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I. Introduction 

Determined to maximize the potential of foreign direct investment (FDI) to engender real 

economic development in their countries, many developing countries are designing 

protectionist policies, typically in the form of local content requirements (LCRs) to maximize 

the gains of FDI. Typically, LCRs seek to promote increased local participation in FDI by 

directing the utilization of indigenous companies in the procurement of goods and services, 

employment of locals and the use of local raw materials by foreign investors.
1
 While LCRs 

are proliferating, particularly in the oil and gas sector, there is little critical analysis of the 

meaning of “local” in local content. A review of the laws of virtually all jurisdictions 

adopting the policy shows that scarcely any thought has been given to the term “local” in 

local content. Most countries have adopted a centralist approach that defines local content in 

terms of first consideration being given to their “nationals” without distinguishing between 

the local populations around the location of the industries and other nationals. However, the 

dangers of such a focus cannot escape the notice of anyone who has followed with keen 

interest the nature of the local agitations that have attended oil and gas and mining 

development in developing countries and which often results in resource conflicts. My thesis 

is that this approach impedes the potential of LCRs to engender real economic development. 

The paper argues that if policy makers do not pay close attention to the definition of “local”, 

the benefits of LCRs may be captured by “outsiders”, thereby producing the dreaded 

phenomenon of “economic capture”. If policy makers do not anticipate how LCRs may 

intensify resource conflicts, the local content policy may end up on the bleeding edge rather 

than the cutting edge. Given that revenues from extractive resources are managed by national 

governments (in most jurisdictions), LCRs can provide a mechanism to meet the demands of 

subnational stakeholders, such as local governments and communities, which will in turn 

enable companies to obtain the social licence to operate. This may not happen unless LCRs 

adopt a bottom-up approach that gives proper recognition to the citizens of the localities 

where the extractive activities take place. Community dissatisfaction resulting from seeing 

lucrative jobs given to “outsiders” can stir up conflicts. LCRs can thus serve as a mechanism 

for reducing conflict over control of natural resources, ensuring simultaneously that the 

subnational constituent where the extractive activities take place does not depend for its 

development solely on the revenue from the resources that flows back to it from the national 

government. To ground these claims this paper will utilize three interconnected theoretical 

frameworks: localism, subnational economic development theory and subnational 

competitiveness theory. 

The analysis is divided into four parts. The first part reviews the policy context of LCRs as 

well as the arguments in their favour and against them. The second part analyzes the 

definition of “local” in the LCRs of a number of developing countries. The third part is a 

critique of the prevailing definitions. The critique is based on the three theoretical 

                                                           
1
 Silvano Tordo et al, Local Content Policies in the Oil and Gas Sector, World Bank Study (Washington, DC: 

World Bank, 2013), p. ………………; Gene M Grossman, The Theory of Domestic Content Protection and 

Content Preference, 96 Quarterly Journal of Economics, no 4 (1981), 583. 
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frameworks identified above, namely, localism, subnational economic development theory 

and subnational competitiveness theory. The fourth part explores the problems posed by a 

bottom-up approach to LCRs and offers suggestions on how those problems may be 

overcome or managed. The fifth concludes the analysis. For greater clarity, the term 

subnational is used here to refer to any geographical area that is part of a nation; it includes 

areas that are as small as local communities or as large as states, provinces, territories, 

municipalities and counties. More specifically, unless the context otherwise suggests it is 

used to refer to the localities where extractive activities take place within a country. 

 

II. The Policy Context of LCRs 

The potential of mineral extraction to boost national economic development has been a 

subject of both scholarly and policy interest for over a century. Efforts to mobilize this 

potential have therefore been common to all national development frameworks regardless of 

their ideological or political leanings. Even in colonial times, the colonial powers, which 

viewed their colonial territories as “undeveloped”, believed, under the policy of “constructive 

imperialism”, that the key to transforming the territories from “undeveloped” to “developed” 

and improving the colonial powers’ economic position in the world lay in mobilizing the 

territories’ natural resources, particularly agriculture and minerals.
2
 This colonial mentality is 

based, at least in part, on the theory of comparative advantage in international trade that is 

still alive today. Resource extraction, together with the availability of foreign markets for 

extractive resources, provides opportunities for a country to integrate itself into the global 

economy and generate revenues that can be ploughed back into its domestic economy.
3
 

Despite the above positive potential of resource extraction, its potential to produce a 

dependent form of development is also well recognized and has been abundantly explained in 

the resource curse thesis that links underdevelopment to resource abundance.
4
 Due to the 

poor performance of many resource-rich economies, particularly in developing countries, 

many resource curse theorists in fact believe that instances where resource extraction has 

triggered real economic development should be regarded as the exception rather than the 

norm.
5
 Astronomical increase in the prices of extractive products, particularly oil has caused 

                                                           
2
 This was initiated by Britain under Secretary of State Joseph Chamberlain. See SB Saul, The Economic 

Significance of Constructive Imperialism”, 17 Journal of Economic History, no 2 (1957), 173–192. 
3

 Gavin Bridge, Global Production Networks and the Extractive Sector: Governing Resource-Based 

Development, 8 Journal of Economic Geography (2008), 391. 
4
 See, e.g., Jeffrey Sachs & Andrew Warner, Natural Resource Abundance and Economic Growth, National 

Bureau of Economic Research Working Paper 5398, December 1995; Terry Lynn Karl, The Paradox of Plenty: 

Oil Booms and Petro-States (Berkeley (CA): University of California Press, 1997). Paul Collier, The Bottom 

Billion: Why the Poorest Countries are Failing and What Can Be Done About It (Oxford: Oxford University 

Press, 2007); Global Witness, A Crude Awakening: The Role of the Oil and Banking Industries in Angola's Civil 

War and the Plunder of State Assets (London (UK): Global Witness, 1999); Philippe LeBillon, Fuelling War: 

Natural Resources and Armed Conflicts (New York: Routledge, 2006); Michael Ross, The Political Economy of 

the Resource Curse, 51 World Politics, no 2 (1999), 297–322; Michael Ross, The Extractive Sector and the 

Poor (New York: Oxfam America, 2001). 
5
 After a review of the resource curse literature, Rosser concludes that the conventional wisdom that natural 

resources are good for development is now “arguably the exact opposite” of what current literature believes, and 
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many countries to reconsider their extractive resource policies with a view to finding how to 

optimize the potential of the resources. For developing countries where the industry is 

dominated and controlled by foreign multinationals,
6
 capital inputs go overseas through 

equipment purchases, consulting fees and expatriate salaries.
7
 Governments in these countries 

believe that the economic benefits from the resources can best be realized through policies 

that enhance local participation in the sector.
8
 This is a type of policy intervention known as 

“productive development policies” (PDPs) whose essence is to “strengthen the productive 

structure of a particular national economy.”
9
 The policies include measures or programs 

aimed at raising the growth and competitiveness of both large (such as manufacturing) or 

specific (such as the auto industry) sectors of the economy or the growth of certain key 

activities (such as research and development, exports).
10

 The ultimate goal is “to raise growth 

and improve the competitiveness of the overall economy while maintaining a rising trend in 

living standards.”
11

  

LCRs, defined as the requirement that “a given percentage of domestic value added or 

domestic components be embodied in a specified final product”,
12

 represent a form of PDPs. 

