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PREAMBLE

This policy is founded on the principle of sustainability, in that every Rand of expenditure paid for
public transport must set in motion a better life for both present and future generations. Capital
subsidy is required to accelerate the elimination of structural backlogs that characterise much of the
country’s public transport system. Operational subsidies are required to provide relief to the poor in
order to accelerate social inclusion. The administration of subsidies must be based on sound
transport plans that optimise the use of limited resources and promote accountability. The policy
does acknowledge that transforming the public transport system is a relatively long journey; but
which requires focused and phased interventions.




LIST OF ABREVIATIONS

AFC Automatic Fare Collection

BRT Bus Rapid Transport

DBE Department of Basic Education

DORA Division of Revenue Act

GDRT Gauteng Department of Roads & Transport

FIFA Federation Internationale de Football Association
GDP Gross Domestic Product

ITP Integrated Transport Plan

IRPTN Integrated Rapid Public Transport Networks System
ITS Intelligent Transport System

MBT Mini-Bus Taxi

MEC Member of Executive Council

MRE Municipal Regulatory Entity

NDOT National Department of Transport

NLTA National Land Transport Act (Act No.5, 2009)
NLTTA National Land Transport Transition Act

NMT Non-Motorised Transport

NPTR National Public Transport Regulator

NPTSP National Public Transport Subsidy Policy
PRASA Passenger Rail Agency of South Africa

PRE Provincial Regulatory Entity

PTISG Public Transport Infrastructure and Systems Grant
PTNG Public Transport Network Grant

PTOG Public Transport Operations Grant

SANTACO South African National Taxi Council

SATS South Africa Transport Service

TRP Taxi Recapitalisation Programme




1

1.1

1.1.1

1.1.2

1.2

1.3

1.3.1

1.3.2

1.3.3

1.3.4

1.3.5

1.3.6

1.3.7

1.3.8

1.3.9

INTRODUCTION

This NPTSP responds to the following fundamental questions, namely:

Should public transport in South Africa be subsidised? and

If so, how and what are the mechanisms to be put into place to subsidise public transport?

The NPTSP is the product of extensive engagement with the public and relevant stakeholders
(the schedule of Stakeholders engagement sessions and actions has been attached as
Schedule 1 to the Policy document). It addresses conflicting views which assist in reaching a
compromise that will best address South Africa’s growing and changing passenger transport
needs. The NPTSP is also a product of a critical engagement of the history of public transport
and subsidy practices in South Africa. This policy creates a broad framework for addressing
these challenges and to positively and proactively shapes the future of transport in South
Africa.

At its core, the NPTSP aims to contribute to the creation of a sustainable public transport
system, and contribute meaningfully to the national drive to realise Sustainable Development
Goals, namely:

Goal 1: End poverty in all its forms everywhere;

Goal 2: End hunger, achieve food security and improved nutrition and promote sustainable
agriculture;

Goal 3: Ensure healthy lives and promote well-being for all at all ages;

Goal 4: Ensure inclusive and equitable quality education and promote lifelong learning
opportunities for all;

Goal 5: Achieve gender equality and empower all women and girls;
Goal 6: Ensure availability and sustainable management of water and sanitation for all;
Goal 7: Ensure access to affordable, reliable, sustainable and modern energy for all;

Goal 8: Promote sustained, inclusive and sustainable economic growth, full and
productive employment and decent work for all;

Goal 9: Build resilient infrastructure, promote inclusive and sustainable
industrialisation and foster innovation;

1.3.10 Goal 10: Reduce inequality within and among countries;

1.3.11 Goal 11: Make cities and human settlements inclusive, safe, resilient and sustainable;

1.3.12 Goal 12: Ensure sustainable consumption and production patterns;

1.3.13 Goal 13: Take urgent action to combat climate change and its impacts;




1.3.14 Goal 14: Conserve and sustainably use the oceans, seas and marine resources for

sustainable development;

1.3.15 Goal 15: Protect, restore and promote sustainable use of terrestrial ecosystems, sustainably

manage forests, combat desertification, and halt and reverse land degradation and halt
biodiversity loss;

1.3.16 Goal 16: Promote peaceful and inclusive societies for sustainable development, provide

access to justice for all and build effective, accountable and inclusive institutions at all levels;
and

1.3.17 Goal 17: Strengthen the means of implementation and revitalize the global partnership

1.4

1.5

1.6

1.6.1

1.6.2

1.6.3

1.6.4

for sustainable development.

The key to the sustainability of a public transport system is a responsive ITP. An ITP must
promote mobility that reduces consumption of natural resources. It must also be based on
minimal input costs, while achieving the desired mobility goals of society and support the
reduction of spatial imbalances that create inequitable access to opportunities and improves
the affordability of transport services, especially for low income households.

The policy itself is crafted in a manner that emphasises ease and speed of implementation.
Linkages with other enabling plans and policies are duly identified. The policy is also
responsive to rapid changing needs in the transport environment.

The NPTSP takes account of the following key points:

South Africa is one of the most unequal societies in the world. The legacy of the apartheid
state policies continues to bear disproportionate cost burden to most households, and
household transport costs in particular are regressive. State sponsored public transport
services were generally not designed to contribute to improved quality of life but to serve the
apartheid state economy. Dismantling this legacy will require concerted effort from the
democratic state.

Public transport is a critical aspect of South African society and plays a fundamental role in a
developing economy.

The 1996 White Paper on National Transport Policy was the blue-print from which many
policies, strategies and plans emerged and constituted an overarching policy for South
Africa’s approach to public transport. In 2015, the NDOT embarked on a project to review
and revisit transport policy in order to be responsive to the ever-changing needs of South
African society. The resultant 2021 White Paper on National Transport Policy has revised the
1996 policy framework to demonstrate government's commitment to reflect on its activities
and to take corrective action in line with national and international developments. The 2021
White Paper on National Transport Policy is therefore foundational for this policy. The 2021
White Paper on National Transport Policy requires that a subsidy guideline should be
developed and provide appropriate models for its implementation and a costing, and further
that it must be founded on the principles of user targeting, equity and sustainability in the
medium to long-term. This policy is limited to land-based passenger transport.

This policy document prevails with regard to issues pertaining to public transport subsidy.

Whilst the policy is binding on all three spheres of government in so far as it relates to
Section 85(2)(b) of the Constitution, it is implemented in line with the provisions of
Cooperative Governance (Chapter 3 of the Constitution).




1.6.6 The NPTSP focuses specifically on the Government’'s role in funding public transport. It

provides a detailed outline of the policy parameters, goals and procedures to be
implemented in administering Governments subsidy of public transport.

1.7 Background Review of Public Transport subsidy in South Africa

1.7.1

1.7.1.1

1.7.1.2

1.7.1.3

1.7.1.4

The background review of the public transport development in South Africa is highly cross-
referenced with its funding in general and the subsidy regimes applied by the Government
over time, hence it is somewhat impossible to review public transport and subsidies
independently. The following are the public transport subsidy-specific observations from its
origins until present in South Africa:

The South African subsidy regime was born out of some of the key policy
fundamentals of apartheid i.e. spatial planning, low wages and segregation. This in
many ways created the foundation for a mode / service specific approach rather
than an integrated transport system and the lack of modal integration remains a
hallmark of our current transport system.

During the apartheid era in South Africa, the then government used public
transport, and specifically commuter bus services, to facilitate its separate
development policies. These policies meant that many communities were located
far away from commercial metropolitan areas where they worked, often separated
by a highway or industrial area as a “buffer zone”. Commuting costs from these
far-flung areas would be prohibitively high and so the government intervened to
heavily subsidise bus operations. The costs to government in propping up the bus
commuter industry was further increased because of the costs multiplication effect
caused through the provision of parallel services of bus transport for different racial
groups.

Rail passenger and bus services were operated by the South African Transport
Services (the SATS), which had been formed in 1910 from the South African
Railways and Harbours. Both rail passenger and bus services were loss making
and propped up by the government. The SATS would cross-subsidise public
passenger transport services using the profits from freight transport services. By
the end of the 1970s rail passenger services operated at an enormous loss.

The 1996 White Paper provided that bus services would be put out to competitive
tender but it subsequently proved to be financially untenable for the prevailing
government budget, as bids were high and would require far higher levels of
funding from government, which deemed it as unsustainable. The process stalled
after a court case in the Western Cape where Golden Arrow Bus Services took the
NDOT to court for failing to meet the requirements of the NLTTA that stipulated
that services had to be put out on tender based on public transport plans. The
additional challenges related to the substantially higher costs of a competitive
tendering system and the concerns of labour on job security and wage levels.

1.7.2 The planning and funding framework for public transport in South Africa is highly fragmented

which in turn complicates integrated service delivery. Figure 1.1, for example, illustrates the
fragmented approach to public transport network governance in the Gauteng Province. To a
great degree the funding framework follows fragmentation in the planning and administration
of public transport which have been institutionalised across the three spheres of
Government.
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Figure 1.1: lllustration of the fragmented nature of the public transport network in Gauteng Province

1.7.3 The different funding sources for public transport, operational subsidies and capital projects
applicable across the Government levels are set out in Table 1.1.




Table 1.1: High-level description of various public transport funding sources in South Africa

Funding source

Description

Public Transport
Operations Grant
(PTOG)

Conditional grant in terms of the division of revenue.

Purpose of the grant is to “supplement funding towards public transport
services provided by provincial departments of transport”.

The funding results from a nationally assigned function to provinces.

Public Transport
Network Grant
(PTNG)

A specific-purpose allocation to municipalities in terms of the division of
revenue.

Purpose of the grant is to “provide for accelerated construction and
improvement of public transport and non-motorised transport
infrastructure forming part of a municipal integrated public transport
network, and further support the planning, regulation, control,
management and operations of fiscally and financially sustainable
municipal public transport network services’.

Taxi Recapitalisation

Programme (TRP)

A specific project financed by the Department of Transport, which
results from the recommendations of the National Taxi Task Team and
adopted in 1998 by Cabinet to recapitalise the minibus taxi industry. At
the time, the objective of the programme was to renew the taxi fleet in
the country and facilitate the local manufacturing of a purpose-built
vehicle.

Funding is in the form of providing a scrapping allowance to qualifying
operators.

Scholar transport
subsidies

Subsidised transport services for learners in terms of the National
Learner Transport Policy.

The services are funded by Provincial Basic Education Departments
and/or Provincial Transport Departments.

Municipal bus
subsidies

Legacy shortfall-based subsidies paid to municipality-owned operators
by the municipalities from municipal funds.

Municipalities also provide capital subsidy to the municipality-owned
operators through the purchasing of fleets and associated equipment.

Provincial bus

Operational bus subsidies (largely legacy based) paid to bus operators

subsidies by provinces from their provincial equitable share.

Provincial rail * In the case of Gauteng Province, an operational shortfall subsidy paid

subsidies by the provincial government, as part of a concession agreements for
the Gautrain Rapid Rail Link Project, inclusive of rail and feeder bus
services.

* Gautrain is considered a project in terms of the provincial Gautrain

Management Agency Act (Act 5 of 2006).

PRASA operating * Transfer funding made available by the Department of Transport to the

subsidies Passenger Rail Agency of South Africa (PRASA) to mainly subsidise
PRASA passenger rail operation in metropolitan areas, as well as
Mainline passenger rail services to a lesser extent.

PRASA Capital * Transfer funding made available by the Department of Transport, largely

subsidies for the PRASA rail modernisation programme, inclusive of rolling stock,

signalling, and security.




2 AN OVERVIEW OF THE POLICY AND LEGISLATIVE ENVIRONMENT RELATING TO
PUBLIC TRANSPORT

2.1 The following are key pillars of a sustainable integrated planning process of a targeted
community:

2.1.1 Socio-economic development;

2.1.2 Spatial / Land-use development;
2.1.3 Transportation System development;
2.1.4 Economic development;

2.1.5 Environmental protection

2.2 All five pillars of sustainable planning are greatly inter-related and the design of any major
developmental proposal and/or intervention would cause a chain effect in the functioning of a
community. Hence, the development of sectorial policies, strategies and legislation require
adequate considerations of anticipated outcomes if the proposed measures are implemented.

2.3 The review of the policy and legislative environment in relation to the development of this
policy was based on the consideration of prevailing policies and legislation in the five key
developmental spheres i.e. Social, Economics, Environment, Spatial Planning and Transport
(the schedule of the key documents considered in relation to this policy development attached
as Schedule 2).

