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Outline: Why are we here?

1. Need to understand why places prosper Iif we
want to help them prosper: Compete or Retreat!

 Regions compete nationally and internationally

 Not just Kansas City vs. St. Louis, but also KC vs Beljing

 Regions that don’t rise to this competition in terms of being a
good place for business and a quality place to live will decline.

 People, entrepreneurs, and investment will flow elsewhere.
e This matters for rural areas—maybe more than urban areas

« Moral will be get the basics right, be
patient and don’t be fancy for fancy sake.



Motivation--continued

2. Too many communities skip the basics.
 We ‘want’ a quick fix!

3. Jump on the latest fad w/o even knowing if
the previous fad worked.

 Alternative energy, ethanol, local foods,
Immigrants, creative class, value-added

manufacturing, bio-technology, clusters, tax
Incentives.



Motivation--continued

4. Rearview mirror: ‘Regain a historical legacy.’
In Ohio, It's manufacturing, in NFLD, fishing, In
Western Kansas farming, etc.

 They are great legacies, but 215t Century winners
will differ from 19t & 20t Century winners.

e This does not mean that manufacturing or farming
failed!—productivity growth means each worker is more
productive than before. This should celebrated!

 Rural Myth—Grandpa’s 1950 rural Kansas is
today’s rural Kansas w/o recognizing new
opportunities.



Let’s first beat up ‘bad’ policy

 Bad Ildea 1: Ignore economic fundamentals

and rely on gut hunches w/o foundation.
e Color graphics & facilitation replace economic reality
« Wishful thinking & good intentions replace good ideas

 Economics doesn’t have all the solutions, but neither
does your local doctor for medical care.

 Bad Idea 2: We need a quick fix.

e If it was easy, wouldn’'t someone have already done it?

e Truth is that it takes time to attract new knowledge
workers, entrepreneurs, & physical capital.

 Five years is realistic for tangible effects.



Losing Bad ideas

 Bad idea 3: Jump on the latest fads
 Fad 1: Alternative Energy—wind energy.

— We need clean energy!, but is it a job creator?

— Over the last 25 years, it now seems like cell
phone towers are everywhere
« How many permanent jobs did they create?

e The problem is that wind turbines/cell towers are
capital intensive and require few permanent workers.

« Subsidies take money from other gov’'t programs.

 Don’'t confuse clean energy policy with rural policy!
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Losing Bad ideas

 Fad 2: Ethanol (bio fuels).

— The direct impact: ethanol plant hires workers
Instead of shipping the product elsewhere.

— But, in 2007, there are only 3,100 direct jobs In
U.S., or 0.01% of rural U.S. employment.

— A 100 million gallon plant has $46m-$51m in tax
credits—or $1million+ per job each year.

o If jobs are a central goal, there are much less
expensive ways to create about 45 jobs at a big plant.
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Losing Bad ideas

Fad 3: Firm Clusters or synergies

— Michael Porter from Harvard created a cluster buzz.
« Economists had routinely discussed since the 19" Century

Firms like to be near similar industries to take
advantage of similar needs and workforce

Sounds cool and consultants + politicians love it

But—the actual evidence is shaky If not outright
totally negative. Diversified communities do
better.
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Losing Bad Ideas:

Why do cluster strategies typically fail?

— The logic is weak. The point is, If a location was
such a great place for business, private firms would
move there on their own.

— Scarce tax dollars should not be diverted from high

va
Su
Su

ued uses to support risky endeavors such as
pporting a cluster that the private sector will not

nport.
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Losing Bad ideas

 Bad idea 4: Rearview mirror-backward-looking
« Keep doing the same thing over and over w/o

CONSIC
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d result from a legacy industry becoming so
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Ohio manufacturing.
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Rural Myth: It is still 1950!

 Rural Myth—rural America’s prosperity
solely relies on natural resource sector.

— This Is a common media story—New York
Times—confuse the bucolic landscape with
what the people do.

— Confuse sector prosperity with place prosperity.

— My moral is healthy places will be a magnet for
healthy sectors and businesses.
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Agricultural Employment Shares in Metropolitan &
Nonmetropolitan Areas
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Figure 1. Farming-Dependent Counties in 1950 and 2000
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Nonmetro farming-dependent counties, 2000
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Source: Farming-dependent counties are defined by ERS. Metro/nonmetro status is
based on the Office of Management and Budget (OMB) June 2003 classification.



Surely, this means the nonfarm

rural population is disappearing

e Answer, no!

 The nonfarm rural population as a share of
the overall population has been constant
since the 19t Century.
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Moral!

* Rural development is far more complex than
supporting sectors.

— Note the contradiction in (say) farm or
manufacturing (etc) policy, farm or manufacturing
competitiveness is producing more food with
fewer workers—

— Sector prosperity is not community prosperity!
e Sector-policy often conflicts with place policy.
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What Is the real of Rural America?

e Policy should be based on reality—not myth.

 The reality is that there are 3 rural North
Americas:

1)Amenity/recreation rich near mountains, lakes,
oceans

2)Remote rural that is dependent on natural resource
sectors—shrinking in size since the 1930s.