They are undertaken to reduce inequalities faced by domestic companies in relation to foreign 

companies, increase the participation of the national industry in specific sectors of economic 

activity, improve national technological development, create job opportunities for nationals to 

improve their personal income, support economic diversification, promote inter-sectoral 

linkages and reduce over-dependence on one sector by enhancing the value-creating capacity 

                                                                                                                                                                                     
which has been accepted by researchers and officials of international financial institutions. Andrew Rosser, The 

Political Economy of the Resource Cures: A Literature Review, Institute for Development Studies (IDS) 

Working Paper 268, April 2006, 7, available at: 

 <http://mobile.opendocs.ids.ac.uk/opendocs/bitstream/handle/123456789/4061/Wp268.pdf?sequence=1>.   
6
 Terje I Vaaland, Alabi SO Soneye & Richard A Owusu, Local Content and Struggling Suppliers: A Network 

Analysis of Nigerian Oil and gas Industry, 6 African Journal of Business Management, no 15 (2012), 5399. 
7
 G Ugo Nwokeji, The Nigerian National Petroleum Corporation and The Development of the Nigerian Oil and 

Gas Industry, The James Baker Institute for Public Policy and Japan Petroleum Energy Center, Rice University, 

March 2007, 44, available at: <http://bakerinstitute.org/media/files/page/9b067dc6/noc_nnpc_ugo.pdf>. See, 

also, United Nations Conference on Trade and Development (UNCTAD), UNCTAD/CALAG African Oil And 

Gas Services Sector Survey, Volume 1 – Nigeria: Creating Local Linkages By Empowering Indigenous 

Entrepreneurs”, UNCTAD, Geneva, 2006, available at: 

<http://commodities.open.ac.uk/8025750500453F86/%28httpAssets%29/4BFA672B2FFEF5AA8025782B003

DA71C/$file/UNCTAD%20_%20Oil.pdf>. 
8
 Tordo et al (2013), supra note 1, p. 17. 

9
 Alberto Melo & Andrés Rodríguez-Clare, Productive Development Policies and Supporting Institutions in 

Latin America and the Caribbean, Inter-American Development Bank Research Department Competitive 

Studies Series Working Paper C-106, February 2006, p. 5, available at: 

<http://www.iadb.org/res/publications/pubfiles/pubc-106.pdf>.  (noting that these policies have been 

commonplace since the mid-20
th

 century). 
10

 Ibid. 
11

 Ibid. See, also, Ricardo Monge-Gonzalez, Luis Rivera & Julio Rosales-Tijerino, Productive Development 

Policies in Costa Rica: Market Failures, Government Failures, and Policy Outcomes, Inter-American 

Development Bank Working Paper Series, No. IDB-WP-157, March 2010, p. 3, available at: 

<http://www.econstor.eu/bitstream/10419/89162/1/IDB-WP-157.pdf> (arguing that PDPs can be used to correct 

market failures and “improve the quality of the national business climate”).  
12

 Gene M Grossman, The Theory of Domestic Content Protection and Content Preference, 96 Quarterly Journal 

of Economics, no 4 (1981), 583. 

http://mobile.opendocs.ids.ac.uk/opendocs/bitstream/handle/123456789/4061/Wp268.pdf?sequence=1
http://bakerinstitute.org/media/files/page/9b067dc6/noc_nnpc_ugo.pdf
http://commodities.open.ac.uk/8025750500453F86/%28httpAssets%29/4BFA672B2FFEF5AA8025782B003DA71C/$file/UNCTAD%20_%20Oil.pdf
http://commodities.open.ac.uk/8025750500453F86/%28httpAssets%29/4BFA672B2FFEF5AA8025782B003DA71C/$file/UNCTAD%20_%20Oil.pdf
http://www.iadb.org/res/publications/pubfiles/pubc-106.pdf
http://www.econstor.eu/bitstream/10419/89162/1/IDB-WP-157.pdf
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of a particular sector, and to enable domestic companies to compete regionally and 

internationally.
13

 The requirements are either embedded in contractual agreements between 

governments and companies or enacted legislatively or established in bidding requirements as 

part of the criteria for winning contracts or more indirectly in regulation and tax regimes that 

discriminate in favour of local industries.
14

 

Palpacuer and Parisotto have argued that “[t]he challenge for a local firm … is not so much to 

enter global networks, which might be done relatively easily on the basis of low costs, but to 

reach more profitable positions within these networks.”
15

 They argue that “[s]uch strategies 

are made possible by the dynamic nature of global production networks: positions within 

networks are not fixed, but constantly challenged by competition, so that firms might move 

up or down the tiered structure depending on their performance.”
16

 Such strategies can 

equally be made possible through LCRs, given that LCRs be used to strengthen the 

productive capacity of local firms, the end result of which would be enhanced 

competitiveness.
17

 Whether global integration will stimulate local development will depend 

on the interactions between the strategies of multinational corporations – the entities driving 

economic globalization – and the ways in which developing countries respond to the 

opportunities and challenges created by global integration. LCRs can enable developing 

countries to upgrade their local industries through the expansion of the range of activities that 

local firms can perform at the local level which LCRs can make possible. Local enterprises 

can through that develop their competences and expertise. In the 1990s, it was found, for 

instance, that both local “productivity-enhancing entrepreneurship” and state support to local 

development – something lacking in many developing countries today – helped producers in 

East Asia to achieve sustainable positions in the global network.
18

 LCRs can thus enable local 

firms to integrate themselves into global economic networks and thus participate in and 

influence the process of globalization.  

                                                           
13

 Tordo et al, supra note 1 at 120; Rabiu Ado, Local Content Policy and the WTO Rules on Trade-Related 

Investment Measures (TRIMS): The Pros and Cons, 2 International Journal of Business and Management 

Studies, no 1 (2013), 137–138. See, also, International Petroleum Industry Environmental Conservation 

Association, Local Content Strategy: A Guidance Document for the Oil and Gas Industry, 2011, p. 3, available 

at: <http://www.ipieca.org/publication/local-content-strategy-guidance-document-oil-and-gas-industry>. 
14

 Stanislaw Lec, “The Petroleum Sector Value Chain” in Silvana Tordo, Brandon S Tracy & Noora Arfa (eds.), 

National Oil Companies and Value Chain, World Bank Working Paper No 218, 2011, pp. 8–9, available at: 

<http://siteresources.worldbank.org/INTOGMC/Resources/9780821388310.pdf>; WTI Advisors, Local Content 

Requirements and the Green Economy, paper presented at the Ad Hoc Expert Group Meeting on Domestic 

Requirements and Support Measures in Green Sectors: Economic and Environmental Effectiveness and 

Implications for Trade, 13–14 June 2013 Salle XXI, Palais des Nations Geneva, p. 7, available at: 

<http://unctad.org/meetings/en/Contribution/DITC_TED_13062013_Study_WTI.pdf>.  
15

