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programs to give a sense of their growth, relative importance, and na-
ture. Sometimes these data are reported by others; mo_dnmEMm I have
gathered them. There is, of course, much to learn by examining individ-
ual programs in detail. To gain a more intimate understanding of policy
I rm<m chosen to discuss the pioneer programs, the prototypes, and the
widely acknowledged successes and failures. I have tried to ,&mﬁ the
reader to which of these is typical and which is not.

The time span o% the study runs generally from the depression era to
1985, but the principal focus is on the last decade of

On some programs are not available for the latter i
: year; what appears in
the book is the latest available material as of Emm-uwwwﬂ o

this period. Data

CHAPTER 2

The Framework of Economic

Development Policy

STATE and local economic development is not a new governmental
function in the United States. Distant ancestors of modern policy initia-
tives may be traced back at least to the New Jersey legislature’s decision
in 1791 to incorporate Alexander Hamilton’s private company, the So-
ciety for Establishing Useful Manufactures, as a vehicle for industrial
development. Strengthened by.a state tax exemption, a grant of power
to condemn property for its own use, and control over much of the water
supply of northern New Jersey, the society proceeded to create by the
falls of the Passaic River the nation’s first industrial park (Norwood,
1974, p. 37). Others have documented similar efforts of other young
states in this period (e.g., Handlin and Handlin, 1969; Heath, 1954).

“The direct progenitors of contemporary economic development policies

date from the Great Depression of this century, during which southern
states in particular sought to lure industry to their region with offers of
tax relief, cheap capital, and subsidized plants and land.

If economic development is not an entirely novel government con-
cern, the character of this policy domain is qualitatively different from
efforts in’the years before the 1970s. The shift from an emphasis on
supply-side location incentives to demand-oriented market-sensitive en-
trepreneurial policies as the means to growth has been accompanied by

‘other shifts as well. No longer a limited regional activity of industrially

underdeveloped ‘southern and New England states, economic develop-
ment is now a universal public function. Furthermore, the domain is
marked: by: an increasing degree of institutionalization and policy elabo-
ration, as the narrowly focused arrangements of the postdepression dec-
ades have given way to bureaucratic management of a complex array of
technical programs. Finally, economic development has grown from a

-
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- relatively marginal item on the
cials to a central—even
The elevation of eco

political agendas of state and local off-
pivotal—issue among prevailing concerns.

nomic development to the standard array of gov-
ernmental functions is a recent phenomenon. Writing particularly of its

penetration of the planning profession, Edward Bergman has observed,

a. p :
It is now widely accepted that economic development has taken its
place among the prin A

cipal planning activities carried out at state and
local levels. Acceptance came so rapidly and so completely that long-time
m_m::mnm now overlook the fact that very few of them would have posed
it as an important planning activity a decade ago” (1983, p- 260). Schol-
ars estimate that by the mid-1980s more than 15,000 state and local
officials in the United States were-engaged in domestic economic devel-
opment activities as their primary responsibility, and countless others

dealt with development problems in tangential or episodic fashion (Beau-
mont and Hovey, 1985) .

Twentieth-century forerunners of 'm
ment bureaus can be found in the early
olina, Florida, and Maine, each of whi
1923 and 1927 to encourage industrial
ment (Gilmore, 1959, p- 29). Ec
of the function of the state co
by every state but Delaware
ceiving federal public works
the 1930s mainly to taking
public works facilities with
states, mainly in the South,

odern state economic develop-
efforts of Alabama, North Car-
ch established agencies between
development and attract invest-’
onomic mm<o_ow5n=n._u_mu=m=m was part
mprehensive planning agencies established
during the depression as a condition of re-
funds. Development planning was limited in
inventories and coordinating the location of
industrial development needs, A number of
continued to maintain parallel agencies de-

“voted to encouraging industrial relocation (Cobb, 1982). When the Na-

tional Resources Planning Board was disba
ning agencies disappeared in its wake.

" State bureaus designed to implément efforts to stimiitlate msmﬂ:mﬁmm
and other economic development spread after the war but did not be-
come a universal element of state governmert machinery until mnnm..a_v\.
Today each of the 50 states has a department of economic development
or its equivalent. Yet of the 44 s : .
Ooi.wn:Bm:G survey in 1982, 13 reported that they had established eco-
nomic development agencies as recently as'the 1970s; and 8 said that
they had formed such units only in the 1980s Aw.n_mmmmm&mw nd, p.1). A
number of states maintain one or more additional specialized »mmr.olmww,

commissions, or quasi-public corporations to complement their primary
economic development unit, o S

nded in 1943, the state plan-

tates responding to a Council of State .

. - ) ..ﬂu.m..mﬁi.m%o% .mx Economic Uw@&O@:&S%&ng

Most large cities and urban coiinties also established or greatly ex--
panded economic developtént offices in recent years.! New Haven cre-
ated its Office of Economic Development in 1979, Minneapolis its Com-
munity Development Agency in 1981, and Chicago its Department of
Economic Development in 1982, to give several examples. Detroit has
an older agency, but as late as 1970 it employed only two people, whose
tasks were limited -to commercial- and’ mnmtmam_-mma planning. By the
middle of the decade, howéver, the number of employees had expanded
to more than 40 and their tasks had ‘greatly diversified. The elaboration
of functions is‘also found at the state level, as the following passage from

“a report by the Utah Department of Community and Economic Devel-

opment (1985) suggests: R

Fifteen years ago promotional efforts of the Department of Community and Eco-
nomic Developmént were limited to tourism and to responding to out-of-state
industrial clients. Today the:on-going programs of the Department . . . include:
the Urban Development Program which recruits business to the metropolitan
areas of the state; the Rural Development Program which coordinates with rural
areas of Utah for recruitment of industry; the Business Devélopment Program

