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ABSTRACT

The economic recession is, in public administration, recognised as an 
environmental condition that emanates from the external economic 
environment within which government institutions operate. Its impact is felt 

by business, government and communities. The typical impact of the recession on 
business holds negative implications for government, in particular municipalities 
and communities. Despite the existing, though limited general research on 
recession in public administration as a field of study, the recession’s impact on 
communities and the reverse implications such impact has on municipalities 
remain unacknowledged. In South Africa, much debate, often outlining unclear 
and questionable strategies, about the recession is evident at the national sphere 
of government. Notwithstanding the increasing pace of the debate, municipalities 
have maintained a deafening silence, which leads one to assume that they imagine 
they are immune. Not a single municipality has acknowledged the impact of the 
recession on communities or the reverse implications such impact has for them, 
and therefore they have not developed strategies indicative of their readiness to 
circumvent it. This silence depicts municipalities not only as dependant extensions 
of national spheres of government, but also as closed systems that are unresponsive 
to environmental changes. The impact of the recession is felt in local communities 
where municipalities have a significant developmental role to play. The recession 
necessitates local government’s power of influence, adaptation processes and 
sustenance.
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recessionary conditions. Households during this period continued to bear the brunt of the 
recession. The household consumption expenditure (HCE) fell by 2,7% in the fourth quarter 
of 2008, after having contracted by 0,8% in the third quarter – the first two consecutive 
contractions since 1992. Manufacturing, mining, and quarrying sectors and vehicle sales 
were primarily responsible for the economic contraction. The housing market has also 
experienced some difficulties that are associated with the recession. The decline in mining 
sector performance is linked to falling demand for mining products as a result of the global 
recession. The evidence of a recession not only increases concerns about the overall growth 
of the economy, but has led to decisions on interest rate cuts and the condition in which 
SARB convenes its meetings monthly to allow it to act responsively. The recession is one of 
a number of threats to government’s attempts to create jobs and to combat poverty.

Impact of recession in communities

Evidence has shown that the impact of the recession on communities manifests itself in 
real socioeconomic terms. The impact widely acknowledged by economic analysts points 
to major reductions in business activity and associated job losses, all of whose impact 
reduces the chances for individuals and households in communities to engage meaningfully 
in municipal economic activities. The decline in business or economic activity has obvious 
negative implications for, and places a significant burden on, members of communities. 
Job losses will result in household financial insecurity (loss of income), and therefore the 
inability of households to feed, clothe and educate themselves and secure decent housing, 
and the conditions of extreme poverty in communities become evident. Job losses will 
have a significant impact on the well-being of households because more assets, wealth and 
associated employment benefits will be lost due to the recession.

The impact of the recession on the poor and vulnerable1 groups in communities, 
as estimated by the World Bank, will be severe. What makes the process of assessing 
the impact difficult is that, though businesses operate in a municipal area, the various 
impacts of the recession, for example job losses, are evenly spread and transferred to 
households not necessarily residing in affected municipal areas. An example of such 
transferred impact is mining sector job losses. In South Africa, experience has shown that 
the impact is felt elsewhere, in most circumstances in foreign countries such as Lesotho 
and other neighbours. As a result of job losses in the mining sector, for which government 
support is absent, migrant workers have returned home. This has negative implications for 
remittance on which families abroad depend for survival.

Reverse implications of the impact of recession on municipalities

The impact that recession has on members of communities will have serious implications 
for government, especially local municipalities. Depending on the severity of the impact 
of the recession on households in communities, municipalities will be confronted by 
serious service delivery and development implications to which they themselves will 
have to respond. Lower economic growth is likely to lead to government reducing public 
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The database of LEDAs, according to the IDC’s ADS department (2009:1), includes 
Johannesburg Development (JDA) (in the city of Johannesburg); Nkonkobe Development 
Agency (in the Eastern Cape); Blue Crane Development Agency (in Somerset East); 
Enterprise Illembe (in KwaZulu-Natal); Hibiscus Coast Development Agency (on the 
South Coast of KwaZulu-Natal); Mandela Bay Development Agency (in Port Elizabeth); Dr 
Kenneth Kaunda District Municipality Economic Agency, formerly known as the Southern 
District Municipality (SDM) Economic Agency (in North West); and the Northern Cape 
Economic Development Agency (NCEDA) (in the Northern Cape).