 Florence Palpacuer & Aurelio Parisotto, Global Production and Local Jobs: Can Global Enterprise Networks 

be Used as Levers for Local Development?, 3 Global Networks, no 2 (2003), 106. 
16

 Ibid. 
17

 See Oliver Morrissey, FDI in Sub-Saharan Africa: Few Linkages, Fewer Spillovers, 24 European Journal of 

Development Research, no 1 (2012), pp. 26–31 (stressing the distinction between “linkages” and “spillovers” 

and arguing that the spillover effect of FDI occurs through knowledge transfer and learning by domestic firms 

from foreign firms, which can contribute to the productivity of domestic firms).  
18

 Gary Gereffi, “Global Production Systems and Third World Development” in Barbara Stallings (ed.), Global 

Change, Regional Responses (Cambridge: Cambridge University Press, 1995), p. 142. 

http://www.ipieca.org/publication/local-content-strategy-guidance-document-oil-and-gas-industry
http://siteresources.worldbank.org/INTOGMC/Resources/9780821388310.pdf
http://unctad.org/meetings/en/Contribution/DITC_TED_13062013_Study_WTI.pdf
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Another argument in support of LCRs as a form of PDPs is that it helps to correct market 

failures.
19

 Market failure occurs as a result of lack of specialized skills in developing 

countries required by the extractive sector, which compels multinational corporations 

(MNCs) to bring in foreign labour force with the required skills.
20

 This results in local 

populations being unable to find jobs because they lack the needed skills. LCRs can correct 

this market failure by mandating companies to contribute to the development of particular 

local skills and capacities to meet market requirements. “Knowledge spillovers” (or 

technology transfer) from MNCs to local firms, which occur through constant interaction 

between them, can also contribute to correcting the market.
21

 In subsequent sections of this 

paper it is argued that it is from a bottom-up approach to LCRs that these benefits of LCRs 

can be best realized. 

But there are also arguments against LCRs. For instance, LCRs very easily conflict with 

international trade agreements, particularly the agreement on Trade-Related Investment 

Measures (TRIMs) that applies to members of the World Trade Organization (WTO).
22

 

Under the WTO rules, however, there are exceptions for least developed countries as well as 

for developing countries, which, combined with the increasing global trend towards local 

procurement, provide some leeway for the implementation of LCRs.
23

 TRIMs allow for 

transitional arrangements for countries to maintain certain measures for a limited time 

following a country’s accession to the WTO rules. It allows a grace period of two years for 

developed countries, five years for developing countries and seven years for least developed 

countries. Since, however, apparently all developing countries acceded to the WTO more 

than seven years ago, their eligibility for these arrangements has expired. However, Part III of 

the General Agreement on Trade in Services makes provisions on access to WTO countries’ 

markets by foreign suppliers and on the treatment of national suppliers.
24

 While upholding 

the equal treatment principle, article XVII.2 provides that “[a] Member may meet the 

requirement of [the no less favorable or equal treatment principle] by according to services 

                                                           
19

 Tordo et al, supra note 1 at pp. 24–25; WTI Advisors (2013), supra note 14, p. 9; Alisa DiCaprio & Kevin P 

Gallagher, The WTO and the Shrinking of Development Space: How Big is the Bite, 75 The Journal of World 

Investment & Trade (2006), 783. 
20

 DiCaprio & Gallagher, ibid (“A market failure occurs when there is a distortion that keeps the market from 

allocating resources efficiently and adjusting to a steady state… The existence of market failures means that 

domestic industries cannot gain the necessary technology and capacity to compete on the open market without 

outside intervention and protection.”). 
21

 Tordo et al (2013), supra note 1, pp. 24–25. 
22

 See, e.g., Canada – Certain Measures Affecting the Renewable Energy Generation Sector (Japan v Canada), 

WTO Dispute Settlement, DS412. 
23

 See, Ministerial Declaration, Ministerial Conference, Fourth Session, Doha, 9–14 November 2001, available 

at: <http://www.wto.org/english/res_e/booksp_e/ddec_e.pdf>; Annex F on Special and Differential Treatment of 

the Doha Work Programme Ministerial Declaration, World Trade Organization, Ministerial Conference, Sixth 

Session, Hong Kong, 13–18 December 2005, WT/MIN(05)/DEC, 22 December 2005, online: WTO, 

<http://www.wto.org/english/thewto_e/minist_e/min05_e/final_text_e.pdf>. See, also, World Bank, Increasing 

Local Procurement by the Mining Industry in West Africa, Report No. 66585-AFR, January 2012, pp. 64–66, 

available at: <http://siteresources.worldbank.org/INTENERGY2/Resources/8411-West_Africa.pdf>.  
24

 General Agreement on Trade in Services, Part III, World Trade Organization, available at: 

<https://www.wto.org/english/docs_e/legal_e/26-gats.pdf> (“A Member may meet the requirement of paragraph 

1 by according to services and service suppliers of any other Member, either formally identical treatment or 

formally different treatment to that it accords to its own like services and service suppliers.”).  

http://www.wto.org/english/res_e/booksp_e/ddec_e.pdf
http://www.wto.org/english/thewto_e/minist_e/min05_e/final_text_e.pdf
http://siteresources.worldbank.org/INTENERGY2/Resources/8411-West_Africa.pdf
https://www.wto.org/english/docs_e/legal_e/26-gats.pdf
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and service suppliers of any other Member, either formally identical treatment or formally 

different treatment to that it accords to its own like services and service suppliers.” This, 

however, is subject to the condition that the “formally identical” or “formally different” 

treatment shall not have the effect of modifying “the conditions of competition in favour of 

services or service suppliers of the Member compared to like services or service suppliers of 

any other Member.”
25

 This potentially limits the application of LCRs.  

It has also been argued that LCRs may not be the best policy instrument for responding to the 

inadequate contribution of the extractive sector to the development of local economies. For 

instance, the argument goes, if lack of a skilled workforce is the problem, and training is the 

solution, imposing minimum levels of employment of local workforce on MNCs may not 

provide the best outcome.
26

 Lec has noted another criticism which posits that LCRs create 

distortions, inefficiency and corruption.
27

 The distortions may arise as a result of the sector-

selective manner in which most governments apply LCRs.
28

 As Lec notes, however, 

generalizations cannot be made in this regard.
29

 The efficiency problem may be the result of 

“technological strangeness”, that is, “the ability of the rest of the economy to develop service 

capacity through backward linkages and the speed at which such capacity can be created.”
30

 

But it may also depend on the particular policy focus of each LCR. Even then, as Lec argues, 

LCRs are “a tradeoff between short term efficiency and long term economic development”.
31

 

Corruption-related problems can be dealt with through the introduction of transparency 

measures and the avoidance of setting unrealistic targets for companies as such targets may 

induce corruption.  