* which is charged with helping existing businesses and with developing state fi-

nancing initiatives; the International Development Program which works to at-
tract foreign investment in Utah, to encourage export of Utah products to foreign
markets and to promote Utah as a destination for the Pacific Rim tourist; . .
and the Centers of Excellence Program which encourages greater ties between
Utah’s colleges and am?nnmin.m and the private sector. Gw 5-6)

The virtually universal institutionalization of the economic develop-
ment- function has also been accompanied by a proliferation of policy
tools.and a rapid intensification of their use. Conducting a detailed cen-
sus of state and-local policy initiatives, particilatly over time, is a daunt-
ing and - perhaps. impossible task.:No-comprehensive -catalogue exists;

even the partial compendia are qut of date at the time of publication, so’

.,,mmm:.m the pace of innovation:in: this policy domain.2 One source, how-

1. No census of municipal economic development agenciés exists to my knowledge.
The Washington-based Council: for Urban ‘Econoniic Development reports, however, that
many cities in the 1980s moved:economic development functions out of planning depart-
ments and. created new’.agencies. headed. by . “cabinet. level”- administrators (interview,

CUED, Apr. 14, 1987).

2. Two sources that provide reasonably’ thorough ‘coverage of supply-side location-
incentive programs by state include: Northeast-Midwest Institute, The 1983 Guide to Gov-
ernment. Resources for. Economic Development. (Washington, DC: Northeast-Midwest In-
stitute, 1982) and National Association of State Development Agencies, Directory of Incen-
tives. for “.w.w%w:mhm,. Innvestinent ‘and Development, in the United States (Washington, DE:

,
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ever, the Industrial Development and Site Selection Handbook, a trade
periodical, does track the annual shift in the number of states offering
various financing subsidies, tax incentives and exemptions, and special

development services. Beginning in 1966 the survey. reported on the
incidence of 44 different incentive programs;

tracked rose to 53 in 1976 and 55 in 1985, _

If we sum all the separate programs in the 50 states in any given year
and take that sum as a percentage of all possible programs (the number
of states [50] multiplied by the number of different types of programs),
we get a simple index over time of the increasing penetration of these

the E:.ﬁm.ﬁ of vn.omp..m.am

largely supply-side location-incentive programs tracked in the survey. Be-

tween 1966 and 1985 this penetration score went-from .382 to .5 94. The:

actual number of programs in existence increased by 94.4 percent in
these years (see Table 2-1). Table 2-2 shows, for illustrative purposes, the

. . r .
growth in the number of states offering selected programs from this

survey. : .
Many policy innovations in economic development (including most
of those associated with the entrepreneurial state) are not tracked an-
nually. Urban enterprise zones and municipal land banks do not appear
in the Site Selection Handbook survey, nor do product-development cor-
porations or state venture capital funds. High-tech. centers of excellence,
mayoral trade missions abroad, and state exp
other éxamples of important program initiatives not enumerated-in any
annual survey.3 : o .
The growth in the simple number of programs, of course, fails to
convey the increasing intensity of their use. Even programs long available
in principle show sharply increased rates of use in the 1970s and 1980s.
One dramatic example concerns tax-exempt bonds for industrial deyel-
opment financing, pioneered in the South in the 1930s. In 1975 cities,
states, and other public authorities issued a total of $1.3 billion worth of
such bonds to finance private firms, a $um that had grown to this level
in modest increments since the early 1950s. By 1984, however; the vol-

L)

Urban F.w&Ean, 1986, 2d ed.). Neither is vamzmrnm u:::u:%.. The m&mn»_ government v:v-
lishes specialized directories of more recent entr.

repreneurial programs, including the follow-
ing by the U.S. Small Business Administration: State Activities in Capital Formation: Ven-

ture Capital, Working Capital, and Public Pension Fund Investiments (1985); State Export
Promotion Activities (1984); and State.Policies and Programs to Enbance the Small Busi-
ness Climate (1984). : o . .

3. The growth of each of these vnomnuim.. as well as o.nrm.nm.u mmnn.o«mnnn in hrmvnnn.m. 7,

10, 11, and 12.

ort-financing programs are:

,:qmmwa:ﬂm:\o% ommao:oann Development:Policy: 19

. Incentives; 196685 e
.. 1%66.. 1976 1985

o Huc_m 2-1.  The _um—._nﬂuﬂw.....i of m..:um_w-mmmm ronw.mo..u

“oocooprograms oo B40. . S 1213, . 1633
......H.on»._. . .
..~ . .- possible T S
.. ;. programs . . 2200 - - 2650 : 2750
. , _.v.a..pmnmmm: L N
B V.na.nm.:ﬁmma t B ,,.,wm.N S 458 - - 594

MU perstate . s - 16:8. -

243 323

' Sources: Industrial ‘Development and. Manufacturers

o S “” o Record 135 (Dec. 1966, 26-27; Site Selection Hand-

book 21 (May 1976), 106-8; Industrial Development

and Site Selection Handbook 154 (Jan—Feb. 1985), 52—

* """ 54.(The different titles simply reflect name changes and

- the mierger of two publications by the same publisher.)

In addition to the tax incentives, capital and land subsi-

dies, and technical assistance programs tracked in this

o - survey, several. regulatory programs (6-in..1966 and

. . . ... 1976,41n.1985) were tracked, _uﬁn..nrnw. are not included
T g these alculations, because they are not regarded as

