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Abstract

During Apartheid era the Public Service of the RSA did not adhere to principles of good
governance like (PFM), transparency and accountability. They were actual lip or spoken
conceptual frameworks, but not executed to the latter. As a consequence (PFM) operational
systems and processes experienced insurmountable challenges ranging from embezzlement
and squandering of public funds. Unprecedented failures by government institutions and
employees to comply with financial legislation led to fraud and corruption skyrocketing.
Mammoth task facing democratic government was to overhaul and transform Apartheid regime
PFM systems. The amalgamation and integration of SA’s Public Service into single unit was
indispensable yet it caused gigantic challenges. One of the pressing challenges faced
democratic government was to gain citizenry confidence, therefore public financial
management reforms, transparency and accountability was at the epicenter to gain legitimacy.
The SA’S Constitution affirms that execution of (PFM) regulatory reforms, systems and
strategies must aligned with PFMA.. Despite democratic government innovations of improving
government financial operations and performances, some provincial and local governments
had not complied with public performance-measurement. That led to some being placed under
national or provincial administration under section 100 and 139 (1 and 4) or 137 of the MFMA
under the SA’s Constitution. Theoretical frameworks and systems of performance-
measurement were designed to assist the employees to achieve efficiency, effectiveness and
decision making. Successful changes envisaged by the democratic regime required financial,
technical and human resources to bolster the process. Literature emphasized that resources are
fundamental elements needed in improving public sector and subsequently bring the envisaged
change. Literature consistent findings highlights that organizational change does not come
cheap and it requires incentives and trade-offs to be successful. SA’s government changes were
needed to redirect the scarce resources of the state towards a new host of avenues, developing
new strategies, processes, practices, plans to implement proposed change, and redeployment
of employees with expertise. Strategic interventions became an indispensable phenomenon
why the change was envisage at that point. There was an urgency of reorganizing and

restructuring governmental operational systems to test the recent innovations. Failure to



provide necessary resources to beef up envisage change would have led to feeble execution
efforts coupled with high levels organizational failures. PFM is the case study taking into
cognizance PFMA’s impact in handling public revenue in government institutions like
Department of Public Works. PFMA is an Act crafted to strengthen the objectives of sound
public financial management. PFM and PFMA had to ensure that financial modernization and
improvements were implemented. PFMA, of 1999 must safeguard that management manages
operations with distinction, be held accountable by eradicating fraud, corruption, and wasteful
expenditure in government. Twenty four years after 1994 democratic dispensation SA’s public
service transformation continues, but government struggle to produce clean financial audits.
SA is constitutional democracy mandated to implement PFMA in all government institutions.
The study assesses success rate at which financial management reforms like PFMA, PFM,
Integrated Financial Management System (IFMS) and New Public Financial Management
(NPFM) mechanisms has achieved in handling public finances. PFM must ensure proper
utilization of public funds by meeting defined standards of probity, regularity, efficiency and

effectiveness.
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Chapter 1: General Introduction

1.1 Introduction

The vision of the South African Government is that of ensuring that all inhabitants in the
Republic of South Africa are given a better life regardless of their socio-economic status.
Annually, the South African President, in country’s national address called “State of the Nation
Address” (SONA), summarize or sketch out plans, programmes, projects and targets to be
implemented by government. As the Chief of Staff and the Head of the Government the
President gives the marching orders to his/her foot soldiers, the Executive and Members of the
Executive Council (MECs), what must be done, why, when and how? The national departments
must ensure that the national programmes and targets as envisaged by the President of SA are
successfully implemented. Furthermore, they had to ensure that those programmes become the
integral part of their organizational strategic plans, and subsequently becomes government
strategic plans in the provincial and local government spheres. A week after the presidential
address the Minister of Finance from the National Treasury tabulates the country’s budget in

front of two houses National Assembly/Parliament and the Council of Provinces (NCOP).

Despite this, the Public Financial Management (PFM) deals with all aspects of government
resource mobilization and management of financial income and expenditure of the government
(Selfano et al., 2014, Sloan, 1963). According to Ajayi and Omirin (2007), PFM is the catalyst
for economic sustainability, stability, development and growth of any country. The PFM has
to make sure that the state and the various government departments or institutions manage and
spend public money or resources in an open, transparent and efficient manner with the task of
improving service delivery and value-for-money for its citizens (Selfano et al.,
2014). Therefore, the matter of accountability must reign supreme in handling the public purse,
taking into cognisance budget execution and the three E’s i.e. the economy of the country,
efficiency and effectiveness (Pauw, 2009). The delivering of such an important service to the
country requires the expertise and skills of dedicated, productive and competent civil servants
(Pauw, 2009, Pauw et al., 2015). The competent and productive civil service employees are
the cornerstone for the successful implementation and execution of Public Financial
Management. Furthermore, the strong and sound financial regulatory systems, and legal
frameworks are imperative in the appropriate execution of Public Financial Management in the
SA’s public service. This research seeks to assess the effectiveness of strategies used by various

stakeholders in the implementation of Public Financial Management Systems (PFMS) and
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Public Finance Management Act (PFMA) within the Department of Public Works (DPW) in
Durban Metro. Department of Public Works has been over the year’s experienced reports of
mal-administration, fraud and corruption, wasteful/irregular expenditure and lack of fiscal
discipline. The precise application of PFM reforms has been categorically remarked as the
driver to propel efficient and effective public service to deliver quality service, employment
and wealth creation (Asselin and Srivastava, 2009). The study begins by providing a
background of the study, the research problem, aims of the study, research objectives, research
questions, the significance of the study, literature review followed by how research will be

designed, a collection of data, ethical considerations, conclusion and the format of the study.

In the absence of transparency and accountability within PFM systems and operations,
corruption flourishes and thrives (Government of Kenya, 2014). Corruption within South
African Public Service is a great concern or a serious and worry some problem facing many
South Africans. Procurement systems, internal and external auditing systems including
accounting and reporting have been, earmarked as some of the major root causes of corruption
in Department of Public Works and Public Service (DPWPS) in general (Auditor-General of
South Africa, 2014). Tendering fraud and inflation of the prizes remains a mammoth challenge
facing South African Public and Private Services. Because of that, South African citizens
perceive Public Service (PS) to be a corrupt entity. A big gap exists between theory and practice
in the implementation of PFM and PFMA within the South African Government Public
Service. The good policies that have been promulgated and advocated by statute seem not to
bring the desired outcomes. The various departments under the South African Public Service
(SAPS) have been over the years rocked by unauthorised expenditure, fraud, corruption,
maladministration, misappropriation of funds, especially within the DPW. The DPW has a
mammoth and insurmountable task of infrastructure development and refurbishment of
government buildings nationally. The DPW handle gigantic financial resources and that opens
the doors for corrupt activities. The inadequate managerial expertise concerning planning and
budgeting had been one of the greatest concerns and weaknesses of the SA’s public service,
which has grossly affected managerial leadership and performance. The lack of skills and
capacity of employees with necessary skills had been earmarked as contributory factor to
financial mismanagement, and irregularities. The issue of skills in the SAPS must be viewed
in the historical context because of the Apartheid era, which promoted racial education and
unskilful labour force. The issue of political deployment that is being pursued by ruling party,

the African National Congress (ANC) is seen as one of the root causes of many in competencies
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taking place within the South African Government Public Service including the DPW. The
political or cadre deployment can be explained a system of recruitment, hiring and employing
a candidate who may not have the adequate qualifications or meet the job description or job
specifications, but the candidate is given the post on the basis that he/she is a loyal member of
the ANC. The political or cadre deployment seems not to look for academic expertise and
qualifications but loyalty and self-attainment. In view of the given scenario, this study seeks to
ascertain the productiveness of strategic management in the SA’s public service. Furthermore,
is to determine the relevance of the DPW strategy, in its quest of enhancing and improving

service delivery to the citizens.

1.2 Research problem

There has been a gross violation of accounting mechanisms and procedures in most government
departments within the Republic of South Africa including the DPW. There has been no
compulsory adherence to the statutory framework Act like PFMA, corporate governance, PFM
and Public Administration (PA). Two Cabinet Ministers from DPW were fired for
maladministration and public funds mismanagement. That incident of firing of Ministers
sparked various departmental and criminal investigations by either South African Police
Services (SAPS), disbanded Scorpion Investigative Unit, Hawks, Public Protector (PP),
Special Investigative Unit (SIU), and Commissions of Inquiry (CI) has also been set to
investigate maladministration and mismanagement, findings had been shocking and alarming.
The embezzlement and squandering of the public purse by Senior Management Team, political
office bearers and ordinary employees highlights the extent of the problem. The State of
Capture Investigation and Report by the Public Protector also gives credence the volume of the
problem. The announcement of Judiciary Commission of Inquiry to investigate the State of
Capture by President Jacob Zuma signified that extent of maladministration the Republic of
South Africa (RSA) is facing. Therefore, this study will assist the Department in identifying
areas of concern with regard to strategic management, to inform the development of corrective
actions to enhance the effectiveness of strategic management in the Department of Public

Works and the public service at large.

1.3 Hypothesis

With reference to public finance management system in the South African Public Service
(SAPS), governance elements are negatively affected, such as expenditure management, risk
management, decision-making, ethics, the oversight function of Parliament and compliance

with the PFMA. As a result, the challenge of the leaders is how to deal with the above
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governance elements as they emerge in the Public Service. To test the aforementioned
hypothesis, the researcher has used unstructured interviews with departmental officials, the
chairperson of the Standing Committee on Public Accounts (Scopa) and the National
Chairperson of Public Accounts Committees. Furthermore, to test the hypothetical issues
discussed above, the official documentation of the Auditor-General, including the scrutiny of

the departmental annual reports and other relevant official documents, have been analysed.

1.4 Aim and Objectives of the Study

The aim of the study is to present a recent and improved study with evidence that approves or
disapprove the existing studies and theories applied in the PFM within the DPW. Supply the
current methodology for PFM regarding corporate governance, fiscal discipline, accounting
and reporting about budgeting execution, procurement processes and PFMA. The specific

objectives of the study are:

e To assess the effectiveness of the current strategies employed in the execution of Public
Financial Management Frameworks within the Department of Public Works;

e To determine the understanding of Senior Management Team (SMT) of their roles in
management and implementation Public Finance Management Act (PFMA) within the
Department of Public Works in Durban Metro;

e To propose theoretical perspectives and frameworks for the efficient and effective
execution of Public Financial Management Systems to the Department of Public Works
and;

e To formulate a model or framework that could help in improving PFM implementation

and governance.

1.5 Research questions

e How effective are the current strategies in the implementation of the PFM Frameworks
within the Department of Public Works?

e What is the Senior Management Team's (SMT) understanding of their roles in the
management and implementation of the PFMA in the DPWs in Durban Metro?

e What theoretical perspectives and frameworks are available for the efficient and
effective execution of PFM within the DPWs?

e What model will be appropriate in the management of PFM within DPW in Durban

Metro?
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1.6 Explanations of terms and concepts

1.6.1 Public Financial Management

Public financial management concerns the effective management of the collection and
expenditure of funds by governments. As societal needs will inevitably be greater than the
resources available to government, all public resources must be used as efficiently as possible
with a minimum of government wastage (Allen et al., 2013). Efficient public financial
management is central to creating a relationship of mutual trust and shared consensus between

government and citizens

1.6.2 Public Financial Management Act

It is a South African Act (No.1of 1999) constructed and passed by National Assembly with a
view of safeguarding the financial and fiscal resources of the state. Public Finance Management
Act has to ensure fiscal discipline, assets, liabilities of the state are appropriate, efficiently and
effectively managed and at all cost, avoid and eliminate irregular/unauthorised expenditure,
fraud and corruption, and therefore officials must act within the constitutional legal framework
and be held accountable (Wildeman et al., 2012).

1.6.3 Integrated Financial Management Information System

Integrated Financial Management Information System (IFMIS) is an information system that
has been designed to fast-track financial activities and events by summarising financial
information (Dorotinsky, 2003). The IFMIS is designed to support the necessary fiduciary
responsibilities, adequate organizational administration and management reporting, policy-
making decisions, planning and preparation, and producing auditable and reliable financial
statements. The IFMIS covers a much wider spectrum rather than being an accounting
mechanism or system. The IFMIS is configured and designed specifically to operate in
accordance with the environmental needs and specifications from where it is installed (Rodin-

Brown and Smith, 2008). In general terms, it refers to the automating of financial operations.

1.6.4 Public Accounts

The Government of the Republic of South Africa deals multi-faceted functions of public
financial management, this involves normal income and expenditure of the government, and
there are certain consolidated funds, and transactions that enter into government accounts and
the government acts like a custodian or a banker to safeguard the revenue like pension funds,
deposits and provident funds. The funds received by the government will be kept in the Public

Account until they are utilized by depositors, authorization by parliament is not required as the
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money does not belong to the state but it belongs to those organizations or individuals who

deposited the money.

1.6.5 Public Expenditure and Financial Accountability (PEFA)

Public Expenditure and Financial Accountability (PEFA) is a mechanism, methodology and
systematic approach used to evaluate public financial management outcomes or performance
and accountability. It is a measurement based mechanism whereby the countries Public
Financial Management (PFM) framework and systems are measured (Swedish Development
Advisers, 2016). Public Expenditure and Financial Accountability is an indispensable and
diagnostic tool in assisting countries and senior authorities in decision-making regarding
building the capacity of countries and budget support strategies (De Renzio, 2016). Public
Expenditure and Financial Accountability is defined as deliberate strategic interventions to
institute financial changes in policies, legislation, processes and structures of a public service
institution with the intentions of strengthening and improving financial and fiscal management
so as to achieve fiscal discipline, fiscal organizational outcomes and accountability (Bouckaert
and Pollitt, 2011).

1.6.6 Political Accountability

The citizens who are served by the government viewed the state as the institution that will work
and act on their behalf and in the best of its constituency. The people, therefore the government
and the political office bearers must account for whatever action they have taken. Government
and politicians are held accountable by the citizens or the person who entrusted or conferred

those responsibilities to them (Przeworski et al., 1999).

1.6.7 Financial Accountability

This phenomenon deals with the handling of finances in any organization. In the public sector
domain or in state owned enterprises (SOESs) the public or the citizens expect the government
leadership or management to account for every cent used. Therefore proper accounting and
reporting control measures, standards and practices must be adhered to achieve desired
outcomes (Reid, 2013).
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1.6.8 Organization

There is a synonymous utilization of the terminology with company, institution, and body. It's
described as a legal, formal or informal structure that follows a determined or prescriptive
operational behaviour to achieve its objectives (Gildenhuys and Knipe, 2000).

1.6.9 State Owned Enterprises (SOEs)

This is conceptual framework or terminology used in South African context to define the
companies that are owned by the Government of the Republic of South Africa. The SOEs are
under the declaratory order of council under the jurisdiction of Section 66 of the South African
Constitution (State Owned Enterprises Act 1992 No0.90).

These are government/state owned enterprises or institutions which are under the armpit or
direct control by the Board of Governors/Directors, the state is the major shareholder and the
Board of Governors report to the Minister of Public Enterprises who is the account officer to
the National Parliament. These institutions may comprise of those that are placed at the national
level, provincial and local spheres. Denel, South African Airways (SAA), Transnet, South
African Broadcasting Corporation (SABC), Public Rail Agency of South Africa (PRASA),
Post Office (PO), Telkom and Eskom are South African Government state owned enterprises
who are managed like private sector companies, and maximisation of profit is the key driver
(Chandra, 2011). For the sake of this study, it's imperative to highlight that since the dawn of
democracy SOEs had continuously failed to meet the financial outcomes expected by the Board
of Governors and the government. It is for this reason that SAA, Eskom, Post Office and SABC
had continuously received financial bail outs from National Treasury to survive shutdown or

liquidation.

1.6.10 Transparency

The extent or the levels at which the government is practising openness in its operations and
systems. Transparency by the state is seen as a pivotal principle for macroeconomic, good
governance and fiscal accountability (Arbatli and Escolano, 2015, Gelos and Wei, 2005).
"Transparency is the requisite of democratic governance" (David et al., 2015, Justice and
McNutt, 2013). The government must provide full credible and reliable information with
regards to its financial policies and operations as well as political activities (Borins, 1998, Abu
Bakar et al., 2011, Kopits and Craig, 1998, Delaney, 2015). There has been an overwhelming

increase of population using the internet, therefore, governments must provide citizens with
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websites to access government information and services, such processes enhances transparency
(Pina et al., 2010, Harder and Jordan, 2013).

1.6.11 Strategic Planning

It is seen as a framework that provides direction, guidance and support for operational
management. Strategic planning is the backbone of any prosperous organization. Strategic
planning is the competence, responsibility of leadership and management, and must ensure it

happens at all levels of the organization (Mintzberg, 1994, Mintzberg et al., 2013).

1.6.12 Financial Accounting and Reporting

This is an international standard way in which institutions and organizations apply in order to
have a comprehensive outlook of their financial position, performances with regards to
profitability or losses and take the necessary corrective action to implement changes and
ameliorate the situation (Stolowy and Lebas, 2006, Walton and Aerts, 2006, Petrova, 2016,
Wernicke and Andreu, 2009).

1.6.13 Strategic Management

It is the process whereby the organization aligns its internal operations and capabilities with
external environmental demands to enable the organization to allocate the necessary national
sustainable resources and developmental strategies required to execute or perform the
designated job (Clayton, 2013). The resources may either be of human nature or materialistic
value. It is the starting point of formulating, crafting and implement strategies that will
subsequently achieve the overall organizational objectives and goals (Rowe, 1990, Robert et
al., 1996, Rowe et al., 1986).

1.6.14 Mission

It is the statement of purpose that distinguishes distinctively one organization from another, if
applied appropriately by top management will yield organizational performance and business
success (I. Williams Jr et al., 2014). It’s a strategic tool that the organizational management
and leadership intends to utilize to ignite and inspire the inner operations and workings of the

company or institution and employees to achieve desired goals and outcomes (Mullane, 2002).

1.6.15 Vision
Mission and vision statements are in many instances often confused and used interchangeably;
however, vision needs to cover a wide spectrum of organizational interests and desire of

employees (Kantabutra and Avery, 2010). It states the long-term goal, perspective and
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objective of an organization and the environment where it operates. Its stable does not shift as
a result of short-term demands caused by markets and technological changes and pressures
(Kantabutra and Avery, 2010). Good vision must have a primary goal that will instinctively
and enthusiastically inspire and motivate the employees (Bass, 1990, Conger, 1991, Avery,
2004). Some theorists believe that vision should have some common shared elements or
principles like clarity, conciseness, future projections/orientation, challenge, stability,

desirability and abstractness (Kantabutra and Avery, 2010).

1.6.16 Strategy

It is a long-term plan or a tool that an individual or an organization use to position himself/itself
to gain a competitive advantage against its competitors (Porter, 1991). The strategy in many
instances begins with conscientious planning and ends up with action; it enables organizations
to continuously maintain supreme performance, positions or status over time than its
competitors (Wilden et al., 2010) The successful organizations and business praised their

strategic prowess for their successes and performances (Eisenhardt et al., 2000).

1.6.17 Apartheid

It was a legislative Act and regulatory statutory framework and racial policy, which regulated
the interaction between Blacks and Whites in South Africa. Apartheid was repressive and it
used coercive force and sinister methods to exist. All government institutions including private
sectors operated along racial lines, Whites supremacy reigns and they enjoy almost all
privileges wealthy and opulence whilst Blacks were oppressed and languishing in poverty.
Distribution of state resources and services were skewed to favour Whites, it is for this reason
that the United Nations declared Apartheid as a crime against humanity. It is for that reason
that South Africa was banned to become a member of United Nations and many other
international organizations and bodies like Federation of International Football Association
(FIFA, Olympics, and International Monetary Fund (IMF). When the democratic government
took over in 1994 it had an insurmountable task of addressing imbalances and the backlog of
Apartheid (Connolly, 2013, Beinart and Dubow, 1995).

1.6.18 Democratic dispensation

It is during a period when South Africans embraced a new democratic order, values and
principles in 1994. South Africa was transformed from an oppressive regime and tyranny to
democratic dispensation after Apartheid with racial segregation policy collapsed and replaced
by all-inclusive South African Constitution, which made South Africa become a constitutional
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democracy, which respects the rule of law, Human Rights and Bill of Rights (South African
Constitution, 1996).

1.6.19 Unauthorised expenditure

The financial resources, money or funds that were spent for other purposes than what it was
allocated for or the excess incurred which was not budget for (van Zyl, 2014, Gloeck and De
Jager, 2005).

1.6.20 Effectiveness and Efficiency

Efficiency and effectiveness are management terminologies that often ambiguously and
synonymously used; effectiveness is the notion of doing or implementing the right things or
right tasks with an aim of producing an expected outcome. The term effective is associated
with power. Efficiency on other hand is about best functioning ability and performance i.e.
doing things in the right way or manner without wasting resources, time and effort and produce
the desired results (Mihaiu et al., 2010, Rainey et al., 1976)

1.6.21 Budget

The budget can be defined as an internal and external comprehensive quantitative estimated
future projection of a company or an organization’s income and expenditure statement, cash
flows that reflects the organizational interests, expectations and goals which an organization

intends to achieve at a near future (Khan and Hildreth, 2002).

1.6.22 Budget Execution

The budget has to undergo stages of development, including planning which precedes all
organizational activities, public participation in terms of public sector and budget presentation
in front of the legislature or any authorized audience or body which authorises or approve a
budget to be implemented. The stamp approval by designated body confirms the authenticity
and legitimacy of budget execution (Khan and Hildreth, 2002).

1.6.23 Decentralization of Budget/Fiscal

Budgeting is the core business of government. The budget can be described as a process or an
activity whereby the central or national government devolves it powers to subnational
structures of government of decision making, responsibility, authority and powers with regards
to management and administrations of public finances (Lao-Araya, 2002, von Daniels, 2016,
Hagen, 2005)
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1.6.24 Parliamentary Oversight

The parliamentary of the RSA has two committees who are playing a critical role with regards
to financial oversight they are Standing Committee on Public Accounts (SCOPA) and Standing
Accounts on Finance (SCOF). The role of these committees is to institute and safeguard, check
and balance in the utilization of government's resources. These committees must ensure that
the responsible personnel entrusted with responsibility and the role of budget execution is
accountable. Standing Committee on Public Accounts and SCOF are constitutionally bound to
take appropriate action against non-compliance, non-performance and inadequate performance
regarding misappropriation, wasteful expenditure, and unauthorised expenditure of the

government resources (Marais et al., 2009).

1.6.25 Public Finance Management Reforms

This is a process whereby transformational and developmental changes are instituted and
executed by the given department i.e. public finance. The indispensable changes are designed
to address financial irregularities and inefficiencies, fraud and corruption and poor
management of government financial resources and subsequently improve accountability
within the public sector (Ajam and Fourie, 2016). Successful reform needs to take account of
local conditions and should focus on both the process of reform (i.e. how to achieve the correct
“enabling environment™) as well as on substantive changes to the fiscal framework (Andrews

and Bategeka, 2013, Steger, 2013).

1.6.26 National Parliament

It is the South African Legislative Body, which operates at a national level, is composed of
the country's President and the lower house called National Council of Provinces (NCOP).
The National Parliament of the Republic of South Africa is tasked with the responsibility to

enact laws.

1.7 Research Methodology

The research approach employed in this study is the qualitative approach. It was selected based
on the nature of the problem, which requires to be studied in depth and in detail. According to
Durrheim (1997) and Blanche et al. (2006), qualitative methods allow a researcher to study
selected issues in depth, openness and in detail as they identify and attempt to understand the
categories of information that emerge from collected data. To enable the researcher to collect
in-depth and comprehensive information about the effectiveness of strategic management in

the public sector, a case study research method was used in this study (Patton, 2002). It is
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known that case studies have the advantage of allowing new ideas and hypotheses to emerge
from careful and detailed observation (Bull and Lindegger, 2011). The research intends to use

both primary data and secondary data for the gathering of information.

1.8 Significance of the study

The study could assist in providing a conceptual analysis of public administration in general
and public finance in particular. The study will also assist managerial leadership within the
Public Service in understanding the weakness of the traditional public administration, and the
challenges of the new school of thought called the new public management. In this context, the
study will be of valuable importance in changing the mind-set of public officials within the
Public Service towards the current public management doctrine. It is hoped that the result of
the study will assist in providing and evaluating the theoretical frameworks and perspectives
of PFM, and corporate governance within the SAPS and more specifically within the DPWs.
Identifying areas of concern with regard to strategic management in the department of Public
Services. The study could assist public officials, with information and theory in the area of
strategic management in complex adaptive systems. Understand the mechanisms that must be
utilized to improve service delivery by bringing forth the most recent innovations, which
provide capacity-building programs for the unproductive workforce. The study could generate
new knowledge by contributing to the field of study research or findings, and resolve existing
controversies improve performance and emphasise the importance of compliance in PFM
execution. The study could also contribute to some questions in the public administration
discourse whether the resources available to the state are limited, and yet the government must

make decisions to fulfil the needs

1.9 The limitations of the study

A research undertaking of this nature always poses serious limitations. The keys challenges is
that with public sector legislation, bills and acts are always, transformed, improved, and it will
continue for some time to come in the future. It was practical impossible to interview all senior
management personnel. In many instances with regards to interviewing Senior Management
Team (SMT) the researcher experienced challenges and difficulties because of their
availability. The SMT were very busy with meetings and their prescriptive roles to perform as
per their job description. It was also difficult to despatch questionnaires to the ordinary
employees because of organizational bureaucratic security measures, therefore the researcher
relied on the services of SMT for questionnaire distribution. The study did not cover

Department of Public Works (DPW) countrywide as the study was limited to DPW in Durban
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Metro therefore findings can’t be generalized as a true reflection of all DPW in South Africa.
It was going to be time consuming to cover everybody with limited or scarce resource. The
study was affected by time margins because of the number of issues to be researched, especially
on the DPW and its PFM system and progress in Durban Public Service.

1.10 Ethical Considerations

According to Amdur and Bankert (2010) argued that it is indispensable that participants must
consent to take part in the research to minimise abuse by scientist all being done under the
auspices of the research. The participants were informed upfront why the research was being
conducted. In this study, anonymity was, guaranteed the names and credentials of the
respondents were not asked. Permission to conduct a research in the Department of Public
Works was sought by the researcher and permission was granted by Director-General in the
National Head Office in Pretoria. The letter stating the aim and objectives of the research
accompanied every questionnaires and that participating in the study was voluntary. The
attachments in study stipulated that the research was an academic requirement and was not,
intended to harm, injure, denigrate, jeopardize or vilify anyone. The study was not funded and
the results will not be publicized either in print or electronic media unless Department of Public
Works decide otherwise. The document remains the property of the University of KwaZulu-
Natal.

1.11 Thesis structure
Including this introductory chapter, this study is comprised of seven chapters outlined as

follows:

Chapter 1: This chapter provides the reader with relevant information on the background of
the research project, the problem statement, the significance as well as the main aim of this
research project. This chapter provides important detail regarding the reasons why this study
is worthwhile as well as to encourage the reader to read this document with great interest. The
main of this study is stated in order to inform the reader as to what has to be achieved at the
end of this research project. Because it is essential to provide a detailed and informative

overview of the research project in chapter one.

Chapter 2: This Chapter provides a detailed literature review of strategic Public Financial
Management. In this chapter, the researcher has attempted to deal with critical concepts of the
literature separately to allow the researcher an opportunity to comment appropriately. All the

Public Finances of the RSA operates under the constitutional and legislative framework called,
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PFMA and PFM. It is the responsibility of all elected representative of the South African
Government be it in national, provincial or local to ensure that adherence to PFMA is not
compromised. Public Financial Management Act serves as benchmark to procure good and
services of all government institutions, therefore its compliance must be achieved at all cost.
Furthermore, it looks at other financial control measures and mechanisms like SCOPA and
parliamentary finance committee, Chapter 9 Institutions like Auditor-General of South Africa,
PP and the role played by Minister of Finance. All the prior mentioned institutions are
mandated to ensure transparency and public accountability of office bearers on how public

purse has been utilized.

Chapter 3: This chapter presents the conceptual theoretical analysis of PFM literature both
local and international including the most recent published journals and articles, the theory and
development of Public Administration, public finance evolution, strategy and organizational
culture and behaviour. The South African Government alignment to the statute and

international accounting mechanisms.

Chapter 4: This chapter highlights the research methodology and data collection used in this
study and elaborated on the methods and the researcher has intended to structure approach the
research. SPSS was used to interpret and analyse the data. This was done by applying statistical
techniques to study different variables in the research like correlation coefficient PFM was
correlated to PFMA. Bar graphs distribution was used to check levels of respondents in gender
and in Likert scale format questions, ratio scale in terms of the age distribution of respondents.
Pie graphs to check percentages and relative sizes of components between variables. Frequency
table or bivariate tables test behavioural patterns of respondents. Chi-square(x2) statistic used
to test the relationship between two categorical nominal variables, which was compared to
standard deviation, it was also used to measure dispersion or variation in a set of scores

calculated by means of square root (Blanche et al., 2006).

Chapter 5 presents the research findings and highlights how the study will look upon the
findings that have been collected from all respondents. The findings of the previous studies in
relation to the findings of the current study. The extent of the reforms and the gaps that exist

between these findings.

Chapter 6 presents and interprets the result of the study. This section will tabulate the

outcomes by advancing appropriate and concrete evidence received from the study with regards
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to corporate governance matters, Public Financial Management, Public Financial Management

Act and public finance administration.

Chapter 7 provides an overall conclusion to the whole study, determining whether the
research questions were reached, stating limitations and providing recommendations for future

research to be done in this field with regard to the South African Public Service.

1.12 Conclusion

The South African Public Service has taken dramatic transformation since the dawn of new
dispensation and democratisation of South Africa since 1994. Transformation is a continuous
process so has it been with the public service of South Africa up to the period when the study
was conducted. At the epicentre of the transformation of South African Public Service is the
PFM and PFMA which its fundamental task and obligation are to manage and safeguard the
public resources and the public purse. South African citizens like all other citizens globally are
entitled to quality service delivery and continuously improving service, therefore the principles
of good governance must be adhered to if desired outcomes are to be met. The sound and good
governance require the service of a dynamic and skilful workforce, the management with
outstanding dexterity and expertise to manage the challenges and problems with conviction,
and distinction within the organization, so as to achieve organizational outcomes and goals.
The senior management team (SMT) and employees must therefore explicitly understand the
environment from where they are operating to overcome risks and threats which may jeopardise

their operations in the governmental institutions, business or organizations.

The failure to understand the environmental challenges and problem give rise to negative
connotations and repercussions to the mission and vision of the organization by hampering the
organizational performance. The negative implications of environmental risks and threats
include financial format, political and socio-economic outlook. It is important to highlight that
managers with depth and abundance of knowledge become pillar and cornerstone for
organizational survival, renewal, and performance. The management with necessary and
adequate skills and traits will ensure that the legislative and statutory framework like the Public
Finance Management Act is executed to the latter without fail. The state at which the South
African Public Service is at, is a result of complete failure to adhere to or comply with PFM,
PFMA and good governance principles. The PFMA of 1996 of South Africa was created to
instil corporate governance culture whereby managers odd to manage so as to improve financial

performance, secondly to hold management accountable for utilization of public
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funds/resources when providing a service to the citizens. The following chapter will give the

Constitutional Framework of the RSA and PFM mechanisms, control measures and operations.
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Chapter 2: The Public Financial Management Operations under the
Constitutional Framework of the Republic of SA

2.1 Introduction

In Chapter one, background to the study, purpose of the study, problems associated with the
study’s objective, research design, research and important concepts were clarified. However,
this chapter discussed the literature review on legislative framework of Public Financial
Management Operations (PFMO) under the Constitutional Framework of the RSA.

Generally speaking, the field of finance is broad and dynamic. It directly affects the lives of
every person and every organization globally. Finance and economics cannot be separated as
they are closely related to each other. In the public sector, economics involves the study of
public finance, government policies and its role in the industrial sector of the economy (Flynn,
2012). Financial managers and executive managers must be able to understand and use the
economic theories as guidelines for efficient and effective financial management (Nica, 2013).
This is in accordance with (Gitman et al., 2015) views who stated that financial managers must
understand the economic framework and be alert to the consequences of varying levels of

economic activities and changes in economic goals.

The SA Government has a constitutional to mandate to fulfil is to ensure that the
implementation of the PFMA in all government institutions is complied with, and appropriately
executed without fail. Prior 1994 SA democratic dispensation the Public Financial
Management Operations (PFMO) within Apartheid regime had insurmountable challenges,
ranging from embezzlement and squandering of public funds, transparency and accountability
were non-existent, failure to comply with financial legislation like PFMA and high levels of
fraud and corruption. The Apartheid regime had no audacity, legitimacy and acceptance as it
was not voted by all South Africans, therefore, it was not a representative and democratic
government. As most of the financial policies (pre-1994) were ushered by the Exchequer Act,
the introduction of the PFMA No 1 of 1999, and amended by Act 29 of 1999, increased the
frustration and challenges of compliance by public institutions and government departments.
These challenges and frustrations hovered over officials who served the old system (pre-1994)
and bridged over to the new democratic system. Public Financial Management systems under
the Apartheid was seen as unworkable systems because of its in competencies in financial

auditing, recording and accounting practices.
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The envisaged challenges to address the inefficiencies and in competencies of the past caused
a lot of frustrations, stress and anxiety and unprecedented failures of compliance by many
government institutions, departments and employees. There was an insatiable need to
implement a New Public Financial Management (NPFM) and Integrated Financial
Management Information Systems (IFMIS) to improve and accelerate processes and systems
to service all South Africans regardless of their racial status. This summary or glimpse
given provides alternative view-point to the readerto have in-depth perceive analysis
on how SA public service and public monetary systems operated within Apartheid regime
before  political  dispensation of 1994and the wayit has evolved to
satisfy the modern monetary restrictive systems, and legislative  framework in  order
that whoever reads this document might have a vivid image of SA’s constitutional founded
institutions. South Africa is a constitutional democracy i.e. Constitution is the supreme law of
the country (Constitution of the Republic of SA Act, No. 108 of 1996).

The PFM in this research is the case study, which will be taking into cognisance the impact
(PFMA has in handling the public revenue in the RSA with special reference to DPWs. The
PFMA was crafted to promote and enhance the objectives of sound public financial
management. This was to take place under the auspices of service delivery maximization
through effective and efficient utilization of limited public funds. Public Financial
Management Act must continuously ensure that modernization and improvements are
implemented in PFM to safeguard that the Senior Management Team (SMT) manages the
operations with distinction, be held accountable by completely eradicating fraud, corruption
and wasteful expenditure in the public service. The research focuses on the DPW in KwaZulu-
Natal, Durban, and SA. The DPW as a department and an organization, its mandate is to
perform constructional work of building state institutions like schools, clinics hospitals,
refurbishment and revamping of the state buildings to accommodate and benefit the citizens of
SA.

Department of Public Work is governmental institution, which needs to have all elements of
an organization. Organizations throughout the globe they tend to have common elements like
organogram, environment, vision, mission, culture and the organizational mechanisms of
handling public/private finances like accounting and auditing called Financial Management
(FM) (Narayanaswamy, 2017). Financial statement tell the organizational story in numbers,
how government institutions, businesses and non-profit organizations draw financial

statements to check income and expenditure (Narayanaswamy, 2017). Financial Management,
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which is defined as the legal and administrative system and procedures, put in place to permit
government ministries and agencies to conduct their activities to ensure correct usage of public
funds meeting defined standards of probity, regularity, efficiency and effectiveness (Martin,
2016). Financial management includes the revenue, the management and control of public
expenditure, financial reporting, reporting, cash management and asset management (Chan,
2006, Allen and Tommasi, 2001).

The correct utilization of internal control measures and practices are seen as the panacea to
solve a lot of challenges and weaknesses in organizations that had previously neglected them
(Habbash and Alghamdi, 2017, Rahim et al., 2017). The fiscal legal framework is instituted in
any organization to reduce the possibilities of creating conducive environment to accumulate
illegal debt, many governments worldwide have adopted the framework; however, there is no
enforcement and commitment to its implementation (Zharku, 2018). For instance, in the study
conducted in Italy between (1999-2000, firstly fiscal rules were fixed and deficit was low. It
was affirmed by the researcher that relaxation of fiscal regulations increased the deficit and tax
collection became lowered (Troiano, 2017). Similarly, this research looks at some of this sort

of conceptual framework.

2.2 Theoretical Perspective of Public Financial Management Literature

Public Administration is multidisciplinary in its approach. Its approach is formed of, among
others, governance, management, leadership, public policy, human resources and public
finance. The latter is the most important because it supports the government’s vision of
achieving its goals, because public finance is that the cornerstone of service delivery. This is
because once the budget is compiled and distributed with efficiency to agencies, departments
are expected to confirm that strategic designing, monetary designing and management,
auditing, debt management, revenue management and expenditure management are central in
managing public finances. Radelet (2015) and Radelet and Sachs (1998) suggest that in most
developing countries in Africa, Public Financial Management is very weak and this promotes
highly levels of rent-seeking behavioural patterns and corruption. In the article "Merging
Africa’ has echoed significant improvements in PFM and macroeconomic performances in
Africa after 1990s (Radelet and Sachs, 1998). Prior to this transformational historical epoch,
Africa was faced with high budget deficits, national bankruptcy, escalating debt-burdens,
thriving illegal black markets and ever-increasing levels of poverty (Sachs et al., 2004, Radelet,

2015, Gurria, 2011). The reviewed literature brought up conceptual framework clarifications
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that provided coherent and systematic operationalization in the research. The rationale of the
theoretical review was to gain familiarization that can provide the differences or similarities on

related concepts between the existing theories and the findings from collected data.

The study will be using both local and international literature available to back the theoretical
and conceptual frameworks. In local literature, focus will be on the Public Audit (Act, No. 25
of 2004, (Public Service Amendment Act, No. 30 of. 2007) which stipulate audit procedures
and methods followed in public entities in SA public sector. Finally, the study will exhibit what
needs to be done or followed to ameliorate the challenges. During the 21% century the initiatives
of transparency and accountability by various countries worldwide has gained momentum in
corporate governance, democratisation and developmental aid (Gaventa and McGee, 2013).
Organizations must therefore ensure that Transparency, Accountability Initiatives (TAISs) are

in place to achieve to good governance (Carlitz, 2013).

According to Abdullah and Abdul Rahman (2015) and Nordin et al. (2012), transparency
and openness are the pillars of PFM and governing system. Nordin et al. (2012) emphasized
that Transparency Initiatives (TI) are indispensable elements or ingredients to deal with
corruption, fraud and corrupt behavioural patterns. The responsible government that is
accountable to its citizens needs to be transparent and open when dealing with financial matters
like budgeting and public expenditure in order to build trust and accountability (Gurria, 2011,
Gurria, 2016, Carloni, 2018). Public and civic organizations should be encouraged to
participate in auditing the government income and expenditure statements (Organization of
Economic Cooperation and Development (OECD), 2017). The Organization of Economic
Cooperation and Development Secretary-General (Gurria, 2017) furthermore advocate that the
government have to apply the principles of justice and accountability. The citizen’s
participation through government transparency levels in budget policy formulation and
implementation will measure and determine whether the government is good or not. This must
not be based primarily upon analysing and processing information at the citizen’s disposal,
participation is paramount (Gaventa and McGee, 2013). International Monetary Fund, (2008)
in its document “Code of Good Practice” it set out clear principles what it meant by fiscal

management and transparency.

