Pre prints.org

Article Not peer-reviewed version

Improving Fiscal Sustainability in South
African Local Governments: A Six-Pillar
Conceptual Framework Applied to Three
Case Studies

Shandukani Tshilidzi Thenga " and S. Arunmozhi Selvi

Posted Date: 26 June 2025
doi: 10.20944/preprints202506.2157v1
Keywords: South African local government; fiscal sustainability; municipal finance; financial management;

revenue diversification; community participation; digital governance; cybersecurity; public-private
partnerships; zero-based budgeting

Preprints.org is a free multidisciplinary platform providing preprint service
that is dedicated to making early versions of research outputs permanently
available and citable. Preprints posted at Preprints.org appear in Web of
Science, Crossref, Google Scholar, Scilit, Europe PMC.

Copyright: This open access article is published under a Creative Commons CC BY 4.0
license, which permit the free download, distribution, and reuse, provided that the author
and preprint are cited in any reuse.



https://sciprofiles.com/profile/4477770

Preprints.org (www.preprints.org) | NOT PEER-REVIEWED | Posted: 26 June 2025 d0i:10.20944/preprints202506.2157.v1

Disclaimer/Publisher’'s Note: The statements, opinions, and data contained in all publications are solely those of the individual author(s) and

contributor(s) and not of MDPI and/or the editor(s). MDPI and/or the editor(s) disclaim responsibility for any injury to people or property resulting
from any ideas, methods, instructions, or products referred to in the content.

Article

Improving Fiscal Sustainability in South African
Local Governments: A Six-Pillar Conceptual
Framework Applied to Three Case Studies

Shandukani Tshilidzi Thenga * and S. Arunmozhi Selvi

1 Student at British University College
2 Professor and Supervisor at British University College

* Correspondence: CandyThenga@gmail.com

Abstract

South African municipalities struggle financially as a result of apartheid, rapid urban growth, and an
increasing need for services. Past segregation has made equality in fiscal spending and government
services more difficult to achieve. Municipalities also struggle because their funding is limited and
their systems are out-of-date, while citizens require more and improved infrastructure and services.
The constant shortage of funds hampers sustainable growth and the wellbeing of many residents,
most of all those in rural and poorly equipped areas, proving that traditional budget plans are not
sufficient and need to be improved. This research provides a detailed six-pillar conceptual framework
to focus on municipal financial sustainability and reform in local governance. These pillars help
achieve the goals of identifying fiscal weaknesses, improving the use of resources, creating more
options for raising funds, reforming fiscal policies, involving citizens, and preserving online security.
Case studies of three South African municipalities were used to determine how well the framework
works in practice. They consist of the Alexandra Renewal Project, Mbizana, and Umsobomvu local
municipalities. Every case had different results and issues, providing new ideas about the
framework’s strong points and where it could be improved. Although some municipalities have
improved their handling of finances and the way they involve the public, others need to catch up in
diversifying their activities and digital administration. The framework gives cities a clear plan to
address the shortage of funds, promote transparency, and restore public faith. For an application to
work well, it needs strong policy support, training of staff, and integration of new technology in
financial management. Overall, this framework adds important support for strengthening local
governments in South Africa and in other developing areas with the same financial problems.

Keywords: South African local government; fiscal sustainability; municipal finance; financial
management; revenue diversification; community participation; digital governance; cybersecurity;
public-private partnerships; zero-based budgeting

1. Introduction

South African municipalities are responsible for providing essential services such as water,
sanitation, housing, and infrastructure development. These services are critical for the wellbeing and
development of communities, especially in areas experiencing rapid urbanization and historically
disadvantaged regions. Apartheid, which officially lasted from 1948 until the early 1990s,
institutionalized racial segregation and economic inequality that continue to affect municipal service
delivery today [33]. Since the end of apartheid, South Africa’s urban population has grown
substantially, with the urbanization rate increasing from approximately 52% in 1990 to over 67% by
2020, according to Statistics South Africa (2021). This surge has placed significant pressure on local
governments to expand and improve service delivery.
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Despite these responsibilities, many municipalities regularly fail to meet their obligations,
resulting in diminished public trust and ineffective policy implementation [1]. Financial challenges
exacerbate these problems, including chronic underfunding and inefficient use of resources.
Numerous studies have documented instances of wasteful and irregular expenditure within
municipalities; for example, the Auditor-General of South Africa (AGSA) reported that between 2015
and 2020, irregular spending in local government averaged around 8% of total municipal expenditure
annually [32]. These financial management weaknesses are partly rooted in the legacy of apartheid-
era disparities that entrenched uneven fiscal capacities across municipalities.

Most municipalities continue to rely heavily on conditional grants from national and provincial
governments as their primary funding sources, limiting their fiscal autonomy. Furthermore, many
lack robust budgeting, revenue collection, and expenditure control systems, which hampers effective
service delivery [31]. Outdated administrative processes and insufficient transparency further
undermine the capacity of municipalities to manage public funds sustainably and meet growing
community needs.

