Targets of State and Local
Economic Development Policy

By Tim R. Smith and Deron Ferguson

Sate and local policymakers typically have three the targets of economic development policy, the
argets for their economic development policies: survey also sought information on how the targets
outside businesses, existing businesses, and newave changed over time.

start-up businesses. Attracting outsideifesses— The survey was mailed to 1,783 economic de-
especially large manufacturing ptanr-haslong velopment organizations in the severtesaof the
been a popular economic devgfent activity, but  Tenth Federal Reserve District (Colorado hkas,
increasingly thispproacthas come under fireAs Missouri, Nebraska, New Mexico, Oklama, and
policymakers reexamine the effectivenessappuio- Wyoming). The survey list was obtained from state
priateness oéconomic development polf, anun-  economic development agencies and membership
derstanding of how resources are currently allocatedorganizations. A total of 669 surveys were returned,

among the three main targets is essential. yielding a 38 percent initial rpense rateSome
Unfortunately, little is known about how responses were excluddéem the results due to
much emphasis state and local economicetixp- incompleteénformation or repoihg inconsistencies,

ment policy places on each of the three main targetsleaving 580 respondents in the survey panel and a 33
For this reason, thieederal Reserve Bank of Kansas percent final response rate.

City recently surveyed a large number of economic Table 1 shows how individual states and types
development organizations to determine what of development organizations are represented in the
types of businesses they are targeting. The surveysample. Missouri and Nebraska account for the larg-
results show that the most important target of est shares of respondents, whilgaMing and Colo-
economic development policyégisting businesses  rado account for the smallebises. Although a wide
and the emphasis on this target appears to bevariety of organization types are represented, local

increasing. organizations, such as chambers of commerce, make
up the lion’s bare of the sample. Abotto-thirds of
About the survey the respondents are from rural locations.

The survey indicated that some of the respon-
The survey was designed to determine how dents devote more resources to economic develop-
economic development organizations divide their ment activities than others. Respondents that
time and budget resources among the three mairdevote all of their time anudget resoues to
types of businesses (box). In addition to identifying economic development are shown in the second col-
umn of Table 1 as “economic developmentjami-
zations. These specialized organizations account for
more than a fourth of the satepOthers—Ilisted as
1 Industrial recuitment hasbeen criticized for beineffective “multipurpose orgngthns”—devote conS|derany .
in boosting economigrowth in individual states and communities and  Smaller shares of their time and budgets to economic
for creating high-stakes biddingars to attact relocaihg businesses or development. Averaged together, all organizations
branch operations. Smith and Fox discuss the effectiveness ofriadust spend 57 percent of their time and 55 percemeif

recruitmentand Burstein and Rolnick argueat tax competition among .
states leads to inefficient allocation of pulgimods and services. budgets on economic development.



Table 1
Survey Respondents

Type of organization Location
Economic
All development Multipurpose Urban Rural

State:

Colorado 43 24 19 27 16
Kansas 93 23 70 23 70
Missouri 139 36 103 59 80
Nebraska 118 25 93 29 89
New Mexico 74 13 61 23 51
Oklahoma 87 25 62 37 50
Wyoming 26 7 19 6 20

Total 580 153 427 204 376

Organization type:

Local: 268 43 225 84 184
Community development corporation 40 16 24 6 34
Chamber of commerce 137 6 131 38 99
Municipal economic development office 67 18 49 30 37
Economic development unit of public utility 24 3 21 10 14

County: 49 15 34 10 39
County economic development office 37 12 25 6 31
Department of county government 6 3 3 4 2
County commission 6 0 6 0 6

Regional: 69 16 53 20 49
Regional planning agency 17 1 16 4 13
Land grant university extension 19 1 18 3 16
College or university center 33 14 19 13 20

State: 26 9 17 20 6
Department of state government 26 9 17 20 6

Private: 72 40 32 30 42
Private, nonprofit (some public funds) 61 34 27 25 36
Private, nonprofit (no public funds) 11 6 5 5 6

Other 96 30 66 40 56

Total 580 153 427 204 376

Note: Urban organizations are located in metropolitan counties and rural organizations are located in nonmetropolitan counties.
Source: Federal Reserve Bank of Kansas City survey.




