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Chapter 9. Planning and Developing the Distinctive City 
 

Around the globe, city leaders are shedding dreams of becoming the next Silicon 
Valley or Bilbao.  They no longer simply compare their cities to others in the broader region 
or national hierarchy, but are aware that for skill, capital and consumers, they are competing 
with far-off centers of economic activity.  They are searching, whether articulately or not, for 
distinctiveness—for a way of steering their future economies towards good jobs, quality of 
life, and sustainability that simultaneously hedges against structural and cyclical disruption.  
And doing so in a way that is realistic about their strengths and weaknesses, and serves the 
interests of their citizens and neighbors.  In this final chapter, we summarize steps in a 
planning and implementation process that can help guide cities of all sizes and current 
economic circumstances to fashion a distinctive economy strategy. 

First, city leaders must articulate the normative goals, often multiple, to be pursued in 
economic development.  Well-understood goals include efficiency, equity, stability, and 
sustainability.  These missions alone present leaders and policymakers with considerable 
challenges, since there are severe trade-offs in the application of economic development 
resources among them.  These concepts refer to aggregate, macro-economic features.  In 
addition, there is the cross-cutting debate about people versus place prosperity.  Should 
leaders aim their efforts at current residents?  What about future residents?  Is there a case to 
be made for place rather than people-oriented strategies that target the geography of 
development and what one economist calls the “economic value of a sense of place?”  These 
are the topics of the first policy exercise.  We argue that thorough and ongoing airing of these 
priorities will strengthen a city’s collective sense of its future and tune its efforts closely to 
what citizens want. 

Second, city economic development managers must know their own economy well in 
order to make good decisions about resource allocation.  Such intelligence includes not only 
what citizens and managers value, but also the current and future lines of work in which the 
city is competitive and how sustainable, equitable, profitable, and job-generating these 
activities are.  Stereo vision—sizing up past and present employment growth, related wage 
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and income levels, and long-term viability by both industry and occupation—provides an 
ongoing exercise that builds this intelligence and complements the merging of economic with 
workforce development.  Qualitative study of industries and occupations that constitute the 
city’s strong suits is also recommended.  And cities must also compare themselves with 
others in their lines of distinction.  Not just within a nation but beyond it.  In other words, a 
major overhaul of current research templates will better position cities to make informed 
decisions about economic development investments. 

Third, a portfolio approach to urban economic development should replace the 
current patchwork of programs and incentive skirmishes based on externally generated 
opportunities.  City leaders are advised to abandon generic business incentive and cost-
lowering (or “get poor”) strategies in favor of a carefully crafted approach that targets 
distinctive industries and occupations and extends incentives and financial aid only where 
they are necessary to ensure returns.  In the portfolio, distinctive activity components, 
including local consumption and export oriented job-creating sectors and amenities as worker 
attraction and retention inducement, are arrayed and compared.  Older, workhorse sectors 
should be balanced with younger, emerging areas of expertise, an exercise that requires 
deeper knowledge about industry and occupation structures and behavior.  For newer, riskier 
elements in the portfolio, the local consumer base as a test bed is recommended, in place of 
mimicking other cities recent success or relying on University R&D investments to produce 
seeds of innovation.  This distinctive portfolio of activities should be pursued with a unified 
economic development budget that encompasses all forms of incentives, including 
infrastructure, training, land give-aways, loans and grants, as well as tax expenditures and 
investments in human capital and amenities. 

Fourth, decisions on allocation of tools and resources to lines of production and 
consumption require an informed assessment, preferably from evidence on past outcomes 
locally and elsewhere, of performance on the multiple goals that the city has set out.  This is 
one of the toughest steps on the road to distinctiveness, for good research evaluating 
economic development practice is hard to come by, for reasons that we review.  Yet some 
very good studies document major returns (or lack thereof) on tax expenditures, training, 
incubators, and place-based policies such as enterprise zones.  Savvy economic development 
planners will take advantage of intelligence and use it in designing economic development 
strategies and projects.  This requires knowledge of causal theories of economic 
development, so that planning interventions are timed to influence the decisions of key 
actors, be they employers, workers, or entrepreneurs. 