Furthermore, it has been argued that requiring companies to use local workforce when the 

existing workforce lacks the capacity to perform the required task is anti-investment.
32

 This 

argument, however, seems to have been well recognized by LCR policy makers, which is 

why most LCRs require companies to invest in the development of local skills and capacities 

to bring local people to the standard that they can perform the tasks for which expatriates are 

hired.
33

 Moreover, available empirical evidence on the role of LCRs in spurring economic 

development, though “meager” and “quite rare”, shows a mixed result.
34

 

                                                           
25

 Ibid, Article XVII.3. 
26

 Tordo et al (2013), supra note 1, p. 26. 
27

 Lec (2011), supra note 14, p. 9. 
28

 Bhagwati’s relatively early work on protectionist policies has already pointed out the distortion effect of 

specific sector selection. See, generally, JN Bhagwati, Protectionism (Cambridge (Mass): MIT Press, 1988). 
29

 Lec (2011), supra note 14, p. 9. 
30

 Ibid, pp. 9–10. 
31

 Ibid, p. 9. 
32

 J Emeka Nwaokoro, Signed, Sealed but Will it Deliver? Nigeria’s Local Content Bill and Cross-Sectoral 

Growth, 4 Journal of World Energy Law and Business, no 1 (2011), 56. 
33

 Tanzania’s 2014 Draft Local Content Policy is perhaps the most explicit and stringent about this. It requires 

operators to, in employment matters, give preference to Tanzanians who have the requisite qualifications and 

experience to perform the desired task. And where no such Tanzanian is available, which would necessitate the 

hiring of a foreign national, the operator is required to prepare and submit a succession plan that would enable a 

Tanzanian national to acquire the skills to perform the same task that the foreign national was brought to 

perform. The implementation of this plan will influence the government’s decision whether to extend the 

foreign national’s work permit. United Republic of Tanzania, Local Content Policy of Tanzania for the Oil and 



DRAFT ONLY – PLEASE DO NOT CITE OR DISTRIBUTE WITHOUT AUTHOR’S 

PERMISSION 

7 

 

From an industry perspective, it has been argued that LCRs put undue pressure on MNCs to 

engage the local workforce, for as more locals are hired, the more they seek new and more 

opportunities to advance in the company. The quest for more opportunities to be provided 

continues ad infinitum.
35

 This can be addressed by clearly defining what constitutes local 

content and by setting realistic and measurable targets for companies. Unrealistic targets may 

even breed corruption, as such targets may be an inducement for companies to cut corners in 

other fulfill LCRs to remain in business in their host country. 

In sum, LCRs are not a silver bullet for economic development, but they are an important 

action towards that. As Hausmann and Rodrik have put it, “[i]ndustrial policy is hard, but that 

is no argument against its use”.
36

 Like other policies, LCRs cannot operate effectively in 

isolation, but require the existence of other measures or mechanisms. Countries with a more 

stable macroeconomic environment may be better positioned to implement LCRs effectively. 

Each country should define the policy focus of its LCR based on its priorities, needs and 

circumstances. A country with poor local skilled workforce may do well by giving priority to 

local skills development over, for instance, local procurement of goods and services which in 

most cases would generate income to local residents and contribute to the growth of local 

companies without necessarily contributing to the development of local skills. When 

advances in local skills development have been made, the country may then refocus its LCR 

priority to local procurement of goods and services, and so forth. Even then, as some scholars 

have suggested,
37

 LCRs may not be best viewed as a permanent measure for economic 

development but rather as a temporary one that can be phased out gradually at some point in 

the continuum of economic progress. 

 

III. The “Local” in “Local Content”   

The question of what constitutes local content is subject to different interpretations and varies 

with the context, although a common thread running through all the interpretations is “value 

addition” in the country. Under the Nigerian Oil and Gas Industry Content Development Act, 

2010, the Nigerian content is defined as “the quantum of composite value added to or created 

in the Nigerian economy by a systematic development of capacity and capabilities through 

                                                                                                                                                                                     
Gas Industry, Draft One, Dar es Salaam April 2014, p. 19, online: Government of Tanzania (Ministry of Energy 

and Minerals), available at: <https://mem.go.tz/wp-content/uploads/2014/05/07.05.2014local-content-policy-of-

tanzania-for-oil-gas-industry.pdf>. 
34

 Francisco M Veloso, Understanding Local Content Decisions: Economic Analysis and an Application to the 

Automobile Industry, 46 Journal of Regional Science, no 4 (2006), 748–749 (summarizing results of a number 

of empirical studies on the impact of LCRs). See, also, Ado (2013), supra note 13, p. 139. 
35

 Ike Oguine, Nigerian Content in the Nigerian Petroleum Industry: Legal and Policy Issues, 29 J Energy & 

Nat Resources L (2011), 409. 
36

 Ricardo Hausmann & Dani Rodrik, Doomed to Choose: Industrial Policy as Predicament, Centre for 

International Development, Kennedy School of Government at Harvard, September 2006, p. 38, available at: 

<https://www.sss.ias.edu/files/pdfs/Rodrik/Research/doomed-to-choose.pdf>.  
37

 See, e.g., Lec (2013), supra note 14, p. 10; Aluisio de Lima-Campos, Local Content Requirements in the Oil 

and Gas Sector, World Bank Conference on Local Content Policies in the Oil, Gas, and Mining Sector, Vienna, 

Austria, 30 September 2013, available at: <http://www.worldbank.org/en/events/2013/10/01/local-content-

policies-in-oil-gas-mining-sector#4>.  

https://mem.go.tz/wp-content/uploads/2014/05/07.05.2014local-content-policy-of-tanzania-for-oil-gas-industry.pdf
https://mem.go.tz/wp-content/uploads/2014/05/07.05.2014local-content-policy-of-tanzania-for-oil-gas-industry.pdf
https://www.sss.ias.edu/files/pdfs/Rodrik/Research/doomed-to-choose.pdf
http://www.worldbank.org/en/events/2013/10/01/local-content-policies-in-oil-gas-mining-sector#4
http://www.worldbank.org/en/events/2013/10/01/local-content-policies-in-oil-gas-mining-sector#4
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the deliberate utilization of Nigerian human, material resources and services in the Nigerian 

oil and gas industry”.
38

 The Act requires that “first consideration” shall be given to services 

provided from within Nigeria, to goods manufactured in Nigeria, and in matters of training 

and employment.
39

 To meet the Nigerian LCR, therefore, it suffices that the indigenous 

company utilized, or the individual employed, is a Nigerian or that the raw materials used in 

the production of goods and services are sourced within Nigeria, regardless of which part of 

Nigeria. There is no requirement that a proportion of the content must be sourced from within 

the locality where the company operates. However, section 27 of the Act gives the content 

Board power to require a company to maintain an office in a community where it has 

significant operations. But this is only an office. There is no requirement that in matters of 

employment in that office, first consideration must be given to members of the community. 

