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d1$semlpates new approaches to management through training pro-
grams, information services, and publications.
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erning boards. ICMA serves these managers and local governments
g:;';)ilgﬁhlmany %rogramsd that aim at improving the manager’s pro-

al competence an: i i :
fessional ¢ p strengthening the quality of all local gov-
__ The International City Management Association was
in 1914; adopted its City Management Code of Ethics in lg§4u'ng§g
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1934. The Instltqte, in turn, provided the basis for the Municipal
Management Series, generally termed the “ICMA Green Books.”

ICMA’s interests and activities include public management
education; standards of ethics for members; the Munwicipal Year
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monthly magazine Public Management, and other publicati

! ) . cations.
ICMA'’s efforts for the improvement of local governmle)ant manage-
ment—as represented by this book—are offered for all local gov-
ernments and educational institutions.



Foreword

During the past fifty years, government at every level has launched
or supported a range of programs in the name of economic develop-
ment: industrial recruitment, urban renewal, downtown revitaliza-
tion, “incubators,” enterprise zones, and “grow-your-own” develop-
ment, to name just a few. Although these efforts to fortify the
economy have their strengths, evolving global economie forces re-
quire a fundamentai rethinking of the goals, methods, and assump-
tions of economic development.

Local governments must take the lead in developing new defi-
nitions of economic development and new strategies for achieving
it. Federal grants to assist with local development are becoming
more and more rare, and state efforts are often limited by the state’s
own economic difficulties. Although it may seem paradoxical, the
globalization of the economy has made the local role more important
than ever. As Scott Fosler notes in his introduction to this volume,
“In a highly competitive economy . . . small actions matter” Local
governments are in an ideal position to take “small”—but poten-
tially decisive—actions. V

Local officials can provide the long-term, strategic vision that
successful economic development requires. They can manage gov-
ernment functions and services in ways that strengthen the local
economy. And they can work with education, labor, business, and
other groups to strengthen human resources, the application of
technology, enterprise development, and physical infrastructure—
just a few of the foundations on which economic development de-
pends. ,

This book is part of ICMA’s Practical Management Series,
which is devoted to serving local officials’ needs for timely informa-
tion on current issues and problems.

We are grateful to Scott Fosler for compiling the volume, to
Sandy Chizinsky Leas for her editorial guidance, and to the individ-
uals and organizations that granted ICMA permission to reprint
their material.

William H. Hansell, Jr.
Executive Director
ICMA
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R. Scott Fosler

The global economic revolution presents local economic develop-
ment policy with four major challenges: to rethink the goals and as-
sumptions of economie development; to strengthen economic foun-
dations; to adapt to shifting geographical realities; and to ereate
new organizational and institutional approaches to- local develop-
ment goals.

~ The first challenge requires local leaders to rethink the goals
and basic assumptions of economic development in light of powerful
forces that are restructuring the economy at all levels—global, na-
tional, state, regional, and local.

Economic development at the local level used to be equated
with industrial recruitment, or “smokestack chasing,” the practice
of using financial inducements to persuade firms to relocate to a ju-
risdiction. Most local governments have expanded that focus to in-
clude business retention and new business startup, but many still
see economic development as something that government “does,” a
function, like police protection or waste management, that ean be
assigned to an agency to “carry out.”

Recently, however, many local leaders have come to view eco-
nomic development not as a function but as a process rooted in the
private sector. Local governments cannot “do” economic develop-
ment. But the actions they take—or fail to take—in a wide range of
areas over which they have some influence can affect the process of
economic development in the private sector within their own juris-
dictions. ' '

This new view requires a sharpening of economic goals. It is no
longer enough just to attract firms and create jobs—it also matters
whether those jobs are associated with high skills and high pay in
high-performance businesses, whether those businesses operate
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productively and competitively, whether economic vitality contrib-
utes to a jurisdietion’s standard of living and quality of life, and
whether the community has the capacity to sustain its economic pro-
ductivity and competitiveness over time.

The second challenge is to strengthen the economie foundations
and dynamies required to achieve local development goals. Local
governments must develop a strajegic vision of how they and other
public institutions can motivate and support the private sector to
promote economic vitality. This encompasses a wide range of public
actions that affect the basic economic foundations on which the pri-
. vate sector depends—e.g., the workforee, knowledge and technol-
ogy, financial capital, and physical infrastructure. Public motivation
and support also involves the integration of resources to address the
real needs of firms and clusters of firms.

The third challenge to local economic development policy is to
adapt to shifting geographical realities. The new economy may be
global in scope, but important economic functions continue to be
conducted in regions. The economic v1ta11ty of a local _]unsdlctlon
depends on both the overall health of the region of which it is a part
and on its own geographical location within that region.

The fourth challenge is to create new organizational and insti-
tutional approaches that will accommodate both a broader strategic
vision and market-driven action. Viewed as a process rooted in the
private sector and affected by a wide range of public-sector actions,
economic development becomes a central eoncern not just of eco-
nomie development specialists but of local policy makers and man-
agers as well as private-sector and civic leaders. Successful eco-
nomic development requires a wide spectrum of public and private
institutions—government agencies, businesses, labor organiza-
tions, educational organizations, nonprofit institutions, civie orga-
nizations, and individual citizens—to improve their own perform-
ance and work more effectively with one another.

The articles in this volume address each of these four chal-
lenges.

Changing perspectives on local economic development
To put these challenges in context, it is helpful to understand why

“local economic development” was tradltlonally associated so closely:.
with the business attraction model and why it now encompasses

much broader concerns.

The conventional view :
In the decades following World War II, concerns about local eco-

nomic development were dwarfed by the powerful momentum of na- -
tional economic growth. The American economy was booming, with
large national corporations mass-producing standardized products .
for a domestic market that was virtually free of foreign competition. .
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Exportmg for such firms was relatively easy: the war-torn econo-

mies of Europe and Asia had little alternative but to buy American
products designed for the American market.

"o In this environment, few local governments worried about eco-

. nomic development, which was seen as more or less automatic and

-~ inevitable. Most expected to simply move up the escalator, pro-

pelled by national economic growth

Concern about local economic development in the 1950s and
1960s Wwas confined principally to those regions and localities consid-
ered to be outside the mainstream of national economic growth.
These included the South and Appalachia, neither of which had ex-

perienced the rate of economic growth that characterized the na-
tional industrial economy. Also included were the central cities of
~ the Northeast and Midwest, which had once been in the forefront of
national growth but were falling behind-—at first because of subur-
banization and later because of the weakening of their industrial
base.
, From a national perspective, local economic development was
viewed as peripheral to the central concern with promoting national
economic growth with price stability. These national goals were to
beachieved principally through the use of such macro- economic
tools as fiscal, monetary, and trade policy, all of which were the ex-
“clusive preserve of the federal government. Although debate has
raged among various schools of macro-economic theory since the
Second World War—neoclassieal, Keynesian, monetarist, rational
expectations, and “supply-side”—nearly all the contending schools
have viewed the national economy as the basic unit of economic ge-
ography and held economic policy to be more or less the exclusive
purview of the federal government.

In short, “local economic development” during these years was
viewed at the national, state, and local levels principally as an exer-
cise in helping dlstressed areas either to catch up with or to keep
from falling behind the national economy.

A few federal initiatives have addressed the problem of dis-
tressed areas, such as the Tennessee Valley Authority, the Appala-
chian Regional Commission, the Economic Development Adminis-
tration, and the Department of Housing and Urban Development.
Other federal initiatives, including many of the Great Society pro-
grams, focused more on helping disadvantaged populations, espe-
cially the poor. But all such efforts have been peripheral to the main-
stream economic interest of the federal government: to promote a
macro-economic policy that is designed to keep the national econ-
omy as a whole on a path of steady growth with stable prices.

At the state and local levels, the primary strategy for dis-
tressed areas was not so much to build their capacity for wealth cre-
ation and “value added” innovation as to capture as much business
as possible from other localities, principally through industrial re-
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cruitment. The South’s pioneering efforts in “smokestack chasing,”
dating back to Mississippi’s Balance Agriculture with Industry Aect
of the 1930s, seemed to have the desired effect of attracting manu-
facturing branch plants from the industrial North. However, many
local governments in the South thereby locked themselves into de-
pendence on low-wage manufacturing plants, many of which have
since moved on in search of still cheaper labor abroad—without
leaving a legacy of transferable §kills, entrepreneurship, or en-
hanced tax base in the communities they abandoned.

Nonetheless, industrial recruitment, or business attraction, be-
came the dominant model for regional and local economic develop-
ment, spreading throughout the country as an increasing number of
state and local governments viewed themselves as being in distress
or in competition with other jurisdictions. :

The shift in view

Until the 1970s, the conventional industrial recruitment model pre-
vailed at the state level. But in the seventies, powerful forces of
global economie restructuring began to compel states to rethink the
assumptions underlying their approach to economic development.

New England, the first region to be hit with the full impact of
global economic change, was also the first to experiment with new
approaches that focused on internal development (variously termed
indigenous, homegrown, grow-your-own, and grow-from-within de-
velopment). These approaches were designed to increase access to
financial eapital, to commercialize technology, to improve the skills
of the workforce, to promote exports, and to improve the general
economic infrastructure. The movement spread to the Midwest dur-
ing the recessions of the early 1980s and has since been adopted in
some form by nearly every state.

In the meantime, the local economic development policies of
many local governments also expanded beyond the narrow focus on
business attraction to a more “entrepreneurial” concern with overall
economie vitality. Indeed, many of the industrial cities of the North-
east and Midwest had launched their own brand of internal devel-
opment early in the postwar years. With the Allegheny Conference
on Community Development, for example, Pittsburgh pioneered
the development of a public-private partnership to address issues
such as flooding and smoke pollution, which were impeding the city’s
economic progress. In Baltimore, local officials worked with local
business leaders on the Greater Baltimore Committee to revitalize
the inner harbor. During the past two decades, efforts such as Rich-
mond Renaissance, the Newark Collaborative, and St. Paul’s “en-
trepreneurial city” have reflected a broadening view of economic de-
velopment with greater participation by business and civie groups
in the formulation and implementation of strategy. _

Business attraction certainly has not been abandoned. It is still
viewed as a necessity for hardship communities—especially small

=

Introduction  xvii

ones—that have no base for “growing their own” enterprise and are
desperately in need of jobs for unemployed workers unwilling to
search for employment in more economically prosperous regions.
Moreover, business attraction has lost little of its political allure: a
firm’s announcement of its intention to relocate to a jurisdiction and
bring a specified number of jobs remains a highly visible and news-
worthy event.

But for most jurisdictions, attraction is but a part of a broader

_policy framework that includes business retention, startup, and

modernization. The focus of recruitment, moreover, has tended to
shift from a preoccupation with manufacturing branch plants or
even businesses per se, to a more selective interest in economie re-
sources—such as skilled workers, venture capital expertise, or
firms that will strengthen local enterprise clusters—in order to fill
gaps, complement the local economic base, or build on perceived
strengths. Some jurisdictions also have become more analytical in
assessing the relative costs and benefits of recruitment targets and
the price they must pay to lure them.

The 1990s -

As aresult of the trends outlined in the preceding sections, respon:
sibility for economie policy has shifted from the federal to the state
and local levels and from government-stimulated recruitment and
job creation to joint public-private initiatives geared to improving
the process of economic development and a jurisdiction’s capacity to
support it. In sharp contrast to the period when the national econ-
omy was undergoing rapid growth, today’s concern about local eco-
nomic development is not confined to jurisdictions outside the
American economic mainstream. In today’s economy, every state
and local jurisdiction needs to strengthen its economy’s ability. to
create value, improve productivity, and compete in world markets.
This new, general responsibility for economic development is all
the more compelling because despite a decade of growth in the
1980s, the United States entered the 1990s in recession and con-
fronting major structural weaknesses. The federal budget deficit
had pushed the national debt to more than two trillion dollars, ab-
sorbing about 15 percent of the federal budget for debt payment.
The chronic trade deficit had made the United States a foreign
debtor to the tune of five hundred billion dollars, projected to in-
crease to one trillion dollars by the mid 1990s even with dramatie
improvement. The new decade also found deteriorating physical in-
frastructure, an inadequately prepared workforce, weakness in fi-

nancial institutions, and widely uneven economic performance

among regions and localities as well as among economie classes.
Although local economic development should not be viewed as
an exclusively local responsibility, it can be said that local actions
now matter more than ever. ~ :
The federal government is pervasively involved in areas that
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are of critical importance to national, regional, and local economic

development—areas such as technology, financial capital, human re-

sources, and industry-specific regulation. But these are rarely ac-
knowledged as being part of the national economie policy model. So
the federal government continues to pursue a vast agenda of miero-
economic actions under different guises—tax policy, budget de-
cisions, defense procurement, regulation, trade policy, science,
agriculture, finance, transportation, and energy, among others—
without any coherent theory or policy framework against which pol-
icy in these areas could be tested or through which it could be inte-
grated.

Federal policies in all these areas, in turn, have important re-
gional and local economic development impacts. But the geographie
implicat.ons are never considered in a cohesive manner, and indeed
are rarely acknowledged as an aspect of the national economie policy
model.

Meanwhile, chronic federal budget deficits have largely immo-
bilized federal fiscal policy, and an enormous strain has been placed
on monetary policy to guide the national economy between the ex-
tremes of inflationary and recessionary tendencies without distort-
ing the international value of the dollar or undermining the ability
of the United States to attract foreign capital.

Finally, federal grants to states and localities, many of which
have addressed such economically important functions as human re-
sources and physical infrastructure, have been shrinking for more
than a decade. The practical consequence is that federal policy to-
ward regional and local economic development has been left to the
vicissitudes of ad hoe political competition in the Congress and ex-
ecutive agencies: states, municipalities, and counties simply vie for

_whatever federal favors they can get.

) The states have been far more forthright than the federal gov-
ernment in recognizing the need for a new economic policy model,
but success at the state level is uneven: state leaders struggle with
many of the same economic problems that confront local govern-
ments. Indeed, one of the prineipal challenges facing both state and
local governments is to learn how to work more effectively with one
another in addressing the economic needs of the regions served by
both. :

The structure of the new economy depends heavily on the way
that regional institutions—suppliers, producers, advertisers, dis-
tributors ,\gltrepreneurs, investors, government, civiec organiza-
tions, consumers-—interact with one another. Especially important
as a key organizational dimension of economic development is the
emergence of enterprise clusters of interacting firms. Local govern-
ments and other civic institutions play a major role in determining
the capacity of these economic players and systems and the produe-
tivity of their interaction.
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Each jurisdiction and region also needs to confront widely vary-
ing conditions. In some, rapid growth is creating traffic congestion,
environmental degradation, and rising infrastructure costs, which
are in turn producing calls for growth management. In other com-
munities, the loss of high-wage jobs and rising unemployment are
creating desperate economic circumstances.

Local jurisdictions play a critieal role in responding to these
varying conditions and to the broader economic forces that are af-
~ fecting all local economies. In a highly competitive economy, small

actions matter. If your competitor is just about as good as you are,

marginal actions can produce a decisive advantage—and in a period
- of economic transition, the opportunity is all the greater for the

competitor who makes the decisive change the quickest. Local com-

munities that are not willing to adapt will be outpaced by communi-
- ties that are.

New economic roles for local leaders

Local leaders have four important roles to play in meeting these
new economic challenges.

The first role is that of economic strategist. As strategists, local
leaders need to diagnose the forces that affect the local economy,
conceive a vision of what the local economy can and should become,
translate that vision into practical actions, monitor those actions to
ensure that they are producing the desired result, and modify the
strategy appropriately if they are not.

The second economic role is to provide community leadership,
building the consensus and support required to develop and imple-
ment strategy. Many actions critical to the local economy are par-
tially or totally beyond the direct control of local government. Their
impact depends on the effectiveness of nongovernmental institu-
tions, including business, labor, education, nonprofit organizations,
and other civic institutions working individually and in cooperation
with one another. The visioning, consensus-building, and negotiat-

- ing skills of local leaders in building alliances and partnerships will
be (irucial in getting these groups to work toward common economic
goals. :

The third economic role of local leaders is that of representative
or ambassador of their jurisdiction. Many of the most important pol-
icies that affect local economies lie beyond the immediate control of
the local jurisdiction altogether. These include the policies of neigh-
boring local governments, of state government (and possibly neigh-
boring states), of regional institutions, of the federal government,
and—potentially—of foreign governments and international insti-
tutions.

The fourth economie role is manager of key government func-
tions with economic impact. These include not only those functions
conventionally associated with economic development such as re-




xx  Local Economic Development

cruitment, business financing, technical assistance, technology
transfer, and marketing information, but also other local govern-
ment functions that may be equally or more important, including
public education and other human resource programs; physieal in-
frastructure, such as roads, water resource systems, housing, and
telecommunications networks; the channels of knowledge and tech-
nology, such as universities and yesearch institutions; the availabil-
ity of capital through a variety of private as well as public institu-
tions; and the overall livability of the environment and community.

Providing these services effectively and efficiently is one of the
most important economie responsibilities of local government.

Rethinking the basics

Eeconomic development is the process of transforming assets into
higher valued uses. Its purposes are variously viewed as producing
higher living standards and quality of life; goods and services of
higher quality, greater variety, and lower cost; more and/or better
jobs; higher incomes; more productive enterprises; a more diverse
economic base; advanced skills that will prepare workers for eco-
nomie change; the opportunity to alleviate poverty and increase
equity; a stronger tax base; and the capacity for sustained economie
development in the future. Several powerful forces are compelling
local leaders to rethink the basic assumptions underlying their ap-
proach to economic development in pursuit of these goals.

New technology is creating new industries and transforming
old industries. In particular, microelectronics in combination with
photonics is revolutionizing information processing and telecommu-
nications—as well as virtually every economie activity they touch.
Changing consumer tastes are increasing product specialization,
and producers are searching for niche markets and differentiated
products tailored to ever more specialized consumer tastes and pro-
ducer needs.

The globalization of production, financial markets, marketing,
and knowledge is being driven in part by technology that renders
communication quick, effective, and inexpensive. Regions have be-
come more important units of economic geography, in part because
globalization renders national boundaries less significant in deter-
mining market boundarjes. Thus, the greater St. Louis region today
is competing with Kita#&yushu and Emilia Romagna as well as with
Puget Sound and eastern Massachusetts.

Excess capacity in key industries is intensifying competition

and creating pressure for personnel cutbacks and productivity im= -

provement. This has oceurred not only in such traditional manufae-
turing sectors as steel and automobiles, but in many service in-
dustries—including real estate, investment banking, accounting,
consulting, and law. There is a continuing shift in the relative pro-
portion of employment from manufacturing to services, although
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manufacturing has held its own as a proportion of gross national
product. There is a widening wage gap between high-paying jobs
requiring advanced knowledge and skills and low-paying jobs re-
quiring little knowledge and skill.

- Demographic cha_nge—including the aging of the population
an mncreasing proportion of minorities, the growing proportion of
women in the labor force, and the disintegration of the family—is
- profoundly affecting labor and consumer markets. Although the

global rate of population growth is slowing, the Third World will add
ZOO I(linlhon new workers to the global economy during the next two
ecades. '

In “The Changed World Economy,” Peter Drucker probes some
of the deeper currents of global economic restructuring. Among the
developments Drucker addresses are the relative decline in the im-
portance of primary products (raw materials such as minerals and
agricultural products), the decline in manufacturing employment
created _by rising productivity, and the surge in global financial
Eragsactmns that seem to have become detached from conventional
rade.
~ Forces such as these—and the new economy they are creat-
Ing—are compelling local governments to rethink their goals for

economic development and their assumptions about how the econ-
omy WOI‘kS.. As Drucker notes, the economy is restructuring faster
than. theorists can describe it or adapt their theories to explain it.
But in the meantime, practitioners in both business and government
must act on the new realities, whatever conventional theory may
indicate. :
) _Edward Blakely surveys the conventional theoretical under-
pinnings of regional and local economic development policy—includ-
ing neqclassmal, economic base, location, cumulative causation. and
attractl_on theorigs—and concludes that none is by itself a sati’sfac-
tory guide for_ policy. Blakely’s survey provides a useful quick refer-
ence fqr.practltloners who want to get the essence of these theories.
Ip addition, he offers the beginnings of a simple theoretical synthe-
sis of useful aspects of all of the theories. Blakely’s proposed synthe-
sis is based on a central theme: “Communities must use their cur-
rent human, social, institutional, and physical resources to build a
self—sus_taining economic system.” '

This task is all the more important at a time when economic
restructuring is creating new forms of economic organization and
_dynan}lcs both within and among firms. Individual firms are stress-
ing high performance, total quality management, continuous
Improvement, and related organizational changes that favor decen-

tralization and greater responsibility and latitude for front-lifie

W(_)rkers. Meanwhile, small and medium-sized firms have been cre-
ating cm_nple)g clusters and networks among themselves, often in
-conjunction with new alliances as suppliers of large firms.
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Richard Hatch’s article on flexible manufacturing networks de-
scribes one form of economic clustering that is unfamiliar to most
. local government officials in the United States. In Italy, Germany,
Denmark, and some other countries, clusters of small and medium-
sized businesses have learned to work together in “producer net-
works” of varying degrees of formality to design, produce, and mar-
ket semi-finished and final products.They not only collectively pro-
duce parts and components to sell to large firms, but also
manufacture consumer products to market directly throughout the
world.

Many of the producer networks, in turn, have developed com-
plementary “service networks” that provide the participants with
shared services—such as materials testing, technology updates,
market information, and financing—that they could not get as
cheaply, effectively, or at all on their own. Moreover, they integrate
these services in a package provided to the production network as a
whole. The service networks provide what the businesses in the
cluster need because the business owners themselves are members
of the board of directors of the professionally operated service cen-
ters. This “bottom-up,” market-driven approach is complemented
by a “top-down” strategic approach reflected by the presence of gov-
ernment officials, academics, and industry analysts on the board as
well.

This new pattern of economic organization does not suggest
that Americans simply take foreign models such as flexible manufae-
turing networks and apply them wholesale to their own circum-
stances. But it does challenge traditional economic development
theory and the American practice whereby government agencies
that presume to know what business needs provide functionally

fragmented services to individual firms. And it suggests the need to .

consider ways in which collaboration, alliances, and more sophisti-

cated forms of interconnectioﬂ@can help American firms inerease

their economic potential. The most important point demonstrated
by all three of these articles is that the world of economie develop-
ment policy is changing quickly and dramatically, and competing lo-
cal governments and regions around the world are experimenting
with fundamentally different approaches. :

Economic foundations
The essence of the new approach to economic development lies in
understanding changing economic dynamics and ensuring that pub-
lic actions promote and support a market-driven private sector in its
efforts to adapt to those dynamics productively and competitively.
The private sector depends on several economic foundations
that local government can affect in critical ways, including the work-
force, knowledge and technology, enterprise development, financial

capital, physical infrastructure, natural resources, the regulatory ;

environment, and the quality of life.
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~None of these foundations is more important than the work-
foree. In the 1970s and early 1980s, new jobs were needed not only

 to replace those that had been lost when businesses failed or relo-

cated, but also to accommodate a rapidly growing work force. How-
ever, after decades of rapid growth——during which the baby-boom
generation moved into its working years and an inereasing propor-
tion of women went to work—the workforce has begun to grow
more slowly. Nationwide, labor force growth fell from a peak of 2.5
percent in the 1970s to about 1.4 percent per year by the late 1980s
and is projected to fall to about 1 percent in the 1990s.

In this new environment, the attention of many jurisdictions
has expanded from simply creating jobs to ensuring that workers
have the skills necessary to fill available jobs. The growing shortage
of skilled labor is a major concern in many industries and communi-
ties, and the quality—not just the quantity—of jobs is the focus of
increasing attention. Even chronically depressed regions and rural
and inner-city communities are coneerned about generating “good
jobs” that require high skills and pay high wages.

But such jobs are not likely to be created in the absence of
skilled workers to fill them, or workers who at least have the basie

- skills required to adapt quickly to them. Most communities now ac-

knowledge the importance of human investment as a cornerstone of
economic development policy.

Human investment covers the full range of policies that affect
human knowledge and skills—from conception to retirement and
beyond. Prenatal care affects the health and learning ability of in-
fants; education begins at birth and continues throughout life. Local
leaders nationwide are now aware of the importance of ensuring -
that students and workers have opportunities for higher education,
training, and continuous education throughout their lives.

In “Developing an Internationally Competitive Workforee,”
William E. Nothdurft focuses on one critical dimension of human
development: the link between school and the workplace. His sur-
vey of European practices uncovers techniques that might be appli-
cable in the United States—such as apprenticeships to ensure that
students learn up-to-date skills. But Nothdurft’s article is equally
important as a reminder of the tenacity with which our European
competitors are building workforee competence. The contrast be-
tween the seriousness and impact of the European experience and
the still struggling attempts by the United States to reform publie
schools underscores the hard reality that relative as well as absolute
effort is crucial in determining competitive advantage. Finally,
Nothdurft’s findings reinforce the importance of collaboration—be-
tween the public and private sectors and between education and
business—if students are to be adequately prepared for the work-

. foree. Such collaboration must be rooted at the local level.

Technology is another key economic foundation. Walter Plosila’s

= “Technology Development: Perspectives on the Third Wave,” sug-
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gests prineiples for state and local technology efforts that reinforce
the importance of merging the correct policy and emphasizes the
important institutional connection between state policies and local
consortia or networks for that purpose. Small and medium-sized
businesses in particular need effective linkages with sources of
knowledge and technology to make practical and continuous im-
provement in their products, services, and operations. The local
role here is critical in two ways: (1) helping to establish local net-
works for firms and technology resources and (2) ensuring that state
policies are designed to promote both commercial application and
the appropriate institutional arrangements.

Economic development programs have tended to overlook or
bypass the poor. Rather than view disadvantaged populations as po-
tential economic resources and initiate efforts to bring them within
the realm of mainstream policies, most poverty programs view dis-
advantages populations as problems falling outside mainstream eco-
nomic development programs. David Osborne’s “A Poverty Pro-
gram That Works” describes a different model—one that recognizes
the economic potential in disadvantaged residents and tailors mar-
ket incentives and an investment philosophy to the conditions of a
low-income neighborhood. Osborne characterizes the Shorebank
Corporation in Chicago’s South Shore neighborhood as a “holding
company” that combines a bank, a real estate development corpo-
ration, and a small venture-capital firm; the Shorebank Corporation
also has the capacity for housing development, remedial education,
and vocational training. Becausg it is largely self-financing, Shore-
bank employs the market disciplime of a firm, seeks out investments
in the most promising people and assets, and supports its invest-
ments with the social infrastructure to enhance the likelihood of sue-
cess.

The new economic geography
Most local jurisdictions cover no more than a slice of the economic
region of which they are a part. Although the economic character of
that slice of territory matters greatly, the overall and long-term eco-
nomic health of each political subdivision will inevitably be affected
by the economic character and fortunes of the entire region of which
it is a part. Defining the economic region, or regions, on-which the
local economy depends and designing strategies that take into ac-
count that geographic reality is one of the keys to effective local
economic strategy. The absence of such regional definition is one of
the principal deficiencies in American economic development policy.
The urban region is a basic unit of economic geography, com-
prising common labor, commuter, advertising, communications,
supplier, producer, and consumer markets. But urban regions today
rarely correspond to the conventional concept of a metropolitan area
made up of a central city surrounded by suburbs and sharply encom-
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passed by a rural countryside. The “central city” is now home to less
han 40 percent of the typical metropolitan population, and its his-
_ torie function as the employment base has been supplanted by sub-
urban employment nodes.

It is not unusual today for the suburban portion of a metropoli-
tan area to have surpassed the central city in total jobs as well as
population. Most metropolitan areas are composed of multiple nodes
or corridors of high-density employment development—of which
the traditional downtown is but one—interspersed in a sea of rela-
tively low-density residential and commercial development that ex-
tends to exurbia and fades imperceptibly into a surrounding coun-
tryside of multiple low-density land uses—of which agriculture is
but one. ‘ :

In “The Suburban Growth Corridor: Defining the New Eco-
nomic Geometry,” George Sternlieb and James W. Hughes describe
the physical infrastructure of “a suburbanized economy” that they
believe has already shaped America’s regional economies for the
. 1990s. The suburbanized economy is made up of the Interstate
Highway System, including the “beltways” that have become the
new main streets of the metropolitan economy; an explosion of office
buildings, which are likely to be in oversupply well into the 1990s
and whose location is defined largely by interstate highway pat-
* terns; a vast housing stock sprawled beyond suburbia into “rubur-
bia” (a blend of rural, exurban, and suburban forms of develop-
ment); and the schools, water and sewer lines, and other basic
infrastructure that accompany such growth. It is this economic in-
frastructure, already largely in place, that will define what is “local”
for many regional and local economies well into the next decade and
possibly the next century.

These developments highlight the increasing economic domi-
nance of the suburbs as the place where Americans live, work, and
- consume. They also suggest that the oversupply of office, retail, and

residential building space may dampen physical expansion in the fu-
ture. For local jurisdictions that have equated economic develop-
ment with real estate growth, this may be a troubling omen. For
those already facing residents’ concerns about the financial costs
apd environmental consequences of growth and congestion, a res-
pite from development pressure may be at hand. :

For distressed central cities, suburban expansion appears to
have little effect but to draw investment away from the traditional
central business district and inner-city neighborhoods. However,
the suburban overbuilding of the eighties and the accumulated costs
of serving it in the future may improve the competitive cost advan-
tage of some central cities.

Most American metropolitan areas lack the institutional base
to develop and implement regional economie strategy. In few met-
ropolitan areas are there regionwide institutions that can take ac-
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count, of the full geographic sweep of regional economic dynamics.
Rather than work cooperatively to develop the economy of the en-
tire region, local jurisdictions typically compete with one another to
attract business.

One consequence is that communities and neighborhoods with
special needs, especially those in the central city, frequently lack the
institutional support to deal with localized problems. Neal Peirce
and Carol Steinbach conducted a study for the Ford Foundation that
examined the role of community development corporations (CDCs)
in addressing the needs of distressed communities located prinei-
pally in the central cities of the Northeast and Midwest (although
CDCs are also found in urban and rural areas throughout the coun-
try). “The Rise of America’s Community Development Corpora-

tions” gives an upbeat assessment of the potential of CDCs for eco- .

nomic development in distressed communities but argues that
supporting policies and investment are required for CDCs to deal
realistically with the economic deprivation characteristic of the
areas they serve. :

CDCs have become more promjﬁgnt in recent years as a holistic
approach to central-city economie and social needs. Their potential
has been strengthened by national intermediaries such as the Local
Initiatives Support Corporation and the Enterprise Foundation.
CDCs have also been supported by private financing: for example,
seven private philanthropic organizations and the Prudential Insur-
ance Company provided $62.5 million in grants and loans to estab-
lish the National Community Development Initiative.

Some regions are composed of small- to medium-sized towns
forming a broader economic complex. Terry Buss and Roger Vaugh-
an’s “Revitalizing the Mahoning Valley” describes the process of
economie restructuring that occurred in a multi-community region
that once thrived on traditional manufacturing but had been bru-
tally hollowed out by global economic forces.

The Mahoning Valley in northeast Ohio was part of America’s
industrial heartland. During the 1970s and 1980s, one after another
of its steel plants closed as the industry was transformed by chang-
ing technology, shifting product demand, and foreign competition.
Local economic development strategies aimed at reviving the indus-
try or replacing it with other durable goods manufacturing failed.
Buss and Vaughan analyze the reasons for the failure and describe
an alternative strategy to rebuild the local entrepreneurial tradi-
tion, strengthen the economic base, create economic opportunity for
the economically disadvantaged, and improve public services and
the quality of life.

The organizational challenge

The new local economic responsibilities described in these articles
range far beyond conventional economic development concerns. Lo-
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overnments cannot effectively perform these responsibilities
with conventional organizationgl approaches geared to the old econ-
omy and more limited economic functions. The new approaches to
conomic strategy require a new approach to organization. Indeed,
hey involve fundamental new challenges to governance.

" The new institutions need to equip local officials with both a
 “op-down” strategic vision and a “bottom-up,” market-driven, per-
ormance-oriented approach. The “top-down” approach is visionary,
long-term, and comprehensive. It provides guidance, strategic di-
yection, and organizational context. It draws on the knowledge and
_experience of elected officials, professional managers, analysts,
synthesists, theorists, and system designers. The “bottom-up” ap-
proach is market driven. It relies on market signals—defining the
needs of employers, workers, consumers, and others who respond
to the market—to drive policy and determine specific actions. It
places greater responsibility in the hands of government officials
and service deliverers at the point of contact with target groups and
individuals.

The two approaches—strategic, from the top down, and mar-
ket driven, from the bottom up—are complementary, informing,
challenging, and reinforcing one another. Together, they can help
local government diagnose economic conditions and options, articu-
late a vision and set strategic direction, establish the organizational
context in which the market will drive policy, assess the conse-
quences, and make necessary adjustments.

Some of the new organizational approaches are inherent in the
innovations described in the articles: service centers to meet the
needs of flexible specialization networks; public-private apprentice-
ship programs to link school and work; networks to translate tech-
nology into marketable products; the use of market models to ad-
dress problems of poverty; a strategic plan for regional economic
development; community development corporations to provide a ho-
listic approach to inner-city problems.