Fifth, economic development practice should consist of applying the appropriate tools 
to each distinctiveness target and building in accountability to ensure that expected goals are 
met.  This mixing and matching is perhaps more an art than science.  But seasoned 
practitioners who are following the mission signals given by forward-looking political 
leaders will be able to use the learning from past efforts, their own and others, to make good 
choices.  Considerable progress has been made by researchers and public interest groups in 
designing accountability mechanisms for economic development commitments, and we 
review these briefly.  Going forward, every element in a city’s economic development 
portfolio should have a built-in evaluation component.  If returns to particular investments 
are not forthcoming, they should be ended and public resources salvaged and redirected.  If 
unforeseen setbacks plague a targeted distinctive occupation or industry, it should be re-
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evaluated as an element in the portfolio and dealt with accordingly.  Causal narratives of 
what has been happening, and why, are important for policymakers and practitioners as well 
as political and community leaders and should be reflected in public forums, news media, 
and university research. 

 
Setting Out Economic Development Goals 

Many economic development regimes fail miserably to satisfy residents, often 
resulting in the voting out of mayors and city council members or the firing of economic 
development directors.  Quite often, economic development plans often are launched with 
grand promises of new jobs that never materialize, are mirrored in losses in other area 
businesses, pay low wages, are dead-end in terms of upward mobility, or go to outsiders.  
Much of the disappointment arises from initiators’ failure to articulate the goals of the 
community-at-large and how particular new economic development efforts will serve those 
goals, and some of it is attributable to less than salutary motivations on the part of leaders, 
such as the desire to be seen doing something, bids for campaign contributors on the part of 
favored firms, or worse.  It’s a formidable task to acknowledge and keep in view competing 
expectations for economic development.  But our view is that a thorough and even-handed 
airing of multiple normative goals will improve economic development practice by making it 
more realistic and accountable while also building understanding among diverse members of 
a restive public.  We recommend this as an ongoing public exercise. 

Many accounts have summarized the goals of economic development, including the 
excellent summaries in Vaughan and Bearse (1981), Malizia and Feser (1999, Chapter 2), 
and Fitzgerald and Leigh (2002).  All these accounts pose a trade-off between efficiency 
(often conflated with raw growth) and equity (meaning improvements in the distributions of 
income, wealth, and employment), and some, including Fitzgerald and Leigh, add 
environmental sustainability.  Economists have long emphasized stability, meaning 
insulation from dramatic swings, to their normative triad. 

But in addition to these, economic developers at the state and local level must also 
address the people versus place dichotomy, first posed by Winnick (1966).  Winnick pointed 
out that some programs are addressed to individual people, as many welfare programs are, 
for instance, while others are addressed to place, as are infrastructure investments or 
enterprise zones.  Economists, Winnick included, have tended to favor people prosperity, 
such as vouchers for education given to individuals rather than investments in place-based 
schools, or, in deindustrialized places, subsidies to individuals to move rather than subsidies 
for revitalizing industries or attracting new sectors.  Or, for a contemporary view, see 
Glaeser’s (2005) provocative essay on New Orleans, entitled “Should the Government 
Rebuild New Orleans or Just Give Residents Checks?”  Economists’ logic is anchored in 
their insistence on individual utility maximization as a fundamental normative principle—
economists do not, as sociologists do, acknowledge inter-personal utility functions. 

Furthermore, it is not clear from such neo-classical economists’ formulations just who 
are the people to be targeted.  Are they current residents, or just some portion of them?  Are 
they future residents, including those who might migrate into the region?  In a provocative 
article that turns conventional wisdom on its head, Bartik (1993) argues that economic 
development incentives for firms should target existing residents rather than job fillers from 
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elsewhere.  A growth-dominated pre-occupation generally counsels the opposite—that sheer 
additions to the local workforce are desirable.  Bartik’s argument is that the local government 
should be most concerned about job creation for its constituents, that newcomers impose new 
public service costs on local government (even higher if their employers are given tax 
breaks), and that moving existing residents into new jobs either alleviates unemployment or 
helps open up vacated local jobs for others.  Evidence for such a “job chains” process is 
confirmed in work by Persky and Felsenstein (2007). 

The case has been strongly made by others, including economists, that there are 
sound reasons for investing in place.  Among these are that places host spillovers and 
externalities among productive elements, so that the co-existence of assets and activities in 
place can have an independent impact on well-being (Crane 2008; Fainstein and Markusen 
1995).  Another is that places in distress have important assets, including infrastructure and 
labor pools, that can only be taken into account by governments.  If left to atomized 
economic actors, steps to shepherd these into other uses will not be taken, and such assets are 
left under-used (Markusen 1977, 1978b). 

