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Disclaimer: 

Please note that this report is based on information which is publicly available. While every 

precaution is taken to ensure the accuracy of information, Government Technical Advisory 

Centre (GTAC) cannot be held responsible for any inaccurate information and or decisions made 

based on the information cited or opinions contained herein. 

 

 



 
 

GUIDELINES FOR USING INFRASTRUCTURE USER CHARGES 

 

1. Introduction 

 

Alongside efforts to accelerate investment in infrastructure in support of social transformation and 

inclusive economic growth, it is necessary to ensure that the burden of costs on society is fair and 

sustainable. In part, this is about establishing whether proposed investments or projects are 

welfare-enhancing for the country, and whether they are affordable for the economy and the fiscus. 

It is also about the distribution of costs – between taxpayers and users or customers, between 

different categories of taxpayers and users, and over time.  

 

This guideline sets out broad principles and economic considerations that can assist in determining 

how investments in infrastructure can be paid for in ways that are fair, sustainable and affordable. 

It also seeks to clarify when the fiscus (taxpayers) should be expected to pay for infrastructure, 

and when users should be expected to pay, or when a combination of taxpayers and users are 

expected to pay.  

 

If the fiscus is to pay, there are budget processes and requirements through which projects 

compete for funding and allocations are secured through project approvals and appropriations. If 

users are to pay, an appropriate price determination process is needed, usually subject to 

regulatory or procedural oversight. Infrastructure investments are often large multi-year projects, 

and typically yields benefits long into the future, so there are considerable uncertainties in both 

costs and future demand for services. Budgetary and price determination arrangements need to 

accommodate these uncertainties. Transparency of plans, public consultation and rigorous 

accountability arrangements are helpful in ensuring sound decisions and protection of the public 

interest in project implementation and service delivery. 
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2. Understanding Financing versus Repayment  

 

It is important to distinguish clearly between paying for an infrastructure project and its initial 

financing requirements.  

 

The initial financing is required for the capital outlay or construction works, while payment for 

infrastructure services refers to the repayment of debt or investors (amortisation of liabilities) and 

meeting ongoing operations and maintenance costs.  

     

At the most basic level, there are two primary sources of financing for public infrastructure projects. 

Fiscal funding refers to government (national, provincial or local) allocations out of appropriated 

revenue. Non-fiscal funding includes other sources of finance such as internal revenues generated 

by public entities or state-owned companies or debt or equity raised from the capital market or 

private investors. A combination of these financing sources can be used in a hybrid model. The 

strength of a financing strategy, in simple terms, is represented by the ability to repay financiers.   

 

There are also two primary sources of repayment: taxpayer and users. Additional resources may 

come from users of ancillary services (e.g. renting space to service stations, advertising, and sale 

of public land) but these seldom amount to substantial sources. There are also cases where 

repayments can be sourced from both taxpayer and users: this is referred to as a hybrid repayment 

model. 

 

If infrastructure is fully paid for through budget allocations, and there is no further cost recovery 

from users, then the burden of cost is met by taxpayers as a whole. But if dedicated project loans 

or investment by private or public enterprises contributes to financing the investment, these outlays 

will need to be repaid. Repayment from users is typically realised through tariffs or charges that 

include interest and amortisation of debt or a targeted return on capital, calculated over a 

reasonable term representing the lifetime of the infrastructure asset. Repayment of debt or 

investors can also be partially or fully subsidised by the fiscus, in which case the burden of cost 
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reverts to taxpayers, but perhaps shifted over time or between different spheres of government or 

categories of taxpayers. 

 

3. Public Finance Guidelines  

 

A critical first principle in infrastructure finance is the need to identify and estimate the full “life-

cycle costs” of a project, including its initial construction, operations and maintenance costs, 

interest on debt and an appropriate return on investment, and perhaps provision for cost-overruns 

or other uncertainties. 

 

In broad terms, decisions about whether users or taxpayers should meet these costs will depend 

on the type of infrastructure provided. 

