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Municipalities have massive infrastructure investment 
requirements 

•  Information on the extent of service backlog/rehabilitation/

economic infrastructure needs based on the order-of-

magnitude estimates  

•  The calculation of investment needs over a given period is 

dependent on the assumptions one makes about economic 

growth and the timetable for eliminating service backlogs and 

rehabilitation backlogs. 

•  Current estimates show that  : 

•  R400bn required for new infrastructure to support economic and 

population growth 

•  R80 billion for the eradication of backlogs 

•  The need for rehabilitation and new investments to support growth 

are a constant and growing priority 
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Municipalities have massive infrastructure investment 
requirements (continued) 

The 2009 World Bank estimates and MIIF modelling, metros and 

secondary cities required: 

•  R25bn p.a to fund new infrastructure to support growth and 

rehabilitate ageing infrastructure 

•  R2.6bn p.a for the eradication of backlogs 

In 2015, the average projected investment needs for secondary 

cities was R14 billion per annum with: 

•  10% required for backlog eradication 

•  49% for renewal of infrastructure 

•  41% to allow for household and economic growth 

•  But, on average, secondary cities were budgeting to spend only 

R6 billion per annum, 43% of the projected need. 
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Infrastructure investment needs are dominated by 
rehabilitation and growth 

§   Infrastructural investment constitutes the hard core of national planning 

§   Infrastructure planning and provision underpin spatial planning, access to services and economic 

opportunities,   and productivity.  

§  Existing municipal assets are estimated to be, on the average, 40-50% deteriorated. 

§  The inherited capacity surpluses in core infrastructure have largely been consumed, and 

§  The urban population and urban economic activity are growing 

§  Cities therefore need sustainable and long-term strategies for the rehabilitation of core infrastructure and 

routine funding of new infrastructure investment 

§  The cost of meeting the remaining service delivery backlogs is the smallest of municipalities’ investment 

needs, and is the focus of the capital grants 
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Municipalities need more capital investment.  
Need to reduce heavy reliance on grants 

•  Own revenue sources and infrastructure grants to local government are not sufficient to 

cover the current capital expenditure needs  

•  Big portion of capex (53%) is financed from grant transfers.   

•  Borrowing finances about 10% of capex, on the decline for the last five years.  

•  Required amount to be borrowed: R46bn 

•  Realistic amount R18bn  

•  Average borrowings p.a. R10bn 

•  Funding gap is of the order of R24 billion 

•  The growth of grants to municipalities subdues long term borrowing 

•  The increasing demand for infrastructure investment, capex under-spending and under 

borrowing progressively widen the funding gap, which is more for B4 & C2 munis  

•  Magnitude of the gap places a fast infrastructure catch-up beyond the financial reach 

of most municipalities.  

Transfers to local government 
have grown dramatically, 1998/99 

to 2017/18 (real values). 2018 
MTEF introduces reductions to LG 

conditional grants  
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However, capacity for borrowing and options for 
infrastructure financing exist 
•  Creditworthy municipal borrowers are significantly underleveraged 

(good debt to revenue ratios (18%), Debt service cost as percentage 

of operating revenue (2-5%))  

•  Experience: on average, municipalities only manage to take up 70% 

of their planned borrowing, an underspend a portion.  

•  The demand for infrastructure investments is growing faster than 

output and tax revenues. 

•  To achieve high levels of economic growth, higher levels of debt 

finance to economically stronger municipalities required.  

•  Infrastructure financing will need to come increasingly from the 

private sector.  

•  Share of total infrastructure financing in GDP will need to increase 

from around 3.8% to 5.6% in 2020  
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However, capacity for borrowing and options for 
infrastructure financing exist (continued) 

•  Metros and IC’s will need to invest an additional R18bn a year up to 2028 to keep pace with the demands of 

urbanization, and better global integration and connectivity.  

•  Options that could expand borrowings for creditworthy municipalities should include: 

•   extending maturities of municipal borrowing,  

•  bended finance to increase capital leverage (using development finance to attract private capital into 

municipal infrastructure). 

•  Take advantage of available project preparation facilities/technical assistance to build a pipeline of projects 
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And conditions to attract private sector lending should 
include 
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•  Addressing systemic and policy issues: Clearing the misalignment  
of functions and funding to the district and local municipalities 

•  Arresting the deteriorating local revenue management 

•  Improving long term financial and infrastructure planning 

•  Preparation of well structured projects or programmes. Funding often 
easier to raise when plans and designs are clear 

•  The DBSA manages IIPSA facility: R250 million for project preparation 
and credit enhancement for municipalities 

•  DBSA has budgeted R30m for planning and revenue enhancement 
support to especially municipalities with potential to borrow 

•  Have partnership with Vodacom for revenue enhancements in 
municipalities: R2.3bn 
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Thank you 


