











concerned about the lack of progress the region bas made in
responding to mass unemployment in spite of the major public
investments made over the past decade. Out af thig
frustration, the Youngstown Area Chamber of Commerce, along
with its Regional Growth Associationi the Mahorviing County
Commissioners, along with their Community Improvement
Corporationj Youngstown State University: and the Warren Area
Chamber of Commerce bave commissioned the preparation of a
strategy which will overcome the weaknesses or shor tcomings of
the efforts already in place.

Before discussing this alternative strategy, it is useful
to provide the framewaork of a model from which the strategy was
derived.

A Model for Economic Development

What is a community pursuing when it makes ecaonomic
development its top priority? What is economic development?
(Vaughan, Pollard, and Dyer, 1986) The definition of economic

development depends on the interests and intentions of the

- definer. To many organizations in the Mahoning Valley it has
meant the growth of jobs -— a visible measure and one that
appears necessary in communities suffering chraonic

unemployment. Yet, if jobs are the «criteriay how should we
treat the adoption of new, labor saving equipment, or the
expansion of capital—-intensive industries at the expense of
labor--intensive ones? How much should we spend to attract a
jobs, and how can we be sure that the enterprise creating the

jobs is viable?
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Other developers regard high technology firms as the core
of development today. VYet technology’s major contribution 13
not through the much sought after firms manufacturing new
devices but through the adoption of modern technology by
existing firms. Others measure a community’s developmant
strength by the number of companies that have been induced tu
move in from elsewhere or the number of branches opened
locally. They ignore the vital importance of new businssses
and new products. None of these definitions i1s sufficiently
broad to encompass all the facets of the development procesc
that must be explored in order to develop a comprehensive and
effective development strategy.

At its broadest and simblest, economic development is the
creation of wealth. Wealth is the community’s capacity to
produce goods and services of value to 1its residents. This
includes those goods and services that are bought and sold --
fabricated metal, banking, auto repairs, and movies —- as well
as those that are less tangible but nonetheless valuable --
recreational opportunities, public safety, and clean air.
glthough wealth is difficult to define, it yields important
policy implications.

Pursuing Opportunities

Economic opportunities exist, and new ones are continually
AN

being created because no one knows all there is to know about
what types of goods and services can be produced, about
different ways of making them, or about all the markets where
goods and services can be sold. A new idea might profitably
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capture consumers’ spending. Science, engineering, people’ s

imagination, and changes in economic circumstances o e
continually creating new opportunities. Events which to many
of us seem harmful -- like the increase in energy costs in the
19708 —- create as well as destroy opportunities -- from a boom

in radar detectors, to a whole industry in energy canserving
devices. Econamic development s a continuous process of
discovery —- of new items that consumers value, new and cheaper
ways of making things, or of new markets.

Communities like the Mahoning Valley, where development
lags, rafely lack opportunities. They lack the capacity to
"harvest'" opportunities locally because of the absence of an
entrepreneurial tradition | or because of barriers to
entrepreneurship such as the lack of capital, the weight of
long-held tradition, or restrictions on new business
activities.

In all communities, new firms are continually being
formed,; even during poor economic conditions. Youngstown has
experienced a very low rate of business formation, but it is
not zero. At the height of the economic collapse new metal
fabricating firms were successfully begun. Those new
enterprises that survive will provide jobs and wealth for the
community in the future. It is easy to overlook their
contribution because they start small and unnoticed while the
plants that are closing are usually large and well-known. The
replacement of the old by the new is an important way in which
a community adjusts to their changing economic environment.
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Taking Risks

Pursuing opportunities means taking rists, To test the
viability of new ideas; to develop ways of producing and
marketing those ideas, and to test their managerial <bills,
peaple must invest their time and, usuallyvy, their money as
well. Those people who become entrepreneurs have the most to
gain by the success Df‘ their venture. They may act
independently or they may be working for a large orgsnizslion
that rewards individual initiative.

Each decision that contributes to development requires an

enormous amount of information. The modern economy =
organized to allow participants to specialize 1in the
acquisition and use of informatiaon. Through finmancial

institutions people can invest their money in an almost
infinite variety of instruments, varying in risk and expected
return.

The image that many people have of ent-spreneurship is of
an engineering graduate becoming a millionaire by "going
public" with a firm producing arcane computer hardware or
saftware. Even in Silicon Valley this is the exception not the
rule, and in the rest of the country it is extremely rare.
Entrepreneurship encompasses a much wider range of activities,
including self-employment, inventing and marketing new goods
and services, and nurturing a new company. There is no typical
entrepreneur -- they can be found among all regions, all races,
and among men and women. The unemployed and those with low
incomes frequently turn to entrepreneurship -- especially if
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the prospects for return to their previous job., or any job. are
dim. The late Albert Shapero devoted a lfetime to studying
entrepreneurs. He found that negative factors were responsible
for almost half of new business formations.

