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Regional Approaches to Economic Development

PART 4
THE SEARCH FOR THE SILVER BULLET

Summary

The public debate on this state’s economic future is
being conducted by well intentioned individuals and
organizations advocating particular, often contradic-
tory, economic development strategies: changing tax
structures and reducing tax rates, increasing tax rates
and public investment, diversifying the economic base,
improving education, promoting innovation and pro-
ductivity growth, fostering entrepreneurship, increas-
ing the availability of venture capital, improving qual-
ity of life, or addressing image and marketing
challenges. The global economy has diminished the
effectiveness of some of these strategies, reducing the
ability of U.S. regions to compete on their natural re-
sources, low cost labor, or tax incentives.

In Michigan, declining tax rates have been accompa-
nied by an eroding economy that has proven more re-
sponsive to the misfortunes of the domestic automo-
bile industry than to tax policy. The state’s major
economic developmentinitiative, the ten-year, $2 bil-
lion, 2Lst Century Jobs Fund, seeks to create and at-
tract high-tech companies and jobs and targets four
competitive edge technologies: life sciences; alterna-

tive energy; advanced automotive, manufacturing, and
materials; and homeland security and defense. But
state programs including MEGA grants have been ac-
cused of exacerbating sprawl and urban disinvestment.

While there is no single solution to the dislocations
caused by globalization, a more organized and struc-
tured regional approach to economic development is
needed to enable those regions to emphasize their
diverse characteristics, coordinate existing public and
private efforts, reflect regional values and resources,
and assess the success of varying regional strategies.
The state’s role in defining regions, initiating regional
public-private partnerships that build on existing
structures and represent all of the constituent groups,
and sharing information and resources is key. Because
economic development is based on a region’s assets,
not on the region’s needs, economic development
must be directed to improving and defining those as-
sets. In the long term, successful strategies will im-
prove the skills and talent of the workforce and the
productive infrastructure of the place.

Economic Development Strategies

Municipalities, counties, regions, states, and nations
engage in a variety of economic development strate-
gies. Individuals and organizations may strongly ad-
vocate very different strategies: changing tax structures
and reducing tax rates, diversifying the economic base,
improving education, promoting innovation and pro-
ductivity growth, fostering entrepreneurship, improv-
ing quality of life, or addressing image and marketing
challenges. This report, the fourth in a four-part se-
ries, explores a number of those economic develop-
ment strategies.

One school of thought rejects government interven-
tion in economic development altogether because it
is believed that intervention distorts private invest-
ment decisions and prices, thereby making economies
inefficient.t Among those who support governmen-

tal programs to promote economic development,
there is disagreement about the key foundational
components of economic development, and there-
fore about whether place-based, people-based, tech-
nology-based, or combination strategies are more ef-
fective in advancing economic development.
Regardless of these disagreements, the intense com-
petition for economic development among nations
and states, and the dire consequences for those who
lose the competition, ensure that Michigan will con-
tinue to pursue a variety of economic development
policies. Strategies that have been proposed as the
basis for economic development efforts in Michigan
include the following:

Taxes There is general agreement that business taxes
should have abroad base and low rate, be equitable and
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simple to calculate and administer, be competitive with
surrounding states, and promote economic growth.
Some economists, as well as some political and busi-
ness leaders, believe that lower tax ratesinevitably lead
to amore prosperous economy, as long as government
expenditures are reduced accordingly? Another ap-
proach advocates broadening the business tax base to
the service sector, reducing the rate, and eliminating
special tax breaks.® Many experts reflect on the impor-
tance of generating sufficient tax revenues to provide
the public infrastructure required to attract and sustain
businesses. Paul Pryde, Jr. makes the point that taxes
often play a key role in the way that labor and capital
markets work and that policy makers at all levels of
governmentare under constant pressure to alter the tax
structure and rates to achieve policy goals. He makes
the further point that a surprising number of these tax
changes make no difference.*

The difficulties of measuring the business tax climate
and its effects are demonstrated by several recent re-
ports.

Tax Foundation Index The Tax Foundation prepares an
annual state business tax climate index that purports
to compare states’ tax systems. While acknowledging
that many non-tax factors affect a state’s business cli-
mate, the Tax Foundation recommends the tax climate
index as ameans for legislators and businesses to judge
the competitive advantage of states. The index s predi-
cated on the position that a good state tax system ap-
plies low tax rates to a broad base with few exceptions
and preferences. While Michigan’s overall business tax
ranking on this index is 27, various components of the

overall rank range from fairly good (the individual in-
come tax is ranked 12" and the sales tax 15th), to abys-
mal (the state’s single business tax ranks 50).

The Michigan Single Business Tax is a unique value-
added tax which was adopted in 1975 and was expected
to generate $19 billion in general fund revenues in fis-
cal 2006. It replaced eight state and local taxes in-
cluding an income tax on corporations and financial
institutions, an annual corporation franchise fee, the
business portion of the intangibles tax, the property
tax on inventories, and various privilege taxes. Appli-
cable to corporations and unincorporated businesses
with gross receipts exceeding $350,000, the SBT is not
strictly comparable to corporate taxes in other states.
As a result of legislative approval of initiated legisla-
tion, the SBT will be eliminated at the end of calendar
2007, At the time this report was written, no replace-
ment tax had been adopted.

