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As the 1990 census data becomes available, a pattern 
that has

been documented only anecdotally is becoming more visible and

garnering increasing public attention. The pattern is one of

increasing , inequality among places and regions as
 expressed in

income disparities, unemployment rates, and access to basic

services. Thus far the analysis of this pattern has been

approached from two different perspectives. Analysts of rural

economies have focussed on nonmetropolitan popul
ation losses and

the increasing economic gap between metropolitan and non-

metropolitan areas. 1 As opportunities deteriorated during the

1980s in nonmetropolitan areas,' population grow
th rates have slowed

and in some areas there have been actual population 
losses. Some

analysts see this, trend as having implications b
eyond population

decline, pointing out that it is the people who are empl
oyable who

have left. Nonmetropolitan population decline has 
also exacerbated

negative economic trends such as deindustrializatio
n; increasing

tendencies toward centralization of services in higher order

centers and leaving, many communities with a Musing stock but

precious little else.

At the same time, urban analysts have focussed.on a 
parallel

process - the loss of inner city population and 
the increasing

disparity between central city and suburbs in almost
 every respect



- jobs, housing, and the quality of public
 and private services.

Although the urban crisis and the rural crisis have somewhat

different manifestations, they are inextricab
ly linked - aspects

of a broader process through which the 
U.S. space economy is being

transformed.

In what follows, 'I will argue that while in
creasing spatial

inequality can be explained with reference to the

internationalization of the U.S. economy and f
irm competitiveness,

'changing market conditions are not the
 only factors re-shaping the

space economy. Governments still function
 to regulate economic

processes even in an era of deregulati
on and the processes of

internationalization are mediated through ,politi
cal processes. To

understand the new spatial inequality we need to look to

political-economic explanations that consid
er the changing role of

the nation state in intersection with chan
ges in markets. There are

several dimensions to this changing role.
 One is a diminution of

equal access to certain services (tra
nsportation, communication,

health care) - as a concomittant of citizenship. In other

industrialized countries, these are deemed social citizenship

rights and strongly institutionalized at t
he national level. In

the United States, however, public service
s were never strongly

formulated as rights and so are more vulne
rable to erosion under

the argument of market efficiency. A second dimension is the

withdrawal of state intervention in the m
arket in the form of

social welfare provision, including place-based development

policies. Yet another important dimension involves the 
regulatory
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role of the state. It is reflected in changes in the rules

governing the financial system .particularly those governing

financial institutions and transactions. Another related set of

"rule" changes has Affected the ability of firms to merge and

acquire.

• All of these aspects of a changing state role have directly

and indirectly influenced firm locational patterns and employment

patterns. Although many of these new policies have been presented

as deregulatory, they are more accurately depicted as policies.,

aimed at making the U.S. economy more sensitive to the fluctuations,

of the Market. That this is the case is suggested by the emergence

of new regulatory institutions - aimed at individuals and firms and -

intended to'increase market discipline (eg. solvency safeguards).

These new governmental policies and institutions contrast- quite.

dramatically with those whose purpose is to intervene in the market

for the purposes'of improving social welfare or to promote rdgional

economic development.

The changing role of the nation state has fundamentally °

altered the environment for economic development at the sub*- •

national state and local level. As a consequence, policy-makers in

the 1990s hAve.a new and different set of constraints to consider
' \

when trying to formulate economic policy initiatives. The situation

calls for a fresh look at the assumptions underlying local economic

development policy. To contribute to this reassessment,I will

outline how the "rules of the game" have shifted, looking at

changes in regulation and at explicit policies to shift the burden
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of what are generally considered "social" needs to the local level.

Finally, I will examine the constraints on economic development

policy within the new - economic environment. To put these policy

shifts in perspective, however, I will lay out a tentative

explanation for why we might expect government policy and forms of

intervention to change with the internationalization of the U.S.

economy.

CRISIS OR ADJUSTMENT

To understand why the federal government 'has moved away from

certain types of market' intervention policies particularly from

those which encourage the provision of universal service and place-

based development one needs to ask why such policies were enacted

in the first place. One explanation, drawing from the work of

O'Conner in The Fiscal Crisis of the State would suggest that

certain necessary expenditures are taken on by government because

they are too costly for individual capitalists.' As the nature of

the economy changes, the kinds of expenditures the state finds it

necessary to take, on change with it.

