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1BACKGROUND AND INTRODUCTION

I.  BACKGROUND AND 
INTRODUCTION

This study explores the use of local content 

requirements in the green economy, with a spe-

cific focus on South Africa. The study examines 

the emerging use of local content as an increasingly 

common tool in industrial policy; one aimed both at 

higher (and higher-skilled) job creation and the shifting 

of economies towards low-carbon, resource-efficient 

and socially-inclusive bases. In terms of approach, the 

study:

Outlines the basic definition, rationales, history and 

traditional practice of local content requirements, 

with emphasis on the energy sector (Chapter II);

Notes some of the lessons from the successes and 

failures of local content measures, particularly in the 

developing-country setting (Chapter III);

Outlines the emergence of local content to promote 

industrial objectives based on a green economy 

platform, with a specific focus on South Africa 

(Chapter IV); and

Explores some of the same key lessons highlighted 

earlier, but in the context of the green economy 

(Chapter V), and provides concluding thoughts 

(Chapter VI).

The study was prepared at a time when devel-

oped and developing countries are increasingly 

adopting both green economy and local con-

tent objectives. As the green economy concept 

has moved from theory to practice, and as green 

industrialization is seen as a promising avenue for 

increasing employment, a number of developed and 

developing countries are increasingly placing local 

content at the heart of their green strategies, and their 

green strategies at the heart of their industrial policies. 

Among the developed countries, Canada (in Ontario 

and Quebec), The EU (in Spain, Italy, France, Greece 

and Croatia) and the United States have used local 

content requirements in some form to stimulate the 

growth of renewable energy projects. Among the de-

veloping countries, the use of local content in green 

economy strategies extends from large global play-

ers such as China, Brazil, Argentina, India and South 

Africa, to smaller countries such as Tunisia, Ecuador 

and Nepal. Outside of the green sector, both devel-

oped and developing countries have strengthened the 

role of local content policies in stimulating job creation, 

providing – in a time of global recession – investment 

incentives (via, for example, government procurement) 

to domestic producers in key sectors.

The analysis comes at a time when a green 

economy and local content linkage is viewed as 

a tool for development. There is an emerging body 

of work emphasizing the need for a sustainability push 

within traditional development objectives, such as ru-

ral development, urban planning and industrialization. 

Moreover, many developing countries see growth and 

income opportunities (or risks to be managed) in the 

international climate change architecture, whether it 

implies complying with carbon limits, or seeking eco-

nomic opportunities in the new markets for managing 

emissions. At the same time, the job creation impera-

tive – one particularly strong given the aftershocks of 

the 2008 global financial crisis – and the need to “leap-

frog” technological barriers has led many developing 

countries to re-visit the use of local content require-

ments, which have rapidly spread outside of traditional 

heavy industries (e.g. energy and automobiles) into 

green economy investments and regulations.

The study also emerges at a time of increasing 

recognition of the link between trade and the 

green economy. The link between trade and the en-

vironment, once considered a marginal policy discus-

sion, has now become mainstreamed to the degree 

that it forms a core area of WTO negotiations, and 

enshrined in key trade documents such as the legal 

texts establishing in the WTO. While there is no spe-

cific agreement dealing with green economy issues, 

under WTO rules members can adopt trade-related 

measures aimed at protecting the environment, pro-

vided a number of conditions to avoid the misuse of 

such measures for protectionist ends are fulfilled – an 

issue which has generated significant interest within 

the WTO (particularly the issue of local content). The 

WTO legal aspect is outside of the scope of this paper, 

which focuses instead on the practical, industrial plan-

ning elements of the link between local content and 

the green economy.