Four of the ten states with the best tax climate accord-
ing to the Tax Foundation index had 2005 per capita
personal income (PCPI) that was lower than Michigan’s
$32,735, and five have PCPI lower than the national
average of $34/495. Five of the worst tax climate states
have PCPI higher than the national average. The rate
of growth in PCPI from 2004 to 2005 exceeded the
national average in eight of the best tax climate states
and in only two of the worst tax climate states. Over
the 1995 to 2005 period, the average annual growth
rate in PCPI exceeded the national average of 41 per-
cent in seven of the best tax states and in eight of the
worst tax states, although the rate increases were
stronger in the best tax states.

Table 4-1

Overall

Corporate Tax Index
Individual Income Tax Index
Sales Tax Index

Property Tax Index

Tax Foundation Index: Michigan Business Tax Climate

Unemployment Insurance Tax Index

Source: Tax Foundation, 2007 State Business Tax Climate Index
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Table 4-2
Tax Foundation’s 2007 State Business Tax Climate Index: Selected States
Per Capita Personal Income
1995-->2005
Overall 2005 % of U.S. 2004 -2005 Change Average
Rank  State Amount Average Growth Rate in Rank* Yr. Growth
NA United States $34495 NA 4.2% NA 41%
1 Wyoming $37270 108% 64% 31-->10 59%
2 South Dakota 32,642 95 4.2 37-->26 53
3 Alaska 35433 103 50 6-->15 33
4 Nevada 35,780 104 51 9-->14 37
5 Florida 34,099 99 4.7 20-->20 4.2
6 Texas 32,604 95 6.0 32-->27 4.5
7 New Hampshire 37835 10 3.6 10--> 6 4.3
8 Montana 28906 84 44 47-->41 4.6
9 Delaware 37084 108 4.5 n-->1n 4.3
10 Oregon 32174 93 44 22-->28 3.7
27 Michigan 32,735 95 32 17-->24 34
1 Minnesota 37322 108 31 14--> 9 4.5
42 Maine 30,808 89 30 35-->37 4.3
43 lowa 31795 92 27 34-->30 4.3
44 Nebraska 32988 96 32 24-->22 4.3
45 California 36,890 107 4.6 B3-->12 4.3
46 Vermont 32,731 95 39 33-->25 45
a7 New York 40,072 16 4.2 4--> 5 40
48 New Jersey 43,822 127 4.6 2--> 2 4.2
49 Ohio 31,867 92 3.6 21-->29 35
50 Rhode Island 35,219 102 38 19-->17 4.3
*The District of Colombia is included. Its 2005 per capita personal income of $56,329 is ranked #1
Source: State rankings from the Tax Foundation, 2007 State Business Tax Climate Index; Other data from the Bureau of
Economic Analysis, Regional Economic Accounts

According to the Bureau of Economic Analysis, the
states with the fastest growing, inflation-adjusted gross
state product from 2004 to 2005 were Arizona (8.7 per-
cent), Nevada (8.2 percent), Florida (78 percent), Idaho
(75 percent), and Oregon (6.7 percent). Three of the
top five (Nevada, Florida, and Oregon) are among the
Tax Foundation’s best tax climate states. Stateswith the
slowest growing gross state product were Louisiana (-
16 percent), Michigan (01 percent), Alaska (0.6 percent),
Ohio (10 percent), and Indiana (11 percent). Alaska is
the third best tax climate state, according to the tax
foundation, while Ohio ranks 49%™. In seven of the ten
“best tax climate” states, the 2005 percentage change

ininflation adjusted gross state product increased faster
than the national average. In only one of the ten worst
tax climate states did the 2005 percentage change in
inflation adjusted gross state product increase faster
than the national average.

The states with the largest growth in real gross state
product were Arizona (8.7 percent) and Nevada (8.2
percent); the states with the lowest were Louisiana (-
16 percent), Michigan (01 percent), and Alaska (0.6
percent). Both Louisiana and Alaska represent unique
circumstances that limit their comparability to other
states.
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Analyses of Michigan State and Local Taxes Interest-
ingly, two recent studies reviewed state and local busi-
ness taxes in Michigan, agreed that the overall tax bur-
denis now less than the national average, and came to
very different conclusions about the policy implica-
tions. In“Benchmarking for Success: A Comparison of
State Business Taxes,” commissioned by the Michigan
House of Representatives, Patrick L. Anderson and
Caroline M. Sallee compared Michigan with ten low tax
states (only South Dakota is on both this and the Tax
Foundation lists of the ten best tax states), estimated
the gap in tax burdens between Michigan and a thresh-
old derived from the ten low tax states, and stated that
reducing business taxes improves the economic per-
formance of states.

Per capita personal income was lower than the na-
tional average, and lower than Michigan, in eight of the
ten states identified by this study as having the lowest
tax burden. Gross state product grew at a rate exceed-
ing the national average in four of the ten low tax bur-
den states and at a rate equal to the national average
inone.