Perhaps the most powerful reformulation of the case for place has been made by 
Roger Bolton.  In papers revisiting the place versus people prosperity debate, Bolton (1992, 
1998, 2002) argues for the economic value of “a sense of place,” an important form of 
intangible capital that has positive externalities and the existence of which argues for place-
based policies.  Critics of place-based policies reason that they are inefficient because they 
favor some unjustly over others, that from an equity point of view it is preferable to target the 
most needy individuals, and that place-based strategies are hard to target well.  Bolton 
acknowledges that place-based policies are what economists call a second-best solution, 
addressing market failures such as under-utilized infrastructure and labor by preventing asset 
destruction such as forced out-migration of labor.  But he also argues that the sense of place 
is social capital that operates as an externality, generating entrepreneurship, raising 
productivity, and feeding into the supply of public goods. 

But Bolton goes further, showing that the sense of place has value beyond the 
boundaries of the locality.  He argues that people in other regions value and take advantage 
of the distinctiveness of particular places.  Outsiders can travel to enjoy the place without 
making place-based investments of their own.  They may value the option to do so even if 
they don’t make such trips (an analogue to notions of option demand for wilderness and arts 
and culture).  They may even, argues Bolton, value the existence of cities like New York, 
New Orleans, Paris, Florence, Rio de Janeiro, and Singapore even if they never plan to visit, 
an analogy to existence value from resource economics.  Thus people may have a desire for 
inter-place diversity. 

At the same time, argue Crane and Manville (2007), this invoking of option and 
existence value should not displace a concern with intra-place and inter-temporal diversity.  
They note that individuals outside a place may want to preserve its sense of place more that 
residents do.  Or there may be intergenerational conflict among residents about the need to 
shore an area up, with older people favoring attempts and younger people eager to move 
elsewhere.  However, there is no a priori reason why outsiders’ valuing of a sense of place 
should not correlate with residents’ views.  In Jane Jacobs (1961) colorful account of the 
diversity of neighborhoods in New York City, she celebrates the porous boundaries between 
ethnic neighborhoods, a mosaic that appeals to tourists as well as residents across the city. 
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This review demonstrates that sometimes competing, sometimes complementary 
urban economic development goals are complex.  They are so because cities don’t sum up 
neatly to the total of their inhabitants, each with his or her own individual, community, and 
affinity preferences.  Grappling with such diversity presents an ongoing project for decision 
makers.  In our view, a wise urban leadership will encourage open and candid discussion 
about these multiple goals, enabling citizens to learn and understand each other’s experience 
and needs.  Efforts to build distinctiveness by hiring globetrotting consultants to create a 
catchy brand for the city, or business consultants to prescribe appropriate clusters of 
economic activity, will fail, because they will not be constructed on the basis of a deep 
knowledge of citizens’ priorities. 

Complicating this goal-making exercise is considerable tension between deliberative 
and strategic agenda-making.  The city and regional planning field values open, democratic, 
deliberative processes that provide ample opportunity for public participation and the 
formation of a shared vision for the future.  Economic development agencies, by contrast, 
often mimic private sector management styles that emphasize being strategic and nimble—
looking at opportunities where they exist and mobilizing to take advantage of them.  Most 
commercial businesses are not run as democracies, and neither are most economic 
development agencies, some deliberately structured as quasi-independent authorities where 
policy is formulated by elites and experts.  Resulting projects and programs are often not 
reflective of community members’ ambitions for their cities.  Community benefits 
agreements linked to business incentive offers are one way that the public is fighting back, 
but the initiative is still in the experts’ corner (e.g., LeRoy and Purinton 2005).  To develop a 
shared vision for urban distinctiveness, planners and policymakers have to reconcile these 
conflicting pulls. 

 
Stereo Vision: Producing Occupational and Industry Intelligence 

No urban economic development strategy can be credibly crafted without a sound 
knowledge base.  At the national level, governments spend billions on public agencies such 
as Treasury, Commerce, Labor, Economic Development departments and banking systems 
such as the American Federal Reserve system, and a large part of which each of these does 
involves data gathering and analysis.  Many of these systems involve state (commerce, labor) 
or regional (banking) counterparts, agencies that generate their own data, share it with federal 
agencies, and use the extensive data available from central government bureaus.  As 
responsibility for economic development has devolved onto state and local governments, 
decision makers in the latter have been hard-pressed to fund and develop the expertise they 
need to chart good economic development strategy.  To nurture a distinctive urban economy, 
such intelligence, organized in a way that is accessible to policymakers, is imperative. 

