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ABSTRACT 

South African public transport policy for road-based public transport in its 12 major cities is 

that there should be integrated systems.  Bus Rapid Transit will be a significant element in all 

cases. 

 

Each city will plan its routes and services and contract with operators for the provision of 

those services. In the first 12-year period, operations will be allocated to existing operators 

by means of negotiated contracts.  These will be ‘gross’ contracts – that is, the operators will 

be paid for the operation of the services, but the city will administer the fare collection system 

and retain the income from passengers. 

 

The existing operators are a mixture of formal sector bus companies and informal-sector 

‘taxis’ using minibuses of up to 16-seat capacity.   

 

The bus companies, other than the very smallest, exist in the formal sector of business and 

have in most cases been operating for many years under a subsidy contract with 

government. 
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By contrast, taxis operate unscheduled line-haul services.  They are required to apply for 

permits from the government body tasked with issuing them, but there are no contracts and 

definitely no subsidy.  Fares are cash-based with no ticketing system.  Taxis carry some 65-

75 per cent of passengers in each of the major cities of South Africa. 

 

Most of the cities are trying to persuade the taxi operators on a route to form a company in 

which the operators become shareholders. The company will then receive a contract from 

the city for the provision of services. 

 

On the day the new service comes into operation, the existing minibus-taxis will be removed 

from the roads and scrapped.  They will be replaced by a new fleet of Bus Rapid Transit 

(BRT) buses and feeder services using buses and midibuses..   

 

There has been a natural reluctance on the part of the informal sector taxi operators to 

commit themselves so irrevocably to something which is completely alien to them.  That 

uncertainty has manifested itself in all the cities which have so far begun planning for the 

new integrated systems.  It has been a major cause of delay in implementation. 

 

The Nelson Mandela Bay Municipality, one of the 12 cities, recognised this potential ‘fear of 

change’ resistance at an early stage in its planning.  It has therefore built in to the 

implementation programme a transitional process which will enable the informal sector taxi 

operators to ‘test the water’ and ensure that government promises are being fulfilled, before 

taking the irrevocable step of giving up their vehicles and businesses in exchange for a 

shareholding in the integrated system. 

 

It is of interest that the two South African cities which have thus far implemented an 

integrated public transport route based on a BRT corridor have both, in doing so, found it 

necessary to provide for a transitional or interim phase of the kind already included in the 

Nelson Mandela Bay model. 

 

The paper describes the distinctive features of the Nelson Mandela Bay contracting model. 
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1. Government and the informal sector 

 

Government operates in the formal sector of the economy.  It analyses needs, formulates 

policies and develops implementation strategies that are similar to those of formal sector 

businesses.  So when government proposes changes to legislation, formal sector business 

knows how to respond.  It may not like what is being proposed, but it understands what is 

involved and can make counter-proposals during the customary phase of consultation. 

 

The informal sector is not like that.  Whether it be the street hawker or the taxi owner, its 

participants are comfortable with what they know. They are especially suspicious of, and 

resistant to, suggestions for change which come from outside. 

 

Government finds this very hard to deal with.  It tends to rely on a belief that the issue is one 

of explanation - that if only the benefits of change are carefully explained to those in the 

informal sector, the merits of the change will become apparent to them and will ipso facto be 

accepted. 

 

If there is to be a widespread acceptance by the taxi industry of the need for change, 

government needs to understand more fully the mindset of the taxi operator. 

 

1.1 The informal sector taxi industry 

 

The popular belief is that the taxi owner is an entrepreneur.  Definitions of ‘entrepreneur’ 

emphasise the risk-taking characteristic.   

 

But the taxi owner does not actually see himself as taking a business risk.  When he buys a 

microbus to use as a taxi, he is going into very familiar territory which the communal 

experience has for decades shown is a way to make money.   

