MODULE 4: THE POLITICS OF LOCAL ECONOMIC DEVELOPMENT INTRODUCED
Some Examples
The politics of local economic development assumes a bewildering variety of forms. It is easy to neglect that variety and get locked into very narrow ideas regarding the forms it can assume. This can be dangerous since it tends to bias our explanations and risks serious overgeneralization as to its nature. It is for these reasons that I start this Module with some brief discussion of various instances of the politics of local economic development. Each is expressed in highly general terms but there are real world cases which match all of them. In no particular order, therefore:

1. A major discount retailer wants to locate a store in a small town. This is attractive to the local government since it believes it will result in a major increase in the stream of sales tax revenues terminating in the City Treasurer's office. This in turn will allow the property tax rate to be held at its present rate, so avoiding an electorally risky increase. The increase in the stream of sales tax revenues is due to the fact that the store will attract not only shoppers from the small town itself but also from other small towns in the surrounding area which have yet to acquire a discount store. Accordingly the local government is to the forefront in arguing the case for the retailer, perhaps agreeing to extend the water and sewer lines necessary, build an access road, and make the necessary rezonings. 

This program of incentives, however, is opposed by the existing downtown retail firms in the small town. These are all owner-operated, locally owned, stores. They fear that their business will be decimated as a result of the arrival of the discount store and that they will go out of business. The local government retorts that while it agrees that there may be some loss of trade in the downtown this has to be offset against the interest of the taxpayer in swelling city tax receipts. This is particularly persuasive given that these sales taxes will in part be coming from outsiders patronizing the discount store: outsiders who would otherwise not shop in the small town at all. 

The downtown retailers, however, are not through yet and press to make this a major issue. Close to the site chosen for the discount store is a residential neighborhood that organizes against it because of a concern over traffic, high intensity parking lot lighting, which will impact on them should the discount store get the go-ahead. The downtown retailers, therefore, have the makings of a broader coalition through which to contest the project. This coalition is broadened still further when it is discovered that the site for the discount store includes some low lying ground that it is intending to drain for its parking lot. This includes some small ponds on which have been observed from time to time, Canadian geese stopping over on their annual migration. The Audobon Society's attention is attracted to this by a downtown retailer who also happens to be a member of it. 

The local government passes the rezoning allowing the discount store but a petition is organized to put the issue to popular referendum. A vigorous campaign is orchestrated by the downtown retailers with financial help from the Audobon Society around the virtues of retaining small town values, protecting the environment, and intrusion on residential neighborhoods. At the subsequent referendum the rezoning fails.

2. In a major metropolitan area, the central city government and the Chamber of Commerce get together to push for the public funding of a convention center. They make the argument that a convention center will increase the number of conventions held in the city and this will result in increased patronage of local hotels, restaurants and downtown retailing, along with investment in new hotels. All this, it is argued, will increase jobs for the unemployed, of which the city has a considerable number, as well as bringing help to the city taxpayer by increasing the flow of sales and hotel and motel taxes from visitors. The local hotel industry and the downtown businessman's association support the project. A joint local government-Chamber steering committee is set up and they propose that the convention center be funded by an increase in the local sales tax.

The proposal is opposed, however, by a local citizens' group arguing that it is the downtown hotels that should be paying for the center since they will be the beneficiaries. This is given a good deal of publicity by the local newspaper. The referendum is held and despite the support for the sales tax and the funding of an advertising campaign on its behalf by local banks, utilities, local law firms and the like, it fails. The sales tax increase is rejected.

But the convention center project is not dead. Attention next turns to the county hotel and motel tax. This is currently at a rather modest level and it is proposed that it be increased in order to help pay off bonds (see Appendix A, p.26) sold to the public in order to build the center. This proposal is met with approval by the citizens' group that had opposed the sales tax increase since now it seems as if the hotels that would benefit are indeed going to pay the price for it.

But the hotels and motels that would be taxed are not all in a position where they will be able to benefit from the convention center and the business it will generate. Many are situated in outlying areas of the county along the freeway that surrounds the city. All they see is an increase in the taxes that they have to pay. Furthermore, since the metropolitan area expands into adjacent counties where there are competing hotels and motels they do not think that they will be able to raise their prices in order to push the tax off onto the client. They will have to absorb it themselves so that their profits will go down. They oppose the idea of a hotel and motel tax as the way to fund the convention center.