The principles outline clear the guidelines, the responsibility and role that must be applied by
government in implementation of PFM, these include participation, inclusion, transparency and

accountability (International Monetary Fund (IMF), 2008, (Carothers and Brechenmacher,
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2014). The journal further gives the benefits brought by appropriate execution of transparency,
the outcomes are exceptional good, and sound corporate governance is achieved which has a
positive bearing of dropping the levels of corruption within the public service. International
Monetary Fund further emphasised the important role played by Non-Governmental
Organizations (NGOs) and Community Based Organizations (CBOSs) in developed economies
concerning budget planning, execution, monitoring and evaluation. Third world economies
must be encouraged to emulate better practices of the first world economies (IMF, 2008).
Wakiriba et al. (2014) have established how the control measures on financial management in
Kenya were achieved. Kenya’s Government had introduced an explicit internal control
mechanisms categorized by distinct roles of management concerning managerial commitment
and supervision (Wakiriba et al., 2014). Financial resources are indispensable resources to any
organization, so the survival of any organization depends on how that resource is handled;
therefore, budget transparency becomes the pillar and apex priority of sound governance in any
organization (Carlitz, 2013). Financial control is to safeguard and provide an accounting
framework for the better management of all resources of the organizations (Allis, 2004, Ellis
et al., 2013). Information Financial Management Systems (IFMS) provides information
technology, which provides easy access to financial information of budgets past, and present.
According to Simson et al. (2011), there is a big gap between theory and practice in the
implementation of PFM, especially amongst developing countries like South Africa, where
lack of leadership was identified, coupled with dishonesty, lack of professionalism, ineffective
human resource management, fraud and risk management (Dzomira, 2015). Problems and
challenges experienced by those who are supposed to implement PFM emanate from the
incapacity of employees, lack of technological expertise, economic and political realities in
government financial operation systems (Ajam and Fourie, 2014, Tsheletsane and Fourie,
2014, Enu-Kwesi, 2018).

Theories in recent literature offer a wide range of information on PFM strategic reforms like
prioritising, and preconditions needed to make the programme a success. Kioko et al. (2011)
stated that the lifeblood of any public organization is its financial resources and how these
public financial resources are utilised. Wenher and de Renzio (2013) emphasized that in
developing countries like SA, legislatures are adopting budget activism. There is budget cycle
procedure that must be followed, which include budget preparation, budget implementation,
accounting and reporting, and lastly external oversight role by Minister of Finance and
Legislative Assembly (Ajam and Mkhize, 2006, Ajam, 2008, Ajam, 2014). For the
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governments to ensure that accountability and sound governance is achieved, they must
establish National Audit Committees and a Public Accounts Committee (PAC). The PAC is
seen as a democratic parliamentary mechanism or infrastructure tasked with the responsibility
of ensuring that government accounts for all its policies and actions are utilized for public
resources (Hoque, 2015). Chirwa and Nijzink (2013) stress the importance of democratic
institutions which would make the government to account and these institutions to be
accountable as well i.e. national prosecuting authority, judiciary, political parties and human
rights commissions. When SA transformed from an authoritarian state into a democratic
dispensation, it had to establish institutions supporting democracy (ISDs) like PFMA
(Notshulwana and Lebakeng, 2019), Republic of SA’s Constitution, Section (RASCS), 1996).

Simson et al. (2011) suggested that strong PFM in developing economies be strengthened to
improve service delivery to the citizens and capacitate communities to have a better
understanding of how public finances are managed; furthermore, they encourage and prioritise
community participation. The Manilla Consensus Journal emphasized that PFM must be
improved through credible reform processes which will benefit all stakeholders, and that a lot
needs to be improved by the developing countries with regards to economic management or
governance (Achua, 2011). Oxford Policy Management provides capacity building to
government requiring design frameworks and assistance in implementation of Public Financial
Management Policies (PFMP) (Prest, 1985). Oxford Policy Management (OPM) has a success
story having operated in more than 90 countries worldwide including SA providing
institutional reforms in National Treasury like budget planning, monitoring and evaluations
mechanisms like strengthening accounting and audit systems. Public Financial Management
Reform Strategy for Government of the Republic of Zambia (2013-2015). The Zambian and
Ethiopian Governments have introduced Public Expenditure and Financial Accountability
(PEFA), which has made the public service to undergo a processes of reform to improve
budgeting, planning and execution, procurements procedures, debt management, accounting

and reporting, monitoring systems and evaluation methods (Warsame and Ireri, 2017).

According to Newberry (2002), Financial Management Systems and government reforms must
follow theoretical coherence and consistency. This is an important phenomenon when dealing
with NPFM reforms, which are viewed as mechanism to improve public performance
(Newberry, 2002). Similarly, a study conducted by Cangiano et al. (2013) assessed whether
the medium-term budgetary framework, fiscal policies, rules and fiscal councils, performance

budgeting and new techniques on fiscal risk management reforms had been able to change the
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mind-set of governments to make a paradigm shift on how PFM is viewed (Cangiano et al.,
2013). The conceptual notion in NPFM encompasses introduced reforms in organizational
procedures, systems and legal framework for effective utilization of public financial resources
(De Vries and Nemec, 2013, Denhardt and Denhardt, 2000). The purpose of Public Sector
Financial Management is to promote accountability in decision-making, public service that is
efficient and responsive, scrutinised processes concerning budgetary issues and democratic
principles (Denhardt and Denhardt, 2015). The declining of resources in the public sector
versus the continuous rising needs and expectations of society has ignited interest on
performance management and its effectiveness (Kroll, 2012, Van Dooren et al., 2015).
Accountability of government to the parliament is the constitutional requirement in New
Zealand. Deakins and Dillon (2002) and Mulgan (2004) emphasized that it is indispensable to
improve the management of scarce financial resources. Efficient and effective usage in
shrinking budgets and rising public expectations of the citizens is a critical phenomenon, which
must be met by Public Financial Management at all cost (Cangiano et al., 2013, Bednarska-
Olejniczak and Olejniczak, 2017). On other hand Carson et al. (2012) suggested that corruption
in the public sector hampers efficiency in public institutions as it increases unauthorised and
wasteful public transactions. Furthermore, the study emphasized the strengthening of
International Organization of Supreme Audit Institutions (INTOSAI) and Capacity Building
Committee (CBC), which will strive for continuous improvement through collaboration,
cooperation of knowledge development and sharing (Makwetu, 2017). Therefore, integrity is
essential for building institutions resistant to corruption, lobbying, financing democracy, public
procurement, whistle blower, accountable governance (Ambe, 2016). Domokos et al. (2016)
emphasized that there shall be no well-operated state or well-governed country without

transparency.

The democratic state must be accountable, and that is enforceable by the citizen awareness to
demand the right to know, as how their money is utilized by those who are entrusted with such
a responsibility (Jakovac et al., 2016, Horvath and Vasko, 2016). Furthermore, Gherai et al.
(2016) recommends the following: the legal instruments for corruption prevention in the public
domain must be formulated, a code of conduct amongst public officials, that government apply
Information Computer Technology (ICT), transparency, integrity in employees in PFM
execution, effective implementation of accounting mechanisms, compliance and review. (Bird
and de Jantscher, 1992) in the United States Agency of International Development (USAID,
2013) emphasized that sound application of PFM requires an implementation team with
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management information systems (MIS) involving a project manager, a public financial
economist, a qualified accountant, an IT expert and a logistics expert (Chignell, 2017). The
issue of good governance plays a pivotal role in the management of the country’s social and
economic resources. Furthermore, it determines the level of democratic maturity of a state, and
the World Bank sees it as prerequisite for the effectiveness of the government (Pelizzo and
Stapenhurst, 2013, Santiso, 2013). Therefore, developing countries need to embark upon
transformational improvements on democracy, and to have political power envisage the desired
changes in order to qualify for aid by the World Bank (Santiso, 2013). Government auditing
plays a critical role in curbing corruption within the public service and the utilization of public
resources; there’s close a relationship between governmental institutions of auditing and

corruption control (lonescu, 2014)

The Public Finance Management Act (PFMA) (Act 29 of 1999) is an act that was passed by
South Africa’s National Assembly, with the main aim of safeguarding the appropriate
utilization of financial and fiscal resources within the public service of the Republic of South
Africa. Furthermore, PFMA has to ensure that financial resources abuse by fraudulent
authorities and employees is eliminated. PFMA promotes fiscal discipline and, is designated
to watch, and safeguard financial management operations within the provincial governments
and national government. According to PFMA, Act 29 of 1999, this piece of legislation is
designed to “ensure that all revenue, expenditure, assets and liabilities of the government are
managed efficiently and effectively; it also serves to provide for the responsibilities of persons
entrusted with financial management in those governments and to provide for matters
connected therewith”. The Public Financial Management Act of India (2012) promotes the
Public Financial Management System (PFMS), which in the past was known as Central Plan
Schemes Monitoring System (CPSMS) that has to ensure that the notion of fiscal discipline in
budget planning and execution, accounting, monitoring, reporting and reconciliation is
implemented (Gupta and Sikarwar, 2013). The Public Service of India were to be trained, and
be developed to use Information Computer Technology (ICT) under the launched Public
Financial Management System (PFMS) (Sikarwar, 2016). The departments and Central
Ministers were expected to rollout the completed PFMS programme and integrate their
applications and systems within the PFMS by October 2016 and other institutions by March
2016 (Ansari et al., 1997).
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2.2.1. The Theories of the State

2.2.2. The Dual-State Authority Theory

The characteristic of a dual authority is that it is deeply divided into bi-communal or multi-
communal polities. The political authority is divided between the sovereign political centre of
the common polity on one side, and the institutionalized or semi-institutionalized political
centres of the constituent communities on the other side (Harowitz, 1982). This means that it
is unlike cohesive nation-states, two polities are deeply divided along linguistic lines or ethno-
national religious which seems to characterized a by non-congruent societal and political
boundaries that reflect a conflict between two principles of "national” affiliation-"'national™ in
the sense of "nationality” and "national” in the sense of "nationalism.™ (Fraenkel &
Meierherich, 2018),

The territorial boundaries of government borders and the criteria for citizenship are clearly
distinguished between those citizens belonging to a polity and those communities who do not
(Sakwa, 2010). Communal affiliation in contrast, is at least in part voluntary and permits
different levels of relationship to the system, any degree or level of which may be accepted as
a criterion for membership in the society (Shils, 1968). The duality of national authority and
identity structure and the non-congruent boundaries of government and society relate to the
fundamental conceptual problems of political sociology and political science (Siarini, 1983).
In the midst of dual authority and inconsistences of collective identity, notions such as "the
political system," "sovereignty,” and "political legitimation™ in their conventional explanation
lose much of the explanatory power, whilst prevalent issues such as the level of autonomy of
politics gain a new significant position (Shils, Edith and Kaul, 1941). Therefore an attempt to
a fresh conceptualization may deem necessary as a promising point of departure for an analysis-
oriented towards theory building and for establishment in formulation of empirically testable
hypotheses (Sabine, 1999).

According to (Fraenkel and Meierherich, 2018), the dual-state authority is a political system
which has a divided society into a system of government comprising of at least two population
groupings possessing primordial communal identities that determine their respective political
aspirations. By definition the dual-state has the following characteristics (Fraenkel &
Meierherich, 2018):
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e The non-congruent boundaries of community and state (a systemic

dimension).

e The separation of community and communal affiliations as

determinants of national identity (an individual dimension).

e The coexistence of a community-exclusive authority structure and a

shared "inclusive" state system (an institutional dimension).

e The divergent political aspirations (a value-orientation dimension). In
conventional political analysis the state system is treated as "the political

system™ and the communal systems of authority as subsystems.

The biggest challenge with such an approach in its prevalent context is that it tends to overlook
the origins of the duality of the system structure. This shortcoming and discrepancy is relevant
to actual political analysis, since in the dual-state authority systems political conflict and
tensions stems from the very structure of a system that provides for a divergence of societal
interests and aspirations within one state (Monghan, 2012). The abandonment of the
conventional political science approach, which assumes state supremacy, would require a
departure from a one-dimensional definition of the boundaries of "the political system™ as
citizenship in a territorially based state system (Shils, Edith and Kaul, 1941). The departure
from such is consistent with the proposition that the legitimacy of the state authority originated,
at least in part, from attachment to fundamental societal values and symbols of authority that
in multi-community systems are rooted in communal cultures (Fraenkel and Meierherich,
2018).

Therefore, the conventional approach cannot define the phenomenon of differential attachment
to the system as exemplified by various cases of institutionalized discrimination against one
society and by cases of partial attachment, such as an active involvement of the diaspora in the
policies of the society. As a result of these limitations, one would suggest that the point of

departure for the development of an alternative conceptual framework (Shils, 1941).

Horowitz (1982) "authority centre.” The concept of the centre as a focus of institutional and
charismatic authority was introduced into the discourse of the social sciences by Edward Shils
in his studies on political development. It offered with instrumental opportunity to analyse the

politics of developing communities and non-sovereign political systems that had not yet gained
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the status of full-fledged polities. Shils based his model on the distinction between “centre” and
"periphery.” According to (Sabine, 1941), this concept, a centre possesses both institutional
and symbolic explanation. Therefore, serves as a basis of inspiration and as a focus of
commitment and authority for the population attached to it. The periphery, on the other side,
comprises those sectors of society that are involuntarily or voluntarily subject to the centre’s
power of authority but however do not actually shape the society's characteristics or actively
participate in the society's authoritative political institution, namely, the state ( Fraenkel, 1941).
In this context, affiliation to the community is defined in terms of attachment to a common
centre as a focus of authoritative power (Sabine, 1941). This attachment has two dimensions:
in its active form it involves participation in, or at least identification with, the centre of
communal authority; in its passive form it implies responsiveness to the centre’s authority or

at least compliance with it (Horowitz, 1982).

2.2.3. Public Choice Theory

The public choice theory has been in existence over a period of 40 years and it is continuously
developing, largely it forms the basis of economic reasoning and mindset which is supposedly
characterized by explicit assumptions and deductive rigor (Wagner, 1998). Public choice
emphasized that planning and co-ordination are imperative to achieve good performance in
local government systems. However public choice theory also provides a sharply contrasting
version that efficiency and responsiveness are advanced by local government structures
focusing on markets and competition (Gwartney, et.al. 2001). Regardless of the empirical
validity of such argumentative discussions the public choice perspective expands the debate on
reorganization (Gwartney and Lawson, 2001). Public choice theory does not only focuses on
fragmentation but also on concentration, or the 'market share' of each sphere and unit
(Rittberger, Volker and Wagner, 2001)

There are unrealistic assumptions which seem to suggest that public choice models are based
on an allegation that human behavior is primarily selfish rather than altruistic (Gwartney and
Lawson, 2001). As According to (Gwartney and Wagner, 1998) suggests that economists have
continuously used the self-interest postulate to develop theories which advance the
understanding of how markets work. Public choice represents an extension of this postulate to
politics since there is no evidence that entrance into a voting booth or participation in the
political process causes a personality transformation, there is sound reason to believe that the

motivation of participants in the market and political process is similar (Heckelman, 2004).
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Therefore, if political behavior is strongly motivated by greed, selfishness than selflessness,
public choice models are likely to meet with some empirical success (Stringham, 2012). The
empirical tests provide evidence for both, and against public choice theory, so it is premature
to dismiss its practical validity (Boyne, 1998). Public choice theory suggests that local
government structures perform at utmost best when there is horizontal and vertical and
fragmentation, and when market shares are evenly distributed rather than being concentrated

in a single sphere or in a few large units within a sphere (Gillette, 1998).

2.2.4. Principal Agent Theory

The models of principal-agent form the fundamental basis for an extensive set of studies and
discussions relating bureaucracy to political elected officials (Lane 2006). Despite the
abundance of research material, there has been insufficient attempt to test the fundamental
assumptions of the principal-agent model (Box 1999). Two assumptions has been made by the
model, firstly, is that there is a goal oriented conflict exists between principals and agents, and
that agents possess more information than their counterparts i.e. principals, resulting in an
information asymmetry between them (White 1954; Waterman and Meier, 1998). On the other
side of the goal conflict principals may have information; agents do not have at their disposal.
In this scenario politicians will dominate any relationship with bureaucratic institutions
because politicians possess both authentic legitimacy and technical expertise and knowledge
(Malmir, et. al. 2014). As a result of that situation especially in less-developed countries,
political-bureaucratic relationships in patronage systems developed, these characteristics
developed because, bureaucrats were not perceived to have any special technical knowledge
(White 1954). The bureaucratic institutions have no choice but to serves as personal staff for
the politicians because principals have an information advantage. Bureaucratic resistance will
be limited to the rigid carrying out of policies, that is, administration by rule book (Mahmoud,
1999; Abu-Tapanjeh, 2009).

However in some instances principal-agent models are derived from disciplines such as law,
finance, accounting, and economics (Ross 1973; Donaldson, 1990). The principal agent model,
has applied in such disciplines as sociology, political science, and public administration, is in
essence a theory about contractual relationships between buyers and sellers (Ross 1973,
Donaldson, 1990; Pratt and Zeckhauser 1985). These prior mentioned disciplines have become
the basis for an extensive set of studies relating bureaucracy to elected officials (Mitnick, 1973;
2015). Such models also have been extended to presidents' decisions to use force (Downs and
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Rocke 1994) and to the Supreme Court and its relationship to lower courts (Songer, Segal and
Cameron 1994).

2.2.5. State Autonomy Theory

The societal-centered theorists consider the social formation the primary and starting point of
inquiry in understanding what the State is (Perera, 1992; 2001; Nyamori and Lawrence 2001).
Marx observes that “forms of state are to be grasped neither from themselves...but rather have
their roots in the material conditions of life...”, and that “the anatomy of civil society is to be
sought in political economy (Marx, 1859). Engels observes “the state is therefore by no means
a power forced on society from without...rather it is a product of society at a certain stage of
development ...this power, arisen out of society, but placing itself above it...it the state”. Marx
and Engels (1859) (and for neo-Marxists), the state serve as an extension of civil society, a
mechanism or tool that reproduces the normative social order or hierarchy so that particular,
not general, interests are protected and advanced. According to (Marx and Engels, 1859) (and
to neo-Marxists) the “state and its bureaucratic organization constitute ‘parasitic’ entities”
(Held 1989; 2013). In a capitalist society, no matter what level of economic development and
what form of state, the particular interests are those of owning capitalist class. The state assures
the maintenance of the necessary “general conditions for the reproduction of the wage
labor/capital relation which is the heart of bourgeois societies” (Munck, 1984:206), Echoing
Marx’s dictum, Zeitlin observes “the political form of the bourgeois state, either democratic or
authoritarian, is the relatively contingent historical product of specific social struggles between
classes and class segments...in determinate circumstances” (Held. 1981:14). Weber argued,
“Are compulsory associations claiming control over territories and the people over them”

(Skocpol 1985:7).

The state autonomy theorists have strong believe that the state is an entity that is impervious to
external social and economic influence, and has interests of its own (Burt, 1980; Domhoff,
1991). Adam Smith (1976) in the Wealth of the Nations suggested that it was important to
protect and insulate the state from being influenced by the business (Skocpol and
Rueschemeyer, 1985). In the absence of state autonomy, the state policy will be infiltrated by
corruption emanating from business and merchants and thus result into the complete neglect of
society (Smith, 1976). Schumpeter (1950) argued that safeguarding certain government
functions and operations was indispensable for successful democracy. The government without

autonomy has obligation to someone else (Skocpol, 1885; DeCanio, 2000). lanoni 2009)
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“argues that if the state, as an expression and part of a pact of domination, operates as a
corporate actor with relative autonomy, vision and capacity to promote the development, it is
a key institution to the economic transformation.” Poulantzas (1968) introduces the theoretical
reflection on the autonomy of the state (ATOS). He explains the government for its order,
cohesion function, and organization principle of the various hierarchies of a social formation
(lanoni, 2013). The state cohesions, and the set of levels of a complex social unit and also
regulates the overall balance of the system (Poulantz, 1968). The (ATOS) are very strong in
democratic capitalism and they show credible balance in content both in state-centred and
society-centred, the scenario fits well within the SA context, as the country practised

democratic capitalism (Jessop, 1990).

There have been external challenges to state autonomy emanating from globalization,
supranational regimes, and conflicts amongst various nations (DeCanio, 2000). The advanced
democratic states are not insulated from autonomous challenges; they have experienced a lot
of threats from within, especially from powerful private interest groups (Becket, 1983;
Nordlinger, 1981). The high levels of private-interest to influence on policy making, is

paramount to corporate lobbyists to gain advantage (Berry, 1999).

2.2.6. Local State Theory

Melese, Blandin, and O“Keefe, (2004) has suggested that previous research conducted has
shown that public sector organizations global are faced with myriad challenges and problems
which relates to public service performances and outcomes. Firstly, there is dire the need to
improve organizational efficiency and cost management, secondly, there is an urgent need to
improve organizational effectiveness by strategically linking resource inputs with outputs,
Lastly, the need to improve organizational accountability whereby budgets are linked with
performance (Melese, Blandin, and O*“Keefe, 2004). The mammoth changes in the role of the
state in local economic governance in the last two decades has taken place, including
partnerships and production networks, the reorganizing of welfare and community, state
fragmentation and quangoisation, and the role of private sector (Bardhan and Mookherjee
2000). Hinds, Sanchez, and Schap (2004) defined he quangos as quasi-governmental
organizations which may constitute private or public bodies. “Quangos spend public money to
fulfil a public task, but with some degree of independence from elected representatives”
(Flinders, 1999a: 4). The local state is theoretical looked upon as a periodical threshold in the

social relations of a civil society and encompassed with a variety of contradiction (Bailey,
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1999). The disagreements in local economic initiatives between the self-determination of the
state and its regular routine to serve particular interests, and between its universal and partial
aspects become visible (Bennett 1990; McMichael 1996). Local economic initiatives (LEIS)
occurrences are highlighted by inexplicit and weak theorisations of the state (Palmgreen and
Clarke, 1977). The growth of LEIs throughout the developed capitalist countries over the last
twenty years involves significant changes in the roles of national, provincial and local
governments, not only in the economic sector but in social regulation more widely (Bradbury,
and Stephenson, 2003). LEIs have also been central to changes in the relation between
provincial and local (henceforth ‘local’) governments and civil society, and to the
‘quangoisation’ of the local state (Dede, 2019). Discussion of LEIs has drawn on greater
discussions around the ‘hollowing out’ of the nation state, changing operational methods of
corporate governance, and the putative emergence of an ‘entrepreneurial’, ‘enabling’ or
‘networking’ state (Dede, 2019). But these notions have largely been deployed in a descriptive
register. In particular, a number of fundamental issues concerning LEIs within the state have
not been tackled adequately (Boisier, 1982; Duncan and Goodwin, 1988). Marxist theory of
the state explores state formation and political strategy in LEIs. While explicit theorisation has
mostly been absent, the literature on LEIs contains two broad, and contrary, sets of implicit
assumptions about the state (Eisenschitz and Gough1998).The first emphasises the strength of
global flows, and is sceptical about the ability of local states to achieve significant autonomy
from these flows (Duncan and Goodwin, 1988).

The study conducted by (Pretorius and Pretorius, 2009; Bekker, 2009; ACCA, 2010) have
demonstrated that a strong public financial management is an indispensable tool needed in
improving the quality of public service results, because it affects how funding is utilised to
address national, provincial and local priorities, the availability of resources for cost-
effectiveness and investment of public sector services. The Association of Certified Chartered
Accountants (ACCA) (2010) study highlighted that the general society is more likely to have
a greater confidence and trust in public sector organizations if financial control mechanisms in
accountability, transparency and financial stewardship in the use of public funds are extremely

strong (Oseifuah, 2013)

2.2.7. Marxist Theory of the State

The Marxist theory of the state approach focuses around the state as a social relation in which
the state is not supposed to serve ‘the needs of capital’, even at the highest degree of abstraction,
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does not guarantee social reproduction, and cannot be viewed as an object open to be captured
by a particular class (Block, 1984). Rather, the state embodies the social relations of capitalist
property, capital accumulation and exploitation (Clarke, 1991b; Bonefeld, 1993). These
relations are not merely conflictual (as radical pluralists point out) but contradictory, that is,
their reproduction tends systematically to disrupt them (Block, 1984). The state often modifies
the form of these disruptions, but cannot overcome those (Bridges, 1974). As the capital, is
facing inevitable, ever-continuous challenges, and chronic dilemmas, so does state action of
using public resources and powers to alleviate economic positions of economic groupings.
(Corrigan, 1980; Stigler, 1971).

One consequential result of this conflict is the instability and variety of both, of the institutional
forms of the state and of its strategic implementation, as these prior mentioned state formations,
responds to these ever-present and continuous contradictions developed within specific
territorial jurisdictions and historical paths (Miliband, 1978; Hay, 1999; Barrow, 2008). The
main structure of the state is the capital-labour relationships, which comprises of subordination
of labour workforce to capital and creative, and active role for labour; these are both in conflict,
and mutually genuine and dependent contradictions (Friedman, 1977). Therefore, class
relations are established through varied combinations of incorporation and coercion, and the
state is injected by this tension (McKinnon. 1989). It is not that the state has conflicting and
distinct functions of aiding sustaining legitimation and accumulation (Clark and Dear, 1984;
Johnston, 1989), but rather that these state elements mentioned above are mutually aligned to
support each other, yet they pose contrary sides of the class relationship, which reflects the
developmental progression of the production forces and the divisive domination of capital
(Maravall 1979). The latter contradiction is viewed also in the conflict between the increasing
socialisation, and cooperative social relationships of production and exploitation, and the
private accumulation, appropriation and complete control of surplus value (Maravall 1979).
These two elements of social relationships are mutually dependent; firstly, the investments
which happen to develop the socialisation of production receive funding from private profit;
whereas the profits which then flow to individual companies are produced through the means
of social cooperation (Clarke, 1977). Yet the two sides are opposing each other. The efficient
production often needs the overriding of private decision making (Avineri, 1968). This scenario
presents ample opportunity and freedom to accumulate across spatial barriers or across
sectorial is paramount for the self-expansion and development of capital, yet the surplus value

which spearhead this process is produced by sector ally and territorially embedded capital
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(Clarke, 1991b; Bonefeld, 1993). Socialisation is shown in attempts by capital collectively,
individually, or through the state interventions, by overriding vested interests in order to take
account of wider economic, social and political costs that tends to interfere with its expanded
reproduction (Clarke, 1991b; Bonefeld, 1993). These pressures for socialisation tend to

develop with ever-increasing production’s sophistication.

The political power privatisation is inherent and common in capitalism; this is whereby the
subordination of workforce fundamentally takes place through the labour market systems and
within production, allows the state autonomy from the ruling class to continue in an
unprecedented way in class societies to flourish (Wood, 1995). Furthermore, the organisation’s
socialisation of production is achieved at utmost best by a state with powerful autonomy from
civil society organizations and its vested interests, so that it can best regulate relations between
capitals, between labour and capital, and between sections of labour (Clark and Dear, 1981).
The autonomy of the state can at best help to protect the reproduction of labour power from
excessive exposure and abuse to the law of value. For labour-force, the autonomy of the state
from particular capitalistic perspective enables it to reflect the ‘common good' and gives great
hope of emancipation and freedom, even if it obscures the basis of the social order in the
partiality of capitalist property (Meszaros, 1969). Through its autonomy, the state then is seen
to representing the universal perspective of capital (Meszaros, 1969). However there are
limitations existing to this autonomy. The universalistic welfare maintenance may be expensive
and insufficiently targeted to what capital thinks is required (Clarke, 1977). Companies and
sections of the society seem to take the fundamental promise of universality in literally manner
and produce demands which are in direct conflict with other private or personal interests (Solo,
1978). Furthermore, the actions of the state continuously move through an involvement with
particular sections of civil society which in many instances tends to pull it to serve those
interests, state is the agency of the ruling class (Clark and Dear, 1981). Therefore if the state
continues to engage in the socialisation process of production too explicitly, its autonomy is
undermined and the production of surplus value rendered too visible (Burawoy, 1931). These
pressures have the power to make fragmentation to the actions and institutions of the state
(Clark and Dear, 1981).

The direct responses to partial interests make for the compartmentalisation of solutions and
localisation of problems which treat each problem or challenge in isolation, soluble by
technical fixes (Solo, 1978). But this hides the intractability of the contradictions and the

connections between problems and their sources because the state is the nexus of all economic
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choice and activity (Solo, 1978). The fragmented, hierarchal and structural divided state serves
as a powerful source to distract or demobilize the working class, since it obscures the global
interdependencies of capitalism and the linkages between accumulation and society (Das,
1996). But it also affects capital, since policy frameworks are quite often merely crafted to
displace problems or alleviate symptoms, this is the explicit punishment for not addressing
socialisation (Das, 1996). As capital fluctuate between partiality and universalism, so the state
swerves between pragmatism and holism (Solo, 1978). Its self-determination may urge
enormous commands by labour, yet the fiasco resulting from its structural fragmentation are a
persistent fountain of discontentment which may develop further demands (Das, 1996). Thus
the stability and equilibrium between the state’s sovereignty and fragmentation is always
volatile. The methods in which problems and predicaments are formulated as recognizable or
connected, are a terrain of class struggle (Burawoy, 1931).

2.2.8. Stakeholder Theory

According to (Goodpaster, 1993) in Business Ethics and Stakeholder Analysis suggests that
stakeholder came into existence in the beginning of the 1960s. It is a deliberate and intentional
play on the term stockholder symbolizing that there are various parties involved, and who have
a stake, and influence in the organization’s decision-making of current publicly held
organizations, in addition to those who are holding equity position in the corporation or
organization (Goodpaster, 1993; Donaldson and Preston, 1995). Stakeholder theory begins
with the allegation that values are pivotal and explicitly recipe of doing business (Gibson,
2000). It emphasised that managers must articulate and pronounce the shared sense of the value
they create and brings its core value to stakeholders that’s bind them together (Donaldson and
Preston, 1995). It also enforces managers to be crystal clear about how they intend to do
business (operations), specifically what kinds of relationships they want to pursue, and there is
a need to create specific goals with their stakeholders to deliver on their purpose (Donaldson
and Preston, 1995). Sundaram and Inkpen (2004) in article titled, “The Corporate Objective
Revisited” by clarifying misconceptions about stakeholder theory and concluding that truth and
freedom are best served by seeing business and ethics as connected The stakeholder in an
organization can be described as any individual or group who can be affected or affect the
organization to achieve its goals and objectives (Goodpaster, 1993). The stakeholder groups
beside directors and shareholders are suppliers, employees, creditors, customers, governments,
competitors, society and environment (Freeman, 1984). As a consequence to that, all these

stakeholders own a stake in modern business organization, therefore that organization has a
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responsibility to these stakeholders and that it business activities have a moral responsibility,

implications and duty for its stakeholders (Freeman, 1994).

Stakeholders are identified by the interests they have in the organization, whether the
organization has any corresponding functional interest in them (Freeman, 1999; Savage et., al,
2010). All stakeholders’ interests have intrinsic value (Savage, et. al. 2010; Freeman, 1999).
That is, each member of stakeholders merits consideration for its own sake and not merely
because of its ability to further the interests of some other group, such as the shareholders
(Savage, et. al, 2010)’. According to (Swanson, 1999; Orlitzky, and Swanson, 2002) normative
theories/research concern why organizations should consider taking stakeholder interests into
account, so as to assesses the effects of stake-holder management on achievement of corporate

goals.

2.2.9. Agency Theory

Organization theory and business policy had been over a long period of time strongly
influenced by agency theory, which depicts or see top management in the large modern
organization or corporation as agents whose vested interests may diverge from those of their
principals, the shareholders where both parties are utility maximizes (Jensen and Meckling,
1976; Morris., 1987). Agency theory argues that shareholder interests require protection by
separation of incumbency of roles and responsibilities of board chair and Chief Executive
Officer (Barney, 1990; Barney and Mackey, 2005). Agency theory argues that in the modern
corporation, in which share ownership is widely held, managerial actions depart from those
required to maximise shareholder returns (Berle and Means 1932; Pratt and Zeckhauser 1985).
In agency theory terms, the owners of the organizations are principals and the managers are
seen as agents and there is an agency loss which is the level at which returns to the residual
claimants, the owners, fall below what they would be if the principals, the owners, exercised
direct control of the corporation (Jensen and Meckling 1976; Fox and Hamilton 1994). Agency
theory specifies mechanisms which reduce agency loss (Eisenhardt 1989). These mechanisms
incorporate incentive or enticement schemes for managers which recompense them financially
for maximising shareholder interests (Eisenhardt 1989). Such projects typically include plans
whereby senior executives acquire shares, mostly at a marked-down price, thus enabling the
coordination of the financial interests of executives with those of shareholders (Jensen and
Meckling 1976). Other similar projects hook-up executive compensation and levels of benefits
to shareholders returns and have part of executive allowance deferred to the future to
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recompense long-run value maximisation of the organization and impede short-run executive

action which ruins corporate value (Schanze, 1987; Eisenhardt 1989).

Steinberg (2008) applies principal-agent theory to non-profit organizations and concludes that
the presence of multiple principals with different objectives hinders the potential of agency
theory to resolve questions of non-profit accountability. Therefore, a recommendation is to
complement agency theory with other theoretical perspectives (Eisenhardt, 1989; Steinberg,
2008). In line with this view, argument is that a more comprehensive principal-agent theory of
non-profit organizations can be established by combining agency theory with the insights of
stakeholder theory, stewardship theory, and empirical literature on the governance and
management of non-profit organizations. First, with the exception of (Steinberg, 2008),
previous non-profit literature has focused almost exclusively on internal agency problems of
non-profit organizations. However, non-profit organizations are usually also accountable to
external stakeholders such as their donors and clients (Steinberg, 2008). Hill and Jones (1992)
argue that these kinds of stakeholder relationships can also be modelled as principal-agent
relationships. This line of thinking using a stakeholder perspective to identify the possible
principals of a non-profit organization and to divide non-profit principal-agent relationships
into different categories (Davis, Schoorman and Donaldson, 1997).

The current mind-set of strategic management and business policy has been swayed by agency
theory causing a lot of fiascos (Crowther and Jatana, 2007). This holds a view that managers
will not act accordingly to maximise the returns and profits to shareholders unless appropriate
governance structures are formulated and implemented especially in the big corporation to
safeguard the interests of shareholders (Jensen and Meckling 1976; Crowther and Jatana,
2007). The board of directors has paramount function to perform in this scenario, particularly
in the relationship between the chairperson and the chief executive officer is vital (Tricker
1984). The interests of the shareholder will be safeguarded and protected in instances where
the chairperson of the board is not occupied by the Chief Executive Officer or where the CEO
has the similar interests and attributes as the shareholders through an appropriately and
pertinent designed incentive based compensation plan (Williamson 1985). However such a
view runs counter to other thought about strategic management, by holding a view that a more
critical aspect for shareholder returns is a correctly crafted organisational structure which
grants the CEO to take efficacious action (Tricker, 2000; Donaldson and Davis1991). There
are contrasting viewpoints between incentive and the governance of the CEO and subject them

to empirical tests and scrutiny (Donaldson and Davis1991).
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2.2.10. Stewardship Theory

Stewardship theory suggests that shareholder interests are maximised by shared incumbency
of these roles (Jensen and Meckling, 1976). Stewardship theory on other hand has been
introduced in discourse narrative as a means of defining relationships based upon other
behavioural premises (Donaldson and Davis, 1989, 1991). Stewardship theory defines
situations in which managers are not motivated by individual goals, but rather are stewards
whose motives are aligned with the objectives of their principals (Fox and Hamilton, 1994).
Stewardship theory has its origin in psychology and sociology, and was designed for
researchers to examine situations in which executives as stewards are motivated to act in the
best interests of their principals (Donaldson and Davis, 1989, 1991). In stewardship theory, the
model of man is fundamental based on a steward whose behaviour is ordered in such a manner
that seems to follow pro-organizational collectivistic behaviours have higher utility than
individualistic, self-serving behaviours (Lawler.1986, 1992; Muth and Donaldson, 1998). The
given a choice between self-serving behaviour patterns and pro-organizational behaviour, a
steward's behaviour will not change from the interests of her or his organization regardless of
the circumstances (Chiles and McMackin, 1996). A steward will not substitute or trade self-
serving behaviours for cooperative behaviours (Caers, et. al., 2006). Thus, even where the
interests of the steward and the principal are not aligned, the steward places higher value on
cooperation than defection (terms found in game theory) (Davis, et., al., 1997). Because the
steward perceives greater utility in cooperative behaviour and behaves accordingly, his or her
behaviour can be considered rational (Scandura and Schriesheim, 1994). According to
stewardship theory, the behaviour of the steward is collective, because the steward seeks to
attain the objectives of the organization (e.g., sales growth or profitability) (Donaldson and
Davis, 1989, 1991).

Table 2-1: Comparison of Agency Theory and Stewardship Theory
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Agency Theory

Stewardship Theery

Model of Man
Behavior

Psycholegical Mechanisms

Mativation

Social Comparison
Identification
Power

Sitvational Mechanizms
Maonogement Philosophy
Risk orientation
Time frame
Objective
Cultural Differences

Economic man
Sell-serving

Lower order/economic
neads (physiclogical,
securily, economich

Extrinsic

Other managers

Low walue commitment

Institutional (legitimate,

coercive, reward)

Conrol eriented
Contral mechanisms
Short term

Cost control
Individualism

High power distance

Salf-octualizing man
Collective serving

Higher order needs (growth,
achievement,
self-actualization)

Intrinsic

Principal

High value commitment

Personal (expert, referent)

Involvement orfented
Trust

Long Term

Performance Enhancement
Collectivism

Low power distance

Source: Eelderink, G.J., 2014. Effect of ownership structure on firm

performance (Master's thesis, University of Twente).

It is important to highlight there is a strong possibility that conflicts of interest that can emerge
between principals and agents, thus resulting into potential problems of opportunism, and the
structures that evolve to contain it, such as supervision and incentives (Pontes, 1995;
Sundaramurthy and Lewis, 2003; Caers, et., al., 2006).

2.2.11. Social Contract Theory

The conceptual framework of social contract is “union of ideas of agreement and obligation”.
The social contract theories legitimize civil power appealing to the notion of rational agreement
(Wellstood, 1897). The social contract theory is comprised of politics; morality, hypothetical
circumstances of pre-regulated society, and law posit actual known as the “state of nature”
(MacMillan, 1977). Theorists suggest humans will buy contract, compact or convent that
individual will give up the condition in order of unregulated freedom in order to gain a security
for a civil society right ruled by just, compelling rule of law (Wellstood, 1897; Watt, 1897).
The social contract theoretical viewpoint is that business serves as the fundamental basis for
business existence (Watt, 1897). The proponents of social contract theory regard it as moral
ideal, as a supreme law that is even bigger than the government, it subscribes to the notion that
the government has to be assessed or evaluated (Rousseau, 1962; 2018).

The existence of social contract of business, corporations, companies and government exists as
a result of commitment and cooperation of the community (Lessnoff, 1986). The government
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gets its workforce from the community, sells its services and goods to the community, and it is
given operational status and license by community (Cava and Mayer, 2007). This implies that
a contractual agreement has to be entered into. The dependence of government and business to
the community for its existence, therefore there has to be something concrete or tangible which
the community can use to hold government or business responsible or accountable (Barnett,
1989; 1991). The social contractual relationship between the state, business and their
stakeholders in most instances is based on explicit and implicit agreements (Randy, 1989;
Hoffman and Frederick, 1986). Therefore, it is paramount that government and business must
exercise high level of ethical discipline and show concern for the community (Thomas, 1989;
Rousseau, 1989). Through that non-economic exercise or action it forms bondage between
government business, employees and their stakeholders, and contractual understanding thus
trust and confidence is boosted (Weiss, 1998; Weissand Fershtman, 1998). The strong view
exists that business are analogous to individuals, that they have conscience like humans, and
act as moral agents in stakeholder engagements and relationship (Boatright, 1994). Goodpaster
and Matthews (1982) argued that the exception being that they seem not subscribe to individual
analogy. Understanding organizations as humans provided and established a framework with
superior attributes to that of business being impersonal institutions (Hoffman and Frederick,
1986). Goodpaster and Matthews (1982) accepted organizations as nothing more or less

morally accountable than ordinary humans.