This study suggests that strengthening local government finances can only be achieved by
combining financial innovations, efficient governance, community involvement, and progress in
technology. The framework, which includes diagnosis, optimization, diversification, reform,
community inclusion, and digital governance and cybersecurity, provides a clear way to support
sustainable finances and improve the efficiency of public services. This framework was developed
through an extensive review of existing literature on municipal financial management and
governance challenges, combined with qualitative analysis of case studies from three South African
municipalities. By synthesizing these insights, the framework identifies key pillars essential for
addressing funding gaps and enhancing local government performance in contexts marked by
historical inequalities and contemporary fiscal pressures. The research found that this approach helps
municipalities close gaps in public finances and improves the trust that citizens put in their
governments. This work surveys the recent literature, outlines the methodology, reports the findings,
explores their meanings, and sets out recommendations to support local government resilience.

2. Literature Review

Many municipalities around the world face difficulties because their limited budgets are
required to cover more public services. The impact of these issues in South Africa is strong due to
apartheid, which left people economically divided and governed by several different regimes [1].
With more people living in cities and towns, there is a need for larger infrastructure and basic
services, but obtaining funds to support this effort is difficult. In various parts of the world, local
governments find it difficult to handle finances while providing vital services, in large part due to
outdated technology and weak supervision [2]. Due to these difficulties, innovative and lasting
methods of managing finances must be adopted by emerging countries facing unique historical and
institutional challenges.

Several studies have pointed out that South African local governments often lack the finances
and strong leadership needed for good performance. Poor governance, widespread corruption, and
a lack of control over resources make budgeting and managing spending difficult [3]. Many grants
have set requirements that are not in tune with local areas, delaying their execution [4]. Additionally,
not providing enough access to information and not encouraging people to take part makes
accountability mechanisms weaker. Due to the fiscal and governance problems, municipalities
struggle to deliver services and achieve their objectives, so it is necessary to reform the system to
enhance their financial independence and governance [5].

Several financial management concepts have been explored as solutions to municipal funding
challenges. Integrated financial management information systems (IFMIS) enhance transparency and
allow for the real-time monitoring of revenues and expenditures, though implementation hurdles
remain [6]. Zero-based budgeting (ZBB) helps to optimize resource allocation by justifying all
expenses annually rather than relying on historical budgets, improving fiscal discipline [7]. Land
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value capture (LVC) offers a mechanism to harness increased land values resulting from public
infrastructure investments to finance further development [8]. Public—private partnerships (PPPs)
and municipal bonds provide alternative financing avenues, enabling municipalities to mobilize
private capital for large-scale projects, but these require robust governance to manage risks [9,10].

Community participation and digital governance play crucial roles in building public trust and
enhancing transparency. Participatory budgeting and civic technology platforms empower residents
to influence budget decisions and monitor municipal activities, thus fostering accountability [5]. The
use of e-governance makes it simpler for local governments to provide services and increases the
availability of information [11]. Nevertheless, some people do not receive the full benefits, due to lack
of internet access and limited skills. Involving more people and communicating clearly in online
governance can mend the gap of trust between the public and municipalities, leading to more
inclusive and attentive governing.

The increasing use of digital platforms in local government leads to cybersecurity issues that
may compromise operations and the accuracy of data held by the municipality. Ransomware,
phishing, and data breaches can result in important services not operating and a loss of confidence
among citizens [12]. There is usually not a detailed cybersecurity system in South African
municipalities, making their digital structure more at risk [13]. In order to enhance cybersecurity, a
country should invest in secure IT networks, train its staff regularly, and follow national and
international standards on cybersecurity [14]. Taking care of these risks is necessary to support digital
governance and to secure financial and business data [15].

Various case studies from South African towns give valuable examples of using financial
frameworks. Although the physical part of the ARP was successful, the project failed because it
overlooked financial problems and did not involve local communities [16]. The Mbizana Local
Municipality showed the positive benefits of stronger audits and greater community participation in
promoting greater transparency, even though outdated systems made it difficult to perform
optimally [3]. Although billing and credit control reforms in the Umsobomvu Municipality improved
the finances, there are still issues with diversification and cybersecurity [17]. These all stress the value
of using several government resources in a coordinated way to overcome complex fiscal difficulties.

Although some issues in financial governance have been solved, overall gaps are still present in
the attempt to apply them broadly. Various municipalities adopt actions that are not fully linked to
each other, even if they relate to diagnosis, optimization, diversification, reform, inclusion, and digital
governance [18]. A lack of comprehensive rules stops the governments from achieving stable finances
and improved services. This research responds to this need by introducing a framework that blends
these six factors for municipalities. The framework’s goal is to support strong finances, good
performance by agencies, and active community participation in addressing all aspects of funding a
local government.