 

There is a very fiercely demonstrated desire to retain individual ownership of the vehicle.  It is 

critically important to recognise how powerful this is.  The taxi is a means of earning income, 

but it is also a visible symbol of wealth - something that a shareholder certificate cannot 

replicate. 
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Given this, it is hardly surprising that the taxi owner is wary of suggestions by either 

government or business that he should do something radically different.  The suspicion is not 

helped by the fact that he rarely knows anything other than the barest detail about what is 

being discussed at any level higher than that of his local association. 

 

It is not a great concern to him, though. He is confident that when implementation of new 

systems is imminent in his area or on his route, he and his fellow-owners will know how to 

deal with it.  And there is one thing of which he is quite sure: no-one will tell him how he 

should operate his vehicle. 

 

1.1.1 Operating and business practices 

 

It is really easy to operate a taxi business.  Just get a permit and a vehicle, arrange with your 

unemployed brother-in-law to drive the taxi, and you are in this income-earning business. 

 

The owner does not see it as his task to manage the on-the-road operations of his driver and 

vehicle.  The driver makes all the on-the-road decisions, and he does what comes naturally 

in the quest to make as much money as possible.   

 

Here is an extract from a newspaper article: 

 

“Taxi owners know, without keeping books, how much their drivers could and do bring 

in, the running costs of each vehicle, when to scrap a vehicle and when to fix it. 

Rather, the culture that infuses informal business springs from necessity.  The aim is 

urgent fulfillment of needs, the thinking is immediate, the process hand to mouth.”1  

 

Tutu Molefe, the then Chairperson of the Gauteng Provincial Taxi Council, gave this analysis 

in a presentation to a transport conference in Johannesburg in November 2005: 

 

“Formal sector transport 

 

“Formal sector passenger transport has characteristics of this kind: 

 

 It is planned – there are vehicle schedules, staff duty rosters, maintenance 

programmes, and the like. 

                                                           
1 Barrie Terblanche, Business Day, 19 April 2006 



Page 5 of 16 

 The operations themselves are managed and supervised so that the plan 

is adhered to. 

 In all developed countries, and in many others, all the operations are 

integrated, with easy interchange between one route and another, and 

between one mode and another – for example, between bus and train. 

 Services are operated according to schedules. 

 There are ticketing systems which allow travel over the whole network and 

at the same time act as a cash control mechanism; and which, as a critical 

by-product, produce management information. 

 In general, there are large units of operation – a bus depot, for example, 

might have perhaps 50 buses operating from it.  The vehicles are usually 

owned by a formal entity – a company or similar legal person. 

 A significant characteristic of modern urban transport is that, even where 

the operators themselves are private sector companies, they operate 

under contract to the transport planning authority – and almost always 

under a subsidy arrangement. 

 

“The informal sector taxi 

 

“The minibus-taxi, on the other hand, exhibits these characteristics: 

 

 The operations are demand-responsive – they go where the need 

manifests itself.  But because of this, and in contrast to the formal sector, 

taxi operations can be described as 'unplanned', and they are certainly 

unscheduled. 

 There is minimal management of operations in anything like the formal 

sense.  There is a degree of supervision at the ranks by rank marshals, 

but this is mainly intended to regulate passenger queues and ensure that 

taxis load in their proper turn.  The rank marshal will keep a general eye 

on operations and report any developments to the local association.   

 The owner and driver act very much as free agents.  The driver makes 

decisions on almost a minute-by-minute basis as to how he is going to 

operate so as to make the most money.  If the owner wants to withdraw 

his vehicle to use it for private purposes, he does so – he does not have to 

ask permission. 
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 Taxi fares are paid in cash.  There is no ticket system.  There is therefore 

no cash control as it is recognised in the formal sector. 

 For the same reason, there is little or no management information for 

decision-making 

 Individual ownership is fiercely guarded.  Because of this, there is no 

tendency to move towards larger units of operation. The taxi owner’s 

attitude is: “I own my vehicle, I meet all the costs – and I take all the 

income.  I don’t want any third party interfering in this independent status.” 