There are two ways of viewing current federal policies and the

restructuring of relations between the state and the economy. In

the first scenario, the state plays an important role in promoting

'the kinds of capital accumulation prevalent from the 1950s through

the 1970s, oriented around mass production industries and mass

consumption. A key stabilizing element in this regime was the

"consumption norm" which legitimized federal expenditures for

health, social security and agricultural programs. A mass
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production-oriented economy required large scale public investment

irvthe social and physical infrastructure to create the spaces for

mass production. It also required public investment ih housing,

roads, school systems etc'. to encourage mass consumption. In

addition, property rights are centralizOd and transformed in order

to create a public interest that supercedes the interests of Small

business and small property holders. As Geisler describes it, there,

is, "a legal transfer of property rights to the public sector where

certain -private interests are better represented than others."2

Government federal, state and local, becomes complicit in the'

requirements of mass .production enterprise .supporting those

industries most conducive to this type of production organization

and lolling:to support others 'which are more specialized. The

numerous Oases of complicity between agribusiness and subnational

state governments against specialty agriculture exemplify how state

power and its bureaucratic apparatus was tied to a form of mass

production.

As production organization and location begihs to shift in the

1970s, however, the bloated state becomes A drag on capital

accumulation because of the revenues required to support it. This

produces a "fiscal "crisis" for: the state and the need to

dramatically cut back on expenditures for programs which : had

ameliorated the effects of uneven development ,under mass

production. This argument is plausible -but we still need to

explain why certain types of expenditures have been dut‘and not

• others and why the national government seems so little concerned
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to legitimate actions which have exacerbated regional_ and

individual inequality. The answer to these questions lies in a

second scenario - one which focusses less on the crisis associated

with the diminution of the mass production oriented economy and

emphasizes, instead, the particularities of the U.S. response to

the emerging international division of labor and a gradually

evolving role for the state vis-a-vis capital interests. In this

scenario, the decline of mass production and industrial

restructuring is only one dimension of a broader and deeper process

of political-economic transformation. Underlying this

transformation are policies, such as those affecting real estate

development and land use, which although economically driven are

realized through a deeper and more continuous political-economic

process. The crisis of mass production thus rides atop a longer

term process of national political-economic adjustment. 3 This

scenario also has some distinct limitations, particularly in its

construction of political-economic adjustment as constituting an

essentially smooth trajectory. An argument can be made that the

economic changes occurring in the 1970s and 1980s intersected with

a particular kind of politics to produce an accelerated movement

to a political-economy dominated by market principles.

Spatial analyses are critical to both of these scenarios but

in the first case, analyses of the spatial consequences are largely

confined to deindustrialization and the rise_ of industrial

districts. The second scenario allows for a broader interpretation

of the transformation of cities and regions and of the rise of



suburban cities at the expense of both "traditional" central cit
ies

and nonmetropolitan areas.4

Despite their. differences, both of these analyses suggest the

waning of a nationally regulated production and consumption space

in favor of multiple locally-regulated spaces. They point to

distinctively different principles of spatial organization than

those which characterized what is popularly known as the era of

mass production. For example, firms have, increased their ability

to target markets which are not spatially defined and to reach them

through national advertising, telecommunications links and direct

mail - thus the separation of market from place. Another example

is a tendency to concentrate distribution and production in fewer,

nodal, locations so as to increase catchment areas. This has not

_involved capital deepening in cities, however, but, in the 1980s,

capital deepening in suburbs.

The most important nodes in the new space economy are, in

fact, neither in cities nor in rural areas but in the suburbs. The

reasons for the explosion of production and consumption activity

in the suburbs.are both economic and .political. Economically, the

suburban cities constitute agglomerations (albeit sprawled

agglomerations) oriented around the most profitable market

segments. Politically, the growth of suburban cities represents a

move from more regulated urban space to less . regulated suburban

space. In addition, there is an ability not present in central

cities to manipulate land use and infrastrUctural investment for

the development of shopping malls, industrial parks and office
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parks. What is needed at the local level is the capacity to re-make

space to realize the profits available in distribution as well as

production. The fiscal and bureaucratic capacity (as well as the

market) are missing from most nonmetropolitan locations while

cities still exact costs associated with a labor force that has

become redundant with respect to both production and consumption.

