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LETTER FROM THE CHAIR

dear colleague

It has been a great honor to serve as chair of IEDC’s Board of Directors. I am proud of our accom-
plishments and the progress we have made in helping to shape the organization and promote the pro-
fession. I have been especially enthusiastic about working with Jeff Finkle, his great staff, and all the
Board members.

[ am pleased to report that the Board is being left in excellent hands with Ronnie Bryant, CEcD, FM,
as our new chair beginning January 1, along with Robin Roberts as vice chair and Ian Bromley as sec-

oseph A. Marinucci, FM . . . . . . . )
{EDPC Chair retary/treasurer. In addition, the following officers will serve as committee chairs: Gail Lewis,

External/Member Relations; Denny Coleman, CEcD, FM, Planning and Business Development; and
Michael Kirchhoff, CEcD, Performance Oversight and Monitoring.

I am especially proud of our profession’s response to lead in the economic recovery of the Gulf
Coast. IEDC has sent over 50 volunteers from across the nation to seven locations in southern
Louisiana and Mississippi to help our friends and colleagues rebuild their economies. Thank you to
all of you who have given your time and expertise. [IEDC has now been awarded a second EDA grant
to continue this successful program, expanding it to another 100 volunteers. Please go to IEDC’s web-
site to learn how you can participate in this renewed effort.

We have worked very hard during my term towards achieving a high level of ongoing commitment
to our profession. IEDC's Certified Economic Developer Program is the standard for excellence in the
economic development industry. Our Certified Economic Developers are recognized around the world
as having achieved a level of excellence in their understanding of the tools and programs of econom-
ic development.

IEDC’s Advisory Services & Research has been very active during my term, responding to the ever-
changing set of issues facing our profession. Its report on Targeted Area Redevelopment was featured in
one of our web seminars.

In addition, the organization expanded its technical assistance and research services into interna-
tional markets to provide members and the profession with information on current trends in this area.

With the publication of Economic Development and Smart Growth, IEDC highlighted the economic
benefits of redevelopment projects that make efficient use of land. And through a grant from the
Department of Justice, we are helping Weed and Seed sites initiate efforts to bring new investment and
economic opportunities to their neighborhoods.

IEDC has also reached out to build an even stronger international base to better address the issues
posed by globalization. To this end, I have represented the organization at meetings with such groups
as the European Association of Regional Development Agencies, World Free Zone Convention, World
Association of Investment Promotion Agencies, and the Economic Developers Association of Canada.

Although I am stepping down as chair, I am not leaving IEDC. As immediate past chair, I will con-
tinue to be an officer with the organization. I look forward to my continuing service to IEDC and the
economic development profession.

Joseph A. Marinucci, FM
IEDC Chair
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The 2007 Leadership Summit is the premiere
industry event for leaders of economic develop-
ment organizations and those who have earned
their CEcD. This year's program focuses on suc-
cessful collaborative initiatives and features
thought-provoking roundtable discussions and net-
working opportunities with your economic develop-
ment peers. Learn from colleagues and industry
innovators:
e Bill Strickland, President and CEO, Manchester
Bidwell Corporation
e Mary Walshok, Ph.D., Associate Vice Chancellor
for Public Programs, Adjunct Professor of

JANUARY 28-30, 2007
RANCHO BERNARDO INN
SAN DIEGO, CA

Sociology, Dean, University Extension,
University of California

e Doug Henton, Founder and President
Collaborative Economics

e Mark Lautman, CEcD, Director of Economic
Development, Forest City Enterprises

¢ Duane Roth, Executive Director, CONNECT

Network between sessions, at the reception, on
the golf course, tennis court or on a tour of San
Diego’s Little Italy’s BID. Improve your leadership
skills in the professional development sessions.

FOR MORE INFORMATION and to REGISTER go to www.iedconline.org/LeadershipSummit
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2007 FEDERAL ECONOMIC DEVELOPMENT FORUM:

The Future of the Innovation Economy: How Does America Remain Competitive?
MARCH 18-20, 2007  HYATT CRYSTAL CITY e ARLINGTON, VIRGINIA

Join fellow economic developers from around the
country for the only event that deals with federal
policy, innovation and U.S. competitiveness. This
year’'s Forum will provide an opportunity to learn
about cutting edge issues and federal policy that
impact your community. Leading speakers in the
field will cover issues, including knowledge cre-
ation, Federal R&D, technology transfer, entrepre-
neurship and workforce development.

e Help frame future policy directions that will be
included in the new IEDC Innovation Agenda: A
Policy Statement on American Competitiveness;

e |earn about innovative techniques that will help
your industry or community respond to new
global challenges;

e Engage in interactive dialogue and learn about
emerging innovation trends, and;

e Gain the essential building blocks to create
innovative-based strategies and solutions for
your community in this new-found marketplace.

FOR MORE INFORMATION and to RE@ go to www.iedconline.org/FederalForum
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2007 IF YOU BUILD IT, WILL THEY.COME?

CONFERENCE

e |s your community considering building a new
sport facility, performing arts center, confer-
ence/convention center or entertainment
district?

¢ Have an older facility you are considering
revitalizing?

e How about developing around an existing
audience facility?

® |s your community receiving a new museum or
cultural center?

MAY 20-22, 2007
WESTIN CROWN CENTER
KANSAS CITY, MO

Join IEDC in Kansas City to learn the latest
trends in audience facilities from industry
experts. Kansas City is the Mecca for architectural
design and home to the nation’s top architectural
firms. Are you a visual learner? Take advantage of
the number of audience facilities Kansas City has
to offer and view examples of projects in the works
and those recently completed. When the confer-
ence is over, you will return home with the knowl-
edge and the contacts you need to develop a new
venue in your community.

FOR MORE INFORMATION and to REGISTER go to www.iedconline.org
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ECONOMIC CLUSTERS

By Athar Osama, Ph.D. and Steven W. Popper, Ph.D.

® n the 1980s and 1990s, the Silicon

Valley propelled the world into the

computer and internet age and, in

the process, captivated the world’s
imagination as a model region for organ-
izing economic and innovative activity.
Since then, leaders around the world have tried
to create economic clusters in an attempt to
replicate the Silicon Valley phenomenon in their
own regions, cities, and communities.

ECONOMIC CLUSTERS:
AN AGE-OLD CONCEPT REVITALIZED

The phenomenon of economic and technology
clusters is not new. Economic clusters date back at
least to the great Hellenistic and Islamic centers of
excellence such as Alexandria, Cordoba, and
Baghdad, and more recently to the industrial
agglomerations in the early modern United
Kingdom and the Atlantic coast of the United
States. What has changed as a result of the spectac-
ular success of Silicon Valley — and later
Cambridge, UK and Bangalore, India — is the
renewed interest in creating clusters as an instru-
ment of economic, science and technology, and
innovation policy.

Dr. Michael E. Porter, a Harvard Business
School professor, had a formative influence on the
resurgence of the cluster concept when his book,
“The Competitive Advantage of Nations”, became an
influential text for policymakers and political lead-
ers around the world (Porter, 1990). He describes
three mechanisms by which presence within an
economic cluster may improve the competitive-
ness of its firms. First, a cluster increases produc-
tivity by providing firms access to shared best

NTERMET C
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Dubai’s Internet City is one of the several clusters planned in the Arab kingdom.

practices, a common labor and management pool,
and training resources. Second, clustering drives
the direction and pace of innovation within the
cluster’s boundaries which in turn leads to produc-
tivity enhancement in firms. Third, it speeds up
the entrepreneurial process and new firm forma-
tion within clusters thus providing a positive feed-
back loop that feeds onto itself (Porter, 2000).

More generally, firms within a particular cluster
benefit from shared resources, mobilization and
concentration of specialized labor, and the creation
of supporting and ancillary industry. For example,
since Silicon Valley is known as a cluster of infor-
mation and biotechnology firms, it also attracts a
disproportionate amount of federal research dol-
lars to its universities; trained workforce from all
across the United States and the rest of the world;
and law-firms, accounting firms, executive search
firms, and investment banking firms specializing

THE POLICY CHALLENGE

For years now, political leaders and policy-makers have attempted to replicate the silicon valleys in their own
regions, albeit with little success. The entire enterprise of cluster advice is ridden with faulty and incomplete
understanding of how clusters form and what promotes them, a lack of rigorous policy impact evaluations, and
“cookie cutter” prescriptions that do not deliver. This article calls for putting in place a plan of action to bring
sound theory and practice to bear and to resurrect the credibility of the cluster concept as a useful pillar of
regional economic planning. It poses a series of challenges to the cluster analyst and practitioner communities
that may comprehensively address the weaknesses and deliver on the promise of cluster policy.
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Dr. Athar Osama is a Senior
Executive at ANGLE Technology
Group in Santa Monica, CA.
(athar.osama@gmail.com)

Dr. Steven W. Popper is a Senior
Economist at the RAND Corporation
in Santa Monica, CA.
(swpopper@rand.org)



in information and biotechnology industries. The result is
reduced overall cost of doing business, enhanced access to
cutting-edge research and innovation from the region’s
universities and other firms, and better access to shared
infrastructure and a talent pool from across the world.
Despite high costs of labor and real-estate, firms continue
to locate in the Silicon Valley to benefit from these
advantages that seem to outweigh the associated costs.

ECONOMIC CLUSTERS AS INSTRUMENTS
OF ECONOMIC POLICY

With these potential benefits — and self perpetuating
competitive advantage — to be gained, many governments
and regions around the world have attempted to create
economic (and technology) clusters patterned on the
Silicon Valley model. A 2003 study identified hundreds of
cluster initiatives of varying sizes and scope
including, among others, 112 in Northern
Europe, 82 in Australia and New Zealand,

ditions of the region in question. In fact, the empirical
evidence on the efficacy of these policy instruments
leaves important questions unanswered.

A host of practical and methodological problems
work against establishing the effectiveness of cluster
interventions unambiguously. These include the long
gestation periods (10-15 years, generally) before a new
cluster could emerge in a particular region and the diffi-
culty of measuring the strength of particular cluster out-
comes as well as the inability to see through, assess, and
monitor the micro-determinants of economic clusters.

The practice of employing cluster policy is clearly a
fast moving target, rapidly evolving through “learning by
doing” yet far from being an unqualified success.
Proponents point to the several contributions that clus-
ter policy has already made to the theory and practice of

107 in Western Europe, and 92 in North
America (Solvell et al., 2003). Another
major attempt to document economic clus-
ters around the world, led by the Institute
of Strategy and Competitiveness at the
Harvard Business School, has identified 838
clusters so far (van der Linde, 2004).

Many states across the United States
such as Texas, Connecticut, Arizona,
Rhode Island, Wisconsin, Utah, Oregon,
and California have active, on-going initia-
tives to promote industry clustering. These
clusters vary in their characteristics, such

Many states across the United States such as Texas,

Connecticut, Arizona, Rhode Island, Wisconsin, Utah, Oregon, and
California have active, on-going initiatives to promote industry
clustering. These clusters vary in their characteristics, such as the type
of industries they include, the expectations from the cluster initiative
itself, and the level of maturity of the industry cluster.

Consequently, these cluster initiatives also represent a diverse mix of
features, such as the size and timeframe of the initiative,

the degree of government involvement, and its interaction

with other instruments of economic policy.

as the type of industries they include, the

expectations from the cluster initiative

itself, and the level of maturity of the indus-

try cluster. Consequently, these cluster initiatives also rep-
resent a diverse mix of features, such as the size and time-
frame of the initiative, the degree of government involve-
ment, and its interaction with other instruments of eco-
nomic policy.

Governments around the world have tried to use a
number of policy instruments to jumpstart economic
clustering including, but not limited to, development of
cluster strategies and a cluster identity in regions; liberal
taxation policies to promote clustering of firms; creation
of science, technology, and research parks; strengthening
of university-based research programs; investment in
human resources development; creating branding and
marketing programs to market the region’s competitive-
ness; steps to improve the entrepreneurial environment;
creation of public and private venture capital programs;
and creation of institutions of collaboration.

CLUSTER POLICIES AND INTERVENTIONS:
AN UNQUALIFIED SUCCESS STORY?

While the use of these policy instruments has been
pervasive, they are not equally effective in encouraging
cluster formation. The appropriate choice may be deter-
mined by the unique characteristics and the initial con-

regional economic development, namely, 1) providing a
new way of looking at the regional economy, 2) shifting
the focus of policy from industrial targeting to enhanc-
ing the competitiveness of all the regions’ industries, 3)
providing micro- (firm-level) foundations to macroeco-
nomic policy, 4) providing a distinct focus and a practi-
cal orientation to regional economic policy-making, and
5) providing a framework for structuring new public-
private partnerships within the regions. Critics are
equally vocal in highlighting the many lingering ques-
tions about the cause-and-effect results from cluster
intervention policy.

At least two underlying arguments fuel much of the
criticism of cluster thinking and policies. First, more
often than not, cluster policies tend to have a faddish
rather than substantive character. The majority of the
planned cluster initiatives that we looked at as a part of
our research are based on weak empirical analysis, an
unconvincing rationale for policy intervention, and a
kitchen-sink approach to the choice of policy instruments
(Osama and Popper, forthcoming). They are also, as we
would argue later, often marred by weak institutional
forms, inadequate attention to the process, and are gross-
ly under-funded and under-evaluated.

Economic Development Journal / fall 2006 / Volume 5 / Number 4 7



Second, there is a dearth of evidence on the effective-
ness of cluster policy interventions and their impact on
actual economic clustering itself. Martin and Sunley
(2003) point out that “even cluster enthusiasts find it
enormously difficult to point to any examples of deliber-
ate cluster promotion programs that have been unam-
biguously successful.” Simply stated, despite two decades
of attempts around the world to create the next Silicon
Valley, no other region of the world has clearly achieved
the same level of stature — especially not through a delib-
erate and active cluster policy intervention.

We do not know enough to say what works and what
does not in cluster policy. While practitioner and best
practice manuals have been written by consulting and
research firms, none have actually presented conclusive
evidence in support of the policy instruments and inter-
ventions. The latter, however, continue to be recommend-
ed and accepted if not on faith, then in the promise of the
potential rewards rather than concrete evidence of effica-
cy. Meyer-Stamer (2003) explains the continued popular-
ity of cluster policies by highlighting the political econo-
my of such programs. In short, cluster policies remain
popular because, for politicians and policy-makers, the
desire to do something about their
constituents’ problems outweighs
concerns about demonstrating

nomic clusters”. The rest of this article outlines a 10-
point agenda that, we believe, provides a comprehensive
response to the weaknesses outlined here.

We present these as a challenge to ourselves as well as
to our colleagues in both the analyst (the providers of
cluster advice) and the practitioner (consultants and
implementers of cluster initiatives) communities. This is
an ambitious agenda but one that not only is necessary
but also pragmatic and eminently doable.

THE ANALYSTS' CHALLENGE:
IMPROVING THE QUALITY OF POLICY ADVICE
IN SUPPORT OF CLUSTERS

The first element of the two-pronged strategy to
improve the conduct of cluster policy is to enhance the
quality of policy advice that is delivered to regional eco-
nomic leaders and planners. This requires improving the
quality and relevance of the research and analysis from
which the policy advice is ultimately derived. The follow-
ing points highlight the cluster analysts” challenge:

1. Define a rationale for public policy interventions in
support of creating economic clusters. The case for
public policy intervention is often not clearly thought

through. “Broadly speaking, the

arguments for cluster policy, i.e.

interventions by government or

results. Cluster policies, with their
vast popularity and brand recogni-
tion, provide the means to evince
control even if the reality may be
somewhat less than the perception.

DELIVERING ON THE PROMISE
OF ECONOMIC CLUSTERS

The doubts surrounding cluster
policy need not persist. The clouds
of uncertain utility and efficacy that
bedevil cluster theory and practice
can be challenged by putting in place
a plan of action to bring sound theo-
1y to bear and to establish the credi-

The doubts surrounding
cluster policy need not persist.
The clouds of uncertain utility
and efficacy that bedevil clus-
ter theory and practice can be
challenged by putting in place

a plan of action to bring sound
theory to bear and to establish
the credibility of the cluster
concept as a useful pillar of
regional economic planning.

other public actors in regard to
development of clusters, are not
yet fully established. A host of
approaches are nevertheless pur-
sued by various policy institutions
but motives vary and are often
vaguely formulated” (Andersson
et al.,2004).

There are several reasons for
the absence of well articulated cri-
teria.  First, the case for public
policy intervention in clusters has
only received marginal attention
in the literature. Second, more

bility of the cluster concept as a use-

ful pillar of regional economic plan-

ning. This would require looking

forward by making significant advances at the cutting
edge of cluster theory and practice (e.g., through the
development of a theory of cluster implementation and
better understanding of the inner workings of clusters.) It
would also require looking back by reviving and applying
some of the more established themes in the economics,
public policy, and organization literature to clusters (e.g.
the rationale for policy interventions, market and govern-
ment failures, and the importance of evaluation, replica-
tion, and validation).

This ambitious undertaking would require coopera-
tion by the analyst and practitioner communities to tar-
get concurrent development and validation of new ideas,
foster their cross-fertilization across disciplines and
between research and policy, and perform subsequent
integration into what could be a “useful theory of eco-

often than not, the decision to
intervene has already been made
even before the region’s economy
is subjected to a rigorous analysis aimed at identifying
economic clusters and cluster trends. The type of
analysis then conducted often does not provide
enough insight to inform policy. Third, the eagerness
to (appear to) do something and the subsequent rush
to intervene, often before a valid and unambiguous
case for such an intervention has been made, results
in a loss of high-level perspective on policy. The field
as a whole would be well served by rediscovering
some of the long established economic and policy sci-
ence lessons and principles often ignored in the clus-
ter literature.

There is also need to further develop and refine
existing principles and rationales for public policy
intervention. For example, under what circum-
stances, initial conditions, and applying what tests

Economic Development Journal / fall 2006 / Volume 5 / Number 4 8



The Qatar Science and Technology Park at Doha’s New Education City.

may market-failure-based, competitiveness-based,
and equity-based interventions be justified? What
policy instruments (or interventions) make more (or
less) sense within the context of each of the above-
mentioned rationales for intervention? How should
the rationale for intervention or the choice of instru-
ment be affected by the life-cycle stage of the cluster,
its make-up, and internal dynamics? Addressing
these issues would require extensive theory building
and validation through systematic analysis of success-
ful and unsuccessful clusters of various circumstances
and forms.

2. Improve the quality of linkage between cluster
analysis and assessment and the subsequent policy
prescriptions. More often than not, the policy advice
rendered in support of economic clusters is based
more on stereotypes about what clusters are (and
ought to be) than the specifics of a particular cluster
in question. This advice often takes a kitchen sink
approach that calls for undertaking a laundry list of
policy actions rather than being data-driven and
strategic in choosing the right kinds of policy inter-
ventions. This approach is not only arbitrary but also
goes against the well-established wisdom that all clus-
ters are unique in their histories and make up and
therefore require carefully designed interventions
rather than a one-size-fits-all approach. Paying inade-
quate attention to the findings of the cluster analysis
or doing a substandard job of analyzing the cluster(s)
itself is one of the leading factors causing a disconnect
between analysis and prescription.

3. As a covollary, there is need to improve the practical
relevance and value of methodologies employed in
cluster analysis and assessment. The art and science
of cluster analysis continues to evolve with new
methodologies being proposed and others refined.
There is a need to consolidate some of this learning by
critically evaluating and comparing the various
methodologies in use and being proposed. Studying
the various properties (e.g., informational value, ana-
lytical and predictive accuracy, and practical rele-
vance) of a selected set of more commonly used clus-
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ter methods (such as shift-share analysis, location
quotients, and qualitative analysis) in a comparative
setting could bring substantial benefits.

Several issues are worth a careful examination:

* Which of the cluster methodologies seem to pro-
vide better understanding and prescriptions and
under what circumstance (e.g., type of clusters,
life-cycle stage of cluster);

* How do the policy prescriptions derived from
application of cluster analysis differ across differ-
ent types of methodologies used,

» How large are these differences, what sort of
errors and biases are introduced into the analysis,
and how might the analyst safeguard against such
errors;

» What sort of policy prescriptions may legitimately
be derived from each of the various types of clus-
ter methodologies; and

* How much time, effort, and money should be
invested in analysis vs. strategic planning and
implementation in framing a cluster-led develop-
ment agenda.

Developing a better insight about the use (and
abuse) of the various cluster methodologies is critical
to deploying these appropriately.

. While we desire to derive policy prescriptions from

analysis of the specific cluster in question, there is a
need to ensure that the resultant policy advice is also
adequately grounded in the empirical evidence in
general. There is often a significant gap between what
is popular, and hence often prescribed, and what can
be supported with well-established empirical evi-
dence. Several examples help support this thesis.

One example is the often emphasized importance
of institutions for collaboration (IFCs) for cluster for-
mation. Yet, there is little solid empirical evidence to
support that such interventions actually have an
impact on cluster formation, whether independently
or in addition to other interventions. In fact, some
observers have even questioned the underlying phe-
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nomenon that forms the basis for such advice and
have presented alternative theories that may lead to
considerably different policy prescriptions. Also, we
know from the empirical literature that different types
of industrial clusters may be subject to different
dynamics and hence policy prescriptions (e.g., those
promoting specialization or diversity of industrial
activity) depending upon factors such as stage of clus-
ter lifecycle and type of firms in the cluster. These
considerations, however, rarely find expression in the
discussions on cluster policy.

5. Finally, there is clear need to seek and develop evi-
dence in support of cluster interventions often pre-
scribed in the literature. The literature on economic
clusters is unequivocal in its concern for the lack of
conclusive evidence on many specific policy instru-
ments as well as cluster development policy in gener-
al. These include, among others, venture capital
development programs; business and technology
incubators; science, technology, and research parks;
workforce development initiatives; business network-
ing programs; university-industry and inter- or intra-
industry collaboration programs; special technology
funding programs; and special processing zones.
Many of these programs derive their legitimacy from
a popular conception of their usefulness or preva-
lence rather than concrete empirical evidence of their
efficacy. With inadequate attention paid to systematic
and methodologically rigorous evaluations of cluster
policy interventions, it is also impossible to fine-tune
these policy instruments to respond to the particular
context and circumstances of a targeted cluster.

For example, knowing that science, technology,
and research parks or public sector venture capital
funds tend to do better in one set of circumstances
than others is a valuable piece of information for
those considering policy recommendations. This kind
of information, however, cannot become available
unless the policy instrument is studied and its effica-
cy determined under a variety of contexts. A system-
atic effort to develop such evidence is likely to be
valuable to the conduct of cluster policy in the future.

THE PRACTITIONERS’ CHALLENGE:
IMPROVING THE QUALITY OF IMPLEMENTATION
OF CLUSTER POLICY

While the above steps are critical for improving the
quality of cluster policy advice that reaches a cluster
practitioner, there would always be gaps in this advice
that may be filled only through more relevant research
and the passage of time. Due consideration must be paid
to factors that will improve the quality of implementa-
tion of whatever advice is currently available.