 It will be obvious from what I have said that there are very few contracts, 

and those that exist are informal agreements to, for example, provide staff 

transport.  The taxi operator accordingly has little or no experience of the 

duties, responsibilities and constraints that come with a contract, and 

which contrast directly with his present status as a “free agent”.2 

 

These and other practices are completely at odds with the planned and integrated systems 

envisaged in the Public Transport Strategy approved by the South African cabinet in January 

2007, and for which legislation was enacted in the National Land Transport Act 2009. 

 

Yet if this is where we are starting from, then we must recognise that and plan realistically to 

deal with it. 

 

1.2 The government approach 

 

The taxi leadership has given regular warning to government about the extent of the 

transitional measures which will be needed.  In June 2006, at the time the government’s 

Public Transport Strategy was being drafted, the President of the SA National Taxi Council, 

Tom Muofhe, said this in a conference paper: 

  

“Officialdom does not understand what makes the taxi industry ‘tick’.  It believes that 

taxi operators are just like a smaller, less developed, version of the formal sector bus 

company.  There are two reasons.  The first is a genuine lack of understanding by 

government officials.  The second, and all too common, is that it serves government 

planners to believe that the informal sector is just a smaller version of the formal 

sector.   

                                                           
2 “The Role of the Taxi in the Broader Transport Sector”Tutu Molefe paper at Conference : “Effective Transport Infrastructure 

and Economic Development”, 2 November 2005 
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“If government found that it had to accept and acknowledge that the informal sector 

taxi industry is in fact a quite different animal to the formal sector bus company, then 

it would have to face the need for a lengthy and complex process of transition, before 

it could start on the implementation of its integrated commuter transport plans.”3 

 

It is certainly true that the 2007 Public Transport Strategy showed very little understanding of 

this need for a process of transition.  The references to the taxi industry in the 

complementary Public Transport Action Plan were largely confined to statements of good 

intent of the following kind: 

 

 “Consolidate operators (including minibus) into capable entities and provide business 

planning support to ensure they are able to provide high quality services under 

contract” 

 

“Taxi operators form and become shareholders in operating companies which in turn 

provide network services to the transport authority in terms of a formal performance 

contract.”4 

 

The intention is sound and the objectives cannot be faulted, but there is little evidence of an 

understanding on the part of government of the informal sector mindset of taxi operators, a 

mindset that will need to be changed by persuasion rather than by legislation or even by 

statements of strategic intent. 

 

2. The Nelson Mandela Bay model 

 

The leadership of the taxi industry in Nelson Mandela Bay (NMB) has recognised this depth 

of opposition and the reasons for it, and has produced a strategic plan of its own to deal with 

the fear of change.   

 

The Nelson Mandela Bay Municipality (NMBM) is the local government structure (a 

metropolitan council) in the area of the Eastern Cape covering Port Elizabeth, Uitenhage and 

Despatch.  It has the honour of bearing the famous statesman’s name because he was born 

nearby. 

 

                                                           
3 “The Future of the Minibus Taxi in Commuter Transport” 
   Tom Muofhe, Immediate Past-President, SA National Taxi Council, Commuter Indaba, 12 June 2006 

4  Public Transport Action Plan, Department of Transport, Pretoria, March 2007 
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Soon after the publication of the national government’s Public Transport Strategy and Action 

Plan in early 2007, the NMBM began planning its Integrated Public Transport Network.  It 

drew the existing taxi industry leadership into discussions.  These continued during 2007 and 

2008. 

 

However, at the end of 2008 the taxi operators in the area became disillusioned with the way 

the negotiations were going.  They elected a new group to act on their behalf in what was 

known as the NMB Public Transport Forum. 

 

On 30 March 2009 the new taxi leadership presented a Strategic Business Plan to the NMB 

Public Transport Steering Committee.  It may be a distinctive feature of the NMB situation 

that an implementation plan has been prepared by the taxi industry rather than government. 