This study concluded that Michigan business taxes as
a share of profits are three percent more than those
paid by businesses in low tax states and indicated that
business taxes would have to decline by $16 billion to
$2 billion to bring Michigan business taxes to a level
similar to those in low tax states.®

An Upjohn Institute for Employment Research analy-
sis funded in part by the Michigan Economic Develop-
ment Corporation concluded that the state’s recent
economic problems are due primarily to an over reli-
ance on the Big Three auto companies, not to the busi-
ness tax burden or inadequate job skills. This study
determined that lowering taxes on new investment
without cutting spending and public services could
somewhat reduce the disparity between Michigan and
national growth rates. Additionally, increasing the pro-
portion of college graduates and other skilled work-
ers could contribute to reducing the disparity between
the Michigan and national growth rates, but this is a
long term strategy.®

According to the “State New Economy Index,” state
strategies that rely on being a cheaper place to do busi-

Table 4-3

2005 Per Capita
Personal Income

United States $34495
Alabama 29,623
Arkansas 26,641
Colorado 37459
Georgia 3191
Missouri 31,299
North Carolina 31,029
Oklahoma 29908
South Dakota 32,642
Tennessee 30952
Virginia 37552
Michigan 32,735

Ten States with Lowest Business Tax Burdens According to
“Benchmarking for Success: A Comparison of State Business Taxes”

Source: Anderson Economic Group; Bureau of Economic Analysis

Change in Inflation Adjusted
Gross State Product, 2004 to 2005

Percent Rank
3.5% NA
31 27
2.6 3
4.2 17
4.6 ]
2.2 33
39 19
29 29
35 24
16 4
5.6 7
01 49
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ness by cutting business taxes, and providing physical
infrastructure for factories and tax incentives for indus-
try,do not resultin raising wages and improved quality
of life.”

Tax based economic development strategies can fo-
cus on reducing or eliminating business taxes (in Michi-
gan, the single business tax and personal property tax
were targeted), permanently or temporarily shifting the
tax burden away from favored enterprises or catego-
ries of businesses, providing place-specific tax breaks,
or reinvesting tax payments back into the payor en-
terprise.

Diversification Michigan's need to reduce its depen-
dence on the automobile industry has long been rec-
ognized. In 1959 in a book entitled The Michigan
Economy: Its Potentials and Its Problems, William
Haber, Eugene C. McKean, and Harold C. Taylor stated:

We have noted the remarkable growth of the state
of Michigan during the years from 1940 to 1953 and
perhaps to 1955, and the great extent to which this
growth was brought about by Michigan’s predomi-
nance in the production of the wheeled vehicle.
Both in production for civilian use and in produc-
tion for military purposes, this industry was the
mainstay of the Michigan economy. We have also
noted that, beginning in 1953 or 1955, the pace of
the wheeled-vehicle industry began to slow down
somewhat. When coupled with decentralization
of manufacture and assembly, we have been forced
to conclude that the industry will not provide the
necessary support that Michigan needs in the fu-
ture for its continued growth. We must look else-
where for the additional industries that may pro-
vide growth in this state in the years to come; and
the search for appropriate industries to spark that
further growth is one of the major research needs
of the state for the present time.

Greater diversification of Michigan’s industrial base
has been suggested from time to time in the past.
The basis for this recommendation has been that
such awider range of industrial activity was needed
to mitigate the swings in production and employ-
ment in the auto industry and in certain other du-
rable industries. Now (in 1959), diversification be-
comes a “must” for the state in order that we may
compensate for the loss of defense and auto jobs.

In addition to diversification (finance, insurance, mail-
order firms, tourism, and research-oriented industries
are proposed in the report), that 1959 study recom-
mended increased product research, greater participa-
tion in federal expenditure programs, promotion of
tourism, an advertising and marketing program, in-
creased vocational training, and passage of the “eco-
nomic growth act of 1960” which would establish a
Governor's Council of Economic Advisors and require
an annual or biennial report on the economic situa-
tion of the state.®

Michigan’s long manufacturing history may have created
a prior bias in favor of making things, but nationally, the
economy continues to transition from manufacturing
to services. The proportion of U.S. employment in
manufacturing declined from 22 percent in 1970 to 1L
percent in 2000, while employment in services in-
creased from 19 percent to 32 percent. Further,improve-
ments in the economic statistics reporting system al-
low increasing recognition of the importance of the
services sector and of productivity improvements in
that sector resulting from information and communi-
cations technology, deregulation, and organizational
changes. According to Jack E. Triplett and Barry P.
Bosworth, services producing industries are driving eco-
nomic growth. While U.S. employment in goods pro-
ducing industries stagnated during the 1990s, services
added 19 million jobs, and average annual productivity
improvements in service industries in the 1995 to 2001
period exceeded thatin the goods producing sector (2.6
percent to 2.3 percent).?