Ghana’s Petroleum (Local Content and Local Participation) Regulations, 2013 defines local 

content as “the quantum or percentage of locally produced materials, personnel, financing, 

goods and services rendered in the petroleum industry value chain and which can be 

measured in monetary terms”.
40

 The regulation speaks about granting “first consideration” to 

services provided within Ghana, goods manufactured in Ghana (where they meet established 

specifications), and to qualified Ghanaians in employment matters.
41

 There is no requirement 

anywhere in the Regulation for any consideration to be given to communities located in the 

proximity of the resources. This also represents the position in most other countries, 

including Angola,
42

 Equatorial Guinea,
43

 and Indonesia.
44

 

In April 2014, Tanzania published a draft of its Local Content Policy for the Oil and Gas 

Industry. Under the policy, local content is defined as “[t]he added value brought to the 

country in the activities of the oil and gas industry in the United Republic of Tanzania 

through the participation and development of local Tanzanians and local businesses through 

national labour, technology, goods, services, capital and research capability.”
45

 At another 

point the policy defines local content as “the added value brought to a host nation (and 
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regional and local areas in that country) through the activities of the oil and gas industry.”
46

 

The reference to “regional and local areas” suggests that there is specific recognition of the 

need to pay attention to the localities or regions where the resources are extracted in the 

implementation of LCRs. However, “local” is defined under the policy as “[t]he Tanzania 

Mainland and its people”,
47

 indicating that as long as the person employed or engaged to 

provide services is a Tanzanian national, the requirement of local content will have been 

satisfied. The policy also requires that “deliberate preference” be made in favour of 

Tanzanians in employment matters and supply of goods and services.
48

 But the policy 

recognizes the need to develop “Local local content”.
49

 This will give corporations the “social 

licence to operate” and contribute to the growth of local communities to achieve a “mutually 

beneficial and sustainable” business environment.
50

 However, the policy does not call for any 

preference for local communities over other Tanzanians, but only encourages companies to, 

“as far as possible”, procure their workforce, materials and services from the communities in 

which they operate.
51

  

It is clear that the above LCRs do not pay due attention to what Warner has termed 

“community content”, i.e., “the strategic deployment of local participation and local 

capability development opportunities arising from an oil or gas project, specifically directed 

to strengthen the sustainability, relevance and political visibility of community investment 

programmes.”
52

 Warner views local content from the perspective of “community content”, 

writing that “[u]ltimately, community content is about realising a competitive advantage for 

the oil company in the eyes of both the local population and the country’s guardians of 

economic policy.”
53

 He regards community content programs as a “merit good” targeted at 

those negatively impacted by extractive resource development whereas local content 

programs are regarded as a “public good”. Both programs are “exclusionary” although local 

content programs are less so because they exclude only foreigners whereas community 

content excludes both foreigners and non-community members, according to Warner.
54

 What 

Warner seems to be suggesting is that community content should be pursued as a distinct 

policy from local content. Community content may still be treated as a part of local content. 

However, achieving community content would require consciously building the capability of 

local skills to access the opportunities brought by extractive development. This would require 

giving first consideration to local labour force, local contractors and local service providers 

vis a vis other nationals. Warner stresses that “[w]e should not be so naïve as to expect 
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changes in local content and community investment practices to occur in the absence of the 

right dedicated incentives.”
55

  

One is prompted to probe the meaning of a local company for the purposes of local content? 

Esteves, Coyne and Moreno have identified the following characteristics of a local company: 

(1) local registration (company is registered under local law); (2) local ownership (a certain 

percentage of the shares of the company is owned by citizens (include corporate citizens) of 

the country); (3) local labour force (majority of the company’s labour force, both regular and 

contract, are citizens of the country); and (4) local value added (a certain percentage of the 

goods and services of the company is produced within the country).
56

 These characteristics 

are not all to be found in any single definition of local content by any country or institution. 

For instance, the Nigerian content law defines a Nigerian company for the purposes of local 

content as a company registered in Nigeria and in which Nigerians hold “not less than 51% 

equity shares”.
57

 Tanzania’s local content policy defines “Local Business” as “Business 

which is incorporated under the applicable laws of Tanzania and is wholly owned by 

Tanzanians or with at least 51% of shares owned by Tanzanian Nationals and is registered to 

offer goods or services in the oil and gas industry.”
58

 In Ghana, an “indigenous Ghanaian 

company” as a company incorporated under the [Ghanaian] Companies Act 1963” that has at 

least 51% Ghanaian equity shareholding “and that has Ghanaian citizens holding at least 

eighty percent of executive and senior management positions and one hundred percent of 

non-managerial and other positions”.
59

 In Trinidad and Tobago, local content and 

participation is defined in terms of “ownership, control and financing by the citizens of 

Trinidad and Tobago.”
60

 World Bank’s definition for “domestic preference qualification” is 

based on the percentage of local ownership of the firm.
61

 The African Development Bank’s 

definition of “local firms” is based on place of registration, the nationality of a majority of 

board members of the firm, and the percentage of shares held by nationals of the country.
62

 

Esteves, Coyne and Moreno argue, however, that ownership of a company or the country of 

its registration should not play any critical role in the formulation of local content policies. 
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What matters, according to them, is the contribution a company makes to building the 

domestic economy in which it operates (at both national and subnational levels) and whether 

these contributions meet the public policy objectives of that country.
63

 This view derives 

credibility from the experiences of Norway and Malaysia where local content has been 

viewed mainly in terms of value-addition, without emphasis on the nationality of the 

company adding the value.
64

 This view is attractive in appearance but fails in principle. It has 

the potential to preserve global economic inequality in an era of neoliberal capitalism. 

Especially in the extractive sector in developing countries where the key players are foreign 

multinationals more economically powerful than their host governments, it is essential for 

host developing countries to chat a path for taking ownership of the development of their 

resources. Ownership and registration requirements provide a potent avenue for them to 

regain control over their resources. This regaining control, however, cannot occur in the short 

term, but will follow a gradual process that will materialize in the long term. But it is hard to 

conceive a better way in which foreign companies can contribute to building the domestic 

economy of their host countries than by empowering locally owned and registered businesses 

to thrive and blossom. Locally owned and registered businesses are more likely to hire local 

people than foreign-owned companies would hire and so would, potentially, more effectively 

fight unemployment and poverty than foreign-owned companies. This is an important public 

policy objective of developing countries. 

The next section of this paper makes a case for a bottom-up approach to LCRs in developing 

countries by exploring the benefits of such an approach. Its main thesis is that a vertical, 

bottom-up approach has a greater capacity to engender sustainable national and subnational 

economic development than a horizontal, centralized approach. 

 

IV.  Reconceptualizing the “Local” in LCRs 

A. Localism  

Localism is about the empowerment of local areas. It is rooted in a set of arguments about the 

role of local governments in promoting efficiency in the provision of public goods and 

services, as well as in promoting democracy and community.
65

 The efficiency argument 

posits that local autonomy permits public policy decisions to be tailored to the distinctive 

circumstances, needs and preferences of local areas.
66

 This promotes efficiency because it 

reduces the cost of governance and promotes “interlocal competition”.
67

 When decisions are 

made by the very people who are to be directly affected by them, the decisions have the 
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potential to reflect the yearnings of the people more fully. The democracy argument posits 

that true democracy offers people an opportunity to participate in the decisions and political 

processes that affect them. Local governments provide the citizens the best opportunities to 

do so because of the proximity of local governments to local people. Such opportunities are 

rarely meaningfully available at the state or national level. At the local government level, 

however, there is a greater chance that the voices of local people can influence public 

decisions.
68

 Lastly, the community argument takes the view that “localities are not simply 

arbitrary collections of small groups of people”, but instead “communities” with shared and 

distinct values and identities and bound by common historical experiences.
69

 A country that 

values its diversity must therefore promote local autonomy because it allows localities to 

preserve their distinct identities. Decentralization guarantees that local policies are adapted to 

the circumstances of heterogeneous populations.
70

 The focus is therefore on “governance 

relations”, particularly on “subsidiarity, devolution and decentralisation of the state’s powers 

and responsibilities.”
71

 It is regulation from below upwards. 