2.3 The Constitutional Framework of the Republic of South Africa

The supreme law of South Africa is the Constitution, which makes South Africa a constitutional
democracy, meaning it affirms the rule of law. According to the Constitution of the Republic
of South Africa, the country has nine provinces, with each having some limited autonomy; they
can make provincial and municipal laws that must not be contradictory to the Constitution and
National Legislations (Constitution of RSA, 1996). South Africa’s handling of Public Finances
operates under the constitutional legal framework or the document called the Public Finance
Management Act (PFMA) and other state related conceptual documents like the Municipal
Finance Management Act (MFMA) (Government Gazette, 1999). All public departments,
institutions or State Owned Enterprises (SOEs), employees employed in government
departments, including the Executive, Judiciary and Legislature must adhere or comply with
the principles of PFMA, which makes provisions, rules and regulations regarding public
expenditure. Every organ of the South African Government must without fail follow the due

processes or procedures to use the public funds sparingly and account for every cent spent
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(PFMA, Act No 1 of 1999). Furthermore it looks at Public Financial Management (PFM) as
the central core or central nervous system in managing the public business or funds. The South
African Constitution prescribes that the South African Government has to operate in the
country using three tiers of government i.e. national, provincial and local or municipal
(Constitution of RSA, 1996). Governments are organizations formed to exercise authority over
the actions of people who are living together in a society, and to provide resources or funds to
finance the essential services to the society. Individual members of society pay taxes and
because of that they become recipients of income financed by those taxes e.g. pensions, social
security and subsidies to the poor (Pollanen, 2015). The study conducted in Canada highlighted
that bureaucratic structures of legal, political and governmental institutions in some instances
hinder the effective implementation of critical financial practices and applications like accrual-
based financial accounting and reporting (Pollanen, 2015).

Government income and expenditure in the Republic of South Africa (RSA) is financed
directly or indirect by taxpayers’ money that is collected by the South African Revenue Service
(SARS) (Rustin and Nel, 2011). Public finance is the economics field that studies government
activities and alternative ways of financing the expenditures of government (Information
Services Section' Research Unit' Parliament of the Republic of South Africa, 2011). The
financial resources that governments obtain are used to provide citizens with goods and
services such as roads, national defence, fire protection and police in a very efficient way
(Cangiano et al., 2013). Runde and Savoy (2016) examine the relationship between Domestic
Resource Mobilization (DRM) and PFM impact it has on each other. Chimilila (2018)
suggested the mechanisms through which developing countries can utilize DRM to fund their
own programs and initiatives without seeking foreign donors despite the socio-economic
conditions. Domestic Resource Mobilization is explained as the mixture government financial
resources at the state disposal collected from indirect taxes or direct taxes to fund state
operations (Runde and Savoy, 2016).

Sound public financial management has a positive political impact on DRM to get donors
outside the country’s borders whilst poor PFM has a negative impact (Savoy, 2014). Poor PFM
methodologies impact negatively on the government’s mechanisms to raise more revenue from
taxpayers because wasteful expenditure lowers taxpayers’ morale to contribute positively
(Runde and Savoy, 2016). It is important to highlight that South Africa has a unique macro and
microenvironment, which brings to the fore distinctive challenges faced by the South African

Government in dealing with public issues because of its Apartheid history of socio-political
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injustices. The backlog of the past posed serious and precarious challenges to the national,
provincial and local government’s public financial management systems, instead of the
government expediently moving forward, it has to go back and address the imbalances of the
past, that is, redress the unjust legislations and laws regarding the public sector because public
service was segregated along racial lines (Government Gazette, 1999). The Apartheid regime
segregated the public sector in a stratified way: at the top were Whites, followed by Coloureds,
then Indians, and at the bottom of ladder were Blacks of African origin. Budgeting and financial
distribution followed the socio-political stratum previously mentioned.

The South African government had an insurmountable and mammoth task to address in the
public sector and levelling the playing field after Apartheid collapsed. It is important to
highlight that after the new dispensation advocated that previous stratum be dismantled, to
merge or amalgamate the four public sectors into one or single public sector, to service any
South African citizen regardless of racial attributes was indeed a gigantic challenge. The level
of corruption within the public service then and now has not improved significantly as thought.
South African public sector is perceived to be corrupt by various state agencies like Standing
Committee of Public Accounts (SCOPA), Standing Committee on Finance (SCOF). Public
Service Commission (PSM) and the PP, including civil organizations like Corruption Watch,
OUTA, and Save SA and it is for this reason that public-private partnerships is being advocated
to fight socio-economic challenges, fiscal and socio-political challenges to root out fraud and

corruption within the public service (Fombad, 2014).

The study conducted in Botswana highlights the predicaments imposed by representative
democracy because it subscribes to the notion of delegation of powers (Groop, 2017). The
article highlights that the delegating party may have little knowledge as to what the delegated
person is doing, therefore the delegating party must prescribe accountability control
mechanisms to detect abuse of power and corruption. According to Mbao and Komboni (2008),
the success story of Botswana of continuously achieving international credentials and
accolades on good governance, the article gives credence to the radical corruption strategies
that were adopted which involved secrecy with participants by promising them incentives,
rooting out maladministration in government institutions, and ensuring that radical corruption
strategies are implemented. Corruption in the African continent is entrenched or embedded in
leaders as a culture, and remains visible in many states with a number high-shocking and

prolific scandals involves politicians and office-bearers (Warf, 2017).
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The South African Constitution speaks of the separation of powers between Legislative
Assembly, Judiciary and Executive. The issue of separation of powers is a political doctrine of
Charles de Secondat and Baron de Montesquieu (1689-1755). In their book, “The spirit of
Laws”, de Secondat and De Montesquieu (1748) advocated for the separation of powers, and
John Locke (1632-1704) supported the theory whilst Thomas Hobbes opposed it (Ishay, 2008).
The 1996 SA’s Constitution further affirms that no branch or arm of the prior mentioned organs
of the state is more important than other branches. It also stipulates that these branches need
each other so that there is co-existence, equilibrium, interdependence and balance of power to
enable them to work independently. These state organs one must not interfere or meddle into
other one’s terrain, so as to maintain and exercise checks and balances and avoid the abuse of

power as required by the constitution as it illustrated in the chart below:

1
Lagislativa

Executive Huscascial

-

c h m==m

Figure 2.1: The Constitutional Legislative Framework of the Republic of South Africa

Source: Pauw, Woods, Van der Linde and Visser (2013:5)

2.3.1 The Separation of Powers within the Republic of South Africa
In 1994, under new political dispensation, the South African citizens held their first national

democratic elections, which for the first time gave franchise to the Black majority that was
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previously denied the right to cast their votes. The election was inclusive of all racial groups
and, of historical significance as it put to an end, and completely abolished, three centuries of
the constitutionalized racial oppression and segregation by an undemocratic and illegitimate
government. The Dutch people from Netherlands who came under the auspices of opening a
halfway and refreshment station first ruled the RSA. They ended up oppressing the indigenous
people, the Khoisan. Later on, South Africa was conquered and ruled by Great Britain (GB),
now become the United Kingdom (UK). Later still, in the twentieth century, the UK left South
Africa as a British colony under the watch of the oppressive White racist Afrikaner elite. The
Afrikaners’ rule was signified by high levels of brutality and the policy of racial segregation
and oppression called Apartheid. The negotiations were held at the World Trade Centre to find
South Africa’s political consensus and agreement. The negotiations that preceded the ever-
democratic elections gave birth to the Congress of Democratic South Africa (CODESA) and
the Constituency Assembly came with the constitutional commitment, agreement and
conclusion that decentralization of powers was the best option that suited the diversified
country like South Africa (Friedman, 1993).

The Constitution of the Republic of South Africa stipulates “there is to be a single, united
Republic of South Africa”. In short, South Africa is a unitary state with some federalist
characteristics or outlook. The Republic of South Africa is categorically divided into main three
“spheres” — national government, provincial government, and local government - which are
“distinctive in character, interrelated and interdependent  (The Constitution of the Republic
of SA, 1996: Section 40). The nine provinces have their legislative powers and status,

enshrined, and secured in the Constitution of the Republic of SA.

2.4 The Concept of Federalism within South Africa System

2.4.1 The Historical Origins of Federalism

Federalism is derived from the Latin word “foedus”, which means, “covenant.” The term
“covenant” highlights a partnership, togetherness or marriage in which groups or individuals
enter into consensual agreement to unite or form a pact in order to achieve the common
outcomes or results without losing their fundamental principles, rights, privileges or identities
(Kincaid, 1999). In countries pursuing federalism, this covenant or partnership involves the
fundamental and underlying principle whereby at least two constituent states, wards, parts or

sections which are not fully independent will make up or form the system as a whole (Gamper,
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2005). Federalism must ensure that sovereignty prevails and constitutionally operates between
two divisions, which is, the centralized governing or ruling authority/power and constituency
political units, like provinces or states (Elazar, 2017). Some theorists see federalism as a system
that accommodates and consolidates both systems: that of the constituency unit (self-rule or
self-determination), intergovernmental relationships and at the federal level (Elazar, 2017).
“Federalism is an institutional arrangement in which (a) public authority is divided between
state governments and a central government, (b) each level of government has some issues on
which it makes final decisions, and (c) a high federal court adjudicates disputes concerning
federalism” (Kelemen, 2013).

2.4.1.1 The Character of a Federal State

Federalism can be traced back in the 18" century between 1781 and 1789, where the United
States shifted from confederation to federation (Bryce, 1901, Schlesinger, 1968). The early
contributors to the notion of federalism were Alexander Hamilton, James Madison and John
Jay. These theorists saw federalism as a mechanism to address and achieve the following:
mutual recognition, respect, dignity, social diversity and tolerance. It is a political, social and
constitutional technique to achieve certain outcomes such as social security, economic benefits,
liberty, equality, mass democracy and territorial expansion benefits (Burgess, 2006, King,
1982, Winthrop, 1976, Stoppenbrink, 2016). Political science defines federalism as the
classical type of government when it is compared with the unitary system. Freeman (1971) and
Hicks (2016) define Federalism as a system of compromise with the aim of mediating between
two extreme positions or across divisions to reach common classification or consensus amongst
aristocracies, monarchies and democracies. The countries that are pursing federalism have a
strong belief that it is able to address the challenges of the diversified, multi-cultural, or multi-
national society by forging unity (Hicks, 2016). Federalism has the power of harmonizing two
contrasting views by forging some kind of union to establish some independence (Burgess,
2006). The federal government is seen as a mean system of big states and small states forming
a unit, two opposing political forces between a large states comprise of order, peace, and well-
being enmeshed with the small states full autonomy of single or well to do citizen,
infrastructure development (Hicks, 2016).
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2.4.1.2 The Historical Theory of Fiscal Federalism
The traditional theory of fiscal federalism, sometimes is called the "first-generation theory of

fiscal federalism™, is an economic one or case which highlights and emphasises the
decentralization of fiscal policy, whereby there is a high potential, level or degree of social-
welfare gains because a lot is promised, and guaranteed with regards to allocation of resources
in the public service (Levine et al., 2012, Otsuka et al., 2014). The “local public goods”
distribution will only benefit citizens who are staying at a certain geographical area, jurisdiction
or location (Bellofatto and Besfamille, 2018, Salman and Igbal, 2011). The federal fiscal
system as a decentralized form of government is in a better position or level to determine the
degrees of output and outcomes of such goods taking into account the local costs and

preferences (Salman and Igbal, 2011, Kalirajan and Otsuka, 2012).

FEDERAL GOVERNMENT ‘ NATIONAL GOVERMENT

b4 v
Constitutional Unit . Locgl. governmer.lt
(States/ Provinces/ Cantons, etc.) (Provinees, Cltles; Countries, Towns,
Townships, etc.)

A

Local Government

(Cities, Countries. Towns, Townships,
etc.)

Figure 2.2: The Comparison of the Federal Structure and the Unitary Structure

(Source: Camper, 2005)

2.2.1.3 The Reasons Justifying for Federalization
The Constitution of countries practising federalism like that of the United States of America,

Sweden and Germany give certain powers to the national government but with the same token

71



prohibits the national government to exercise other powers. The theorist who supports
federalism argues that federalism is linked to multi-layered systems and offers a lot on regional
democracy, self-determination and greater self-rule (Blokker and Reutter, 2015, Bulmer, 1989;
Daba and Mulu, 2017). The IDEA believes that federalism is indeed an ideal system or
institutional solution to the countries with challenges, which are associated with high levels of
diversity and scale confronted with violence and conflicts (Glasius and Lewis). The diversity
of various ethnic communities, population groups as well as their religion, cultural and
linguistic attributes are acknowledged and accommodated (Daba and Mulu, 2017, Burnell,
2013).

Erk and Anderson (2009) suggest that federalism is good for some states but not all. For
example, it is good for small countries with a high level of homogeneity as oppose to countries
with heterogeneity. Federalism can be disadvantageous in the sense that it can cause a
duplication of state functions and contradictory and overlapping statutory policies and
legislation when the state executes its functions (Burnell, 2013). Federalism promotes fiscal
federalism, which can cause financial burden to Treasury to accommodate the minorities and
the states, which may not be economic viable (Yushkov, 2016). The maintenance of various
fiscal spheres of the government is indeed a mammoth task and is very expensive. For example,
it took Russia more than 20 years of trying to implement fiscal federalist operational systems,
which will be sustainable to benefit all levels of government. Yushkov et al. (2016) highlight
the problems and challenges that the Russian Fiscal Federalism endeavour experienced, and

the successes that the system has achieved.

Fiscal decentralization is seen as the vehicle to drive and boost economic growth, and as the
fundamental concept needed to expedite public finance reforms. The taxes and revenue
collected will be decentralized and sent to regional and local spheres (Yushkov, 2016). Fiscal
decentralization can immensely improve service delivery within the public service (Sow and
Razafimahefa, 2015). Service delivery improvements are achievable provided certain
conditions are met; these include political willingness and commitment, conducive
environmental institutions, and revenue decentralization (Sow and Razafimahefa, 2015).
Literature stressed that political economy and economic development constraints have a
negative impact on the success of fiscal decentralization, therefore policy-makers must take
into cognisance the institutional mechanisms in play in order to properly implement fiscal

decentralization (Kim, 2018, Dougherty and Akgun, 2018). The larger that public government
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institutions become, the more the Treasury will pay with regards to staff-salaries, departmental
offices, packages or allowances, which may be unsustainable for developing economies like
South Africa (Caliso and Flores, 2018). Fiscal decentralization is seen as an indispensable
political tool and economic mechanism to ignite and expedite resource mobilization in
developing countries, which have shadow economies, provided business and government
operations become transparent to the public (Jansky and Palansky, 2016). Fiscal
decentralization and distribution has financial impact to the poverty prevalent in the Republic
of South Africa, because the central government shifts its fiscal responsibilities to regional and
local spheres (Moche et al., 2014).

Homelands

Indian
Ocean

Figure 2.3: The Political Map of South Africa during Apartheid before the New
Dispensation

Source: On the Worldmap.com (2018)

The map above shows how South Africa was ethnically divided during the Apartheid era to

perpetuate racism and segregation. These ethnic divisions created during apartheid highlight
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the fragile form of federalism that was practiced, which later was consolidated in the
democratic dispensation that established the nine provinces. Those who were in power during
Apartheid opted for federalism to preserve the status quo and entrench legitimate rule under
the pretext of ethnic diversification and accommodation.

Ethnic homogeneity as opposed to homogeneity is viewed as the characteristics of the populace
of various countries worldwide. These ethnic diversities are seen as the root cause of many
ethnic conflicts in many countries globally (Selassie, 2003, Fessha, 2016). The failure of
various governments worldwide to address the multi-ethnic diversities within their political
units has created an incendiary environment the breeds such ethnic wars. These failures to
create multi-ethnic states and governments led to the cultural and linguistic suppression, where
one dominant group subjugates another smaller one (Feesha, 2016). The most heinous ethnic
genocide was the one that took place in Rwanda, which left more than one million Rwandese
dead. The ethnic genocide was between two ethnic groups the Tutsi and the Hutu. The most-
likely situation happened in Sudan where the East and West waged ethnic war for thirty years.
During the time of the multi-party national negotiations called Convention of Democratic
South Africa (CODESA) in South Africa, the negotiators and participants were fully aware of
these ethnic atrocities. Therefore, ethnic politics, conflicts and wars were to be prevented at all

cost hence the issue of federalism gained momentum (Selassie, 2003, Kefale, 2013)

Prior to the period of independent states called Bantustans, the Union of South Africa of 1910
divided the country into four provinces: the Cape of Good Hope and Natal they were classified
as British Colonies, Transvaal and Orange Free State (OFS) which were later regarded as
Afrikaner (Boer) Republics. The diagram to follow highlights how South Africa was politically
divided, developed and transformed to enhance and entrench, so as to consolidate, Apartheid
ideology and hegemony, and to preserve the status quo of White dominance. The so-called
Independent Bantustans or Homelands were formed by the Apartheid Government and called
independent states because they were granted total political autonomy and authority in running
some of the departmental institutions without the interference from the national government.
These states were called TVBC states for Transkei (1976), Venda (1979), Bophuthatswana
(1977) and Ciskei (1981). The TVBC states were able to craft and formulate their own
legislative frameworks, and Acts to run their governmental institutions. The departments that
they included were the Police, Education, Health, Agriculture, Defence and Native Affairs. It

is important to highlight that these states were aligned according to ethnicity, homogeneity and
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the linguistic accommodation and acceptance; the TVBC states are seen as the United States
of South Africa (Christopher, 2002).

In December 1991, the multi-party political negotiations, called Convention of Democratic
South Africa (CODESA), started at the World Trade to establish, craft and draft a new
Constitution for a democratic South Africa. It was from these multi-party political negotiations
that consensus was reached to form a federal state. The agreement led to the division of South
Africa into nine provinces namely KwaZulu-Natal, Gauteng, Orange Free State, Mpumalanga,
North-West, Western Cape, Eastern Cape and Limpopo. Most of the colonial and Apartheid
political divisions of SA were accommodated in the new democratic dispensation and in the

South African Constitution.

2.4.1.3 The Justification and Adoption of Federal State in South Africa

The negotiators at the Convention of Democratic South Africa reached an agreement by
adopting the notion of a federal state, but not outright federalism as practised in advanced
countries like United States of America (USA), Sweden and Germany. South Africa’s
‘federalism’ is characterised by national government intervention into provincial spheres and
this is enshrined in the South African Constitution. The consensus reached was because of
various complexities that existed within South Africa society these include history, religion,

culture, Apartheid and linguistically differences.

It is important to highlight that whilst federalism plays a pivotal role in solving ethnic
diversities, however, federalism must not be viewed as the panacea for resolving all ethnic
diversities, nationalism and challenges. The agreement was reached based on the following
fundamental principle: The national security and protection of South Africa’ sovereignty, it
was feared that SA would be under the severe threat of aggression or invasion by those who
had been in power before, especially in Bantustans if they were not consolidated into the new
dispensation. Any aggression would warrant intervention by the national government’s armed
forces, which is capable enough to respond to any threats to overthrow a province. Secondly,
was the issue of common markets; federal state were agreed upon to enhance provincial
economic and commercial interests. This would create a scenario whereby there would be a
common market, which would allow free flow of commercial activities amongst diversified

provinces. Furthermore, common markets created an independent space by mitigating some
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provincial powers of self-governing and self-determination in economic and financial policy
formulation (Kincaid and Cole, 2005). Thirdly, the federal state with provincial government
powers was seen as remedy to alleviate conflict that might arise out of multi-cultures and
ethnicities. The conflict was seen as going to have detrimental and devastating effect on the
political development and stability of the new South Africa. The national borders were
formulated taking into cognisance the territorial, cultural, linguistic and ethnical divisions. The
new arrangement was done to preserve the territorial independence, powers and integrity of the
provinces. Furthermore, this new agreement gave certain autonomy, guaranteed the minority
rights and where majority rights and powers can be shared with minorities to avoid and manage
conflict before it erupts. Federal state would also provide constitutional tools and means of
self-determination and conflict management that is what they how view it in Southern- Sudan
when they opted for power-sharing (de Villiers, 2014). Conflict management also provided
ample mechanisms and tools concerning decision-making. Lijphart (2002) argued that power
sharing is the better option for a segmented and multi-cultural society than a democratic rule

based upon by the principle simple majority.

Linder (2010, 2012) suggests that political federalism largely promotes or encourages
consensus democracy, which is by far the most advanced and superior form of democracy than
majoritarian rule. The federal form of government was opted in South Africa as a remarkable
and appropriate way of dealing with democratization and better governance, decentralization
and consolidation of state power. This was viewed as a mechanism that would enforce greater
security and economic development as it will focus on small-scale political units, which take
into cognisance their electoral sensitivity, needs and distinctiveness (Watts, 2001, 2002).
Furthermore, in the case of SA, decentralization was seen as means of providing, and giving
more power to the constituency or democracy to those highly sensitive minute political units.
In South Africa, federalism was seen as system whereby there will be no outright majority
because the system compounded both minorities and majorities into one constituency. The
phenomenon of managing ethnic differences and conflicts is seen as a recipe for bringing foes
to work together in harmony and a victory to power-sharing (Schlesinger, 1968, Schneckener,
2002). In the Republic of SA, the federal provincial units were seen as a mechanism to address
and further expedite the powers to the sub-national political units by empowering them to
address greater issues in their constituencies. Federalism is viewed as the most advanced and
superior form of decentralization and a consociation power, the case study of linguistically and

religious differences, Swiss system considers socio-cultural diversity and accommodate it
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(Linder, 2010), the international and constitutional law (Celik, 1985, Elazar, 2017) also
supports this narrative, notion or school of thought. The failure to reach compromise might

lead minority groups to opt for bullet rather than ballot (Mueller and Rohner, 2017).
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Figure 2.4: The Map of South Africa after the Collapse of Apartheid (Democratic
Dispensation)

Source: On the Worldmap.com (2018)

It is important to highlight that division of South Africa into nine provinces and into the three
tiers of government: national, provincial and local, shows some federal outlook or similarities.
The population of SA is fifty-five million (Statistics SA, 2015). Why is South Africa not
regarded as federal state? The first reason is that South African Constitution established a
fragmented and weak federal state and the fact that federalism is not mentioned in the
government documents and the Constitution is the conclusive proof that South Africa is not a
fully-fledged federal state. Secondly is that the dominance and hegemony of national
government is evident everywhere that also being espoused by the dominance of the African

National Congress (ANC) which always seek to gain control of all provinces and national. The
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third reason being that whilst provinces and local government have some constitutional status,
privileges, rights and powers, direct intervention by national government to the provinces is
guaranteed in the Constitution of the Republic of South Africa, the similar applies with the
provinces where they can freely intervene in the municipalities, if they underperform and
efficiency is compromised. These national interventions are justified by the Constitution and
they signify the supremacy and authority that the National Government has, these national
strategic interventions are made when the provinces and municipalities fail to achieve
efficiency in government. Furthermore, these strategic interventions are made under auspices
of achieving uniformed national norms and standards countrywide. Centralization is more
evident in the financial sectors, the national government has exclusive monopoly in increasing
taxes up to whatever percentage that it deems fit, and the provincial does not have the luxury
to do so, but the municipalities do have some autonomy because it can increase taxes by

increasing property rates.

2.4.1.4 The Origin of South African Model of Separation of Powers and its Operations

South Africa follows the footsteps of the world-renowned international democratic countries
like United Kingdom (UK), United States (US) and some other countries in Europe. What does
separation of powers mean? The separation of powers means that the Republic of South Africa
is governed on three levels. There is The Executive/Cabinet, which governs the country on
daily basis comprising of elected members of the legislative assembly appointed to positions
by the President of the Republic of South Africa (Constitution of RSA, 1996). Secondly, the
Legislative Assembly or Parliament which makes the laws of country and make Executive to
account on behalf of the people of South Arica. Lastly, the Judiciary, which enforces
constitutional compliance. The President appoints the Executive and concomitantly becomes
in charge thereof. It is important to mention that the Presidential appointment of Deputy
President, Ministers and Deputy Ministers remains his/her sole prerogative and right enshrined
in the Constitution of the Republic of SA. The President has the right to employ and fire the
Members of the Executive at will. The insurmountable powers of the President of firing and
hiring cannot be challenged in any structure or court of law thereof. The executive authority or
powers of Republic of SA are vested in the President. President and the Executive are like
Chief Executive Officers of the country they are accountable to the Legislature or National

Assembly, which is a law making body or institution (Constitution of RSA, 1996).
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2.4.2 The Apartheid Policy

Before 1994 democratic dispensation, SA was ruled by the constitutional policy of separate
development that denied African majority the right of franchise. Because of that, the Black
majority in South Africa were excluded in decision-making and legislative structures. The
franchise rights forms the basis of civil rights, bill of rights and human rights in any civilized
democratic state, its absence signifies totalitarianism, tyranny and dictatorship. The Apartheid
policy was the legislative Act and regulatory statutory framework and racial policy that
regulated interaction between Blacks and Whites in SA. Apartheid was repressive and it used
coercive force and sinister methods to exist. All government institutions including private
sectors operated along racial lines, Whites supremacy reigns supreme and they enjoy almost
all privileges including wealth and opulence whilst Blacks were oppressed and languishing in
poverty. Distribution of state resources and services were skewed to favour Whites, it is for
this reason that United Nations Organization (UNO) later called United Nations (UN) declared
Apartheid as a crime against humanity. It is for that reason that SA prior 1994 political
dispensation was banned to become a member of United Nations and many other international
organizations and bodies like Federation of International Football Association (FIFA,
Olympics, World Bank, World Trade Organization (WTO) and International Monetary Fund
(IMF). When the democratic government took over in 1994 it had an insurmountable task of

addressing imbalances and backlog of Apartheid (Beinart and Dubow, 1995, Connolly, 2013).

2.4.3 The South African National Legislative Assembly (Parliament)

South Africa is constitutional democracy therefore the Constitutional Court under the
stewardship of the Chief Justice makes Judiciary to be custodian of the Constitution of the
Republic of SA (Constitution of SA, 1996) The Speaker of the National Assembly on other
hand is charge of the Houses, National Assembly and National Council Of Provinces (NCOP)
which form the National Parliament of the Republic of SA (Senay and Besdziek, 1999,
Madlingozi and Woolman, 2007, Meyerson, 2004). According to the Constitution of the
Republic of SA (Constitution of SA, 1996), the Constitution of RSA is the supreme law of the
country and any law or legal statutory framework which its conduct and application is
inconsistent with the Constitution is invalid. The new dispensation transformed South African
government from being a Sovereign Parliamentary State to a Constitutional democracy
(O'Regan, 2004). The balance of power in a new Constitutional democracy slightly shifted
away from the representative democracy whereby the Members of Parliament (MPs) are

directly voted and chosen by the people (electorate) to represent them in National Parliament
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of South Africa, to a direct accountability system which the National Parliament can be
removed or dissolved the Executive or Cabinet without the audacity and powers of the
electorate who elected them to those positions, these powers are vested in the competence of
the Judiciary.

The failure by the Executive to comply with the constitution can be referred to the Legislative
Assembly for discussion, and if aggrieved members are not satisfied with the ruling they can
send their grievance to Constitutional Court of the Republic of SA. The Constitutional Court
will make a ruling but it cannot interfere with or tell the Executive or National Assembly what
to do, as it happened with the historical ruling in the Constitutional Court judgement on
President Zuma’s security upgrades in his Nkandla private residence where President Zuma
was found to have breached the Constitution of the Republic of SA, the Presidential Oath of
his Office, the Public Financial Management Act (PFMA) and Public Financial Management
(Public Protector, 2015). The Constitutional Court did not give verdict as what should happen
with the president it was all left in the hands of the National Assembly. Opposition parties
opted for impeachment for violating the constitution and his oath of office. The Executive,
chapter nine institutions, like public protector and National Assembly, must safeguard the
resources of the state, the tax-payers money against impropriety, and abuse. These structures
must not be oblivious when they see mismanagement rearing its ugly head, they must act like
whistle-blowers of society (Constitution of SA, 1999). This chapter will look at how South
Africa has responded to the public financial challenges. This will be done by providing the
most current literature on the subject of Public Financial Management and lastly to respond to

the aim of the study, objectives of the study and provide answers to the research questions.

2.4.4 The Fundamental Role and Functions of the South African Government

The Constitution of the Republic of SA advocates that the government or the Executive be
tasked with the responsibility of running daily activities of the state to the benefit of its citizens.
Public Administration and Public Financial Management are the determinants that give
direction as to how the government tends to run the state, and satisfy the ever growing needs
of the citizens of South Africa. It for this reason that the Presidential Review Commission in
1998 was formed, to implement strategic planning and performance management systems
(Minnaar, 2006). Both Public Administration and Public Financial Management requires
application of strategic planning policies, and principles to the latter in order to achieve good

governance (Minnaar, 2006). Good and sound governance requires responsive and good
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government, therefore to achieve good governance, government must be more responsive and
more transparent, productive and free of corruption, for government to enable to do that must
have an efficient public service and, effective government institutions which are there to serve
the entire nation at all cost to the best of their abilities (Bekker, Andrews, 2010, Fukuyama,
2013, Bryson, 2018).

The modus operandi of the South African Government starts with policy making which is goal-
driven with the ultimate objective of delivering measurable outcomes to the citizens. The
outcomes to be achieved must take place within a specified environment which stipulates the
nature of scope, and goals that must be pursed and executed. Furthermore management must
understand the performance management system (Ramulumisi et al., 2015). Public policy
making in the South African context is preceded by the political policy-making framework,
followed by the executive policy-making framework, and lastly the administrative policy
making framework (Constitution of South SA, 2001). The political parties and Community
Based Organizations (CBOs) during policy-making processes are invited to make submissions
and presentations in community forums called “Izimbizo”: a Zulu word which means
“Community Gathering” (Masango, 2002). In these community gatherings or forums the
views, needs and wants of the ordinary citizens are taken by elected members of the
constituency like Members of Parliament (MP) or Ward Councillor into their respective
Legislatures (McEwan, 2003).

It is important to highlight that in these forums citizens make suggestions regarding what they
want to be included in the Mid-Term Budget Expenditure Framework (MTBEF), final budget
and any public financial matters. Hence, such community engagements budgets are taken out
of Legislative Chambers to community halls, sport fields and marquees. Its bottom-up
approach, a discourse and narrative of the citizens is translated into government agenda or
policy. The MPs take the mandate from their constituencies to the parliament, in the National
Legislative Assembly that mandated proposal from the constituency is debated, and when the
Members of Parliament (MPs) vote in favour of the legislation or proposal which after being
voted becomes a law or an Act, which must be applicable in all tiers of the government. In this
way citizens participation is indirectly enhanced and promoted. The Executive must make sure
that passed laws are executed in all spheres of government by designated officials of
government. The administrative arm must ensure the operational formulation; framework and
guidelines for regulating administration are followed at all cost (Ramulumisi et al., 2015,
Minnaar, 2006).
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2.4.4.1 The Public Financial Management Operations within South African Government
Department

The Constitution of the Republic of SA, 1996 stipulates that all government departments are
responsible and constitutionally obliged to implement any of the laws, regulations, Acts and
policies that have been decided or agreed upon by the National Parliament or the
Executive/Cabinet. The Director-General (DG) is the most senior personnel after the Minister,
is the head of the department (HOD).Therefore, she or he is the accounting officer, that is, the
one accountable for everything happening in the department either good or bad. Furthermore,
the DG must ensure that suitable managers and staff with necessary and adequate expertise,
skills, qualifications, and credentials are hired to execute the functions, fulfil the objectives,
and mission of the government. It is pivotal that every department must have a strategy, which
must produce basic results which must be outcome-based. Every department must plan and
prepare a budget covering an envisaged or specific period. Under the National Treasury’s
guidance, supervision and monitoring, all government department budgets are integrated and
consolidated into single national budget, which has to be approved by the National Assembly
or Parliament. The provinces or local government must at all times comply with laws and
policies set up by National Government. Therefore, this will prevent government entities from
being liable for civil penalties for violation or breach the laws and policies set down by the
government through its parliament. According to the Constitution of the Republic of SA, 1996
the provincial government and the local government must receive their revenue, which may be
in the form of loans and grants, from the National Treasury (Department of Public Service and
Administration (DPSA), The Machinery of Government, 2003).

2.4.4.2 The ldeological Framework of South African Government

The South African Government operates under four main basic principles i.e. socialism,
capitalism, which has the elements of laissez-affaire connotation, social welfare state, and the
economic state (Bogopane, 2014). The sound governance in any organization is a recipe for
effective management, safeguarding the public resources utilization in a continuous manner in
an unpredictable environment. In order to achieve good governance there has to be institutional
mechanism that will focus on effective management, total quality management systems
(TQM), operational systems and transparency Fourie (2007, 2009). The Constitution of the
Republic of SA (RSA) encourages free and fair competition in the free market economy
amongst its citizens, therefore the state must provide the conducive environment for the citizens

to compete without prejudice of any kind (Thebe, 2017, Gildenhuys and Knipe, 2000). The
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South African Government operates under the notion of Mixed- Economy, whereby the
elements of Socialism are executed which benefits the citizens through social grants, free
health, and education and pension funds. These welfare systems do provide a fertile ground for
fraud and corruption. The connotation of social welfare state enables the state to provide
minimum standards of a ‘better life for all’ its citizens as promulgated by the African National
Congress (ANC) in its election manifesto. The economic welfare elements on other hand,
advocate for democratic norms, and values that emphasize the notion of free enterprise with
little government influence or intervention in the affairs of individuals in the economic or
business arena (Bekker, 2009). Managing the public sector is highly unpredictable because of
the environment of operation, because the simple and concise instructions communicated by
leadership are in many instances not implemented (Heyns, 2015). It is important to highlight
that the South African government operational framework is based upon political ideology
which has significant influence in deciding path, or routine that the government must take with
regards to financial policy of the state, and adherence to constitutional framework (De Vries
and Nemec, 2013, De Vries et al., 2016).

The government might take a radical stance regarding the issues of free trade, private
ownership of businesses and free enterprise. These ideological frameworks are contradictory
thus create uncertainty amongst citizens, especially those in business as they regard
government influence as being bad for business, and meddling in free market economy, which
is why they advocate for innovations instead, and a variety of methods like New Public
Management (NPM) that can improve the performance of public service (De Vries et al., 2016).
Osborne et al. (2014) and Dorsman et al. (2015) argued that the recession that took place in
2008 made governments worldwide respond with various strategies in addressing the impasse,
one of the strategies was to reduce public spending in order to create growth. However, Osborn
et.al. (2014) argued that NPM is not a viable mechanism to solve the problem. Performance
management has ignited new trends internationally in addressing public management thus,
introducing major organizational changes in public service institutions, organizational
innovations are seen as critical elements in the success of a public organization (Dorsman et
al., 2015). Organizations are continuously implementing new methods, and techniques in
delivering services to their customers, these organizational innovations are a response to meet
external environmental changes emanating from customer demands, deregulations, and
scarcity of resources (Walker, 2014, Pollitt and Bouckaert, 2011). These internal organization

changes are in pursuit of closing the gaps and flaws within the system, in order to achieve better
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performance in delivering of quality service to the community, and the organizational
performance must be measured against organizational objectives (Spekle and Verbeeten,
2014). In Public Administration, innovation is defined as a process or a system of establishing
and developing organizational projects, institutions, and services which are new to the
government it does not matter whether such projects have been existing in some department
(Zhu, 2014).

Governments worldwide are always faced with the challenge of creating a conducive
environment where the citizens can develop economically. Secondly, the government must
provide space for equal chances and opportunities, so that the citizens can compete freely in a
conducive environment and achieve a better life (Minnaar, 2014). The South African
government is expected by law to follow-suit the global trends and norms in managing the
public purse, as SA is a signatory in many world bodies like International Monetary Fund
(IMF), the World Bank, the World Trade Organization (WTO), the African Union (AU), the
African-Peer Review and Brazil, Russia, India, China and South Africa (BRICS). They all are
advocating for good and preaching the gospel of good governance amongst their partners
(OECD, 2013). Constitution of the Republic of SA (1996) compels government departments
into aligning, complying and adhering to Public Finance (PF), Public Finance Management
(PFM) and Public Finance Management Act (PFMA). The diagram below illustrates how the
Constitution of Republic of South Africa’s financial framework is designed,; it stipulates the
modus operandi and the procedures that the government must pursue in the administration and
financial management of government resources. Although the Public Finance Management Act
gives clear guidance and guidelines which must be followed by all government institutions and
departments, many of the prior-mentioned institutions have failed to produce the desired
outcomes. There is an outcry from South Africa citizens that the government is lacking
immensely on accountability in both public representatives and institutions (\Van Heerden and
Steyn, 2012).

2.4.4.3 The South African Constitution

In SA the National Legislature is supposedly in charge of handling the public purse, but it
cannot execute this mammoth task alone; it is for this reason that the National Legislature uses
other stakeholders or state agencies like provincial legislatures to take part in the administration

and management of the public purse.
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Figure 2.5: The South African Constitutional Public Financial Management

Framework

Source: (PFMA, 1996, Constitution of the Republic of SA, 1996)

The South African Public Financial Management Framework constitutes of the various roles
and functions played various role players under the leadership, stewardship and custodianship
of the National Treasury. The National Treasury of SA is constitutionally mandated as an
executive institution to facilitate, overseer and monitor all the issues relating to Public Financial
Management. The National Minister of Finance in SA is in charge of all public finances of the
government and s/he is an Accounting Officer who must account for all income and
expenditure of the state. The notion of corporate governance remains the pillar of handling
public purse as per chapter 13 of the SA Constitution. Despite all financial control institutions

and monitoring measures, some government institutions continue to receive unqualified audits

from Auditor- General. On the following page is the organogram of the National Treasury.
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2.5 The Environmental Factors where SA Government Operates

In any society the environment plays a tremendous role in behavioural patterns of individuals
(Robbins, 2001). Governments and organizations throughout the world do not operate in a
vacuum, but in an environment full of people or the public. Private institutions or organizations
provide the society with places where they can obtain food, on other hand the state’s
administration and management must provide society with necessary services like health care.
The communities’ continuous demand of quality service puts a strain on state financial

resources (Robbins, 2001).

e Management and administration must take place under certain environmental scenario.

e The environment where the community resides creates demands and needs in people’s
life, which must be satisfied and met by the government.

e The environmental challenges stimulate demands which administration must respond
into by taking the necessary action to address the needs of society.

e The needs of the society comes as inputs that administration gets from the environment
where it’s operating and must respond to it appropriately and meet expectations of
society.

e The inputs from the environment must be converted into outputs by administration and
management by providing a service that community wants e.g. providing of social
services like health care and education. The diagram illustrates the environment under
which the Government of SA operates, and in trying to meet and fulfil the demands and

needs of the citizens.
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2.6 The Civil Society in SA Government Demands Accountability

There are many civil societies in SA including the Corruption Watch, which was launched in
2012, the Helen Suzman Foundation, Freedom under Law, Right 2 Know, Black Sash, Save
SA, Litigation SA, Organization for Urban Tolling Alliance (OUTA) and My Vote Counts. It
is important to highlight that the prior mentioned civil society movements are Non-
Governmental Organizations (NGOs), which means that their mission is to deal with
government irregularities, maladministration and infringement of the Constitution of the
Republic of South Africa. These organizations act as the whistle-blowers of society because
they oppose government maladministration. They have on several occasions taken the

government into various courts to make the state rescind some of its decisions. Accountability
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does not only end when the government delivers goods and services to the passive and inactive
citizens but to ensure about quality and citizen’s satisfaction (World Bank, 2012). The
government must ensure it develops and empowers it citizens to become active and vibrant
participants in community programs so that it becomes “A People-Driven Program” (World
Bank, 2012). The shortest pathway to accountability is the direct communication and
interaction between the community and service providers so as to curb undesirable outcomes
(Jilke, 2013, Fox, 2007, Fox, 2015, Kosack and Fung, 2014). The community should be given
an opportunity to exercise substantive power of influence to service providers, this is called
“client power, public involvement and participation requires well capacitated, confident and
enlightened citizens who can hold the authorities and Executive to account without any fear,

favour, prejudice or reprisals of any kind” (Friedman and Miles, 2006, Obiyo, 2013).