Diversification is a goal of Michigan’s ten-year, $2 bil-
lion, 2Lst Century Jobs Fund, which seeks to create and
attract high-tech companies and jobs and targets four
competitive edge technologies: life sciences; alterna-
tive energy; advanced automotive, manufacturing, and
materials; and homeland security and defense.® (An
interesting contrast to Michigan, but consistent with a
diversification strategy, is the greater Austin, Texas
“roadmap to recovery” which includes amongits strat-
egies: “To combat Austin’s over-reliance on the high-
tech sector, the plan would target these industries:
Automotive...Working with Toyota to determine pre-
ferred suppliers and attract them to the region while
looking for opportunities in clean powered auto/truck
technology..)
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Industry Clusters Many economic development
strategies focus on attracting specific high wage, high
growth industries and associated jobs. The attraction
of one or more industry clusters that have beeniden-
tified as particularly suited to the region, that compli-
ment and support existing businesses, or that export
goods and services and thereby bring wealth into the
region, forms the basis of this approach.

Industry clusters are geographic concentrations of in-
terconnected firms that share common markets, tech-
nologies, and labor pools, and that are often linked by
buyer-seller relationships. Firms in related industries
often clusterin aregion to take advantage of resources
of particular value to those industries. Over time, the
presence of a critical mass of related industries may
significantly reinforce those resources by attracting and
developing aworkforce trained in particular skills, spe-
cialized suppliers, service providers, technical insti-
tutes and university research, and political influence.
Geographic proximity provides companies with unique
access, improved information, better relationships, and
special incentives. According to Harvard's Institute for
Strategy and Competitiveness, clusters increase the
productivity with which companies can compete.?
Examples include the film industry in Hollywood,
computers in Silicon Valley, and autos in Detroit.

Harvard Business School Professor Michael Porter rec-
ommends an economic development strategy based
on improving the technological innovation and pro-
ductivity in these clusters of related firms. According
to Professor Porter, prosperity has less to do with the
mix of clusters in a region than with the sophistication
and productivity of the clusters.®?

Identification and support for industry clusters is ad-
vocated by the Progressive Policy Institute, the Coun-
cil on Competitiveness, and others as a powerful eco-
nomic development strategy, but the current
economic challenges facing metro Detroit and Michi-
gan demonstrate that over-reliance on one industry
can have very serious negative economic conse-
guences for a region and a state.

Cluster based economic development may include
facilitating consortiums and research that are of value
to the industry, developing and providing customized
training programs, providing physical infrastructure,

promoting the adoption of new production processes
or materials, providing grants to help establish indus-
try trade associations, and providing special attention
and incentives to attract and grow firms in the cluster.

Industry attraction targets that were identified in a Citi-
zens Research Council survey of regional economic
development organizations include the following:

Advanced manufacturing

Advance materials, polymers, plastics

Alternative energy

Automotive/transportation research and
development

Aviation and aerospace

Business and financial services

Chemicals

Corporate headquarters

Creative

Distribution and logistics

Engineering and management services

Film and television

Finance and insurance

Health care

Information technology

Life sciences/bioscience

Machinery, metal, and instruments

Medical and pharmaceutical

Nanotechnology

Printing and publishing

Software

Technology

Warehouse operations

Wholesale trade

Education Human capital is developed through edu-
cation and training. Some experts argue that educa-
tional attainment is the key to economic develop-
ment, that the forces of technology and globalization
dictate that successful regions will be those with a
highly educated workforce. A better educated work
force can learn new skills and tasks more easily, can
use awider range of technologies and high tech equip-
ment, is more adaptable and mobile, requires less su-
pervision, and is more apt to develop new ways to im-
prove processes and outcomes.* Edward Glaeser and
Jesse M. Shapiro found that educational levels are
consistent predictors of urban growth.> N. Gregory
Mankiw and Phillip Swagel note that international
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trade results in gains to overall productivity and in-
comes, butalso results in dislocated workers. The ap-
propriate policy response is to ensure that those dis-
located workers (as well as those just entering the job
market) have the higher order job skills that allow them
to compete successfully inaglobal economy.® In that
global economy, it is skill sets and wage levels that
determine where work is performed.”

According to the Final Report of the Lt. Governor’s
Commission on Higher Education and Economic
Growth, “To thrive economically, Michigan must now
adapt and innovate to contend with global-not just
national-competitors. To do that, Michigan must en-
sure that its residents are the best educated in the
world and prepared for a lifetime of learning.”® Un-
fortunately, education is a challenge that is not being
sufficiently well met in Michigan. According to the
National Report Card on Higher Education, “Michigan’s
underperformance in preparing its young population
for college could limit the state’s access to a competi-
tive workforce and weaken its economy over time,
Since the early 1990s, Michigan has fallen behind in the
proportion of 9" graders who graduate from high
school in four years and enroll directly in college. In-
ternationally, Michigan not only ranks very low in pro-
portion of certificates and degrees produced, but is
outpaced by such low-performing nations as Poland
and the Slovak Republic. Moreover, colleges and uni-
versities in Michigan have become less affordable for
students and their families since the early 1990s. If
these trends are not addressed, they could undermine
the state’s ability to compete in a global economy."*

Because state, federal, and private sources provide
funding for colleges and universities, and students pay
only a portion of the costs of a college education, John
Bound and Sarah Turner found that public investment
in higher education plays a crucial role in the supply
of college educated workers to the labor market.?
Expanding education and training is also perceived to
be key to reducing inequality and unemployment.