In the past, as reviewed in Chapter 2, state and local economists relied heavily on 
employment data organized by industry, or what people make rather than do.  Along with 
others, we have explored and made the case for a parallel occupational approach.  
Occupational intelligence has always been taken into account by economic development 
strategists, because building an economy, even if in a firm-centric way, requires that 
appropriate labor skills be available.  But such occupational analysis remains largely a 
subsidiary exercise.  Planners examine the occupational structures of targeted industries or 
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firms in order to adapt the workforce development system to the needs of the new and 
expanding employers (Balfe and McDonald 1994; Theodore and Carlson 1998).  But 
occupational analysis could play a lead role in economic development efforts.  For instance, 
economic development planners and policymakers could target a set of distinctive 
occupations based on goals and feasibility, using these as a screen for deciding how 
employer-based incentives might be allocated among industries and firms. 

The case for occupational analysis has advanced remarkably in recent years, 
accompanied by some excellent empirical explorations.  Following Thompson and 
Thompson’s (1985) original call for an occupational approach, the duo produced the case for 
using both industry and occupational data, creating “cross-hairs” that would improve 
economic development targeting (Thompson and Thompson 1987).  A multi-causal 
theoretical case has been made for the growing significance of occupations as co-equal with 
industry (Markusen 2004b), along with work positing and documenting independent location 
decision-making by workers as members of occupations (Florida 2002; Markusen 2004b; 
Markusen and Schrock 2006a).  Urban occupational structures of individual industries have 
been shown to deviate quite substantially from national structures, especially for innovative 
activity, evidence for an inter-regional division-of-labor theory (Barbour and Markusen 
2007).  Occupations have been used creatively to develop industry clusters at national and 
local levels (Feser 2003; Koo 2005) and have been shown to generate different 
configurations when labor commonalities rather than inter-industry relationships are used 
(Renski, Koo, and Feser 2007).  Many of these pioneering studies include inter-regional 
comparisons, enabling city decision makers to understand not only their own occupational 
specializations, but how these stack up with others. 

Occupational analysis is not difficult to do at the state and local level, at least in the 
U.S.  Every state participates in an employment data generation system guided and collated 
by the federal government.  These data include important information on pay levels, 
unemployment, and socio-economic characteristics not available from industry-reported 
employment data sets (which, however, have other valuable features, such as sales, value-
added, size and numbers of establishments).  The Census of Population also offers detailed 
data on occupations, including socio-economic and migration data not available elsewhere.  
The studies cited above include extensive discussions of the quality and drawbacks of each 
data source. 

Developing stereo vision is not difficult operationally.  The U.S. Bureau of Labor 
Statistics offers an occupation-by-industry series as a national benchmark, and many states 
also have developed series of occupation by industry employment tallies for sub-regions in 
the state.  Although these vary in nature and quality across the states, they have been used in 
at least one case to study comparative metro profiles (Barbour and Markusen 2007).  The 
decennial Census, and now the American Community Survey, offer another window into the 
construction of occupation by industry profiles of metro and state economies (Markusen and 
Gadwa 2008).  With new IPUMS (Integrated Public Use Microdata Series, a project of the 
Minnesota Population Center, University of Minnesota) international data sets being 
constructed, it will soon be possible to compare urban industrial and occupational structures1 

                                                
1 Systems for industrial and occupational classifications have not yet been fully harmonized across 
countries and continents, but they are increasingly so. 
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not only with others in the same country, but also with those in similar circumstances in the 
developed and developing world. 

In the first instance, this expanded vision of the regional economy, with depth of field 
and change over time in its sights, will enable policymakers and citizens to better understand 
the character and evolution of the distinctive work that they do, especially when it is put into 
comparative context.  Economic developers can then search for key distinctive occupations, 
studying them for the consonance with the city’s economic development goals.  Key 
occupations can be tagged by their over- or under-representation in the city or region; by 
their capturability (i.e., their potential for localization and agglomeration); human capital 
content; associated wage and benefit levels; long-term growth potential; connectivity across 
industries; entrepreneurship potential; and fit with existing labor force skills and aptitudes, 
among others (Markusen 2004b).  Each candidate occupation can also be studied for its 
distribution across industries in the region, to see where there are synergies.  But since 
occupational presence is not a function of industry presence alone, the location dynamics for 
candidate occupations can also be studied, akin to our work on artists in Chapter 6. 