3. Ownership of a large area of land on the edge of a metropolitan area and on both sides of a freeway is divided among a number of different owners: some property companies, a few farms, a driving range. For a number of years they have talked about getting together and collectively approaching the State with a view to the construction of an interchange to facilitate the development of their properties. The State has offered to put up some of the money but the individual property owners have been unable to agree to how they should share the expenses for the remainder. Those with land closest to the projected interchange believe that everyone should pay the same per acre while those furthest away believe that the per acre charge should be graduated according to distance from the interchange. As a result of this failure to reach an agreement nothing happens.

Along comes a real estate partnership which, through diverse strategems designed to mislead the original owners as to what they intend, succeed in buying most of these properties and forming a compact and large acreage on either side of the freeway. They then approach the State with a proposal to privately fund an interchange on the freeway to serve the large area of land that they have purchased. At the same time they announce plans to turn it into a major office park, shopping center and hotel and restaurant complex. Investors will be sought for these projects.

The State gives the partnership permission but the design features that the State wants to see incorporated, along with costs for link roads to the surrounding area, put the project beyond the financial capabilities of the partnership: they cannot raise the money from the banks. Subsequently a major city abutting the acreage in question approaches the partnership with a proposal that they annex to the city and in exchange the city will help subsidize the cost of the interchange. This comes about, water and sewer lines are extended, the interchange is built and the area turns into a bustling commercial center. Local economic development has come about though clearly not without some politics, both city and State assistance, in various forms, having been necessary. On the other hand, the combined ownership of the land in the hands of the partnership seems to have been important in getting the project going since the original fragmented ownership had been unable to agree on underwriting the costs of it.

4. Finally: A relatively large metropolitan area is growing on the basis of the expansion of a new hitech industry. Numerous firms are involved in this expansion and they combine synergistically with each other. New firms are springing up all the time. Other firms from outside are looking to establish branches in the area in order to tap into its expanding knowledge base. New housing is being developed as a result of the demand from the new workers who want to move into the area to work in the new factories.

The metropolitan area, however, is fragmented politically: it is divided into the jurisdictions of numerous local governments. Each of these regulates land use within their respective boundaries. Each local government wants to maximize its tax revenues while at the same time minimizing expenditures on government services. This establishes pressures for the maintenance of low density residential zoning and for a balance of zoning between residential on the one hand and commercial and industrial on the other that favors commercial and industrial. In these policies they are supported by existing residents concerned about the extra taxes they might have to pay if there were substantial residential growth and new schools were needed. The policy of the local governments seems to be one of maximizing commercial and industrial development and minimizing residential. 

The ready availability of industrial land is a condition for the expansion of industry in the area so that the hitech sector continues to expand. Individuals break away to form their own firms and properties in industrial estates are easy to find. However: The shortage of land zoned for residential purposes creates a problem for builders. Prices for residential land soar and they try to recoup their additional expenses through an increase in the price of the new houses. This has adverse effects on the area's hitech economic base. This is because the increased price of housing makes it harder for the firms to recruit the labor they need. Unless they are offered a wage premium to cover the high housing costs people are unwilling to take a job in the area.

Increasing costs in this regard encourage the firms to economize in their operations. To the extent that some of their work processes are low skill or can be deskilled, then they are decentralized to small towns in the wider hinterland of the agglomeration: places where housing costs are lower and wages are lower too. This relocation of employment takes some of the pressure off the local housing market but not sufficient to solve the problem. Recognizing that there is a remaining problem the hitech manufacturers of the area get together and form an organization to come up with solutions: the Jefferson County Manufacturer's Group.

They quickly recognize that the culprit is the land use regulation policies of the local governments. Accordingly they come to the conclusion that one way of alleviating the situation would be to alter the incentive structure facing the local governments. They therefore support proposals that would reduce the fiscal needs of the local governments: they instruct their lobbies in the State capitol to support plans to shift schools funding to the State away from local school districts so that existing residents might loosen their restrictive attitudes to residential development. They also support proposals for diverting all industrial property tax revenues to the county away from local governments so as to alter their incentive to overzone for industrial uses and underzone for residential. 

