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Foreword

All of America faces a tough competitive challenge in the global market-
place.

Rural areas have special difficulties and have suffered a severe economic
shock in the mid-1980s.

Although the tide of economic change appears to be running against
most rural communities, we cannot afford to write off rural America. A
quarter of our population lives in rural America. Furthermore, rural and
metro economies are tightly intertwined, in agriculture, many manufac-
turing industries, and in the service sector.

Nor do we need to abandon hope. Rural America is highly diverse.
Many rural businesses and communities are doing well.

This book outlines the competitive challenge facing rural America and
reports on signs of hope for the rural economy. It reports the “secrets of
success’”’ in sixteen rural counties in the Farm Belt which have gained
employment at the same time that most rural areas are losing jobs. It also
describes new state initiatives to help rural communities and lists six
“‘operating principles’ to guide state efforts.

The leadership for a brighter rural future must come from individual
communities. But states and the federal government must help.

In the last decade, there has been a renaissance in state economic
development policies. Many of these new ideas and new energies are being
focused on rural areas.

We also need a new federal-state-local alliance for rural America. The
responsibilities of the different levels of government are shifting to reflect
a new role for states as well as new economic conditions.

This book, by the NGA Center for Policy Research, suggests some of
the answers for rural America. It will be a valuable resource for everyone
who is trying to build a brighter future for rural America.

Terry Branstad
Governor of lowa






Signs of Gloom,
Signs of Hope

SIGNS OF ECONOMIC DISTRESS

Many parts of America are prospering. Others, however, are not. In
particular, many rural locations are experiencing economic distress.' The
signs of gloom are numerous and varied:

People are leaving rural America. In the 1970s, for the first time in
decades, rural America grew more rapidly than metro America. The flow
of population from the countryside to metro areas has now resumed with
a vengeance. Between 1985 and 1986, the estimated net migration from
rural to metro America was about 500,000. The following year, the flow
rose to over three-quarters of a million. This is a very high rate of rural-
urban migration. In the 1950s from a larger population base, migration
averaged 500,000 per year; and in the 1960s, migration averaged only
170,000 per year.?

Rural industries are weak. The agricultural sector and financial institu-
tions that lend to farmers have gone through a severe financial crisis.
Although farm income rose in 1987, export markets are still weak and
many farmers rely on massive federal price supports. Rural manufacturing
grew substantially in the 1960s and 1970s, mostly in firms providing low-
skill, low-wage jobs.? In the 1980s, rural areas lost over 212,000 manufac-
turing jobs (see Table 1). There also have been employment cutbacks in
the mining and energy industries, as the prices of many commodities fell
in the period between 1984 and 1986. Unemployment in counties special-
izing in energy and mining rose from 6 percent to 8 percent in 1976-1981
to between 10 percent and 15 percent in 1082-1985.1

Rural jobs are scarce and rural incomes are growing slowly. Since 1979,
the rate of job growth in rural America was only one-third the rate in metro
areas—a 4 percent increase compared to a 13 percent increase, respec-
tively. Unemployment rates reflect the same pattern. Between 1973 and
1979, adjusted unemployment rates in rural areas averaged only slightly
higher (0.16) than the metro rate. Between 1980 and 1985, the gap was
over ten times greater (1.8). Per capita income rose more rapidly in vir-
tually all kinds of rural counties than in metro areas in the 1960s and 1970s.

1
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TABLE 1. CHANGES IN MANUFACTURING EMPLOYMENT IN
RURAL AND METRO AMERICA, 19601984

Percent Change in Manufacturing Employment

19601970 19691979 1979-1984
Metro 4 1 —8.3
Rural 22 17.4 —4.7

SOURCE: U.S. Department of Agriculture, Economic Research Service, Agriculture and
Rural Economy Division, Rural Economic Development in the 1980s; Preparing for the
Future, 1987, pp. 3-2, 3-3, 3-18.

Rural incomes now are falling behind metro incomes. During the period
1979-1984, rural per capita income grew at one-third of the rate in metro
areas.’

The causes of rural economic distress are imperfectly understood. To
some extent, the problem is cyclical, and there are some signs of recovery.
The price of farmland appears to have bottomed out. The weakness of the
dollar in foreign exchange markets should help manufacturing. Rising
commodity prices are causing a partial recovery of the mining and timber
industries.

However, part of the rural problem is long term. Rural areas are dispro-
portionately dependent on agriculture and manufacturing, sectors which
have not gained employment for decades and which are not expected to
gain many jobs in the future. Employment in agriculture has declined
steadily throughout this century, because farm productivity has grown
faster (1.8 percent) than the demand for farm products (0.8 percent). Some
rural areas did grow by gaining a larger share of manufacturing jobs in the
1960s and 1970s. Nationally, however, employment in manufacturing has
been stagnant for over twenty years, fluctuating between 18 million and
20 million.

A third cause of economic problems in rural America is emerging. Rural
areas are ill-equipped to capture the kind of growth that will drive the
American economy in the coming years.

The United States’ economy is increasingly interdependent with the
economy of other countries. To maintain this nation’s historically high
level of per capita income, the United States must be more productive
than other countries. The keys to prosperity seem to include a highly
skilled and adaptable workforce, a capacity to respond quickly to rapidly
changing markets in this country and abroad, and concerted efforts at all
levels of industry—from the shop floor to top management—and the research
community to ensure technological progress in the factory.

Rural areas are at a disadvantage in adjusting to these new economic
imperatives:
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Education. By several measures, the rural labor force is less educated
than the metro labor force. Based on 1980 data, about 59.5 percent of all
non-metro residents over the age of twenty-five have completed high
school, compared with 69.5 percent in metro areas. (There are, however,
important regional differences. In the Northeast, the metro-rural differ-
ences are minimal whereas in the South, the figures are 50.4 percent of
rural residents and 65.9 percent of metro residents.)® Rural areas also have
fewer college graduates; 18 percent of metro residents over age twenty-
five have graduated college, compared with 11.5 percent of non-metro
residents. The movement of population between metro and rural drains
rural areas of college-educated residents. The net migration from rural to
urban areas was two and one-half times higher for college graduates in
1985-1986 than for high school graduates.’

High-growth industries. Rural areas generally are not benefiting from
the rapid growth of the service sector. Service industries that cater (o
retirement and tourism communities are growing rapidly in many rural
areas, but these industries often have low-wage jobs. The higher-skilled
and better-paid service industries (e.g., business services, banking, real
estate, transportation, and communications) have grown more slowly in
rural areas in the 1980s.® In addition, venture capital firms are highly
concentrated in a few metro areas. These metro centers do “‘export”
capital, but most investments have been made in highly urbanized areas
in a few states.’ Most rural areas and rural states lack first-class research
facilities, so rural locations win less than their share, on a per capita basis,
of federal research and development (R & D) dollars.

High-skill industries. High-technology industries (e.g., electronics and
computers and others with sophisticated products, high numbers of sci-
entists and engineers, and large R&D expenditures) also are underrepre-
sented in rural areas. Traditionally, rural manufacturing has been concen-
trated in resource-based industries, like food-, wood-, and energy-pro-
cessing, and in “bottom-of-cycle” firms that produce older, more
standardized products. Bottom-of-cycle firms have less need for close
collaboration between technical workers and corporate finance and mar-
keting staffs. These firms tend to hire less-skilled and lower-paid workers.
One analyst found “‘top-of-cycle™ industries accounted for 48.8 percent
of manufacturing jobs in metro areas but only 28 percent in rural areas.
The lack of top-of-cycle firms is especially pronounced in the rural West
and South, although the number is increasing in both regions."

QUESTIONS ADDRESSED BY THIS STUDY

These broad economic trends suggest that the economic future for rural
America is gloomy. In the immediate future, rising commodity prices and
the weaker dollar may give some relief to many rural areas. But over the
next decade, it seems highly unlikely that rural areas will experience the
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population and employment growth that took place in the 1970s. The mid-
term prospect for many rural areas is for a continued erosion of the
economic base.

There are, however, some encouraging signs. A number of communities,
even in the most distressed parts of the Midwest, are gaining jobs and
population. In the seven Farm Belt states, 10 percent of the rural counties
gained jobs during the period 1979-1984 as fast as the average rural county
in the region had done in the 1970s.

This report examines signs of hope in rural America and searches for
ways states can contribute to rural economic prosperity. We ask three
questions;

L. Patterns of growth: What kinds of rural communities are growing?
Can one predict which communities will grow? To answer these questions,
we reviewed the literature on rural development and constructed a statis-
tical model to predict patterns of employment change in rural counties in
seven Farm Belt states in 1979-1984. The literature review and the results
of the model are explained in Chapter Two.

we studied sixteen rural counties in the Farm Belt which had experienced
high rates of employment growth in the early 1980s. Our findings are set
forth in Chapter Three.

3. Opportunities for states and communities: What are states doing to
promote economic development in rural America? How can states support
community efforts for economic diversification and growth? Can state

fifty states to gather a list of the most promising initiatives. The results of
our survey are shown in Chapter Four., Chapter Five proposes six prin-
ciples that can guide future state initiatives,

CHAPTER ONE ENDNOTES

L. There are many definitions of **rural.”” In this paper, “‘rural”* includes all areas
that are not parts of metropolitan areas, as defined by the federal government.
This includes 2,441 of the nation’s 3,067 counties, and 27.7 percent of the
nation's population,

2. Kenneth Deavers, U.S, Department of Agriculture, Economic Research Ser-
vice, private communication. The population of rural America was about 62
million in 1950, 66 million in 1960, and 57 million in 1980,

3. U.S. Department of Agriculture, Economic Research Service, Agriculture and
Rural Economy Division, Rural Economic Development in the | 980s: Prepar-
ing for the Future (Washington, D.C., 1987), p. 3-13.

4. Ibid., p. 5-28,
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. Employment data are from Rural Economic Development in the 1980s, p. v.

Unemployment rates are from p. 1-17. Unemployment rates are adjusted to
include discouraged workers and half of the workers employed part-time for
economic reasons. (See also Chapter Two, especially Table 2.)

_ David A. McGranahan, John C. Hession, Fred K. Hines, and Max F. Jordan,

Social and Economic Characteristics of the Population in Metro and Non-
metro Counties, 1970-30 (Washington, D.C.: U.S. Department of Agriculture,
Economic Research Service, 1986), pp. 15-16, 53.

. Rural Economic Development in the 1980s, pp. 7-5t07-7,7-16.
. Ibid., p. 6-17.

Richard L. Florida and Martin Kenney, “Venture Capital, High Technology
and Regional Development.” Revised version of a paper presented at the
annual meeting of the Regional Science Association, Ohio State University,
Columbus, Ohio, November 1986.

Rural Economic Development in the 1980s, pp. 3-4, 3-25. “Top-of-cycle™
industries are those with products in the early developmental stage. They
typically require a labor force with a higher degree of technical skill, such as
more engineers and highly trained technicians.






Predicting Patterns of Growth
In the Rural Farm Belt

Within the broad pattern of rural economic decline, which was discussed
in Chapter One, there are many variations. Even within relatively similar
rural areas, these differences can be significant. Table 2 shows the employ-
ment experiences of rural counties in the seven Farm Belt states during
the period 1979-1984. Although the average rural county in these states
lost 2.1 percent of its wage and salary employment between 1979 and 1984,
200 counties did not lose jobs. Over 100 of these 548 rural counties posted
employment gains of over 5 percent.

Varjations in economic performance are important to state and local
officials. The resources available to state and local governments are lim-
ited, and officials need to know where they can be spent most effectively.
Specifically, they must know what causes jobs, income, and population to
grow in specific locations and not in others.

This chapter presents a brief review of literature on the location of
economic growth in rural areas. A full literature review is presented in
Appendix A.

This chapter also discusses a model that was developed to predict
patterns of economic growth at the county level in the rural Midwest in
1979-1984. The model also was used to prepare & list of rural counties that
experienced higher rates of growth than might be expected on the basis of
the variables in the model.

The literature indicates that it is very difficult to predict changes in the
economic vitality of different rural communities. The authors’ experience
confirms this finding.

The finding suggests three possible conclusions. First, readily available
secondary data cannot be used effectively to target rural development
funds geographically to where growth is most likely to occur. Second,
even if a community appears to face constraints to its development, it may
still be able to achieve significant economic growth. Third, to understand
the factors causing growth in rural communities, one must look deeper
than secondary data.
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Predicting Patterns of Crowth in the Rural Farm Belt 9

PREVIOUS RESEARCH ON PATTERNS
OF RURAL ECONOMIC GROWTH

Some communities lie in the path of economic development. For example,
many rural areas lie on the fringe of growing metro locations. Others are
near government installations such as universities and military bases,
which are relatively immobile. And still others arc fortunate to have out-
standing natural amenities like lakes, streams, or mountains, which attract
recreation industries and retirement-age populations.

In the 1980s, rural counties with a strong employment base in govern-
ment agencies or with recreation/retirement communities have almost kept
pace with metro areas in terms of changes in per capita income. Whereas,
rural counties dependent on manufacturing, farming, mining, or trade have
all fared worse than metro counties (see Table 3).

Despite the fact that most manufacturing- and trade-dependent rural
counties have lost ground, others have kept pace. There has been extensive
research on why some communities grow when others do not, but no well-
developed, comprehensive explanation has emerged. In the words of Mon-
roe Newman:

.. access or infrastructure or enterprise zones or venture capital alone
are not the answer . . . . development is a complex web of the tangible
and intangible . . . the range of events that impact on the fortunes of an
area are so large that we should not be surprised by a statistical or even
conceptual inability to isolate the impact of any set of public actions on

. . income, employment, or population change.'

The more comprehensive literature review presented in Appendix A
suggests a wide range of possible explanations for the location of growth
in rural areas. A 1980 literature review by Clark Edwards grouped the
explanations into five broad categories:’

Increasing Resource Availability refers to providing more resources—
infrastructure, financial capital, or technical assistance—as a key to rural
development. The basic idea is that more—or cheaper—inputs will lead
to more output. Thus, to make a region grow, one should provide it with
more resources or with less expensive resources.

Advancing Technology refers 1o investing in research and development,
developing new and improved products and serv ices, or improving human
resources through job training. Investments in better technology lead to
increases in the productivity of labor and capital. Some investments improve
productivity as well as increase the availability of aresource. For example,
better schools and universities may both raise the general skill level of the
workforce and also make new kinds of skills available.

Expanding Markets focuses on new sources of demand for the products
of a region. The premise is that the economic base of a region depends on
*‘export markets,”” where “exports’’ are those goods and services sold
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outside the boundaries of the region. Sometimes export markets are thought
to be the prime determinant of the economic health of a region. Expanding
markets can be accomplished by specializing and trading with other regions,
increasing the exports from and reducing the imports into a region, or by
stimulating the demand for various local business products and services
from within and without a region. Many regions that are particularly
dependent on natural resource-based industries—agriculture, forestry, or
mining—have tended to rely on this method of achieving growth.

Conquering Geographic Space refers to the role spatial relationships
play in regional growth. Location theory focuses on the role of the location
of resources, markets, and transportation services in determining the loca-
tion of economic activity and on *agglomeration economies,”’ which are
cost savings accrued from locating related businesses and residences close
to one another and to their markets.

Building Institutions (€.8., organizations, markets, and laws) refers to
the need to develop new institutions to encourage and sustain growth.
Institutional building facilitates the other four bases of growth. For exam-
ple, building new financial institutions might be one aspect of making more
financial resources available to businesses located in rural areas. In addi-
tion, more effective local government Or new generic “development’’
institutions, such as planning agencies, community development commit-
tees, or other community institutions, might help spur local growth.

These categories help to illustrate the range of possible rural develop-
ment strategies.’ Most state and local rural development policies address
one or two of the five categories. But the categories are very broad. To
design initiatives or target scarce resources to locations where the impact
will be the greatest, public officials need narrower categories that can be
clearly measured.

Several studies have tried to predict the location of growth on the basis
of measurable indicators. The most successful studies—in terms of fitting
a mathematical model to actual data—are static. That is, they explain the
geographic distribution of economic activity at any given point in time. It
is much more difficult to predict changes in employment. Some studies
have achieved a good fit (i.e., a high R? value, indicating a high percentage
of the variance is explained by the model) at the state level, often by using
a very large number of variables. Only a few studies explain rural economic
changes at the county level. The design and results of these studies are
compared with our findings below.

A MODEL TO EXPLAIN PATTERNS
OF RURAL ECONOMIC CHANGE

The use of the statistical model was relatively simple. The objective was
to use existing data and easily understood concepts to predict the geo-
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graphic distribution of economic growth in rural counties in seven Farm
Belt states from 1979 to 1984. The model was used to test how effective
these data and concepts were in explaining patterns of growth. Once the
model had accounted for as much growth as possible, the model selected
counties that grew faster than predicted. These counties were studied in
more detail to determine other, less easily measured factors that appeared
to be important causes of growth.*

Well known as the best single source of statistical information on rural
America within the federal government, the Agricuiture and Rural Econ-
omy Division in the Economic Research Service of the U.S. Department
of Agriculture (ARED/ERS) helped design the model, obtained the data,
run the model, and interpret the results. Some of the data are directly
available from the census: other data are the results of special analyses by
ARED/ERS.

Design of the Model

The model was designed to explain the geographic distribution of economic
growth. The analysis was confined to a small group of Farm Belt states:
lowa, Kansas, Missouri, Nebraska, North Dakota, Oklahoma, and South
Dakota. These states differ in many ways from the rural South, the Rock-
ies, the Pacific Northwest, and even adjacent states on the high plains or
in the more industrialized Midwest. By focusing on seven comparatively
homogeneous states, the influence of regional differences could be reduced
and the study could identify clearly those factors that are more strongly
associated with employment growth at the sub-state level. The analysis
included all 548 rural counties in the seven states, that is, all counties
outside the metropolitan areas designated by the federal government,

The period 1979 to 1984 was selected because this was a time of eco-
nomic decline for many rural areas. The years after 1984 were not analyzed
because consistent data for these years were not available.’

To measure economic growth, the change in total wage and salary
employment in a county, as determined by place of work rather than
residence of worker, was used. This is a widely used measure, and it is
probably a more direct measure of local economic activity than population
change or income. However, it does not differentiate between high-paying
and low-paying jobs and does not include farmers and other self-employed
persons,

Variables to Predict Employment Growth

Many variables were tested for their ability to predict employment change.
They are listed and defined in Appendix B, which also includes a table of
descriptive statistics and a correlation matrix, The results are summarized
in Table 4.
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TABLE 4. PREDICTING EMPLOYMENT CHANGE!: RESULTS
OF A MODEL*

Measure of Employment Change in wage and salary employment,
Change 1979-1984 =
Areas Studied Non-metropolitan counties in seven Farm

Belt states: Iowa, Kansas, Missouri,
Nebraska, North Dakota, Oklahoma,

South Dakota N -
Statistically Significant State economy: higher job growth
Relationships associated with certain states and with a

measure comparing state and national
employment change

Percentage commuters: higher job growth
associated with higher percentage of
county residents who commute to jobs
outside the county

Dependency ratio: hig_hcr jog growth -
associated with larger portion of county
population outside *‘working age” (ages 18
to 65) —
Past employment growth in the county:
higher growth in 1979-1984 associated
with higher growth in 1970-1980
Statistically Non- Median family income
significant Relationships Total county population
Industrial mix: percentage of county

population in manufacturing, farm-related
industry, or energy and mining

Presence of an interstate highway
Adjacency to a metropolitan area

Federal spending on development
programs

Laocation of a state university in the county

Percentage of adults with some post-
secondary education

*noTE: For explanation of variables and complete statistical results, see Appendix B.

SOURCE: Results of computer runs performed for the National Governors' Association by
the Economic Research Service, U.S. Department of Agriculture, 1987,
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One group of variables consisted of commonly used measures to describe
local economies:

® Median family income

® Total county population

® Industrial mix
—Percent of farm-related employment
—Percent of mining and energy employment
—Percent of manufacturing employment

None of these variables had a statistically significant relationship to
employment change. The model did nor find that the richer counties,
defined in terms of family income, gained more jobs than the poorer
counties in 1979-1984; that economic activity was concentrated in larger
cities and towns within rural areas; or that the industrial mix of the local
economy had a significant impact on the rate of employment change.

These results may appear somewhat surprising. After the Factories is a
widely read study of employment change in rural counties in the South in
1977-1982, by Stuart Rosenfeld, Edward Bergman, and Sarah Rubin. They
found growth in employment was “positively and strongly™ associated
with per capita income and percent of employment in services, and was
negatively associated with percent of employment in manufacturing.® Indeed,
several of the findings from the two studies were different.

The rural economy of the South is, of course, quite different from the
rural economy of the Midwest. As After the Factories notes, the South
has a large rural minority population with a high level of poverty and low
level of educational attainment; southern rural counties with large minority
populations were falling behind in 1977-1982.” The differences between
the rural Farm Belt and the South demonstrate the diversity of rural
America,

Another possible surprise is the lack of a significant relationship between
the total population of the county and the rate of employment growth.
Several observers have advocated targeting resources in regional growth
centers or have commented on the trend toward consolidation of whole-
sale, retail, and professional services in larger **market towns" in the
Farm Belt.* A trend toward regional consolidation did not appear in our
research.