The resulting set of distinctive and desirable occupations can be used to shape a city’s 
portfolio of economic activities, complementing industry targeting practices.  It can also be 
used to evaluate incentive demands on the part of prospective employers or existing ones 
bidding for retention incentives.  Those employers where there is a good fit would be more 
readily funded, while those with a poor fit could be asked whether they are willing to 
upgrade their technologies and skill profiles as a counterpart for public support.  They could 
also be asked to work with key occupational groups and community-based organizations as 
recruitment and training partners.  Similarly, if the region possesses strength in post-
secondary colleges and universities in particular fields where local demand is weak, 
employers who need these skills could be given priority over others.  Where employers need 
skills not taught locally, colleges and training institutions could be approached to develop 
such curricula (Gottlieb 2001). 
 

Developing an Economic Development Portfolio 
Currently most state and local economic development agencies administer an 

accretion of functions that have evolved over time.  These include property disposition and 
redevelopment, industrial recruitment and retention, and in some cases, workforce 
development, housing, and even planning and zoning.  Within these arenas, vintage programs 
overlap with new ones, some tied to funding streams from higher levels of government.  
Most such agencies do not even try to publicly portray the sum of these parts as a coherent 
economic development strategy.  Several government functions key to economic vitality do 
not lie within these agencies’ purview:  education, for instance, and parks and recreation and 
cultural affairs functions that foster amenities. 

Because goals are confused and chiefly rhetorical, public sector economic 
development practice is neither deliberative—inviting broad public participation—nor 
strategic.  Under such circumstances, political and special interest agendas tend to dominate.  
Political leaders instruct their economic development directors to construct high profile 
incentive packages to land new companies, even when these explicitly violate legislated 
criteria for allocation of public funding (Dewar 1998; Luger and Bae 2005; Schweke 2007).  
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Deal-making pre-occupies the lion’s share of economic development staff time and energy 
(Levy 1990).  For instance, one large U.S. city’s economic development agency recently 
wanted to yoke its efforts to help flagship inner city hospitals compete with new suburban 
ones for top talent and patients by using its workforce development programs to channel 
neighborhood residents into upwardly mobile job ladders in the health care industry, an effort 
that would sustain thousands of good jobs in the city over the longer run.  But that city’s 
progressive Mayor was more interested in an expensive attempt to attract a Scandinavian 
high tech company promising 200 jobs. 

The current patchwork of programs, incentive skirmishes and parcel-by-parcel 
property deals could be replaced by a portfolio approach at the highest levels of city and state 
government, above the particular agencies charged with implementation.  The portfolio, 
designed with both political and expert input and subjected to public comment and debate, 
would articulate economic development goals and be based on a thorough understanding of 
the character and problems of the existing regional economy.  As arenas that need public 
attention and resources, it would place job-generating and retaining export-oriented and 
consumption base activities side-by-side and include amenities as a factor in economic 
vitality.  Just as a household’s portfolio of resources, including property, financial assets, 
human capital, and work time, helps its members choose among alternative allocations to 
achieve goals over the short and long term, the portfolio would enable economic 
development decision-making by looking at the big pictures. 

Such a portfolio should include explicit blending of industries, occupations, and 
activities that confer and renew the region’s distinctiveness.  It should, in other words, both 
reflect a realistic understanding of current strengths and weakness and convey a vision for 
new activities.  Older, workhorse activities should be balanced with younger, emerging areas 
of expertise, an exercise that requires deep knowledge about industry and occupation 
structures and behavior, both within and outside of the region.  If a city is bound to lose 
vintage sectors to better-positioned competitors, as Pittsburgh (steel), Akron (rubber), and 
Hartford (insurance) did in the late 20th century, it should be ready to salvage what functions 
it can from those activities while repositioning itself for new ones.  New target sectors should 
be closely tailored to workforce and environmental strengths, rather than mimicking what 
worked for first movers elsewhere (electronics and computing in Silicon Valley, corporate 
branch research labs in Research Triangle).  Newer, riskier elements in the portfolio can use 
the city’s consumer base as a test bed.  If local consumption sectors such as arts and culture 
show promise for income capture and tourist attraction, they should be incorporated into the 
mix. 