Organization for Local Economic Development
From this brief sampling of cases, hypothetical but based on real world instances, it should be clear that organization is important in the politics of local economic development. People come together in various ways in order to structure the external environment, to mobilize local or State government, perhaps, in order to achieve their developmental goals.

The Variety of Organizations
These organizations, however, assume a variety of forms. In some cases the interested parties are represented by an organization to which they pay dues. Chambers of Commerce typically play an important role in the politics of local economic development and are able to act, to hire the necessary legal advice, the lobbyists, etc., as a result of dues collected from their members. In the small town case where the downtown retailers feared the arrival of a discount store it is probable that they would have been represented by the local Chamber particularly since, in many small towns, the Chamber tends to be retailer dominated. 

Analogous to the Chamber or to any other organization that survives on the basis of member dues is the partnership that played such an important role in the problem of securing an interchange to serve their shared property. Here the financing would not be through membership dues but through a charge to the operating expenses of the partnership.

Other arrangements are much less formalized. Residents' associations often come into being to combat proposals that, while defended on the grounds of the contribution they make to LED, somehow impact adversely on the amenities of the area. But it is rare that they have any formal procedure for financing their activities. Rather they are much more likely to depend on the donations, in time or money, of members. A local lawyer may give freely of his or her time; members may go round the neighborhood collecting names on a petition; a hydrologist resident in the area may give advice on the likely impacts of a new development on flooding or pollution plumes in groundwater that might affect local well water, and so forth.

Not that this dependence on donations is restricted to residents' associations. Local business associations that come into being to address some local issue may be of a similar nature. A freeway along the edge of a metropolitan area experiences a serious buildup of traffic over a period of time so as to create major congestion and holdups during morning and evening rush hours. In particular it serves large office developments clustering around the major interchanges. The big employers in the area form a task force with officials from the local governments through the jurisdictions of which the freeway runs in order to come up with a solution. Here again the organization is likely to be fairly loose. One proposal may be, for example, that the various businesses and local governments donate towards the construction of overpasses on parallel highways to take some of the burden away from the freeway. Some businesses contribute and some don't. There is no structure through which financial contributions of a substantial amount can be imposed.

Finally, and again as an example from many possibilities, organization may assume more the form of a network held together by relations of trust. In the next chapter we will come across an example precisely of this nature. In many metropolitan areas the recruiting of new outside investors, major corporations looking for sites for their branch plants, is in the hands of three different sorts of agents: the utilities, the Chambers of Commerce and local governments. Each plays a fairly well defined role. But their combined activity is not necessarily always smooth and relations between them can be less than harmonious for their objectives do not always coincide. One of the ways in which organization is achieved is through the nurturing of relations of trust. The agents learn to cooperate with each other because otherwise others will withhold their cooperation in the future.

The Variety of Objectives
What these organizations have in mind as their purpose is also highly variable. Some, like the network that I just referred to, have as their objective attracting inward investment. This, in fact, is a very common goal for many local economic development organizations in the US, particularly those associated with Chambers of Commerce. Manufacturers' groups, on the other hand, like the one I referred to in my hypothetical case in the first section of this chapter, may well be wary of inward investment and much more focused on measures designed to strengthen their own profitability rather than that of some firm that is yet to locate in the area. Inward investment may be seen as undermining their own profitability by putting pressure on labor markets and hence wage rates in the area, for example. Alternatively it may be the vehicle for the introduction of firms that in various ways are just incompatible with the local economic base: firms that will so alter the labor force composition of the area, for instance, as to make it difficult to attract the more skilled, white collar labor that the existing economic base requires. Their objectives, therefore, may be dominantly exclusionary: much like the downtown retailers who wanted to keep out the discount store (for a more detailed discussion of the idea of the economic base see Appendix B, p.28, at the end of this Module).

Objectives of local economic development organizations change, however. For many years the major thrust of State local economic development policies in the Midwest has been encouraging inward investment. Yet recognition that this entails competition with low wage areas like Northern Mexico has led to a re-evaluation and refocusing. There has been some shift towards building up the existing economic base: stimulating the research and development activities of existing firm, for instance, so that they can graduate to the production of things where they will not be at a wage cost disadvantage and helping the formation of collaborative networks among them.