3)Metro adjacent with commuting—big and growing
e This self-forming regions are what | want to talk about.
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What is good strategy?

e You don’t have to pick the next hot industry,
just be sure they want to be in your
community. e.g.,Seattle 1978 and Microsoft

1.Recognize rural-urban interdependencies

e |In 1950, communities detached from neighbors
e 215t Century communities are linked in webs

— Growth spreads out a hundred of miles from a city as small as 30,000
 |f someone can commute, they shop, utilize health
care, participate in service organizations, etc.

* Regions share common interests and the gains
should be exploited regionally. 21



2000-2007 Population Growth

B -70.51 -0
0-2.81

B 281-3.77
B 377 - 11.45
B .45 - 22.82
Bl 22.82 - 39.36
B 39.36 - 77.50

0 200 400 GO0 g00 Miles

LIS, average over 2000-2007 = 2.51%

T g .. 220



Plains States Engines of Growth
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Rural Depends on Urban Depends

Urban for: on Rural for:
Employment Labor Force

Private and Public Services Market for Private and Public
Goods and Services

Urban Amenities Market for Urban Amenities
Market for recreation Recreation

activities

Market for agriculture Food Safety and Security
products

Demand for Environmental Natural Environment
Stewardship

Property taxes/land market  Land for Residential and
Industrial Expansion



Rural-Urban Shared Fates--cont

 Economists contend that gov't jurisdictions
should reflect common interests & spillovers.

— Spillovers need to be minimized with a regional
‘authority.” Avoid pushing costs onto other
places.

e Tax sharing of common economic gain to share costs
 Environmental costs and sprawl
o Infrastructure is inherently regional
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Example of Action

* Regions that realize they are linked will have a
competitive advantage in the global economy.

— Lower taxes, better infrastructure, better public
services, stronger economic development

— Just being a little more competitive will shift capital
from around the world at the click of a mouse.

 Regionalism is the real sleeping giant for rural
communities for sustainability.
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Regionalism—continued

* Regionalism stops the “city” from keeping all
of the gains while ‘remote’ communities lose
— Currently, (say) Omaha keeps all of its tax

revenues from the region’s shoppers. Regional

approach would disperse some back to the
country for regional projects.
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Good Strategies—cont.

2. 21t Century will belong to places that use
their knowledge to leverage their assets.

e Rural communities should be attractive to

knowledge workers
e Quality of life, pleasant environment, sustainable
development—this is good economics!
 Rural US counties with greater shares of knowledge
workers grow faster than metro areas (even metros
with knowledge workers) and they grow about twice
the rate of rural counties with low shares.

Source: see the appendix for a supporting chart
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Good Strategies--cont

3. Business retention and expansion Is
better than tax incentives for outside
Investment. Building Entrepreneurship
e Treat all businesses alike.

e If you build a good climate for investment, your
own businesses will thrive and STAY!
« Small businesses buy locally.

* |[nnovation comes from small firms. It is better products
and lower costs. Not the next bio-tech invention.
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Good Strategies—cont
Business Retention and Expansion

« Take advantage of farm entrepreneurship.
« Show the importance of entrepreneurship.
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2001 Non-farm Self-employment Share of Total Employment

PICTURE NOT AVAILABLE




2008 Non-farm Self-employment Share of Total Employment

PICTURE NOT AVAILABLE




2001 Non-farm Self-employment Share of Personal income

PICTURE NOT AVAILABLE




2008 Non-farm Self-employment Share of Personal income

PICTURE NOT AVAILABLE




Conclusions:
What have we learned?

* Drop the silly fads and focus on the real
fundamentals that make your community
attractive to firms and workers.

e Lose that rearview mirror and focus on the
215t Century.
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Conclusions

e Focus on realities such as emerging regions
that the people have self formed—the
politicians lag what the people are doing.

o Adopt good strategies that don’t require

perfect foresight.
— You just need to make it such that the best firms
want to be in your community.

 Education & entrepreneurship are keys.
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Thank you

Presentation will be posted at The Ohio State
University, AED Economics, Swank Program
website:

http://aede.osu.edu/programs/Swank/
(under presentations)
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Conceptualizations of Competitiveness

Context for
Firm
Strategy
and Rivalry

Factor Demand

Conditions Conditions

Related and
Supporting
Industries

The Porter Diamond Framework (Porter, 1998) 42



NCC Competitiveness Pyramid

SUSTAINABLE
GROWTH

ESSENTIAL
CONDITIONS

Business Productivity Prices Labour
Performance and Supply
Costs

POLICY

INFUTS Business Physical Knowledge
Envireanment Infrastructure Infrastructure

Source: National Competitiveness Council
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Wyoming: Alberta on Steroids!

AB 1981-2004 population growth 39.6%

AB 1981 mining share [N 7.13% /

WY’s greater natural resource intensity did
not produce faster growth

WY 1981-2004 population growth . 3%/
Wy 1981 mining share | 14.43%
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