It is the suburban local state that is at the heart of the emerging

space economy. Under these circumstances, the impetus to create the

spatial conditions for universal service or mass consumption are

missing. The encouragement of differentiation at the local level,

and of local competition, is much closer to the spirit and

substance of the role of the U.S. state vis-a-vis capital interests

in the 1990s.5 To see the nature of this emerging relationship

more clearly we can look at one of the hallmarks of state

restructuring in the 1980s - deregulation -and at its spatial

consequences.

The State and Financial Market Regulation

It is now a truism that the United States has faced enormous

adjustments 'because of the internationalization of the

economy. Everything from de-industrialization to the decline of

the stock market as an accurate index of national economic health

has been linked to the development of global markets and an

increasingly international division of labor. What is too

frequently neglected in these analyses is how national level

political and ecohomi.c institUtions, including non-market
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institutions, continue to shape how the demands of the market are

met. For example, national financial systems Continue to constrain

firm strategies and production organization decisions.. They, in

effect translate how and to what, extent international financial

market conditions are felt in national markets.6

The U.S. is singular among industrialized economies in the

degree of vulnerability to market forces because its adjustment is

micro-economic, firm-led, rather than mediated through societal

level institutions. Capital market systems are much more

responsive to short term changes in market conditions and mitigate'.

against long term investment strategies. In the U.S., this

sensitivity was heightened in the 1980s: 'Financial deregulation

made capital markets hyper-sensitive and more competitive by

breaking down the'regulatory,barriers which had distinguished and

separated the types of transactions which Could be carried out by

different types of financial institutions. Financial deregulation

in the U.S, arguably made U.S. headquartered financial institutions

more competitive on world capital markets but also increased the

volatility of the domestic.capital'market. Financial deregulation

interacted with other deregulatory actions, particularly decisions

not to enforce anti-trust laws, to encourage concentration across

a' widerange of sectors, including airlines, trucking, retail and

financial services. one effect of 'this deregulatory activity was

to stimulate the growth of financial services in the 1980s. New

financial products were .introduced and mechanisms were developed

to manage .a world capital market. Brokerage activity increased
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83.7% from 1979 to 1985. 1

The rush to concentration through merger and acquisition in

the 1980s has arguably decreased cost competition in some product

markets. At the same time cost and profit pressures on firms have

increased because of more competitive financial markets and

acquisition-related debt. a

The

firms in

constraints posed by financial markets mean that

many sectors are under strong pressure to keep costs

and to move into product markets which will produce short

profits rather than those which require long term investment.

importantly, firms need to move out of less profitable markets

U.S.

down

term

More

very

quickly. This pressure leads to the contraction of product cycles

and places a premium on certain types of short cycle product

innovation such as the re-packaging of existing products in new

forms to reach different markets. It works against other forms of

innovation which are dependent on long term investment, such as

client-oriented customized production. The trends emanating from

capital and product markets are also manifested in consumption

patterns. The shortening of product cycles translated into less

predictable product demand and unexpected variations in demand in

many sectors.

Deregulation: Implications for Locational Decisions

The question of how changes in regulatory regimes affect

differently situated individuals and regions are generally

neglected because of the sectoral orientation of regulatory policy. 9

Studies of sectoral change in the ten years following deregulation,
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however, indicate that'the benefits of deregulation are unevenly