- To take into account the numerous forces that are affecting
their economies and to ensure that the wide-ranging actions they
take are collectively supportive of economic development, local gov-
ernments need an economic strategy. There are numerous ap-
proaches to strategic planning and its associated tasks. By asking
how they can later judge the success of their strategic planning ef-
forts, local officials can provide themselves with more disciplined
guidelines for approaching this threshold organizational task. David

R. Kolzow’s article, “Monitoring and Evaluating Performance in the
1Eillizonomic Development Program,” provides one set of such guide-

es. ,
In “Organizing and Staffing Economic Development Pro-
grams,” Robert R. Weaver discusses a range of conventional ap-
proaches that local governments in Texas have used to organize
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iven, leverage public resources, promote competition, and build
automatic feedback to improve performance. In short, the chal-
enge to economic development in the future will be not only to de-
elop new policies, but also to develop innovations in public and pri-
te institutions that will promote the emergence and application of
effective new policies.

their economic development efforts. Most of these organizational
approaches allow the local governments to undertake strategic
planning, especially those that involve representatives from both
the public and private sectors. But they are geared principally to-
ward carrying out such functions as infrastructure improvement,
neighborhood development, historie preservation, commercial revi-
talization, health and human service improvements, convention and
tourism promotion, and the attraction and retention of new busi-
ness.

One of the implications of Weaver’s discussion is that local gov-
ernment managers, especially those in Texas, increasingly view eco-
nomic development as organizationally centered in their immediate
office, rather than in a formally designated economic development
agency. The more broadly defined the scope of economic develop-
ment policy, the more difficult it becomes to squeeze it into a single
agency. More and more, economic development involves both the
public and private sectors, for which the local government manag--
er’s office is a natural crossroads. Equally important, the local gov-
ernment manager’s office is the intersection of numerous local gov-
ernment functions that are now recognized to affect economic
development, as well as the central command point for coordinating
intergovernmental activities—also of growing economic impor-
tance.

Another central organizational task is to assess the results of
economic programs. “Evaluating Nonfinancial Business Assistance
Programs,” by Harry Hatry, Mark Fall, Thomas O. Singer, and E.
Blaine Liner, provides some specifics on how to assess one type of
program, but the methodology can be applied to other types as well.

These three articles reflect the variation and evolution of con-
ventional organization for local economie policy. In “The Emerging
Third Wave: New Economic Development Strategies in the ’90s,”
Robert Friedman and Doug Ross argue that economie development
practice is now entering a “Third Wave” that is characterized by a
markedly different organizational approach. The First Wave of eco-
nomic development, stretching from the 1930s to the 1970s, cham-
pioned industrial recruitment. The Second Wave, beginning in the
seventies and continuing into the present, shifted the focus to inter-
nal development and the provision of foundations such as trained
labor, technology, and financial capital. However, many of the Sec-
ond Wave programs, while headed in the right policy direction, have
lacked impact because they were of insufficient scale, highly frag-
mented, and lacked accountability.

Acecording to Ross and Friedman, a Third Wave of economic de-
velopment practice is now underway, characterized by more effec-
tive means of organization, public technology, and management to
pursue the Second Wave strategy of internal development. Early
Third Wave innovations focus on approaches that are demand

Conclusion
This collection of articles does not pretend to provide a comprehen-
ive treatment of the complex field of local economic development.
What it does provide is an overview of a rapidly changing field and
letailed treatment of selected topics that local leaders should know
bout. Together, these articles should inform local leaders of key
ssues shaping the economic development field and alert them to the
_ fundamentally new economic role that they will be ealled upon to
lay in the years ahead.
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The Changed
World Economy

Peter F. Drucker

The talk today is of the “changing world economy.” I wish to argue
hat the world economy is not “changing™; it has already changed—
its foundations and in its strueture—and in all probability the
hange is irreversible.
Within the last decade or S0, three fundamental changes have
occurred in the very fabric of the world economy:

e primary-produects economy has come “uncoupled” from the in-
dustrial economy.

my itself, production has come “uncoupled”

economic theory still exclusively fo-
cuses. Yet this is the clear lesson of the success stories of the last 20
years—of Japan and South Korea; of West Germany (actually a

—_—
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_ And there is also the tremendous cut in waste. In the 1950s, up
30 percent of grain harvest of India fed rats and insects rather
han human beings. Today in most parts of India the wastage is

wn to 20 percent. This is largely the result of unspectacular but
fective “infrastructure innovations” such as small concrete stor-
ge bins, insecticides and three-wheeled motorized carts that take

e harvest straight to a processing plant instead of letting it sit in
he open for weeks. ‘

Ttis not fanciful to expect that the true “revolution” on the farm
still ahead. Vast tracts of land that hitherto were practically bar-
en are being made fertile, either through new methods of cultiva-
on or through adding trace minerals to the soil. The sour clays of
¢ Brazilian highlands or the aluminum-contaminated soils of
hboring Peru, for example, which never produced anything be-
fore, now produce substantial quantities of high-quality rice. Even
greater advances have been registered in biotechnology, both in
reventing diseases of plants and animals and in inereasing yields.
In other words, just as the population growth of the world is
slowing down quite dramatically in many regions, food production is
likely to increase sharply. . . .

_ For practically all non-farm commodities, whether forest prod-
ucts, minerals or metals, world demand is shrinking. Indeed, the
amount of raw material needed for a given unit of economic output
has been dropping for the entire century, except in wartime. A re-
cent study by the International Monetary Fund caleulates the de-
cline as one and one-quarter percent a year (compounded) since
1900.2 This would mean that the amount of industrial raw materials
needed for one unit of industrial production is now no more than
two-fifths of what it was in 1900. And the decline is accelerating.
The Japanese experience is particularly striking. In 1984, for every
unit of industrial production, Japan consumed only 60 percent of the
raw materials consumed for the same volume of industrial produc-
~ tionin 1973, 11 years earlier.

Why this decline in demand? It is not that industrial production
_ is fading in importance as the service sector grows—a common
myth for which there is not the slightest evidence. What is happen-
ing is much more significant. Industrial produetion is steadily
switching away from heavily material-intensive products and pro-
cesses. One of the reasons for this is the new high-technology indus-
tries. The raw materials in a semiconductor microchip aceount for
_one to three percent of total production cost; in an automobile their
share is 40 percent, and in pots and pans 60 percent. But also in
older industries the same scaling down of raw material needs goes
on, and with respect to old products as well as new ones. Fifty to
100 pounds of fiberglass cable transmit as many telephone messages
as does one ton of copper wire.

This steady drop in the raw material intensity of manufacturing
processes and manufacturing products extends to energy as well,




Local Economic Development

and especially to petroleum. To produce 100 pounds of fiberglas

cable requires no more than five percent of the energy needed to
produce one ton of copper wire. Similarly, plastics, which are in-

creasingly replacing steel in automobile bodies, represent a raw ma.
terial cost, ineluding energy, of less than half that of steel.
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s of capital goods by exporting primary materials—farm and
t products, minerals, metals. All development theories, how-
much they differ otherwise, further assume that raw material
.chases by the industrially developed countries must rise at least
fast as industrial production in these countries. This in turn im-

Thus it is quite unlikely that raw material prices will ever rise

lies that, over any extended period of time, any raw material pro-

substantially as compared to the prices of manufactured goods (or

high-knowledge services such as information, education or health
care) except in the event of a major prolonged war.

One implication of this sharp shift in the terms of trade of pri-
mary products concerns the developed countries, both major raw

material exporters like the United States and major raw material
importing countries such as Japan. For two centuries the United
States has made maintenance of open markets for its farm produets
and raw materials central to its international trade policy. This is
what it has always meant by an “open world economy” and by “free
trade.” :

Does this still make sense, or does the United States instead
have to accept that foreign markets for its foodstuffs and raw mate-
rials are in a long-term and irreversible decline? Conversely, does it
still make sense for Japan to base its international economiec policy
on the need to'earn enough foreign exchange to pay for imports of
raw materials and foodstuffs? Since Japan opened to the outside
world 120 years ago, preoccupation—amounting almost to a na-
tional obsession—with its dependence on raw material and food im-
ports has been the driving force of Japan’s policy, and not in econom-
ics alone. Now Japan might well start out with the assumption—a
far more realistic one in today’s world—that foodstuffs and raw ma-~
terials are in permanent oversupply. '

Take to their logical conclusion, these developments might
mean that some variant of the traditional Japanese policy—highly
mercantilist with a strong de-emphasis of domestic consumption in
favor of an equally strong emphasis on capital formulation, and pro-
teetion of infant industries—might suit the United States better
than its own tradition. The Japanese might be better served by
some variant of America’s traditional policies, especially a shifting
from favoring savings and capital formation to favoring consump-
tion. Is such a radical break with more than a century of political
convictions and commitments likely? From now on the fundamentals
of economic policy are certain to come under increasing eriticism in
these two countries—and in all other developed countries as well.

These fundamentals will, moreover, come under the increas-
- ingly intense scrutiny of major Third World nations. For if primary
products are becoming of marginal importance to the economies of
the developed world, traditional development theories and policies
are losing their foundations. They are based on the assumption—
historically a perfectly valid one—that developing countries pay for

acer becomes a better credit risk and shows a more favorable bal-
e of trade. These premises have become highly doubtful. On
what foundation, then, can economic development be based, espe-
ially in countries that do not have a large enough population to de-
elop an industrial economy based on the home market? As we shall
resently see, these countries can no longer base their economic de-
elopment on low labor costs. ' :
_The second major change in the world economy is the uncou-

ling of manufacturing production from manufacturing employ-
ent. Increased manufacturing production in developed countries
as actually come to mean decreasing blue-collar employment. As a
onsequence, labor costs are becoming less and less important as a
comparative cost” and as a factor in competition.
_ There is a great deal of talk these days about the “de-indus-
trialization” of America. In fact, manufacturing production has risen
steadily in absolute volume and has remained unchanged as a per-
centage of the total economy. Since the end of the Korean War, that
is, for more than 30 years, it has held steady at 23—-24 percent of
Ameriea’s total GNP. It has similarly remained at its traditional level
_in all of the other major industrial countries.

 Itis not even true that American industry is doing poorly as an
exporter. To be sure, the United States is importing from both Ja-
pan and Germany many more manufactured goods than ever before.
‘But it is also exporting more, despite the heavy disadvantages of an
expensive dollar, increasing labor costs and the near-collapse of a
major industrial market, Latin America. In 1984—the year the dol-
lar soared—exports of American manufactured goods rose by 8.3
~ percent; and they went up again in 1985. The share of U.S.-
manufactured exports in world exports was 17 percent in 1978. By
1985 it had risen to 20 percent—while West Germany accounted for
18 percent and Japan 16. The three countries together thus account
for more than half of the total.
Thus it is not the American economy that is being “de-indus-
trialized.” It is the American labor force.

Between 1973 and 1985, manufacturing production (measured
in constant dollars) in the United States rose by almost 40 percent.
Yet manufacturing employment during that period went down
steadily. There are now five million fewer people employed in blue-
igl%gr work in American manufacturing industry than there were in
Yet from 1973 to 1985 total employment in the United States
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grew faster than at any time in the peacetime history of any co
try—from 82 to 110 million—that is, by a full one-third. The entiy
growth, however, was in non-manufacturing, and especially in non_
blue-collar jobs. .

This trend is the same in all developed countries, and is, indeed
even more pronounced in Japan. It is therefore hlghly probable thy
in 25 years developed countries such as the United States and Japa
will employ no larger a proportion of the labor force in manufactuy
ing than developed countries now employ in farming—at most, te
percent. Today the United States employs around 18 million peopl
in blue-collar jobs in manufacturing industries. By 2010, the numbe
is likely to be no more than 12 million. In some major mdustrles th
drop will be even sharper. It is quite unrealistic, for instance, t,
expect that the American automobile industry will employ mor

than one-third of its present blue-collar force 25 years hence, even.

though production might be 50 percent higher.

If a company, an industry or a country does not in the next
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quarter century sharply increase manufacturing production and at.
the same time sharply reduce the blue-collar work force, it cannot
hope to remain competitive—or even to remain “developed.” It

would decline fairly fast. Britain has been in industrial decline for
the last 25 years, largely because the number of blue-collar workers

per unit of manufacturing production went down far more slowly

than in all other non-communist developed countries. Even so, Brit-

ain has the highest unemployment rate among non-communist de-

veloped countries—more than 13 percent.

The British example indicates a new and critical economic equa-
tion: a country, an industry, or a company that puts the preservation
of blue-collar manufacturing jobs ahead of international competi-

ould still aceount for 20 or 25 percent of the costs.

techniques seemed applicable only to fairly large units.

9

manual labor. Where we spoke of mechanization a few
g0, we now speak of “robotization” or “automation.” This
more a change in terminology than a change in reality.
Ford introduced the assembly line in 1909, he cut the
man-hours required to produce a motor car by some 80
in two or three years—far more than anyone expects to re-
m even the most complete robotization. But there is no doubt

are facing a new, sharp acceleration in the replacement of
al workers by machines—that is, by the products of knowl-

. second development—and in the long run this may be even
lmportant——ls the shift from industries that were primar-
labor-intensive to industries that, from the beginning, are
Wledge-mtenswe The manufacturmg costs of the semi-
ductor microchip are about 70 percent knowledge—that is, re-
rch, development and testing—and no more than 12 percent la-
Sumlarly with prescription drugs, labor represents no more
1 15 percent, with knowledge representing almost 50 percent.
contrast, in the most fully robotized automobile plant, labor

Another perplexing development in manufacturing is the re-
al of the dynamies of size. Since the early years of this century,
e trend in all developed countries has been toward ever larger
anufacturing plants. The economies of scale greatly favored them.
erhaps equally important, what one might call the “economies of
management” favored them. Until recently, modern management

This has been reversed with a vengeance over the last 15 to 20

years. The entire shrinkage in manufacturing jobs in the United
States has occurred in large companies, beginning with the giants in
steel and automobiles. Small and especially medium-sized manufac-
turers have either held their own or actually added employees. In
respect to market standing, exports and profitability too, smaller
and middle-sized businesses have done remarkably better than big
ones. The reversal of the dynarmes of size is occurring in the other
developed countries as well, even in Japan where bigger was always
_ better and biggest meant best. .

In part, especially in the Umted States, this is a result of a re-
_ surgence of entrepreneurship.® But perhaps equally important, we
have learned in the last 30 years how to manage the small and
-medium-sized enterprise to the point where the advantages of
smaller size, e.g., ease of communications and nearness to market
and customer, increasingly outweigh what had been forbidding man-
agement hrmtatlons Thus in the United States, but increasingly in
the other leading manufacturmg nations such as Japan and West
Germany as well, the dynamism in the economy has shifted from the

tiveness (which implies a steady shrinkage of such jobs) will soon
have neither production nor jobs. The attempt to preserve such
blue-collar jobs is actually a preseription for unemployment.

So far, this coneept has achieved broad national acceptance only -
in Japan.® Indeed, Japanese planners, whether in government or
private business, start out with the assumption of a doubling of pro-
duction within 15 or 20 years based on a cut in blue-collar employ-
ment of 25 to 40 percent. A good many large American companies
such as 1BM, General Electric and the big automobile companies
have similar forecasts. Implicit in this is the conclusion that a coun-
try will have less overall unemployment the faster it shrinks blue-
collar employment in manufacturing.”

This is not a conclusion that Ameriean politicians, labor leaders
or indeed the general public can easily understand or accept. What
confuses the issue even more is that the United States is experienc-
ing several separate and different shifts in the manufacturing econ-
omy. One is the acceleration of the substitution of knowledge and

Pt
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very big companies that dominated the world’s
for 80 years after World War II
smaller, are professionally managed and largely publicly financed.
Two distinet kinds of “manufacturing industry” are emerging
One is material-based, represented by t
economic growth in the first three-
other is information- and Imowledge-based: pharmaceuticals, tele- -
communications, analytical instruments and information processing
such as computers. It is largely the information-based manufactur-
ing industries that are growing.

These two groups differ not only in their economie characteris-

e international economy, The
stries have to be exported or im-
pear in the balance of trade. The prod-
stries can be exported or imported
which may not appear accu-

tics but especially in their position in th
products of material-based indu

ported as “products.” They ap

ucts of information-based indu
both as “products” and as “services,”
rately in the overall trade balance.

An old example is the printed book. For one major scientifie

publishing company, “foreign earnings” account for two-thirds of

total revenues. Yet the company exports few, if any, actual books—
books are heavy. It sells “rights,” and the “product” is produced
abroad. Similarly, the most profitable computer “export sales” may
actually show up in trade statistics as an “import.” This is the fee

some of the world’s leading

banks, multinationals and Japanese

trading companies get for processing in their home office data arriv-

ing electronically from their
world.

branches and customers around the

In all developed countries, “knowledge” workers have already
become the center of gravity of the labor force. Even in manufactur

ing they will outnumber blue-

collar workers within ten years. Ex-

porting knowledge so that it produces license income, service fees
and royalties may actually create substantially more jobs than ex-

porting goods.

This in turn requires—as official Washington seems to have re-
alized—far greater emphasis in trade poliey on “invisible trade” and
on abolishing the barriers to the trade in services. Traditionally,
economists have treated invisible trade as g stepchild, if they noted
it at all. Increasingly, it will become central. Within 20 years major
developed countries may find that their income from invisible trade
is larger than their income from exports. i

Another implication of the

“uncoupling” of manufact;unng pro-

duction from manufacturing employment is, however, that the

choice between an industrial po

licy that favors industrial production

and one that favors industrial employment is going to be a singularly
contentious political issue for the rest of this century. Historically
these have always been considered two sides of the same coin. From

industrial economy °
to companies that, while muych

he industries that provided
quarters of this century. The

The Changed World Economy 11

w on these two will increasingly pull in fiiffergnt direci;ions; they
indeed already becoming alternatives, if not mcgrppahb_le.
Benign neglect—the policy of the_Reagan Administration these
st few years—may be the best policy one can hope for, and the
nly one with a chance of success. It is probably not an accident that
e United States has, after Japan, by far the. lowest unemployment
ate of any industrially developed country. Still, there is surely need
so for systematic efforts to retrain and to place redundant blue-
_ collar workers—something no one as yet knows how to do success-
fully]i‘mally, low labor costs are likely to become less of an advan-
tage in international trade simply because in the developed coun-
tries they are going to account for less of total costs. Moreover, the
total costs of automated processes are }ower tl}an even those of tra-
ditional plants with low labor costs; this is mainly becqus%’automa*
tion eliminates the hidden but high costs of “not working, such as
the expense of poor quality and rejects, and the costs of shutting
down the machinery to change from one model of a produect to an-
other. Consider two automated American producers of televisions,
Motorola and RCA. Both were almost driven out of the market by
imports from countries with much lower labor costs. Both subse-
quently automated, with the result that these Amenca}n-;nade prod-
ucts now successfully compete with foreigr} imports. Snnﬂ?.rl.y, some
highly automated textile mills in the Carolinas can underbid imports
from countries with very low labor costs such as Thailand. On t'he
_ other hand, although some American semiconductor companies
have lower labor costs because they do the labor-intensive work off-
shore, e.g., in West Africa, they are still the high-cost producers
and easily underbid by the heavily automated J. apanese. )

The cost of capital will thus become increasingly Important in
international competition. And this is where, in the last ten years,
the United States has become the highest-cost country—and Japan
the lowest. A reversal of the U.S. policy of high interfast rates and
costly equity capital should thus be a priority for American dec1s1qn—
makers. This demands that reduction of the government deﬁpﬁ:,
rather than high interest rates, becomes the first defense against
inflation. .

For developed countries, especially the United .Stzates, the
steady downgrading of labor costs as a major competitive factor
could be a positive development. For the Thlrfi World, especially
rapidly industrializing countries such as Brazil, South Korea or
Mexico, it is, however, bad news.

In the rapid industrialization of the nineteen!:h century, one
country, Japan, developed by exporting raw materials, mainly silk
and tea, at steadily rising prices. Another, Gemapx deve:loped by
leapfrogging into the “high-tech” industries of its time, mainly elec-

=
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tricity, chemicals and opties. A third, the United States, did both.
Both routes are blocked for today’s rapidly industrializing coun-
tries—the first because of the deterioration of the terms of trade for
primary products, the second because it requires an infrastructure
of kmowledge and education far beyond the reach of a poor country

(although South Korea is reaching for it). Competition based on
lower labor costs seems to be the only alternative; is this also going

to be blocked?

The third major change that has occurred in the world economy

is the emergence of the “symbol” economy—capital movements, ex-
change rates and credit flows—as the flywheel of the world econ-
omy, in place of the “real” economy—the flow of goods and services.
The two economies seem to be operating increasingly indepen-
dently. This is both the most visible and the least understood of the
changes. ‘ ,

World trade in goods is larger, much larger, than it has ever
been before. And so is the “invisible trade,” the trade in services:
Together, the two amount to around $2.5 trillion to $3 trillion a year.
But the London Eurodollar market, in which the world’s financial
institutions borrow from and lend to each other, turns over $300 bil-
lion each working day, or $75 trillion a year, a volume at least 25
times that of world trade.”

In addition, there are the foreign exchange transactions in the
world’s main money centers, in which one currency is traded against

another. These run around $150 billion a day, or about $35 trillion a

year—12 times the worldwide trade in goods and services.

Of course, many of these Eurodollars, yen and Swiss francs are
- just being moved from one pocket to another and may be counted
more than once. A massive diserepancy still exists, and there is only
one conclusion: eapital movements unconnected to trade—and in-
deed largely independent of it—greatly exceed trade finance.

There is no one explanation for this explosion of international—
or more accurately, transnational—money flows. The shift from
fixed to floating exchange rates in 1971 may have given an initial
impetus (theugh, ironically, it was meant to do the exact opposite)
by inviting eurrency speculation. The surge in liquid funds flowing
to petroleum producers after the two oil shocks of 1973 and 1979 was
surely a major factor. -

But there can be little doubt that the U.S. government deficit
also plays a big role. The American budget has become a financial
“black hole,” sucking in liquid funds from all over the world, making
the United States the world’s major debtor country.® Indeed, it ean
be argued that it is the budget deficit that underlies the American
trade and payments deficit. A trade and payments deficit is, in ef-
fect, a loan from the seller of goods and services to the buyer, that
is, to the United States. Without it Washington could not finance its
budget deficit, at least not without the risk of explosive inflation.
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The way major countries have learned to use the international
conomy to avoid tackling disagreeable domestic problems is un-
recedented: the United States has used high interes®rates to at-
ract foreign capital and avoid confronting its domestic deficit; the
apanese have pushed exports to maintain employment despite a
luggish domestic economy. This politicization of the international
conomy is surely also a factor in the extreme volatility and instabil- .
y of capital flows and exchange rates.

Whichever of these causes is judged the most important, to-
gether they have produced a basic change: in the world economy of
_today, the “real” economy of goods and services and the “symbol”
_economy of money, credit and capital are no longer bound tightly to
_each othe.r;_ they are, indeed, moving further and further apart.

- Traditional international economie theory is still neoclassical
holding that trade in goods and services determines international
capital flows and foreign exchange rates. Capital flows and foreign
exchange rates since the first half of the 1970s have, however,
moved quite independently of foreign trade, and indeed (e.g., in the’
rise of the dollar in 1984-85) have run counter to it. ’

. But the world economy also does not fit the Keynesian model in
which the “symbol” economy determines the “real” economy. The
rela_tmnshlp between the turbulences in the world economy and the
various domestic economies has become quite obscure. Despite its
unprecedented trade deficit, the United States has had no deflation
and has barely been able to keep inflation in check; it also has the
lowest unemployment rate of any major industrial country except
Japan, lower than that of West Germany, whose exports of manufac-
_ tured goods and trade surpluses have been growing as fast as those
_ of Japan. Conversely, despite the exponential growth of Japanese
exports and an unprecedented Japanese trade surplus, the J apanese
dome§tlc economy is not booming but has remained remarkably
~ sluggish and 1s not generating any new jobs.

Econoqusts assume that the “real” economy and the “symbol”
economy will come together again. They do disagree, however—
and quite sharply—as to whether they will do so in a “soft landing”
~orin a head-on collision. '

The “soft-landing” scenario—the Reagan Administration was
committed toit, as are the governments of most of the other devel-
oped countries—expects the U.S. government deficit and the U.S.
trade deficit to go down together until both attain surplus, or at
least balance, sometime in the early 1990s. Presumably both capital
flows and exchange rates will then stabilize, with production and
employment high and inflation low in major developed countries.

. In sharp contrast to this are the “hard-landing” scenarios.®
- With every deficit year the indebtedness of the U.S. government
goes up, a:nd with it the interest charges on the U.S. budget, which
In turn raises the deficit even further. Sooner or later, the argument
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goes, foreign confidence in America and the American dollar will be
undermined—some observers consider this practically imminent.
Foreigners would stop lending money to the United States and, in-
deed, try to convert their dollars into other currencies. The result-
ing “flight from the dollar” would bring the dollar’s exchange rates
crashing down, and also create an extreme credit crunch, if not a
“liquidity crisis” in the United $tates. The only question is whether
the result for the United States would be a deflationary depression,
a renewed outbreak of severe inflation or, the most dreaded afflic-
tion, “stagflation”—a deflationary, stagnant economy combined
with an inflationary currency.

There is, however, a totally different “hard-landing” scenario,
one in which Japan, not the United States, faces an economie erisis.
For the first time in peacetime history the major debtor, the United
States, owes its foreign debt in its own currency. To get out of this
debt it does not need to repudiate it, declare a moratorium, or ne-
gotiate a “roll-over.” All it has to do is devalue its currency and the
foreign ereditor has effectively been expropriated.

For “foreign creditor,” read Japan. The Japanese by now hold
about half of the dollars the United States owes to foreigners. In
addition, practically all of their other claims on the outside world are
in dollars, largely because the Japanese have resisted all attempts
to make the yen an international trading currency lest the govern-
ment lose control over it. Altogether, Japanese banks now hold
more international assets than do the banks of any other country,
including the United States. And practically all these assets are in
U.S. dollars—$640 billion of them. A devaluation of the U.S. dollar
thus would fall most heavily on the Japanese.

The repercussions for Japan extend deep into its trade and do-
mestic economy. By far the largest part of Japan’s exports goes to
the United States. If there is a “hard landing,” the United States
might well turn protectionist almost overnight; it is unlikely that
Americans would let in large volumes of imported goods were the
unemployment rate to soar. But this would immediately cause se-
vere unemployment in Tokyo and Nagoya and Hiroshima, and might
indeed set off a true depression in Japan.

There is still another “hard-landing” scenario. In this version
neither the United States, nor Japan, nor the industrial economies
altogether, experience the “hard landing”; it would hit the already
depressed producers of primary products. :

Practically all primary materials are traded in dollars, and their
prices might not go up at all should the dollar be devalued (they
actually went down when the dollar plunged by 30 percent between
summer 1985 and February 1986). Thus Japan may be practically
unaffected by a dollar devaluation; Japan needs dollar balanees only
to pay for primary-product imports, as it buys little else on the out-
side and has no foreign debt. The United States, too, may not suffer,
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d may even benefit as its industrial exports become more compet-
ive. But while the primary producers sell mainly in dollars, they
ave to pay in other developed nations’ currencies for a large part of
their industrial imports. The United States, after all, although the
world’s leading exporter of industrial goods, still accounts for only
_one-fifth of the total. And the dollar prices of the industrial goods
furnished by others—the Germans, the Japanese, the French, the
British, and so on—are likely to go up. This might bring about a
further drop in the terms of trade for the already depressed primary
producers. Some estimates of the possible deterioration go as high
as ten percent, which would entail considerable hardship not only
for metal mines in South America and Zimbabwe, but also for farm-
ers in Canada, Kansas and Brazil.

- One more possible scenario involves no “landings,” either “soft”
or “hard.” What if the economists were wrong and both the Ameri-
can budget deficit and American trade deficit continue, albeit at
lower levels than in recent years? This would happen if the outside
worl » willingness to put its money into the United States were
based on other than purely economie considerations—on their own
internal domestic politics, for example, or simply on the desire to -
escape risks at home that appear to be far worse than a U.S. deval-
~ pation.

- This is the only scenario that is so far supported by hard facts
rather than by theory. Indeed, it is already playing.

The U.S. government talked the dollar down by almost one-
third (from a rate of 250 yen to 180 yen to the dollar) between sum-
mer of 1985 and February 1986—one of the most massive devalua-
tions ever of a major currency, though called a “readjustment.”
America’s ereditors unanimously supported this devaluation and in-
deed demanded it. More amazing still, they responded by increasing
their loans to the United States, and substantially so. International
bankers seem to agree that the United States is more creditworthy
the more the lender stands to lose by lending to it!

A major reason for this Alice-in-Wonderland attitude is that the
biggest U.S. creditors, the Japanese, clearly prefer even very
heavy losses on their dollar holdings to domestic unemployment.
And without exports to the United States, Japan might have unem-
ployment close to that of Western Europe, nine to eleven percent,
and concentrated in the most politically sensitive smokestack indus-
tries in which Japan is becoming inereasingly vulnerable to compe-
tition from newcomers such as South Korea.

Similarly, economic conditions alone will not induce Hong Kong
Chinese to withdraw the money they have transferred to American
banks in anticipation of Hong Kong’s reversion to Chinese sover-
eignty in 1997. These deposits amount to billions. The even larger
amounts—at least several hundred billion—of “flight capital” from
Latin America that have found refuge in the U.S. dollar will also not
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be lured away by purely economic incentives such as higher interest '

rates.
The sum needed from the outside to maintain both a huge U.S,
budget deficit and a huge U.S. trade deficit would be far too big to

make this the most probable scenario. But if political factors are in-

control, the “symbol” economy is indeed truly “uncoupled” from the

“real” economy, at least in the international sphere. Whichever sce-

nario proves right, none promises a return to any kind of “nor-
maley.”

From now on exchange rates between major currencies will
have to be treated in economic theory and business policy alike as a
“comparative-advantage” factor, and a major one.

Economic theory teaches that the comparative-advantage fac-
tors of the “real” economy—comparative labor costs and labor pro-
ductivity, raw material costs, energy costs, transportation costs and
the like—determine exchange rates. Practically all businesses base
their policies on this notion. Increasingly, however, it is exchange
rates that decide how labor costs in country A compare to labor
costs in country B. Exchange rates are thus a major “comparative
cost” and one totally beyond business control. Any firm exposed to
the international economy has to realize that it is in two businesses
at the same time. It is both a maker of goods (or a supplier of ser-
viees) and a “financial” business. It cannot disregard either.

Specifically, the business that sells abroad-—whether as an ex-
porter or through a subsidiary—will have to protect itself against
three foreign exchange exposures: proceeds from sales, working
capital devoted to manufacturing for overseas markets, and invest-

ments abroad. This will have to be done whether the business ex-

pects the value of its own currency to go up or down. Businesses
that buy abroad will have to do likewise. Indeed, even purely do-
mestic businesses that face foreign competition in their home mar-
ket will have to learn to hedge against the currency in which their
main competitors produce. If American businesses had been run
this way during the years of the overvalued dollar, from 1982
through 1985, most of the losses in market standing abroad and in
foreign earnings might have been prevented. They were manage-
ment failures, not acts of God. Surely stockholders, but also the
public in general, have every right to expeet management to do bet-
ter the next time around.

In respect to government policy there is one conclusion: don’t
be “clever” It is tempting to exploit the ambiguity, instability and
uncertainty of the world economy to gain short-term advantages
and to duck unpopular political decisions. But it does not work. In-
deed, disaster is a more likely outcome than success, as all three of
the attempts made so far amply indicate.

In the first attempt, the Carter Administration pushed down
the U.S. dollar to artificial lows to stimulate the American economy
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hrough the promotion of exports. American exports did indeed go
'fp;,'.spectacularly so.. But far from stimulating the domestic econ-
my, this depressed it, resulting in simultaneous record unemploy-
ment and accelerated inflation—the worst of all possible outcomes.

_ President Reagan a few years later pushed up interest rates to
top inflation, and also pushed up the dollar. This did indeed stop
inflation. It also triggered massive inflows of capital. But it so over-
 valued the dollar as to create a surge of foreign imports. As a result,
he Reagan policy exposed the most vulnerable of the smokestack
industries, such as steel and automobiles, to competition they could
not possibly meet. It deprived them of the earnings they needed to
_modernize themselves. Also, the policy seriously damaged, perhaps
_jrreversibly, the competitive position of American farm products in
the world markets, and at the worst possible time. Worse still, his
“cleverness” defeated Mr. Reagan’s major purpose: the reduction of
the U.S. government deficit. Because of the losses to foreign com-
petition, domestic industry did not grow enough to produce higher
tax revenues. Yet the easy and almost unlimited availability of for-
eign money enabled Congress (and the Administration) to postpone
again and again action to cut the deficit.

In the third case the Japanese, too, may have been too clever in
their attempt to exploit the disjunction between the international
“symbol” and “real” economies. Exploiting an undervalued yen, the
Japanese have been pushing exports—a poliey quite reminiscent of
America under the Carter Administration. But the Japanese policy
similarly has failed to stimulate the domestic economy; it has been
barely growing these last few years despite the export boom. As a
result, the Japanese have become dangerously overdependent on
one customer, the United States. This has forced them to invest
huge sums in American dollars, even though every thoughtful Jap-
_ anese (including, of course, individuals in the Japanese government
and the Japanese central bank) has known all along that these in-
vestments would end up being severely devalued.