But localism is more than local autonomy. It is a theory “which reverses the trend of 

globalisation by discriminating in favour of the local”.
72

 It favours support for locally owned 

businesses, use of local resources, employment of locals and services for local consumers.
73

 

LCRs designed to give first consideration to local populations within the proximity of the 

resources and who are most directly affected by the resource development externalities are 

consistent with these demands of localism. And since these demands cannot be described as 

illegitimate or unconscionable, a local community-oriented local content policy can serve as a 

vehicle to build the capability of local skills to access the opportunities brought by extractive 

development as well as mitigate its negative impacts.  

There are further advantages. It will reduce the exodus of local people to over-crowded urban 

centres in search of greener pastures that, more recently, are increasingly in very short supply. 

It will improve company-community relations, enabling companies to obtain the social 

licence to operate,
74

 thereby contributing positively to the public perception of extractive 

companies. Given the socio-ecological impacts of extractive resource development, a localist 

approach to LCRs has the potential to compensate local communities afflicted by resource 

externalities by promoting job creation and value addition for the communities.
75

 During a 

social impact assessment of oil, gas and mining projects, Esteves, Coyne and Moreno found 

that community discontent arising from seeing only basic jobs being offered to local 
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communities poses a significant challenge to the success of the projects.
76

 This is because 

such discontents quite often lead to violent conflicts that disrupt extractive operations. A 

localist approach can also help conflict-ridden developing countries governments to achieve 

“political harmony” by promoting peaceful co-existence among communities and preventing 

or reducing resource conflicts.
77

 It can be used to promote inclusiveness with regard to the 

resource-rich communities who often feel excluded from the benefits of the resources located 

within their territory and as a mechanism to reallocate resource wealth within the country.
78

 

The United Nations Conference on Trade and Development has found that “community 

relations issues are a significant obstacle to the implementation of a speedy, strife-free local 

content development in the oil and gas industry in Nigeria.”
79

 Oguine (former General 

Counsel of Chevron Nigeria and currently Coordinator of Legal Services and Corporate 

Secretary of the Nigerian National Petroleum Corporation) has described the absence of a 

local community content requirement in Nigeria’s local content law as “a serious 

shortcoming.”
80

 This supposedly stems from his experience of the agitations of local 

communities in Nigeria’s oil-bearing region. One tradeoff of local community content 

however is that local community content may not promote supplier diversification, but its 

benefits outweigh the value of supplier diversification. Another, related, tradeoff is that it 

may not offer adequate opportunity to the country’s best, in terms of technical, 

entrepreneurial and managerial knowhow, to participate in the development of the extractive 

sector in the country.
81

 However, the benefits of maintaining social stability in the extractive 

region may be more important for national economic development than the benefits of 

providing an equal playing field for all nationals. Moreover, a localist approach to LCR does 

not mean excluding other nationals from consideration. Rather, it may be implemented 

through the creation of a quota system that allocates a certain percentage of local 

procurement or employment to the local populations while other nationals compete for the 

rest. 

B. Subnational Economic Development Theory 

Subnational economic development theory calls for a regional or local approach to 

development. This involves decentralization of power and resources from central 

governments to subnational governments. In an increasingly globalizing world economy, this 

call seems counter-intuitive. However, it has been necessitated by the transformations 

brought upon the economic landscape of many (particularly developing) countries by 

                                                           
76

 Esteves, Coyne & Moreno (2013), supra note 56, p. 6. 
77

 Ado (2013), supra note 13, p. 142. Michael Warner, Local Content in Procurement: Creating Local Jobs and 

Competitive Domestic Industries in Supply Chains (Sheffield (UK): Greenleaf Publishing, 2011). 
78

 See WTI Advisors (2013), supra note 14, p. 10 (positing that LCRs can be used to “redistribute rents arising 

from economic activities”, such as “to ensure that the profits and employment from natural resource extraction 

are felt directly in the communities where the extraction is done”). See, also, Achim Wennmann, “Sharing 

Natural Resource Wealth during War-To-Peace Transitions” in P Lujala & SA Rustad (eds.), High Value 

Natural Resources and Peace Building (London: Earth Scan, 2012), pp. 225–250.  
79

 UNCTAD (2006), supra note 7, p. 79. 
80

 Oguine (2011), supra note 35, p. 428. 
81

 UNCTAD (2006), supra note 7, p. 79. 



DRAFT ONLY – PLEASE DO NOT CITE OR DISTRIBUTE WITHOUT AUTHOR’S 

PERMISSION 

14 

 

globalization.
82

 These transformations include, perhaps most remarkably, economic 

disparities among the various regions of many countries. As Libman has noted, economic 

development theory shows that intra-country differences in political and economic 

institutions among the constituent units of a State can be almost as varied as inter-country 

differences.
83

 This implies that assessing a country’s economic development based solely on 

national economic statistics may be misleading. It also suggests that “distance and 

geography” matter for economic development in a globalized world and that “national 

economic growth tends to be driven by the performance of a limited number of local 

economies within nation-states.”
84

 The increasing demand for regionalization and localization 

is therefore an “acknowledgement that regional forces and characteristics are strongly 

relevant in shaping local development trajectories in a context of increasing globalisation.”
85

  

A recent study by Michalopoulos and Papaioannou demonstrates that national institutions do 

have impact on subnational development, but that this occurs only when the subnational 

constituent is close to the national capital.
86

 According to the study, this is partly because law 

enforcement is stronger in areas closer to the national capital and weaker in more remote 

areas.
87

 The distance problem has also been associated with infrastructure issues, such as 

transportation.
88

 Thus, for a mineral deposit in a remote region to be developed rather than 

deposits in a less remote alternative region, the geological features of the more remote region 

must produce “sufficiently low unit costs of production” to compensate for the higher costs to 

be paid to transport the products from the region to the market.
89

 Other studies have shown 

that the interplay of subnational institutions and resources are determinants of economic 

growth at the subnational level.
90

 These studies speak to the need to ensure that national 

policies are tailored to the needs of the constituent units of a country. 

The history of economic development shows that mineral development has made significant 

contributions to the development of local communities and regions around the world. It has 

been found, for instance, that in Chile, the Antofagasta region owes much of its development 

to nitrate and copper mining in the region; that much of the growth witnessed in the 

Australian states of Victoria and Western Australia in the 19
th

 century was traceable to 

mining in those states; that in the US, the economic development of the Rocky Mountain 
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region was spurred by gold and silver mining; and that in Zambia, copper mining is so 

important to the economic development of a whole region of the country that that region has 

been nick-named the “copper belt”.
91

  

But mineral development has also contributed significantly to the under-development of 

many local communities and regions. The Niger Delta region of Nigeria is one of the leading 

examples of socio-economic and environmental degradation occasioned by oil and gas 

development, despite huge revenues the Nigerian government derives from the resources. 