Community based organisations (CBOs), non-governmental organizations (NGOs) and non-
profit organizations (NPOs) in SA are continuously demanding and exerting pressure for
greater accountability and transparency to the governmental officials, the State, members of
parliament (MPs) and Executive. It is one of the reasons why South Africa remains with a
relative margin of corruption compared to their counterparts in Africa and Latin America. The
vociferous shouting, whistleblowing and continuous surveillance by civil society groups of
government officials has made them to become major role-players in fighting against

corruption (Essoungou, 2013).

2.7 Freedom under Law and Black Sash (NGOs) vs Department of Social Development

The 2017-2018 civil society case was at Constitutional Court between Freedom under Law and
Black Sash vs Cash Paymaster Services (CPS) a privately owned -company contractually
tasked to pay out pension grants of Department of Social Development (DSD). Freedom under
Law and Black Sash wanted the Constitutional Court to bar the South African Social Security
Agency (SASSA) and CPS from entering into a new contract, which was going to benefit CPS
in exorbitant and insurmountable profits. In 2013, the ruling was made for the tendering process
to be halted. The ruling favoured Freedom under Law and Black Sash, DSD was told to stop
the process and open a new tendering process and DSD was ordered to pay the cost of the court
case. These civil society organizations saved millions of Rand of taxpayer’s money (Radcliffe,

2016).
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2.8 Freedom under Law, Helen Suzman Foundation versus the South African Police
Services

The case between the Berning Nhlemeza, the Head of Hawks, and Richard Mdluli, Head of
Crime Intelligence, who were accused of having committed heinous crimes, and
mismanagement of funds using their positions, and therefore unfit to hold esteem positions in
security departmental offices. They were both suspended and later Mr Nhlemeza was fired after
his appeal was set aside. Mdluli’s case is scheduled for the end of June, once again finding the
public servants guilty of maladministration has been a success of vibrant civil society
movements who had also saved a lot of taxpayers as these individuals were paid a lot of money

whilst waiting for their trials.

Helen Suzman Foundation took government to court over its failure to arrest Northern-Sudan
President, Omar al-Bashir, as ordered by International Criminal Court (ICC) since the South
African government as signatory to the Roman-Dutch Statute should have complied with the
directive of arresting Omar al-Bashir. Once again, state was found guilty of being an
accomplice in breaking the law and attempting to defeat the ends of justice court concur with
Helen Suzman Foundation (Rispel et al., 2015). The court case between the Presidents of the
Republic of SA vs Glenister and the Helen Suzman Foundation on the disbandment of the
crime-fighting unit called the Scorpions, which after an extensive court case the government
won. Freedom under Law and Helen Suzman Foundation launched a court case that fraud and
corruption charges levelled against Pravin Gordhan were unlawful, irrational, and that the case
was hopeless to be won in court. They also cited that laying charges against the Finance
Minister Pravin Gordhan caused the Rand to drop sharply; the charges must be dropped, as
there were very little chances of conviction. Civil society organizations continue to play a
significant role of being the voice of the citizens. They remain the voice keeping government

officials and the Executive accountable for their actions (Radcliffe, 2016).

2.8.1 The Role played by the Political Parties on Accountability and Transparency of
the Executive, Legislature and Government Departments/Institutions

The Democratic Alliance (DA), the Economic Freedom Fighters (EFF) and United Democratic
Movement (UDM) are leading the pack in the opposition in taking the government to court
relating to public finance mismanagement and constitutional matters. The EFF and the DA
took President Zuma to Constitutional Court for financial mismanagement and impropriety
when upgrades were done in his private homestead in Nkandla which cost the taxpayer R 246

million. The Public Protector found that there was gross negligence and complete disregard of
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the Public Financial Management Act when the upgrades were done. Both the Public Protector
and the Constitutional Court, respectively, found that the president had breached his Oath of
Office. He was then ordered to pay back the money for the items, which were not regarded as
security upgrades, as he claimed, but as personal luxuries like the swimming pool. The sum of
R 8 700 million was ordered to be paid by President Zuma from his own financial pocket
(Naidoo, 2012). In 2011, the Democratic Alliance took President Zuma to court in an attempt
to have him rescind his decision to employ or appoint Mr Menzi Simelane as National Director
of Public Prosecution, who was said to be unfit or proper to hold that office. The court agreed
with the DA that Simelane was not fit to hold office. The DA once again took President Zuma
to court to give reasons as to why he sacked Pravin Gordhan as Finance Minister, because his
reshuffling had financial ramifications in the Rand; the Judge Vally then ordered President
Zuma to give reasons to the DA why he sacked Finance Minister Gordhan. The DA, EFF and
UDM have taken the National Speaker of the Assembly and President Zuma to the
Constitutional Court, where they wanted the speaker to grant MPs the right to vote in a secret
ballot in a vote of confidence against President Zuma. Both the President and the Speaker of
Parliament, Baleka Mbethe, are refuted the claims as having no basis constitutionally. The DA
then took the Department of Justice and the Correctional Services to court, with its intention
of withdrawing from International Criminal Court (ICC). Once again, the state was found as
not having followed the correct legal framework in its intention to withdraw from the Roman-
Dutch Statute. The DA also has won another case against President Zuma, to have the charges
of corruption against him reinstated by Northern Gauteng High Court as they were dropped in
(October, 2016). The DA had also laid charges against the Passenger Rail Agency of SA
(PRASA) concerning how its Group CEO Mr Montana had solicited billions of Rand of SA
taxpayers to enrich his associates and himself by contravening PFMA and Supply Chain
Management (SCM) Framework of PRASA.

The reader might be mesmerized as to why political parties has been included in this research?
Various political parties and formations in SA socio-political landscape have placed a
tremendous pressure on government to account. The SA political parties have become the
whistle-blowers of maladministration within government institutions. These political parties
had taken government to court on various accounts of maladministration and violation of
constitutional and legislative statute. The political pressure for the ruling party the African
National Congress (ANC) has happened in national, provincial and local spheres the political

parties demanding the ANC to account politically for the actions of its political office bearers
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like councillors in the municipality, Member of Executive Council (MEC) in the provinces,
National Ministers and President. Furthermore SA citizens are concerned about the corruption
ratings of SA in the international domain. SA is ranked 69 out of 176 member states with
regards to fraud and corruption which is continuing to rise (Transparency International &
Corruption Perceptions Index, 2012). Furthermore it highlights the pivotal role that has been
played by various political organizations, had they not intervened the looting of the state
resources, income and expenditure statement of the state might have worsened. Despite the
overwhelming outcry from a number of Non-Governmental Organizations (NGOs) who have
taken it up to fight scourge of corruption in the public service include National Anti-Corruption
Forum (NACF), Corruption Watch, Save SA and the various opposition political parties. There
is also constitutional and legal frameworks to curb irregular maladministration and wasteful
expenditure, but fraud and corruption has not subsided but is increasing at alarming rate
through tender-entrepreneurism, procurement and Black Economic Empowerment (BEE)
fronting (Lodge, 2014, Koelble, 2017).

2.9 The Chapter 9 Institutions
2.9.1 The Oversight Role of Chapter 9 Institutions and Government Accountability

Gallagher and Ocampo (2013) express that the IMF finds that developing countries in many
instances are faced with challenges of strengthening the fiscal and financial discipline within
their governments, secondly they have to create a conducive environment and atmosphere for
public financial personnel and managers and to safeguard the financial processes of the state,
this can be achieved by allocating and aligning state resources with the policy priorities of the
government. It is for this reason that SA established Chapter 9 Institutions. Politically, the
Chapter 9 Institutions is the State Institutions Supporting Constitutional Democracy (SISCD).
Their roles and functions are enshrined in the Constitution of the Republic of SA, consist of
the Public Protector (PP), the Auditor-General (AG), the Electoral Commission (IEC), the
South African Human Rights Commission (SAHRC), the Commission for Gender Equality
(CGE), and lastly, the Commission for the Protection of the Rights of Cultural, Religious and
Linguistic Communities (The Human Right Commission (HRC), 2006). These institutions are
independent of government, subject only to the Constitution and the law, and report annually
to Parliament. In 2006, an ad hoc Committee on the Review of the Chapter 9 Institutions and
Associated Institutions was established to investigate the effectiveness and efficiency of these

institutions, and to establish whether they were fulfilling their constitutional mandate.
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Although Chapter 9 brings together six distinct institutions, they have important things in
common which suit them for their twofold roles as institutions intended both to check
government and to contribute to transformation. The prior mentioned institutions are
independent of government and they are operating under the Constitution of the Republic of
SA and the statutory law, and must report annually to the National Parliament. These
institutions were established to safeguard the efficiency and effectiveness regarding
constitutional issues and continuous adherence and implementation thereof. Whilst they all
play pivotal role in doing checks and balances of the government operations, however the
Auditor-General and Public Protector are the most appropriate watchdogs and relevant for this
study as they have jurisdiction to investigate the misappropriation of the public purse and abuse

of state resources.

2.9.2 The Public Protector (PP) of the Republic of SA

The 1993 Interim Constitution of the Republic recommended the introduction of Public
Protector’s office under the constitutional framework called the Public Protector Act. In
October 1995, the office of the PP became operational in SA (SA Constitution, 1994). The PP’s
office was seen as mechanism of strengthening and reinforcing constitutional democracy in SA
by continuously maintaining the ethics of an efficient, effective and properly organized public
services. The Constitution of the RSA of 1996 gave this office the authority and audacity to
investigate the government affairs on matters relating to public maladministration and
mismanagement, to make earnest reporting about status of affairs, and as per the findings
thereof institute or take the decisive and precise remedial action (Public Protectors Act, 1994).

This was seen as the legitimate and decisive step by the new democratic government to protect
the SA public against unconstitutional laws, intergovernmental maladministration and abuse
of state resources. The PP’s office was arguable seen as a means of the newly elected
democratic government to deal with fraud and corruption within the government institutions.
Furthermore, the office of the PP was to uphold the principles of good governance,
transparency and accountability (Constitution of the Republic of SA Act 200 of 1993). The
modus operandi of the PP starts by investigating the alleged reported act of maladministration,
fraud or corruption brought forward by any public member or whistle-blower, the Public
Protector must gather evidence through documentation, and call upon witnesses to give
testimonies about the alleged complaint to determine whether it is authentic or not. The PP is
constitutional obliged to report biannually its findings to the National Parliament which must

take the decisive action about the concluded act of corruption.
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The PP its constitutional mandate is to strengthen democracy by investigating thoroughly the
improper and prejudicial conduct, abuse of power by officials in government affairs,
maladministration, administrative dispute resolution, negotiations, advising, mediation by
rectifying acts and take remedial action as it happened with upgrades at President Zuma’s
private home which cost R 246 millions of tax taxpayer’s money. The President was ordered
to pay back the money by the PP; the sum of R 8million was paid to the National Treasury. An
amount of R 700 million has been lost due corruption since the dawn of democracy in SA. A
sum of R 2.429 billion in irregular expenditure was lost in the Free State during the period
between 2013-2014 because of non-compliance with the procurement of goods and services,
and Supply Chain Management. Tshwane Metro paid R 830 million between 2013 October-
May 2015 to install 800,000 water meters. PRASA paid a sum of R 620 million for unsuitable
locomotives and the tender processing was irregular. These are irregularities in spending of
taxpayers’ money. If it was not for the PP, the prior mentioned irregularities might not have
come to the public domain (Pillay and Kluvers, 2014). The Public Protector is supposed to
safeguard and protect the resources of the state, but the former Public Protector’s son damaged
a state vehicle, which incurred damages of around R470 000 in repairs (South African
Broadcasting Corporation (SABC), 2016). It is important to highlight that whilst the powers of
the Public Protector are enshrined in the SA Constitution Act 23 of 1994, there was however,
disagreement and confusion about the powers of the Public Protector with regards to whether

the remedial action she recommended was binding or not.

There was a constitutional impasse concerning remedial action of the Public Protector, hence
two professors who were the heads of departments from the school of law at University of
Witwatersrand and University of Cape Town were approached to give clarification on the
matter. Their response on the matter was astonishing, as it was not unanimous decision; it was
for this reason that Economic Freedom Fighters and Democratic Alliance approached the
Constitutional Court to make a ruling. Moreover, the PP investigated the alleged corruption in
the SABC, where the then Chief Operations Officer’s qualifications did not meet the job
requirements. The PP investigated whether the COO was fit to hold that office and position
without requisite qualifications. The PP’s remedial action was that the COO should relinquish
the position. The Supreme Court of Appeal argued that the PP’s remedial action was binding.
In the previous scenario, the DA had taken the matter to court, where it was confirmed that the
PP’s suggested remedial action was not binding, but merely a recommendation. This latter

ruling was later refuted by the Supreme Court of Appeals and later confirmed by the
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Constitutional Court in President Zuma’s constitutional case regarding upgrades in his private

residence.

2.9.3 The Public Protector and the Proposal of the State Capture Commission

In 2013 there were spurious allegations that emerged from various opposition political
organizations in National Assembly that the South African Government was captured,
influenced and controlled by outside forces and certain powerful individuals or families. On
top of the list with such influence were the Guptas’ family or brothers. The Guptas were alleged
having the powers to appoint and dismiss the Ministers. Furthermore, there is strong
assumptions that Guptas were having insurmountable power leverage in the state owned
enterprises (SOESs). These allegations were propagated by the Congress of the People (Cope),
Economic Freedom Fighters (EFF), Democratic Alliance (DA), Inkatha Freedom Party (IFP)
and United Democratic Movement (UDM), African Christian Democratic Party (ACDP),
Freedom Front-Plus (FF), Pan African Congress (PAC) and some smaller organizations. Some
other allegations came civil organizations and whistle-blowers like Organizations of Urban
Tolling Alliance (OUTA), Save SA, Corruption Watch, Helen-Suzman Foundation, Ahmed

Kathrada Foundation, and Freedom under Law, Social Justice Coalition and lastly Section 27.

Some of these organizations approached the Public Protector to investigate the allegations into
the due influence in the appointment of the Executive by then the President Jacob Zuma and
the abuse of power and state resources by the Executive for self-enrichment or aggrandizement.
The findings of the Public Protector in her recommendations highlighted that a commission of
inquiry be established to unearth the allegations of the state capture. The concept of state
capture commission simple means that the South African Government was controlled and
influenced by outside forces which dictated to the Executive what to do or not do. The then
President Jacob Zuma appointed the commission of inquiry which was to be chaired by the
Deputy Chief Justice Zondo. The terms of reference (TOR) contained 15 points which pointed
to maladministration, fraud and corruption, appointment of the Executive and external
interference and influence thereof. The first witness to the State Capture Commission of
Inquiry was the Acting Deputy- Director General (DDG) from the Chief Procurement Office.
The Acting Deputy-Director General highlighted the velocity, magnitude, volume and
complexities of procurement within the South African Government. The (DDG) explained and
outlined the procedures as well as modus-operandi that must be followed in the acquisition of
goods and services of the state, the Acts involved like Public Financial Management Act
(PFMA), Municipal Finance Management Act (MFMA), and the Public Procurement Act. On
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the 25" of August 2018 the then the Deputy Minister of Finance took the stand as the second
witness in the saga of State Capture Commission of Inquiry. The witness highlighted as to how
the Guptas tried to coax him to give them favours in the state owned enterprises. In return of
the favour the Deputy Finance Minister would be promoted to be the Minister of Finance.
Furthermore the Deputy Finance Minister informed the State of Capture Commission the
Guptas promised to pay him R 600 million which he didn’t accept. The Deputy Finance
Minister pointed out that the Guptas told him that they had insurmountable powers to appoint
and fire the Executive. On the 27" August 2018 the third witness to give evidence in the State
Capture Inquiry was the then Chairperson of the state owned enterprises (SOES) she took a
podium where she made allegations as to how she cajoled by the Guptas to influence the
procurement processes to their advantage in the state owned enterprises (SOEs), (Commission
of State Capture Inquiry, 2018). The chairperson of the (SOEs) was promised the ministerial
position as it happened with the first witness (Commission of State Capture Inquiry, 2018).
The fourth witness to take the stand was the then the Head of the Government Communication
Information System (GCIS) and the Government Spokesperson dealing with government
correspondence and information publicity. The Head of GCIS highlighted how the former
President Jacob Zuma pleaded and influenced him to advertise the government tenders and
contracts in the Guptas newspaper the New Age. The GCIS Head also made allegations that
the Guptas threatened to Kill him if he did not toe the line, similar allegations were made by
the Chairperson of Public Enterprises (State of Capture Inquiry, 2018). During the writing of

this thesis commission was continuing.

2.9.4 The Auditor-General of the Republic of South Africa

The Auditor-General is Chapter 9 institution within the Constitution of the Republic of SA
(sections 181 & 188). The Auditor-General of SA (AGSA) main responsibility is to promote
and enhance democracy. The AGSA has to ensure that transparency and accountability and
good governance is achieved by adhering and complying with legal statute.

2.9.5 The Framework under which Auditor-General of SA Operates

The AGSA office in order to fulfil its constitutional mandate of safeguarding the fiscal
utilization of public resources is obliged to take into cognisance the key stakeholders provided
in the framework. The failure to comply with designated framework means the credibility of
his/her findings will not receive authenticity, reliability and validity.
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Figure 2.8: The stakeholders in Auditor-General of South Africa
Source: (Perry, 2017)

Despite all these key stakeholders oversight role, however the AGSA audit reports highlights
that various government institutions are struggling to cope with record-keeping, so without
sound recording-keeping and management in the SA’s Public Sector, effective auditing and
accounting process is compromised (Ngoepe and Ngulube, 2016). Record-keeping,
management and auditing forms the solid relationship and foundation for all accounting
practices, AGSA had instances found that documents were either disorganised or did not exist
which made retrieval process impossible, hence financial accountability being highly
compromised (Ngoepe and Ngulube, 2016). The AGSA is there to make the government to
account or “the watchdog over the state performance”. It performs the oversight role on public
finances of all government divisions or tiers be it national, provincial or local, powers are
constitutional granted by Section 188 of the Constitution of the RSA. The Auditor-General has
found gross maladministration, wasteful and irregular expenditure in various government
departments and public enterprises. In 2013, Auditor-General found out that R14million spent
by Passenger Rail Agency of SA (PRASA) on procurement, which was irregular because of
not following due process in renewing of contracts and Supply Chain Management. PRASA
out 56 targets it was given, PRASA only managed to meet only 29 out 56 and that cost entity
a lot of money (Auditor- General Report, 2014-15). The greater demand of accountability and
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transparency by citizens, and the global recession of 2008 has made governments worldwide
to adopt integrated financial innovations practised in the private sector (Bartocci and Picciaia,
2013).

In January 2013 The Auditor-General found out that eThekwini Municipality’s irregular
expenditure was R 785 million, and that 74 tenders worth more than R 7.7 million were given
to eThekwini Municipality’s employees, which displayed high levels of conflict of interest;
furthermore, 161 tenders or contracts, worth R 32 million, were awarded to government
employees. The AG also found out that 15 employees of the council breached the principles of
Supply Chain Management. In Mpumalanga Province, the sum of R 2 billion was incurred as
irregular expenditure by the Department of Health (DoE) during the 2014-2015 financial year.
In 2014-2015, a sum of R 46.7 billion was spent as irregular expenditure across SA’s national,
provincial departments and State Owned Enterprises (SOEs). In 2012-2013 Auditor-General
found out that, R 12 billion was outstanding in Department of Health in Gauteng. An
Accounting Officer in the Department of Health in Gauteng failed to prevent irregular
expenditure of R 5.7 billion and R 408 million of wasteful expenditure, R324 millions of which
was wasted in acquiring goods and services, R 270 million on security without following
procurement processes, R 825 million in unsolicited tendering bids and lastly R 120 million
irregular expenditure on infrastructure development (Auditor-General Report, 2015-16).
Because of wastage of public resources, Members of Parliament have expressed their
dissatisfaction and intolerance of continuous corruption within the public service (Integrated
Annual Report, 2017-2018).

On the recommendations of the Standing Committee on the Auditor-General (SCoAG), Public
Audit Act Bill (PAA), which was later followed by Public Audit Amendment Bill, was crafted
and passed by parliament, to strengthen the mandate of the AGSA of facilitating corrective and
consequential action, on the audit findings and recommendations in pursuance of curbing
maladministration (Integrated Annual Report, 2017-2018). The AGSA, addressing the
parliament ScoAG, informed MPs that government irregular expenditure is above R 45 billion
(Makwetu, 2018). In 2016-2017 the AGSA reported that the municipalities of SA carried an
irregular expenditure of R 28.4 billion which accounts to more than 70% of the total irregular
expenditure. In 2017-2018, State Owned Enterprises were seeking a R 59 billion bailout from
the National Treasury (Daniel, 2018). The South African Broadcasting Cooperation (SABC) is
owing 64 companies R 100 million, Eskom is owing R 19 billion due irregular expenditure

since 2012. SAA has in recent years received more than R 15 billion bailouts which is estimated
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at R 21 billion in 2021. In 2017, the South African National Road Agency Limited (SANRAL)
was owing R 10.5 billion, because SANRAL wrote-off the debt of R 3.6 billion that was owed
by Gauteng motorists who vehemently refused to pay for the service. The total irregular
expenditure in 2018 stood at R 72.6 billion, whereas in 2017 it was R 42.8 billion. The irregular
expenditure nearly doubled in 2018 in spite of all governmental financial control mechanisms,
which is a worrisome and frustrating scenario for the AGSA, SCOPA, SCOF, Executive and
National Assembly. Transnet R 8.1 billion, Water and Sanitation R 6.2 billion, Water and
Trading Entity R 4.9 billion. Department of Correctional Services R 3.2 billion, Property
Trading Management Entity (PFTME) R 2.3 billion, Department of Basic Education R 1.7
billion , Department of Defence R 1.7billion, Department of International Relations and
Cooperation (DIRCO) R 1.2 billion, SA Social Security Agency (SASSA R 1.7 billion, SA
Postal Office (SAPO) R 1billion.

2.9.5.1 The Implementation of Public Financial Management in South Africa

The execution of Public Financial Management (PFM) in the Republic of SA must be
accordance with the constitutional framework of Public Finance Management Act, 1999
(Constitution RSA, 1996) This study seeks to determine and assess the extent to which PFM
and PFMA were able to achieve the set objectives as required by the statute in the Department
of Public Works. The statute stipulates that government departments should without fail
achieve or enhance effectiveness, value for money, efficiency and equity in spending public
money. Public Finance Management Act and PFM will be viewed in accordance with financial
audited statements, budgeting, meeting annual performance targets, risk factors, plans but able
to achieve critical success against all odds. The challenges in administrative leadership with
regards to skills availability and capacity in execution of PFM poses serious threats when it
comes to issues of financial accountability. The correct implementation of PFMA and PFM
will combat and eliminate fraud and corruption within the Department of Public Works (DPW)
because both they categorically stipulate the modus operandi to be pursue regarding financial
accountability, budgeting planning and implementation, reporting and monitoring, and lastly
supply chain management, when PFMA and PFM are executed accordingly significant

financial improvements will emerge (PFMA, 1999).

2.9.5.2 Budget Planning and Execution
The continuous existence of an organization depends on how budget planning, presentation
and implementation are handled, budgeting plays an indispensable role in any organization’s

utilization of resources without proper and appropriate budgeting mechanisms organizations
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will not survive (Ahmad, 2014). Budgeting outlines the organizational aspirations, interests,
goals and objectives which the organization intends to achieve in the future. Budgeting forms
the fundamental basis of all organizational financial planning processes and activities, which
safeguard, monitor and control country’s national economy, towards a systematic planned
development of ensuring that correct and appropriate utilization of government purse are
pursed (Lee et al., 2013). Budget execution is the mammoth task and challenge for many public
institutions because government must craft precise financial forecasts, and projections of how
certain organization’s developmental programs must be implemented using economic
framework (Gachithi, 2010). Budget implementation is not without challenges as unforeseen
and extenuating circumstances, costs and needs emerges which cause economic fluctuations in
the financial structure which requires vociferous budget review, and variance which can
guarantee proper implementation (Onyiah et al., 2016, Kiilu and Ngugi, 2014). The
organizational success largely depends upon the efficient and effective planning, utilization
and execution of the budget. Budgeting plays a pivotal role in strengthening fiscal and financial
discipline of the organization by prioritizing, and aligning policies with resource allocation to
enable a conducive environment for the public financial officers, and monitor the due processes
(Mkasiwa and Gaspar, 2014). The Constitution of the Republic of SA gives credence to the
Minister of Finance to ensure that tax revenue collection is well executed by SA Revenue
Services (SARS) within the legislative, and legal framework (Constitution of RSA, 1996). The
Minister of Finance is tasked by SA Constitution to do budgeting planning of the public purse
through various mechanisms like Mid-Term Budget Framework Review (MTBF), and present
or tabled it to the National Assembly for discussions, debates and adoption (Government
Gazette, 1996). Similar practice must take place in provincial and local government spheres
such as municipality. The Member of Executive Council (MEC) of Finance in the provincial
legislature, mayors and municipal managers must follow suit (PFMA, 1999). The Minister of
Finance has to ensure that control measurement and stewardship are in place to safeguard
public funds (PFMA, 1999). The MTBF enables the country to evaluate economic climate and
growth, the economic challenges like budget deficit, budget predictions, and proposal for the
next financial year (Constitution of Republic of SA, 1996).

2.9.5.3 Accounting, Recording and Reporting
The Minister of Finance of the Republic of SA is a representative of the Executive and has a
sole responsibility of being answerable to the executive of the government (monocratic

budgeting) and the Legislative Assembly regarding national budgeting and central budgetary

100



matters. The Minister of Finance of SA is in charge of National Treasury therefore has to ensure
that adequate information and records are always produced, decision-making control measures
are in place, information is disseminated and freely accessible to all South African citizens
whenever is needed (Constitution of RSA, 1996). The Public Service Accountability Monitor
(PSAM) is an independent research organization, which seeks to strengthen democratic values
underpinned by accountability and transparency as the cornerstone and life-blood of sound
democratic state. PSAM is tasked with the responsibility of doing research which encompasses
monitoring and policy analysis of public sector financial performance. PSAM collect
information on how public institutions handle and manage resources of the state, and how the
government is dealing with cases of corruption and misconduct. Public Service Accountability
Monitor cascade such information over to the legislature, the ordinary public and civil
organizations. By providing such information and tools PSAM wants to enable the prior
mentioned units to institute or launch legitimate, and authentic complaints so that the entrusted
government officials and ministers are held accountable, about their performance in the
utilization of public resources. This allows an ample opportunity for the ministers to respond
appropriately by providing the comprehensive report about their organizational challenges,
failures, achievements, and successes to the citizens of the Republic of SA. Public Service
Accountability Monitor has to ensure that the recommendations tabulated by oversight bodies
like SCOPA, SCOF and Auditor-General are implemented without fail. Furthermore to ensure
that financial records are well documented and kept. PSAM must ensure that commitments and
pledges made by government ministers, senior management team and officials are executed. In
the national legislation, the Constitution of the Republic of SA, Section 215 stipulates
categorically that the national, provincial and municipal budgets, should be tabled before
government legislative institutions, it also prescribes the format of how these budgets should
presented. Section 216 of the Constitution of the Republic of SA deals specifically with
treasury measures of control, and requires legislation to “establish a national treasury and
prescribe measures to ensure both transparency and expenditure control in each sphere of
government” by introducing, among other things, “generally recognised accounting practice”
and “uniform treasury norms and standards”. In addition, sections 217, 218 and 219 deal with
procurement, government guarantees and the remuneration of persons holding public office
respectively (Constitution of SA 1996).
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2.10 External Financial Control Measures
2.10.1 The Oversight Role

The public finance management system in South Africa has gone through fundamental changes
and is still under transition, especially after South Africa’s democratization in 1994. These
fundamental changes in public finance are characterised by the fact that public service, in
general, in South Africa has evolved as well and is still in the process of transformation. Based
on the PS transformation in general and public finance in particular, institutional design and
the mind set of public servants in general have to respond to the transformation taking place in

the Public Service.

Therefore, managerial leadership should be skilful both conceptually and technically,
especially in public finance systems and governance in general. It is because a skilful leader
should be able to ensure that government objectives, particularly in implementing the PFMA
1 of 1999 including the Municipal Finance Management Act (MFMA) 56 of 2003 are
maintained. Furthermore, these institutions ensured that the Executive is held accountable in
handling the public purse and the resources of the state. These institutions involves Standing
Committee on Public Accounts (SCOPA), Standing Committee on Finance (SCOF), Public
Protector, various Portfolio Committees, the National Parliament and Auditor-General. These
oversight institutions have the authority and audacity to summon the Executive to account
about their performances in their department (National Office of Auditing and Accounting,
2002). The Constitution of the Republic of SA, 108 of 1996 (SA 1996), Chapter 13, which is
not like many constitutions of various countries in the world in detail addresses the issue of

public financial management.

2.11 The National Parliament of the Republic of SA

The Constitution of the Republic of SA, 1996 stipulates and give powers to the Parliament to
exercise oversight role in monitoring and overseeing how the government operates or acts,
South African government actions or operations must align with constitutional framework. The
Constitution stipulates that Parliament have mandate to ensure that all organs of the state are
monitored. The oversight has to ensure that government performs appropriately and its utmost
best by delivering the quality service to the people of SA (Constitution of the Republic of SA,
1996). The Parliamentary Committees are constitutional frameworks of the Republic of SA,
which were formulated to as the mechanisms of the Houses to fast track, facilitate, do checks
and balances by monitoring the actions of the government (Constitution of the Republic of SA,
1996).
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2.12 The Public Sector Governance

There is no universal accepted definition of public sector, however theorist agree that it is a
public administration discourse composed of a series structural arrangements, which has to do
with allocation of resources, and the effective and efficient utilization thereof so to benefit the
citizens (IFAC, 2013). Furthermore, public sector governance must take into cognisance the
stakeholders and role-players involved i.e. government, community based organizations,
private sector and public sector. Governance may be defined as a process or a system decision-
making and the process under which those decisions are being executed (Abednego and
Ogunlana, 2006).

2.12.1 The Public Sector/Service Innovation
This can be explained as an introduction of a new or improved public service system
encompassing a lot of improvements ranging from organization’s communication methods,

modus operandi, and organizational processes (Bekkers et al., 2013)

In the most recent years greater focus has been directed to the role played by government in
governance of the state resources. According to Ansell and Torfing (2014), corruption and poor
governance have plagued governments in the developing countries but through public sector
innovations and collaboration, there is improvement. Corruption and governance are crucial
elements because of the manner they affect the governance of the state, and inter-alia are
affected by the role played by state, therefore these concepts determines good governance,
good government requires good governance (Andrews, 2015). Furthermore, good governance
is an essential element or component to enhance financial and economic management
framework encompassing stable macroeconomic outlook, government commitment to
economic and social equity (Department for International Development (DFID)(Brinkerhoff
and Brinkerhoff, 2015). The government has to ensure that efficient and oversight institutions
are promoted to do checks and balances and make government accountable (Public Protector,
SA, 2016). There is variety of factors that cause poor governance these may emanate from
ignorance, lack of efficient and vibrant institutions, pursuing inefficient and stagnant
ideological frameworks and economic models, hence the need of innovations (Ferri and Zan,
2019, Faundez, 2016). It is important to highlight that poor governance does not equate
corruption but it must accepted that poor governance in many instances is a recipe an ingredient
for corruption and poor performance (Donen, 2018). According to Mandeli (2016), lack of
government commitment to craft and execute good governance’s principles and policies, it

compromises and jeopardises good governance. Where there is poor governance, corruption
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thrives and it will reign supreme (Corkery et al., 1995, Agere, 2000). Public sector innovation
and public governance has an influential bearing on each other, public sector innovation inspire
organizations to emerge sophisticated systems of social change that will subsequently require
new mechanisms to execute public governance (Scupola and Zanfei, 2016, Downes and Nunes,
2014)

2.12.2 The Financial and Fiscal Commission

The competence and responsibility Financial and Fiscal Commission is that of being a
consultative body or an organization, which gives government advices about financial and
fiscal matters and makes necessary recommendations for all government organs, and
institutions in all spheres or tiers of government. By the virtue of constitutional powers invested
in the President of the Republic of SA she or he remains, having a prerogative right to appoint
the members who sits and serve in this commission are who are conscientiously chosen because
of their expertise and prowess. The Financial and Fiscal Commission just like Public Service
Commission (PSC) must act and execute its mandate in an impartial manner by making
appropriate recommendations as enshrined in the Constitution of the Republic of SA, 1996 in
all spheres of government that is national, provincial and local government (Erasmus and
Visser, 2002). As an independent body, the commission is required to act impartially and to
make recommendations regarding matters as prescribed in the Constitution (1996) relating to
the three spheres of government (Erasmus and Visser, 2002). The Financial and Fiscal
Commission is bound by the Constitution of the Republic of SA, to respond to the basic
requirements and needs concerning how it has performed and managed in public finances.
Furthermore, these two departments must on regular basis report to the National Parliament,
the National Council of Provinces (NCOP), and the provincial legislatures on all proposals and
recommendations Financial and Fiscal Commission must display principles of openness and
transparency. It is the duty of the commission to propose advice and make recommendations.
The Financial and Fiscal Commission with regards to the division and utilization of public
purse between the various tiers of government, the commission recommended that the state
revenue must be equitable distributed with other inter-governmental fiscal and financial
matters. The Financial and Fiscal Commission has a potential and capability of controlling the
negative imperatives and effects, which might have subjective connotations and implications,
which are advocated and intended to benefit the powerful, and influential political decision-
makers in the distribution and allocation of the state resources within various structures of the

government (Erasmus and Visser, 2002).
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2.12.3 The Role of Public Service Commission in Public Sector of South Africa

The Public Service Commission (PSC) of SA is supposed to be an impartial and independent
body crafted and established by the Constitution of the Republic of SA (1996). It was seen as
the mechanism and custodian to safeguard the appropriate application of sound governance
practices in the public service. Its constitutional mandate was derived from Sections 195 and
196 of the Constitution of SA, 1996. The PSC is mandated to promote greater professionalism,
well and sound ethical leadership and environmental practices. Furthermore, PSC must ensure
that it adds substance and valuable ingredient in public service by ensuring that it is efficient,
effective, accountable, equitable, committed, and incorruptible and respond promptly to the
basic demands of the citizens of the Republic of SA (Public Service Commission, State of the
Public Service Report, 2013).

As per the Constitution of the Republic of SA, 1996 in Section 196(4), the PSC is
constitutionally obliged to enhance democratic principles, values, norms and standards
enshrined in the Constitution. The PSC must always keep public service in check or alive by
ensuring that thorough investigations on public service and administration are appropriately
and properly executed. The PSC must evaluate and monitor the performance of public service
administration practices and operations by reporting, cascading and disseminating their
findings, and information to the relevant stakeholders like Parliament and government
departments. The PSC must propose and recommend strategic measures and controls, tools and
mechanisms to ensure greater effectiveness and efficiency in the public service performance.
The PSC must annually without fail make a full presentation in the National Assembly; or in
the provincial legislatures to divulge the provincial activities, provincial performances and
compliances. The reporting that is done to the respective provincial either legislatures or the
National Parliament must not be compromised (Du Toit and Van der Waldt, 1999). The PSC
must always retain its status of impartiality and independence in order to retain its credibility
and worthiness. About the issue of the HRM, PSC to ensure that sound governmental
procedures and practices, which relates to HRM are adhered to or complied with, as per the

regulatory prescripts outlined in the PSA of SA.

Thonzhe and Doorgapersad (2017) suggested that if the PSC has found flaws of incapacity and
inadequacies in the human resource, PSC must develop training programs to empower the
employees to excel in sound public financial management performances. Whilst the

government procedures, Acts, rules and regulations, policies and frameworks plays a pivotal
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role in the public administration but on other hand they can’t interpret, implement and evaluate
policies, nor can they take away the assessment and insight role presented and offered by the
governmental employees and officials i.e. the human touch or involvement is irreplaceable. In
conclusion, PSC has a tremendous potential of paradigm shifting or drifting away from the
paradigm of statutory principle and compliance to a model that is outcomes or results based
(Thonzhe and Doorgapersad, 2017).

2.13 The Parliamentary committees of the Republic of South Africa

2.13.1 The Association of Public Accounts Committees (A.P.A.C.)

The first public accounts committee was established in United Kingdom in 1861 (Botes, 2011).
The A.P.A.C was establish an oversight legislative mechanism to enforce good governance,
financial accountability, eradicate fraud and corruption, and create conducive environment for
sustainable economic growth (Pelizzo and Stapenhurst, 2013). The SA Parliament Public
Accounts Committees and the nine provinces of SA established the Association of Public
Accounts Committees in the year 2000 (Lodge, 2005). This was done to follow the global
phenomenon, the model pursued was specifically taken or derived from the New Zealand, and
the Australian frameworks called the Council of Public Accounts Committees (Wenher and de
Renzio, 2013, Wehner, 2004, Pelizzo, 2011). The Association of Public Accounts Committee
managed to make a paradigm shift in public financial management of SA. The A.P.A.C
paradigm shift strategy enabled and enforced South African national legislature, provincial and
local legislatures to endorse Public Accounts Committees. The A.P.A.C was seen as the
desirable and recommended tool and mechanism for effective implementation of financial
policies, laws, administration and practices overseeing quality service delivery on the public
institutions. Various attempts were made to involve the expertise and competence of tertiary
institutions like universities, colleges, and training and learning centres. These institutions must
also through their curriculum focus their attention on the methodology, and mechanisms to
enhance and necessitates the improvement of public financial management, accountability in
the government institutions and departments of SA. Furthermore, the Association for Public
Accounts Committee recommended that the learning institutions must do a lot of research, craft
and formulate financial and special designated courses to capacitate public servants in the
Accounting and Public Finance. With such government strategic interventions, the government
will inevitable produce highly level of prospective and capable public servants, which

concomitantly will produce greater number of Chief Financial Officers (CFOs) to lead,
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supervise, monitor and manage Public Finance in the various government institutions and

departments.

2.13.2 The Standing Committee on Public Accounts (SCOPA)

It is the responsibility of the SA Parliament enshrined in the Constitution of Republic of South,
1996 that National Parliament must always be more critical of the role and the responsibility
played by Executive, and should without any shadow doubt play a vital oversight function
(Lodge, 2005). Since its inception the various Standing Committees on Public Accounts
(SCOPA), Auditor General’s offices and Public Finance Management Act (PFMA) are
continuously co-operating very well in doing sterling and marvellous work of raising the
compliance bar or level for the various government institutions and departments (National
Treasury, 2001. Through co-operation, these organs of the government institutions i.e.
(SCOPA, APAC and PFMA) made a paradigm shift in advocating and insisting for the
introduction of an accrual method of international accounting standards called the General
Accepted Accounting Practice (G.A.A.P.). The General Accepted Accounting Practice
(G.A.A.P) replaced Cash Accounting system, which was used by the previous Apartheid
regime or dispensation (National Treasury, 2001).

External auditing is enshrined in the SA Constitution of 1996-it gives credence to Auditor-
General to audit government departments, and institutions including national assembly or
legislatures in the provinces and local government (SA, Constitution, 1996). The external
auditing is available to do checks and balances of the National Treasury by scrutinizing its
administration, financial accounts including the income and expenditure statements, examining
policies, value for money, service delivery of the government and to hold the public servants
and the government to account about their actions (PFMA, 1999). In SA the financial oversight
role is played by Standing Committee on Public Accounts (SCOPA) that calls upon various
government departments and State Owned Enterprises (SOEs) to the National Assembly
(National Treasury, 2001). These government entities are called to account and report about
their departments’ financial performances including irregular and wasteful expenditures. The
Auditor-General Institution is an independent body that checks all government departments’
public spending in national, provincial and municipalities, report to the National Assembly
about his/her findings, and make recommendations (Constitution of the Republic of SA, 1996).
The (PSAM) has enable to provide necessary and adequate information and simplified
documents that are user friendly to citizens so that the public can demand transparency and

accountability in government institutions. Public Service Accountability Monitor has
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encourage the citizens to participate by offering the public incentives to participate, civil
organizations are encouraged to participate regardless of their social status and position, use
mass media to ignite the concerns of the citizens and lastly encourage peaceful protest and
constructive engagement with government officials taking into cognisance the following

categories: strategic budget planning, budget preparation and budget approval.