Surely these three lessons should have taught us that govern-
ment economic policies will succeed to the extent to which they try
_ to harmonize the needs of the two economies, rather than to the

__extent to which they try to exploit the disharmony between them.

Or to repeat very old wisdom, “in finance don’t be clever; be simple

and conscientious.” I am afraid this is advice that governments are

not likely to heed soon.

It is much too early to guess what the world economy of tomor-
~ row will be like. Will major countries, for instance, succumb to tra-
ditional fears and retreat into protectionism? Or will they see a
changed world economy as an opportunity?

Some parts of the main agenda, however, are fairly clear by
now. Rapidly industrializing countries like Mexico or Brazil will
need to formulate new development concepts and policies. They can
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no longer hope to finance their development by raw material ex.
ports, e.g., Mexican oil. It is also becoming unrealistic for them t
believe that their low labor costs will enable them to export larg
quantities of finished goods to developed countries—something th
Brazilians, for instance, still expect. They would do much better t,
go into “production sharing,” that is, to use their labor advantage t
become subcontractors to developed-country manufacturers fo
highly labor-intensive work that cannot be automated—some as
sembly operations, for instance, or parts and components neede
only in relatively small quantities. Developed countries no longe
have the labor to do such work, which even with the most thoroug
automation will still account for 15 to 20 percent of manufacturin
work. : :
Such production sharing is, of course, how Singapore, Hon
Kong and Taiwan bootstrapped their development. Yet in Latin
America production sharing is still politically unacceptable and, in.
deed, anathema. Mexico, for instance, has been deeply committe
since its beginnings as a modern nation in the early years of this

century to make its economy less dependent on, and less integrated

with, that of its big neighbor to the north. That this policy has been
a total failure for 80 years has only strengthened its emotional and
political appeal. ~

Even if production sharing is implemented to the fullest, it
would not by itself provide enough income to fuel development, es-
pecially of countries so much larger than the Chinese “city-states.”
‘We thus need a new model and new policies.

Can we learn something from India? Everyone knows of India’s
problems—and they are legion. Few people seem to realize, how-
ever, that since independence India has done a better development
job than almost any other Third World country: it has enjoyed the
fastest inerease in farm production and farm yields; a growth rate in
manufacturing production equal to that of Brazil, and perhaps even
of South Korea (India now has a bigger industrial economy than any

but a handful of developed countries); the emergence of a large and -

highly entrepreneurial middle class; and, arguably, the greatest
achievement in providing schooling and health care in the villages.
Yet the Indians followed none of the established models. They did
not, like Stalin, Mao and so many leaders of newly independent Af-
rican nations, despoil the peasants to produce capital for industrial

development. They did not export raw materials. And they did not

export the products of cheap labor. Instead, since Nehru's death in
1964, India has followed a policy of strengthening agriculture and
encouraging consumer goods production. India and its achievement
are bound to get far more attention in the future.

The developed countries, too, need to think through their poli-
cies in respect to the Third World—and especially in respect to the
“stars” of the Third World, the rapidly industrializing countries.

The Changed World Economy 19

ere:are some beginnings: the debt proposals put forward by [for-

ounced by the Wor}q Bank for loans to Third World countries,
ch will be made conditional on a country’s overall development,
olicies rather than on the soundness of individual projects. But

_ The other major agenda item is—inevitably—the international
‘monetary system. Since the Bretton Woods Conference in 1944, the
orld monetary system has been based on the U.S. dollar as the
reserve currency. This clearly does not work any more. The
reserve-currency country must be willing to subordinate its domes-
tic policies to the needs of the international economy, e.g., risk do-
mestic unemployment to keep currency rates stable. And when it
came to the crunch, the United States refused to do so—as Keynes
by th’lﬁshway, pg‘lelaldicted 40 years ago. , ’
V e stability supposedly supplied by the reserve e
could be established today only if t}f:a majoxy trading countrie?srf;ltc z
minimum the United States, West Germany and Japan—agreed to
oydmate their economie, fiscal and monetary policies, if not to sub-
ordinate them to joint (and this would mean supranational) decision-

. making. Is this a development even conceivable, except perhaps in
_ the event of worldwide financial collapse? The Europeapil é)xperilgnce
ynth the far more modest European Currency Unit is not encourag-
_ ing; so far, no European government has been willing to yield an

inch for the sake of the ECU. But what else can be done? Have we

_ come to the end of the 300-year-old attempt to regulate and stabilize
_ money on which, after all, both the modern nation-state and the in-
ternational system are largely based? :

_We are left with one conclusion: economie dynamies i-
sively shift.e_d from the national economy to the Wﬁld ecorf:)ag; dect
Prevall.mg economic theory—whether Keynesian, monetarist
or supply-side—considers the national economy, especially that of
the large developed countries, to be autonomous and the unit of
both economic analysis and economie policy. The international econ-
omy may be a restraint and a limitation, but it is not central, let
alone d.etemumng. This “macroeconomic axiom” of the moéern
economist has_ become increasingly shaky. The two major subscrib-
ers to this axiom, .Britain and the United States, have done least
well economically in the last 80 years, and have also had the most
economic instability.
 West Ge_:rmapy and Japan never accepted the “macroeconomic
axiom.” Tl_lelr universities teach it, of course, but their policymak-
ers, bqth In government and in business, reject it. Instead, both
countries all along have based their economic policies on the ’World
economy, have systematically tried to anticipate its trends and ex-
ploit its changes as opportunities. Above all, both make the coun-
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try’s competitive position in the world economy the first priority in
their policies—economie, fiscal, monetary, even social—to which
domestic considerations are normally subordinated. And these two
countries have done far better—economically and socially—than-
Britain and the United States these last 30 years. In fact, their focus
on the world economy and the priority they gave it may be the real
“secret” of their success. ‘

Similarly the “secret” of succéssful businesses in the developed
world—the Japanese, the German carmakers like Mercedes and
BMW, Asea and Erickson in Sweden, 1BM and Citibank in the United
States, but equally of a host of medium-sized specialists in manufac-
turing and in all kinds of services—has been that they base their
plans and their policies on exploiting the world economy’s changes
as oppol cunities.

From now on any country—but also any business, especially a
large one—that wants to prosper will have to accept that it is the
world economy that leads and that domestic economic policies will
succeed only if they strengthen, or at least do not impair, the coun-
try’s international competitive position. This may be the most im-
portant—it surely is the most striking—~feature of the changed

world economy.

1.

When the price of petroleum
dropped to 315 a barrel in February
1986, it was actually below its 1933
price (adjusted for the change in the
purchasing power of the dollar). It
was still, however, substantially
higher than its all-time low in 1972—
1975, which in 1986 dollars
amounted to $7-$8 a barrel.

The business cycle theory was de-
veloped just before World War I by
the Russian mathematical economist
Nikolai Kondratieff, who made com-
prehensive studies of ‘raw material
price cycles and their impacts all the
way back to 1797. )
David Sapsford, Real Primary Com-
maodity Prices: An Analysis of Long-
Run Movements, International Mon-
etary Fund memorandum, May 17,
1985 (unpublished).

This was asserted as early as 1950
by the South American economist
Raul Prebisch in The Economic De-
velopment of Latin America and Its
Principal Problems (United Nations
Economic Commission for Latin

America). But then no one, includ-
ing myself, believed him.
The Japanese government, for ex-

ample, sponsors a finance company

that makes long-term, low-interest
loans to small manufacturers to en-
able them to automate rapidly.

On this see my book Innovation and
Entrepreneurship: Practiceand Prin-

ciples (New York: Harper and Row, .

1985).

A Eurodollar is a U.S dollar held
outside the United States. ..
This is cogently argued by Stephen
Marris, for almost thirty years eco-
nomic adviser to the Organization
for Economic Cooperation and De-
velopment, in his Deficits and the
Dollar: The World Economy at Risk
(Washington, D.C.: Washington In-
stitute of International Economics,
1985).

Stephen Marris’s Deficits and the

Dollar gives the clearest and most
persuasive presentation of the hard-
landing scenarios.

The Meaning of
Local
Economic

- Development

Edward J. Blakely

There is increasing recognition among both national émd loeal poli-
cymakers that, whatever national economic strategies are pursued
to stimulate the economy, no community large or small can depend

upon these measures alone. Moreover, in too many instances, the

cgmmunities, workers, or disadvantaged segments of the commu-
nity. In market-driven economies, communities are marketplaces
too. As a result, communities must put themselves in a position to
market their resources intelligently and gain competitive advantages

o cyeate new firms and maintain their existing economic base. That
1s, communities must use their current human, social, institutional,

and physical resources to build a self-sustaining economic system.
It is often asked, by persons concerned with this new wave of

local economic planning, whether this activity merely represents a

ew approach or if it is the reformulation of the failed “trickle down”
olicies of the past. The key issue is whether this new version of

local or community-based economic development is genuinely better

and more effective than past efforts. Can local governments and/or

‘neighborhoods, working together or separately, create new jobs?

More important (and perhaps more fundamental), are these new ap-

proaches jusp moving the.ex.isting jobs around the nation with give-
aways ancil‘ glmx’xyu.cks?. Is it, in fact, possible to generate more work
and more “good” jobs in a technology-based economy? Iflocal efforts

can generate employment, are these efforts cost-effective? Or is it

Edward J. Blakely, Planning Local Economic Development: Theory and Practice,

op. 57-70, copyright 1989 by Sage Publications. Reprinted by permission of Sage

Publications, Ine.
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inevitable that local institutions are only playing at the margins of
the employment-generation process without making any substantial
impact on the real requirements for employment in a transitional
economy? Can the job-formation process be related to the people
who need the work? Is it inevitable that the “underclass,” the racial
minorities, women, and other disadvantaged persons, will not share
in the benefits of any form of egonomic development, be it local or
otherwise? Is economic development another code term for corpo-
rate control of community assets? Finally, at what cost to planning,
zoning, and environmental considerations is local employment being
pursued?

These are difficult questions. This article provides a link be-
tween the existing theories of regional growth and decline, to forge
an operational paradigm for engaging in local economic develop-
ment. The conceptual framework for local economic development
emerges from basic development theories. This article is not a re-
view of all development theories but aims at providing an intersec-
tion for the public policies that are the basis for local economiic de-
velopment.

Defining local economic development

Locally based economic development is not merely new rhetoric but
represents a fundamental shift in the actors as well as the activities
associated with economic development. It is essentially a process by
which local government and/or community-based groups manage
their existing resources and enter into new partnership arrange-

ments with the private sector, or with each other, to create new jobs
aﬁd’éﬁﬁﬁﬁfﬂ:@%ﬁﬁﬁﬁcﬁﬁty in a well-defined economic zone.
The central feature in locally oriented or based economic develop-
ment is in the emphasis on “endogenous development” policies using
the potential of local human, institutional, and physical resources.
This orientation leads to a focus on taking local initiatives in the
development process to create new employment and stimulate in-
creased economic activity. The reasons for this are as follows:

[Previous economic development theories and program efforts]. . . have
relied too heavily on a belief that the benefits of economic growth and ex-
pansion will “trickle down” to improve conditions of the poor. . . . They
have separated maeroeconomie policies and maintenance programs into
two separate and distinet camps; and . . . they have focused almost exclu-
sively on trying to remedy perceived “defects” in the poor—inadequate
education or skills, weak community supports, lack of motivation—and ig-
nored the very real, potent barriers in the structure of opportunities the
poor confront on the “demand” side of the labor market equation.

Local economic development is process orientéi ;;;T’hat is,itisa
process involving the formation of new institutions, the develop-
ment of alternative industries, the improvement in the capacity of
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existing employers to produce better products, the identification of
new markets, the transfer of knowledge, and the nurturing of new
firms and enterprises. As Williams, writing for the OECD, puts it,

When you move beyond importing [jobs] . . . and start a strategy of erea-

tive innovation and adaptation, then [local] “innovation” becomes an

economic, social, and a local [development] preoccupation, rather than just
atechnical one.?

No matter what form it takes, local economic development has
one primary goal, which is to increase the number and variety of job
opportunities available to local people. In performing these activi-
ties, local governments and/or community groups must take on an
initiating, rather than a passive, role.
, In essence, local government—with community participation
and using the resources of existing community-based institutions
(where they exist and possess economic potential)—is required to
assess the potentials and marshal the necessary resources to design
and develop the local economy. Local government and community
organizations are realizing that all public sector actions have an im-
pact upon private decisions. Even the most narrow local govern-
ments, perhaps restricting their activities to the traditional house-
keeping services, have affected economic development in their
communities, if only through their passivity. Many local govern-
ments have probably acted unwittingly to restriet employment op-
portunities without understanding or assessing the economic eonse-
quences of their actions. Similarly, neighborhood-level community
institutions, both nonprofit and public, have had dramatic impacts
on private investment. Neighborhoods with active churches and
neighborhood organizations that work toward the constructive de-
velopment of their community act as beacons to developers and
investors. Further, good community schools, both public and pri-
vate, are essential factors in the potential location of new busi-
nesses. Private decisions and public economic activity are inti-
mately related and affect employment opportunities for all local
- residents. This concept should lead local governments and
community-based organizations to take a new and different perspec-
tive toward planned, coordinated development initiatives. Commu-
nities large and small need to understand that, no matter how de-
pressed or wealthy they are, local government, community
institutions, and the private sector are essential partners in the eco-
nomic development process.

Theories of growth and development

Currently, no th%ory or set of theories adequately explains regional
or local economic development. There are several partial theories
that can help us understand the underlying rationale for local eco-
nomie development. The sum of these theories may be expressed as
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ment supports)

All of thege factors may be important but it is the Segregati
of each of them int

. 0
0 their component parts that forms the basis f,
evelopment theory and Ioea] €conomic actiong,

The role of neoclassical economic theory
theory doeg not have g significant Spatial dim,
neoclassical models of large

-scale economie Systems can pe
to the competitive positio

ning and wealth generation of 3 gy
alarger economy;,

The neoclassies] theory oifers two major
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ged areas with more prosperous places,
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le Systems, they trade with other com-
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the determinants for economic growth are di-
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the Ioecal economic bound

aries of the community,
In essence, the growth of industries that use local resources,; inclyd-
ing labor and materials for final export elsewhere, will generate
both local wealth and jobs.

. The loeal economie development Strate
this theory emphasize the j
In a similay mann

gies that emerge from

Importance of aid to businesses that have
: a national or internationa] market above and beyond aid to loca] ser.
€1, advocates of heoclassical theory v vice firms. Implementation of this model w
bose any comm i i
area
ist

ould include measures
_ that reduce barriers to

export-based firms establishing themselves

providing, for instance, tax relief,
transport facilities, and telecommunieations, Moreover, firm re.
cruitment and economic assista

nee efforts would he aimed at sup-
porting or encouraging export-oriented enterprises,

epreneurial and high-tecfmology strat-

S are also based on
export firms or ser-

economie base models, Th
vice-providing businesses wi
port firms or the populatio - Moreover, it is ap-
gued that export industries have higher job multipliers than local
service firms. Thug every job created in an export firm will
ate, depending on the sector, several jobs elsewhere in the economy.
€re are regiona] economic methods that will test and measure
such impacts of firmg on the local economy.
The weakness in this model is that it is based on external de- |
mand rather t 1 i
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upon external, global, or national market forces. This model is, how-
ever, useful in determining the balance between industrial types
and sectors that a community needs to develop for economic stabil-
ity.

Location theory There is an old saying among regional economists
to the effect that there are gnly three important variables in re-
gional growth. They are location, location, and loeation! There is
some logic to this statement with respect to industrial site develop-
ment. Firms tend to minimize their cost by selecting locations that
maximize their opportunities to reach the marketplace. The old in-
dustrial/manufacturing model postulated that the best location was
almost always on the cheapest transport link between raw materials
and markets.

There are other obvious variables that affect the quality or suit-
ability of a location, such as labor cost, the cost of energy, availabil-
ity of suppliers, communications, education and training facilities,
local government quality and responsiveness, and sanitation. Dif-
ferent firms require differing mixes of these factors in order to be
competitive. Therefore, communities generally attempt to manipu-
late the cost of several of these factors to become attractive to in-
dustrial firms. All of these actions are taken to enhance a location
beyond its natural attributes.

The limitation of location theory today is that modern technol-
ogy and telecommunications alter the significance of specific loca-
tions for the production and distribution of goods. In many respects,
almost any community can compete as an urban eenter now because
transportation cost for the most sophisticated produects has been re-
duced dramatically. Moreover, less tangible variables, such as the
quality of community life, now seem to overshadow the obvious ad-
vantages of large market or natural resource areas.

The contribution of location theory to local economic develop-
ment is in the realistic parameters it places on the development pro-
cess. Communities need to ascertain the relative value of their lo-
cational attributes with the other combination of resources that the
area possesses.

Central place theory The basic concept underlying central place
theory is that there is a hierarchy of places. Each urban center is
supported by a series of smaller places that provide both resources
(industries and raw materials) that require a central clearinghouse
to filter into the world marketplace. Regional development models
for rural areas have relied heavily on central place theory to guide
resource allocations among country centers, the thesis being that
the development of a central country center of larger-scale popula-
tion would improve the economic well-being of the entire region.
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The application of central place theory can be seen in the early
ork of the Tennessee Valley Authority (TVA), Rural Electrifica-
tion, Economic Development Administration (EDA), and similar
rural service bureaucracies. Each of these organizations attempted
o develop a regional economic plan with one or two communities
either designated or emerging as regional nodes for development.
There is a relevant application of central place theory for local
economic development for both rural and urban places. For ex-
ample, it is necessary to differentiate the functions of various neigh-
borhood areas for them to remain viable centers. Some areas will
_ pecome region-serving while others will serve only the resident
community. Local economic development specialists can assist com-
munities or neighborhoods to develop their functional role in the re-
gional economic system.

Cumulative causation theories Casual observation of the decay of
urban neighborhoods demonstrates the basic concepts of the cumu-
lative causation thesis: The interplay of market forces increases
rather than decreases the inequality between areas. As a result, a
divergence in regional income is a predictable outcome. Market
forces, by their nature, pull capital, skill, and expertise to eertain
areas. These areas accumulate a large-scale competitive advantage
over the rest of the system. Myrdal expounded this theory and de-
seribed it in the following manner:

Suppose accidental change occurs in 2 community, and it is not immediately
cancelled out in a stream of events; for example, a factory employing a
large part of the population burns down . . . and eannot be rebuilt economi-
cally, at least not at that locality. The immediate effect is that the firm
owning it goes out of business and its workers become unemployed. This
will decrease income and demand. In its turn, the decreased demand will
lower incomes and cause unemployment in all sorts of other businesses in
the community which sold to or served the firm and its employees. . . .

If there are no exogenous changes, the community will be less tempt-
ing for outside businesses and workers who had contemplated moving in.
As the process gathers momentum, businesses established in the commu-
nity and workers living there will increasingly find reasons for moving out
in order to seek better markets somewhere else. This will again decrease
income and demand.? :

These “backwash effects” prevent low-income neighborhoods
from developing the requisite internal capacity for revitalization.
On the other hand, the growth of prosperous areas tends to feed on
itself if the growth-inducing factors remain conducive. As a result,
less-well-off areas, be they rural backward regions or inner-city
ghettos, tend to send their capital and labor supply to better places
without any significant return. It is for this reason that many advo-
cates of ghetto capitalism propose the movement of jobs into the
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ually drains both rura] un
unite internal capital for rebuilding themselyes, ~
The community development corporations and rura] develg
ment centers are one response to creating new institutional ,
rangements to rebuild underserved communities. Thege organizs
tions are attempting to restore the market, ang act as capity
retainers or capital attractors for areas where market forces are eg
pecially weak.
Of course, the weakness of this theory is in
small areas, such ag urban inner-city ghettos. Tt is
data that shows i
it is extremely

attempting t
is an effect.

Y must be “packaged”

tive evidence of this packag-
i wspaper ad-

over others,

community promo
political Lability,

New approach in attraction is the change in emphasis from
attracting factories to one of attracting the entrepreneuria] popula-
tion, particularly certain socioeconomie groups, to g community or
area. New middle-class migrants to an area bring hoth buying
Power and the capability to attract employers, In addition, recent
migrants are more likely to start new firms. As g result, many eom-
munities have reassessed their firm attraction " efforts and re-
oriented them toward “people” attraction. This approach has been
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ularly effective in rural areas where the quality-of—l.ife factor
ularIt};S new populations. This, in turn, has led to increased
mic growth as a response to both'internal demand and new
_enterprises created by the new migrants.

eting is necessary; the means and the rationale are as important as
he desired result in undertaking this mode of development plan-
ning, given that the ends may not always justify the means, ‘

Toward a synthetic theory of

local economie development
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existing labor into a more useful product for existing employer.
The enterprise zone is a direct examp

creation for a specific population by altering the value of locations,

enhance the value of people and placgs. The conceptual positio

and utilize/maximize the existing natural and
base. In essence, the emphasis shifts from the
the equation to the supply (Iabor and natural
conceptual framework for formulating development solutions.

institutional resoure

the institutional base must form a major component of both findin.

rangements. Building new institutional relationships is the new sub

their destiny when and if they assemble the resources and informa:

and manage their own economic destiny.

physical location as the major determinant of development. Firms
even large-scale manufacturing operations,
have been. No one knows precisely what is
to locational criteria.
portation and market systems would determine a
nomic viability is outdated.

insufficient. Some rural areas are
scale investment. It does not seem to matter

munity is a designated growth center with re
industrial development.

whether a rural com-

country are testimony to the importance attached to transformih

le of attempts to stimulate jo

The goal of local economic development is not to alter but ¢

” the human resource

Development base The economic base model relies heavily on a
sectoral approach to economic development. Transactions within
the economic system dominate this approach rather than the fail
ures and inadequacies of the economic system in which the transac

Local economic development theory starts with a premise that
the problems in the local economy and altering institutional ar-
stance of economic development. Communities can take control of

tion necessary to build their own future. This is not a closed political
process but an open one that places local citizens in a position to plan

Location assets Technology is shattering the traditional view of

are not as stable as they
“footloose” with regard
Thus the old view that the availability of trans-

community’s eco-

Moreover, while heretofore, rural communities had spent most.
of their energy in attempting to acquire roads and related infra-
structure to promote development, they now find that this thrust is

growing even without such large-
gard to population or

Location, by itself, is no longer a “pull” factor.. 'IﬁiSOme re-
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ts, urban and particularly inner-
rs. Both firms and people want
image is unattractive. Crime an
t to do business in many urban
d educational facilities can retard
unities.
The new local economic development
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acting a new factory that may
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Table 1. Toward a theory of local economic development.

0ld concept New concept

More firms = more jobs Firms that build quality
jobs that fit the local
population ,
Building new economic.
institutions ‘
Competitive advantage

based on quality
environment

Knowledge as economic
generator

Component

Employment

Development Building economig
base sectors

Location assets  Comparative advantage
based on physical assets

Knowledge Available work force

resource

ing and retaining a few small, related research labs in leading-edg
technologies that will eventually create jobs and stability for th
total region.

The emerging framework

A new conceptual framework is emerging to serve as the paramete
for local economic development (see Table 1). It does not enjoy an
status yet. The basic tenets of this framework suggest that loe:
economic development is a process that emphasizes the full use of
existing human and natural resources to build employment and cr
ate wealth within a defined locality. g

1. Corporation for Enterprise Devel- 3. G. Myrdal, sEconomic Theory and
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The Power of
Manufacturing
Networks

C. Richard Hatch

overall competitiveness of American industry has come to rest
ly on the ability of existing small and medium-sized firms to
the cost, quality, and delivery demands of major industrial cus-
omers. These smaller companies, which employ nearly two-thirds
he blue-collar labor foree, now supply the bulk of the parts and
omponents used in the production of finished goods for both domes-
and export markets. '
 The proliferation of small manufacturing firms and the down-
aling of big ones are creating significant challenges for economic
elopment officials. It is one thing to negotiate the location of a
ranch manufacturing plant employing several thousand workers.
s quite another to service thousands of smaller enterprises in
dreds of different industries, each with specific technologies and
arkets to be mastered. Yet, as firm size goes down, the need for
such assistance goes up; the traditional limitations of small firms—
stricted access to capital, little or no R&D capability, lack of man-
gement depth and marketing savvy—are well known. The magni-
de of the problem, the limited time remaining to reach competi-
tive levels, and the shortage of public resources are driving home
he need for new approaches. ‘

Rep_rinted by permission of the author, C. Richard Hatch, Manufacturing Network
Project, Center for Manufacturing Systems, New Jersey Institute of Technology,
12_E.ng1e Street, Englewcod, New Jersey 07631. The article was published in the
Winter 1991 issue of transAtlantic Perspectives, a publication of the German Mar-
,hall‘Fund of the United States. Portions of it were originally published by the
Cprporation For Enterprise Development in “Manufacturing Modernization:
S.trategies That Don’t Work, Strategies That Do,” Entrepreneurial Economy Re-
tew (Autumn 1990) and in Flexible Manufacturing Networks: Cooperation for
Competitiveness in a Global Economy (1989). o
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the bottom line. A country of five million people facing the imp
ing single European market with most of its blue-collar worke
very small firms, Denmark launched a national network progr:
1989. -

The Ministry of Industry set aside $140 million over three
for industrial modernization, export promotion, and network d
opment. As a first step, key ifidustry consultants from both put
and private sectors were run through an intensive training coyp,
to become “network brokers.” In the course, potential brok
learned how to organize competing firms, spot mutual business;
portunities, assess modernization needs, and coordinate group
vices. L
At the same time, a multiphase program of challenge gra
was announced. Phase One offered groups of firms up to $7,500
conduct network feasibility studies. To apply, only a simple let
signed by three or more firms was required. Later phases have p
vided larger grants for long-term group projects such as produetio
coordination systems, export marketing, and new product develoi)
ment.

The initial outreach to business included direct mailings ¢
every manufacturer in the country, full-page newspaper ads, r
gional conferences co-hosted with trade associations—even televi
sion talk shows.

Last July the Danish government announced that the Networ
Program “had taken on a life of its own and become self-propelling
In one year, 3,000 companies had been catalyzed into active partic
pation. The strategic alliances they have formed are giving them th
critical mass they need to develop a diversified array of new pro
ucts for export—from hotel furnishings to integrated diagnost
equipment to turnkey golf courses. ,

The Network Program is changing two things in Denmark
two things that must also change in the United States. The first is
the way government delivers services to industry, and the second is
business culture itself. Instead of deciding what business needs and
staffing a project to provide it, the Danish Ministry is saying, “Man-
ufacturers, define your problems. Tell us in which markets you wish
to compete and how we can help you do it well—for your benefit and
that of the country as a whole.” At the same time, the owners and
managers of Danish companies are being encouraged to change the
way they think about the balance between cooperation and compe-
tition. Increasingly, they are turning to one another for the knowl-
edge, skills, and support needed to adopt new technologies and com-
pete successfully in the single global marketplace.

Working principles for a network strategy = -

The Danish and Italian efforts to strengthen the small- ™ manu-
facturing sector contain important lessons for the United States. In
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,nstant set of prineiples guides economic development, pol-

0pe’s network regions from Sweden’s Sméland to Baden-

temberg to Barcelona and Bologna. They are also being ap-
th good results in fledgling American initiatives.

ofit incentive principle European regions drive moderniza-
identifying profitable business opportunities for local firms.
trepreneurial energy they arouse in those firms and among
ovators is channeled into discussions about “best practice”
acturing methods—creating a taste for advanced technolo-
This is the reverse of the usual U.S. practice which first trans-
echnology to the firms, and then hopes that the new capabili-
will eventually find a market outlet. But this is changing.
wing the Kuropean approach, Maine, Mississippi, West Vir-
a, and Michigan have recently entered into a compact to develop
arket observatory” for their rural manufacturing companies.
ough it they will harness the profit motive to help speed the
doption of modern manufacturing methods, along with the diversi-
tion of mature industry sectors. :

efficiency principle States must learn to stretch their invest-
ents if they are to reach thousands of firms in the next few years.
o government has the resources to do this using the direct supplier
ute, “selling” its services to one firm at a time. But government
an, in effect, wholesale quality assistance to groups of firms. The
ichigan Modernization Service, for example, learning from Euro-
pean experience, is working closely with.local trade associations,
responding to needs their members identify. It also has begun to
bring individual client firms together around common interests in
training, marketing, and technological innovation.

The principle of (maximum feasible) participation The best way to

t industry involved in continuous modernization is to put it in
charge of the process. This shift of focus in service planning and
delivery—from supply-side to demand-side—is the central lesson
Italy’s recent industrial renaissance offers us. Customer participa-
ion is eurrently the subject of key U.S. experiments here, as Ohio,
Arkansas, Michigan, North Carolina, and Maine use challenge
grants to motivate firms to come together, build their capacity to

7arti.culate needs, and define solutions. In doing so, these states are
 taking the first steps in creating powerful relationships for long-
term competitiveness.

 The principle of sustainability U.S. states tend to offer industry as-

sistance free of charge. Because financial resources are limited, pro-
grams remain small. Collecting fees for service could help good pro-
grams grow. European modernization efforts often start with low
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U.S. firms turning to networks in pursuit of competitiveness

The power of the network to help small firms apply new technology;
improve product quality, and enter and succeed in new, faraway mar.
kets may soon be seriously tested in the United States. Consider ag
evidence: P ,

In Chehalis, Washington, 200 small wood-product manufacturers
are banding together to market their products jointly in retail out-
lets. Their joint design efforts are meant to lead to the creation of
complementary lines of furniture and accessories, all made from local
wood species. Other forms of cooperation, such as common use of 3.
kiln, are also being explored. ,

Further north, on the Olympie Peninsula, a production network
could emerge in response to concerns about shrinking timber sup-
plies. Primary and secondary wood-product manufacturers in Port
Townsend and swrrounding communities are assessing joint manufae:.
turing opportunities as one possible approach to stabilizing wood sup-
plies within their small region.

In Montana, a new network links diverse manufacturing enter-
prises owned by seven Indian tribes. At present, these operations
mainly serve protected Department of Defense markets, and the
tribes are eager to see them succeed in nonprotected commercial
markets. The network is being asked to clarify the principal techno-
logical, marketing, and training barriers to be overcome. :

On the Minnesota-Dakota border, forty firms have incorporated
the Tri-State Manufacturers Association to help one another modern-
ize and diversify and to preserve their rural communities. TSMA’s
first project, done in conjunction with a local technical college, was a
course in total quality management for workers and managers.

fees and raise them gradually as new services demonstrably con
tribute to profits. This practice not only uses price mechanisms t
ensure that services are client-driven, but sets each program on
financial path that will eventually make it self-sustaining.

The principle of cooperation. In the American business culture, in-
dividual companies are expected to cope by themselves with the
massive changes occurring in the competitive environment. Re-
gardless of size, U.S. firms must independently manage worker:
training, procurement, manufacturing operations, R&D, market-

ing, and sales.

One reason more and more foreign manufacturing economies:

are gaining on us is that they are fostering a different kind of indus-
trial system, one in which cooperation forms: the basis for competi-
tive success. In Italy, Denmark, Japan, and other countries, publie

sector agencies and trade associations actively promote interdepen-

dent relationships among firms. In the process, they have:created

the group clients for public sector services that the efficiency prin-
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Fall River and New Bedford, Massachusetts, apparel contrac-
rmed the Needle Trades Action Project five years ago to stem
or erosion of their industry. Their cooperative efforts in market
Jopment, skill training, and day care have improved the quality
ork life as well as firm productivity. '
Six metal fabricating firms in central Maine are working to de-
produce, and market a new type of road sanding device that has
iotis export potential. Further north, machinery manufacturers
et up a shared computer-aided design station with a grant from
he state’s Science and Technology Commission. Individually too
all to afford the cost of a skilled operator, these firms have in-
ased their competitiveness by sharing staff and technology.
 The Machine Action Project organizes metalworking firms in the
ingfield, Massachusetts, area. Beginning with an innovative ap-
renticeship program that has brought women and minorities into
dustry, MAP has moved on to create interfirm computer links to
cilitate joint bidding and group manufacturing.
A dozen heat treat firms in Ohio have forged an alliance with the
ate’s Edison Materials Technology Center. Their job is to organize
e entire sector (more than 100 small companies). In return they will
e access to the technology resources of the Center and several
universities—in effect a collective R&D division for the entire sector.
_In the Florida Panhandle, five defense industry subcontractors
got the message from a network conference sponsored by the South-
ern Technology Council. Now they market their combined capabili-
—and have penetrated new, high-value-added markets.

ip demands. In line with the principles of sustainability, partici-
tion, and cooperation, the networks they have helped to form are
Iways market-driven and industry-led.

irst step for any state: Recruit brokers

rojects under way in a dozen U.S. states demonstrate the recep-
vity of American business to network strategies (see sidebar). But
fe_W model networks cannot measurably affect regional wealth or
ational competitiveness. Thousands more are needed.

Faced with the need to move swiftly on modernization, any
state’s first step is to recruit knowledgeable and trusted individu-
a}s——from state agencies, local economic development organiza-
tions, trade associations, community colleges, and university exten-
sion projects—for training as network brokers. In the process of

helping manufacturing firms help themselves, the broker has well-
established tasks.