This distinctive portfolio of economic activities should be paired with a unified 
economic development budget.  Currently, city and state economic development departments 
sum up only direct expenditures in their annual budgets.  But tax incentives constitute what 
economists call “tax expenditures,” because they operate just as if the jurisdiction had 
collected the forgone tax revenues and then allocated them back to the company paying 
them.  First proposed by William Schweke and Carl Rist (1997), the unified economic 
development budget encompasses all forms of incentives, including economic development-
targeted infrastructure, training, land give-aways, and loans and grants, as well as tax 
expenditures.  In a detailed review of the State of Kentucky’s economic development 
activities, the Mountain Association for Community Economic Development (2005) 
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concluded that 70% of that state’s economic development spending takes the form of tax 
forgiveness and tax breaks.  In our view, such a budget should include some portion of what 
the city or state spends on infrastructure, human capital formation, arts and cultural affairs, 
and amenities as well, since all of these are often supported as important contributors to 
economic development. 

The city or state’s economic development portfolio can be presented to the public for 
discussion and debate at the outset of each fiscal and decision-making year, paired with its 
unified economic development budget.  Such visibility will help educate politicians and 
citizens alike on the trade-offs between different types of economic development programs 
and expenditures and invite comment and response from many parties.  Given that cities have 
other priorities such as public safety, education, environmental protection, health care, and 
social welfare, this exercise will also help leaders make good choices across the board. 

Imagine if the economic development director in the example above had this process 
in place for comparing the hospital-based health care initiative with recruiting the high tech 
company.  Experts would have been able to compute the longer term impact on jobs, and 
what kinds of jobs, associated with each, and at what cost.  People in the city would have 
been able to weigh in on which of these are more consonant with their goals, including the 
retention of key employers and jobs in city, continuation of good health care options in the 
inner city, and the relative impacts on the neighborhoods involved. 
 

Implementation:  Selecting the Right Tools 
An economic development activity portfolio and its companion unified budget are 

envisioning and planning tools and cannot on their own make resource allocation decisions.  
The latter must be proposed by staffers in the relevant agencies, vetted by budget and finance 
officers and executive branch leaders, and passed into law by city councils, county boards, 
and state legislatures.  Sometimes, these take the form of termination or continuation of 
existing programs (with increases or decreases in budget).  Sometimes, they involve new 
initiatives.  To make good decisions on the allocation of what are always scarce resources 
among worthy projects, decision makers need to assess the tools they have at their disposal 
and intelligence on what has worked, locally and elsewhere. 

Good research evaluating economic development practice is hard to come by.  Social 
scientists and citizens alike are often shocked at how little we know about economic 
development efficacy.  In fields such as welfare, public safety, and public utilities, the 
research and evaluation records are quite strong, facilitating good public policy formation.  In 
contrast, economic development incentives and programs are often designed and unveiled 
with a great deal of rhetoric and promise but very little hard evidence for the likely results. 

Why is this the case?  It is not because evaluation techniques do not exist (Bartik and 
Bingham 1997).  As Margaret Dewar (1998) concluded in her assessment of a state economic 
development incentive program in the 1990s, the criteria for allocating the tax and other 
incentives in this particular program were well specified by legislation and were faithfully 
followed by the state’s economic development department staff in evaluating requests from 
companies.  But their recommendations were over-ridden by the desire of the state’s 
governor to generate good publicity for himself (and perhaps campaign contributions) by 
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landing major branch plants even if they violated the criteria and by top political appointees 
running the economic development department who, serving at his pleasure, wished to please 
the Governor.  In general, economic development programs and projects do not require 
transparency or accountability, making it difficult going forward to evaluate their returns, and 
this may be by design.  Legislators and City Council members may collaborate, hoping to 
land some special deals for their own constituents. 

Yet as independent research expertise has been developed in universities and think 
tanks over the past twenty years, some very good studies document major returns (or lack 
thereof) on incentives, training, incubators, and place-based policies such as enterprise zones.  
Bartik, for instance, demonstrates that well-crafted incentives can lower unemployment, raise 
labor force participation rates, enable skill acquisition and have progressive effects on state 
and local income distributions (Bartik 2004b, 2007).  Yet Bartik has documented failures in 
economic development programs as well.  For instance, in a study of business incentives 
across the U.S., he found that 80% of net new jobs created went to outsiders rather than area 
residents (Bartik 1993).  A slew of excellent studies address the challenges and outcomes of 
job training programs (Grubb 1995; Schrock 2008).  Lewis’ (2005) study of technology 
incubators, based on a national survey, reveals the structural and regional conditions under 
which they succeed in firm start-ups.  Peter Fisher and his colleagues have demonstrated the 
high opportunity cost of tax incentives at the state level and the associated erosion in the 
business share of tax revenues (Fisher 2002; Fisher 2007; Peters and Fisher 2004).  The 
design issues in enterprise zones, and their results, are reviewed in Peters and Fisher (2002). 

