Satawu presentation to the Transport Portfolio Committee

on the funding crisis in the bus industry
27th January 2009

[image: image1.png]



Jane Barrett

Satawu Policy Research Officer 

1. Introduction to the crisis

1.1
The bus industry is in a crisis, artificially created by government, and by Treasury in particular. The subsidized section of the industry, which services over 1.5 million commuters daily, is in danger of grinding to a halt due to the non payment by government of subsidies for the past four months. 

1.2
If payment is not made within the next week, 26 000 bus workers are in danger of losing their jobs. 1.5 million passengers will be stranded. And suppliers of fuel and other inputs will be put into financial jeopardy. The knock-on effects are too huge to calculate – financially, socially and politically.  

1.3
If government does not pay up the R1.2bn that is owed, the only other option is for fares to double. And this of course is no option at all! Most bus users are poor and can ill afford any fare increase, let alone a doubling. As it stands 32% of households in South Africa spend more than 10% of household income on public transport. 10% is the maximum target set by the Transport White Paper. 58% of workers spend over 10% of their income on public transport.  
1.4
The bus industry, through its association SABOA, has taken government to court in an attempt to force payment of the subsidies. The court hearing will be in the Johannesburg High Court on Thursday 29th January. Government has indicated it intends to oppose. 
1.5
Satawu, as the biggest trade union in the bus industry, fully supports the court action of SABOA. Satawu will also be putting political pressure on government to pay up. If all else fails, Satawu will have no hesitation in calling on Cosatu to lead a national strike on the issue. This is an issue that affects not only our members, but affects all communities currently serviced by the bus industry.

2. Who uses our buses?
2.1
According to a national travel survey conducted by the Department of Transport in 2003, 21% of all commuters who use public transport travel by bus. Indications are that this figure has grown substantially since 2003, especially in the past two years, when it is estimated passenger numbers have increased by around 10% per annum. 

2.2.
The recent growth in commuter numbers is good news for the industry and good news for us all. The public is beginning to shift from private car use to public transport. This is necessary in order to reduce air pollution and congestion, and to take the pressure off the cost of building and maintaining roads. Growth in the bus industry should therefore be welcomed and encouraged as being in line with official government policy of promoting public transport. Instead our government is pushing the industry over the edge!
3. Who provides the bus services?
3.1
Most bus services are owned and operated by the private sector. There remain four municipal bus services (Johannesburg, Tshwane, Durban, and Boksburg) and a handful of scaled down provincially owned bus services.  

4. The bus contract and subsidy system
4.1
Currently the existing municipal and provincially owned bus services are subsidized directly from the tier of government that “owns” them. 
4.2
However, private companies are contracted by provincial governments, to provide the bulk of the services. The costs of are not covered entirely by fare income. The balance of costs are paid by provincial governments to the operators. The contracts between provincial governments and private bus companies specify in detail the amounts to be paid over. Payments are generally made on a monthly basis. Provincial governments receive allocations from the national Department of Transport to cover the costs of the bus contracts. In turn the NDOT’s money comes from Treasury as part of the NDOTs budget. 
4.3
There are currently three types of contract in place between provincial governments and operators :- negotiated, interim, and tendered. All three types of contract have some flexibility to take account of variable costs, such as fluctuating fuel prices.  Tendered contracts are the least flexible, and do not take account of fluctuating passenger numbers. This is a serious problem in the context of rapid growth in passenger numbers, and is a source of overcrowding in many areas. This problem is not however immediately relevant to the current crisis. Satawu has other problems with the contracts, particularly the absence of adequate employment protections for workers. However, again these issues are not immediately relevant. These problems do however need to be addressed going forward, once the current crisis has been overcome.
4.4
The revenue from contracts for privately owned and operated subsidized bus services is about 40%-60% of the operators’ total revenue. The operating margins of bus operators are small, with profit margins of between 5% and 10% on tendered contracts and between 7% and 15% on interim contracts. 
5. Workers and wages in the industry

5.1
There are approximately 26,000 workers employed in the private subsidized section of the bus industry. Approximately 6,000 workers are employed in non subsidized and state owned operations.

5.2
The conditions of the majority of the workers employed in the private subsidized section of the industry are governed by agreements reached in a bargaining council. The current entry wage for all workers, including bus drivers, is R2570 per month. This is therefore not a high wage industry. Indeed the industry has experienced shortages of bus drivers and artisans due to the unattractiveness of pay and conditions.

5.3
Even a short term closure of the industry could have long term recruitment consequences for the industry. The industry can ill afford this at a time when passenger demand is growing.

5.4
As it happens, wage negotiations are set to begin for the industry in the course of the last week of January 2009. The prospect of any agreement being reached under the present uncertain circumstances are slim. 

6. The origins of the crisis

6.1
The NDOT’s bus subsidy budget was exhausted in November 2008, resulting in the non payment to companies by the provinces since then. But this crunch did not come out of the blue.

6.2
The Department of Transport has been motivating to Treasury for an increase in the baseline allocation for bus subsidies since 2004. In 2005/06 the Department started to experience a shortfall that has now escalated to an accumulated amount of R1.2bn. 

6.3
The shortfall is not a result of the Department of Transport over-running its budget, but is as a direct result of Treasury refusing to meet existing contractual obligations over a period of years. The shortfall has been exacerbated by the growth in operating costs - which is accommodated in all three types of contracts, and by a growth in passenger numbers – which is accommodated in the interim and negotiated (but not the tendered) contracts. 

6.4
The bus contracts are all in line with national public transport policy. It would seem however that Treasury has been withholding funds because it believes that the NDOT has not started to implement the policy of Integrated Transport Planning to Treasury’s satisfaction. This is cynical and manipulative of Treasury as it knows very well that at a policy level there has been progress but that implementation of integrated transport planning lies largely in the hands of municipalities. In the course of 2008 we have at last started to see implementation progress in the bigger Metros. The Treasury has also made it clear that it wants to see all the bus contracts becoming tendered contracts. As stated above, from the point of view of worker protection, as well as sustainable service delivery, Satawu is opposed to competitive tendering in the industry. 
6.5
Satawu is disgusted that Treasury is using its hold over the purse strings to push an agenda which rides rough-shod over reality and legal obligations. Furthermore, since when are Treasury officials experts in public transport? 
7. Options? 
7.1
All indications are that if government fails to pay up the subsidies by the end of January, most affected bus companies will have to close, some of them permanently. Some companies have already indicated that they will have difficulty in paying January wages. Some companies have already stopped selling monthly tickets to commuters, for fear of not being able to honour their obligation to provide a service. Some commuters are therefore being to forced to buy more expensive weekly tickets. 
7.2
Having not been paid the subsidies owed to them since November, companies have been forced to borrow from banks and to roll over the credit owed to their suppliers. However, already the banks are beginning to put the squeeze on companies as they are starting to get nervous about whether government will ever pay up. And suppliers are also understandably beginning to loose patience. 

7.3
As indicated above, profit margins are small in the industry and most companies have no fat to dip into. 

8. Conclusion

If government does not pay up there will be 

· Misery for 26,000 bus workers and their dependants

· Misery for 1.5 million commuters which could result in unrest and damage to property 

· Irreparable damage to the industry at a time when it is expanding and improving 

· A serious impact on suppliers

· Political fallout and embarrassment to government, which will be seen to be unwilling to meet legal contractual obligations

There is clearly only one option : Treasury must pay up by now! 
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