Strategies for improving educational outcomes include
adopting core curricula and minimum standards; im-
proving teacher training; increasing funding for early
childhood and K-12 education, community colleges,
and universities; and providing financial incentives to
students.

Lifelong learning and workforce development are also
key to economic development. The U.S. Department
of Labor is managing a national demonstration project,
the Workforce, and Regional Economic Development
(WIRED) initiative, which provides $15 million over 3
years to each of the 13 regions that received full project
designation and funding. Anadditional 13 regions were
designated as virtual regions that receive a $100,000
planning grant and support services. The competitive
grants are intended to promote regional partnerships
in developing and implementing successful workforce
investment programs that support economic transfor-
mation. Grand Rapids and Lansing areas both received
full designation; metro Detroit received a virtual des-
ignation.

Innovation and Productivity Growth Smokestack
chasing and attracting large service operations are no
longer the path to prosperity, according to the Coun-
cil on Competitiveness. Nor,inaglobal economy, can
U.S. regions compete on their natural resources, low
cost labor, or tax incentives. Regional prosperity de-
pends on the ability to support innovative firms, insti-
tutions, and people. A regional economic develop-
ment model funded by the EDA is based on
innovation, which supports productivity, which sup-
ports prosperity. The model is predicated on the
theory that regions that embrace innovation and pro-
ductivity as the foundation of economic development
are the most successful 2

Developing efficient, politically justifiable government
programs to facilitate innovation is a challenge. M.I.T.
Professor Robert Solow focused on technological in-
novation as the basis of economic growth, and found
that over time, more than half of the economic growth
in the U.S. had come from technological innovation.?
Dr. Susan Hockfield, President of MIT, argues that this
has serious implications for how we organize and sup-
port science and technology.® Rob Atkinson notes
that innovation is increasingly cross-disciplinary.
Some academic research has focused on the relative
advantages of public funding for academic or private
sector research, and determined that the answer de-
pends on how close a particular line of research is to
commercialization.®

While new technologies have transformed the global
economy and increased productivity, a study by lan
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Dew-Becker and Robert J. Gordon challenges the ac-
cepted belief that productivity growth is the source
of growthinreal per capitaincome. Thisanalysis found
that from 1966 to 2005, only the top ten percent of
the income distribution had real wage and salary
growth equal to or exceeding the average rate of pro-
ductivity growth. Real wages and salaries of the bot-
tom 90 percent fell behind or saw no growth. For the
1997 through 2001 period, the top one-tenth of one
percent of the income distribution earned as much of
the real gain in wage and salary income as the bottom
50 percent. The extraordinary productivity growth of
the 2001 through 2004 period, which was achieved to
some extent through cost-cutting, layoffs and slow
employment growth, de-linked productivity growth
and higher living standards.?

Economic development efforts based on innovation
are directed to enhancing the “innovation platform,”
the legal, cultural, financial, social, and educational
institutions and conditions that induce, support, and
accelerate innovation. Increasing funding for public
and private research and development and increasing
opportunities for commercialization of university re-
search are key strategies, as are improving workforce
skills and lifelong learning strategies.

Michigan’s 215t Century Jobs Fund recently invested
$100 million in anumber of universities, nonprofits and
companies to help commercialize technology. Other
states are also investing in innovation, technology, and
research: in November of 2004, California voters au-
thorized the issuance of $3 billion of bonds to fund
adult and embryonic stem cell research. Connecti-
cut, Illinois, Maryland, Massachusetts, and New Jer-
sey have appropriated funds to support stem cell re-
search.? Another noteworthy example of public
investment to support research is Florida’s provision
of $300 million in state and local incentives to lure
the Burnham Institute for Medical Research to Or-
lando. The medical research center will occupy a $70
million facility paid for by Orange County and Or-
lando.®

Entrepreneurship Economic development literature
from the 1940s recognizes the importance of the en-
trepreneurial spirit in economic growth: Joseph
Schumpeter noted that innovation and technological
change come from entrepreneurs, and that this is re-

sponsible for new products, new means of production,
and new forms of organization.® Eric Pages defines
entrepreneurship as a way of thinking tied to creativ-
ity, idea generation, and opportunity recognition. Ex-
perts on a panel titled “Entrepreneurship: The Key to
High-Wage Job Creation” noted the importance of
information sharing among entrepreneurs, seed fund-
ing, and incubation facilities.®

Joel Kotkin and Ross C. DeVol argue that entrepre-
neurial capacity and behavior are the primary drivers
of economic growth and job creation in the new
economy, and that 18 to 34 year olds have a greater
tendency to entrepreneurship than other age groups.
Young, technologically adept entrepreneurs are able
to see the business potential of new technologies, and
these new ideas are best implemented in new firms.
Therefore, the success of geographic regions will de-
pend on their capacity to inspire and nurture entre-
preneurs and to support the infrastructure and financ-
ing they need to be successful *