Get them talking. Establish regular communication among firms,
and between firms and those with whom they need to cooperate—
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PART 2

business service providers, labor unions, marketing specialig
product designers, university laboratories, equipment manuf;
ers, and customers. \

Deploy skills, not firms. View firms as “packets of skill and equi
ment” that can be deployed, in changing network combinatig
response to market signals. For example, when a hanger many,
turer is seen as a plastic injection molder, and a breadbox malk,
a metal-forming firm, it is possible to envision forms of coopera
that could move them into new markets.

Spot common needs. Identify critical problems for sector competj
tiveness through constant contact with firms and their markets
Common needs are the basis for collective solutions.

Work toward hubs. Turn what is learned about obstacles to groy
into specialized services—services that no small firm eould possi
afford except through network participation. These erucial coll
tive services will be the hubs around which network cooperatio
coalesces.

In this era of rapid technological change and fierce competit
many American manufacturers are at risk. Given the need tom
ernize thousands of small firms in a short time, state governme
would be well advised to concentrate their resources on coordina
ing services to groups of firms, providing strategic information
growing markets, and catalyzing manufacturing networks. This w
require a reorientation of state economic development policies
a new emphasis on helping U.S. manufacturing firms help th
selves. )

With forceful state leadership, business-government collabor:
tion and network cooperation could expand fast enough and broad
enough to protect our existing endowment of manufacturing firm
and, on that base, rebuild a thriving industrial economy.

Fconomic
Founddations




Developing an
Internationally
Competitive
Workforce

William E. Nothdurft

most since it began, the Council of State Policy and Planning
gencies [now the Council of Governors’ Poliecy Advisors] has fo-
1sed much of its research attention on strengthening state capacity
economic development. In part as a result, many states today
e highly sophisticated economic development departments that

e themselves sources of policy and program innovation.

_ But several months of studying first hand the economic strate-
gies currently being pursued by several European nations as they
ganize to confront the 1992 Single European Market has led me to
conclusion that, I would argue, has sweeping implications for

states. It is not so much a new conclusion as it is a reinforced one. It

is this: State Departments of Economic Development can create the
most enlightened and advanced development strategies in the nation

nd still fail the test of competitiveness, unless their programs aie
backed up by equally enlightened and advanced workforce education
and training programs—because the challenge of competitiveness is
Jundamentally a challenge of competence.

~ During the past decade, while many of us have been scrutiniz-

ing the Japanese, the advanced industrial nations of Western Eu-
rope have quietly pulled themselves out of the doldrums and into
the forefront of the global economic competition. In West Germany,
Sweden, France, Italy, even Great Britain, long called “the sick man

William E. Nothdurft is an independent public policy consultant based in Be-
thesda, Maryland. This article, based upon work funded by the German Marshall
Fund of the United States, is the text ofa presentation made at the annual meeting
of the Council of State Policy and Planning Agencies [now the Council of Gover-
nqrs’ Policy Advisors], Monterey, California, August 1989. Reprinted with per-
mission. )
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of Europe,” productivity has soared, employment has risen, per
sonal income has grown, and exports have increased steadily.

But although these countries have developed highly innovatiy
economic development policies—flexible manufacturing networks
and self-employment schemes, among many others—they are com
petitive principally because they are committed to creating a contin
uous stream of well-educated, highly skilled workers. We hay,
failed to make the same commitment, and our economies are suffer.
ing as a result. Even in the Northeast, in the midst of an historicall
robust economy, welfare caseloads are persistently high even as th
number of pages of want ads in local newspapers exceed the page
devoted to news. People and jobs are both going begging.

One cause of this situation is the educational system itself: th
failure of secondary schools to keep young people engaged in schoo
work and to provide them with the kind of educational and skill er,
dentials that enable them to move smoothly into the workforce, an
a chaotie vocational education and job-training system that ofte
has little connection to the world of work. Even for those who go on
to college, the path between school and work is haphazard; for those
who do not go on to college, or who are burdened with other handi:
caps, the path is often invisible. o

But there are demographic reasons as well: The postwar baby
boom is over and the entry of women to the workforce has begun to
peak. Over the next ten years, more than half of all new workers
will be immigrant and non-white men and women—that is, minori-
ties will be the majority. And this emerging workforce approaches
the world of work with significant educational and skill handieaps.

Meanwhile, at the same time that the education and skill levels
of the workforce are dropping, the knowledge and skill require-
ments of the job market are increasing rapidly.

This mismatch is our economic Achilles’ heel. Create all the eco-
nomic development programs you wish; if you do not correct this
mismatch, economic development will fail.

Allan Larsson, Director General of Sweden’s National Labor
Market Board (and lately a consultant to Michigan’s Department of
Commerece) is fond of saying: “We must create not a ‘high tech’ but a
‘high skill' economy, through competence-building at all levels of
education and business.”

This commitment to competence-building is the key to the eco-
nomic success of Sweden, West Germany, and several other Euro-

pean nations, and it holds some important lessons as you seek to
strengthen your economic development programs. Consider the
programs under way in three European nations with very different

political and economic philosophies:

Sweden’s public education system begins‘introd’ cing children to the
world of work by the second grade. By the time they reach upper
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dary school, young people will have chosen from among more
400 lines of study aiming at credential-building in a specific

e or line of work. By their final year of secondary school, these
dents may spend as much as 60 percent of their school day work-
in a specific industry and putting the finishing touches on their
rk skills. 90 percent of Sweden’s young people go through this
cess; the balance are given special attention and gently guided

a course of study and skill-building that suits them. Once in the
or force, a national employment service links them with jobs and
ationwide, but private, training company assures them that

hey can always upgrade or alter their skills. Education and train-
curricula are developed jointly with employers and labor unions
d all employers participate in the employment service.

Yest Germany has the world’s best developed apprenticeship pro-
am—called the “dual system” because it is jointly operated by
idustry and the vocational education system of every German

nd or state. Like the Swedes, German children are introduced to
he world of work at an early age. By the equivalent of the 10th
rade, roughly 80 percent of these young people will enter the Dual
ystem. They will choose from among hundreds of occupations, ac-
uire an apprenticeship in a private company in their chosen field,
nd spend the next three years developing skills—four days a week
n the job to gain practical skills and one day a week in a local voca-
onal school to gain theoretical skills. Industry-run Chambers of
mmerce operate their own schools to ensure that young people
prenticing in small shops receive as broad an education as those
 bigger and better-equipped factories. The partnership between -
Euslcin;ss and public education is long-standing and carefully pro-
tected.

Great Britain, with perhaps the weakest workforce in Europe, em- -
barked several years ago on a multi-billion dollar package of
programs to ensure skill development in school, remedial skill-
building for out-of-school young people, and retraining for adults as
well. Keenly aware of the challenge presented by the 1992 integra-
tion of the Common Market, the British realize that compet-

iveness will be judged on product quality and that product quality
will be determined by worker quality.

' Despite .their deep-seated cultural and political differences, all
three countries can read the writing on the economic wall.
In addition to these and other individual workforce compe-

- tence-building programs, there are at least three EEC-wide action
_ brograms currently under way: (1) a program to smooth the transi-
’ tion of young people from school to work with a special emphasis on

industry partnerships; (2) a program to raise the standards of post-

compulsory school vocational training to ensure that it results in
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recognized quality is what creates competitiveness; we must
erstand that recognized workforce skill is what creates quality.

we can no longer survive simply by trading with ourselves,
o must respond to this principle.

recognized qualifications; and (3) a parallel program to upgrade
keep current the working-world relevance of compulsory school ¢
ricula. Thus, even as they compete with each other, EEC countrj
are also cooperating with each other on the workforce competen,
issue, even to the extent of establishing a special fund to provide
technical assistance to lesser-developed members such as Sp
Portugal, Greece, and Ireland.

T’ve written a book, called SchoolWorks, for the German May
shall Fund of the United States exploring some of these workforce
education and training programs in detail. In this article, let me pre.
sent just a few basie principles I draw from the successes in Europe

rinciple 4. Creating a competitive workforce requires partnerships be-
seen labor, business, and government. Not even the most central-
od European nation pretends that creating a highly skilled work-
rce can be accomplished by government alone. In one form or
jother all of these programs are jointly conceived and executed by
bor, business, and government, and the role of business owners is

ucial-—both in the development of policy and in its operation.

Principle 1. Work is the defining element of human existence; cash in
come maintenance payments do not substitute for work. European
education and skill development systems are aimed at assuring th
currency and marketability of the skills of every single adult, no
just those who are unemployed. But they also take pains to mov.
those who have been shunted aside, for whatever reason, back int;
the mainstream. The priorities are as follows: (1) make sure basi
needs are met, (2) provide education or training immediately, (3
provide a clear path to a job and placement assistance, and then an
only then (4) provide welfare payments for those who cannot secur
work, but make them contingent upon continued participation i
training and employment efforts. Investments are significant, bu
felt to be far less than the cost of widespread welfare and associate
social pathologies.

Principle 5. There are no quick fixes; building workforce competence
requires long-term investments and’ a patient, ewperimental atti-
tude. Especially in Sweden, but elsewhere as well, establishing
first-rate education and training systems has involved steady and
patient planning, trying, evaluating, revising, and trying again—
recognizing that no one has “the answer” and that, in any event, the
target is constantly moving. What's more, the best programs are
customer driven and must change as customer needs change. The
best programs require a commitment and investment by partici-
pants and, in turn, must assure participants that they will have the
flexibility to craft their own futures. In contrast, U.S. programs are
forever in.search of the single sweeping solution and typically force
clients to jump through eligibility hoops that have little to do with
tl.leijlf real needs or interests. As a consequence, they fail—expen-
sively.

Principle 2. The key to producing a work-ready workforce is a first-rat
educational system with an explicit and significant work experience
component. In the absence of connections with the world of work,
education flirts with irrelevance. In addition to assuring that young.
people leave school with recognized credentials, the connection to
the world of work also helps the educational system to adapt to
change in the real world, keeping it fresh and current. How Euro-
pean nations make the connection between school and work varies _ training system is in place—both for students entering the work-
with their experience and cultural traditions, but the commitment force, and for workers who wish to, or must, change jobs. Where
to a seamless transition from school to work is absolute. ' _ the concept of “life-long learning” is a trendy bit of theory among
fadu_ca_xtion professionals in the U.S., it is an accepted fact of life for
_individuals in many European countries and in the businesses for
- which they work.
In the end, the European and American approaches to eco-
_ homic competitiveness boil down to a simple distinetion: While the
 United States worries about the competitiveness of companies,
many European nations focus on the competitiveness of individuals,
believing—I think correctly—that when individuals are competi-
tive, companies and nations will be competitive as well.

_ Principle 6. Compulsory school cannot produce fully prepared work-
_ers; everyone meeds further training. Even Europe’s best, most
_ working-world-relevant compulsory school systems—and they are
_very, very good—don’t expect their graduates to be fully prepared
for the world of work. In every case, some post-compulsory school

Principle 3. Public education and job-training programs must provide
their clients with recognized and accepted credentials. The 1992 inte-
gration of markets for products and services has forced European
countries to implement what in the U.S. is still a theoretical notion:
that people should have “portable skills”—that is, that their creden-
tials should be universally recognized and respected. The competi-
tion created by 1992 demands such a system. In the U.S., competi-
tion—from Europe, the Far East, and elsewhere—is not yet
immediate enough to force this issue, yet it is just as real. We know
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new interest in risk-oriented programs, including equity,
yenture and working capital investments

2inility: a recognition that tephnolog_y is an important compo-
d?,bfl‘ ;sysistance to traditional industries, particularly

' zghe?‘ education: an increased awareness that higher educational

Perspectives on the = = w
Third Wave

Walter H. Plosila

nt%eﬁrenews: an increased interest in working with and involving
preneur-driven businesses; this was in contrast to publie
gen"c:y focus on Fortune 500 firms during the 1960s and 1970s.

As to the effectiveness of individual components of these 1980s-
yle technology innovation efforts, the jury is still out. It may stay
ut for a considerable while, due to the failure to build aceountabil-
y and assessment measures into these programs from the outset.
At the same time, evidence is emerging from programs like
ennsylvania’s Ben Franklin Partnership, Ohio’s 'I.‘homas' Edison
chnology Centers and Indiana’s Corporation for Science and Tech-
ology that new relationships have been forged and new capacities
tablished that link technology to economic development. More-
ver, at least a few jurisdictions are establishing new public sector
roles and functions.

Technology innovation and development emerged as a major com-
ponent of state and local economic development strategies during
the 1980s. By the end of the decade, forty-four states had some type
of technology program. :

These state programs could be classified in several ways. The
predominant program component was technology and research cen-
ters—accounting for 41 percent of state technology development
funds—followed by research and development grants, technology
transfer mechanisms, seed/venture eapital funds, and technical and
managerial assistance. In addition, many states and localities initi
ated major capital programs for research center facilities and equip-
ment, set up incubators, and launched research parks.

By and large, most state and local efforts were designed to in-
tervene at a later stage in the innovation process than had tradition-
ally been characteristic of the federal science and technology policy,
focused largely on basic research, that preceded them. A few
states—Michigan and Pennsylvania, for example—began to pro-
vide services throughout the innovation process.

odels for impact

State and local technology development programs, like other com-
ponents of economic development strategy, need new orgamzathnal
structures, new types of delivery systems and modes of operation,
and improved management and development incentives. In short,
they need to'adopt Third Wave principles.

‘Third Wave thinking has already arrived in some aspects of
state and local technology development effort. But more is called
for. Five aspects of the design of state and local technology devel-
opment efforts should be addressed: leverage, operating intermedi-
aries, competitive and incentive-driven framework, integrating ef-
_ forts, and accountability.

The 1980s boon: New emphases

As would be expected in a period of ferment and experimentation,
many of these relatively new state and local efforts were frag-
mented, haphazardly organized, and not well-linked to—or rein-
forcing of—each other. On the other hand, the programs offered the
paradigm of state and local economic development practice several
new emphases, namely: : S

Leverage Several technology development programs adhere.to
_ one Third Wave principle: they require that private sector funding
be committed to the effort before public resource commitments are
made. But more need to follow this leveraging principle. )
~ One example is Pennsylvania’s Ben Franklin Partnership Pro-
_ gram, which links private sector firms with the specific research
capabilities of educational institutions to help “spin-in” advanced
technology applications to existing industries and “spin-off” new
products and firms on the leading edge of innovation. The Partner-
ship’s grant program requires that one dollar of private support

Reprinted by permission of the Corporation For Enterpffse Developmé’ﬁﬁ '(CFED)
from Entrepreneurial Economy Review (Autumn 1990): 11-15. CFED, 777 North
Capitol St., N.E., #801, Washington, D. C. 20002. -
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industrial and university support.

and applications.

research projects they wish to sponsor.

member firms.

manufacturing competitiveness of its members.

The Edison Welding Institute: An intermediary organization

The Edison Welding Institute is a functioning example of a Thip
Wave intermediary organization for technology development. I,
cated in Columbus, Ohio, the Edison Welding Institute (BWI) is o
of Ohio’s nine Edison Technology Centers. The Institute represents
the type of intermediary orgamization that brokers and utilizes the
resources of government, industry and higher education throy
shared ownership. To date, it has received over $30 million in sta

EWI was formed out of the merger of a National Science Foun
dation—funded university-based center, the welding activities of 3
contract research center—Battelle Memorial Institute—and the
U.S. members of the United Kingdom-based Welding Institute, =

Today, EWI works closely with Ohio State University’s Welding
Engineering Department, particularly in basic research areas thy
take best advantage of faculty interests and expertise. Ohio State, as
part owner of EWI, has provided five years of rent-free use of one ¢
its buildings, and holds two seats on the Board of Trustees.

EWI is operated by its 228 industrial members, who elect its
Board of Trustees as well as an Industrial Advisory Board. The
Board selects research projects and establishes service priorities.

The Institute is organized into three units—research, education

Research Research may be cooperative, involving Ohio State Uni.
versity and one or more members as well as EWI staff; it may be a
single-firm project or a group project. Confidential proprietary re-
search activities are permitted and members have a say over how
their dues are divided between core efforts, specific services, and

Education The education and training agenda of EWI builds on the
results of its research efforts, integrating the results of research into
education and training services. Educational activities include oppor-
tunities for member firms to interact with EWT’s 50-person staff, and
to participate in workshops, seminars and conferences. EWI pro-
vides a considerable amount of information to its members through
videotapes, inspection and training aids, and training and develop-

ment consulting services. The education and training role includes.
“hands-on” work—even designing operator and maintenance manu-
als and providing customized training programs for large and small

Applications The third major focus of EWI—applications—also
builds on the Institute’s research expertise, actively assisting firms
to use research in their operations. EWI’s applications work can in-
clude providing problem-solving services to one or more members at-
a firm’s site or at EWT’s facilities. Applications engineering services
assure that the Institute not only “thinks” but “acts” to im

prove the
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ch dollar of public support. The university and the firm in-
in a project with the Center must reach agreement—and put
ommitment in writing—before public funds are released.
wise, before an Ohio Thomas Edison Technology Center can ex-
public funds, the private sector match must be in hand. Such
ge provisions and private sector commitments allow the mar-
to drive the program, helping to assure that the private sector
tting the agenda. o ) ,
Another example of leveraging is found in se;veral states’ ef-
s to increase the seed and venture capital available to start-up
s. Replacing the traditional loan finance programs directly op-
ed by government, seed/venture efforts in Penn_sylvama, M1c¥1—
gan and Maryland have attempted to leverage public funds and, in
o process, permanently change private sector behavior. These
tes have required between a 2- and 3-to-1 private-to-public ratio
- the dollars a client firm raises.
Moreover, some states invest public funds to create larger,
ately-managed funds. The public role, besides being lead inves-
. is limited to selection of the general manager and certification of
match, along with after-the-fact monitoring of results. Public
funds are treated in these deals much like private funds—as invest-
ents that carry both the risk of failure and the possibility for good
-eturn. The public policy objective? Stimulate greater amounts of
ate funds for firms at the critical start-up and expansion stages,
ut do so in 2 way that will encourage a long-term change in private
tor behavior and practice—that is, more ongoing investment in
ed and expansion capital.

Operating intermediaries Effective state technology develop-
ment programs, rather than take on day-to-day program manage-
ment ‘and functional responsibilities themselves, have operated
hrough locally-owned intermediaries, usually non-profit organiza-
ions. In contrast to most public bureaucracies, these intermedi-
aries are able to respond quickly to industry’s demands. They are
exible in attitude, responsive to the customer, and see their role as
investors—all aspects of Third Wave organizations. They function
as what Richard Hatch calls “brokers,” or facilitators, rather than
s direct service providers.

~Although they seem to have some characteristics of intermedi-
aries, university technology centers, whether based on campus or
in an affiliate arrangement, are by and large still making Second
Wave adjustments. Many states, including New York, New Jersey,

Minnesota, Kansas, Iowa, Maryland, Virginia, Washington, and

Utah, have used such centers. But the firms they serve have gener-
ally been Fortune 500, not the newly important small- and medium-

sized firms. Their focus has been the development of basic or funda-
mental knowledge, with only minimal attention devoted to critical




52 Local Economic Development

information and applied R&D.

But there are now many examples of movement toward using
effective intermediaries. High Technology Councils have been eg.

tablished throughout the U.S.—in Pittsburgh, Kansas City, C
cago, suburban Maryland—to be network brokers. Effecti

technology-oriented incubators in some communities have gone be:
yond simply serving their tenénts, playing a broader broker role iy
their communities. Some state technology development programs
locate primary decisionmaking responsibility in regional broker or.
ganizations. Intermediaries don’t always do it all themselves; they
often contract out for R&D and other entrepreneurial development
functions, the Ben Franklin Centers being a good example. State
and local government roles in these entities range from partial

owner or investor to promoter.

Other new organization models are emerging that provide an
additional alternative to the traditional research centers. These
mechanisms, generally called “consortia” or “networks,” are more
often found in Europe than the U.S., and are designed to service
small and medium-sized firms. In my parlance, both consortia and
networks are groups of firms that come together to define, organize
and/or provide some needed information or technical assistance ser

vice. Consortia are more formally established, with staff and fac

ties, whereas networks may involve less formal associations among
firms, without dedicated staff. In either case, they are “market
driven” in design and implementation, with a particular focus on
product prototype design, technology transfer and international

marketing services. ‘

Three standout U.S. examples of consortia include Ohio’s Edi-
son Technology Centers, the Michigan Strategic Fund-supported
Technology Centers, and Pennsylvania’s Ben Franklin Partnership
Programs, supplemented by a new initiative to form networks
through trade associations. These new structures include some of
the key components of a Third Wave organizational design for tech

nology development:

Centers are non-profit membership organizations, private and in-
dependent, with shared involvement by industry, university and
government partners.

Higher education is an important but not dominant partner.

The public sector role is primarily limited to that of eatalyst or
facilitator.

Public support is given for both core (research) and proprietary
(product development) projects using a competitive process.

Public funds leverage private funds with private sector commit-
ments made up-front.

services like technology transfer, testbeds, demonstrations, marke
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ters provide a comprehensive range of sérvices, with particular
hasis on design, marketing and information services. R&D is
the exclusive focus.

petitive and incentive-driven framework Ohio and Pennsyl-
2 have built another Third Wave principle—competition—into
- technology development efforts. In each case, state-supported
nters compete for a share of state funds available._They must
monstrate, both on a quantitative and qualitative basis, that they
t overall program objectives.

Another example of incentive-driven effort is technology incu-
tors, usually located near universities. In return for access to uni-
rsity resources and below-market-rate rents, incubator tenants
the University of Maryland and Lehigh University must give up
small equity in their firm. Public funds help underwrite the incu-
tor’s operations. In turn, locating in an incubator helps improve a
frm’s survival rate, securing the public’s long-term investment in
e firm.

tegrating efforts Technology development efforts embrace
any state or local government agencies and departments. But
technology programs have generally failed to establish synergy
ong these agencies. In part, this has been due to a lack of an
erall set of policies and strategies to provide a common frame-
ork under which reinforcement and linkages might oceur.

_ Intermediary organizations can play a critical role linking ac-
tion, policy and strategy, serving as sort of a “railroad roundhouse,”
directing traffic, resources, and activities. Pennsylvania’s Ben
Franklin Partnership Centers do this, with over $25 million in an-
nual project grants to use as an incentive, along with a mandate to
do much more than R&D. New York and Maryland have set up re-
gional councils that play a similar role, but without benefit of grant
funds to administer.

 Assigning delivery of programs to the regional and loecal levels,
rewarding performance and linkages through a competitive alloca-
tion process, and sending the same message of reinforcement to
each element of the delivery system will more reasonably assure
that efforts will be integrated than will any coordination by govern-
ment fiat. '

Accountability Because public technology development programs
have generally lacked a competitive nature, they have also diseour-
aged the development of accountability mechanisms. In the new ef-
forts, one surrogate accountability mechanism is the leveraging of
. _private sector funds. Private sector funds and support are not likely
_ to continue over multiple years if progress—and profits—are not
_ being achieved. In short, leveraging is a good design measure for
accountability as well as impact.
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Unfortunately, nearly half the state and local technology i
vestment in this country still goes to research centers, many of
which do not require matching funds or industrial involvement in
their efforts. Consortia and networks, on the other hand, are by d
sign required to establish accountability. Their members will not re.
new or pay their dues if they are not satisfied. Consortia, while hav-
ing to expend consideraple time in maintaining membership
satisfaction, provide a market-driven alternative to research cen-
ters. Consortia serviees—Ilike transferring technology and provig-
ing market and design services—generate direct member feedback,
assuring more effective utilization of resources. ,

Generate competitio?z. Provide ongoing funding through a competi-
 tive process. It designs accountability in and furnishes a basis for
future investment.

 Fill gaps and change behavior. Design and provide public programs
 that fill actual gaps in needed activity and encourage changesin -
private sector behavior—so that the gaps don’t reappear in the
future. :

Invest, don’t grant. Use pub_lic funds as investments rather than as
grants or loans to firms. This compels both the public and private
_sectors to share risk and reward.

~ State and local technology development efforts should remain
pluralistic. There are roles for higher education institutions and re-
sea:gch centers, matching grants, incubators, and seed and venture
capital. Third Wave principles can help guide and improve these
programs, further demonstrating the effectiveness of these experi-
ments in our states, regions and communities.

Eight design rules for impact ;
State and local technology development efforts represent “novel ex
periments” and are important components in building state and local
entrepreneurial economies. Small firms account for much of the in
novation in this country and a disproportionate share of the job
growth. Large firms rely on technological innovations from small
firms to maintain their competitive edge. If state and local technol
ogy development efforts are to contribute to these efforts at a suffi
cient scale and with significant impact, they must give more atten
tion to Third Wave organization and design characteristics
Utilizing Third Wave principles, I can suggest eight rules for im:
proving the design and operation of state and local technology inn
vation programs in the 1990s.

Build networks and consortia. Give as much, if not more, support to
building network and consortia arrangements as is now given to
university-based research and industrial affiliate centers.

Establish local intermediaries. Develop local intermediary organiza-
tions with sufficient flexibility and resources to offer incentives for
linked programs and efforts.

Wholesale services and programs. Provide funds and services on a
“wholesale” basis to such intermediaries, allowing them to leverage
those resources and become the service delivery agent for their
natural constituencies, instead of having state government itself di-
rectly provide—or “retail”—its programs. This helps build loeal
ownership and private sector leadership.

Require leverage and commitment. Assure a more market-driven ap-
proach by building such principles as leverage and private sector
commitment into public policies and decisions.

Make policies and programs comprehensive. Address technological
innovation through comprehensive rather than narrowly-defined
programs. For example, don’t separate the needs of manufacturers
from the rest of industry, or limit a program to simply funding
R&D while not including an entrepreneurial support role.




Picture a black urban community of 80,000 in which crime, drug
abuse, and unemployment have reached such levels that landlords
are deserting their buildings rather than trying to sell them. Now
picture the same neighborhood 15 years later, with $160 million in
new investments, 350 large apartment buildings rehabilitated, and
property values rising five to seven percent a year. Hundreds of
businesses have started, and thousands of people have received
remedial education, job training, and job placement. The commu-
nity is stable, erime is down, and the crack epidemic hasn’t taken
root. Yet none of this has been accomplished through gentrification.
The community is still 99 percent black. Rents are still fairly low.
People on welfare can still afford to move in.

- Now imagine that all this is the result of an anti-poverty pro-
gram that cost only $10 million to $12 million. If this were a govern-
ment program, we would have replicated it a thousand times and
declared victory in the war on poverty. But it isn’t, so we have vir-
tually ignored it.

The “program” is the Shorebank Corporation, in Chicago’s
South Shore neighborhood. Shorebank is a holding company that
includes a bank, a real estate development corporation, a small ven-
ture capital firm, and something called The Neighborhood Institute,
which does low-income housing development, remedial education,
vocational training, and the like. Within a small circle of foundation
people and anti-poverty activists, Shorebank is legendary. In Wash-
ington it is almost unknown. Yet it is the perfect model for the
1990s: inexpensive, market-oriented, and entrepreneurial.

T —

Reprinted by permission of THE NEW REPUBLIC, © 1989, The New Republie,
Inc. The article was originally entitled “A Poverty Program That Works: Success
Comes to South Shore, Chicago.”

A Poverty Program
That Works

David Osborne
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~ Because it ig subsidized by philanthropists, Shorebank does
_something the private sector normally cannot do: it makes invest-
ments whose returns are often slim to nonexistent. Because it is a
- pusiness tha§ will go under if it makes too many bad investments, it
does something government normally eannot do: it invests only in
‘peop!e who ha_ve the savvy and commitment to succeed, whether by
starting a business, acquiring a skill and a job, or buying and reno-
vating an apartment building. Government normally spends its
money 1n response to community desires, political clout, or need.
horebank seeks out those who can thrive in the marketplace, then
gives them support. In the long run, success in the marketplace—
EOt good intentions or piles of money—is what improves people’s
ves. '
: Shorebank’s one big weakness is that although it pays for itself,
it is not p_roﬁta_ble enough to convinee other entrepreneurs with cap-
ital to imitate its success. After 15 years, it is clear that the Shore-
bané( model will not spread unless the public sector is willing to in-
vest.
Shorebank was the brainchild of Ron Grzywinski, a grayi -
_ year-old who looks and talks more like a scholar than angrerﬁlfegi)gg-
neur. In the late 1960s Grzywinski owned a small bank in Hyde
Park, home of the University of Chicago. Adlai Stevenson III was
_ state treasurer. Searching for a way to help the ghettos, Stevenson
 decided to de_eposﬁ: state funds only in banks that agreed to create
units specializing in minority business lending. Grzywinski asked
Mﬂton_ Davis, a former Chicago chairman of the Congress on Racial
Equality (CORE), to run his minority business program. “We were
getting tired of sitting in and getting thrown out by the Chieago
pohc%, and ]\;)vetvgere ciiscti]sfsing what else we could do,” Davis re-
members. “But I must confess it had never o '
bank might be a vehicle.” courred fo me that »
Davis hir_ed Jim Fletcher, a black assistant director in the fed-
eral Qommu:_mty Action Program—who, like Davis, had no experi-
ence in banking. Grzywinski hired Mary Houghton, a white 27-year-
old graduate of the Johns Hopkins School of Advanced International
Studies. Together, the four of them made the program work. “Be-
calise we were running something that was less torpid and more
serious than the large banks were, we outperformed them,” says
Houghton. “And we just got to thinking, ‘Well, if we can do this
tnck(,j'}vlr;hat would be the next trick?”
; 'gago is often considered the most segregated city in Amer-
lca. Residents joke that the definition of intg:grgation is )t;he period
betweer_l the arrival of the first black family and the departure of the
last white family. When neighborhoods go from white to black
bé}nks_ and other institutions normally quit investing, hastening the
slide into decay anq depopulation. Watching this happen all around
Hyde Park, Grzywinski and company began talking about how to
reverse the process, how to bring capital back into black ecommuni-
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trip, looked worse than it had in 1973. With small stores and little
arking—not to mention threatening teenagers loitering on the
ewalks—T71st Street merchants could not compete with the shop-
ping malls. The most dramatic failure came when a black merchant
seated catercorner from the bank—who was one of Shorebank’s
first and most promising borrowers—tied up two Small Business
dministration employees who had come to foreclose on him and
nurned down his building, with them inside.
_ Throughout the '70s the bank limped along, its profits in the
pottom 25 percent of all banks, federal examiners pressuring its
managers to tighten up their loan portfolios. As high interest rates
puffeted the Rustbelt economy, two black-owned banks on the edge
of the neighborhood failed. South Shore Bank survived primarily
through the invention of what it called “development deposits”:
large deposits made by institutions and wealthy individuals who
shared the bank’s social goals. Some depositors accept below-
market rates to subsidize Shorebank’s work, but generally these de-
posits offer market rates of interest. Even so, it took an intensive
nationwide effort to attract them, since the bank’s neighborhood

ban_k wanted to pull out; it did not
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ses, the results were dismal, Most of the
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_ wasn’t exactly filled with eager depositors. Today development de-
_ posits account for almost half of the bank’s $150 million deposit base.
; Gradually it became clear that the key to stabilizing the neigh-
_ borhood wasn’t so much reviving its commercial areas as rehabili-
_ tating the apartment buildings that housed 70 percent of its people.
When buildings are abandoned in a neighborhood like South
Shore—as they were in rising numbers throughout the '70s—the
empty hulks become targets.for arson, hangouts for drug dealers,
and homes for junkies. Crime grows, law-abiding residents flee, and
more buildings are abandoned. Once things get that bad, no amount
_ of loans or rehab projects will stop the process. Besides, most resi-
dents worked outside of South Shore, so bringing jobs in was less
important to them than saving the existing housing. Milton Davis
recalls: “They were saying, what are you going to do with upgraded
commercial areas if you have nobody living in the neighborhood?”
At the time, financial institutions refused to offer mortgages on
apartment buildings in Chicago’s poor, black neighborhoods. They
had tried and—as Grzywinski was warned by the chairman of one
local savings and loan—they had failed. But Shorebank’s managers
‘decided to try anyway. They put in charge a young man who had
started with the bank as a teller supervisor, Jim Bringley. Bringley
is a nuts-and-bolts, blue-collar, get-it-done type. Slowly, carefully,
he began lending to people who wanted to buy apartment buildings.
He started with three- and six-flat buildings and gradually moved
up. He only made loans in South Shore, and only to people who
agreed to rehab their buildings. He then worked with them closely,
even sponsoring monthly meetings where the growing stable of
landlords could swap trade secrets.
For the most part, they were people who had never before been
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ts that result in successful individuals, businesses, or build-
t doesn't—if Grzywinski and his colleagues don’t get some
n their investments—they’ll soon be unemployed (and,

ment mortgages,
Shorebank’s managers do not claim

. ' important in their particular case, theyll have seen their
‘work in the very worst ghettes. But the v;;gj:t ﬂﬁgt mOdel'W‘o die). i i lightly different ion of th del
the most attention, are actually less re Tive o, Whic orebank is creating a slightly different version of the mode

Presentative of ?
poor neighborhood than are South Shore and Austin.t}(lzgt?