6. Careful attention to the choice of an implementation
plan can be both a critical test of one’s understand-
ing of the cluster and an important factor in success-
ful implementation. Should the cluster policy be
implemented in a top-down or a bottom-up manner?
Should the cluster policy implementation be exten-
sive or intensive? Should implementation be well-

integrated with a region’s economic policy or be a
localized add-on? There are several possibilities for
implementing a cluster initiative and the final choice
not only depends on objectives and goals of the plan-
ners but also the type and maturity of the cluster and
the political climate of the region. The key to success
is not wholesale adoption of any generic implementa-
tion scenario but careful and thoughtful deliberation
on what cluster policy implementation might entail in
the unique circumstances of a particular cluster and
how it might unfold over time. Too often cluster stud-
ies and policy documents fail to consider adequately
this important aspect of the overall cluster policy.

Choice of an appropriate implementation scenario

would require paying careful attention to a host of dif-
ferent factors:

The make-up and dynamics of the cluster,

The assessment of its likely evolution and the time-
frame associated with it,

A sense of the external (competitive) environment
that might necessitate early action or afford a wait-
and-see approach,

The relationship between public and private actors
within the region,

The private sector’s notion and expectations of what
might constitute legitimate reasons for public policy
intervention,

A deep understanding of the overall economic and
social policy framework in the region and the policy-
making process itself, and

A clear idea of the place of cluster policy within the
overall policy environment

These are complex factors and each must shape the

manner in which cluster policy is implemented. A care-
ful consideration of these (and other) factors must deter-
mine the optimal implementation scenario that has the
highest chance of delivering a successful cluster.

7. Institutional aspects of cluster policy implementa-

tion may be of critical importance to our ability to
deliver on its promise. Several cluster studies and
policy documents we have surveyed confirm this
point. More often than not, cluster policy falls short
of delving into the issues and challenges associated
with the actual implementation of the policy. The
most important of these issues must deal with the
institutional capacity to implement a set of policy
objectives in support of clusters. Many cluster studies
we have reviewed present little discussion on how,
from an institutional standpoint, the cluster policies
might actually be implemented.

Prior to selecting an appropriate institutional form
to maximize the chances of success, several issues
must be addressed:

* Does the public sector organization championing
the case for a cluster strategy or charged with cre-
ating clusters have the analytic and implementa-
tion capacity to undertake cluster development on
its own;
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* What kind of institutional arrangement does the
choice of the implementation scenario dictate for
the subsequent implementation of the cluster
policy;

* What skills (e.g., domain expertise, analytic and
implementation capability, networks, ability to
form consensus, or the ability to enforce policy)
does the potential implementer require;

* What kinds of alternate institutional arrangements
(e.g., prime/sub, public-private partnership, joint
venture, and so forth) could be best suited to the
implementation envisioned; and

» How to avoid the various kinds of conflicts of
interest that might arise from particular choices of
institutional forms etc.

Careful attention to these considerations would
ensure that the cluster initiative is provided with the
institutional capacity needed to implement the policy.

. Inadequately resourced cluster initiatives do serious
injustice to the aspirations of a specific
cluster/region’s champions and harm to the broader
practice of cluster policy. Under-funded and inade-
quately resourced cluster initiatives are more com-

While clusters may be championed by specific individuals or
triggered by an interested public sector entity,

they must be implemented by multiple actors, not the least
important being the firms within the cluster. This bottom-up
implementation necessitates a broad based ownership

early in the life of a proposed cluster.

mon than is generally perceived. In fact, the entire
issue of what it must take to develop a (set of) clus-
ter(s) is conspicuous by its absence from the cluster
debate. This is because cluster initiatives have often
been used as a convenient and (currently) fashionable
political slogan without much actual financial com-
mitment behind them. Further, cluster initiatives
have often been funded through existing policy
instruments and/or budgets of state and local eco-
nomic development agencies. It is difficult to distin-
guish the cluster component of these agencies’ devel-
opment budgets from other programs aimed at broad-
er economic development efforts. In addition, the
cost of implementing cluster strategies — an important
operational issue as it is — has not attracted sufficient
attention from researchers. Finally, the implementers
— consulting companies, generally — also have a vest-
ed interest in non-disclosure of such proprietary
financial information with the result that cluster ini-
tiatives often grossly underestimate the amount of
financial resources it might take to implement a clus-
ter policy (or strategy).

The optimal level of resources required to execute
a cluster strategy successfully might vary depending

upon the circumstances of a particular cluster, the
choice of implementation scenario, and institutional
form. The literature on the subject provides only
rough pointers, at best. The wide range of the few
estimates that can be gleaned from the literature vary
from a billion dollars (for Ohios Third Frontier
Program) to hundreds of millions of dollars (for the
Canadian Cluster Initiative) to a few million dollars
(for Basque Country, Spain). Inadequately resourced
initiatives could result in seriously diminished capac-
ity to deliver and hence dashed expectations and loss
of a potentially lucrative strategic opportunity to
enhance the competitiveness of regions.

. Implementation is a process-intensive exercise that

requires developing a cluster identity, coalition-
building to support a clear vision, and action based
on collaboration. While clusters may be championed
by specific individuals or triggered by an interested
public sector entity, they must be implemented by
multiple actors, not the least important being the
firms within the cluster. This bottom-up implementa-
tion necessitates a broad based ownership early in the
life of a proposed cluster. The process of developing a
cluster vision, a strategy, and an action plan provides
the first and most important opportuni-
ty not only to benefit from the ideas and
perspectives of a large number of actors
but also get the necessary buy-in to the
strategy itself. There is a growing real-
ization, if not a clear consensus, in the
practitioner community that cluster
policy represents a definite shift in
regional economic development plan-
ning away from top-down centralized
planning and implementation to a more
bottom-up, localized, and process-
intensive one. Paying inadequate attention to the
process element of a cluster policy (or strategy) is a fun-
damental mistake unfortunately all too often commit-
ted by regional government and business leaders.

The pendulum is beginning to swing in the right
direction with the growing realization of the impor-
tance of process (Rosenfeld, 2001). Cluster develop-
ment, in practice, implies an intensive process of
community or identity-building. This forges new
mental maps of a region’s industrial structure within
the region and outside it engendering a sense of own-
ership among members of the clusters and encourag-
ing new patterns and characters of interaction among
their constituents (Taylor and Raines, 2001). Waits
(2000), for example, represents this growing consen-
sus as it highlights the process-intensive character of
the cluster strategy-making and implementation
process in Arizona which involved sustained commu-
nity interactions through nine industry advisory
groups, six foundation working groups, 18 regional
town halls, six public forums, and a statewide town
hall meeting. The result of such extensive delibera-
tions is, quite predictably, a clearer common vision of
the region’s existing and emerging clusters and com-
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mitment to the strategy for enhancing their competi-
tiveness. Cluster initiatives that do not fully incorpo-
rate and internalize this process dimension and
instead cut corners in investing in the process and
process-based legitimacy are less likely to succeed
than those that do not.

10. Implementation approaches must focus on continu-
ously measuring progress, adaptively fine-tuning
policy, and actively managing expectations of vari-
ous stakeholders. Given the considerable uncertainty
and ambiguity in picking the right set of cluster pol-
icy interventions, especially at the very launch of a
cluster initiative, flexibility and adaptability can be
important considerations for cluster planners and
regional economic and political leaders. Adaptability,
however, only makes sense when
appropriate measures are taken to
ensure that the quality of informa-
tion about the cluster and the effect
of policy interventions on cluster
outcomes would gradually improve
over time.

Implementation and evaluation
are opposite sides of the same coin
with implementation providing the
experience that evaluation interro-
gates and evaluation providing
the intelligence to make sense of
what is happening (Pressman and
Wildavsky, 1973). Judicious use of
information provided by extensive
and well-developed evaluation
processes that continually feed back
into the implementation effort can
lend support to gradually improving
policy prescription and better cluster
outcomes.

strategies.

Performance measurement of on-going cluster ini-
tiatives has, however, not moved beyond the use of a
few summary measures to justify ongoing invest-
ment. Post-implementation evaluation is even more
uncommon. Only recently has there been some effort
to develop evaluative frameworks for analyzing com-
plex cluster policy interventions (e.g., Solvell et al.,
2003; Diez, 2001; Osama, 2006). These preliminary
frameworks must evolve and mature considerably
and be validated for usefulness before they could pro-
vide the kind of information required to support an
adaptive cluster policy paradigm. For example,
Pickernell et al. (2005) highlight the fact that in order
to better understand the clusters, there is a need not
only to examine them from a structural perspective,
but also examine, in more detail, the processes at
work within the clusters. Achieving this kind of reso-
lution ability cannot be farther from the reality of
existing practice. It is, however, critical to the vitality
and future health of the enterprise.

Somewhat related but also distinct from the above is
the need to manage expectations prior to and during
the implementation of the cluster initiative. Developing

THE
COMPETITIVE
ADVANTAGE
OF NATION

Michael E.

Porter

Porter’s book ushered a new era of cluster

successful economic clusters requires a series of inter-
ventions at multiple levels in the socioeconomic and
political systems of a region or a country for sustained
periods of time. Clusters can take anywhere from one
to three decades before they could achieve the aspira-
tions of their champions. Link (1995, 2002), for exam-
ple, found that the genesis of the Research Triangle clus-
ter in North Carolina was predicated on 70 years of
patient local government intervention.

When dealing with disparate stakeholders — many
having time horizons considerably shorter than when
the cluster could reasonably provide full return on
their investment in time and resources — it is important
that the right set of expectations be developed and
communicated at critical instances during the life of
the cluster initiative. The failure to
do so could result in dashed expec-
tations, impatience with results,
and a premature perception of fail-
ure. Any of these outcomes can
result in the loss of political or
business support and legitimacy
and can ultimately lead to the
demise of the initiative itself.

These last five points, while
only a preliminary attempt, define
a practitioners’ agenda that focus-
es on key features likely to differ-
entiate the more successful cluster
policy interventions and initia-
tives from the less successful ones.
They, along with the first five
points, also have significant impli-
cations for the cluster theorist and
researcher. Implementation is one
of most neglected aspects of clus-
ter theory and is only now begin-
ning to receive some attention from the research and
policy communities. This is broadly in line with the
trends in policy research and design, more generally,
where systematic study of implementation remains an
area much less professionalized than either analysis or
evaluation (Pressman and Wildavsky, 1973).
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It is indeed our expectation that the trend towards
more systematic study of implementation will grow
stronger with the passage of time. Implementation may
well become the centerpiece of a new and more prag-
matic research agenda on economic clusters.
Dramatically improving our ability to navigate the com-
plex and confusing terrain of cluster policies and deliv-
ering on the promise of policy-supported, if not policy-
induced, economic clusters would require nothing short
of a theory of cluster policy implementation. This pre-
liminary agenda merely identifies the broad outline and
scope of the intellectual challenge that we face in mak-
ing the concept of economic clusters meaningful, rele-
vant, and actionable to the regional economic develop-
ment community. Systematic and methodologically
sound research on implementation of cluster policies is
clearly a work-in-progress. (])
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BRAC-onomic

DEVELOPMENT

By Tom Rumora

CONTEXT
he Congressionally devised “BRAC”
(base realignment and closure)
process, which began in 1988, has
affected hundreds of military installa-
tions across the country, and will affect
hundreds more in the coming decades.
Military agencies admit that real estate manage-
ment is not their core competency.

Economic development professionals who
become proficient in “art-of-the-possible” problem
solving can help optimize the consequence of
BRAC in conjunction with elected officials, city /
county managers, utility companies, realtors,
investor / developers, taxpayers, neighboring com-
munities, business leaders, and expert advisors.
The blending of traditional economic development
tools for retention, expansion, and recruitment of
major employers as well as small businesses with
the unique and complex nature of military installa-
tion expansion / disposal processes requires spe-
cialized training, diligent attention to detail, aware-
ness of prior and emerging case studies, and broad
collaboration among multiple stakeholders.

COSTS

Military installations require local public invest-
ment and services. Whether the community is a
net gainer or loser of jobs and military missions,
the “cost” of expanding, preserving, or redevelop-
ing a military installation — and its positive eco-
nomic and patriotic impacts — can be an ongoing
challenge during its active stages, mission changes,
and even beyond its closure.

“Cost” can be defined in terms of infrastructure
elements such as roads, water, sanitary sewer, nat-

The first-of-its-kind conveyance of an active military installation to a local development entity was
at Brooks City-Base in San Antonio, Texas. The Air Force became the anchor tenant, while all real
estate, utilities, roads, housing, and operating responsibility were transferred to the community.

ural gas, electricity, storm drainage, and security
systems, as well as support functions such as day-
care, housing, police / fire / EMS, schools, public
transportation, medical services, waste disposal,
recreation programs, and social services. These
“costs” are part of the price paid for the jobs and
economic multiplier effect created by the military
presence. “Cost” can also be defined to include the
time and other resources which must be diverted
toward integration and management of these issues
into the full spectrum of public / private activities
that comprise the fabric of a community’s economy
and quality of life — especially during periods of
significant growth or decline in military missions.

In some cases, a military installation is one of
the largest economic generators in the community
or region. Military growth or cuts can dramatical-
ly alter public organizational structures, decision

PURSUING THE “ART-OF-THE-POSSIBLE"

The size, location, purpose, and operation of our nation’s military ports, airfields, schools, field training areas,
research centers, storage / staging / mobilization facilities, and other assets — including personnel and related
real estate — are constantly changing to meet the demands of world and domestic events, budgets, and technol-
ogy. These ongoing changes impact the economy of virtually every community in the country, in one way or
another. This will be particularly true in the next few years, when hundreds of changes occur simultaneously.
Each community must develop its own strategy, tools, and trained professionals to anticipate and react to these

changes.
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making processes, priorities, master plans and regulato-
1y controls, capital project budgets, schools, traffic, allo-
cation of time and energy, and the attitude / image of the
area. City and county managers, governors, and elected
officials at every level can become directly involved in a
complex multi-level process that spans many decades.

MULTI JURISDICTIONS

Planning and executing Military leaders
BRAC changes can be com- are instinctively
phcgted by numerous fac- proficient at
tors: funding gaps, weather,

Base realignment or closure can be the single biggest challenge
in the lives of many economic development professionals. The com-
plexities and sophistication of this emerging career field are already spawn-
ing discussions about creation of new college degree programs which
would combine elements of economic development, political science, engi-
neering, law, city planning, environmental safety, historic preservation, data
and communication systems, public administration, property and facility
maintenance, housing, transportation / logistics, public relations, construc-
tion, marketing, finance, and business management.

The author was involved in an experimental college-level class in 1998,
and is currently in discussions with other institutions considering BRAC-
related courses or degree programs.

location, inadequate infra- strategy, tactics,

structure, deferred mainte- and confidentiality. Civic leaders who ities may cause delays,
nance, market forces, legal . , o ) diminished efficiency, and
constraints, environmental expect win-win negotiations, patient dysfunctional paralysis.
issues, historic preservation, inclusiveness, open public deliberation, Practically, however, it is
multiple competing inter- full disclosure, and attention to unrealistic to rank each of
ests, political rivalries, short- . . . _ . these elements as equally
sighted actions or inactions, job creation, land use studies, noise ordi- important. Attempts to do

inexperienced leadership, nances, long-term revenue generation, or so will frustrate imple-

plus the potential impact of
future BRAC decisions.

real estate management principles may be

menters who have to allo-
cate time and resources to

In communities where disappointed by military processes. schedules and complex

military bases cross jurisdic-

tional boundaries, and in

communities where bond levies, tax increases, capital
improvement plans, zoning, raises for teachers and
police/fire employees, and jointly funded economic
development programs are not commonly supported,
collaborative and efficient base closure or realignment
initiatives may not be feasible. In these cases, commu-
nities should consider opting for disposal by military
agencies to private developers who will risk their own
resources and run the gauntlet of public approval while
trying to reach the highest and best use for the property.

In communities where there is a proud tradition of
genuine collaboration, respectful inclusiveness, shared
leadership, joint funding, and civilized discourse, multi-
jurisdictional installations can accomplish great success.
Constant communication, training, recognition, and
empowerment are key to ensuring teamwork, trust, and
performance.

DEFINING SUCCESS

Cities, counties, states, private companies, non-prof-
its, and military organizations share the common chal-
lenge of defining what they consider to be “success”.
Definitions can be genuinely elusive among even the
most collaborative and skillful participants.

Commonly named elements of success in BRAC
impacted communities (as well as in cities, counties, and
states) include jobs, economic stability, revenue, com-
patible uses, target industries, environmental excellence,
safety, appearance, speed, risk avoidance, quality of life,
and pride. All of these are noble and worthy elements
of a healthy and positive approach to “visioning,” and
setting goals, objectives, and decision making criteria.
Anything or anyone at odds with these values and prior-

issues.

One measure of
success can be the day-to-day attitude of media, civic
leaders, and average citizens. If the answer to questions
like “How are things going at the base?” includes any of
the following comments, then there must be a general
interpretation of progress and success:

* We have great people in charge, and we trust them.
e BRAC is complicated, but progress has been steady.

¢ We have faith in our enthusiastic team to do what is
right.

e We are focused on turning challenges into
opportunities.

e We aren’t wasting time and resources on negativism.

e Our community loves the military, no matter what
happens to our base.

COLOSSAL CULTURE CLASH

Note that a military organization’s definition of success
is much different than that of a community. This is one of
the fundamental paradoxes of BRAC — the colossal culture
clash. It is simply not the goal of the military organization
to help accomplish the community’s definition of success,
or the community’s goal to help accomplish the military
organization’s definition of success.

Military organizations strive to avoid predicaments,
leverage advantages, and overwhelm or outmaneuver
foes. Thankfully, our nation is safe and strong because
military members excel at their jobs, and excel at their
definition of success.

Military leaders are instinctively proficient at strategy,
tactics, and confidentiality. Civic leaders who expect
win-win negotiations, patient inclusiveness, open public
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deliberation, full disclosure, and attention to job cre-
ation, land use studies, noise ordinances, long-term rev-
enue generation, or real estate management principles
may be disappointed by military processes.

In some ways, military real estate might simply be
described as an expendable short-term resource, like
fuel and bullets, rather than a long-term balance sheet
asset used to leverage investment and return. This anal-
ogy helps to explain why hundreds of bases have
become inefficient, outdated, and unneeded, and why
the condition of active and disposed property does not
meet commercial standards. It also explains why a new
platform must be found for military installations — one
which avoids the shortcomings of the past and offers
dramatically enhanced flexibility, efficiency, security,
durability, and quality of life.

Perhaps a topic for a future article, or a national focus
group, might be “The military base of the future”. It
would be valuable to develop some generic characteris-
tics of such an ideal facility, which could then be com-
pared to todays active installations and thereby guide
decision makers regarding infrastructure improvements,
encroachment, mission relocations, privatization, and
innovative methods by which a community-military
partnership might develop and operate efficient facilities
and services for national defense and homeland security

purposes.

Individual military installations could be impacted by
multiple BRAC actions over many decades. This happens as a
complex balance of military force structure, recruiting, retention,
contracting, weapons systems, training, housing, environmental
issues, construction programs, budgets, and encroachment prob-
lems create the need for more or less or different kinds of opera-
tional assets and services.

A community might avoid BRAC for decades, then enjoy
substantial growth, then suffer total closure. An installation that
“closed” years ago might be proposed as a potential site for a
relocated mission with thousands of jobs, as occurred in
Jacksonville, FL, where months of legal wrangling have not yet
concluded regarding potential relocation of flying missions from
Oceana Naval Air Station in Virginia to the former Cecil Field — a
plan opposed by many community leaders. A community could
lose thousands of military related jobs due to concerns about
security/safety in leased space, as is occurring in some
Washington DC suburbs.

A rural community initially identified as a “closure” site
might miraculously find a whole new mission, as happened at
Cannon Air Force Base in Curry County, NM, where Air Force
Special Operations are now headed from Florida and other loca-
tions, thus avoiding sudden and severe economic impact on the
cities of Portales and Clovis, and also the County of Roosevelt.
Missions designated to relocate to other installations might
become stranded at a “closed” base for a decade or more, await-
ing funding for construction / renovation of new facilities at the
“gaining” location.

WHO PAYS?

Base realignment and closure (BRAC) actions can cre-
ate a tsunami of short-term and long-term impacts on
economic development plans, community priorities,
and budgets for roads, utilities, schools, public safety,
parks, labor negotiations, environmental clean-up, and
the structure and process of decision making.

Three universally crucial economic development
questions will often be the focus of public debate, as
they are for most typical recruitment, retention, incen-
tive, and marketing efforts.

e Who creates the plans and makes the decisions?
* Who takes the risks and pays for the costs?
¢ Who gets any proceeds that are generated?

Sensitivities over control, risk, and money increase in
times of stress, even if the stress is brought on by the
apparent opportunity of massive influx of missions and
population, as in the case of BRAC 2005 “gainers” such
as Manhattan, Kansas; El Paso, Texas; Lawton,
Oklahoma; and even more so if the community stands to
lose thousands of jobs, as in the case of Brunswick,
Maine; Monmouth County, New Jersey; or Forest Park,
Georgia.

PRIORITIES

BRAC simply doesn’ fit into the normal day-to-day,
year-to-year planning/budgeting process for cities, coun-
ties, and states. It is difficult to insert unexpected BRAC
impacts into prioritized workplans and funding patterns
that have evolved over many years. There is no easy way
to quickly re-prioritize and divert funding to or from
stormwater projects, fire stations, highway overpasses,
airports, sewage treatment plants, or other major proj-
ects in order to accommodate BRAC impacts.

But military bases are often one of the largest employ-
ers in the community and act as significant catalysts for
education, housing, infrastructure, and business recruit-
ment. They require massive attention and resources.
Converting the “challenges” of BRAC into “opportuni-
ties” will keep economic development professionals
busy for decades.

Some of the key issues for integration into planning
and implementation efforts are briefly explained in the
remainder of this article.

UTILITIES

Electricity, natural gas, storm drainage, telecommuni-
cations, central heating/cooling plants, sanitary sewers,
and water systems on military installations differ in
many ways from commercial or municipal systems.
There are often no easements, rights-of-way, individual
meters, accurate drawings, loop connections, pressure
tests, capacity studies, leak detection methods, or over-
all planning. Systems frequently run diagonally across
parcels, under buildings, and through the woods. This
makes recruitment, retention, or expansion of tenants or
developers difficult at a military installation.
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R
At Rickenbacker Air Industrial Park,
a combination of County subsidies, lease and sale
revenue, d joint cargo/military airport, a foreign trade
zone, and other creative mechanisms resulted in a
“base-of-the-year” award in 1994.

ORGANIZATIONAL IMPACTS

BRAC often results in changes to the organizational
structure of economic development agencies. Chambers
of commerce, cities, counties, states, school districts,
regional area councils of government (ACOGS) and
clearinghouses, utilities, growth foundations, politically
powerful “committees-of-fifty,” and others accustomed
to leading or collaborating on major recruitment/reten-
tion / expansion issues may have to rearrange their roles
and responsibilities when a BRAC impact occurs.