2.13.3 The Strategic Budget Planning, Budget Preparation and Approval in the
Republic of South Africa

On Corporate Governance (King IV) Report recommended that governing bodies must
continuously ensure in monitoring and exercising the oversight role in the organizations or
institutions under their jurisdiction, furthermore it must manage and guarantee the security of
critical information at their disposal or at hand. Whilst the internal audit function (IAF) is seen
as an indispensable assurance provider and a model by Institute of Internal Auditors (I11A) and
auditors in general (La Torre et al., 2019). The King IV Report did not provide any
implementation guidelines nor do continuous benefits or recommendations thereof on the
oversight role of the internal audit function (IAF) implementation (11A, 2013). The application
of continuous auditing is seen by auditing institutions and auditors as modernised or recent
audit technique, mechanism or solution that embraces the notion of cost-effectiveness, which
organizations can implement to address internal audit functions, and thus provide continuous
assurance to the stakeholders (IoDSA, 2016, (Barac and Williams, 2016). The first part of the
article, deals with strategic planning framework which is at (macro) level which integrated and
covered the processes of annual planning which has a traditional connotation and continuous
auditing practices (IloDSA, 2016). The main objective of Part Il of the article focused on the
development of a conceptual framework which provides the clear guidelines of continuous
implementation of auditing practices, focusing on operations at (micro) level (Goosen and van
Dyk, 2017).The insight being focused specifically in providing assurance on the automated
controls or machines designed to service a specific business or organizational process, systems
and its Information Technology (IT) infrastructure (IloDSA, 2016). These systems ensures that
internal audit functions continues unabated, and provides independent assurance to
stakeholders and the governing bodies that the phenomenon of integrity, confidentiality and
availability of organizational information as portrayed in King IV Report is respected (l1A,
2013).

Governments throughout the universe requires creditability, without authenticity, legitimacy,

and credibility it will be extremely difficult for the government to collect taxes from taxpayers,
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donors and to borrow money from credible organizations like International Monetary Fund
(IMF) and World Bank, which enable the state to carry its mandate of fulfilling its policies of

raising funds.

The Constitution of the Republic of SA has legal justification regarding the issue of budgeting
because it is enshrined in the constitution. The legal framework of the Constitution of the
Republic of SA stipulates categorically the various stages or legislative procedures and
processes to be followed regarding crafting and planning, budget voting, budget approval and
budget execution. Furthermore, the Constitution has inherent strongholds which stipulates
responsibilities and roles given to organs of the state and financial managers assigned with the
task thereof. There is a strong need for appropriate financial measures to monitor, evaluate and
control before any payment or transaction that is done to eliminate maladministration, fraud
and corruption. The public purse of the South African taxpayers cannot be utilized without
parliamentary authorization or approval. The Rules of the House tabulates the procedures, rules
and legal framework to be used until the budget is approved by the parliament by both houses
the National Assembly and National Council of Provinces (NCOP). The Constitution of the
RSAA, 1996 stipulates that the NCOP represent the interest of the nine provinces in national
tier of government. This is achieved by providing by provincial personnel or Members of
Executive Council (MEC) to take active participation in the National Assembly discussions,
debates and processes regarding the matters, problems and challenges affecting the provinces.
The NCOP must ensure that challenges and predicaments affecting the provinces are taken care
of, and are given credence it deserves. Furthermore, the NCOP constitutional mandate is to
amend, consider, suggests amendments, passes or rejects any government legislation. The
limitations however exist within NCOP as it cannot make any proposals or suggestions
regarding financial matters of the government, the powers to make proposals are invested in
the Minister of Finance. According to the (Constitution of the Republic of SA, 1996), the
Minister of Finance of the Republic of SA must at the beginning of the year tabulate the budget.
The Minister is guided and directed by the two bills the first one is called the “Division of
Revenue Bill” one of these is tasked with responsibility of dividing the money between
national, provincial and local governments, the second one has to display to the South Africans
how the national government is going to spend or utilize its money. The National Council of
Provinces must debate and discuss the budget extensively before voting on it, NCOP must be

involved in all stages of budgeting including final stage of revenue division.

109



2.14 The Effective Financial Management Systems and Control Measures

The principles, activities and matters regarding the public financial management within the
public sector of SA goes through a diversified governmental institution. These bodies or
institutions reflect the roles, duties, requirements, public interest and expectations and the
responsibilities of the personnel within the government to execute that task to the public. These
public expectations demand these bodies or institutions to meet certain standards or criteria.
These government institutions or bodies are constitutional and mandatory obliged to meet the
minimum prescribed standards and demands as tabled in the Service Charter, called Batho Pele,
these involves a variety of expectations from the public i.e. fairness, impartiality, honesty,
openness, accountability, transparency, reliability, accuracy, objectivity, integrity and value for

money.

2.14.1 The Role of Accountability played by Oversight Bodies

The government institutions must provide proof of effectiveness, legitimacy and accountability
to receive continuous support from the public, therefore institutions like internal audit function
(IAF)and Institute of Internal Auditors (11A) must be adhered to, because it adds value to the
organization (Erasmus and Coetzee, 2017, Eulerich et al., 2015). There is continuous demand
of accountability by the public, therefore the proof of accountability and effectiveness will be
judged by the relationship the institutions have with the public, the government institutions
must fulfil the needs and expectations of the public (Diale, 2016, Piper and von Lieres,
2015).Therefore, the oversight bodies must ensure to evaluate the performance and
effectiveness of these institutions (Piper and von Lieres, 2015) The public sector employees
‘performance must be monitored and evaluated to determine the institutional successes
(Erasmus and Coetzee, 2017, Matei and Antonie, 2014). The monitoring and evaluation of the
public service should involve the community at large, and the citizens must be kept informed
and updated about the developments, so as to demand accountability from the civil servants for
their achievements and failures (Matei and Antonie, 2014). In the 21% century public
institutions has transformed remarkable through the introduction of information computer
technology (ICT), Integrated Financial Management Information Systems (IFMIS), and E-
Governments. These technological innovations and changes has made tremendous impact on
how the public view the public service, this has changed the behaviour, attitudes, expectations
and needs of the public, the public expects more from the public service rendered, and high
levels of accountability because technology makes things and life much more easier (Hendriks,
2013).
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van Zyl (2014) suggests that transparency by government institutions leads to greater
accountability, it’s for this reason that the development activist and practitioners, civil society
organizations (CSOs) and government have continuous published information with hope that
this will yield fruits of greater accountability within government institutions however this
hasn’t been forthcoming (van Zyl, 2014). There is a strong view shared by practitioners that
greater transparency often leads to accountability, this happens when supreme audit institutions
(SAISs), political parties, donors, Members of Executive and legislative institutions, and other
formal bodies use the information at their disposal to hold the government accountable and
institute the necessary sanctions (Fox, 2015, Fox, 2007, Yu and Robinson, 2012). Peixoto
(2013), Khagram et al. (2013) and Fung (2013) shared a similar view.
The diagram below by the World Bank (2013) illustrates, suggests and provides the framework

that involves citizen’s participation and collaboration in the quest of making government
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Figure 2.9: The World Bank framework for accountability and key relationships of
power

Source: Creative Commons Attributions 3.0 Unported license (CCBY 3.0) World Bank
(2013)
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2.14.2 The Value-for- Money Principle

The value-for-money is the fundamental economic or financial concept that encompasses the
notion of equity, effectiveness and efficiency in the government spending of the Republic of
SA. The issue of value-for-money in Public Financial Management is perceive to have public
connotation of value. The public value is highly contested concept presumably derived from
socio-political framework and planning processes, because it determines the resources needed
to implement certain organizational programmes, and policies to attain the public value
(O'Flynn, 2007). In most definitions equity is not regarded as part of the value-for- money but
in SA is included, the international standards concentrate specifically on economy, efficiency
and effectiveness. The inclusion of equity in the explanation of the value-for-money is SA
phenomenon it is because it is enshrined in the SA Constitution, Section 195 which articulates
the issue of values and principles that must be taken into cognisance, and this is also postulated
in the Bill of Rights. In chapter, two of the Constitution of the Republic of SA emphasised the
need of the government to take into account the socio-economic rights in the distribution of
scarce resources. Public Financial Management Act (PFMA) of 1996 of SA was crafted to
modernised and revitalised Public Financial Management; therefore, PFMA covers a wide
scope of public sector activities which goes beyond government public expenditure, efficiency,
performance and effectiveness. Public Finance Management Act introduced various reforms,
which its objective was to make significant and innovative changes to meet the requirements
and standards of the value-for-money. The reforms were made in accounting and auditing
practices and systems, beefing up internal control mechanisms and environment, asset,
investment and cash management systems, and lastly liability management. The diagram below
highlights the features or ingredients needed to achieve what the money worth. The question

always asked is whether the service rendered is worth the money or resources paid.
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Figure 2.10: The value for Money Framework

Source: DFID (2011)

2.15 The Effective Way of dealing with Misconduct, Maladministration and Corruption
in the Public Sector

According to the Organization for Economic Cooperation and Development (OECD) in 2015
thirty democratic countries formulated a cooperative strategy known as Toolkit. It was a
strategy for working together to address socio-environmental problems, and economic
challenges imposed on them by the globalization phenomenon. The Organization for Economic
Cooperation and Development is at the head of spearheading and assisting the member states
to understand, and address the new pending challenges, concerns of corporate governance and
economic evolution. The member states include the G 7 countries comprising of United States,
United Kingdom, France, Germany, Italy, Japan and Canada, the Scandinavian countries, and
the Commission of European Communities. The Organization for Economic Cooperation and
Development provided the member states with a platform or an opportunity whereby their
policies and frameworks can be compared, be subjected to public scrutiny and analysis. Such
public assessment enables the member states to seek solutions to common challenges and
problems; it enables the member states to emulate good governance practices and policies in
cooperative way to strategically coordinate, formulate domestic practices, and international
frameworks and policies. Membership in the Organization of Economic Cooperation and
Development is indispensable because it enables the members to benefit from the
organization’s statistical research findings, dissemination of information regarding agreed

upon socio-economic environmental standards and guidelines. Transparency is seen by many
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scholars, practitioners and governments as way, vehicle and mechanism that can lead to greater
accountability if applied to the latter (Yu & Robinson, 2012). The achievement of
accountability depends on the levels at which the government and its institutions are prepared
to disseminate or cascade information to the public domain and civil society organizations
(CSOs). A strong assumption prevails that transparency is the government competency and
responsibility, therefore governments must ensure that information about government modus
operation is freely accessible and user friendly to the citizens (Tshangana, 2013, Peixoto, 2013,
Albu and Flyverbom, 2016). The information published by various state institutions in
oversight bodies, international norms and standards, legislatures and supreme audit institutions
(SAls) are subsequently used by the community civil organizations to demand accountability
of the state ,and apply the necessary the sanctions as stipulated in the constitutional framework
(Carter, 2014, Fox, 2007, Yu and Robinson, 2012, Khagram et al., 2013).

2.16 The Creation of Performance Monitoring and Evaluation in SA Public Sector

The conceptual framework of monitoring and evaluation (M&E) is indeed an extremely
challenging complex phenomenon, multi-disciplinary and technical-intensive activity.
Government-Wide Monitoring and Evaluation (GWM&E) is even more diversified because it
requires extensive knowledge within public sectors and across various spectrum of
governments operations, which may involve government and departmental planning,
budgeting planning, preparation and execution, and other implementation tools and mechanism
needed in the public sector. The SA context became highly complicated and complexed
because monitoring and evaluation. The challenges emanated from the organizational structure
of SA government because the modus operandi is decentralized into three spheres of
government that is national, provincial and local. With the powers and functions stretched
across these tiers, therefore to achieve the desired outcomes, it becomes a difficult challenge.
The complexity and complicated SA inter-governmental structure, with the decentralised
powers and functions, precisely requires strong monitoring and evaluation systems that will
enable to promote the notion of coordination, cooperation and preventing fragmentation within
the system.

The World Bank’s Independent Evaluation Group (IEG) part of its duties is that of providing
technical knowledge by assisting the signatory members of developing, and under-developing
countries (Engela and Ajam, 2010). The IEG has adequate expertise in planning, designing and
executing the effective, efficient monitoring and evaluation (M&E) organizational systems, by

beefing up state Performance Monitoring and Evaluation mechanisms are an integral spectrum
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of sound governance. Independent Evaluation Group provides the affiliates with the necessary
resource equipment required to execute the job, furthermore with the most recent literature on
the subject or research showcasing good, sound or promising governance practices, which
interested governments can use as a framework of reference, emulate to or by adopting it to
meet their own individual circumstances and needs (World Bank, 2013; Engela and Ajam,
2010).

In 2009 in SA, the Ministry of Performance Monitoring and Evaluation was created and
operated within the President’s Office this was seen as a new phase and milestone in the
development odyssey of Monitoring and Evaluation in the public sector of the Republic of SA.
The creation of Performance Monitoring and Evaluation was precipitated and spiralled by ever
growing public perception that government employees and the Executive were not performing
at their utmost best. The protesting citizens acknowledged that there were significant
improvements in the delivery of service by the democratic government in housing, health, and
education in the past 15 year’s period of new dispensation. The services rendered, however,
were often of sub-standard especially in housing, the houses built had construction defects like
cracking walls, drooping roofs and leaking sewerage pipes causing a stench and illness to
recipients. The massive monetary expenditure in services was unable to produce the desired
outcomes or results. The speculations and perceptions by the public emanated from the notion
that there was no political enthusiasm or will from the state to ameliorate the situation. Poor
leadership and management inefficiencies, poor decision-making, and inadequacies in

institutional frameworks were identified as root causes of inadequate performance.

2.17 The Quality and the Standard of Reporting Information and Accessibility of
Financial Information to the Public

2.17.1 The Institutional and Legal Framework

Whilst many governments may advocate the notion of being transparent, the core issue largely
depends upon whether the citizens do have the capacity and knowledge for instance to interpret
that budget that has been tabulated. The Constitution of the Republic of SA of 1996 stipulates
that citizens have right to access information and the freedom of expression through acquiring
information and its dissemination. The citizens of SA has sovereignty to exercise constitutional
power to instruct their government to perform certain duties on their behalf. This requires that
citizens must have ample access to information, ideology and diversified viewpoints. South

Africa is signatory, and affiliated member of the United Nations Declaration of Human Rights
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of 1948 which Article 19 stipulates that every person should have freedom of opinion, this
means that any individual can express his/her opinion without interference, the right to receive,
seek and transcend ideas and information through any forms of media at their disposal,
regardless of their of their perceived ideologies and standpoints. The study conducted amongst
21 International Budget Partnership (IBP) suggested that the civil society organizations (CSOs)
play a pivotal role in bridging or the closing the gap between transparency and the notion of
accountability within the public sector (Khagram et al., 2013). Whereas according to
Tshangana (2013), the Legal Resource Centre (LRC) in SA asked the expertise of Public Sector
Accountability Monitor (PSAM) to interpret the provincial budget data. The findings made
crystal clarification that Eastern Cape Provincial Government was underspending hence (LRC)
wanted to take the government to court for not building schools infrastructure (Tshangana,
2013).The Public Sector Accountability Monitor (PSAM) tasked itself with the duty of
monitoring the budgeting cycle, and its implementation in the Health Sector in the Eastern
Cape Provincial Government. The (PSAM) analysis find out the financial difficulties
experienced in the implementation of financial management and service delivery. As result of
the findings raised the alarm and public awareness with the legislature, executive, trade unions,
media, civil society organizations, and other stakeholders (Folscher and Kruger, 2013). The
PSAM intervention helped to put the Eastern Cape Departments in the public watchful eye
both in the local domain and nationally. The (PSAM) instructed the national government to
make interventions, as there was no response from the Eastern Cape Government of its
continuous public financial management failures as provided by Auditor-General (Van
Heerden and Steyn, 2012). The satisfactory response was not received from the national
government hence they consulted the Human Rights Commission because the SA Constitution
of 1996 stipulates that health is the Bill of Rights and Human Rights issue (Folscher and
Kruger, 2013).

2.18 Public Financial Management for Sustainable Development

Sustainable development of countries largely depends on how the countries manage their
public monies or finances in other words countries must enforce good practices in order to
achieve the desired outcomes (OECD, 2016). Countries must measure and harmonise
performance by means of sharing experiences and knowledge among its partners who are using
PFM methods (Panayotou, 2013). When PFM is applied to the latter, it will strengthen levels
of accountability, which will ultimately strengthen and boost the effectiveness of sustainable

financial management in delivering the services to the people (OECD, 2014). The effectiveness
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and efficiency of any state depends upon the good public financial management systems, and
institutions that are credible to envisage reforms. Furthermore, effective, good and efficient
PFM plays a pivotal role in making sure that whatever aid that is being sought or used will
achieve and benefit the developmental goals of the country (Organisation for Economic Co-
operation and Development, 2016). The states therefore, needs to apply the holistic approach
methodology to have effective institutions to back up sustainable procurement, and Public
Financial Management (Panayotou, 2013). The stakeholders who can take part includes civil
society e.g. Community Based Organization (CBOs), Non-Governmental Organizations
(NGOs) members of legislatures or parliament, print and electronic media and private sector
(OECD, 2016).

2.19 The Republic of SA Affiliation to African Peer Review Mechanism (APRM)
2.19.1 The Role Played by African Peer Review Mechanism (APRM) in Public

Institutions

The (APRM) is an organization that was established in 2003 by members of the African Union
(AU) as a strategic tool of self-evaluating and monitoring on fiscal policies, and discipline
(Hutchings et al., 2008). The Open Democracy Advice Centre suggests that member states
entered the organization voluntarily with a mandatory objective of improving accounting, and
management of government expenditure (Harrison et al., 2012). Open Democracy Advice
Centre. The core business of (APRM) is provide the member states with mechanisms, methods
and frameworks, that would lead to sound economic values and norms, values of corporate
governance, democratic political principles, meeting objectives, standards, and values of socio-
economic development of the New Partnership for Africa’s Development (NEPAD)
(Mukamunana and Kuye, 2005)

2.19.2 Origins of African Peer Review Mechanism

The Organization of African Unity (OAU) in its 37" summit, which was held in Zambia in
2001 unanimously and categorically, accepted a document outlining a new version and vision
for the revival, and resuscitation of Africa’s development called New Partnership for Africa’s
Development (NEPAD), which later in 2002 in Durban was supplemented by African Union
(AU). The African Union declare its intentions to adhere to democratic principles, corporate
governance, economic values, political discourse and justice. Member states committed
themselves to be honest, just, accountable, open, and bound by the practice of probity in the

domain of public life and exercise participatory government.
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Furthermore, they were expected to enforce the prior mentioned principles with determination
to ensure that their member states were to be governed by rule of law, and constitutional
democracy, as some African states were ruled by military decree. All citizens are equal before
the law regardless of their financial and positional status, collective and individual rights which
included Human Rights and Bill of Rights, democratic political systems, which are based on
fairness, independence of judiciary from political inferences, separation of powers within the
state, that is, division of government into the legislature, the executive and the judiciary. These
institutions must work independent of each other. The member states must review APRM using
self-assessment formulated questionnaires, which were developed by the Secretariat of APRM.
The questionnaire given to members of APRM had four categories, viz, economic/ financial
governance, socio-economic development, corporate governance and public financial

management, and they were as follows:

1. The economic/financial governance meant adherence to sound and good practice of public

financial management systems.

2. The socio-economic development emphasized that social and economic conditions of
citizens had to improve and citizens must become active participants in the economy of their

countries which will subsequently improve their social status.

3. Corporate governance with much emphasis on commitment to good public finance/public

financial management.
4. The accounting practices designed to produce clean audits.

2.20 The Public Finance Management Act (PFMA)

2.20.1 The Fundamental Basis of Public Finance Management Act

Public Financial Management Act is an Act that was promulgated by the Legislative Assembly
it gives direction and prescribes how the public monies, revenue and funds will be spent
(Constitution of RSA, 1996) The SA government coffers, monies or finances are managed by
National Treasury or Department of Finance, as it was previously known in the historical epoch
of apartheid. The legislative and constitutional mandate under which the National Treasury
operates is categorically described, and explained in Chapter 2 of Public Finance Management
Act. The PFMA gave effect to the establishment to section 216 (1) of the Constitution of the
Republic of SA, 1996 (Act No.108 of 1996) which formulated a national framework legislation
to establish and formulate SA’s National Treasury by stipulating, and prescribing what
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mechanism was needed to ensure the true viability of such an indispensable and pivotal tier of
government. The first milestone act or legislation to be passed by the democratic government
was Public Finance Management Act (PFMA), (Act No 1 of 1999) which was further amended
by (Act No 29 of 1999). The Act was promulgated to enhance goals of good and sound financial
management mechanisms, with the view and idea in mind of promoting and accelerating
service delivery using the scant resources efficient and effectively. This study wants to unearth
the relationship that co-exist between corporate governance, PFM and Public Finance
Management Act (PFMA). The South African government used PFMA as a benchmark of
financial management mechanism and monetary strategic tool of providing good financial
governance, and performance using constitutional and legislative framework within the public
sector. Furthermore, PFMA must ensure that all revenue collected, income and expenditure
statements, assets and liabilities of those governments are managed efficiently and effectively;
and also to provide for the responsibilities of persons entrusted with financial management in
those governments and to provide for matters connected therewith (Government Gazette,
2010a)

When PFMA was crafted, the South African government’s intention was to develop a good
financial strategy that was going to incorporate the principles of corporate governance, within
the Department of Finance popularly known in SA as National Treasury (Government Gazette,
1999). The PFMA’s task was to safeguard, monitor and evaluate public sector financial
expenditure of the taxpayers’ money (Government Gazette, 2010). The new dispensation when
it took office in 1994 promised citizens of SA financial accountability, transparency and taking
responsibility for impropriety (DPSA, 1996). The good financial administration was a
prerequisite to build confidence and trust in all citizens, and international community that the
post-apartheid regime in SA was immensely improving public administration, financial
management and corporate governance (DPSA, 1996). In that process of reforms, better
understanding of leadership shortfalls and implications were identified. The process of
monitoring and evaluating the system was conducted, the solution suggested the continuous
improvement of employees (Kaizen concept) through training and development (Dhongade et
al., 2013). Kaizen emphasises the concept of Total Quality Management (TQM) and efficiency
to achieve best organizational outcomes (Klementev, 2015). The new dispensation placed
tremendous emphasis on good performance, as an indispensable tool and strategy for
transforming the country’s public sector (DPSA, 1996). The ever-sought performance was

unachievable because of myriad problems that was facing the public sector at the time. Public
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sector was faced with insurmountable challenges such as incapacity, financial management
expertise, inadequate skills concerning the latest Information Computer Technology (ICT), and
lack of sound knowledge of corporate governance (Government Gazette, 1998). In terms of
section 103 Constitution of the Republic of SA of 1996 divides the country into nine provinces,
which are Gauteng, Orange Free State, Eastern Cape, Northern Cape, KwaZulu-Natal, North-
West, Mpumalanga and Western Cape (Constitution of RSA, 1996).

The provinces have their own Premiers and Members of Executive Council, which make laws,
only apply within the territory of the province. The laws made may not be inconsistent with an
Act of National Parliament and the Constitution of the Republic of SA. The monetary budget
of the prior mentioned provinces comes from the national government, which by the powers
entrenched in SA’s Constitution allocates money according to the needs of various provinces.
All nine provinces fiscal policy must with Public Finance Management Act. Monetary
allocations to provinces are based upon the statistical information that focuses on population

dynamics, infrastructure development and economic viability (Government Gazette, 1996).

2.20.2 The Fundamentals of Supply Chain Management (SCM)

Supply Chain Management (SCM) can be described as “oversight of materials, information,
and finances as they move in a process from supplier to the manufacturer to wholesaler to
retailer to consumer (Morali and Searcy, 2013). Supply Chain Management involves
coordinating and integrating these flows within and among companies (Sala-i-Martin et al.,
2013). Elrod et al. (2013) on the other hand, defined Supply Chain Management “as the flow
of goods and services which involves storage of raw materials, work-in-process inventory, and
finished goods from point of origin to a point where the product is consumed as well as
measuring the effectiveness of supply chain management within the organization”. SCM is
also defined as the design, planning, execution, control, and monitoring of supply chain
activities with the objective of creating a net value, building a competitive infrastructure,
leveraging worldwide logistics, synchronizing supply with demand and measuring
performance globally (Takamuhabwa, 2012, Christopher, 2016). The main prerogative of any
vibrant and fully operational SCM is to work as a network centre that oversees SCM operations
(Carter et al.,, 2015). Furthermore, by aiming at improving SCM performance and
organizational benefit (Carter et al., 2015). Secondly, SCM must significantly ensure the
reduction of inventory with the objective that products are easily accessible as when they are

needed, and must take into cognisance the pivotal role played by supply chain risk management
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(SCRM) in managing SCM operations (Ho et al., 2015) . The SCM movements or flows can

be separated into three main categories (Morali and Searcy, 2013, Sala-i-Martin et al., 2013):

e The product movement or flow, which can be explained as a shipment of goods from a
supplier or manufacturer to a client or any services or returns the client may need.

e The dissemination or cascading of information that involves delivering of orders and
the status of orders.

e The finance or cash flows which involves payment due dates, credit terms

arrangements and entitlement arrangements.

2.20.3 The Significance of Supply Chain Management

Supply Chain
Strategy

Information Supply Chain P Suppiers
Management Planning

= Manufacturers

Supply Chain — Warehouses

Management
—_— Stores
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Management —»  Customers

Figure 2.11: Public Finance Management Act and Acquisition of Goods and Services
(Supply Chain Management)

Source: Supply Chain Management Sketch Bubble (2017)
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2.20.3.1 South African Government and Supply Chain Management (SCM)
Governments throughout the world need to have a system of procuring goods and services to
enable states to deliver the essential services to its citizen. In the SA, SCM was introduced in
the public sector as a result of government seeking solutions to achieve good governance, and
to curb irregularities in the system that existed prior 1994 new dispensation (Ambe and
Badenhorst-Weiss, 2012, Tshilo and Van Niekerk, 2016). In the Apartheid system there was
no uniformity or clearly tabulated guidelines. Supply Chain Management is the management
phenomenon or strategic tool tasked with the duty of ensuring that proper movement, flow of
services and goods between the supplier and the government public in the right volumes,
quantity, and quality to expedite service delivery (Tshilo and VVan Niekerk, 2016). Furthermore,
SCM seeks to regulate and reform the methods and manner in which public monies are spent
or utilised, during the tendering or bidding of goods and services by encouraging healthy
corporate governance ethics of competition, and discouraging collusions (McKevitt and Davis,
2013). Supply Chain Management in 2003 was enhanced by joint meeting of SA Government
and the World Bank under the auspices of Country Procurement Assessment Review (CPAR,
2012) which was to analyse and review the system of procurement nationwide, make the
necessary inputs and recommendations to make the system work better with the aim of
effectively, and efficiently improving the economy of SA (Ambe and Dlamini, 2012). The
public service employees are expected to carry their constitutional mandate, as required by
their code of conduct in the legislative principles like Batho Pele (People First). National,
Provincial and Municipal Treasury must take a zero tolerance to fraud and corruption and the
principles of sound corporate governance be prioritised (PFMA, 1999). The Accounting
Officer, Provincial Finance—-MECs or any other official with authority must appoint the
members of the bid committee with necessary or relevant qualifications to evaluate certain
specifications within the tendering, and adjudicate as stipulated in the (Preferential
Procurement Policy Framework Act No.5 of 2000 (PPPFA). PPPFA was crafted to address the
social imbalances and discrimination of apartheid in terms of ethnicity and gender especially
in SA and Malaysia (McCrudden, 2004, Watermeyer, 2003, Ambe and Badenhorst-Weiss,
2012).

2.20.4 The SA Government General Guidelines on Procurement
It is important to begin by saying governments throughout the globe are involved in general
agreements of imports, exports, tariffs and trade. South Africa as state is in involved in variety

of trade agreements with various countries worldwide in trade agreements being done to
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promote free trade at times and external relations. South Africa is member of World Trade
Organizations (WTO), South African Development Community (SADC), Brics (Brazil,
Russia, India, China and South Africa), and Africa Growth Opportunity Association (AGOA).
South Africa has entered into such agreements to benefit its economy through import and
exports, and also its citizens because benefits accrued will benefit the country through revenue,
import duties and taxation. South African businesses small, medium and macro are operating
globally so therefore, it is important to acquire raw materials, goods and services at reasonable
rate which makes a business sense, buy cheap to make a profit. The South African procurement
guidelines in general are not prescriptive in nature so as to set behavioural standards,
accountability and ethics. The case differs with public service because the government
formulated the guidelines, to make a statement or commitment to a sound procurement
mechanisms, and systems which will subsequently benefit and develop SA economically and

well-being of citizens.

Christensen et al. (2014) argued that the public sector may be defined as a collection of people
whose mission emphasizes the delivery of goods and services that benefit people outside, rather
than people inside the organization. The public sector is composed of government departments,
government agencies, government corporations, and sometimes non-profit organizations that
is, those that are not profit driven or profit orientated. Massey (1993) states that the public

sector has ten key distinctive differences from the private sector, which are as follows:

e |t faces more complex and ambiguous tasks

e Exist primarily to promote general welfare through national policy
e It has more problems in implementing its decisions

e It employs more people with a wider range of motivations

e It is more concerned with securing opportunities or capacities

e Itis more concerned with compensating for market failure

e Itengages in activities with greater symbolic significance

e Itis held to stricter standards of commitment and legality

e It has a greater opportunity to respond to issues of fairness

e It must operate or appear to operate in the public interest

¢ It must maintain levels of public support above that is required in private industry.

In non-profit organizations, which are characterized by the absence of measure, decisions made

by management are intended to provide the best possible service and results with available
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resources. The success of the organization is primarily measured based upon how much service
does the organization provide, and by how well are the services rendered (Summers, 2005).
The non-profit sectors are thus largely characterized or measured more by social welfare
criteria than by financial profits (Budding, 2014). Private sector on other hand there is a direct

relationship between commercial success and the standard of customer services.

2.20.5 Supply Chain Management as Strategic Tool and the Global Phenomenon
Various companies, organizations and governments throughout the world have come to the
understanding that for their survival in this competitive environment they need to have highly
competitive integrated information networks, material or logistics, supply chain management
to beat their opponents, and improve supply chain performance (Budding, 2014, Palma,
Prajogo and Olhager, 2012). Economies have become globalized so competition for both
clients and resources have become worldwide so only, those with diversified, specialized
economic networks, mechanism, systems and strategies to lure the clientele would be
successful in the business environment (Alvarenga, 2014, Borges, 2015). The availability of
social networks, ICT and easily accessible internet to consumers international has made
connectivity easier because of that buyers, manufacturers and suppliers connect easily
throughout the globe at an affordable amount (Prajogo and Sohal, 2013, Drake, 2012). The
protectionist policies that certain countries previously used or impose to protect their local
products from outsiders are under intense pressure to withstand the vigorous influence, and
competition imposed by the competitors, which is freely available on websites (Connelly et al.,
2013). Everyone among the stakeholders has a freedom to choose a comfortable price from a
variety of suppliers, buyers or service providers that suits ones affordability, and guarantees
that comes with (Connelly et al., 2013). The survival of any business these days depends on
how the ingredients of that business were obtained, the price of the consumable goods, product
or service will be determined by the price of the raw material, the reasonable the price of the
supplier the better the price of the finished good (Drake, 2012). Sweeney et al. (2015) and
Hohenstein et al. (2014) stressed the pivotal role that must be played by skilful, talented supply
chain managers, and HRM in the effective implementation of SCM. It is organizations with
skilful supply chain managers that will perform at their utmost best and be highly competitive
in the global arena (Hohenstein et al., 2014).

2.22.5 South Africa’s Procurement Pillars
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Government procurement system is based upon five fundamental principles, these principles
are enmeshed and intertwined, and therefore their success depends on the success of each and
every one of them; if one fails, then the procurement system as a whole collapses. They are as
follows: (Government Gazette, 2016 and PFMA 1999).

e The monetary value in this instance means that the department procuring goods
or services must get the best value for what money can buy, state argues value
—for-money is not the lowest price available, but that which will produce best
outcome in a cost effective way when benefits and costs are considered.

e Competition that is opened and effective means that procurement system must
be transparent and freely available to all stakeholders. Adherence to procedures,
practices, policies, free and fair competition that meet ethical business practices.

e Dealings that are fair and ethical that are able to meet procurement standards
that are justifiable. Elimination of biasness, conflict of interest, fraud, corruption
,favouritism within the system, and transactions to be done with respect, mutual
trust and integrity that meet procurement globally.

e Reporting and accountability this entails having to do reports to account to the
directors, HODs and lastly to ministers and about procurement strategic
planning, envisaged actions and outcomes

e Equity and redress that must be done to address imbalances of the past and those
racial discriminated, marginalised and physically challenged people. Any
government procurement system must meet the above criteria if it does not, it

must not be allowed to operate.

2.21 Preferential Procurement Policy Framework Act (PPPFA) of No.5 of 2000

This Act is under section 217(3) of the Constitution of the Republic of SA which provides
mechanisms and framework as to how procurement policy should be implemented as envisaged
in section 217 (2) of the SA’s Constitution. The Act speaks categorically about the tendering
system within the government services, organs of the state or public sector as stipulated in the
Public Finance Management Act, (Act No.1 of 1999) encompassing national or provincial state
departments, municipalities, parliament and provincial legislatures as to how this process must
be carried out. It speaks about “acceptable tender” which must comply in all respects with the

specifications and conditions as per tender document. Any organ of the government must able
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to determine and develop its own preferential procurement policy and must be implemented

using the framework that follows:

o Preferential or chronological point system must be followed. This means that the state
organ must stipulate the sequential orders or series of events that will be followed in
awarding of that tender which may not contravene with the statute.

e If the tender/contract involves the local currency, which is the Rand the stipulated
amount must, be able to meet the maximum of 10 points and that the lowest agreed
tender scores 90 points for the initial price.

e Higher priced tenders or contracts must be given lower points that is based upon pro
rata basis that will be calculated using a prescribed formula in accordance with their
tender prices with regards to the lowest acceptable contract or tender presented.

e The specific goals or points will include categories of persons who were historically
disadvantaged by discriminated laws of the past or apartheid based on gender, race and
physical handicapped.

e That will be implemented in the lines with the programs of Reconstruction and
Development Programme as per Government Gazette No. 16805 of 1994 November.

e A tender submitted must be awarded a point for any specific goal that is clearly
articulated in the tender submitted.

e The tender/contract must be given to the tenderer who has the highest scores or points
unless the set objective criteria are not met which may require something else to be
considered. Submission of false information submitted by tenderer about tender
application to acquire preferential treatment with regards to the Act, will be terminated
from tendering process.

e Any preferential points or goals must gquantifiable, measurable and must be well

monitored to produce the desired compliance standards.

According to” Constitutional Law/Preferential Procurement Policy Framework Act No.5 of
2000/3 “, the National Minister of Finance may, by virtue of powers invested in him/her,
request any state organ to exempt itself from the process of tendering, if it will jeopardise and
expose national security, or if it tempers with public interest e.g. the proposed building of the
nuclear station or plant by South Africa’s Government which has sparked outrage in some
sectors of the public and Community Based Organizations (CBOs) as proposed figures are
highly exorbitant as opponents highlight that it will plunge SA into debt and economic crisis.
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Lastly if the tender or contract involves international tenderers or suppliers which might deem
expensive with regards to our currency, as in the case of nuclear station to assist in energy crisis
which is earmarked or envisaged to cost billions of Rand, the Minister of Finance may intervene
(Government Gazette, 2016).

2.22 The National Treasury

2.22.1 The Role of the National Treasury in the Republic of SA

The role of National Treasury of SA is described by both the Constitution of the Republic of
SA (1996) as well as in the Public Finance Management Act of 1999 as the public purse of SA.
National Treasury of SA is responsible for managing SA’s national government finances.
National Treasury may be looked upon as nerve centre, cornerstone, backbone or life blood of
the nation because without its services the nation cannot survive in other words the survival of
the nation depends on it (Constitution of RSA, 1996). National Treasury is tasked with the
responsibility of coordinating intergovernmental financial matters, manages and prepares
annual budget of the country, present the national before National Parliament and monitor its
implementation (Constitution of RSA, 1996). At the heart of National Treasury is Minister of
Finance tasked with the pivotal responsibility of SA’s economic fiscal policy development.
The Minister of Finance and Deputy Minister of Finance are responsible for a range of state
entities that aim to advance economic growth and strengthen SA’s democracy (PFMA, 1999).
This is done by supporting efficient and sustainable public financial management systems that
seeks to promote economic development, good governance, social progress and a rising
standard of living for all South Africans (Constitution of RSA, 1996).

The Constitution of the Republic of SA (Chapter 13) mandates the National Treasury to ensure
transparency, accountability, and sound financial controls in the management of public
finances” (Government Gazette, 2016). Powers and responsibilities of the National Treasury
are entrenched in the Constitution of Republic of SA and it operates within the framework of
Public Finance Management Act which stipulates categorically the financial methodology to
be utilized in handling the finances of the state. The Minister of Finance is at the helm of
finance of the government, with the overall responsibility of raising the country’s revenue using
taxation as a mechanism and by controlling state expenditure i.e. fiscal policy, which is the
state utilization of funds collected through taxation and how it is spent to influence and grow
the economy (PFMA, 1999). The responsibilities of the Minister of Finance SA covers a wide

range of activities which includes monetary policy or money supply by setting reasonable
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inflation targets by borrowing, interest rates, lending rates from other financial institutions or
bodies (Constitution of RSA, 1996).

2.22.2 The Organizational Structure of the National Treasury of the Republic of SA

In their hierarchical order and their level of responsibility at the heart of National Treasury is
the Minister of Finance who is the member of the Executive and in charge of all financial
matters of the Republic of SA, followed by the Deputy Minister of Finance who give support
to the Finance Minister and become in charge in his/her absence the and lastly the Director-
General who is like the Chief Executive Officer (CEO) and the engine of the Department of
Finance as s/he directs, manages and supervise the daily activities and operations of the
department. The organogram stands as follows:

2.22.3 National Treasury Organogram of the Republic of SA
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Figure 2.12: The Organogram of the National Treasury of SA

Source: National Treasury (2018)

2.23 The Duties of the Minister of Finance
The Minister of Finance is a minister in the Cabinet of the Republic of South Africa who is the

political head of the National Treasury. The Minister of Finance is responsible for the financial

128



management of government affairs, drawing up the budget, and developing the economic
policy (in co-operation with the Minister of Economic Development, and Minister of Trade
and Industry). The Minister of Finance is also responsible for Statistics SA and SA Revenue
Service. The ministry provides analysis and advice on fiscal policy and public finances,
intergovernmental financial relations, and expenditure planning and priorities. It manages the
annual budget process and provides public finance management support. Listed below are his

duties:

e Prepare a national budget that gives effect to the government’s economic, fiscal, social
and development goals of outcomes approach

e Prepare a national budget that gives effect to the government’s economic policy, fiscal
policy, social and development goals under the umbrella of the outcomes approach.

e Produce and publish National Budgets; Budget Review, Expenditure of National
Expenditure; Medium- Term Budget Policy Statement (MTBPS).

e Contribute to public policy and programme development through support for planning,
policy and programme analysis, budgeting and project management, including support
for public finance reform in provinces and municipalities.

e Monitor, analyse public expenditure and service delivery, support improved monitoring
and analysis of public expenditure, appropriate use of public financial resources for

social and economic development, and infrastructure investment.

2.23.1 The Accountant General’s Office

The office’s major priority is to advance and achieve accountability to the public by advocating
and promoting for a policy of openness and transparency, efficiency, expedient and
effectiveness in the delivering of desired services. It tabulates before the relevant stakeholders
the new government policies, practices and accounting methods, and how the existing ones
have improved. Furthermore, it has to ensure that the modus-operandi is in accordance with
Generally Recognised Accounting Practice so as to provide improved mechanisms of meeting
schedule deadlines, income and expenditure financial reports and statements, financial drawn

statements /reports that are accurate and lastly attain efficiency (PFMA, 1996).