One reason may have been the choice of variables; data on the popu-
lation of the largest town in each county were not available, so total county
population, including all towns as well as other areas, was used. In many
rural counties, however, there is only one town of any size, so the total
population should be a good proxy for the size of the largest town. Perhaps
the best interpretation is that the trend toward consolidation in ‘*market
towns™ is a long-term trend that should not be expected to show up in a
study covering only five years.
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A second group of variables measured the accessibility of rural counties.
Several studies, including After the Factories, found that a location on an
interstate highway or adjacent to a metro center often is associated with
more rapid employment growth, but that remete counties sometimes do
well by attracting recreation and retirement growth.” Variables included:

@ Presence of an interstate highway
e Adjacency to a metropolitan area
® Pcrcentage of workers commuting to another county

1t was found that neither location by an interstate nor adjacency was
significantly related to employment growth. The percentage of workers
commuting to other counties, however, was positively related to growth.
Apparently, commuters returning home from metro arcas spending some
of their earnings were generating a significant increase in employment in
their rural home counties. Perhaps adjacency by itself is less important
than whether commuters from rural areas can reach employment centers
within the metro area in a reasonable period of time. The significance of
commuting patterns in explaining employment growth is consistent with
the findings of other researchers (e.g., Mitchelson and Fisher)."

A third group of variables described the resources available to rural
economies. The list is not comprehensive, but did include variables that
have been widely discussed:

@ Federal spending on development programs

@ Human skills
— Location of a state university within the county
—Percentage of adults with some post-secondary education
—Dependency ratio

A great deal has been written about whether state and federal develop-
ment spending affects the location of economic growth. For example,
Martin and Graham found that Economic Development Administration
(EDA) funds to counties led to significant improvements in personal income
growth rates during the period of aid receipt.”’ Barrows and Bromley found
EDA public works projects had greater job creation impacts in less pop-
ulated areas than in urbanized areas.!? On the other hand, Stutzer found
that state-issued revenue bonds have had little or no impact on statewide
employment; he suggested such funds might be better targeted to specific
program areas like worker training."

No significant relationship was found between federal spending on
development programs and employment change. There are many possible
explanations. The variable we selected did not differentiate between types
of federal aid. It included both grants and loans in a variety of programs,
including business assistance, infrastructure, housing, economic and com-
munity development, and general revenue sharing. Some programs may
be better managed than others or some may address problems that are
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more important impediments to growth, Or, effectiveness may depend on
whether spending is targeted more tightly to communities that can use
federal resources more effectively. In the field research, the impact of
federal and state development programs was investigated in greater detail.,

The dependency ratio (which measured the relative size of the popula-
tion outside the prime working years) did have a significant relationship
to employment change, and the direction of that relationship was perhaps
surprising. It showed that the smaller the number of county residents of
“working age’’ (ages eighteen to sixty-five), the faster the rate of employ-
ment growth. It is likely that this result reflects the more rapid growth of
counties with large populations of retired people, who were included with
youth and children as ‘‘dependent.’’

From the perspective of a rural community, not all retired people are
“dependent.”” For example, when a retired person moves to the country-
side to retire, he or she brings personal savings, Social Security benefits,
and probably a pension. Attracting retired people creates an inflow of
wealth into a rural community as does exporting more farm or manufac-
turing products. In retrospect, it would have been better to use a different
definition of *‘dependency’” in the model, perhaps counting only children,
youth, and residents between the ages of eighteen and sixty-five who were
not wage earners or self-employed,

Neither of the education variables was significantly related to employ-
ment change. This differs from the finding of After the Factories, which
found that counties with fewer college graduates gained fewer jobs. It also
differs from recent thinking about economic development, which holds
that the skills of the workforce are of fundamental importance in main-
taining competitiveness, and stresses the role of universities as develop-
ment partners. For example, David Osborne’s analysis of new state eco-
nomic development initiatives notes that *‘good roads and airports are still
important, but intellectual infrastructure is the key,””"

There are several possible interpretations of this result. The difference
between findings in this study and those in After the Factories may largely
reflect regional differences. In the rural Midwest, the educational level of
the population, as measured by years of school completed or spending on
elementary and secondary education, is higher than in the rural South,
especially in counties with persistent poverty.

Another possible interpretation is that although states and the natjon
will benefit from a better educated workforce and high-quality universities,
individual rural counties may find it hard to attract these individuals. Rural
counties with the most highly educated workers and strongest universitics
may simply lose the best workers and graduates if appropriate jobs are
not available locally.

The shortcomings of the “‘human skills’” variables used in the model are
probably an even more important cause of the low correlation with employ-
ment change. These variables may not have measured the correct factors.
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They did not measure the educational level of the typical worker who does
not have post-secondary training; and, even more important, it did not
measure the practical skills of such workers. Perhaps a better variable
would have been scores on a standardized test of educational skills, but
these data do not exist. With respect to universities, there is a similar
problem. The variable measured presence of a state university rather than
linkages between the university and the local business community.

The final set of variables in our model described the economic context
facing rural counties:

@ Past employment growth in each county, 1970-1980
@ The state economy

Significant relationships were found here. Previous research has shown
that there is a substantial ‘‘inertia” to economic growth in rural areas.
Some studies suggest there is a threshold of development which, once
passed, can spur further growth.

The impact of the state economy on individual counties was also exam-
ined. The variable was employment change at the state level divided by
employment change at the national level. States that grew more slowly
than the nation had low values on this variable. The relationship between
this variable and employment change at the county level was significant
and positive. That is, in faster growing states, rural counties also tended
to grow faster. Other researchers (e.g., Martin and Graham) have had
similar findings.'®

The Predictive Power of the Model

As noted earlier, it is harder to predict change in employment than to
predict total employment at any given point in time. Several different
model specifications were tried and attained R? values ranging from .17 to
42. That is. the models predicted between 17 percent and 42 percent of
the variance in the change in employment.

The greatest explanatory power (i.e., an R? value of .42) was achieved
by a model that included all of the variables discussed above plus the net
migration to or from each county in 1980-1985. This specification was not
used for selecting high-growth counties because the logic appears to be
circular—one would expect migration to areas where employment is rising
and away from areas where it is dropping.

For a model specification that included an *‘inertia’’ variable, change in
total employment from 1970 to 1980, and dummy variables to represent
the states, the adjusted R? value was 24 percent. Without the dummy
variables for states, the R® value fell to 22 percent. Removing the “‘inertia’’
variable caused the R? value to fall to 17 percent.

Although researchers always hope for as good a fit as possible, these
results are similar to those of other research studies. The findings of this
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study confirm the views of Newman and many others about the complexity
of the development process and the difficulty of predicting change.

CLASSIFYING THE HIGH-GROWTH COUNTIES

From the viewpoint of state and local leaders, the low R? value is encour-
aging. It suggests that a community can still hope to grow economically
even if it is not adjacent to a metro area, lacks access to an interstate
highway, has no local state university, and has only average levels of
family income, college-educated workers, and federal development fund-
ing.

But how can growth be achieved? To answer this question, attention
was focused on forty ‘“‘high-growth” counties. The counties were not
selected on the basis of raw data, but rather on the basis of their doing
better than the model predicted. The counties are shown in Figure 1. Table
5 shows the actual and predicted levels of employment gain in each county,

The forty counties averaged about 20 percent more jobs in 1979-1984.
This compares very favorably with the average rural growth rate in the
Farm Belt in the more prosperous 1970s, which equaled 25 percent over
ten years.

The forty counties were selected using the model specification that
included all of the variables listed above except the migration rate and the
“inertia’’ variable. The R? value for this specification was .17. The inertia
variable was excluded in order to explore how counties maintain a record
of growth.

The forty counties fell into four groups.'” Sixteen were ‘‘boom-bust”’
counties, where employment grew rapidly in 1979-1984 as a result of local
construction projects or growth in oil, gas, and mining. In five counties,
growth clearly was caused by overspill from adjacent metro areas. Eight
were recreational centers, mostly in the southern Missouri Ozarks.

Only eight experienced sustained economic growth, not due to metro
overspill or recreational development. If there are secrets of success in
rural development, it is likely that they are held by communities that have
experienced the kind of growth that occurred in these eight counties.
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TABLE 5. CONTINUED EMPLOYMENT GAINS 1IN HicH-
GROWTH COUNTIES, 1979-1984

County/State Actual Gain  Predicted Gain Difference
Diversified Growth
Winnebago, lowa 3.96 ~-8.4722 12.4283
Bourbon, Kansas 11.52 —1.6978 13.2183
Finney, Kansas 39.20 1.6348 37.5629
Ford, Kansas 18.64 1.8592 16.7855
Ottawa, Kansas 13.59 —1.2972 14,8836
Barry, Missouri 16.43 —1.389]1 17.8211
Laclede, Missouri 20.06 —1.3574 21.4147
Nemaha, Nebraska 14.74 —1.7860 16.5309
“Boom-Bust’”’ Counties
(Oil and Gas)
Barber, Kansas 16.48 —.0121 16.4938
Comanche, Kansas 9.58 —3.0144 12.5901
Ness, Kansas 18.41 —1.6565 20.0622
McKenzie, North 29.10 1.9462 27.1492
Dakota
Mercer, North Dakota 63.53 2.8106 60.7207
Stark, North Dakota 11.82 ~.3264 12.1434
Williams, North Dakota 27.57 3.0326 24,5342
Dewey, Oklahoma 18.63 2.5462 16.0855
Ellis, Oklahoma 41.16 4.1171 37.0431
Murray, Oklahoma 19.52 3.2739 16.2480
(Large-scale Construction)
Coffey, Kansas 30.36 —3.8615 34.2168
Garden, Nebraska 26.35 - 2.0031 28.3484
Garfield, Nebraska 5.70 —7.5783 13,2826
Perkins, Nebraska 10,32 —2.7392 13.0618
Valley, Nebraska 13.93 —4.6585 18.5883
Atoka, Oklahoma 22.32 8.1411 14,1818
Metro Overspill
Hickory, Missouri 16.55 —.9368 17.4866
Moniteau, Missouri 17.68 1.2420 16.4347
Osage, Missouri 13.65 4607 13.1930
Warren, Missouri 27.15 1.7260 25.4211
Webster, Missouri 18.00 —.2007 18.2046
Recreation/Retirement
Camden, Missouri 40.40 2.9773 37.4213
Carter, Missouri 10.92 —.5703 11.4947
Gasconade, Missouri 16.47 2811 16.1846
Morgan, Missouri 14,71 -.3514 15.0616
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TABLE 5. CONTINUED

Ozark, Missouri 12.90 6156 12.2822

Stone, Missouri 21.73 4352 21.2987

Taney, Missouri 36.60 —.4096 37.0102

Morris, Kansas 11.31 —2.4096 13.7191
Change in Reporting

Fremont, Iowa 18.00 —8.7499 26.7520
Extremely Small Population

Hayes, Nebraska 23.53 3.4647 20.0647

Hooker, Nebraska 17.44 - 1.7767 19.2144

Average 21.3069 —.1493 20.6834

souURCE: Results of computer runs performed for the National Governors' Association by
the Economic Research Service, U.8. Department of Agriculture, 1987,
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We also used dummy variables for each of the individual states in a separate
specification of the model; several of these also were statistically significant.
These results are more difficult to interpret. Counties might do better because
the statewide economy was healthier or because state economic policies were
more effective. Our field research was more effective than the model in probing
the ways state policies affect economic growth at the county level.

These four groups account for all but three counties. In one of the three, the
data was misleading. In two other counties in western Nebraska, the employ-
ment base was very small and we could not determine the reasons for the
increase in 1979-1984.






Successful Strategies for
Rural Economic Growth

SELECTING HIGH-GROWTH COMMUNITIES

Since economic trends in today’s global economy seem to leave many
rural areas at a disadvantage, it may be useful to look at communities that
are experiencing unexpected economic growth. Why are they growing? Is
it luck? Canny recruiting? The success of local entrepreneurs?

The second part of the research involved an intensive examination of
high-growth rural counties in the Farm Belt. Eight counties were examined
that were identified by the model as having been most successful in building
a strong Jocal economy in 1979-1984 “against the tide™ (i.e., not because
of an energy or construction boom, metro overspill, recreational/retire-
ment features, or other advantages predicted by the model). In states
where none of the forty high-growth counties identified by the model
seemed promising for field research, another eight counties were added
that had experienced strong employment growth in 1984-1986. State devel-
opment officials helped identify these counties, and researchers verified
that their rate of employment growth had been significantly above average.
Investigators were not able to find “*high-growth™ counties in all states.
For example, three counties were suggested by state officials, but it was
determined that they did not have above-average employment gains. They
are not included in the analysis.

Thus, sixteen counties qualified for intensive investigation. The counties
are listed in Table 6 and shown in Figure 2.

Information about these counties was gathered through over 200 inter-
views with state economic development officials, university extension
specialists, city and county elected officials, local economic development
professionals, businesspeople and others in the community who had been
active in local development efforts, and the owners or managers of the
companies that had grown in these counties. Extensive telephone inter-
views were conducted in all sixteen counties. Personal interviews were
conducted in twelve, including the eight that were identified by the statis-
tical analysis. Each of the seven state capitols also was visited. The method
for selecting the counties and conducting the field research are explained
in detail in Appendix C.

25
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TABLE 6. SIXTEEN HIGH-GROWTH COUNTIES INCLUDED IN
FIELD RESEARCH

State County Major Towns

Counties identified by statistical analysis

Iowa Winnebago Forest City, Lake
Mills
Kansas Bourbon Fort Scott
Finney Garden City
Ford Dodge City
Ottawa Minneapolis
Missouri Barry Monett, Cassville
Laclede Lebanon
Nebraska Nemaha Peru, Auburn

Counties suggested by state departments of
economic development

lIowa Clarke Osceola
Missouri Audrain Mezxico
Crawford Cuba
Macon Macon
Perry Perryville
North Dakota Barnes Valley City
Richland Wahpeton
Rolette Rolla, Belcourt

The field research focused on two issues:

The Nature of Employment Growth: What kinds of firms are responsible
for increases in the number of jobs in these counties? Are they large or
small? Recruited or homegrown? Start-ups or expansions? In which indus-
tries?

The Role of Government: What contribution, if any, did federal, state, or
local government make to the growth of these firms? What kind of assis-
tance was provided to growing firms? What role does local leadership
play? Does community leadership come from the private sector, govern-
ment, or both?

FINDINGS

The findings from the field research are detailed below as eight “‘keys to
success.” The first three keys describe the size, ownership, industrial mix,
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FIGURE 2. SIXTEEN HIGH-GROWTH COUNTIES INCLUDED IN
FieLD RESEARCH
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and flavor of the companies that appear to be powering economic growth
in the sixteen communities. The other five describe how public officials
and other leaders have contributed to the process of growth,

Together, these eight keys paint a picture that is much richer than most
of the rhetoric about rural economic development. In addition to the
branch plants, which have been the stock-in-trade of traditional rural
development and the entrepreneurial new businesses currently in fashion,
the research uncovered a blend of the two types. Also, although nationally
the service sector continued to produce many more new jobs than manu-
facturing in 1979-1986, the sixteen communities did gain employment in
traditional manufacturing industries, such as automotive products.

In most of the sixteen counties, businesses received a great deal of help
as a result of sustained local economic development efforts. Typically led
by businesspeople, such efforts had the support of local elected officials
and frequently used resources provided by the state or federal government.
When looked at with other findings that indicate the difficulty in predicting
where growth will occur, one might conclude that many rural communities
could grow economically if they would organize properly and devote
enough energy to the process. Public-private partnerships and new alli-
ances between different levels of government appear to be a necessary
ingredient for economic growth to occur in rural areas. However, one
must be careful about generalizing too much on the evidence from sixteen
counties, even if these are ‘‘successful’’ counties. Other rural areas might
use the same approach without as much success,

KEY #1: Recruitment and Entrepreneurship

Industrial recruitment and promoting entrepreneurship often are thought
of as rival strategies for economic development. However, the high-growth
communities have tried and are successfully using both strategies. Indeed,
when one examines the record of these communities, the distinction between
recruitment and entrepreneurship begins to blur.!

To explore the importance of recruitment and entrepreneurship,
researchers identified 102 firms in the sixteen counties that have been
experiencing significant growth since 1979, In addition, these companies
were engaged in an activity that contributed to the economic base of the
area (i.e., they produced a good or service that is sold to non-residents of
the county). Ten of these firms are the classic target of industrial recruit-
ment—branch plants of over 100 employees. (Two branch plants had over
1,000 employees; the others averaged 333 employees.) Only two firms
were classified as rapidly growing new firms established by local entrepre-
neurs (see Table 7).

Why are there so few branch plant recruits? It is not that the high-growth
counties are not recruiting. Most of the sixteen counties are experienced
in industrial recruitment and have a track record of success. Of the 102
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TABLE 7. SOURCES OF EMPLOYMENT GROWTH BY TYPE OF
FirM, 1979 TO 1986
(Estimated number of firms showing employment gains)

Homegrown firms Recruited firms
Start-up Start-up Recruited Recruited
before since before since
1979 1979 1979 1979

Small* Large Small Large Small Large Small Large

Original

Eight 20 3 1 0 18 3 5 8
Counties

Additional

Eight 15 1 1 0 7 2 16 2
Counties
Total Number
of Firms
Grand Total 41 61

*NOTE: Small is defined as fewer than 100 employees, large as 100 or more employees.

35 4 2 0 25 5 21 10

source: Field interviews in high-growih communities, 1987.

companies that grew rapidly in the early 1980s, thirty were recruits from
the 1970s or earlier.

But the focus of economic development efforts in these communities is
shifting. The counties continue to recruit aggressively, but most commu-
nity leaders recognize the dangers of relying on large firms. Most would
agree with the observation of a retired businessman in Lebanon, Missouri,
who said ‘I would rather have a hundred small businesses employing ten
people each in this town than have just a couple of big industries providing
all the jobs. It’s just like the saying about not putting all your eggs in one
basket.”

However, entrepreneurship, in the narrow sense of new start-ups by
local residents, has not been a significant contributor to employment growth
in the sixteen counties. Interviewers identified only two firms in the sixteen
counties that are recent start-ups (since 1979) by local residents. Both
were specialty sewing operations run by women.”

Two other kinds of firms are more numerous than either new start-ups
by local residents or large branch plants. One is the existing business,
long-established in the area, which has expanded significantly during the
years of this study. Of the 102 growing firms in the sixteen counties, thirty-
nine were existing, homegrown businesses that started before 1979. Most
of these firms employ less than 100 people, but four have grown larger.
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For example:

® Iebanon, Missouri traces the origins of its economic growth to the
Detroit Tool and Die Company, a firm that was started by a local
entreprencur in the 1940s. Still locally owned and operated, the com-
pany now provides over 400 jobs.

® Midwestern Distribution in Fort Scott, Kansas began as a **mom and
pop’’ operation in the 1960s. Over the years, this local trucking com-
pany has grown to over 300 empioyees.

Most business leaders in the high-growth towns recognize the impor-
tance of existing businesses. As one local leader put it, **the return from
branch plant recrurting just isn’t as good as it used to be. But existing
businesses are a bird in the hand.”’

The second category of firm is a mixed group that blends elements of
recruitment and entrepreneurship. One blend is referred to as the “recruited
entrepreneur.” In sixteen counties, researchers found tweniy-one small
firms that had been recruited since 1979. Fifteen were very small when
recruited; the other six were small branch plants (see Table 8). Some of
these firms were new but more often they were headed by an entrepreneur
who was looking to relocate his fledgling operation,

Two other types of blends include the local entrepreneur who takes
over a branch plant and builds it into a much larger operation and the small
branch plant, which grows as its parent expands. In fact, the sixteen
counties included twenty-five small firms and five large firms that had been
recruited earlier and had grown in the 1979-1984 or 1979-1986 period.

The following illustrate these biends of entrepreneurship and recruit-
ment:

® Monett, Missouri recruited a two-man, window-making operation
from St. Louis in the late 1950s. Monett is still the home of Efco
Corporation, now a major manufacturer of aluminum windows that
employs nearly 500,

TABLE 8. TYPES OF RECRUITED FirMs, 19791986

Small Firms® Large Firms
Independent 15* 2
Establishments
Branch Plants 6 8
TOTAL 21 10

NOTES: *S8mall is defined as fewer than 100 employees, large as 100 or more employees.
*This category could be called “recruited entrepreneurs.”
SOURCE: Field interviews in high-growth counties, 1987,
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e Valley City, North Dakota also recruited an entreprencur who had
experience in starting up firms in the computer industry. The entre-
preneur had some financial backing, a technology, and orders for his
product. The town helped with additional financing, a plant site, and
training for his workers.

@ Forest City, Towa and Minneapolis, Kansas attracted small branch
plants of motor home manufacturers in the early 1960s. These plants
were later purchased by local entrepreneurs who transformed them
into prosperous, growing enterprises, providing several hundred to
several thousand jobs.

In short, rather than focus simply on new firms or branch plants, the
high-growth communities have encouraged—and have benefited from—
the growth of businesses that were in many different stages of growth.

KEY #2: Manufacturing and Services

There is an ongoing debate about which industries offer the best prospects
for increased employment in rural areas. The evidence from the high-
growth counties suggests that traditional manufacturing may continue to
be very important for some rural areas.