BRAC FUNDING

As an example of the impact of war and emergency
relief costs, the Air Force is $1.8 billion short on fund-
ing to accomplish its BRAC objectives under the law.
While senior officials pledge compliance with the law,
they also admit that shortfalls like this create a massive
problem, and an opportunity for innovative exchanges
and other creative collaboration.

Economic development agencies may be wise to
approach military departments with suggestions on
accelerating BRAC actions, avoiding costs, sharing
space, and enhancing missions. One idea to explore
involves privatizing some of the operational aspects of
base activities.

Fire stations are a good example of the kind of cre-
ative thinking that is needed. Most cities and counties
already have fire departments within required distances
of the inhabited portions of military installations which
could cover the base if an agreement could be reached to
do so. This action was taken at Brooks City-Base in San
Antonio, Texas, and saved $2 million in military operat-
ing expenses (largely salaries) without any significant
cost to the community.

Exploring this approach further can disclose other
methods of cutting military costs and may lead to even
larger ideas for mutual benefit.

DEFERRED MAINTENANCE

Military facilities are often not maintained to com-
mercial standards. At Brooks City-Base in San Antonio,
Texas, a survey of 50 out of 200 total facilities (conduct-
ed by ISES Corp. of Atlanta) disclosed approximately

$90 million in deferred maintenance which if not sched-
uled and budgeted for attention over the next few years
could jeopardize the useful life of these assets. This
could potentially result in premature expenses for dem-
olition as well as the loss of rental revenue and function-
al space for tenants that are vital to the redevelopment
agency.

This predicament is common to many public entities
such as schools, libraries, parks, cities, counties, and
states across the country. These entities will eventually
reach the point of no return when the maintenance and
renovation costs for aging structures exceed their value,
at which time some form of tax or innovative public-pri-
vate partnership will be needed for replacement facili-
ties. Failing to find some creative financing solution, the
next logical option may be consolidation with other
cities, school districts, etc. This is not normally a desir-
able option.

DEAL MAKING HANDBOOK

In addition to the typical contents of a generic eco-
nomic development “toolkit” of incentives, grants, etc.,
BRAC involves its own laws, policies, acronyms, and
challenging complexities.

Economic development professionals who have not
compiled a “dealbook” of BRAC-related techniques and
mechanisms could benefit from doing so at the earliest
convenience, engaging outside expertise as necessary.

Knowing about innovative mechanisms such as
Partnership Intermediary Agreements (P1As), Cooperative
Research And Development Agreements (CRADAS), Joint
Operating Agreements (JOAs), Facility Use Agreements
(FUAs), Enhanced Use Leases (EULs), caretaker agree-
ments, Military Construction (MilCon) exchanges, and
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the broad “city-base” concept can be the difference
between rapid economic adjustment to BRAC impacts or
a painful struggle.

Communities’ leaders generally know how to recruit,
retain, and expand employers, but when it comes to mil-
itary installations, things are somewhat different. First
of all, the Army, Navy, and Air Force are not typical
prospects. They don't even follow the same policies and
practices, and wield enormous power through a network
of contractors and retirees who have almost immediate
and unlimited access (through so-called “committees-of-
fifty”) to federal, state, and local decision makers.

Second, the BRAC process can be diabolically complex,
beginning with the Surplus Personal Property Act of 1949
and then adding over 50 years of other related (and some-
times conflicting) laws, guidelines, and precedents.

Third, it is important to note that Congress rarely gets
involved in traditional local economic development. In
BRAC, Congress creates the laws, approves the list,
empowers the Services to execute the plan, and then gets
barraged by both sides when negotiations don't go
smoothly.

The following examples depict the spectrum of inno-
vation that may be helpful to evaluate as part of an over-
all strategic economic development plan at each military
base community.

* A Partnership Intermediary Agreement (PIA) can
facilitate transfer of funds and information among
military/civilian/governmental/academic agencies.
This technique was used at Brooks City-Base to
enable Air Force scientists to participate with teams
from three universities in a study of disease character-
istics in South Texas.

* A Cooperative Research And Development
Agreement (CRADA) facilitates the exchange of
research-related activities and materials. This mecha-
nism has been used at the Indiana Army Ammunition
Plant, Brooks City-Base, and many other installations
where military missions have received services,
shared expertise, scientific data, access to technology,
or other benefits by collaborating with academic or
private entities.

* A Joint Operating Agreement (JOA) approximates
what private entities would call a “joint venture.”
This device was used at Brooks City-Base in place
of a standard commercial lease.

¢ Facility Use Agreements (FUA) enable non-military
entities to use military space and equipment, and in
some cases personnel. This mechanism has been used
by the Army to attract commercial contractors to
ammunition plants.

* Enhanced Use Leases (EUL) enable private develop-
ers and tenants to use military facilities. This mecha-
nism was piloted by the Veterans Administration over
15 years ago, and is just gaining traction in the Dept. of
Defense in the past three to four years.

Communities’ leaders generally know how to

recruit, retain, and expand employers, but when it
comes to military installations, things are somewhat
different. First of all, the Army, Navy, and Air Force are
not typical prospects. They don't even follow the
same policies and practices, and wield enormous
power through a network of contractors and retirees
who have almost immediate and unlimited access
(through so-called “committees-of-fifty”) to federal,
state, and local decision makers.

¢ Caretaker agreements allow military agencies to
reimburse local communities for property manage-
ment activities during the transition of military mis-
sions. K.I.Sawyer AFB in Michigan and Loring AFB
in Maine received five years of caretaker funding at
$2-$3 million per year due in part to the severity
of winter weather impacts and remote locations.

e Military Construction Progam (“MilCon”)
exchanges are a new concept whereby public or
private entities fund and build facilities and infra-
structure in exchange for land and buildings which
can be used for profitable commercial purposes.
An example might be a military daycare center built
and operated by a private sector developer inside a
base, in exchange for highway frontage property
along the edge of the base which is developed for
a shopping center. The base gets a much-needed
facility without “paying” directly or waiting for
Congressional processes.

* Special “efficient facilities initiative” legislation
enabled Brooks Air Force Base in San Antonio, to be
completely “privatized” in one combined action -
including utilities, streets, buildings, land, houses,
and operating responsibility for an “active” military
base. This legislation also allowed each Service
Branch to have two more “city-bases,” but none vol-
unteered due to complexity and fear of the unknown.
Initially, Air Force officials thought they might “go to
jail” for even trying such a sweeping and unprece-
dented approach, but after a year of Friday afternoon
negotiations, the transaction closed in mid-2002, giv-
ing the Brooks Development Authority several years
head start in preparing for BRAC impacts.

ENVIRONMENTAL

Environmental issues are some of the strongest forces
in the base realignment and closure business. They
affect timelines for all other actions, as well as reuse of
land and structures, public perceptions, and an exten-
sive list of legal and financial matters.

Some of the key environmental concepts with which

economic development professionals should be familiar
when dealing with BRAC actions include:
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* Nature and extent of environmental issues at the base
that are related to physical planning, infrastructure,
cost, risk, disclosure, and perception of potential
impact on tenants/users.  Records about testing,
accidents, and alleged incidents or conditions are
often lacking.

* “Indemnification,” particularly what is called “Section
330" which assures military responsibility for envi-
ronmental impacts. Note: “responsibility” may not
actually ensure adequate funding or timely clean-up
to desired standards.

* “Early transfer” is an innovative process by which the
military conveys contaminated property and clean-up
funding to the local community. Advantages can
include speed for the community and potential cost
savings  for  the  military.

Disadvantages can involve liability,

variety of methods for telling the positive story include
how-to-do-business-at-the-base handbooks, site and
floorplan drawings, websites, environmental reports,
disclosures, utility information, incentives, zoning, sur-
veys, and other information are essential elements in
economic development.

Obtaining and converting this information to stan-
dard formats should be a priority activity, particularly for
closing or downsizing installations that have underuti-
lized property. It should even be a priority activity for
active bases where innovative public/private collabora-
tion may involve shared use of facilities with academic,
business, scientific, medical, emergency management,
law enforcement, public health, recreation, or other enti-
ties for mutually supportive purposes.

insufficient funding, and potential
future surprises. This crucial topic
should be well understood by all
stakeholders before promoting
projects inside or outside the fence.

Promoting a BRAC site, or a BRAC-impacted community,

involves the same activities as a typical real estate parcel, but in a more
detailed scope. Since military installations have typically been “off
limits” to the general public, and since many
codes and regulations do not apply, it is
understandable that tenants, investors, utility
companies, and other stakeholders have
heightened concerns about environmental
issues, military timetables, property ownership
issues, insurance, infrastructure capacity,
facility condition, etc.

DECISION MAKING CRITERIA

The quest for jobs, revenue, speed, and
pride is a challenging activity that requires
strong leadership, clear objectives, constant
vigilance, massive resources, and solid criteria
for decision making. If political expediency,
media attacks, threats by opponents, personal
rivalries, or other adversarial forces become
the reasons for action or inaction, then the
chances for success diminish exponentially.
Carefully calculated and documented decision making

.

At K.I. Sawyer Air Force Base, “art-of-the-possible” attitudes resulted in a commercial airport, reuse
of 1,600 housing units, several years of “caretaker” funding, multiple grants from the Economic
Development Administration, and “base-of-the-year” honors in 1999.

MARKETING

Promoting a BRAC site, or a BRAC-impacted commu-
nity, involves the same activities as a typical real estate
parcel, but in a more detailed scope. Since military
installations have typically been “off limits” to the gener-
al public, and since many codes and regulations do not
apply, it is understandable that tenants, investors, utility
companies, and other stakeholders have heightened
concerns about environmental issues, military timeta-
bles, property ownership issues, insurance, infrastruc-
ture capacity, facility condition, etc.

The job of the economic development agency is to
disclose pertinent data, dispel fears, and bridge the com-
munication gap between military and civilian entities. A

guidelines, as well as communication processes that
emphasize integrity, accuracy, full disclosure, shared risk
and rewards, trust, and timely performance will help
communities accomplish their BRAC goals.

Favorable leasing concessions for a host of special cat-
egories such as entrepreneurs, local start-ups, incubator
tenants, non-profits, social service agencies, and large
corporations, should be weighed against real-world
requirements for sustaining revenue. One way of avoid-
ing “give-aways” is to require that fair market value be
paid by and to the public agencies involved.

At Brooks City-Base, both the Air Force and city of
San Antonio (Brooks Development Authority wasn't
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formed until later) agreed to hire and accept the work of
one appraiser, instead of the traditional adversarial
approach where each party gets its own appraisal and
then battles for years over discrepancies. By a joint deci-
sion to accept the work of one trusted Master Appraisal
Institute-certified firm (Dugger Canaday of San
Antonio), the process avoided protracted debate and
potential lawsuits.

As is true in most economic development deals, deci-
sions to emphasize cheap rent, speed, and unrealistic job
creation goals at a BRAC base will almost certainly lead
toward financial distress. Note: The term “rent” can be
defined as the sum of all expenses including normal and
reasonable costs, profit, and reserves. A public entity
may decide to waive “profit,” but should establish poli-
cies and decision making criteria that ensure funding for
all actual costs and reserves. This sounds logical, but is
considerably elusive in practice, particularly under
intense political and media pressure to “do the deal” and
worry about paying the bills later!

JOBS

CONSULTANTS AND DEVELOPERS

After more than 15 years of BRAC history, military
and community leaders can find many experienced and
innovative advisors who can help save time, cut costs,
increase efficiency, improve quality of life, reduce risk,
overcome obstacles, and capitalize on opportunities.
The cost, while not insignificant, can often be easily jus-
tified by performance-based compensation formulas.

One creative option is to pay development related
advisors in whole or in part with property rather than
money. This would encourage actions which raise prop-
erty value, integrate plans, solve infrastructure chal-
lenges, attract further investment, and avoid distractions
and delays.

BUSINESS PLAN

One of the most important elements in BRAC plan-
ning and execution is a solid business plan that identi-
fies all sources and uses of funds, by quarter for five to
six years, or by month for two to
three years. If this task proves too
difficult to accomplish, decision

Economic development profes-
sionals understand the importance
of accurate job projections. One of
the classic challenges of BRAC
involves promises and expectations
about jobs — jobs to be added
inside the fence, jobs to be indirect-
ly generated outside the fence, jobs
to be lost, jobs to be replaced, and
of course the perception of “family
sustaining” military related jobs vs
“less desirable” service-sector jobs.

Public perceptions and media
attention establish high expecta-
tions for employment opportuni-
ties, starting when the first BRAC
lists are prepared. Elected officials
often respond by escalating these
numbers to even higher levels,

One of the most

important elements in BRAC
planning and execution is a
solid business plan that
identifies all sources and
uses of funds, by quarter for
five to six years, or by month
for two to three years. If this
task proves too difficult

to accomplish, decision
makers should re-evaluate
their roles and resources,
and perhaps seek outside
partners and advisors.

makers should re-evaluate their
roles and resources, and perhaps
seek outside partners and advi-
sors. Without the confidence and
efficiency that comes from stable
structure, measurable goals,
defined resources, specific time-
lines, written decision criteria,
and diligent monitoring systems,
the chances of succeeding in a
major BRAC action are dramati-
cally reduced.

The business plan should
include two key interconnected
elements: a detailed spreadsheet
and a geographic information sys-
tem. A streamlined version of the
11-page spreadsheet done for the

without a thorough understanding

of the financial and technical issues

that must be addressed in order to reach even a fraction of
the projections.

The result is a self-inflicted paradox of overzealous
promises and underwhelming performance, which then
adds stress and urgency to every step thereafter. If the
community expects 5,000 new high-paying jobs in a
year or two, and all the elected officials say that’s what
will happen (or don't deny that it will happen), then the
stage is set for decades of media reminders that the com-
munity “failed” to accomplish its goals.

As is true in all economic development scenarios, it is
wise to refrain from exaggerating or making premature
promises about job numbers, salaries, benefits, and tim-
ing in BRAC situations.

redevelopment of the closed
K.I.Sawyer Air Force Base in the
Upper Peninsula of Michigan
helped the County Board of Commissioners to see the
effects of changing various assumptions and theories
which were displayed instantaneously on a video screen.
This enhanced the awareness of the challenges ahead.

By linking cells on a spreadsheet to coordinates on a
map, and vice versa, decision makers can perform end-
less what-if analyses as conditions and forces evolve over
many months and years.

In BRAC or in other large scale development projects,
sophisticated interactive spreadsheets and a geographic
information system are essential for anticipating and
reacting to a variety of potential forces, both positive and
negative!
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HEADLINES

BRAC is one of the most complex, long-term, and
intensive experiences a community may face in 50 years.
Positive media attention is crucial. Reporters who use
sensational, misleading, and unclear wording in head-
lines and stories to attract more attention, do a great dis-
service to their communities. While demeaning and
accusatory techniques may entertain a variety of chron-
ic skeptics, well-intentioned critics, uninformed gos-
sipers, and recreational obstructionists, they can also
damage the credibility, image, and success of BRAC
actions.

Business travelers, elected officials, and prospective
employers/investors/developers see and hear these sto-
ries. The frequency, tone, and cumulative effect of
media stories, and particularly headlines, can create a
positive force in a community, or an embarrassing cloud
of ridicule and self-destructive perceptions. This is
especially true of BRAC actions, which unlike a normal
economic development deal, garner more frequent and
sustained attention due to the high-stakes long-term
process.

In some cases it may be appropriate to utilize infor-
mal media “background” briefings, coaching, assign-
ment of specific reporters/headline writers, regular edi-
torial board meetings, and other methods of ensuring
balanced, unemotional, and proud coverage of the
exceedingly demanding process of BRAC.

SUMMARY

Military bases rival almost any other economic devel-
opment activity for technical complexity, demands on
resources, and high-visibility impact on the community
over many decades. Whether the community gains or
loses jobs as a result, BRAC involves extraordinary chal-
lenges and a whole new acronym-filled process.

Communities that combine a sophisticated business
plan, a creative art-of-the-possible deal making attitude,
intensive networking with peers, careful selection of
boards and staffs and consultants, and support from
elected officials and the media will be well on the path
to efficiency and success. ()

BRAC is one of the most complex, long-term, and
intensive experiences a community may face in 50 years.
Positive media attention is crucial. Reporters who use
sensational, misleading, and unclear wording in head-
lines and stories to attract more attention, do a great
disservice to their communities. While demeaning and
accusatory technigues may entertain a variety of chronic
skeptics, well-intentioned critics, uninformed gossipers,
and recreational obstructionists, they can also damage
the credibility, image, and success of BRAC actions.
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does rural land-use

PLANNING AND ZONING ENHANCE LOCAL

ECONOMIC DEVELOPMENT?
By Joy Wilkins, B. William Riall, Ph.D., and Arthur C. Nelson, Ph.D., FAICP

with Paul Counts and Benjamin Sussman

INTRODUCTION

ommunity leaders in rural areas without

zoning often find it challenging to con-

vince their citizens of the benefits of zon-

ing. Opponents often consider such regu-
lation an unnecessary governmental intrusion on
their property rights. Zoning advocates often cite
quality-of-life advantages, such as protecting
homeowners from unwanted uses next door as
well as protecting economic development from
opposition by residents.

This article reports research into the economic
development benefits of zoning in rural areas.
While the research, which included a variety of sta-
tistical and qualitative analyses, was completed in
2001, the findings and implications continue to be
quite relevant. The statistical analyses involved a
descriptive assessment, multi-variate regression,
and matched-pair analysis between roughly com-
parable rural counties with and without zoning.
The qualitative assessment includes a focus-group
survey of economic development leaders divided
evenly between rural counties with and without
zoning. The study area was of rural counties in
Georgia, which outside of Texas has the largest
number of counties (159) in the nation. At the
time of this research, nearly three-quarters of these
counties were considered “rural” in that they were
located outside of the boundaries of metropolitan
statistical areas that had been defined by the U.S.
Census Bureau.

The city of Madison is one of Georgia’s finer examples of quality growth within a rural setting.
The city is located in Morgan County, which adopted its first zoning ordinance in 1973.

Is there a need for land-use planning and zon-
ing implementation in rural areas? A review of the
experiences of 57 rural communities across
Georgia, including 14 that had more than 20 years
experience with zoning at the time of this research,
confirmed the need. As reported here, a compari-
son of all rural counties with a zoning policy to all
counties without one revealed that zoned counties
have the tendency to have greater economic posi-
tioning than non-zoned counties. To them, land-
use planning and subsequent zoning has a signifi-
cant and positive impact on changes in employ-
ment and assessed property values.

YES, BASED ON A CASE STUDY FROM GEORGIA

To some, land-use planning and implementation through zoning to regulate land-uses in rural areas may appear
to be anathema to rural economic development. This view would be shared by those who are concerned that
any land-use regulation in weak rural economies could dissuade economic development investment. This article
addresses such concerns head-on through statistical analysis combined with focus-group interviews. It is based
on the first comprehensive study of its kind to address rural economic development issues related to land-use
planning and zoning. The finding is that land-use planning and zoning implementation protects industrial and
commercial development from conflicts with residential land uses and thus facilitates rural economic develop-
ment, rather than impedes it. For rural communities seeking economic development, the implication is that
planning and zoning supportive of industrial development may improve economic development prospects relative

to its lack.
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To officials, economic development bene-
fits are numerous, including, but not limited
to (1) business and citizen preference for the
kind of land-use predictability zoning
uniquely provides, (2) assurance for
prospects that their investment will be pro-
tected, (3) the ability to guide future develop-
ment and prevent haphazard, (e.g., patch-
work), harmful or unwanted development,
and (4) the minimization of potential conflict
between industry and residents.

Findings from the investigation reported

here suggest that land-use planning and
zoning makes a difference in facilitating

Table 1. Self-sufficiency Tendencies Within
Zoned and Non-Zoned Counties

Per Capita
Income, 1999

Average Weekly
Manufacturing

Food Stamp
Participation

Wage, 1999 Rate, 1999°
With Zoning - Mean $19,431 $475 107.3
Without Zoning - Mean $18,364 $414 126.9
With Zoning - Median $18,948 $500 90.2
Without Zoning - Median ~ $18,101 $456 124.8

Source: Author’s analysis of U.S. Bureau of Economic Analysis and County Business Pattern 1999
data for rural Georgia counties. Food stamp participation rate is the number of food stamp
recipients per 1,000 residents derived from analysis by the authors of Georgia Department of

Human Resources - Division of Family & Children Services data.

economic development, and, specifically, that

the presence of land-use planning and zoning

generally helps a rural community’s economy

grow. The findings also suggest that zoning appears to
improve a rural community’s competitive advantage for
economic development. The extent to which zoning
can make a difference is affected by several considera-
tions including, but not limited to (1) leadership and cit-
izen support and understanding, (2) quality of the zon-
ing code, (3) integration with a well-conceived compre-
hensive plan, (4) applicability and enforcement, (5) the
zoning process itself, and (6) the merits of the existing
economic development program.

CONTEXT

Georgia is composed of 159 counties, the most of any
state other than Texas. More than 60 percent of the
counties had zoning ordinances in place at the time of
the study. Although every jurisdiction in Georgia must
have a land-use plan in order to qualify for state grants
and most do, 63 mostly rural counties had not imple-
mented the plans through zoning. Surveys indicated
the following general concerns about zoning in those
counties:

* An unnecessary governmental interference with
private property,

* Too restrictive on what property owners can do,
» Compliance burdens (e.g., cost, effort),
» Complexity of the code (e.g., difficult to understand),

* Outdated, inflexible, or inappropriate zoning that is
incapable of addressing changing development needs
(e.g., unsuitable for mixed-use development),

* “Loopholes” in zoning code,
* Residential sprawl permitted,

» Automobile dependence (e.g., designation of com-
mercial zoning),

* Lot size requirements and impact on land prices,
* Restrictions resulting in lack of affordable housing,

* C(itizens lack understanding about zoning and need
education,

» Citizen complaints (e.g., ‘not in my backyard’
residents),

» Conflicts with landowners,

* Red tape — bureaucratic, time-consuming process,
* Politics,

* Updating and modifying efforts,

* Lack of enforcement,

* Nonconforming uses permitted, and

* Leadership lacks understanding about zoning.

These are likely concerns raised in numerous rural
counties throughout the nation. They all may be credi-
ble, but in terms of overall economic development the
overriding question is whether land-use planning and
zoning implementation advances or impedes rural eco-
nomic development. That issue was addressed first
through statistical analysis based on descriptive, regres-
sion, and matched-pair analysis and qualitative survey
research based on economic development officials repre-
senting equally counties with and without zoning imple-
mentation of land-use plans.

DESCRIPTIVE ANALYSIS

This section describes historical economic develop-
ment indicators among all Georgia counties considered
rural at the time of this research — prior to the release of
the findings from the 2000 Census — in that they were
located outside of a metropolitan statistical area. There
were in all 120 rural counties in Georgia, including 57
with county-level zoning and 63 without. Comparisons
are made with respect to earnings, employment, and
assessed property values.