2.4 The development of the NPTSP has been fundamentally rooted in the 2021 White Paper on
National Transport Policy. The NPTSP is therefore aligned with the following White Paper
strategic objectives for public transport:

2.4.1 Promote safe and secure, reliable and sustainable public transport that addresses user
needs, including those of commuters, learners, targeted categories of passengers
(pensioners, the aged, children, pregnant women, persons with disabilities, tourists) and
long-distance passengers;

2.4.2 Provide an appropriate and affordable standard of accessibility to work, commercial and
social services in urban and rural areas, and limiting walking distances to public transport to
less than approximately one kilometre in urban areas;

2.4.3 Ensure that public transport is affordable for all commuters in relation to their disposable
income;

2.4.4 Improve the attractiveness of public transport and NMT to commuters over the use of private
car travel, with the aim of increasing the proportion of commuters utilising public transport
and NMT instead of private cars;

2.4.5 Provide universal, centralised information for all modes of public transport to assist public
transport users and ensure that public transport is integrated in respect of information,
scheduling, routing and integrated ticketing systems;

2.4.6 Provide appropriate institutional structures, which facilitate the effective and efficient
planning, implementation, management, funding, regulation and law enforcement of the
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public transport system, devolved to the lowest competent level;

Ensure sustainable, streamlined and dedicated funding for public transport infrastructure,
operations and law enforcement at the lowest competent level;

Foster a stable investment environment in the public transport industry;

Promote and implement a system of competition for the market, related to public transport
routes or networks based on operating licenses, concessions and negotiated and tendered
contracts, with all public transport operators registered as formalised commercial entities,
bound by the regulations pertaining to their operating licenses;

2.4.10 Empower and assist disadvantaged operators to participate meaningfully in the public

2411

transport system;

Ensure that operators become economically viable, requiring the minimum financial support;
and

2.4.12 Promote acceptable and fair labour practices in the public transport industry, and foster

human resource development.

2.5 Due consideration has been given to the policy proposals contained in three other national
transport policies i.e. Non-Motorised Transport Policy Draft of 2008, Learners Transport Policy
of 2015 and Rail National Policy Draft White Paper of 2017.

2.6 The NDOT has also developed several Transport Strategies and Strategic Plans since 1996
including relevant observations and recommendations regarded as key for the development of
the NPTSP and the content thereof has been included in the policy development process.

2.7 The transport system development is intrinsically linked to the other key national development
pillars hence the NPTSP development has thoroughly considered and included observations
and recommendations of other key sectorial National policies and strategies drafted and
adopted in the prevailing planning cycle of the National Government.

2.8 The key considerations gathered from the above-referenced policies, strategies and plans
relevant to the development of the NPTSP have been presented in Tables 1 to 6 and attached
as Schedule 3 to the policy document.

2.9 The summary and interpretation of the key considerations is outlined as follows:

2.9.1 The 2021 White Paper on National Transport Policy:

2.9.1.1 the legacy of apartheid policies have long lasting implications on the developmental

planning in South Africa and the state of disintegrated and ineffective functioning of
spatial land-use development and by extension the transport system is at heart of it

29.1.2 the national transport policy provides a broad framework for the development of

sustainable transport systems through integrated transport planning

2.9.1.3 there is a clear requirement for additional funding for public transport including

operating subsidies to support the most vulnerable communities and support their
living standard and attainment of basic rights
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29.1.5

29.1.6

2917

29.1.8

10

there is a recognition that rail transport is the backbone of the transport system
across the country though there is a dire need to transform the institutional set-up
and eradicate the prevailing subsidies based on the ‘deficit finance system’
approach

there is a recognition that the minibus-taxi industry is one of the key public transport
service providers and recommendation for its full regulation and formalisation
through the provision of adequate financial and technical resources to position the
mini bus taxi industry to enter into contractual relationships with Government

dedicated and consolidated funding channels need to be established to streamline
and optimise public transport funding

the Provincial and local spheres of Government must assume their roles and
responsibilities with regard to the transport planning, implementation and
management in line with their Constitutional and other legislative mandates

there is strong emphasis on the achievement of the efficiencies in the transport
system and minimising the Government subsidisation of the transport operations in
the long term whereas the social development objectives would have been targeted
through incentive programes offered to the operators

2.9.2 National NMT Policy / National Learners Transport Policy / National Rail Transport Policy

29.21

2922

2923

29.24

29.25

29.2.6

These policies are mode and subsector specific transport policies and emphasise
the fundamental challenge with regard to funding and propose specific funding
approaches for infrastructure and operational requirements

The emphasis of the NMT policy is on the recognition of the NMT modes and
provision of adequate infrastructure

The emphasis of the Learner transport policy is on the integration of the learner
transport requirements with the prevailing mainstream public transport services as
far as possible. Dedicated learner transport services should be established in areas
not serviced through main stream public transport

The Learner Transport policy emphasises the inter-governmental alignment of the
Transport and Education departments to ensure an efficient scholar transport
service

The draft National Rail Policy recognises the role of rail transport as the backbone of
the national transport system and substantial challenges of the rail passenger
operations

There is a recognition of the infrastructure and rolling stock backlog in rail transport
and that long term plans and substantial public and private funding is required to
revitalise the rail transport system and establish its intended role in the economy of
the Country

2.9.3 National Transport Plans and Strategies

2.9.3.1

There is a clear recognition of the prevailing issues and challenges in the public
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transport system in the Country

All Plans and Strategies emphasise the fundamental requirement for integrated
land-use development and transport planning as the basis for the preparation and
formulation of effective ITP’s and the development of a sustainable transport system

The National Transport Master Plan 2050 has identified the development of a public
transport subsidy policy as one of the key requirements to stabilise the public
transport industry and provide the basis for its transformation and provision of
improved service and economic empowerment of the previously marginalised within
the sector

All strategy documents also emphasise the insufficiency of prevailing public
transport funding to address infrastructure and capital investment backlogs and
simultaneously develop integrated systems to improve the service levels to the
public transport users

the transport development strategies and plans recognise that rail is the backbone
of the transport system in the country and fundamental to sustainable economic
development plans

National Economic / Spatial / Environment Policies and Strategies

All sectorial development policies and strategies have a clear vision with regard to
the role of the transport system development in the national growth and
development aspirations. The integrated public transport systems have been
emphasised as essential in particular to enable efficient and sustainable mobility
options for people to fulfil their economic, educational and social activities.

2.10 The Constitution of the Republic of South Africa, 1996

2.10.1

2.10.2

2.10.3

2.10.4

2.10.5

Chapter 2 sets out the Bill of Rights enshrined in our constitution. The Bill of Rights is a
cornerstone of democracy in South Africa. It enshrines the rights of all people in our country
and affirms the democratic values of human dignity, equality and freedom.

The Bill of Rights applies to all law, and binds the legislature, the executive, the judiciary and
all organs of state.

The powers and functions of the executive authority are provided for in Sections 83 to 102 of
the Constitution. It also provides for the assignment of the functions of the executive
authority to his or her cabinet.

The Provincial Executive Authority and the Provincial Legislatures are provided for in
Sections 103 to 150 of the Constitution. These sections inter alia provide for the Premier of
the respective Province to implement Provincial Legislation in the Provinces as well as
implementing National Legislation within the functional area of the Province. In addition the
Executive Authority within the Province is mandated to administer Provincial policy and any
other function assigned to the Provincial Executive in terms of the Constitution.

In accordance with the devolution of authority Municipalities play a pivotal role. A
municipality has the right to govern on its own initiative the local government affairs of its
community. This has to be done in accordance with National and Provincial Legislation. As
an example Section 152 sets out the objects of local government which are inter alia to
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promote social and economic development and the provision of services in a sustainable
manner. National and Provincial Governments by legislation are obliged to support and
strengthen the capacity of municipalities to manage their own affairs, to exercise their own
powers and to perform their functions.

2.10.6 Municipal public transport is a function of local Government and this is provided for in
Schedule 4 of the Constitution. Schedule 5 of the Constitution provides that Provincial
planning is a function of the Province.

2.11 The Legislative Framework for Public Transport

2.11.1 The legislation governing public transport in South Africa is the National Land Transport Act
of 5 of 2009 (NLTA).

2.11.2 The purpose of the NLTA as set out in section 2 of the Act is:

2.11.21 to further the process of transformation and restructuring the national land
transport system initiated by the NLTTA;

2.11.2.2 to give effect to national policy;

2.11.2.3 to prescribe national principles, requirements, guidelines, frameworks and national
norms and standards that must be applied uniformly in the provinces and other
matters contemplated in section 146 (2) of the Constitution; and

2.11.2.4 to consolidate land transport functions and locate them in the appropriate sphere
of government.

2.11.3 A further analysis of the NLTA in relation to transport planning and funding is dealt with
under Roles and Responsibilities.
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AN ANALYSIS OF THE FUNDING OF TRANSPORT SYSTEM IN SOUTH AFRICA

Figure 3.1 shows that over the period from 1987, when minibus taxis and freight transport
were deregulated, to 2018, the Department of Transport's budget ranged between 1.7%
(1996) and 4.1% (2015) of the national government budget. After experiencing a decline in the
period 1991 to1996, the transport budget rose steadily up to the recent past. Much of the
increase can be attributed to commitments made for the 2010 FIFA World Cup. Since around
2015, the national budget has not been increasing in real terms, and the transport budget has
been in relative decline, albeit still much higher than it was in the past. Portfolios that attract
much more funding include Social Development (around 20%), Police (about 12%) and
Cooperative Governance and Traditional Affairs (about 10%), which is generally reflective of
South Africa as a developmental state. Notwithstanding, it is concerning that the transport
portfolio budget appears to be declining in real terms. The fragmentation of the funding,
particularly for public transport as illustrated in Table 1.1, results in expenditure inefficiencies,
further exacerbating the problem of the overall transport budget reduction.

mmm National Budget (Real) —e—Department of Transport budget as % of national budget

5% 1600
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4% 1400
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Department of Transport budget as a percentage of national governemnt
National government budget (RBillion) - 2018 real value

Figure 3.1: Department of Transport budget relative to national government budget

3.2 Figure 3.2 depicts the composition of the Department of Transport’s budget in the period 1996

to 2018. Immediately following the adoption of the 1996 White Paper on National Transport
Policy, the Department increased expenditure on public transport as a proportion of its budget.
However, the trend was reversed from 2002. The public transport budget has historically been
dominated by passenger rail (infrastructure and operations) and bus subsidies (later referred
to as public transport operations grant — PTOG). Over time, however, the public transport
budget was diversified to include other modes of transport. In an effort to incentivise public
transport integration, the Department started to create grants aimed at implementing
infrastructure and operations that prioritise a legible integrated public transport network, which
were in the form of (PTIS), (PTNG), (PTNOG). However, these grants have over time become
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synonymous with investing in bus rapid transit (BRT) systems. In 2018, the BRT infrastructure,
where operational in the country, collectively serviced about 65 million passenger trips.
Minibus taxis have over the years attracted investment in the form of the Taxi Recapitalisation
Programme, which was officially launched in 2001, and annual operational funding of
(SANTACO). Notable, nonetheless, is that despite increased budget for the transport portfolio
in some years, funding for public transport reduced as a proportion of the Department’'s
budget.
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Figure 3.2: Public transport investment trends in the Department of Transport’s budget

Transport funding across the three spheres of government is accounted for inconsistently. For
example, while at a national level it is easier to distinguish between capital and operational
funding, or even funding dedicated to public transport and roads, it is less so for provinces and
municipalities. Nonetheless, it is estimated that in 2018, across the three spheres of
government, public transport funding amounted to R37 billion, of which 48% was operational
expenditure and 52% was capital expenditure. In 2018, public transport funding in South Africa
amounted to 0.76% of the GDP. Figure 3.3 illustrates how this funding typically flows across
the three spheres of government. In addition, Figure 3.3 shows various budgets for the
purpose of the ensuing discussion.

Public transport funding is split 86%, 9%, and 4%, across national, provincial and local
government respectively. Provinces mainly fund public transport in the form of supplementing
the public transport operations grant from the national government. Provinces that mainly fund
public transport (bus services) from their equitable share are the North West (typically 80%
from the province), the Eastern Cape (typically 55% from the province), and Limpopo (typically
50% from the province). Other provinces range from 0% to 7% of own funding to subsidised
bus services. The Gauteng provincial government funds the Gautrain train service to the tune
of R1.6 billion as shortfall funding for less than planned fare revenue, which amounts to 46%
of the total public transport funding from all provinces. Municipalities mainly fund public
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transport in the form of financing shortfalls in municipal-owned bus services. Funding for public
transport as a proportion of total provincial budget in the individual provinces ranges from
0.3% in North West Province to 3.4% in Gauteng Province. Despite being planning authorities
in terms of the National Land Transport Act, and being responsible for concluding subsidised
service contracts, municipalities only have direct control of 22% of total public transport
funding in the country.

Flow of transport related funds across spheres of government
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Figure 3.3: Snapshot illustration of transport funding for 2018

Across the country, rail transport typically receives 56% of total public transport funding,
followed by buses at 43%, and minibus taxis at 1%. Within the national sphere of government,
relative to roads, public transport attracts 54% of the funding. Of interest is also national
government funding to the Road Accident Fund, which amounted to over R42 billion in 2018,
which is 15% more that the total funding for public transport in the whole country. The Road
Accident Fund is also projected in the 2021/22 Department of Transport budget to have an
accumulated deficit of R518.7 billion by 2023/24. Generally, it is notable that direct funding for
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road safety related activities across all spheres of government is significantly high. The
significance of this observation is that the apparent poor management of road safety in the
transport portfolio, is diverting funds from important developmental programmes. Part of
funding public transport, should also be about improving road safety.