The number of active entrepreneurs in a community depends
on the rewards anticipated from the pursuit ot opportunitiveg.
the strength of the local entrepreneurial tradition, the
availability of capital, and the absence of artificial harviers
to entering different professions and industries.

TInvesting

Translating an innovation into wealth requires investments

which include:

Business Capital. Business firms invest in plant, equip-
’ment, inventory, research and development, marketing, and,

frequently, in political lobbying.

Human Capital. Individuals seek to enhance their future

earnings and to acquire the skills needed to pursue entre-

preneurial opportunities by investing in education and

training (classroom and on—-the—job) and by moving to areas

with better employment opportunities.

Public Infrastructure. Local, State, and federal govern-

ments are currently spending about one hundred billion
dollars a year to restore, maintain, and expand the na-
tions’s public works —-— roads, bridges, water supply and
treatment, flood control, and education facilities.

the

These investments are made by most members of

community. Yet the development policies that have been pursued
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in Youngstown have faocused on only a small number of decisions
-— an aircraft manufacturer’s decision to locate locally, a
steel plant, or a federal building. They have ignored the vast
majority of investment decisions and suffered the fate cof any
investor who places all of his resgurces in a few assets. lhe

strategy outlined below is much more diversified.

Funds available for investment are limited. Theyv are
allocated among businesses, individuals, and governments faor
competing projects by the capital market. Growth proceeds moct

rapidly if the investments with the highest expected payoffs
are funded first. This pasic rule was ignored by those
providing subsidies to the many failed ventures in the Mahoning
Valley. But real profitability is not the only factor that
shapes investments. Tax and regulatory policies, the
distribution of wealth and income among members of the
community, and political influences on public (and sometimes on
private) investments all shape the way funds flow through the
capital market. An imbortant part of any strateqgy building is
to identify the impediments to the operation of the capital
market that redirect investment funds in ways that are
incansistent with state policy goals. The appropriate
treatment may be then to find ways of removing or reducing the
distortian.

If individuals or private firms do not have information as
accurate as that available to public agencies, then appropriate
treatment may be for the latter to play some part in the

capital market -— either by making the information broadly

22



available to potential entrepreneurs (a role undertaken by some
state university systems, for example) or by directly financing

certain types of investment (as in the case of human capital’.

Canflict

Development not only creates wealths it also redistribules
wealth. Not everyone gains more than they lose by 1t. As
consumers,; we all gain from the wider choices and lower prices

of goods and services. But as resource owners, stockholders,
and employees we may win or lose. If the company we have
invested in or work for 1s beaten in the marketplace by other
enterprises, we may suffer losses on investments or loss of
income, against which the new products will seem small
compensation.

Every step forward in the development process is
incremental. Each successful entrepreneurial venture displaces
existing jobs. Sometimes the displacement 1is direct and
obvious -- a new restaurant that leads to the closing of an old
one nearby. Sometimes it is less obvious -- the successful
new enterprise making home exercise equipment attracts
consumers’ spending away from other activities -—- from bowling
to visits to the local fitness center. Because caonsumers are
choosing freely among these alternatives,; we know that the new
expenditure pattern represents an improvement in community’s
aggregate wealth, even though some members of the community are
worse off.

Those losing from a particular phase of development may

try to use the political process to recoup come of their losses
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-- a loan for an ailing company, for example. Even if those

gaining outnumber those losing and the benefits of development

outweigh the costs, those harmed may be better organized and
more concentrated geographically. This may enable them to use
the political process to seek legislative redress. Preserving
existing businesses is often attractive politically. Yet. in
the longer run,; as VYoungstown’s experience shows, Ehea
policies may slow the emergence of new enterprises and
discourage entrepreneurs with better skille. '"The ultimate
result,” as English philaosopher Herbert Spencer has said, "of

shielding men from the effects of their folly, is to fill the
warld with foaols."

An Action Agenda

The strategy for economic recovery in the Mahoning Valley
focuses on five main objectives:

Rebuilding the Entrepreneurial Environment. Much of the
development must come from those people already living
within the region. The effect of relying on one industry
to provide most of the economic opportunities for three
generations must be overcome by educating people about the
importance of entrepreneurs and assisting start-ups.