TR ncentives to r:wmnnwm._.n.nwnmoﬁ. S o

urne Had. risen t0-$17.4 billion; an‘explosive increase of more than 1200
percent. (U.S.- Congress, .uomsn;ﬂoaﬁmnﬁm.d:. memaonu. 1985, p- 60).
Other examples abound. New York City’s J-51 tax abatement, mnm_mg.&
to stimulaté investment in:. 37»2:38@. ‘housing; . was  established in
1955: wwgmww.”rn city had foregone a cumulative total of approximately
$40 million' in’ property taxes Ea?wm—.mﬁ 24 years o.m nro program. Only
three years later the: amourit of: foregone tax'revenues. under J-51 had
doubled to approximately:$80: million (Avens et al;, n.d., p. 13). In-
creases ‘of ‘virtually : exponentidl proportions can be ..ormo?nm in other
programs; such as the usé of tax Fn‘.nn.ﬂmzm. financing’ unamwﬂmmanﬁnmy the
number of publicly supported reseaich parks for high-tech industries, the

number of foreign:trade missions undertaken by governors and mayors,

and soom. - i s

. Economic

mmﬁ__@m.ﬁmzw&ww not only become funétionally and orga-

" fizationally embedded in subnational government in recent years, but it

has-also-achieved a high, often unique, place on state and local political




I. GROUNDWORK

Table 2-2. Number of States Offering Selected Economic Development Programs

Policy _ . S 1966 1976 1985
City or county revenue bond _ S S REAEER
financing - TLo28 8 50
State loans for . e
building construction o 11 15 : 30
Accelerated depreciation ‘ ' i ) . o :
" . of industrial equipment - .9 21 - 36
State loan guarantees . R
for building construction - 11 147 20
City or county loan guarantees B . I
for building construction ) A 1. L .00 Ty
State aid for - . § o . o T
existing-plant expansion . ‘14 27 3%
Local tax exemption or moratorium LT
on land or capital improvements “11 S 21 32
State tax exemption ST e -
on manufacturers’ inventories 19 34 . 43
State tax exemption to encourage R&D 3 7 19

City or county provision of free

industrial land sites — 13 ) 19

Sources: Same as Table 2-1.

*Local government programs are normally dependent on state enabling legislation.

agendas. Economic devel
cluded as such among the major policy issues that stidents of state poli-
tics discussed as recently as 1965. The policy areas of “taxation, educa-
tion, welfare, and highway programs ... ,” wrote the editors’ of the
classic Politics of the American States, “taken together, . .. constitute
much of the substance of politics at the state level” (Jacob and Vines,
1965, p. 289). And an analysis of issues most fretjueritly mentioned in
gubernatorial state-of-the-state, inaugural, and budget speeches between
1970 and 1983 found no references ‘to economic _development - until
1976, when it ranked sixth along with such concerns. as election-law

opment and growth concerns were not even in-

reform and government reorganization (Herzik, 1983). But then the issue _

began to rise in importance: in 1979 it ranked in fifth place on the list of

concerns, and by 1981 it had risen to second: Later surveys of governors

and their staffs conducted by the National Governors’ Association found
the issue in first place in both 1983 and 1984. Most:governors also
ranked it as the major priority of the future (Beyle, 1983; State Policy
Reports, Sept. 21, 1984, Balderston, 1986, p. 4). Surveys among urban
officials have turned up similar findings. For example, a 1983 National
League of Cities survey found that of the top six “most serious issues”
mayors said they were facing, three were related to economic develop-

" ment: unemployment, inéﬁeqﬁf;\t_é )ob bég@'_'éﬁd’inédequaitg loc'ail'ir'ev‘el'r.iﬁ"e' 7
sources (pr:garts:, 1_9{84, p-12) . o i B

“lems, and pragmatism. Th

- "approacheés
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" In many States and cities economic development is viewed, not simply

as a discrete issue competing ffovr"afti;éﬁti'qr.l' and resources with otl}e'r is-
‘sues on the political agenda, but rather as a pervasive “framework issue”
‘that bears in some way on :‘al'l"othvfér"li“l'a]'(ir‘ policy concerns. The _pO.SS%b;l_l-
“ities for efféctive 'ti}énspbf'tatibn,"humé'p ‘services, and education initia-
tives are dependént in this view on the success of economic deVelPPment
“policy, while tax policy, véﬁviféhmentgl regulation, and labor pol;cy can-
"~ not be considered apart from their potential impact on prospects for

economic development. ‘The " critical fole’ of economic development is

“reflected Tjh"gufliéfrfﬁ_tbrials rhétoric: an analysis of 40 recent state-of-the-
' state messages found ther ‘studded with new development proposals—

an average of about a dozen per speech (State Policy Reports, Mar. 1985,
pp-3—4). oL N

These various indicia of the rise of economic development policy sug-
gest that the issue has undergone a recent transformation from an occa-
sional item on the agendas of a few industrially underdeveloped states to
a concern. o,f.', central and uniw}eréal .importance. Policy tools and pro-

- grams, once relatively simple .and few in.number, have become exceed-

ingly complex and varied, while policy-development .and implemer.ltation
in this realm have-becomi increasingly bureaucratized. In a variety of
‘ways, then, economlc dféﬁélbpih’éhi~-'¢§ﬁccrns,'gr-1§.i':p.er.grams have pene-
trated the political world .of states and communities. :

s FrameworkElementsof Economzc Development Policy

~~ For mote than'half a-century subriational economic development pol-

icy has been shaped by a constant ‘strt gt‘ﬁf'a{l'ftamgw0rk.'The Flem‘ents
ofL'i":his_'-.ffdfnewdpk{i’hcludeqthé'zid,,é";i of:a public-private partnershlgl) as the
.préferféd§ vehicle for the.pursuit of 'developmient goals, .decentrahzed re-
Spbnsibili-ty’,,:"avéi,da;nce of :government:economic planning, a preference
for. capital- rather than --'l’abqr-,‘ba:sedg;s'qlu_ti\qns~-to. cmployrnc_nt proP—
15, 2 elements have constituted a congenial matix
“for-the .development of ‘both ,supply- ide: and- demand-oriented policy

.7+ PUBLIC-PRIVATE PARTNERSHIP . .~ - i _ 4
" The idéa that ceitain sodial goals can be ‘achieved best through pri-
‘vate-sector activity supported in some ‘way by government has been and

still is a cenitral structural feature _g:;f:éfg;c)ﬁofnip. development policy. The
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union of government and business in common effort, called a partnership

in the economic development domain, is said to unite the greater vision,
expertise,, and. management skills of the private sector with the" risk-
bearing capacity and resources of the public sector. At one extreme this
collaborative principle precludes reliance on fully socialized economic
foris.as a strategy for development, and at the other it rejects a laissez-

faire.approach that maintains a solid wall between public authority and
the private .economy. ) . ; , - .