Despite increased funding for rail services, patronage has been in decline. Figure 3.4 shows
that rail passenger trips have declined from a peak of 700 million per annum in 1981 to below
300 million in the recent past. The decline is particularly notable since 2009, when PRASA
was officially launched, following a protracted recovery period from early 1990s. A short period
of recovery from 2012 to 2014 is also notable, but did not last long. Some of the reduced
patronage can be attributed to increased cases of fare evasion, given that the national rail
infrastructure tends to be porous. The decline in patronage can also be attributed to the
reduced capacity of passenger rail services, due to a decline in the availability of functional
train sets, even though capital funding for passenger rail infrastructure has been on the
increase. Moreover, the generally reported deterioration of security on passenger rail services
would have also influenced a decline in patronage. Fundamentally, however, there appears to
have been a structural problem with the business of PRASA since its launch in 2009.
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Figure 3.4: Annual number of passengers carried by passenger rail services from 1980 to
20187

3.7 Subsidised bus services on the other hand have experienced some marginal increase in

patronage over the period 2000 to 2018, despite a notable reduction of budget allocation as a
proportion of the NDOT’s budget. Increased patronage was experienced in the Free State,
Gauteng, KwaZulu/Natal, Mpumalanga and the Western Cape. Much of the increased
patronage is likely to be associated with elevated rates of urbanisation where these services
are provided.

' Data obtained from historical annual transport statistics publication by the Department of Transport and Annual reports published by

PRASA.

Lz4& transport
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Figure 3.5: Trend of annual number of passengers carried by subsidised bus services over
the period 2000 to 2018 per province *

3.8 Figure 3.6 shows the geographical distribution of the number of rail subsidy beneficiaries. The
beneficiaries are located mainly in the metropolitan areas where passenger rail services are
provided. The number of beneficiaries also tends to be concentrated in specific areas within
the metropolitan areas and correlated with relatively high population densities. Apart from
being historical, it is not apparent why these locations are being targeted. However, based on
research work carried out by Mubiwa (2014)°, it was shown that train stations in Gauteng
Province have tended to attract increased development of informal settlements, in contrast to
freeways which predominantly attracted retail, industrial and office parks. Therefore, the
vicinity of train stations remain an opportunity to provide upgraded human settlements for
households living in informal dwellings.

3.9 Figure 3.7 shows the geographical distribution of the number of bus subsidy beneficiaries.
While far more distributed than rail subsidy beneficiaries, they also tend to be more
concentrated in particular parts of the country, especially around metropolitan municipalities
and other urban areas. Also for buses, apart from being historical, it is not apparent why
specific locations are targeted for bus subsidies.

% Data obtained from historical annual transport statistics publications by the Department of Transport as well as National Treasury’s Cities
Support Programme (2018).

® Mubiwa, B. 2014. Influence of transport infrastructure on urban development and mobility in the Gauteng City-Region. Doctoral Thesis,
Energy Studies, University of Johannesburg, South Africa.
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Figure 3.7: Geographical distribution of bus subsidy beneficiaries

3.10 The above observations lead to the following summary interpretations:

3.10.1 public transport funding, both capital and operational, across all spheres of government, has
been accounting for about 2% of the national budget. It is also worth noting that expenditure
on road safety in general is more than expenditure on public transport, notwithstanding the
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inherent benefits accruing to road-based public transport. Overall, public transport funding
accounts for about 0.8% of GDP.

public transport funding across the three spheres of government is defined in terms of modes
of transport and is generally disjointed.

rail and bus services, particularly rail, feature prominently in the public transport budget.
Minibus taxis receive relative little funding whilst BRT-type services have attracted
disproportionately more funding relative to the passengers being carried among the two
modes / services.

despite increased population and associated travel demand, patronage on subsidised
services is generally in decline.

it appears therefore that increasing funding for public transport alone will not necessarily
increase patronage. The actual service design, including aspects relating to service quality,
would be necessary.

public transport financing should be accompanied by governance controls to ensure that
every unit of expenditure generates commensurate value in terms of patronage.
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POLICY SCOPE

Public transport is defined in the NLTA as “a scheduled or unscheduled service for the
carriage of passengers by road or rail, whether subject to a contract or not, and where the
service is provided for a fare or any other consideration or reward, including cabotage in
respect of passenger transport as defined in the Cross-Border Act”.

Subsidy is defined in the NLTA from both demand and supply perspectives. From a demand
perspective it means “a situation where passengers are provided with financial assistance to
be able to afford services that they could not otherwise afford or where services are
subsidised for other reasons, for example to encourage public transport usage, relieve traffic
congestion, or to support land use and transport integration”. From a supply perspective
(subsidised service contract), it means “an agreement between a contracting authority and an
operator to operate a service provided for in an integrated transport plan and in terms of which
the operator receives direct or indirect financial support in terms of a tendered contract”.
Contextually, therefore, public transport subsidy in South Africa is a financial relief extended to
public transport users and/or operators, for both scheduled and non-scheduled services, in
order to achieve predetermined system objectives.

In terms of the 2021 White Paper on National Transport Policy government pays subsidy in
order to achieve transport system goals. The policy specifically indicates that government “will
contribute to the financing of services which are socially necessary, in a transparent manner.
This could be in the form of appropriations, grants or subsidies to achieve an equitable
distribution of resources, or as an incentive to provide services which are desirable in a
broader social context, such as to promote public transport. In the longer term Government will
seek a reduction in the cost to the state of the subsidisation of transport operations, predicated
on a more effective and efficient public transport system being developed.” One interpretation
of this policy statement is that subsidisation is considered an interim measure and intended to
reduce over time on the basis of having effective and efficient transport system. Another
interpretation is that value for subsidy funds will be higher for the same subsidy level, as a
result of efficiency gains, thus reducing the subsidy per unit of output.

The White Paper considers subsidy to be among other forms of mechanisms for financing
transport services and infrastructure.

With regard to transport infrastructure, the White Paper identifies three categories, namely:

Infrastructure for social access, requiring government funding or subsidy;

Infrastructure suitable for indirect user charging, e.g. fuel levies, license fees, tax on fares;
and

Infrastructure suitable for private sector investment, e.g. toll roads.

The White Paper also recognises that there are other forms of subsidy offered to private
transport users e.g. parking. In this regard, the policy states that “unrestrained car usage and
subsidised car parking will be contained through the application of policy instruments which
could include strict parking policies, access restrictions for private cars, higher licence fees,
road pricing or area licensing. Restraint on private car usage will however not be implemented
independently of improvements in the quality of public transport.”

The White Paper also states that measures will be introduced to empower and assist
disadvantaged operators to participate meaningfully in the public transport system.
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4.8 The White Paper requires every contracted public transport vehicles and those that receive a
government subsidy to be universally accessible. It further states that incentives will be
considered for non-contracted public transport operators to enable them to cater for the needs
of persons with disabilities.

4.9 The White Paper makes provision to substantially increase funding for the taxi recapitalisation
programme to enable re-fleeting and to meet maximum vehicle age requirements. It also
makes provision for scoping assistance to the minibus taxi industry to consolidate individual
operators into companies operating fleets of taxis on behalf of shareholders.

4.10 The White Paper promotes the establishment of priority lanes for buses and taxis in order to
reduce travel times and encourage the use of public transport.

4.11 Inherently, it appears that the overarching national transport policy considers the following to
be justifiable reasons for providing subsidy:

4.11.1 warranted by Integrated Transport Plans (ITPs) and in the case of rural municipalities by
Rural Integrated Transport Plans (RITPs).

4.11.2 welfare considerations, including incentives to cater for the rights of persons with disabilities.
This is also recognised in the White Paper for Social Welfare and White Paper on the Rights
of Persons with Disabilities.

4.11.3 promotion of public transport.

4.11.4 assisting small, medium and micro enterprises, including minibus taxi operators and small
bus operators to participate in the provision of subsidised services.

4.12 The White Paper offers some approaches on how subsidy should be administered and
implemented, including that:

4.12.1 funding should be channelled through a single contracting authority at the lowest appropriate
level of government.

4.12.2 transport authorities should consult with communities in order to define transport needs and
to determine what the communities can afford, prior to pricing the services. These
consultations are also expected to help identify “target recipients of mobility support”.

4.12.3 the needs identified by authorities should help identify an appropriate network to service the
needs.

4.12.4 the services should be put out to tender or negotiated. Minibus taxi operators, small bus
operators and other small transport operators will be encouraged to participate in contracted
services. In this regard, assistance will be offered to disadvantaged operators to enable them
to participate in the system.

4.12.5 the services must be provided in term of a transport plan.

4.12.6 the current policy makes it clear that where public transport subsidy is applied, it must be
done transparently and efficiently, in a manner that proves that public resources are
optimally used.

4.13 Welfare is seen as one of the many goals but should not be the sole reason for subsidisation.
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PROBLEM STATEMENT

The NDOT developed the overarching National Transport Policy i.e. the 2021 White Paper
supplemented by the development of several transport sector polices. The NDOT has also
undertaken the development of several strategic transport sector studies and prepared a
number of Transport Strategies and Plans to assist the National and other levels of authority in
the planning and development of an efficient transport system to enable prosperous and
sustainable development of local communities. Each of the Policy, Strategy, Framework or
Planning documents have identified many issues and challenges in the prevailing transport
system and related causes. More recently, the Competition Commission of South Africa has
undertaken a Market Enquiry into Land Based Public Passenger Transport and published a
report, which report has also identified many issues and challenges in relation to the public
transport system in South Africa.

All issues, challenges and problem statements identified and formulated in all adopted and
draft documents referenced in this policy document have been collated and assessed to
provide the basis for firstly understanding the transport system environment, secondly
identifying the same problem statements, thirdly attempting to identify and interpret core
issues causing a lack of or undertaking inadequate actions in the transport system planning
and implementation processes in South Africa and lastly preparing the basis for the
formulation of adequate policy statements in relation to public transport subsidy matters in the
context of this policy development.

Collated Problem Statements

The problem statements have been grouped into the following six categories:

1 Relationship between / Integration of Transport Modes

5.3.1.2 Land-use, Transport, Environmental Planning and Implementation Relationship

5.3.1.3 Transport Modes Specific Matters

5.3.14 Rural Transport

5.3.1.5 Transport Funding / Subsidies

5.3.1.6 Public Transport Industry Transformation Matters

5.31.7 Institutional and Capacity Matters

5.4

5.4.1

5.4.2

The key observations of past transport policies and those in draft are as follows:

One of the key issues is the lack of integration of public transport in South Africa. It is one of
the most frequently referenced problems and likely deserves major attention in transport
planning and design processes going forward. It is however noted that sufficient emphasis
has not been given to understand the fundamentals of such integration, the complexity and
realistic targets of making progress in this regard. It is rather taken for granted that the
technical transport system integration is practically achievable within a foreseeable planning
cycle.

Spatial planning in South Africa is a significant challenge and likely the most complex to
attend to in the context of the transformative efforts in the country. This is a constant
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reminder that spatial and land-use development is at the heart of all policy developments.
Despite the fact that integrated land-use and transport planning has been referred to at all
planning levels there is perhaps a lack of understanding as to how to practically attend to it.

Insufficient funding of the transport sector remains a challenge and is likely to remain as
such in the short to medium term. There appears to be an imbalance and management-
related challenges with the allocation and flow of subsidies towards the public transport
users. The allocation of funds between transport infrastructure and operations also requires
a re-assessment of its rationale.

There is a general consensus that the revitalisation of rail infrastructure, institutional
organisation and management of rail operations are the key targets for the sustainable
development of transport in South Africa. There is however no clarity on the time frame since
considerable funding is required and the time frame for implementation could play a major
role in the development planning cycles at localised levels, especially given the extensive
levels of infrastructure vandalism that have taken place on the PRASA network, as well as
protracted processes required to relocate informal settlements that have invaded parts of the
rail reserve. Even where funding was made available, PRASA was unable to create sufficient
recovery traction. For example in 2020/21 financial year, the NDOT reallocated the entire
funding for PRASA’s modernisation programme to other Department’s entities due to
PRASA'’s inability to deliver on its expenditure plans.

Despite some recognition of rural transport development challenges, generally the rural
transport has not been attended to in sufficient depth at the level of policy implementation.

Similar observations apply to the learner transport and NMT challenges. The planning and
implementation of learner transport system and services in particular has been compromised
by the institutional challenges and non-alignments between relevant authorities.

There have been considerable discussions and references at all levels of the public transport
sector about a dire need to transform the industry and create the basis for a meaningful
integration of services and empowerment of the stakeholders. The transport sector policies
are very shallow in this regard. There is no true demonstration of what is meant by the
transformation in the public transport sector and which approach and time frames to be
followed in this regard.

Problem Statements unique to this Policy

The policy development approach adopted has sought an understanding of passenger
mobility needs and travel demand preferences as reflected in household travel surveys and
other surveys to enable the identification and formulation of issues and challenges unique to
this policy and aimed to be addressed through its policy statements.

Statement 1: South African households are prone to spending disproportionately more on
lower capacity transport modes.

Despite the fact that rail is seen as the backbone of the transport system, and despite
increased investment in higher capacity road-based public transport solutions, lower capacity
transport modes continue to dominate. Consequently, South African households are prone to
spending disproportionately more on low capacity transport modes i.e. private vehicles and
minibus-taxis.
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5.6.2 StatsSA’s income and expenditure survey is the only national survey that records household
transport related expenditure at a detailed level. Figure 5.1 shows the proportional split of
expenditure for an average household for the last survey that took place in 2010/11 (latest
version). An average household in South Africa spent 82% of the transport budget on private
transport. Road-based public transport constituted approximately 16% of the transport
budget. South Africa thus remains a car-intensive country in terms of household expenditure.