 

2.1 The strategic business plan 

 

The Plan began with the following statement: 

 

"The objectives of the business plan are to: 

 

 Assist NMBM to implement its Integrated Public Transport System, an integral 

part of which will be a road rapid transit system 

 At the same time, to protect the rights of existing taxi owners, drivers and 

others engaged in the taxi industry." 

 

The concerns of the informal sector taxi operator were summarised as being: 

 

 A fear that they are being asked to commit irrevocably to something that is 

outside the realm of their experience, and that they may lose out as a result of the 

proposed combined operations with experienced and subsidised formal sector 

bus companies; and 

 More basically, a concern that they might lose the income on which they have 

come to depend. 

 

The first of these concerns was to be addressed by a period of transition during which there 

would be a programme of transformation to take the taxi industry from the informal to the 

formal sectors of business, and which during its early stages includes a ‘fall-back’ or ‘get-out’ 

position. 
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The second is covered by government guarantees of ‘no loss of legitimate profit’, explained 

in 2.2 below.   

 

The transition period is expected to take some three years.  There will from the very start be 

improvements in standards of service and in efficiencies of operation.  Bus Rapid Transit 

systems will be included where, as and when justified by demand. 

 

The result will be that by 2014 the whole of the NMB area will be serviced by an optimally-

efficient Integrated Public Transport Network – the ‘Basic Network’ described in the national 

government’s 2007 Public Transport Strategy and Action Plan.  

 

2.2. Profit guarantees 

 

2.2.1 An absolute guarantee 

 

The taxi industry in Nelson Mandela Bay places great reliance on guarantees of ‘no loss of 

legitimate profits’ which have been given by government. 

 

There may be room for interpretation of the meaning of 'legitimate’, as well as in the 

assessments of the amount of profit - but the guarantee itself as expressed by the then 

Transport Minister Jeff Radebe at a national taxi summit on 20 April 2009 is unmistakable: 

 

"I want to state emphatically at the outset and I will repeat this throughout my address 

that government guarantees no loss of legitimate jobs and profits among those who 

make the shift into BRT systems.   

 

“This is a bold statement and requires a lot of work at both local and national spheres 

in order to achieve this but we are serious about this.  Therefore I repeat, there will be 

no loss of legitimate jobs and profits among operators and workers who move into the 

BRT system“. 

 

NMBM has indicated the government view that the profits will be guaranteed by the rate-per-

kilometre to be paid to the operating entities, but that profitability in turn will be dependent on 

efficient operation. The view of the taxi operator is that if payment of the guarantees is made 

dependent upon the financial performance of the operating entity, then it is not a guarantee.  

The taxi operator expects that if the present legitimate profit per vehicle is agreed as being 

RX 000 per month, then that is the amount that must be guaranteed. 
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Unless the profit guarantee is unconditional, it will not be accepted by the NMB taxi industry.   

 

2.2.2 Period of the guarantee 

 

The NMB taxi industry considers that the profit guarantee must cover: 

 

 the transitional period of some three years described below, and which is the essence 

of the NMB model; and  

 the 12-year period of the negotiated contract discussed below. 

 

2.2.3 A lump sum 

 

One option which might be considered is for existing operators to be offered a lump sum in 

compensation rather than ongoing monthly payments - effectively, an exit package.  Any 

such offer must be entirely on a voluntary basis, and the taxi leadership will be alert to 

ensure that the lump sums should be fair and even generous. 

 

However, the lump sum may be attractive to some owners at least.  They would forego the 

option to participate in the ‘new’ taxi industry with its growth potential and opportunities for 

diversification, but they may feel that they were more comfortable with the ‘old’ taxi industry 

which will now disappear. 

 

There may also be advantages for government, in that there will be fewer members of the 

operating entity whose profit guarantees, including adjustments for inflation, will need to be 

maintained. 