Earnings

Per capita income is the average income earned per
resident in a community. It is calculated by dividing the
community’s total income by total population. It can be
inferred that the higher the per capita income, the high-
er the buying power of the average resident. In this
assessment, average manufacturing weekly wage rate
reflects the earning potential available in what continues
to be a significant industry sector for rural areas. It is
calculated by dividing total annual wages in manufactur-
ing by total employment in manufacturing, then divid-
ing this total by 52. In 1999 (based on data from the
U.S. Bureau of Economic Analysis), per capita income
ranged from $14,838 to $26,129 among counties with
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Table 2. Employment Tendencies of
Zoned and Non-Zoned Counties

Employment, Unemployment

Assessed Property Values

In Georgia, assessed property val-

Labor Force ues represent 40 percent of the fair

1999 Rate, 1999 Participation market value as determined by the

Rate, 1999 local tax appraiser. The average

With Zoning - Average 13,717 5.4 64.0% property value for counties with a
Without Zoning — Average 6,144 6.3 60.0% zoning policy is more than double
than that for counties without such a

With Zoning - Median 8,442 49 63.4% policy. ~ Given the wide range in
Without Zoning - Median 4,649 5.7 59.8% assessed property values among

Source: Author’s analysis of Georgia Department of Labor, Tourism and Trade data for

rural Georgia counties.

zoning and from $13,245 to $22,197 among counties
without zoning. The data revealed that rural counties
with zoning tend to have a higher per capita income and
average manufacturing wage rate. (See Table 1.)

The food stamp participation rate is a useful measure
of self-sufficiency within a community such that the
higher the rate, the lower the ability to provide for basic
food needs without outside assistance. Corresponding
with the findings regarding earning potential, the food
stamp participation rate tends to be lower for counties
with zoning, signaling a higher level of self-sufficiency
among residents living within such communities.

Employment

Employment represents the number of people work-
ing (not living) within a community. The unemploy-
ment rate reflects the percentage of the civilian labor
force that is not employed. It is calculated by dividing
the number of unemployed persons by the number of
people comprising the civilian labor force (number of
employed and unemployed persons 16 years and older)
and multiplying by 100.

Labor force participation rate represents the percentage
of the working-age residents (that is, population 16 years
and older) who are either employed or are actively seek-
ing employment. It can be inferred that the higher the
labor force participation rate, the higher the willingness to
work among those legally able.

The average employment for counties with a zoning
policy was more than double that for counties without
such a policy, or approximately 123.3 percent greater in
1999. However, given the wide range in employment
among counties with zoning (2,140 to 69,170) and those
without (650 to 20,842), a second measure of central ten-
dency should be observed. Looking at the median, it
appears that the tendency for counties with zoning to
have a larger employment base than counties without
remains but to a lesser, though still significant, degree
(81.6 percent). Counties with zoning tend to post lower
unemployment rates and higher labor force participation
rates. Communities with zoning tend to have larger
employment bases than communities without such a pol-
icy. (See Table 2.)

counties with zoning ($94.9 million
to $3.7 billion) and those without
($43.1 million to $1.6 billion), a sec-
ond measure of central tendency
should be observed. Looking at the
median, it appears that the tendency for counties with
zoning to have higher assessed property value than
counties without remains to a lesser, but still significant,
degree. (See Table 3.)

It would appear that data indicate there is a relation-
ship showing that rural counties with zoning implemen-
tation of land-use plans may be economically better off, in
general, than those without. Counties with zoning tend
to have higher per capita incomes and average manufac-
turing wage rates and lower food stamp participation
rates. They also tend to have a lower unemployment rate
and higher labor force participation rate. However, it is
difficult with these data alone to ascertain the cause-and-
effect relationship that may or may not exist. The next two
statistical investigations helped clarify this.

Table 3. Assessed Property Value Tendencies
of Zoned and Non-Zoned Counties

Assessed Property Value, 2000 ($)

With Zoning - Average 684,986,865
Without Zoning - Average 312,252,290
With Zoning — Median 442,702,720
Without Zoning - Median 254,611,586

Source: Author’s analysis of Georgia Department of Revenue and
Taxation data for rural Georgia counties.

MULTI-VARIATE ANALYSIS

This section provides the results of statistical analyses
to determine whether there are any significant changes
that occur from adopting a zoning policy. The analysis
reviewed the relationship between years of zoning and
selected economic indicators. For example, an increase
in property values is one such indicator that is often
cited by proponents of zoning legislation as a key bene-
fit of zoning. Is there a significant change in property
values among communities that have adopted a zoning
ordinance? Other indicators analyzed include changes
in per capita income and employment. Similar data was
analyzed for over two-dozen matched pairs of counties,
comparing counties with zoning to similar counties
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without zoning to determine if there are
any significant differences in their econom-
ic performance.

The statistical relationship between zon-
ing and economic development is not well
covered in the existing literature, and the
results have been sometimes ambiguous.
This lack of universal agreement on how
zoning interacts with local economic
development progress is, in part, attributa-
ble to measurement problems on signifi-
cant explanatory factors and the complexi-
ty of this interaction. ~ But some insights
can be gained from a brief review of previ-
ous results.

Pogodzinski and Sass completed a com-
prehensive review of research relating to
zoning in 1991. One of the first observa-
tions to be made about the existing litera-
ture is the relative lack of research that
includes, much less focuses on, rural areas.
Of the 28 papers reviewed by Pogodzinski and Sass,
only two contained any rural components (1991, p.
599) at all. The other 26 studies dealt only with urban
and/or suburban environments.

Another observation is that most studies focus almost
exclusively on the relationship between the value of res-
idential housing and zoning. This is an important rela-
tionship, but it does not consider other measures of eco-
nomic development that most communities find signifi-
cant. The value of the existing literature to this analysis
is therefore largely in providing likely candidates for
other variables that can affect local economic perform-
ance other than zoning.

Nelson, et al. (1992) found that improved transporta-
tion access to major cities (especially via interstate high-
way systems) helps encourage the establishment of
industry outside the immediate metropolitan area and
thus increases employment. Higher levels of both edu-
cation and agricultural population are also correlated
with economic development in rural counties, the for-
mer may relate to the availability of a local labor market
(either for the industry in question, or its supporting
industries), while the latter tends to be correlated with
the availability of inexpensive land.

The literature also suggests additional dependent
variables, as well as related control variables. Erickson
and Wasylenko (1980) analyzed the change in employ-
ment and found that the distance to major highways was
a significant factor. Carlino and Mills (1982) associated
the change in county population with education level
(also a proxy for family income) and the density of inter-
state highways among other factors.

Identifying these other variables (often called control
variables) is important because we do not want the
measures of zoning to be influenced by other factors.
This would lead to a bias in the results.

Because this statistical analysis breaks some new
ground, two approaches were chosen and results com-

Rural Georgia offers an open canvas for smart, environmentally sensitive, and strategic economic
development with the proper land use protections in place.

pared. The first approach uses observations on all rural
counties in a regression analysis. The second uses a
comparison-of-means test on a subset of counties con-
sisting of matched pairs.

In both approaches, each variable included can be
assessed by three measures. The one generally consid-
ered primary is the level of statistical significance. This
measure is based on the level of influence a variable has
relative to the amount of variation around that value.

The second measure of a variable is the degree to which
it explains either the variation or the level of a dependent
variable. A common measure of this is called the stan-
dardized beta. This value, which can range from one to
zero, is highest when the influence of a variable is larger.

Variables are frequently classified either as explanato-
ry, control, dependent, or independent. Explanatory
and control variables together make up the independent
variables, i.e., those that influence something — with that
“something” being the dependent variable. ~ Control
variables are the factors that correct for some differences
in the dependent variable so that further differences can
be tested for influence by the explanatory variables. The
explanatory variables in this analysis are related to the
presence or duration of zoning; dependent variables are
things such as income, employment, and property val-
ues. Examples of control variables would be the per-
centage of the population with a high school or higher
level of education, or the distance from either a city or
interstate highway.

The analysis examined the economic development
performance of 70 rural counties, where “rural” counties
are defined by Nelson, et al.,, for the Economic
Development Administration (EDA). The EDA classifi-
cation scheme includes six categories: large urban, sub-
urban, small urban, inner exurban, outer exurban, and
rural. The definition of rural depends largely on a coun-
ty's relationship to the boundaries of Metropolitan
Statistical Areas (MSA). The U.S. Census Bureau consid-
ers those communities located outside an MSA to be
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rural. Nelson, et al. define rural counties as those that
(1) fall entirely outside of any MSA and (2) are beyond
reasonable commuting and trucking ranges. These
counties have greater rural attributes and are less affect-
ed by the ripple effect of a metro area’s economic growth
than counties in closer proximity to an MSA. This def-
inition of “rural” was employed in this analysis to deter-
mine whether there are economic benefits to zoning.
The counties included in this analysis are shown in
Figure 1.

The dependent variables were (1) change in assessed
value and (2) change in employment over the period
1994 to 2000 and 1999, respectively. This was a time
when Georgia saw unprecedented growth. It is also the
period of time during which Georgia’s counties elevated
the accuracy of their local assessment practices and
when nearly all local governments had comprehensive
land use plans prepared pursuant to the Georgia
Planning Act of 1989.

Consistent with independent variables found to be
important predictors of economic development in the
literature, we considered (1) the percentage of the pop-
ulation living in poverty, (2) the percentage of popula-
tion with a high school education or higher, (3) the size
of the local economy measured as the number of non-
resource workers (those not in mining or agriculture) in
the base year 1994, and (4) accessibility to major trans-
portation principally being the nearest interstate freeway.
Table 4 lists the dependent, experimental, and control
variables. Specification and sources of data for the vari-
ables follows.

Dependent Variables

The dependent variables were (1) change in county-
wide assessed value and (2) change in countywide
employment.

* Change in Countywide Assessed Value

This variable is a measure of the assessed value of all
privately owned property (including personal proper-
ty) in a given county. It is a reasonable estimate of
aggregate county wealth. Data for this variable were
obtained from the Georgia Department of Revenue,
which tracked the total countywide assessed value
from 1994 through 2000. This variable was logged so
researchers could estimate the percentage change in
assessed value with relation to years of zoning.

Table 4. Regression Variables

Figure 1. Rural Counties

Coumry Typos (E DA Clas s iBeation)

[0 Bursl (Type6)

In Georgia, thete are six county classifications ranging from 1 being the most populated to
6 being the least. Analysis based on data from the Georgia Department of Community
Affairs.

* Change in Countywide Employment

Logic follows that economic development will neces-
sarily bring with it increased employment from the
new industries, as well as complementary jobs that
arise to serve those new employees. Countywide
employment data were retrieved from the Bureau of
Economic Analysis’ Regional Economic Information
System (REIS). This variable was also logged for an
estimate of the percentage change in employment
with relation to years of zoning.

Experimental Variable

Characterizing the presence of zoning is not as
straightforward as it would seem. At its most basic level,
it could be characterized as simply whether it exists or
not — but this ignores the practice followed by some
counties of having zoning, but not enforcing it. Also, it
takes time for zoning effects to be felt, and those effects
are not likely to be evenly distributed over time or geog-
raphy. All of these factors made this statistical analysis a
difficult one. Its results suggested that the most appro-
priate experimental variable to use would be years of
zoning.

Dependent Variables Experimental Variables Control Variables
Change in Per Capita Presence of zoning Population in Poverty
Assessed Land Value Number of years of zoning Population with High School

Change in county employment

Change in county population

or Higher Level of Education
Non-Farm, Non-Mining Employment
Distance to Atlanta

Distance to Other Major City
Distance to Nearest Interstate
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This variable calculates the number of years that com-
prehensive zoning was in place in the county, from its
inception through 2001. Data came from the Georgia
Department of Community Affairs and staff of the
Economic Development Institute. A positive association
between this variable and the dependent variables was
hypothesized.

Control Variables

The control variables in this equation isolated the
effects of zoning, eliminating potential biases from factors
related to the county’ existing population and geography.

e Percent Population in Poverty 1990

A number of socioeconomic variables were consid-
ered, such as minority population, population of spe-
cific races and ethnicities, income levels, and so forth.
As poverty levels are an economic development con-
cern and a reasonably reliable proxy for minority
populations, we used the percentage of county popu-
lation living in poverty in 1990. These data came
from the U.S. Census for 1990. (This year is used
because it helps to detect cause-and-effect relation-
ships over the study period.) It is expected that this
variable would have a negative relationship to eco-
nomic development measures used as dependent
variables.

o Percent Population with High School or Better
Education in 1990

Economic development is attracted in part to skilled
labor. Nelson, et al. found a reasonable proxy for this
is percentage of the population that has a high school
education or higher. Data came from the 1990
Census. (The year is also selected to help establish
cause-and-effect relationships.) A positive association
between this variable and the dependent variables
was expected.
* Non-Farm, Non-Mining Employment

This variable addresses the presence of existing indus-
try in rural counties, and the possibility that such
existing basic industries help make further industrial-
ization more feasible. Data were obtained through
the Regional Economic Information System pub-
lished by the Bureau of Economic Analysis. A positive
association between this variable and the dependent
variables was expected.

e Perpendicular Distance to Nearest Interstate

Accessibility appears to be another important deter-
minant of industrial location. Therefore, consistent
with Nelson, et al. and other researchers the location
control variable was defined as the perpendicular dis-
tance from the county centroid to the nearest inter-
state-quality highway (including Georgia 400, for
example). This definition included all multi-lane,
controlled-access, divided highways. Distance was
measured using ARC-VIEW Geographic Information
Systems (GIS) software. A negative association
between this variable and the dependent variables
was expected.

Table 5 reports results of the regression analysis. In
both equations, the amount of variation explained by
our variables is modest as indicated by an “R*” that is
much less than one. Another test (called an F-test) did
show, however, that both equations are statistically
significant.

All variables have the expected sign of direction and
are mostly significant using a one-tailed test. A county
with relatively high levels of poverty has a more difficult
time attracting new jobs relative to a county with less,
but a county with relatively high levels of high school
graduates or better has an easier time attracting new jobs
than those that do not. The base of employment is also
important - the higher the base of employment, the
greater the likelihood that new jobs will follow. In con-
trast, the farther a county is from the nearest interstate
highway, the less likely it will see job growth relative to
counties that are closer.

Table 5. Regression Equations

Assessed Value Employment

Statistic Change Change
Model Significance 0.000 0.000
Adjusted R? 0.554 0.286
Year of zoning 0.090* 0.215*
Percent Population in Poverty -0.174* -.253*
Percent Population with HS or better ~ 0.186* 0.019
Log of Non-Agricultural, 0.471* 0.429*
Non-Mining Employment

Distance to Nearest Interstate -0.071* -0.055*

*QOne-tailed significance at 0.10 level.

Of interest here is the performance of zoning. In terms
of its association with change in assessed value, the length
of years in place has an estimated statistically significant
value of 0.083, which suggests that the relationship is not
likely to be random but instead systematic. Analysis cov-
ering longer periods of time may help determine whether
there is indeed a statistically significant association. The
analysis is stronger in terms of the association between
zoning and job growth, being positive well within con-
ventionally accepted levels (p = 0.018).

The standardized betas generally show how important
a variable is to the overall explanation of change in the
dependent variable. For explaining the variation in prop-
erty values, years of zoning have a relatively small
explanatory power, although it is comparable to the dis-
tance to an interstate’s explanatory power. Years of zoning
have a stronger explanatory power when applied to
changes in employment where the zoning variable has
explanatory power comparable to the other variables and
significantly greater than distance from the interstate.
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MATCHED-PAIR ANALYSIS

The matched-pair analysis is based on a simple con-
cept. It is a test of whether differences exist between
counties with zoning and counties without when coun-
ties are matched to reduce the differences that might
come from some other sources besides zoning. In prac-
tice, this matching is never perfect, and the “other
sources” of difference are never completely identified.
One cannot, therefore, rely on simply whether differ-
ences exist, but must, instead, use statistical analysis
tools that can help determine whether the difference
between zoned and non-zoned counties reflects reality
or just the luck of the draw. The selection process start-
ed with the list of non-zoned, rural counties and their
characteristics according to the four selection criteria
discussed previously. A similar list of rural counties with
zoning was then compared with the non-zoned counties

ures of economic performance. If counties without zon-
ing can be matched to counties with zoning along each
of these measures, any remaining differences can be
attributed to the presence or absence of zoning.

The four criteria used for matching are presented in
Table 6. The columns in the table can be interpreted
very straightforwardly. The mean difference is simply
the average of the differences between the county in the
pair without zoning and the county in the pair with zon-
ing. The mean difference in the “Distance to Major City”
row, for example, says that, on average, the counties
without zoning were 2.83 miles closer to a major city
than the counties with zoning. Similarly, the non-zoned

Table 6. Statistical Comparison of Chosen Pairs

and matches were made as closely as possible.

When the list of rural
counties with zoning
was exhausted, there
remained a large num-
ber of rural counties

without zoning that
were not matched.
Additional matches

were then sought from
the list of non-rural
counties. The counties
that resulted from this
match fall primarily into
the categories of rural
and outer exurban,
according to the EDA-
accepted typology, with

Mean Difference Statistical Significance

Two-Tailed
Distance to Major City (miles) 2.83 0.446
One cannot, Percent Population Minority (%)  -1.54 0.554
therefore, rely on Distance to Interstate (miles) 0.45 0.775
simply whether Percent Population with HS -0.01 0.429

. . 0,
differences exist, byt~ °F Greater (%)

must, instead, use
statistical analysis tools that can help determine whether the difference
between zoned and non-zoned counties reflects reality or just the luck of the
draw. The selection process started with the list of non-zoned, rural counties
and their characteristics according to the four selection criteria discussed
previously. A similar list of rural counties with zoning was then compared with
the non-zoned counties and matches were made as closely as possible.

two classified as inner

exurban in 1992. By

most definitions, all of

the matched counties would be considered rural. If the
EDA classification types are considered on a spectrum
from more to less urban, they would be large urban,
suburban, small urban, inner exurban, outer exurban,
and rural.

After the initial pairings were completed, researchers
conducted an analysis to determine whether significant
differences existed between the elements of each pair.
Where differences were found to exist, the pairs that
showed the most differences were systematically elimi-
nated until the remaining differences in the selection cri-
teria were insignificant. The remaining pairs represent-
ed about one-half of the rural counties without zoning.

The four measures used to match the counties were
(1) the distance to a major city, (2) the distance to an
interstate, (3) the percentage of the population that is
minority, and (4) the percentage of the population with
a high-school or greater education. These measures
reflect the results of other research, indicating they may
be important to explaining differences in various meas-

counties have 1.54 percent higher minority populations,
are .45 miles closer to an interstate, and .01 percent
more of their populations are high-school graduates.
These data tell us that the matchings are not perfect.

The next question is whether these differences are sta-
tistically significant, which is not the same as “impor-
tant.” For example, something can be statistically signif-
icant, but still not be important. Statistical significance is
an expression of probability, not importance. What the
Statistical Significance column in Table 6 shows is the
probability that the mean difference is not zero.
Generally, a value of between .1 and 0 is considered sta-
tistically significant. The closer you get to zero, the
smaller the probability that the mean difference is not
zero. The values in Table 6 for +statistical significance
vary between .429 and .775, well above the .1 value
threshold for statistical significance. With mean differ-
ences as low as Table 6 depicts, and the absence of statis-
tical significance, it can be concluded that the differences
between the pairs of counties with zoning and those
without are neither important nor statistically significant.
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Table 7 provides the mean differences and tests of sta-
tistical significance of various measures of economic
development performance. These include per capita
income for 1984, 1994, and 2000; the percentage
change in employment between 1984 and 1999, and
between 1994 and 1999; and the change in the squared
per capita income between 1984 and 2000, and the
change between 1994 and 2000. And, lastly, two prop-
erty value variables were also reviewed - the percentage
change in property values and the change in per capita
property values between the years 1994 and 1999.

The mean differences in this table represent the coun-
ties with zoning minus the counties without. For each
of the matched pairs of counties, the difference was cal-
culated and the average taken of the sum of these differ-
ences for all matched pairs. In
1984, for example, counties
with zoning had per capita

having zoning improves a community’s ability to create
employment.

It appears from the regression analysis that other fac-
tors are more important than zoning in determining the
value of property in a community with the exception of
distance to the interstate. Years of zoning appear to be
relatively more important in explaining the changes in
employment, and, the category is comparable to the
other factors in terms of explanatory power, with excep-
tion of distance to the interstate where years of zoning is
a significantly more powerful explanatory variable.
However, the regression analysis showed that the vari-
ables identified do not explain a great deal of the varia-
tion seen among zoned counties with different years of
zoning.  Still, it would appear from this analysis that

incomes $630 higher than
counties without zoning. That

Table 7. Statistical Comparison of Selected Performance

Measures for Chosen Pairs

difference grew to $866 and Statistical
$1,415 in 1994 and 2000, Significance
respectively. On average, Mean Difference One-Tailed
employment increased 19.5 Per Capita Income: 1984 $630 0.016
percent more in zoned counties Per Capita Income: 1994 $866 0.044
than  non-zoned  counties o T o
between 1984 and 2000, and rer el e $1,415 :
increased 4.2 percent more Percent Change in Employment: 1984-1999 19.5% 0.002
between 1994 and 2000. Percent Change in Employment: 1994-1999 4.2% 0.065
The change in squared per Change in Squared Per Capita Income: 1984-2000 $47,735,748 0.032
capita income cannot be inter- Change in Squared Per Capita Income: 1994-2000 $31,173,186 0.022
preted meaningfully. These val- _ . .
ues were squared to examine the Percent Change in Property Values: 1994-1999 11.4% 0.005
possibility that the relationship Percent Change in Per Capita Property Values: 1994-1999  10.4% 0.003

between per capita income over

time is non-linear and has no

literal interpretation. We could,

however, examine how per capita income has changed
over time for zoned versus non-zoned counties.
Between 1994 and 2000, per capita incomes increased
in zoned counties by about 1.6 percent more than in
non-zoned counties. Within the matched pairs of
this analysis, therefore, although the difference in
changes in per capita incomes are statistically significant
when squared, they do not appear to be particularly
important.

However, as shown in Table 7, the change in proper-
ty values, expressed as percentage changes and as per-
centage changes in per capita values, appears both statis-
tically significant and important. On average, counties
with zoning demonstrated an 11.4 percent higher
increase in property values between 1994 and 1999.
When expressed in per capita terms, the increases are
similar. For both property value variables, the difference
is statistically significant.

The two approaches to identifying statistical differ-
ences between zoned and non-zoned counties provided
consistent and robust evidence to support the idea that

counties with zoning should perform better over time in
attracting new jobs than counties without. Also, the
longer that zoning has been in place, the larger the
increase in per capita assessed land value and overall
county employment.

Evidence from paired-samples analysis also indicated
that zoning is beneficial to a community in terms of
employment growth. This analysis supports the con-
tention that zoning increases the growth, both in per-
centage and per capita terms, of the value of property in
a county. The evidence for the relationship between
zoning and income, however, is cloudy, as the differ-
ences between the zoned and non-zoned, while (possi-
bly) statistically significant, do not seem to be important.

Qualitative Assessment:
What Economic Developers Said

What do rural economic development officials think
about zoning that implements land-use plans? A survey
of economic development officials representing equally
rural counties with and without zoning was conducted
for this research. The survey included an equal number
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of economic development officials representing counties
with and without zoning to implement land-use plans.
Table 8 summarizes results.