Passenger transport by sea and
mIand waters

Other purchased transport
services
0%

Passenger transport by air
1%

Passenger transport by road
16%

Passenger transport by railway
1%

Other services in respect of
personal transport equipment
3%

Maintenance and repairs of
personal transport eqmpment_/
3%

Motor cars
45%

Fuel and lubricants
27%

~————__ Motorcycles
/ \ 1%
Spare parts and accessories Bicycles

3% 0%

Figure 5.1: Aggregated proportional split of household expenditure on transport

5.6.3 Whilst Figure 5.1 is an aggregate across the country, Figure 5.2 shows the proportional
distribution of expenditure on transport related items in terms of income deciles, where decile
1 is the lowest 10% of households based on income, and decile 10 the highest 10%. Public
transport expenditure, as a proportion of total transport expenditure is highest in the lower
income deciles, as much as 60%. Expenditure on motor cars increases with the increase in
income. Expenditure on fuel and lubricants remains proportionately high, from 22% in decile
1 to as much as 35% in the higher deciles. For low-income households this implies that
where a private car is owned and used, fuel and lubricants may be a significant expense
burden.

5.6.4 Figure 5.3, derived from the 2018 General Household Survey, represents the number of
households and their expenditure on specific public transport modes, and further
demonstrates that the majority of South African households tend to spend more on minibus
taxis than buses and trains.

Lz4& transport
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5.7 Statement 2: The rationale behind the current subsidy is unclear

5.7.1

5.7.2

5.7.3

Funding of public transport is disjointed across the three spheres of government, leading to
inefficient state spending. In terms of both the 1996 and the 2021 White Papers on National
Transport Policy and the NLTA, transport funding should be preceded by approved transport
plans. This has however in the main not transpired resulting in funding being done along
historical lines. In addition where new funding priorities are identified, they may be more
influenced by short-term needs. Therefore, transport plans have played a limited role to
shape transport funding in the country.

Figure 5.4 shows that rail receives proportionately higher subsidy, but this commensurate
with its high operational costs. It appears that the higher the passengers per km, the higher
the subsidy. However, whilst Metrorail carries more passengers per km than Gautrain, it
receives relatively less subsidy per km. The unit cost of private car use costs is significantly
higher, but individually it does not attract a much subsidy per km (in terms of proportionate
cost of road crashes, expenditure on road safety, and free usage of land). However, the
cumulative subsidy of private cars is much more than that of public transport. Subsidies also
tend to be higher for newer technologies (as an example Gautrain and BRT’s), thus implying
that the expansion of the transport network is likely to require proportionately higher
subsidies if the fares are also to be affordable to low income users. In respect of low volumes
of travel, minibus taxis cost the least. However, given the limited capacity of minibus taxis,
their total cost of deployment increases disproportionately relative to higher capacity modes,
resulting from cumulative fixed costs per passenger kilometre serviced. To illustrate this,
Figure 5.5 shows a published international case study of unit cost to society (comprising
user, operator, and externalities), of operating different public transport modes for a range of
passenger travel demand. Minibus taxis cost the least in lower demand corridors and
networks relative to higher capacity modes which cost society the least when travel demand
increases substantially. It is therefore important to match each mode of public transport to
appropriate travel volumes. Such analyses would ordinarily be required in a transport plan to
justify subsidised network configurations, but currently absent in the plans.

Capital cost recovery is typically not included in rail operations fares because such costs are
considered sunken costs. Capital cost recovery is however included in minibus taxis and to a
large extent in buses. The reason for this differentiated approach is not clear in policy.
Nonetheless, this practice further shows that rail is substantially subsidised.
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5.8 Statement 3: The allocative efficiency of the current public transport funding is not clear:

5.8.1 The allocative efficiency of the current subsidy spend has not been officially defined. As an
example, it is not clear how both capital and operational subsidies for passenger rail services
are apportioned. The extent to which the allocation of subsidy is benefitting end-users is also
not clear.

5.9 Statement 4: Public transport is receiving disproportionately little funding relative to its role in
the economy and society at large

5.9.1 Public transport is a capital intensive undertaking. It has however been shown that
investment in public transport yields high returns on economic growth, job creation, labour
income, and tax revenue®. In South Africa, the majority of households rely completely on
public transport to access basic services. Therefore, the provision of good quality public
transport is as equally important as the provision of other basic services such as health,
education, and justice.

5.10 Statement 5: Current public transport funding does not incentivise innovation

5.10.1 The role of technological innovation is not incentivised in the current public transport subsidy.
Innovation has the potential of leapfrogging and increasing system efficiencies and thereby
increasing the relative size of the network that can be supported. Innovation could, for
example, be in the form of intermodal integration, energy sources, and business models.

5.11 Statement 6: Public transport funding is done in isolation of other built environment initiatives

5.11.1 Public transport is an integral part of the functioning of the built environment. However, most
built environment grants tend to be administered in isolation of public transport infrastructure
and operations, thereby reducing the potential of economies of scale. Figure 5.6, shows that
rail remains the most inaccessible public transport mode, for which, proportionately, more
users travel longer to access services. This in contrast to minibus taxis where 90% of users
are able to access its service within a kilometre. Investment of government-led human
settlements programmes has been done in isolation of large rail operations. As a result, most
rail users continue to travel relatively long distances to access its service.

® American Public Transportation Association. 2009. Economic impact of public transportation investment. TCRP Project J-11, Task 7,
Transit Cooperative Research Program.
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Figure 5.6: Accessibility of different public transport modes

5.12 Statement 7: Operational subsidy is not differentiated in terms of operating conditions

5.12.1 Vehicle operating costs are a function of road conditions. Figure 5.6 shows the relationship
between selected bus operating costs and the quality of road surfaces (measured in terms of
change in the International Roughness Index - IRI)’, where a higher IRI represents higher
road deterioration. Vehicle repair and maintenance costs are the most sensitive to
deteriorating road conditions, followed with a large margin by fuel consumption and tyre
wear. Roads in rural areas are typically characterised by higher IRI, implying that vehicle
operating costs would be relatively higher than in typical urban areas. However, the current
allocation of subsidies do not reflect this reality, and should therefore be funding operations
at a higher rate per kilometre. This is also exacerbated by the fact that development
densities in rural areas are typically low, resulting in public transport operations generating
relatively less revenue per kilometre.

7 Dreyer, CMW and vd M Steyn, WJ. 2015. Evaluation of the effect of deteriorating riding quality on bus-pavement interaction. Journal of
the South African Institution of Civil Engineering, Vol. 57, No. 3
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Figure 5.7: Relationship between roughness index and bus operating costs

5.13 Statement 8: The current geographical concentration of subsidy requires correction but,
expanding this to the rest of the country requires much more financial resources

5.13.1 A number of scenarios were developed to evaluate how the geographical spread of
subsidies would look like if it were allocated on the basis of social, economic, and
environmental objectives, collectively referred to as the triple bottom line. This is because the
spatial allocation rationale for the current public transport subsidy regime is unclear. These
scenarios are reflected in Figure 5.8.

5.13.2 In Figure 5.8, the social dimension is represented in terms of the intensity of the number of
individuals who live in households with per capita income lower than the poverty line (R1 183
per person in 2018). The economic dimension is represented in terms of the intensity of the
number of work trips originating from an area. Allocation of subsidy to be positively
correlated with job opportunities is therefore a proxy for supporting economic productivity.
The environmental dimension is represented by the intensity of the use of public transport
and non-motorised transport in an area. Allocation of subsidy to be positively correlated with
intensity of both public transport and non-motorised transport use would be incentivising the
use of “greener” modes (including minibus taxis as it carries relatively more persons per km).

5.13.3 The following conclusions can be drawn from the four scenarios:

5.13.3.1 Prioritising social development would result in subsidies being directed mostly
towards rural and semi-urban areas.

5.13.3.2 Prioritising economic development would direct subsidies mostly towards
metropolitan areas and other areas that include mining towns.
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5.13.3.3 Prioritising environmental objectives would result in a strong shift of subsidies
towards areas that are currently not subsidised.

5.13.34 In a scenario where all three objectives are equally weighed, the allocation of
subsidies would change significantly from the current spatial allocations. In
particular, a shift away from metropolitan areas.

5.14 1t is clear that in order to realise the triple-bottom line objectives the spatial allocation of
subsidies would need to change significantly. Areas that currently benefit very little from
subsidies would indeed begin to do so. It is, however, not the place of a policy document to
make allocations of subsidy but to highlight that there is a strategic need to reform the spatial
distribution of subsidy allocation. The allocation of subsidy to an area should be on the basis
of the area contributing to the attainment of sustainable transport objectives.
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6 POLICY GUIDELINES
6.1 Vision

6.1.1 a public transport system that is fully supportive of sustainable d
goals.

6.2 Mission

6.2.1 establish clear objectives for public transport subsidisation, a
appropriate models for policy implementation, and a costing m
founded on the principles that public transport subsidy should be us
equitable and sustainable in the medium to long-term.

6.3 Goals

6.3.1 to support the vision and goals of the 2021 White Paper on Trans
overarching transport policy.

6.3.2 to support the goals and objectives of the key sectorial development
strategies.

6.3.3 to demonstrate the transport funding shortfall and provide a ratiol
provision of sufficient funding for the development of sustainable pub
systems.

6.3.4 to provide a rationale for.adequate spatial distribution.of public trans
including subsidies within the country.

6.3.5 to provide a rationale for the adequate provision of funding of pub
services in relation to varying operating conditions across the country.

6.3.6 to provide ian efficient approach to approve public transport fi
subsidies in response to efficient transport plans.

6:3.7 to promote planning of integrated transport systems encouraging the
transformation of the prevailing public transport industry.

6.3.8.. to.promote planning of efficient and cost effective transport syst
context of sustainable development of local communities.

6.4 Strategic Objectives
6.4.1 to demonstrate an understanding of inherent local development ct

relation to public transport development and the economic implica
operations;

6.4.2 to demonstrate an understanding of the institutional set-up of th
public transport funding and operations management;

6.4.3 to demonstrate an understanding of the public transport industry s
profile and provide a basis for their transformation towards an integral




6.4.4

6.4.5

6.4.6

6.4.7

6.4.8

6.4.9
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to propose a funding approach for transport system development at a feasible
level to ensure the closure of public transport infrastructure provision and
maintenance backlog over a period of time and the simultaneous development of
sustainable transport systems;

to provide an economic basis for efficient multimodal integrated public transport
system planning within a conducive transport ecosystem;

to propose the consolidation of public transport funding streams at the National
level and across the various tiers of government;

to propose funding mechanisms to facilitate accelerated development of efficient
integrated transport plans at a local level;

to propose a subsidy approach for public transport to facilitate the transformation
of the public transport operations industry across the prevailing operational areas
functioning on a mode exclusive basis; and

to establish governance, institutional and regulatory adjustments for managing,
operating and maintaining public transport and facilitating capital investments in
new technologies.
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7 INTERNATIONAL LESSONS

7.1 Why do we subsidise:

711

7111

7.1.1.2

7113

based on a comprehensive review of literature®, public transport subsidisation is
implemented in response to a wide range of transport policy objectives which
include:

reduction of road traffic congestion and associated issues such as air
pollution.

support of low-income households to access basic opportunities.

specific targeting of selected groupings of vulnerable people over and
above low-income households.

7.2 How do we subsidise

7.21

7.2.2

7.2.3

7.2.4

Globally, direct public transport subsidy applies exclusively to formalised public
transport services. Subsidy takes the form of traditional financing of state owned
public transport operations, and where the private sector is involved, a form of
contracting. Contracting has mainly been through awards that follow competitive
bidding to supply services, and in many cases it includes the supply of
associated infrastructure. A trend has emerged where there is a separation of
asset ownership from delivery of services. In such an arrangement, the state
owns the fixed assets, supplemented by rolling stock provided by suppliers
selected competitively. Services are then provided by operators, selected
competitively, within a framework defined by the state, for example scheduling,
fare structure and network definition. Such operators are paid on a per km basis
for operating a scheduled service, at tendered rates. There is overwhelming
evidence that competitive tendering does reduce operating costs, especially
where the services were offered by state monopolies.

Subsidies provided to the operator (supply-side subsidies) have for the most part
been found to be neutral or regressive; while user targeted subsidies (demand-
side subsidies) perform better at being redistributive; leading to conclusion that
developing countries are better-off with demand-side subsidies’.

Competitively tendered or negotiated rates can be net-based or gross-based. In
net-based contracts, bidders compete on the basis of a rate that will recover
costs, supplemented by fare revenue accruing to the bidder. With gross-based
contracts, bidders compete on the basis of rates to supply a service at a fee to
the contracting authority, where the contracting authority collects all the fare
revenue and assumes most of the financial risks.

Net-based contracts tends to attract less bidders over time than gross-based
contracts. Therefore over time, the incumbent operator may become entrenched.
Gross based contracts on the other hand require high levels of administrative
capacity and contract management capability on the part of the contracting

8 ifSerebrisky, T., Gémez-Lobo, A., Estupifian, N., & Mufioz-Raskin, R. 2009. Affordability and Subsidies in Public Urban
Transport: What Do We Mean, What Can Be Done?, Transport Reviews, 29:6, 715-739, DOI:
10.1080/01441640902786415
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authority. In order to protect service quality, contracts have over time
incorporated various forms of performance incentives. Under performance-based
contracting an operator may be paid a subsidy fee per service kilometre for
providing a minimum service level, and an incentive payment per passenger trip
for passenger numbers above trip numbers associated with minimum service
levels, which would ordinarily require the operator to innovate. Overall,
contracting has traditionally taken the following forms internationally:

7.2.4.1 Cost-plus: operators carry neither cost nor revenue risks in that the
authority reimburses all the costs incurred by the operator. However,
the subsequent renewal of the contract depends on the previous
performance of the contractor. Awarding of contracts is often open to
abuse. It is frequently used in the US.