 

If this option is developed, two matters would need to be addressed: 

 

 A restrictive covenant preventing recipients of the lump sum from using it to buy further 

taxi vehicles, unless they were for operation outside the NMB area 

 Advice on investment to preserve the lump sum capital - possibly via a financial 

cooperative suitable for the purpose. 

 

 

 

 

 



Page 11 of 16 

2.2.4 Net cost of the guarantee 

 

The profit guarantee payments must not be seen as some kind of additional cost.  They are 

costs which under the government’s proposals would be included in the rate-per-kilometre.  

The only difference between that format and the NMB model is that in the latter the payments 

will be ring-fenced from the profitability of the operating entity. 

 

2.3 The transformation process  

 

2.3.1 The operating entities 

 

The operating entities in NMB will be cooperatives rather than companies.  This format is 

more acceptable to the taxi industry in the transformation phase. It also supports a major 

South African government initiative to promote black economic empowerment via the 

creation of cooperatives. 

 

Five cooperatives have been formed, one for each of the envisaged contract routes.   

 

2.3.2 The preparatory phases 

 

There will be two preparatory phases: 

 Negotiation 

 Start-up. 

 

Negotiation 

This is the current phase.  The negotiations will lead to the signing of contracts for 

operations.   

 

Start-up 

Detailed implementation planning began immediately after the 2010 FIFA World Cup, and 

is continuing whilst details of the contracts are being discussed and decided. 

 

The costs of these preparatory phases are being met by NMBM.   

 

2.3.3 The operational phases 

 

There will be three operational Phases.  The costs will be met by the contract with NMBM.   
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Phase 1: Cooperative Management 

 

In this phase the cooperative takes over management of vehicles owned by 

members.   

 

The vehicles remain the property of the individual owner.  This provides a 'fall-back 

position' for existing operators.  If the initiative fails to deliver the promised benefits, 

they will have the assurance that they may return to their present position. 

 

Phase 2: Cooperative Ownership 

 

Individual ownership is phased out.  The cooperative acquires and owns: 

 

 the existing vehicles  

 new vehicles including buses. 

 

Phase 3: The End-State 

 

Implementation of the full IPTS including Bus Rapid Transit. 

 

The steps are not discrete – Steps 1 & 2 will overlap as will Steps 2 & 3. 

 

2.4 Activities and results in each phase 

 

2.4.1 Phase 1: Cooperative management of operations 

 

Activities 

 Cooperatives take over operation of vehicles and drivers, employ professional 

management and systems 

 Vehicles remain the property of the owners 

 Drivers and other staff are employed on formal sector wages and conditions, meeting 

at least the requirements of the Taxi Industry Sectoral Determination of the 

Department of Labour 

 Owners begin to receive payments in terms of the government guarantee of ‘no loss 

of legitimate profit’ 
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 Services are determined by the NMBM and operated by the cooperatives under 

contract (existing bus services are integrated into the system under the overall 

service plan) 

 A ticketing system is introduced 

 Taxis operating scheduled services under contract use Bus Rapid Transit 

infrastructure, with stations redesigned to allow for this. 

 

Results 

 Immediate improvement in standard of service through professional management 

 Immediate improvement in efficiency because the income of the owner is no longer 

dependent on fares - therefore, rationalisation is possible. 

 Possible transitional inefficiencies because of government guarantee of ‘no loss of 

legitimate jobs’ 

 

2.4.2 Phase 2: Cooperative ownership of vehicles 

 

Once taxi operators are satisfied that government promises in respect of ‘no loss of profits’ 

are being met, they transfer ownership of their vehicle(s) to the cooperative. 

  

The cooperative will then reshape its fleet and acquire new vehicles suited to the 

requirements of the Integrated Public Transport Network. 

 

2.4.3 Phase 3: The End-state 

 

Full implementation of the Integrated Public Transport System with its associated Bus Rapid 

Transit element. 

 

2.5 Time-scale 

 

The step-by-step implementation programme may take up to five years.   