In rural areas, there is great interest in industries that are compatible
with rural conditions, such as industries that rely on telecommunications
and can locate wherever such facilities are available, food processing and
other value-added industries, import replacement, home-based manufac-
turing, alternative crops such as vegetables and flowers, or low-pesticide
crops.

Table 9 lists the industries that accounted for job growth in the high-
growth counties in 1979-1986. The most striking thing about this list is how
traditional it is. It demonstrates that during this period all sixteen counties
relied heavily on **plain-vanilla’ manufacturing (¢.g., bending metal, mak-
ing consumer products, or contributing to the ubiquitous motor vehicle
industry). Food processing plants were found in seven counties. Of the
high-tech companies, two were mainly precision machining (i.e., the pro-
duction of telecommunications equipment and computer hard disks) and
one was a small computer software company.

As for the service sector, export-oriented service industries, specifically
insurance claims processing, trucking, telemarketing, and thoroughbred
training, accounted for new jobs in only three counties. Although it was
an important employer in several other counties, the service sector is
dependent on the economic base established by manufacturers or the
agriculture-related industry. Examples include health care, printing and
publishing, construction, and warehousing.

No cases of home-based manufacturing or local import substitution were
identified. Although it was found that most firms in the high-growth coun-



32 A BRIGHTER FUTURE FOR RURAL AMERICA?

Juawdmbe

uopledume|
Justudinba
punoidiefJ
SHOISNI)XS
s1onpoad Aneq wnupmnyy LINOSSI
eIy Swissadord ANmod  smopuim wWNUunry ALreqg
SIp pue [00],
mewdmbs eomssrg
aInnung
JUSWAINIY Buryion LIROSSTIN
WSIHNoY, SJ20Q WNUIWNTY apape]
Burmas Aymedadg
spood Sunpodg
Juswdinbs [eamoayy
saouerdde omny BmO0][
wissasoud yiog Sassaurey Fullay afIerD
SI9)f) [an]
dnos jounmon SI0Op WNUIUNy 2MOT
Surssaooid jespy SSWwoy I0jo  ofeqauursp
YOIL-YSIEr saoiasag dapsnpuy Supmovfnuppy sanuno)
jpanynoLisy 4310}

pappo-anipA

SONIdNOALY ALISNAN] AH HLMOUS INHWAOTIWY 40 SEOUNOS 6 HIAV,



Successful Strategies for Rural Growth 33

Sumurel)
paquinoioy L

sawoy
guismy

Suryoed 123
guissaooxd Annod

sowoy JI010T

sasng PNy
Suifeyoed

aua1£)8AT0d

21p pUE [00],
SIUTEIUOD

poo3 duseid

s1sureuod fuiddms

a1m j2uSew 1addo)

§20Ug
AINIUINg
oy SuisInN
SIMILING UOSLLY
S[00} 910]§ dTempIeH
uneidonsd[q
s201]s ayRIg
Suipjow 100p 18D
a1p pue [O0L
saouendde
211039 [[eWS
$30YS
s1010W
1amodasioy
[euonoRIy

sesuey|
eMEI0
LINOSSTIA
Azg

LIMOSSI
ureIpny

LINOSSTIA
pI0yMel])

LINOSSTIA
LOSE]

(P Ju05) SONIINOULD) AALSNAN] A€ HLMORD INTWAOTIWY 4O SEONNOS "6 AIAV],



34 A BRIGHTER FUTURE FOR RURAL AMERICAL

«.$9X0q Hjoerq,,
$a[330q Snse|q

1surdmba
sysip S[RIIW) Aderoy [eoisAyg BIOYE(] "N
prey monduwoyy [eInynougy WLy sawrey
Suimas A}enadg
sduueaq ozuoig
SJ2UIqRD UIYOIIY
Juawdimba
Sunyonag, SoUUI U BYSBRIQIN
suneyrewayay, Spunoir) BYRWAN
Sursnoyarep SUOTSSIMISURI) 19MO]
surysyqng $97e3 pue sjo[eg
aIea yiesy 19ZINId) pue pas,  ruawdmbo yo01s3A1T sesuey
WSLInoy, Suryoed Jaog Juamdinbs urre,y plog
SIB[IEA} 3D0)SIAI]
IR YIBIY A9ZI[IIS] PUR PR3] SIDUIBIUOD Surddnyg sesuey
TONONISUO.) sunyoed Joog sque) sse[draqly Asuurg
WSLInaoy, s1onpoid suorg
sunuLg $AYI0PD J10M
unyoniy, S)[3q SUNOER sesugy|
Aremyos Jndwo,) ouBINSUJ s1onposd wnurwnpy uoqumog
YoAr-y3Ey $301443¢ &ysnpuy unmovfnuv saNUNo")

pARIRNIEY
pappu-anjop

Y10

(PJU02) SONIINOYD XALSNAN] Ag HIMO0AE) INFWAOTIWH A0 SHOANOS “6 ATAV]



successful Strategies for Rural Growth 35

1261 ‘sanunod 1j144015-yS1Y UY SMITAIND P31 N0

gIA[IRR AWITY
Alquuasse
$21U0X103[H
(sayorem zofed ‘N
107) s8ulieaq [Pmaf 9119109
Gunesugej
[=19ul pug 3UTUTYOBA
J1p pue [00L
$3ssR[OW pUR 1830g SI9]SaATBY
Furssasoad 193q IB3Nng
juawdmba Aajreq ey juowdmbe wie  €10¥EJ ‘N
SUOTIEIMNUIIOOI[AL, $p2aas Iamogung SBAUERD [RLI)STIPU] pueonyy

(P JU02) SONIINOUL) XYISNAN] A9 HLIAOAD LNAWAOTAWH J0 SFOYNO0S "6 H1dV],



36 A BRIGHTER FUTURE FOR RURAL AMERICAT

ties produce for a regional or national market, very few export to overseas
markets. Those that do are almost exclusively in the value-added agricul-
tural industry, particularly meat processing and packaging,

Although the high-growth counties did prosper by adding jobs in tradi-
tional manufacturing, it does not necessarily follow that this could happen
in all rural counties. In the immediate future, the weak dollar may lead to
aboom in traditional manufacturing, including bottom-of-cycle and natural
resource-based industries located in rural areas.

But over the long run, most economists predict no growth in total
national manufacturing employment. Nationally, virtually all of the
employment growth in the last two decades was in the service sector or,
until the 1980s, in government. Employment in the manufacturing sector
has been stagnant, rising and falling with the business cycle but staying
close to $20 million nationwide.

From a national perspective, the service sector and high-tech industries
are growing rapidly and appear to be good prospects for rural areas. In
the 1980s, however, rural areas lagged behind metro centers in the creation
of new service sector jobs.> And high-tech firms seem to cluster in metro
centers.*

Rural areas that can become recreation and retirement centers may be
able to gain jobs in the growing service sector. However, the sixteen high-
growth counties included only a few examples of growth driven by expan-
sion in the service sector.

This analysis suggests that from a national perspective, neither services
nor manufacturing is a particularly good long-term prospect for widespread
employment growth in rural areas, except for recreation/retirement com-
munities. However, from the viewpoint of an individual community, it
would be unwise to rule out traditional manufacturing industries in favor
of options like value-added manufacturing, back-office data processing,
telemarketing, or other promising new industries.

KEY #3: Progressive Firms

Although only a handful of companies make high-tech products in the
high-growth counties, this does not mean that high-tech or state-of-the-art
techniques are alien to firms in these counties. On the contrary, the firms
contributing to growth in these counties generally are very progressive
about implementing new production techniques, developing new products,
and pursuing new markets. Most owners or managers of these companies
demonstrated flexibility, imagination, and drive. For example:

® In Minneapolis, Kansas, a motor home manufacturer survived the
industry washout of the late 1970s by converting to the production of
shuttle buses, tapping into a variety of markets including airports,
retirement communities, college campuses, and ski resorts.
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e The Wahpeton Canvas Company in North Dakota began as a shoe
repair service in the 1950s. Since then, the firm has grown into a
manufacturer of industrial canvas, employing more than 200.

e Auburn Consolidated Industries in Auburn, Nebraska began to diver-
sify its product line out of agricultural machinery in 1979. Today it is
prospering with a line of grounds maintenance equipment.

KEY #4: Sustained Local Economic Development Activities

When one examines the factors that contributed to the growth of successful
companies in these areas, the evidence is striking. In twelve of the sixteen
counties, sustained efforts by local business and political leaders provided
concrete assistance to many of the growing firms.

Economic development is a faddish field. Each state and locality scurries
to come up with new ideas to set itself apart from its competitors; most
are quick to copy other communities lest they fall behind. The competition
sometimes breeds a cynicism that all the activity has only a marginal
impact. Perhaps the individual efforts of local entrepreneurs are enough
to create islands of growth in rural areas. Or maybe a low tax rate is all
that is required.

However, research findings indicate that in twelve of the sixteen coun-
ties studied, there were organized efforts overa long period of time to help
local businesses grow and to recruit new employers. In two additional
counties, past efforts had brought firms to town, and recent employment
gains came from the growth of these firms.*

Of the eight counties that experienced growth during the period between
1979 and 1984, all had been working at economic development for at least
twenty years, and some for as long as forty years.

The eight growth counties identified by the states showed employment
gains only since 1984. Even so, five of the new counties have been working
at economic development since the late 1960s and early 1970s. Only three
experienced large employment gains within a year or two after beginning
serious development efforts; all were due to recruitment. Whether these
counties will continue to grow over a longer period of time remains to be
seen.

What are these communities doing? What are their economic develop-
ment activities and who in these communities is involved? The rest of this
chapter will answer these questions in detail.

KEY #5: A Pro-Growth Attitude

It is commonly said that communities must have a pro-growth attitude to
succeed in development. In practical terms, this means that key people in
the community must be willing and able to commit the time, effort, and
resources and to take the risks necessary to help firms with their problems.
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These characteristics—willingness to invest energy and take risks in order
to create wealth—comprise the definition of entrepreneurship. So, high-
growth communities also can be considered entrepreneurial communities.

In the high-growth communities studied, industrial recruitment was an
important part of creating an entrepreneurial or pro-growth climate. Sey-
eral of the high-growth communities were capable of mounting aggressive
recruiting campaigns. In addition, these communities did not rely on any
single source of information for leads. They tapped everyone from their
local business and industry people or old college friends to the state
department of economic development. Then, when a prospect is identified
by these communities, they can mobilize a wide array of expertise,

® The business and political leaders of Wahpeton, North Dakota, for
example, can assemble a group that includes the mayor, the com-
munity development director, a bank executive, a utility company
executive, and 3M plant managers with an ease that makes it evident
that these people have worked together many times before. The group
is well-versed and enthusiastic and presents a unified force. Members
can answer questions on virtually any topic, including industrial sites,
buildings, utilities, taxes, the workforce, the school system, or finan-
cial incentives. Not only does the group have the blessing of local
government, but a representative of the local government is always
is part of the group. The town has a videotape to show its resources
and attractions. Local businessmen can cite specific examples of
cooperation among local banks and the power company in making
loans, and of success in winning community development block grants
(CDBGs) for local businesses.

® Barry County, Missouri can attribute several firms to scouting by a
local, for-profit industrial development corporation, to a local, quasi-
governmental commission, a few more to leads from the state, and at
least one firm to an old college friendship between two businessmen.

Other high-growth communities are not particularly sophisticated about
marketing, but they have at least one local person who can speak knowl-
edgeably about the town’s resources and sometimes about financial incen-
tives and arrangements. Typically, this person is a businessman who
represents the chamber of commerce or is a professional employed by an
economic development commission. He almost always operates with the
blessing of city and/or county government.

® Valley City, North Dakota was put to the test one Saturday morning
when a prospect literally fell out of the sky. A businessman had hired
a private plane to fly down the interstate highway, looking for a
possible industrial site. When he saw a large, apparently vacant build-
ing, he landed the plane at the small airfield and walked to a house
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nearby. Its occupant called around and found the town's leading
businesspeople were all gone for the weekend—all but one banker.
The banker quickly arranged to visit the site. When it was not thought
suitable, another location was found. The banker persuaded the pros-
pect that the town would help bringa rail spur and other improvements
to the site.

If local leaders are willing to extend themselves only for branch plants,
this could easily discourage local residents who are trying to start, main-
tain, or expand business enterprises. But in the high-growth communities,
findings indicated that local leadership also emphasized troubleshooting
for local businesses. As one economic development professional put it,
“‘we give the same attention and just as much help to our current businesses
as to possible recruits.” Indeed, recruitment is a part of creating a positive
climate for economic activities of all kinds. The process of identifying the
assets of a community and telling outsiders about them helps enlarge the
definition of what is possible for members of the community.

Troubleshooting involves keeping abreast of the problems facing exist-
ing businesses and identifying ways the community can help (e.g., infra-
structure improvements and additions, specialized training for the work-
force, or financial assistance). In Iebanon, Missouri, a retired business-
man keeps in touch with the community’s businesses and industries, always
asking about any problems or needs. He then communicates this infor-
mation to the appropriate person—a local banker, a university extension
specialist, a local elected official.

Staying informed about the needs of local businesses can pay off in a
crisis situation, for example, when there is a threat a firm will close or
move out.

® Last year in Fort Scott, Kansas, a flood destroyed the facilities of 2
homegrown trucking operation that employed nearly 300. The city
rapidly moved to obtain a $400,000 CDBG to help the company rebuild.
What could have been a great loss—the company had considered
making a fresh start in a new location—turned out to be a significant
gain for Fort Scott.

e Dodge City, Kansas, worked quickly to retain Chaffins, Inc., the
central warehousing operation for Gibson Discount Stores. In the
mid-1980s, Chaffins found itself needing a new facility, but the only
suitable sites in the Dodge City area did not have roads, water, or
services of any kind. Chaffins began to search elsewhere. Faced with
the potential loss of 100 jobs, the local development corporation
worked with the city to secure two CDBGs—one to provide water
and sewerage to Chaffins’ new site and one to build roads. Thus,
Chaffins was persuaded to stay in Dodge City, construct anew facility,
retain 100 existing jobs and add 30 more.
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KEY #6: Finance, Sites and Buildings, and Infrastructure

In the high-growth counties, the research found that many kinds of assis-
tance were made available to businesses. No type of assistance surfaced
as singularly effective. Communities employed a full range of familiar
tools, including financial assistance, help with sites and buildings, and
infrastructure development.

FINANCE

As the quest for economic development has grown more competitive, a
number of financial tools have increased in use. They include industrial
revenue bonds, local bank use of various loan programs, local government
use of various state and federal grants, and tax incentives. Most business
and political leaders in the high-growth counties reported that financing
was the most important element in their economic development efforts,

Industrial revenue bonds. In virtually all the eight counties that expe-
rienced rapid growth in 1979-1984, towns had industrial development
authorities that issued tax-exempt industrial revenue bonds (IRBs). Find-
ings demonstrated that in many of these towns (including Lebanon, Cass-
ville, and Monett in Missouri; Auburn in Nebraska; and Fort Scott in
Kansas), industrial revenue bonds were widely used and very popular for
financing start-ups and expansions of both local and recruited firms.

Local banks. Interviews unanimously confirmed the common complaint
that it is difficult to obtain financing for new or growing manufacturing
enterprises from most rural banks. However, in about half the high-growth
counties, local banks were praised by business leaders for their willingness
to finance the expansion of existing business and industry and their par-
ticipation in the recruiting process. Some local banks (e.g., Norwest in
Wahpeton, North Dakota) were praised for their expertise in making
commercial and industrial loans. Others (e.g., First National in Dodge
City, Kansas and Boatman’s National in Cassville. Missouri) were com-
mended for their willingness to participate in Small Business Administra-
tion (SBA) and Farmers Home Administration (FmHA) loans in order to
provide financing for small business start-ups and expansions. These same
banks also have been active participants in local recruiting efforts, dis-
cussing financing possibilities in detail with potential recruits. Several
banks also are credited with purchasing industrial revenue bonds when
there were no other buyers. In these high-growth counties, rural banks
often are a key player in economic development.

Grants. In the 1970s, a number of grant programs for economic devel-
opment were developed and implemented by both the federal government
and state governments, providing another financial resource for rural areas.
In the high-growth counties, the most heavily used were reported to be
Community Development Block Grants (CDBGs, which are administered
by the state for rural areas), Urban Development Action Grants (UDAGsS),
and Economic Development Administration (EDA) grants.
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CDBGs have been used extensively to finance the construction of roads,
water lines, sewer systems, and even buildings—features that are both
included in recruiting packages and used to support the start-up or expan-
sion of a local business or industry. In the 1970s, CDBG grants were often
used to establish local revolving loan funds. More recently, state-autho-
rized CDBGs have been used to finance the construction of buildings for
recruited industries in Perryville, Missouri; Cuba, Missouri; Macon, Mis-
souri; Lake Mills, lowa; and Lebanon, Missouri. In Valley City, North
Dakota, a CDBG recently was used to finance the purchase of equipment
for a local entrepreneur. UDAGs were used in Cuba, Lebanon, and Cass-
ville to extend city water to Missouri industrial sites.

Tax incentives. In the high-growth communities, tax incentives have
become popular only in the 1980s. Property tax abatement of various terms
(e.g., five-year or ten-year) have been used in Macon, Cuba, Perryville,
Fort Scott, Garden City, and Wahpeton. Of these, Macon, Cuba, and
Perryville (all in Missouri) also have state-designated enterprise zones,
which enables industries to take advantage of state income tax credits.

An innovative combination of several financial tools were used to finance
the start-up of a computer hard disk manufacturer in Valley City, North
Dakota. The city used CDBG funds to make an equity investment, which
made it possible for the firm to secure loans from all three local banks,
from the Bank of North Dakota, and from the SBA. This is an excellent
example of how important financing can be. Valley City secured the hard
disk plant because it was able to put together a complex financial pac kage.

SITES AND BUILDINGS

Local efforts to help businesses to obtain favorably priced industrial sites—
particularly for recruitment and industry expansion—date back to the
1950s. At that time rural landowners were not willing to sell sites for
industrial development at anything but a premium, and sometimes not at
all, partly because farming could provide a good living, In many commu-
nities, industrial parks have been built since then to provide sites. Two-
thirds of the towns in the sixteen high-growth counties have industrial
parks.

In several of the original high-growth communities, business leaders
formed for-profit development corporations that purchased well-sited
properties as they were put on the market. Thus, the development cor-
poration was ready to provide favorably priced sites for recruited firms or
local expansion when the need arose. This strategy paid off handsomely
for Monett, Missouri, where the local development corporation was able
to provide successive sites for a rapidly growing window manufacturer,
which was first recruited as a two-man operation out of St. Louis. This
manufacturer now employs more than 400.

As rural economic development has become more competitive, sites
and buildings have become an increasingly important part of high-growth
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communities’ efforts. But often the sites are outside existing industrial
parks. Two-thirds of the industrial parks in the high-growth communities
still have vacant land, and development is occurring outside the parks,

Wherever they are located, industrial sites generally are assembled by
partnerships between local governments and the business community.
They acquire property and buildings that can be offered to an expanding
orrecruited industry at subsidized prices (as with Columbia Precision Disk
in Valley City) or even at no cost. In Mexico, Missouri, the town actually
setupa turn-key operation to recruit a manufacturer of corrugated shipping
containers. In high-growth counties it was quite common for the local
municipality to extend water, sewers, and roads to industrial sites at no
charge to individual companies, other than the user fees paid by other
utility customers,

INFRASTRUCTURE

Business leaders in the high-growth communities firmly believed that ade-
quate roads, water lines, sewer systems, and electricity are important
components of economic development. They were committed to excel-
lence in their school systems—not only to serve as a drawing card in their
recruiting efforts, but as a way to maintain a well-educated workforce and
citizenry.

It is the jurisdiction of local governments to provide much of the basic
infrastructure. In the high-growth counties, local governments were com-
mended by business leaders for fulfilling this responsibility in a timely and
cooperative fashion. And as discussed in the section on finance, these
local governments know the Yy can tap into federal grant programs—partic-
ularly UDAGs and state-administered CDBGs—when seeking funds for
infrastructure development and improvement.

There were only a few instances where local government did not help
to provide infrastructure, In both Dodge City and Garden City, the giant
beef packing plants were on thejr own when it came to getting roads,
water, sewer, electricity, and natural gas. But these cases are definitely
exceptions, not the rule.

Although having a good infrastructure was important to the economic
development of the high-growth counties, it is not a decisive factor, There
are countless rural communities, with more than adequate infrastructure,
wondering when their economic growth is going to happen. The message,
then, seems to be this: the prospects for economic growth in a rural
community are probably better if it has adequate infrastructure in place
than if it does not. However, simply having adequate infrastructure does
not guarantee success. The cost of providing adequate infrastructure and
the speed with which it can be put in place are more important.

The research did not attempt to measure how important these Incen-
tives—financial assistance, sites and buildings, and infrastructure—were
to the firms in these communities. State and local incentives sometimes
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are criticized as being unnecessary subsidies. It was beyond the scope of
the study to assess whether the incentives helped the firms stay in business
or kept them in the community.

There was no doubt among local leaders in high-growth communities
that the concrete assistance they provided was a significant financial incen-
tive to firms. They also believed it demonstrated that new companies were
welcome in their communities.