There has been continuing conflict in Nigeria over the negative socio-environmental impacts 

of oil extraction and the distribution of the resource wealth between the resource bearing 

region and the federal government.
92

 Among the factors identified as responsible for this is 

“the historical failure of governance at all levels”.
93

 Money meant for development in the 

region is largely squandered or used to placate troublemakers.
94

 

The extent to which a region would benefit from extractive resource development is therefore 

a function of a balance between the benefits of the resources and their costs. This can be 

achieved through strengthening the capacity of extractive resources to contribute positively to 

economic development while at the same time reducing its capacity to produce negative 

externalities. The impact of extractive activities on the local economy will be limited when 

goods and services supplied to the extractive companies are imported even when they could 

have been sourced locally. Esteves and Ivanova have argued that local economies will 

develop more speedily if the non-extractive sectors are encouraged to grow and the extractive 

companies are encouraged to focus their local content energies on strengthening local 

businesses.
95

 Being close to the site of extractive activities thus becomes a legitimate 

advantage for a local firm. 

Extractive activities like mining and oil and gas development can contribute to local 

economic development both directly, through the employment of local workforce, and 

indirectly, through its links to other economic activities within the locality (linkages). These 

linkages arise, for instance, from the continuing need by extractive companies to purchase 

equipment to build or repair its facilities, the need by local firms to acquire equipment from 

the foreign firms operating within the locality to upgrade their facilities, and the need of their 

workers to purchase personal goods and services for their upkeep while living in the 

extractive region. LCRs that give first consideration to local suppliers within the subnational 

region where the resources are exploited can help to strengthen the contributions of extractive 

resource development to subnational economic development. Given the grave negative 
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impact of extractive resource development on the subnational region where the resources are 

located, a subnational approach to LCR would help to compensate the affected subnational 

region for the damage to its development. On the other hand, a national or centralist approach 

to LCR would marginalize the affected subnational region. 

C. Subnational Competitiveness Theory  

Economic geographers have considered the impact of FDI on interregional inequality. 

Lessmann argues that FDI might increase regional inequality since FDI is not equally 

distributed among the many different regions that make up a country.
96

 He scrutinizes cross-

country time-series data on FDI and regional inequalities. Based on data collected on regional 

inequalities covering 55 countries that are at different stages of development between 1980 

and 2009, he finds that FDI increases regional inequality more strongly in low and middle-

income countries than in high-income countries; in fact, that FDI has “almost no significant 

effect on regional inequality in high-income countries.”
97

 The underlying reason, according 

to Lessmann, is the degree of “redistribution” of FDI across the country. Countries with high 

redistribution rates will experience lower regional inequality than countries with low 

redistribution rates. He identifies two factors as decisive for the degree of FDI redistribution: 

factor mobility and government policies (like subsidies and tax policies). He finds that the 

higher factor mobility of developed countries and their government policies are the factors 

bridging interregional gap within those countries.
98

  

Following the influential writings of Michael Porter on the competitive advantage of nations, 

which theorize that “[a] nation’s competitiveness depends on the capacity of its industry to 

innovate and upgrade”,
99

 scholars have turned to consider competitiveness at the subnational 

level and to theorize and measure its impact on national economic development. Ascani, 

Crescenzi and Iammarino have argued that “territorial competition represents an opportunity 

for poorer regions to manage local economic development since devolution allows them to 

play an active role in designing their own strategies.”
100

 A study by the Asia Competitiveness 

Institute on subnational competitiveness in Indonesia’s 33 provinces shows that subnational 

competitiveness has helped to boost Indonesia’s economic performance.
101

 Subnational 

growth is viewed as “a generative process” and national growth as “an aggregate” of 
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subnational growth.
102

 National policies should therefore focus on optimizing the growth at 

the subnational level, as this would generate national growth eventually. Subnational 

economic growth is seen as contributing favorably to Indonesia’s national economic 

growth.
103

 The study takes a panoramic view of subnational competiveness, dividing it into 

four major environments: macro-economic, micro-economic, governance and quality of 

life.
104

  

In their study of the role of subnational competitiveness in Indonesia’s national performance, 

Tan and Amri divide subnational competitiveness into four major quadrants: macro-economic 

stability, micro-economic environment (finance, business and manpower conditions), 

government and institutional setting, and quality of life and infrastructure development.
105

 

The macro-economic environment speaks to the economic viability of the region, the region’s 

openness to trade and services, and its attractiveness to foreign investors. The micro-

economic environment relates to the performance of firms and the challenges they face in 

their operations.
106

 Government and institutional setting encompasses the “efficacy of 

government institutions” and addresses such issues as government policies and fiscal 

sustainability, governance, leadership, competition, regulatory standards and rule of law. 

Quality of life and infrastructure development covers both physical and technological 

infrastructure and general “standard of living, education and social stability”.
107

 A region’s 

competitiveness is therefore to be looked for not only in the competitiveness of the firms 

operating within the region, but also in the broader assets and socio-economic and 

institutional characteristics of the particular region. In another, related, study, Tan and Amri 

find that provinces rich in natural resources have the potential to be more competitive than 

others, but not in the absence of good governance.
108

 The study finds that while the top 

competitive provinces did not get to the top relying on one competitiveness environment, 

governance was a critical factor for all the provinces, for lack of good governance was a 

major factor that barred some of the rich provinces from getting to the top.
109

  

It must be clarified that subnational competition does not mean regions competing with one 

another in the ordinary sense. Rather it is “the promotion of local economic development in 
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competition with other territories.”
110

 It is the actions that economic agents within a territory 

take to enhance the standard of living of their territory. It is thus the economic agents that 

actually carry out the competition.
111

 The territories as such are not in competition with one 

another, for the growth of one does not come at any cost to another.
112

 The role of the 

government in the competition is to create a favorable playing field for the agents within each 

territory to compete favorably with agents in other territories.
113

 This entails “promoting the 

territory as a competitive place to do business and [this] may be more directed at improving 

the environment for existing local businesses and fostering new firm formation, than in trying 

to attract inward investment.”
114

 No doubt, of course, attraction of inward investment will be 

the natural consequence of improving the business environment of a territory. 

How can LCRs be used to promote subnational competitiveness? And how can a bottom-up 

approach to LCRs do that job better? These questions take us back to the efficiency 

arguments supporting localism. As noted, one of the arguments is that localism promotes 

inter-local competition. It does this by fostering inter-local mobility. Because each locality 

adopts a governance model that matches its characteristics, needs and preferences, 

individuals will be able to choose among different localities where they will live, based on 

the assortment of benefits, such as taxes and services, each locality offers and the 

corresponding obligations each locality imposes on its residents.
115

 If local decisions do not 

match an individual’s preferences, the individual can move to another locality. The 

possibility that people can move acts as a check on local government policies. Local 

governments would therefore have to vie for taxpayers, much as producers vie for consumers. 