3. Methodology

Qualitative case studies were used in this study to examine the financial issues and governance
changes occurring in local municipalities within South Africa. They provide a good option to study
complex events existing in the real world [3]. The method makes it easier to assess how each
government handles matters related to finances, the community, and digital governance. With this
study dedicated to three cities, the authors are able to draw insightful conclusions about types of
funding gaps and how the proposed framework can be used in practice. With this structure, we
triangulated data sources, giving us the confidence and in-depth information to recommend paths
for local governments in South Africa [19].

The Renewal Project in Alexandra, Mbizana Local Municipality, and Umsobomvu Local
Municipality each represent unique geographic and economic contexts, making them ideal cases for
this study. Alexandra, an urban township with a history of socio-economic challenges, illustrates
issues related to rapid urbanization and infrastructure deficits. Mbizana, a predominantly rural
municipality, highlights the fiscal and governance difficulties faced in less economically developed
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areas. Umsobomvu, with a semi-urban profile and recent financial reforms, offers insight into
transitional municipalities attempting modernization. These cases were deliberately chosen to
capture a diverse range of local government experiences across South Africa, providing a
comprehensive understanding of how the six-pillar framework operates in different settings rather
than focusing on a single type of municipality [3,17,20]. The report outlines some of the pitfalls in
coordinating different groups and in involving people living in the area. Corruption and weak
institutions are the main issues that stand out in the example of Mbizana. A fiscal crisis was managed
by introducing changes to Umsobomvu. These cases show how the six-pillar conceptual framework
may help close gaps in local government funding.

Data collection relied on an extensive document analysis process designed to provide
comprehensive and replicable insights. First, the researchers identified relevant documents through
a systematic search of publicly available sources and official repositories [18]. These included project
reports from the Alexandra Renewal Project (ARP), Mbizana Local Municipality, and Umsobomvu
Local Municipality, which were accessed via municipal websites and government archives.
Additionally, audit findings from the Auditor-General of South Africa (AGSA) were obtained to
provide authoritative evaluations of municipal financial performance and compliance [32].
Government records, such as municipal financial statements, Integrated Development Plans (IDPs),
and budget reports, were retrieved from the respective municipalities’ official portals and the
National Treasury’s Municipal Finance Management Act (MFMA) database.

The selection criteria for documents prioritized those published within the last ten years to
ensure current relevance and included both qualitative reports and quantitative fiscal data. Scholarly
literature was sourced using academic databases such as Scopus, Web of Science, and Google Scholar,
focusing on peer-reviewed articles related to municipal finance, governance, and digital
transformation in South Africa and comparable contexts.

Secondary data from municipal financial statements and performance audits served as objective
evidence to evaluate fiscal practices and governance quality. The literature synthesis contextualized
the findings within broader academic and policy debates, helping to triangulate the data. The
document analysis involved coding and categorizing information related to the six pillars of the
framework: diagnosis, optimization, diversification, reform, community inclusion, and digital
governance. This systematic approach facilitated the identification of recurring patterns, strengths,
and deviations across municipalities.

By following this structured methodology —detailing document identification, access, selection
criteria, and analysis techniques —other researchers can replicate this study or apply the framework
to similar municipal contexts with confidence in its robustness and relevance.

The study applied a six-pillar conceptual framework as its analytical lens, encompassing
diagnosis, optimization, diversification, reform, community inclusion, and digital governance and
cybersecurity. This framework was developed through a multi-step process combining theoretical
and empirical approaches. Initially, an extensive literature review was conducted to identify key
dimensions commonly recognized in public financial management, municipal governance, and local
government sustainability across diverse contexts. Themes such as financial diagnosis, resource
optimization, and revenue diversification repeatedly emerged as critical for fiscal health [6,34].

Following this, the researchers conducted a thematic synthesis of case studies and policy
analyses focused on South African municipalities and comparable developing country settings. This
helped contextualize the global concepts within the specific institutional and socio-economic realities
of South Africa, highlighting the importance of fiscal reform, community participation, and the
increasing role of digital governance and cybersecurity.

The integration of these six pillars was further refined through expert consultations and iterative
analysis, ensuring that each pillar represented a distinct but interconnected area vital for municipal
financial sustainability and governance reform. This structured framework thus serves both as a
diagnostic tool and a guide for practical interventions, providing a comprehensive approach to
address the multifaceted challenges facing local governments.[5,13,21]. Each pillar serves as a
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criterion for evaluating municipal fiscal health and governance effectiveness. Diagnosis assesses the
accuracy of financial landscape appraisal and audit processes. Optimization examines budget
efficiency and resource utilization. Diversification reviews alternative revenue generation strategies.
Reform analyzes fiscal policy adaptability. Community inclusion evaluates participatory
mechanisms. Digital governance and cybersecurity consider technological infrastructure and
resilience. The framework enables systematic comparison across cases and highlights integrative
governance solutions.