Most economic developers of counties with a zoning
policy who were interviewed reported that the presence
of zoning has yielded community benefits and is an eco-
nomic development asset. Alternatively, the majority of
developers of counties without a zoning policy reported
that the absence of zoning has resulted in community
problems and is an economic development liability. In
short, zoning is generally viewed as a positive measure
by economic developers of zoned and non-zoned com-
munities alike.

Opinions shared by some economic developers reflect
a notion that the presence of zoning is synonymous with
preventing development from entering the community.
Although several developers of communities with zoning
considered the ability to manage and guide where future
development can go as a key benefit to zoning, few
shared views that zoning should be used as a tool to
exclude certain types of development in their entirety.

The majority shared views that zoning can be a tool for
both community and economic development.

Several economic developers explained that those
who once argued against zoning because they viewed it
as an infringement on their property rights are often also
those who argued “not in my backyard” and eventually
became strong proponents of zoning. In other words,
they were willing to accept some restrictions regarding
how they could develop their property in exchange for
some assurance that they would be protected from a nui-
sance development.

CONCLUSIONS

Does land-use planning implemented through zoning
facilitate rural economic development? A review of the
experiences of 57 rural communities across Georgia,
including 14 with more than 20 years experience with
zoning, provides ample evidence that it does. Looking at
the experiences of Rural Georgia, it seems likely that some
level of development may occur regardless of how rural a
community may be. However, as many counties have

Table 8. Qualitative Assessment: What Economic Developers Said

Economic Developers of Rural Counties
WITHOUT Zoning (37 interviewed)

1) The majority of economic developers (62.2 percent)
interviewed did not consider the lack of countywide
zoning a benefit.

2) When asked if their community has experienced any
problems due to the lack of zoning, almost three-
quarters (72.9 percent) of those interviewed replied
"yes "

3) The majority of the economic developers interviewed
(54.1 percent) did not consider the lack of zoning
to be an asset from an economic development
perspective.

4) Twenty-one economic developers viewed the lack of
zoning to be an economic development liability,
constituting the majority of those interviewed (56.8
percent).

5) Over two-thirds of the economic developers (67.6
percent) reported that their community’s prospects
have asked about zoning.

6) Approximately one-third of the 25 economic develop-
ers (who have been asked by prospects about zoning)
reported that their prospects would have preferred
that their community have zoning; one-fourth (24
percent) reported that their prospects haven't liked
zoning. [The remaining developers either reported
that they didn’t know whether prospects like zoning
or it depends on the prospect, or they didn’t provide
an answer.]

7) The average score provided on the effectiveness of

the community’s planning process was 4.4, on a scale
of 1to 10.

Economic Developers of Rural Counties
WITH Zoning (37 interviewed)

1) When asked if their community has experienced any
benefits from zoning, the vast majority of the eco-
nomic developers interviewed (83.8 percent)
responded “yes."”

2) The majority of those interviewed (62.2 percent)
reported that their communities have not experi-
enced problems as a result of their zoning processes.

3) More than three-quarters of the economic developers
interviewed (78.4 percent) viewed zoning as an eco-
nomic development asset.

4) The vast majority of economic developers interviewed
(81.6 percent) did not consider zoning to be an eco-
nomic development liability.

5) Over three-quarters of the economic developers inter-
viewed (75.7 percent) reported that prospects have
asked about zoning.

6) Of the 28 economic developers who reported that
zoning is a fairly typical question asked by prospects,
13 (46.4 percent) reported that their prospects have
viewed zoning as an asset; just over 10 percent report
that their prospects have seemed wary of zoning.
[The remaining developers either reported that there
has been no feedback from prospects or it depends
on the prospect, or they did not provide an answer.]

7) The average score provided on the effectiveness of
the community’s planning process was 6.4, on a scale
of 1 to 10.
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learned and will continue to learn, zoning helps the com-
munity guide what that development will be and where it
will go. Furthermore, communities with zoning may be
better positioned for future economic development.

A comparison of all rural counties with a zoning pol-
icy to all rural counties without one reveals that zoned
counties have larger economic bases than non-zoned
counties. When reviewing the statistical relationship
between years of zoning and economic performance,
regressions analysis confirms that zoning does help to
create new jobs, although other factors (e.g., accessibili-
ty to highways, education, poverty levels, and employ-
ment base) may likely play a greater role than zoning
does.  An analysis of matched pairs — that is, pairing
counties with zoning to counties without according to
similar economic positioning (e.g., distance to major city
and interstate, education level, percentage of minority
population) — also illustrates that zoning has a significant
and positive impact on changes in employment as well
as assessed property values.

Findings from interviews with economic developers
also provide evidence that there are economic benefits
related to zoning. More than three-quarters of the eco-
nomic developers representing counties with zoning
(78.4 percent) consider zoning an economic develop-
ment asset. Benefits are numerous, including, but not
limited to (1) business and citizen preference for land
use predictability; (2) assurance for business prospects
and residents that their investment will be protected; (3)
the ability to guide future development and prevent hap-
hazard (e.g., patchwork), harmful, or unwanted devel-

opment; and (4) the minimization of potential conflict
between industry and residents.

Zoning which implements a well-conceived land use
plan is a proven tool to ensure quality development
within a community. Lack of zoning reportedly deters
those industries that want to be viewed as a good corpo-
rate citizen and avoid conflicts with neighbors. Overall,
the weight of the evidence would make it appear that
land-use planning implemented through zoning may
help to better position rural communities for economic
development. (])
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implementing strategic
CHANGE AT THE CHARLOTTE REGIONAL PARTNERSHIP
By Ronnie Bryant, CEcD, FM, and Doug Eadie

THE LONELY CHANGE ROAD
ignificant, systematic, well-planned
change is the exception to the rule
in human affairs, primarily because
of very understandable resistance
to changing in important ways. The odds
are so heavily against it that you will not meet
many fellow travelers on the change road. This
widespread resistance to change has to do not
only with the desire to avoid extreme discomfort
and with fear of failing at doing something new,
but also with the very common ego attachment
to the way things are. This often creates counter-
productive nostalgia that exhibits itself as inertia
that can slow or kill change. Resistance is some-
times based on indifference, rather than on
attachment to current structure and practices:
the “Why does it matter?/Who cares?” syn-
drome. Nowhere is the change road rockier than
in the area of governance. Witness the fact that
so many nonprofit boards are content to inherit
the board of the past in terms of role, structure,
and processes, rather than tackling serious gover-
nance reform.

BEATING THE ODDS: THE CRP STORY

The Charlotte Regional Partnership (CRP) is a
nonprofit economic development organization rep-
resenting 16 counties in North and South Carolina
that brings together governments and local busi-
nesses to market the Charlotte region nationally
and internationally as a premier business destina-

CHARLOTTE
REGIOMNAL

Carrmrendhid & flpbeis Tink
Fotém At Hagpart

T, G

tion. Founded in 1992, CRP — with a $3.8 million
budget and 17 employees — spearheads national
and international “missions” to promote the advan-
tages of the Charlotte region to business leaders,
conducts research on collaboration within the
region, and fosters regional cooperation in the eco-
nomic development sphere.

At its January 2006 meeting, the CRP Board of
Directors unanimously accepted the Action Report
of its Governance and Bylaws Task Force, putting
in place a comprehensive re-design of CRP gover-
nance. This was the culmination of an intensive
four-month developmental process that the
Governance and Bylaws Task Force had spearhead-
ed. The ambitious and far-reaching “High-Impact
Governing Program” that was launched in January
2006 included such steps as:

* Adopting a “Board Governing Mission”
setting out the key governing responsibilities of
the Board.

e Putting in place a dual governance structure
consisting of a Board of Directors to provide

MAKING POWERFUL USE OF A GOVERNANCE TASK FORCE

This article describes how the Chatlotte Regional Partnership successfully employed a Governance and Bylaws Task
Force consisting of Board members and the CEO to fashion — and secutre Board of Directors’ approval of — a set of
recommendations aimed at updating the Partnership’s governing structure and processes. The key factors that
determined the success of the Task Force effort are identified, and special attention is paid to the composition of the
Task Force, the “design guidelines” that provided a framework for developing the Task Force Action Report to the
Board, the governance issues that the Task Force identified and that the Action Report addresses, and the roles that
the CEO and Task Force consultant played in the process. The article also describes the organization of the
Governance and Bylaws Task Force Action Report and the process that was followed in presenting it to the Board.
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strategic oversight and an Executive Governing Board
to do detailed governing work.

* Providing the Executive Governing Board with stand-
ing committees corresponding to broad governing
functions to assist it in carrying out its responsibilities.

* Establishing a set of standing committee guidelines
and revising the CRP Bylaws to legitimize the new
governance structure.

The key components of the CRP High-Impact
Governing Program have been successfully implemented.
The Bylaws have been revised. The Executive Governing
Board has been established, along with its standing com-
mittees, which are functioning in accordance with the
guidelines that were adopted. CRP could never have
accomplished such far-reaching governance change in
such a short time by taking the traditional path: merely
having a consultant come up with recommendations for
change and then attempting to sell Board members on
their merits. Attempts to drive change from outside are
notoriously ineffective, in our experience, quickly suc-
cumbing to resistance from board members and execu-
tives who feel only scant ownership of the proposed
changes.

Instead, rather than relying on the high-risk, outsider-
driven approach, CRP employed the Governance and
Bylaws Task Force, which consisted of 19 Board mem-
bers and the CRP president/CEO, as the vehicle for com-
ing up with the recommended changes in the CRP gov-
ernance system. We believe that the CRP experience in
using its Governance and Bylaws Task Force as a change
vehicle can provide the reader with a model that, with
appropriate tailoring, can be applied in any economic
development organization in both designing a change
program and ensuring its implementation, overcoming
the odds that make traveling the change road such a
lonely experience.

OVERVIEW OF THE TASK FORCE EFFORT

It did not take long for the newly appointed CRP pres-
ident & CEO, who arrived on the scene in August 2005,
to conclude that governance reform had to make his list
of top CEO priorities during his first year on the job. In-
depth interviews with all of the Board’s officers and many
of its other members, discussions with a number of com-
munity leaders outside the CRP Board, and review of
Board meeting minutes indicated a number of problems.
Chief among the governance issues were that fewer than
half of the 90-some members of the Board attended the
monthly Board meeting, which had become a “show and
tell” exercise involving virtually no decision-making; the
Executive Committee was acting as the real, behind-the-
scenes governing body; and the Board was not systemat-
ically involved in providing strategic direction for the
CRP This was a call to action for the CEO, who realized
that his long-term success depended on partnering with
a truly high-impact governing Board.

Fortunately, the CRP Board chair and members of the
Executive Committee agreed, and on September 13,
2005, the Board chair appointed the members of the

Governance and Bylaws Task Force, charging them to
“generate an Action Report . . . consisting of detailed,
practical recommendations for strengthening the Board’s
governing role, structure, and processes.” Key mile-
stones in the process of developing the Task Force Action
Report included:

1. Selection of a consultant to serve as “Governance
Counsel” to the Task Force, in this capacity conduct-
ing research on CRP governance practices, drafting
sections of the Action Report for Task Force review,
and facilitating Task Force work sessions.

2. Governance Counsels interviews with Task Force
members and his review of pertinent CRP governance
documentation, such as the Bylaws and Board meet-
ing minutes.

Task Force Process
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3. A half-day Task Force work session in October, at
which two key sections of the Action Report were
reviewed: the design guidelines to guide the Task
Force’s work and the governance issues that the Task
Force recommendations were intended to address.

4. Another half-day Task Force work session in
November, at which revised versions of the design
guidelines and governance issues were reviewed and
detailed action recommendations discussed.

5. Task Force teleconference in December, at which the
revised action recommendations were reviewed and
fine-tuned.

6. A joint meeting of the Task Force and the Boards
Executive Committee later in December, at which the
complete Action Report was reviewed and finalized
and a strategy for presenting the Action Report to the
Board was fashioned.

There’s no question that the Governance and Bylaws
Task Force was an effective strategic change vehicle:
highly complex, high-stakes governance changes whose
impact will be felt for years to come were actually imple-
mented. Attempting to achieve this level of change
through the business-as-usual operational planning
process would have been a dead-end road. Five primary
factors on which we will focus in the remainder of this
article accounted for the success of the Governance and
Bylaws Task Force as a governance change vehicle:
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1. Careful construction of the Task Force in terms of its
composition,

2. The development of a framework within which the
Task Force could fashion its action recommendations,
consisting of clear, detailed “Design Guidelines” that
the Task Force could follow and a set of governance
issues on which the Task Force could focus;

3. Strong, visible, hands-on CEO leadership throughout
the Task Force effort;

4. The assistance of an outside consultant (“Governance
Counsel”) with substantial change management and
governance experience; and

5. Close attention to communication and “sales” where
the Board was concerned.

TASK FORCE COMPOSITION

In the context of a generally disengaged Board of 90-
some members, many of whom never attended Board
meetings, the challenge facing the new Governance and
Bylaws Task Force wouldn’t be to overcome resistance.
Rather, capturing the attention of Board members — get-
ting them really interested in governance improvement —
was the challenge, and in this regard getting the right
people to serve on the Task Force was highly important,
starting with the Task Force chair. Fortunately, the Board
chair and CEO recruited a real heavy-hitter as Task Force
chair who would give the Task Force effort instant cred-
ibility: the immediate past chair of the Board, who was
widely respected and admired for his unselfish service to
CRP over the years.

With the right chair in place, it was relatively easy to
attract a high-level, widely representative group of 19 vol-
unteers to serve on the Task Force. In assembling the
group, the Board chair, CEO, and newly recruited Task
Force chair agreed that diversity of membership — in
terms of gender, affiliation (business and government),
and geography — would be critical to the Task Force’ ulti-
mate success. They also employed a profile of desirable
attributes and qualifications in recruiting Task Force
members, including traits such as:

* A history of active, productive involvement in CRP
governarnce,

* The ability and willingness to commit substantial time
to Task Force deliberations (involvement in name
only was clearly not an option),

* Demonstrated open-mindedness (not obviously wed-
ded to particular governance approaches, such as
being anti-committee),

* A team player (but not namby-pamby about express-
ing viewpoints), and
* The professional respect of colleagues.

That the Task Force was able to work through a num-
ber of very complex governance issues in only four
months and that the deliberations were always highly
substantive while invariably civil is testimony to the fact
that the right people were recruited. In our experience,

THE TASK FORCE RECOMMENDATIONS

The CRP Governance and Bylaws Task Force Action Report recommended

nine Action Steps in three phases:

I.  Adopt a “High-Impact Governing” resolution to legitimize the Action

Steps to follow.

Il.  Adopt a two-tier governance structure consisting of the Board of Directors

and the Executive Governing Board.

lll. Adopt the “Board Governing Mission,” describing the major governing
functions of the recommended Executive Governing Board.

IV. Create a structure of five standing committees of the Executive Governing

Board.

V. Establish a High-Impact Governing Program to serve as a temporary
framework for managing implementation of the Action Report.

VI. Make necessary revisions in the CRP Bylaws as necessary to carry out the

Recommendations in the Action Report.

VII. Build the Executive Governing Board's self-management capacity.
VIII. Take steps to ensure a strong, productive Board-CEO working partnership.

IX. Systematize the Board’s ongoing role in CRP strategic planning.

it could easily have taken six to eight months, in light of
the complexity and stakes involved in the effort.

A GUIDING FRAMEWORK

At the get-go, the Task Force chair, CEO, and consult-
ant retained to serve as “Governance Counsel” to the
Task Force agreed that the Task Force process should be
designed to guard against two very common pathologies
that have bedeviled many strategic change initiatives in
both the public and business sectors:

1. Taking a “sky’s the limit” approach - charging ahead in
exploring possible governance improvements without
any boundaries to constrain the examination of
change possibilities, which could easily lead to ram-
bling, frustrating Task Force meetings.

2. Jumping into detailed “problem-solving” without
front-end agreement on the major governance issues
to be addressed, which could lead to the premature
selection of pet solutions that are passionately pro-
moted by one or another Task Force member.

With these potential dangers in mind, the Task Force
chair, CEO, and Governance Counsel agreed that early
in the process the Task Force should reach agreement on
a framework within which its deliberations would take
place, consisting of: a set of “design guidelines” and a
detailed description of the governance issues on which
the Task Force should focus.

The design guidelines, which consisted of critical def-
initions, principles, and assumptions, were intended to
provide a framework for the Task Force in carrying out
its charge. By making the guidelines crystal clear at the
very beginning — well before any action recommenda-
tions were under consideration — the Task Force
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undoubtedly saved quite a bit of time that might other-
wise have been wasted in debating possible change
options as the process moved forward. The Task Force
Action Report that was ultimately presented to the CRP
Board set forth seven preeminent guidelines:

1

. The Action Recommendations of the Governance and

Bylaws Task Force are aimed at ensuring high-impact
governance of the CRP, but stronger governance is not
an end in itself. Rather, the preeminent reason for
strengthening CRP governance is to ensure that CRP
can more fully translate its vision and mission into
actual practice in the Charlotte region.

. High-impact governing work essentially consists of

continuously answering three critical organizational
questions:

* In what directions should CRP head — and what
should it become — over the long run (the strate-
gic planning question)?

* What should CRP be now and over the coming
year (the mission and budget questions)?

* How is CRP performing: programmatically, finan-
cially, and administratively (the accountability
question)?

These fundamental questions are answered by a gov-

erning body making judgments and decisions that

flow along three broad lines: (1) strategic and opera-
tional planning/budget development; (2) performance
oversight and monitoring; (3) external relations.

. There are four sure signs that high-impact governing

work is being done:

* The critical strategic and policy-level decisions
required to ensure CRP% long-term vitality and suc-
cess are being made in a full and timely fashion.

* The CRP Board is fully deployed as a precious
resource, and CRP is capitalizing on the diverse
experience, expertise, knowledge, and perspec-
tives of Board members.

* CRP Board members are creatively and proactively
engaged in making strategic and policy-level deci-
sions, rather than merely reacting to finished staff
work.

* CRP Board members are actively involved in mon-
itoring the CRP’s performance and in maintaining
solid working relationships with key external
stakeholders in the Charlotte region.

. The Task Force Action Recommendations are intended

to be practical, relatively easy to implement over the
course of six months without disrupting CRP opera-
tions, and affordable in the sense of not requiring an
extraordinary commitment of either time or money.

. The Task Force Action Recommendations capitalize

on recent advances in the rapidly changing field of
nonprofit governance, rather than reinventing the
proverbial wheel.

. The Action Recommendations build on the strong

foundation that has been built since the CRP% found-
ing, in terms of:

* The execution of well-crafted programs that have
fostered both regional economic development and
public-private collaboration,

* A history of Board member dedication to the CRP
mission, and
* A strong Board commitment to high-impact gover-

nance and receptivity to the changes that might be
involved in strengthening CRP governance.

7. A close, productive, enduring Board-CEO partnership

is at the heart of CRP success and must, therefore, be
addressed in the Task Force Action Report.

The Governance and Bylaws Task Force spent twice as

much time discussing the governance issues as it did the
design guidelines, not only because the issues would lead
directly to the action recommendations, but also because
they were politically more sensitive. The challenge was to

Board of Directors

Executive Governing
Board

Board Operations
Committee

Audit Committee

Performance
Review Committee

Planning

Committee Committee

External Relations

Recommended new CRP standing committee structure.

pinpoint the truly important issues deserving serious Task
Force attention without appearing to draw up an indict-
ment of the Board of Directors or to impugn CRP% credi-
bility. On the one hand, to sugar coat the problems would
risk failing to make a compelling case for change; on the
other, to be hyper-critical would risk offending Board
members whose support was critical.

In its introduction to the description of governance

issues, the Task Force pointed out that “CRP governance
is far from broken. Indeed, this precious regional asset has
made a substantial contribution to the Greater Charlotte
economy since its founding, in large measure as the result
of Board-CEO collaboration in providing oversight and
direction to the large and complex enterprise that is CRP,
Therefore, this Action Report is about fine-tuning govern-
ing role, structure, and processes, rather than radically
reforming CRP governance, in order to ensure even high-
er-impact governance in a rapidly changing, always chal-
lenging world.” Then the Task Force identified six impor-
tant issues that made the case for change:

1. The CRP Board of Directors is not realizing its tremen-

dous leadership potential as CRPs governing body
and is, consequently, being underutilized as a pre-
cious regional resource, despite its high-level compo-
sition, which is highly representative of the business
and public sectors in the regional economy.
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2. The Boards falling short of its governing potential is
clearly not the result of either inadequate Board com-
position or lack of Director commitment. Rather, the
primary reason is the Board’s under-development as a
governing body, most significantly:

* The Board’s governing role and work are not clear-
ly defined.

* The Board is under-developed structurally. The
absence of well-designed standing committees —
with the exception of the Executive Committee —
that can serve as “governing engines” to support
Board deliberations is a serious impediment to the
Board’s realizing its governing potential in practice.

3. Key governing processes need to be updated to ensure
creative, proactive Board involvement in making crit-
ical decisions, most notably: strategic and operational
planning/budget development; monitoring program-
matic and financial performance; and image build-
ing/external relations.

4. Board meetings are largely occasions for briefing
Board members on CRP progress and for social inter-
action, providing virtually no opportunity for serious
involvement in making critical governing decisions.

5. The Board’s size works against active involvement in
CRP governance, especially in the absence of well-
designed standing committees.

6. The Board-CEO partnership needs to be more system-
atically managed to ensure that this precious but
always fragile working relationship remains close,
productive, and enduring.

HANDS-ON CEO LEADERSHIP OF THE PROCESS

The strong support and active participation of CRP%s
new Chief Executive Officer were critical to the success of
the Governance and Bylaws Task Force as a change vehi-
cle. The new CRP CEO viewed the Board as a precious
asset to be fully deployed in the interest of carrying out the
CRP mission and took responsibility for being the “Chief
Board Developer,” in this capacity making sure that the
Task Force was successful in fulfilling its charge. In play-
ing the “Chief Board Developer” role, the CEO:

* Collaborated with the Board chair in finding the right
person to head the Task Force.

¢ Identified an external consultant with the requisite
knowledge, skills, and experience to serve as
“Governance Counsel” to the Task Force.

* Worked closely with the Task Force chair and
Governance Counsel before the group was even
assembled to make sure that the methodology and
gameplan the Task Force would follow made sense
both technically and politically.

» Named a top executive to serve as “Chief Staff” to the
Task Force and day-to-day liaison with the external
consultant and providing her with hands-on guidance
throughout the initiative.

* Exercised rigorous quality control, carefully reviewing
the materials that Governance Counsel developed and
directly needed revision before transmitting them to

the Task Force, including meeting agendas and drafts
of sections of the Task Force Action Report.

GOVERNANCE COUNSEL

The CEO and Task Force chair realized that it made
good sense to retain the services of an outside consultant
to assist the Task Force in carrying out its demanding
charge for three primary reasons. First, having an objec-
tive, disinterested facilitator without a stake in the out-
comes would certainly help move the process forward,
keeping it from becoming any more political than neces-
sary. Second, a governance expert would be able to
bring in best practice information from the wider world.
And, third, having someone prepare materials for Task
Force meetings would not only expedite the delibera-
tions, but would also take pressure off an already
extremely busy executive team.