Arkansas, in partnership with the Winthrop Rockefelle
ation. Others are trying to replicate the Chicago model in
York, Washington, and Omaha. But none of the three has been
raise the $5 million to $10 million they need to get started.
is where government must step in. If we want to see more
banks, we need a source of capital. (We also need an institute
ain the people who will run them, but that’s anqthgr stor.y.)
ut government as an investor, the most dramatic inner-city
ess story of our time will remain the exception, not the rule.
This is not to say the model will be easy to copy, even with gov-
ent help. Shorebank’s success depends, to an unknown degree,
he extraordinary qualities of the people who run it. Moreozier,
; . rtant part of that success lies in the rogram’s very insula-
hope and teaches important lessons, First, it demonstrates the n ’f%')c?m thelzieadening hand of governmenlt) bureaueracy. If gov-
than simply spending more mone ace In a poor community, rath ent is willing to provide equity investments to private devel-

i ital i Y. In many poor communifies, ¢ and, perhaps, access to government deposits
only inflow of capital is government transfer payments, In Sz)ult;l o anks oy g ’

For most poor neighborhoods, Shorebank’s success offers gre:

generate more mone gram might work, If government treats development banks as

overnment programs, required to meet all the public accountability
bankS%gﬁii{; Shorebank demonstrates the andards aﬁd %o jump through all the bureaucratic hoops, it will
have the credgigi‘ftmment programs, banks . ever work.
to invest. And th v neeged to convince other fin “Sometime in the last century or before ” Grzywinski says, “we
residents: people &y tzen an unmistakable signal to 5 community’ gured out ways to create universities and hospitals as major not-
nei hbor};pd P AJWI money have confide r-profit organizations that were capitalized either with public
- od. £lso, residents view a b ds or private funds, to achieve a public purpose. We created
lem in a way that they would be substantial, permanent, and in the
arketplace. They have to be managed like businesses. And one

uld ask, ‘Why don’t we create development institutions the same
ay?) ”
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e Suburban Growth
Corridor: Defining the
| New Economic

Geometry

George Sternlieb and James W. Hughes

The enormous U.S. commerecial construction boom/bust of the 1980s
s been a staple of the mass media. Tales are commonplace of real
tate fortunes giving way to record vacancy levels in the mineral
d natural resource capitals of Houston or Denver. At the other
d of the spectrum has been a shift in attention from New York’s
emise to the phenomena of Madison Avenue store rents of $300 per
uare foot and White Plains traffic gridlock. And it is the latter that
as elicited the new media fascination: the suburban growth corri-
. A Princeton corridor in New Jersey, with more than 10 million
uare feet of office space—Ilittle of it more than a few years old—
12s many counterparts throughout the country.

‘What has not been appreciated, however, is that the sheer scale
f this construction binge has defined the pattern of suburban/exur-
an development for the next decade. Aided and abetted by gener-
us—perhaps overgenerous—tax depreciation allowances, the fu-
fure skeleton of the American economy is being set in conerete.
While many suburban growth zones may be currently overbuilt, the
jery scale of development that has been oceurring within these
ones serves to limit the potential of alternative future sites—both
enter city and exurban.

The development community took nearly a generation to

eprinted with permission from Economic Development Commentary (Spring
986). Economic Development Commentary is published quarterly by the National
ouncil for Urban Economie Development. CUED is recognized as the preeminent
ational organization serving local development professionals from both the public
nd private sectors. Throughout the year, CUED supports its members through
imely conferences, up-to-date information, legislative reports and newsletters,
horough review of specific economie development techniques in its quarterly jour-
al, and aceess to some of the best economic development reports in the country.
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" 1985, the U.S. economy was able to digest about 250 million squar,
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awaken fully to the possibilities of the new 100 percent locatig
the metropolitan circumferential highways and their radial cory
outgrowths. It has taken only a half-dozen years to build well y,
the market saturation level. The “bargain” rents spawned by
current-speculative boom, however, will slow future growth, 1
ongoing joke in the Houston market is five years’ free rent f
three-year lease! As this scehario multiples, the ramifications wyj
be substantial, but a suburbanized economy will have come of a5

and with it new public policy implications.

Development or debacle? ,
The very name “suburb” still conjures up visions of an earlier erg
quaint bedroom hamlets populated by downtown commuters. B
today, large-scale post-industrial corporate settlements and thej
service retinues define the development action. A new shape an
logie prevail. The basic numbers on office construction and its lo
tion tell the tale.

The arithmetie of the sizzling 1980s’ office market and the di
lemma of overexpansion are relatively straightforward. As detaile
in the 1986 Dodge/Sweet’s Construction Outlook, from 1981 throug

feet of new office construction per year. But during this five-ye
period, annual additions to the office inventory averaged 300 millio
square feet. As residential construction faltered from the recor
years of the 1970s, the nation’s builders went on an office construe
tion binge. Over 1.5 billion square feet of office space were con:
structed between 1981 and 1985, a quantity sufficient to shelter th
entire service-producing sector of the West German economy.

But the gap between space availability and the U.S. economy’
consumption requirements is growing, suggesting that substanti
cutbacks are going to be required in the level of new construction to
absorb the present and pending overhang. The future is clear and i
based on the following rationale.

Office space allocated per office worker has expanded enor-
mously over time. Planners were using a parameter of approxi-

mately 150 square feet per worker as late as the mid-1960s; the pre-

sent standard is slightly in excess of 200 square feet. The reasons
for this growth vary, from the necessity of housing more equipment
per worker associated with office automation to the tendency for
firms to rent not the space they currently need—but the square
footage they envision growing into. Considering current space re-
quirements in conjunction with employment projections (in excess

of 1 million office jobs per year) and estimates of obsolete building

replacement, Dodge/Sweet’s Construction Outlook projects a sustain-
able future demand of 250 million square feet for the balance of this
decade. This is consistent with the actual experience of the first half
of the 1980s.

With an excess over normal vacancy rates of between 200 and
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million square feet of space already available to meet this de-
and, only 200 million square feet of new construction per year can
. sustified for the next five years. This is fully one-third less than
preceding five years (1981-1985), but it still may represent an
timistic expectation.

While there has been much discussion of wholesale obsoles-
nee of older office facilities as “smart” structures are required to
use modern electronic equipment, this rationale has not yet pro-
ded sufficient justification for increased utilization of newer build-
gs at the cost of the old. Indeed, an argument can be made that
30s” electronics require less in the way of building retrofitting,
heavy-duty air conditioning, ete., than did the predecessor technol-
ywies of a decade ago. And as paper storage of records gives way to
ormously capacious electronic memories, the potential of physical
shrinkage is made even more evident.

. There are striking flywheels of custom that inhibit change, as
witness the law firm library continuing to occupy expensive space

hile the researchers use LEXIS, alegal data base. But finally even
this is made mutable by time, thus potentially reducing ultimate
space requirements.

Increasing suburban dominance

Somewhere in the mid-1970s, for the first time in history, more office
space was projected for suburbia than for the classic central busi-
ness distriet (CBD). While this was not achieved until after the dec-
ade ended, the secale of suburban dominance of this traditional,
central-city downtown function is remarkable. By 1985, two out of
every three square feet of new office construction was begun in sub-

_ urbia.

The vigor of change is indicated in Table 1, which illustrates

_ Table 1. 1985 office space in 24 metropolitan areas (million square feet).

Source: The Office Network Ine., National Office Market Report, Fall/Winter, 1985.

Total existing Existing space

office space Number Percent available Number Percent
Total 1,333.2 100.0  Total 217.5 100.0
CBD 580.3 43.5 CBD 75.7 34.8
Suburban 752.9 56.5  Suburban 141.8 65.2

Under

construction
Total under (available
construction for lease)
Total 177.1 100.0  Total 148.4 100.0
CBD 64.6 36.5 CBD 52.1 35.1
Suburban 112.5 63.5  Suburban 96.3 64.9

Note: In 1981, the suburban market (outside CBD) accounted for only 48.6 percent
of existing office space.
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office space in 24 major metropolitan areas in 1985 as compile
' The Office Network. In the areas under consideration, there v
total of 1.3 billion square feet of existing office space. Only 43 5
cent of it, however, was in the CBD; the balance was in subuy
compared to only 48.6 percent in suburbia in 1981. The dispro
tion is made even more evident when the total space under
struetion is isolated: 63.5 pércent is suburban. ‘
The sheer vigor of suburbanization has yielded even gre
shares of the space available (vacancies), as contrasted with the ¢
tral business district. The very fact that funding can be secured
and buildings generated—in the face of such vacancy concentratig
indicates not only the problems of a long pipeline (buildings start
in times of severe shortages often come on-stream when there is
excess of space) but also the vitality and future expectations of th
market. Suburban vacancies approach nearly 20 percent, the G
equivalent barely 13 percent; yet the thrust of new construction
still suburban, mainly in development corridors. .
The rise to prominence of the suburban growth corridor is th
result of many factors. While precise causal linkages are elusive, wy
have attempted to illustrate at least the general parameters in Fig.
ure 1. Three initiating factors are important: the evolution of the
American economy to the point where the service sector is the over
whelmingly dominant growth element; federal financial deregula
tory actions and tax legislation, which provided enormous incen:
tives for real estate investment; and the third-generation impac
of the nation’s interstate highway system. These development;
have tended to foster, respectively, intensive metropolitan servie

massive office construction and overbuilt markets, and sub-
growth corridors marked by concentrated office development
netropolitan ring highways.
o scale of overbuilding and the development overhang that
esulted are unprecedented in post-World War II annals; in
nce, they represent the establishment of the Amemcz}n econo-
#oture infrastructure. The phenomenon is so substantial that it
slower future development growth and the preemption of
rnative spatial development competition. The future will be de-
y a maturing suburbanized economy with national gz_'owth in-
ments increasingly attached to the emerging concentrations.

new economy -
eseribe America’s economy as service dominated is now a plati-
The sheer level of change, however, is worth reviewing. Ag-
alture took 300 years to give way in total employment to manu-
turing—a passing of the banner that did not oceur until World
ar 1. Manufacturing’s predominance, in terms of its proportion of
n-agricultural jobs, survived only through World War II. By 1980
ore Americans were engaged in trading goods than in manufactur-
ing them. And the shifts within the last decade have been even more
numental, with marketers of real estate—and related services as
ell—limping after the reality. V
_ The rapidity of change is indicated in Table 2, which presents
1.S. employment growth by sector for 1976 to 1981 and from 1981
hrough 1985. The employment categories are proximately based on
he Business Week (June 1, 1981) segments designed to conceptual-
ze the Ameriean economy as five distinet sectors. We have added
ade and distribution (basically wholesale and retail trade) as a
ixth component.

Figure 1. Suburban growth corridors: Rationale.
1. National economic change generates Metropolitan service

+ growth " s 1
- 3 uble 2. U.S. employment growth by sector: 19761985 (numbers in
I%gcﬁlﬁlc)tax ?)?id generates Office overbuilding thousands.) Souree: U.S. Department of Labor, Bureau of Labor
i 3 < Statisties, Employment and Earnings (monthly) for original data.

Change: 1976—  Change: 1981~
1981 1985

1976 1981 1985 Number Percent Number Percent

Third-ggneration highway generates Suburban growth corridor
system impact development

Scale of overbuilding an [ i X

development overhagngh?g iﬁfﬁfﬁjﬁ“ﬁ;ﬁuﬁ;ﬁﬁg Total employment 77,731 90,817 96,045 13,086 168 5228 5.8
coidar £ : ighicmiogy B0 4073 e Lo wme e 50
i 1 : igh technolo R : , , : .
corridor generates %f;m‘gﬁgﬁ of spatial Engergy & 758 1,085 987 327 43.1 -98  -9.0
' + . Services 26,354 33,288 37,961 6,934 263 4,673 14.0
Slower future development Gavernment 15,322 16,408 16,468 1,086 7.1 60 0.4

growth Trade and distribu-

tion 13,675 15,655 17,075 1,980 145 1,420 9.1

Note: Data includes only nonfarm payroll employment as of March of the respective
years.

3. The future: The coming of age of the suburbanized economy
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The 1976 to 1981 tabulations seemed to point the way
future. The era shaped by the oil crises spawned a 43 percen
crease in energy jobs and a 33 percent gain in high technology.
of these sectors expanded at greater rates than did service
trade/distribution. Old-line industry had yet to feel the real pin
the import surge of the 1980s and by 1981 had added more than
million jobs from the level imposed by the mid-decade recession

While services and trade dominated the absolute growth iney
ments, all sectors showed fairly robust gains. But the priority t,
gets, based on rapidity of growth, were evident. High technolq
was the future, energy growth was limited only by natural s1te
and funding for synthetic resources was clearly of the highest prig
ity. These would help fuel the locomotive pulling the more modes
paced train of services and trade/distribution activities.

When we turn to the 1981 to 1985 period, however, the futur
was markedly different. The services and trade sectors accounte
for practically all the employment increase. Old-line industry h
shrunk by more than 1 million jobs while its expected offset, hi
technology, expanded by only 200,000. The energy sector, much:
the dismay of Texas and the Rocky Mountain states, lost neay)
100,000 jobs. Even government, long viewed as a stable growth se
tor, barely registered a minimal gain (as the comparatively stagn
Washington residential realty market will attest). \

Thus, the growth bases of the late 1970s proved to be highly
deceptlve as we moved into the middle 1980s. International man
facturing competition—both in old-line industries and high techn
ogy—agricultural stagnation and the energy glut have served to
narrow the nation’s economic growth sectors and their geographic
patterning as well. But real estate development has a long gestation’
period, often reflecting the past rather than the future. This is mir-
rored in both the location and types of improvements that are
undertaken.

The movement to house services—in part by default of other
opportunities—came on the scene with enormous vigor at-the be-
ginning of the decade and overshot by far the market’s absorptlve
needs. The 1981 Economic Recovery Tax Act was dedicated to revi-
talizing America’s overall industrial infrastructure. In the face of
the shift in employment growth, however, it succeeded very largely
in generating shelter for clericals.

changes that have channeled massive amounts of investment—
speculative—resources into such ventures: the tax write-off
ided by 18-year depreciation; the special tax provisions for syn-
es and limited real estate partnerships; regulatory changes
at removed interest rate ceilings from lending institutions to com-
te for deposits and financial deregulation provisions that allowed
vings and loan associations (the thrifts) to engage in nonresiden-
1 lendin

, 1All ofg these shifts were intended to rewtahze the economy,
lmulate reindustrialization, save the financially ailing thrift indus-
; and unshackle private enterprise. While unintended conse-
énces are often characteristics of federal policy actions, the result
re is particularly unique. In conjunction with changes in the econ-
investment became overwhelmingly targeted on office and
mmermal real estate development. And the latter have been
placed along our major freeway arteries.

Highway impacts
he skeletal framework of economic suburbia was unwittingly initi-
ed more than a quarter of a ecentury ago. In the middle 1950s, bull-
zers first began what was then probably the largest public works
project in hlstory—the 41,000-mile interstate highway system.
QOriginally justified via natlonal defense requirements, it has since
rved to spatially restructure the American economy.
_ This reshaping has had three major dimensions that became ap-
parent during successive decades. The first-generation effect was
the residential suburbanization that dominated our metropolitan
areas in the 1950s and 1960s. The first stages of interstate construec-
tion served to facilitate the basic processes at work-—the dispersion
and decentralization of population and population-serving activities.
~As the system drove toward completion it served to alter pat-
terns of regional connectivity, the second major impact. Many parts
of the South gained greater accessibility to the broader U.S. econ-
omy, providing a major stimulus for the shifting regional fortunes of
he 1970s.
The third-generation impact prevailed in the 1980s. The inter-
tates—and equivalent-scale roadways—became the lifelines of the
_ new suburban growth corridors. In part, this represents the rise to-
_ full influence of the ring of freeways surrounding virtually every
- metropolitan area. The earlier impacts were predicated on metro-
_politan radials (residential suburbanization) and on the long-
_ distance intermetropolitan/interstate components (regional devel-
_ opment and integration). But now it is the arteries originally
_ designed to bypass metropolitan centers that have themselves be-
. come anchors of intensive development.
The suburban growth zones are certainly not restricted, how-
_ ever, to metropolitan beltways. Radial outgrowth corridors have

Tax and regulatory policy

The 1980s have been mdehbly marked by changes in various federa
tax and regulatory provisions that have served to redirect capital
flows to commercial real estate development, particularly the office
sector. This is enhanced by the aceessing of a whole host of new fi
nancial sources—pension funds and corporate treasuries alike, both
domestic and overseas. The following are among the more promi-
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of locational behavior, at least in the near-term future, this
» 3 key dimension of America’s economic ecology.
-movement of office facilities and high-tech research and de-
nt accommodations to suburbia is not only the natural prod-
ansportation evolution, but even more so of the shift of the
Jation’s critical mass, both in number and perhaps even more
oly in socioeconomic characteristics. The labor-intensive
ter of the American service economy cannot be overlooked in
ext.

often emerged, proceeding from the circumferential to ap
node. And zones have emerged inside the ring roads, usually
specialized locations. But it has been the full maturation of t}
state system that has transformed America’s economic geog

The development game

Within this context, it is the development industry that
shapes the built landscape. One cannot fully comprehend t
of the suburban growth corridor, or the actual locales of it exL. N \
gence, without understanding developer behavior. The con, nerica’s post—World War II're51dent1al suburbanization was
legitimaey and the market snake dance are key to the proces uly fostered by federal policy focussed on housing-enabling
Tax parameters have virtually ensured a large volume ¢ anisms. The pattern of commuting for work purposes to the
building construction. Economic changes have reduced alte “ city now involves a decreasing minority of suburbanites. In-
opportunities, leaving the national service industries as the re s suburbia has come of age, there has been an enormous
ing target_ AS one Observer has pointed Out, developers have S eoml}g Of ltS labOI‘ force }_)Otentlal, but lt 1S hnked to jObS reason-
from Southwest to Northeast, from downtown to suburbia an roximate to home location.
highrise to lowrise. And they often move in seeming lockste; The two-income household is the rule, not the exception. This
overbuilt areas to underbuilt ones, only to saturate the mar res residential centrality and job choice. Both of these are now
turn instigating the search for new ones. : able in the suburban growth corridor. The central city’s role has
A starting point of the process is the legitimizing of loca pstaged. One of the key appeals of suburban/metropolitan
Once a major player makes a commitment to a market, the locatj e location versus either central city on the one hand or isolated
secures certification—it becomes a legitimate target for the xurbia on the other is the sheer scale and quality of the labor
tional development community. At the extreme, a market s that can be assembled—and indeed, if necessary, disas-
dance ensues, with trailing players, desperate to achieve m bled—without causing much turbulence to the local economy.
presence, chasing after the initiators. hese fag:tor_s were sohdlfylpg in the 1970s, courtesy of the
The exact triggering mechanism, however, remains diffic generation impact of the highway program. When joined in

specify. In the Princeton corridor, for example, the mechanism
the university’s direct real estate development activity—Forre
Center—that provided the baseline for the 1980s’ explosion.

Other growth zones have been predicated on functional act
ties. The Washington area’s Dulles Access Corridor built up mom
tum on the basis of federally supported high-tech operations, parti
ularly in defense communications. In contrast, the Fairfield Coun
Connecticut, and Westchester County, New York, corridors rep
sent mature/diversified markets, initially based on corporate heac
quarters relocations of the past decade, now fortified by branch
fice and service entourages. These are just a few of the diversifie
bases from which the growth corridors emerged. But beyond
tation they have tended to achieve common form as they.becom
immersed in the national development matrix. '

&

ion, a tendency was transformed into terrifying momentum.
as has been the case so often in modern-day America, the role
e baby boom cannot be discounted. The baby boom was born in
suburb§a, raised in suburbia, settled in suburbia and now works in

blaj, tales of gentrification and yuppies notwithstanding. Given
he dominance of this suburban generation, it is not surprising that
e ployers would locate accordingly. The suburban growth corri-
ris intimately linked to the maturation of the baby boom.

Implications

hat is the import of this development? It in no way indicates that
‘ tral city Ameriea is going out of business. One only has to look at
he new vigor of downtown Baltimore or Philadelphia, to say noth-

of New York or Boston, to appreciate this. We would suggest,
wever, that the sheer scale of suburban office construction is the
quivalent of a preemptive strike, limiting the seale of future devel-
pment. In and of itself, it is sufficient to absorb the office labor foree
growth predicted for the balance of the decade. In its unrented con-

tion it stands as hardy competition to any additional new construec-
01, '

Demographic critical mass ; ;
Public attention is frequently directed toward unique occurrenc
at the expense of the modular event.  An interstate relocation of
credit card services by a Citicorp from New York to South Dako
generates a sea of speculation on the new homogenization of spa
and time resulting from maturing communications technologies.

would suggest, however, that while there may be a few emulators of

Distressed properties provide bargain rents and the latter are
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sufficient to dissuade even the most optimistic of risk takers. The
matrix of the next decade’s economy, therefore, is large]

which, at the very least,
treatment of new office construction.

But the residential sector will exhibit several tendencies
residential clusters will emerge

]

ban development formats. Overall, the combination of dispersion
and increasing corridor density will raise new challenges to both
transportation and infrastructure development. .
One of the classic theses of central city advocates has suggested
that suburbia’s increasing density ultimately must forece an equiva-
lent infrastructure response. This, in turn, will tend to raise local
operating and capital costs, thus reducing one of the competitive
disadvantages of core areas. This is a process which is presently
underway. The principal infrastructure targets of the next decade
will be much more concentrated in the new growth zones than inany
other areas. The age of the septic tank is giving way to sophisticated
waste treatment facilities, while the growing potency of suburban
gridlock will require massive expenditures as well—and this at a
time when federal funding in many sectors is rapidly departing the
scene.
Complicating forecasts of future growth is a new calculus of de-
velopmental politics. There are clear signs of increasing resistance .
to development, particularly in the most desirable of suburbs. The
decade-ago objection of suburban/exurban Greenwich, Connecticut, *
to commercial proliferation was unique. At the time, it fostered a
spillover to Stamford, but now the no-growth response is rapidly
becoming much more universal. The recession-born insecurity that
spawned aggressive pro-growth strategies is yielding to compla-
cency—and indeed a fear of urbanization. o
These latter elements are far from the exclusive purview of
suburbia—they are joined in by central cities as well. The last may-
oralty contest in Boston—with both major candidates running
against an overcommitment to downtown development—is a case in
point. Even Houston and Dallas, long the capitals of unquestioned
enterprise, are beginning to evidence the same types of resistance.
The developmental pressures for physical infrastructure sup-
port in the suburban growth corridors are overwhelming. The phys-
ical geometry of the 1990s’ economy has been decided. We do not
have to invent the future; the tax policy—driven office builders have

set it in place.

" FrOm the war in Vietnam to the war on i i
poverty—Sam S
for a shock when he returned to North Phﬂa}éelphia mnlllgggv ::[?tél;
military duty in Southeast Asia. The neighborhoods he’d known as

The Rise of America'’s

Community
Development
- Corporations

Neal R. Peirce and Carol E Steinbach

a boy were in shambles. Scores of refuse-strewn

. - empty lot
‘been left by urban renewa}’s bulldozers. The grand old%llz,lclg :ni}:lear(}
tainment street of Columbia Avenue was in a downward spiral trig-
gered by the riots following Martin Luther King’s assassination in

 1968. Homeowners refused to spend money on their property, ex-

pecting to be displaced as n iversi
pec pgtential epra)msion. s nearby Temple University bought up land
_ Seventeen years after his return from Vietnam i
drives visitors through North Philadelphia. One Woul,dshll:rlestrcl)ugz
callous beyond_ belief not to be overwhelmed by the crumbling mor-
i(;lar and graffiti, deep poverty and abandonment. The North Phila-
elphia ghetto is no single pocket of decay. Stretching block after
bloek, it covers a vast expanse of one of America’s great cities.

- But North Philadelphia is not without its surprises. Suddenly
mith is shomg off twenty-three new solar town houses. Pointin
to 200 other units of new or rehabilitated housing. Noting some 40%
g;rniels;, taken by the city for nonpayment of taxes and now “land
thrifted for future projects. Talking about community gardens, a
o store, the §tart.0_f commercial rehabilitation along Columl,)ia

venue. And taking visitors to a new trash recycling plant that has
created a handful of jobs for hard-core jobless youths plus a source
of income for scavenger trash collectors. ‘

Reprinted with permission from Neal R Pei

rinted » i : . Peirce and Carol F. Steinbach X
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A cpc, the National Temple Non-Profit Corporation, Sap
Smith its president, is sparking this development. Begun in 1968 |,
congregants of the National Temple Baptist Church, it has a ri¢
agenda, ranging from community advocacy to real estate manag
ment, block-captain organization to town watch, free food for th
hungry (18,000 meals annually) to technical assistance for sm
businesses. P :

National Temple is no stranger to failure: not all the projects:
has dreamed up have obtained funding. But confidence in this cpe
capacity to deliver has risen so sharply in Philadelphia that in 198
it received $550,000 for operations, another $1.5 million for pro..
jects. Among the multiple sources: Community Development Block
Grants, city appropriations, the Catholic Chureh’s Campaign for
Human Development, CiaNA, American Express, the Local Initi
tives Support Corporation, the Ford Foundation, Pew Memorial
Trust, and the Mellon Bank. .

What manner of organization tackles the toughest societal
problems, plays charity and capitalist and community organizer at
the same time, and can manage to bring government, corporate
philanthropie, and religious America all on board? -

The answer is the community development corporation. cbcs
vary dramatically in their origins, their track records, their styles,
their wealth, the types of urban and rural communities they serve.
Not all even call themselves CDCs, using instead such varied desig-
nations as “neighborhood development organizations” or “economic
development corporations.” About 99 percent are nonprofit, most
often tax-exempt “501(C)3” organizations, which makes it easier to
attract foundation and government grants. Commonly, CDCs spin off
for-profit arms to do development work or operate profit-making en-
terprises.

The universe of nonprofit organizations serving the poor is
vast, ranging from traditional social service organizations such as
United Way to groups with more of a development focus—a cate-
gory that includes CDCs as well as cooperatives, minority business
development programs, and neighborhood housing services. There
are no “neat” lines. But the following three characteristics are pre-
sent in the National Temple Non-Profit Corporation and in fact in all
CDCs.

3

Community control
cDCs sprang out of the neighborhoods, starting in the 1960s when
the notion that community residents could define and control devel-
opment in their communities was considered radical. Twenty-five
years and thousands of new CDCs later, this is one element of the
“experiment” that is widely regarded as an unqualified success.
Control by boards of directors composed primarily of community
residents is a virtually immutable constant.
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Nationa}l Temple’s fifteen-person board is not untypical. In ad-
ion to neighborhood residents, it includes representatives from
1GNA, Bell of Pennsylvania, and the Philadelphia Urban Coalition.
A few CDC boards play a limited, passive, or largely ceremonial
ole. But_tha_t is rare. Most boards are far more active, with mem-
ers making important contributions to fund raising, community re-
tions, lobbying, and credibility building. In many CDCs, board
_members also play a major role in setting policy and choosing pro-
jects; in some, board members are involved in actual project imple-
_mentation. :
 Quitea ifew CDCs have created subsidiary boards or special ad-
visory committees composed of local business and political leaders.
The granddaddy of cpcs, Brooklyn, N.Ys Bedford-Stuyvesant
Restoration Corporation, pioneered this approach. Its operational
arm, the Restoration Corporation, administers overall CDC opera-
tions under the directorship of a local board. A companion organiza-
tion; the Development and Services Corporation, contributes busi-
ness contacts and expertise. Its directors over the years have
included such corporate and political leaders as former Treasury
Secretary C. Douglas Dillon, former Senators Jacob J: avits and Rob-
?Jlilt Kenne%gg hCBdS I({:hiif gyﬂﬁam S. Paley, Chemical Bank Vice
_ Chairman Richard K. LeBlond, an i
it d business magnate Benno C.
It’s not unknown for debilitating fights to break out among CDC
board members or between boards and staff. Some tensions, it

would seem, are almost inevitable. But by and large, relations are
‘harmonious. :

Economic development

Every cpc undertakes economic develo ment project ‘

of a f‘hard” development character——congtructinlt)g oJr reslia%{[ﬂ(}iztianrg
housing and commercial real estate, starting businesses creating
jobs f01_' local residents. Most cDCs also have a “softer” c:)mponent
more dxrgcfsly related to human services—child care and elder care

skills training, home-ownership counseling, summer camps health
screening, drug and aleohol abuse programs, for example.’ What-
ever the development mix, the goal of every cDC is the immediate
relief of severe economic, social, and physical distress—and. even-
tually, wider regeneration of the community. ’

Targeting

All cpes focus their activities in a clearl defined geo i
encompassing a high concentration of lowszincome p%opﬂag‘}l?i(; ?nr:;
mean a heav1.ly disadvantaged, underelass urban neighborhood such
as North Phﬂadc:zlphia, the South Bronx, or Watts in Los Angeles
where cDCs strive to rebuild dilapidated housing, to rekindle 2
spark of economic vitality, to reverse residents’ overwhelming sense




ity Development Corporations 81
80  Local Economic Development Community Develop

of negativism and isolation, and to send a signal to the commy
outside that the decline has “bottomed out.” L
Other cpcs foeus on trying to stem decline in ailing wor
class neighborhoods in danger of further deterioration, Quite o,
the chosen method is to combine “hard” development with
sponsored programs to promote stabilization through home oym
ship. Consider the Northeast Denver Housing Center, in 5 sing]
family residential neighborhood, roughly two-thirds black, an gy,
interspersed with commercial strips populated by liquor store
fast-food outlets, pawn shops, and bars. Twelve neighborhg,
groups started the Housing Center in 1982. They prevailed on Jo

Stovall, retired after thirty years’ civilian service with the |
Force, to serve as director.

- rs and small enterprises alike. ELDI services range
e %?Xgl%%esiness plans and packaging financing to help with
mWning site selection, job training and recruitment, even ex-
ertls oods abroad. By 1987, 120 new businesses had opened in
e %borhood, creating 1,200 jobs. Four major new private de-
pments were completed or under way—two new shopping cen-
Opr?he conversion of an abandoned warehouse into 10ft.;-sty1e
Sd’ miniums, the rehab of an old department store. The city re-
-fa(::ed major,' roads and tore down the traffic barne.rs. EB?SSt Lib-
pusinesses reported their best sa:les months everin 19 . ;
Some CDCs concentrate on restoring and preserving ‘}}Ollsgigﬁ ‘;1_'
oor people in neighborhoods undergoing middle-class “gen g
00 ”pIn Richmond, Va., a four-year-old cDC—the Task Force for
Higléoric Preservation and the Minority Community—is taggﬁgmg
ts efforts on Jackson Ward, one of the most historic black neig }‘131"
‘sds in America. For inspiration and advice, the Task Force has
: (iced to Savannah, Ga., where dramatic results are being achieved
= the Savannah Landmark Rehabilitation Project, a nonprofit alli-
yce of twenty-three white and black leaders founded ‘py Leop(_)(lid
andler I1, an investment banker. Savannah Landmark in tlf}e Ilm -
970s adopted a breathtaking goal: to purchase and restore for low-
. T
banks and helping some residents obtain small tide-over loang from come ‘bla%{_ tg r}agiss 6£ (f)oﬁ;?ﬁevt’_blociparea of wood-frame ginger-
the city’s housing ageney. Through its buyer incubation program, ‘Vietorian Distric victim to stum landlords and disrepair. A decade
the Housing Center had instructed tenants in its OWn units on how read houses fallen vie unh d been rehabilitated for poor Savanna-
to raise a down payment and care for their own homes, And it had later, hundre](gS of h{)rg;sh »?he anticipated middle-class gentrifica-
bought fifty-eight HUD- and VA-foreclosed - houses and readied them _hans, cheek-by-jow s ; it is virtually impossible to know
for low-income purchasers. : tion. From th:e. houses’ exteriors, it is ’
An alternative cpc focus may be to try to restore vitality to the occupants mzometsﬁtﬁba‘n phenomenon. Some of the largest
deteriorating shopping and commereial strips. A prime example: ., ODOs are not Jus te in rural areas, many covering a wide terri-
East Liberty Development Inc. (ELDI) in Pittsburgh. The city pre- and oldest CDCs opera ar-old C ommunity Enterprise Development
vailed on the local Chamber of Commerece to start ELDI in 1979. But tory. The nm%tiﬁn'{(e for example, promotes rural development
the real spark for this cDC came from an aggressive branch manage Corporation of Alas % dth of the country’s largest state. Missis-
of the Mellon bank, who dragooned East Liberty business, church, thro.ugho_llt the %mre re?? Education targets its wide array of pro-
and civie leaders into his basement for a decisive meeting on how sippi Action for Community the Mississippi-Arkansas Delta region.
the new cDC eould begin turning things around. The challenge was grams on forty counties in £ eC unIi)t Economic Development
formidable. East Liberty’s array of once-thriving neighborhood The Mounta}u;l ﬁssgma;ﬁgrso{l‘n é)gg; K}:X has a target area span-
stores and retail chains had been steadily hemorrhaging, down from (MACED), wit, A eaalquhia The Nortlr;ern ’Community Investment
242 establishments in 1963 to only 98 in 1977. A grand $68 million ning Central gg’ Ja(;msﬁ Vt., focuses its development activi-
city-sponsored urban renewal “experiment” in the 1960s—erecting Corporation in it. Jo id ug'y’of Six impoverished rural counties in
traffic barriers to turn East Liberty into an area of pedestrian shop- - ties on the “185’]%;10 reflIg;l Sdom” and New Hampshire’s “North
ping malls—had backfired, repelling the neighborhood’s working- Vermont”s Northeas g
class clientele, and making it virtually impossible for the heavy flow Country.
of downtown commuters to get to East Liberty stores.