7.2.4.2 Gross cost: All the fare revenue is transferred to the authority and the
operator is paid an amount specified in the bid contract. The operator
carries no revenue risk but carries the operating costs risk. Used in
some UK areas and in New Zealand.

7.24.3 Gross cost with incentive: The operator is compensated on the basis of
rate of revenue per passenger specified in the bid contract as opposed
to a flat payment. Operator therefore carries both cost and revenue
risks.

7244 Net cost/ Minimum subsidy/ Net subsidy: The operator keeps the fare
revenue and receives additional sum, usually fixed, from the authority
where competition is based on the lowest amount requested. The
operator carries some cost risk. Used in some UK contracts and used
in all London services from 1997.

7.245 Commercial services: Used mainly where the services are lucrative.
The operator carries both revenue and cost risks and usually pays the
authority for the right to operate. Competition is on the basis of the
amount due to the authority. (Tanzania BRT)

7.2.5 A global review by the World Bank” on reform of subsidised services points to the
following recommendations:

7.2.5.1 Political commitment to the reform is essential. This in turn improves
the credibility of contracts.

7.25.2 A proper legal foundation is necessary. Regulatory instruments must
be properly drafted in order to prevent selective enforcement and
“harassment” of certain operators by the enforcement agencies.

7.2.5.3 A strong local institutional foundation is required. The subsidy
management function should be controlled by a city level agency,
without which transport provision is likely to be uncoordinated.

® Gwilliam K., 2005. Bus franchising in developing countries: Some recent Wold Bank experience. Institute of Transport
Studies, University of Leeds.
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Design of the subsidy management system must realistically reflect
financial constraints. For example, without adequate fares operators
will not be able to recover operating costs.

Contracts must be unambiguously formulated. The payment conditions
and related clauses must be clearly stated in tender documents.

The administrative agency must be technically competent and
trustworthy. The administrative agency must not have any business
links with any operator.

Systems based on one license for each vehicle have proven to be
difficult to regulate effectively because the volume of contracts will
typically outnumber the administrative capacity of the authority. Initially
a form of industry consolidation may be necessary.

Sub-contracting should be strictly limited. The holder of the contract
must be held accountable for the performance of the contract as a
whole.

Vested interest of public enterprises must be confronted. The
protection of the incumbent parastatal has been a major impediment to
effective reforms.

7.2.5.10 Good monitoring and enforcement is essential. This is needed to

7.2.6

7.2.7

ensure compliance with contracts as well as to remove illegal operators
who undermine the contracted operators.

Table 7.1 provides a snapshot of experiences in the management of public
transport subsidies in different parts of the world. It is apparent from this review
that different countries use different mechanisms to subsidise public transport.
No one solution has been a panacea for all areas. In fact, solutions that were
initially mooted as best turned out otherwise. Important to note is that solutions
must be responsive to the prevailing environment and should not compromise
long-term fiscal sustainability.

The examples and cases recorded in the literature from international sources and
presented in this section suggest that the subsidy distribution mechanisms have
pre-dominantly been based on the implementation thereof through operating
contracts and there are no tangible references to the subsidy mechanisms to
reach users directly. The administrative and management complexities of
reaching users directly have historically been major deterrent to implementing
such an approach. It is though expected that the rapid technology development
and administrative digitisation of the social systems internationally and in South
Africa should provide much more efficient ways to consider direct user subsidy
options seriously in the near future.
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Table 7.1: Notable public transport subsidy lessons on subsidies from selected countries

Country

Notable perspectives

Singapore

In 2016 the Singaporean government introduced a gross-cost
contracting model where the state owns all operating assets, as
well as the replacement of rolling stock, and collects fare
revenue. The model is predicated on proving low entry barriers
for new operators and allowing for quick turnaround times in
response to changing planning needs. Contracts are for five
years, with a possibility of extending for a further two years
based on performance. Operators pay a leasing fee for the use
of the infrastructure. Operators are also required to maintain
assets to specified standards, and their performance in this
regard is incorporated in the incentive-disincentive framework.
Revenue for operators is generated from contracted operating
fee, advertising, and property. The model has allowed for
improved livery of services, and more coordinated procurement
of vehicle technology. In 2019, very large deficits were reported
owing to the overall cost of the contracting model. The
government was reported to be punting increasing fares in order
to reduce the deficits.

Brazil

Between 1985 and 1987, Brazil introduced an employer-based
subsidy system, referred to as the ‘Vale Transporte’ scheme.
Employers retain up to 6% of employee earnings and provide
employees with a voucher that is redeemable for monthly home-
work public transport trips. Employers also receive tax benefits
from the scheme. The administrative requirements have been
found to favour larger employers, due to availability of financial
accounting infrastructure, as well as permanent workforce
relative to casual workers. In order to improve accountability on
public transport funding, a 2011 an “Urban Mobility” law was
introduced to which mandated cities with population of over
20 000 people to develop their “mobility plans” in order to qualify
for federal funding, with conditions that include efficiency, equity
and sustainability. However, five years later, it was found that
out of the 3 342 eligible Brazilian cities only 8% had already
developed their mobility plans.

China

Infrastructure  development, including public transport
infrastructure, is seen as an instrument to facilitate economic
growth and increased foreign direct investment. Large public
transport infrastructure programmes are financed mainly by local
government through the practice of fiscal decentralisation. The
main source of financing is revenue from land leasing (and land
value capture), because all land is publicly owned, and debt
financing. National government provides guarantees for bad
debt.

South Korea

In 2004, the Metropolitan government of Seoul moved from net-
cost contracts operated by private operators to gross-cost
contracts, allowing also for free transfers between public
transport modes. This was supplemented by the introduction of
exclusive public transport lanes in order to increase service
reliability. The reforms reportedly resulted in increased
patronage and reduced externalities such as road crashes, while
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Country

Notable perspectives

increasing productivity by some 3.5%. However, the sourcing of
operators was not done competitively, but sourced from
incumbent operators, referred to as sole-source negotiation
procurement. Increased costs of operations are being attributed
to the non-competitive process of sourcing the operators.

Germany

A new European Union transport financing legislation requiring
competitive tendering for subsidised public transport triggered
reforms from most public transport agencies. Public transport
use per capita increased by 22% from 1991 to 2007, while
operating costs covered fares increased from 59% to 77%;
public transport vehicle kilometres per employee increased by
31% between 1998 and 2006; and passenger revenue per
vehicle kilometre increased by 21%. The outcomes were
realised through a strategy that combines reduced costs and
increased revenue. From a cost reduction perspective, the
strategy included institutional restructuring; reduction of
employee benefits; use of temporary employees; encouraging
retirement of older employees; sharing of employees, vehicles
and facilities across organisations; eliminating low performing
routes; and procuring newer vehicles in order to reduce
maintenance costs. Revenue enhancement entailed substantial
fare hikes for single tickets, but large discounts for monthly and
annual tickets; improved service quality to increase patronage;
and increasing the costs using a car.

Estonia

The City of Tallinn, with a population of close to half a million in
2021, introduced a fare-free public transport service for
residents in 2013 following a referendum on the matter.
Although the service experienced patronage growth, most of it
was from people who previously walked, and little from car
users. The number of people registering as residents of Tallinn
increased and boosted the city revenue. The revenue collected
from resident taxes is used to finance the public transport
service.

Great Britain

In response to the rising bus costs per vehicle km, the British
government promulgated legislation to convert the whole bus
system in competitive tendering, the process that was
completed in 1999. As a result, the bus system in London
experienced increased ridership of 30%. Outside London, 80%
of all public transport services are planned and operated by
private independent competitors who also set their own fares, in
consultation with the authorities. The remaining 20% of the
services are contracted by the authorities. The privatisation of
railways has not reduced costs as initially envisaged.

Denmark

The conversion of contracting to competitive tendering began in
1989 and finalised in 1995. Initially, the Copenhagen
Government owned operator was prohibited from bidding and
only after the public bus operations were sold to a private
company were they allowed to bid for contracts. Since the
completion of competitive tendering, bus ridership in
Copenhagen increased by 9%, attributed to expanded services
and improved service quality.

Sweden

An act of Parliament led to the conversion of almost all public




40

Country

Notable perspectives

transport services to competitive tendering and all the services
in Stockholm to competitive tendering. Both capital and
operational costs have dropped markedly despite the retention
of previously government labour force at pre-existing wage
rates.

Finland

Helsinki Metropolitan Area Council followed a staged approach
to competitive tendering. Based on the lessons learnt from the
previous competitive tendering rounds, the Council increasingly
shed its bus operations to the private sector, a process that took
over a period of about six years. Significant annual cost savings
were realised in addition to improved service quality.

Chile

Public sector owned transport services in Santiago was changes
from a strictly regulated market in 1977 to a deregulated system
in 1979 and completely unregulated in 1989 resulting in
liquidation of public sector services. However, due to reported
price collusions within the private sector, the fares increased
substantially. Bus services were subsequently re-regulated in
the form of bus licences awarded on the basis of service quality
and price.
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POLICY STATEMENTS

The NPTSP is complementary to overall national transport policy. Public transport
supply, especially regarding a network considered strategy for development, will
not be left to the free-market because of the tendency of free market to invest
mainly in low capacity transport modes given the capital intensive nature of public
transport undertakings. Low capacity modes of transport tend to increase the cost
of the built environment, through network congestion and associated externalities.
Public transport is also an instrument that the state will use to fundamentally
transform the spatial configuration of the built environment, given the history of
deep structural spatial inequalities in the country.

The following set of statements form the basis for the public transport subsidy
policy. The statements are informed by the technical analysis documented as part
of the policy formulation process.

Public transport subsidy principles

Reason for subsidising public transport: The current national transport policy
correctly points out that the subsidy allocation must be implemented in order to
address specific transport goals. Welfare is one of the goals but is not the sole
reason. Public transport subsidy must be implemented to contribute towards the
realisation of sustainable development goals. Such a transport system results in
society and the economy, in its current form and in the future, paying less than a
set maximum for the use of space. It is characterised by such things as
maximum access distances to appropriate public transport services with
acceptable frequencies (irrespective of personal attributes); facilitates reduced
consumption of natural resources that include land, air quality, and energy; and
has minimal input costs for its intended purpose.

In South Africa, as in many parts of the world, the spatial imbalances resulting in
inequitable access to opportunities warrants an intervention by the state as the
custodians of improved quality of life. Correcting these imbalances will require
some form of state intervention. Therefore, the first reason for implementing
subsidies is to correct spatial imbalances. In this context, spatial imbalances are
measured in terms of the number of travelled kilometres required to fulfil basic
household activities (work, education and health) per active member of
household, in excess of a policy maximum.

The correction of spatial imbalances may still not result in affordability of services
due to income disparities. Therefore, the second reason for implementing
subsidies is to increase the affordability of services by low-income persons and
households to fulfil basic household activities (work, education and health). In
this context, affordability is measured in terms of the amount of money or
proportion of household income, for a household considered poor, which is
required to use public transport for basic activities, relative to a policy maximum.

The rate of change in the built environment requires that the above interventions
be implemented rapidly, in order to contribute to the building of resilient spaces.
Resilient spaces continue to serve the population as intended irrespective of
system shocks that include energy and land price shocks, global market shocks,
and population increases with associated demographic changes. Appropriate
infrastructure also reduces the cost of doing business. Therefore, it is necessary
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to invest capital to create the necessary network capacity, at a responsive rate.
Therefore, the third reason for implementing subsidies is to capitalise the public
transport network at an appropriate rate, in order to deliver network capacity in

excess of a policy minimum.

For the purpose of this policy, the transport system performance benchmarks in
Table 10.1 will be adopted. These benchmarks will be the basis of evaluating the
extent to which the transport system in a given functional area is performing as it
should when subsidies are applied. Subsidy will only be allocated in terms of
transport plans which independently prove that a network being subsidised is
achieving the benchmarks within reasonable timeframes.

Table 8.1 Transport system performance benchmarks

Goal Benchmark Current levels Notes
Minimise = Urban areas: | = Typically A 2020 survey carried out in
system input Personnel costs as % ranges from Gauteng Province shows that
costs for of operating costs 25% to over more than 50% of operators in
public limited to maximum of 50% for bus the province have manpower
transport 25% of operating operations  in as a percentage of operating
services costs for road-based; South Africa. costs at less than 25%.
and up to 40% for rail- | = Typically over PRASA has a published target
based services. 60% for of reducing manpower as
Metrorail proportion of operating cost to
services 37% by 2025/26.
Larger efficient contracts are
negatively correlated  with
manpower cost per contracted
kilometre.
Minimise = Achieve a system-|= 260 grams CO, South Africa has pledged in
impact to the level maximum 50 per vehicle km the Paris Agreement, to peak
environment grams CO, per for typical greenhouse gas emissions
passenger km, for petrol car and between 2020 and 2025, and
motorised travel. 306 grams CO, reduce emissions beyond
per vehicle km 2030. The Green Transport
for a typical Strategy states that for the
diesel car; with transport sector to contribute
weighted towards emission reduction

average of 265
grams CO, per
vehicle km.
translating to
180 grams CO,
per passenger
km, for for
occupancy of
1.4 persons per
car.