 

Public goods are, in principle, provided by government because private investors are unable to 

do so. Public goods are non-rival in nature, meaning that consumption by one user does not 

impede consumption by another, and non-excludable, indicating that usage cannot be easily 

restricted. Examples include street lighting, public parks and side-walks, storm-water drainage, 

radio broadcasting and pollution abatement. The fact that one person enjoys the street lighting 

while walking in a public park does not impede others from doing the same. Restricting access to 

public goods is typically difficult or costly. The private market thus under-invests in these goods, 

as cost-recovery through an appropriate pricing mechanism is impractical. Infrastructure that has 

natural monopoly characteristics, such as a water-supply dam or local power station or highway, 

is also a public good. Government often needs to fully fund the provision of public goods.  

 

Private goods, in contrast, are those that can adequately be provided by the market, under 

competitive conditions. There are no significant market failures present in the provision of private 

goods, and it is economically efficient for consumers to pay as competition brings about cost-

reflective prices.  

 

However, many goods and services have both public and private good characteristics. They can 

be thought of as quasi-public goods which would be underprovided under market conditions and 
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so there are good reasons for government intervention, subsidisation or public investment. There 

are various reasons why government might intervene in the provision of quasi-public goods. 

 

Quasi-public goods often operate in monopolistic markets such as electricity distribution, maritime, 

rail transport and the road network. Governments often intervene in these markets in order to 

ensure that the service is not under-provided and that the service provider does not abuse its 

monopolistic market power. 

 

Quasi-public goods can also exhibit large externalities. Externalities are costs or benefits that 

accrue to non-users of a good and the society at large. Goods with positive externalities 

(agglomeration effects or larger health effects) will be under-provided by the market while goods 

with negative externalities (pollution or congestion) tend to be over-provided. For example: 

- Infrastructure that allows people to maintain their basic health generates a positive 

externality for society as risks of contagion are reduced and the costs of providing social 

health care can be lowered.  

- The burning of fossil fuels for energy generation has a negative externality in the form of 

environmental and health damage. These costs are being borne by society and not by the 

electricity plant and are therefore ‘external’ to the economic actor’s choice.  

- An efficient transport system and the clustering of certain industries in a geographical area 

allows for ‘agglomeration effects’ where the productivity of every actor is increased 

because of enhanced opportunities for collaboration.  

- Education has both internal as well as external benefits. Internally, the person being 

educated might benefit from an increased salary. However, an educated person might also 

increase the efficiency of the work environment, something that was not taken into account 

when deciding to get schooling. This is a positive externality.  

 

Where significant negative externalities are associated with a particular good, the user charge 

should internalise these costs (which will serve to dis-incentivise consumption); and similarly, 

where large positive externalities are associated with a particular good,  the user charge may 

warrant a subsidy from the general taxpayer, which would incentivise consumption of that good. 

Where city transport or road usage is congested, for example, there is a case for additional user 
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charges on private motorists. Where public transport leads to reduced congestion, a subsidy is 

warranted. 

 

Quasi-public goods often demonstrate both internal and external costs and benefits. As a general 

public finance principle, the repayment of these goods must be balanced between users and 

taxpayers, in accordance with the extent to which they offer internal or external costs and benefits.  

In addition to these economic considerations, there are further complexities to be taken into 

account in determining user charges and an appropriate, feasible and fair distribution of cost-

recovery. These can be summarised in three broad questions: 

 

1. Is there a reason for users to pay? 

2. Is there an ability of users to pay? 

3. Is there a willingness of users to pay? 

 

In general, if the answer to all three questions is yes, then there is probably a good case for 

recovering costs from users – the “user-pay principle” can be considered as applicable, feasible 

and justifiable. These questions do not yield definitive answers to tariff design questions, such as 

the appropriate balance between subsidy and cost-recovery of initial investment costs, or the 

appropriate distribution of costs between different categories of users or over time. But tariff design 

issues can usefully be approached by taking into account the factors and considerations that arise 

in exploring these generic questions.  

 

4. Reason to pay: Is there value for money?  

 

The user-pay principle is applicable when it contributes to an appropriate distribution of resources 

in society. This is likely to apply if the following three conditions are met: 

1. In return for paying a user charge, consumers enjoy a substantial benefit that they 

otherwise would not have had;   

2. The user charges are priced in line with the value of the good for consumers; and 

3. The user charge system can be efficiently introduced. 
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Firstly, if users are to pay a charge, then they must receive a substantial benefit in return, which is 

clearly identifiable. Without this, there is little justification for imposing a user charge. A key test for 

this is whether users will be able to experience a noticeable difference in the benefits that they 

would have otherwise enjoyed (had the user charge not enabled the new goods or services to be 

provided).  