2.23.2 Office of the Chief Procurement Officer (O-CPO)
The office is tasked with making the procurement of the government to be transparent, fair,
competitive, equitable and cost-effective. The wasteful and unauthorized expenditures within

the government happens as result of improper application of procurement practices which
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subsequently cause improper tendering processes that often leads to corruption and
favouritism. The office is further tasked to improve transparency and effective usage of
financial assets and government resources. This office plays a pivotal role in setting and
formulating policies regarding the acquisition of goods and services (Supply Chain

Management) needed to execute and perform the departmental duties (Brown, 2013b).

2.24 Statistics SA

The Statistics SA was established as a constitutional framework crafted to assist the organs of
the government, like state corporate businesses, departments and the public sector with the
relevant statistical information so as to make informed decisions (Constitution of RSA, 1996).
Why is Statistics SA viewed as one of the important pillars of our democracy? The following

points gives us the answers, they are as follows:

e Essential for strategic planning for all government departments

e Enable the government to take appropriate actions or decisions.

e Assessing and monitoring of governments practices and policies.

e Must promote confidentiality of the participants.

e Produce objective, relevant, reliable and relevant and comprehensive information on
time.

e Disseminate information that is accessible and unbiased to the public.

e |t must produce statistical information that meet global standards.

e Must meet gender equity, geographical locations, physical disabilities and socio-
economic conditions prevalent at the time.

e Deliver a documented report that is transparently compiled to meet scientific

phenomenon.

The National Treasury’s legislative mandate is also described in the Public Finance
Management Act. The National Treasury of SA is mandated to promote government’s fiscal
policy framework in the public finances (PFMA, 1999). Public Finance is defined as the study
that deals with the role of the government to influence in the economy (Ali et al., 2013). It’s
one of economics branches which is tasked to deal with the government income, revenue and
expenditure statements of the public money (Steenekamp, 2012). The Department of Public
Service and Administration stipulates that public employees or management in public service
of SA must ensure that necessary mechanisms are in place so as to achieve the desired outcomes

and total eliminate the undesirable’s outcomes (PFMA, 1996). Public Finance has got three
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main fundamental pillars i.e. the allocation or distribution of state resources efficiently to meet
the needs and budgetary constraints of the country, stabilization of macroeconomic policy
(Finkler et al., 2019). The macroeconomic policy of government must regulate financial woes
of the country like fighting inflation, high interest rates and monitor monetary global challenges
and problems like global economic meltdown or recession (Premchand, 1983, Bastable, 2016).
The failure to deal with Public Finance debts and challenges decisively plunged many countries
into economic crisis and recession in 2008 across the globe (Gray and Khan, 2010). The
National Treasury of SA deals with the income or revenue distribution processes and
mechanism as per Minister of Finance constitutional mandate (Constitution of RSA, 1996).
The previous mentioned officials had adequate skills and knowledge to balance the equation in
the economic diaspora to meet the economic question of the scarcity of resources and
continuous needs of ‘man’. The National Treasury’s legislative mandate is also described in
the Public Finance Management Act. No. 29 of 1999. The National Treasury is mandated to

promote government’s fiscal policy framework: (Government Gazette, 2016)

e To coordinate macroeconomic policy and intergovernmental financial relations.

e To manage budget preparation process and exercises control over the implementation
of the annual budget, including any adjustment budgets.

e National Treasury also performs functions assigned to it in other legislation.

e To facilitate the Division Revenue Act, which provides for an equitable distribution of

financially raised revenue between national, provincial and local government.

Monitor the implementation of provincial budgets.

2.25 The Indispensable Role Played by the Auditor-General of the Republic of SA

It must be highlighted that the Auditor-General of SA falls under Chapter 9 institutions within
the Constitution of the Republic of SA. The Auditor-General of SA (AGSA) has the main
responsibility to promote and enhance democracy. AGSA is there to make the government
account or to play the role of “the watchdog over state performance” (Constitution of RSA,
1996). It performs the oversight role on public finances of all government divisions or tiers, be
it national, provincial or local. The AGSA has powers that are granted by Section 188 of the
Constitution of the Republic of South Africa. The Auditor-General possesses constitutional
powers to investigate maladministration and irregularities of any government department
within the Republic of SA. The expertise and prowess that the AGSA has, has made it possible

to unearth a string of irregular and unauthorised expenditure, which might not have been
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discovered and exposed. The AGSA has found the following financial irregularities: In 2013
Auditor-General found out that R 14 million spent by Passenger Rail Agency of SA (PRASA)
on procurement was irregular because of not following due process in renewing of contracts
and Supply Chain Management. Of the 56 targets it set that year, PRASA only managed to
meet 29 and that cost the entity a lot of money. The Auditor-General also found in January
2013 that the eThekwini Municipality incurred the sum of R 785 million and that 74 tenders,
worth more than R 7.7 million, were given to eThekwini Municipality employees; the
municipality had also awarded 161 tenders or contracts, worth R 32 million, to government
employees. The AGSA also found out that 15 employees of the council breached the principles

of Supply Chain Management (Standing Committee on Audit General, 2012-2013).

2.25.1 The SA Revenue Service (SARS)

The SA Revenue Service is mandated by SA Revenue Service Act (1997) to collect all tax
revenues that are due like Pay as You Earn (PAYE). All South Africans who are employed or
self-employed receiving an income have to meet the requirements of PAYE. Value Added Tax
(VAT) must be paid by all buyers when purchasing a commodity or goods, protect and
safeguard our national borders by providing a customary service and facilitate general trade
agreements between countries. SARS, without fail, must expand the pool of tax payers and
contributors by promoting advocacy and awareness of the rationale for paying tax, and
compliance is an indispensable need: all citizens must voluntarily comply with customs and
tax laws. SARS aims to conduct its activities in a way that enhances economic improvement,

growth, and social development. SARS reports, and is accountable, to the Minister of Finance.

2.25.2 The Public Investment Corporation (PIC)

Public Investment Corporation is a government-owned investment company- and one of the
largest investment managers in the country. It became a corporate entity in terms of Public
Investment Corporation Act (2004). The Public Investment Corporation invests funds on behalf

of the public-sector entities and its largest client is the Government Pension Fund (GEPF).

2.25.3 The Financial Intelligence Centre (FIC)

It was established by Financial Intelligence Centre Act of (2001). The FIC aims to identify the
process of unlawful activities, combat money-laundering, and terror financing in order for SA
to protect the integrity, and stability of its financial system, develop economically and be a
responsible global citizen. The centre makes information that it collects available to various

law enforcement agencies like police, prosecution, and revenue authorities. The Financial
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Intelligence Centre monitors compliance with the Act and gives guidance to accountable

institutions, supervisory bodies and others. The Minister of Finance is responsible for the FIC.

2.25.4 The Financial Services Board (FSB)

The duty of FSB is to promote and maintain a sound financial investment environment in SA,
supervises the exercise of control over the financial services industry in terms of several acts
of Parliament that entrust regulatory functions to registrars of long-term insurance, short-term
insurance, pension funds, collective investment schemes, financial services providers,
exchanges and financial markets. The FSB provides information to users of financial products

and services.

2.26 The Problems of Resources within the SA Government

South Africa like most governments in the world is not immune to the scarcity of resources,
the budget deficit and the continuous demands of citizens. The general well-being and the
welfare of citizens is the primary goal of any government. The government’s existence must
not only make life its citizen’s better but must also make better life for citizens (Aristotle and
Warrington, 1963). According to Jordaan and Fourie (2013), the government’s primary role is
not only the political one, but it has morally binding obligations to its citizens of providing
better life. The limited resources and the desire of human needs to fulfil wants poses economic

challenge or constraints both in a qualitative or quantitative way.
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2.26.1 The Public Policy Making in the SA Context

Figure 2.13: Policy formulation in the Republic of SA
Source: (Minnaar, 2010)

2.27 Public Financial Management in South Africa

South Africa has undergone significant and fundamental changes since the dawn of democracy
in 1994 with regards to the Public Financial Management Mechanisms and Systems. The
changes, evolution and transformation was due to the fact the Public Service prior to 1994 was
segmented and fragmented along racial lines. Public Service was ethnic-based, citizens were
served based on their skin colour, and there was no single united Public Service to serve all
citizens regardless of their racial connotation and status (Constitution of RSA, 1996). After
political dispensation there had to be a public service to serve all regardless thereof. Public
sector financial management and accounting became the core business of the new SA
Government. As the democratic government moved away from apartheid’s past, various major
challenges were experienced in both financial accountability and fiscal policy (PFMA, 1999).
The greatest emphasis was placed on Public Financial Management, PFMA, compliance and
adherence to statutory legislation and government accountability. The significance of fiscal
discipline by the state was prioritised, and therefore effective and efficient Public Financial
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Management mechanisms, frameworks and systems were to be implemented without fail

within every government department (PFMA, 1999).

The well managed government departments will increase financial and government
accountability as the wasteful and irregular expenditure of the government will be minimised
or completely eliminated. The successful implementation of PFM depends on the efficiency
and effectiveness of policy execution that will benefit taxpayers, and those who receives grants
from the government because there will no wasteful or corruption related expenditures (Public

Service Commission, 2007).

In the Annual Report of the PSC of (2006/2007), were 771 cases of financial irregularities and
misconduct reported by civil servants which cost the taxpayer R 45 million. The Constitution
of the Republic of SA, 1996, allows the democratically elected government to be the trustee
and custodian of the SA citizens, and therefore, to administer, manage and give in-depth
account of financial income, and expenditure of how the monies were spent. It is for this reason
that various oversight powers were given to other statutory, and parliamentary financial
committees like Standing Accounts Committee of Public Accounts (SCOPA) and Finance
Portfolio Committee (SCOF) which operated country wide. The intention behind the
establishment of these committees was to expose financial irregularities, and bring awareness
of their existence to public service employees of their fiduciary responsibilities. Civil servants,
the national, provincial and local government, will be made to account for any irresponsible
operational flaws (PFMA, 1999).

Having realised the mammoth and insurmountable challenges facing various municipalities
with regards to poor service delivery protests and the misappropriation of funds, the South
African government introduced and launched Batho Pele in 2002. Batho Pele, from the Sesotho
phrase meaning “People First”, was initiated to improve public access to services through
increased accountability and transparency; it also gave citizens participation in public service
decision making and operations. Batho Pele received accreditation in the 2004 World
Development Report. It was seen as a programme empowering underprivileged and poor
people to access the service rendered by service providers and made necessary pronouncements
as per service. Batho Pele is comprised of the following principles (Government Gazette,
1997):
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2.27.1 Batho Pele as Public Financial Management Service Charter

Consultation and Choice. Citizens as clients should in a number of ways be consulted
and given more information on choices at their disposal including interviews, group
consultations, surveys, Community Based Organizations (CBOs), Non- Governmental
Organizations (NGOs) and lastly meetings with representative of consumer bodies.
Precise and Measurable Service Standards. Citizens must be able to gauge the level
or the standard of service they have been accorded by the government agency. The
government on the other hand must benchmark its service to the citizens, and lastly
must be benchmarked against global standards.

Increase Accessibility. Government should take into cognisance the ramifications and
cicatrix of apartheid legacy and address inequalities regarding distribution of service
and resources. Access to knowledge, services and information empowers communities
to know the value for money with regards to the service rendered eliminate unwarranted
citizen spending and that improves quality of service.

Ensured Courtesy. All citizens should be treated with great care and respect by service
providers regardless of their gender, age, status or nationality. Service providers must
be transparent and honest in all engagements with the communities.

Provision of Information. Information regarding the service rendered must be visible
at the point of delivery or entry.

Openness and Transparency. Information regarding how government operates
national, provincial and local must be at citizen’s disposal and they must be acquainted
how the resources of the state are utilized. Citizens must know the official in charge so
that they can make necessary complaints amendments and appraisal.

Redress. Mechanisms and systems must be in place to address or remedy the flaws or
sloppy service which does not meet the government agreed upon benchmarks or desired
service.

Value for Money. Service rendered to citizens must be equitable to the value of money

paid by the client.

2.27.2 The Conceptual Framework of Accountability within SA Public Service

The World Development Report of 2014 categorizes three different kinds of accountability

relationships which includes citizens, policymakers or politicians and lastly, the service

providers (ljeoma, 2014). The citizens, through their political power, try to influence

politicians; this is called “political voice” or the first “leg” of the long route. Then there is the
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second leg of the long route, called “the compact”, the policy makers or politicians deal with
the statutory framework which crafts mechanisms to improve accountability. Then, lastly, there
is the short route or the third leg; it occurs when the citizens become the clients of public
services, and can thus exert pressure directly to the service provider in order to ensure effective
and efficient delivery of service. This is called “client power” (Novak, 2007). According to
World Development Report (2014), accountability is the most powerful and strongest when
both short and long route to accountability functions). Furthermore, it demonstrates that getting
Information Computer Technology (ICT) and Integrated Financial Management Information
Systems (IFMIS) as accountability mechanisms and measures in place is key, and
indispensable to improve public services to the citizens (Qwabe, 2014). If all public service
accountability relationships are properly working, they will be able to reinforce each other as
mechanisms of public service delivery system, which encourages accountability using
demaocratic principles, citizen involvement and participation and internal government capacity
(Baird et al., 2013, Elekwa and Eme, 2013, Qwabe, 2014, Fiszbein, 2005).

The inefficient and ineffective accountability systems within the SA Government institutions
underpins all service delivery protests experienced most of the time (Kanyane, 2014,
Mashamaite, 2014). South Africa through its democratic principles attained after 1994 has
achieved a credible constitution, good intergovernmental fiscal policies and systems, sectors-
specific legal systems, and policy frameworks dealing with decentralization of powers
(Kanyane, 2014). Public Service Commission was constitutional created as an impartial and
independent body tasked to investigate and assess the performance of the public administration
officials and departments, the principle of customer service called Batho Pele (PSC, 2008). The
government also supported the existence of vibrant Community Based Organizations (CBOs)
and Non-Governmental Organizations (NGOs) to propel government transparency and
accountability (Constitution of RSA, 1999). The report titled” Accountability in Public Service
in SA” looks at SA’s public spending patterns since the dawn of democratic dispensation in
1994 and ramifications thereof, which showed significant improvements levels on
accountability (World Bank, 2013). According to the African Peer Review Mechanism
(APRM), despite all good policies legislated by the South African Government, it still has a
major stumbling block in implementing these policies to improve the lives of the citizens, with
the chief reason being that frameworks largely concentrate on national institutions spheres,
rather than representative institutions that are more accountable to citizens (Lepri et al., 2018).

Therefore there is a strong need to improve political accountability, strive for sustainability in
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the socio-economic landscape, and political stability forging new avenues for global
partnerships and good governance (McMahon et al., 2013). Furthermore, channels of
communication with citizens, especially the most vulnerable, poor and living in informal
settlements, must be institutionalized and extensively improved (APRM, 2014). The Public
Service Commission (1997) on the other hand, came out with the findings that some
implementation failures and pitfalls were due to the fact that citizens were not involved in the
planning and implementation stages of these programs, and therefore there is no accountability
to authorities. According to Beath et al. (2010), community involvement can lead to better
decision-making. Furthermore, government departments do not apply the Project Management
Methodology which gives the added advantage of aligning projects with locally initiated

development plans and the effective participation of beneficiaries (Beath et al., 2010).

2.28 Conclusion

The operations of Public Finance take place within a political, socio-economic context,
therefore, these factors determine the outcomes. After the democratic dispensation of 1994, the
South African government embarked on a transformational agenda to reform public service.
The state budget is at the centre of all of the South African government’s financial activities.
During the Apartheid regime, the national budget was a discreet phenomenon and the
responsibility of the Executive and the National Assembly was to rubber-stamp the budget.
There was no community involvement or rigorous debate about it. It is chiefly for this reason
that Public Financial Management operations after democratization went through significant
changes to address the issues of responsibility, accountability, transparency, good governance
and service delivery which were ignored by the Apartheid regime. The mechanisms and
constitutional legal frameworks like PFMA, Public Audit Amendment Act and Municipal
Finance Management Act were instituted to control public finances, curb irregular expenditure,
fraud and corruption. Transformation of civil servants to adhere to and respond to the country’s
needs was fundamental to achieve government strategic objectives of implementing PFMA.
The establishment of PFMA in 1996 ignited the spirit of constructing a new public financial
management coupled with accountability and transparency. The skilful public servants with
adequate technical, conceptual knowledge and expertise of public finance was indispensable.
Through democratic dispensation of 1994, a lot of democratic institutions and civil
organizations were created that continuously demand accountability and play an oversight role
to monitor government operational systems of compliance. Governments world-wide are

continuously improving public financial management systems to service their citizens better,
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hence the IMF, OECD and World Bank are advocating for New Public Financial Management
Reforms which SA has implemented, aligning it with PFMA. The challenge facing the South
African government is that of whether the innovations have brought forth the desired outcomes.
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Chapter 3: The Theoretical Framework Public Financial Management and
Public Administration

3.1 The Scope of Public Administration

Public Administration is an academic discipline that deals with the implementation of state
policies and programmes by designated civil service employees, to enable the government to
function well by providing services with highly ethical principles, codes, morals and non-
partisan manner for the citizens (Cox Il et al., 2015, Aucoin, 2012). Public Administration and
Public Financial Management could both be regarded as an extension or arm of governance in
the public service (Cox Il et al., 2015).The conceptual existence of Public Administration and
Management is based upon their pivotal role in execution of government business, therefore
trustworthiness and truthfulness are key pinnacles to gain citizens overwhelming support and
acceptance (Hughes, 2012, Henry, 2017, Moyson et al., 2016). Public Administration as a
discourse or narrative is old as the notion of human civilization, and it has scientific notion
because it had gone through evolution process but basically not as a product. Public
administration is geared to achieve prescribed outcomes, it is found in the political arena or
terrain (Heady, 2001, Hughes, 2012). Democratic governments throughout the universe are
tasked to exercise legitimate power given to it by the citizens, to govern on their behalf and
achieve or produce the desired outcomes, using fundamental and collaborative governance
mechanisms (Page and Kern, 2016). The government’s responsibility is to enact laws and
policies that will serve and respond to the needs of the people (Vyas-Doorgapersad et al., 2017).
Therefore, the well-oiled government administration will deliver the effective and efficient
services needed by the citizens with the main aim of satisfying their needs. Public
Administration plays an indispensable role in governance as a discipline in general, and play
major role in the governance of state entities in the environment in which government operates,
in order to meet societal needs (Durant and Durant, 2017, Stahl and Mosher, 1956). The issue
of service delivery and client-based approach are core business of Public Administration (Van
der Waldt, 2004).

3.2 The Historical Development of Public Administration

According to Langrod (1961), the Prussian King, Frederick William 1, is seen as an architect
of Public Administration as he appointed knowledgeable, skilled professors and academics in
Cameralism to make societal reforms in social and economic school of thought. Although

sophistication characterized Cameralism there was a close relationship between Natural Law
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of Justice and recent science of Public Administration. Whereas according to Seibel (2010), a
German Professor Lorenz von Stein is seen an engineer and founder of Public Administration
Science. Public Administration was seen as an integral part of Administrative Law. Lorenz von
Stein saw that as being too prescriptive and restrictive, therefore believed that Public
Administration was integrating and inclusive science, which encompass other disciplines like
Public Finance, Sociology, Administrative Law and Political Science and lastly Public
Administration adhere to scientific methodology which will integrate both theory and practice.
Wilson in his article the “The Study of Administration” advocated for the separation of powers
between Public Administration and Politics, the prior was to establish the capacity of the
government in executing its mandate effectively and efficiently (Wilson, 1887). The classic
separation of Public Administration and Politics is still being practised by many democracies
in the world.

3.3 Public Finance

3.3.1 Public Finance as a Fundamental Economic Phenomenon

Every developed nation will have some form of state organization, which may legitimately or
illegitimately represent citizens and must perform fiduciary responsibilities, which requires
exclusively utilization money (Pigou, 2013). Public Finance is an Economics branch that deals
with government spending phenomenon and taxation (Pigou, 2013). Public Finance is
comprised of positive and normative analysis, the former analyses the cause and effect of
unstable market or financial conditions, whilst the latter looks the ethical issues of the

government (Pigou, 2013)

Public Finance is synonymous to public economics is defined as study of taxation, which
involves government income and expenditure, allocation of resources and distribution in an
efficient manner and stabilization of macro-economy (Tresch, 2014, Fisher, 2015, Rosen,
2004). According to the (Constitution of the Republic of SA of 1996) defines public finance
as primarily responsible for assessing budget proposals and reviewing service delivery trends
in national government departments and other state entities. The National Treasury is one of
the departments in the Republic of South Africa that manages the purse of the nation. The
National Treasury work hand in hand with other national departments, provinces and
municipalities by providing budgetary support to departments, and advises the Ministers,
MECs and Treasury on departmental and government cluster matters” (Government Gazette,

2016) “Public Finance comprises any revenues or expenditures passing through state budgets,
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derived from whatever source and however spent” (Wildasin, 2013, Rosen, 2004). The
essential point is that finance has to be accounted for within the governmental budgets for it to
qualify as public finance (Wildasin, 2013). Therefore, any revenues or expenditures not passing
through governmental cannot be defined as public finance (Pigou, 2013, Fisher and Turnovsky,

1998, Bailey et al., 2014).

The sources and uses of revenues are therefore not defining the features of public finance but
money is used as ticket of embodiment over goods and services (Pigou, 2013). It matters not
how the money is raised, whether from taxes, charges, licence fees, lotteries or other sources
noted above but it has all to do with distribution of resources, income, wealth, goods and
services amongst citizens (Ulbrich, 2013). What matters is that, irrespective of their source that
revenue are recorded in local, regional, central or federal government accounts (Baily, 2013).
Likewise, it does not matter how or on what those revenues are spent; expenditures are treated
as public finance if and only if they pass through the state budgets” (Baily and Elliot, 2013);
(Ulbrich, 2013). This prior mentioned theory on revenue utilization is being affirmed by
(Kazungu and Cheyo, 2014, Brealey et al., 2012, Ulbrich, 2013). Organizational performance
is determined by how it handles it finances and how it deals with the issue of transparency, and
sound accountable management of monitoring public finances (Fourie, 2007, Pauw et al., 2015,
Jordaan and Fourie, 2013). Public Finance focuses on the utilization and prioritisation of using
scarce resources to meet the ever-increasing demands of the citizens (Basolbasov and Ladutska,
2017, Kazungu and Cheyo, 2014, Hanyane and Thani, 2010). The government at all cost must
strive to meet and achieve the value for money by offering the best service possible by adhering
to constitutional framework like PFMA, public service integrity and ethics (Dlomo, 2017,

Fourie and Poggenpoel, 2017).

Governments throughout the universe are continuously searching for better strategies, methods
and mechanisms to improve public financial management operational systems and evaluation
of New Public Management and beyond (Christensen et al., 2014, LEgreid, 2017, Steensen,
2014). Furthermore, governments need to address the challenges of the new budgetary
legislations and fiscal policies imposed by international world bodies like International
Monetary Fund (IMF) and rating agencies (Cangiano et al., 2013). “Public Finance is primarily
responsible for assessing budget proposals and reviewing service delivery trends in national
government departments and their entities (Cangiano et al, 2013). The source of revenue and

how are they utilised are therefore not defining the characteristics of public finance, but display
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how scarce resources are distributed over time (Merton and Bodie, 1995).The government must
at all cost strive to meet and achieve the value for money, by offering the best service possible

to its citizens (Jordaan and Fourie, 2013).

Bhatia (1993) defines public finance as a system or a process, whereby the government try by
all means available at it its disposal to raise the resource, so as to meet the ever-rising needs of
the citizens. “Public finance is concerned with income and expenditure of public authorities
and with adjustment of one another” (Dalton, 2013). Government taxation is not voluntary
contribution but its forceful contribution, therefore, government expenditure, public resources
borrowing and financing the deficit in the economy formulates the discourse and narrative of
public finance (Fisher, 2015). Public Finance deals with the effects budgets has on the economy
and the impact it has on economic stability, growth, efficiency and equity (Fisher, 2015).
Furthermore, public finance works with fiscal discipline and policies with the aim of achieving
specific objectives like economic growth, economic stability, and stability in pricing and equal

distribution of wealth or income amongst citizens (Gruber, 2005, Gruber, 2016).

3.3.2 The Evolution of Public Finance

Various theories exist to the existence of Public Finance, it dates back to the 17" century with
books such as “A History of American Public Finance and “The Power of the Purse” by James
(Ferguson, 2014). The authors noted that “the situation of our public debts and the very great
embarrassments, which attended to all our concerns were principal causes of that revolution
and hence the Constitution (North et al., 2009). It comes out because of man’s needs to control
the expenditure of the state (North et al., 2009). The theory is based on the scholars of the
nineteen-century who were involved in the defence of sound fiscal policies against inflationist
and silverites (Qian and Weingast, 1997). It exposed the depreciation of currency as occurred
in the Carolinas and New England (Schumpeter, 2006). During that time, American Public
Finance (APF) was fiat money, their failures to exercise fiscal control and mechanism served
to conscientized the lesson to improve the accounting practices for the next generation
(Ferguson, 1961, Ferguson, 2014) The obsession of the Americans with paper money was the
primary cause of the myriad problems that they faced during the critical time of the
confederation (Tanzi and Schuknecht, 2000).

Public Finance was a controversial discourse in the eighteen century than omnipresent because
of the way the state collected taxes and spends money upon certain individuals. It also

important to note that during eighteen-century American people had no problem with the way
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money was spent and appreciated the notion of economic interest in political affairs (Ferguson,
1961).The “power of the purse” to them was a means that determine sovereignty and the power
of the state, the integrity of the institutions’ representative, the existence of the civil liberties
and rights within the society (Durrell and Harris, 1917). There was a strong belief that the
control of taxes by the government guarantees the rights of the society at large. This was a
popular notion; however, the total control of taxation was also used as instrument to influence

the power of private rights against the authority and audacity of the state (Ferguson, 1961).

The control of PF was a disputed terrain and expressed divergent views of social philosophies
and ideology of the strata. The significant cleavage in American population was the one that
paid between the mercantile capitalists and partners towards agrarians (North et al., 2009).
During that period PF was predominantly done to suit the agrarian community, which included
agricultural credit, fiat money and certainly painless and cheap methods of discharging public
debts (Ferguson, 1776, Sidak, 1989). The mercantile capitalists backed by species advocated
for “sound money”, which funded state banks, funded debts and contract of sanctity (Blinder
and Solow, 1974). The challenge existed with regards to the collection of taxes whether it was
responsibility of the Congress or the states (Ferguson, 2014). Additionally, there was a
leadership question on who should be responsible for mastery assumption of debts and also the
appropriate methods to be applied when collecting debts (Tempelman, 2007). The Congress
was later invested with the” power of the purse”, which had powers to spend the public money
and tax for the national government (Morris, 1781). Any action or method of operations had a
differential impact upon social stratification, which did not only have immediate financial
consequences but it had a bearing on their livelihood (Ferguson, 1961). The circumstantial
scenario is to highlight the constitutional and political progress that has evolved in the PF up

to now from various developed and developing countries (Aizenman et al., 2015).

3.3.3 The Significance of Public Finance
According to Hyman and Kovacic (2013), public finance is an important arm or phenomenon

in any government throughout the globe. These important arms may be enumerated as follows:

3.3.4 Economic Growth
Government public finance can be an indispensable fiscal tool and policy framework the state
can use in achieving sustainable and incredible high level of economic growth rate through

taxation, managing public debt and public expenditure in order to increase the demand and
supply.
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3.3.5 The Pricing Stability

Practicing stability may be monitored by using PF to overcome and regulate inflation by
introducing inflation targeting mechanisms (Hyman and Kovacic, 2013). In times, when
inflation occurred the state must reduce general expenditures and indirect taxes but make an
increment in capital expenditure and direct taxes. State must improves internal public debt

collection, mobilizing, and encouraging investors to invest.

3.3.6 Economic Stability

In terms of economic stability, the government must use all fiscal tools and policies,
mechanisms and frameworks at its disposal to stabilize the economy. The government must
ensure that during the prosperity era, state must impose higher taxes, and increase the public
internal debt, the money accrued from this will be used to repay the country’s foreign debt and

invention, thus reducing internal expenditures.

3.3.7 Distribution to Inequality

In the case of distribution to inequality, the government needs to use its financial resources,
revenues and expenditures to address the socio-economic ills of society like poverty,
unemployment and inequality (SONA, 2016). This will be done by imposing more income tax
to those earn high (e.g., in South Africa there’s Pay-As-You-Earn (PAYE) tax), which are taxes
imposed to higher earners consumables like liquor and cigarette companies. It is called “Sin
Tax” and sometimes taxation on profit and properties of rich people. Resources from the
affluent are used to subsidise the poor in allowances like pension and social grants as well as
other indirect and direct benefits to the poor (Bekkers et al., 2013).

3.3.8 Proper Allocation and Utilization of Resources
This is where the government must utilize the human, natural and manmade resources in the
best possible way because in these resources in their production or usage the state will impose

taxation.

3.3.9 Balance and Infrastructural Development

The government must use the revenue, resources and expenditure to erase or bridge the gap
among the rural, agrarian, agricultural, urban and industrial sectors, government must allocate
resource collected for infrastructural development including securing its citizens by providing

peace, security and justice consequently socio-economic fibre of all citizens is improved.
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3.3.10 Promotion of Export

The promotion of exportation of good and services is based on the improvement of the state’s
economic stability and promotion of trade. This will ensure that the government imposes less
tax or give some exemption, provide some tax rebates and subsidies on some exported goods

or services but imposes more taxation on imports (National Treasury, 2015).

3.3.11 The Global Perspective of Public Financial Management (PFM)
Managing the financial resources of any corporation, company or organization is indeed a
mammoth task, critical scenario and insurmountable challenge, which requires intense

knowledge and expertise in the field to enhance and execute them (Mathiba, 2011).

The policy-makers, public sector managers and administrators are faced with a dichotomous
situation where expectations and demands of the citizens are very high. However, there is
scarcity of the resources, in that unprecedented dichotomy they are also expected improve
efficiency and effectiveness (Cheung, 2013, Cullis et al., 2009). Furthermore, the PFM plays
pivotal or critical role in the financial administration and corporate governance of the
government coffers (Hyman, 2014). Public Financial Management includes the resource
utilization, usage or mobilization which simply display how the government goes about in
prioritizing its programs, budgeting planning and implementation, efficient mechanisms and

measures of exercising controls (Kiilu and Ngugi, 2014, Michalczyk, 2013).

Public Financial Management can be described as the government financial management
systems or mechanism that deals with aspects of resource utilization, mobilization and
expenditure (Pitelis and Runde, 2017). Savoy (2016) interrogates the relationship between
domestic resource mobilization (DRM) and Public Financial Management and the political
impact and influence PFM has on DRM. The DRM is seen as the mixture of financial resources
at the government disposal to finance state operations which may involve direct and indirect
taxation, other sources of revenue and lending from country’s own financial institutions (Pitelis
and Runde, 2017). The overall assessment indicates that PFM is still challenging phenomenon
in most developing countries which makes them vulnerable to corruption and fraud, however
there is an improvement on accrual accounting (Moretti, 2016, Pitelis and Runde, 2017). Sound
Public Financial Management is the recipe to improve government performance regarding
service-delivery and speeding-up processes to reduce poverty so that sustainable development

goals are achieved (Zhang, 2016). The rising expectations and aspirations of ‘Man’ places great
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pressure on the financial resources of the state. Public Finance is embedded on the following
principle (McMahon et al., 2013).

3.4 Public Financial Management Reforms

The Public Financial Management Reforms (PFMRS) is defined as a deliberate interventions
to institute changes in policies, legislation, processes and structures of a public service
institution with the intentions of strengthening, improving financial and fiscal management in
order to achieve fiscal discipline and organizational outcomes (Bouckaert and Pollitt, 2011,
Bandy, 2014, Steger, 2013). On the other hand PFMRs is a process whereby transformational
and developmental changes are instituted, and executed in the field of PF. The indispensable
changes are designed to address financial irregularities and inefficiencies, fraud and corruption,
and poor management of government financial resources. Its objective is subsequently improve
accountability within the public sector (Guthrie et al., 2005, Steger, 2013).

3.4.1 The Cycle of Public Financial Management and Key Management Factors
Involved

The diagram below highlights the cycle and chronological steps that are being taken or
undergone by SA government institutions of the state in securing and safeguarding the

management and appropriate utilization of the PF and budget.
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The PFM cycle and the key actors involved

Figure 3.1: The Cycle of Public Financial Management and Stakeholders Involved
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Source: PFMA (1996)

e Public/state expenditure, which involves managing the state buying power of goods and
services that the will be use immediately classified as the government consumption.
The state intends to find out whether investing in economic infrastructure have a

potential to produce good incomes.

e Public income/revenue, the money that is generated by the state through collection of
taxes of various forms e.g. Value Added Tax (VAT), which is paid by everybody who
purchases goods or services within the Republic of South Africa. Including Pay as You
Earn (PAYE), which is personal income tax deducted by employers from salaries of the
employees. Other income is received from customs duties, levy charged from

individual, state owned companies and lastly from services rendered by the state.

e Public debt/National debt or liabilities is money that the government owes accumulated
from loans, bonds that the government have borrowed either from local financial
institutions or bodies like Development Bank of South Africa (DBSA) or international
bodies like International Monetary Fund (IMF) or the World Bank.

e The administration of state finances is the state departments where the tax-payers is
efficiently and effectively apply under the constitutional framework as stipulated in
PFMA of the National Treasury and PFM.

3.4.2 Accountability

3.4.2.1 The role and significance of Accountability in Public Financial Management

The historical life of the concept of accountability is at the same level of existence as
democratic and political systems with its foundation rooted in political philosophy literature.
The person’s obligation to describe and provide logical reasons or explanations about the acts
that are done and obligated to provide the report” (Oxford Dictionary, 2017). There is no
universal accepted definition of accountability. According to Pelizzo and Stapenhurst (2013)
Webb (2010), “The obligation of an individual or organization to account for its activities,
accept responsibility for them, and to disclose the results in a transparent manner”. It also
includes the responsibility for money or other entrusted property” (Bovens and Schillemans,
2014, Goodin and Goodin, 2003, Schillemans, 2015). Accountability in a more simplified
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manner means being answerable to the authorities who have their powers, faith, trust and their
valuable resources to you (Kettl, 2015). Christensen and Cheney (2014) defined accountability
as the principle obligation to show case that job designated to individual has been done in
accordance with standards and rules initial set, and the designated employee reports back or
give feedback to authorities accurately, and fairly about his performance (Migliorisi and
Wescott, 2011). Lourenco (2015) stated that the citizens hold the public viewpoint or
expectations that the state have the potential and capacity to solve problems on their behalf in
an effective manner. The citizens expect the government to do the job well as designated, in an
efficient way, the work done does not cost more than what was budgeted for, and accountable
officials use powers in such manner that is acceptable (Voltmer, 2010). At end, the officials
are accountable for their actions, decision and answerable to their clients or constituency
(Armstrong, 2005).

3.4.3 The Power of Accountability in an Organization

3.4.3.1 Types of Accountability
There are various kinds of accountability, which includes performance based accountability,
financial/fiscal, political, administrative, social, process, general and managerial

accountability.

3.4.3.2 Performance Based Accountability

The Performance-based accountability systems (PBASS) are incentives linked measures which
serves as a means of improving the services to the citizens. This accountability is made to
account or demonstrate the performance with regards to the standards, incentives, goals,
measures and targets agreed upon, it is a compliance based accountability which focuses on
ongoing system of monitoring and evaluation. (Hamilton et al., 2013). Performance-based
accountability systems achieve good performance results if executed following these

principles:
e Goals and objectives must be shared or known by all stakeholders;
e Unambiguous or uniformed measures that are easily observable;

e Clearly defined control measures, inputs and processes with regards to individual or

organizational incentives;

e Meaningful incentives to the employees that will be incentivized and;
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e Necessary and adequate resources or facilities to plan, design, implement and modify
operations of (PBASS).

3.4.4 Financial/Fiscal Accountability

The organizational managers or public office bearers are liable and obliged to use the PF
resources sparingly and should account for the actual outcomes or results. In the case of South
African Government, the constitutional statute called PFMA stipulates precisely the modus
operandi regarding the utilization of the public purse and methods of accountability with

regards to decisions taken (Abedian et al., 1998).

3.4.5 Operational Accountability

This form of accountability is executed to achieve operational outcomes and objectives which
are pre-determined, with regards to effectiveness and efficiency in the utilization of financial
resources of the government with the aim of achieving the desired goals (Abedian et al., 1998).

3.4.6 Public accountability

It is a constitutional obligation in SA that employees or authority persons in government
department’s entities including state owned and entrusted enterprise and corporations must be
held accountable for public resource utilization. This is because public resources and revenue
are managed by different systems and responsible needs to be held accountable for fiscal,
managerial, and operational systems under their supervision and report-back to those that have
conferred these responsibilities (e.g. International Organization of Supreme Audit institutions,
1998).

3.5 The Government Accountability on State Owned Enterprises (SOES)

The institutional and legal framework of State Owned Enterprises (SOES) is preserved in the
Constitution of the Republic of SA, Companies Act and in the PFMA. The State Owned
Enterprises (SOEs) in SA are interchangeable called as the Corporations or Companies. In the
South African context a company is regarded as a Government Enterprise if the total equity
share held by the government is not below the minimum of 51 per cent (PFMA, 1999). As such
a corporate must be registered under the Companies Act of, 1973 and King Code 11 & 111 in
the Johannesburg Securities Exchange (JSE) (PFMA, 1999). It is important to highlight that
the Auditor-General, PFMA and Parliamentary Financial Committees like Standing Committee
of Public Accounts (SCOPA) through statutory legislation categorically stipulates how such
corporations must be managed and audited (PFMA, 1999) . These are run like private sector

corporations, where profit maximization is the cardinal pillar (PFMA, 1999).
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The management administrative team is composed of the Chairperson who is the Director of
the Board, and the Board Members all of whom are openly scrutinised and vigorously
interviewed by the MPs under the Public Enterprises Selection Committee (PESC) (PFMA,
1999). The interviews are transparent as they conducted in the public domain by the public
broadcaster called SABC and others media houses. The successful candidates are appointed
meritoriously by the government on the recommendations and approval of the PESC (PFMA,
1999). In the South African context the State Owned Enterprises are placed the watchful eye
of the Public Enterprises Minister she/he has ensure that the State Owned Enterprises (SOES)
operates within the legal statute and framework. The operations of the State Owned Enterprises
must be aligned with PFMA and various financial guidelines has been crafted to monitor its
operations and functioning. As a result of that these corporations have received a lot of
autonomy and standardization of financial policies. The Public Enterprises Minister is
answerable and accountable to the National Assembly. The Minister of Public Enterprises is
expected to tabulate before the House about the financial performances and governance matters
relating to State Owned Enterprises (SOEs). The Public Enterprises Minister must give Annual

Report and feedback and answers parliamentary questions posed by MPs.

3.6 The Financial Management Role Played by the Board of Directors in State Owned
Enterprises of South Africa

The Board of State Owned Enterprises of South Africa is constitutional tasked to perform
certain organizational and managerial functions on behalf of the Government of the Republic
of South Africa (SA, Constitution, 1996, Section 55(2)). One of the functions of the board is
to give guidance, advises and directives regarding the ways and means of reinforcing and
strengthening the State Owned Enterprises in achieving financial professionalism and
independence (SA, Constitution, 1996, Section 42(3). Furthermore, the board needs to advise
the government about organizational business restructuring and diversification that may
involve seeking new strategic innovations and partnerships, joint ventures, mergers and
acquisition (PFMA, 1999, Section, 65). The board needs to advise the government about
restructuring matters and processes by examining thoroughly, the strategic proposals of turning
around strategy or resuscitating of the State Owned Enterprises from previous financial loses
and woes (PFMA, 1999, Section, 51 and 52). The board must advise the government about the
loss-making state owned enterprises (SOEs) or chronically dying companies which may be

extremely difficult to revive, therefore the board may recommend that some of the non-
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performing companies must be closed or sold (Treasury Regulations, 29.1; PFMA, 1999,
Section, 52).