They agreed that the person who would serve as
Governance Counsel must bring to the job a combina-
tion of:

 In-depth experience with a wide range of association
and local economic development clients in two areas:
implementing strategic change initiatives and gover-
nance improvement,

* Strong facilitation skills as demonstrated by successful
engagements with similar task forces,

* “Thought leader” status in the fields of governance and
economic development as demonstrated by published
books and articles and by speaking engagements, and

e In the realm of style — enough presence to lead a
group of Task Force members through a very
demanding process.

By the end of December 2005, the Task Force

had basically completed its technical work. The Action
Report had gone through two drafts, was reviewed
with the Board’s Executive Committee, and fine-tuned
for transmittal to the Board. The Task Force could
now turn its attention to communication and “sales.”

COMMUNICATION AND SALES

By the end of December 2005, the Task Force had
basically completed its technical work. The Action
Report had gone through two drafts, was reviewed with
the Board’s Executive Committee, and fine-tuned for
transmittal to the Board. The Task Force could now turn
its attention to communication and “sales.” By the turn
of the year, a two-part strategy aimed at securing Board
approval of the Task Force recommendations was in
place: (1) transmitting a comprehensive, easy-to-under-
stand Action Report to the Board well in advance of its
January meeting and (2) presenting and explaining the
key recommendations at the January Board meeting.

No document as complex and far-reaching as the
Governance and Bylaws Task Force Action Report to the
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Board could be expected to speak for itself entirely, but the
Task Force made sure that its Action Report came as close
to being self-explanatory as possible. In addition to break-
ing up the text with headings and sub-headings and
employing a numbering system for action recommenda-
tions, the 42-page Action Report was organized in a logi-
cal fashion that facilitated understanding, starting at a gen-
eral level and becoming more detailed in later sections.
The Action Report consisted of six major sections:

1. Executive Summary — summarizing the action recom-
mendations,

2. Preface — describing the developmental process that
the Task Force employed in preparing its Action
Report to the Board,

3. Design Assumptions and Guidelines — explaining the
key definitions, principles, and assumptions that pro-
vided boundaries for the Task Force in fashioning
action recommendations,

4. Governance Issues — describing the governance gaps
and problems that the action recommendations were
intended to address,

5. Action steps — setting forth the recommended actions
in three phases covering a period of six months, and

6. Exhibits — providing important backup detail, such as
detailed functional descriptions of the recommended
new standing committees and a committee organiza-
tional chart.

Even though its Action Report was designed to speak
for itself to the extent feasible, the Governance and Bylaws
Task Force recognized that presentation of the Action

Report at the January Board meeting would be a critical
step in securing Board approval. Therefore, a detailed
PowerPoint presentation covering the key points in the
Action Report was developed and carefully reviewed by
the Task Force and the designated presenters — the Task
Force chair and CEO — thoroughly rehearsed the presen-
tation before the Board meeting. At the Board meeting,
Task Force members joined the presenters at the front of
the room and actively participated in explaining the
rationale and technical content of the recommendations
and in responding to Board members’ questions.

A TESTED CHANGE VEHICLE

The Board’s unanimous acceptance of the Task Force
recommendations at the January 2006 meeting and the
subsequent translation of the Task Force Action Report
into actual practice certainly appear to validate the work
of the Governance and Bylaws Task Force. Feedback
since the January Board meeting indicates that the Task
Force really did make a significant difference, especially in
legitimizing the recommendations, although it is not pos-
sible to scientifically prove that conclusion. Its quite pos-
sible that the same results might have eventually been
achieved without the Task Force, but it would very likely
have taken much longer and the change journey would
almost certainly have been more painful. So the reader
who is contemplating tackling change of the magnitude of
CRP’s governance reforms should at the very least serious-
ly consider employing a board task force as a very practi-
cal mechanism for overcoming the many obstacles likely
to be encountered on the change road. ()

TOOLS FOR YOUR COMMUNITY

IEDC ADVISORY SERVICES & RESEARCH
CAN HELP YOUR COMMUNITY SUCCEED.

For over 20 years, IEDC’s Advisory Services and Research department
(ASR]) has offered technical assistance and customized analysis to local
and state economic development organizations, federal agencies and many
others. ASR delivers cost-effective economic development solutions in:

e Strategic Planning ¢ Neighborhood & Commercial

 Organizational Development & Revitalization

Program Analysis

* Real Estate Devel t
eal Estate Developmen mi
/|

e Finance and Funding
L
e Technology-led Development L"

INTERNATIONAL
ECONOMIC DEVELOPMENT
COUNCIL

e Business Attraction, Retention
and Expansion

For more information, contact Ed Gilliland at
202-942-9461 or egilliland(@iedconline.org
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COUNCIL

The Power of
Knowledge and Leadership

NEWS FROM IEDC

IEDC REACCREDITS TWO ECONOMIC
DEVELOPMENT ORGANIZATIONS

The Beacon
Council of Miami-
Dade County,
Florida, and the
Cornerstone Alliance of Benton Harbor, Michigan,
have each been recognized as one of 27 economic
development organizations accredited by IEDC as
an Accredited Economic Development Organization
(AEDOJ. Following three successful years of activi-
ty as AEDO members, the Beacon Council and the
Cornerstone Alliance continue to display profes-
sionalism, commitment to economic development,
and technical expertise. The AEDO program is a
comprehensive peer review process that evaluates
economic development organizations and recog-
nizes excellence. Maintenance of the AEDO status
is required every three years.
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OVER 1600 ATTEND IEDC’S 2006 ANNUAL
CONFERENCE

This year's Annual Conference in New York City
was one of [EDC’s largest and most comprehen-
sive conferences ever - with over 1,600 partici-
pants, exhibitors, sponsors, and speakers. The
New York City Host Committee led by Rob Walsh,
Commissioner of New York City's Department of
Small Business Services, worked for the past few
years developing this year’s event. This was also
the most international IEDC Annual Conference to
date, with delegates from over 20 countries. The
speaker lineup featured an impressive array of
practitioners, business leaders, and policy makers.

Planning is well underway for next year’s Annual
Conference, which will be held in Phoenix, Arizona,
September 16-19, 2007.

MARK YOUR CALENDARS
2007 FEDERAL ECONOMIC DEVELOPMENT
FORUM

Economic developers
from around the country
will gather March 18-20
in Arlington, VA, for the
IEDC 2007 Federal
Economic Development
Forum, The Future of
the Innovation Economy:
How Does America
Remain Competitive? Participants will learn about
cutting edge issues related to innovation that have
a real impact in local communities. The Forum will
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feature in-depth sessions on knowledge creation,
federal R&D, technology transfer, entrepreneur-
ship, and workfaorce development. Speakers will
include federal agency leadership, think-tank rep-
resentatives, economic development experts, and
corporate executives. The event will also provide an
opportunity to help frame future policy directions
to be included in the new IEDC Innovation Agenda:
A Policy Statement on American Competitiveness.

AWARDS PROGRAM RECOGNIZES OVER 40

WINNERS

IEDC’s Excellence in
Economic Development
Awards program pro-
vides a medium for
exchanging ideas and
best practices, and
encouraging the cre-
ation and promotion of
innovative programs
that foster positive change in urban, suburban, and
rural communities. The 2006 Awards Program
which culminated at the 2006 IEDC Annual
Conference was a great success, thanks to the
hundreds of submissions from domestic and inter-
national organizations. Over forty winners were
recognized at an Awards Ceremony attended by
IEDC's Board of Directors. Information about the
winners is available at www.iedconline.org.

Look for next year’s entry information in January
2007. The Call for Entries will run March 1 - May
18, 2007 so be sure to enter your best programs
and promotional tools and earn the recognition you
deserve.

2006 NATIONAL SALARY SURVEY REPORT

IEDC is set to release its 2006 National Salary
Survey results in January 2007. The survey was
launched in partnership with 23 state associations
and was conducted by Readex Research, an inde-
pendent research company. Approximately 4,990
economic development professionals responded,
creating a detailed profile of their professional
activities, compensation, and benefits. The report
will be available for sale this January.

IEDC members - $85

Non-members - $100

Visit www.iedconline.org to purchase this report.
For more information, contact Carrie Ridgeway at
survey(@iedconline.org.
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INTERNATIONAL
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CALENDAR OF EVENTS

—
ES

IEDC sponsors an annual con-
ference and a series of technical
conferences each year to bring
economic development profes-
sionals together to network with
their peers and learn about the
latest tools and trends from
public and private experts. IEDC
also provides training courses
throughout the year for profes-
sional development, a core
value of the IEDC. It is essential
for enhancing your leadership
skills, advancing your career,
and, most importantly, plays an
invaluable role in furthering

your efforts in your
community.
For more information about

these upcoming conferences
and professional development
training courses, please
visit our website at
www.iedconline.org.

4

CONFERENCES

2007 Leadership Summit
January 28-30, 2007
San Diego, CA

Federal Economic Development
Forum

March 18-20, 2007
Arlington, VA

If You Build It, Will They Come?
May 20-22, 2007
Kansas City, MO

2007 Annual Conference
September 16-19, 2007
Phoenix, AZ

PROFESSIONAL DEVELOPMENT

Entrepreneurial and Small
Business Development
Strategies

January 25-26, 2007

New Orleans, LA

IEDC Certified Economic
Developer Exam
January 27-28, 2007
San Diego, CA

Real Estate Development and
Reuse

February 1-2, 2007
Newport Beach, CA

Neighborhood Development
Strategies

February 15-16, 2007
Baltimore, MD

Economic Development Credit
Analysis

February 27-March 1, 2007
St. Simons Island, GA

Business Retention and
Expansion

March 15-16, 2007
Arlington, VA

IEDC Certified Economic
Developer Exam

March 17-18, 2007
Arlington, VA

Economic Development Credit
Analysis

March 19-21, 2007

Albany, NY

Introduction to Economic
Development

April 30-May 2, 2007
Reno, NV

Real Estate Development and
Reuse

May 17-18, 2007

Kansas City, MO

IEDC Certified Economic
Developer Exam
May 19-20, 2007
Kansas City, MO

Entrepreneurial and Small
Business Development
Strategies

June 6-7, 2007

Atlanta, GA

RECERTIFICATION FOR CERTIFIED ECONOMIC DEVELOPERS

determines which articles are accepted for publication.

For more information contact Jenny Murphy, editor, at murp(derols.co
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GREENHOUSE CLUSTER IN NORTHWEST OHIO
By Neil Reid, Ph.D., and Michael C. Carroll, Ph.D.

- e e 5 o

Bedding plants are a staple crop of the northwest Ohio greenhouse industry.

INTRODUCTION
® ncreasing numbers of communities
around the world are adopting a
cluster-based approach as the cen-
tral focus of their economic develop-
ment efforts. Communities from St. Louis,
Missouri (Bezold, 2004) to Sialkot, Pakistan
(Nadvi, 1999) are utilizing cluster-based eco-
nomic development to retain their competitive
edge in an increasingly competitive world.
Implementing a successful and sustainable clus-
ter-based economic development program is
challenging (Bongiorni, 2005; Meagher, 2005).
The purpose of this article is to outline some of

the challenges that economic devel-
opment practitioners might face in
implementing a cluster-based eco-
nomic development initiative and to
suggest possible solutions to over-
coming these challenges.

The context for this article is the
greenhouse nursery industry in north-
west Ohio. In 2003 we (the authors)
received funding from the U.S.
Department of Agriculture (USDA) to
conduct an assessment of the economic
challenges facing northwest Ohio’s
greenhouse nursery industry. Based on
this assessment, we recommended that
the industry organize itself as an indus-
trial cluster' and use a cluster-based
approach to address the competitive
challenges it was facing. Subsequent
funding from the USDA allowed us to
implement the cluster-based strategy that we had
recommended?.

THE NORTHWEST OHIO
GREENHOUSE INDUSTRY

The greenhouse industry has a strong historical
presence in northwest Ohio. The industry dates
back to European immigrants who settled in the
region in the late 19th and early 20th centuries.
The core of the regions industry is in Lucas
County. Lucas County ranks 4th in the state and
94th in the nation in terms of dollar value of green-
house nursery crops sold. These rankings place
Lucas County in the top 5 percent statewide and
top 4 percent nationwide. There are 82 greenhous-
es in the five-county northwest Ohio region

OVERCOMING THE CHALLENGES

Faced with competitive challenges that threaten its economic viability, northwest Ohio’s greenhouse industry
recently organized as an industrial cluster. The cluster was established to enable the industry to respond to these
competitive challenges. By coming together and identifying collaborative solutions to common problems the goal
is to enable these family-owned businesses to survive and thrive. For the cluster to be successful, key challenges
have to be addressed. These include a lack of experience with cluster development, convincing competitors to
engage in collaborative efforts, and establishing the appropriate support infrastructure for the cluster. This arti-
cle outlines these challenges, describes how they were overcome, and assesses the current status of the cluster.
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(Figure 1). The industry is responsible for over 750 jobs
and has an economic impact of almost $100 million in
the five-county region (Reid and Carroll, 2005).

Like many other industries, northwest Ohio’s green-
house growers are facing significant competitive chal-
lenges. Major threats to the economic security of the
industry are international competition (particularly from
southern Ontario), Big Box store purchasing contracts,
and high and rising utility costs. The industry also
exhibits a number of significant weaknesses, including
dated production technology, old greenhouse buildings,
heavy reliance on traditional sources of fuel, and naiveté
in the marketing of its products.

Figure 1. Geographic Distribution of
Northwest Ohio Greenhouses
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CHALLENGES TO STARTING A
GREENHOUSE CLUSTER

In starting a greenhouse cluster, we faced a number of
significant challenges. Ironically, money was not one of
these challenges. The project was funded by the U.S.
Department of Agriculture’. The challenges that we did
face, however, were significant. These were lack of past
experience in cluster development, potential resistance
to the development of a greenhouse cluster on the part
of the growers themselves, and the lack of an infrastruc-
ture to support an operational cluster. The rest of this
article details the nature of these challenges and outlines
how we overcame and continue to overcome them.

Lack of Past Experience in Cluster Development

We had no experience in starting and running an
industrial cluster. While we were well versed in the aca-
demic literature on the topic, we had no knowledge of
what it would take to get an industrial cluster up and
running and to maintain it once it was established. We
did not know what type of infrastructure, especially in
terms of personnel, would be required. Furthermore,
there was no history of cluster-based economic develop-
ment in the local region and we could not, therefore,
turn to local economic development agencies for imple-
mentation assistance.

Migrant workers are an important part of the greenhouse labor force in
northwest Ohio.

Selling the Cluster Concept

A major challenge that we faced was convincing the
growers that a cluster-based development strategy could
help them. Cluster-based economic development
requires members of an industry to think differently
about how to respond to competitive challenges. It
requires them to think of their small greenhouse as part
of a larger regional network of greenhouses. Cluster-
based economic development also requires them to
think of competitors as potential partners. It requires
them to think of a culture of collaboration coexisting
beside a culture of competition. Perhaps most impor-
tantly, this type of development requires members of an
industry to realize that their economic destiny is increas-
ingly tied to the economic destiny of their neighbors and
that, working collaboratively, they can become empow-
ered to shape a prosperous economic future.

Establishing the Infrastructure

Critical to a successful greenhouse cluster is the estab-
lishment of the necessary personnel support infrastruc-
ture. Based upon four days we spent examining cluster-
based economic development in Wolverhampton,
England (see next section) and our knowledge of other
cluster initiatives elsewhere in the world, we believed
that establishing an advisory board and hiring a project
manager and cluster champion would be required. We
also had strong ideas as to the composition of the advi-
sory board and the skills and experiences needed for
those holding the project manager and cluster champion
positions. The real challenge would be finding individ-
uals who had the desired skills and experiences.

Engaging the Growers

Once the key growers had agreed to adopt the cluster-
based approach, we were faced with engaging a sufficient
number of growers to generate the critical mass neces-
sary to make the cluster viable. A fundamental challenge
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that we faced in engaging a sufficient number of growers
revolved around the issue of trust. Lack of trust operat-
ed at a different number of levels. As academics, we
were eyed with suspicion. We were viewed as coming
from an environment that generated ideas and theories
that had little applicability to “real-world” issues. Not
only did the growers not trust us, but in many cases, did
not trust each other. Years of fierce competition had
resulted in growers eyeing each other with suspicion.
Furthermore, the northwest Ohio greenhouse industry is
one in which old inter-family feuds are passed down
from generation to generation.

OVERCOMING THE CHALLENGES

Lack of Past Experience in Cluster Development

We decided that the best way to overcome our lack of
practical experience in cluster implementation and
development was to spend some time with individuals
who had experience in cluster-based economic develop-
ment. In August 2004, we
spent four days in
Wolverhampton, England.
The West Midlands region
of England had been
engaged in cluster-based
economic development for
several years. An emerging
relationship between the
University of Toledo and
the University of
Wolverhampton  helped
facilitate our visit. More
importantly, there was a
simultaneously emerging
relationship between the
two regions’ major eco-
nomic development agen-
cies — the Regional Growth
Partnership in northwest Ohio and Black County
Investment in the West Midlands Region of England*.

In Wolverhampton, we met with approximately 35
individuals involved in cluster-based economic develop-
ment. These included meetings with the cluster strategy
team leader, the director of the Wolverhampton Telford
Science and Technology Corridor, the executive director
of the Wolverhampton Science Park, the champion of
the Advanced Engineering Cluster, and representatives
of a number of companies participating in the region’s
cluster program.

While the Wolverhampton trip was extremely informa-
tive, we recognized the danger of trying to replicate the
Wolverhampton model in northwest Ohio. Therefore, we
supplemented our Wolverhampton experience with infor-
mation about cluster initiatives in other parts of the world.
This additional knowledge was primarily gleaned from
government reports, cluster initiative websites, and
academic journals. In fall 2004, we introduced the con-
cept of cluster-based economic development to northwest
Ohios greenhouse industry and offered this as a strategy
for helping the industry retain its competitive edge.

Geraniums are a popular plant with northwest Ohio residents.

Selling the Cluster Concept

One of the first challenges that we faced was identify-
ing growers to whom we should pitch the concept of
cluster-based economic development. Fortunately, the
university had strong relationships with a number of
Toledo-based agents from the Agricultural Research
Service’. The ARS representatives were able to identify
the region’s most respected and innovative growers. It
seemed best to present the cluster-based strategy to a
small group of forward-thinking growers. If they saw
merit in the concept, we could address the broader com-
munity of growers.

In October 2004 at a meeting with eight of the
region’s growers, we made a two-part presentation. The
first half of the presentation outlined the current eco-
nomic challenges facing northwest Ohio’s greenhouse
industry. In particular, we focused upon the issues of
Canadian competition, high energy costs, Big Box store
purchasing contracts, lack of technological sophistica-
tion, outdated physical
infrastructure, and low lev-
els of marketing expertise.
We also presented what we
believed would be the
industry’s future if it failed
to address these competitive
challenges.

Having made the grow-
ers aware of the potential
consequences of inaction,
we presented the concept of
cluster-based  economic
development and the possi-
bilities that it offered for
their industry. In outlining
the cluster concept, we pro-
vided a very simple defini-
tion whose central focus was
the need for growers to come together and engage in col-
laborative problem identification and collaborative prob-
lem solving. In particular, the focus was on the large
industry-wide problems (e.g., high energy costs) that
individual growers had dealt with for years and were
incapable of solving as individual businesses.

The presentation emphasized that the cluster-based
strategy could help the region’s greenhouse industry,
however the growers themselves had to see value in the
approach. If the growers were willing to implement the
strategy, then we would help them. However, the grow-
ers themselves would be expected to take ownership of
the strategy and take a leadership role in all aspects of
the cluster, including strategic visioning and decision-
making. In other words, this would be their cluster.
Our responsibilities would be to acquire funding for the
cluster®, provide a connection to university resources
when required, and assist in strategic visioning for the
cluster.

The discussion following the presentation was critical.

If we had not convinced the growers that a cluster-based
approach was worth pursuing, we would have had to
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walk away from that meeting
and rethink our strategy.

Table 1. Northwest Ohio Greenhouse Cluster Advisory Board

Fortunately, there was sufficient ' Name Title  Organization

interest among the growers and Dick Bostdorff Owner Bostdorff Greenhouse Acres
they- agreed that a fpllow-up Bill Dearing Owner Dearing Greenhouse
meeting was warranted in several ] -

months to further discuss the Mark Hecklinger Owner Hecklinger Greenhouse Inc.
cluster-based approach. At that Tony Keil Owner Louis Keil & Sons

meeting, we agreed to provide a Walt Kruger Owner Lakewood Greenhouse Inc.
detailed description of how a Don Schmidlin Owner Schmidlin Greenhouse Inc.
cluster-based approach could be . -

operationalized, including the Alan Schmidt Owner Schmidt Brothers Inc.
infrastructure (particularly per- Tom Wardell Owner Wardell's Farm Market
sonnel) that would be required. Michael Carroll Director Center for Regional Development,

In December 2004, we met Bowling Green State University

with the same eight growers Beth Fausey

Floriculture Program Manager Ohio State University Agricultural Business

again. This time, the discussion
focused on the specifics of what it
would take to get a greenhouse
cluster up and running in north-
west Ohio. As noted previously,
based upon the experience in
Wolverhampton and our knowl-
edge of cluster-based initiatives
in other parts of the world, we advocated that the clus-
ter be managed by an advisory board and that it be
staffed by a project manager and cluster champion. The
respective roles of each of these was discussed and
agreed upon. Meeting participants discussed and agreed
upon the composition of the advisory board and qualifi-
cations for both the project manager and cluster cham-
pion positions were also discussed and agreed upon. It
was also agreed that the idea of a greenhouse cluster had
to be presented to a larger number of the region’s grow-
ers. The upcoming winter conference of the Toledo Area
Flowers and Vegetable Growers Association (TAFVGA)
provided the perfect venue to reach a larger number of
growers with the concept (Carroll and Reid, 2005).

Joe Perlaky
Lindsay Potts
Neil Reid
Lee Springer

Establishing the Infrastructure

Following a presentation to TAFVGA, we started put-
ting in place the infrastructure that was necessary to get
the cluster up and running. In January 2005, we hired
a project manager and established an advisory board.

The composition of the advisory board was critical.
In keeping with the promise that the growers would
have a leadership role in the cluster, eight of the adviso-
ry board’s members were growers. The other six repre-
sented the academic, economic development, and gov-
ernment communities (Table 1). Also, in keeping with
the idea of grower control, it was determined that only
growers would have voting rights on the advisory board.
In a subsequent meeting, it was agreed that a grower did
not have to be a member of the advisory board to vote at
meetings. Simply being in attendance at a meeting enti-
tles a grower to vote at that meeting. This is in keeping
with the bottom-up philosophy of the cluster, to encour-
age broad participation by growers, and to discourage
the possible criticism of the advisory board being an
exclusive group. The advisory board agreed to meet

Director, International Development

Enhancement Center

Project Manager University of Toledo

Special Assistant
Director

Regional Growth Partnership

monthly, with meetings taking place at the Toledo
Botanical Gardens (TBG). The TBG had long been a pre-
ferred meeting place for many grower meetings and was
considered neutral territory by many of those in the
industry.