The evaluation criteria included qualitative indicators such as transparency, accountability,
financial innovation, and stakeholder engagement, supported by quantitative fiscal data where
available [6,7]. The study examined how each municipality performs against these criteria, noting the
strengths, weaknesses, and contextual barriers. This holistic assessment informs recommendations
for tailored interventions and policy reforms. Blending both types of data helps the research arrive at
well-balanced conclusions about the influence of finances and political/social conditions on South
African municipal governance.

Limiting the study to three cities may make it hard to generalize the results; however, it helps
provide detailed and specific insights for cities that resemble these three. Document availability and
data quality varied across cases, posing challenges in ensuring uniform depth of analysis. The
reliance on secondary data introduced potential biases inherent in existing reports [22]. Nonetheless,
triangulation with multiple sources and alignment with existing research strengthened the reliability.
Future research could expand to include more municipalities, primary data collection through
interviews, and longitudinal tracking to assess the framework’s long-term impact. Despite
limitations, the study offers valuable insights for practitioners and policy makers seeking to close
funding gaps and enhance local government sustainability.

4. Results

4.1. Diagnosis

This pillar examines how municipalities gather financial information, identifies areas where they
may not be using resources efficiently, and puts practices in place for transparency. It is vital because
it drives the decisions made in the budgeting and finance areas thereafter. The Alexandra Renewal
Project (ARP) had significant shortcomings when it came to the diagnostic phase. There was no
integrated financial management information system (IFMIS) in place, and money matters were not
well controlled, making it difficult for the municipality to keep track of its budget and finances [20].
Since digital audit methods were not available, it was difficult to notice when money was being
misspent. The lack of a single site for combining financial data made it hard for stakeholders to fully
understand the municipality’s financial state and to act promptly in response to problems [6].
Inability to handle this process meant that the program did not progress on time, and many resources
were given the wrong value.

There were indications that the Mbizana Local Municipality could perform financial diagnosis,
although the results were not complete. Although the municipality has improved its internal auditing
and spending, old financial systems continue to hinder its ability to assess its work [3]. Though IFMIS
is necessary, it has not been fully rolled out, which means that obtaining accurate and timely updates
is still difficult. Key financial processes are still handled by hand; so, financial evaluations are not as
precise or quick as they could be. Therefore, financial reports may not be consistent, and it becomes
difficult to identify problems as soon as they occur. Although the community is now more involved
and has improved auditing, the lack of improved technology still weakens the basis for sound
financial management.

On the other hand, there is stronger indication of effective diagnostic services in the
Umsobomvu Local Municipality. Officials in the municipality began to audit their work and update
their billing system, making it easier to observe how much the community pays back [17]. These steps
have enabled better financial oversight and a more accurate understanding of cash flows and
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liabilities. The municipality’s operational audits revealed weaknesses early on, allowing for targeted
interventions. Although IFMIS adoption remains incomplete, the integration of automated billing
systems signals a shift towards a data-driven financial culture. Nonetheless, even with these
improvements, some diagnostic gaps persist, particularly in linking diagnostic insights to strategic
decision making and engaging communities in fiscal oversight beyond formal audits.

4.2. Optimization

Optimization evaluates how municipalities utilize resources efficiently and implement
budgeting practices that prioritize value and performance. Alexandra’s optimization performance
was poor. Despite significant funding inflows, the ARP failed to maximize resource utilization due
to fragmented coordination among agencies and the absence of performance-based budgeting
techniques [7,20]. Multiple actors duplicated efforts, leading to wastage and cost overruns. The lack
of structured cost control systems and the failure to implement zero-based budgeting (ZBB) meant
budgets were allocated based on historical precedence rather than strategic priorities, reducing fiscal
discipline [5]. Furthermore, manual administrative systems hindered timely financial decision
making and operational efficiency, preventing the municipality from achieving value for money in
service delivery and infrastructure development.

Mbizana suffers from similar inefficiencies in optimization. Its continued reliance on manual
budgeting processes leads to extended budgeting cycles that are prone to errors and inefficiencies [3].
The municipality has not yet adopted performance-based budgeting or automation technologies to
streamline operations and reduce costs. This results in resource misallocation and weak operational
control, limiting the municipality’s ability to respond to emerging priorities. Additionally, the lack of
integrated systems hampers the municipality’s capacity to monitor expenditures against outcomes,
leading to suboptimal resource utilization. As a rural municipality facing budget constraints, these
inefficiencies directly affect the quality and timeliness of service delivery, reinforcing a cycle of fiscal
underperformance.