Strengthening Existing Businesses. Many existing firms
need assistance to adapt to new products and new markets.
However, providing public financial support to troubled
enterprises will weaken rather than strengthen the local
economic base.

Creating Ecaonomic Opportunity. Many dislocated workers,
working poor, and welfare recipients will need targeted

policies and programs to extend opportunity to all
potential members of the workforce. These programs should
complement rather than detract from the underlying

economic strategy.

Improving Public Services. In the 1long run, the most
impaortant economic development function of the state and
local government is to ensure that the education system
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turns out high quality graduates;, that public
infrastructure is well maintaineds, and that all public
services are efficiently provided.

Improving the Ruality of Life. Al though econvomic
develapment palicy traditionally focuses on the businecs
climate, diversifying the region’s economy will depend

more on 1ts ability to attract or retain people rather
than enterprises.

Perhaps the most important caveat to make 1n  developing
this agenda is that there are limits to what can he achieved
through state and local goverﬁment Iinitiatives. even with the
support of local business leadership. The Mahoning Valley will
continue to be dominated by events determined in the national
or even the international policy arena. There 1s no single
policy or program that will generate hundreds of jobs, at least
not in the short run. Most économic opportunities start small.
with growing entrepreneurial activity. Many fail and thuse
that do succeed may take several vyears to prove themselves.
However, with no collective action, the region may suffer much
deeper and more prolonged economic stagnation.

An economic development program should be regarded as an
investment portfolio to which the rules of prudent investment
apply; first, resources should be diversified as widely as
possible among assets whose risk is independent of each other;
second, other investors should be brought in whenever possible
to take advantage of pooled expertise and resources; third,
portfolio managers should never enter an investment without
having identified a way out; and fourth,; successful policies
yield returns in the long—-term and should not be treated as

short-term speculations.
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Rebuilding the Entrepreneurial Environment

The Mahoning Valley has lost same of that entreprerneurial
tradition that was present late in the last century wher rew
enterprises laid the foundation of the steel industry. To
recover, local residents must relearn how to create jobs using
their own talents and resaurces.

Potential entrepreneurs exist locally, but what sets of
policies or programs will actuate potential entrepreneurs?
Public programs cannot create entrepreneurs, hut they can
provide an environment in which entrepreneurship flourishes.

This strateqy offers a four pronged attack to improve the
entrepreneurial climate: first, a variety of '"corsciousness
raising” programs about self;employment and the economics of
entrepreneurship will be introduced into area vocational., high
school, community college, and university curriculas; not to
teach peaple how to become entrepreneurss but to change
existing attitudes about the possibility of entrepreneurship.
Second, an awards and recognition program for entrepreneurs
will be established to provide mentors or role models to
entrepreneurial aspirants. Third, a program to train
entrepreneurs will be offered but, wunlike most efforts, by
experienced entrepreneurs who will be compensated only if their
assistance leads to successful business start—-ups. Fourth,
public regulations which inhibit competition as a way of
protecting existing businesses will be reviewed with an eye

toward their reduction ar elimination.
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Strengthening Existing Industry

Rapid change in local economies is reflected not anly  In

plant closingsy, but 1in the weakening of the c(ompetitive

position of surviving firms. To improve the competitive edge
of local firms, new technologies must be adopted; new skills
acquireds foreign markets penetrated, and faoreign coumpetitors

resisted.

Public programs to strengthen local industry are often no
more than subsidies to "hail out" or prolong failing firme. In
the long run, these firms either absorb the markets of oather
firms or, through subsidies,; waste public resources.

This strategy includes only policies which will lead to
effective adaptation. For example, many small businesses do
not have the research and development facilities to discover
and test new ideas for products or production methods.
Youngstown State University will establish a technology
transfer program in which new technologies will be shared with
area small businesses. One such activity might include
matching YSU engineering faculty having special skills with
small businesses needing applied research.

Another program either in a consortium with other Ohio
cities or in contract with existing out-of-state programs, the
region will establish an export assistance program, funded in
part by U.S. Department of Commerce,; which could help small
business: (1) identify overseas markets, (2) arrange
financing, (3) conduct international marketing, and (4) secure

insurance against cargo loss or fluctuations in currency
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exchange rates.

Creating Opportunity

Too often, special groups in the labor force - discou ayed
workers, working poor, welfare recipients; unskilled youth. and
the elderly - have suffered because programs targeted to theiv
needs sometimes caonflict with broader economic development
policies. Urban renewal programs which devastated noor
neighbaorhoods without improving anyane’s fortunes are a
poignant example. Although there is a tradition in economics
that assisting the poor means sacrificing economic growth.: the
tradeoff is not necessary. A more entrepreneurial environment
will be of special value tc the disadvantaged.