All of these, and these are only outstanding examples of a burgeoning body of 
research, offer crucial intelligence for use in program design and unified economic 
development budgeting.  Savvy economic development planners will take advantage of such 
research in designing economic development strategies, programs, and projects, and drawing 
up budgets.  Unhappily, most economic development practitioners do not read such studies, 
and their managers and political overseers do not ask them for this kind of evidence. 

Understanding what research says about efficacy requires a foundational knowledge 
of causal theories of economic development and location behavior.  Many economic 
development practitioners glom onto the most recent fashion—clusters, for instance, or 
infrastructure—because they are not familiar with basic cause and effect theories and 
evidence (Markusen 2003).  Economic development theory dates back to Adam Smith’s 
(1937) analysis of a deepening division of labor and David Ricardo’s (1888) trade theories, 
both of which are based on labor theories of value that supplanted older mercantilist and 
land-based theories.  Neoclassical economics, in addition to extending trade theory, posits 
that physical capital (including land and infrastructure) and labor are co-equal contributors to 
output growth, so that increments in quantities or quality of either will yield development 
gains.  As we have recapped in Chapter 2, theories of regional development, including export 
base theory and the significance of physical capital investments, are derived from 
neoclassical and Keynesian macroeconomic theories.  Their validity is contested, as in 
Leontieff’s (1953) evidence on the labor intensity of exports and several economists’ studies 
contesting the contribution of exports to overall growth, reviewed in that chapter as well. 

Similarly, theories explaining the location of economic activity have long focused on 
firms as major decision makers, with some nod to governments as shapers of alternative 
production environments.  But as we have argued in this the book, and demonstrated with 
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reference to studies by ourselves and others, workers and households also make decisions on 
where to locate.  Often these decisions are driven by factors other than specific job offers by 
companies. 

Understanding these theories and testing competing explanations for their suitability 
to a particular urban or regional economy helps decision makers and citizens make wise 
choices.  For instance, informed economic development officials in the State of Nebraska 
understood early in this decade that their biggest problem was not attracting firms, but 
attracting and retaining skilled workers.  They figured out that their strongest suit vis-à-vis 
migration decisions of workers lay in the ties that those who had grown up in or gone to 
school in Nebraska might have to families and the plains environment.  They began hosting, 
at Christmas time, a large jobs fair aimed at alumni from their schools and colleges who 
return to spend the vacation with their extended families.  A good grasp of economic 
development theory will help ensure that planning interventions are structured and timed to 
influence decisions of key actors, be they employers, workers, or entrepreneurs. 

 
Building in Accountability, Transparency, and Evaluation 

Since understanding economic theory and evidence on past returns to particular 
initiatives is so important, so are built-in accountability measures that enable decision makers 
to evaluate the relative success of the size of investments in and specific tools applied to 
distinctive elements of the portfolio.  Economic development practice is in its infancy in 
terms of accountability and evaluation, and as we have noted, political resistance to 
improving it is considerable (Wolman and Spitzley 1996).  But over the past couple of 
decades, considerable gains in accountability have been achieved, mainly due to citizen 
organization and pressure. 

For instance, budget-crippling escalation in incentive competition is being reined in 
through legislated accountability innovations.  More than a decade ago, some communities 
began to insert clawbacks, or money-back guarantees, in deals where companies not meeting 
targets (such as numbers of jobs created and retained and job quality standards) would have 
to pay back some or all of the subsidy, or if moving, leave behind the publicly subsidized 
plant and equipment.  By 2005, dozens of U.S. cities and nineteen states used clawbacks in at 
least one program (LeRoy 2005, 189–90).  By the turn of the century, these types of 
conditions had blossomed into fuller-scale community benefits agreements attached to 
incentive deals (LeRoy and Purinton 2005).  In response to citizen inquiry, many states and 
cities have also adopted disclosure legislation that requires annual company-specific 
reporting of costs and benefits of subsidies (LeRoy 2007, 185–6).  Although cities and states 
often face difficulties in enforcement (Weber 2002), such provisions are helping to raise 
visibility of deal-making.  In some jurisdictions, politicians have lost their jobs because of 
excessive give-aways to business that return disappointing results and foreclose investments 
in other portions of the portfolio (Basinger and Hallerberg 2004). 