 

However, the five-year period may be considerably shortened if the early stages go as 

planned, and particularly if government guarantees are honoured.   
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A realistic and not over-optimistic time-scale is: 

 

 Phase 1: Cooperative Management – year 1 

 Phase 2: Cooperative Ownership – year 2 

 Phase 3: End-state - year 3 

 

3. Contractual arrangements 

 

3.1 The negotiated contract 

 

The cooperatives will enter into a 12-year negotiated contract with NMBM in accordance with 

the relevant legislation.  The negotiated contract must include special provisions for the 

transitional period, or alternatively there must be a separate interim contract to cover the 

transitional phases. 

  

It is understood that the negotiated contract will include provision for penalty payments for 

failure to perform in accordance with the contracts.  The NMB taxi industry suggests that 

there should also be performance bonuses.   

 

In addition, the cooperatives should be able to benefit from a growth in passengers, even 

under a gross contract.  Such growth will come about as a result of the provision of an 

efficient service, an achievement which should be rewarded. 

 

3.2 Transitional costs 

 

These are not costs which form part of the operational expenditure, and must be provided for 

separately. 

 

3.2.1 Transitional operations 

 

The costs of operation during the transitional period may be higher than if the end-state could 

be implemented from the very beginning.  The fleet will not be of the optimal size and shape 

because of the need to use the taxi vehicles which must be retained whilst they remain in the 

ownership of the individual operators. 
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3.2.2 Labour costs 

 

Government has guaranteed that there will be no loss of ‘legitimate jobs’.  Additional costs 

arising from this government guarantee must be met separately from the contract payments. 

 

3.2.3 Empowerment  

 

The taxi cooperatives must be used to further empowerment objectives by ensuring that 

wherever possible, management and supervisory positions should be filled by members of 

the cooperatives.  At the same time, the cooperatives must operate efficiently from the 

outset.  This will almost certainly require a mentoring programme with its associated costs. 

 

Similar considerations apply to empowerment of members of the Boards of Directors. 

 

3.2.4 Specialist assistance 

 

During the transitional phase there will be a need for specialist assistance on matters of 

operations, finance, technical and others. 

 

4. Discussion 

 

The need is to transform the informal sector so that it becomes a part of the wealth-creating 

formal sector.  This will be realised by means of a programme of transition. 

 

The two South African cities which have so far implemented the first stages of an Integrated 

Public Transport Network have both found it necessary to utilise a transitional programme, in 

their cases called an ‘interim’ stage : 

 

 Johannesburg has described an interim period of some 18 months, from August 2009 

to February 2011.  During this interim period, a separate company was formed to 

operate the Bus Rapid Transit system on a pilot route, whilst negotiations continued 

with the taxi industry.  A feature of the transitional period was that taxis belonging to 

operators who were affected by the BRT service were taken off the route and stored.  

The owner-operators were given compensation for the loss of income.  This is the 

essence of the NMB ‘fall-back’ provision – that the vehicles are not irrevocably 

delivered up until the owners can be assured that government promises will be 

fulfilled. 
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 Cape Town introduced in May 2011 what it also calls an ‘interim’ IRT service (IRT is 

the abbreviation for Integrated Rapid Transit, the title which Cape Town uses for its 

integrated public transport system).  There are three separate interim contracts.  That 

with the taxi operators was agreed only at the 59th minute of the 11th hour.  It is not 

known how long the interim or transitional phase will last. 

 

The difference between the NMB model and that of these two cities is that they have had to 

adjust their plans to accommodate a transitional phase, whereas the NMB model has 

incorporated it from the start.  

 

5. Conclusions 

 

The NMB transitional-phase model enables a series of steps to be implemented, each one 

taking the apprehensive taxi operator further into the formal sector.  It is recommended that 

this model be seriously considered not merely for South African applications of integrated 

public transport, but for the many countries where there is a desire to improve public 

transport but where a strongly-entrenched informal or paratransit operation exists. 

 

 

 

 

 