;i “Partnership” is a loose term for a range of types of n_o._._m_uonao:mu
It-may be invoked to describe the efforts of government to create a con-
genial-business climate through, for example; general tax and labor pol-
icies:This sort of diffuse, indirect “partnership” contrasts with more fo-
cused-relationships cemented by grants of subsidies to specific firms,
where government plays the role .of subordinate or junior partner, and
with a range of actual joint ventures, where government and one or more
specific firms share risks and even equity interests on a relatively equal
footing. : v

- Partnerships- between government and business are justified on the.
grounds.that private investment is essential to the economic health of a
community or state but without public inducements it will not or cannot
take place in sufficient quantity or in those ventures most likely to pro-
duce collective economic benefits. As Charles Lindblom argues in Politics
and Markets, “Governments . . . must . . . offer benefits to v:mmspomm_do:
in order to stimulate the required performance” of tasks that range from
maintaining full employment to regional development. Without induce-
ments, business will not perform those “indispensable functions” (1977,
pp- 133-37). S : T g

Supply-side economic development policy sought to create partner-

ships with mobile capital through location .inducements of various
sorts—low taxes, tax exemptions, cheap land, and capital subsidies. His-
torically, these inducements have been offered on a unconditional basis,

suggesting that government in the supply-side tradition fills'a subordi-

nate and quite vulnerable role in any partnership. Business recipients are
under no obligation in the typical arrangement to. produce a‘set number

_of new jobs or to remain in a location for a specified period of: time.

Once public assistance is provided, government can’only hope in the
usual case that the public interest will be served by the firm’s-economic
decisions. A ) oo L T i

The partnership principle is equally critical to the entrepreneurial ap--
proach; but it is a partnership where government has attempted to focus

“then ‘surmounting critical barriéts to private investment, atid; ificreds
-+ -ingly;'to hold the private partner responsible for meeting perfotfiiance:
" obligations. Partnership is'thus still important, but the balance of po
“.+ " bétweett the two partners; I'shall argue, has becorie more équal. *

.../ DECENTRALIZATION - .." -.

. are the'responisibilities chiefly of numerous state and local governiéntss -
- The task is shared by ‘countless privaté organizations, such as chaitiber§
... .of .,noSEmnnnm._msm quasi-public. bodies,. such asindustrial developritefit’
o .nom@mnmmonw,.H_gomﬂ.om,ﬁrmm,m.“mﬂonm operate independently of one another:

. ‘There'is no federal department of ‘¢conomic development to offer guid: .

e T by

- The invention and implementation of economic developtent policies: -

~ance, nor is there a national development plan or coordinatifig body:
- Federal programs mo,mxmmr.vsﬁ their exploitation and implemeritation are
left mainly to state and local officials and citizens’ groups. Rk
* - The very idea of the modern business inducement—the offer of public

- resousces to reduce the: costs of business operations in return for indus=

~trial-employment—was crafted at the community level during the. dé-"

.~ pression. -These incentives were gradually adopted, refined, and ex

- panded by:the states. -

“ -1 Federal initiatives-have been important at various times for establish:
.+ .ing policy’models or for stimulating state and local experimentation. Ut
-~ ban renewal in the 19505, for-éxample; introduced on a broad scale the

use of eminent domaiiy mo_wmno.nmim..n development. Programs and confer:’
“énces- sponsofed by the U.S. Small Business Administration helped to
spur’state interest in thie. small business sector. In addition, federal re+

- sources passed down to state .and local governments in the form-of
. “grantéin‘aid for economic ._mn.w.w_d@.. nnﬂrmﬁ been mcvmﬁmnﬁmm_.mn times,
~ " though' they ‘have dim nished ‘in-importance since 1980. But despite
o gmmr 1 .mﬂwOlvm..“n_nnOH.m of policy invention and fiscal assistance, the federal

role in subnational économic developimént has been dwarfed by the sheer

© . ‘enlergy, density; and ingenuity of state’and local efforts.”

This is"not, of cotrse, to overlook the fact that in the American fed-

. eral system the mainteriance and enhancement of economic well-being is
- " a shared responsibility. It is simply a function carried out by the two
- levels of governmeiit in"different Wways. The federal government estab-

Jlishesthe paraineters of subnational éfforts through its fiscal, monetary,

© and mnmwmmﬂ.wdzmmmm...«Enmammwwfm.nwmn,m.“.wmm.._mnu:anw also attempt to influ= |
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ence investment behavior through tax policies, the bulk of their efforts
to create employment, stimulate new investment, and encourage new. in-

dustries is carried out through microeconomic interventions. - -
‘One problem with placing a major burden for addressing such critical
problems of economic performance or nonperformance on the shoulders
of subnational government is that Americans enter the field of economic
development policy without the full benefit of the superior resources that
Washington is able to marshal. Moreover, the pattern :of decentralized
economic development means that this policy domain is subject to a clas-
sic weakness of a federal system; namely that regional inequalities affect
the ability to fashion policy, thus, potentially perpetuating uneven rates
of growth. Uneven patterns of prosperity and policy development exist,
of-course; in nations with centralized growth and development strategies
(Rodwin; 1970). But in those societies it is a national goal to bring de-