 

The users of a system must be clearly identifiable. The examples of street lighting, or a barrier wall 

shielding a city from flooding, illustrate that in the case of “pure” public goods there are clear 

impediments to the recovery of costs from users. Firstly, it can be hard to distinguish those users 

for whom the lighting has a value and who therefore would be willing to pay for the service, and 

the users who are forced to use the good (it is rather impractical to avoid street lighting) but actually 

would chose not to, if they would have to pay. The case with the barrier wall is very similar. All the 

inhabitants of the city automatically benefit from the protection the dam wall offers once it is in 

place. A dam wall that would only protect the houses of those who value the protection is 

impossible. The characteristic of ‘non-excludability’ of both goods makes the identification of the 

users who could be charged practically impossible. Thus, user charge systems must be able to 

sensibly distinguish between users and non-users in order to be introduced. 

 

Second, user charges should be aligned with the value of the good or service as experienced by 

users. This ensures value for money and prevents unwarrantedly high charges. Caution must be 

applied where the goods markets can be monopolistic, with few alternatives and limited 

competition, which allows the producer to abuse its market power and charge high prices. The lack 

of competition in these markets can also lead to inefficiencies in project execution. Strict oversight 

and regulation may be necessary to avoid these tendencies and guard against excessive tariffs 

that are not socially optimal. Regulation can focus on price-setting to prevent economic rent-

seeking as well as the cost structure, to incentivise cost-effective service delivery.  

 

It should be noted, however, that user charges provide an opportunity to set prices at a level that 

need not just cover costs of production, but might also encourage increased or reduced usage, in 

order to meet particular social or economic objectives. For example, where there are environmental 

costs to the surrounding community, user chargers may be raised to discourage usage. Hence, if 
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users find the good too expensive for what they are willing to pay, this may be exactly the intended 

result (as government curbs usage of this good or service). Alternatively, government might seek 

to encourage greater user of a good or service because strong benefits to society have been 

identified, in which case a subsidy that contributes to lower prices might be applicable. Subsidies 

for public transport might be justified in order to ensure that a greater share of households have 

access to employment opportunities, in addition to reducing road congestion. However, subsidies 

draw on limited fiscal resources and there must be a clear external benefit towards society as a 

whole. Fiscal allocations should not be used to finance economically unsustainable projects, or to 

compensate for managerial inefficiencies that are unwarrantedly driving up the costs of provision.  

 

Third, the user charge system needs to be efficient and involve reasonable collection costs. In 

order to introduce a user charge system, an access system may need to be put in place, which is 

likely to introduce extra costs. However, these are transactional costs, which are associated with 

no inherent economic value (i.e. do not provide any further value to the consumer, nor help to 

provide revenue for covering the cost of producing the goods or services). Therefore, the costs of 

collection must stay within reasonable limits for the entire system to be efficient, and not be too 

high in relation to the collected charges. A public park can be fenced, making users pay an 

entrance fee; streets and bridges can be blocked off, making users pay a toll; radio waves can be 

coded, making users buy a decoder; etc. Whether these are appropriate steps to take will depend 

on circumstances. The additional transaction costs should be taken into account in evaluating 

options, with a view to ensuring that the overall outcome is socially welfare-enhancing and efficient.  

 

5. Ability to pay: Are the charges affordable?  

 

A user charge system is considered affordable when the following conditions are met: 

 

1. User charges can be afforded within households’ disposable income; and 

2. The charge does not disproportionately interfere with households’ levels of consumption of 

essential goods. 

 

User charges must be affordable. Charges that place an overly excessive burden on the 

disposable income of consumers are not sustainable. Even if consumers manage to pay for 



 

 

Page 10 of 12 
 

infrastructure service, if this is at the cost of basic essential household expenditure it is not 

sustainable or reasonable. While user charges may be seen as preferable to taxes as a means of 

paying for the cost of goods or services provision, account has to be taken of the extent to which 

charges can be levied on households with constrained or limited disposable income.  