Some organizations come into being for highly specific purposes and then disappear when that purpose is realized or judged to be no longer feasible. Loose organizations of businesses and local governments may come into being to come up with solutions to particular problems, like the freeway congestion case referred to above. The Ohio Energy Consumers Council, a group of major electricity-consuming corporations in Ohio, came into being purely to contest the solutions to the need for the State to comply with the Clean Air Act of 1993: solutions that were being rehearsed by the State EPA and the electric utilities and which promised to greatly increase their electricity bills and hence the profitability of their operations in Ohio. Likewise it may be the major hotels along with the city Chamber and the local government's Department of Development that come together to formulate plans for a (publicly-financed) convention center. Other organizations, on the other hand, like the Chambers or the networks of utilities, Chambers and local governments through which inward investment is mediated, are much more enduring.

Along with organizations of more or less durability, more or less focused on particular sorts of issues, go shifting memberships. For real estate developers it is de rigueur that they belong to metropolitan-wide local economic development groups like metropolitan Chambers of Commerce. Likewise wherever they are operating in the metropolitan area they will come together to form groups to put pressure on the city to provide the necessary physical infrastructure. Other landowners may join them, but only because they (e.g.) are looking to get out of farming or see an opportunity to subdivide an oversized residential lot and take the profits as a retirement nest egg.

The Interest in Local Economic Development
Agents get involved in projects or organizations that have goals that are defensibly ones of local economic development, that can be defended publicly as contributing to that purpose, for a very simple reason: their profits, wages, tax revenues, rents, or whatever, depend on resources, social relations, for which there are, for them, no economically acceptable substitutes elsewhere. Economic geographies may change but agents can't change with them: they can't relocate in the direction of those new locations that are more profitably situated, for example. Rather they have to make the economic geography conform to the location of their own resources and social relations. Instead of adjusting to that changing economic geography of production, demand for land, labor, etc. by moving, migrating, relocating, they have to construct that economic geography so that it answers to their particular purposes of wages, rents, etc. in a particular place. Consider the following examples:

1. For many years the firms most associated with the inward investment policies of local governments in the US have been the banks, the utilities, and the property developers. Each of these has been highly dependent, historically at least, on place-specific resources/social relations for which there are either no substitutes elsewhere or only very costly ones.

The electric and gas utilities are franchised to serve particular service areas. These service areas are not especially big: certainly rarely bigger than a State. Limits on the takeover of, or merger with, utilities in other parts of the country make them highly dependent on the local market. If their profitability is to increase then that local market has to expand and inward investment has been a major way of accomplishing that goal. 

In order to cater to that demand they make large investments of long life: investments in power stations, electricity grids, pumping stations, gas distribution networks, etc. The debt incurred in developing these is amortized over a long period of time: twenty years or more. In these developments there is inevitably a speculative element. The demand for the gas or electricity may materialize, but there again it may not: which will mean difficulty with the bond holders (on municipal bonds, see Appendix A on p.26). So it is important to make that demand happen in that particular place.

Banks used also to be prominent in these activities but may be becoming less so. The reason for their interest was their stake in the development of particular, place-specific, local economies. Limits on inter-county and inter-State banking made them extraordinarily dependent on the economic growth of the county they were franchised to serve: on its depositor base and the demands for loans generated there. Limits on inter-county branching have been largely swept away, however, and those limiting inter-State banking are going, so it is likely that in the future banks will be much less involved in local economic development activities, particularly those oriented to inward investment, than they have been in the past.

A similar change may be possible for the electric utilities. There are now proposals for organizing electricity markets on a national scale. A firm in Los Angeles, for example, would be able to elicit tenders for the provision of electricity not just from Pacific Gas and Electric but from utilities anywhere in the country. Obviously the effect of this would be to significantly reduce the interest of utilities in attracting major industrial electricity consumers into their service areas since there would be no assurance that they would then purchase their electricity from the utility in question.