Typical bus:
1300 grams
CO; per vehicle
km, translating
to 0.7 grams
CO; per
passenger km

targets it needs to implement
radical changes.

South Africa is promoting a
target of 120g CO; per vehicle
km for light passenger
vehicles through Carbon tax
legislation has been in force
since 2010.

Most of the gains will be made
with the transformation of
lower capacity transport
modes and travel, through
making public transport much
more attractive, and adoption
of innovation in energy source
technology.
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Goal Benchmark Current levels Notes
Minimise trip | = Maximum trip length | = Buses and train The 2021 White Paper on
length of 40km one way for travel as much National  Transport  Policy

work trips.
= Maximum of 10km for
education trips.

as 114km one
way for work
trips.

Education trips
average 14km.

states one of the strategic
objectives to encourage more
urban land-use densification,
correcting spatial imbalances
and reducing travel distances
and times for commuting to a
limit of about 40 km or one
hour in each direction.

The national norms and
standards for schools,
published under the auspices
of the South African Schools
Act, requires school catchment
area to be within 3km of a
settlement being served.

The 2005 Department of
Transport’'s report on “Key
Results of the National
Household Travel Survey”
recommends maximum travel
time for education trips of 31
minutes. At an average speed

of 20km/h, the maximum
distance is 10km. Planning
must encourage shorter

distances to access schools.

Minimise = Maximum 2.5 trips | Unavailable. Reduction is predicated on the
motorised per person per day However, implementation of a spatial
travel without compromising elsewhere in transformation agenda, where
basic needs. the world trips the vast majority of needs can
per person be adequately catered for
average 4 on a through non-motorised travel.
weekday. The target rate allows for two
= Local research to three daily activities per
estimates person with reliance on
public transport motorised transport.
trip generation
rate at 0.5 trips
per person per
day to or from
an activity.
Minimise = Toward Zzero | = About 26 Officially planning for any
crashes fatalities per 100 000 fatalities per number of deaths is not
population. 100 000 acceptable, and would be
population. against section 11 of the

Constitution (right to life).

In 2018, road crashes in South
Africa cost a minimum of 3.4%
of the GDP. Financing of
public transport must
contribute to improved
transport safety to offset the
cost of crashes to society.

Direct cost of
transport  to
society as %

= |Less than 7%.

Society spends
about 12% of
GDP on

South  African  households
spend the equivalent of 12%
of GDP on transport, this is

¥
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Goal

Benchmark

Current levels

Notes

of GDP

transport.

5% higher than places
elsewhere in the world, many
being trading partners,
spending 7% of GDP on
transport, at similar levels of
public transport and non-
motorised transport use.

Reduce total
travel time

Limit travel time to 40
minutes for work trips
on public transport.
Limit travel time to 30
min for education
trips.

Limit travel time to 1
hour for all other trip
purposes.

Significant
proportion  of
work trips take
more than 1
hour.
Education trips
of more than 1
hour have been
observed.

The 2021 White Paper on
National  Transport Policy
states one of the strategic
objectives to encourage more
urban land-use densification,
correcting spatial imbalances
and reducing travel distances
and times for commuting to a
limit of about 40 km or one
hour in each direction.

The national norms and
standards for schools,
published under the auspices
of the South African Schools
Act, requires school catchment
area to be within 3km of a
settlement being served.

The 2005 Department of
Transport’'s report on “Key
Results of the National
Household Travel Survey”
recommends maximum travel
time for education trips of 31
minutes. At an average speed
of 20km/h, the maximum
distance is 10km. Planning
must encourage shorter
distances to access schools.

Minimise cost
of service to
the user

Limit expenditure on
transport to 10% of
income for person
with income.

Limit cost of service
to less than 10% of
minimum living level
for persons from poor
households.

Scholar transport
service to be provided
at no cost to learners
whose nearest school
is more than 3km
away from home.

South  African
surveys report
on household
expenditure
rather than
personal
expenditure.
However, for
the purpose of
this policy, a
personal travel
is what is being
subsidised.
Nonetheless,
as much as

40% of
households
have been

shown to spend
more than 10%
of income on
public
transport.

The 1996 White Paper on
National  Transport Policy
required that public transport
commuters should not spend
more than about 10 percent of
disposable income on
transport. A specific target was
not specified in the 2021
White Paper. However, the
2021 White Paper requires
that the cost of transport
should represent a reasonable
and declining percentage of
disposable income. The
original target is considered
reasonable.

The national norms and
standards for schools,
published under the auspices
of the South African Schools
Act, requires school catchment
area to be within 3km of a
settlement being served.
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Goal Benchmark Current levels Notes
Minimum Public transport on an | = Public transport The 2021 White Paper on
operating approved network operating National  Transport Policy
speed on- must have a minimum speeds can be states one of the strategic
board public operating speed of as low as objectives to encourage more
transport 40km/h  during the 10km/h in urban land-use densification,
peak. some correcting spatial imbalances
areas/corridors. and reducing travel distances
and times for commuting to a
limit of about 40 km or one
hour in each direction,
implying a target speed of
40km/h.
Universal At least 80% of | = The level of The 2021 White Paper on
access persons with difficulty of National  Transport Policy
disabilities should using public requires all publicly contracted
indicate that they are transport for or subsidised services and
able to use public persons  with infrastructure to provide for
transport without disabilities has universal access, and
difficulty. generally  not therefore must be explicitly
been accounted for.
measured.
8.3.6 The proposed transport system benchmarks should not be understood as

absolute targets within any given planning cycle and variances would occur
depending on the circumstances. The transport plans should demonstrate short,
medium and long-term transport system development objectives within a public
transport provision framework that has clearly articulated tasks and activities.
The efficient plans prepared in on this basis if approved and supported by the
authorities would then qualify to be considered for subsidy based on an
established set of guiding benchmarks.

8.4 Public transport subsidies will be implemented to achieve goals in transport plans

8.4.1

8.4.2

Subsidisation of public transport will be based on approved transport plans,
approved by municipal councils. Such plans must be purpose driven and be
transformative, and be developed in consultation with communities. It will be
necessary to have appropriately trained personnel to develop such plans in order
to achieve desirable outcomes. In this regard, transport planning and
management professionals across all spheres of government, responsible for the
generation of transport plans, will be required to have minimum level of
professional accreditation to be developed by the Department of Transport.

Shortage of technical capacity in local government to develop and implement
responsive transport plans must be appropriately addressed as required in
section 154 of the Constitution. Such a shortage of technical capacity should not
justify preservation of the status quo.

8.5 Public transport subsidies will be managed by municipalities

8.5.1

Subsidisation of public transport will be vested in municipalities. This is in line
with section 151 of the Constitution stating that “a municipality has the right to
govern, on its own initiative, the local government affairs of its community,
subject to national and provincial legislation” Further: “the national or a provincial
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government may not compromise or impede a municipality’s ability or right to
exercise its powers or perform its functions”. Where municipalities have declared
that they have no capacity to administer public transport subsidies in terms of
plans, the relevant provincial government must provide support to the affected
municipality to help develop such capacity.

8.5.2 A public transport subsidy budget will be appropriated to municipalities from
national and provincial treasuries in line with transport planning policy, and in
support of approved transport plans. Municipalities will apply for public transport
funding, to cover a specific period, from national and provincial treasuries, in line
with transport plans. Municipalities will also be required to supplement national
and provincial appropriations from their own financial resources. Financing of
municipal transport plans will be based on the merits of applications by
municipalities.

8.5.3 Where the subsidised public transport network transcends municipal boundaries,
the principles of cooperative governance across municipalities will apply.
Relevant municipalities may jointly assign the management of the subsidy to a
juristic entity in order to ensure that the public transport service is efficiently
managed in order to achieve joint transport system goals.

8.5.4 National government may invest in large-scale inter-provincial public transport
networks that are in the national interest. While the state will own the
infrastructure and associated systems for such networks, the operation of the
services should be competitively contracted. While the state will finance the
infrastructure and associated systems, the services will be operated on a full cost
recovery basis from the users.

8.6 Public transport will be cost recovery based

8.6.1 Apart from scholar transport services, public transport services will not be
provided free of charge. On the contrary, public transport will be provided in a
manner that recovers costs of operations from its users. However, subsidy will be
allocated in order to cover the cost of providing the service above what is
deemed affordable to users in a specific municipality, limited to what is affordable
to the state.

8.6.2 Operators will be paid a fee per km to recover costs and generate a margin for
operational viability. Operators will be required to provide a minimum quality of
service. All operations will be electronically monitored. In this regard, operators
may be paid a performance incentive when the number of passengers grows at a
rate higher than the population growth rate of the area.

8.7 Public transport subsidy will consist of both operational and capital support

8.7.1 Subsidy will comprise a direct user-targeted operational component and capital
subsidy component. This will be enabled by advances in information technology
and digital identity.

8.7.2 Direct user-targeted subsidy will be limited to households that are considered
poor, earning below the upper-bound poverty line that is determined by the state
(R1183 per person per month in household 2018). Persons from such
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households should not spend more than 10% of their income per month on
transport for work, education and basic health services. This will be limited to a
maximum number of trips per month.

All the infrastructure, including non-motorised transport infrastructure, and
vehicles operating on the subsidised network, will be financed and owned by the
state, and managed through an appropriate contract. Operators will be required
to compete for the right to operate in line with a service contract and an approved
transport plan and to ensure non-discriminatory access to the infrastructure in
line with the provisions of relevant economic regulations and competition laws.
The approach to financing infrastructure state is warranted because:

The state is already financing the infrastructure through contracted
tariffs that include financing costs.

The practice of requiring operators to source funding for rolling stock
and other infrastructure is a barrier for new entrants. The practice also
requires new entrants to compete with incumbent operators whose
infrastructure has been financed by the state. The 2021 Competition
Commission Inquiry into Land Based Public Passenger Transport
Sector found that the cost of finance could be prohibitive due to high
interest rates.

With economies of scale, government would have leverage to
strengthen and transform the local automotive industry and incentivise
the maximisation of local content. The 2021 Competition Commission
Inquiry into Land Based Public Passenger Transport Sector found that
very limited transformation has taken place in the automotive industry,
especially. The automotive industry master plan seeks to increase local
content from a baseline of under 40% in 2018 to 60% by 2035. Such a
drive must prioritise public transport.

Fare structure and operational features of the network will be set by the relevant
municipality, in line with an approved transport plan.

Subsidy will be limited to capital subsidy and the subsidisation of persons from
poor households. Higher income households are considered subsidised through
the provision of capital subsidy for public transport, but their expenditure will be
kept to what is deemed affordable, through the mechanism of appropriate
contracted tariffs, by the contracting authority in line with an approved transport
plan.

Direct user-targeted subsidies will require a fare collection system allowing for a
means-tested form of digital identification. The fare collection system will be
financed through the capital subsidy.

Operating subsidy will increasingly be administered through information
technology

Government will invest in information technology systems that will help identify
and validate individual travellers requiring subsidy. The means testing technology
will be linked to databases that may include the population register, social
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development beneficiary databases, and personal income tax database.

8.9 Differentiation of urban and rural areas

8.9.1

Rural areas will have proportionately more subsidy per km. This will make
allowance for low development densities and the historical legacy of
underdevelopment for as long as the relevant infrastructure is not elevated to the
expected levels of quality to trade-off the additional cost of operations.

8.10 Mode specific financing

8.10.1

8.10.2

There will be no differentiation of public transport modes. Rather, subsidy will be
paid on the basis of a transport plan that incrementally achieves specific goals.
The subsidised network will be services by a combination of modes of transport
that minimise the generalised cost of transport in a municipality.

In some planning areas, there could be a single vehicle mode applicable, whilst
in other planning areas there could be a combination of vehicle modes. The
operating contracts will be designed to include a variety of vehicle modes and not
targeting mode-specific industry operators as conventionally referred to in the
past and present planning approach.

8.11 Governance and administration

8.11.1

8.11.2

No municipality should be a public transport operator. However, the municipality
may own public transport infrastructure and associated systems, and
competitively contract external entities to operate services.

Subsidisation of public transport will be subject to systematic monitoring and
evaluation to ensure that it achieves set transport goals. The administration of
the public transport subsidy is subject to South Africa’s fiscal management
policies.
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THE SOUTH AFRICAN MACRO-ECONOMIC PERSPECTIVE WITH
REFERENCE TO THE TRANSPORT SECTOR AND HOUSEHOLDS

The subsidisation of transport effectively needs to address the funding requirement
and where and how subsidies are allocated and controlled to maximise the
benefits. Subsidies are fiscal considerations that require an allocation to transport
and public transport in particular, of the revenue government has available for
various priorities. The Transport, Storage and Communications sector receive an
annual DORA allocation of which a portion is allocated to subsidies. It is necessary
to understand to what extent government should allocate more subsidy to public
transport to bring down the cost to the end consumer. This is further coupled to the
premise of ensuring inclusivity through integration of public transport nodes
coupled to the premise on which this is based and the assigned responsibility.

Ultimately subsidies are akin to social benefits that permit households to become
more financially sustainable. Funding for subsidies need to be guided by economic
principles that are underpinned by a social dimension. This section therefore
considers the macro and micro economic context of subsidy funding, the allocation
of funds to the transport sector and ownership of public transport sector movable
and immovable assets.