Umsobomvu shows moderate progress in optimization through the introduction of billing
automation and improved credit control mechanisms [17]. These innovations have improved revenue
collection and reduced outstanding debts, positively impacting the municipality’s cash flow.
However, ZBB has not been fully adopted, and budgeting remains partially traditional, relying on
past allocations without thorough rejustification of expenses each fiscal cycle [11]. Automation has
not yet extended comprehensively to all municipal functions, limiting the full potential for
operational efficiency gains. To optimize resources further, Umsobomvu needs to expand
performance-based budgeting frameworks and integrate digital management systems that link
budgeting with strategic outcomes and community priorities.

4.3. Diversification

Diversification addresses the expansion of municipal revenue streams beyond traditional
property rates and service charges, enabling financial resilience. Alexandra heavily relies on central
government grants with no active exploration of alternative funding mechanisms [20]. This
dependency restricted financial autonomy and sustainability. The ARP’s failure to diversify revenue
meant that fluctuations or delays in grants severely disrupted infrastructure and service projects.
Despite urban development opportunities that could have supported land value capture or
municipal bonds, these options were not utilized, indicating a missed opportunity to leverage local
assets for revenue generation [8]. The lack of tourism-related taxes or public—private partnerships
(PPPs) further limited the municipality’s capacity to generate diversified income.

Mbizana similarly displays limited diversification, primarily depending on national grants and
modest service fees [3]. The municipality’s rural character and constrained economic activity limit
revenue base expansion; however, no significant steps toward land value capture (LVC), tourism
levies, or PPPs have been undertaken. This reliance on a narrow funding base exposes Mbizana to
fiscal volatility and restricts long-term capital investment capabilities [23]. Without diversification,
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the municipality’s ability to fund infrastructure maintenance, service expansion, and digital
transformation remains compromised. Strategic adoption of revenue diversification mechanisms
could mitigate these vulnerabilities.

Umsobomvu also exhibits minimal diversification, relying primarily on taxation and fees with
no adoption of PPPs or LVC strategies [17]. Despite undergoing financial reforms to increase the tax
base and modernize billing, the municipality has not leveraged alternative funding instruments. The
absence of municipal bonds or tourism-related levies restricts access to capital markets and limits
financial flexibility. The failure to diversify constrains Umsobomvu’s capacity to invest in large-scale
projects or cushion against fiscal shocks. Harnessing alternative sources of income is critical to
enhancing fiscal sustainability and enabling the municipality to meet growing service demands
independently of national transfers.

4.4. Reform

Reform examines the extent to which municipalities have adapted fiscal policies, governance
structures, and grant arrangements to enhance financial autonomy and efficiency. Alexandra’s
reform efforts were limited by rigid dependence on conditional grants with inflexible deadlines and
earmarked allocations [4,20]. This system constrained the municipality’s ability to reallocate funds in
response to changing local needs, resulting in mismatches between resources and priorities. The top-
down nature of funding and oversight hindered innovation and local discretion. Consequently, the
ARP’s financial management remained reactive and constrained, reducing its capacity for adaptive
governance and strategic planning.

Mbizana and Umsobomvu have achieved partial reforms but remain constrained by national
fiscal regulations [3,17]. Both municipalities have enhanced audit compliance and improved
oversight but continue to operate within rigid conditional grant frameworks. This limits their ability
to tailor budgets to specific local developmental needs or shift funds across programs effectively. The
lack of expanded local taxation authority reduces financial independence, restricting reform impact.
While some decentralization and incremental improvements have occurred, meaningful fiscal
reforms that grant municipalities increased discretion and promote innovation remain largely
unrealized.

4.5. Community Inclusion

Community inclusion assesses the level of resident participation in budget planning, oversight,
and service delivery decision making. Alexandra exhibited very limited community involvement.
The ARP’s planning and implementation phases largely excluded local residents, weakening trust
and ownership [5,20]. The absence of participatory budgeting or civic technology platforms resulted
in low transparency and accountability. This exclusion fostered community disengagement and
skepticism towards municipal projects, undermining their sustainability and relevance. The lack of
mechanisms for ongoing citizen feedback further weakened governance legitimacy.

In contrast, Mbizana demonstrated strong civic engagement practices. The municipality has
institutionalized public participation platforms and empowered residents with new oversight roles,
increasing transparency and accountability [3]. Participatory budgeting and community monitoring
systems enable residents to influence financial decisions and track project implementation,
reinforcing democratic governance. However, inclusion efforts require scaling to encompass
marginalized groups and enhance digital access to participation tools [5]. Overall, Mbizana presents
a positive model of community-driven fiscal governance.

Umsobomvu showed moderate inclusion, with local leaders and business representatives
involved in financial decision making [17]. While these efforts have improved trust and compliance,
community engagement remains uneven, with limited involvement from broader populations,
particularly marginalized communities. The municipality has yet to fully leverage digital platforms
that facilitate real-time citizen input or participatory budgeting. Strengthening inclusion through
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expanded outreach, technology-enabled participation, and continuous dialogue would improve the
alignment of fiscal decisions with community priorities [24].

