settle-
ments policy to make these terms meaningful and measurable;

The CSP should liaise with the DHS and metros to include the HSDG in the BEPP to
facilitate alignment of the HSDG planning with that of the USDG;

The CSP should amend the BEPP Guidelines to establish definitions for spatial zones
in order to monitor the targeting of the grant;

The DHS and National Treasury should not require that BEPPs be specifically re-
quired for the USDG;

The DHS should monitor grant expenditure spatially;

The DHS and National Treasury should monitor grant expenditure levels together with
overall capital budget expenditure levels;

The DHS should clarify the role of the provincial Departments of Human Settlements;
National Treasury should commission an Expenditure Performance Review (EPR) of
the USDG spending since inception;

The DHS and National Treasury should remove any requirement for metros to report
on non-financial outputs of the USDG separate from other existing reporting require-
ments;

National Treasury should undertake an assessment of counter-funding and/or crowd-
ing out of internal funds as a result of the USDG;

National Treasury should review the grant formula to more closely relate the metro
allocations to the intended grant outputs and grant-aligned outcomes and publish this
formula annually in the DORB; and

The DHS should not undertake micro monitoring of projects and outputs.

Provincial government

The provincial DHSs should continue to coordinate housing planning with the metro
planning, both through the existing Human Settlement Plan / Provincial Annual Per-
formance Plan process and through inputting to the BEPP via the Technical Work
Group;

Provinces should clarify the intent around the assignment of the housing function;
Provincial DHSs should ensure cross-boundary coordination of development;
Provincial DHSs need to expand their capacity-building role; and

The Provincial DHSs should play a role in implementing the revised monitoring frame-
work.
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Metros

« The metro capital budget processes should be extended to provide an extra step to
identify USDG projects based on the criteria specified in the grant framework;

* Metros should ensure that all departments with a role in the USDG supported pro-
grammes should be adequately represented in the grant allocation process;

* Metros should use a new spatial reporting template to report on USDG and capital
budget expenditure spatially;

* Metros should track the spatial location of projects funded through the USDG;

* The HDA should support metros to improve the mechanics of their land purchase
programmes to improve predictability; and

* Metros should be accountable for the outcomes to which the USDG contributes
through prudent use of the USDG on outputs that contribute directly to these out-

comes.

9.2.6 Concluding statement on the recommendations

The recommendations provided above are believed to be realistic and easily implementable.
They have been designed to reinforce one another, and therefore if particular recommenda-
tions are selected and not others, then the impacts of this course of action should be thor-
oughly assessed. However, if implemented, it is believed that these recommendations will
improve the design, performance and impact of the USDG in South African metros.
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