The real estate developers, on the other hand, show less sign of losing their interest in the growth of the local economy. They depend on a local knowledge that is built up only over a long period of time: knowledge of growth trends in the city; and most importantly knowledge acquired from city officials as to where new freeway interchanges are likely, where the waterlines are to be extended next, etc., so that they can buy land before the knowledge becomes more general and results in an increased price. So developers have to build up a local network of informants on whom they can rely. At the same time they have to attend to their reputations: reputations with banks and with the builders to whom they hope to sell lots, for example. These local knowledges and local reputations can be built up in other real estate markets elsewhere but it takes time so that the opportunity costs of such a venture can be quite daunting and tend to lock developers into particular cities and metropolitan areas.

2. An inward investment focus is typically on those firms that are going to build up the so-called basic sector of a local economy: those activities that export beyond its boundaries and so stimulate the non-basic sector to which the utilities, banks (historically, at least) and the developers belong. A major industrial plant employing a thousand or more is a stimulus to the housing industry as well as to the electricity and gas utilities for example; while an investment in a non-basic sector activity -- another shopping center, for example -- often tends to simply transfer business from other shopping centers so that there is no net boost to the rest of the non-basic sector. But the basic sector firms may have their own developmental agenda and it may conflict with that of those clustering around a program of increased inward investment. 

For basic firms are often place-dependent. The computer and software firms of Silicon Valley are locked into a network of input-output and collaborative relations that would be very difficult to reconstitute elsewhere. A firm might move elsewhere but it depends for its profitability on other firms moving with it: an unlikely turn of events unless it is a major buyer of their products or services. Other firms depend on place-specific labor pools. The insurance industry of Hartford is locked into the place that is Hartford since that is where the underwriting skills are located. Of course, firms can and do move their workers to new locations but it is a very expensive business: paying for trips to locate new housing, paying for moving expenses. And even then there is often a lot of wastage as workers decide they didn't like the move and go back to where they came from.

So protecting the local conditions that give their operations an edge, making sure that they can continue to give an edge, is often an important goal for basic sector firms. Exploiting the value of the network of firms that is Silicon Valley, for example, depends on being able to attract in additional workers of knowledge and expertise. But if housing costs rise to a level at which that becomes difficult then profit margins may shrink without being easily re-established in another location: simply because there isn't another location that offers the same advantageous network of inter-firm relations. So in an instance like that local housing supply and the planning policies that facilitate it can become a major focus of local economic development activities.

3. A residential developer embarks on an ambitious residential development project in a suburb. A large area of land is purchased, utilities and highways installed, and various common facilities like a golf course, a country club, bike paths and jogging trails installed: a lot of money is invested, in other words, and the investment assumes a highly immobile form. The land is sold off to builders over a period of time, earlier housing, earlier parts of the development, being used as a marketing tool to sell the later ones. 

But something goes wrong. Adjacent to the residential development there are some zoning decisions in favor of land uses likely to detract from the attractiveness of the residential development. Perhaps in addition the local government decides to impose sizeable impact fees per house built. Given that so much money has already been invested but has yet to be recouped through sales of lots to builders this is not likely to be regarded kindly by the residential developer. There is no way, for example, that the development can be moved to some other part of the metropolitan area where the land use zoning environment is more considerate and there are no impact fees to worry about. So the developer will have to get politically involved, hire a lawyer to represent him/her at zoning hearings, fund the activities of citizens' groups seeking to overturn rezonings, oppose impact fees, help fund groups seeking to forestall impact fee legislation at the State level, and the like. In other words: By virtue of the investment in a highly immobile resource that is the development -- or more specifically its land and physical infrastructure -- the LED policy becomes a political stake.

4. As a final example, consider the case of local governments. In the US these typically tend to have strong interests in local economic development since they rely on it for the expansion of their revenue base. A major shopping mall within suburban boundaries gives access to a stream of sales tax revenues, but not if it is built in another suburb since suburbs do not enjoy extra-territorial rights of taxation. The local economy, in other words, is a place-specific resource for the local government in question. No other local economy will suffice since it cannot be accessed for taxation purposes. 