distributed. Although supporters of 'deregulation argue , that

increases in efficiency have substantially benefited consumers,

there are also those who argue that the short term benefits of de-

regulation in decreased product unit costs are outweighed by

increased costs with respect to service quality, access, and

consumer time. 
10 As Kevin Philips notes: "A fair consensus view

was that educated, reasonably affluent consumers able to understand

the widening array of choices and take advantage of reduced price

opportunities reaped the most benefits, while poor people strained

by high minimum balance requirements at banks and steep local phone

rates - fared the worst." U

There are also as yet largely unknown costs associated with

the dismantling of formerly regulated labor markets in many

deregulated industries. Evidence is beginning to appear linking de-

regulation with the decreased investment in the workforce by

employers, with the degradation of working conditions, with more

incentive-based pay schemes and with a shortage of skilled workers

in some affected industries.0

One sector which has been profoundly affected by de-regulation

is that of financial services. Although, it is not possible to

describe the complexities of deregulation in detail, the process

is basically one in. which intra-sectoral boundaries have been

broken down and firms freed-up to look for more profitable markets

and investments. Prior to de-regulation in the 1960s and 1970s

nondepository financial institutions, such as brokerage security
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services and insurance companies, devised short term investment

products that yielded a higher return than the interest savings

accounts of thrift institutions which were restricted from

competing by interest rate restrictions. Consumer lending, in

general, diversified during this, period. General Motors was the

largest consumer lender in the United States in 1980 and by 1981,

And business lending by nonbank firms accounted for 20% of all

business loans°. At the same time the Eurodollar markets

generated other unregulated investment opportunities. Partially

as a consequence, of these developments, there were a series of

legislative acts which removed many of the previous controls on

banks and, thrift institutions and paved the way for the

contemporary financial service industry. One of the most important

consequences of this. restructuring is that financial institutions

no longer rely on a deposit base to finance lending operations but

rather draw investment funds and invest across regions, 'countries

and sectors. As a consequence the industry has changed from one

in which the central activity is the provision of services to one

in which the central activity is the sale of financial products.I4

In general, the de-regulation process and the restructuring

that accomfoanied it have made for much more competitive financial

markets which have; in turn, affected product:markets in the U.S.

as was alluded to earlier. very little research has been done on

the consequences of this transformation for communities. what has

been done explores the consequences of bank "rationalization" for

inner city areas. The consequences of the deregulation of
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financial institutions for nonmetropolitan communities are a- matter

of dispute, with some analysts suggesting that rural communities

have benefited from the ,proliferation of branch banking. 16 The

critics of de-regulation have-focussed on the activities which now

take place in rural banks and on the question of the volatility of

investment institutions rather than solely on the number of banks

in a given .region. The question of geographic distribution is also.

as yet unanswered. • Given the diversification of nonmetropolitan

.economies, bank'brancheS-may be proliferating in some, areas, such

as those proximate to suburban counties, and being eliminated in

less accessible and more isolated areas.

The profit orientation of contemporary financial institutions

means that they are strategically targeting certain populations and

certain communities. According to one account,' "The neighborhood

branch is not only superfluous but operates. as a drag (upon the

bank) unless the branch is located in the neighborhoods where the

'"cream" of the market reside."17 And, another, " The traditional

concept of banking services and careful nurturing of longtime

customers is being replaced by concepts of targeting and "creaming"

the market." " Both of these quotes suggest the importance of

service provision in -suburban .agglomerations rathei. than in

nonmetropolitan areas or in central cities.

There is some evidence that nonlocal banks in rural areas may

be draining capital from rural areas to invest in the expanding

suburban areas, 19 This not only results in a loss of local

investment capital but, in the case of bad non-local investments,
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in higher user fees for local, banking services. Two developments

are, however, highly significant for regional development

potential. First, the increasing emphasis on short-term commercial

loans has reduced the availability of long-term, fixed rate

financing crucial to community and small business development.

Second, pressure to exit less profitable markets has led to a very

unstable local financial market characterized by rapid turnover.'°

Another, secondary, implication of the emerging distribution

of financial services is a loss of expertise. Branch banks staffed

primarily by sales personnel are unlikely to have the type of

representation on community boards and chambers of commerce that

resulted in lending practices reflecting "local knowledge". The

controversy over federal regulators use of technical rationale to

evaluate risk and its devastating effects on previously credit-

worthy borrowers from the Bank of New England is only the most

publicized case of the consequences of this transformation.