With major financial Support provided by the city, the Ford
Foundation, the Howard Heinz Endowment, and the Mellon Bank
Foundation, ELDI launched an aggressive campaign to lure busi-
nesses back to East Liberty. Its approach: a combination of hard-
nosed promotion tactics and hands-on business assistance, targeted

CDCs’ size and scope . _

If one looks for a U.S.-wide focus on whe‘re CDCs are most likely to
be found, the answers (with many exceptions) are: Especially prev-
alent in older cities of the Northeast and the Midwest. A few in rrrn}?-
jor western cities. In a rural context, east of the Mississippi. The
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cDC movement has with a few very notable exceptions
headway in the Great Plains, the Pacific Northwest, or
southern cities. -
Nationally, Boston and Chicago boast the most well-dey,
¢DC networks, not just because each has a large number
but also because of the advanced partnerships CDCs in the
cities have forged with local government and the business ¢
nity. There are perhaps 100 commimity-based development
in Chieago, a city with a tradition of neighborhood organizing
advocacy, and success at drawing city hall and private corpo
into neighborhood issues. (Some of the heavy flow of capita]
Chicago cDCs in the 1980s is the result of threatened legal
- against banks under the 1977 Community Reinvestment Ae
The strength of the cDC movement in Boston, on the
hand, is in no small part a reflection of the strong state suppo;
CDCs initiated by Governor Michael Dukakis in the late 19705, &
1981 the number of Massachusetts cDCs has mushroomed
twelve to around seventy, about half of them in Boston. ~ =
Other cities with an advanced or growing CDC presence in
New York, Philadelphia, Pittsburgh, Cleveland, Denver, Wash
ton, D.C., Hartford, Miami, Indianapolis, St. Louis, Los Ange
Minneapolis, Baltimore, Newark, Kansas City, San Francisco,
land, Cincinnati, Seattle, and Providence. E
The more one examines CDCs, the more their infinite v
comes into focus. Although all try to assist less affluent America
the immediate target populations they serve vary broadly—Am
icans of every racial and ethnic stripe, women, farmers, Ameri
Indians, welfare recipients, small-business owners, juveniles,
" homeless. -
Moreover, the size and scope of CDCs vary as much as thos
conventional businesses. Chicanos Por La Causa, organized in 19
by a group of young Hispanic leaders in South Phoenix, now pr
vides statewide service and has a staff of more than 100. Bost:
Inquilinos Boricuas en Accion (Puerto Rican Tenants in' Actio
owns more than $50 million worth of real estate holdings in the cit
South End, housing some 2,500 low-income Bostonians. The Cor
munity Enterprise Development Corporation of Alaska, through i
wholly owned management company and subsidiaries, has ann
gross sales of over $60 million. .
But these are the exceptions. Most CDCs have only a few pai
employees and operate on relative shoestrings. They rent space
modest offices; they rely on donated services from accountants, la
yers, and corporations; their yearly budgets probably average ]
higher than $200,000. Lucky is the cDC with more assets than
couple of typewriters, a computer, a copier, a coffee machine. Anc
lots of folding chairs.

Revitalizing the
Mahoning \Valley

Terry F. Buss and Roger Vaughan

e Mahoning Valley is located midway between Cleveland and
ttsburgh in northeast Ohio. The metropolitan area of 500,000
eople includes the cities of Youngstown (pop. 105,000) in Mahoning
unty and Warren (pop. 55,000) in Trumbull County.
_ For nearly 50 years, the Youngstown/Warren area was a world
nter for basic steel manufacturing. At its peak in the 1950s, nearly
:000 workers were employed in primary metals.
The dominance of steel employment changed on 19 September
977, when Youngstown Sheet and Tube Company, one of the na-
ion’s largest steel producers, announced that it was permanently
losing its Campbell Works. Shortly after the announcement, nearly
,000 workers became redundant. The closing of Sheet and Tube
ugured the subsequent closing of steel mills throughout the United
tates and in many other industrialized countries. From 1976 to
986, nearly 40,000 jobs were lost in the Mahoning Valley, 21,000 in
rimary metals and another 19,000 in blast furnace and basic steel
ccupations.
In a single decade, the Mahoning Valley lost the core of its econ-
omy—its traditional source of economic growth. Despite the grav-
ty of the problems, the local response was fragmentary and mis-
laced. Local agencies tried to replace steel with other durable
00ds manufacturers, without realizing that this sector will not pro-
vide the basis of growth in the future. They were preoccupied with
ricks and mortar although it is human eapital investments that,
inereasingly, are determining the success of development.
Dissatisfaction with a decade of failed development plans has

Adapted with permission from Environment and Planning C, volume 5, 1987, is-
sue 4. Environment and Planning C is a publication of Pien Limited, London.
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led to the design of a more diversified and people-oriente
detailed in the pages that follow. The strategy is organi,
five goals: (1) rebuilding the local entrepreneuria] tradit
strengthening the existing economic base; (3) creating op Although wealth is difficult to define, it yields important
for the economically disadvantaged; (4) improving the qu , Tications.

public services; and (5) improving the quality of life. Reg ' £ :

ties for carrying out the specific policies spelled out in the s opportunities Kconomic opportunities exist, and new
will be shared among local governthents, nonprofit agencieg ¢bntinua11y being created because no one knows all there is
vate sector, and Youngstown State University. Without the about what types of goods and services can be produced,
ment of all these parties, the strategy would fail, different ways of making them, or about all the markets

The strategy deliberately does not pursue “target indust oods and services can be sold. A new idea might profitably
because forecasts cannot be made with sufficient aceuracy; “en - onsumers’ spending. Science, engineering, people’s imagi-
prise zones,” since enormous subsidies have been shown to he and changes in- economic circumstances are continually
fective; “public loan funds,” because the public sector’s track v gnew opportunities. Events which to many of us seem harm-
in picking firms to lend to is poor; “high technology,” because Jike the increase in energy costs in the 1970s—create opportu-
developers will prove more adept; or “industriai recruitment as well as destroying them—from a boom in radar detectors,

cause it, too, has already failed many times. The approach offe hole industry in energy conserving devices. Economic devel-
here is less traditional but more firmly derived from a model of ent is a continuous process of discovery—of new items that con-
nomic development that centers on entrepreneurial decis :

. s value, new and cheaper ways of making things, or of new
making.

are bought and sold—fabricated metal, banking, auto re-
movies—as well as those that are less tangible but none-
aluable—recreational opportunities, public safety, and

Communities like the Mahoning Valley, where development
rarely lack opportunities. Instead, they lack the capacity to
vest” opportunities locally because of the absence of an entre-
eurial tradition or because of barriers to entrepreneurship such
e lack of capital, the weight of long-held tradition, or restrie-
ns on new business activities.

_In all communities, new firms are continually being formed,
during poor economic conditions. Youngstown has experienced
ery low rate of business formation, but it is not zero. At the
eight of the economic collapse new metal-fabricating firms were
uccessfully begun. Those new enterprises that survive will provide
bs and wealth for the community in the future. It is easy to over-
ok their contribution because they start small and unnoticed,
hereas the plants that are closing are usually large and well
own. The replacement of the old by the new is an important way
which a community adjusts to its changing economic environ-

A model for economic development

What is a community pursuing when it makes economie develo
ment its top priority? What is economic development?! The defini
tion of economic development depends on the interests and inte
tions of the definer. To many organizations in the Mahoning Valley
has meant the growth of jobs—a visible measure and one that a
pears necessary in communities suffering chronie unemploymen
Yet, if jobs are the criteria, how should we treat the adoption of ne
laborsaving equipment, or the expansion of capital-intensive indu
tries at the expense of labor-intensive ones? How much should we
spend to attract a job, and how can we be sure that the enterprise
creating the jobs is viable? '

Other developers regard high technology firms as the core of
development today. Yet the major contribution of technology is not
through the much-sought-after firms manufacturing new devices
but through the adoption of modern technology by existing firms.
Others measure a community’s development strength by the num-
ber of companies that have been induced to move in from elsewhere
or the number of branches opened locally. They ignore the vital im-
portance of new businesses and new produects. None of these defini-
tions is sufficiently broad to encompass all the facets of the process
that must be explored in order to develop a comprehensive and ef-
fective development strategy.

At its broadest and simplest, economic development is the creation
of wealth. Wealth is the community’s capacity to produce goods and
services of value to its residents. This includes those goods and ser-

Taking risks Pursuing opportunities means taking risks. To test
the viability of new ideas, to develop ways of producing and market-
ing those ideas, and to test their managerial skills, people must in-
vest their time and, usually, their money as well. Those people who
became entrepreneurs have the most to gain by the success of their
_ venture. They may act independently or they may be working for a
_ large organization that rewards individual initiative.

Each decision that contributes to development requires an
_ enormous amount of information. The modern economy is organized
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to allow participants to specialize in the acquisition and use of inf,
mation. Through financial institutions people can invest their moy
in an almost infinite variety of instruments, varying in risk and
pected return. -
The image that many people have of entrepreneurship is of
engineering graduate becoming a millionaire by “going public” wj
a firm producing arcane computer glardware or software. Eve
Silicon Valley this is the exception and not the rule, and in the re
of the country it is extremely rare. Entrepreneurship encompagse,
amuch wider range of activities, including self-employment, inve
ing and marketing new goods and services, and nurturing a ne
company. There is no typical entrepreneur—they can be found
among all regions, all races, and among men and women. The ur
employed and those with low incomes frequently turn to entrepre
neurship—especially if the prospects for return to their previo
job, or any job, are dim. The late Albert Shapero devoted a lifetim
to studying entrepreneurs. He found that negative factors were re
sponsible for almost half of new business formations.? =
The number of active entrepreneurs in a community depend;
on the rewards anticipated from the pursuit of opportunities, th
strength of the local entrepreneurial tradition, the availability o
capital, and the absence of artificial barriers to entering differen
professions and industries. ‘

Funds available for investment are limited. Thev ar
ong businesses, individuals, and governments for g:)m}?e?ilil(gzg'?
ects by the capital market. Growth proceeds most rapidly if the

vestments with the highest expected payoffs are funded first. This
asic rule was ignored by those providing subsidies to the many
ailed ventures in the Mahoning Valley. But real profitability is not
he only factor that shapes investments. Tax and regulatory poli-
ies, the dlstrlbuthn_ of wealth and income among members of the
ommunity, and political influences on public (and sometimes on pri-
ate) investments all shape the way funds flow through the capital
1arket. An important part of any strategy building is to identify the
unped1ments to th_e operation of the capital market which redirect

vestment funds in ways that are inconsistent with stated policy
031?' The appropriate treatment may be then to find ways of re-
'mov?fg o(xi'i rg(ciiucing the distortion. ‘

It individuals or private firms do not have informati -

rate as that available to public agencies, then appropﬁ:’géog'::tfxfggt

by making the information broadly available to i
1 potential entrepre-
neurs (a role undertaken by some state university systems, forp§§~

ample) or by directly financing certain types of i 0
case of human capital). ypes of investment (as in the

Investing Translating an innovation into wealth requires invést utes wealth. Not everyone gains more than thev 1
ments which include: y

Business capital. Business firms invest in plant, equipment, inveh- ‘,
tory, research and development, marketing, and, frequently, in
political lobbying.

Human capital. Individuals seek to enhance their future earnings
and to acquire the skills needed to pursue entrepreneurial opportu
nities by investing in education and training (classroom and on-the
job) and by moving to areas with better employment opportunities

Public infrastructure. Local, state, and federal governments are
currently spending about one hundred billion dollars a year to re-
store, maintain, and expand the nation’s public works—roads,
bridges, water supply and treatment, flood control, and education
facilities.

These investments are made by most members of the com-
munity. Yet the development policies that have been pursued in
Youngstown have focused on only a small number of decisions—an
aircraft manufacturer’s decision to locate locally, a steel plant, or a
federal building. They have ignored the vast majority of investment
decisions and suffered the fate of any investor who places all of his
resources in a few assets. The strategy outlined below is much more
diversified.

and services. But as resouree owners, stockholders. and e
! , ) mployees
_ we may win or lose. If the company we have invested in or W%rl)c, for
is beaten in t}ie mag‘ket;lolace by other enterprises, we may suffer
0sses on investments or loss of income, against which -
ucts Evﬂl seem small compensation. . ch thenew prod
Huvery step forward in the development procéss is incremental
Each successful entrepreneurial venture displaces existing ej%l?s-
Sometimes the displacement is direct and obvious—a new restau:
rant thaj; leads to the closing of an old one nearby. Sometimes it is
less_ obvious—the successful new enterprise making home-exercise
equipment attracts consumers’ spending away from other activi-
ties—from bowhr.lg to visits to the local fitness center. Because con-
s}tllmers are choo_smg freely among these alternatives, we know that
Itn Snlilé;v’v expendltture paltthern represents an improvement in a com-
, 1ty's aggregate wealth, even though som -
mumll’g;{l > aggrogate T g e members of the com
ose losing from a particular phase of development m
los ay try t
use ‘gl}e political process to recoup some of their Igsses——a ﬁr)a;y fog
;1}111 ailing company, for example. Even if those gaining outnumber
those losing and the benefits of development outweigh the costs
ose harmed may be better organized and more concentrated geo:
graphically. This may enable them to use the political process to
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\' cbnomic development program should be regarded as
ent portfolio tf}>1 Vifﬂh(ilc}i)thgl rules of prudent ingestment az;)r}
. : . { , rst, resources sno e diversified as wi i
terprises and,filscourage entrepreneurs with better skills, “T assets whose individual risk is in‘dependenv:;r1 gfeg}}:e isthggz?.lszlc?
timate result,” as English philosopher Herbert Spencer hz}s s ier investors should be brought in whenever possible to ok
shielding men from the effects of folly, is to fill the world Wlth"k ) tage of pooled expertise and resources; third portfolio rnau:i

seek legislative redress. Preserving existing businesses
attractive politically. Yet, in the longer run, as Youngstow
perience shows, these policies may slow the emergence of n

]

An action agenda
The strategy for economic recovery in the Mahoning Valley
on five main objectives: ~

Rebuilding the entrepreneurial environment. Much of the develc
ment must come from those people already living within the
region. The effect of relying on one industry to provide most
the economic opportunities for three generations must be over
by educating people abott the importance of entrepreneurs an
assisting start-ups. .
Strengthening existing businesses. Many existing firms need ass
ance to adapt to new products and new markets. However,

providing public financial support to troubled enterprises will
weaken rather than strengthen the local economic base.

Creating economic opportunity. Many dislocated workers, workin
poor, and welfare recipients will need targeted policies and pro-
grams to extend opportunity to all potential members of the
workforce. These programs should complement rather than
detract from the underlying economiec strategy. ‘

Improving public services. In the long run, the most important e
nomic development function of the state and local government
ensure that the education system turns out high-quality graduats
that public infrastructure is well maintained, and that all public
services are efficiently provided. ,

Improving the quality of life. Although economic development poli
traditionally focuses on the business climate, diversifying the re-
gion’s economy will depend more on its ability to attract or retain
people rather than on enterprises.

Perhaps the most important caveat to make in developing th

; and fourth, successful policies yield returns in the 1
d should not be treated as short-term speculations. oo

uilding the entrepreneurial environment The Mahoning Val-
as lost some of that entrepreneurial tradition that was present
in the last century when new enterprises laid the foundation of
teel industry. To recover, lpcal residents must relearn how to

Potential entrepreneurs exist locally, but what se ici
’ 'Otgrami Wﬂltactuate potezkl)tial entregreneurs? Pub%iSC frgg'l:;ﬁ:
ot create entrepreneurs, but the ide : i
T}(gl entrepreneurship flourishes. Y can provide an environment
is strategy offers a four-pronged attack to impr. -
epreneumal climate: first, a variety of “consciousness? rgi‘gigng}’epig-
s.abou!: self-emplqyment and the economies of entrepreneur-
p'Wﬂl be mtrpducc_ed into area vocational, high school, community
ege, and university curricula—not to teach people how to be-
e entrepreneurs, but to change existing attitudes about the pos-~
ility of entrepreneurship. Second, an awards and recognition pro-
for entrepreneurs will be established to provide mentors or
le models to entrepreneurial aspirants. Third, a program to train
trepreneurs will be offered, but unlike most such efforts, by ex-

tance leads to successful business start-u i
ist ads to suc us -ups. Fourth, public regu-.
ations which inhibit competition as a way of protectilzlg e)dstgmug

usines: i i i L .
T tsiii W111 be reviewed with an eye toward their reduction or

trengthening existing indus Rapid ¢eh i .
d;lefﬁ}fd not _czply in plant gyosings,p but in &Z%ﬁiﬂéﬁ‘;ﬁ?‘t‘ﬁi
ve - h F £
agenda is that there are limits to what can be achieved through sta dgs of Iocalpgilmlg,n ggv?fugéhvnmo%oﬁg%nssﬁ'{g ;I?)Proge tgl% competitive
and local government initiatives, even with the support of local bus uired, foreign markets penetrated, and f e adopted, new skills
ness leadership. The Mahoning Valley will continue to be domi;llated istad. » and foreign competitors re-
by events determined in the national or even the international po Publie pr . :
icy arena. There is no single policy or program that will genera 1an subsid%)es0 fg?%:ﬂtgjg iﬁ%f&ﬁi;cfﬁénffgsjg a?ﬁ often no more
hundreds of jobs, at least not in the short run. Most economic oppo ng run, these firms either absorb the markets of gthﬁlms. Inthe
tunities start small, with growing entrepreneurial activity. Man ough subsidies, waste public resources ©ts of other firms or
fail, and those that do succeed may take several years to prove This strategy includes only policies V\‘Ihich will lead i
themselves. However, with no collective action, the region may s adaptation. For example, many small busines dea to effective
fer much deeper and more prolonged economic stagnation. , research and development facilities to discovei zsnd (;er;(étn};:&y ?dggi
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for products or production methods. Youngstown State University
will establish a technology-transfer program in which new techno].
ogies will be shared with small businesses in the area. One such ac-
tivity might include matching special skills of the YSU engineering
faculty with applied research needed by small businesses. ‘
As another program, either in a consortium with other Ohio cit-
ies or in contract with existing out-of-state programs, the region
will establish an export-assistance program, funded in part by the
US Department of Commerce, which could help small business to
(1) identify overseas markets, (2) arrange financing, (3) conduct in-
ternational marketing, and (4) secure insurance against cargo loss.

performance. Each term, stud
skill must choose courses or ¢

Creating opportunity Too often, special groups in the labor
force—discouraged workers, working poor, welfare recipients, un
skilled youth, and the elderly—have suffered beeause programs tar-
geted to their needs sometimes conflict with broader economic d
velopment policies. Urban renewal programs which devastated
poor neighborhoods without improving anyone’s fortunes are a poi-
gnant example. Although there is a tradition in economics that as-
‘sisting the poor means sacrificing economie growth, the tradeoff is
not necessary. A more entrepreneurial environment will be of spe-
cial value to the disadvantaged.
Three initiatives are envisioned in this part of the strategy.
First, people receiving welfare benefits will be offered opportunities
to achieve independence through a variety of training, education,
and work-experience initiatives. Second, the gap between high
school and the job market will be narrowed by improving the re
sponsiveness of schools, rewarding at-risk students who stay in
school, and teaching job-search techniques. Third, an adult remedial
education program for the illiterate and poorly educated will be of-
fered and motivated by vigorous marketing and the provision of fi
nancial incentives.

Quality of life Quality of life

development.

Another quality-of-life issu

as welfare) and private (such as

resources needs, and to ‘elimin

Improving public services The most important contribution the
public sector can make to economic development is the delivery of
the right services, efficiently, and at a reasonable tax-price. Without
this commitment by city and state, all of the other incentives and
programs are jeopardized. Y

Our strategy initially focuses only on two broad types of ser-
vices—education and capital planning/budgeting, which are critical
for economic development. Public services can be improved only if
the accountability of public agencies is strengthened by measuring
their performance. .

The strategy calls for the measurement and publication of
placement rates and earnings of graduates from the postsecondary
vocational education system, to be used as a basis for informed
choice by students and to make the system more accountable for its

responsive to needs.

1. R. Vaughan, R. Pollard, and B.
: Dyer, The WealthofStates: Policiesfor
a Dynamic Economy (Washington,
D.C.: Council of State Policy and
Planning Agencies, 1986).

A. Shapero, “The Entrepreneurial
Event,” in C. A. Kent, ed., The En-
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ents seeking to acquire a marketable
olleges with less information than is

_ available to the buyer of a small air conditioner
sumes that the education system will become mo?g':st;iflzggeaf )
_the lztfrtinarket if performance is measured. °
other area concerns capital planning and budgeti in-
frastructure of a region is not usuallgr consicglered an e%g;ﬁlfﬁcq}:vg-
_opment resource, except in rare cases when a new firm or industrial
_park requires highways, lighting, or sewers. But the public infra-
structure is the system which makes possible the private production
of goods and services, and in other cases directly affects quality of
life when related to parks, museums, golf courses, and the like. The
strategy calls for a complete overhaul of the capital plannin : and
budgeting system now used in municipalities in the region. ¢

and urban amenities are becoming

important as economic development issues. A region’s abili

ase : . ability to at-
tract and retain educatgq people is.as ilnpgr;anti its abilitgr, tg gtt;;-
tract firms. Such amenities are seen not as the by-product of eco-
nomic endeavor, but indeed are a major goal achievable through

As with public services, quality of life is multif: i
strategy, policymaking has foeused in part on housisge;se%nl?s;}llés
Spec1ﬁcal}y, the Strategy provides detailed guidelines on where and
how public monies should be invested, especially under the CDBG
housing rehabilitation and demolition program. An important a;
pect of the program is to stabilize neighborhoods. ”

e addressed is the provision of hu-

‘nan services to the disadvantaged. Under the strategy, public (such

United Way) agencies are working

together to identify community-level needs, to reallocate budget-

ate duplication and fragmentation

where possible. In addition, alternative pri
’ i : ’ rivate-s
for public services are recommended asg w Shor surrogates

ay of becoming more

E)Iilron_mgetnt ]I;Zz Entrepreneurship
exington, : Lexin,
oy : gton Books,
3. gltelt'belz't; Spencer, Essays, Volume 3.
ate Tampering with Mo
Banks (1891). J ney and




Monitoring and
Evaluatfing the
Economic

David R. Kolzow ,k

The role of strategic planning ;
Strategic planning has become 2 “hot item” in the field of economic
development as hundreds of communities across the country have
“discovered” this process. Economic development consultants have
changed career direction to become strategic planning consultants.
What was once a corporate planning process is being rapidly modi-
fied and adapted to the nuancés of community economic develop-
ment. Communities, like the corporations who have used strategic
planning for years, are recognizing the process for the many bene-

fts it offers. Tts merit lies in the fact that it systematically identifies

the assets and liabilities of the area, determines opportunities for
growth, gives a sense of direction to local programs so that growth
can be achieved, and provides a framework for the evaluation and

modification of the economic development program.

It is this last aspect on which this article will focus. Far too ',

often, the evaluation of the local economic development and/or mar-
keting activity gets shortchanged in the overall program. Excite-
ment is generated by local leadership in the planning process, but
not enough attention is paid to carrying out or modifying the plan.
It is the evaluation process that enables an organization to deter-
mine if it is achieving the results it expects,
and accordingly to make changes in its program.

Accountability

Sooner or later, every economic development and marketing orga- -
ability. Accountability

nization has to deal with the issue of account

Reprinted by permission of the American Economic Development Council from

Economic Development Review (Summer 1987).

and, if not, why not—
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to the board of directors, accountability to local leadershi -
agﬂit):i Eo. tl}e cqznglluni{g. The question of “what have BIr)c;ua (;Cc(::lcl)rrﬁ_
shed” is inevitable. Money is spent ime i
gour’cl‘e}is are allocated. All for};vhatl?J ) st time is consumed, re-
is question can be best answered by placing the i ac-
countability within the framework of the stgalt?egic }glanniilsgs %ioofe:g
To begin with, an economic development program that is developed
using this process would be founded on a clear set of goals and objec-
tives. The local economic development organization first needs to
_ kmow what it wants to accomplish so that it can determine the best
‘?.nd most cost-effective methods to reach its objectives. But, more
- quortaptly, the organization also needs to know if it has r:tccom-
 plished its _g0a1§ and objectives, and change its program as neces-
sary to achieve its desired results. Without explicit goals and objec-
_ tives and set pl.'ocedures in place for reviewing and evaluating
_ progress, it is diffieult to determine whether or not the economic
fdeve%?prrtlent j%)trogralllrn has been effective.
ar too often, the economic development organization a
to equate activity with progress in its efforts to Igespond to tflteegsg:
of accounta-blhty._ The annual report is full of figures, such as the
number of inquiries, number of direct mail letters sent, number of
_prospects handled, number of meetings held, ete. But ‘what do all
these numbers and activities mean? What has been accomplished in
terms of the economic growth and development of the community?
If a board of directors or the community leadership wants théir
economic devel'opment organization to demonstrate results, then a
strategic planning process should be used. The strategic pla’n if ap-
progched p;'oper_ly,_ defines what the community would ﬁke to
aphleve lqy identifying goals and objectives. The goals and objec-
It;iz;sé ;vhlcllllrleﬂe&il: th<]eO resources, desires, and needs of the commu-
a whole, then become the foundati i
otherwise known as the work program.d ation for the plan of action,

The work program

The work program is the means by which the strategi is |
mented and results are achieved ;g.nd evaluated. O%g;lg flllin;csol;llcl)lz)}sc
development organization has a clear sense of where the community
Zr?gt;cttci) go ?ﬁd t1s v;Lill)lle to go, it is possible to formulate specific tasks
and act ;:Ié?on.a move the organization and the community in
_In essence, the work program consists of a seri i
actions, or projects, that need to be accomplished. Ei:}f :gﬁzgg
action/project is a series of related tasks that an economic develop-
ment organization undertakes that are directed toward a specific ob-
Jective and that are completed within a specific timeframe. This pro-
Ject hqs intended results, staff commitments, budget allocations
and a time schedule. Obviously, the more explicit these are, the bet-
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in monitoring is to compare the current status of a project
greed upon schedule of time, expenditures, and results.
ly, for such monitoring to take place, it is essential that good
be kept by the staff involved in the project. Activity needs
ocumented. '

roject analysis worksheet, or time task chart, should be con-
od for each project. This worksheet focuses on the steps or
o be accomplished. (Within the context of a project, a task is
ecific activity with a well-defined beginning and end, and a
or less predictable duration and cost.) For each step or task,
¢ staff are assigned, the number of man-hours are estimated,
ate for completion is specified, and the amount of budget allo-
is determined. :

As the program proceeds, progress should be noted on this
ksheet or chart and matched with the tasks and key dates
ed out in the work plan. The more clearly the work plan is
ted, the easier the task of setting up a chart for monitoring prog-

ter. Each project has or should have one person responsib
successful completion. In most community organizations. ¢
tor of the economic development organization is the pers’on
sible for all of the economic development projects. These
clude media advertising, public relations, brochure develo;
business retention, small business assistance, and entrepren

programs. 4

Program/project management

Effective management is as important to the success of the
nomic development program as is a creative plan. Many cre
and exciting programs have failed for lack of implementation
example, an economic development and marketing organiza
may have an accurate list of target industries well-suited to the
munity, but unless action is taken to contact these industries v
little is likely to happen. The work program may define the ac
that should be taken to move the overall program forward, but fo
ward movement generally does not occur without effective mana
ment.

Implementing a project that is based on a well-designed wo
program is much easier than implementing one which is poorl
signed. As a result of the work program, a project manager i also
able to adjust the performance of the project in response to the e
pectations of his or her board of directors or other community lea
ers. Adjustment can also be made in response to other environme
tal factors such as competitive conditions, changes in the loeca
business climate or loeal infrastructure, and other unforesee
events or conditions. ‘

Dozens of project management software packages are now
able for personal computers to aid in the monitoring process.
ERT (Program Evaluation and Review Technique) charts and
antt charts can be readily produced and periodically modified.
ERT charts are used in project management to show the relation-
p and dependencies between tasks leading up to completion of a
ject. PERT analysis doesn’t necessarily concern itself with how
ng the individual tasks or activities in a project take, but the order
which those activities have to oceur for successful completion of
e project. Gantt charts are basically timeliness in a variety of
‘ graphic formats to show how long activities within a given project
Project evaluation . should take. ;
At the beginning of a project, the economic development organiza _ Project management software is especially useful for managing
tion will have a set of expectations for its performance and its re. projects that involve a number of tasks, deadlines (“milestones” in
sults. If these expectations are based upon clearly defined goals and project management jargon), and resources such as people and
specific objectives, or targets, it is possible to chart and monitor th money. The a@Yan‘gage of using a software program is the dynamic
actions or projects to determine how well they are meeting expec cheduling ability it provides. For example, it takes into account
tations and to make adjustments as necessary to ensure the meeting how the completion of one task is dependent on the completion of
of these expectations. nother. It aids the manager by providing a visualization of sched-
The evaluation of the economic development effort has three ules. It can also help the manager communicate more effectively.
dimensions: to monitor progress, to assess performance, and to de- rintouts can show the status of projects to the board of directors
termine the level of impact. The nature of the information needed or be used to create presentation graphics. And, like spreadsheets,
depends on the purpose of the evaluation. For example, the infor- _project management software can be used as a “what-if” tool to pro-
mation needed for evaluating the progress of a project is different Jject the impact of delays or revisions, or to try out plans on-sereen
than what is needed for determining the level of impact of the pro- be:fore implementing them. For instance, a manager could deter-
ject. However, all three types of evaluation have value in managing mine how much overtime will be necessary to bring a project in on
the work program and its projects. , schedule if one stage gets behind by a week.
The ultimate purpose of this first type of evaluation is not to
discover how well your project is succeeding. The purpose is to be
able to revise and adapt the project, if necessary, to new develop-

Monitoring progress  The purpose of the monitoring effort is to
determine whether specific actions and activities were achieved. A
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ments so that it can suceeed. The monitoring of results at eae
allows necessary changes to be made. Even if the plan works
clockwork, the knowledge that targets have been reached »
understanding of what needs to be achieved next are certy
boost staff morale and performance. =
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s to provide feedback for an assignment or task that has been
e exceptionall;” well. Recognition helps motivate staff members
ward '{nproved levels of performance. Since feedback is some-
nes negative, position recognition brings more balance to com-
unications.

Evaluating performance  THe second basic type of evaluat
keyed to the performance of those responsible for carrying oy
work plan and the specific projects. The nature of the review of g
performance depends on for whom the evaluation is being do;
it for the professional, so that he/she can improve his/her perfo
ance and be more effective? Is it for the board of directors to ¢
onstrate overall staff effectiveness? Is it for the economic develg
as the manager of the program so that he/she can determine w
and how well the staff is doing? Is it for the leaders of the comm
nity so that they will support the efforts? Is it for the communit;
a whole so that they will better understand the purpose of the
nomic development effort? Obviously, the kind of information
seeks for the evaluation will vary considerably depending upon i
purpose for which the evaluation will be used. : ~

The appraisal of individual staff performance is a personne
sue, and as such will not be covered in this article. The concern he
is the evaluation of the effectiveness of the staff and the projec
and whether they are meeting the goals and objectives set forth
the economic development plan. The issue is the results that are
being achieved. What is working and what isn't working? Wh
could be done to improve the system? Are inquiries being prope:
responded to? Are telephone followups being done effectively?
the advertising generating a satisfactory level of response? Ar
prospects being handled correctly? Are the brochures generating
favorable response? Does a different approach need to be used wit
the direct mailings? ' o

Each project and task within the project has its own set of p
formance criteria. If the projects are defined properly to begin with
it will not be difficult to develop performance criteria. These crite:
ria, or standards, should represent specific values that can be mea
sured. They may be certain levels of performance regarded as sat
isfactory by those knowledgeable in the field. In some cases, outsid
input from another professional may be necessary to keep the eval
uation as objective as possible. )

At completion of the project or of a set of tasks, the perfor
mance reviews present the project manager with an excellent op
portunity to provide recognition to project team members. Thes
forms of recognition might include letters of appreciation, plaque
or certificates commemorating the individual’s contribution, writte
articles in the organization’s newsletter, press releases to the local.
newspaper, or a luncheon or banquet. The purpose of the recogni

Measuring impact  The final aspect of evaluation focuses on the
pact of the individual projects or on the economic development
-ogram as a whole. This is a “so what?” approach. Itiseasy to get
ught up in an evaluation numbers game that documents hours
ent on projects contacted, letters sent, dollars spent. Ultimately,
the question should be asked, “What does it all mean?”

In this context, three types of questions need to be addressed:

‘e the organizational goals correct in terms of: (1) meeting the im-
ediate and long-term economic development needs and
opportunities of the community; (2) implementing the economic de-
lopment program within existing constraints and resources?

ven specific goals and objectives, have local resources been used
efficiently in the implementation of the program? Specifically: (1)
Are the strategies and projects appropriate? (2) Could more have
heen achieved by using some other set of strategies or projects? (3)
Was the program headed in the right direction in terms of the goals
and stratqg‘ie; but was it not implemented correctly? (4) If so, was
he organization or management of the projects inadequate, or did
he staff lack competency in technical or political skills?

iven the resources available, could a greater impact have been '
reated in terms of the goals and objectives?