Practical assistance with financing, sites, and infrastructure are only
part of the story. Almost without exception, business Jeaders in the high-
growth counties agreed other factors are important in making their rural
location attractive. The factors included:

e Low operating costs, a result of comparatively low taxes and low
wage rates;

e A strong work ethic, low employee turnover, and no tradition of
confrontation between management and labor;

e Good school systems, producing a well-educated work force; and

e Clean air, open spaces and other amenities that make a rural com-

munity ‘‘a great place (o raisc a family.”

Perhaps these should be added to the list of keys to success. However,
as explained in Chapter One, rural communities increasingly are in com-
petition with foreign counties that have a strong work ethic and lower
wages. Clearly, a low-wage, low-skill strategy would not work well for
rural communities in a highly competitive global economy. Rural com-
munities will have to rethink their competitive position, build on enduring
advantages—Ilike strong community institutions and a good work ethic—
and rely less on outmoded factors like low wages and plentiful, semi-
skilled labor.

KEY #7: leadership: Partnerships and Sparkplugs

Research indicated that most high-growth counties had a well-organized
partnership of local leaders who worked for economic growth and diver-
sification with the support of local government. It was commonly found
that one individual plays the role of “*sparkplug,” maintaining the part-
nership through good times and bad. (In two counties, however, local
leadership amounted to a single shrewd businessman who took risks and
went to great lengths to get the financing he needed to bring his ideas 10
fruition).

It was found that local partnerships included three kinds of people:
business leaders, economic development professionals, and other local
leaders. The participation of business and industry leaders is critical to
the success of local partnerships. Often, leading real estate developers,
owners and managers of local businesses, bankers, utility company exec-
utives and retired businesspeople are actively involved. One economic
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development professional insisted that his board consist entirely of local
businesspeople:

We agreed the board should have no prior government experience. [
wanted the hardest core professional businessmen for our corporation,
The city supports us, but our base is in the business community,

Business and industry owners and operators are adept at using the
“soft” tools (e.g., making contacts, selling the community, and providing
expertise). Many of these same businesspeople also can provide expertise
on financing and site possibilities, The following examples are typical:

® When Excel Corporation was looking to locate a beef packing plant
in Dodge City, Kansas, they needed to have a local entity take an
option on the industrial site, just in case the deal fell through. Enter
a local businessman, who—in twenty-four hours—was able to solicit
enough financial commitments to buy the site if Excel found it could
not. As it turned out, Excel was able to proceed, Today Dodge City
is the site of Excel Corporation’s largest beef packing plant. This is
Just one example of this particular businessman’s leadership. He aiso
is an active member of the Kansas Cavalry, a state-wide organization
of businesspeople. On their own time and money, cavalry members
travel to the nation’s business centers to promote Kansas,

® A real estate developer in Osceola, lowa organized the Clarke County
Development Corporation. This developer committed his time, energy,
business knowledge, and money to recruiting new industry and help-
ing existing businesses grow. Another real estate developer in Valley
City, North Dakota was similarly active in his community,

Although the lack of financing from local banks often is mentioned as a
constraint on growth, there are some cases where local bankers have
assumed a leadership role. Bankers can bring to the table a willingness to
take on business and industrial loans, knowledge of and willingness to
participate in government loan programs (SBA, FmHA, etc.), and a will-
ingness to take an active role in crafting financial packages for individual
firms. When the previously mentioned Dodge City businessman was work-
ing with Excel Corporation, he had a local bank president at his side to
help with financing details. This same banker also has participated in a
number of SBA loans for local business expansions.

In addition to bankers and businesspeople, local partnerships include
other community leaders, such as mayors, county commissioners, news-
Ppaper editors, and officials and faculty of community colleges or four-year
colleges.

Elected officials can be supportive in three ways: by making public
funds and resources available, by helping to create a positive climate, and
by becoming personally involved in economic development activities. In
all of the high-growth counties, the local elected officials got high marks
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from local businesspeople for cooperating with economic development
efforts, for providing infrastructure when the need arose, and for raising
revenue in some cases. The attitude of local elected officials can be the
key to creating a favorable climate for economic growth. Some elected
officials have a particularly strong personal involvement in economic
development activities. For example, the mayor of Lake Mills, Iowa serves
as the town’s liaison to the Iowa Department of Economic Development.
This partnership resulted in the recruitment of two branch plants for Lake
Mills, with CDBGs used to finance some of the construction.

State universities and community colleges provide many resources that
support development efforts, including meeting facilities, library materi-
als, computer facilities and training, and Job Training Partnership Act
(JTPA) training. Sometimes college and university officials participate
personally in local economic development activities.

@ The president of Peru State College in Peru, Nebraska has been doing
his part to stimulate economic growth in the southeast corner of the
state. When he saw a newspaper article about stiff competition for
telemarketing personnel in the Omaha area, he contacted the firms
mentioned in the article to propose his college campus as a business
site. Tele-communications Marketing Inc. subsequently set up an
operation on the Peru State campus, employing about fifty.

Newspaper editors can be valuable leaders, as they usually are aware
of local attitudes and can encourage development efforts that are respon-
sible and well-conceived. In one Missouri town, the newspaper editor
served as full-time economic development director.

Besides businesspeople and other local leaders, the third group of par-
ticipants in local partnerships consists of economic development profes-
sionals, such as chamber of commerce executives, officials of local devel-
opment corporations, city or county directors of economic development,
and university extension specialists.

Having a full-time professional working on economic development can
make a big difference in a community’s efforts. In some towns, the eco-
nomic development director has become something of a hero. For exam-
ple:

e In Cuba, Missouri, their full-time professional has been instrumental
in bringing fifteen new employers to town in less than two years.
Formerly employed in private business as an expert on industrial
location, he has a good knowledge of finance. He is authorized to
offer a firm a site, roads, water, electricity, tax abatements, and
anything else that will make Cuba more competitive.

Full-time, paid professionals are a phenomenon of the 1980s in these
communities. Research indicates that although six of the new high-growth
communities hired directors of economic development, the eight high-
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growth communities that prospered in 1979-1984 managed without a
professional. Typically, this position is funded by some combination of
city, county, and local business and industry money. In addition to being
the resident expert on economic development, the paid professional often
acts as a catalyst for the ideas and efforts of other local leaders.

Of the six people paid to work full time to promote economic develop-
ment in their community, only one had prior professional training. The
others included a newspaper editor, a community activist recently elected
to the state legislature, a former schoolteacher, and local businesspeople
with no special training. The lack of professional training can be a handi-
cap, at least at first. As the former newspaper editor put it:

The first year or so, I had a lot to learn. I took several courses at the
university and they were very helpful. And you learn on the job. But
much of my job does not require technical skills. You keep track of
things and make sure that other people get them done.

There are several ways in which community leaders organize themselves
to work toward their community’s economic growth. The different kinds
of organizations are shown in Table 10. They include:

Economic Development Corporations—There is a continuum of ways
in which an economic development corporation (EDC) may be organized.
At one end of the continuum is the for-profit corporation formed exclu-
sively by private businesspeople. In fact, the EDCs formed in the 1950s
and 1960s generally were of this type. (These are the ones that purchased
sites for future industrial development). At the other end of the continuum
are the not-for-profit economic development corporations formed by var-
ious partnerships between city governments, chambers of commerce, pri-
vate industry and, occasionally, county governments. Such arrangements
are a fairly recent phenomenon, with economic hard times bringing the
various parties together. These EDCs are the ones that provide sites and
buildings, sometimes at greatly subsidized prices or sometimes free.

Economic Development Commissions—In two of the original high-growth
counties, there are economic development commissions performing many
of the functions that EDCs perform in other communities. These organi-
zations actually are an arm of the local chamber of commerce. Although
they are funded largely by private donations, local governments also have
been known to “‘kick in the occasional dollar."

Industrial Development Authorities—IDAs are primarily a mechanism
through which localities issue industrial revenue (or development) bonds.
As discussed earlier, revenue bonds are a heavily used source of financing
for business and industry start-ups, expansions, and recruits in the high-
growth counties.

Local Offices of Economic Development—Some communities have hired
full-time people to coordinate financing packages and provide other assis-
tance to existing business and recruits. These organizations generally do



Successful Strategies for Rural Growth 47

"8G “SSNUNOD qrmoI5-grg ul smaTAIIIUT PRk ANNOS

JUSIIGO[EAIP JTWOLe03 seloutold yeu) WONEZIURSIO OU ST 1T “SSHUNGD qAMoI3-yan] U32NGS 23 JO 03 U] (HION,

0 woid-uou g uonowolj ooIauIo)) JO slaquiey’)
1 JULUIILIAA0SE AJUMOY |
I JuAWdIaA08 AJND | SIS
c eyuounLiza0g-isenb ‘Jgoid-uou ¢ )OU ‘UonowWold Juamdofaad(] dtwouc>y Jo AWPO
spuoq
0 [elusWIA03-15enb “gord-uou £ jduroxa-xe], Auoyny yusmdojaas(] [eLsnpuy
SOIUINIG))
0 30O Jaqurey)) o1 paUY “jgord-uou g sa)g uorsstuo)) JuawdoPAd rerisnpul
[eluswLISA03-1SENb ‘ygoid-uou 9
0 jyoid-10} 7 SIS woneiodio)) 1uawdoPAX(] [eLSNpUL
Friiy dyssosuods uonUng uonv2up84Q o 2dLJ
[puoIss2foid Lipuitd g

SHILINNWINOD HLAOUD)
-HOTH NEALXIS NI INGWIOTIAT( JTWONOOH ONLLOWOYJ SNOLLYZINVOEQ TvO0T "0l 418V



48 A BRIGHTER FUTURE FOR RURAL AMERICAZ

not own sites, but they might arrange leases, financing, and other assis-
tance for recruited firms or for existing businesses. Typically, such offices
are funded by local governments. Most, however, operate as private, non-
profit organizations and are guided by boards comprised of local business
leaders.

In addition to having the proper organizations, the community must
have a spirit of unity and cooperation. A common goal—such as Jjobs and
growth—is essential. Moreover, there must be a free exchange of infor-
mation, effort, and resources among the community’s leaders. This means
a local newspaper that supports economic development, a local utility
company that provides rooms for meetings, a local elected official who
provides access to the government bureaucracy, and a local businessman
who scouts business acquaintances for leads, and so on.

In many communities, one additional ingredient seems to be helpful in
maintaining unity among leaders and in keeping these organizations vital:
the sparkplug. In five of the high-growth counties, one or two people stand
out as sparkplugs for local efforts.

Sparkplugs are not dominating leaders, they are individuals who just
keep things going. Usually, sparkplugs have a record of unfailing energy
and commitment to the economic growth of the community. In a few
cases, this person is a paid employee of the local economic development
agency, but often it is a businessman who fills the role on an unpaid basis.

The operating style of each sparkplug varies as widely as their back-
ground and source of income. Some are charismatic, while others are quiet
and work behind-the-scene. Some have special business skills or contacts,
others are just persistent and on-the-spot,

KEY # 8: Support from Outside

Although local leaders in the sixteen communities saw themselves as self-
starters and were proud of their accomplishments, they also recognized
the importance of assistance from the state and federal agencies, From
the local perspective, the most important form of outside support is finan-
cial—grants and loans for infrastructure, buildings, or operating expenses,
industrial revenue bonds and, in some cases, training funds for workers.
As Table 11 shows, business owners and community leaders reported 64
instances of state and federal financial assistance to the 102 firms respon-
sible for growth in the sixteen counties,

In addition, several other forms of outside assistance are noted, includ-
ing technical assistance to local businesses, assistance to local leaders in
obtaining state and federal funds, information and data about local and
national economic conditions, names of prospects for recruitment, and
help in contacting foreign investors.

® The Center for Industrial Research and Service (CIRAS) at Iowa
State University assisted two firms in Winnebago County, Iowa.
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CIRAS employs both university faculty and private sector specialists
and provides assistance with engineering problems as well as with
finance, accounting, marketing, and other business problems. CIRAS
field representatives are former businessmen.

® In several Missouri communities, leaders mentioned the assistance
provided by the Cooperative Extension Service. Extension personnel
are a source of economic data and provide up-to-date information
about state programs and legislation.

® A firm in Auburn, Nebraska became a supplier for a Japanese firm in
1979 after the Governor helped to make contacts and introductions,

® Overseas trade missions coordinated by the State of Missouri resulted
in branch plants of Japanese firms for Mexico and Perryville.

CONCLUSIONS

This study confirms that there is no single way to attain economic diver-
sification and long-term increases in employment. The sixteen high-growth
communities tried a variety of approaches—recruitment; aid to existing
firms; working with entrepreneurs; creating a positive climate; and giving
tax breaks, financial subsidies, and cut-rate infrastructure. They were
successful with many kinds of industries, though more often with tradi-
tional manufacturing than with high-tech or service industries, They con-
tinue to explore every conceivable strategy and approach that might keep
a firm in town, help a local firm to grow, or recruil a new firm.

In most of these counties, growth appears to be the result of sustained,
broadly based local economic development activities. The key elements
appear to be a long-term, well-organized economic development effort; a
pro-growth attitude expressed by a willingness to invest energy and take
risks to help businesses: practical assistance to firms in the form of financ-
ing, industrial sites, and infrastructure; strong partnerships between busi-
ness leaders and elected officials: an individual (sparkplug) to keep local
efforts going; and technical and financial support from state and federal
agencies. If there is a recipe for successful economic development in rural
areas, this is it.

However, three caveats must be added to this conclusion. First, inten-
sive local efforts to foster economic development will not always be suc-
cessful. Besides the sixteen studied, other communities have been working
diligently for years to build a stronger local economic base, but have had
less success. This research did not address this issue. It would have
required examining a sample of communities that had active local eco-
nomic development activities rather than a sample of high-growth com-
munities.

Second, it is not clear that local activities cause all of the growth. The
causation may run in the reverse direction as well. The rapid growth in
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the counties probably encourages more participation in local economic
development activities. Winning teams generally attract plenty of fans.

Third, and perhaps most important, some communities may not be able
or willing to muster a sustained, broad-based local development effort.
The evidence from the sixteen high-growth communities suggests that it
takes a large amount of dedication and personal energy by community
leaders. In addition, individuals, local governments, bankers, and others
in the community must be willing to make sacrifices, frequently in the
form of dues to a private economic development corporation or higher
taxes for publicly supported development efforts.

And the community must be willing to take risks. Bankers must take
the risk of investing in unfamiliar enterprises, political leaders must take
the risk of raising local expectations that growth can be achieved, and
taxpayers must tolerate the risks associated with investing in new infra-
structure for new or expanding businesses. Business leaders may even
have to put some of their personal savings on the line.

Will all rural communities choose the high-energy, high-risk path that
seems to be the only route to economic growth? Perhaps not. They may
choose to try to preserve the community as they know it. Such a decision
will have its down side, because the broad sweep of economic change
seems to be runuing against rural areas. If a community is blessed with
outstanding tourism resources or lies in the path of metro sprawl, it may
gain employment without mobilizing a sustained economic development
effort. However, if most rural communities choose not to invest their
energies in economic development, the alternative probably will be a
continued slow erosion of their economic base.

CHAPTER THREE ENDNOTES

1. In some respects, there are important differences between the two strategies.
Industrial recruitment involves competing for wealth: entrepreneurship is a way
of creating wealth. Recruitment involves subsidies to induce firms to relocate
or open a branch plant in one place rather than another. To promote entrepre-
neurship, governments try to reduce the risks assumed by entrepreneurs by
cutting taxes or reducing regulations, by creating mechanisms to pool risks or
provide insurance to lenders, or providing financial or technical assistance.

Entrepreneurship is a term that is used imprecisely. In the broadest sense,
an entrepreneur is an individual who takes risks to build a profitable business.
Often the term is used more narrowly to refer to new businesses.

There are two reasons why the term “‘entrepreneurship’ often is defined
narrowly to cover only new businesses. One is that research and practical
experience suggest small businesses, especially small new businesses, are a
particularly dynamic part of the economy. David Birch’s widely publicized
research shows that a disproportionate number of new jobs are created through
the growth of small businesses. The economic successes of Silicon Valley and
the Route 128 area in Massachusetts also appear to be related to new “‘entre-
preneurial’’ businesses. Here engineers from large electronic and defense firms
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have quit their jobs and have taken their new ideas to new firms, which have
grown rapidly to become major employers,

The second reason that entrepreneurship often is narrowly defined as the
start-up of new firms is that policymakers frequently think in terms of programs,
In the search for programs (o promote entrepreneurship, an obvious solution
is to help people “‘be entrepreneurs” by starting up a new business.

2. These data may understate the potential of development strategies that focus
on new business start-ups. According to Mark G. Popovich and Terry F. Buss,
““Rural Enterprise Development: An Towa Case Study™ (Washington, D.C.:
Council of State Planning and Policy Agencies, 1987), the rate of new business
formation in rural lowa has been fairly high in the 1980s, only slightly lower
than the rate in metro areas, About two-thirds of the new enterprises docu-
mented by CSPA were in retail trade and services, (The definition of “‘new
enterprise’’ used by Popovich and Buss is somewhat broader than “‘new busi-
ness start-ups by local residents,” Qver 60 percent were owned by a person
who had been raised in the local community, The data also include new fran-
chises and new branch plants).

Our interviewees may have failed to mention new small firms in their com-
munities, especially those in retail and services. Moreover, even if there were
few start-ups in these communities in 1979-1986, it is possible that government
programs to help entrepreneurs and increased public interest in entrepreneur-
ship will serve as encouragements. For example, a recent study of Perkins
County, Nebraska, one of the “*boom-bust"’ counties in our study, reported on
a 1986 effort to promote new business start-ups by local residents. The study
reports that few firms have been started and two have the potential of creating
between twenty and twenty-five local jobs,

3. James P. Miller and Herman Bluestone, “‘Prospects for Service Sector Employ-
mnent Growth in Nonmetro America,” in Raral Economic Development in the
1980s: Preparing for the Future® (Washington, D.C.: U.S. Department of
Agricubture, Economic Research Service, Agriculture and Rural Economy Divi-
sion, 1987), pp. 6-16, 6-17,

4. In two counties, recent growth did not appear to be related to organized local
efforts to promote economic development. In these counties, the growth of
employment was caused by the success of a local entrepreneur,

In one case, the entrepreneur owns a large mobile home manufacturer. The
firm began when the entrepreneur purchased a branch plant near his home
town. Over many years, he built it into a major power in his industry and then
retired from a day-to-day management role, During the era of expensive energy
in the 1970s, the firm suffered greatly and laid off many hundreds of employees.
The owner reasserted his role in the company, redesigned his business strategy,
and has built the firm back up to its former size during the period covered by
our survey. There are several other growing firms in the county, but the jobs
created by the one firm makes up the lion’s share of employment gains for the
county.

Another town owes its growth largely to the efforts of a man who, in his
youth, left his long-time cattle-shipping home and worked in irrigated agriculture
in California. After several years, he returned home and introduced irrigated
agriculture to the area which, in turn, was used to support a feedlot industry.
Before he died, this businessman also proved instrumental in recruiting the
world’s largest beef packing plant to his home coinmunity.



State Support for
Rural Ecomomic Development

INTRODUCTION

When rural economic distress became widespread in the mid-1980s, state
governments first responded by enacting various emergency measures.
Many states faced serious budget problems and were forced to cut budgets
sharply or to raise taxes, or both. Of eighteen Midwest and Mountain
states, from the Mississippi to the Rockies, twelve adopted emergency
budget cuts part-way through fiscal 1986 and sixteen took the same steps
in fiscal 1987. All but two of these states proposed tax increases in fiscal
1987.!

Many states also created emergency assistance programs. Special
employment/training programs were established for dislocated farmers
throughout the farm belt and plains states. Typically, these programs
included financial counseling and family counseling as well as traditional
training and placement services.

Twenty-one states, including ten of the eighteen Midwest and Mountain
states, established emergency farm finance programs. The total funding
authorization for these programs rose to $1.7 billion by 1987.2 This rep-
resented a small portion of the peak farm debt of $230 billion, but was a
significant extension of state resources into an area where the federal
government and private lenders had been the only players.

It is becoming increasingly clear to state officials and others that short-
term emergency measures are not sufficient. The rural problem is more
than a cyclical fluctuation or the bursting of a speculative bubble in the
price of farm land. When the short-term collapse comes to an end, many
rural areas will face a slower but long-term erosion of their economic
strength.

Designing effective state rural development policies will not be easy.
Rural prosperity cannot be built on agriculture or other traditional indus-
tries alone. Other parts of the rural economy, especially manufacturing,
have experienced distress in recent years. Growth in service industries
will be difficult to achieve. As state officials try to develop proactive rural
policies, they must answer such questions as:

53
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® Are statewide economic development efforts sufficient to address
rural problems?

® Are special rural initiatives needed?

@ Is “rural’ the right word?

® Should states design their initiatives for all rural areas or for other
categories, such as small towns or distressed areas?

® Ofthe scarce resources available, how much should be putinto special
rural initiatives and how much into other initiatives, like science and
technology, export promotion, or tax cuts?

® How much impact can States have on rural economies?

® Would resources be better spent in other parts of the state?