These revenues go to meet not only payrolls and to keep the residents happy by keeping tax rates down. In addition they are used to amortize the bonds sold to pay for bridges, new highways, new schools, new water and sewage works, etc. The problem here is similar to that of the utilities. If the demand for these facilities isn't there, if people don't show up along with their tax payments and service charges for water and sewerage, then there's a problem paying for the infrastructure. And a good part of this problem is its place-specific character. For if bridges and new schools could be picked up and sold to a local government in some other place, for example, then such investments would be less of a speculation. So local governments too have major stakes in inward investment, as well as in conserving their existing economic base.

So, and in review, one can identify a variety of place-specific resources, social relations, and related stakeholders depending on their profitable exploitation or, in the case of local government infrastructure, on an ability to amortize. This ability in turn depends on the form of the broader space economy. If value continues to flow in your direction, if investments continue to be made in the local economy rather than in some local economy elsewhere then the speculative investments that were made will show a healthy return. But if that broader space economy should change so that growth shifts to other regions, to the suburbs, perhaps, or to other States and countries, even, or even if it should have the potential to change, then local economic development becomes a problem. And the fact is, the space economy is highly inconstant in its geography from one point in time to another. For those who are locally dependent, dependent on place-specific resources, social relations and the like, then vigilance is always necessary and sometimes, for some agents, so is preemptive action.

The space economy is perpetually changing. Last year's economic geography is not this year's. In terms of employment, in terms of rates of investment, new areas, new cities, new regions are growing and new ones are declining. Complementing this geography of investments and employment is one of flows. Instead of being invested in the region or city where they were appropriated profits may be invested in new ones. Old physical plant is allowed to deteriorate, to decline into disrepair in favor of investment and the creation of employment elsewhere. So shifts in investment are also mirrored, not necessarily immediately, by shifts in population. People who face increasingly constrained job markets may look for jobs elsewhere or take early retirement so that moving to new job markets is left for their children. Their children move, get married, have their own children and feed the local labor market, so long as it is expanding, and so on.

Changes in the geography of private investment are reflected in shifts in the distribution of public sector investment. As population declines so there is less need to replace old schools with new ones or to upgrade, widen existing highways. Elsewhere in the areas undergoing economic growth, however, the reverse is likely to apply. So in the first instance there is less need to attract public money through the sale of bonds and in the latter, more (see Appendix A, p.26, on municipal bonds). 

This is not to say that the process is necessarily a smooth one. As local economies decline so they lose the ability to pay off outstanding bonds sold years back for schools, roads, sewers and the like. In consequence they may become risky investments from the standpoint of the bond market. Elsewhere, however, rising levels of private investment, increasing flows of tax revenues, provide the basis for new investments in public infrastructure. These are places which the bond holders favor as their tax bases are increasing and the likelihood of default accordingly reduced.

There are important geographic scale elements. One can conceive of change in the space economy at all manner of scales. There are shifts within cities, as in the suburbanization of employment. There are shifts between cities as in the loss of industry by larger centers and the growth of smaller towns. Within the same State some cities may be growing while the economies of others are entering into some sort of eclipse. Among Ohio's major metropolitan areas there are booming ones like Columbus, more stable ones like Cincinnati and ones either teetering on the brink like Akron or in definite decline as in the case of Youngstown.

Change can be occurring at one scale but not at others. It is perfectly possible to imagine a world in which the proportional distribution of employment across the States of the US or the regions of a country remains constant from one time period to the next while within those States or regions there is considerable locational flux. Likewise with metropolitan areas: they may not be losing or gaining employment with respect to each other but within their respective areas they may all exhibit considerable geographic rearrangement of the major employment cores. 

This means that the inconstant geography of the space economy may be a greater threat to some branches of the state, to LED organizations at particular scales, than to others. Within the fragmented political geographies of American metropolitan areas the suburbanization of employment and retailing has been a major problem for central city governments as they have lost industrial tax base, income taxes and, in the case of retailing, depending on who taxes sales, the cities or the counties, sales tax revenues. The independent suburbs, on the other hand, have felt less of the pressure to pursue LED policies aimed at bolstering their tax bases. Yet a shift of fiscal responsibility away from these cities to, say, the counties, would result in an evenning out of fiscal outcomes simply because the change between counties in tax base has tended to be less than that between municipalities.

