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Introduction

This document is the result of a renewed effort by government to understand what it means to be indigent and to rapidly improve access to basic services and goods, thereby having a major impact on reducing levels of poverty and specifically the proportion of people who are indigent. 

This policy provides a high level framework to guide the national initiative to improve the lives of the indigent. It recognises the need for inter-governmental co-operation in the process of dealing with indigents but places specific emphasis on the municipal sphere, recognising the important role local government has in effectively addressing the needs of indigent households. 

This policy framework provides a basis for the provision of free basic services to the indigent and, as such, replaces former indigent policies and free basic services policies applied by the Department of Provincial and Local Government (DPLG). The policy needs to be applied in conjunction with the equitable share policy being prepared by National Treasury in cooperation with DPLG. It also aligns with the free basic water and sanitation strategies prepared by DWAF, the free basic electricity policy of DME and the Property Rates Act, which provides for zero rating of low value properties. 

The policy places emphasis on the provision of an essential services package, while recognising the broader role of local government, particularly with regard to social and economic development and promoting environmental sustainability. . 

Objective with regard to providing free basic services to the indigent

The overall objective is to substantially eradicate those elements of poverty over which local government has control by the year 2012. Given the definition of the indigent stated in this policy this implies that all should have access to basic water supply, sanitation, energy and refuse services by this date. Further, by this date all municipalities will have undertaken major initiatives to facilitate the access of the indigent to land for housing, in cooperation with provincial government.  

Understanding poverty

The experience of poverty is multi-dimensional. While the inability to access income remains one of the most obvious expressions of poverty, definitions of poverty typically refer to the absence of capital such as land, access to natural resources, or to the importance of social and intellectual capital and even the climate of democracy and security necessary to enhance the capabilities of the poor and excluded.  Further, there is an additional institutional dimension of poverty that recognises that the poorest in the nation are those who are unable to access state assistance designed to provide a social safety net because of institutional failure. 

Poverty is located throughout South Africa, across the full range of settlement types from deep rural areas to inner cities. It is thus the concern of all municipalities. Due to the inequitable economic development policies of the past, centred on Apartheid, with the ‘homelands’ system being the spatial manifestation of this policy, approximately one third of South Africans remain excluded from the mainstream, formal, economy.  

The experience of economic exclusion by indigent households is often linked to exclusion from access to basic services and, given the primary role which municipalities have in providing such services, they can, through rapidly increasing access to services, have a major impact on reducing the exclusion of the indigent. 

Poverty and indigent support: the social safety net

This policy is aimed at including those currently excluded from access to basic services, through the provision of a social safety net.  What poor people in South Africa have in common is the need to access affordable basic services that will facilitate their productive and healthy engagement in society. This indigent policy provides a framework for how this could be achieved at the local government scale. Other spheres of government have a role to play in setting up this safety net, as described later in this policy, but are not the primary concern of this policy. 

Fiscal framework 

An indigent policy can only be effective within a sound inter-governmental fiscal framework. In particular, this requires transfers to local government, aimed at ensuring that services are provided to all, dealing with both capital and operating finance. 

In the case of capital investment in providing basic services to the indigent, municipal infrastructure grant (MIG) arrangements have been established. In the case of operating finance, the local government equitable share is intended to provide municipalities with the means to subsidise basic services to the indigent. The policy for the equitable share is being reviewed, partly in recognition of the fact that economically weaker municipalities do not currently have sufficient funding to subsidise services to the indigent.  

Approaches by local government to addressing poverty

Local government plays a role as part of the whole system of three spheres of government in addressing poverty through directly providing free or subsidised services to poor households.  This is illustrated on the following diagram which highlights the following:

· The overall structure of local government functions, which includes:

· Governance and administration.

· Service provision.

· Development facilitation through the support for economic and social development and the establishment of a basis for environmental sustainability at municipal scale. 

· The relationship with other spheres of government which are responsible for related services. There are considerable overlaps in responsibility, with housing and health being particular concerns from the point of view of an indigent policy. 

· Within local government, the concept of a social package, a set of services provided to the indigent.

· The concept of the social safety net, a package of essential household services provided to the indigent. 

· The provision of progressive access to a full social package. This takes into consideration the variability in capacity of different municipalities.
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The importance of effective governance and administration needs to be stressed. Without this, a form of institutional poverty will continue in many parts of South Africa. 

Defining ‘indigents’

The term ‘indigent’ means ‘lacking the necessities of life’.  In interpreting this for the purpose of this policy a position has to be taken on the ‘necessities of life’ in a South African context. The Constitution provides a guide in this regard, leading to the view that the following goods and services are considered as necessities for an individual to survive:

· Sufficient water.