No consensus answers to these questions have yet emerged. The scene
is changing very rapidly. In 1986, new Governors were elected in ten of
the eighteen Midwest and Mountain states and ten others with distressed
rural areas. These new Governors are establishing new economic devel-
opment initiatives; most have established special task forces or commtis-
sions to examine the special needs of rural areas. In addition, many incum-
bent Governors in the midsection of the country also are taking initiatives
directed toward lagging rural areas.

One goal of this project was to identify promising ideas for states as
they turn to the task of designing long-term strategies for the rural econ-
omy. This chapter provides an analytic overview of the kinds of initiatives
states can take to address raral economic probiems,

The options for states are grouped into broad categories:

® Building strong statewide economic development strategies,
® Targeting and customizing economic development initiatives through
rural industries, business development, and community leadership.
® Organizing in new ways to address the problems of distressed or rural
areas.

This chapter is based on 2 national survey of state rural initiatives,
Governors’ offices were surveyed in December 1986 to identify rural
development initiatives and to solicit ideas for addressing economic dis-
tress in sub-state regtons whether or not they are rural. On-site interviews
were conducted in eight states, officials from several states were inter-
viewed by telephone, and written materials were gathered about other
state rural initiatives.?

BUILDING STATEWIDE ECONOMIC
DEVELOPMENT STRATEGIES

Rural economies do not exist in a vacuum; they are closely linked to
nearby meiro areas, Thus, the first step toward an effective rurai devel-
opment strategy is to be sure statewide €conomic development strategies
and programs are adequate.
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The competition for jobs and economic growth, between the United
States and other countries and also between the states, has intensified
sharply in the 1980s. The increase in competition between states has led
to four important changes in state economic development strategies.

First, industrial recruitment, which has been the traditional staple of
state and local economic development agencies, is changing. Recruitment
is becoming more sophisticated. States are targeting specific industries
that complement or strengthen the existing state economy and are offering
new incentives, such as customized job training and taxable bonds.
Recruitment also has become an international activity, with sharp com-
petition for foreign investment dollars. Moreover, there is a widespread
awareness that industrial recruitment can be a zero-sum game when the
competition takes the form of subsidies rather than investments that enhance
the productivity of the state's economy. States are seeking ways to limit
zero-sum recruiting. Some individual transactions have been questioned
as poor uses of public funds. But a code of good practices has not yet been
developed.”

Second, a new array of state economic development programs have
been borne:*

Small and new business. States have recognized the disproportionate
number of jobs created by new firms and the dynamic minority of small,
rapidly growing firms. The result is new programs to provide financial and
technical assistance to small and new businesses as well as efforts to adjust
tax and regulatory structures to favor them.

Science and technology. In a competitive world, success depends on
linking scientific progress more tightly to the development of new products
and services. For a state, it means developing closer links between uni-
versities and industry; for firms, it means enlisting the research community
as a partner in industrial progress and speeding the application of scientific
advances to the marketplace.

Exports. In a compelitive world, economic success also means capital-
izing quickly and precisely on new market opportunities. For many firms,
this involves a new focus on overseas markets. For states, it means new
efforts to promote exports and raise the general level of understanding of
foreign markets, languages, and customs,

Human skills. To maintain a high standard of living, Americans must be
more productive. This requires not only better equipment and more up-
to-date technologies but also a high level of human skills. States have
recognized high-quality public schools are the basis of a sound economy;
workers must have adequate opportunities and incentives to refresh and
upgrade their skills.

There are important differences among the states in how aggressively
they have invested in new economic development programs. By and large,
the differences have followed regional rather than partisan lines. Some
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states, especially in the industrial Northeast and Midwest, were hit hard
by the recessions of 1980 and 1982 and by increased foreign competition
in the early 1980s. Many of these states also had traditions that allowed
for more interventionist economic policies. Spurred by economic adver-
sity, they revamped their economic development policies and established
many new programs.

Other states now are considering how much they should invest in new
economic development programs. In some states, there are constitutional
barriers that make it difficult for the state to provide direct financial assis-
tance to private firms.

Third, states are moving from *‘retail”” involvement in individual busi-
ness deals to a strategy of catalyzing “*wholesale”’ change in private sector
institutions. The newer style of economic development programs looks
beyond individual transactions to the productivity of the state’s economy.
The goal is not only to “buy”’ jobs directly by providing incentives on a
deal-by-deal basis, but to catalyze broad institutional change so that busi-
nesses, universities, schools, and workers re spond more quickly and effec-
tively to economic challenges and new opportunities.

Increasingly, states are working through other channels, such as state-
wide and local public-private partnerships, the financial industry, and
educational institutions to accomplish their economic development objec-
tives. States catalyze change in these institutions by articulating a vision
of how local economies might change; by enlisting private sector leader-
ship in developing economic policy and in delivering programs; by target-
ing resources to assist in the transitions to new economic realities; and by
establishing performance standards and incentives to guide public insti-
tutions in new directions. For example, Governors, university presidents,
and industrialists have established new public-private partnerships to stim-
ulate closer links between researchers and businessmen. Thus, research
agendas can be driven by industry’s needs and new technologies can be
applied more quickly to commercial products,

Fourth, the definition of “‘a favorable business climate” is changing.
Traditionally, it meant a low-cost business climate with low taxes, a light
regulatory burden, and perhaps low wages. For some industries, this
definition is still valid. But as states try to maximize the high-tech, high-
skill, high-wage portion of their economies, other factors are as important
as low taxes and reasonable regulation. High-tech, high-skill firms also are
concerned about the quality of the university system and of the public
schools, the linkages between universities and industry, the availability of
modern telecommunications systems, and the availability of capital to new
and innovative businesses.

States do not need to make a choice between the traditional “low-cost™’
strategy and the new “"high-quality"’ strategy. Some of the states that have
made the largest investments in technology, expert promotion, and other
new programs also have cut taxes, streamlined bureaucracies, and ration-
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alized or lightened the regulatory burden. Tax structures can be adjusted
to promote investment in research, venture capital, and pay-for-produc-
tivity schemes. Some of the new initiatives, such as raising teacher salaries
or establishing new applied research centers at universities, can be rela-
tively expensive and make it harder to cut taxes; others are relatively
inexpensive.

The goal is, in fact, neither a low-cost nor a high-value climate, but
rather an entrepreneurial climate. An entrepreneurial climate is one in
which individuals and institutions compete, take risks, place a high value
on economic development, and are willing to invest energy and resources
in growth.

Several states in the Midwest and West that have large rural areas are
reorganizing their economic development strategies to meet increased
global and domestic competition. Oklahoma, for example, has been espe-
cially active in export promotion and industrial recruitment, including the
attraction of foreign investment. New legislation in 1987

e Establishes an Oklahoma Futures board to prepare a five-year plan
and advise the department;

e Establishes an Oklahoma Center for the Advancement of Science and
Technology to support applied research, establish centers of excel-
lence at state universities, support eminent scholars at universities,
give matching grants to winners of federal Small Business Innovation
and Research (SBIR) grants, establish a clearinghouse for technology
transfer and technology referral services, and establish a seed capital
revolving fund;

® Establishes an Oklahoma Capital Investment Board to mobilize pri-
vate sector equity and near-equity capital to assist in the diversifica-
tion of the state’s economy by making tax credits available to inves-
tors; and

e Consolidates state economic development financing programs in the
Oklahoma Development Finance Authority and revises procedures
for the issuance of state bonds and of private activity bonds which
are exempt from federal income taxation.

Oklahoma is addressing the special problems of rural areas in two addi-
tional ways. Its planning efforts include a task force on rural economic
development. The state also is working to establish sub-state, regional
public-private partnerships to design and implement economic develop-
ment strategies. Some of these regional efforts are coalitions of metro and
rural areas: others primarily are rural.

Minnesota is another state that is revamping its economic development
strategy and investing heavily in new initiatives. Prompted in large mea-
sure by concern about rural economic distress, in 1987 the Governor and
the legislature developed the Greater Minnesota Corporation, a private,
not-for-profit corporation established to receive state funds and to promote
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the economic well-being of the state, especially outside the Twin Cities
region. The enabling legislation leaves broad discretion as to which activ-
ities are funded and how heavily. The Greater Minnesota Corporation is
to receive over $100 million in state funds for its various programs. At this
writing, its board of directors has been named and some staff have been
hired. Thus, it is too soon to describe the corporation’s activities or define
the extent to which the corporation will focus its efforts on rural areas.
Allowable activities include:

® Issuing challenge grants for regional public-private partnerships to
help establish revolving loans to €ncourage private investment in rural
Minnesota. (Eligible businesses include technologically innovative
industries, value-added manufacturing, agriprocessing, information
industries, and agricuitural marketing. Retail development cannot be
supported. The regional challenge grants build on regional organiza-
tions which were stimulated by grants from the McKnight Founda-
tion);

® Making matching grants to public and private post-secondary insti-
tutions for applied research and development projects:

® Creating up to four regional research institutes at or near post-sec-
ondary institutions in rural Minnesota:

® Making equity investments in private businesses to nurture new prod-
ucts and enterprises, including the purchase of steck, participation in
limited partnerships and Jjoint ventures, loans and loan guarantees,
interest subsidies: and

® Studying the feasibility and design of a for-profit venture capital cor-
poration.

The legislation also authorized a Rural Development Board, which will
oversee the activities of state agencies as they affect rural areas. It is
described in more detail below.

TARGETING AND CUSTOMIZING ECONOMIC
DEVELOPMENT INITIATIVES

The process of economic development in rural areas is largely the same
as in metro areas. The goals are the same; more Jjobs, better jobs, and a
sounder economic base. Essentially, the state’s role is the same: providing
a vision and a framework for local initiatives, catalyzing change, and
providing key resources like information, technical assistance, and spe-
cialized financing. Many economic development programs can work effec-
tively in both rural and metro locations.

Some state officials assert that because of these similarities, it is not
necessary or appropriate to establish Separate programs for sub-state areas.
One experienced professional, from a state widely recognized as a leader
in economic development, puts the case forcefuily:
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Most sophisticated states do not do special things for rural areas. Rural
areas and metro areas are economically interdependent. The same tool
kit works in both rural and urban areas.

But rural areas are different in some ways, and state initiatives can be
customized to address these differences. Furthermore, some parts of the
state may be facing different economic problems than others. The state
can target resources to these distressed areas.

States are searching for ways to target and customize their economic
development activities. It would be misleading to give the impression that
there are readily available models for how this can be done. In this area,
even more than in crafting statewide economic development initiatives,
the late 1980s are a time of trying to understand more clearly the relation-
ships between rural and metro economies, and of looking for new answers
to the distinctive problems of rural areas.

One approach to customizing focuses on industries, which are especially
important to rural areas. Often, this results in efforts to slow the decline
of established rural industries by revitalizing them with new technologies
or new markets. This approach also can involve bringing new or expanding
industries to rural areas, such as tourism, health care, retirement com-
munities, and industries that require good telecommunications links to
their customers but otherwise can be located anywhere. Examples of the
latter include information processing and catalog mail order sales.

A second approach to customizing focuses on problems that are faced
more often in rural areas or on special circumstances that arise in managing
state programs in rural areas.

Low population density generally implies a different mix of human skills
and relationships. In rural areas, individuals often hold multiple leadership
roles. There may be fewer individuals with specialized technical skills.
There are fewer institutions providing services of a specific kind, so there
may be less competition and less specialization. Some institutions may
lack specialized expertise; for example, banks may have experience in
lending to farmers and retail merchants but little skill in designing and
assessing industrial loans. Rural communities also may have certain advan-
tages, such as less bureaucracy, greater familiarity with other parts of the
community, and strong loyalty, even by those who have left to seek their
fortune elsewhere.

States can help fill the skill gaps that rural areas face. They can provide
specialized skills and private sector incentives to extend these services.

A third way of customizing focuses on community leadership. As Chap-
ter Three suggests, proactive, united community leadership is essential to
maintaining economic growth in the face of adversity. This is probably
not unique to rural areas. Recent studies of rejuvenated industrial com-
munities like Lowell, Massachusetts, come to the same conclusions about
leadership as research on the high-growth counties indicated. Strong com-
munity-wide support for economic diversification and growth, sparkplugs,
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public-private partnerships, and sustained effort were just as important in
Lowell as in Macon County, Missouri.”

But building strong leadership may be more difficult in rural areas. One
reason is rural leaders often lack the specialized skill and training that
metro leaders have. States can take the initiative to promote the devel-
opment of strong local leadership, to assist such leadership where it exists,
and to foster regional cooperation.

Customized Initiatives: Rural Industries

American farms are among the most productive in the world. In large
measure, it is because of public support for agriculture through land grant
universities, federally funded research, and the Extension Service. The
federal government, states, and counties all provide financial support for
this system.

In recent years, states have increased their assistance to agribusiness.
State departments of agriculture, which used to be primarily regulatory-
oriented with some marketing functions, have expanded their role. In
addition, many state economic development departments have added spe-
cialists in agriculture and related industries.

The new generation of state initiatives has focused less often on tech-
nology and production of traditional crops than on alternative crops (e.g.,
vegetables, fruits, flowers, and exotic crops), direct marketing, high-qual-
ity or special identity products (e.g., *‘Pride of Dakota,” **Taste of Texas,’’
and “‘Wyoming Lean Beef™"), food processing, part-time farming, or pro-
curements by state agencies. These new state initiatives have been docu-
mented by other studies and will not be discussed in detail here.® Typical
of such initiatives are:

® Vermont, Oregon, and other states have marketed high-quality, fash-
ionable vegetables at Bloomingdale’s department stores.

® The New York Department of Commerce, in cooperation with the
Department of Agriculture and Markets and the Office of General
Services, conducts an information program to advise in-state farmers
about selling to state institutions. The department provides one-on-
one counseling to businesses interested in state or federal procure-
ment contracts.

® Massachusetts has an aggressive agrimarketing program that includes
barter deals with foreign countries, bi-state promotions (e.g., Mas-
sachusetts cranberries and Colorado lamb), a Farm Trails program to
encourage tourists to buy directly from farmers, and an Integrated
Pest Management program to respond to the market for foods that
have less pesticide residue.

® The Florida Agricultural Economic Development Policy Act of 1987
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establishes a two-year pilot program that encourages cooperatives,
limited partnerships, and grower-owned business entities.

® In 1987, Montana established an Agricultural Development Council
that helps to create incubators for agriculture-related businesses in
sub-state regions, employs a professional to explore markets in the
Pacific Rim, makes seed capital grants for the development and com-
mercialization of new products and processes, and invests in other
agricultural diversification projects.

States with large mineral deposits have established special programs to
promote the mining industry, for example, by aiding the development and
use of new technologies.

& In 1985, Ohio voters approved issuance of $100 million in bonds to
help support research on the clean use of Ohio’s high-sulfur coal. The
Ohio Coal Development Office administers this program and also
promotes the use of Ohio coal and the installation of clean coal
technology.

® In 1987, Minnesota passed legislation calling for a ten-year plan to
increase the knowledge of the state’s mineral potential, stimulate the
development of mineral resources, and promote research. The legis-
lation also appropriated funds for accelerated mapping and evaluation
of mineral resources,

¢ The Pennsylvania Rural Economic Development Act of 1987 directs
the Department of Commerce to provide financial assistance to research
and demonstration projects relating to the disposal and reuse of brine
and other wastewaters produced in conjunction with oil and gas oper-
ations.

States with significant timber reserves have established special programs
to develop this resource through research, development of new products
and markets, and attention to regulatory and tax issues affecting the wood
industry.

® The West Virginia Forestry Development Act of 1987 established a
hardwoods research center and created a commission to study the
management, taxation, and marketing of timber and wood products.

® The state foresters of Michigan, Minnesota, and Wisconsin worked
with the U.S. Forest Service and the Conservation Foundation to
assess their resource base, to begin to identify new markets for the
states’ timber reserves, and to address issues arising from the more
intensive use of timber.

& Legislation passed in 1987 in Pennsylvania empowers the Department
of Commerce to assist in establishing a non-profit corporation to
promote the state’s hardwood industry,
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Many states have focused on the tourism industry as a key element in
their economies. Data on state spending for tourism does not differentiate
between rural and metro areas. The data show a jump from $18 million in
1982 (41 states reporting) to $84 million in 1986 (38 states reporting) for
advertising. Other state spending on tourism promotion rose from $65
million to $176 million during the same period.

Tourism is one area where sub-state regions can work together more
easily than they can on industrial recruitment, for example. States also
have invested in state parks as a way of promoting economic development
in rural areas.

® Legislation passed in 1987 in Pennsylvania authorizes small grants to
local development districts to prepare regional tourism brochures and
maps and to prepare regional tourism development plans.

@ The Ohio Department of Development provides matching grants to
local non-profit organizations for advertising and promotion of tour-
1S

® The Massachusetts Department of Environmental Management issued
a Request for Proposal (RFP), selected a private developer, and will
invest $8.5 million for the planning and construction of a four-season
resort in rural northwest Massachusetts. The site is a parcel of land,
adjacent to a state park, that had been purchased by the state. The
department conducted an extensive public planning process in devel-
oping initial plans and the RFP.

® In Maryland, the Governor has given close attention to tourism as a
diversification strategy for western Maryland, a rural area that has
lost many manufacturing jobs. The state is studying five state parks
and forests as possible skiing, lodge, or dude ranch sites, and has
matched a local contribution to develop a scenic railroad.

Other initiatives have specifically addressed building non-traditional
industries in rural areas. For example, the Washington Department of
Community Development and the Ultilities and Transportation Commis-
sion are studying the feasibility of introducing office-intensive industries
into rural areas. The department is assessing the telecommunications facil-
ities available in rural areas, comparing the costs of rural versus metro
locations, examining trends in the location of office-intensive industries,
and looking at possible applications of telecommunications and computers
in farming, timber, wood products, aquaculture, and fishing.

Customized Initiatives: Business Development

It is difficult to measure how effectively states are customizing their busi-
ness development initiatives to address rural conditions. Until recently,
states have been slow to establish separate or targeted business develop-



State Support for Rural Economic Development 63

ment programs for distressed or rural areas. Reporting on a 1983 survey,
a 1985 paper by the U.S. Advisory Commission on Intergovernmental
Relations states:

The record of state aid to distressed communities in economic devel-
opment can be improved. . . . Only in targeting to businesses owned by
minorities or the disadvantaged, among all the economic development
indicators, are at least half of the states active.’

This criticism may be inaccurate and outdated. Informally, some states
report they are especially active in non-metro areas because big cities have
their own capable, well-financed programs and do not need or want lots
of state assistance. Furthermore, state activities in non-metro and dis-
tressed areas have been increasing.

Community Development Block Grants (CDBGs) have been important
in focusing state attention on non-metro areas. Since 1982, states have
had the option of administering these federal funds for cities and towns
under 50,000 in populations that are not central cities. (Larger cities and
counties with populations over 200,000 in metro areas receive funds directly
from the U.S. Department of Housing and Urban Development as an
entitlement). By fiscal 1987, forty-nine states managed the CDBG-small
cities program. Most operate the program on the basis of a competition
rather than through a formula-based distribution to local governments,

In fiscal 1986, about 15 percent of state CDBG funds were set aside for
economic development projects, with half devoted to infrastructure and
34 percent to housing." Because of the flexibility of the CDBG program,
some states view it as an opportunity to set economic development prior-
ities for non-metro areas. Along with other funds not earmarked for non-
metro areas, they use CDBG funds as ‘‘glue money’ to fund a non-metro
strategy.

In addition to multi-purpose CDBG funds, several custom-designed
initiatives addressing rural problems should be mentioned. Business finance
is an area where states have been active. Several states have designed
initiatives to increase the access of rural businesses to specific kinds of
capital—seed capital, financing for nontraditional businesses (e.g., enter-
prises not related to agriculture or to retail sales), or loans that are too
large for small rural banks and too small for large money center banks.
Most state financing programs serve both rural and urban areas, but some
are targeted to address rural conditions. For example, the State Bank of
North Dakota, an entity of state government, has recently hired an indus-
trial loan specialist. This specialist will analyze loans brought to the bank
by private banks for participation and also assist small banks in rural areas
with their analysis of non-traditional industrial loans.

Some states have taken other initiatives that are specifically focused on
rural areas or are believed to be especially effective in rural areas.
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@ Washington gives tax credits for the creation of new jobs and sales
tax deferrals for expenditures on plant and equipment in counties with
high unemployment rates. The state also operates community revi-
talization teams to provide a coordinated response and technical assis-
tance by state agencies to distressed communities and businesses. In
addition, there are set-asides for distressed areas in the Washington
Service and Conservation Corps and in vocational education grants.

® Thirty-two states have established enterprise zones in distressed areas,
many of which are in rural locations. Eighteen of Florida's thirty
enterprise zones are in communities with under 50,000 population.
Arkansas has 272 active zones, most of which are in rural areas.

e Kentucky gives tax credits to companies that hire workers who have
been unemployed for over 180 days; this has been particularly effec-
tive with small businesses in rural areas.

® Pennsylvania has funded local development districts to hire export
promotion experts.

e Ohio’s small business development centers and small business enter-
prise centers, which provide technical assistance and specialized
expertise, are located mostly in rural areas.

® Alaska provides rural development assistance grants of up to $100,000
for projects that will promote economic development in rural com-
munities. The grants can be used to plan or help construct health
clinics, city offices, electrical generation and distribution systems,
libraries, and day care centers.