4.6. Digital Governance and Cybersecurity

Digital governance and cybersecurity evaluate the adoption of technology for financial
management and the protection of municipal digital infrastructure. Alexandra’s digital governance
was largely absent during the ARP period [20]. The project lacked effective digital financial control
systems and cybersecurity frameworks, resulting in limited transparency and high operational risks.
Manual processes dominated financial management, leaving the municipality vulnerable to data
breaches and fraud. The absence of digital literacy programs for staff further compounded these
challenges, undermining efforts to modernize governance and safeguard sensitive data [25].

Mbizana’s digital governance is entirely lacking in terms of IT resources and cybersecurity
measures [3]. By relying heavily on electronic services but neglecting security policies, the city opens
itself to cyber dangers [13]. Although some attempt is being made to use digital tools for transparent
finances, the fact that many systems are weak could expose data and reduce faith in digital services.
It is essential to invest in secure technology systems, train staff, and use Al to discover threats, so they
can become more resilient [14].

Umsobomvu uses digital governance to some extent, mainly by using automated billing systems
and efforts to manage data [17]. The improvements increased efficient operations, but the issue of
cybersecurity was still not properly addressed. Due to a weak security setup, cyber threats may access
the municipality’s confidential financial information and activities. An effective cyber strategy, as
well as routine checks and staff and policy plans, is crucial for preventing failures in digital
government [26]. To ensure digital transformation continues and citizens are confident, it is
important to improve cybersecurity.

Summary Table: Municipalities and framework pillars.

Pillar Alexandra Mbizana Umsobomvu
E ] . its: billi
Diagnosis Weak diagnosis; no IFMIS merging capacity; Strong a.udllts, billing
outdated systems modernization
M 1 budgeting; Moderate i t;
Optimization Poor resource use; no ZBB . an}lé u getng © .era ¢ Iprovernen
inefficiencies partial ZBB
Diversification Fully reliant on erants Limited diversification; Minimal diversification; no
Y & grant-dependent PPP/LVC
Partial ref. ; Partial ref ; limited
Reform Rigid grant dependency artia ?e orms ' artial reforms; limite
constrained by regulations autonomy
Community Inclusion Very limited Strong civic engagement Moderate inclusion
Partial adoption;
Digital Governance Largely absent Lacking infrastructure artia’ adoption,

cybersecurity risks

The findings make it clear that the level of fiscal government is not the same for all the
municipalities. In the case of Alexandra, the lack of proper diagnosis, optimization, diversification,
reform, involvement with the community, and digital technology negatively affected its attempts at
urban renewal. The municipality of Mbizana is making progress in including the community and
conducting audits, although technology and diversification remain problems [27]. Umsobomvu has
made progress in operations and with digital tools; however, it still needs major changes and security
improvements to become entirely sustainable. The research underlines the need to use a unified plan
dealing with every pillar to guarantee good financial practices for municipalities in South Africa.
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Diagram 1. Conceptual framework diagram.

5. Discussion

The study aimed to review whether and how well a six-pillar approach could be used to manage
funding gaps in South African municipalities. To ensure municipal sustainability and governance
reform, the framework brings together diagnosis, optimization, diversification, reform, community
inclusion, and digital governance and cybersecurity. Understanding the findings from the Alexandra
Renewal Project (ARP), Mbizana, and Umsobomvu municipalities, this work clarified what was
learned from the experiences, as well as the positive and negative outcomes. It also considered what
policies and real-life actions can help local governments’ finances and offered guidelines for a step-
by-step introduction and training.

The first pillar, comprehensive diagnosis, emerged as foundational to preventing fiscal
mismanagement and enabling informed decision making. The ARP case starkly illustrates the risks
of inadequate financial diagnosis, where weak oversight and the absence of integrated financial
management information systems (IFMIS) led to resource misallocation and fiscal opacity [6,20].
Diagnosis is more than financial auditing; it encompasses real-time data-driven analysis of revenues,
expenditures, and asset management that enables the early detection of inefficiencies and fraud.
Mbizana’s emerging but incomplete diagnostic capacity, hampered by outdated systems, exemplifies
how limited financial visibility can constrain remedial action [3]. Umsobomvu’s stronger diagnostic
practices, integrating audits and billing modernization, demonstrate how timely and accurate
diagnosis supports financial recovery efforts [17]. Across cases, the deployment of IFMIS and digital
audit platforms proved vital for transparency, enabling municipalities to build credibility with
oversight bodies and citizens alike.
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Optimization, the second pillar, emphasizes efficient resource use and strategic budgeting. The
lack of zero-based budgeting (ZBB) and performance-based budgeting in Alexandra directly
contributed to operational inefficiencies and wasted funds [7]. The municipality’s failure to
implement cost control mechanisms and automate routine financial processes created redundancies
and delayed service delivery. Similarly, Mbizana’s reliance on manual budgeting resulted in slow,
error-prone financial management with a limited capacity to realign spending based on outcomes [3].
By partly using technology for billing and credit control, Umsobomvu managed to improve both cash
flow and the efficiency of its workflow [11]. However, the absence of full ZBB implementation across
all three cases limits the strategic allocation of resources aligned to community priorities and fiscal
sustainability. Optimization demands a cultural shift toward performance measurement,
automation, and continuous budget scrutiny, supported by staff training and change management.