 

An important assessment to be undertaken when charging for goods and services is to establish 

who will be the winners and losers of charging for a system. The impact of additional tariffs on 

different user groups within different income categories must be well understood. If the “losers” are 

lower income households, and they are not to be excluded from using the service, then the tariff 

structure or accompanying exemptions or subsidies need to be designed to achieve a fair overall 

enhancement of welfare.  

 

Some infrastructure services are more critical to household wellbeing than others. Where 

infrastructure contributes to meeting human rights that are guaranteed by the Constitution, a tariff 

and subsidy structure should be designed to ensure that households are not denied access – for 

example, to goods and services such as water, electricity and basic education. To make such 

essential goods and services affordable, mechanisms can be used that either tailor user tariff 

structures (e.g. free basic usage, implementing progressive tariffs or block tariffs that allow for 

cross-subsidisation between users), or through an external system that assists targeted user 

groups, by providing fiscal transfers or vouchers. These mechanisms serve to promote equity, 

particularly in South Africa’s context of high inequality and extensive household poverty.  

  

6. Willingness to pay: Are the charges fairly applied?  

 

For a user-charge system to be considered as fair the following conditions must be met: 

 

1. User charges are not arbitrarily introduced; and 

2. Users feel they can trust the implementing agent. 

 

User-pay systems should be implemented on a coherent and consistent basis. If it is applied in an 

arbitrarily or random manner, then it cannot be expected to receive support from society. Firstly, 
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users must trust the policy makers and believe that the principle is fairly applied. There are several 

circumstances in which trust is likely to be difficult to achieve: (1) when there is a lack of alternatives 

or choice, users might feel unfairly forced to pay; (2) a random application of charges might lead 

to particular users feeling targeted (such as users having to pay in some geographical areas and 

not others, or when there is excessive burden on the initial generation of users or a 

disproportionate debt left to future generations); (3) when charges are applied on perceived public 

goods, users feel “double-taxed”. These sentiments can lead to public resistance towards tariffs or 

charges, and undermine efficient implementation. An active public debate and a rigorous 

consultative process are needed if public discontent is to be avoided in these circumstances.  

 

Additionally, users must trust the delivering agent and believe that the service is of quality. The 

implementing agent must thus be accountable, not only to its political department, but more 

importantly to consumers. The right to introduce a user charge comes with the obligation of 

transparency, accountability and honesty. Ring-fencing the entity and earmarking the charges can 

assist in being able to provide the public insight into the finances and operational and managerial 

practices. When the public is able to check the quality provided, the efficiency of delivery and the 

correctness in revenue collection, there will be more willingness to pay.  

 

7. Conclusion  

 

User charges are not an easy way to increase investment in infrastructure if the fiscal space is 

tight or constrained. User charges should not be seen as an expedient alternative to budget 

allocations – they should form part of the planning for payment and cost recovery of infrastructure 

investments and operations when it is socially and economically appropriate to include payment 

by users, irrespective of temporary fiscal conditions. The application of user chargers should be 

done consistently and coherently, based on careful considerations of financial, economic, 

environmental and social considerations. 

 

Three decision “gateways” are outlined in this paper. 

 

The first gateway is to ensure that full life-cycle costs are recognised and that the good or service 

offers value for money, which provides sound reasons for consumers or users to pay. Users should 
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only be obliged to pay for consumption if they receive a substantial benefit in line with the service 

they receive, and are not overpaying due to inefficiencies.  

 

The second gateway checks whether there are problems with affordability of user chargers. The 

Constitution ensures that certain basic rights should not be denied to households through 

excessive user charges. Who the winners and losers are when introducing a service payed for by 

user charges must be understood, in order to assess the overall welfare impact on society of 

introducing this good or service. 

 

The third gateway aims to ensure that users are willing to pay for the service, because they feel 

the user pay principle has been applied fairly. Public acceptance is crucially dependent on 

transparency and accountability of the implementing agent, as well as the distributional burden of 

costs or tariffs and an appropriate consideration of intra-generational and inter-generational equity. 

  

 