The board of the State Owned Enterprises which involves the Chairperson and the functional
directorate operates and serve at the behest of the President of the Republic of South Africa.
This narrative seems to suggest that board officials can be removed from the office when
desired outcomes are not forthcoming, as per the powers invested in the President of the
Republic of South Africa (Treasury Regulations, 30.2). The President has the presidential
prerogative to issue directives to the state owned enterprises (SOEs) as the need or demand
arises. The presidential directives are cascaded to the Board of Directors/ Governors who has
no authority to question or interrogate them. The Minister of Public Enterprises or the Public
Service Enterprise Committee then brings these directives to attention of the National
Assembly. The State Owned Enterprises are bound or expected by statutory guidelines or
statutory framework to operate in accordance or in alignment with the guidelines of the Public
Financial Management Act (PFMA, 1999). The Minister of Public Enterprises and official
directors who are the representatives of the company must ensure that the PMA principles are
applied appropriately (Treasury Regulation, 29.1). The state, in its capacity of being major
shareholder, issues the directive regarding the percentage that must be paid (PFMA, 1999).

3.7 Probity in the Public Service of South Africa

Political officers and public officials should have no ulterior motives when performing their
duties. As a result, no public functionary is allowed to use his authority to obtain inadmissible
gains either for him or for others or to secure preferential treatment for favoured persons. Each
official should conduct himself in such a manner that he will be able to withstand any test of
public scrutiny (DPSA, 1999). To support transparency and improve conduct of public
servants, public service regulations (1999), require managers that are within SMS level to
disclose any financial gains in order to eliminate conflict of interest and abuse of power and
authority for personal gains (Public Service Regulations, 1999). In 1999 in the Travelgate
scandal, 40 MPs used travel vouchers for their personal use at the cost of R18million of tax-
payers money (Gaston, 2006). The Police Commissioner convicted in 2010 for accepting the
bribe worth R120 000 from a well-known crime syndicate gangster (SABC, 2010). It is alleged
that the South African Arms deal bribery, favouritism and fraudulent tactics was used to award

lucrative contracts (Corruption Perceptions Index, 2012).
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3.8 Political Accountability

Political accountability can be defined as system whereby elected office bearers must
politically account to their constituencies about their actions (Mishra and Mohanty, 2014).
Fabricius (2016), in the South African Institute of International Affairs Journal and African
Accountability, highlights the issue of regular elections which are signified as being
independent, there are also democratic institutions like constitutions, electoral commissions,
ombudsmen, parliaments, judiciary, public protectors and human rights commissions. Whilst
these institutions exists one needs to ask a simple question, are these institutions effective? ,
Are they contributing to the principles of democracy, which involves the rule of law, principles
of good governance and accountability? The findings are that these theoretically well-
developed democratic institutions had been proven to be powerless in the actual
implementation because of the political power or influence by politicians including presidents
to overshadow them either by squeezing their budgets or opening spurious allegations and
investigations against them (APRM, 2013).

3.9 Public Expenditure and Financial Accountability (PEFA)

3.9.1 Historical Background of Public Expenditure and Financial Accountability

It was established in 2001 by various organizations including International Monetary Fund
(IMF), European Commission, World Bank and various governments involving United
Kingdom, Switzerland France and Norway (European Commission and World Bank, et al
2017). 1t was formed to harmonize, improve and to do formal assessment regarding PFM
performance with member states (Canagarajah, 2005). The founder members remain the
custodian of the program and they had helped various countries worldwide with its
implementation (European Commission and World Bank, et al 2017). Public Expenditure and
Financial Accountability is a mechanism, methodology and systematic approach used to
evaluate public financial management outcomes or performance (World Bank, 2017). It is a
measurement based mechanism whereby the countries PFM framework and systems are
measured (PEFA, 2016). The PEFA measurement tools assess the degree or level at which
PFM institutions, systems and processes are making a significant contribution, in the
achievement of desired organizational budget results (PEFA, 2016). Public Expenditure and
Financial Accountability had been used in more than 150 countries since its inception and more
than 500 assessments had been done (Swedish Development Advisers, 2016).

There are seven cardinal pillars necessary to achieve the utmost performance in PFM:
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The reliability of the budget: The budget must be crafted in such that it serves the
purpose of which it was intended for, it must serve the basic needs of the citizens

nothing less, nothing more.

Transparency in handling public money: The country’s budget must be open to the
public, the public must be freely aloud to participate in the public discourse and
discussions. Public are taxpayers therefore they have every right to know what is
happening with public purse. Government must be transparent in handling fiscal

revenue, expenditure and intergovernmental financial transfers.

Management of liabilities and assets: A vivid program must be in place to ensure that
the assets and liabilities of the organization are well monitored and controlled to

minimise abuse.

Policy based budgeting and fiscal strategy: Financial strategies and fiscal policies must
be in place to ensure financial compliance to accounting practices, macroeconomic

alignment and strategic plans.

Predictability in budget execution and control: Budget must be implemented within the
parameters of the law, internal control measures, effective and efficient standards
governing the fiscal policies of the government to avoid unauthorised and wasteful

expenditures.

Accounting and reporting: Financial measures and auditing must be in accordance with
international standards of financial accounting and auditing, reliable and accurate
records are kept, income and expenditure statements must be freely available to the
taxpayers in case of public wants to peruse them. Disseminating and cascading
information is paramount to enable management to make appropriate decisions at the

right time.

External measures and audit: In Public Service, the office bearers must account to
external organs like Auditor-General, National Assembly, and Standing Committee in
Public Accounts (SCOPA) in case of SA, which calls upon Executive to account how

public money was spent.
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3.9.2 The Benefits of Using Public Expenditure and Financial Accountability
Framework (PEFA)

PEFA is an indispensable and diagnostic tool in assisting countries and senior authorities in
decision-making regarding building the capacity of countries and budget support strategies
(Trapnell and Recanatini, 2017). International Monetary Fund to assess countries internal
reporting systems and progress made and countries performance in PFM uses PEFA (Hadley
and Miller, 2016). The PEFA is used as benchmark to assess PFM programs regarding the
technical assistance that may be required (1A, 2008). Furthermore, PEFA is a more reliable,
trustworthy and consistent program that covers a broader space, time saver and covers a wide
spectrum of PFM systems (SDA, 2016). Public Expenditure and Financial Accountability is a
pivotal vehicle to senior Public Financial Managers and authorities to envisage their strategic
planning for implementing best and sound PFM (Roness, 2017). Implementation of PEFA
improves government’s fiscal transparency and budget participation practices, but there is
insufficient conclusive evidence to support the impact and effectiveness it has on that narrative
(De Renzio, 2016). Public Expenditure and Financial Accountability provides a valuable
literature for independent scholars and researchers around the globe. Public Expenditure and
Financial Accountability also addresses the issue of quality assurance amongst member states
and the strengthening mechanism to PFM reforms (Von Trapp et al., 2016). Public Expenditure
and Financial Accountability is able to provide a quantifiable fundamental measurement, which
a comparative analysis can be done over time thus enable governments to respond timeously
on poor performance (Wehner) (SDA, 2016)

3.10 The Historical Origins and Evolution of the Strategy

The originated as a means of people to conquer their enemies therefore the classical version is
based on military premise (Clausewitz, 1982). Generals at this period had rigid supernatural
powers to make decisions. This military model is supplemented by intellectual inheritance
emanating from economics. In the book called “What is Strategy, and Does it Matter?”,
Whittington (1993) explains the evolution and transformation of strategy. Von Neumann and
Morgenstern (2007) see the situation as an elaborate game of “move and counter move, bluff
or counter move” between competing individuals to gain strategic advantage. Chinese seems
to be the ones that discussed the issue of strategy in the period 200-400 BC. The book” The
Art of War”, written in 400 BC by Sun Tzu, received best accolades as the best work ever
written on military strategy including those who pursued centuries later (Ip and Koo, 2004).

Sun Tzu used “stratagem and finesse” to conquer the enemy (DeGirolamo and Beech, 2011).

155



The author believed that never give the enemy satisfaction but used tactics and strategies to
avoid the war. He noted that, famine 2 was his favourite technique of conquering the enemy
than exposing one’s life to “Chances of Arms” (Tzu, 1963).The author’s doctrines are
omnipresent and still being practised in military and business academies. The terminology is
indirectly derived from Classic and Byzantine (300.AD). Strategy is derived from Greek word
“Strategos”, meaning “General of the Army”. Despite the fact that “strategos” has its origins
in Greek strong allegations suggests that the Greeks never used the terminology (Kaegi, 1983).
According to Dennis (1985), the modern equivalent word of strategy in Greek would have been
“strategike episteme”’, which means “general’s knowledge” whereas “strategon Sophia” means
“general wisdom” Frontius, one of the most prolific writers in military strategy in his Latin
writings the word “strategemato” is found (French, 2009, Ansoff and McDonnell, 1988).
Strategemato defines the compilation of” strategema or stragems” which literally means”’tricks
of war”. The Roman historians on other hand used,”’strategia” referring to the territories under
the jurisdiction of “strategus” who was Military Commander in Chief and Representative of
Council of War (Dennis, 1985). The word “strategia” retained a simple and geographic
definition until the French military thinker Count Guibert introduced the terminology “La
Strategique” in the year 1799. It remained understood like that until today (Horwath, 2006).
Concomitantly neither the business nor the military community could foresaw vividly strategic
perspectives in their environmental domains. Ansoff (1965) gives it a specific name strategy
in his book: Corporate Strategy. The terminology “Gy” was used in the deployment of troops.
Deployment of troops and resources were central in the achievement of goals (Luttwak, 2001).
Heuser (2010) noted that strategy has evolved over centuries, starting from being the art of war
to the notion of war of talent. Strategy in 2,500 years of its existence remained one dimensional
during that historical era warmongers stressed the significance of avoiding wars rather
purporting them. Whereas, business people focus in building monopolies and power. The
Major-General in Prussian-Germany Army, Carl von Clausewitz, wrote extensively about
strategies and tactics of avoiding the war. This is being displayed in the strategy used in USA
nuclear deterrence against the Cubans, to avoid the war Clausewitz advocated for engagement
between two countries (Clausewitz, 1982). Military strategy must be understood holistically as

a system with a variety of options rather than being rigid or prescriptive.

Clausewitz define military strategy as “art of the employment of battles as means to gain the
object of war” (Hagerman, 1967). Battles were seen as the only legitimate tool to achieve

strategic ends of a policy applying and distributing military means (Gray, 2013). Military
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strategy is obviously the means to justify political ends, hence introduced the slogan “Strategy
is a system of expedients (Greene, 2010). The author is regarded as the creator and founder of
a new and modern strategies of commanding armies in the military arena. Furthermore, he
suggested that the main focus of military leaders should consist of extensive planning and

preparation as to meet any possible result or outcome (Strachan, 2011).

3.10.1.1 The Classical Approach Strategy
This military model was later supplemented by intellectual inheritance emanating from

economics as advocated by Von Neumann and Morgenstern (2007). The classicist believed
that the fundamental objective of business existence is profitability and returns on invested
capital (Von Neumann and Morgenstern, 2007). If it is not corrected, the business must be
abandoned. Therefore, rational and conscientious planning are important elements to achieve
this goal (Ansoff, 1964, Hart, 1992, Bourgeois IlI, 1980). It is an intentional and rational
approach to strategic formulation with its focus on maximization of profit (Chandler, 1962,
Sloan Jr, 1963, Ansoff, 1965). The approach view the business domain as being predictable.
Therefore, a logical, rational and systematic approach design is indispensable to achieve

organizational goals and objectives (Von Neumann and Morgenstern, 1944).

Classical approach apply rational planning systems or methodology like Political Economic
Socio-cultural Technology Environmental and Legal analysis or PESTEL model in developing
its strategy (Mullins, 2007). The events of uncertainty that may take place within the macro
environment and cause the obsoleteness in the approach (Wright et al., 2005). Individuals and
organizations exists and operates in a continuously ever-changing playing field or environment
with the aim of achieving best possible outcomes applying different methodology, techniques
and resources depending on the prevailing conditions at the time (VAZQUEZ et al., 2018). The
difference between PESTEL model and PEST analysis is that PESTEL focuses on gathering
and disseminating information about the external forces and factors that may have dire
consequences in the organization. PEST on other hand analyses the organization’s political
conditions, economic situations, social and technological conditions prevailing in the external

environment that may impact negatively on operations and performance (Jurevicius, 2013a).

The extensive knowledge and understanding of both PEST and PESTEL is advantageous to

the organization for the following reasons:

It is an effective tool or framework that is being applied in situation analysis to identify the

macro environmental factors with major external influence. However, it has causal-effect
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outcomes on the organizations (Jurevicius, 2013a). The main aim of PEST is to establish the
external forces or factors that are currently affecting the organization. Secondly, identify how
the current forces or factors will unfold in the future. Thirdly, the organization must act
expediently to exploit the prevailing opportunities or defend threats before the competitor take
the advantage thereof (Birsan et al., 2016). Political Economic Socio-cultural Technology
Environmental and Legal on other hand looks more on environmental or ecological and legal
circumstances like weather, climate change, waste management and laws regarding
environmental pollution (Dcosta and McDonough, 2017). In terms of legal analysis, PESTEL
looks at discrimination laws, copyrights, anti-trust law, consumer protection and safety and
health laws (Dcosta and McDonough, 2017).

3.10.1.2 Processual Approach Strategy

Processual approach strategy is different from classical approach solely because are formed in
an organization. In an emerging process, this approach is called “strategic flexibility in nature”
because of the way it is crafted and implemented (Whittington, 2001). It is incremental in
nature produced in in a pattern of streams sometimes it is called fuzzy approach because of the
different decisions taken by employees on daily basis. Furthermore, it studies the processes of
change as they unfold (Contrafatto and Burns, 2013). It is incremental in nature because it adds
on top of another decision taken (Millmore and Lewis, 2007).The large-scale radical changes
in this approach does not happen overnight, it is not a sporadic event but it takes time to happen
(Sminia, 2016). It examines processes driving the change with the aim of showing interlocking
series of events in order to grasp temporal understanding (Dawson, 2014). Every decision taken
is based upon the best possible solution applicable to that scenario at that period in time, also
taking into cognisance the rational organizational strategy (Chia and MacKay, 2007). The
processual approach seeks to look at organizational change with regards to its horizontal or
vertical mobility when moving from point A to B (Dawson, 2014). Processual approach must
be understood from broader contextual framework taking into cognisance the past (historical
perspective and retrospective analyses) and including the future (future analysis involving
future predictions and expectations before implementation and after (Dawson and
Andriopoulos, 2014). Furthermore, processual approach has a strong assumption that any
incremental change has complexities and chaotic (Alvesson and Sveningsson, 2015).

The unforeseen, unplanned and unexpected will happen in any organization, therefore
organizational change must not be trivialised into a list of ordinary sequential steps but change

requires managerial leadership with adequate expertise and skills to address it (Alvesson and
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Spicer, 2014). The processual approach also highlights the significance of context and
temporality (culture and history of the organizations, decision-making amongst people and
individuals in communication and engagement strategies). Various stakeholders, and cause
confusion, ambiguities and uncertainties but they may interpret it differently (Andriopoulos
and Slater, 2013). However, the practical application of strategy has gone through different
stages because of previous failures. Following this pattern, long-range planning, basic financial
planning, strategic planning, and complex systems strategy are the core improvements of the
organizational environment, and envisage a positive change of an organization (Nappi and
Rozenfeld, 2015).

3.10.1.3 Systematic Approach Strategy

According to Whittington (2014), a systematic approach is a deliberate and systemic in the
sense that pluralistic goals of the strategic results are favoured. The processes and strategic
outcomes need to have an alignment with cultural rules and values of the local community.
However, the classical and systematic approach share the similar sentiments relating to long-
range planning, however differences exist relating to the strategic outcome (Noble and
Nwanekezie, 2017). Grunig and Gaggl (2005) stated that the systematic approach is a method
applied that determines the viability and reliability of an envisaged project implementation
using clearly defined sequential steps, then assessing and evaluating the results in repeated
trials. While the classical approach speaks to maximization of profit (Whittington, 2014), the
systematic approach strategy look at pluralistic outcomes. The outcomes that depends on the
social phenomenon of the environment where the organization is operating. For an example,
the Koreans believed in pluralistic goals of market sharing and growth, whilst united States
prefer unitary goal of maximization of profit (Batamuriza et al., 2006, Whittington, 2001).
Drucker (2012b) suggested that planning was not something new, but it was simply the

reorganization of the previous task performed.

By definition planning, is an ongoing process of risk taking in entrepreneurial decisions with
best possible outcomes, organizing systematic efforts and tools to carry out best decisions to
be scrutinized, measured and feedback (Dima, 2014). Organizational environment where
business or organization operates is predominantly predictable; therefore, logical and rational
approach is indispensable for the business to achieve its objectives and goals (Dima et al, 2014).
Systematic approach has limitations about strategic formulation since it is aligned to its social
phenomenon and itself (Batamuriza et al., 2006). There is a close relationship and co-existence
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between Mintzbergs’ cultural intelligence school theory and the systematic approach, which is

further supported by Morgan’s metaphor theory of culture (Ortenblad et al., 2016).

3.10.1.4 Meaning and Definition of Strategy

There is no universal accepted definition of strategy, an assumption is made that strategy is old
as ‘Man’, however theorist agree that the strategy focuses on the direction at which the
organization wants to take, to know where an organization is going, we need to know the
current status and the nature of the organization (Freedman, 2015). The point of origin should
be the understanding of the organizational mission and the nature of organizational objectives
(Meier et al., 2006). It is imperative therefore, to consider the processes involved in the strategy
formulation, and the factors that led to its pursuance (Wilkinson and Dale, 1999). The mission
statements, vision, aims and objectives of the organizational existence do provide the
employees and stakeholders with clear or unambiguous understanding that is the core business
of organizational values (Helms and Whitesell, 2013). It is pivotal, however, to highlight that
some of the organization’s mission statements happen to reflect a high level of wishful thinking
rather the real situation at hand (Freedman, 2013). It is for this reason that the practical
guidelines for developing a meaningful corporate strategy and mission has been formulated by

various practitioners to guide researchers and students pursuing this narrative.

The indispensability of strategic existence highlights the need that the management should set
the clearly defined and well-articulated objectives both at functional or implementation and
organizational level (Freedman, 2013). It is important to highlight that the poorly formulated
strategy, there is a strong possibility to have the dire consequences with regards to its
appropriateness, and nature of any subsequent aims and objectives (Hrebiniak, 2006).
According to Ologunde and Akinlolu (2012), strategy is the means of “Bridging the Gap”
between the set organizational objectives and the desired goals. In order to achieve that, a lot
of deliberate intervention tactics and techniques are needed. The strategy involves the where,
when, how, what, who and why (Perry and Rainey, 1988).
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Figure 3.2: Understanding the Practical Methodology of Strategic Implementation

Source: Perry (1988)

The diagram illusrates the relationship of different ideas connected to the main idea. It
emphasises the information of both the center and the link with each idea information on the
exterior circles to the central idea of the implementation. “Where” is showing the point where
the strategy is, therefore one must begin from where the strategy is at the time. “When”
indicates when is next step going to be taken moving forward, while “how” indicates the
methodology and techniques to be used in order to achieve organizational objective. “What” is
relating to the tools to be used and done, whereas “Who” indicates who will implement the
strategy and lastly “Why” show why a particular action has to be taken and implemented. For

instance, why a certain strategy was preferable at the expense of the other (Jensen, 2001).
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3.10.1.5 The Fruits of Strategic Implementation

“Bridging the Gap”

Strategy & Tactics

Deploy & Employ

Figure 3.3: Strategic and Tactics
Source: Nickols (2016b)

The organizational objectives, mission and strategies are widely influenced by a range of
factors that involves environment, nature and demands whereby the organization operates. The
environmental strategist assesses the environment using the strategic tool and framework called
Political, Economic, Social and Technological (PEST) and as well Strength, Weaknesses,
Opportunities and Threats (SWOT) situational analysis, therefore any strategic objectives
formulation and strategic intent must take PEST and SWOT into cognisance when disserting
situational analysis and the internal situation of the organization (Ho, 2014). The organization’s
pursuance of any strategy is entrenched in the belief or outcomes of the previous experiences,
organizational culture, competitive behaviour, past performance and managerial desired
expectations. Porter (2008) suggests that is for an organization to be very competitive and
successful must choose a generic strategy and pursue it consistently and conscientiously. Porter
(2008) has identified three generic strategies including: Focus, differentiation and cost
leadership strategies. The following must be taken care of the image of the company, culture

of the company, key personnel, structure of the company, resources and operational ability,
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3.10.1.6 Focus

To formulate effective and efficient strategic plan (Strat-plan) it needs to be goal driven,
therefore setting objectives is the fundamental key issue in the planning process, if this is not
executed effectively and accordingly, that which follows will definitely be lacking in insight,

focus and cohesion.

3.10.1.7 Differentiation

Seek to give organizations guidance concerning various strategies and drawing parallelism
amongst them with the aim, and objective of identifying or drawing any conclusions that the
management might have taught (D. Banker et al., 2014). It seeks the experiences of successful
organizations and cautioned it’s against particular dangerous situations. Furthermore
differentiation strategy highlights the dangers of sticking to one strategy for a very long time
which is called “strategic wear out” it is obvious that organizations and strategists will tend to
stick to a well-proven and successful strategy, however evidence is prevalent that even those
best crafted strategies, its life span has limitations (Porter, 2000). Organizations must position
themselves in a strategic manner that will differ from its competitor and this will lead to
sustainable performance (Banker, et al, 2014). Therefore, the organizations must monitor
closely the efficiency (“doing things right” and effectiveness) (“doing right things”) of any
strategy with the fundamental objective of instituting necessary changes where applicable to
denote the environmental conditions and circumstances as assessed by Senior Management

Team (SMT) and organizational strategists (Porter, 2000).

3.11 Cost Leadership

Focuses on profitability than high returns on investment because lowest prices are offered to
appease price-sensitive or cost-conscious customers (Porter, 2000). Leadership is defined as
“as the process of influencing people within an organizational context to direct efforts towards
particular goals” (Buller and McEvoy, 2012, Girma, 2016). Cost leadership focuses on the
nature of the business that is being currently operated, the trajectory and the journey envisaged,
and how it will achieve the desired outcomes through competitive advantage (Brewster et al.,
2000). Organizations must not only focus on the current performances but rather focus on a
more positive sustainable and achievable performance. Organizations must ask why it has
achieved such levels of failure or successes (Reichard and Johnson, 2011). Hence, evaluating
a strategy will enable the organization to move from known to the unknown. Specifically, from
general to the more specific outcomes and this will lead to a formulation of objectives

compatible with environmental situations (Hitt et al., 2017). That will bring to the fore the
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organizational weaknesses, and strengths to avoid postulate the need for strategic planning
process (Wilson, 2014).

3.12 The Strategic Objective of Planning Process

Nickols (2016a) describes “the purpose of planning as an attempt to impose a degree of
structure or order upon behaviour by allocating available resources in order to achieve
organizational objective within a specific time frame”. Planning strive to control and monitor
the factors which may negatively affect the outcome or results of the actions or decisions, with
adequate supervised planning tools, and organizational resources success is achievable
(Mintzberg, 2000). “Strategy is about shaping the future and is the human attempt to get to
“desirable ends with available means” (Mintzberg et al., 2013). Freedman (2013) suggests that
strategies in most instances fail because a lot is expected of them, than what they can actual
produce or deliver. Furthermore, he argues against the well-known notion that strategy is a
plan. “Why a strategy is not a plan” based on Freedman (2013) arguments on the fundamental
premise that everybody these days seems to be in the dire need of strategy because strategy
focuses on the means one uses to reach the ultimate end. Through, various good lessons or
mistakes that government, business and community has experienced or learned, enables these
stakeholders throughout the globe to craft and apply strategies in their various sectors that takes
into account integrated approach in decision making, and methods relating to environmental
issues. This has strengthened collaboration of strategic perspectives between communities,
non-government organization, business and government (Kohtaméki et al., 2012, Burkhart and
Reuss, 1993, Agranoff and McGuire, 2004). Policies are purposefully made be and they must
be linked to a powerful entrepreneurial strategy of the organization (Ireland et al., 2001).
Overall, most companies and organizations today it would be odd if they do not have strategy,
and failures within the organizations will be levelled against the lack or absence of a good
strategy (Mintzberg, 2013).

Strategy is viewed as a panacea to solve all organizational problems, strategy has become a
buzzword that can solve personal problems of individual like stress, sometimes strategy may
be based upon intuition but seldom may it operate without theory and knowledge (Kvint, 2015).
Strategy long-time utilization becomes ubiquitous and loose its credibility, value and
worthiness that’s why strategy must at all times remain relevant and its effectiveness must be
tested (Mintzberg, 2013). Furthermore, Mintzberg (2013) highlights how strategy has evolved
over the years for it has been utilized in different environmental phenomenon that are highly

contested and dynamic including business, politics and wars (Mintzberg, 2013; Freedman,
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2013). The notion of employing whatever resources the organization has at its disposal in a
contested and dynamic terrain or situation to achieve the best results is refuted by Freedman,
and suggests that “it about getting more out of a situation than the balance of power would
suggest, it is the power of creating art” (Freedman, 2013). Strategy is a system of formulating,
finding a doctrine of development that will ensure organizational success in the long term if
executed accordingly (Kvint, 2015). According to Rumelt (2012), a difference between a bad
and good well-crafted strategy needs a kernel with three distinct elements including diagnosis,
which seeks to explain or define the nature of the challenges. Secondly, the guiding polices or
mechanisms for dealing with a problem at hand, and thirdly, coherent implementation

mechanisms designed to execute the guiding policy.

Strategy includes goal setting, a precise or specific action to achieve those goals and resources
mobilization to execute the envisaged action. Strategy determine how the end results, goals and
outcomes will be achieved (Smith, 2013). Strategy is a carefully and well-developed method
or plan for achieving a desired outcome or goal, it is a well-developed skill method or plan to
implement so to as to achieve the sought outcome (Webster et al., 1989). Strategy defined as a
plan or method selected to bring about the desired future outcome or result including a goal-
oriented achievement or a solution in solving a problem (Cearley and Claunch, 2012). The
strategy that begins with objectives and works retrogressively there is strong possibility of
failure, strategy must look at as an albeit script incorporating the possibilities of events and
chances, which anticipates and predicts interactions of many stakeholders and role players over
a long period of time which are open-ended with no limitations (Freedman, 2013). The
organizations that produce best strategies they opt to use different approach than what is often
used by many. Firstly, they conscientiously value strategic planning as critical component that
can and must be an excellent status (Dixon, 2017, Judah and Paul, 2014). Secondly they invest
a lot of resources to the employees, tools and processes that makes it easy for them to identify
the most significant and pressing strategic priorities, thus enable them to make necessary
adjustments which makes the organization to adjust and remain relevant to environmental
changes. Thirdly, the organization’s philosophy of continuous improvement (Kaizen concept
of Toyota) is desire for any organization big or small, its principles are applicable both in public
and in private, it emphasizes maximization of quality, and reduction of waste, efficiency in
operations and work related procedures (Berger, 1997, Singh and Woo, 2009). Strategic
planning gives the organization ample time to focus on debates discourse and narrative,

decision-making, and all kinds of engagements to all tiers of the organization thus enables the
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organization to put strategy into action (Joyce, 2015). The excellent strategic planning needs
to have key elements that is not a one size fits approach such as strategic planning but it must
have strategic management accounting budgeting (Dixon, 1998). Strategy amplifies the voice
of the frontline and customers, resource allocation is purposely undemocratic and do not let the
Earth’s rotation around the sun determine when you make decisions (Nickols, 2016a). Lastly,
leaders focus on the most important decisions and simplify the rest (Drucker, 2012a, Dale,
2005, Bryson and Alston, 2011).

3.13 Mintzberg’s five Ps of Strategy

3.13.1 Plan

What is planning? Planning is described as (forethought) and thinking process that involves
organizing the resources and activities necessary to achieve the ever sought goals, planning is
deliberate crafted, its progression is careful watched and monitored from the beginning to the
end (Campbell et al., 2005). Planning involves creation, and creating and plan maintenance
that involves conceptual skills and psychological aspects. Therefore, the establishment of
business or organizational goals is the core step in planning (Rohm, 2008). One of the executive
functions of the brain involves planning, which involves the neurological processes that are
pivotal in the formulation, selection and evaluation of a sequence thoughts and actions to

achieve a desired outcome or a goal (Montgomery, 2008).

Planning is a thorough preparation in a sequential way to achieve a specific objectives, goals
or outcomes, the strategist must produce a document tabulating what the organization plans are
for now and the next ten years (Campbell et al., 2011). Planning is one of the most fundamental
tools needed in time management and project management (Rohm, 2008). Plan has similarities
with a map, when followed to the latter it enables the user to check the progress done towards
achieving a projected goal in relation to the destination (Perry and Rainey, 1988)

Planning enables strategic manager to check where s/he is, to make informed decisions as what
to do next. Planning is indispensable in determining whether one is able to meet the projected
needs, time, resources and money during each action step taken (Niven, 2014). With
conscientious planning one is able to determine as to anticipate where challenges and problems
are to be expected, which enable the user to adjust the strategy, tactics and modus operandi to
avoid the coming foreseen crisis or smoothen the crisis, rather than to deal with hazardous
crisis when it takes place unexpectedly (Njiru, 2007, Bamberger et al., 2014). Personal goal

setting and strategy maps can be describe as the wisdom that emanates from psychological
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research, and practical experiences that help people or individuals to direct their subconscious,
and conscious decisions towards building their motivation in achieving personal success (Lueg
and Julner, 2014). Planning process encompasses the objectives or goals to be achieved,
strategic formulation to achieve them, creates, arranges or provide the necessary means or
resources and lastly to direct the resources, implement, and monitor implementation of action

steps in their sequential order (Wambugu and Ombui, 2013).

3.13.2 Ploy

A strategic ploy is strategic move crafted to trick, out plan or outmanoeuvre the competitors,
furthermore creativity is seen as the central idea of strategic ploy to achieve success, ploys are
used and very beneficial when facing strong opponents competitors (Campbell et.al 2014).
Mintzberg (2013) makes a reference to a military-historical war between United States of
America and Britain, George Washington having realized that it was impossible to defeat the
well-organized British army in the traditional and conventional warfare, to overcome their
pitfalls and weaknesses the American army opted for guerrilla tactics which relied heavily on
hit and run attacks. The unlawful and illegal targeting of British army officers was an American
effort and strategy of weakening the strength of the British army by eliminating its leadership.
Ploys still continue to play its role at omnipresent the most recent being the battle of capturing
customers, organizations use a wide range of strategies, tactics and techniques to outsmart the
competitor, pricing is one of the most famous choices which in many instances leads to price
war. Price war often leads to decline in profitability (Rao et al., 2000). In China, most consumer
producing firms gather information on competitor, which makes the competitor to feel
threatened (McWilliams and Gerstner, 2006).

According to Kumar (2016), fighting the enemy that one knows is easier, though challenging,
sometimes tough and yet quite strange but better because of sharing similar strategies,
ambitions, weaknesses and strengths. The long battle between Pepsi and Coca Cola, Sony and
Phillips, Hetz and Avis, Komatsu and Caterpillar have becomes disruptive in terms of
competitions. The unethical aspect, which led to lacking moral principles between individuals,
society and organizations with destructive consequences. Unethical behaviour can be define as
practice that falls outside or falls short of general accepted norms, values, standards and moral
behaviour involving lying , stealing, dishonesty and cheating (Yam et al., 2014). Ethically,
advertising an organization must display the true credentials about its products (Reynolds and
Olson, 2001). It must not distort the brands ‘capabilities or shelve its defects, hidden agendas

and intentions (Vaux, 2013). For instance, the Pharmaceutical industries has recently become
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highly market oriented by hosting lavish events to influence medical personnel and doctors to
prescribe drugs to their clientele in return providing benefits and gifts (Duong, 2016). The
ethical behaviour in business applying correct narrative when dealing with customers’ and
competition, which has not been a common phenomenon in Pizza world. This is similar to
between Pizza world, Pizza Hut and Papa John’s who used the slogan “Better Ingredients,
Better Pizza”, which categorically mean better than Pizza Hut’s ingredients in the people’s
mind. Another strategy enumerated by Papa John was that dough and sauce, was of fresh grown
tomatoes and filtered which did not ingredients like hydrolysed soy protein and xanthan gum,
Pizza Hut filed the lawsuit, which ordered Papa John cease from the practice of using hostile

and deceptive advertising campaign (Duncan, 2017).

3.13.3 Patterns

The strategic pattern sometimes is called the policy pattern is applied to encapsulate changes,
it allows organizations to swap or exchange it easily in and out in an integrated or coordinated
manner, and provide adequate implementation alternatives, even during operational times
(Ebner, 2013). This is a powerful tool within individual and organization can use for
benchmarking algorithms, responding to unprecedented and volatile scenes requiring expedient
trial of new ideas (Paroutis et al., 2016). Furthermore, pattern strategy encapsulate a collection
of duties that performs similar yet different jobs (Paroutis et al., 2016). “It is a self-contained
sequence of actions to be performed” (Child, 1975, Donaldson, 2001). According to (Agic et
al., 2016), pattern strategy can be defined as a systematic technique, procedure or formula of
solving a challenge or difficult situation and mathematical problem by a computer and achieve
some organizational objectives. Algorithm conducts sequential series of specified,
unambiguous actions or instructions in solving a problem (Rouse, 2013). “When solving a
problem, choosing the right approach is often key at arriving at the best solution” one of the
problem-solving approaches in psychology is called algorithm (Rouse, 2013). Pattern is a step
by step technique or procedure and flowchart or a map designated to perform an operation
which will turn an organizational vision to desired goals or concrete outcomes when followed
to the latter (Holland and Lam, 2014).

3.13.4 Position

Strategic positioning is viewed as the most important segment in the arena of marketing,
positioning is deemed a success if it captures the clients perception (Sair, 2014). Some theorists
believe that strategic positioning is static, while others believe is dynamic (Sair et al., 2014). It

is static when clientele adopts the product in their minds and staying there becomes immovable,
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but becomes dynamic when marketing personnel changes the client’s positional perception and
views on the product. The client’s acceptance of the brand/product in a different perspective
gives competitive and preferable advantage to the marketing manager (Sair et al., 2014).
According to Rugman and Verbeke (2017), positioning strategy requires strategic pursuance
to attain advantageous strategic positioning to achieve competitive advantage and efficiency in

the environment.

Positioning strategy refers to the techniques that one uses to communicate, disseminate and
cascading the essential information about the business or organization to potential clients,
information must include where the product is made, how’s it made, where the product is sold,
and how much does the product cost (Rugman and Verbeke, 2017). Firstly, positioning strategy
includes specific demographic or market segmentation of the product, for whom it is made for
(Biggadike, 1981). Secondly, the low-price strategy which means lowering your price against
competitors or high-price strategy makes their products to be sold at high a price thus creating
perceive value than the competitor. The higher price creates an impression that the service or
goods worth more (Hoverstadt and Loh, 2017).Thirdly is affinity whereby organizations or
companies place or position their products or goods on the loyalty of their clients who share
the common traits, personality, likes and dislikes (Pike, 2017). Wirtz and Lovelock (2016)
describe positioning as marketing strategy whereby the operator, company and organization
outlines clearly the promotional strategy to market or sell their goods and services to their
clientele. Hoverstadt and Loh (2017) on the other hand, stressed the issue of strategic fit that
speaks about the relevance, goodness and fitness of the strategy in the environment where it
operates. An acronym was created to understand the scenario called “VORSAL”, which stands

for value, options, risk, stimulation and like”.

Promotional strategy becomes imperative in formulating price of the product, and the place
where the product will be available, lastly choose the target market that will consume the
product or use the service by aligning information technological strategy to overall business or
organizational strategy for better outcomes (Moriarty et al., 2014). Product plan is an
indispensable element or component of marketing plan, its method used by marketers to craft
and select the best communication strategy to sell their products to clients, therefore effective
brand positioning needs a clear understanding and knowledge of customer needs must not be
taken for granted (Pike, 2017). Small organizations or companies use value positioning strategy
price their brands below that of the competitors, it seeks to capture clients who are sensitive to

high prices and constantly changing prices (Porter, 2000). Quality positioning may benefit
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organizations by benchmarking on quality of their products competency, organizations may
also use comparative advertising to display and demonstrate the superiority of their product as
opposed to their competitor (Gershon, 2003). On the other hand, Effing and Spil (2016) stress
the importance of using IT and digital business to gain competitive advantage.

3.13.5 Perspective

Zellman et al. (2010) define perspective strategy as a means by which organizations solve their
important challenges and issues; it is a carefully crafted and tactical approach, putting
information to its proper context which will consequently help in reaching amicable
organizational solutions. They further suggest that the issue of consumer decision making is
influenced by the type of the product. The goal of strategy formulation is to establish a valued,
unique and competitive position by crafting a better strategy than your competitor, by
delivering better value to clients or provide a comparative value at lower price than your
competitor, which creates competitive advantage ahead of its competitors (Ulwick, 2003).
Therefore, strategist needs to understand needs thoroughly the perceptions and the feelings of
the employees about organizational strategic formulation and execution to identify unearth and
unpack elements that can contribute positively to strategic success (Du Plessis et al., 2015). In
order to utilize human capital, organizations need strong strategic perspective firstly, by
developing the talent in the workforce that will enable organization or business to make better
decisions. By taking into cognisance the past challenges and strategies implemented thereof,
the omnipresent position the organization is at, and the future objectives of the organization
will become relevant by applying sound strategic communication (Smith, 2013, Moorman and
Day, 2016, Baporikar and Deshpande, 2017).

Strategic perspective enables the Senior Management Team (SMT) to ignite its objectives and
goals to make informed and appropriate decision-making in all organizational areas (Zellman,
et al., 2010). In strategic perspective every stakeholder has a something to say, which take
various forms which may include the concern expressed by stakeholders, organizational
announcement, an expression of an attitude, value or the organizational commitment in
building capacity, potentialities and capabilities therefore it’s important that organizations and
business must use global strategies to remain relevant and competitive (Beng and Yu, 1996).
Strategic sustainable management is seen as having a positive impact in the evolution and
development of strategic thinking to meet hierarchical segments, strategic operational tactics
and environmental expectations of socio-economic sustainability (Schulte and Hallstedt,

2017). Additionally, delving on sustainability enables the organization to develop a holistic
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perspective and integrated approach towards decision making support mechanisms, assessment
systems of internal motivation and incentive to meet organizational goals or desired outcomes
(Radomska, 2015, Jabtonski, 2014).

3.14 Elements of Strategy

Chew (2016) emphasized the indispensability of IT in business or organization’s environment
because it adds value and delivers the essential service to the organization, however service-
delivery within the government enterprises is inadequate to deliver the desired outcomes. Hitt
et al. (2001) and Barney et al. (2001) supported the view that strategy is not about finding the
best global method of competing nor an attempt to be everything to all clients. Yet, a systematic
in generating or achieving a competitive advantage that has economic vial ability, inimitable,
uniqueness, no-substitutable, durable and sustainable (Priem and Butler, 2001). Strategy is
about a technique of competing, which delivers a distinctive value to a specific set of clients
(Porter and Magretta, 2014). Senior management team and (CIOs) in most organization is
tasked with the responsibility of executing or implementing the strategy but all employees must
take accountability in the successful implementation of it. Organizations when formulating a
strategy must study and understanding the whole range view of prospects and operations of the
organization rather than individual perspectives. Layton (2012) suggests that effective and
efficient organizational strategy must have clearly defined objectives with measurable results
that form a direct connection with organizational vision, objectives and goals without
disregarding the regulatory, legal and contractual abiding agreements. For instance, the
term”Vosic” stands for vision, objectives, strategy, implementation and correction (Grant,
2016). Effective strategy must start with conceptualizing the organizational long-term goals.
Organizations survival to stay at the top of this highly competitive world organization must

design a unique strategy suited for its own needs (Grant, 2016).