· Basic sanitation.

· Refuse removal in denser settlements.

· Environmental health.

· Basic energy.

· Health care. 

· Housing. 

· Food and clothing.

Anyone who does not have access to these goods and services is considered indigent. 

The definition from a municipal perspective: the essential household services package

Based on an assessment of local government functions in relation to the definition of indigent, the role of local government in providing for indigents can be distilled to:

· Water supply.

· Sanitation.

· Refuse removal.

· Supply of basic energy.

· Assisting in the housing process.

This can be referred to as the essential household services package. 

Expanding the services package

Municipalities provide a much greater range of services than those identified as ‘essential services’. It is possible, and in many cases feasible, for individual municipalities to provide such a wider range of services to the indigent, referred to as the ‘full social services package’. This includes higher levels of household services and access to public services such as roads, public transport, community services and emergency services. 

All municipalities must strive to provide such a full services package to all residents in their area, including the indigent. However, it is recognised that resource constraints prevent many municipalities from delivering a fuller range of services free to the indigent at this stage. And, even in municipalities with relatively strong economies, many are currently excluded from access to basic services. Therefore, the focus nationally and locally is to first ensure universal access to the essential services package.  

Varying circumstances of municipalities

Figures provided in the full policy document clearly demonstrate the large range in circumstances of municipalities in South Africa, particularly with regard to availability of financial resources. There is also a severe lack of human resources, including management capacity, in many municipalities causing institutional poverty which is one of the greatest obstacles preventing the rapid roll-out of basic services to the indigent. To a large extent this originates from Apartheid, and the associated neglect of the former homelands. But too little progress has been made in turning this situation around and the municipalities responsible for these former homeland areas require a major increase in support to allow them to improve access to resources if an indigent policy is to have substantial impact. 

Three parts of an indigent policy 

There are three parts to a well functioning indigent policy: 

· Gaining access, relates to the need for the indigent to firstly have physical access to the service. In other words, the infrastructure required must be in place. 

· Maintaining access: relating to the fact that the service provided must be properly functional in the long term if the service is to have the desired impact in improving the lives of the indigent. 

· Targeting the indigent which relates to the application of subsidies to reduce the charge for services to the indigent and ensure that those who can afford to pay do not get subsidised. 

Gaining access

In order to gain access to the services which make up the essential services package provided to the indigent, capital investment is needed in order to design and construct the necessary infrastructure, including water supply, energy, sanitation and refuse removal systems. 

The group of people in municipalities who do not yet have access are the most marginalised and, therefore, emphasis must be placed strongly on the gaining access component. While national government is focusing on providing sufficient capital, in the form of housing subsidies and the municipal infrastructure grant, severe constraints remain, notably:

· Problems with the land registration process with associated difficulties faced by the poor in gaining secure tenure.

· Lack of affordable land for housing and in well located positions in cities.

· Constraints in the housing delivery process which is typically linked with the provision of an essential services package in urban areas. 

· Lack of capacity to manage the infrastructure provided.

Maintaining access

If the services required by the indigent are not properly operating and maintained, and become dysfunctional, the indigent do not have effective access and, therefore, have to continue to live without the basic necessities of life. This relates directly to what has been termed ‘institutional poverty’: where there is a substantial lack of financial and human resources in municipalities, high proportions of the population in such municipalities will remain indigent.  

Targeting the poor 

Having the services physically in place and properly operated and maintained is not sufficient to ensure access to such services by the indigent. This occurs subsidies are not properly targeted to reach the indigent, giving the result that the basic services to them are not provided free or, at least, at an affordable level. Further, it is essential, if a municipality is to remain financial viable, for it to raise revenue from those who are not indigent and who can afford to pay for the services provided. If this does not take place the tendency is for those who are not poor to be subsidised. Therefore an indigent policy will only be fully functional once subsidies are targeted in such a way that the indigent benefit and those who are not indigent pay. 

Service levels 

Municipalities are responsible for indigents with respect to the following essential household services which, when provided at a basic level, comprise the social safety net: 

· Water supply.

· Sanitation.

· Refuse removal.

· Basic energy.

· Assisting in the housing process. 

Definitions of what constitutes a basic service level for each of these components are provided in the full policy document, with emphasis placed on the benefit provided to the user of the service, rather on the technology applied to deliver the service. In fact the technologies typically used to provide a basic service vary depending on settlement conditions. For example, a ventilated improved pit (VIP) toilet may be appropriate in a low density rural area but is not a suitable technology to provide a basic service level in an inner city location. 

Moving up the service level hierarchy (expanding the package)

The concept of the full social package, as described previously requires both an increase in the range of services provided and in the service level provided. In time, the definition of what constitutes a basic service may be revised by national government, with commensurate increases in allocations of resources to local government. 