Customized Initiatives: Community Leadership

Every community has leaders. Especially in communities facing economic
adversity, economic development depends on the skills of these leaders,
on their commitment to economic development, and on their ability to
gain community support. Leadership also must be proactive. Community
leaders must anticipate and manage change and stay informed in order to
understand and help meet the challenges their communities face.

Outside entities can support the development of strong leadership. One
approach is to train people to become leaders or to improve their skills.
Private foundations, the Extension Service, farming and commodity groups,
and chambers of commerce have been especially active in this area. Uni-
versities and statc agencies also can provide support or sponsorship.

e The W.K. Kellogg Foundation has supported leadership development
programs in rural areas since the 1930s, often in cooperation with the
Extension Service and state universities. Currently, the foundation
is providing seed funds for fourteen programs in the United States
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and one program abroad. State departments of agriculture also have
contributed funds as in Illinois and Washington, and have operated
programs as in Colorado. These programs commonly provide two or
three years of training for groups of twenty to thirty-five young farm-
ers, businesspeople, and rural residents who have leadership poten-
tial. They attend briefings, seminars, and take trips to Washington,
D.C. and overseas to become more familiar with the political and
economic issues facing their states and to develop their leadership
skills, '

In addition, states can develop community preparedness programs that
help guide a community’s economic development plan. In some states,
these programs are part of a certified community program that awards
certification to communities that prepare a plan and then implement it by
organizing economic development corporations, developing marketing plans,
assisting local businesses, or building the necessary community facilities
to attract businesses. Certified community programs can be a good starting
point, but leaders in many of the high-growth communities felt these
programs were too elementary to be of use. At the time of the interview,
most of these communities had had over a decade of experience in eco-
nomic development.

® The Community Preparedness Program operated by the University
of Wisconsin-Extension has received awards as one of the best of
such efforts. Staff from the state university and from district offices
work closely with individual communities to organize economic
development partnerships, prepare plans, and work on specific proj-
ects,

® The Missouri Community Betterment Program offers technical assis-
tance and resource information to communities to help them establish
and work toward community and economic development goals.

The state also can help build the capacity of local leaders, governments,
and institutions by providing the resources—dollars and expertise—that
may be lacking in small communities.

® California’s Rural Renaissance Program provides funds to rural coun-
ties to develop economic plans, create revolving lean funds, and
market their communities as sites for industrial location. The state's
Rural Development Assistance Program is a continuation of a feder-
ally funded demonstration project. Through offices in rural areas, it
provides staff and seed funds to hire engineering consultants to pre-
pare applications for federal water, housing, and community facility
grants.

® The capacity-building elements of the Pennsylvania Renaissance
Communities Program have included providing state funds to meet
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the matching requirements for federal water and sewer grants, estab-
lishing a Community Economic Recovery Program of matching grants
for the preparation and updating of municipal development plans, and
issuing grants to community action agencies and other non-profit
community groups. Fiscally distressed communities can receive up
to 80 percent of the match required for economic development proj-
ects. The new administration is reviewing these and other economic
development programs with the goal of making them more effective,
especially in combating economic distress.

@ Legislation passed in 1987 in Minnesota recognizes the limited fiscal
resources available to small rural communities by relaxing the match
requirements of construction grants for municipal wastewater treat-
ment plants. The legislation also allows state agencies to relax plan-
ning requirements for wastewater projects in towns with under 1,500
people.

Finally, and perhaps most important, states can be a valuable source of
information for local leaders. A great deal of information is available to
everyone about broad economic and technological trends. The state’s
special contribution can be to marshal information about how local and
regional economies can be affected by these trends and to gather, evaluate,
and distribute information about local economic developments.

The information management function of the state is sometimes informal
and often undeveloped. Many states do support offices of business research
at state universities, and state departments of economic development
sponsor annual ‘‘state business outlook” conferences. A few states, including
Oklahoma and Minnesota, prepare annual ““Economic Reports to the
Governor,”” modeled loosely after the federal “‘Economic Report of the
President.”

ORGANIZING TO ADDRESS THE PROBLEMS
OF RURAL OR DISTRESSED AREAS

Another way states are seeking to respond to rural economic distress is
to find new ways to mobilize resources and make them accessible to rural
areas. As they develop new organizational structures, states must resolve
two issues,

First is the issue of defining the term “‘rural’’ {e.g., non-metro, smail
town, or remote). A related question is whether “rural’’ is the right con-
cept. Perhaps some states should organize their sub-state efforts around
other concepts, such as distressed areas, or sub-state economic regions
like labor market areas.

A second issue is more fundamental: the duplication of state services,
As noted earlier, most of the economic problems faced by rural areas are
not unique. It would not be efficient to create two separate systems—one
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in rural areas and one elsewhere—to suppert economic development. Nor
is it necessary. Indeed, the key is ensuring that rural areas, along with
other sub-state regions, have easy access to all of the specialized resources
that a state can provide.

Many state officials feel strongly about the dangers inherent in frag-
menting state initiatives, One of the central precepts of modern state
economic development initiatives is that the power of the Governor be
used to cut across the categorical lines created by state agencies. The
structure of federal programs and the differing cultures of the professionals
involved in economic development often create confusion. In the words
of one state economic development expert:

The federal world is broken up artificially into separate constituencies
which don’t talk to each other. What we have in our state is a continuum
of programs and a variety of access points, so that a business, a profes-
sor, or a community can link into the whole system at many different
points. We design our programs around the concepts of access and
decentralization, not around special rural offices or rural programs.

States have responded in two ways. They have encouraged the devel-
opment of sub-state regional economic development activities and have
established specialized advocacy offices for rural or distressed areas.

Encouraging Regional Economic Development Efforts

Rural areas often lack strong regional institutions. Rural America is highly
fragmented into towns, counties, and communities that are fiercely inde-
pendent, even though they may be linked by commuting and shopping
patterns. Although metro America is also fragmented, institutions, like
banks, real estate businesses, and large manufacturing firms, more often
have a metro-wide perspective. In rural arcas, these same institutions
usually are either local or statewide or multi-state, and they often have
headquarters in a metro center. So rural areas often lack strong, multi-
county economic institutions.

There are at least four advantages to a regional approach to economic
development in rural areas. First, the population of a sub-state region is
larger than that of a county or town, so there is a larger pool of individuals
with specialized skills in leadership or in economic matters.

Second, the financial resources available to an individual county or town
also are limited. Regionalism offers at least the promise of pooling funds.

Third, economic growth in one community often benefits neighboring
communities and counties where part of the workforce will live and shop.
When the focus is on industrial recruitment, the benefits are more concen-
trated; only one community gets the tax base. But as the focus shifts
toward helping existing businesses and encouraging new businesses, the
competition between towns can fade.
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Fourth, regionalism is a convenient way for states to deal with rural
areas. In many states, the number of individual communities suffering
economic distress is so great the state lacks the resources and time to
work closely with each one. It is possible to set priorities among com-
munities and give the most attention to those most likely to succeed or to
those in greatest need. Distress can be measured. Pennsylvanta, for exam-
ple, differentiates between economic distress and fiscal distress. The state
has used a HUD formula for determining economic distress. The formula
takes into account age of housing, per capita income change, population
change, job lag/decline, poverty, labor surplus area, and the unemploy-
ment rate. A community qualifies as fiscally distressed if it meets these
criteria and others, including revenue capacity, revenue/expenditure bal-
ance, and tax effort. An carly warning system is being designed to identify
municipalities that may face fiscal distress. Technical assistance and other
resources would be provided to such communities.

Predicting success is harder than measuring distress. As this study
indicates, success depends in a significant way on the ability of local
leadership. This is difficult to measure objectively. So it is difficult to target
state resources to those communities that are most likely to be successful.
States can use regional institutions as a way of assuring resources are
distributed to all parts of the state and as a way of cutting down on the
number of competing applications for state resources.

States have taken different approaches to building regional institutions
for economic development,

® Oregon has allocated $25 million te a new Regional Strategies Fund
that allows counties to decide on the parameters of regional cooper-
ation. Each county commission must hold public hearings to invite
comments on suggested regional strategies and on regional groupings
of counties. Regional strategies are submitted to the economic devel-
opment department for review and approval, and the state is given
the responsibility for assuring local efforts are linked with each other
and with state and private initiatives. The Governor allocates funds
among competing regional strategies but cannot award funds for a
second regional strategy until all regions have received funding.

@ In Oklahema, the Governor has invited private sector leaders to step
forward to help create new regional economic development public-
private partnerships. The Governor and state officials meet with regional
partnerships as they define their boundaries and objectives. In north-
east Oklahoma, the region has defined itself as both metro Tulsa and
adjacent rural areas. In other parts of the state, rural areas have joined
together.

® In 1986-1987, Pennsylvania provided $850,000 in state funding to
Local Development Districts (LDDs). These also are the local deliv-
ery system for the Appalachian Regional Commission. LDDs play a
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central role in planning, coordinating, and delivering economic devel-
opment services, especially in non-metro areas.

@ Iowa’s regional economic development initiatives are guided and
coordinated through fifteen regional coordinating councils. The coun-
cils are regionally based consortiums with representatives from gov-
ernment, business, and educational institutions, such as community
colleges.

@ The Governor of Colorado established five regional task forces for
the non-metro areas to develop recommendations for a state rural
development strategy. Each task force consisted of a cross section of
private and public sector leaders and was divided into three subcom-
mittees—tourism, agriculture, and business/community develop-
ment. The reports from these regional committees are being used as
the basis for a statewide rural strategy.

e In Virginia, the Southwest Virginia Economic Development Com-
mission is the state’s first regional strategic planning effort. Its initial
focus is on marketing strategies, education, natural resources, tour-
ism, transportation, and utilities.

e New York works through regional economic development councils,
which develop regional strategies and compete for grants and loans.
The program is available to all parts of the state, but it emphasizes
rural affairs and such industries as agriculture, timber, and food pro-
cessing.

State Rural Offices

In the late 1970s, several states established rural development offices,
often supported in part by federal funds. Most of these offices lapsed in
the 1980s when funds were withdrawn, though special rural initiatives did
continue in California and Minnesota, among others. Currently, there is a
revival of interest in state rural affairs offices.

When decentralization of state activities is not enough, other options
are available to ensure rural areas have access to state resources. States
can establish offices for rural advocacy or offices to coordinate the use of
federal and state programs by rural areas.

® The New York Office of Rural Affairs, established in 1987 as part of
the Office of the Governor, has defined its mission as ‘‘serving as an
advocate, ombudsman, and facilitator . . . a one-stop contact point
for rural officials and agencies/organizations interested in rural issues
... [and a ] coordinator and integrator of various programs and
activities that . . . address rural needs.”

® The Maryland Rural Development Program includes an interagency
state-federal committee, which undertakes joint project review. Proj-
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ects must be consistent with a locally developed strategy that meets
the planning requirements of the U.S. Economic Development
Administration and the comprehensive plan requirements of the U.S,
Department of Housing and Urban Development.

Another approach is to establish written guidelines to ensure rural areas
get their *'fair share” of state dollars; state programs are managed with a
sensitivity to rural areas.

¢ In Minnesota, 1987 legislation mandates the preparation of a compre-
hensive state rural investment guide. 1t will be used by a new Rural
Development Board to ensure the programs of all state agencies
respond to rural needs. The guide, which currently is being prepared,
will consist of policy statements, objectives, standards, and program
criteria to guide state agencies in establishing and implementing pro-
grams relating to rural development. The guide also must include a
mechanism to coordinate and allocate private and public resources to
rural areas.

® By executive order in 1986, the Governor of Illinois directed state
agencies to spend 25 percent of their budgets in rural areas. Within a
year after the order, seventy-five of seventy-nine agencies reported
they were in compliance. The forms and timetables for making these
reports are being revised to dovetail with budget cycles. In addition,
state agencies are being requested to submit rural policy statements
to the Rural Affairs Council in the Office of the Lieutenant Governor.
This council is directed to prepare a comprehensive state policy on
rural development. The legislature has not yet approved funding for
the council, but it has been operating on a limited basis with existing
funds,

CONCLUSIONS

Many states are now developing strategies to address the problems of rural
economic decline. The first step in a rural development strategy is to
revitalize the state’s statewide economic development strategy. This includes
developing new programs, in addition to traditional industrial recruitment.
Public-private partnerships can be created to catalyze change in economic
and business institutions. States also can address the special problems of
rural communities or of all distressed regions. Such “‘customized®’ initia-
tives might be focused on industries that are important in rural areas, on
such problems as the lack of specialized expertise in many rural commu-
nities, and on encouraging the creation of new regional institutions to work
for economic growth.

Developing solid, widely understood models for state rural economic
policy is expected to take several years. One need only consider the time
industrial states took to develop new statewide economic development
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initiatives and get them into operation. For example, in Massachusetts,
most new state programs were set up in the 1973-1977 period. In Pennsyl-
vania, Michigan, and other states, a year or more was spent on analyzing
the problems facing their industries before strategies were proposed and
programs were created.

As states experiment with new kinds of economic development policies,
new answers to the question of how rural areas fit into statewide policies
will emerge. In states that are predominantly rural, the statewide initiatives
can be customized to the distinctive conditions in rural areas. In states
with both rural and metro areas, a special package of rural initiatives could
be designed to link rural areas more tightly with growing metro economies
or to address the distinctive problems of rural communities. If both rural
and metro areas are experiencing economic distress, a special package
might be designed for all distressed areas.
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Crafting State Rural Strategies

This final chapter returns to the opening question: How can states respond
to economic adversity in rural areas? The chapter does not present addi-
tional research findings; instead it presents an interpretation based on this
and other research conducted by the National Governors® Association and
elsewhere.

The chapter offers six operating principles for state economic develop-
ment initiatives and shows how they might be applied to rural economic
problems. It is 100 early to say that these will be *‘keys to success’ in
rural areas. State rural economic initiatives are too young to measure their
impact. But there is some evidence the principles may work, because they
can be and have been applied successfully in other settings.'

The chapter also suggests several areas for further research and discus-
sion.

PRINCIPLE # 1: Anticipate and Adapt to Change

States should organize their policies around understanding and adapting
to changes in economic and demographic conditions and in technology,
rather than providing long-term subsidies.

The first principle for state rural policies rests on the fact that states
cannot gain control of economic events. Opinions are divided over how
extensively a government should try to manage economic affairs. Public
discussion of economic policy is still dominated by debates between inter-
ventionism and the **free market.”” But the reality is that the United States
has moved into a global economy and lacks strong international institutions
to manage €conomic affairs on a global basis. The ability of the federal
government to manage the economy has diminished in recent years. States
have even less control of economic events.

However, states can help anticipate and adapt to change. They can
gather and evaluate information about broad economic trends, project the
consequences of these trends on the local economy, and craft initiatives
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to help the workforce and local business community respond more effec-
tively to change. The key is to develop a proactive policy, a policy that is
based on informed understanding and aimed at positioning the local econ-
omy for the best possible future, State rural policy should be designed in
this context.

Many communities already have learned this lesson well. The high-
growth firms and communities demonstrated their ability to adapt quickly
and effectively to changes in economic conditions. There are several
examples in high-growth communities of firms that changed their products,
found new markets, or used new technologies. Research indicated that
ties are flexible: for example, they realized that opportu-
nities for recruiting branch plants are more scarce, thus their economic
development efforts must focus on existing businesses and new firms.

States can and should encourage rural communities to seek ways to
profit from economic change. Individual communities will compete, but
this does not mean rural development is a zero-sum game. Sometimes
competition for growth is zero sum, with firms relocating from one town
to another. But competition also encourages businesses and communities
to think of new ways to create wealth and to increase productivity. As a
result, the competitive position of the state and the country will improve.
The challenge for state rural policy makers is to help rural areas become
more effective competitors. The key for meeting that challenge is to under-
stand and adapt to change.

PRINCIPLE # 2: Catalyze Change in Institutions

States should seek to catalyze change in private and public sector institu-
tions and individuals, to improve their ability to respond to changing
eéconomic, demographic, and institutional factors.

Many rural businesspeople said that rural banks, for example, needed
to change their traditional lending patterns. The research identified several
Institutions that had changed their mission and way of operating. The
availability of finance was reported to be a critical factor in the high-growth

their lending on farming and retail, this was viewed as an impediment to
the growth of local manufacturing and service firms.

Other institutions operating in new ways in the high-growth communities
include colleges and the Extension Service. Colleges work closely with
industry on training programs, extending technical assistance to existing
firms and helping new businesses. In several states, the Extension Service
provides technical assistance to rural communities on economic devel-
opment as well as farming,
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PRINCIPLE # 3: Support Community-Led Growth Strategies

States must make a basic package of assistance available to all communities
and support strong community-based initiatives where they develop. Within
general parameters set by the state, decisions should be made at the sub-
state and local levels as much as possible.

The findings of this project suggest that a community-led approach to
rural economic development may work best. As Chapter Two indicates,
one cannot predict where growth will occur, s0 state officials must gain a
thorough understanding of the state and sub-state economy, chart a broad
strategy, and be prepared to respond to opportunities as they emerge in
individual communities and industries.

Information about the “high-growth communities’’ presented in Chapter
Three also supports a community-led strategy. If success depends on
sustained, broad-based local initiatives, the state must be prepared to assist
local leaders in developing sound strategies and then to work with local
leaders on these locally developed strategies. The high-growth communi-
ties visited did not see the state government as 2 leader, stimulator, or
driving force. Leaders in these communities saw states as conduits of
federal funds and repositories of financial and technical resources.

Some top-down decisions must be made. State and federal resources
certainly are limited, and some decisions must be made about which
communities and firms are helped and which are not. What is needed is a
community-led strategy for targeting state resources. Such a strategy might
have four elements.

First, the state could provide a basic package of economic development
services to all communities, including guidelines and technical assistance
about how to evaluate the growth prospects of individual communities,
how to organize local coalitions, and how to set goals and objectives.
Some states provide such assistance in conjunction with a “certified com-
munity”” program. However, these programs are often too elementary for
experienced communities and sometimes do not offer enough practical
assistance.

Second, the state could establish an advocacy and information function
to ensure statewide programs are customized to rural and other distressed
areas. The need for and design of such an activity would vary widely
according to the geographic, economic, institutional, and political struc-
ture of the state. The advocacy operation might be organized around rural
interests if the state’s rural areas are quite different from the metro areas
and if most rural areas are distressed. In other cases, the advocacy function
might be organized for small towns—irrespective of their location, for
distressed areas, or for sub-state economic regions.

The responsibility for advocacy could be lodged in an economic devel-
opment or community affairs agency if its programs are directed to helping
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rural areas. If there are distinctive human resource, education, or envi-
ronmental problems in rural or distressed areas, then the advocacy func-
tion could be lodged in a planning or policy agency, in the Governor's
office, orin a cabinet council.

Third, states can tncourage communities to work through sub-state

regional organizations. The advantages of regionalism were set forth in

cooperation between localities.

Fourth, states can allocate their financial and technical resources on the
basis of payoff, defined in terms of the greatest impact on the rural econ-
omy. Some communities will not be able to mobilize long-term, sustained
development efforts. Since such efforts seem to be an important ingredient
for economic growth in rural areas, investing state resources simply on
the basis of need, high unemployment, or low income, may be wasteful.

Objective standards would be helpful in targeting resources effectively.
Such standards should measure not only the immediate impact of jobs
created by investing in individual deals, but also the indirect impacts of
catalyzing changes in institutions. Few such standards exist, Perhaps the
best states can do is establish explicit measurable goals and document
what happens. Unfortunately, the burgeoning state experiments with eco-
nomic development_speciﬁcally rural development—are not well-docu-
mented. Often, the same program title means different things from one
community or state to the next. Documenting these initiatives in the states
and localities is an important federal responsibility that has not been
fulfilled.

Fifth, states must enter into new alliances and partnerships with the
other players in rural policy. The next two “principles’” address federal-
state alliances and partnerships between the private and public sectors at
the state and local levels.

PRINCIPLE # 4: Work Through Public-Private Partnerships

Business leaders play a key role in economic development; new partner-
ships between government and business leadership must be created.

growth. In some communities, elected officials and local government
employees also are key players. In others, the driving force is clearly in
the private sector with locai government providing the support and frame-
work for economic development activities,

At the community, sub-state regional, and state level, new kinds of
organizations are emerging to mobilize private sector leadership and to
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involve these leaders in setting policy, finding resources, and implementing
specific activities. In high-growth communities, there were a broad variety
of organizations. In recent years, many communities have turned to pri-
vate, non-profit economic development commissions that receive public
sector support and have professional staff. However, several of the high-
growth communities so far have managed without professional staff.

PRINCIPLE #5: Build New Federal-State Alliances

Federal-state relationships in economic development should be restruc-
tured to reflect the increased scope of state activities and to focus the
federal role on activities that state and local governments cannot under-
take.

As well as working with new public-private partnerships, states must
renegotiate the federal-state alliance. Although the research was focused
on the state and community levels rather than the federal level, it did
illustrate the importance of federally funded programs in high-growth
communities and presumably in other rural areas.