The a}bﬂity to measure the impact of an economic development
rogram is dependent upon the ability to measure change in the
ommunity, and to relate that change to action. This change can be

_in the number of businesses attracted, the number of new business

ormations, the nunpbex‘ of firms retained or that have expanded lo-
cally, the loss or gain of jobs, the rise or fall in the local unemploy-

‘ment rate, the increase or decrease in occupancy rates, ete. Cer- -

ainly, a good economic development program is one that is as
directed to encouraging the growth of the existing base of business

and industry in the community as it is to attracting new operations.

This information should be more than quantitive. Numbers
alope do not fully describe the changes oceurring in an area. Labor
attitudes, labor-management relations, quality of educational and
training programs, the regulatory environment, and quality-of-life
are just some of the important aspects of local economic develop-
ment that have to be analyzed on a more subjective basis. Qualita-
tive change can be documented through case studies, or specific ex-
amples of successes. Firms can be interviewed to determine the role
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of the economic development effort in the business location or ex-
pansion decision.

Conclusion _ -
Obviously, there is a cost in time and staff in gathering the type of
information just described. Certainly, practical limits will exist as to
how much information be can acquited. However, failure to docu-
ment the impact of the economic development programs of an orga-
nization could lead to serious questions as to the value of the entire
economic development program. ol

One word of warning. When one sets up objectives or targets,
try to avoid stating the number of new jobs or firms that will be
added to the community. Although it is useful from a planning stand
point to have an idea of how many jobs are needed to bring employ-
ment rates to an acceptable level, or how much new business invest-
ment is needed to increase the tax base to the point where it could
provide for local needs, one’s role as an economic development and
marketing professional doesn’t give one direct control in the busi
ness location decisions that lead to these results. The specific state
ment of numbers is likely come back to haunt one at year-end eval-
uation if these numbers have not been achieved. Certainly, while
one does control the process for stimulating this business activity,
one does not control the results of these efforts.

It is imperative, therefore, that the work program and its pro-
jects and tasks be designed carefully so that they lead to the
achievement of the goals and objectives of the local economic devel-
opment program. The effective management of this work program
requires an evaluation process that monitors progress, assesses the
performance of the program and its projects, and measures the im-
pact that this program is creating. If during the course of the eval-
uation it is determined that it is not meeting these goals and objec-
tives with the strategies that have been adopted, and it is not
reaching the level of impact needed or desired, then one must revise
the program to make it more effective. That is the value of evalua-
tion. It provides a systematic basis for assessing where one is in
relation to where one wants to be. It also enables one to formulate
timely decisions for the more effective use of valuable and limited
resources. If the reporting system can only provide feedback con-
siderably after the fact, as a matter of history, then the economic
development director/project manager cannot control his or her eco-
nomic development program. '

The
Organizational
Chdllenge




Organizing and
Staffing Local
Economic
Development
Programs

Robert R, Weaver

Local economic development programs in Texas are organized in a
variety of ways. The form of each program has been determined
primarily by the groups involved in its initiation and the political
philosophies of these groups.

Organizational models

The structures of local economic development organizations in

Texas can be classified into six models based on the way in which

they were initiated, the community sector exerecising primary con-

trol, and their modes of operation. All of these schemes have some

potential for success, but those which represent genuine partner- .
ships between public and private interests in the community are
generally considered the most promising. These models, their basic
“characteristics, and some of their advantages and disadvantages are

discussed below. ‘

The public-assisted private model The traditional organization
structure for local economic development, and the one still found in
nearly half of all Texas cities, is the public-assisted private model. In
this form a private organization (usually the chamber of commerce
or one of its divisions) has primary responsibility for the program,
and the city government provides financial support to the effort. Ac-
tivities generally emphasize attempts to attract new business and
industry to the area, and there is usually a convention and tourism
component. Local government tends to be passive, becoming ac-
tively involved in the program only when asked to assist with spe-

Reprinted with permission from Robert R. Weaver, Local Economic Development
in Texas (Arlington: Institute of Urban Studies, University of Texas, 1986).
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cific project approvals or authorizations such as zoning or
exempt project financing. The advantage of such a program is
the private sector organization usually has more experience ang
pertise, at least in the limited activities which are commonly unde
taken, than does the city government and is able to enhance it

forts through the publie support provided. The disadvantage for ¢
public seetor is that its goals arenot necessarily represented i int
program, nor does it have the opportumty to target activities to sp
cial community problems which may arise.

private political model This organizational model is similar in
any ways to the “private proprietary model,” with the principal
ference being in the implementation strategy used. Program
anning is still done and financed by a private sector group, but
ce the program is developed, the orgamzatlon becomes a political
resstre group which attempts to gain local government adoptlon
and financing of at least part of its program. The strategy often in-
‘udeS a concerted effort to get the loeal ¢ity council to authorize
ond issues and apply for federal and state grants to fund projects,
o enact changes in local development policies which would be ben-
ficial to the organization’s program, and to initiate local financial
ncentives such as tax abatement and tax increment financing.
ometimes the relationship between the organization and the city
overnment is adversarial, but in other cases the private group is
ble to gain public support and local government endorsement of its
rogram

The public proprietary model During the 1960s many purely pu
lic economic development programs were established in Texas. Ty
ditional federally funded urban renewal and its successor progra
were operated by local governments with little or no involvement o
the private sector. These programs emphasized clearance and red
velopment of blighted areas and improvement of development
supporting infrastructure. The concept behind these programs wa
the idea that government could cause private sector development t
oceur simply by preparing suitable development sites where non
had existed before. This same idea led to the establishment of indus
trial parks in cities throughout the state, often with the as51stanc
of the federal Economie Development Administration.

The premise behind these programs has largely been discred
ited by the poor results of many local efforts. It is now generall;
acknowledged that these programs are fatally flawed because they
lack the necessary involvement of the private sector. '

The private-initiated partnership model Many of the more re-
ently organized local economic development programs in Texas are
a joint effort of the public and private sectors. Because in many cit-
ies the private sector has traditionally been more active in economic
development than the city government, it becomes the primary
initiator of the new program. The partnership develops as local gov-
ernment becomes more interested in taking an active role in eco-
nomic development and the private sector sees this as an opportu-
nity to gain public assistance and support for its efforts.

Sometimes a completely new organizational structure is

velopment is almost entirely a function of the private sector. In
these areas the local program is planned, funded, and implemented
by private interests, often acting through a non-profit corporation
or foundation. The organization usually does not seek local govern
ment financial assistance or other aid either in the development or
implementation of its program.

These programs may target falrly small geographic areas and
often have limited objectives. It is.not unusual for such a program
toexistin a c1ty along with one or more of the other organizational
types discussed in this chapter.

The disadvantage of this model is that it fails to tap the financial

assistance and development incentives which local government can:

provide. The concurrent advantage, however, is that the private
sector organization “owns” the program and, therefore, has full con-

trol of its activities. It also has the advantage of allowing the orga-

nization to make plans and conduct sensitive negotiations without
the risk of premature public disclosure. One danger for the public
sector is that programs organized in this way can easily be con-
verted to the “private political model” discussed below.

The private proprietary model In some Texas cities economie de—f

formed, but often the city simply “buys in” to the existing private
demswn—makmg process. The city usually brings with it, however,
an agenda which is somewhat different from that of the prlvate sec-
tor. If this is so, a process for working out the differences will prob-

_ ably occur. The city may create a staff capacity to work with the -
private sector in this effort, and what often emerges is a hybrid pro-
gram which includes elements from both sectors.

This marriage also introduces the problem of the city govern-
ment’s being required to justify public support of special-interest
activities, and it may require that a general public interest be iden-
tified if such projects are to be included in the program. This is
sometimes difficult and may be a serious disadvantage of the struc-
ture, but it may be outweighed by the advantages of mergmg re-
sources from both sectors into a coordinated effort.

The public-initiated partnership model Pubhc—uutlated partner-
ships usually develop in cities with histories of involvement in public
proprietary efforts in which the private sector has not been espe-
cially active in economic development The city may attempt to
overcome the deficiencies of its previous efforts by bringing the pri-
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vate sector into its program. This can be accomplished either b
establishment of a private sector policy body within the city govern
ment structure or by city-initiated formation of a new publie/privat
local organization, such as a Local Development Corporation.
Usually the city government provides most of the funding for
the organization and retains control through the appropriations pro
cess. Sometimes the city goes togreat lengths to make the organi-
zation appear independent of local government while retaining pri
mary control. The weakness of such a structure is that unless the
private sector is an enthusiastic partner and is given a significant
role, the effort remains primarily public without the degree of pri-
vate sector support needed to make it effective.

Choosing an organizational model : :
The choice of an organizational model for a local economic develop-
" ment program is a decision which should reflect the basic philos
phies of the community’s public and private sector leaders and ree-
ognize the history of past efforts. There are, however, several
criteria that city leaders should consider in selecting a structure
which will be most likely to meet the city government’s needs.
These include the: ;

Degree of control the city government wishes to have over the orga
nization and its activities '

Amount of public funds the city is willing to invest in the effort

Appropriateness of the structure for working toward the specific
goals which have been set for the program.

Figure 1 characterizes each of the models in terms of the potential ﬁ

degree of control they afford to the city government, the likely level

of public investment which will be required, and the goals for Whieh ,,

each is best suited.
It should also be noted that the city government will not have

the discretion to choose an organizational structure where private
political or private proprietary organizations are already in place,

unless it wishes to attempt to convert these to another model or to
establish a separate program. The establishment of one of these pri-
vate-sector—dominated structures can result, however, in demands
being placed on city government which will significantly impact on
municipal operations, and cities must be prepared to respond effec-
tively to these demands to protect the public interest.

Staffing local economic development programs
Once a city government decides to become actively involved in eco-

nomic development it is immediately faced with the need to estab-

lish a staff capability to carry out the function. The level of staffing
required and its placement within the administrative structure of
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Organizational
type

Degree of city
control

Public
investment
required

Appropriate goals

Public
proprietary

partnership

partnership

Public-assisted
private

Private
proprietary

Public-initiated

Highest

High

Private-initiated Moderate

Private political Low-moderate

Low

Lowest

Highest
High

Moderate

Low-high

Low-
moderate

Lowest,

Urban/slum clearance,
infrastructure
improvements, growth
management, historie
preservation

Urban/neighborhood
redevelopment, mixed
public/private projects,
historic preservation,
growth management

Downtown/commereial
revitalization, tax
increment/special”
assessment distriets,
tax-exempt financing,
tax abatement

Tax-exempt financing,
major community
facilities, health &
human service
improvements

Convention/tourism,
attracting new
business/industry,

- expanding existing

business/industry

Targeted commercial
development, retail/
service growth,
individual property
Improvement

Figure 1. Characteristics of local economic devel

models.

opment organizational

;;lhe gity is largglyddictgt&d by the way in which the loeal program
as been organized and the amount of effo i
i ol p e o rt on the part of the city
The public-assisted private structure, which is still the most
common in Texas cities, and the private-initiated partnership model
require minimal city staff effort. Where these have been imple-
mented, .however, it is usually desirable that the city staff contact
be at ahigh level in the administration. In Texas cities the eity man-
ager is most likely to be the staff person responsible for economic
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development, and there may not be any additional staff assign ble 2. Staff assignment of economic development in Texas cities.
specifically to the function. B T Percontage
. The public proprietary and the public-initiated portnership m tion title 4 ) of cities
els require a high level of staff eﬂ'ort(.i Cities Wltf;}h t}(;?sg Organi manager/CAO - 28
gﬁﬁtggﬁz 1;3‘;%%1&?:&%?&%?& epartment or Vlsmm nomic development director/coordinator/specialist 28
Cities with a private political stmucture in place must hay yirector of planning/planner %5
strong staff capability in order to deal effectively with the deman o

placed on the city government by the private sector organizatj
The level and capability of city staffing should be equal to that of th
private organization. A ’
In cities where the only economic development structure
place is the private proprietary model there may be little need for th
city to staff for economic development. The interface necessary b
tween the city and the private group usually can be accomplished
through normal channels and existing departments. ~

hat the Planning Department was most often chosen). It is also ap-
arent that Texas cities have not been active in establishing larger
jommunity and Economic Development (CED) agencies.

Staff assignment of economic development Texas cities have in-
creasingly recognized the need to provide staffing for the economic
development function, and more than one-third of those responding
to the Institute of Urban Studies survey in 1986 reported that they
had created a new staff position responsible for economic develop-
ment within the past five years. While the city manager is still the
staff position most often named by cities as having primary staff re-
sponsibility for economic development, over sixty percent identify
some other position, and nearly half of these report a position with
the title of Economic Development Director, Coordinator, or Spe-
cialist. Table 2 lists the staff position with primary responsibility for
economic development as reported by Texas cities in the Institute
survey. ‘

Organizational assignment of economic deve}opme_nt A survey
by the International City Management Association in 1984 askec
cities throughout the U.S. to report their assignment of the ec
nomic development function within their administrative structure
and the 1986 Institute of Urban Studies survey solicited similar i
formation from Texas cities.? Results of both surveys are displaye
in Table 1. :

These results indicate that Texas cities are more likely to assign
responsibility for economic development to the city manager’s‘_oiﬁcQ
than are U.S. cities in general. This is probably due to the signifi-
cant number who said that the function is primarily performed in a
non-city agency (such as the chamber of commerce) and who named
the city manager as the city’s contact with the agency. '

The results also show that Texas cities are more likely to pa\.’e
established separate economic development departments within
their staff structures, and that they are somewhat more likely to
assign the function to a line department (the Institute survey found

_ Education and experience of economic development staff The
_education and experience of persons occupying municipal economie
_ development staff positions in Texas reflect both the relatively short
_ history of municipal involvement in the function and the lack of op-

portunities for formal education in the field. The Institute survey
 reported that persons filling the staff position designated as having

primary economic development responsibility most often have aca-
_ demic degrees and training in public administration (41%) because
S0 many city managers are designated, and planning degrees (28%)
 because planning is the department to which the function is most
often assigned.

Table 1. Organizational assignment of economic development in Texas and
U.S. cities.

Organizational unit assigned Percentage of Percent.age 0
economic development U.8S. cities Texas cities.

Office of city manager/CAQO 28 4 o These individuals have experience almost exclusively in munic-

13 21 Ipal government in Texas. Two-thirds have served in a similar posi-

S‘?Parate department . 23 tion in another city in the state, and less than ten percent have pri-

Line department 28 vate sector experience. Only one-sixth have experience outside

Larger community and economic Texas, and over a quarter report no prior economie development
development agency ’ 31 3 experience at all. , »

*Includes both decentralized and partially eentralized assignment. When we look only at the persons filling city staff positions with
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Table 3. Economic development assistance received by Texas cities (append
from Chapter 4 of Robert R. Weaver, Local Economic Development in,
Texas [Arlington: Institute of Urban Studles, University of Texas, 1986]

Percentage
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‘about one-third of these professionals report having prior private or
non-profit economic development experience, and only about one in
five have experience outside the state.

- When asked about the need for educational opportunities in the

cities field of economic development, cities are almost unanimous in their
S receiving opinion that economic development should be included in the curric-
ource s assistance ula of public administration programs in the state and that Texas

Federal agencies ,
Department of Housing & Urban Development .36 tions in economic development.
Eeconomic Development Administration 3
International Trade Commission
Federal Aviation Administration

opment corporations see: Local
Development Corporation: A Tool for
Economic Development, Interna-
tional City Management Associa-

State agencies
Texas Economic Development Commission
Governor’s Office of Economic Development
Texas Department of Community Affairs
Texas Historical Commission
Texas Housing Agency
Texas Advisory Commission on Intergovernmen-
tal Relations
Texas Employment Commission

Regional agencies

Councils of governments/Economic development

districts 44

Municipal organizations

International City Management Association 41
Texas Municipal League , 38
National League of Cities ’ 21
Public Technology, Ine. : 3

Other membership organizations
Urban Land Institute 0
International Downtown Executives Association 8
Ameriean Institute of Architects 8
3
3
3

[ory

American Institute of Certified Planners
American Economie Development Council
Council of Urban Economic Development

Other sources
Private consultants v 38
Colleges and universities

the title of Economic Development Director, Coordinator, or Spe-
cialist, a somewhat different picture emerges. Two-thirds of these
persons have academic training in either business or economies. It
appears that when Texas cities create a professional economic de-
velopment staff position, they usually fill it with a person whose aca-
demic background is oriented more toward private business and
economics than to public administration and planning. Still, only

1. For a full description of local devel-

2.

colleges and universities should offer deg‘rees or major concentra-

tion, MIS Report, Vol. 17, No. 4,
June, 1985.

Facilitating Economic Development,
Baseline Data Report 16, no. 11/12
(1984): 3.




Nonfinancial Busines
Assistance Programs

, Harry P. Hatry, Mark Fqll
Thomas O. Singer, and E. Blaine Lin

.

Editor’s note: Although the procedures described in this article were de
veloped for economic development programs at the state level, many o
the recommendations are appropriate to the local level as well. In. ad
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ay target firms that are in emerging markets to help them gain an
yantage over competitors in other jurisdictions. Oceasionally,
cial programs are designed to provide assistance to women and
, minority-owned businesses. : : :

_ The objectives of business assistance programs generally are
. (ﬁhelp improve business operations and their viability; (2) help
firms comply with state regulations that govern their operations; (3)
refer firms to other programs, such as financial assistance or export
promotion programs, and other sources of technical assistance to
help them improve or expand operations; and (4) help persons want-
g to launch a business make good startup decisions. The long-term
jectives of these programs inchide providing assistance that will
help firms initiate operations, stay in business, increase sales, and
xpand their employment. )

Performance indicators for

business assistance programs

Exhibit 1 presents a set of performance indicators that can be used
for monitoring business- assistance programs. These are grouped
into three categories: indicators of service quality, intermediate out-
come indicators, and long-term outeome indicators. The information

dition, the evaluation of nonfinancial business assistance programs i
but one example of detailed monitoring techniques that can be applie
to a number of other aspects of economic development efforts, includis
business attraction, export promotion, tourism, and community devel

opment.

Scope
Many state and local governments provide technical assistance to
businesses to help them function more effectively. Technical assis
tance can include seminars on regulations or other governance is-
sues; individual counseling on business plans, marketing strategies,
and financial plans; and referral to other sources of assistance, often
to financial assistance programs. Technical assistance programs ma;
also provide services to individuals (such as attorneys and account-
ants) who, in turn, use the information to help their clients.
These programs frequently are focused on small businesses or
firms in particular markets, such as high-technology manufacturers,
telecommunications firms, or biotechnology firms that the agency
feels need assistance to compete in the marketplace. Programs also

generated for these performance indicators comes from agency rec-
ords, surveys of business assistance clients, and in some instances,
from the state unemployment insurance (UI) database. A sample
questionnaire is included at the end of this article as Exhibit 2.

Indicators of service quality Indicators of service quality can
highlight specific aspects of service quality that need attention and
improvement.
The accuracy of information (PI-1) provided to clients is partic-
_ularly important for a technical assistance program. Firms come to
he business assistance office for its expertise in an area, such as
_state regulation, and expect to receive accurate answers to their
uestions. Since the program’s primary commodity is information,
its accuracy, as found by the program’s clients, is an important indi-
cator of program performance.
Clients’ perceptions of the timeliness (PI-2) of the services in-
dicate the program’s success in responding quickly to requests.
Some clients may not actually receive the services they sought
from the program. The indicator showing the percentage who actu-
ally received the services they requested (PI-3) provides informa-
tion on the actual receipt of desired services as perceived by clients.
This indicator captures information that would be lost if the agency
only sought information on the quality of services received, regard-
less of what was requested.
Ratings by clients of the overall quality of the program’s assist-

Reprinted with permission from Harry P. Hatry, Mark Fall, Thomas O. Singer,
and E. Blaine Liner, Monitoring the Outcomes of Economic Development Programs
(Washington, D.C.: The Urban Institute Press, 1990), pp. 81-47. The section of
the book reproduced here was originally entitled “Business Assistance (Nonfinan-
cial) Programs.”
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ance (P1-4) provide the program with a cqmposite rating for service.
quality. This indicator in effect combines into one rating the client’s
- perspective on receipt of services, accuracy, timeliness, plus an
other factors the client feels were important. The percentz:.ge‘ of
clients that indicate that they would rgcommend the program’s se
vices to other businesses (PI-5) is an indicator of: qveral} client sat;
isfaction and of the value of services. It has additional importance
because clients often are a major source of program referrals, If
clients are not satisfied with the assistance they receive, they are
unlikely to recommend the services to others,_ti}us decreasing the
coverage of the program and possibly undermining long-term sup-
portfkogcﬁracy, timeliness, and overall quality should be queried~f9r
each individual service offered by t_he program, as lllustrateq in
question 2 of the sample questionnaire (E}ghlblt 2). The question.
naire provides the opportunity to break out information on basic as
sistance services such as: publications, seminars and workshops
counseling, and referrals. This list can be modified to meet any
agency’s particular variety of business assistance programs.
Publications are usually the primary information tool prov1ded_k
to clients. Indeed, publications are often the only contact the pro-
gram has with a client. Seminars or workshops are given on general
or specific topies of interest to businesses. They may be a’gtended by
owners or employees of businesses, or by those who will use th
information to assist their own clients to improve their businesses
Ratings of seminars and workshops pz:owde the program with infor-
mation on the quality of these activities. I_nd1_v1dua1 counseling is a
one-on-one service for businesses on specific issues, such as dgve
opment, of a business plan, a marketing strategy, or an operational
problem. Ratings of this service provide information from those
clients who received the in-person assistance. Referrals to other
sources of assistance, whether a different department, a dlffqrenig
level of government, or a private source, are a agmﬁcant.semceh ;
the program has limited technical services of its own or is not the
appropriate source for certain types of assistance or information.
Ratings of this service can help the program judge whether its re-
been useful. ) .
ferra'}‘i};z‘frvey questionnaire should ask r_espondents to give their ~’
reasons for poor ratings. The business assistance program can ong ,
tain valuable information from these reasons. As illustrated by
questions 2f and 3a of Exhibit 2, the questionnaire requests respon-
dents to explain any poor ratings. Such information should be clom-
piled and subsequently analyzed by program §taﬁ to provide clues
to problems with the program and how they might be corrected.

r

» » . . » dica_
Intermediate outcome indicators Intermedmtg outcome In
tors are indicators that, although not measuring increased employ-
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_ment or sales, nevertheless represent actions taken by clients that
can be considered important, positive steps toward these desired -

outcomes.

The percentage of clients that decided to start a business is an
important intermediate outcome indicator for programs that pro-
vide technical assistance to start businesses (PI-6a). However, the
list of indicators (Exhibit 1) does not include businesses that decide
to defer or abandon forming a new business. Although the pro-
gram’s assistance may alert the clients about serious competitive
weaknesses that result in postponement or abandonment of start-
ups, such situations are likely to be secondary to the program’s ob-

jectives and have not been included as a major performance indica-

tor (although such data can be sought, as shown in question 4 of
Exhibit 2). This information can be reported as individual outcome

indicators or as one summary indieator, as shown in Exhibit 1.

Another important intermediate outcome for clients is altera-

tion of their business or market strategy, based on the service (PI-

6b)—for example, a shift to a new product or market segment. Such
outcomes indicate that the firm is ado
gies to improve performance.

pting new long-term strate-

Solving operational problems (e.g., obtaining permits) or ind—

_ proving regular business operations or methods (e.g., working cap-
_ ital management) are also relevant outcomes (PI-6e and d). These

outcomes tend to strengthen the firm’s ability to stay in business
- and grow. :

Only asking clients whether such outcomes occurred does not

tell whether the business assistance program had any role in these
_ outcomes. To address this issue, clients should also be queried about
the extent to which the program’s assistance contributed to these
outcomes (question 5 of Exhibit 2). To calculate the values for PI-6
therefore, the agency will need to combine (1) information from eac
client as to whether the intermediate outcomes oceurred with (3]
the same client’s rating of the extent of the business assistance pro-
_ gram’s contribution. This should be accomplished in the data pro-

cessing step. The agency can also tabulate the answers to the ques-
tion on the extent of contribution without directly linking the
contribution to the specific outcome categories—as an
mediate outcome indicator.

2

h

added inter-

To what extent will respondents be able to answér éccurately

about the business assistance program’s contribution to outcomes?
This is a major technical issue for these procedures. The answer de-
pends on the extent to which the respondent knows about, and can

ecall accurately, circumstances regarding the program’s assistance

and subsequent actions by the respondent’s firm. Although 100 per-
cent accuracy in the responses to these questions cannot be ex-
pected, asking key representatives of client firms for their percep-
tions appears to be the only practical way to obtain at least rough
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v

information on the extent of contribution. Note that while the pr,
cision of the indieators is in considerable doubt, they should be qe-
curate enough to identify major differences over time and across dif-

ferent types of businesses.

program managers. The disaggregations for these program
include: (1) size of firm (as measured by number o%') errglﬁloyz:;?%%
standard industrial classification (SIC) code (two-digit codes should
be suﬁiﬁlent—-—lf the program focuses on a particular set of indus-
gcl;isﬁt;)e %ﬁ'g}ll should be p(]iresented for these industries); (3) area
— aps arranged to distingui ’ ;
o vssitiy, @' minority satee guish urban from rural areas;
Firm size is important, particularly for programs that
 small- and medium-sized firms. This breakout V%EI show nggﬁ
, (ghofi;rle);ﬁ:}s{ élrllts;:qﬂ\ilci to f}ilrms of different sizes. The industry cate-
. eak show how well the program is serving diff
_ industries in the; state. It will be especially helpful if the grogrglr‘slit
tirgﬁgmlgl certain industries for assistance. Area disaggregations
?e x?ent ; a:)'tz f(;)}il_etﬁrogra_m dltot gauge how it is doing with firms in dif-
e jurisdiction. For state agencies, th i
i:ould be aggregations of counties that the prggram ﬁ’ndse‘ig g‘g %i?zrlf
t:illr, perhaps because of certain shared characteristics, or because
ese are the economic development regions used for other agency
p\frpﬁises. These counties can be grouped into regions based on geo-
gza};: ¢ contiguity, although they could be based on other factors
gl;gakgzt g}licﬂ;ropol}gar;nigr nonmetropolitan. The minority status
e oty ﬁ}ﬁ'ﬁ;ﬂ € Information on the program’s success in reach-

End (long-term) outcomes End (long-term) outcome indicator.
(PI-7 and 8) assess the extent t8 which the business assistance pr
gram helped firms increase their sales and employment. These ar
generally the major long-term objectives of business assistance pro-
grams. PI-7, percentage of clients who actually start businesses or
expand them and increase jobs and sales, is one of the long-term
outcomes of a business assistance program. Jobs added by those ac-
tually starting or expanding a business, PI-8, is another, perhaps
the single most important, outcome.
As with the intermediate outcomes, an indication by a firm that
these results have occurred does not tell whether the program
helped to bring them about. The contribution of the service received by
clients to end outcomes realized is a central concern of performance
monitoring. Only in instances where clients indicated that the ser-
vices they received contributed to the outcomes they experienced
can the program really take credit for these outcomes. As with the
intermediate outcomes, the most practical way to obtain this infor-
mation appears to be to ask clients about the extent of the business
assistance program’s contribution, as illustrated in question 5 of Ex-
hibit 2. Issues and cautions regarding this procedure were discussed
previously under “Intermediate Outcome Indicators.” o
The number of new jobs, PI-8, poses additional eoncerns about
aceuracy. Asking respondents for exact numbers is likely to create
considerable difficulties for many respondents. To ease their burden
and encourage responses to the question, clients might better be
asked to check off ranges of results (04, 5-9, ete.). This procedure
is illustrated in question 41 of Exhibit 2. An alternative procedure is
to track changes in employment for clients through the state’s UL
database. This procedure should give reasonably accurate estimates
of employment levels for each month. UI data will not, however, by
themselves provide information as to the contribution of the pro-
gram to the increases in jobs. . ,
The matter of when to survey clients is an important issue.
Clients should be surveyed approximately nine months to one year
after they begin receiving services. This time interval balances po-
tential client memory problems on the one hand with, on the other
hand, the need to allow sufficient time to elapse for significant out-

comes to occur.

Sources for performance data

Program records Information from program records i
’ (1) provide ba_lsm c]_ient information in ordﬁi to contactscﬁe];iz(tqgtﬁoé
survey questionnaire or to track employment through the UI data-
base such as firm name, address, name and title of key contact per-
son, telephon_e number, dates of service provided, and the ﬁrm’s? d
eral or state identification number (for determining a firm’s grmstl'l
in employme_nt); and (2) obtain information on client characteristics
needed for dls_aggrggatmg performance indicators, such as firm size
m@uséry, region, information about the services each client re.
gﬁl‘{ﬁd’ and minority status. The program’s database on its clients
Tho contain mform:_itlon_ on each firm that receives assistance
e program can obtain this information from each firm as part of

its regular cli i i 3 :
assistgrlﬂ: N ent information system at the time clients first seek

Client surveys Client survey i j '
1 £ ys provide the major source of infor-
nlliatlon, on program quality and outcomes. Surveys generate data%r;l
Ic) ef'?:r?c é)grce%tmn o}f service quality, on the outcomes they have ex-
perienced, and on the contribution of the program’s services to the
The program should consider surveyi
! ¢ ying on a quarterl i
those who received assistance from the prggram.q If thzrgu?r?kisrﬁ

Disaggregations of indicator data
The performance indicator values should be broken out by key char-
acteristics of the client firms, to make the indicators most useful to
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rm. An incentive to respond is desirable. As an incentive to re-
pond, an attractive professional publication or a report could be
ffered to those who return the questionnaires.

quarterly clients is large, say over 200, and the data collection
are a problem, the agency can survey a sample of elients in a many,
to ensure that the findings are representative. The sample mig
a random selection of all clients, or a stratified sample to 3
representation of all clients on different services received,
groups, industries, and location within the jurisdiction in order
later break out the performance«data. o
For performance monitoring purposes, the program should
fine reasonably precisely who is a client. To avoid excessive cost
little extra value, it should establish the amount of a service
needs to be provided for a firm to be classified as a client. Fo
ample, it might specify that the firm needs to receive a minimum
four hours of assistance before being categorized as a client. Thj
amount could vary for each type of service. A firm requesting
business assistance program publication, for example, should not
included in the client survey. -
Clients can be surveyed approximately nine months to one y,
after receiving assistance. If the survey is earlier, such as afte
three months, not enough time will have elapsed for many client
have achieved long-term, or even intermediate outcomes. By th
same token, if the survey is delayed much later, to more than or
year, the individuals in the firms will likely have major problem:
remembering the assistance given them and/or the outcomes rela
ing to the assistance. Also, at this later date, the relevance of t
performance information is likely to lessen because of staff, pr
gram, and funding changes. ol

For each client to be surveyed, probably by mail, the program
needs to provide the names of the primary contact persons, t
address, and telephone number (for telephone reminders to firms
not returning questionnaires). To disaggregate the survey data, the
program should also collect and provide the SIC, size, location
(county), and minority status of the firm. .

The survey questionnaire should include questions on the qual
ity of the services received, the outcomes experienced, and clients
estimation of the contribution of the services to these outcomes. Ex:
hibit 2 illustrates how this can be done. A few open-ended questions
should be included so that respondents can give reasons why the
answered in certain ways, especially if they report poor ratings
(See, for example, questions 2f, 5a, and 7a in Exhibit 2.) Open:
ended questions can also be included to ask for suggestions to im
prove the program’s services. (See, for example, question 9 in Ex
hibit 2.) .

Mailed questionnaires should be sent with a personalized cove
letter signed by a top executive such as the government's chief ex
ecutive or agency head. The letter should indicate the need for feed-
back to improve the program’s services and should point out that
information will be kept confidential and only reported in aggregat

tate unemploymgnt insurance data The state UI database can
e used to determine the change in employment of assisted firms.
rogram personnel should be asked to request the identification
umber from c}lents as part of one of the initial contacts. (The UI
atabase contains federal and state identification numbers for each
firm that pays taxes on employees in the state.) If the program does
ot obtain an identification number, it may still be possible to find
the firm in the UI database by using the firm’s name and county
ode. Because of certain characteristics in the system, it may not be
ossible to find all firms using the company name and county code.
The UI database can be used to track the monthly employment
of assisted firms. The system collects monthly employment figures
from firms on a quarterly basis. The program could identify employ-
ment change in assisted firms for several quarters. The Ul data are
useful because_they allow the program to track long-term outcomes
over a longer time period than can be obtained from a client survey.
- _Although this procedure is attractive, it has two important lim-
itations. It can obtain quite accurate employment figures, but these
will not tell whether the business assistance program contributed
fhrectly to increases in employment. Nor does the system provide
information on service quality, as does the client survey procedure.
Thui, t:ChthI f;iatabase shoulg preferably be considered as a comple-
ment to client survey procedures, especially for providi
the amount of job growth for use in PIIf-S. Y for providing data on

The program ‘may want to provide explanatory data along with the
_ performance u_1d1cat_or information, to help explain major improve-
ments, or declines, in program performance. For example, various
n.atlonal, state, or local economic indicators are likely to be relevant
_since the intermediate and long-term indicators can be affected b3;
_ economic conditions. The rate of economic growth for the jurisdic-
k_t}on’ls one indicator of the general economic climate. If the jurisdic-
tion’s growth.rate slows or increases rapidly, the outcomes of firms
eceiving assistance would, in general, be expected to also reflect
these conditions. Significant external events such as changes in

competition from other countries ean also affect out
in specific industries. comes for firms

Reporting the results

A major need in performance monitoring is for results to be pre-
sented to program and other agency managers in clear, informative
formats. Exhibits 8 and 4 present two examples. Exhibit 3 illus-
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trates a format designed to show the detailed findings on ege
cific performance indicator, with breakouts by major client cj
teristics. The user can quickly identify those categories of clientg
whom performance on the indicator was particularly high o
during the period covered by the report. Exhibit 4 shows a
mary report format, presenting data for each performance indiegt
that compare current performance to prior performance and
gets set by the program. :

. Note: The information in parentheses refers to the source of data for each indicator. 4
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whibit 1. Performance indicators for business assistance programs.

