ECONOMIC DEVELOPMENT

SECTOR OR INDUSTRY SUPPORT AT LOCAL LEVEL:
WHERE TO START, HOW TO DO IT?
SOME LESSONS FROM SOUTH AFRICAN METROPOLITAN CITIES
The terms industry and sector are often used interchangeably
to describe a group of companies that operate in the same
segment of the economy or share a similar business type.
Although the terms are commonly used interchangeably, they
do, in fact, have slightly different meanings. The difference
pertains to their scope; a sector refers to a large segment of
the economy, while the term industry describes a much more
specific group of companies or businesses. A sector is one of
a few general segments in the economy within which a large
group of companies can be categorized.
Industry and Sector support activities are found at various levels
in the South African economy (national, provincial and local)
and have been pursued with varied levels of success. There is
always the temptation to provide visible, well published support
for emerging industries that attract a lot of public interest, but
economic development practitioners should consider a few
basic questions before designing or recommending a support
initiative at local level. These questions are listed below and
discussed in more detail in the following sections:
1. What is the current structure of the location’s economy?
2. Which industries could be good targets?
3. What are the trends in the shortlisted industries?
4. Which intervention would most likely accelerate growth and
competitiveness?

Q1: WHAT IS THE CURRENT
STRUCTURE OF THE LOCATION’S
ECONOMY?
An in-depth understanding of the structure of a locations
economy is the first step when embarking on industry support
initiatives. It is advisable to support industries with some existing
competitive position – there must be a reason why the specific
activity is taking place in a specific location. Starting entire new
industries at large scale requires massive government investment
over very long time periods, often making it impractical for local
governments to pursue. Within the South African context, the
potential for an industry to create employment is a key factor for
consideration.

Tools and diagnostics to understand the economy of a location:
•
•
•

Structure of the economy and calculated Tress Index
Percentage contribution to employment per
industry and Location Quotient (LQ)
Multi Factor Benchmarking | Value Chain Analysis |
Business Surveys

Q2: WHICH INDUSTRIES COULD BE
GOOD TARGETS?
Having reviewed the available data a number of industries may
stand out as potential candidates for support. Based on current
government policies and priorities, these may now be shortlisted
for further investigation. Some factors that could be considered
against a specific industry at this stage include:
• What type of jobs could be created, e.g. low skilled and does the
locality currently offer this type of human capital;
• What is the potential multiplier effect in terms of job creation;
• Is the geographic location particularly favorable;
• Are there existing economic infrastructure (roads, ports, airports)
that could be leveraged; and
• Are there value chain linkages to be explored?
Industries that can benefit from support don’t have to be trendy they have to show potential to hold a competitive position in the
long term, whilst contributing to economic policy priorities

Q3: WHAT ARE NATIONAL AND
INTERNATIONAL TRENDS AND
PRACTICES IN SHORTLISTED
INDUSTRIES?
In a connected world economy city economies are competing
internationally for a share of the spoils. Benchmarking a city’s key
inputs and attributes against identified international competitors
will show whether a specific industry has the potential to compete.
It could further assist in the identification of industries that should be
performing stronger (compared to peers) and assist with identifying
limiting factors for these specific industries.

CASE STUDY - JOHANNESBURG

limiting factor, although construction permit cost is not a concern
at all.

IDENTIFYING INDUSTRIES FOR SUPPORT
In fast growing cities construction is traditionally a large job
creator for low-skilled population – Johannesburg is significantly
underperforming (see graph below). It points to possible positive
job creation results from industry support. Further review pointed
to the disproportional high cost of electricity connections as

Q4: WHAT ARE THE SPECIFIC
INTERVENTIONS IN AN INDUSTRY
THAT WILL ACCELERATE GROWTH OR
COMPETITIVENESS?
The evaluation process up to this point would have resulted in a
limited number of key industries selected for support. The evaluation
would also have pointed to reasons for poor growth or performance
to date or specific factors supporting competitiveness\s. A targeted
approach per industry must now be designed, focusing on a mixture
of quick-win actions and longer term structural reform (where
required). The first step may be an in depth industry engagement
to ground truth some findings and design collaborative approaches
to growing an industry – government can’t do it alone!