The Mini-bus Taxi Industry forms a large part of public transport provision as
highlighted in other sections. However, the impact of minibus taxi on the macro
economy does not form part of the official statistics collated for traditional bus
services or other forms of public transport. The figures analysed in this section are
therefore official data and without the mini-bus taxi industry does not necessarily
reflect the broader public transport context. It is important to consider this caveat
when considering and interpreting the analysis provided in this section.

Macro-economy, transport and revenue

It is clear from Figure 9.1 that since 2008 the share of rail passenger transport
income declined from about 26% to 18% of passenger transport income. This
excludes the income generated in most of the lightly-regulated parts of the sector
(mainly minibus taxis). In Figure 9.2, passenger transportation journeys illustrate
the same trend as the income side. It is also clear that rail transport is much
cheaper per journey. There was, however, a sharp per journey cost (road and
rail) increase towards the end of the period — see Figure 9.3.
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Figure 9.1: Percentage share of income for passenger transportation using current price data
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Source: Basic data: Stats SA - P7162. Own calculations.
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Figure 9.2: Percentage share of passenger journeys (actual numbers)

Source: Basic data: Stats SA - P7162. Own calculations.
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Figure 9.3: Rand per passenger journey

Source: Basic data: Stats SA - P7162. Own calculations.

9.4.2 Figure 9.4 illustrates the subsidies and incentives paid to the transport and
communication (SIC 7) sector as percentage of total paid to all industries. No
clear trend is present prompting one to ask if the current subsidy policy is
effective or alternatively what is driving the volatility and at what “expense” to the
transport sector. The downward trend for the period 2003 to 2009 is observable
and it may be policy uncertainty, but also the reprioritisation of funds due to lower
state revenue.
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Figure 9.4: Transport, storage and communication subsidies and incentives as percentage of total paid by
government to all industries

Source: Basic data: Stats SA - P0021: Annual Financial Statistics (AFS). Own calculations.

9.4.3 Figure 9.5 illustrates the percentage share for Transport and Communication of
Real Gross Domestic Product since 1960. It is important to note that separate
transport data is note published. Reasons for the increase from about 1.5% to
6% include the addition of alternative transport modes (minibus taxis) and the
changes in the communications field (cell phones, television etc.). These caused
a shift in consumer spending.
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Figure 9.5: Transport and communication services as percentage of GDP at Constant 2010 prices

Source: Basic data: SARB Quarterly Bulletins. Own calculations.

9.4.4

9.4.5

Figure 9.6 illustrates the government subsidies, incentives and capital transfers
received by the Transport, Storage and Communication sector since 2003. In
terms of government subsidies and incentives, the average amount allocated per
annum between 2003 and 2018 was R5 234 million. An analysis of the
percentage increase per annum does not show any discernible trend with a
range between -9% in 2015 to 20% in 2016. The average spread (average of
percentage changes per annum) over the period of annual increases or
decreases is 8%. However, volatility over the period is clear from 2015.

Capital transfers which are composed of investment subsidies and other capital
transfers (e.g. transfers of ownership of fixed assets and debt forgiveness). Over
the period 2011 to 2018 the average capital transfer to the Transport, Storage
and Communications sector was R1 964 million. Capital transfers have increased
from 2012, which clearly indicates the volatility in capital transfers over the
period, as demonstrated below:
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Figure 9.6: Transport, storage and communication: Government subsidies; incentives and capital

transfers received

Source: Basic data: STATSSA - Annual Financial Statistics Survey (AFS). Own calculations. ** Indicate
preliminary figures.

9.5 Household Expenditure

9.5.1 An analysis of household expenditure nationally as well as at provincial level
since 1993 is summarised in Table 9.1 below.

9.5.1.1 A: Final consumption expenditure by households as percentage of
disposable income

9.51.2 B: Spending on transport and communication services as percentage
of final consumption expenditure by households

9.5.2 Over time (in current and constant price terms) households are spending an
increasing percentage of their disposable income. This can be interpreted that
income is not increasing at the same rate as prices (inflation) — looking at the
current prices part of the table. Removing, however, the inflationary effect shows
the same tendency. This is probably due to a need to increase living standards or
utilising new technologies as it become available. This is also evident looking at
spending on transport and communication services as percentage of final
consumption expenditure by households. The disturbing fact is that transport and
communication share of expenditure is increasing over time. A clear indication
that intervention is necessary to reduce the cost to households.
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Current prices 1993/1994|1995/1996|1997|1998(1999|2000|2001|2002 2003|2004 |2005|2006 (2007 2008 (2009(2010{2011]2012]2013|2014|2015/2016/2017|2018
South Africa

A 95.1] 95.1] 95.1] 95.5| 94.1] 94.9| 95.3| 95.6] 96.1| 95.8| 96.3| 96.6| 97.0] 99.1]| 99.6| 98.3| 97.6| 98.0| 98.6| 99.4| 99.7 99.5| 98.4| 98.4]| 97.4]| 97.8
B 8.7] 85| 85| 87/ 83| 84| 85| 88| 93] 95| 95 95| 93| 93 9.1 9.2 95| 100] 9.8] 9.8] 98] 99| 96/ 93| 89| 87
P1: Western Cape

A 95.1] 95.1| 95.1f 95.4| 94.0f 94.8| 95.2| 95.5| 96.0| 95.7| 96.2( 96.5| 96.9] 99.1| 99.6| 98.2| 97.5| 97.9] 98.6| 99.4| 99.7| 99.5| 98.3| 98.4| 97.4| 97.7
B 83| 81| 81 83] 79| 80| 81 84| 88| 90| 9.1 90| 89| 89| 87 88| 9.1| 96| 94| 94| 94| 95| 92| 89| 85| 83
P2: Eastern Cape

A 95.3] 95.3] 95.4| 95.7| 94.4] 95.2| 95.6] 95.8| 96.3| 96.1| 96.5 96.8| 97.2| 99.2]| 99.6| 98.4| 97.8| 98.1| 98.7| 99.5 99.7 99.5| 98.5| 98.5] 97.6] 97.9
B 84| 81| 81| 84/ 80| 80| 82| 85| 90| 92| 92| 92| 9.0/ 9.0 88 89 93] 9.7 96| 96| 96| 96| 94 9.0/ 87 85
P3: Northern Cape

A 95.6| 95.6] 95.6] 95.9] 94.7| 95.4| 95.7| 96.0| 96.4| 96.2| 96.6 96.8| 97.2] 99.2| 99.6| 98.4| 97.8| 98.2| 98.7| 99.5| 99.7 99.5| 98.5| 98.6] 97.6] 97.9
B 79| 771 76| 79/ 75| 76| 7.8 80| 85| 8.7 8.7 88| 86| 86[ 84f 85/ 87| 92| 90| 9.0/ 9.0/ 9.0/ 88 84 81 79
P4: Free State

A 95.0] 95.0] 95.0] 95.4]| 94.0] 94.8| 95.2| 95.5| 96.0| 95.8| 96.3| 96.5| 97.0] 99.1| 99.6| 98.2| 97.6| 98.0| 98.6| 99.4| 99.7 99.5| 98.4| 98.4| 97.4| 97.7
B 73| 7.2\ 72| 74f 70f 71| 72| 75| 79| 81| 81| 82| 80| 80f 79[ 79| 82| 87| 86| 86| 87 87| 85/ 82 79 7.7
P5: KwaZulu-Natal

A 94.1| 94.1| 94.1| 94.5| 92.8| 93.8| 94.3| 94.6] 95.2| 94.9]| 95.5[ 95.8| 96.4| 99.0| 99.5| 97.9] 97.1| 97.6] 98.3| 99.3| 99.7| 99.4| 98.0| 98.1| 96.9| 97.3
B 9.0/ 87| 87 89| 85| 86| 88 90| 95/ 97| 9.7 97| 95| 95| 93| 94| 98| 10.2f 10.1| 10.0{ 10.1] 10.1f 9.9| 9.5 9.2| 9.0
P6: North West

A 95.0 95.0| 95.1f 95.4| 94.0f 94.9]| 95.3| 95.6] 96.1| 95.8| 96.3[ 96.6] 97.0] 99.1| 99.6| 98.3| 97.6| 98.0] 98.6| 99.4| 99.7| 99.5| 98.4| 98.4| 97.4| 97.7
B 86| 84| 83| 86| 82| 83 84| 87| 92| 93| 94| 94| 92 9.1] 9.0| 9.1 9.4 100 9.8 9.8 99| 99| 9.7 93| 9.0 88
P7: Gauteng

A 95.4]| 95.4] 95.5| 95.8]| 94.5] 95.3| 95.6] 95.9| 96.4| 96.1| 96.6 96.8| 97.2| 99.2]| 99.6| 98.4| 97.8| 98.1| 98.7| 99.4| 99.7 99.5| 98.5| 98.5] 97.6] 97.9
B 94| 9.2| 9.1| 94| 89| 9.0/ 9.1 9.4 99| 10.1] 10.1] 10.1] 9.9 9.8 9.7 9.7 10.0{ 10.5] 10.3| 10.3| 10.3| 10.4| 10.1f 9.7 9.3 9.1
P8: Mpumalanga

A 96.4| 96.4| 96.4| 96.6| 95.6] 96.2| 96.4| 96.7| 97.0| 96.8| 97.2 97.4| 97.7| 99.4| 99.7| 98.7| 98.2| 98.5| 99.0 99.6 99.8| 99.6| 98.8| 98.8] 98.1] 98.3
B 8.8 86/ 85| 88 83| 84| 86| 89| 93] 95| 94| 94| 9.2 9.2 9.0f 9.1 95| 100] 98| 9.7 98] 9.8| 9.5 9.2 88| 86
P9: Limpopo

A 94.7| 94.8]| 94.8] 95.2] 93.7| 94.6| 95.0] 95.3| 95.9] 95.6] 96.1| 96.4| 96.9] 99.1| 99.6| 98.2| 97.5| 97.9| 98.5| 99.4| 99.7 99.4| 98.3] 98.3] 97.3] 97.6
B 79| 77| 7.7 79| 75| 76| 78 80| 85| 86| 86| 86| 84| 84| 82| 83| 86| 91| 90/ 9.0f 91| 9.1 88| 85| 82| 81
Constant 2010 prices  |1993(1994|1995|1996|19971998|1999 2000 (2001|2002 |2003 2004 (2005|2006 [2007|2008(2009)2010/20112012(2013|2014/2015)2016(2017|2018
South Africa

A 95.1] 95.1] 95.1] 95.5] 94.1] 94.9] 95.3| 95.6] 96.1| 95.8| 96.3| 96.6| 97.0] 99.2]| 99.6| 98.3| 97.6| 98.0| 98.6( 99.4| 99.7 99.5| 98.4| 98.4]| 97.4]| 97.8
B 6.0 6.1/ 63| 64/ 66|/ 66| 70/ 75| 79| 83| 85 86| 86| 84 86[ 9.1 9.6/ 100] 99| 9.8| 9.9] 10.1] 9.9 9.8 9.7[ 95
P1: Western Cape

A 95.1] 95.1] 95.1] 95.4| 94.0] 94.8| 95.2| 95.5| 96.0| 95.7| 96.2 96.5| 96.9] 99.1| 99.6| 98.2| 97.5| 97.9| 98.6| 99.4| 99.7 99.5| 98.3| 98.4| 97.4| 97.7
B 56/ 58/ 59| 6.1 62| 62| 67| 7.1 74| 79| 81| 82| 82| 81 82 87 92| 96| 95| 94| 95| 97| 9.5 94 9.2 9.1
P2: Eastern Cape

A 95.3] 95.3] 95.3] 95.7| 94.4] 95.2| 95.6] 95.8| 96.3| 96.1| 96.5 96.8| 97.2] 99.2| 99.6| 98.4| 97.8| 98.1| 98.7| 99.5| 99.7 99.5| 98.5| 98.5] 97.6] 97.9
B 58| 59| 61| 6.2 64| 64| 68| 73| 76| 81| 83| 84| 84| 82 83 88 93] 9.7] 9.7 96| 9.7 98| 9.6/ 9.6/ 9.4 93
P3: Northern Cape

A 95.6] 95.6| 95.6 95.9]| 94.6| 95.4]| 95.7| 96.0| 96.4| 96.2| 96.6( 96.8| 97.2| 99.2| 99.6| 98.4| 97.8| 98.2] 98.7| 99.5| 99.7| 99.5| 98.5| 98.6| 97.6| 97.9
B 55| 56| 57 59| 60| 61| 65/ 69| 72| 76| 79/ 80| 80| 78| 79| 84| 88 92| 91| 9.0f 91| 9.2 90| 9.0/ 88| 87
P4: Free State

A 95.0] 95.0| 95.0f 95.3] 93.9) 94.8| 95.2| 95.5| 96.0| 95.7| 96.2( 96.5| 97.0| 99.1| 99.6| 98.2| 97.6| 98.0] 98.6| 99.4| 99.7| 99.5| 98.4| 98.4| 97.4| 97.7
B 52| 53| 54| 55| 57| 57 6.1 65| 68| 72| 74 74| 74| 73| 74| 7.8] 83| 87| 87 86| 87| 89| 86| 86| 85 84
P5: KwaZulu-Natal