Percentage of clients rating the accuracy of information for each
service received as excellent or good (question 2, Exhibit 2).

Percentage of clients rating the timeliness of the services
received as excellent or good (question 2, Exhibit 2).

Percentage of clients reporting that they received the services
they requested (question 3, Exhibit 2).

Percentage of clients rating the overall quality of assistance of
each service as excellent or good (question 2, Exhibit 2).

Percentage of clients who would recommend program assistance
to other businesses (question 7, Exhibit 2).

Intermediate outcome indicators

Number and percentage of clients that (a) decided to start a
business; (b) made a significant change in the nature of their
business or markets; (c) solved an operational problem; or (d)
improved regular business operations or methods; and, if any of
these occurred, also reported that the business assistance
program office’s assistance contributed at least somewhat to the
outcome (questions 4a, 4f, 4g, 4h, and 5, Exhibit 2).

Number and percentage of clients that (a) actually started a
business; (b) expanded current operations; (¢} inereased sales; or
(d) increased the number of employees; and, if any of these
occurred, also reported that the business assistance program
contributed at least somewhat to the outcomes (questions 4e, 4d,
4i, 4j, and 5, Exhibit 2).

Number of additional jobs, as reported by clients (question 41,
Exhibit 2) and for which clients reported that the business
assistance program contributed at least ssmewhat to the
outcome—or the number of additional jobs indicated by state
unemployment insurance data (questions 4l and 5 of Exhibit 2—
or unemployment insurance data).
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Exhibit 2. Sample client questionnaire for business assistance progmms,",

1. For what purpose did you seek assistance in the past 12 months fro
the Business Assistance Office? (PLEASE CIRCLE.)

a. Business startup help.............ooooii 1
b. Expansion of existing business ..... . cee 1
¢. Technical assistance on a Specific problem.......... 1
d. Questions or problems with licensing or

government relations........ e e 1
e. Other (please specify) .......oovevniiniiieaaan. .- 1

Please rate the following characteristics for the services you received
from the Business Assistance Program. (PLEASE CIRCLE.) ~

Raﬁing scale: 1 = excellent; 2 = good; 3 = fair; 4 = poor.

2.

Did not

request Accuracy Overall

the of quqhty of
Service received service information Timeliness assistance

Publications N 128 4 12 3 1 23

b'\sniTkHslﬁf)S;}/s N 1234123412
c. Counseling N 1234 1234 12
d. Referrals N 1234 1234 2
e‘@%ﬁiﬁfy): N 1284123412
f. If you rated any of the characteristics in Question 2 as Fair or Pomf,:
please explain why. ,

3. Did you get the services you requested? (PLEASE CIRCLE ONE.)
Yes 1
No 2 e
a. Ifno, would you please explain what you wanted but did not get?

4. Since the time you began receiving assistance from the Business

Assistance Program have you: (PLEASE CIRCLE ALL THAT

APPLY.) .

Decided to go into business
Decided not to go into business............... v
Actually started a business .
Expanded current operations
Decided not to expand

Made a significant change in the nature of your
business or in your markets ................ ceeeees

Solved a specific operational problem
Improved regular business operations or methods
Increased your sales

HHHHH§

o e TR

T

o 1-4

~ Referral by a bank or lending institution
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k. Gone out of business..... .
L

2

Sevesmessresesanaranasnne

If you indicated that you had actually started a business (4e) or
increased your employment (4j), please indicate the approximate
number of additional full-time equivalent employees: (PLEASE
CIRCLE ONE.)

1
5-9 2
10-19 3
20 or more 4

To what extent do you feel that the services you received from the
Business Assistance Program contributed to the outcomes identified
in Question 4? (PLEASE CIRCLE ONE.)
" Contributed significantly

Contributed somewhat

Did not contribute to the outcome

Service detracted

Don’t know

a. Ifin Question 5 you answered that the service did not contribute
to the outcome or detracted from it, please explain why.

How did you hear about the assistance you received from the Busi-

ness Assistance Program? (PLEASE CIRCLE THE SINGLE MOST
IMPORTANT SOURCE.)

Media advertising
Referral by a Small Business Development Center (SBDC)
Referral by another government agency

Referral by a private business adviser (such as attorneys or
accountants)

O O DD =

W Mo

A Business Asssistance Office publication
Other publications
Word of mouth (e.g., business acquaintance)

Would you recommend that other small businesses contact the Busi-
ness Assistance Program for help? (PLEASE CIRCLE.)

Yes 1

No 2

a. If No, would you please explain why not?

How available is information on the services of the state’s Business
Assistance Program in your community? (PLEASE CIRCLE.)

00 ~1 & v i

Very available 1
Somewhat available 2
Only a little 3
Not at all 4

Do you have any other comments or suggestions that would help the
Business Assistance Program improve its services to businesses?

Thank you for your help!

o pm

Increased the number of employees................
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Exhibit 3. Example of a detailed report format for business assistance

Performance indicator PI-4: Percentage of clients who rated the ov.
quality of referrals as excellent, good, fair, or-poor.

eral

Number
in sample

Percentage

Excellent Good Fair Podr }

Total
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i Eghibit 4. Example of summary report format for business assistance
programs. :
Year | Target
to %
Most Year | date | for
recent { Last to last current
Performance indicators period | period | date year | year

Size (Number of employees)

PI-1

1-9

10-19

2099

100499

Service quality indicators

Percentage of clients
who rated the
accuracy of
information for all
services as excellent
or good

500 and up

G PI-2

Industry sector

20

30

Percentage of clients
who rated the
timeliness of all
services as excellent
or good

PI-3

40

50

60

Percentage of clients
reporting that they
received the service
requested

PI-4

Region

Region 1

Region 2

Percentage of clients
who rated the overall
quality of all services
as excellent 34good

Region 3

PI-5

Region 4

Minority status

Percentage of clients
who recommended
program services to

Black

Female

Hispanic

Asian

Other

other businesses
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Performance indicators

—]
2
0
R
3
9

jing Third

Intermediate outcome
indicators

Pl-6

Percentage of clients
who (a) decided to
start a business; (b)
made a significant
change in the nature
of their business or
markets; (¢) solved an
operational problem;
or (d) improved
regular business
operations or meth-
ods; and reported that
the business assistance
office’s programs
contributed at least
somewhat to the
outcome.

Wave: New Economic
Development
Strategies

Doug Ross and Robert E. Friédmon

Today state and local elected officials and economic development
professionals find themselves in an increasingly difficult bind. On
one hand, federal and state budget problems are choking off the
public resources available for economic development activities. On

Long-term outcome
indicators

Pi-7

Number and
percentage of clients
that (a) actually
started a business: (b)
expanded current
operations; (c)
inereased sales; or (d)

_ increased the number

of employees—and
reported that the
business assistance
program contributed
at least somewhat to
the outcomes.

the other hand, poll after poll shows that voters hold elected offi-
cials, especially their governors, responsible for the performance of
_their local economies. :
Fortunately, state and local economic developers across the
country are in the process of inventing a new generation of devel-
- opment strategies that respond to these conflicting demands. These
policies offer a way out: more economic impact for the public dollar.
They are the emerging “Third Wave” of public economic develop-
ment practice in the past half-century.

To understand this latest wave of change, still gathering force
and only recently visible, it is helpful to put it in context, to examine
the imprints left in the wake of its two preceding waves, and to see
the broader revolution that has been changing the rules of the eco-
nomie development game.

PI-8

Number of additional
jobs for which clients
reported that the
business assistance
program contributed
at least somewhat to
the outcome.

The rise and fall of the First Wave

Until a decade ago, most state economic development strategies had
a single focus: recruit new plants from outside the state. How? Offer
them low-cost investment locations and public financial incentives.

Reprinted by permission of the Corporation For Enterprise Development (CFED)
from Entrepreneurial Economy Review (Autumn 1990): 3-10. Mitchell Horowitz

and Janet Topolsky contributed substantially to this article. CFED, 777 North
Capitol St., N.E., #801, Washington, D. C. 20002.
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Chasing the almighty smokestack Born in the South_in hopes of
luring manufacturing branch plants from the North with offers of
cheap, non-union labor, cut-rate land prices and low taxes, this in-
dustrial recruitment or “smokestack chasing” strategy worked well
for quite awhile. During the 1950s and 1960s, adherents in the South
experienced dramatic employment and wage increases relative to
the rest of the country. As northeastern and midwestern industrial
states began to feel the impact of these aggressive assaults on their
manufacturing firms, they fought back with First Wave policies of
their own. States from one corner of America to another enacted
their own arrays of expensive tax abatements, new job tax credits,
training programs, low-interest loans and other government subsi-
dies to lower the cost of doing business. In virtual}y.ever.y state,
doing “economic development” meant organizing an industrial sales
force in the state’s economic development agency, arming it with a
menu of subsidies to lure footloose plants and back-office operations
across state lines.

' The reason First Wave development policies worked from the
'50s to the '70s, especially in poor states, was because at that point
corporations were seeking the cheapest locations for branch plant
operations that relied primarily on the use of unskilled labor. More-
over, most firms limited their searches to the continental United
States.

However, by the late "70s and early '80s, evidence was growing
that First Wave policies were losing their effectiveness. The South’s
success at closing its income gap with the rest of the country crested
in 1976, after which the gap started growing again. Textile mills,
lured from New England to the Carolinas a decade earlier collapsed
or fled off-shore to cheaper venues in record numbers. Manufactur-
ing states like Michigan, Pennsylvania and Ohio found that, after
the 1980-82 recession, smokestack chasing no longer provided a
means to generate enough new jobs or overcome problems in their
traditional industries—automobiles, steel, machine tools, rubber—
which were losing both U.S. market share and jobs.

The forces of change What happened? Two separate but related
forces undermined First Wave policies.

The economy went global First, America was forced to participate
more fully in the international economy. National boundaries be-
came much less important in economic decisions. Whereas in 1960,
only 20% of U.S.-produced goods faced foreign competition, by 1930
more than 70% were fighting off international competitors. Dra-
matic decreases in transportation and communication costs made it

easier to ship existing production technologies to wherever the

cheapest available workforce lived. Companies looking for cheap,
- unskilled labor and low-cost locations were no longer confined to the
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- U.S. As inexpensive as rural Mississippi or some Sunbelt locale

might be, Mexico was cheaper, and Sri Lanka cheaper yet. No mat-
ter how large their incentives or low their wages and taxes, U.S.
communities could no longer compete as the lowest-cost location for
production.

Techmology got sophisticated Even while Third World nations were
threatening U.S. markets with bargain goods, some developed-
world European and Asian competitors were challenging us with
higher quality goods. In some cases, better organized people or pro-
duction processes produced the higher quality. But in many other
countries—especially Japan and Germany—Dbetter product devel-
opment was also related to the sophisticated use of new ecomputer-
based information technologies. As more and more firms in Asia,
Europe and the U.S. were demonstrating, you could still lead in
goods and service production in the face of Third World low-wage
competition. But to do so required the ability to customize previ-
ously mass-produced products with better quality to satisfy niche
markets. This, in turn, generated a growing demand for more edu-
cated workers and higher technology capabilities. These resources
were not central to most First Wave strategies.

But cost isn't everything Along with these changes, states also be-
gan to focus on where their jobs were coming from. New studies
revealed that recruitment ranked a distant third as a source of new
jobs. Instead, existing firm expansions and start-up businesses
were creating 80-90% of new jobs in most states. At best, recruited
companies were producing the 10-20% remaining—and in many
states with aggressive recruitment policies, it had fallen to less than
10%. Indeed, MIT researcher David Birch, in his pivotal paper “The
Job Generation Process,” documented that growth-oriented small
businesses—not the target of recruitment efforts—were the lead-
ing source of job creation in the U.S. His finding was verified by
the Brookings Institution and the Small Business Administration,
among others.

As governors consulted with state business leaders about how
to respond to these new forces, they began to hear a new set of
concerns. They heard that key economic competitors—Japan and
West Germany, in particular—were now beating the U.S. not by
virtue of low cost. They were beating domestic firms on dimensions
that were increasingly important in international competition:
workforce quality; access to technology; and capital availability for
modernization, new product development, market intelligence, and
other opportunities.

Gradually, state policy makers realized a new economic truth.
It was no longer enough for U.S. enterprise to be free, though that
was still essential. It now also had to be competitive. Case in point:
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it had not mattered twenty years earlier if 20% of General Motorg’
workers were functionally illiterate—because 20% of Ford’s and
Chrysler’s couldn’t read either. But when Japan emerged as a major
competitor, and 100% of the Toyota City workers could read, U.S,
firms found themselves at an important competitive disadvantage.

The Second Wave is born ) o
As the 1980s unfolded, a “Second Wave” of economic development
policy began to take shape. What changed was focus: development
practitioners no longer gazed outside state borders; they concen-
trated on “homegrown” or indigenous economic development activ
ity. States began to realize that to help their existing firms and at-
tract new investment, the production inputs in the local economy—
a skilled workforee, risk capital, available technology, sophisticated
management information and modern telecommunications—would
have to be world-competitive in quality and cost. State govern-
ment’s new role was to ensure that their resources or “competitive
capacities” were available.

A new consciousness States began fashioning a rich variety of ex-
periments in Second Wave capacity-building. Dozens of states
launched publiec programs to close the capital gaps discovered in
state financial markets, modernize small- and medium-sized manu-~
facturing firms, accelerate the development and transfer of new
technologies from university to business, improve worker skills,
equip entrepreneurs with management information to support
higher rates of new business formation and growth, and actively en-
courage exporting.

Indeed, as the 1980s closed, a Second Wave action consensus
had crystallized in America’s state capitals. David Osborne, in his
influential Laboratories of Democracy, noted that during the 1980s
states had established over 100 public investment funds and over 25
public venture-capital funds, and launched over 200 programs to
stimulate technological innovation. The Corporation for Enterprise
Development’s 1990 Development Report Card for the States showed
those figures increasing and further documented that 47 states had
undertaken specific education reform measures, as well as efforts to
improve the quality and productivity of their workforces. Indeed,
the National Association of State Development Agencies, when it
surveyed the states about development expenditures in 1988, found
that roughly two-thirds of the states reporting allocated more bud-
get resources to strengthening in-state businesses than to attract-
ing outside businesses.

Homegrown enterprise It’s not that Second Wave adherents have
abandoned industrial recruitment. They still market themselves ag-
gressively to outside investors. But they do so knowing that foot-
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loose plants will produce only a marginal number of new jobs. And
they recruit with the knowledge that cost is no longer the strongest
magnet for new investment-—rather it is an economic environment

~ rich with the human, technologiecal, financial and infrastructure re-
“sources that support existing firms and entrepreneurship.

The achievements of this quiet Second Wave revolution are sig-
nificant. In state after state hit by ongoing industrial restructuring,
the states that have cultivated homegrown enterprise and made
long-term investments in their underlying competitive capacities
have been able to come back from industrial shocks. Second Wave
public policies appear to have contributed something to these recov-
eries.

The Second Wave Crests

The new concern: Impact Responsible state officials, strongly
convinced that the dramatic shift to Second Wave policies has given
state economic development efforts the right focus, feel growing ap-
prehension about whether state agencies can perform Second Wave
tasks well. In state after state, policymakers privately concede that
the real impact of Second Wave programs seems to be considerably
less than the sum of their parts. Marginal improvements in the right
direction can be cited over and over again. But too often results do
not seem transformational enough to reposition state and local econ-
omies to meet the global competition. In short, more and more lead-
ers are questioning whether the programs they have initiated are
making a big enough difference.

And so debate is shifting—from what needs to be done, where
the consensus about indigenous development and “capacity-build-
ing” is quite firm, to kow to do it effectively. ’ )
The Second Wave has limits, too In fact, even as capacity-building
policies establish a positive record, four serious limitations that re-
strict their impact are emerging.

Scaleis lacking Most state indigenous development efforts lack the
scale needed if local business practice is to attain global standards.
For example, most states, recognizing that seed and venture capital
are critical to the creation of new firms and the development of new
products, have created special funds to fill gaps in the availability of
venture and seed capital. Yet, for the most part, these funds rarely
exceed $5-10 million. Compared to the hundreds of millions of dol-
lars a state’s businesses may need in any given year, the funds are a
drop in the bucket. :
Similarly, state efforts to improve workforce skills typically
center on short-term training for a few thousand people a year. Yet
workforce experts predict that every American worker will need
retraining at least once or twice during his career, with continual
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skill upgrading. Second Wave programs pale by comparison ¢
broad worker-training system the experts imply is needed tos
competitive. -
Of course, providing for only a small fraction of the actua] ne
in such capacity-building activities would be acceptable, even deg;
able, if programs encouraged others to supply the remaining servi
shortages. But such incentives are psually not included. .

Service is fragmented The Second Wave, zealous in covering ev,
capacity need, wants for an important component of effective .
vice. Second Wave effort is fractured, according to those capa v
needs, with a separate program addressing each one. One program
helps train workers, but is out of touch with the latest technology
applications. Another helps identify practical ways to apply new
technologies, but disclaims any knowledge or responsibility for ca
ital availability to finance new equipment. Indeed, the proliferati
of narrowly-focused development programs has created the appe:
ance of significant activity, with little tangible result. Effective se
vice delivery integrates resources and opportunities in ways th
make them most useful to—and, therefore, most likely to be use
by—customers. -

Calls to overcome this chronic lack of program integration
through “coordination” have been numerous. But the cabinet coun:
cils and other inter-agency groups created to handle the problem
have yielded little but “turf” wars. Coordination, to paraphrase Sar
L(;auvlitan, remains a unnatural act between two nonconsenting
adults.

Programs lack accountability Second Wave programs typically are
not accountable to their customers. Few states, if any, accurately
measure the performance of individual programs, much less their
collective performance. So it is difficult to tell what has worked, or
to learn from what has not. ‘
Indeed, program survival is only loosely connected to customer
satisfaction. Operating in effect as public monopolies, economie d
velopment programs are deprived of the automatic market feedback
that signals success or failure in the private sector. Widespread r
fusal to use a particular government service—the way private mar-
ket customers would signal dissatisfaction—is often not even visible
to program staff. There is often no direct link between the pro
gram’s customers and its managers. In fact, the primary market re
lationship is political, between program managers and the legisla
ture. Lacking automatic measures of market acceptance, evaluation
depends on the willingness of an incumbent administration to sub-
ject its own programs to independent scrutiny, an exercise most po
litical leaders anticipating re-election would just as soon forego.
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link is missing Second Wave strategies still short-shrift the link

‘petween economic and social econcerns. Established economic devel-

opment approaches generally embody the perspective that all boats

will be lifted by a rising economic tide. They often do not meet the
7‘people most in need. The 1980s proved that social and economic in-

equalities ean grow during periods of economic expansion. Separat-
ing social issues from the economic development agenda only serves
to exacerbate the situation.

A deficient public technology The First and Second Waves, it
turns out, do have something in common. As states have directed
‘their effort into building capacity rather than recruiting plants, they
have done so using the traditional First Wave public technology. If
they discover a capacity need or shortage—inadequate business
capital, a skill shortage, scarce entrepreneurship counseling—state

_governments do what they have always done to produce change.

They create a program.

More often than not, it’s a direct supplier program, one that
produces or procures the needed good or service and then provides
it directly to the customer. Launched with legislative authorization
and an annual legislative appropriation, such programs organize a
group of capable civil servants to operate as direct suppliers of the
good or service in short supply. A finance authority is established to
make direct loans to deserving businesses. Offices are opened where

_ civil servants dispense management information to entrepreneurs

seeking guidance. A local vocational education school or community
college is hired to offer training in some skill area deemed in short
supply. - ‘

The direct supplier program approach was adequate for the
First Wave. After all, industrial recruitment efforts usually tar-
geted no more than several hundred businesses at any given time.

_But, by contrast, Second Wave capacity-building aims at providing

thousands of businesses and several million citizens with the com-
petitive resources they require.

Certainly, the responsibility for the impact deficiencies de-
scribed above can be traced, in part, to the direct supplier nature of
the reigning public technology. When it comes to scale, such pro-
grams typically aspire to obtain a large enough public appropriation
to fill the entire resource gap—an ambition that is almost always
frustrated by limited public resources and competition from other
programs in the legislative process. Unlike private markets where
expanding customer demand usually brings forth private capital
streams to create enough supply, public sector capital decisions are
necessarily controlled by political and financial constraints, as well
as a legislative calendar. Operating in effect as centralized public
monopolies, these programs are organized to meet provider needs
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and fight for their own survival. They thus remain fragmented, lack
ing strong incentives to respond to customer needs for integrateq
services, or to link themselves with social programs. This built-in
customer insensitivity precludes any meaningful accountability ag
well. :

Looking for new designs It’s np wonder that some state leaders
have begun to question the adequacy of relying solely on the direct
supplier approach. Rather than rededicate themselves to making
the traditional program more effective, some state practitioners
have concluded that the problem of inadequate Second Wave impact
is fundamental. They have a new belief: Second Wave policies can-
not be implemented successfully only by First Wave organizations.
Like the U.S. automobile companies that struggled to build world-
class cars with old mass-production technologies and organizations,
governments cannot hope to execute Second Wave capacity-building
tasks without devising new public technologies.

In the mid to late ’80s, concerned policymakers cast about for
new approaches. Some turned to decentralization as a way to move
providers closer to their customers. Indeed, for some Second Wave
efforts, like job training and technology transfer, decentralization
permitted much greater customer participation in shaping services -
to meet particularized local needs. But while decentralization cre-
ated opportunities for market feedback and even accountability, ba-
sic problems with inadequate scale and service fragmentation re-
mained. Moreover, even when decentralized, the fact that many
services were being offered by only one provider—government—
preserved the programs’ monopoly status, robbing them of strong
ineentives to change in the face of growing consumer dissatisfaction,
as with the local public schools.

The Third Wave emerges

This growing awareness—that state governments must invent new
organizational approaches to make Second Wave policies truly effec-
tive—has set off a “Third Wave” of experimentation in the states.
The basis of the gathering Third Wave is a new realization: while
government is responsible for assuring that its people and busi-
nesses have access to the resources necessary to pursue economie
success, it does not have to be the sole supplier of those resources. -

Scott Fosler, Vice-President of the Committee for Economic
Development, describes the progression succinetly:

The transition from the first to the second wave was largely a change in
poliey: states expanded their focus beyond industrial recruitment to en-
compass the internal development of the entire state economy.

The transition from the second to the third wave, by contrast, involves
important changes in organization: policy continues to focus on internal de-
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velopment, but new organizational approaches are used to pursue that
objective.

Examples of the burgeoning state efforts to ecreate Third Wave
governance approaches abound. Most of these initiatives incorpo-
rate the decentralization pioneered to make Second Wave efforts
more effective. And most move away from government as sole ser-
vice provider, instead using limited government finances and au-

- thority to engage other public and private institutions in meeting

development needs. '

Third Wave principles Virtually all the Third Wave initiatives are
still too new for their long-term effectiveness to be assessed. De-
spite that, and even though they differ widely, we can now identify
a set of principles around which states are constructing their Third
Wave experiments.

Demand drives them Government resources are appropriately ded-
icated only if what they produce is valued by the intended benefi-
ciaries. Real demand must exist, whether it’s small businesses’ need
for management information, manufacturers’ desire for new tech-
nology, or workers’ insistence on practical retraining opportunities
for real jobs. Third Wave governance posits that such demand is
best verified when the intended beneficiaries must invest some of
their own time or resources in order to obtain the desired service.

- Indiana, Michigan and Ohio recently launched manufacturing
network initiatives that exemplify this. Groups of private manufaec-
turers in-these states have the primary responsibility to define their
common competitive needs, like improved worker training, process
modernization or new market identification. Only after sector-
specific networks have defined these service needs and have them-
selves agreed to invest significant energy and resources in them will
the state agree to invest.

They leverage resources The Great Lakes state networks make an-
other point. As already stated, government resources are virtually
always inadequate to meet the scale of the development challenge
at hand. To fully meet the true capacity demand, other institutions
must dedicate their resources. Third Wave governance utilizes lev-
erage and engagement techniques to attract private nonprofit and
for-profit—as well as non-agency—public resources. This ean move
public agencies toward abandoning their direct supplier role in favor
of approaches that encourage other organizations to commit their
resources to supply the good or service in demand.

For example, Pennsylvania’s Ben Franklin Partnership pro-
gram funds a number of “advanced technology centers” throughout
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the state, basing its dollar commitments on the financial mateh pr
vided by a consortium of businesses and universities. Through the
end of F'Y89, $110 million in Partnership funds had been matched by
some $400 million in non-state support, including $260 million in pri.
vate business contributions. ,

Competition is encouraged To ensure that the essential, worl
class—quality economic resources are available and integrated to
meet customer needs, Third Wave governance relies on competitio
among resource suppliers. By rejecting its old role of monopoly sup-
plier, a government agency seeks to ensure ‘that §evera1 private and
public providers of a needed good or service will compete for the
business. In essence, this is an extension of stating that Third Wave
initiatives seek to be customer-driven. Some Third Wave initiatives
place the actual buying power for a needed service directly in the
hands of the consumer—a practice that tends to foree quality up and
price down. The Minnesota Education Choice Plan provides a good
example of where alternative suppliers—in this case, different pub-
lie sehools—must compete for customer loyalty and support.

They build in automatic feedback To become accountable, Third
Wave efforts seek to build in feedback loops so automatic that they
bypass political wrangling or decisions about whether to evaluate
This benefit follows from the customer-driven and leverage prin
ciples. If the customer defines the need and agrees to co-invest, the
line of accountability is drawn: customers’ use of the service and
decisions to reinvest down the line will prove or disprove the pud-
ding. While this by itself may not ensure that all of an initiative’s
public purposes are being met, if designed correctly, it can at least
establish that real demand exists among intended beneficiaries, and
that the marketplace believes the investment can earn a decent re-
turn.

The Third Wave market distinction
Organizing markets All these principles shaping Third Wave gov-
ernance—demand, leverage, competition and feedback—exist in
functioning marketplaces. Indeed, what Third Wave program ap-
proaches have in common is that they go about getting some needed
resource or service to the community by strengthening the opera-
tion of existing marketplaces, or by stimulating new ones. ‘While
First and Second Wave programs advanced public goals by implant-
ing government as a sole supplier, Third Wave initiatives encourage
markets to serve important public ends. ' '
Third Wave initiatives seek to achieve public economic ends by
empowering the consumer beneficiaries, cultivating competitive
public and private suppliers, and designing new measurement, n-
formation and reward systems. If local workers need more training,
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Third Wave efforts don’t begin by establishing a publiec program to
train them. Instead, the skill-deficient industries are encouraged to
cooperatively define their training needs, creating effective de-

~ mand. Then government can work to link the industries with pri-

vate and public education service vendors who ean bid for the train-
ing concession. L
Public incentives may be required at the outset to induce
people and institutions to think and act with each other in new ways.
Those the community believes should have services, but who lack
the resources to purchase them, may require subsidies to purchase
services. Nonetheless, the goal is a functioning marketplace, inde-
pendent of the day-to-day management by a government bureau-
cracy, that can provide area businesses and citizens with erucial,
world-class goods and services. The same holds true whether the
resource in demand is education, capital, technology transfer capac-
ity, or growth management information.

Private markets, public purpose However, as state and local gov-
ernments increasingly employ Third Wave market-building ap-
proaches, important questions are being raised. How can govern-
ment justify depending on private institutions to achieve public
purposes? How can government advance critical publie values such
as fairness, inclusion and equity when many of its services are deliv-
ered by private organizations, some of which are motivated solely
by profit? As Third Wave experiments spread across the U.S., gov-
ernments are being forced to find answers to these questions.
America’s economic system has long operated on the assump-
tion that markets offer the most efficient way to produce and deliver
the goods and services people want. However, even while relying on
private enterprises to meet many essential needs, America has con-
stantly reiterated the belief that markets are social ereations. Their

~ right to exist is justified by their social usefulness to the community.

Well-functioning marketplaces that damage the community, such as
those that produce and distribute destructive drugs or child pornog-
raphy, are banned by law. :

This tenet—that markets are creations of society—has served
as the basic justification for citizens to work through government to
regulate private markets, ensuring that their operation is consist-
ent with public values and needs. Prescription drugs are developed
and sold exclusively by private companies, but public assurance: of
their safety and effectiveness has been deemed essential. There-
fore, the government intervenes in the operation of this market-
place by insisting that drugs receive Federal Drug Administration
approval before they can be sold. Government prohibits price collu-
sion between companies because it puts consumers at a severe dis-
advantage. Children’s toys must meet specific safety standards or
they are ordered off the shelves. The list goes on. Sk
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Vanguards of the Third Wave

Michigan Sirategic Fund The Michigan Strategic Fund (MSF) was
an early effort to synthesize Second Wave policy objectives and Third
Wave government approaches. Confronted with the state’s innova-
tion capital shortage, the MSF resisted setting up a direct govern-
ment loan program. Instead, the MSF attempts to leverage its lim-
ited assets to create new, privately-owned financial institutions that
will fill the gap, primarily with private capital. :

Minnesota Choice Third Wave experiments are not confined to
straight economie development policy. Minnesota, noting the manr
ginal improvements that educational reforms haye had on public edu- |
cation, recognized their emphasis on centrally-directed efforts to up-

grade curricula and teaching techniques. So Minnesota attempted a
Third Wave approach—granting parents the “choice” to enroll their
children in any public school in the state. By placing the power to
choose in the hands of parent consumers, the state anticipates that
the resulting competition may accomplish what traditional education
reform programs have not—a world-class public school system for.
Minnesotans.

North Carolina Rural Economic Development Center North Caro- |
lina found that, despite significant economic progress in its citie_s, ;
many rural areas in the state were being left behind. Aware that its
traditional economic development programs would never _h?ve .
enough dollars to help the hundreds of needy rural communities,
North Caroling had a better idea. The state invested its limited re-
sources in a non-profit, non-governmental agency, the N orth Cgro—
lina Rural Economic Development Center, creating an information,
technical assistance and capital source that rural leaders can tap as
they devise their own paths to prosperity. Rather than provide fish
to every small North Carolina town and county, state leaders chose
a Third Wave solution—teach the communities how to fish for them-
selves.

Third Wave economic development initiatives can invent equiv-
alent mechanisms to ensure that key public values are protecteq.and
promoted. One concern is that only those with buying power will be
able to secure Third Wave services, threatening the key values of
participation and equity. Here, a growing number of Third Wave
initiatives are working toward the provision of vouchers or other
forms of purchasing power to low-income indivi@qals or very small
businesses, in order to guarantee their full participation as service
consumers. Other incentives can be devised. For example, the
Michigan Strategic Fund was concerned that its efforts to help form
new, privately-owned, risk-capital financial institutions might not
produce institutions that would serve the state’s minority commu-
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nity. So the MSF offered special incentives to ensure that some of
these new institutions would be minority-owned. In this way, the

~ key values of broad participation and equity were promoted.

Direct supply still hasits place All this is not to suggest that there
is no longer a place for direct service delivery by public economic
development agencies. In many instances, public organizations are
important suppliers, such as in the role the community colleges play
in workforce training and some technology transfer. In Third Wave
terms, the key is that they compete with other organizations, both
public and private, in delivering these services.

And of course, it is critical to preserve the use of government
agencies as the direct supplier of last resort. For example, if private
providers are unwilling to provide quality training, financial or tech-
nical services in inner-city or remote rural areas, government must
be prepared to provide them. And if a particular area can only sup-
port a single provider of some key service, that provider should
either be public or, if private, closely regulated.

In short, Third Wave governance initiatives—designed to pro-
vide eritical economic development resources with the scale, qual-
ity, integration and accountability needed to make a real difference
in a community’s economic competitiveness—require the same
careful balance of private efficiency and public purpose that charac-
terizes a successful democratic market system. Government’s criti-
cal role remains as the guarantor that essential services are avail-
able and consistent with core values of fairness, full participation
and equity. However, unlike traditional public service delivery, the
Third Wave looks to market enhancement and market building as
the initial path to effective implementation.

Reinventing government

The Third Wave is just beginning to build; we expect it will crest in
the coming decade. As one might expect, the market-building activ-
ities common to Third Wave governance are forcing the engaged
state and local agencies to restructure. The role of government is
changing. Operating less as mass suppliers of particular goods or
services, these public agencies are diseovering the need to act more
as facilitators, brokers and seed capitalists. As the past decade
has taught many “excellent” private corporations, traditional,
command-style bureaucracies cannot perform this more entrepre-
neurial role well. Although it's in very early stages, as the 1990s
unfold, efforts to reinvent the government organization itself will
surely spring up across the nation. Just as private sector organiza-
tions have had to restructure themselves to meet new global de-
mands, so will public organizations have to adapt.
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