Our knowledge of the implications of the de-regulation of the

financial sector for non-metropolitan areas is limited because

apart from the particularities of agricultural lending we have

little information about the role of financial products and

services in local economic development. The number of bank branches

or. local banks in any given area is less important than changes in

lending practices and the kinds of products and services available

to consumers. what we need is more information on how those

products and services which sustain and encourage development in

different types of nonmetropolitan communities are being affected
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by the deregulatory and associated restructuring processes.n

A second change in the regulatory environment •that has

implications for regional development potential is non-enforcement

of anti-trust law. The local impact of this national policy change

is evident in the retail sector, which has undergone dramatic change

since the 1970s. The lack of enforcement of ,;anti-trust law has

accelerated the process of merger and acquisition which began to

re-shape the industry in the 1970s. For example, although firms

such as Macy's were able to Stave off takeover in the 1970s by

strategic acquisitions which increased their debt to equity ratio

and made them .direct competitors with potential acquiring firms,

this strategy began to fail in the 1980s. Direct competition in

some markets no longer constituted a regUlatory 'barrier to

takeover! In addition, the openness of the U.S. market to foreign

capital increased the number of potential acquirers. The takeover

of Macy's by the British Batus Group was one consequence.

In nonmetropolitan areas, the restructuring of the retail

sector has resulted in the so-called "Wal-Marting" of rural America

or the replacement of locally-owned stores by discount retail chain

stores in more centralized locations. Kenneth Stone's research on

the economic effects of this new organization of retail trade

indicates several important consequences for nonMetropolitan areas.

First, in the towns and cities which become retail "nodes", the

total retail trade area expands. Competing 'general merchandise

stores, as well as specialty stores in the immediate vicinity

suffer losses in sales though there are some beneficial spillover
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sales to complementary activities such as fastfood restaurants.

Fewer purchases are made in the towns without Wal-mart operations.

So in the first four years of Wal-Mart operation, Iowa stores lost

eleven per cent of their total sales, with losses in some sales

categories, such as apparel, approaching twelve percent. 22 The

restructuring of retail stimulated at least in part by deregulation

has encouraged rapid centralization of retailing and affected

nonmetropolitan communities in at least three ways: decreased sales

tax revenue in many localities, increased unemployment and

redistribution of employment opportunities to higher order centers

and decreased local investment. In addition, as was described in

the first section, the increased debt load carried by firms is

encouraging them to restructure operations to reduce labor inputs.

Thus, we can expect that concentrated rural retail activities will

not be a source of regional job generation but will most probably

reduce employment in the 1990s. Nonmetropolitan communities are

still places where people live but many are losing their employment

generating functions. This view is supported by data gathered by

Johansen and Fuguitt which shows that population has been more

stable in small towns and villages than has retail and service

'activities (see Figure 1)."

Of course, deregulation alone is not responsible for the

difficulties faced by nonmetropolitan areas. Its effects have been

felt in conjunction with a range of state and federal government

policies which have redistributed risk and responsibility as well

as income. These redistribution processes have benefited some
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groups such as the elderly, at the expense of others, children and

young people. They have also had consequences for:the spatial

distribution of jobs, credit, and services.24 Federal government

policy to favor transfer payments to individuals over social and

economic programs to help disadvantaged groups has also meant that'

earned income in aome areas, such as retirement centers, can

decline while, at the same time, personal incomes ( from all

sources including transfer payments)' remain stable. As a result

poverty is a much more serious problem among young rural

inhabitants than among rural retirees.

These conditions are direct manifestations of the withdrawal

of the nation state from interventionist policies to alleviate the

inequities created by the market.

The Dismantling of the Social Welfare State 

The most prominent and visible change in federal policy over

the past ten years has been the dismantling of social welfare and

place-oriented economic development programs and the shifting of

social costs to the subnational level, particularly to states but

also to localities. This change is vividly represented in changing

expenditure patterns at the federal level. Per capita state and

local spending increased 31% between 1984 and 1988 (in comparison

with an 18% inflation rate). Much of this growth was driven by

health care costs and federal mandates to expand medicaid.