So, and in sum, a crucial part of the background to the politics of local economic development is the conjunction of firms that are place-dependent with the inconstant nature of capitalism's geography. Without that inconstancy policies to develop local economies would be meaningless. If the proportional distribution of employment across geographic subdivisions was the same from one year to the next then there would be little point trying to influence its distribution. But of course it isn't. So local economic development assumes the form of some intervention in the space economy by local economic development organizations designed to structure – or more accurately, to attempt to structure – that space economy to the advantage of their members.

Those organizations that aim to stimulate inward investment, for example, have as their immediate goal, obviously enough, making the place on which they are dependent, for whatever reason, attractive to outside investors: to corporations contemplating possible sites for branch plants, headquarters, back offices and the like. This is the context for that diverse set of interventions designed to give the place a good 'business climate'. For municipalities this means low taxes, tax abatements, generous consideration in land use decisions, a speedy permitting process. For States it will include such issues as workers' compensation, labor law like right-to-work laws, as well as State taxation. Given that municipalities cannot choose the State they are located in these are also matters for them and they may join together to lobby the State for changes that they believe will make them all more attractive to the major corporation.

For firms in the local economy's basic sector, however, the agenda may be different. Rather than attracting in outside investment their major focus will be keeping their costs under control and retaining whatever advantage they enjoy in terms of their ability to develop new products and technologies and to penetrate and hold on to distant markets. For a corporate headquarters the threat of an airline to eliminate its hub may be a major threat to the accessibility advantages that they had enjoyed and they are likely to be to the fore in efforts to persuade the airline to stay: local subsidies, perhaps, or some form of regulatory relief at the State level. Firms relying on highly skilled workers and on a stream of new ones if they are to grow are highly sensitive to conditions in the local housing market since increasing house prices will make it harder for them to attract new workers, unless they are willing to pay a wage premium. So, as in the example we discussed at the beginning of the chapter, they are likely to join together with similarly affected firms to try and restructure those local land use policies affecting the supply of housing.

In yet other instances the agenda is different again. Where local economies are in decline the coalition that normally focuses on inward investment may have to shift its orientation somewhat to concentrate more on combating plant closures, and in opposing takeovers likely to result in plant or office closure. In this, of course, they are likely to be supported by the workers and the supply firms. These latter will see themselves as affected to a much greater degree than where it is a case of inward investment which may or may not happen, and which may or may not affect one personally. State law may be an issue as the firms closing plants refer to the advantages they enjoy in other States, but so too may federal regulation. The textile towns of the US Piedmont have been to the forefront in pressing for tariff relief against the cheap imports that they see as eroding their markets.

In all these instances some place or local dependence is of the essence of the problem and is what drives agents, firms, workers, local governments, to support campaigns for local economic development, the protection of firms that bring about local economic development or simply combating the possibility of a future in which there will be local economic decline rather than local economic development (see Appendix C, p.32, at the end of this Module for a more detailed discussion of the idea of local dependence). This does not mean to say, however, that this local or place dependence can't be mitigated to some degree, and perhaps to a considerable degree. Within metropolitan areas residential developers typically insure themselves against the vagaries of local government policies by developing in different places at the same time. Firms can emancipate themselves from particular local labor markets by establishing clones of themselves elsewhere, though this may take time in terms of (e.g.) building up the local skills or supplier base and this may be a considerable deterrent to such a strategy. 

But reducing place dependence by, in effect, spreading risks is something that takes place with very real implications for the degree to which agents support local economic development policies at particular geographic scales. The days in which banks were to the forefront of local economic development initiatives aimed at fomenting inward investment are now fading. As a result of the elimination of barriers to inter-county branching and the (slower) dismantling of barriers to branching at the inter-State level their dependence on particular local economies is being reduced, though that does not mean to say that some small banks may not remain highly dependent and so continue to be to the fore in local economic development efforts. Likewise it is not too far fetched to envisage a situation in which the local (tax base) dependence of local governments would be reduced. Through programs of inter-governmental grants and central government subsidies local governments, in effect, spread their risks since relying on the growth of a national economy is considerably less risky than relying on the growth of a local economy: the historical vicissitudes of the local are likely to be much greater than that of the national economy.