For decades, the federal government has had a much larger role than
states in rural economic development, including:

Infrastructure. Multi-billion dollar federal investments in infrastruc-
ture—through the Rural Electrification Administration, the Farmers Home
Administration, the Tennessee Valley Authority, water projects in the
West, the Appalachian Regional Commission, and the interstate highway
system—have brought enormous benefits to rural areas.

Price Supports. Federal spending on farm price supports has grown to
$25 billion in 1987. Payments go to a small minority of rural residents
(primarily those who raise wheat, corn, soybeans, cotton, or rice). And
since the payments are linked to production, smaller farms receive smaller
payments. However, price supports currently account for over half of net
farm income.

Institutions. The federal government supports several networks of orga-
nizations, including rural electric cooperatives; the Cooperative Extension
System; local development districts, funded partly by the Economic
Development Administration; regional councils of government; and var-
ious public-purpose, quasi-governmental entities like community devel-
opment corporations. Each has an interest and a track record of involve-
ment in various aspects of rural economic development. Sometimes these
institutions work closely with state government; often they do not.

Aid to Rural Business. Federal economic and community development
programs—namely those of the Economic Development Administation
and Small Business Administration, Community Development Block Grants,
the rural set-aside of Urban Development Block Grants, and Farmers
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Home Administration business-industry programs—are an important source
of financing for businesses in the high-growth communities and elsewhere
in rural America.

Federal spending on price supports has risen dramatically in the 1980s,
but other programs have shrunk. At the same time, states are broadening
their activities in economic development. As Chapter Four of this paper
suggests, this renaissance of state economic development recently has
begun to include a renewed interest in rural areas. Unlike that of the late
1970s, this generation of state rural activities is an initiative of state gov-
ernment, rather than one driven by federal spending,

An expanding role for states in economic development, including rural
economic development, is both likely and desirable. There are several
reasons. One is that federal budget pressures make the expansion of federal
programs unlikely, irrespective of the policies of future federal adminis-
trations. Many states, however, have demonstrated a willingness to appro-
priate additional funds for economic development activities. The budgets
of state economic development agencies have quadrupled in the 1980s.
Even more important are the initiatives states have taken to redirect
policies and expenditures on elementary and secondary education, higher
education, highways and other infrastructure, and training to promote
economic development.

A second reason for a stronger state role in economic development is
that development needs to be linked to activities that have traditionally
been state concerns. To prosper in a highly competitive, multi-polar,
unmanaged global economy, countries need strong microeconomic poli-
cies to increase the productivity of their workforce, communities, and
businesses. States traditionally have been the major funding source and
setter of guidelines for certain kinds of investments in productivity, espe-
cially public education. And, states have long had a major role in managing
federal investments in transportation and training.

A third reason for state leadership is that a decentralized response to
new economic conditions is highly desirable. The global economy faces a
future of turbulence and uncertainty. In this context, there is a premium
on flexibility, experimentation, and diversity. States have greater freedom
than federal agencies to craft initiatives to respond to diverse local con-
ditions, greater ability to experiment with new approaches, and better
track records in building meaningful public-private partnerships.

The expanding role of states in economic development does not imply
the end of the federal role. The federal role is not diminished, just different.
It includes assisting those states that are experiencing sudden or chronic
economic adversity and undertaking activities where there are large econ-
omies of scale. For example, federal leadership in economic development
will continue to be essential in supporting research and development and
in gathering information about the economy and about state and local
initiatives.?
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On the other hand, the federal government could delegate more respon-
sibility for designing and managing economic development programs to
states, so the programs can be integrated into a flexible, comprehensive
development strategy. Within each state, new alliances must be developed
between ‘‘line’’ state agencies such as departments of economic devel-
opment, community affairs, and labor, and the networks of “‘rural’’ orga-
nizations that have received extensive federal support over the years. In
some of the high-growth communities, these agencies are closely linked
with state and local economic development activities; in others, they are
not.

The process of shaping these new alliances is an opportunity for renew-
ing and refocusing the agendas of these other organizations. They all are
much older players in rural policy than state government. The Extension
Service dates back to the Smith-Lever Act of 1914 and traces its lineage
to path-breaking activities of the U.S. Department of Agriculture in the
19th century. Rural clectrification dates from the 1930s, and local devel-
opment districts from the 1960s. Needless to say, rural America is quite
different from what it was when these entities were created. Each must
constantly strive to address the conditions of the 1990s and the 21st cen-
tury.

For example, the number of farmers has dropped dramatically since
Extension was created. Farmers’ education, sophistication, and access to
technical information is much greater. The basic objectives of Extension—
making specialized technical skills available in rural areas and linking
universities with industry to achieve greater productivity and to improve
the quality of life—are as important as ever. The challenge is to apply
them to new populations, new technologies, and new problems and, at the
same time, forge new alliances with state economic development pro-
grams.

PRINCIPLE # 6: Support Entrepreneurship, Defined Broadly

State economic policy should encourage entrepreneurship in the broad
sense. That is, states should encourage flexible, growth-oriented firms at
all phases of development, including new firms, small growth-oriented
businesses, and dynamic larger corporations.

Usually, industrial recruitment and aid to new businesses are seen as
alternatives, as the old and new approaches to economic development at
the state and local levels. But many growing companies in the high-growth
counties did not fall neatly into either category. Many were existing busi-
nesses, some were recruited entrepreneurs, others were recruits that
expanded after settling into the community, and still others were branch
plants that were purchased and rev italized by local entrepreneurs.

It is time to move beyond the debate between recruitment and new
businesses. The drawbacks of a strategy based on recruiting large branch
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plants are clearly understood: there are fewer branch plants and more
competition for them; the costs of recruiting large branch plants are going
up; in most industries and most kinds of communities, small businesses
contribute more to employment growth than large establishments; and
relocating plants is a zero-sum game adding nothing to the overall produc-
tivity or competitive position of the states or country,

However, a narrow focus on either branch plants or on new firms will
miss many opportunities. The idea of promoting entrepreneurship should
be flexible enough to cover all kinds of growing businesses. The key
elements of entrepreneurship are

® Strong interest in creating wealth;
® Skill and creativity;

® Investment of personal energy; and
® Willingness to take risks.

An entrepreneurial economic policy can foster these characteristics at
all stages of the development of a business, from start-ups by people who
have never owned their own business, to start-ups by experienced busi-
nesspeople, to expansions of small firms, to the creation of branch plants.
The policy also could define how establishments relate to each other as
independent firms, subcontractors, potential merger partners, or branch
plants.

In some industries, the potential for employment growth may lie in
independent start-ups. However, start-ups are fragile and need a suppor-
tive environment, It may be that some kinds of firms, especially high-tech,
high-skill, and high-risk firms, ““incubate” better in metro centers or close
to major universities.? The comparative advantage for rural areas, at Jeast
for those which lack a major research university, may lie in other kinds of
new and growing firms, including those in a later stage of growth phase.
Once entrepreneurs have become established, they may be able to move
(with their contacts and firms) to rural areas.

From the state perspective, the same kind of careful targeting of busi-
nesses by growth phase may be appropriate. In addition, the state must
consider whether encouraging localities o recruit entrepreneurs or other
small and growing firms is zero sum.

IDEAS FOR DISCUSSION AND RESEARCH

This study suggests a number of ideas for further discussion and research.
There are several interesting directions for future field research. The field
work in the sixteen high-growth counties did not address recreation/retire-
ment communities or rural growth due to metro overspill. It would be
interesting to explore the notion of ‘‘successful’ recreation-retirement
communities, for two reasons. First, many states and rural areas are
experimenting with rural development strategies that focus on tourism and
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retirement. And, some rural areas experiencing rapid growth from recre-
ation and retirement, for example Vermont, are beginning to question how
they can manage or even moderate growth.

It also would be worth investigating the hypothesis that sustained local
economic development activity is a necessary condition of rural economic
growth. As suggested in the conclusion to Chapter Three, this would
involve looking at whether slow-growth and average-growth communities
have the same kind of local activities as those found in the high-growth
counties,

The field research in high-growth communities could be replicated in
other regions besides the Farm Belt. The successful approaches described
in Chapter Three probably are universal. But, the dynamics of mobilizing
rural communities, the role of states, and the kinds of assistance needed
by businesses in other areas might be very different.

With respect to state rural initiatives, the overriding need is to document
what is happening, with respect to statewide initiatives in rural states and
sub-state rural initiatives. Experiments in the *‘laboratories of democracy”’
should be monitored and evaluated. Three issues deserve special attention:
the shifting roles of the states and the federal government; the usefulness
of “‘rural’ as a concept for organizing and customizing state initiatives;
and approaches for reducing the zero-sum aspects of industrial recruit-
ment.

Finally, it would be useful to explore the question of whether businesses
in certain phases of their life cycle, or in certain phases of a product cycle,
prefer rural or metro areas. It also might be possible to develop and test
hypotheses on the costs, risks, and benefits of government aid to busi-
nesses at different stages of growth.

CONCLUSIONS

Rural policy is at a crossroads. Serious, long-term economic problems
have emerged. The blows that hit rural areas in the mid-1980s were dev-
astating—the falling prices of farmland, oil, and many commodities, and
the impact of the strong dollar on rural manufacturing. Although the worst
of the collapse may be behind us, the long-term competitive position of
many rural areas appears to be eroding slowly. This may be true of the
majority of rural areas which are not buoyed by metro sprawl or by the
growth of recreation and retirement communities.

Although the broad trends may be discouraging, they can be slowed or
even reversed by communities that mobilize their energies and resources
to support long-term, broad-based economic development efforts. States
and the federal government can help rural communities anticipate and
adapt to new economic realities.

There are signs of hope. At the federal level, agencies are searching to
redefine their missions to be able to respond to new economic realities
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and challenges. States are beginning to address rural problems through
the development of new initiatives. Local communities are mobilizing their
energies for economic growth. There is increasing interest in forging these
efforts into a new federal-state-local alliance for rural development. Although
it is too soon to say how many of these new initiatives will pay off, there
is significant evidence that by effectively managing change, it will be
possible to achieve a brighter future for rural America.

CHAPTER FIVE ENDNOTES

1. For a comprehensive analysis of these new programs, see David Osborne,
Economic Competitiveness: The States Take the Lead (Washington, D.C.:
Economic Policy Institute, 1987); Marianne K. Clarke, Revitalizing State Econ-
omies (Washington, D.C,; National Governors® Association, 1986); National
Governors® Association, Jobs, Growth, and Competitiveness (Washington, D.C.:
National Governors® Association, 1987); and Committee for Economic Devel-
opment, Research and Policy Committee, Leadership for Dynamic State Econ-
omies (New York: Committee for Economic Development, 1986).

2. Forasoemewhat longer discussion of our diminishing ability to manage economic
events, and of the consequences for the, roles of the federal government and
the states, see Everett Ehrlich and Raymond Scheppach, New Directions in
Economic Policy: An Agenda for the 1980s (New York: Praeger Publishers,
1984); and DeWitt John, Shifting Responsibilities: Federalism in Economic
Development (Washington, D.C.: National Governors’ Association, 1987).

3. James P. Miller, **Recent Contributions of Small Businesses and Corporations
to Rural Job Creation™ (Washington, D.C.: U.S. Department of Agriculture,
Economic Research Service, February 1987), pp. 4, 6. Miller writes, “findings
on the source of employment growth in the late seventies lend support to the
‘incubator/filter-down’ hypothesis which holds that corporations at a certain
stage of their industry’s product life cycle tend to branch out to low-wage
suburban and rural locations, whereas small independent businesses—espe-
cially those just starting up—are more likely to locate in urban areas.™
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Appendix A B5

APPENDIX A. DETERMINANTS OF ECONOMIC
GROWTH: A LITERATURE REVIEW

Clark Edwards, a senior economist with the United States Department of
Agriculture, reviewed the post World War 11 to 1980 economic literature
pertaining to rural development (Edwards 1981). He concluded that there
were ‘‘several growth theories, all of them partial, most of them helpful,
but none complete’’ (Edwards 1976). However, Edwards felt that together
the theories can help us understand the process of rural development and
can provide guidance for the design of public policies. Edwards organized
the literature’s findings into five explanations of regional changes in eco-
nomic activity:

® Increasing resource availability;

e Advancing technology;

@ Expanding markets;

e Conquering geographic space; and
@ Building institutions

Not all growth theories or research can be classified into one and only
one of the five categories. Most explanations of economic growth rely
heavily on one basis of growth with occasional overlap into other cate-
gories.

In addition, there are aggregate Or Macroeconomic forces that can influ-
ence growth. These “outside-the-area’ forces influence “inside-the-area”
economic activity. A brief discussion and definition of the five categories—
as well as aggregate and macroeconomic forces—follows. The discussion
below uses Edward’s framework in reviewing past and more recent research
on location and economic growth.

Increasing Resource Availability

Increasing resource availability refers to providing lower cost resources—
infrastructure, financial capital, and service and technical assistance—as
a key to rural development. The basic idea is that more inputs will induce
more output. Thus, to make a region grow one should provide it with more
accessible and lower cost resources.

There is research to support the importance of access to resources as
an important causal factor of growth. Infrastructure, for example, has
been found to be a necessary ingredient for regional growth in several
studies.

The most comprehensive study with respect to the effects of public
infrastructure on growth was that of Mera in 1975. Infrastructure repre-
sents physical capital investments such as roads, water and sewage sys-
tems, electricity, telecommunications, airports, and railroads, which tra-
ditionally are supported by public investment. Infrastructure enhances the
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quality of life and stimulates economic development (Fox 1981). Mera
examined the growth characteristics of the nine U.S. census regions from
1947 to 1963. His conclusions were that the more developed regions grew
as a result of growth in public infrastructure; less-developed regions grew
as a result of growth in technology. Other studies found regions lagging in
terms of real per capita income did so, in part, because of inadequate
infrastructure (Salvatore 1976 and Biehl 1980).

Only a few studies have explored the relationship of public infrastructure
to location decisions of firms or workers. Helms found government expen-
ditures on highways and schools led to growth in state personal income.
In contrast, Herzog, Schlottman, and Johnson (1986) found the location
choice of high technology workers showed little sensitivity to public infra-
structure services. Eberts examined the timing of the public infrastructure
investment relative to that of private investment (1986, as reported in de
Silva Costa, Ellson, and Martin 1987). He reasoned if public investments
preceded private, then local areas could use public funds for infrastructure
development to achieve growth. Eberts found the causation ran in both
directions, depending on location and time. For example, private invest-
ment was more likely to influence public outlays (and not vice versa) in
cities located in the South and in those that experienced above-average
growth after 1950. In another study, Eberts (1985) found public infrastruc-
ture made a positive and necessary, but small, contribution to manufac-
turing expansion. He concludes that regional growth is not only influenced
by growth in private capital and labor, but also by public capital. This
conclusion was also supported by the research of Hulten and Schwab
(1984) and de Silva Costa, Elison, and Martin (1987). Fox concurs, but
adds caution:

Infrastructure was probably not the stimulus for growth in most places,
but it was necessary to accommodate growth . . . New infrastructure
may be important for development in other communities because they
are prime candidates for specialized development, such as a retirement
commuuity,

However, the need for physical infrastructure may have been the need
of a previous era of growth. *‘Good roads and airports are still important,
but intellectual infrastructure is the key” (Osborne, *“The New Role Mod-
els,” 1987). This translates into quality education, organized research,
and the nurturing of small independent businesses. Many state initiatives,
for example, promote research and encourage quick commercial use of
scientific advances. This has been done with financing such as the use of
state-provided venture capital, through technology transfer programs, and
through centers of excellence.

“Intellectual infrastructure™ also is encompassed in the ‘‘increasing
resource availability™ basis for economic growth. Regional variations in
growth can be explained by differences in regional endowments of natural
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resources, human resources, or capital. The quality of resources is con-
sidered as important or more important than quantity. Thus, increasing
resource availability might include better education of the workforce as
well as, for example, supplying rural areas with more public or private
investment funds. Many states are reflecting their belief in the importance
of resource availability when they stress educational improvements as one
of the ways to maintain healthy state economies.

While many states feel quality education is a paramount goal to retain
their competitive position and quality of life, and while there are many
studies that relate the educational level of the population to the ability to
achieve economic growth (Edwards 1976: Kunkel 1970; Henry 1986; and
Rosenfeld, Bergin, and Rubin 1985), there has not been a wealth of research
addressing the relationship of public education to local growth or to the
social returns from public education (McNamara, Kriesel, and Deaton
1984). Hines, Tweeten, and Redfern (1970) estimated the social returns of
education at all school levels and for all race-sex groups to be 11.8 percent.
Several studies have attempted to relate manufacturing location decisions
to the quality of the local workforce (Kuehn, Braschler, and Shonkwiler
1979; Smith, Deaton, and Kelch 1978; Debertin, Pagoulatos, and Smith
1980; and Leuck 1979). However, the empirical results have been incon-
sistent and unstable. McNamara, Kriesel and Deaton suggest these results
may be due to inadequate conceptual elaboration of the nature and role of
human capital with respect to regional or local economic growth.

Unfortunately, with respect to many of the newer state development
efforts to nurture small independent businesses, the literature is scarce.
For example, with respect to venture capital, much of the literature does
not address regional differences (Bean, Schiffel, and Mogel 1975; Koz-
metsky, Gill, and Smilor 1985). However, this tends to be in regions with
already high concentrations of financial resources and/or high concentra-
tions of technology-intensive businesses.

There is virtually no research addressing the role of venture capital in
influencing high technology location, but it is known that venture capital
is distributed very unevenly across regions. California, New York, and
Massachusetts account for approximately 60 percent of the total venture
capital pool. While these states “‘export’ venture capital elsewhere, the
largest number of investments go to highly urbanized areas. Venture cap-
ital investments in total tend to be made in seven states: New York,
Massachusetts, Connecticut, California, Illinois, Minnesota, and Texas
(Florida and Kenney 1986).

It may be that the potential for regions to use venture capital networks
is limited at best. Perhaps the most successful example of public equity
provision is the Massachusetts Technology Development Corporation.
The corporation finances companies in an area that already receives a
disproportionate share of private venture capital resources. It already is
doubtful that simply providing public venture capital can compensate for
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the absence of a well-developed technology infrastructure such as would
be the case in a lagging region (Florida and Kenney).

In addition to educational and venture capital investments, many devel-
opment programs have emphasized increasing resource availability by
developing natural resources. For example, many of the early, large rural
development programs, such as the Tennessee Valley Authority (TVA),
were based on the belief that increasing availability of natural-based resources
(e.g., water, power, agricultural land, and fertilizers) was the key to regional
development (Chandler 1984). However, in a comprehensive review of
eleven southeastern, county-level studies of the role of natural resources
and resource investments on employment income and economic structure,
Jansma (1976) concluded such investments are not significant generators
of rural growth. In his study of the Tennessee Valley Authority, Chandler
concluded the tremendous successes in development ascribed to the exis-
tence of TVA were a “‘myth.” Many critics question these conclusions as
to the role of resources, however, suggesting that what is important is the
relationship of natural resources to technology (Abramovitz 1961), the
access to trade of natural resources (Herfindahl 1966), or quality and
multipurpose nature of natural resources (Back 1969).

Increasingly, natural resou rces—particularly as amenities—are seen as
Job-enhancing. Mark Henry (1986) concludes:

Enhanced quality of public services and improvements in environmental
and cultural amenities may be more effectjve in ultimately maintaining
a state employment base than the current emphasis on industry hunting.

Wheat (1986) also has shown that regional manufacturing growth is
avoiding regions with harsh cold climates and that retirees—an important
component of growth in some rural counties—almost exclusively locate
near lakes, sea coasts or mountains.

Resources also can include public funds; there is evidence, for example,
that federal aid programs can lead to growth. Martin and Graham (1980)
found, for example, that Economic Development Administration funds to
counties led to significant improvements in personal income growth rates
during the period of aid receipt. Barrows and Bromley (1975) found that
Economic Development Administration Public Works Projects had greater
Job creation impacts in less populated areas than in urbanized areas. On
the other hand, Stutzer (1985) found that state issued revenue bonds have
had little or no impact on statewide employment; he suggests such funds
might be better targeted to worker training,

Advancing Technology

Advancing technology refers to investing in research and development,
developing new and improved products and services, or improving human
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resources through job training. Those advocating advancing technology
as a way of achieving regional growth focus on productivity increases—
of labor and of capital. In that sense, “advancing technology™ as a basis
for regional growth can be aligned closely with the “‘increasing resource
availability” basis. That is, educational investments might simultaneously
improve labor productivity and increase the availability of the appropriate
“quality”’ of labor for regional growth.

Hulten and Schwab (1984) provide an example of research that addresses
advancing technology. In a study of regional productivity growth in U.S.
manufacturing from 1951 to 1978, they found total productivity was an
important source of regional growth. However, they also concluded that
since labor productivity growth between the Sun Belt and Snow Belt states
were essentially the same, “*productivity differentials are not responsible
for differences in regional growth™ from 1965 to 1978. Instead, they found
interregional differences were Jargely a result of differences in the growth
or either capital or labor, that is, of ‘‘increasing resource availability.”
This conclusion is supported by the comprehensive work of Jorgensen and
Griliches (1967) who found that growth in total inputs used—and not
growth in the productivity of these inputs—was by far the major deter-
minant of growth in total output.