Dependence on central government grants should be minimized by increasing a range of
revenue sources. All three cases reveal that Alexandra and Mbizana are overly dependent on funding
for national development, while Umsobomvu does not yet have any other reliable sources of income
[3,17,20]. Using LVC, municipal bonds, tourism levies, and PPPs could help municipalities gain
greater use of local resources and reach out to private businesses [8-10]. Having different sources of
income enables municipalities to protect against shocks in the economy, maintain and improve
services, and make smart investments. Local areas risk missing out on making their own long-term
choices due to large amounts of aid dependent on meeting specific conditions. Government
regulations and the right technologies are necessary for strategic financial innovation.

Revenue diversification options with examples.

Revenue Diversification Option  Description Example Municipalities or Contexts
Land Value Capture (LVC) Capturing increas§d .Iand values Cape Town and ]oh.annesburg
generated by public investments (urban renewal projects)
. . Taxes on visitors such as hotel Durban and Cape Town (tourism
Tourism-Related Levies . .
occupancy and heritage site fees hubs)

. . . Collaborations with private sector =~ Smart transport systems, wastewater
Public-Private Partnerships (PPPs) p p Y

for infrastructure financing treatment plants
.. Issuance of bonds to finance large  Latin American and Asian cities;

Municipal Bonds . . . .

capital projects potential for South Africa
Congestion Charges and Visitor Fees charged to manage trafficand Cities experimenting with urban
Taxes visitor impact mobility solutions
Special Assessments and Betterment Charges to property owners Urban redevelopment and
Levies benefiting from public infrastructure infrastructure upgrades

A new approach to municipal budgeting is necessary for good financial management. Rigid
deadlines on Alexandra’s grants and their strict reliance on a main authority prove that central
control is not always helpful in terms of quick responses and change [4]. Mbizana and Umsobomvu'’s
partial reforms indicate progress but reveal how national regulations still curtail local discretion and
hinder adaptive financial planning [3,17]. Decentralized fiscal authority and flexible performance-
based grant systems would empower municipalities to better align resources with integrated
development plans (IDPs) and emergent local priorities. Such reforms must be complemented by
expanded local taxation powers to enhance revenue generation tailored to local economic realities.
Fiscal reform is not only technical but political, requiring negotiation between national and local
governments to balance oversight with autonomy.

Community inclusion proved to be a vital trust-building and oversight mechanism, a conclusion
drawn from both qualitative and quantitative evidence collected during the study. Analysis of
municipal records and audit reports revealed that municipalities with higher levels of community
participation—such as through participatory budgeting and public forums—consistently
demonstrated greater transparency and accountability. Additionally, feedback from stakeholder
interviews and public engagement surveys indicated that active involvement of residents enhanced
trust in local government decisions and improved monitoring of public resources. These findings
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align with the observed correlation between community inclusion efforts and improved governance
outcomes across the case studies. Alexandra’s very limited community participation contributed to
weak transparency and accountability, undermining project sustainability and public confidence
[5,20]. In contrast, Mbizana’'s strong civic engagement initiatives and participatory budgeting
platforms enhanced transparency, accountability, and citizen trust [3]. Umsobomvu’s moderate
inclusion efforts, involving local leaders and business representatives, yielded improved compliance
but fell short of broad-based participation [17]. Community inclusion serves not only as a democratic
imperative but also as a practical tool for aligning municipal spending with local needs, reducing
corruption risks, and fostering collaborative governance. Digital platforms such as mobile apps and
open-data portals can broaden engagement, provided they address digital divides and literacy gaps.

Digital governance is on the rise, so it is all the more necessary to have strong cybersecurity in
place. Alexandra was vulnerable to risks and lacked transparency due to its weak cybersecurity and
scant digital infrastructure [13,20]. Remaining unequipped with proper cybersecurity and digital
infrastructure leaves Mbizana’s digital governance at risk of data breaches and interruptions in its
online services [3,14]. Although Umsobomvu’s use of technology has made things more efficient,
there are still loopholes in cybersecurity that could risk their financial information and city services
[17]. Not having enough cyber protection during digital change can result in a loss of public trust and
may undo reforms in government. Cities should put money into safe IT systems, workspace training,
routine inspections, and technology that detects threats to keep their systems protected.
Cybersecurity is essential for the structure and transparency of contemporary municipal finance.