Methodology for targeting the indigent 

Financial framework

Targeting the poor requires that something which costs the municipality, or its external services providers, money to provide must be made available free. Therefore a subsidy is required to ensure that the costs required to provide the service can continue to be funded from a source other than the consumer of the service. 

There are three main sources of subsidy funds:

· Cross subsidies from non-residential and high income consumers using the particular service. 

· The core administration revenue of the municipality which includes property rates, RSC levies and electricity surpluses. 

· The national fiscus, through the equitable share. 

As part of its tariff policy a municipality must have a subsidy framework in order to make decisions as to how to raise and apply the funds used to subsidise particular services to the indigent. 

Targeting options

There are a range of targeting options, aimed at providing subsidies to the indigent. The most widely used are given in the table below with a comment on the extent to which they are applicable in South Africa, based on a set of principles which are identified in the full policy report. 

Targeting option
Extent of application currently

Service level targeting, where a specific service level is given free to the poor.
Widely used for the lowest service level in the case for water and sanitation. 

Consumption based targeting where those using a low amount of the service are provided with this free. 
Considerable experience with this method in South Africa with water supply and electricity. Also applied to sanitation (wastewater) in some places.  

Property value, as an indication of the level of household wealth, and hence income.
Being increasingly applied in South Africa for sanitation and refuse removal charges.  

Means testing applied with a targeted credits or subsidy to those households which are below a household income threshold.
This method has been widely promoted in South Africa but seldom properly implemented, with the exception being relatively small, stable, urban municipalities.  

Plot size: using a charge based on plot size, with a zero rating for properties under a determined threshold.
Although is relatively simple to apply and used historically in South Africa for sanitation and refuse charges, there is not a good relationship between property size and household income.

Geographical (zonal) targeting where a particular area within the municipality is identified as poor and the tariffs for services provided in this area are adjusted accordingly.
Simple to apply where there is no other option but not widely used. 

No separate charge for a service, with revenue raised through property rates.
Similar to property value based targeting but with the charge not explicit; probably not legal.

Demand side subsidies, where individual households are given vouchers or coupons to allow them to purchase services. 
Economically sound method; but difficult to administer and, therefore, not used in South Africa currently. 

Targeting through lack of credit control: in this case consumers of the service are billed but there is inadequate follow up to ensure payment. 
Not sustainable and, where applied as a default option, it is a sign of a policy and implementation system that is not sound. 

Each municipality needs to make its own decisions as to which targeting approach to apply.  While recognising the importance municipalities to make their own choices, it is possible to define a ‘benchmark’ set of targeting mechanisms applicable to current South African conditions:

· Water supply: Service level targeting (all get at least a public standpipe supply, or point source supply free) with free 6kl/month to those with plot or house connections. 

· Sanitation: Service level targeting (all get a VIP or equivalent service free) with either property value or consumption based charge, or both, applied to waterborne sanitation service levels.

· Electricity: Consumption based tariff, with the first 50kWh per month provided free. 

· Refuse removal: Targeting based on property value with additional service level payments for those requiring more than the basic service. 
Revenue management issues

It is not possible to apply a sound indigent policy without a good system for identifying consumer units, billing those who receive the service above the free basic level and ensuing that payments are made through a sound credit control system. If this is not done the tendency is for those who are not indigent to get subsidised services and this uses resources which would otherwise be allocated to the indigent. 

Monitoring 

DPLG is committed to setting up a monitoring system to assess progress with this indigent policy, which conceptually incorporates each of the three components of an indigent policy: 

· Gaining access (coverage with respect to physical provision of the services).

· Maintaining access (the extent to which the service is functional)

· Targeting the indigent (the extent to which subsidies are targeted at the indigent which implies that those who are not indigent pay for services). 

This system will be based on consumer units (groups of people living on a property provided with services or, where services are not provided people living in a dwelling or dwellings in rural or informal areas which can form a consumer unit). It will also be linked to a geographic information system (GIS). 

The information for monitoring will be gathered through the following arrangements:

· Gaining access: Information to be collected through physical visits to individual consumer units to assess the extent to which infrastructure is in place. 

· Maintaining access: Information to be collected through a national annual municipal services survey, run by Stats SA, based on interviews of a representative sample of consumer units. This information will also provide valuable input to the municipal performance management system. 

· Targeting the indigent: Information will be based on a financial assessment by a specialist. 

National roll-out of the policy

DPLG will design a process to roll out the indigent policy to municipalities. This will include the provision of information to municipalities on how engage with the process, create links with their own planning and financial processes and set their own targets.
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