Many times the evidence as o the importance of advancing technology
is anecdotal. For example, many believe universities influence the local
business environment by providing a focus for experimentation, and by
the university-attracted establishment of local firms characterized by high
technology. This relationship has occurred in other states. For example,
the Massachusetts Institute of Technology (MIT) is surrounded by one
square mile that has outperformed each of thirteen states in terms of job
creation since 1980 (Hyatt 1987). While MIT is a “*world-class’” university
and therefore a special case, this phenomenon of technology investment
is thought to occur around other universities, albeit in a lesser way.

From a state’s perspective, investments in either research and devel-
opment or human skills can be risky if such investments can not be
recaptured within the state. That is, if either people or the benefits from
new or improved products leave the state, then states are likely to restrict
investment in these value-increasing activities (Otto and Johnson 1987).
Holtmann (1966) found that communities tend not to provide education
for which they perceive they will not be reimbursed through future €co-
nomic growth. Furthermore, Luytjes's research (1971) on low income
Kentucky communities, found that because of limited local employment
opportunities, increased education did lead to increased migration. Despite
these concerns, however, the policy implication of advancing technology
as a basis for regional growth has been well reflected in federal and state
efforts to invest in research and development, to modernize plants, to
provide skill training, or otherwise improve productivity.
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Expanding Markets

Expanding markets focuses on new sources of demand for a region’s goods
and services. The fundamental premise is that the economic base of a
region depends on ‘‘export markets,”” where ‘‘exports’” are those goods
and services sold outside the boundaries of the region. Export markets
are thought to be the prime determinant of the economic health of a region
(North 1955). Expanding markets can be accomplished by regions spe-
cializing and trading with other regions, by increasing the exports from
and reducing imports into the region, or by stimulating demand for various
local business products and services from within and without the region.

Many regions that are particularly dependent on natural region-based
industries—agriculture, forestry, or mining—have tended to rely on this
method of achieving growth. Several studies support the conclusion that
expanding markets are a major determinant of industrial location
(McLaughlin and Robock 1949; Thompson and Mattila 1959; Lichtenberg
1960; Chintz and Vernon 1960: Perloff e al. 1960; Perloff and Dodds 1963;
Fantus 1966; and Wheat 1986). There is less evidence on successful and
effective regional strategies to expand markets. That is, it is reasonably
clear that if a region can increase demand for its products, growth will
follows; it is less clear which strategies successfully increase demand.

States have pursued expanding markets by promoting increased within-
state purchases of state products (e.g., “‘buy locally grown produce”
campaigns), by encouraging increased purchases of state products by out-
of-state consumers, or by urging direct foreign purchases of state products.
For example, with respect to foreign purchases of state products, states
spent almost $19 million on export promotion in 1980. Virginia, Ohio,
Maryland, and Illinois spent over $1 million each. Research shows, on
average, that a 1 percent increase in state foreign export promotion expen-
ditures will generate a .044 percent increase in manufactured exports
(Coughlin and Cartwright 1987).

Conquering Geographic Space

Conquering geographic space focuses on the role spatial relationships have
to regional growth., Congquering space as a determinant of economic growth
has been well documented, particularly in what have been termed “‘loca-
tion theory™ studies. Location theory usually focuses on the role of the
location of resources, markets, and transportation services in determining
the location of economic activity (Edwards 1976 and Isard 1956). While
much of the research with respect to conquering geographic space has
been used to explain and describe past growth patterns, the knowledge
gained can be used for policy recommendations with respect to achieving
“*agglomeration economies.” These are cost savings from locating related
businesses and residences close to one another and to their markets as
well as from planning the placement of public roads, telecommunication
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systems, and other services. For example, Smith and Redfield (1987) note
that Freeport, Maine has used the existence of the mail-order business of
L.L. Bean to develop animpressive retail center. Firms located in Freeport
gain the advantages of being close to similar types of businesses.

The newest method to counteract distance is telecommunications. Some
argue telecommunications might make rural areas more competitive since
distance is less important (Smith and Redfield 1987). McGranahan, Hes-
sion, Hines, and Jordan (1986) believe the telecommunications case is
easily overstated. They argue that proximity offered by central locations
remains essential; location is not irrelevant. This is most evident in the
information industry itself, as in the dramatic growth of Silicon Valley.
““In situations of volatile markets and technology, face-to-face contacts
apparently cannot be replaced.”

“‘Conquering space’” is particularly important to remote areas and is
frequently accomplished by out-commuting as workers respond to the lack
of opportunities in their own community. Mitchelson and Fisher (1987)
argue the key to understanding “counter urbanization” or the choice of
rural residence is to understand long distance commuting, ‘‘the journey to
work.” In their study of commuting patterns within Georgia, they con-
cluded that a *‘complex commuting system is in part responsible for those
rural areas once losing population now functioning as growth areas.” In
Georgia, Mitchelson and Fisher also found that the commuting patterns
were to nonmetropolitan growth centers as well as to metropolis.

Therefore, ‘‘conquering space’ can require access to good, low-cost
infrastructure. The close proximity of an interstate highway, for example,
has proven to be a good predictor of growth; a number of studies have
found highways important determinants of economic success (e.g., Carlino
and Mills 1987; Henry, Drabenstott, and Gibson 1987: Young 1986; Rosen-
feld, Bergen, and Rubin 1985; Moon 1987; and Briggs 1983).

Two alternative bodies of thought with respect to conquering geographic
space involve appropriate location of firms to influence regional growth:
the “‘trickle down’’ and the “‘trickle-up™ theory. The thought behind the
“trickle down’’ theory is that accelerating growth in the less rural centers
ultimately will provide jobs for neighboring, more rural areas (Edwards
1976). The ““trickle down’’ theory has influenced many agencies to exper-
iment with *‘growth centers,”” usually with the assistance of Economic
Development Administration funds.

The ‘‘trickle-up’’ concept advocates placing manufacturing plants in
rural regions and relying on moderr communication and transportation to
overcome any economic disadvantages associated with remote locations.
A 1972 doctoral dissertation by Barrows concluded rural development
projects ‘‘should not necessarily be centered in large urban growth cen-
ters’’ (defined as 250,000 population or more). Barrows and Bromley (1975)
found projects that were most successful in creating jobs were those in
counties that already were experiencing rapid growth in income and pop-
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ulation and in which population was concentrated in towns of 2,500 to
24,999. Their findings thus supported the ““trickle-up’’ idea. Earlier, how-
ever, Hansen (1970) had questioned the report of the President’s Advisory
Committee on Rural Poverty because it advocated bringing industry to
remote rural areas. He felt there was no evidence that government could
be successful and instead advocated federal subsidies and information
programs to facilitate immigration to “‘intermediate”’’ regions where rapid
growth existed but where congestion posed little threat. Jansma (1976)
questions whether such a place exists, but he does not criticize the con-
clusion that assisting immigration may be a preferred policy to industrial
recruitment for rural areas. Nevertheless, several studies have found that
remoteness from a large community did not significantly influence the
chances of community growth (Young 1986; Rosenfield, Bergman, and
Rubin 1985; and Jansma and Goode 1976).

Building Institutions

Building institutions (e.g., organizations, markets, and laws) refers to the
need to develop new institutions to encourage and sustain growth. Edwards
(1976) notes institutional building is a basis for growth in two ways. The
first is that it facilitates the other four bases of growth. Examples include
financial institutions to provide venture capital or job training institutions
toimprove labor productivity; computer-based buying and selling of goods
or services to expand markets (electronic markets); or zoning regulations
to influence spatial location. The second way involves institutions that
function independently of the other four bases. These include institutions
for regional or local planning, community development committees, iden-
tification and cultivation of local leaders, and the delivery of public goods
such as health care.

Carlino and Mills (1987) and Young (1986) used institutional variables
in their analyses of total employment (e.g., whether the state was a “‘right-
to-work™ state), state cumulative use of Industrial Development Bonds,
and percent of unionization in the state workforce. These were not signif-
icant variables when the model results were obtained, however. Wheat
(1986) also used union participation, “‘right-to-work’’ laws, and taxes. He
found they were not significant variables. Other studies have found either
the “‘right to work” laws or a business climate index, which includes
percentage of unionization to be insignificant in explaining business loca-
tion in interregional studies (Carlton 1979; Carlton 1983; and Newman
1983). Others have found these to be significant (Plaut and Pluta 1983; and
Bartik 1985). However, because unionization is more heavily represented
in the northeast states, these variables may be reflecting geographic dif-
ferences in growth unless the model carefully controls for regional dispar-
ities other than unionization.
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Several studies convinced most regional analysts that tax policies have
had little effect on differences in regional growth. The most influential
study was that of Due (1961). More recent studies (Charney 1983; Newman
1983; Bartik 1985; Fox 1981; Wasylenko 1980; and Wasylenko and McGuire
1985) have found that in intra-urban areas, relative tax rates can influence
business activity. It may well be that firms are more concerned about the
level and quality of services they obtain per tax dollar as opposed to the
amount of laxes paid; however, there are no recent studies that focus on
the role of tax policy on industrial location from a nonmetropolitan versus
metropolitan focus.

Macroeconomic Forces and the Five Bases of Growth

Edwards’ classification of the literature on determinants of rural devel-
opment into five major components reflects the fact that little if any of the
literature addresses all five components simultaneously (Jansma and Goode
1976). The common organizational theme throughout much of the litera-
ture, however, is ‘‘spatial profit maximization.” That is, entrepreneurs
will locate where they expect to make the most profit (Jansma and Goode
1976).

Excluded from the Edwards framework is the impact of macroeconomic
forces. While the five bases for economic growth explain some of the
economic growth differences between regions, the overall level of eco-
nomic activity in rural regions in the United States has been strongly
influenced by macroeconomic forces. Macroeconomic influences include
changes in the strength of the American dollar and thus in trade patterns
and declining demands for mining, farming, and manufacturing products.
Therefore, the five bases of growth identified by Edwards should explain
why one region or community was successful while another was not,
despite both being influenced by the same set of macroeconomic forces.
Of course, the same set of macroeconomic forces can and do have differ-
ential effects on different regions or different sectors of the economy.
Recently, macro and aggregate forces have brought major structural change
in many rural areas. Four examples of the differential regional and sector
effects of macro and aggregate sources illustrate the importance of these
factors.

First, imbalances in the federal budget deficit and the trade deficit have
had a pronounced impact on the rural economy. Rural sectors are concen-
trated in the production of tradables—goods and services that either are
or could be traded internationally—producing relatively less nontradables
(especially services) than the country as a whole. The revaluation of the
dollar in the early 1980s caused a shift in the price of tradables relative to
the price of nontradables, lessening the incentive for exporting and increas-
ing the incentive for importing and for the production of nontradables
(Adelman and Robinson 1987). Rural manufacturing, for example, includes
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many jobs particularly sensitive to competition from imports. Over 30
percent of all rural manufacturing jobs were in apparel, textiles, wood
products, leather, and shoes (Brown and Deavers 1986).

Second, the recessionin farming also has hit hardest in the North Central
region, particularly the Great Plains. The farm dependent regions are
specialized and tend to lack the resiliency to respond to economic declines,
Of the farming-dependent counties, 46 percent have no incorporated towns
of 2,500 or more people, nor are they adjacent to a Standard Metropolitan
Statistical Area (SMSA) (Bender et al. 1985). Nonfarm employment can
be difficult to obtain. In several midwest states, counties obtain their
income from both agricultural and mining uses of their resources. Because
the mining industry also is seriously depressed, states such as North
Dakota, Oklahoma, and Texas are experiencing severe unemployment and
recessions in both of their major rural industries.

Third, while most of the basic industries in the United States have
declined in the 1980s, the service industry has been robust. Unfortunately
for rural areas, they are at a disadvantage in the conversion to a service-
based economy. They are in danger of being left behind as the national
economy makes the shift toward services. For example, service jobs were
about 15 percent of total rural employment at the end of 1984, compared
with 22 percent of total urban employment (Henry, Drabenstott, and
Gibson 1987). Seven out of every eight new service jobs in the economy
in 1984 were added in metropolitan areas. Only in those rural counties that
specialized in retirement or government activities were the percentage
increases in service jobs greater than in metropolitan areas.

Finally, deregulation of transportation, banking, and the communication
system also have worked to the disadvantage of rural areas (Pulver and
Rodgers 1986), Federal regulation has, in essence, represented a subsidy
of low-priced rural power, transportation, and telephone service and thus,
an important component of rural development as deregulation proceeds
(Richards 1987). Low-volume, low-profit routes and rural markets are left
unserved or are served at higher rates. Rural communities, particularly in
the midwest, are placed at an economic disadvantage.

Explaining and Predicting Growth

The five bases of growth provide valuable insights into the processes of
growth, though there is no one encompassing theory that integrates them.
Indeed, there are many skirmishes among theorists as to which of the five
explanations of growth is the more important. Government programs have
proceeded by implementing policies that draw their rationale from one or
another of the five bases; but, these programs often lack integration.

A comprehensive theory adequately encompassing all five bases of
growth is not available. We understand parts of the development process
under certain conditions, but the complete process of growth remains an
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enigma. We are much better at explaining past growth patterns than we
are at predicting future ones or at ameliorating rural decline. As Newman
(1987) states:

Just as diversification is not a cure and specialization a curse, so 00 is
access or infrastructure or enterprise Zones or venture capital alone not
the answer. The things we do not know about the development process
confirm the belief that development is a complex web of the tangible
and intangible. It consists of the interaction of whal are customarily
identified as economic factors with a host of cultural, and social, atti-
tudinal forces which distinguish individuals and areas from each other.
The very complexity of the process shounld warn us against attempts to
expect rapid resuits from the most well-meaning and well-structured
programs. Impacts of programs are usually incremental over time and
diffused. One easy fix never works. In addition, the range of events that
impact on the fortunes of an area are so large that we should not be
surprised by a statistical or even conceptual inability to isolate the
impact of any set of public actions on the goal-oriented measures of
income, employment, or population change.

Despite the inexact nature of the rural development theories, they pro-
vide insights as to what are important factors influencing growth., While
not providing a road map for achieving development success, the theories
focus attention on sets of key attributes associated with growth and provide
implications for policy design.
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APPENDIX B. A MODEL FOR PREDICTING EMPLOYMENT
CHANGE IN THE RURAL FARM BELT: MODEL
SPECIFICATIONS AND RESULTS
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TABLE B-2. Model Results: Factors Influencing Rural
Midwest County Percent Employment Growth Rates, 1979—
1984

Estimated
Coefficient  Standard Error

Variable on Variable of Coefficient
1975 Federal spending on

development programs 000292 000894
1980 Employment in agriculture 039366 050288
1980 Employment in manufacturing 006170 057185
1980 Employment in mining 024615 079172
1980 Total county population —.000030 000050
Presence of 4-year state university —1.746803 2.133097
1980 Percent of county population

over 25 years with more than high

school education -.016750 1026599
Adjacency to metro area —.320825 1.120516
National business cycle 4.266808 S51114*
Dependency variable —30.804570 6.547021+*
1979 Median family income —.000009 .000228
Percentage of commuters 090777 047661+
Presence of interstate Highway —.727587 1.000158
(Constant Term) 21.906143 7.984967*

Adjusted R2 = |17

*NOTE Indicates significant at § percent level. The model was specified as a linear,
ordinary least-squares regression. No transformations were performed on any of the
variables.
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APPENDIX C. FIELD RESEARCH METHODS

Selecting Counties for Intensive Study

The statistical analysis described in Chapter Two and Appendix A iden-
tified forty ‘‘high-growth’" rural counties. Of these, half could attribute
their employment growth to the impact of a singular, external force such
as:

Commuting to major metro areas. In five Missouri counties, employ-
ment growth was predominantly the result of workers commuting from
rural areas to jobs in major metropolitan areas such as St. Louis, Spring-
field, or Jefferson City.

0il and gas exploration and drilling. In three Kansas counties, four
North Dakota counties, and three Oklahoma counties, the employment
growth that occurred from 1979 to 1984 was a direct result of the boom in
oil and gas exploration and drilling. All of these ‘*energy counties’’ have
since experienced severe declines in employment.

Large-scale construction projects. In one Oklahoma county, one Kan-
sas county, and four Nebraska counties, there were various kinds of large-
scale construction projects that caused temporary increases in employ-
ment. These projects included a nuclear power plant, two Bureau of
Reclamation dams, and state highway construction. In the county where
the nuclear power plant was built, employment has since dropped below
its 1979 level. Significant employment losses also are occurring in counties
where construction projects are close to completion.

Although such forces were the most common source of employment
growth in the top forty counties, they also are the least interesting in terms
of uncovering successful approaches.

In eight counties identified by the model, employment growth could be
attributed to a tourist trade intertwined with an influx of sizable retired
populations. Six of these tourism/retirement counties were located in Mis-
souri, with the seventh in eastern Kansas. Both the tourist trade and the
retirement phenomenon in these counties is associated with large, man-
made lakes, and more specifically with housing developments on the lake
fronts.

Eight of the top forty growth counties identified by our model achieved
more broad-based employment growth as a result of some sort of industry-
led diversification.' These counties are particularly interesting for two
reasons. First, their growth is broadly based and promises to be sustain-
able. Second, because their growth is not dependent on a singular, external
force, it is more likely to provide insights for communities trying to dupli-
cate their success.
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Field Methods Used to Investigate the Top Forty Counties

‘The procedure used to conduct the field research was divided into four
parts:

® Formulating the interview questions;

® Gathering information on top 40 counties:

® Selecting counties for on-site interviews; and
® Identitying local players to interview.

Formulating the interview questions. The interview included questions
about sources of local employment growth and the possible causes under-
lying that growth.

Gathering information on the top Jorty counties. The counties were
investigated state-by-state in the following order: Iowa, Missouri, Kansas,
South Dakota, North Dakota, Nebraska, and Oklahoma.

University extension specialists were interviewed about reasons for
employment growth in their respective counties. Community development
specialists were especially knowledgeable, and thus able to provide the
names and telephone numbers of contact people at the local level. (In
Missouri, these specialists set up a schedule of interviews in all four
counties visited.)

Staff of state agencies responsible for administering economic devel-
opment programs and initiatives (e.g., departments of economic devel-
opment and commerce) also were interviewed about reasons for employ-
ment growth in that state’s top-performing county(ies), about counties that
experienced employment gains after 1984, and about persons to contact
at the local level.

If the necessary names and information were available from university
extension specialists and/or state agency staff, local individuals were con-
tacted to verify reasons for employment growth, identify key players in
the community’s and/or county's economic growth, and identify growing
businesses and industries.

If information about the state's top-performing county(ies) was not
available from these individuals, chambers of commerce and local news-
paper editors were found to be excellent sources of information at the
local level.

Selecting counties for the on-site interviews. Based on the information
gathered above, counties were eliminated where employment growth from
1979 to 1984 was a result of one of the following circumstances:

® Thirty percent or more of the county’s employed were commuting to
Jjobs in a nearby metro area (five counties);

® A temporary boom in oil and gas exploration and drilling (ten coun-
ties);
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e One-time large-scale construction projects such as nuclear power
plants, Bureau of Reclamation dams, and state highways (six coun-
ties);

e Changes in reporting of employment data (one county); and

@ Miniscule employment gains in extremely small populations (two
counties).

This process of elimination left us with no counties in North Dakota,
South Dakota, and Oklahoma; one county in Towa; one county in Nebraska;
five counties in Kansas; and nine counties in Missouri.?

We then asked economic development agencies in each state to identify
any counties that showed employment gains after 1984. The results were
one additional county in Iowa, three in North Dakota, and four in Mis-
souri.?

Identifying local players to interview. Most of this was accomplished
during the process of gathering information on the top forty counties.
Local contacts were used to identify key players in a community’s eco-
nomic growth, and as many on-site interviews as possible were set up with
these local leaders. Examples of contacts and key players at the local level
included:

Business/industry owners/operators

® Real estate developers

® Bankers

@ Newspaper editors

® Public or private utility executives

e Chamber of commerce executives

e Officials of local development corporations or industrial development
authorities

® City or county directors of economic development

® Mayors

e Community college faculty

® Area extension specialists

A list of additional counties identified by the states follows.
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Additional Counties Identified by State Departments of
Economic Development

Percentage Increase
in Employment,

1984-1986
County
Clarke, Iowa 3.5
Macon, Missouri 15.1
Crawford, Missouri 7.0
Audrain, Missouri 0.7
Perry, Missouri 8.4
Barnes, North Dakota 4.0
Richland, North Dakota 0.5
Rolette, North Dakota 4.7

APPENDIX C ENDNOTES

1. In addition to these, state departments of economic development were able to
identify eight more counties that have had employment gains since 1984 related
to industry-led diversification. Thus, the findings discuss both the original eight
“high-growth’” counties and these “‘new’’ counties.

2. Because Missouri had so many growth counties, it was handled differently,
Even though five commuter counties were eliminated at the outset, nine remained
to be investigated. Of those, seven turned out to have some mix of tourism/
retirement-related growth. One of these tourism/ retirement counties, the two
remaining counties which appeared to have a broader mix of economic activity,
were visited. The Missouri Department of Economic Development also sug-
gested four additional counties that achieved employment gains after 1984; one
of these also was selected for an on-site visit.

3. Half a dozen additional counties were suggested by the Nebraska Department
of Economic Development, but the state’s employment data revealed that all
of them had experienced employment declines.
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