1

TransForum
Business Development cc
www.transforum.co.za

P.O. Box 50149
Moreleta Village
0097
012 997 3461
082 445 1008

16 July 2012
COOPERATIVES SECOND AMENDMENT BILL
INTER-GOVERNMENTAL RELATIONS 
AND THEIR INFLUENCE ON THE 
DEVELOPMENT OF MINIBUS-TAXI COOPERATIVES

A BRIEFING PAPER FOR THE 
PORTFOLIO COMMITTEE ON TRADE AND INDUSTRY

Paul Browning 
Public Transport Analyst
TransForum Business Development
paul@transforum.co.za

Synopsis
The minibus-taxi industry offers an exceptional opportunity for implementation of cooperative principles.  This is especially so in the light of the Public Transport Strategy and Action Plan prepared by the Department of Transport and approved by Cabinet in March 2007.   This envisages the present taxi operators forming corporate entities to enter into government contracts.
However, the Department of Transport is not advocating cooperative structures in the process of implementation, and there is some evidence that it may actively be resisting the cooperative format.  
The Committee may wish to consider whether the proposals in the Bill for enhanced inter-governmental cooperation are relevant to this particular example.
The Bulk-Buying Taxi Cooperative – Good Intentions, Implementation Failures
It is widely accepted that the taxi industry should form bulk-buying cooperatives.  Its members use large amounts of goods and services, from vehicles to spare parts to fuel.  These are almost all provided by retailers.  If the individuals (through their associations) were to form cooperatives, they would be able to benefit from economies of scale.
This objective was what lay behind the formation of the SA Black Taxi Association (SABTA) in the late-1970s.  In 1983 SABTA entered into an arrangement with Shell that would see 28 taxi-owned filling stations around South Africa.  Other similar initiatives were developed with the private sector.
However, none has stood the test of time.  In fact, most failed very quickly.  
The National Taxi Task Team set up by Transport Minister Mac Maharaj soon after the 1994 democratic elections, included in its 1996 report a strong recommendation that taxi cooperatives should be formed.  A task team set to work in five provinces, but although legal entities were formed, none actually began to trade.
In the early 2000s a further initiative was launched in kwaZulu/Natal.  It too fizzled out.
The reasons are many and varied.  At their heart is the individual nature of taxi operations.  An operator will take purchase decisions that seem to him or her to make sense.  This may not always be an economically sound decision as the world of commerce would see it - it may be because of a long-standing relationship with a supplier.  It is also the case that many purchase decisions (fuel, for example) lie in the hands of the driver.
For whatever reason, the apparently obvious benefits of the bulk-buying cooperative have not been translated into practice in the taxi industry.
The 2007 Public Transport Strategy
However, a quite new opportunity presented itself in the form of the Public Transport Strategy and Action Plan prepared by the Department of Transport and approved by Cabinet in March 2007.
This envisages Integrated Public Rapid Transport Networks (IRPTNs) in our 12 major cities.  Taxi operators will be required to give up their informal operations and instead become shareholders in operating companies.  
The Department of Transport had hoped that there would be a network in at least the largest cities by the time of the 2010 World Cup.  In practice by that time there was only one line, that in Johannesburg - and that was being operated by an interim contracted company.
The reasons are this time very clear – resistance from the taxi industry.  The operators had been assured by Minister Jeff Radebe in April 2009 that if they agreed to go the IRPTN route they would not lose anything in terms of ‘legitimate profits’.  
However, the scale of the change from the present individual operations to that of a shareholder in a large company is simply too much for the taxi industry.  The result has been that there is still only the one full contracted operation – that in Johannesburg – and one ‘starter’ line in Cape Town.
The Operating Cooperative
The present writer is a professional in the field of public transport, having been involved in the management of both rail and bus services, as well as in transport research.  He has had more than two decades’ involvement with the taxi industry, beginning in 1987 as transport policy advisor to SABTA, and more recently in a similar position with the SA National Taxi Council (SANTACO).
From a very early stage, it was clear that the taxi industry could advance only if operators were willing to combine so that they could (a) employ professional management and (b) move into new markets.  The apparently obvious structure was the proprietary company.  However, it was equally clear that this represented just too big a step for the individual operator.  
The acceptable halfway-house (or indeed, possibly the final structure) was the cooperative. This would enable the individual operator to retain ownership of his or her vehicle, but cede it to a corporate body for purposes of operation.  In due course, the operators might be sufficiently confident to agree to combine their assets into a joint-stock company.
The writer published a series of papers, the first in May 1991, recommending this approach.  The summary of that first paper included the following :
“The taxi is the largest black business.  Taxi owners are currently experiencing severe financial difficulties.  The industry must move rapidly to introduce more effective management practices and to develop new markets and services.  The changes [will] involve a restructuring of the industry as part of the broader restructuring of the economy. 
“[The author] has evolved a model in which taxi associations will assist their members to form cooperatives. The ideal end-state is the formal sector company.  The results will include a better standard of disciplined operations, higher net income from existing operations, and the development of new profitable areas of business including contracts with both public and private sectors.  The process is designed to become self-financing, but the pilot scheme will require to be funded from external sources.”
That was written 21 years ago, and the principle has since been developed in a series of papers.
The May 1991 paper was published long before there was any suggestion that taxi operators might contract with government for the provision of services.  Now, however, we have the Public Transport Strategy.
The Department of Transport has taken the view that taxi associations and their members should form companies which would contract with government.  That is the structure adopted in the case of the one full IRPTN line in Johannesburg, and is being similarly tried in Cape Town with its starter service.
However, as we have seen, progress is painfully slow.  It is suggested that the reason is the scale of the change from individual owner to company shareholder.  In Nelson Mandela Bay, the local taxi operators have taken the view that they would like to go the route of the cooperative. 
Nelson Mandela Bay
Nelson Mandela Bay (NMB) was one of the early leaders in planning for IRPTNs.  However, by early-2009, dissension among the taxi operators had reached the stage where there was real unrest.  A new taxi grouping was elected to negotiate with the municipality.
This new leadership decided (with input from the Eastern Cape Socio-Economic Coordinating Council) that they would form cooperatives.  They asked the present author to act as their advisor.  By early-2010, five primary cooperatives had been formed, one for each of the five contract routes.  Those five cooperatives in turn registered a secondary cooperative to negotiate collectively with the municipality.
Progress has not been altogether smooth, but it seems that the cooperative structure has not been in question at any time.
Now, however, it appears that the Department of Transport is insisting that the contracts be entered into by taxi-owned companies.  The companies can each be wholly-owned by one of the primary cooperatives, but the contract must with the company.
It is not altogether clear why this is so, other than that it is the norm established in the cases of Johannesburg and Cape Town.  If, however, it is indeed the case that this is the stance of the Department of Transport, then it can be said that it does not support the cooperatives strategy of the Department of Trade and industry, and may therefore be a matter of interest for the Portfolio Committee as it considers the Amendment Bill.
Conclusion
This short briefing paper has dealt mainly with the relationship between the Dti and the DoT in respect of the latter’s strategy for the implementation of IRPTNs in our major cities.
It is the case, though, that operating cooperatives (as opposed to bulk-buying entities) offer the prospect of facilitating the transformation of the taxi industry in general, in not only its urban mode but also its rural and long-distance modes.  It may therefore be of far wider interest to the Committee as it considers the matter of inter-governmental relations.
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