Role of LEDAs

LEDAs do not have clear-cut development roles in municipalities. They conduct a broad 
array of roles that cover social and economic concerns. A few of these roles (cf Malefane, 
2008:5), include counteracting:

the lack of business confidence and minimal opportunities for private sector investment • 
in municipalities;
the minimal contribution of municipal sector departments to local economic • 
growth, their inability to effectively act at business level and in joint-ventures due to 
bureaucratic practices, and overregulation;
the lack of business development support and entrepreneurial skills development;• 
reduced opportunities for municipalities to engage in large-scale economic development • 
projects, to compete locally and in a global stage;
the lack of innovation, integration and co-ordination between economic development • 
activities in municipalities; and
the increasing risk of investing in poor and underdeveloped municipal areas.• 

LEDAs are set to restructure the distorted municipal economic base of most South African 
municipalities.

Significance of local economic development agencies

Various reasons justify the significance of LEDAs in successfully reducing the impact of 
recession. Firstly, this significance is justified by the scope and context within which the 
impact of recession manifests itself in communities and by the reverse implications that 
the impact has on municipalities. An observation is that LEDAs are well suited to the 
scope and context of the impact, the implications that the impact has for municipalities, 
in particular, the overview and roles described in the preceding discussion. The most 
important roles of LEDAs, which directly respond to the decline in business activities, 
are their business-level interactions to identify business development support across 
municipal economic sectors.

The significance of LEDAs in successfully reducing the impact of recession in 
communities and the reverse implications the impact has on municipalities, rests secondly 
on the comparative advantage they possess over other municipalities and spheres of 
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government. Despite the scope and context of the impact, the leaders of LEDAs understand 
their local economies. The need to understand the local economy is necessitated by 
diversity, the extent of the impact of the recession on communities and the reverse 
implications the impact has on municipalities. The impact and reverse implications, due to 
development scales and patterns, are unique in municipalities and cannot be generalised. 
An assessment of the scale of impact is necessary to inform the process in which targeted 
relief interventions are developed. An example of the difference in the scale of impact 
can easily be brought into context by analysing impact differences between rural areas, 
where direct impact is lower because of delicate business activities, and urban areas, South 
Africa’s centres of business and economic activity. Despite differences in rural and urban 
impact, the impact might vary between urban municipalities themselves. This difference is 
determined by the size of business concentration, dominant economic sectors that drive 
local economies, and trade orientation between economic sectors and economic strengths 
that vary between municipal areas in South Africa. An understanding of the scale of impact 
of the recession on the local economy is critical for the development of an appropriate 
economic strategy.

The impact and reverse implications of the recession cannot be simply wished 
away. A major reaction that the impact necessitates is the development of targeted local 
economic development (LED) strategies. The leaders of LEDAs, in partnership with other 
local stakeholders, is better positioned to detect and analyse the negative impact on 
communities, reverse implications of such impact and opportunities arising from the 
recession and to develop an appropriate strategy. This strategy needs to identify, inter alia, 
priority sectors where the impact of the recession is severe. LEDAs are better positioned 
to develop LED strategies that mitigate unique local impact. The strategies will have more 
chances of succeeding because they will be locally adapted, influenced and sustainable.

In comparison to municipal departments and government institutions in general, 
whose operations are often trapped between bureaucratic structures and systems, LEDAs 
can operate flexibly and have more chances of succeeding in achieving the meaningful 
intergovernmental relations networks necessitated by the impact of the recession. These 
networks are not only necessary in responding decisively to the diverse impacts of the 
recession, but also bring along complementary partnerships, resources and expertise 
that are necessary during implementation, monitoring and evaluation. Despite an 
emphasis on the roles of LEDAs in reducing the impact and reverse implications of 
the recession on municipalities, the complexity of the impact and reverse implications 
themselves are suggestive of the mode with which interventions will be realised. With 
a view to increasing international practices in which networks enhance successes 
during implementation, LEDAs’ intergovernmental relations would be ideal in facilitating 
appropriate interventions.