Chart 1

Economic Development Targets
Percent of time or budget devoted to target

Time Budget

Existing businesses ~ Start-up businesses 447
46.7 22.6

34.6

Outside businesses
30.7

Source: Federal Reserve Bank of Kansas City survey.

What are theargets? Have the targets changed?

The most important target of economic devel- The allocation of resources shown in Chart 1 is
opment policy in the Tenth District is existing busi- the outcome of changes already made by state and
nesses. Raining and expanding existing businesses local policymakers inthe targets of their economic
account for théargest share of both tinamd budget  developmenefforts. Chart 2lsows how the empha-
resources among economic development organizasis onthe targets has changed over the past five years.
tions in the survey (Chart 2)On average, these The chart uses an index to summarize this informa-
organizations direct nearly half of their resources tion and to simplify subsequent discussions of how
toward existing businesses. Attracting outside busi-the targets have changed acrddferentlocations
nesses also remains amportant function of eco- and categories of respondents.
nomic development organizatiom®nsuming bout The index is calculated by subtracting the per-

a third of their timeand budgets. Assisting local centage of total respondents reporting less emphasis
entrepreneurs with start-up businessesivesehe on a particular target from the percentage reporting
least attention, both in terms of time and budget. = more emphasis on that target. Index vat@sange
from 100 to -100. Positive index values indicate an
5 . — increase in emphasis on a target, while negative values
The resource allocaths amongargets depicted in Chart 1 are . . -
averagedor all survey respondents, but frequencstiibutions reveal the  Indicate a decrease. Avalue of zeroindicates no change.
resource allocations of individual respondents are arraljféetently The index shows that existing businesses have

among the policy targets. For example, tiama budget atications to i : i i
existing businesses were tightly groupeslerdtheir aserage. Albcations been an mcremgly important target of economic
to the othetwo policy targets were concentratieelowtheiraverage. The

different distribuions among targets possiblylest a bias arang respon- —_—

dents that retaing and expanding existing businesses may be more 3 Due to the similarity in the allocation of time and budget resources
effective in promotingconomic growth than attraiey outside businesses  (which holds for all levels of disaggregation), only budget allocatare

or assisting local aft-ups. shown insubsequent charts and tables.



Chart 2
Changing Emphasis of Economic DevelopmentdHcy

Percent responses
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* Calculated as the difference between the percentage of total respondents reporting
“more” and the percentage reporting “less.”
Source: Federal Reserve Bank of Kansas City survey.

development policy. The index for existing busi- in targets from outside businesses towaridtexg

nesses is mudjreater than fothe other two targets. businesses.

More than 70 percent of respondents report an in- While the shiftin empdsisclearly favors exist-

crease inactivities aimed at existing businesses, ing businessestast-up businessdsgave also grown

while only a small percentage report a decline. as atarget of economic development policy. Over 40
The increased importance of exigt busi- percent of respondents indicate increasing activities

nesses has twmtential sources. One possible source aimed at start-up businesses averpast five years.

is an increase in overall resources devoted to eco-Some of this increasmay represent a shift from

nomic development. Positive index values suggest allattracting outside businesses.

three targets may have been beneficiaries of such an

increase in time anbudget outlays, with exiag _—
businesses benefiting most. 4 Respondents were not asked to revieal muckemphasis on the
. . three targets hashanged. Thus, while the survessults sggest a shift
AnOth_er POSSlbI_e source of timereased impor- from outside to existing businesses, no conclusive evidescelofa shift
tance of existing businesses as a target for economi provided. Also, the large index values suggest an increase in overall

development policy is a shift of resources awam resource outlays for economic déa@ment. However, thendex refects
only the numbers of respondenéporting increases in emphasis on the

_other targets. The peeregEﬂ; of repondentwpo_rt' three targets, not averages of actual changes in time or budget outlays.
ing decreasecemphasis on ther tagets provide 5 Surprisingly, despite the peible shift of targets from ositle to

some evidence of such a shift. For exb&mpver existing and start-up businesses, many economic development organiza-
) tions have also beeimcreasingtheir emphasis on attracy outside

2_0 percent O_f reSandemS indicate decrea_sed emph@ﬂsinesses. Increased emphasis on outside businesses was reported by
sis orattracting outisle businesses, suggesting ashift 38.4 percent of the respondents.