It has been suggested that regions that have been
dominated by large, successful firms have more diffi-
culty supporting entrepreneurship. The expectation of
lifetime employment, with generous benefits and pen-
sions, in a large firm may lead to financial conserva-
tism and risk avoidance. Additionally, CEOs of newer,
smaller firms have more difficulty in gaining recogni-
tion and leadership roles, and business failure may be
more stigmatized, in regions dominated by a few very
large, old firms.®

Entrepreneurism, in and of itself, may not be the whole
solution to the state’s challenges. The 2005 American
Community Survey found that men who were em-
ployed in their own incorporated business had the
highest median earnings ($58468), and men employed
in their own unincorporated business had the lowest
median earnings ($36,382). Women employed by the
federal government had the highest median earnings
($46,849) and women employed in their own unincor-
porated business had the lowest median earnings
($22927). Clearly, the ability to create higher value
products or services is important, as is the desire for a
growth oriented, as opposed to a “lifestyle,” business.

Economic development efforts to promote entrepre-
neurship have concentrated on increasing angel inves-
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tors and venture capital and on connecting these early
stage resources to start-ups, small business loans,
preferential tax treatment, business incubators, and
networking opportunities. Efforts to teach entrepre-
neurship at the university level are increasing.

Venture Capital It takes money to transform an idea
into amarketable product, and to start and grow a busi-
ness. From an investor’s perspective, putting money
in a new technology or business is a high risk venture,
which if undertaken, should result in a high rate of re-
turn. Banks are usually unable to accept the level of
risk associated with making loans to new businesses
or technologies. Other investment mechanisms that
have been created to meet the needs of business start
up or expansion include venture capital funds, angel
financing, and federally supported small business in-
vestment companies. According to the University of
Michigan’s George Fulton and Donald Grimes, venture
capital is the single mostimportant variable in explain-
ing employment movements in biotech and informa-
tion tech among states.**

Steven F. Kreft and Russell S. Sobel argue in the Cato
Journal that the presence of entrepreneurial activity
causes more venture capital to flow into a region, not
vice versa, and that low taxes, low regulations, and
secure property rights are the keys to encourage en-
trepreneurial activity.®

Anincreasingly common economic development strat-
egy, and one employed by the 21t Century Fund, is the
use of public funds to increase the availability of ven-
ture capital. The public sector can provide tax incen-
tives or stop loss guarantees to private investors in pre-
ferred businesses. Another strategy is to use public
resources to bring deals and private financing together.

Quality of Life In The New Geography, Joel Kotkin
argues that those areas that are attractive to knowl-
edge workers will do the best, because the critical as-
set for economic development is access to highly
skilled labor including scientists and engineers, and
these people will seek out the locations that provide
themwith the best quality of life. Kotkin proposes that
low wages, tax incentives, and physical infrastructure
are less important than the ability to attract the work-
ers and investors that can drive company formation
and growth.3

Dhanoos Sutthiphisal found that the geographic lo-
cation of inventive activity tends to mirror the geo-
graphic distribution of people with the advanced tech-
nical skills relevant to the particular industry.*

Richard Florida famously developed a “Creativity In-
dex,” based on the creative class share of the
workforce, high tech industry, innovation, and diver-
sity, which he offered as a barometer of aregion’s long
term economic potential. Of 49 regions of over one
million population, Detroit ranked 39th and Grand
Rapids ranked 44th on Florida’s creativity index.®

Investments in urban centers to make them more at-
tractive to college-educated 25 to 34 year olds is seen
as one way to promote economic development. These
young, educated people are both the most entrepre-
neurial and the most mobile in the population.® While
weather and natural assets are certainly components
of quality of life, investments in public spaces includ-
ing sports stadia, parks, libraries, performing arts cen-
ters, and museums have been promoted as improving
quality of life. Mass transit advocates include depend-
able public transportation systems as a quality of life
enhancement. Urban growth patterns, unique char-
acteristics that define a sense of place, tolerance and
diversity, a sense of community, the range of available
leisure activities, cultural events, protection of historic
buildings and districts, development of downtown
lofts, opportunities for continuing education, and a
host of other factors have been considered important
considerations in economic development, and poli-
cies have been proposed to increase assets or decrease
liabilities associated with these and other factors.

Edward Glaeser and Jesse M. Shapiro of Harvard Uni-
versity analyzed census data and found that among
cities with 1990 populations greater than 100,000, cit-
ies in the western U.S. grew the fastest; warm, dry
places grew and cold, wet places declined; cities with
well educated residents grew the fastest; cities with
strong service industries grew faster than those with
large manufacturing bases; auto-dependent cities grew
faster than cities built for pedestrians and mass tran-
sit; and immigration was a key component in city
growth.+°
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Image, Perception, and Marketing  Developers in
many areas in the Midwest believe that their regions
are hampered by outdated images of the rust belt,
characterized by difficult labor climates, obsolete
manufacturing facilities, degraded infrastructure, and
unskilled workers, and that if the image could be im-
proved, business attraction and tourism would be en-
hanced. (Similarly, the CEO of the Economic Devel-
opment Corporation of Utah reports that his state’s
biggest challenge is its image—but that image is that
the state has too many polygamists and restrictive li-
guor laws.*)

As reported by Gongwer News Service, consultants
have advised the Michigan Joint Select Committee on
Economic Growth that this state must change the per-
ception that business leaders have about Michigan’s
labor climate and should increase branding and mar-
keting efforts.*

Many economic development strategies include a
component to enhance the image of the area. This may
range from concrete actions to improve the visual ap-
peal of downtowns and major transportation routes,
attract major high profile events, and correct
misperceptions, to efforts to redefine and reposition
the region through developing a new brand image and
marketing campaigns.