A 94.0| 94.0] 94.0] 94.5| 92.8] 93.8| 94.3| 94.6] 95.2| 94.9| 95.5 95.8| 96.4] 99.0| 99.5| 97.9| 97.1] 97.6] 98.3| 99.3| 99.7 99.4| 98.0] 98.1] 96.9] 97.3
B 62| 63| 6.4/ 66/ 67/ 68/ 72| 7.7 81| 85| 8.7 88| 88 86( 87[ 93| 9.8 10.2] 10.2| 10.1] 10.2| 10.4| 10.1{ 10.1 10.0f 9.8
P6: North West

A 95.0] 95.0| 95.0] 95.4| 94.0] 94.9| 95.2| 95.5| 96.1| 95.8| 96.3| 96.6| 97.0] 99.1| 99.6| 98.3| 97.6| 98.0| 98.6| 99.4| 99.7 99.5| 98.4| 98.4| 97.4| 97.7
B 6.0/ 6.1/ 6.2| 64| 65| 65| 70| 74| 7.8] 82| 84| 85| 85| 83[ 84 9.0f 95| 100] 9.9| 9.9| 10.0] 10.2| 9.9 99| 9.8 9.7
P7: Gauteng

A 95.4]| 95.4| 95.4]| 95.8]| 94.5] 95.3| 95.6] 95.9| 96.4| 96.1| 96.6 96.8| 97.2] 99.2| 99.6| 98.4| 97.8| 98.1| 98.7| 99.4| 99.7 99.5| 98.5| 98.5] 97.6] 97.9
B 64| 65/ 6.7 69/ 70/ 70| 75| 79| 83| 88 9.0/ 91| 9.2 89 9.1 9.6| 10.1] 10.5] 10.5| 10.4| 10.5| 10.6| 10.3| 10.3| 10.1| 10.0
P8: Mp |

A 96.4| 96.4| 96.4| 96.6| 95.6| 96.2| 96.4| 96.7| 97.0| 96.8| 97.2( 97.4| 97.7| 99.4| 99.7| 98.7| 98.2| 98.5] 99.0| 99.6| 99.8| 99.6| 98.8| 98.8| 98.1| 98.3
B 6.1| 62| 63| 65 66| 66| 7.1 75| 79| 83| 85/ 86| 85| 83| 85/ 9.0| 95| 10.0f 99| 9.8 9.8| 10.0] 98| 9.7 96| 9.5
P9: Limpopo

A 94.7| 94.7| 94.8] 95.2]| 93.7] 94.6] 95.0] 95.3| 95.9] 95.6) 96.1| 96.4| 96.9] 99.1| 99.6| 98.2| 97.5| 97.9| 98.5| 99.4| 99.7 99.4| 98.3]| 98.3] 97.3] 97.6
B 54| 55| 57| 58| 60/ 60| 64| 68| 71| 75| 7.7, 78] 77| 76( 77 82 87| 91| 91| 90| 91| 93| 9.1 9.0 89| 88

Table 9.1: Household expenditure nationally as well as at provincial level since 1993

Source: Basic data: STATSSA - RIES—Household income & expenditure by 2011 municipality/ward-based
metro region. Own calculations.

9.5.3 The outcomes of the analysis indicate that a need exists to increase subsidy
funding to passengers to minimise the detrimental impact of increasing transport
costs. This means ensuring effective utilisation and allocation of subsidies to
benefit poor households and those in need or specific segments of the
commuting population. Subsidisation is intended to drive down the price of




9.54

56

transport and therefore should be sufficient to enable the objective of creating or
contributing to sustainable livelihoods. The economic argument of allocating
more subsidy is sound if the derived benefit for the household is sufficient to
enhance affordability.

As a covering note to the analysis provided above it should be noted that the
focus of the economic analysis is on subsidy provision. It was not possible to
distinguish transport subsidies from the incentives and subsidies related to the
transport, storage and communication sector from the data available. Although,
economic data has limitations and this is acknowledged, the use of budgets to
reflect consumption is not aligned to consumption expenditure or the production
of transport goods and services in the economy. The use of travel survey data
offers some indication of household expenditure, it does not align with the supply
side represented by GDP due to timing differences.

9.6 Economic context for subsidisation at a macro economic level

9.6.1

9.6.2

9.6.3

9.6.4

The need for subsidisation is clear from the previous analysis. Subsidising users’
fares for public transport may sound like a great idea, and often there are good
economic reasons for doing so. In all industrialised and many developing
countries, urban transport systems are subsidised with public funds to continue
operating. It sounds even better if subsidies target certain populations, such as
students, older adults, or low-income communities. There are two important
points to keep in mind about transport subsidies:

* subsidising users’ fares, particularly with targeted subsidies, is
effective; and

* Discounted fares for particular populations should not be funded by
charging other passengers more. By focusing on both sides of the
equation, policy makers can ensure an efficient and sustainable
transport system.

Subsidies for public transport make sense from an economic perspective. The
debate on transport subsidies has a long history in discussions of transport
economics. Subsidising user fares has been shown to increase ridership, which
in turn increases the frequency of the entire system and reduces waiting times for
all users. Additionally, by shifting people to more sustainable modes of transport,
subsidies can help address the negative externalities of car use which include
traffic congestion, air pollution, and fatalities. Furthermore, subsidies can be
redistributive, meaning that they benefit lower-income individuals. These are all
compelling reasons for subsidising users’ public transport fares.

However, problems can arise when subsidies are not properly applied. If
subsidies do not improve the quality of service or fail to help those in need, they
lose their impact. Implementing targeted subsides should be a redistributive
measure, as they are an effective solution for increasing access to public
transport among disadvantaged communities.

Subsidies essentially need a funding source that is derived through taxes or
revenue allocations. It is necessary to find alternative funding sources for
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transport subsidies.. Alternatively, funding could come from taxes on inefficient
car use parking regulations and fees, since private vehicles often do not pay for
the full amount of their social cost—which includes traffic congestion, air
pollution, and accidents. All these sources of funding together with social impact
investment i.e capturing the long-term financial benefits of improved road safety
to fund the up-front capital improvement of the road infrastructure can help ease
the financial burden on transport budgets, alleviate the expenses of transport on
household budgets, but also result in savings that would stimulate other
household spending that would not have been possible without alleviating the
burden of transport costs.

Initiatives to subsidise public transport fares should be sensible and balanced.
The intention to subsidise the public transport fares of marginalized populations
is good, but without the proper financing mechanisms, transport sector deficits
will only grow. For instance, Public-Private Partnerships give businesses the
opportunity to voluntarily contribute to the funding of transport systems because
the businesses ultimately benefit from such systems. Ensuring an efficient and
sustainable public transport system requires not only supporting particular
communities, but doing so in a financially viable manner.

A subsidy is likely to reduce public transport charges. From a micro-economic
perspective, the supply curve will shift to the right, reducing the equilibrium price.
This will lead to an extension of demand, as more people are encouraged to use
this form of transport. The increased demand is the combined result of the
income and substitution effect. At a lower price, alternatives to public transport
appear more expensive (the substitution effect), and, assuming household
income remains constant, cheaper public transport results in an increase in real
income (the income effect) and by extension results in either savings that boost
economic growth or additional spending that multiplies through various economic
sectors due to the additional spending. In addition, the income effect of lower
public transport prices may be very weak. Indeed, increases in real income may
encourage greater use of private transport use, and discourage use of public
transport, suggesting that public transport is an inferior good.

Subsidisation of public transport may result in a moral hazard, with state
subsidies being regarded as an insurance against inefficient practices. Such
inefficiency raises the cost of supply, and diverts scarce resources from more
efficient uses. For example, bus companies may over-employ, and operate too
many buses, which are run at ‘half-empty’ for long periods. There is, of course,
no guarantee that all the state subsidy will be passed on to the passenger in
terms of lower fares.

9.7 Guiding economic principles and transport funding

9.7.1

It is fundamental for a city's/province's/country's development to have an
effective transport system, especially public transport that addresses the needs
of many. For most of the population, public transport is the only means to access
employment, education and public services. The operational and financial
features of these transport interventions change from one country/city to the
other but, interestingly, they all present themselves as public. Public transport
refers to a means of transportation that is shared and open to the public, usually
by ticket purchase, as opposed to private modes. It also can refer to the
ownership of a system, if it is owned by a public entity or even if the system is
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operated by a private company if it is funded by public resources.

A current trend worldwide is to formalise the existing informal mass transport
sector. It is an attempt by governments to gain more regulatory control over
transport and decrease negative externalities. Often this includes the introduction
of public funding through subsidies, either for the construction of infrastructure for
transit systems (e.g. BRT), rail projects or the introduction of operating subsidies.

9.8 Transport as a public good from an economic perspective

9.8.1

9.8.2

9.8.3

9.9

9.9.1

9.9.2

9.10

A public good has non-excludable benefits and non-rival consumption. Under this
definition public transport is not a public good since at a certain point there is not
non-rival consumption as transport vehicles have a carrying capacity. However,
there are low marginal costs where there is available capacity and the benefits of
public transport are non-excludable, meaning everyone can benefit from the
existence of public transport even if they are not consuming it at any moment.

Public transport provides benefits to society that private transportation does not,
particularly in more efficient use of public infrastructure such as roads. In
addition, everyone benefits from the potential transportation option public
transport provides. Since it is open to the public it serves as an automatic back-
up option to all private transportation users regardless of if they ever use it. The
only barrier is the cost of the fare, which may exclude poorer communities.

Another way to consider the question of public goods is if the market allocates
the optimal amount of that good. Many studies on urban bus transport have
shown that the market fails to provide the optimal level of accessibility and
creates many negative externalities. Therefore, there is a public, in this case
meaning government, interest in intervening in the market.

Public ownership and financing

When a transport system including assets and infrastructure is owned by a
government it is clear it is public in some sense of the word. Ownership by the
state is not the most important factor (state owned enterprises can operate like a
private firm). It is accepted that the less an organisation can define its own
criteria of success and its own goals the more public it is. This translates into the
distance between the public goals and the private goals in the provision of
transport service.

A key argument for some level of public control over transport sytems from public
financing. When public money is used to subsidise transport it would follow that
the agency receiving the funding should somehow be accountable to the
taxpayers for that money. This is an issue when a transport system has public
funding but is not publicly owned. This situation is particularly prevalent in South
Africa where a privately owned service is continually funded by government, but
may not be economically viable but considered socially necessary. Formalising
the transport sector in South Africa by adding public investment while keeping
private operators will necessitate accountability, and hence the need for control
that aligns with the needs at more localized level.

The nature of public transport in South Africa necessitates state ownership and a
certain level of control. Efficiency necessitates that as the private sector operator
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in manner that attempts to create efficiencies and increase profits, the state is
required to ensure a return on social investment, something that can only occur
with a certain level of control. The latter is informed by accountability at a level of
government that is competent to drive the return on social investment. Transport
planning, investment in capital and operations, and a differentiated subsidy regime
need funding support and acceptable allocation from the Fiscus at levels that are
well above the current average of R5 billion per annum.
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10 ENABLING INTERVENTIONS

10.1 Transport plans

10.1.1 Subsidisation of public transport should be implemented through approved

10.1.2

transport plans. The plans must mainly be responsive to strategic needs in
municipalities. In this regard, the practice of dispensing public transport subsidy
purely on a historical basis should come to an end. This is because such a
practice incentivises inefficiencies.

The plans submitted by municipalities will be funded on a competitive basis.
However, in order to create stability, the plan must be generated for a 5-year
horizon in the case of operational subsidies, and 10 years for capital subsidy.
The plans will be subject to annual reviews.

10.2 Funding of public transport

10.2.1 There is no internationally agreed norm for funding public transport. However, in

line with international trends10, and for the level of public transport use and non-
motorised transport in the country, South African society should not be spending
more than about 7% of GDP on transport. Nonetheless, the South African society
pays about 5% more than this. Therefore, 5% remains the efficiency backlog of
the passenger transport system. In order to reverse this, investment in public
transport must be significant and be directed. As a benchmark, South Africa
should spend 5% of its GDP on public transport infrastructure, systems and
operations, initially to eradicate the prevailing backlogs. The National
Development Plan (NDP) requires public infrastructure investment focused on
transport, energy and water to be at the level of 10% of GDP. The 2050 National
Infrastructure Plan estimates that delivering the NDP development objectives will
require R6 trillion between 2016 and 2040, 72% of which is made up of energy
and transport infrastructure.

10.3 Subsidy formula

10.3.1 Subsidisation of public transport at a municipal level will be subject to a formula.

10.3.1.1

10.3.1.2

The formula allocates subsidy on the basis of the following weights:

Base allocation of 40% to Category B and C municipalities; and 60% to
category A municipalities. While Category B and C municipalities make
up 60% of the population, Category A municipalities generate about
50% more travel than Category B and C combined11.

Funding on the basis of a plan, where the plans will be independently
evaluated and scored. The evaluation of the plans will be in terms of
criteria provided for in Table 10.1. The individual municipalities must
demonstrate how they are implementing their plans in order to achieve
the stated benchmarks.

"% International Association of Public Transport's Mobility in cities database, 2006
" Lombard M, Cameron B, Mokonyama M, Shaw A 2007. Report on Trends in Passenger Transport in South
Africa. Development Bank of Southern Africa, Halfway House, Midrand, South Africa.
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