In terms of their vertical intergovernmental relations, the leaders of LEDAs would 
be able to source key resources and funding that is often budgeted for at national and 
provincial spheres of government. The decisions on key partners will be informed by the 
needs of local sectors, in particular those for whom interventions are required. National 
and provincial sector departments are structured to offer support, and often resources, 
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that enhance economic development activities in municipalities. Despite networks with 
national and provincial sector departments, numerous provincially based economic 
development agencies and corporations such as Invest North West, Limpopo Economic 
Development Corporation, Northern Cape Economic Development Agency Mpumalanga, 
Economic Development Agency and Free State Development Corporation are potential 
economic development entities that are resourceful. The primary focus of these 
agencies and corporations is to promote investment in their respective municipalities. 
They assist local businesses within provinces to diversify and to become exporters of 
goods and services; they improve competitiveness, and assist exporters to access new 
international markets.

In terms of their extragovernmental3 relations, LEDAs will be able to take advantage of 
skills, resources and ideas to stimulate local economies and to respond innovatively to the 
impact of the recession. Extragovernmental networks are recognised for bringing together 
autonomous legal structures that allow municipalities to make their own decisions on 
policies, skills for SMMEs, credit services, negotiations with local banks, fundraising to 
finance projects and create jobs, and finance for international partnerships and foreign 
investment. These relations also bring along Public Private Sector Partnerships (PPPs) 
which are increasingly becoming important alternatives in service delivery in South 
Africa. Examples of potential partners which LEDAs can collaborate with local business 
sector participants (e.g. mining sector companies, private farmers, managements of 
community property associations (CPAs) in tribal areas and financial banks). Some may 
include nongovernmental organisations (NGOs), community business organisations 
(CBOs), local entrepreneurs and government institutions/departments in all spheres of 
government. Extragovernmental networks are often resourceful and can yield benefits that 
would be ideal in reducing the impact of the recession.

Extragovernmental networks may also include banks for SMME funding; DFIs such 
as the National Empowerment Fund4 (NEF): the Small Enterprise Development Agency 
(SEDA) for supporting small business in South Africa; the National Empowerment Fund, 
the Industrial Development Corporation (IDC) and the Development Bank of Southern 
Africa (DBSA). Networks with these will also make available business mentorship services 
to guide and counsel entrepreneurs in various aspects of business development.

Contact with international networks is brought by businesses, in municipalities, that 
are internationally linked, and suggests that responses to the recession’s impact cannot 
be neatly pigeonholed. These often include large conglomerations that create jobs in 
municipalities for which municipal or national interventions would not be sufficient. In 
South Africa, the mining sector is an example of this. Despite mining products being 
produced in South Africa, buyers are global companies, whose demands for mining 
products have had serious impacts on the South African producers. LEDAs can play a 
significant role in stimulating international demand for such products; a role through 
which the recession’s impact and the implications such impact has for municipalities can 
be reduced. International networks that through history have proved to be resourceful 
may be sought from the International Finance Corporation5 (IFC) and the Development 
Bank of Southern Africa (DBSA)6. Other prominent donor agencies that have made 
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bases. National and provincial interventions, as experience suggests, would lack clear-
cut boundaries to effectively deal with the impact and reverse implications such impact 
has over municipalities. Municipalities can provide critical leadership in decisions on 
resource allocation to match priorities of local stakeholders and business. The leaders of 
LEDAs have intimate knowledge of local resources, variations in conditions, standards, 
affordability, needs and community factors that provide them with insights and capacity 
for making sound and timely judgments than national and provincial sector leadership.

NOTES
1 Women, disabled, youth and blacks in general.

2 In South Africa and most countries there is a direct link between poverty and criminal activities such as illegal elec-
tricity connections that are often a result of the inability of households to afford payment; prostitution by young girls; 
robbery and theft of goods in general.

3 Networks/collaborations with external institutions other than government institutions.

4 NEF is a catalyst of broad-based black economic empowerment in South Africa. The fund enables, develops, pro-
motes and implements innovative investment and transformation solutions to advance sustainable black economic 
participation.

5 Loan or grant funder. IFC has a municipal grant fund initiative that provides financing and credit enhancement to 
subnational public sector entities for development purposes and enhances municipal capacity and creditworthiness 
without central government guarantees.

6 A leading development finance institution (DFI) in Africa south of the Sahara, playing the triple roles of financier, advi-
sor and partner. DBSA maximises its contribution to sustainable development in the region by mobilising financial, 
knowledge and human resources to support governments and other development role-players in improving the quality 
of life of the people through the funding of infrastructure projects; reduction of poverty and inequality; and promotion 
of broad-based economic growth and regional economic integration.
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