One of the advisory board first decisions was to hire
a project manager. Ideally, the project manager needed
the following skills and experience:

1. Experience as a small business owner. This allows the
project manager to have a good understanding of the
challenges facing northwest Ohio’s family-owned
greenhouses.

2. Experience in the area of economic development.
One of the overarching goals of the greenhouse clus-
ter is to contribute to the economic development of
northwest Ohio. A project manager with economic
development experience gives the cluster a better
chance of meeting this larger goal.

3. Excellent networking, brokering, and communication
skills. The project manager’s principal job is to ensure
that the various parts of the cluster infrastructure
(advisory board, cluster champion, cluster ambassa-
dors, and hired consultants) are working together effi-
ciently and effectively towards the common goal of
advancing the cluster. The project manager is also
responsible for serving as a liaison between the clus-
ter and the media.

The individual chosen to be project manager, Joe
Perlaky, has all of the requisite skills and attributes. He
had previously owned his own retail and industrial dry-
cleaning businesses and had extensive experience in eco-
nomic development, having served as commissioner of
economic development for the city of Toledo. Mr.
Perlaky had also held positions as a business develop-
ment specialist and as a technology and commercializa-
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tion specialist with the Regional Growth Partnership. In
his most recent position as program director of an alter-
native energy system grant at the University of Toledo,
he honed his networking, brokering, and communica-
tion skills. Initially, the position of project manager was
ten hours per week. As the cluster increasingly moved
from concept to implementation, the time dedicated to
the position was increased to 30 hours per week in
October 2005.

U.S. Congresswoman Marcy Kaptur attends a meeting of the Maumee
Valley Growers Advisory Board at the Toledo Botanical Gardens.

With the advisory board and project manager in
place, the next task was to identify and hire a cluster
champion. The role of the cluster champion was to
spend time in the field, visiting growers and identifying
collaborative opportunities. The skill set required of the
champion is quite different than that required of the
project manager. Ideally the cluster champion has the
following skills and experience:

1. Extensive experience working in and knowledge of the
greenhouse nursery industry. Knowledge of the indus-
try is a critical attribute for choosing a champion.
Being able to speak the language of the growers and to
understand the intricacies of the industry are vital.

2. Ability to think innovatively and to move growers to
think and act innovatively. The cluster-based approach
requires that growers be willing to think and act in
new and different ways. Old, failed approaches to
solving problems will not deliver the desired results. A
key responsibility of the cluster champion is to con-
vince growers that collaboration will play a central role
in their future economic prosperity.

3. High level of trust and respect from the growers. If the
growers are going to be asked to think and act in new
and different ways, it is critical that the individual
(i.e., the champion) asking them to do so be trusted
and respected by the growers. The champion is the
face of the cluster to the growers.

4. Excellent networking, brokering, and communication
skills. Being able to effectively communicate the clus-
ter’s overall vision to the growers in language that res-
onates with them is a key champion skill.

Furthermore, he or she must be capable of ensuring
that the growers understand the value-added that will
come from their participation in the cluster.

Given that the champion has frequent and regular
interaction with the growers and has prime responsibil-
ity for engaging growers in the cluster-building process,
the advisory board felt that it was critical that the grow-
ers decide whom to hire for this position. The hiring of
the champion took longer than expected. The original
candidate, a retired Ohio State
University Agricultural Extension
Agent, decided, at the last minute, to
decline the offer. It took several
months for the growers to regroup and
identify another champion candidate.

The second candidate identified by
the growers was Dr. Dean Krauskopf,
the Agricultural Extension Agent for
Michigan State University (MSU),

Jeff Creque provides a tour of his greenhouse in Sylvania, Ohio, to staff members of

U.S. Senator Mike DeWine.

which has a service area that includes southeastern
Michigan. This choice presented both challenges and
opportunities. On the one hand, this raised the issue as
to whether Dr. Krauskopf would be permitted by the
MSU Extension Office to divide his time between the
geographically contiguous southeastern Michigan and
northwest Ohio. On the other hand, Dr. Krauskopfs
appointment could represent a future opportunity to
extend the northwest Ohio greenhouse cluster into
southeastern Michigan, which would help break down a
historical political barrier to collaborative economic
development efforts. The MSU Agricultural Extension
Service approved Dr. Krauskopf filling the position for
the northwest Ohio greenhouse cluster and he was
appointed in May 2005.

Dr. Krauskopf holds a Ph.D. in horticulture from
North Carolina State University and has over 20 years
experience working in the greenhouse industry. He also
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understands the nature of the competitive challenges fac-
ing the greenhouse industry and recognizes that local
industry practices have to change if the industry is to
prosper. Most importantly, however, Dr. Krauskopf is
trusted and respected by local growers.

Engaging the Growers

With the cluster infrastructure in place, it was time to
operationalize the cluster. The first step was to bring
together the advisory board and identify the first cluster
project. This occurred at the June 2005 advisory board
meeting. The first project had to meet a number of key
criteria:

1. It had to have a strong collaborative element and have
high potential to engage a large number of
growers.

2. It had to bring demonstrated value to the growers.
3. It had to have a high probability of being successful.

In the ensuing discussion, two potential first projects
quickly emerged as the preferred choices of the growers.
Those projects were marketing and energy costs. The
growers admitted that their
marketing efforts were unso-
phisticated, fragmented, and
generally ineffective. Sixty-five
percent of growers who had
responded to our survey had
identified marketing naiveté as
a barrier to market expansion.
With regard to energy costs, the
region suffered from having
some of the highest utility rates
in the state. The fact that dur-
ing the summer of 2005 energy
costs seemed to be in an
upward spiral added to the
urgency of dealing with this
issue.

By the end of the meeting, the growers had agreed
that marketing should be the focus of the first cluster
project. The critical factor that resulted in marketing
being chosen over energy costs was the relative chance of
success. Successfully addressing the energy cost issue is
complex and difficult. The growers felt that the infant
cluster was not yet equipped to take on such a task.

With marketing identified as the first cluster project it
was imperative that the momentum and enthusiasm of the
group be kept going. The relationship that we had with
the growers was very fragile. Their level of trust in us and
the cluster concept was increasing. However, to maintain
and increase the trust level we had to move quickly onto
the marking initiative. The growers were extremely busy,
action-oriented people. All the activity up until now had
been building towards making things happen and provid-
ing demonstrated value to the industry.

In keeping with the cluster philosophy of solving
problems with local expertise, the advisory board agreed
that a local company should be hired to provide market-
ing expertise to the cluster. The growers chose a local

Wardell’s Farm Market in Waterville, Ohio.

company that specializes in branding and marketing,
Thread Incorporated. Again, the process of identifying
and choosing Thread provided an opportunity for grow-
ers to come together and collaborate. The cluster hired
Thread in August 2005.

Representatives from Thread started attending month-
ly advisory board meetings. They suggested that the
greenhouse industry should first develop a brand identi-
ty and then use that brand identity as the framework for
developing and implementing a comprehensive market-
ing strategy. A marketing sub-committee, comprised of
advisory board members, was formed and also met

Figure 2.
Maumee Valley Growers:
Logo and Positioning Statement

b

MAUMEE VALLEY (FROWERS

i
Choose the Very Best, &

monthly. The sub-commit-
tee worked with Thread to
develop a brand identity. To
better understand the nature
of the local greenhouse
industry,  representatives
from Thread accompanied
the cluster champion on a
number of his field visits to
greenhouses.  These visits
also provided Thread with
an opportunity to explain
the concept of branding to
growers and to encourage
their participation in the
process.  The visits also
allowed Thread to start building a relationship of trust
with the growers.

During the months of September and October 2005,
Thread worked on developing a brand identity for the
northwest Ohio greenhouse industry. The potential
names, logos, and positioning statements associated with
the brand identity were tested with both growers and
consumers. Grower participation in the brand develop-
ment process was particularly critical. Developing a
brand was as much about bringing the growers together
under a common identity as it was about providing the
consumers with a brand with which they can identify.
By November 2005, the brand identity process was com-
plete. Northwest Ohio greenhouse growers now had a
common identity — Maumee Valley Growers’ (Figure 2).
The positioning statement, “Choose the Very Best,”
emphasized the high quality of the products that were
grown in northwest Ohio greenhouses.

With the brand established, it was essential that as
many growers as possible adopt and identify with the
brand. To facilitate the process of grower buy-in, we rec-
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ognized the need to engage the
assistance of growers beyond
those on the advisory board.

Thus was born the Maumee 35
Valley Growers Ambassador 3 -
Program. Five non-board grow-

ers were identified to serve as 15 4
ambassadors, using three main 20
criteria. --"l.ﬂl:'l|!l.1nun*rlt'lli -

1. Ambassador growers are not
members of the advisory
board. This increases the
number of growers actively ]
involved in the cluster.
Involving more growers in an
active role increases grower
commitment to the success of
the cluster.

0

Jum, 015

2. Ambassador growers have to
be committed to the concept
of the cluster and be willing to com-
mit the time necessary to the position.

3. Ambassador growers are evenly
spread geographically throughout the
five-county region.

Ambassadors are an addition to the
cluster personnel infrastructure of advi-
sory board, project manager, and cham-
pion. The role of ambassadors is to func-
tion as a liaison between the advisory
board and the growers. As such, their
job is to promote the brand and cluster
activities to growers within their geo-
graphic area, to supplement the work of
the champion when needed, and to be
the eyes and ears of the advisory board
with regard to identifying collaborative
opportunities that might arise.

As the 18-month mark approaches
after the inception of the northwest Ohio
greenhouse cluster, grower engagement in the cluster is at
a healthy level. Attendance at advisory board meetings
generally numbers in the 20-25 range (Figure 3). Despite
the early success, there are a number of significant chal-
lenges ahead if the Maumee Valley Growers are going to
prosper.

CONCLUSIONS AND CHALLENGES AHEAD

In this article, we have outlined the genesis and evo-
lution of the northwest Ohio greenhouse cluster, espe-
cially identifying the major challenges faced in creating
and developing this cluster. Overcoming lack of experi-
ence in cluster development, selling the cluster concept
to the growers, establishing the proper infrastructure
and staffing it with the appropriate people, and engaging
the growers to a satisfactory level have been the key chal-
lenges faced in establishing the northwest Ohio green-
house cluster. Most of these challenges have been satis-
factorily overcome. The toughest challenge was, and
still remains, engaging growers. This is a challenge we

As the 18-month
mark approaches
after the inception
of the northwest
Ohio greenhouse
cluster, grower
engagement in the
cluster is at a
healthy level.
Attendance at advi-
sory board meetings
generally numbers
in the 20-25 range.

Figure 3. Attendance at Advisory Board Meetings
January 2005 - April 2006

2 2 2 2 5 g 8 g g & =

g s kB g2 =2 2 o g -

t 2R3 5& 2 542
Alanil

are gradually winning, however, as
shown by the increasing attendance
at advisory board meetings.

The northwest Ohio green-
house cluster is a living project. No
one knows the long-term success of
the initiative. In May 2006, north-
west Ohio’s greenhouse industry was
in the middle of its peak sales for the
season. To increase market aware-
ness of the Maumee Valley Growers,
a media campaign was in full swing.
This included traditional media
advertising (paid newspaper and tel-
evision spots) and newspaper arti-
cles about the fledgling organization
(e.g., see McKinnon, 2005; Toledo
Business Journal, 2006). A web-site,
oriented towards both growers and
consumers, has also been launched
(www.maumeevalleygrowers.com).

There are still a number of challenges ahead. The pri-
mary challenges are:

1. Increase growers’ commitment to and engagement in
the northwest Ohio greenhouse cluster via their par-
ticipation in the Maumee Valley Growers.

2. Develop a plan to address the high energy costs facing
the Maumee Valley Growers. This is a primary goal
during the fall and spring of 2006-2007.

3. Develop a plan to wean the Maumee Valley Growers
off of their dependency on USDA funding.® While the
Maumee Valley Growers are currently funded by the
USDA, it is necessary that a funding plan be devel-
oped that does not depend upon federal funds.

Successfully addressing these challenges during the
coming months will be critical to solidifying the founda-
tion that has been established for a successful green-
house cluster in northwest Ohio. &)
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FOOTNOTES

1 Anindustrial cluster is a geographic concentration of businesses

in a particular industry that cooperate with each other to over-
come business challenges that they cannot overcome as individ-
ual business units. A mature cluster also includes supporting
infrastructure such as universities and economic development
agencies.

This project is funded by U.S. Department of Agriculture grants
CSREES 2003-06230, CSREES 2004-06222, and CSREES
2005-02216. The project team comprises faculty and staff from
Bowling Green State University, Indiana State University, Ohio
State University, University of Toledo, and Toledo Botanical
Gardens.

For fiscal year 2003-04, the project team received a grant from
the USDA in the amount of $139,307. For fiscal year 2004-05
an additional grant of $667,153 was received from the USDA.
An additional $679,671 was received from the USDA for fiscal
year 2005-06.

4 More information about the West Midlands’ cluster program can

be found at www.ae-cluster.co.uk and http:/www.advan-
tagewm.co.uk/.

The Agricultural Research Service is the U.S. Department
of  Agricultures  chief scientific  research  agency
(www.ars..usda.gov).

Eventually, the growers will take over the responsibility for fund-
ing the cluster.

The appellation, Maumee Valley, refers to the valley of the
Maumee River that starts in Fort Wayne, Indiana, and flows
through northwest Ohio before draining into nearby Lake Erie.

On Tuesday, May 23, 2006, Representative Jeff Flake attempted
to remove funding for the Maumee Valley Growers through an
amendment to the Agriculture, Rural Development, Food and
Drug Administration, and Related Agencies Appropriations Act,
2007. The amendment failed to pass. See Congressional Record,
2006 Daily Digest (www.gpoaccess.gov/record/).
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This is your time to shine! Send that innovative program, promotion or project in and
get the recognition you and your organization deserve. The International Economic
Development Council's 2007 Excellence in Economic Development Awards will kick

off its Call for Entries on March 1, 2007. Enter early and save!

i i 2007 AWARDS TIMELINE
! MARCH 1 - Call for Entries opens

APRIL 27 - Early Bird Submission Fee
deadline (entry fees increase after this

date)

MAY 18 - Final Submission Deadline
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More information about the program,
including submission requirements and
entry fees, will be available online at
www.iedconline.org in January 2007.

Each year, the International Economic
Development Council conducts the
Excellence in Economic Development
Awards program. With promotional,
program, partnership and leadership
categories, IEDC’s highly regarded
program recognizes the “best of the
best” in the economic development
profession. Award winners will be
recognized at IEDC’s Annual Conference
in September 2007 in Phoenix, Arizona.

For more information contact: Rachel Andrews at
(202) 942-9485 or randrews(iedconline.org.
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professional and business

SERVICES IN REGIONAL ECONOMIES

By Ellen D. Harpel, Ph.D.

egional  economies

are increasingly serv-

ice-oriented and the
Professional and Business
Services (PBS) sector is one
of the most important serv-
ice sectors in terms of gen-
erating employment and
output. As communities strive
to establish a place in the new
global economy and replace lost
manufacturing jobs, the PBS sec-
tor may provide a promising
opportunity for both job creation
and economic vitality. This article
explains why the PBS sector is
important, describes the key ele-
ments of the PBS sector, reviews
its role in regional economic development, and
explains where PBS employment tends to locate.
It concludes with a guide for understanding the
role that the PBS sector plays in individual
communities.

WHY PROFESSIONAL AND
BUSINESS SERVICES?

Professional and business services is one of the
fastest growing service sectors and represents the
knowledge- and information-intensive industries
and jobs critical to generating growth in today’s
economy. Consider these facts:

» From 1970 to 2005, total services employment
jumped from 69 percent to 83 percent of total

and business services firms.

employment. The PBS and Education and
Health Sectors were the fastest growing service
sectors over this period. (See Figure 1.)

In 1970, there were 17.8 million manufacturing
jobs compared to 5.3 million jobs in the PBS
sector, according to the Bureau of Labor
Statistics. By 2005, there were 14.2 million
manufacturing jobs and over 16.8 million PBS
jobs. (See Figure 2.)

The PBS employment growth rate has generally
outpaced services and total employment
growth, especially since 1990. Between 1990
and 2005, the PBS sector grew 56 percent and
accounted for 25 percent of total US job growth.

PBS employment is not just a home-grown,
small business phenomenon. Businesses in this

GROWTH AND GAPS

The professional and business services (PBS) sector is an important and expanding portion of the US economy
and an essential element of most major metropolitan area economies. Beyond creating jobs, professional and
business services can generate regional exports and increase innovation and productivity, thereby supporting eco-
nomic growth. While PBS employment growth is largely positive for regional economies, opportunities are not
evenly spread, and significant disparities exist between the professional services and business services components
of the PBS sector. Given its important role in job creation in many regions, understanding the dynamics of the
PBS sector is an imperative for economic development and community leaders.
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sector are growing and moving at higher rates than
firms in many other sectors that have traditionally
been the focus of the business recruitment process.
Site selection analysts have reported that between 1999
and 2005, professional, technical and scientific servic-
es operations accounted for 1,550 new facility
announcements among companies with at least $5 mil-
lion in sales and a minimum of 25 employees — more
than any other individual sub-sector! The business
services category accounted for hundreds more new
and expanded facility announcements.

PBS employment is growing because of the need for
specialized knowledge created by an increasingly com-
plex global operating environment. As business transac-
tions become more complex, more services are required
to help companies stay competitive. For example, when
companies serve customers around the world, services
such as communications, logistics, and market research
become increasingly important to the firm
(O’hUallachain and Reid 1991). Financial services and
the legal and regulatory environment have also become
more complex and specialized, often requiring experts
from outside the firm (Hansen 1994, Marshall and Wood
1995, Tordoir 1995, llleris 1996, Gong 1997). Similarly,
firms often need specialized knowledge to apply new
technologies in their business processes (Kutscher 1988,
Beyers and Lindahl 1996, Illeris 1996). Finally, market-
ing, advertising and product design and development are
increasingly the factors that determine firm profitability
or failure. Professional and business services provide
these knowledge-based, productivity-enhancing support
functions that can help firms in all sectors prosper in
today’s economy.

PROFESSIONAL AND BUSINESS SERVICES
SECTOR ACTIVITIES

The professional and business services sector includes
three sub-sectors:

e Professional, Scientific, and Technical Services

(42 percent);

* Management of Companies and Enterprises (10 per-
cent); and

* Administrative and Support Services and Waste
Management Services (48 percent).

Professional, Scientific, and Technical Services are
activities that require a high degree of expertise and
training. This sub-sector includes:

* Legal services,

* Accounting services,

* Architectural, engineering and related services,
* Specialized design services,

» Computer systems design,

* Management, scientific and technical consulting
services,

¢ Scientific research and development services,

* Advertising and related services, and

Figure 1. Sector Employment as a Percentage of Total
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30%
25%
20%
15%
10%

5%

0%

Sves

Finance
==

Leisure &

Hospitality _

Prof/Bus.

TTU
Information .

Other Svcs. -

Ed/Health'

1970 m 2005

Source: Bureau of Labor Statistics

Figure 2. PBS and Manufacturing Employment (000)

25,000
20,000
15,000
10,000

5,000

™

Q
N
N

/\Q’\/ o

AN

Prof/Bus. Svcs. Manufacturing

Source: Bureau of Labor Statistics

 Other professional, scientific and technical services.

Within the professional services sub-sector, legal,
architectural and engineering, and computer systems
design services had the most employees in 2005.
Consulting and computer systems design have experi-
enced the most rapid growth since 1990, growing at
more than twice the rate of the PBS category as a whole.

Administrative services are routine support activities
provided to other organizations. This sub-sector
includes:
 Office administrative services (such as billing, person-

nel, or logistics),

* Facilities support services (such as janitorial or secu-
rity services),

e Employment services (employment placement or
temporary help services),

* Business support services (such as call centers and
mailing services),

e Travel services,
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¢ Investigation and security services,

* Services to buildings and dwellings (such as pest con-
trol and cleaning services), and

+ Other support services.

This category also includes waste management and
remediation services. Within the administrative services
sub-sector, employment services is by far the most
important, accounting for 44 percent of total business
services in 2005 — up from only 32 percent in 1990. It
is worth noting that workers in the employment servic-
es industry are not necessarily performing services work
at all. The American Staffing Association reported in its
2006 Annual Economic Analysis of the Staffing Industry
that 35 percent of contract and temporary employees
worked in industrial occupations. Services to buildings
is next, accounting for 21 percent of business services
employment in 2005.

PBS AND ECONOMIC DEVELOPMENT

While the employment figures are impressive, the
essential question for economic development profession-
als is whether PBS activities are ben-
eficial to regional economies. Both
economic theory and empirical
studies suggest that the answer is
yes. Beyond creating jobs, profes-
sional and business services can
generate regional exports and
increase innovation and productivi-
ty, thereby supporting economic
growth.  Further, as described
below, PBS jobs are good jobs for
people and their communities.

Exports and Innovation

Economic base theory divides
activities into basic (exported) and
non-basic (used locally) categories.
Exports are more valuable to the
local economy because they bring in
new income from outside the area
and generate a multiplier effect,
rather than simply recycling income
internally. The theory and those
who have applied it have often
assumed that most services are non-
basic. However, many services are exported. Exported
services include wholesaling, transport, tourism, govern-
ment activities, university education, and most types of
producer services, which are services that are inputs into
another product or service and include professional and
business services (Greenfield 1966, Daniels 1985, Gillis
1987, Marshall and Wood 1995, Beyers 2000). Further,
transportation and telecommunications advances mean
more services can be exported today than previously,
especially those that are transmitted using telecommuni-
cations (such as back offices) or those with value that far
exceed the costs of travel (such as engineering or con-
sulting services) (Illeris 1996).

Center for Innovative Technology (CIT) based in
Reston, VA. CIT is a nonprofit corporation designed
to enhance the research and development capability
of the state’s major research universities in partner-
ship with local industries.

“Indirectly basic” activities can also contribute to
regional exports. “A variety of service providers may act
as indirect exporters in a large, diversified service center.
They are likely to range from banks, business consult-
ants, corporate lawyers, and advertising firms to
providers of security guards, janitors, and printing. In a
major center like Boston or New York, the export base is
largely made up of firms that provide services to corpo-
rate headquarters. These indirect exporters may account
for a major share of export-sector employment”
(Stanback 2002, 50-51).

Another viewpoint proceeds from the premise that
innovation (not exports) drives economic growth.
Services firms play important roles in this process both by
innovating themselves and by catalyzing and diffusing
innovation in others (Marshall 1988, Miles and Boden
2000, Aslesen and Isaksen 2004). Unfortunately, service
innovation can be difficult to measure. Standard measures
of R&D spending and capital investment are not good
proxies for innovation in services firms (Marshall & Wood
1995, Marklund 2000). Still, there have been several
empirical studies to try to assess whether PBS firms do
contribute to innovation in their
client companies.