pressed regions up to the national norm. In the United States the achieve- -

ment of ‘this goal is mainly a state and local responsibility pursued by
jurisdictions with very different capacities. B ‘
There are.at least two additional consequences of the decentralization
of responsibility worth -noting: policy variety and interjurisdictional.
competition. Although there are several basic models that influence eco-
nomicdevelopment policy design,- there is not .only much variation
within these but also a great deal of idiosyncratic effort. _ o
One important explanation for the variety of policy initiatives iri this
field is the response to the fact that states typically learn what their neigh-
bors and major competitors are doing and prudently seck to match those
efforts. This creates a problem of market &mono:mmao: m‘sm.omnn as a state
is interested in attracting mobile domestic and foreign capital, for if every
state offers the same menu of programs, how can_any state stand out?
How is it possible under those conditions for policy to make a difference
in stimulating or attracting development? Investors of capital will make
their decisions about how much, when, and where to invest without hav-
ing to consider the differential impact of policy. This situation, then, cre-
ates incentives for program invention in order to create interstate differ-

ences. Policy variety is a product of competitive dynamics,. . -

In addition, program variation reflects to some extent the lack of a

strong consensus about what works and what does not in this policy
domain. Much program design is frankly experimental, as ‘states try al-
ternative ways of wielding leverage in the economy. - - oo
+ Decentralization of responsibility for development also ‘accounts for
interjurisdictional competition. As one urban economist observed more

litical dividends.

.7 The Framework of Economic Developnsnt Policy 35

than 20 years ago, “It seens rather useful t6-view the city not'so- ek
‘as a trading or producing afea but rather as a-center compétirig with il
othet places within ‘the' national’ economyfor job-creating investmiénts™

(Stariislaw. Czamanski, quoted in ‘Conroy, 1975, p.’49). The supply:side

; ﬁm&aon._w»wmnn_&h_% is a response to’ the contest for mobile industies
and ‘brarich; operations of existing firms. The rise of the entrepreneurial
‘,.mmmnmmv_woﬁmﬁn.,imr its ‘emphasis -on homegrown firms and entrepre-
‘neinrs, ptomises to-dampen: intefstate competition for investment.

. State and:local-officials still devote substantial energies and resources

to the. competition “for ° footlogse firms, “despite"indications, discussed

latér, that ..w:nr..,.ri.minmwnw do MHn_g.o.n n...o.:mmﬁ._.nw the Bmm_n sources of employ-
“ment growth in a state’s economy, Much’of this effort is no dotibt spurred
by the shéer excitement of the hunt, though other key factors are the

need to counteract the efforts of other §tates and the fact that attracting

_the rare major employer from another place seems to pay enormous po-

ABSENCE OF PLANNING ~

"When economic development first emerged as an activity of state and

“local governmient, officials sought to ericourage economic growth by pur-

suing targeéts of opportunity. Rumots that'a particular firm was interested

iti relocating, inquiries from firms-to l6cal chambers of commerce about
-potential'sites, of notices of relocation plans in the biisiness press would

mobilize local and state officials and businéss leaders in an effort to at-
tract'the prospect.’ Any businiess; no-matter how ‘small, no matter what

-the product or the wage striicture; was considered a prize (Cobb, 1982,

p- 70). Stites and cities wa___.w@ﬁwﬂwmﬁmrn. virtues of their respective busi-
ness climates in the business media,* and inquiries generated by these ads

‘may provide: the basis fot elaborate follovr-up: procedures (see, for ex-

ample; Aldbama Development Office; 1986, p.'S6). - - . o
- As competition became:more iritetise; ‘governors, mayors, and busi-
ness leaders were'no/longer conterit to wait fof firms to announce a desire

to relocate. Instead, they formed .”wanmmmpam parties”- that traveled to other
..m.mwnnm,....v.n@wwm,awﬁwwmon footloose firms:: Thecity of Atlanta pushed this

o Zomn_wnﬁn%mn»nn m%nmm.mnm m:.n..mnaw.wom. rt on. nrn:. efforts as carefully as Okla-
homa. Thé Oklakioma Departriient of Economic Development reports that its advertise-

" ments in‘such periodicals.as Forture; Forbes, Barron’s; Harvard Business Review, and var-
-ious airline magazines ‘generated .7181. inquiries from.businesses in 1984. The first two

Development, .Hw\mm.. .>vmn=&%,wxxv,.: S

. periodicals. accounted for the largest number of inguiries A.,O.Ewr@—:u Dept. of Economic
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practice to the extreme by establishing a permanent office in New York
City in the 1970s from which to recruit northeastern businesses to Geor-
gia (New York Times, Feb. 11, 1977). Although few states have matched
Atlanta’s particular brand of aggressiveness (Kentucky and Massachu-
setts are exceptions; both have New York offices), many still conduct
vigorous prospecting campaigns outside the state. Mississippi, for ex-

ample, reports 17 trips made by prospecting teams between July 1985

and June 1986 to New York, Chicago, Memphis, New Orleans, Los An-
geles, San Francisco, Cleveland, and Mobile to make contact with “key
decision makers in plart location” (Mississippi Dept. of Economic De-
velopment, 1985-86, pp. 11ff.). L

To the extent that states  have relied on' randominquiries from out-
state firms and saturation prospecting trips, the puisuit of economic
development has been an essentially unplanned activity. Development
goals under such a strategy are no more complex than attracting more
jobs. It is no doubt the case that such an approach to economic devel-
opment has been encouraged by the appearance of quantitative “score-
cards” recording plant openings and closings, by state. These make the
measurement of “success” and “failure” an apparently simple matter for
the public (see, for example, Industrial Development and Site Selection
Handbook, Nov.—Dec. 1985, Pp- 28-29). These short-

of-

economic planning (Kantrow, 1983, .pp. 80—84). American individual-
ism is more comfortable with the noEEsmao:..om. liberties and disorder
that obtain in the relatively unimpeded market than with the strictures
of central planning (Wildavsky, 1986).. . R
These cultural predispositions notwithstanding, an ...mzanwmmuﬂ in more
consciously planned approaches to development has begun to emerge. In
its mildest version the planned approach involves simply targeting a
broad range of industries on which to focus promotional efforts. Okla-
homa provides an illustration: the state hired an .o.znm,En consultant to
identify various industries in advanced technological fields ‘that might
flourish in the state’s particular setting, and these riow provide the target
firms for the state’s prospecting efforts. (Oklahoma Dept. of Economic
Development, 1985, p. 14 and Appendix II). A number of commuinities
and states also produce lists of development activities-and goals in more
or less random fashion that they. label “economic development plans.”
The Advisory Commission on .H:nnnm..o,\nnzannn& Relations, for example,
reports that in 1984 70 percent of 570 local chambers of commerce said
that their communities had such “plans” (Roberts et al., 1985, p. 24).

