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Government finances are governed 
by law…
• Constitution requires an equitable 

division of revenue and sets out 
relevant criteria

• 2026 Explanatory Memorandum 
highlights 4 focus areas:
• Fiscal sustainability
• Promoting growth & investment
• Supporting critical social services
• Improving efficiency and 

effectiveness of public spending

• Detailed schedules and allocations
• 2026 Division of Revenue Bill 340pp
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The fiscal framework

Budget process has several steps:
• Economic growth projections
• …taking into account inflation
• Generates revenue projections

• Consider tax policy changes

• Fiscal policy & budget deficit target
• …set limit to expenditure

• Public policy and development objectives 
shape expenditure allocations and therefore 
the division of revenue 
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The division of revenue is essentially 
an expenditure allocation process
• National functions

• Justice, police, defence, foreign affairs, home affairs, higher education, social development, 
trade and industry promotion, national roads…

• Social development (grants) was initially a provincial function, shifted to national

• Provincial functions
• Basic education, health services, provincial roads & transport, safety & security, some 

economic development functions

• Local government functions
• Electricity and water distribution, municipal roads, spatial planning
• …Largely functions that rely on cost recovery from residents

• ”Concurrent” national and provincial / local responsibility largely means national 
legislation governing norms and standards, provincial/local delivery of services 
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The 2026 Division of revenue
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Percentage distribution between spheres of Non-interest Allocations:



…DoR in law: National share is 2/3rd 
of Expenditure
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DoR: Equitable shares and 
conditional grants
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Changes to baseline, 2024-2026
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Financial & Fiscal Commission 
recommendations
• FFC’s 2024 Recommendations related to DoR include:

• Consolidate grants into an incentive grant for economic infrastructure and PPPs
• Review support for smallholder farmers
• Indirect grants (healthcare) should be “last resort” while building subnational capacity
• Review NHI funding to ensure activities and infrastructure allocations prioritised

• FFC’s 2025 Recommendations:
• Strengthening subnational contribution to infrastructure-led growth
• Measuring fiscal pressure of urbanization
• Speed up review of local government equitable share formula

9



Provincial allocations per capita
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The provincial equitable share 
formula
• Six components:

• Education – 48%

• Health – 27%

• Basic component – 16%

• Institutional component – 5%

• Poverty – 3%

• Economic activity – 1%
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• School-age population (5-17)    50%
• School enrolment (GradeR-12) 50%

• Risk-adjusted uninsured population 75%
• Primary healthcare visits 5%
• Hospital patient-days 20%

• Population, StatsSA mid-year estimate

• Distributed equally (11.1% each)

• Provincial share of poorest 40% of SA households 
(based on StatsSA IES)

• Regional GDP estimates (2024) (65% to Gauteng, 
KZN, WC)



Impact of data updates, 2025 & 2026

12



Equitable shares – other issues

• Changes to the formula are typically phased in over the 3-year MTEF period
• Demographic data is typically dated – no forward projections are used
• Most recent census is contested – potential for disputes between provinces
• Where conditional grants are phased into the equitable share, these 

allocations are determined in other ways (around R2 billion in 2025/26)

• Strong emphasis on social service functions and redistributive elements – 
• Limited role in promoting growth and investment
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Provincial conditional grants

• Several conditional grants have significant distributional impacts:

• Formula-based ECD allocations
• Planning & incentive considerations in education infrastructure grants
• School nutrition grant for learners in quintile 1-3 schools
• District health programmes: HIV/AIDS prevention & district services
• Health tertiary services: 35 tertiary hospitals, recognizing cross-border referrals
• Health facility revitalization: planning and incentive elements
• Human settlements: 70% based on households w inadequate housing, 20% share of 

poor households, 10% population distribution
• Dedicated formulae for transport and roads maintenance grants

• Many grants rely on dated census estimates or unreliable administrative data
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Local government allocations
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A: Metropolitan
B1: Secondary cities
B2: Municipalities with 
large towns
B3: Mainly urban, no large 
town
B4: Mainly rural



Local government equitable share
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The basic services component 
(85% of total)

• To provide free basic water, sanitation, electricity and refuse removal services 
to households below an affordability level of 2x the state old-age grant
• Municipalities can adopt their own indigence policies
• Household numbers have not been updated due to concern about the 2022 census
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Other local govt equitable share 
components
• Institutional component:  R10m plus allocation per councillor seats 
 (5.8% of total)
• Community services component:   Split between district and local 

municipalities & based on household numbers
 (8.7% of total)
• Revenue adjustment: Fiscal capacity adjustment based on a per capita index 

of household income, property values, households on traditional land, 
unemployment, poor household %

 Zero for top 10% of municipalities, 100% for bottom 25%, sliding scale between

• Correction & stabilization: Phasing in of adjustments to provide stability
• To ensure formula balances available funds, institutional and community 

components can be adjusted 
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Conditional grants 

• Special support for councillor remuneration: R1.2 billion (unconditional)
• Infrastructure transfers include direct & indirect allocations
• Municipal infrastructure grant allocated through “vertical” and “horizontal” formulae, taking 

account of sectoral and poverty/backlog needs
 MIG = C + B + P + E + N

Constant base allocation + residential + public service + social & micro-enterprise + 27 priority districts

• Public transport network grant – scaled down as a 2026 savings measure
• Urban development financing grant – supports metro trading services & targeted 

infrastructure projects
• Regional bulk infrastructure – projects that cut across municipalities, refurbish water 

infrastructure
• Water services and Electrification grants – directed at service backlogs
• Capacity building and other grants - Municipal financial management, skills development, 

smart meters, EPWP, disaster response
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Provincial and municipal finance 
reform
• Review of conditional grants was conducted in 2024, currently being implemented

• Streamlining funding flows, reducing duplication, aligning recurrent obligations with funding base
• Climate-resilient disaster response and proactive capability

• Approach to determining poverty allocations has been revised, taking account of the 
2022/23 Income & Expenditure Survey

• Shift to performance-based incentives
• Preparing for NHI implementation
• Local government fiscal framework under review, alongside Local Govt White Paper process

• Own revenue sources under consideration
• Municipal borrowing
• Review of capacity-building framework
• Metro trading services
• Transition to single tier local government?

• Analysis and research opportunities: Many issues that need well-considered advice !!
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• Useful sources:
• National Treasury, Provincial Budgets and Expenditure Review, 2021-2026/27
• National Treasury, 2026 Budget Review
• National Treasury, Division of Revenue Bill and Explanatory Memorandum (Annexure W1 

to the Budget Review)
• National Treasury, The State of Local Government Finances and Financial Management 

as at 30 June 2024: Audit Outcomes of the 2023/24 financial year
• National Treasury, System of Capacity Building for Local Government: Diagnostic 

Review. February 2022

Available at: www.treasury.gov.za – Budget Information; Publications
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