At the ,federal level, the biggest cuts were absorbed by those

programs which were oriented toward "in-need" populations and

places (Figures 2 and 3). Throughout the 1980s, grants-in-aid
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programs for rural areas were dramatically slashed. And, even basic

infrastructural investment projects were eliminated from the

budget. At the same time, "Pentagon capitalism" was accelerating

the differences between nonmetropolitan areas and metropolitan

areas, pouring defense contract funds and research grants into high

tech counties such as Santa Clara, Los Angeles, and Orange in

California and Fairfax in Virginia.26

The contemporary spatial inequalities and the falling fortunes

of rural areas are not simply a consequence of the vicissitudes of

the ,market as is the conventional wisdom but of the transformation

of the political economy.

What Do the New Economic Realities Mean for Regional Development?

At the same time that policies were being implemented on a

national level to erode universal service and increase

differentiation among people and places, the orientation of

economic development shifted to the local level and to local

entrepreneurial initiatives. It is ironic that the economic

development literature has concentrated almost exclusively on local

initiatives and the need for functional flexibility during a period

in which local capacities have been systematically undermined and

in which nonmetropolitan regions have become less specialized

rather than more specialized.

Among the strongest currents in this new emphasis on local

initiatives was that which stemmed from micro-economic, firm-
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centered paradigms. One of the strengths of the firm
-centered

production paradigm is; in fact, its ,close association with

questions of regional development through the concept of the

industrial district. This paradigm has spawned numerous.efforts
 to

replicate successful industrial districts in Italy and e
lsewhere

through, among other things, firm'"incubator" schemes. It haS led

to a re-thinking of the role of the locality in regional 
economic

development and to the re-emergence of theories of local

.entrepreneurship and locality-led development. Flexibly spe
cialized

industrial districts have been proposed as a normative model for

how production should be organized, a model directed at .Policy

makers, dorporate executives and planners.27

This paradigm has been subjected to a barrage of criticisms

not the least of which is that there is no coherent single

industrial district model but a .variety of arrangements for

organizing successful vertically disintegrated production regimes.

That said, however, one of the most • interesting aspects of the

successful industrial district continues to be compelling - that

is the role of territorial government (in the broadest sense).

What is notable about this role and the relationship between

state.and economy in some of the most lionized industrial district

is how different it is from the national state - regional economy

model that supports mass consumption, described above, and from the

locally-initiated development model that has become the standard

policy tesppnse in the United States. The national state-regional

economy model is intended to produce an undifferentiated plane on
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which products can be produced and sold. The locally-initiated

development model is intended to increase the capacity for inter-

regional competition rather than intra-regional cooperation. The

territorial governance model, in contrast, emphasizes what goes on

in the region. Its development is dependent on a strong,

intervening local state and on a concept of "municipalism" which

at the same time creates the space for innovative expansion, blocks

the exploitation of labor28 The political ideal of industrial

districts is synonymous with state intervention in the form of

"municipalism" which provides for both social and physical

infrastructure and polices competition while, at the same time,

encouraging it.

Thus, regional development in the industrial district form is

not just a story about firms and firm interactions or about

competitiveness but about state intervention in the market. This

is manifestly true of the most successful U.S. industrial districts

whose success is largely attributable to defense expenditures and

their subsidization of high technology industry.

By extension, if we want to develop policies to respond

adequately to the difficulties facing those places that are outside

the favored circle of growth in the 1990s, we also need to re-think

the forms and nature of state intervention that will achieve our

aims. This may mean redrawing regional boundaries and

redistributing resources. It may mean tying job training provisions

to local government contracts. It may also mean applying pressure

at the sub-national State level to support the kind of
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infrastructural investment that will connect local producers with

markets. This may be a very different kind of infrastructural

investment than that which connected mass Producers with their ma
ss

markets.

State intervention in the form it took in'the United States

in the 1950s and 1960s was arguably consistent with mass production

systems. It evened things out, created relatively equal access

across space to the basic commodities of the mass consumption

economy. Even if we find a successful way to regional industrial

districts, we may not be willing to give up equal access

particularly when its absence further disadvantages the most

vulnerable segments of our society. If so, local initiatives will

take us only so far.
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