Chart 3

Economic Development Targets, Urbarvs. Rural
Percent budget devoted to economic development

Urban Rural

Existing businesses  Start-up businesses 41.9
49.8 20.5

37.2

Outside businesses
29.7

Note: Urban organizations are located in metropolitan counties and rural organizations
are located in nonmetropolitan counties.
Source: Federal Reserve Bank of Kansas City survey.

Are targets the same across istrict? nesses: 69 #r urban organizations and 66.7 for rural
organizations.
Looking beneath the aggregate results of the District states.Survey respondents across the

survey reveals that existing businessigetbecome  district shtes reportthey divide their resources
the most important target of economic developmentamong the three targets in simieays (Table 2). For
policy throughout the district. This emphasis can be most states, the largest share of resources tp
seen in both urban and rural locations and in mostexisting businesses, followed by outside businesses
district staes. and start-ups. Only two states depaghificantly
Urban and rural locationsUrban and rural  from this pattern. Wyoming'’s economic development
economic development organizatiatesvote most  organizations spend almost half of their budgets on
of their resouces to retaining anelxpanding exist-  attracting outside businessegile channeling rela-
ing businesses. As Chart 3 shows, urbajaniza- tively few resources to local start-ups. Oklahoma’s
tions devote a somewhat larger share of their organizations spend the smallest shar¢hefr re-
budgets to existing businesses than their rural coun-sources on luring outside businesses and spend a greater
terparts. This greater emphasis by urban organiza-share than other states on assisting local start-ups.
tions may stem from their larger inventory of An emphasis of economic development efforts
existing businesses. on existing businesses has been growing throughout
In addition, both urban and rural organizations the Tenth District. Table 3hows extremehhigh
have been increasing theiforts todevelop exisng index values for existing businesses in all seven
businesses. This increased emphasis is reflected istates. The index values for ades businesses and
high index values associated with existing busi- start-ups arenuch smaller and less dioim.



Table 2
Survey Results by State

New
Colorado Kansas Missouri Nebraska Mexico OklahomaWyoming Total

Total responding: 43 93 139 118 74 87 26 580
Percent
Share of total budget devoted to economic
development 79.8 53.8 49.2 55.1 46.5 58.7 68.3 55.4
Share of total economic development
budget devoted to:
Retaining and expanding existing businesses 48.2 458 46.1 42.6 453 43.5 39.3 44.7
Attracting outside businesses 335 354 38.1 36.2 321 25.4 44.6 34.6
Assisting local entrepreneurs with start-up
businesses 18.3 18.7 15.8 211 226 31.1 16.0 20.7
Change of focus of economic development Index*
activities:
Retaining and expanding existing businedses 61.9 785 75.4 62.7 595 58.1 76.9 67.8
Attracting outside businessés 0.0 108 27.7 16.9 20.8 9.8 29.2 17.3
Assisting local entrepreneurs with start-up 26.2 326 34.6 38.1 347 27.9 0.0 31.8
businesse?

* Calculated as the difference between the percentage of total respondents reporting “more” and the percentage reporting “less.”
Results for the 577espondents for whom this question was applicable.
Results for the 568spondents for whom this question was applicable.
Results for the 572espondents for whom this question was applicable.

Table 3
Survey Results by Type of Organization
Local County  Regional State Private Other Total
Total Responding: 268 49 69 26 72 96 580
Percent
Share of total budget devoted to economic
development 45.6 65.1 50.8 64.6 83.8 57.2 55.4
Share of total economic development budget
devoted to:
Retaining and expanding existing businesses 45.2 39.3 53.9 49.4 40.6 414 44.7
Attracting outside businesses 38.7 42.1 11.9 25.9 42.4 31.8 34.6
Assisting local entrepreneurs with start-up
businesses 16.1 18.6 34.2 24.7 17.0 26.8 20.7
Change of focus of economic development Index*
activities:
Retaining and expanding existing businesses 72.4 53.1 66.2 50.0 73.6 63.8 67.8
Attracting outside businessés 20.7 30.6 -1.5 -3.8 19.7 178 17.3
Assisting local entrepreneurs with start-up 35.2 184 31.9 32.0 243 34.7 31.8
businesse$

* See notes for Table 2.