Other Factors Depending on the perspective, frivo-
lous lawsuits, high health care costs, rules and regula-
tions affecting foreign trade, regulatory and environ-
mental policies, immigration policy, unionization
levels, and other factors may be considered important
factors in economic development. Local context and
history may either empower or doom economic de-
velopment strategies.

Local Context Inapaper titled “The Fundamentals of
Regional Economic Development,” Edward W. Hill,
Professor and Distinguished Scholar of Economic De-
velopment at Cleveland State University, expanded on
the idea of “local context” in the economic develop-
ment process. Local context is the catalytic agent that
permits well-designed economic development strat-
egies and programs to succeed or fail. Local context

is made up of the economic resources the region has
atits disposal and its current economic base, the com-
petitive strategies of local businesses and the position
of their products in the product cycle, the structure of
laws that govern economic development activities, as
well as political and business cultures, attitudes to-
ward risk-taking, labor management relations, leader-
ship styles, and the personalities, motives, and rela-
tionships of those who maintain the civic agenda.
Context also incorporates the characteristics of local
civil society and the strength and flexibility of the civic
infrastructure.®

Changing local context may be the most difficult eco-
nomic development challenge of all. Efforts to de-
velop a shared vision for the region, to create effec-
tive regional structures, to reduce divisive rhetoric and
extreme economic and social disparities, to eliminate
dysfunctional regulation and policy, to improve man-
agement-union relations, to realign reimbursement
expectations with skill sets, to value risk-taking, and
to develop trust and respect, may take a very long time
to come to fruition.

History and Happenstance According to Edward W.
Hill, businesses’ locational decisions reflect the port-
folio of assets in a region and, therefore, a region must
strive to be the best place to operate a business. If the
region is not the best place for a business to be lo-
cated, then the business is there either through his-
torical accident and inertia, or because of the CEO's
personal housing investment.*

In Edge City, Joel Garreau describes the effect of the
Erie Canal on Detroit and may thereby incidentally
provide an example of Hill's thesis. As a result of the
opening of the Erie Canal, both money and skilled la-
bor accumulated in Detroit. The money belonged to
the lumber barons of the late 1800s, who were look-
ing for new investment opportunities as the pine for-
ests dwindled. The laborers had flocked to Detroit as
it became the center of the stove and carriage indus-
tries. Entrepreneurial money and mechanical work-
ers were critical ingredients when inventers started
experimenting with the automobile.*
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Recommendations

The first report in this series noted that Michigan’s
manufacturing based economy is confronting a set of
harsh realities—globalization, legacy costs, loss of
market share—that have forced an urgent reevaluation,
not only of business practices, but also of state and
local public policies. The second report reviewed the
range of public and private sector organizations en-
gaged in economic development efforts in Michigan.
The third report presented the results of a survey of
regional economic development organizations. This
report described a range of economic development
theories and strategies in an effort to explain why well
intentioned individuals and organizations advocate for
particular, often contradictory, economic develop-
ment approaches. While there is no single solution to
the dislocations caused by globalization, a more or-
ganized and structured regional approach to economic
developmentis needed. The organization of the whole
state into economic development regions could en-
able those regions to emphasize their diverse charac-
teristics, coordinate existing public and private efforts,
reflect regional values and resources, and assess the
success of varying regional strategies. The state’s role
in defining regions, initiating regional public-private
partnerships that build on existing structures and rep-
resent all of the constituent groups, and sharing in-
formation and resources is key.

Because economic developmentis based onaregion’s
assets, not on the region’s needs, economic develop-
ment must be directed to improving and defining those
assets. Any number of tactics and short term strate-
gies may be employed: protecting existing industries
and jobs; increasing the amount of export products;
disseminating information that assists businesses to
organize work around technology, lowering business
operating costs; attracting entrepreneurs and fast
growing firms; providing venture capital; commercial-
izing university research and unlocking corporate pat-
ents, providing business and technology incubators,
marketing and image campaigns. Any number of ex-
cuses have been advanced: the product cycle; the ac-
tions of prior state administrations; NAFTA and na-
tional trade policies; foreign nations’ currency
manipulation. But, in the long term, successful strat-
egieswill improve the skills and talent of the workforce
and the productive infrastructure of the place. Itisthe
relative competitive quality of the people and place
that determine how a region will navigate the increased
competition and churning that define the new
economy.
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Attachment A

September 15, 2006

Dear Regional Economic Development Organization Official;

Citizens Research Council of Michigan, a non-partisan, non-profit, public policy research organization that was
established in 1916, is gathering data on regional economic development agencies to determine how these
organizations are structured and funded, what kinds of activities they engage in, and how they measure their success.
The attached survey is part of that research effort.