As Briffault puts it, “[i]t is interlocal mobility that enables people to select the community 

that best matches their needs, and it is the possibility of mobility that gives rise to the 

interlocal competition that promotes efficiency.”
116

  

LCRs can promote competition and facilitate local economic development because they 

provide an incentive to local governments as well as local residents to protect the industries 

operating on their territory and help to guard company facilities. A local community-oriented 

LCR gives local governments and residents a greater incentive to do so because they stand to 

benefit most from the growth of the companies operating on their territory. The death of the 

companies would have detrimental consequences on the local people’s socio-economic 

wellbeing. Every local government, every state/province and every region of a country would 

therefore be compelled to create a favorable operational environment for the companies 

operating in its area so as to ensure their sustenance.  
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This is not to say, however, that subnational governments will have to create their own LCRs. 

This might lead to a race to the bottom. Rather, the LCR is to be designed and managed from 

the national level while the subnational units would be competing to ensure that firms 

operating within their respective territories are retained. Actions of subnational governments 

in this regard would include strengthening subnational institutions for the promotion of rule 

of law, protection of property rights, law enforcement and provision of security to ensure the 

protection of firms’ properties located within their territories. These actions align with Tan 

and Amri’s finding that good governance is a critical factor in the competitiveness of 

Indonesia’s provinces.
117

 

 

V. The Problems of a Localist Approach to LCRs 

Since extractive resources are not located evenly within a country, and since regions with 

more deposits of extractive resources are likely to attract more FDI than those with fewer 

deposits, given first consideration to workers and suppliers within the subnational region 

where the resources are located might produce interregional inequality within a country. This 

must be disconcerting because interregional inequality affects interpersonal income 

inequality.
118

 Moreover, conflicts studies suggest that interregional inequalities contribute to 

the causes of conflicts.
119

 But interregional inequality may also be the result of factors 

unrelated to FDI inflow, such as national marginalization or ethnic discrimination. A state-

centric local content policy may also promote interregional inequality because, by not 

requiring companies to give first consideration to the localities where they operate, 

companies may decide to utilize indigenous firms in other parts of the country in the 

provision of goods and services and employ other nationals of the country, leaving local 

populations around the resources unemployed. Given the deleterious socio-environmental 

effects of extractive development on local populations, this would have a negative 

developmental effect on the locality or region where the companies operate and would affect 

their ability to compete with other regions.
120

 

There are several ways in which the risk of interregional inequality arising from a local 

community-oriented LCR can be reduced. These are encapsulated in the two factors 

identified by Lessmann: factor mobility and government policy.
121

 The higher the mobility of 
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factors and the more effective government policies geared towards reallocating FDI inflows 

among regions, the less interregional inequality a country would have. Factors that can 

facilitate factor mobility include better infrastructure, better transport facilities and a higher 

skilled workforce. Other measures include tax holidays in favour of disadvantaged regions, 

subsidies for specific industries, and public investments in public goods.
122

 In a number of 

countries, such as Canada and Germany, redistribution measures specifically designed to 

bridge regional inequality have taken the form of interregional “equalization grants”.
123

 In the 

United States, redistribution has been carried out in a more indirect and less explicit manner 

through the use of federal grants.
124

 In Canada, the equalization mechanism is anchored in 

section 36(2) of the Constitution Act, 1982
125

 and is aimed at addressing fiscal inequalities 

among Canadian provinces by “enabl[ing] less prosperous provincial governments to provide 

their residents with public services that are reasonably comparable to those in other provinces, 

at reasonably comparable levels of taxation.”
126

 The Canadian government has transferred 

billions of dollars to less prosperous provinces under the program.
127

 In Germany, it is 

traceable to Articles 72, 106 and 107 of the German constitution and takes the form of 

interstate transfers under the program known as Länderfinanzausgleich whose constitutional 

goal is to “equalize living standards” across the nation.
128

 

But there can never be perfect equality across geographical boundaries. There will always be 

some degree of inequality, not caused by human action per se, but caused by what Edward 

Soja calls “[t]he friction of distance and related physical properties” of the earth.
129

 Location 

always comes with relative advantages or disadvantages, some significant, others of little or 

no consequence.
130

 Thus the uneven location of natural resources (or particular natural 

resources) across geographies is a natural foundation for inequality that would be difficult for 

redistributive efforts to whitewash. The goal of redistribution therefore is to reduce inequality, 

not necessarily to eradicate it.  

Promoting subnational competitiveness through a bottom-up approach to LCRs will not 

necessarily increase the burden of redistribution. Since it has the potential to facilitate 

economic development in every region of a country, it will most likely reduce the burden of 
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redistribution because it will make redistribution more effective by compelling receiving 

regions to make effective use of the resources redistributed to them. Since subnational 

competitiveness can enhance both national and subnational economic development, it may be 

optimal to promote it through LCRs and accompany it with a scheme of interregional 

redistribution, preferably at the constitutional level where all the regions would vote over its 

governance.
131

 

Besides, regional inequality is not inherently evil. If it is the result of healthy competition 

among the various regions of a country, there is nothing to be said against it provided there is 

a level playing field for all regions. A level playing field should not be seen in terms of equal 

interregional endowment with natural resources since natural resources are gifts of nature and 

are not created by the State. But a level playing field can be seen in terms of government 

policies to encourage regional economic development without discrimination. The remaining 

inequality can be addressed, as far as possible, through equalization programs, the impact of 

which takes time to materialize discernibly. 

To be mentioned also is the possibility that a local community-oriented LCR may be subject 

to capture by local elites. But so can a central-oriented LCR be subject to capture by national 

elites. The capture problem may be more easily addressed at the local level than at the 

national level. This is because many local communities (particularly in Africa) have already 

existing systems and institutions for equitable allocation of resources and distribution of 

burdens and benefits, based mostly under native law and custom. Giving such local 

institutions legal recognition as well as financial, managerial and institutional support can 

help to strengthen them to more effectively address the problem of capture.  

 

VI. Conclusion 

Developing countries have designed their local content policies to integrate their nationals 

into the domestic and the global economy as a means of improving their economic 

development. The policies stipulate that special consideration shall be given the countries’ 

nationals in matters of employment, to their businesses in the provision of goods and services 

and to their raw materials in production. Nationals are defined without regard to which 

sections of the country they come from. This article argues for special consideration for 

nationals who come from the localities where the extractive activities take place and who 

consequently bear the negative brunt of such activities the most. This would entail either 

giving first consideration to nationals from such localities in local content policies or setting 

aside a percentage of local content for them. This approach has many advantages, including: 

reducing local community discontent over the negative impacts of extractive resource 

development, reducing resource conflicts, making subnational regions less dependent on 

revenues from the central government for their survival, enabling companies to obtain the 

social licence to operate, promoting interregional competition, all of which have the effect of 
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fast-tracking national and subnational economic development. It also comes with its tradeoffs, 

such as efficiency and market distortion, but its potential gains outweigh these tradeoffs, 

particularly for developing countries where community dissatisfaction with the impact of 

extractive resource development and the state allocation of the benefits from the resources 

has been a major trigger of resource conflicts. 

 