MODELS FOR DELIVERING INDUSTRY
SUPPORT
After the comprehensive work outlined above implementation and
landing the industry support on the ground is the next step.
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On the demand side, constraints in purchasing power of the
population and high levels of informality within the housing market
was highlighted. Although the data pointed to a potential area of
growth, there is no clear, immediate industry support intervention
that could be pursued – further study is required.

Should limiting factors to industry growth be found within the
regulatory environment, a concrete programmatic approach
to removing these barriers should be designed and actively
implemented.
This may include reviewing and refining permitting or application
processes, lobbying and engagement with other spheres of
government should limiting factors originate in different spheres
(usually national government).
Utilizing institutionalized mechanisms to deliver direct support and
drive industry wide advances is also a popular approach. This could
happen in various ways:
• Some industries may already have industry representative
bodies, a collaborative approach channeling initiatives through
existing entities would reduce administrative set up costs and
projects could be executed quicker; or
• A Special Purpose Vehicle (SPV) could be created with a
mandate to deliver industry specific support and usually funded
by government, at least through a number of initial years of
establishment
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CASE STUDY – CAPE TOWN
RECONFIGURING SPECIAL PURPOSE
VEHICLES
Since the late 1990’s the City of Cape Town and Provincial
Government have been actively pursuing Sector Support initiatives
through the establishment of Special Purpose Vehicles (SPV’s).
These SPV’s are mandated to develop the particular identified
industries and have been mainly funded by government. At a high
point in 2008, 17 SPV’s were funded, cut down to 12 SPV’s in 2014.

Monitoring and Evaluation approaches. Some recommendations
made following a review includes:
• Competitive advantage is specific, not general and the Cape
Town approach could be refined to specific industries rather
than at broader sector level;
• SPV’s should focus on solving industry specific problems rather
than being stable institutions;
• SPV activities will change throughout its life-cycle;
• Improved institutional collaboration across sectors could yield
positive results.

There was a need to find a more sustainable funding model for
these SPV’s (other than purely government funds) and review

CHECKLISTS FOR INDUSTRY SUPPORT
Choosing Industries for Support:
Understand the structure of the economy
Tress Index to verify level of concentration in economy
Contribution to employment per industry
Location Quotient based on employment
Potential target industries weighed against current policy
priorities, infrastructure, location
National and International trends in shortlisted industries
Realistic possible interventions based on local reality and having
to compete in international market place
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Reviewing Industry Support Initiatives:
Has industry growth and expansion happened as a result of
industry support initiatives?
Do the industries being supported still reflect the location’s
economy?
Considering changes in the local economy, has the initiatives
been strategic enough?
At what stage in the life-cycle is an initiative currently (birth,
development, maturity, reinvention) and are activities reflecting
this?
Are initiatives aimed at solving specific industry problems, or
have they become overly institutionalized?
Is cross-industry collaboration taking place?
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CONCLUSION
Industry and Sector support initiatives is a popular strategy with
governments around the world to drive economic growth and
pursue other policy targets such as employment creation. This note
outlined an approach to strategically identifying and choosing
appropriate industries to support in a specific locality. It encourages
a focus on narrower industry support, rather than a broader sector
approach. Benchmarking offers an opportunity to identify underperforming industries for attention.
Industry support initiatives should firstly be based on an in depth
understanding of the local economy, and then the national and
international environment in which a specific industry functions
and competes. Industry support initiatives can be delivered in
many forms and a popular approach is to establish industry support
bodies, also referred to as Special Purpose Vehicles in the South
African environment. Care should however be taken to ensure that
these entities focus on solving firm problems rather than pursuing a
longer term institutionalization.
Ideally industry support initiative should focus on demand side
activities that would usually not be performed at firm level e.g.
identifying strategic potential markets for entry.

This knowledge note was prepared for the South African Cities Support Programme (National Treasury) with the support of the World Bank.
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