The study was prepared on the basis of desk re-

search and stakeholder interviews. The study, writ-

ten in November-December 2012 and revised in April 

2014, was primarily based on desk research drawing 

from documents prepared by the United Nations (es-

pecially UNEP and UNCTAD), outside sector-specific 

research, and materials collected during the author’s 

previous work on local content in both the global en-

ergy sector and the Nigerian economy. The paper also 

benefited from interviews held with stakeholders in Sub-
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Saharan Africa, most of which were held off-the-record 

given stakeholder sensitivities when discussing the is-

sue of local content. The list of documents cited can be 

found in the References section at the end of this study.
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II.  LOCAL CONTENT: RATIONALE 
AND PRACTICE

A. What are local content requirements?
The aim of local content requirements is to cre-

ate rent-based investment and import substitu-

tion incentives. Local content requirements are 

provisions (usually under a specific law or regulation) 

that commit foreign investors and companies to a 

minimum threshold of goods and services that must 

be purchased or procured locally. From a trade per-

spective, local content requirements essentially act as 

import quotas on specific goods and services, where 

governments seek to create market demand via leg-

islative action. They ensure that within strategic sec-

tors – particularly those such as oil and gas with large 

economic rents, or vehicles where the industry struc-

ture involves numerous suppliers – domestic goods 

and services are drawn into the industry, providing an 

opportunity for local content to substitute domestic 

value-addition for imported inputs. Thus – in contrast 

to the traditional protected export platform proposed 

by many development advocates in the 1960s and 

1970s – local content requirements seek to attract 

foreign direct investment (FDI) by firms.1 Moreover, 

through local content requirements, government can 

achieve these goals often without sharing in the risk of 

commercial undertakings.2

Local content requirements are often paired with 

investment incentives, as part of a “carrot and 

stick” approach to attracting FDI. While the use of 

local content measures has attracted outsized atten-

tion inside and outside the WTO, governments (both 

developed and developing) employ a range of mea-

sure to attract investment, using a “carrot and stick” 

approach. 

On the “stick” side, governments use performance 

requirements, which can be generally understood 

(as defined by UNCTAD in 2003) as stipulations 

– whether related to local content, export perfor-

mance, technology transfer, R&D, employment 

and domestic equity/ownership – imposed on 

investors, requiring them to meet certain specified 

goals with respect to their operations in the host 

country.3 The specific policy goals – strengthening 

infant industries, increasing revenue, improving the 

balance of trade and lowering unemployment – are 

not always accounted for in the decisions of private 

economic agents. The use of some measures is 

restricted at various levels – the WTO Agreement 

on Trade-Related Investment Measures (TRIMs) 

prohibits the use of measures related to local con-

tent, trade balancing, export controls and certain 

foreign-exchange restrictions, and certain bilateral 

treaties limit the use of other performance require-

ments. These measures however are nonetheless 

widely used by governments to align investment 

with industrial planning. 4

On the “carrot” side, governments use a range of 

investment incentives to offset costs incurred by 

firms that choose to establish in the host market. 

These incentives range from direct transfers – e.g. 

grants (for R&D projects or new capital investment) 

and dedicated public-private investment funds – to 

indirect transfers, such as low- or no-cost govern-

ment services in marketing and distribution. The 

sum of government resources used for investment 

incentives is significant: available information indi-

cates that, in 2003, 21 developed countries spent 

nearly US$250 billion on subsidies; the total for the 

world was more than US$300 billion in that year, 

with state and local incentives in the United States 

(US$50 billion) nearly equally the total subsidies in 

developing countries.5

This carrot-and-stick approach has been used suc-

cessfully by several countries as an integrated pack-

age of industrial planning policies. Chile, for example, 

successfully used cash subsidies and local content 

requirements – prior to their phase-out under Chile’s 

WTO obligations – to develop a more diversified ex-

porting base, with small and medium-sized enterpris-

es in particular seeing a rapid increase in growth and 

export volumes. Malaysia employed a combination 

of “pioneer status” tax incentives with employment 

requirements from the 1960s through the 1990s to 

achieve dramatic increases in manufacturing employ-

ment – from 318,000 in 1970 to 2.1 million persons in 

2000; corresponding to a doubling of its share of total 

employment to 23%, and contributed to a reduction of 

unemployment to below 4%.6

Local content requirements can be both ex-

plicit and implicit. In their most direct and explicit 

form, local content requirements can be explicit (i.e. 

numerical or qualitative) targets contained in national 

legislation or industry-specific regulations that specify 

a minimum share of locally-sourced goods and/or ser-

vices (or conversely a maximum ceiling for imported 

inputs). Other, less direct, forms include the creation 
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