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The state of Local Economic Development
(LED) in South Africa

Context: In his widely welcomed shock
Finance Minister Trevor Manuel made a somewhat scathing
packages to protect essentially doomed industries in industrialised countries. Manuel instea
chose a broad-based strategy of investing in infrastructure, small business and rural
development, to support competitiveness. This a
large rescue packages being designed to support major industries like the Detroit automotive
sector, is far more in line with the current thinking promoted by Nobel laureate, Paul
Krugman. Krugman, who recognises
development, does not favour industrial policy interventions. This position raises the
question as to what role local government should play in shaping local economies
that is discussed further in this Briefing
IDC Local Economic Development (LED)
IQ.

Details: The first issue in considering the state of LED in South Africa is in agreeing on a
definition. Take for instance the definition offered by the IDC LED Network Conference:

“LED is an ongoing process by which key stakeholders and institutions from all spheres of
society… work jointly to create a unique advantage for the locality and its firms, tackle mark
failures, remove bureaucratic obstacles for local business and strengthen the competitiveness of local
firms”,

which pivots around a strong
literature on the subject, against the definition contai

“LED is an approach towards economic development which allows and encourages local people to
work together to achieve sustainable economic growth and development thereby bringing economic
benefits and improved quality of life for a

The latter suggests a strong developmental focus for LED, with a
alleviating emphasis, which is commonly (although not exclusively) applied by local
government in its LED strategies. Typicall
initiatives: investing in facilitating infrastructure
procurement policies, assisting and targeting local SMMEs
programmes. But the failure to adequately define LED has serious ramification
success of these programmes which are often
politicians, with inadequate
inadequate planning, impact assessment
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Admittedly there are some excellent LED policies, for instance support for cultural
industries that are in blooming in Johannesburg’s Newtown precinct or eThekwini’s
tourism/conferencing/sporting focus, optimising on the newly-completed 2010 soccer
stadium. But these are unusual, perhaps because LED is not truly considered a core mandate
and is relegated to a well meaning official in a side office, or perhaps because it is instead
viewed as a social welfare function (extending the dplg definition, which may be valid in own
right but should not strictly be considered as LED). In effect, there are too many ill-
conceived, expensive and ultimately unsustainable projects which are derogatorily referred to
by some poverty specialists as “development by piggery”.

The problems associated with this approach are that projects are often developed in isolation
from other local, regional or even national strategies and are typically expensive and
unsustainable. Arguably direct relief through extended free basic services, access to services
like clinics or libraries would be far more cost effective, as would facilitating measures, like
the building of taxi ranks with trading areas (unfortunately these valuable facilitating
measures are often seen simply as capital expenditure projects). Furthermore, LED
processes may also detract from similarly important processes that ensure co-operation with
existing stakeholders (such as investors, small enterprises, regional development agencies)
who prioritise core issues such as speeding up bureaucratic red-tape procedures in building
approvals, business zoning etc.

It would also be naïve to overlook the political dimension behind unsuccessful LED, which
often provides the framework for pet projects. These often focus on infrastructure ‘legacy’
projects like bridges, or inappropriate stadia construction that are designed to reflect
personal legacies rather than community needs, and have little multiplier effect on the local
economy, especially where, as in many such ‘legacy’ projects, a large import component
prevails. There is also the risk of patronage in these processes.

Analysis: The issues surrounding the failure of aspects of LED are made all the more
serious by the effectively limited de facto regional economic policy in South Africa. Although
industrial policy has supported certain sectors, it tends to lack spatial considerations,
meaning that there is typically a perpetuation of market patterns in investment decisions (as
suggested by economic indicators on the MPI that favour the wealthy provinces of Gauteng
and Western Cape, see Briefing #58).

But is this a problem? Krugman1 and recent World Bank reports like the World
Development Report (see Briefing #83) suggest that the challenge is not to try and counter
economies of scale and agglomeration, but to share their growth, albeit unequal. For South
Africa, the key policy question then is to what extent should national policy support or
mitigate market decisions? And if the Krugman thinking is accepted, supporting
competitiveness, should local government act as the mitigating force against problems
associated with unequal development (such as social marginalisation and the spread of
slums)?

1 Winning the Nobel prize for Economic Science last year for his work analysing trade patterns and economic
activity as a consequence of space (but also well known for his strong criticism of George W. Bush’s policies).
See http://krugman.blogs.nytimes.com/
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Perhaps the most important starting point is an honest assessment of LED (once clearly
defined) and a debate as to whether LED should even be a priority before basic service
delivery is addressed.

Ends.
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