term considera-.
tions converge, of course, with the historic American suspicion of central

| ﬂqmmﬁanﬁqolﬂo\m Economic Development Policy

©7A number of mw.m.;mw..m:m\m..,mné,ﬁanw have embraced a more vigorots

focused-approach in'the form of strategic economic development plan-
ning. Strategic planding is an exercise borrowed from the private corpo-
‘ratesector. Its key elements at the state and local level are the establish-

‘ment of long-term economic goals that may realistically be met, an audit

and- analysis of internal stiengths and ?mmw:mmmmmy and an assessment of
. -opportiinitiés in the external world that'may be exploited by the state’s
- or city’s‘particular mix of éconoriic resouirces and capabilities. The plan

is designed to focuss resotirces over the long térm on a state’s comparative
-advantages vis-a-vis other states and to prevent diffusion of effort (Sorkin
‘et al., n.d; Olsen and Eadie, 1982), ‘A crucial aspect of state strategic
planning is the identification of www.nm,md..wjn_:mnnmwu..Eam_w both to provide
Em.m@mnomo?_mn developitient benefits and to flourish in that particular

~ state’s environment. As the director om.gmormmms,m Department of Com-

.merce describes the strategic planning process, it is as though the state of
Michigan were an industrial park with certain given resources and ad-
vantages. The object of the managers—the state government—is to ex-
ploit these for the maximum collective economic effect. To fill up the park
with tenants and encourage their growth, the state must do a “market

_analysis” to assess the range of external opportunities for firms likely to

do well in the ”.mnmnn.nno.non:»na it must perform an audit of internal

. resources—labor Em.hw@ﬂ...,nrwn.»onoamﬁnmw_omEB_ availability, the nature
om nro local industrial agglomeration, and so on—on which firms may
draw, This exercise in Michigan actually led to, the targeting of automo-
. :<n-©m2m Ewl:?nﬁsnmm@ga. certain specific high-technology industries
- .with mmﬂn\nmm._ application to the auto industry (Douglas Ross, speech made

‘at Wayne State University, Apr, 16,.1987). ,
.. The emphasis in strategic:planning is on specific feasible goals at-
_tained according €0 a- timetable. Normative objectives—what ought to

be—and 'grand speculations about ‘the ‘future play no role in strategic
Em:Esthrm strategic planning p ocess. varies from strictly in-house,
" professional;” wsnmmmmmmnw.u.@w.«&nﬁ.mﬁn&..n.o‘ an elaborate, consensus-
~building, “corporatist™ effort among labor leadérs, business people, and

government bureaucrats and elected officials. - .
. 986 at least 17 states 't d’written some sort of strategic plan

ute v

S ..m.a._.,unmm_o E»::Ew”.‘amommm in the _EEE sector are distinguished from the “futures”

‘corhiifssions. that many states and cities sponsored-in the 1970s (e.g.; the Goals for Dallas
-Commission, Oregon 2000, and sa.on).. Futures repotts generally deal with more than
economic m.n.<,n_ovin=n,.nrnw offer- alternative scenarios, they seldom specify timetables or
ons;.and they generally ignore resoiirce constraints (see Chi, 1983).

-policy o,w.m&
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Chart 2-1.  State Strategic Economic Development Plans, .wam

Arizona 1983 Arizona Horizons: A Strategy for Future Economic Growth

California 1984 Job Creation for California in the Decade of the Eighties

Hawaii © 1985  Hawaii’s Economic Future - . L :

Illinois 1985  Hlinois Jobs for the Future: Five Year Economic Development.
Strategy C - T :

" Indiana 1983 In Step with the Future )

lowa 1984  We Are lowans First o :

Michigan 1984  The Path to Prosperity - :

Minnesota 1985  Minnesota: A Strategy for Economic Development

Montana 1983  Montana Economic Development Project- .

- Nevada 1985  Nevada State Plan for Economic Diversification and

Development . o o

New York 1985  Rebuilding New York: The Next Phase from Recovery to -
Resurgence . S R

North Dakota 1985  An Economic Development Plan for North Dakota

Ohio 1983 Toward a Working Obio: Jobs and Ohio’s Economy

Pennsylvania 1985  Choices for Pennsylvanians S

Rhode Island 1984 The Greenhouse Compact® ooy o

Utah 1985  Developing Utah’s Economy: Guidelines, Policies and Plans

Wisconsin - 1985 The Final Report of the Strategic Development Commission

*Defeated by voters in a referendum, June 1984.

 designed to focus state resources on certain targeted industries of special

significance to the state. Chart 2-1 lists the statés and the titles of their
plans. At least eight additional states reported in 4-1985~86 survey that
they were preparing strategic plans or had just been mandated to do so
by their legislatures.¢ A number of other states have marketing plans in
lieu of strategic plans, but these are short-term agendas that do not derive
from an analysis of external opportunities for local industiies and the
state’s resources.” Several cities, including San Francisco, Pasadena, and
San Antonio, have also prepared mn_n.mmomwn economic development plans.