The survey questions are designed to be answered quickly and easily by someone who knows your organization
well, and to generate answers that can be compiled into meaningful information about the state of regional
economic development efforts. A number of the questions were included at the request of regional and state
economic development officials in Michigan.

We would very much appreciate your taking a few minutes to complete the survey, and we would be happy to
share the compiled results with you. If it would be more convenient for you, the survey can also be accessed and
returned on a dedicated website, http://surveys.crcmich.org. The general website for Citizens Research Council,
http://www.crcmich.org, contains recent CRC publications that may be of interest to you, including a Survey of
Economic Development Programs in Michigan (Report No. 334).

If you have any questions or comments, please do not hesitate to contact me at bbuss@crcmich.org, telephone
(734) 542-8001, or fax (734)542-8004.

Thank you for your participation.

Sincerely,

Bettie Buss
Senior Research Associate
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REGIONAL ECONOMIC DEVELOPMENT ORGANIZATION SURVEY

Name of your organization
Mailing address

Contact person and e-mail address or telephone number

Your Region
1) What region does your organization represent?

Would you primarily define your region as: (please check whatever is relevant)

A group of local governments (cities, villages, and townships)? If yes, how many?
A group of counties? If yes, how many?
Parts of two or more states? If yes, how many?

2) How was the boundary of your region determined? (MSA, agreement among local governments, state
designation, decision of your board, etc.)

3) Do local governments within your region have their own economic development departments?
Yes No
If yes, how does your organization interact with these departments?

4) Are there other organizations involved in regional economic development in your region?
Yes No

If yes, please explain.

5) What are the top three economic strengths of your region?

6) What are the top three problems related to economic development facing your region?

7) Does your region have a shared vision and plan for economic development? Please explain.

Your Organization
8) What proportion of your organization’s activities is devoted to economic development?

0-25% 26-50% 51-75% 76-100%

9) Please indicate the structure that describes your organization:
Chamber of commerce Council of governments
Local unit of government Part of state government
501(c)(6), but not a chamber of commerce 501(c)(3)

If your organization has a different structure than those noted above, please explain.

10) How long has your organization been focused on regional economic development?
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1) Compared to five years ago, has your organization
Increased in size Stayed the same Decreased

12) What is your annual operating budget?
13) Please indicate how much of your operating revenues come from the following sources:
Federal government State government Local government
Private sector member or investor contributions
Service fees or earned income
Foundation grants
Other (please explain)
14) How many governmental units contribute financially to your organization?
15) How many non-governmental members or investors contribute financially to your organization?

16) How are member contributions determined?

17) Does your organization have taxing authority? Yes No

18) Does your organization have bonding authority? Yes No

Board of Directors and Staff
19) Please indicate how many of your board members fall in the following categories:
Government officials
Representatives of for-profit companies
Representatives of colleges and universities
Representatives of community colleges or workforce training boards
Union officials
Representatives of non-profit organizations
Other (please explain)
20) How are board members selected?

21) Are board members primarily CEO’s of their organizations? Yes  No
22) How many employees are in your organization? Full-time__ Part-time
How many employees are on your regional economic development staff?

Full-time Part-time

Your Organization’s Role
23) Does your organization target a particular kind of economic development such as technology, high

wage-high growth, medical-pharmaceutical, etc.? If so, what is that focus?

24) Which of the following functions and services does your organization now provide?
Not some-

Directly By referral thingwe do

Business retention

Business attraction

Assistance to businesses relative to local government

requirements and procedures

Low interest loans, gap financing
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Venture capital
Equity investing
Branding/image campaign
Operate a business improvement district
Workforce training
Research, reporting of economic development data
Inventory of available sites
Business incubator
Industrial park
Buy, improve, lease, sell real property for economic
development purposes
Trade missions
Involvement in quality of life issues

Affordable housing

Mass transit

Education

Infrastructure

Arts and culture
Member services such as seminars, health insurance,
networking opportunities
Advocacy on legislative issues/lobbying
Creating economic development plans
Coordinating strategic approaches to regional
economic development
Advice to local governments to improve competitiveness
Other (please explain)

25) On a scale of 1 to 5, with 5 being the best, how do you rate your partnership with your local:
Universities Community colleges Workforce development agency

State economic development agency Local government officials

26) How does your organization measure success in its economic development efforts?

27) In the past 12 months, how many new businesses has your organization attracted to your region?
28) In the past 12 months, how many new jobs has your organization attracted to your region?

29) In the past 12 months, how many businesses has your organization retained in the region?

30) In the past 12 months, how many existing businesses has your organization helped to solve a
problem?

Would you like a copy of the compiled results of this survey? Yes No

If you have questions or comments about this survey, please contact Bettie Buss at bbuss@crcmich.org,
phone (734) 542-8001, or fax (734) 542-8004.

Thank you for your participation. We invite you to visit our web site at http://www.crcmich.org.
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