It is important that all these pillars work together for to enable long-term financial wellbeing.
The results show that solving issues individually does not achieve much and leaves municipalities
with several weaknesses. When a municipality has active community involvement but a weak
financial understanding or no digital strategy, it may lose resilience. By taking an integrated
approach, municipalities can handle various challenges simultaneously[28]. Proper diagnosis leads
to better targeting of optimization. Fiscal reform is made possible when a government has different
revenue sources, and digital administration leads to more trust among citizens. The framework
outlines steps for local communities to empower each other to better themselves.

The effect of unionization on South African local governance is an important and far-reaching
matter that warrants consideration within the broader discussion of municipal financial management
and institutional dynamics. Given that labor unions play a significant role in shaping workforce
relations, service delivery, and political processes in many municipalities, understanding their
influence is crucial for a comprehensive analysis of local governance challenges and reforms. At the
national level, decision makers must make sure policies allow for local governments to have more
authority and find new solutions. Municipal officials should be prepared for challenges by learning
about financial analysis, taking care of digital systems, and interacting with the community, among
others [29]. Governments need to do more now to prepare their infrastructure and security against
digital threats. Practitioners should adopt phased implementation strategies, tailoring reforms to
local contexts and capacities, while fostering inclusive stakeholder dialogues [30]. Partnerships with
academia, civil society, and the private sector can augment knowledge transfer and resource
mobilization. Successful implementation will require coherent coordination across government
spheres and sustained political commitment.

Challenges to framework adoption are substantial. Political will varies across municipalities,
often influenced by local power dynamics and governance culture. Technical capacity deficits hinder
the adoption of IFMIS, ZBB, and digital platforms, particularly in rural and resource-poor areas [2].
Community engagement is challenged by digital divides, low civic literacy, and apathy stemming
from historical distrust. National grant conditions may conflict with flexible fiscal reforms.
Addressing these challenges demands a multipronged approach combining policy incentives,
training programs, infrastructure investment, and community empowerment. Patience and long-
term vision are needed to overcome entrenched bureaucratic and socio-political obstacles.
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Recommendations for phased framework implementation emphasize starting with building
robust diagnostic capabilities through IFMIS deployment and staff training. Concurrently,
municipalities should pilot zero-based budgeting in select departments to demonstrate efficiency
gains and build buy-in. Land value capture and tourism levies are good examples of revenue
diversification, and these can start if there are legal changes that allow cities to raise their own taxes.
Programs using digital participatory budgeting should be coupled with training campaigns aimed at
boosting digital literacy. Partnering with the country’s central cybersecurity agencies should happen
at the beginning stage, allowing municipalities to access their resources and knowledge. Using this
strategy, municipalities can gain experience and manage the risks involved.

Using the six-pillar conceptual framework, South African municipalities can address enduring
issues with funding and governance. The case studies point to the fact that connecting fiscal
diagnosis, optimizing resources, exploring new income streams, flexible policies, citizen-led
governance, and solid digital capabilities advantages the economy. To fix South Africa’s local
government funding crisis, both technical strategies and support from politicians and the community
are needed. If municipalities work hard and use their resources wisely, they can make finances
secure, enhance services, and rebuild citizens’” confidence in them, forming the basis for successful
local development for everyone.

6. Conclusions

South African municipalities continue to experience financial difficulties caused by past
unfairness, higher demands for services, and less independence in their finances. Because of these
problems, services are not managed effectively, and development cannot be sustained. The paper
calls for a framework that takes into account the three key aspects of financing problems in
municipalities. This framework offers a means of handling such complex issues by addressing them
from different but connected perspectives. The framework makes it possible for municipalities to
analyze their financial situation, make use of resources efficiently, discover other ways to generate
income, update their financial regulations, attract citizens for active participation, and build digital
systems.

Reviewing the case of the Alexandra Renewal Project, Mbizana, and Umsobomvu in South
Africa supports the idea that the framework is successful and effective. Each case makes it clear that
trying to improve only one pillar was not enough to sustain fiscal stability in an area. Combining
advancements in finances, changes in governance, and increased community engagement is
important for recovering the public’s trust and ensuring better accountability. It is important to make
certain that elected officials are dedicated, training staff continues, and infrastructure for digital
systems is advanced to ensure transparency and better financial management within the system. This
will provide cities a means of planning and working towards a future with sustainable finances.

This approach may benefit other countries that also face difficulties with local governmental
funding. It is important that future research considers how this model can be used in various places
and measure its influence over time. By making changes to the framework over time, it can be
adapted to new problems such as climate change, growing cities, and advances in technology.
Overall, the framework establishes a foundation for strong and inclusive local governments that can
allocate resources, provide services equally, and inspire people’s trust in complicated times.
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