Although Pennsylvania conducted the first state strategic plarining ex-

ercise, it was Rhode Island’s elaborate 976-page Greenhouse :Compact
several years later that achieved national attention, Orchestrated by Ira
Magaziner, a private economic development consultant, the plan pro-
posed by a representative commission appointed by the governor called
for an array of new venture-capital programs, research centers, . job-
training efforts, and small business incubators. This compléx plan; which
contemplated public expenditures of $250 million over w,mmﬁduwomn pe-
riod, was put before the voters and, to the surprise of its myriad backers

6. These included Alaska, Arkansas, Florida, Kansas, Nebraska, New Iu:_vmr:m,v Zmi

Zoxmno,»:mgmmnsnwm:m».._.rnmcnﬁwqmm:mﬂmnmmémm conducted by telephone in 1985—
86. - o : ’

7. For example, Oklahoma, zmmmmm.&vwr and Alabama.

“The mwniﬁ,mw\mww ox Economic Development Policy

" in the statehouse and corporate and union headquarters, went down to

o<w....2<rm._3€mm n_nmmmﬁ...AgwmeEmﬁ.uHm,w_m“w“.\w.“:.ﬂOﬁ, and West, 1987). No
other stratégic'plan has been the subject of a statewide popular referen-

- dum. Piecemeal ..mEEmE.&.Gm@a.._Mw....nm.mm_&?n action and executive de-
‘creehas been-the rule. ‘...,... .

mz.mnnm_o planning in'the public sector for. economic development is
cleatly mew. Most of the history of economic;development is notable for
the absence .Hom.._v_.mza,cwm.Hra..,.mafimmEwn.wnm,.n in planning, which repre-
sents a:genuine change’in one striiceural element of the policy domain,

‘has arisen’ out of: the neéd to: use public resources in a more focused,

efficient way;in .m.._.,..Emr_..v.x_no:..gwn.&mwﬁu environment. As states compete with
other states, as'local producers compete abfoad, and as indigenous en-
Qonn..n:a.nn,m.. compete %;r.,,o:nmmloﬁrmn for public and private capital,
state ‘economic development officials have sought, out of necessity, ways
of concentrating their_efforts on those economic sectors and business
people most likely to produce job growth. Strategic planning provides
the guidelines for such efforts. , -

. "THE PRIMACY OF CAPITAL

A foutth critical element in the striicture of economic development is
the notion that the key to-job creation;' a primary goal, is to encourage
and subsidize the investment of private capital. As new firms are born or
as:existing firms relocate of ‘éxpand under the impetus of business sub-

- sidies; it is.expécted that ﬁmmn.,.,,_@..&_, mm_dmam for labor will increase. Em-
ploymient goals are therefore pursued through a"trickle-down process-

- Analternative strategy would; of course, focus directly on labor and
take the foin of public employment; wage subsidiés to private industry,

cominon” to - both supply-side and" demand-oriented approaches to

labor: training, and labor. mobility programs, that is, an “active man-

> in the Swedish mode (Ginsburg, 1983, Ch. 6). Some state

" 8. The Congreéssional Budgét Office feports that in fiscal year 1983~84 the states spent
a total 6f $428 millibh'on business promotiom'in'the form-of loans, loan guarantees, venture
capital funds,; and a variety:of direct expenditures including job-training and labor services.
Expenditures on' all-labor prograris accounted for 28.3 percent of total spending. Califor:
nia alone; however, ‘spent-$6§ million ‘of the $121 million: devoted ‘to labor programs.
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To assume in a capitalist society that capital is the msmw:m.,om economic
development is hardly surprising, but the implication of this assumption
has been an occasional tendency not merely to devise policies that pro-
mote capital but to supplement them with others that have a distinctly
antilabor cast, particularly in the supply-side tradition. This tendency
emerged in part from a diagnosis of regional economic decline that fo-
cused on the ability of low-wage states and foreign nations to induce
industrial relocation from high-wage areas. Since such movement by
firms is assumed by many to represent a strain toward efficiency—highly
rational behavior—the blame for economic woes was attributed not to
mobile industries but to labor which had priced itself out of the market.

It followed that, in order to compete as an attractive site for industry,
states had an interest in reducing the local price of labor. In the 1940s
southern states pioneered right-to-work laws in the hopes of weakening
union power, thus undercutting labor’s leverage in setting wages. A cen-
tral theme in state and local economic development campaigns in those
years was that southern labor was not only cheap but willing to work
for a low wage (Cobb, 1982, Ch. 4). Although right-to-work laws spread
out of the South only into the central and northern plains, other states
sought to reduce labor costs on the supply side through their policies on
unemployment insurance and worker-compensation levels: Such think-
ing is still encouraged by certain “business climate” surveys in ‘which
comparative wage rates and other labor costs among states figure
prominently. , o e v

Policies of the entrepreneurial state reject’ the assumption. that low
wages constitute a competitive advantage. Economic development is in-
creasingly understood as a process that involves not simply employment
growth but also increasing income (see. Chapter 3). Furthermore, the new
entreprenetirial strategy has begun to experiment with programs de-
signed to protect workers against economic dislocation, interposing state
power between labor and private employers who decide n@,mn_o,ow.ﬁa or
shut down (see Chapter 13). But in common with the supply-side tradi-
tion, demand-oriented entrepreneurial policies focus primarily on capital
investment as the key to stimulating employment growth. Labor policy

remains marginal to the economic development process.

Eliminating this outlier provides a more meaningful picture. Remaining labor expenditures
amounted to only $53 million. After removing Galifornia’s outlays from the state_ total,

labor expenditures for all other states constituted only 14.7 percent of business-promotion
costs (CBO, 1984, pp. 4, 79). . , - .