Three initiatives are envisioned in this part of the

strategy. First, people receiving welfare benefits will be

offered opportunities to achieve independence through a
variety of training, education, and wor k experience
initiatives. Second, the gap between high school and the job

market will be narrowed by improving the respansiveness of
schools, rewarding at-risk students who stay in school, and
teaching job search techniques. Third, an adult remedial
education program for the illiterate and poorly educated will
be offered and motivated by vigorous marketing and the
provision of financial incentives.
Improving Public Services

The most important contribution the public sector can make
to economic develaopment is the delivery of the right services,

etficiently, and at a reascnable tax price. Without this
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commitment by City and state, all of the other i1ncentives and

programs are jeopardized.

Our strategy initially focuses only on two broad types o
services, - education and capital planning/budg=ting, which
are critical for economic development. Public services (an

only be improved 1i1f the accountability of public agencies i.
strengthened by measuring their performance.

The strategy calls for the measurement and publication of
placement rates and earnings of graduates from the
post-secondary vocational education system to be used as a
basis for informed choice by students and to make the system
more accountable for 1ts performance. Each term, students
seeking to acquire a markétable skill must choose courses or
colleges with less information than 1s available to the buyer
of a small air conditiorer. Dur strategy assumes that the
education system will become more responsive to the labor
market if performance is measured,

Another area concerns capital planning and budgeting. A
region’s infrastructure is not usually considered an economic
development resource, except in rare cases when a new firm or
industrial park requires highwayss lighting, or sewers. But,
the public infrastructure is the system which makes possible
the private production of goods and servicesy, and in other
cases directly affects quality of life when related to parkss
museums, golf courses, and the like. The strategy calls for a
complete overhaul of the capital planning and budgeting system

now used in municipalities in the region.
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Quality of Life

Quality of life and urban amenities are becoming impo:rtant
as economic development issues. A region’s ability o attrart
and retain educated people i1s as important as its ability to
attract firms. They are seen not as the byproduct of economic
endeavaors but indeed are a major goal achievahble th:iough
development.

As with public services. guality of life is multifaceted.
In this strategy,; policy—-making has focused in part on housing
as an issue. Specifically, the strategy provides detailled
guidelines on where and how public monies should be invested,
especially under the Community Development Block Grant (CDBEG)
housing rehabilitation and’ demolition program. An important
aspect of the program is to stabilize neighborhoods.

Another quality of life i1ssue addressed is the provision
of human services to the disadvantaged. Under the strategy.
public (e.g. welfare) and private (e.g. United Way) agencies
are working together to identify community-level needs, to
reallocate budget resources needs; and to eliminate duplication
and fragmentation where possible. In addition, alternative
private sector surrogates for public services are recommended

as a way to become more responsive to needs.
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Conclusions

In a decade, the Mahoning Valley lost the core of its
economy—-—its traditiornal source of economic growth. Deuspite
the gravity of its problems, the local response  has  been
fragmentary and misplaced. Local agencies have tried Lo
replace steel with other durable goods manufacturere, wilthout

realizing that this sector will not provide the basis of growth
in the future. They have been pre-occupied with bricks and
mortar although it 1s human capital investments that,
increasingly, are determining development. Despite the ready
availability of capital subsidies of many sorts, the most
successful ventures have been conducted with private funds.

Dissatisfaction with a‘decade of failed development plans
has led to the design of a more diversified and people-oriented
strategy whose implementation began in mid-1986. The strategy
is organized arocund five goals: 1) rebuilding the local
entrepreneurial tradition; 2) strengthening the existing
economic bases 3) creating opportunity for the economically
disadvantaged; &) improving the quality of public services; and
S) improving the quality of life.

Responsibilities for carrying out the specific policies
spelled out in the strategy will be shared among local
governments, non-profit agencies,; the private sector, and
Youngstown State University. Without the involvement of all of
these parties, the strategy would fail.

The strategy deliberately does not pursue: “target

industries" —— forecasts cannot be made with sufficient
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accuracyj '"enterprise zones" since enormous subsidies have been
shown to be ineffective; "public loan funds" because the public
sectors track record in picking firms to lend to is poors "high
technology"” because the sector is too small ard  too
unpredictables "public incubators'" because private develuper:
will prove more adept;: and “"industrial recruitment” becauuve t.
toos, has already failed many times. The approach offered e-e
is less traditional but more firmly derived from o model of
economic development that centers on entrepreneuri1al decisiorn

making.
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