3.14.1 Strategic Visioning

There is no universally accepted definition of vision. According to Nanus (1996), the well-
known expert in the field in his best-selling book, “Leaders: Strategies for Taking Charge”
defines a vision as a credible, realistic and very attractive and aspiring future of a company or
organization. Strategic visioning is shining symbol that directs the organization to a distinctive
path to outsmart the competitor (Nanus, 1996). Therefore, a leader with the adequate skills and
expertize gives the direction and champion who will represent the organizational to what it
desires in terms of achieving its objectives and goals for the foreseeable future (Berson et al.,

2001, Kantabutra, 2010). Organizational success largely depends upon visionary leadership to
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design a strategy that seeks to develop the sense of organizational existence or purpose by
aligning its efforts to desired outcomes (Berson et al., 2015, M. Taylor et al., 2014). The strong,
visionary and influential leadership is indispensable to drive and give specific direction to new
organizational initiatives, followers must provide inspirational support (Wilson and Proctor-
Thomson, 2014, Algahtani, 2014).

Harari (1994) and Bititci et al. (2011) define vision as “set of ideals and priorities, a picture of
the future, a sense of what makes the company special and unique, a core set of principles that
company stands for, and a broad set of compelling criteria that will define the organizational
success”. Vision assists an organization in policy formulation to meet organizational targets
(Grant, 2016). A well-crafted vision inspires the stakeholders to higher performance standards
which they might not have achieved before, it is for this reason that the psychological and
social needs of employees must be taken care of (Singh, 2013). Kuosa (2016) suggests that
vision is a process that provides all stakeholders and opportunity in a conducive atmosphere to
be heard and their views rewarded. Furthermore Kuosa (2016) believe in his “VisionStrat”
model which advocates for inclusive approach whereby both top executive management and
ordinary employees attend and participate in the workshops. The ultimate goal of “VisionStrat”
workshop is to define the effectiveness of organizational strategy that covers and involves
coordinated work of the organization’s management team. Strategic visioning is defined as
“facilitated planning retreat that gets to a compelling, collaborative vision and a basic strategy”
(Cassidy, 2016) defines vision as a goal-directed mental framework that give guidance to
people’s behaviour. Vision statement is the organizational dream that clarifies ethos, beliefs
and guiding principles that governs the organization (Arvidsson and Edvardsson, 2018). Let us

dissect or scrutinise the meanings, according to Collins and Porras (1995):

3.14.2 Credible

By creditability means, that vision must be relevant and believable to the stakeholders
otherwise the vision becomes illusive, mirage that is unachievable, if the stakeholders do not
own the vision they will find it incredible hence unable to serve it purposefully. If the vision is
credible, it makes everyone to contribute immensely and significantly to the overall
accomplishment of organizational vision and goals. Vision is portrayed, as a future’s picture
of which all stakeholders work willingly to accomplish, in the organizational change process,
and vision is an indispensable component to drive that process (Lado et al., 1992).
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3.14.3 Realistic

The vision must be realistic in the sense that it must bear a significant meaning to the
organization. It must be consistent with organizational culture, environment and values e.g. an
organizational vision to outsmart Microsoft in the software industry is unrealistic. One of the
main objectives of the vision is enthusiastically to motivate, inspire and urge the stakeholders
to achieve outstanding excellence. Furthermore, it must provide the direction and purpose for

the employees’ work (Boyd, 1992).
3.12.4 Attractive

One the element or aspect of the vision is to motivate all stakeholders inspirationally in the
organization, for organization to do that it must have must an attractive vision. Stakeholders

must buy in and become the part of the envisage vision for the future of the organization.

3.15 Future

The organizational vision doesn’t focus on the present but focuses on the future it looks at the
future prospects of the organization, a vision is not where the organization is at omnipresent
but it’s all about where the organization wants to go in the future. Vision is the desired or ever
sought future condition of the organization.

3.16 Developing Organizational Vision
Nanus (1995) provides the framework what a strategist should do when formulating a vision

for the organization:

3.16.1 Understand the Organization

Thorough knowledge and understanding is the basis from where one can formulate a vision.
Key questions to be answered were: what are the purpose and mission? How valuable is it to
the society? What is the character of an organization and under which framework does it
operate? Who are the shareholders both internal and external, what are their expectations and
interests, what is the organizational position within its framework, what is it that make the

organization to succeed?

3.16.2 Conduct the organizational Vision Audit

These are steps involved in assessing the current momentum, direction and status of the
organization. Key questions that need to be answered are: Is the organizational vision clearly
stated? What is the current direction being taken by the organization? Does the senior

management of the organization understands where it is going and have agreed upon that

173



direction? Does the organizational personnel, structures, incentives, information systems and

processes supports the current situation?

3.16.3 Target the Organizational Vision
What are the constraints or boundaries to the envisage vision? What does the vision intends
to accomplish, and what are critical factors and issue that vision must address in order to

accomplish.

3.16.4 Setting the Organizational Vision Context

Vision is the desirable or ever sought future of the organization. Designing an exceptional
vision, the stakeholders must take into cognisance the environmental outlook of the
organization. Organization must envisage the future developments predicaments that might

affect the vision. Probability of occurrence must be assigned to each expectation.

3.16.5 Develop the Future Scenarios
Having made a determination about the occurrence and expectations on how they would affect
your vision. It then give stakeholders the possibility of predicting the future about the

environment and the future in which the organization will be operating.

3.16.6 Generating Alternative Visions
There is variety alternatives that might happen to the environment in the future therefore that

must equip the organization with ample alternative, tools and systems to use in the future.

3.16.7 Choosing the Final Vision

This is the decision-making point where the stakeholders must choose the best possible option
for the organization’s vision. The good characteristics of a well-crafted vision must be adhered
to, includes organizational consistency with values and culture, and elements of a successful
vision. Comparison must be done between the visions created with alternative scenarios, now
find out which of possible visions will cover a wide range of possible scenarios. The final best

organizational option must be the one that meets the criteria of good or well-crafted vision.

3.16.8 Vision Implementation
Implementing strategy involves three sequential steps e.g. formulation of the vision,
communicating the vision, and lastly implementation. Developing the vision, it is only the

beginning but the crust of the matter is implementing it. Failure to implement the strategy might
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have adverse effects in the entire organization because it creates the expectations and anxiety
that leads negativism, pessimism and cynicism if are not met (Nutt and Backoff, 1992). Prior
implementation, the strategic leader must develop a communication channel whereby the
vision will be divulged firstly to all internal stakeholders (Nutt and Backoff, 1992). Various
communication methods and strategies will be used to communicate to the broad spectrum of
the organization includes audio-visual screening, written documents, interviews, press
statements by leaders of the organization and lastly leaders or management must practice or
“walk the talk”. Nanus (1992) concluded by saying that: Strategic Vision X Communication =
Shared Purpose

Shared Purpose X Empowered People X Appropriate Organizational Changes X Strategic
Thinking = Successful Visionary Leadership. According to (Collins and Porras, 1991)
concludes, “The function of effective leadership is to catalyse a clear and shared vision of the

organization and to secure commitment to and vigorous pursuit of that vision” (Nanus, 1991)

According to Robbins and O'Gorman (2015), vision has no periods, it has all what one wants
to do, and it is that reason why organization was established. The vision needs to evaluate both
internal and external environmental factors which take into cognisance directional trends,
threats and opportunities that organization might face in the foreseeable future, portray the
clientele of the organization, the brand or commodity it provides which distinctive
distinguishes it from other competitors (Harrison & John, 2013). Mayfield et al. (2015)
suggested that strategy connects the destination with current situation, it applies to the company
as awhole, and it provide answers to how the company or organization will reach out its vision,
with prevalent environmental regulatory conditions and competitive scenario. The motivating
language theory (MLT) is pivotal in formulating, transmitting and communicating strategic
vision of the organizational so that performance can improve significantly (Mayfield et al.,
2015). Vision is broader than strategy, but strategy enables the organization to engage in a
variety of activities like hiring, and training and development and lastly the tactics that have
limited scope and they are of a shorter period than what the strategy is, tactics involves
application and implementation using organizational resources (Mayfield et al., 2015). The
organization cannot move forward without vision and strategy, both the prior mentioned
concepts provide direction and guidance to the employees to move the organization expediently
forward. The tactics are driven by vision and strategy (Mayfield et al., 2015).
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3.17 The Mission Statement of the Organization

3.17.1 Mission Statement Meaning and Definition

According to David et al. (2014), the organizational mission is the reason why the organization
exist. It portrays beliefs and values of senior management team of the organization, it involves
the mission statement of the organization which provides the description of the organizational
mission, strategies, objectives and a well-crafted mission statement inspires and encourages
employees to perform at utmost best (Rajasekar, 2013). Mission statement is pivotal for
organizational growth and prosperity it has been seen as key driver for the utmost performance
of the organization (David et al., 2014).

Mission statements differs from one organization to another however they have distinctiveness
characteristics from each other, all of them share similar components or attributes like company
philosophy and culture, geographical or environmental domain, survival concerns, profitability
and growth, organization’s target segmentation, the public image of the organization (Desmidt
et al., 2011). The company or organization’s business and the future position at which the
organization wants to see itself, more than anything else strategy is about being successful in
your ever-sought endeavours (Grant, 2016). Mission statement of the organization defines what
the organization wants to do and why a particular action has to be taken and who will do it.
(Bird et al., 2016). Similarities exist between vision statements and mission statements for they
both look at the bigger picture of the organization, vision statement inspire people to dream
whereas the latter inspire people to act. According to Patel et al. (2015), an organization mission
statement is the navigational tool that the organization can use well in the future, it speak to the

organizational aspirations.
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Table 3-1: Comparison between Mission Statement and Vision Statement

Mission Statement

Vision Statement

1. It defines the primary objectives and the
purpose of the clientele needs and organizational
values. It focuses sequential steps as” How”” the
organization will move from it is, to “Where” it
wants to be.

1. Defines both values and purpose of
the organization, focuses mainly”
Where” does the organization wants
to be in the near future.

2. It give answers to the question, “What does the
organization do? In addition, what makes the
organization different from the rest?

2. It give to the question, “Where does
the organization aim to be?

3. It focuses on the omnipresent and the trajectory
or the journey to the future

3. It focuses on the organization’s
future.

4. It tabulates the broad goals that underpins the
establishment of the organization; its core function
is to focus on internal factors, to determine the key
measure successes of the organization and its
major audience, which is senior management,
employees and stockholders.

4. It lists the years where the
organization will be in the near future.
It enthusiastically inspire stakeholders
to give their utmost best performance,
and lastly it shapes your mind-set to
have a better understanding why are
you working there.

5. Mission statement is subject to change at a
certain time but when that happens it mustn’t
deviate from the core values, principles, clientele
vision and needs

5. Evolution of the organization may
tempt the leadership to change the
vision. Vision and mission statements
define the foundation of the
organization; any changes must be
very minute.

6. What are we doing today and why are we doing
it and who is going to benefit from it and what is
the benefit from those involved?

6. Where do we intend to go and
when will we reach that destination or
stage? How do we want to operate it?

7. Effective and efficient mission statement must
reflect values and purpose of the organization,
who are primary customers of the organization,
and are organizational responsibilities towards
customers

7. It requires crystal clear as to what it
wants, unambiguous at all, it must
encompass bright hopes for the future,
realistic and achievable aspirations,
adherence to organizational cultural
values and lastly must express the
notion of memorable engagement

Source: Alar Kolk (2017)

3.18 The Strategic Planning Overview (VMOSA)

3.18.1 The Strategic Importance of VMOSA

Department of Public Works (DPW) is amongst the largest public sector departments in South

African Government. The organization or business of DPW magnitude or stature, for it to

operate at utmost best requires strategic planning and management to execute its constitutional
mandate (Constitution of RSA, 1999). According to Svetloff (2015) and Cassidy (2016),

VMOSA stands for the vision, mission, objective, strategy and action plan. It is a practical
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planning process used to help the community groups define a vision and develop practical ways
to enact change (Grant, 2016). VMOSA is a strategic planning that seeks to provide or point
the direction at which the organization must pursue in order to achieve its organizational goals,
therefore, skills empowerment and capacity building of employees is imperative in pursuance
of organizational mission (Haines, 2016). VMOSA is the organizational mission, the
philosophical statement or creed of the organization. Therefore, VMOSA must ensure that
senior management beliefs, values and goals set the direction that enthusiastically inspires all
stakeholders to participate (Grant, 2016). VMOSA must ensure that operations and decisions
that the organization take are relevant and aligned to the overall strategic goals of the
organization, which will inevitable allow organization to grow, prosper and achieve the desired
results (Kokemuller, 2014, Grant, 2016).

Vision, Mission, Objectives, Strategies, and Action plans (VMOSA) assists organizations to
set up framework that enables organizations to achieve short-term objectives and goals not
forgetting the long-term vision. The implementation of planning process requires a great deal
of support from other stakeholders to design vivid mission statement, forging consensus and
inculcating the dreams of the organization. The VMOSA is very rewarding when one intends
to start or form a new organization, secondly when the organization is starting massive project
or a new undertaking, thirdly when the organization is beginning a new phase, fourthly when
the organization is refurbish, invigorate, energise and revitalised the phenomenon that has lost
its focus, grip or momentum (Kokemuller and Media, 2015). And lastly when the organization
is seeking new funders to fund a designated project, the anticipated funder must without an
doubt grasps what principles does the organization stands for (Kokemuller and Media, 2015).
Vision translates the organizational aims and objectives and outlook, dreams and projections
(Patel et al., 2015). Nagy and Fawcett (2014) highlighted why VMOSA is an indispensable
framework or tool in strategic planning. The round diagram below highlights that VMOSA is
an overall strategy of the organization.
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3.18.2 The Significance of using VMOSA

Strategic Planning VIMIOSA

* VVision

* Mission

>

% ﬁ * Objectives

* Strategies

* Action Plans

€€

Figure 3.4: VMOSA the Strategic Planner

Source: Nagy and Fawcett (2014)

3.18.3 Vision

If VMOSA is executed accordingly, its plan must have the vision, vision statement is the
proclamation that convey the dreams of the organization, ethos, beliefs, and fundamental
principles governing the organization which must be known and understood by all stakeholders

and enthusiastically inspire them (Nagy and Fawcett, 2014).

3.18.4 Mission

The development of mission statement is the second sequential step in the planning process to
execute action. Mission statement focuses on what and why, it defines what the organization
intends to do and to why the organization is doing it. Some general fundamental principles of

mission statements involves the following:

3.18.5 Concise

Mission statements must be short and straight to the point but enable to past the message.

3.18.6 Outcome or result-based

Mission statements needs portray the basic outcomes your organization wants to achieve.
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3.18.7 Inclusive

It must encompass the key goals of the organization when doing so; they must consult broadly
all stakeholders including the community that the organization will serve which enable them
to identify the organization as their own. People will have a strong belief in something they

contributed in building.

3.18.8 Objectives

When the organization has developed the mission statement, the following step is to formulate
specific objectives focusing on how to accomplish that mission. Objectives are precise
measurable outcomes for the project’s broader goals; objectives are three dimensional i.e.
behavioural objectives, project objectives and community-level outcome objectives (Nagy and
Fawcett, 2014)

3.18.9 Behavioural Objectives
It looks at the behavioural patterns of stakeholders as to what they are articulating or doing and
the results of their behaviours, what is happening in the environment and what will be the

Organization’s strategic involvement.

3.18.10 Community-Level Outcome Objectives
They are outcome based behavioural objectives focusing on the community rather than

individual this specify precisely what project will the organization do.

3.18.11 Process Objective

Obijectives that are involved in the implementation of the plan, activities and tactics to achieve
the desired objectives. Furthermore, Nagy and Fawcett (2014) suggests that the best objectives
have common characteristics or elements found in the following abbreviation: S.M.A.R.T. +C.

it stands for specific, measurable, achievable, relevant, timed and challenging.

3.18.12 Specific

They must be able tell how much will be achieved if implemented e.g. South African
Government has specifically highlighted that 80% of South Africans will be leaving in
electrified houses with piped water by 2030. This statement specifies, what will be achieved,

who will achieve what, and when.

3.18.13 Measurable
Information about the objective must be measureable, freely available from records, obtainable,

easily collected and detected.
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3.18.14 Achievable
Organizations must set out realistic objectives that the organization has the potential and

capacity to drive them through or pull off.

3.18.15 Relevant to the Mission
Organization must properly incorporate its objective to fit in exactly with the whole

spectrum of the organization’s vision and mission.

3.18.16 Timed
Organization must draw up a time-line or period, which stipulates as to when the project will

be completed.

3.18.17 Challenging
Organization find hard to set out significant aims that may benefit the community solely
because community is external, therefore aims set may not meet what community wants or

needs.

3.18.18 Action Plan

The action plan describes extensively what the organization intends to do and how, what
strategies and resources will be used to accomplish the prior developed or crafted objectives,
therefore, the utilization of technology and software are indispensable tools in implementing
and managing the quality in order to meet current organizational competition (Karout and
Awasthi, 2017) The action plan must answer the following questions, what changed is
envisaged or contemplated to happen in the future after the action has been implemented, who
are the implementers (responsible people) and when (time-frame) will the action plan be
implemented? (Elbanna et al., 2016).

3.18.19 Strategic Human Resource Management?

3.18.20 The role of Strategic Human Resource Management in the Public Service

One of the objectives of the study is to look at how DPW apply their current strategies.
Department of Public Works is government department that is employing approximately 150
thousand employees countrywide therefore; it meets the fundamental principles, requirements
and structure of an organization. Since DPW employ so many employees, strategy is needed
to manage the Human Resource, it becomes pivotal to establish the strategies that are executed
by DPW. One of the strategy used by DPW is Strategic Human Resource Management.

Strategic Human Resource Management is an indispensable mechanism in this section to view
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what SHRM means and how SHRM operates in the global phenomenon or arena and its
rationale, behind organizational existence (Day, 2014, Moran et al., 2014). Strategic Human
Resource Management is a management system, practice or an approach that is designed to
assist organization to meet or satisfy the needs of workers and managers who are operating
internal within the organization, external the customers, shareholders and community (Karout
and Awasthi, 2017). All these stakeholders form an integral part in striving to achieve the
organizational goals, SHRM is also there to accelerate and fast-track innovations at workplace
to achieve organizational performance (Upton et al., 2001). Strategic Human Resource

Management is branch or a wing of Human Resource Management (Upton et al., 2001).

Mayo (2016) defines SHRM as method of connecting human resources with strategic
objectives and goals so as to improve organization’s well-being of employees, engagement
culture and performance to achieve the desired outcomes. Human Resource Management is an
organizational aspect that manages all organization’s innovations and activities that affects the
welfare of employees e.g. training, benefits, salaries, administration, hiring and firing, work
incentives, sick and vacation days, and lastly safety (Schuler and E. Jackson, 2014). It is a

proactive thinking system of managing people (Harris and Ogbonna, 2001).

3.18.21 Human Resource Management Systems Model

oo

Figure 3.5: HRM Framework of Implementation

Source: Human Resource Development Sketch Bubble Template (2017)
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Jackson et al. (2014) suggests that SHRM is indeed a relatively new phenomenon in business
and organizational theory developed to achieve the business outcomes. Strategic Human
Resource Management is the organizational strategic plan, it is the game plan that senior
management team (SMT) uses in positioning the organization in terms of HRM planning and
deployment of capable workforce and resources to achieve organization’s goals (Zhao and Du,
2012). Decision-making is the core responsibility of SMT, therefore, must carefully select the
best marketing strategy that enables the organization to compete successfully (Phillips and
Moutinho, 2014). This may be done also through good employees’ performance as core
business or organizational competency, which will subsequently yield fruits and satisfy its
customers (Olsen and Zhao, 2008).

Strategic management is regarded as one of the highest forms of management activities in the
South African government. Consequently, it is mandatory for Heads of government
departments to develop strategic plans for their departments. Despite compliance to the
strategic management framework as prescribed through the Public service regulations and the
Treasury regulations, service delivery targets as set out in these plans are often not achieved.
This also results in the underspending of monies budgeted for the delivery of basic government
services. After reviewing a huge amount of literature on strategy, Mintzberg and Ahlstrand
(1999) concluded that, owing to a large number of perspectives about strategy, strategy requires
a number of definitions, and suggested the following five definitions: strategy as a “plan, a

pattern, a position, a perspective, and a ploy”.

Strategic management is the fundamental process or critical component in any organization’s
effort to remain on top, sustain and gain competitive advantage against its competitors
(Rothaermel, 2013, Simons, 1994). Strategic management is defined both as a science and art
used in formulating, creating, implementing and evaluating as well monitoring the cross-
functional decision making which enables the organization to succeed in achieving the desired
objectives (Jurevicius, 2013b). This is achieved by sharpening the skills and building capacity
of the employees, with the belief that the employees will excel because the organization is
investing on them (Blatstein, 2012). Hitt et al. (2017) define strategic management as a
continuous or ongoing process of strategic analysis, strategy formulation, implementation,
monitoring and evaluation, it is used by organizations to maintain, gain or achieve competitive
advantage over your competitors. The successes of the organization largely depends upon how
strategic planning, decision-making, strategic management and employee’s involvement are

linked and implemented to benefit the organization (Oketch and Senaji, 2016, Nordmeyer,
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2014). Strategic management does not do future predictions of the organization but it is about
preparing for the future and the sequential steps that the organization must take to execute its
strategic plan and gain competitive advantage (Blatstein, 2012). Strategic management is a
systematic approach that management must articulate in a crystal manner taking into
cognisance the organization’s mission, and craft sequential strategic objectives with
quantifiable or measurable goals to achieve (Gartenstein, 2014, Zafar et al., 2014).
Furthermore, Zafar et al. (2014) suggest that the management must participate in identifying
key objectives of the organization, strategic formulation and its execution to achieve

organizational success because it is measured in relation to its strategic objectives.

David (2012) suggests that both strategic planning and strategic management concepts bear the
same meaning although at times strategic formulation is confused with strategic planning. The
difference is that strategic planning is associated with organizational phenomenon or business
world whereas strategic management is mostly used in academic arena (David, 2012,
Rollinson, 2017b, Hislop, 2013). Farrell (2017) defines strategic planning as an organizational
management process that is used by leadership and knowledge management to set
organizational priorities to provide resources and tools. It is a beef operations by ensuring that
all stakeholders are working together to achieve the common goals with envisage outcomes or
results as per organizational mission and vision statements (Hislop, 2013). Furthermore,
(Rollinson, 2017a) suggested that strategic planning is a disciplined effort that seeks to provide
fundamental principles, actions and decisions that give guidance and shape the organization’s
path going forward. The integrative and responsive strategy plays a critical role in enabling the
organization to perform at its full potential in turbulent and volatile environment to achieve a
competitive advantage (Juul Andersen and Minbaeva, 2013). Strategic planning must answer
the following questions, what does it do? Whom does it serve? In addition, why does it do it?
Therefore, effective and efficient strategic planning does not only articulate the organization’s
path and the strategies needed to achieve its goals but how it will make it possible to be
successful (Rollinson, 2017b, Rohm et al.,, 2013). The framework below highlights

chronological sequence of strategic planning process.
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Strategic Planning Process
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Figure 3.6: The Framework for Strategic Planning Process in an Organization

Source: Boyd (1998)

3.19 Strategic Thinking and its Implementation in Public Sector

Strategic thinking is” a way of viewing challenges and opportunities from a variety of
perspectives and altitudes in order to proffer the very best solutions and directions (Rollinson,
2017b). All strategies begins with strategic thinking, planning and management. They need
each other to strategize and plan without conscientious to reach setting goals and objectives.
Therefore, strategic thinking should precedes strategic planning and management, the latter
gives the former voice, structure and action (Rollinson, 2017b). The well-executed strategic
management process must adopt a holistic approach that involves Senior Management Team
(SMT), managers and employees to develop strategic thinking (Goldman et al., 2015).
Employees must be involved in developing the vision and mission of the organization, because
the employees are ones who understand the dynamics on the ground whether the desired goals
are achievable or not (Nordmeyer, 2013). The employee’s involvement in strategic
management process benefits the organization for the employees own the process as their own;
therefore, they strive to see the organization succeeds (Goldman et al., 2015). According to
Smith (2014), any successfully run organization requires a coherent approach which involves
a combination of strategies and goals to fulfil its expectations. The evaluation tools or

mechanism must be in place evaluate failures or successes these include scanning the idea or

185



strategy, questioning its value or worthiness, conceptualization by testing it validity and
reliability (Nuntamanop et al., 2013). The strategic management process is best executed in the
organization when all stakeholders understand the strategy and what is expected of them
(Harrington, 2004). The economic recession of 2008 highlighted that public sector needs
expertize and skills of entrepreneurial leadership, that involves his/her team in advancing the
next step not as passive followers, but as active contributors in the phenomenon or discourse
of strategic thinking (Taulbert, 2013).

3.19.1 Steps in Strategic Planning and Management

It is important to begin by saying that there are many theorists who have immensely contributed
to strategic planning and management, theorists are coming with different methodologies and
frameworks, therefore there’s no prescribed format that is universally accepted however
similarities and attributes exist, in this research the sequential pattern of Rollinson (2017a) has
been adopted; it suggests the following pattern:

3.19.2 Mission
Its reason why the organization exists also set the tone as to where the organization is going

and what intends to achieve.

3.19.3 Objectives
These are tangible and measurable goals that the organization wants to achieve, measurability
of objectives enables the organization to monitor their progress and make corrective action

whenever needed.

3.19.4 Situation Assessment or Analysis

At this phase of planning the thorough understanding and knowledge of the current external
and internal factors or forces of the environment where organization operates are analysed.
Once analysis has been done, organization must set specific objectives and how those
objectives will be achieved. It is described as the foundation, pillar and cornerstone of a
marketing plan (Lorette, 2017). Internal factors examines the weaknesses and strengths of the
organization from within involving image, culture, organogram and financial resources,
whereas threats and opportunities are seen as external forces which may impact or require
change in an organization these include competitors, suppliers, technology, customers socio-

economic environment (Lorette, 2017).
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3.19.5 Strategic Intent

This is a high-level compelling document or statement of the ways, means and methods by
which the organization intends to achieve its vision, its organizational vision of what it tends
to achieve in the future i.e. how the organization will win, the method to be used to win and
potentialities and skills and leadership systems needed (Lafley and Martin, 2013). Therefore,
thorough understanding of strategic intent and strong belief in it by committed employees is of
imperative significance or critical importance for the organization’s success in its endeavours
(Oketch and Senaji, 2016). Strategic intent has elements of organizational commitment and
obsession terminology, which says, “Win it all”” against all odds mentality, therefore it requires
a high degree of commitment and effort from employees (Hamel and Prahalad, 2005). Strategic
intent answers the question:” What exactly is the organization trying to achieve?” It gives the

organization a sense of direction, discovery and destiny (Hamel and Prahalad, 2005).

3.19.6 Strategic Formulation
At this point it is where the organization craft and develop its strategy and strategic plan is
outlined and documented clearly, it stipulates modus operandi, time frames or time lines and

implementers of the project to achieve desired goals.

3.19.7 Strategy Execution
It is where a plan is put into action, strategic thinking is translated into operation, it
transforms the stagnant plan into action where it becomes a vibrant system, which shows

strategic performance and gives feedback regarding implementation.

3.19.8 Monitoring and Evaluation

At this phase it’s where the organization will evaluate its implementation strategy whether it
has achieve its overall organizational performance and goals as per its mission and vision
statements, when there are pitfalls and flaws the necessary the changes will be made to keep

the organization back on track.

3.20 Human Resource Management (HRM)

3.20.1 Theoretical Evolution of Human Resource Management

During the early periods of industrial revolution, workers were working under extremely
hostile conditions i.e. they were working as slaves with no payment, unhygienic conditions and
long hours, this then prompted industrial revolution and labour riots. As a result of Industrial

Revolution and labour riots various governments’ intervened by setting statutory laws and
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regulations compelling employers to comply with statutory framework that protected the right
and welfare of employees, this initiative led to the establishment of Personnel Management
which was later termed Human Resources (Wilton, 2016). Human resources became known
during the 18™ century in Europe from the ordinary idea of Charles Babbage, the
Mathematician and Robert Owen, British Industrial Reformer during the period of industrial
revolution. Both appreciated and valued the work done by workers therefore expressed their
concerns and advocated for their welfare (Chimoga, 2014). As a mathematician, Babbage
advocated for the division of labour stressing that it would bring employees with specialized
skills and expertise that would produce perfect work. Adam Smith in his book “The Wealth of
Nations” of 1776, like Babbage, came with notion of Division of Labour, proposing that work
must be divided into simple tasks. This became advantageous in three levels i.e. time-saving,
skills development and applying specialized tools, when Ford used it in his company and

productivity improved.

Human Resource Management has evolved and progressed over the years during the period of
slavery where people were exploited and to the recent times where workers form the integral
part of the organization, respected and valued (Chimoga, 2014). It was developed in the 20™
century and became a known field of study by Frederick Winslow Taylor from (1856-1915).
“Taylorism” came to the fore when he was exploring and researching “scientific management”,
seeking the mechanism to improve the economic efficiency in manufacturing work (Taylor,
1911). Further work by Elton Mayo, following his Hawthorne experiments around 1927-1932,
suggested that workers’ productivity was not only affected by job design and compensation but
also by psychological and social factors. He believed that the success of the organization
depended on the welfare of the people, people form the integral part of success and achievement
of goals (Nayab, 2011). They believed that if employees are well catered for they will perform
better or do perfect job, stressed the narrative that without healthy or happy workers the
organization will not survive (Mayo). According to Dyer and Burdick (1998) and Wilton
(2016), HRM emerged in the 1920s after World Warl whereby workers demanded formal

human rights and labour rights.

Human Resource Management emerged as scientific knowledge interested in solving
challenges and problems and dealing with moral and ethical issues. At omnipresent such a role
has been taken over by trade unions it is no longer the competency and responsibility of
companies. In the 1940s, after World War 2, most administration focused more attention to

improvements in effectiveness and efficiency (Mahoney and Deckop, 1986). In 1960s
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emphasis was placed on legal compliance framework which involved recruiting, training,
hiring and assessing employees (Tubey et al., 2015). Failure to adhere to rules and regulations
put the company in a precarious condition. The task of administrative personnel was to draft
and finish paperwork to avoid this from happening (Brownson et al., 2012). Mayo (1933)
emphasized that non-monetary or human factors were more essential than monetary or physical
factors in motivating employees that prompted the trade unions to vigorously challenge the
rationale of Taylor’s scientific management approach, forcing leadership to adopt a more

behavioural-oriented system.

In 1954, Abrahams Maslow’s theory of the Hierarchy of needs was born emphasizing that
workers are motivated and inspired by the hierarchy of needs, which includes social and
monetary incentives. Whereas during the 1960s, Douglas McGregor Theory of X noted that
demotivated workers and lack of ambitions is negligence, and Theory of Y emphasizing
positive outlook of workers and Victor Vroom’s Expectation Theory emerged (Ahsan, 2017).
The observations through these studies led to a paradigm shift from a passive and
administrative Personnel Management Approach to the dynamic and vibrant HRM that
recognised the value and worthiness of employees. As result of these studies, HRM had a

pivotal role to play in core business operations and management.

The Hygiene-Motivation Theory of Frederick Herzberg of the 1959 emphasized the theory of
two-factors known also as the dual-factor theory are factors that cause job satisfaction and vis-
versa in the work environment. It interviewed employees to find out about their likes and
dislikes about their job such as intrinsic or “satisfiers motivators “which is internalized and
satisfy individual with his/her job leads to job satisfaction. Whilst extrinsic or “dissatisfies-
hygiene factors” which are maintenance factors associated with avoiding dissatisfaction for
they do not provide satisfaction. Furthermore, Herzberg theorized that job dissatisfaction and
job dissatisfaction act work independently from one another (King, 1970). This is how Human

Resource Management has evolved over a century:
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Figure 3.7: Evolution of HRM
Source: King (1970)

3.20.2 The Trajectory of Human Resource Management
Human Resource Management can be categorized into the following streams or phases:

e Theeraprior industrial revolution: This era was characterized by unfair labour practices
and unprecedented disparities and differences in the standards of living of the people
and the workers. The people during that historical epoch were agrarian and dependant

on agriculture production for their survival (Van Zanden, 2009).

e Industrial Revolution period which took place between (1750- 1850): There were
various factors that contributed to the actual industrial revolution like demographic
revolution which relates to population explosion and low economic output. Secondly,
the standards of living of the population improvements were painstakingly very low.
Thirdly, dynamism in technological and economic processes exacerbated disparities to
economic gain and prosperity (Hudson, 2014).

e The period (1850-1947) is regarded as post-industrial revolution: After the industrial

revolution there were vast improvements on the legislation emphasizing the quality of
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life of society, distinctive, qualitative and new framework to social power and order.
Furthermore communities became innovative and serviced based (Hage and Powers,
1992).

The period (1948-1990) when many countries had achieved independence: The power of
knowledge, technological advancements, research and development are defining and core
elements of this period (Andrew Zmolek, 2013).

3.20.3 The 21t Human Resource Management

Human Resource Management is defined as recruiting, hiring of employees and develop them
to become a valuable asset to the organization (Heathfield, 2016a). According to Byars and
Rue (2000), HRM is a system of strategies and activities that pay attention in managing workers
successfully at all departmental levels of a business to achieve the organization’s goals. The
current businesses and organizations cannot operate efficiently and effectively if human
resource, i.e. the workforce or employees, are not equipped with the latest Information and
Computer Technology (ICT) by (Hashim et al., 2015). The biggest challenge for organizations
today is to develop its employees through training and development programs to become highly
competitive in the global world, and therefore attain competitive advantage over its
competitors because change in the global world phenomenon every time and everywhere,
therefore rapid response to the ever changing world is significant (Hashim et al., 2015). The
human resource managers and PR actioners agree that major challenges facing HR in 21% are
ranging from globalization, demands by governments, retrenchment of employees,
multicultural employees, implementing changes in the organizations, female employees and
retention of employees (Ulrich et al., 2015). Human Resource is at the epicentre of the
organizations decision-making and its influence is indispensable in elevating and improving
organization’s practices in the work environment for best organization’s performance (Ulrich
etal., 2015). Human Resource Management can be defined as a method of recruiting and hiring
the best possible employees available in the labour market to the organization, and provide
them with necessary resources like training and development, benefits and compensate them
accordingly to become an asset in the organization (Clegg et al., 2015). When the HR manager
and the department execute their job well, both the organization and employees (Ulrich et al.,
2015) will achieve good outcomes. The HR manager must possess organizational and business
expertise because that will have a positive impact including improved work productivity and
personal welfare and well-being of employees. The deliverance by the organization on business

goals create an enduring culture for the organization or business, organization delivers best
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service or products to its clientele, shareholders will have greater faith and confidence in the
organization and prosperous future about their earnings or investments, the needs of the
community will be better fulfilled (Ulrich et al., 1995). According to Mansouri (2016),
transformational managerial skills and expertise are indispensable now to positively influence
HRM operations to beef up employee’s performance in the organization. Human Resource
Management is tasked to fulfil the following organizational goals: The framework below

highlights the elements involved in HRM.

3.20.4 Organizational Goals of Human Resource Management

3.20.4.1 Recruitment

Organization must at all cost attract the best possible candidates to match and meet certain
criteria or requirements of the job to increase organizational efficiency and achieve the overall
goals of the organization. HR manager must design strategies and plans for recruiting the right
type of employees, set specific criteria that best suit or fit in a job description by formulating
obligations, tasks and scope of work assigned to each employee as per what job requires
(Agyei, 2016).
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Figure 3.8: HRM organizational objectives

Source: Human Resource Development Sketch Bubble Template (2017)
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3.20.4.2 Selection

This level is sometimes called filtration; it deals with short listing of best possible with
outstanding qualifications, credentials, expertise and certain accolades to a specified job.
Starineca (2015) defines selection as system that organization apply to determine which

candidate or applicant is best suited for the job.

3.20.5 Hiring

Hiring is the process of reviewing or scrutinizing the applications received, choosing right
applicants for interview, testing applicants and hiring the best candidate after interviews has
been done (Klotz et al., 2013).

3.20.6 Training and Development

Organization need to assess its training needs and objectives before embarking on training
program and best trainers must be selected. Human Resource Management must embark on
vigorous program of employee’s capacity building, skills and abilities development
(Brownson et al., 2012).

3.21 Human Resource as Strategic Leader

At omnipresent organizations face a landscape that is characterized by ever-changing and fast-
paced technology, competition pressures, and skill shortages, economic pressures,
globalization competition for expertize and skills and demographic paradigm shift. These
conditions therefore require a prompt response from HR and deal with them in an amicable
way. Burkett (2016) suggests a concept of VUCA which is originally taken from military it
stands for: volatile, uncertain, complex and ambiguous. He talks about VUCA conditions that
are prevalent in the world which HR is facing and of which it must resolve. VUCA turbulent
landscape needs organizational leadership that will meet the constant ever-changing and
evolving conditions. The management of unpredictable changes is benchmark or barometer
that gauge and conclusively separates the low and high performing organizations. HR manager
must take into cognisance that organizations perform in multiple, dynamic and complex
environments with multiplicity of factors including political, economic, sociocultural,

technological, legal and environmental (PESTLE).
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Figure 3.9: The Pestle Framework Indicating the Environment the Organization is
Operating

Source: Cascio (2015)

Good environment, core values and stability are pivotal for both employees and the
organization (Baruch and Harel, 1993). Therefore, thorough understanding between them is of
utmost importance to fulfil organization’s objectives. The scanning of the environment is
pivotal and critical as it will determine the growth and survival of the business therefore a
thorough scrutiny is needed to investigate the impact PEST will have in the overall
performance of the organization in the following: political, economic, sociocultural,

technological, legal and environment.

3.21.4 Political

Talk’s government policy, regulatory framework that might that may direct positive and
negative in the organization e.g. investors are criticizing South African Government that its
regulations it is pro-labour. This involves government grants, political stability, fiscal

incentives, taxation schemes, tax rebates and foreign affairs policy.
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3.21.5 Economic
The state of the economy both internal and external, interest rate, inflation, prices of goods

and services, globalization and its effects and industrial changes and trends.

3.21.6 Socio-cultural

Looks at how culture has evolved and changed over the time and impact it has in shaping and
changing in the behavioural patterns of individuals, diversified workforce and organizations,
furthermore how social and cultural factors of the organization has affected the environment

through its operations (Akintayo, 2012).

3.21.7 Technological

It looks at the availability of Information Computer Technology (ICT) and rapid worldwide
changes in technology and within the organization, communication channels including internet,
social media, email, text messages, mass customization and global supply systems.) These
mechanisms enables the employees in the organization to perform at their outmost best.
Strategic human resource management align the responsibilities of the organization with
departmental and organizational goals. Human Resource departments exercising strategic
management has to make sure those organizational objectives are aligned with the vision,

mission, goals and values of the organization, which form the part thereof.

3.21.8 Legal
Looks at statutory law and legislative framework of the government and the organization
including laws like cyber laws, immigration laws, health care, intellectual property, privacy,

water, patent law, product liability and civil rights.

3.21.9 Environmental

Climate change has affected many countries concerning excessive weather conditions
including weather patterns such as drought, rain, rising temperature, carbon emission and
deforestation is one of the key issue. Therefore, environmental scanning remains as an ever
challenging facing all organizations, the reason being that all organizations must have most the

current information and emerging trends (Akintayo, 2012).

Human Resource Manager must foresee future the organizational objectives and processes
must be developed to meet them (Mansouri, 2016). Planning is the recipe of success because
the future is unpredictable and there are many external uncertainties. Therefore the HR
department must recruit, attract, must hire, develop, and place the best and brightest possible
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employees that can meet and overcome the challenges with their expertise so that the
organization can achieve its goals of upward mobility and trajectory (Mansouri, 2016, Gorman
etal., 2017). According to Chaichi and Chaichi (2015), delivering a quality or superior service
requires maximum effort and effectiveness of human resource. The recruitment and hiring is
the first step of identifying and attracting the employees who want to join the organizatio