‘" . PRAGMATISM ‘-:

T w.m Framework 0\ Economic Um:&ovwmma Policy

T When the"state of ‘Mississippi initiated its Balance Agriculture With
-~ Industry .program of ‘industrial subsidiés in the 1930s, a few doubters
. .were.coficerned that siich atrangemenits were “socialistic” (Cobb, 1982,

- P.33).But in their desperation for économic development many Missis-

sippians put aside such worties: As one Mississippi banker commented,

- “Pmiso mich: concepriéd about real formis of Socialism that I can’t worry
~ miuch about that municipally owned bt privately operated factory down
-the street”, (Moes, 1962, P. 74; see also Cobb, 1982, p. 33)
~- In. the subsequent-half .century, as-economic development programs

spread’ among the states and cities, neither-ideology nor theory has ex-

- ercised;a very rigorous constraint.on the.inventiveness of official efforts

to encourage business investment: Competition rather than abstract prin-
ciples has been the major driving force in the design and evolution of
policy. As Beaumont and Hovey write: “State and local economic devel-
opment strategies typically evolve incrementally, without an underlying
economic theory, except that more jobs are good and less jobs are bad.
Local and state officials tend to deal with development pragmatically”
(1985, p.-328). SRR .

" The.continual search, for. whatever appears to work has both advan-

tages _msn_.ﬁ.m.wm.mﬁa\m:wmmmm_.,.mwm for, _&.m..m%mzﬂmmmm, a pragmatic approach
ﬁnw.B..ﬁm_.,,mnnmn.bmxmvm.:,ﬁx..m..:a”o.aooﬁn,mmom innovation. It tends, particularly

.in‘a:décengralized federal system; to'maximize the possibility of tailoring

) policy o fit ..mr.o. wmnﬁm:wm.m.wo.z&acuw of a specific locale. This relatively
..”.:szbmwwm...ﬂnmAmwwn.omnrmﬁ,o policy design also offers the possibility for

m.ﬁﬂmmnmanm a learning process into-the business of policy-making. If effec-

. tiveness.is a'major criterion in the.crafting of policy, rather than conform-

m%,no.mvmﬂun.n economic or ideological orthodoxies, then policy-makers

”.,..Bnm..nm&..mo.&“. %mmnrm:_m.mo.nninnnnmOmwznmm.nﬁ?m:mmmmmmmmmsm:gﬁrm
. .néed to change. < .
- .. In'practice such a rationalized, if atheoretical; process of policy evo-
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resources that enable analysts in the public sector to generate hypotheses

and test them with data over time. . s
Although the absence of theory makes change and flexibility possible,

it may also lock jurisdictions into policies for which there is no theoret-

ical justification. Instead of developing evaluation criteria by reference to

theory-based tests, policy-makers often rely in their evaluations on re-
ceived wisdom, appearances, and their own hunches. .

Conclusions

Insofar as it is possible to identify a Pparticular starting point in his-
tory, modern state economic development policy may be mwa,_ﬁo have
emerged in the 1930s in the South. Asg James Cobb has written, “By
introducing a system wherein the state sanctioned and supervised the use
of municipal bonds to finance plant construction, the BAWI [Mississip-
pi’s Balance Agriculture With Industry] program lifted the curtain on an
era of more competitive subsidization and broader state and local in-

volvement in industrial development efforts” (1982, p. 5). The rise of

economic development as a public policy issue may be charted from that.

anmmn_u%mo:oimbmma m:nnnmmmsmwn:oﬁmao:5<mao:m va\mOmmHEn
and local politics. I .
Since the depression the invention and elaboration’ of economic de-
velopment have been shaped and constrained by certain relatively con-
stant structural features of this policy domain. Their origins -may be
traced mainly to two major elements of the environment: the cultural
commitment to an economic order in which market mechanisms and
private enterprise are key characteristics, and the federal political ar-
rangement. The former helps to account for the idea of a partnership
between the public and the private sectors, and it also explains thé em-
phasis on capital rather than labor subsidies and the suspicion.of central

Em:i:m.ﬁrnmnnn:amm_mw.mao:oh mmmwozmmr::%mOnwo:n%.m:nEm.moBmm:
is attributable to the nature of American federalism. o L
All these features create a market milieu for economic development
policy-making in which competition for private investment among states
and local govérnments has been the driving force. A great deal is at stake
in this competition, and success and failure seem to be easily measured

and assiduously monitored by the public.® Competitive pressures are

9. The success or failure of governors’ economic development policies was an issue in
a number of state elections in 1986, according to State Policy Reports (Nov. 27, 1986; p.

21). State Policy Reports does not cite extensive data to back this contention, but it does
report a Connecticut survey that found that 49 percent of the respondents thought state

: H\ummswxmﬂtoﬂoxmnoxoia Development Policy

* such; then, that the main test of policy initiatives in economic develop-
ment is.a-pragmatic one rather than whether they fit with ideological or

nrme.n.nnmwﬂwbwmnmbnm. S - . o .
‘Major.changes:began to ‘oécur'in the envirenment at some point dur-
ing the 1970s; as we shall sée ift Chaptei'4. These changes appear to have
had only modest effects ‘on the basic-framework elements of the policy
domain. Yet these effects; coinbined with changes that we have yet to
nxmm_wmm.E,dnrwm,.mnn:nn.mwwﬂ__ elemients, were sufficient to bring about de-
sign ‘changes; namely “thé ddvent of “entrepreneurial -policies. What is
striking, however; aboutthe framework characteristics that we have just
reviewed:is that: they have created a'domain-both stable and capacious
enotigh to accommodate the supply-side tradition as'well as the demand-

“oriented entrepréneurial policies of recent origin.

“Yet these very characteristics that.suggést the capacity for accommo-
dation on the one hand also make clear the limits of policy invention in
this domain on the other. Exclusive state and municipal ownership of
enterprises and industries .?:n,.ws_usua,o:.m_.Bc?m_mbn of nationalization),
national’ central economic planning, and extensive public employment
programs are all foreclosed as approaches to economic development
by the partnership principle, decentralization, and the commitment to
capital-based solutions. Thus, the decentralized economic interventions
pursued by. states.and cities fall short of the strong state models familiar
to students of & Aavmnmm«mvvo.:awm_dmo.:oﬂ% and therefore constitute a
distinctive Amierican adaptation.

govérnimetit m..m.—.m&m get the credit for'the state’shea

! . Ithy économy; only 19 percent believed
that the federal government was responsible. -+ .07 -
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