Some studies have found that
firms can serve a catalytic role in
advising, providing expert knowl-
edge, and organizing projects
(Larsen 2000, Aslesen and Isaksen
2004, Jakobsen and Aslesen
2004). Other research has found
a positive relationship between
the growth of business services
and manufacturing productivity
and wages at the state level using
econometric models (Gatrell
2002). A positive correlation
between producer services and
GDP growth in OECD countries
has also been identified (Wilber
2002). Innovation can also be
generated through integrated
industry clusters that link various
functions, institutions and organi-
zations, including service activi-
ties (Porter 1998, Hauknes 2000).

Job Quality

There is a perception, or at least a lingering concern,
among community leaders that services jobs are low-
quality, low-paying jobs, despite evidence that there are
many high-wage, high-productivity jobs employing
skilled workers in producer services industries. Recent
research examined data on occupations, education, and

earnings by industry sector to assess the quality of PBS
jobs (Harpel 2006).

Table 1 reflects the level of “good” jobs by occupation
associated with three industry sectors: manufacturing,
PBS, and other services, which includes wholesale trade,
retail trade, personal services, social services, entertain-
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Table 1. Occupational Quality by Select Industry Sector, to lag, with earnings below
1990 and 2000 (percentage) the national average.

Manufacturing PBS Other Services As with educational attain-
ment, there is disparity
in earnings within the PBS
High 23% 27% 50% 59% 16% 19% sector. Management of Com-
panies and Professional and
Technical Services both
Low 44% 4% 19% 15% 37% 37% have earnings ratios well
TOTAL 100% 100% 100% 100% 100% 100% above the national average
and above the PBS and

Source: Current Population Survey, 2003 Manufacturing sector ratios.
Professional and Technical

Services started the period at 1.50 and ended it at 1.60.
Management services expanded from 1.7 in 1990 to 1.93
in 2003. By contrast, business services stayed below the
national average and far below the PBS sector average for
this period, with an earnings ratio of 0.69 in both 1990

* High Level Occupations: Executive/Managerial,  4nd 2003. This ratio is also well below the overall serv-
Professional, Technicians, and Health/Education/  j.eq sector average.

Public Administration

1990 2000 1990 2000 1990 2000

Middle 33% 32% 31% 26% 47% 44%

ment and recreation services. Modifying frameworks
used by previous research in this area (Aoyama and
Castells 2002, Appelbaum and Albin 1990, Illeris 2002),
this analysis organizes occupations into three ordered
categories:

In sum, PBS jobs involve higher order occupations and

* Middle Level Occupations: Sales, Administrative/ require greater educational attainment than the average
Clerical; Precision Manufacturer/Craft

* Low Level Occupations: Other Services, Operator/  Figure 3
Fabricator/Assembler, Other Educational Attainment by PBS Sub-sector (percentage)

The PBS sector has more than double the level of high
level occupations compared to either the manufacturing
or other services sector. Middle level occupations are

more evenly distributed, with other services having the =%

highest level of these jobs, followed by the manufactur- Fie

ing and PBS sectors. The manufacturing sector has the

highest percentage of low level jobs, followed by other Wk I

T
B

services. The PBS sector has very low percentages of the
low level occupations.

In terms of education, 41 percent of individuals in the

PBS sector hold at least a bachelors degree compared to s ; T i i 1 o
21 percent and 17 percent in manufacturing and other T::::::? ;:q" mm g
services sectors respectively. By contrast, PBS has the
lowest levels of workers with a high school degree or less Bachelor's Deges or Highe' m Some Collegaifasocabe Degrea  HS of Less
(32 percent) compared to the other two categories (54
percent in both manufacturing and other services). Source:Current Population Survey, 2003

Breaking down the PBS sector into its components, Figure 4
the professional and technical services category has the - .
highest percentage of college-educated workers at 59 Earnings Ratios, 1990-2003, by Select NAICS Sector
percent. The management services category has a heavy ~ '#
percentage of workers with some college or an associate 1.3 —
degree. The administrative category has relatively high
levels of workers with a high school diploma or less at 52 1
percent. (See Figure 3.) o

Finally, earnings in the PBS sector are 20 percent
above the national average and are on par with manufac- "
turing earnings. (See Figure 4). Earnings ratios are pre- a4
sented instead of dollar values for wages. Earnings ratios
above one mean the industry wages are above the private ~ ©¢
sector average, while ratios less than one mean wages are D
below the average. The PBS earnings ratio in 1990 was YEED TGET Y05 1G0T YOO4 1065 1000 1507 10GE 1500 2000 JO00 3003 003

1.17 and reached 1.20 by 2003. Manufacturing starts
the period with an earning ratio of 1.21 and ends with
1.22. By contrast, the overall services sector continues  Source: Quarterly Census of Employment and Wages

— A Prarts Indusbeey Liynudgctoning [Ei11 Al Sarvs Piodetng
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job, and they pay approximately 20 percent above the
national average. Compared to the manufacturing and
overall services sector, PBS jobs are demonstrably stronger
as measured by occupation type and education.
Professional and business services jobs, as a whole, also
command the same type of wage premium as the manu-
facturing sector and pay far above the average services job.

However, there is a wide gap between the profession-
al services and business services components of the over-
all PBS sector. Nearly 60 percent of professional servic-
es workers have at least a college degree compared to less
than 20 percent of business services workers. Earnings
in the business services category are actually lower than
the national average, in contrast to professional services
earnings, which are approximately 50 percent above the
national average.

PBS LOCATION PATTERNS

PBS firms tend to cluster in large cities around the
world. Several operating factors drive these location
decisions. First, firms gain access to large numbers of the
highly qualified workers they need for successful opera-
tions (O’hUallachain and Reid 1991, Beyers and Lindahl
1996, Gong 1997, Gatrell 2002, Aslesen and Isaksen
2004). Second, corporate headquarters, which have
been predominantly located in major metropolitan areas,
both generate great demand for external services
(Stanback and Noyelle 1984, Coffey 1995, Sassen 2000,
Hansen 2001) and spin off the talent to form new PBS
companies (Bryson 2004). Third, information and
knowledge are the tools of the trade for PBS firms.
Locating in cities facilitates formal and informal access to
information among institutions, networks, customers
and suppliers, both through proximity and by being part
of a greater volume of activity. The “transaction cost”
associated with obtaining knowledge, information, and
specialized inputs is therefore lower in cities.

As more cities are able to offer these attributes, PBS
employment has started to disperse from the very largest
cities (O’hUallachain and Reid 1991, Gong 2001). More
recent research shows that employment has indeed dis-
persed from the largest two metro areas (New York and

Los Angeles), but PBS employment concentration and
job growth remain greatest in metropolitan areas with a
population over one million. These large metropolitan
areas have 53 percent of the population and 55 percent
of total employment, but 66 percent of all PBS jobs.
These metropolitan areas also have PBS location quo-
tients (LQ) greater than 1, while those with less than 1
million people have LQs below 1 (Table 2). Further,
large metropolitan areas accounted for 68 percent of
total PBS employment expansion between 1990 and
2004 (Harpel 2000).

Table 3 lists the MSAs with a population greater than
one million and their PBS employment characteristics.
Individual metropolitan areas often have PBS patterns
that differ from their size category. For example:

PBS employment for the entire set of MSAs listed in
Table 3 represented 15 percent of total employment,
matching the US as a whole, but with a range of 10-
26 percent. The group’ location quotient was 1.19,
but with a range of 0.84 - 2.05.

15 of the 49 MSAs had location quotients less than 1,
with the lowest levels in Providence, RI; Riverside,
CA; Hartford, CT; Louisville, KY; and Rochester, NY.

Tampa, FL, led the group with a location quotient of
2.05, followed by Washington, DC; San Jose, CA; and
Detroit, MI.

PBS employment growth ranged from only 1,500 in
Hartford, CT, to 245,500 in Washington, DC,
between 1990 and 2004; median growth was 53,000.

23 of these MSAs had a PBS employment growth rate
below the US rate of 51 percent, with the lowest
growth rates in Hartford, CT, and Pittsburgh, PA. The
highest growth rates were in Tampa, FL; Las Vegas,
NV; Phoenix, AZ; Austin, TX; and Orlando, FL.

For individual MSAs across the country, the PBS sec-
tor is their major job generator. PBS represented more
than 50 percent of total job growth in a diverse group
of cities, including New York, NY; Los Angeles, CA;
Boston, MA; Detroit, MI; Baltimore, MD; Tampa, FL;
Cleveland, OH; San Jose, CA and Rochester, NY.

Table 2: PBS Employment by Population Category, 2004

MSA Population Number of % Population % Total % PBS PBS Location PBS Location
Category MSAs (2000) Employment = Employment Quotient 1990 Quotient 2004
10 million+ 2 1% 10% 12% 1.31 1.19
2.5M - 10M 17 26% 27% 34% 1.28 1.24
1M - 2.5M 30 16% 18% 20% 1.08 1.12
250K-1M 115 19% 19% 18% 0.92 0.94
100K-250K 149 8% 8% 5% 0.66 0.68
<100K 25 0.7% 0.8% 0.5% 0.64 0.61
Other 19.3% 17.2% 10.5% 0.56 0.58
US TOTAL 338 100% 100% 100% 1.00 1.00

Source: Calculation from Bureau of Labor Statistics and US Census; preliminary 2004 data

Economic Development Journal / fall 2006 / Volume 5 / Number 4

54



Table 3. PBS in Metro Areas with Population > 1 Million

2000 PBS as % PBS LQ PBS Emp. PBS Emp. PBS Share
Population of Total Emp. 2004 Growth (000) Growth Rate  of Total Job
(2004) 90-04 90-04 Growth 90-04
New York, NY 18,323,002 15% 1.18 216.9 22% 56%
Los Angeles, CA 12,365,627 15% 1.21 113.6 16% 79%
Chicago, IL 9,098,316 15% 1.23 165.9 32% 42%
Philadelphia, PA 5,687,147 15% 1.17 92.8 30% 38%
Dallas, TX 5,161,544 14% 1.09 166.8 83% 24%
Miami, FL 5,007,564 17% 1.33 200.8 111% 37%
Washington, DC 4,796,183 22% 1.73 245.5 67% A1%
Houston, TX 4,715,407 14% 1.09 104 50% 20%
Boston, MA 4,540,941 16% 1.25 95.4 34% 55%
Detroit, Ml 4,452,557 17% 1.4 70 24% 55%
Atlanta, GA 4,247,981 16% 1.31 166.9 82% 25%
San Fran., CA 4,123,740 16% 1.32 46.1 17% 35%
Riverside, CA 3,254,821 1% 0.87 62.3 99% 14%
Phoenix, AZ 3,251,876 16% 1.3 160.6 146% 24%
Seattle, WA 3,043,878 13% 1.03 65 47% 23%
Minneapolis, MN 2,968,806 14% 1.13 63.6 35% 18%
San Diego, CA 2,813,833 16% 1.31 81 65% 28%
St. Louis, MO 2,698,687 14% 1.09 32 22% 24%
Baltimore, MD 2,552,994 14% 1.13 57 47% 52%
Pittsburgh, PA 2,431,087 12% 0.98 12.3 10% 13%
Tampa, FL 2,395,997 26% 2.05 216.7 198% 55%
Denver, CO 2,179,240 16% 1.26 53.9 42% 17%
Cleveland, OH 2,148,143 12% 0.99 233 21% 52%
Cincinnati, OH 2,009,632 14% 1.13 49.2 52% 31%
Portland, OR 1,927,881 13% 1.03 43.6 56% 20%
Kansas City, MO 1,836,038 13% 1.06 37 41% 27%
Sacramento, CA 1,796,857 1% 0.91 442 83% 19%
San Jose, CA 1,735,819 19% 1.55 50.1 43% 135%
San Antonio, TX 1,711,703 12% 0.94 43.6 95% 20%
Orlando, FL 1,644,561 17% 1.35 95.1 140% 26%
Columbus, OH 1,612,694 15% 1.17 47.7 56% 26%
VA Beach, VA 1,576,370 13% 1.07 40.1 66% 29%
Indianapolis, IN 1,525,104 13% 1.08 56.1 90% 27%
Milwaukee, WI 1,500,741 13% 1.03 29.7 39% 40%
Las Vegas, NV 1,375,765 12% 0.94 60.3 172% 14%
Charlotte, NC 1,330,448 15% 1.16 53.2 90% 24%
New Orleans, LA 1,316,510 12% 0.95 20.7 39% 26%
Nashville, TN 1,311,789 13% 1.02 48.9 116% 26%
Providence, Rl 1,291,932 10% 0.84 19.4 47% 34%
Austin, TX 1,249,763 13% 1.07 52.2 143% 19%
Memphis, TN 1,205,204 12% 0.94 30.2 72% 25%
Buffalo, NY 1,170,111 12% 0.94 16.3 34% N/A*
Louisville, KY 1,161,975 1% 0.88 20 44% 23%
Jacksonville, FL 1,122,750 15% 1.21 48.9 125% 32%
Richmond, VA 1,096,957 14% 1.15 20.8 32% 20%
OK City, OK 1,095,421 12% 0.98 28.8 76% 26%
Hartford, CT 1,059,878 1% 0.85 1.5 3% N/A*
Birmingham, AL 1,052,238 12% 0.97 21.4 53% 27%
Rochester, NY 1,037,831 1% 0.89 15.6 38% 91%

Source: Calculation from Bureau of Labor Statistics and US Census Bureau; preliminary 2004 data;
* Experienced a loss of jobs for this period.
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In sum, PBS employment remains concentrated in met-
ropolitan areas with a population greater than one million,
though it is growing rapidly nationwide. Size alone does
not explain which metropolitan areas will have strong PBS
sectors either in terms of job concentration or growth.
PBS employment patterns, of course, ultimately depend
on the characteristics of each location. Given its impor-
tance, these tables suggest that economic developers
should examine the dynamics of the PBS sector in their
communities, whether to understand the reasons for a
lagging performance, to sustain an important source of
growth, or to support an up-and-coming sector.

CONCLUSIONS AND A GUIDE
FOR ECONOMIC DEVELOPERS

This article has described the role of professional and
business services in regional economies in terms of job
creation, contributions to economic growth, job quality,
and location patterns. The professional and business
services sector is an essential element of most large met-
ropolitan area economies. Given its dominant role in job
creation in many regions, understanding the dynamics of
the PBS sector is an imperative for economic develop-
ment and community leaders.

The accompanying checklist provides a starting point
for assessing the PBS sector in individual regions or com-
munities. The split between
the professional services and
business services sub-sectors is
an especially important ele-
ment of this assessment. On
many data points, each repre-
sents an extreme on opposite
sides of the PBS average, mak-
ing the PBS sector data useful
primarily as a starting point.
Knowing the level and charac-
teristics of PBS employment is
good; understanding the char-
acteristics of the professional
services and business services
components is better.

While it may be tempting to
conclude that business services sector jobs are not as
desirable as professional services sector employment
based on industry, education, and earnings information,
these jobs may be as beneficial in terms of overall eco-
nomic development. The business services sector may
provide job, income and ownership opportunities that
may not appear on paper to be as good as professional
service occupations, but in fact provide better opportu-
nities for individuals than they may otherwise have —
especially with the decline in manufacturing employ-
ment. For example, it has been noted that in the 1990s,
“. .. there was also an increase in startups of many serv-
ice businesses using relatively unskilled labor for servic-
es such as building cleaning, security, detective, and sec-
retarial services. These may be started by career-orient-
ed individuals who have recognized opportunities or
developed new ideas to allow them to compete favorably

Professional and Business Services Checklist

0 What is the level of professional and business services employment in

your community or region?

O How does the level of professional and business services employment

compare to your competitor or peer regions?

0 How fast is professional and business services employment growing?

0 What is the split between professional services and business services

employment in your community or region?

4 What are the occupations, income, and education levels associated

with professional and business services employment in your community?

O What are the dominant industries within your professional and

business services sector?

0 What are the characteristics of firms in these industries? What is the

mix of small and large businesses? What role do entrepreneurs and sole

Professional and business setvices jobs provide high value
to regional economies.

proprietors play?

O How are these industries connected to the rest of your regional

economy?

O Where are firms in the professional and business services sector
How are they clustered?

located within your community or region?
What are the implications for planning and real estate development?

0 How many recent business attraction and retention projects fall into
How well do the
economic development services offered match the needs of these firms?

the professional and business services category?

Source: www.businessdevelopmentadvisors.com

in these markets, based on their
own experiences or on spillovers
from others (Acs 2005, 11). It is
therefore important to understand
the dynamics of these activities in
each region.

Beyond measuring the basic
size and scope of the PBS sector, it
is important to understand how
the sector and its components fit
into the overall regional economy.
For example, it is useful to know
where business services tend to
cluster compared to where profes-
sional services are concentrated.
As one of the fastest growing sec-
tors of many regional economies, the location require-
ments of PBS firms have important implications for the
patterns of growth within metropolitan areas, as well as
workforce development issues and demand for office
and other types of working space. Further, understand-
ing the structure of each sub-sector including the role of
entrepreneurs, size and employment patterns, as well as
the inter-relationships between professional services and
business services would provide valuable insight into
their role in regional economic development.

This article attempts to make the case that policy
makers in metropolitan areas should be aware of the
nature and extent of the professional and business serv-
ices sector in their regions. With deeper understanding
of the sector, regional leaders may choose to develop
economic development policies that incorporate consid-
eration of PBS sector trends and needs. &)

Economic Development Journal / fall 2006 / Volume 5 / Number 4 56



REFERENCES

Acs, Z. and C. Armington. 2005. The
impact of geographic differences in human
capital on service firm formation rates.
Journal of Urban Economics. 56(2):244-278.

Aoyama, Y. and M. Castells. 2002. An
Empirical Assessment of the Information
Society: Employment and Occupational
Structures of G-7 Countries, 1920-2000.
International Labour Review. 141(1-2):
123-159.

Appelbaum, E. and P. Albin. 1990. Shifts in
Employment, Occupational Structure, and
Educational Attainment. (ed. Noyelle) In
Skills, Wages, and Productivity in the Service
Sector. Boulder, CO: Westview.

Aslesen, H. W and A. Isaksen. 2004.
Knowledge intensive business services and

urban industrial development. Do KIBS

cause increased geographic concentration
industries? XIVe Conférence RESER: TIC et

relations de services dans une économie
globalisée, Castres.

Beyers, WB. and D.P. Lindahl. 1996.
Explaining the Demand for Producer
Services: Is Cost-Driven Externalisation the
Major Factor? Papers in Regional Science.
75(3):351-374.

Beyers, W. B. 2000. Cyberspace or Human
Space: Wither Cities in the Age of
Telecommunications.  Cities _in __ the
Telecommunications Age: The Fracturing of
Geographies. J. O. Wheeler, Y., Aoyama, and
B. Wart. (eds.) New York, Routledge.

Bryson, J. R, P°'W. Daniels and B. Warf.
2004. Service Worlds: People, Organisations,
Technologies. London, Routledge.

Coffey, W, 1995.  Producer Services
Research in Canada. Professional Geographer:
47(1):74-81.

Daniels, P W. 1985. Service Industries: A
Geographical Appraisal. London: Methuen &
Co. Ltd.

Gatrell, J. D. 2002. Business Services,
Productivity and Wages: Metropolitan and
Nonmetropolitan Michigan Counties, 1977-
1997. The Professional Geographer 54(3):
365-378.

Gillis, William R. 1987. Can Service-Producing
Industries Provide a Catalyst for Regional
Economic Growth? Economic Development
Quarterly 1(3): 249-256.

Gong, H. 1997. Location Analysis of Business
and Professional Services in US Metropolitan
Areas, 1977-1992. Ph.D. Dissertation,
University of Georgia.

Gong, H. 2001. A Hierarchical Change Model
of Business and Professional Services in the
United States. Urban Geography. 22(4) 340-
359.

Greenfield, H. 1966. Manpower and the Growth
of Producer Services. New York: Columbia
University Press.

Hansen, N. 1994. The Strategic Role of
Producer Services in Regional Development.
International Regional Science Review. 16(1&2):
187-195.

Hansen, N. 2001. Knowledge Workers,
Communication and Spatial Diffusion. In
Theories of Endogenous Regional Growth. C.
Karlsson, B. Johansson, R. Stough, ed. Berlin,
Springer-Verlag.

Harpel, E. 2006. The Role of Professional and
Business Services in Regional Economies.
Ph.D. Dissertation, George Mason University.

Hauknes, J.  2000. Dynamic Innovation
Systems: What is the Role of Services? In
Services and the Knowledge Based Economy.
London: Continuum.

Hleris, S. 1996. The Service Economy: A
Geographical Approach. West Sussex, England:
John Wiley & Sons, Ltd.

Illeris, S. 2002. Are Services Jobs as Bad as
Theory Says? Some Empirical Findings from
Denmark.  The Service Industries Journal.
22(4):1-18.

Jakobsen, S.-E. and H. W. Aselsen. 2004.

Location and Knowledge Interaction between

Head Office and KIBS in City Areas. XIVe
Conférence RESER: TIC et relations de services

dans une économie globalisée, Castres.
Kutscher, R. E. 1988. Growth of Services
Employment in the United States. In
Technology in Services. Washington: National
Academy Press. (eds. Guile and Quinn)

Larsen, J. N. 2000. Supplier-User
Interaction in Knowledge-Intensive Business
Services: Types of Expertise and Modes of
Organization. In Services and the Knowledge
Based Economy. London: Continuum.

Marklund, Goran. 2000. Indicators of
Innovation Activities in Services. In Services
and the Knowledge Based Economy. London:
Continuum.

Marshall, J.N. et al.
Uneven Development.
University Press.

Marshall, J.N. and PA. Wood. 1995.
Services and Space: Key Aspects of Urban and
Regional Development. Harlow: Longman.

Miles, 1. and M. Boden. 2000. Services and
the Knowledge Based Economy. London:
Continuum.

Noyelle, T. and T. Stanback, Jr. 1984. The
Economic Transformation of American
Cities. Totowa, NJ: Rowman & Allanheld.

O’hUallachain, B. and N. Reid. 1991. The
Location and Growth of Business and
Professional ~ Services in  American
Metropolitan Areas, 1976-1986. Annals of
the Association of American Geographers.
81(2): 254-270.

Porter, M.E. 1998. Clusters and
Competition. In On Competition. ~Boston,
MA: Harvard Business School Publishing.
Sassen, S. 2000. Cities in a World Economy.
Thousand Oaks, CA: Pine Forge Press.
Stanback, T. 2002. The Transforming
Metropolitan Economy. New Brunswick, NJ:
Center for Urban Policy Research.

Tordoir, P P 1995. The Professional
Knowledge Economy. Dordrecht, The
Netherlands: Kluwer Academic Publishers.

1988.  Services and
Oxford: Oxford

Wilber, Steven C. 2002. Essays in Economic
Growth. Ph.D. diss., Georgetown University.

FOOTNOTE

“Will New and Expanded Intensify in
2006?”  Pete Julius, Conway Data
Scoreboard & Whittaker Associates, Inc.
http//www.whittakerassociates.com/new
sletter/new/index.htm.
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