Are targets the sanfer different tpes of Summary

organizations? _ _ _
9 As industrial recruitmenand other forms of

Most types of aganizations a@ss the district ~ “smokestack chasing” increasingly coomeder fire,
focus on helping existing businesses (Table 3). Local,state and local economic development policy appears
regional, and state organizations all maketegs 1o be shifting from these potentially costly and ineffec-
businesses their primary target. In contrast, countytive strategies toward strategies that target existing
and privateorganizations—nonprofit organizations businesses. Outside businesses remain a popular target
that often use private and public funds for economic of economic development policy to be sure, but the
development—usually target outside businesses. ~ survey results reveal a much stronger tendency of

Despite somdifferences intargets among dif-  €conomic development organizations to target existing
ferent types of organizations, all typlkave been businessesStart-upbusinesses, however, remain a
shifting the emphasis of their economic developmentdistant third among economic development targets.
policiestoward existing businesses. Theindex values
shown in Table 3 are very hidbr existing business,
and much smaller and legsiform for the other two
targets. In fact, index values for state and regionalTim R. Smith is a senior economist at the Federal Reserve Bank of Kansas

; ; H ; ; ; ity. Deron Ferguson is an adsisteconomist at the bank. David Kray-
Orgamzatlons SqueSt a decline in their empha5|s Orﬁll, an associate professor at Ohio State Univessityavisiting scholar

attracting outisle businesses. at the bank, provided valuable input to the design of this survey.
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ECONOMIC DEVELOPMENT ACTIVITIES

Retaining and expanding existing .
local busnesses

Regular or occasional visits to existing local busi-
nesses

Structured retentioand expansion program

Providing existing local businesses with informa-
tion, techntal assistance, or counseling regarding:

O loans or grants from public or private sources

U government regulations (environmental,
worker’s compensation, Americans with
Disabilities Act, etc.)

exports
government contracts .
worker training

technological innovation or modezaition
community characteristicsemds, or attitudes

N

Any activities related to specidbvelopment dis-
tricts for retentiorand expansion of existing local
businessesSpecial development districts include *
enterprise zones, Community Reinvestment Act
areas, foreign tradmnes, tax increment financing
districts,etc.

Committee meetings, research, public speaking,
letter writing, teéphonealls, or any dteractivity
related to above items

Attracting outside businesses

Industrial or commercial site development and
planning for supporting infrastructure

Developing brochures, audio-visuals, or adver-
tisements to promote your area as a business
location .

Recruiting business prospects through personal
contacts, telephonealls, writing letters, or any
other means .

Assisting local entrepreeurs with
start-up businesses

Hosting business prospects

Providing outside businesses thati wish to at-
tract with informatbn, technical assistance, or
counseling regarding:

] loans or grants from public or private sources

[0 government regulations (environmental,
worker’'s compensation, Americans with Dis-
abilities Act, etc.)

exports

government contracts

worker training

technological innovation or modernization
communitycharacteristics, trends, or attitudes

I

Committee meetigs, research, public speaking,
letter writing, telephone dal or any other aistity
related to above items

Providing local entrepreneurs with information,
technical assistance, or counseling regarding:

[ loans or grants from public or private sources

00 government regulations (environmental,
worker’s compensation, Americans with Dis-
abilities Act, etc.)

exports

government contracts

worker training

technological innovation or modernization
communitycharacteristics, trends, or attitudes

Iy Iy

Any activities related to smaliusiness incubator
facilities or programs

Committee meetigs, research, public speaking,
letter writing, telephone dal or any other aistity
related to above items

Identifying available space for new small Ingsses
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