Building in accountability and transparency for programs, projects and business 
incentive deals will help each city develop its own data base over time, enabling evaluation 
of various investments.  Imagine if every time a city or state’s economic development 
department were approached by a firm or its site consultant for a package of incentives, staff 
could turn to a body of evidence on recent track records for such deals, organized by industry 
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and occupation, showing the actual net jobs created, the quality of those jobs, who (residents 
or outsiders) filled the jobs, and so on?  One extraordinary academic study, by economists 
Gabe and Kraybill (2002), did just this for an Ohio jobs program.  Collecting data on 366 
establishment expansions in the 1990s, they found that those receiving incentives over-
announced employment targets but actually reduced jobs overall, while those that did not 
receive incentives accurately forecast their job expansion and did create net new jobs.  They 
speculated that the puzzling job decline in establishments winning incentives might reflect 
firm reallocation of resources away from internal efficiencies in production and toward rent-
seeking.  If Ohio economic development staff used the results of this evaluation, they would 
counsel against continuing such a program and instead invest the same resources elsewhere 
in the portfolio. 

Unfortunately, for other expensive investments in economic development—
infrastructure, human capital, and amenities, for instance—there is little or no accountability 
and thus even poorer intelligence for decision makers to go on.  Consider returns to higher 
education.  Over the years, huge investments in R&D infrastructure such as biotech research 
parks and huge medical research complexes, paid for by state taxpayers, have been made in 
public research university’s capacity, premised on the idea that University R&D will produce 
huge spillovers for host regions.  Meanwhile, these same universities have driven up tuition 
for students, often double-digit annual hikes.  Although a large metro cross-sectional study in 
the 1980s revealed that high tech job and plant growth was positively associated with 
university educational programs but negatively associated with R&D spending (Markusen, 
Hall, and Glasmeier 1986), the myth has persisted and deeply shaped policymaking.  Such 
investments are not evaluated for their returns, and especially not for their opportunity 
costs—i.e., what would regions have experienced had the same funds been spent on 
expanding curricula and degree programs and enabling more students to go to college. 

Going forward, every element in a city or state’s economic development portfolio 
should have a built-in evaluation component.  If returns to particular investments are not 
forthcoming, they should be ended and public resources salvaged and redirected.  If 
unforeseen setbacks plague a targeted distinctive occupation or industry, it should be re-
evaluated as an element in the portfolio and dealt with accordingly.  Such data should be 
available for scrutiny by public interest groups and university researchers.  Causal narratives 
of what has been happening, and why, are important for policymakers and practitioners as 
well as political and community leaders, and should be reflected in public forums, news 
media, and university research. 

 
Conclusion 

As we write this, and the first decade of the new century draws to a close, a financial 
crisis and looming deep recession are fundamentally changing the policy conversation 
around the world.  The downturn will stress urban economies more profoundly than they 
have experienced since the fiscal crises of the early 1970s and job hemorrhaging in older 
industrial regions in the 1980s.  Revenues are already shrinking while the safety net for the 
unemployed and homeless is thinly stretched.  The economic development conversation will 
be qualitatively different for some time. 
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The goal setting, theories, methods, evidence, and strategies we present in this book 
provide a template for how cities and states can move forward.  The search for 
distinctiveness will quicken in this crises, as most communities experience erosion, often 
permanent, in some export sectors.  Structural change is always deepest in periods of severe 
downturn, when competitively pressed activities fall prey to newer, lower cost production 
elsewhere.  Activities that target distinctive local consumption activities as income-capturing 
and job-creating as well as test beds for new export lines could soften the blows of structural 
change.  At a time when “crumbling infrastructure” has become a mantra for how 
governments at all levels should stimulate the economy, our call to balance physical 
infrastructure investments with those in human capital should help temper what could be 
wasteful and poorly targeted spending. 

As Schumpeter (1947) argued in his work on innovation, deep downturns allow 
owners, managers and entrepreneurs, and, we add, political leaders, time to reflect more 
fundamentally on the enormous task at hand.  Many of the most important new economy-
reshaping innovations have emerged from periods of depression.  The portfolio provides 
approach provides a framework for putting economic development options side by side, 
informed by a goal-articulating exercise and by solid evidence on what seems to have 
worked, and why.  It asks politicians, experts, and citizens to conceive of their economies as 
a mix of distinctive activities, past, present, and future.  It helps highlight the opportunity 
costs of alternative combinations, including the trade-offs between economic development 
initiatives and those that target other public sector needs. 