Change can come about for other reasons too. Technologies may change so as to reduce the reliance of firms on particular localized pools of highly skilled labor. Locational strategies are broadened out and the possibilities of locational substitution enhanced. Similar effects result from improvements in transportation and communications. 

Local Economic Development as a Political Issue
Local economic development policy has its winners and its losers. Some local firms may gain and others lose. People are affected in the places where they live and in the places where they work. It is, more often than not, contentious and in this section I want to discuss the typical cleavages around which contention occurs. But there is another source of cleavage in the politics of local economic development. National policies also need to be considered here. National policies as diverse as defense and the welfare state have repercussions for local fortunes and, in particular, for the fortunes of those with strong stakes in local economic development. Accordingly local economic development policy is often formulated exactly with these policies in mind. In particular they are what local economic development interests are aiming at changing. This does not mean to say that all in a particular locality are affected by these policies in the same way. Again there may be winners and losers so that the thrust of local economic development policy once more becomes an issue.

There are cleavages within localities, therefore, and there are also cleavages between. The local economic development policy of one municipality can have important repercussions beyond its boundary: pollution effects, perhaps, the appropriation of land for reservoirs, a selective land use policy which creams off the fiscally attractive commercial land uses and pushes the less attractive residential uses on to its neighbors. Likewise national policy often has geographically uneven effects. The growth coalition in one locality may be adversely affected by (e.g.) the closure of military bases by the Defense Department or by plans for constructing new Interstates while another locality finds that its military base is to be expanded and it is to be on a new Interstate link. So these national policies can often be objects of contention among the growth coalitions of different places. We will address the issue of inter-locality cleavages in the next chapter. We conclude this one with a discussion of the various cleavages that can emerge within localities around issues of local economic development. 

These cleavages are multifarious and one can only provide here a sense of the more obvious ones. For a start local economic development policy often has effects on people in their living places. New development in the form of factories, office parks and shopping centers, the implantation of the infrastructure intended to provide an incentive for new investment or to service it – airport expansions, new or expanded highways, sewage treatment plants, landfills – have impacts on people in the neighborhoods where they live. New factories can raise public health fears as a result of air pollution. There is a loss of open space to consider as well as increased congestion in the schools in particular school districts, and on the highways. 

For homeowners these diverse concerns are reflected in the common plaint at zoning hearings that such-and-such a change to allow new development will lower residential property values. But renters too are affected by the same sorts of change. On the other hand, renters and homeowners may split over the course of local economic development policy. In a context of housing shortage ongoing development can result in an increase in housing prices and rents that is to the advantage of homeowners but to the disadvantage of renters and those wanting to buy. Housing has been a major local economic development issue in those cities undergoing transformation into a so-called post-industrial form where the downtown becomes a major office center with repercussions on competition for housing close by: the typical context for struggles over gentrification, for instance.

Not all living place issues are neighborhood based. Local economic development projects often have implications for taxes and public services. If new investors are offered various incentive packages then who is going to pay for them? Typically it is the residential tax payer who ends up either paying higher taxes or experiencing shortages of public services. There is often a bias in development expenditures which works in favor of the developer and contrary to the interests of people where they live. The sewers and water lines are provided to allow development and people move in. But the money for the highway and school expansions necessitated by the new development is often much less timely in its arrival.

These issues affect everybody regardless of social class. But local economic development policy can also be a fertile seedbed of conflict around workplace issues. Concerns about the business climate in 'our State' which is making it harder to attract new industry into 'our town' often translate into attempts to change legislation which otherwise serves to protect the interests of workers: attempts to roll back labor laws which facilitate the organization of workers into unions or which offer health and safety protection. In the more unionized States east of the Mississippi and north of the Ohio River there have been a number of instances in which business interests have promoted referenda on the issue of the so-called 'right-to-work'. This is because they see the abolition of the closed shop as making it much more difficult for labor unions to organize workers. These efforts have typically appealed to the likely implications for State economic development: how it will improve the State's business climate and encourage corporations to look more favorably on cities in the State. But, and typically again, these efforts have been strenuously resisted by the labor unions.

Labor issues are also likely to arise in the event of a plant closure threat. Plant closure is something feared not just by the employees but by local government which will lose tax revenues, and by all those non-basic sector firms with strong stakes in the magnitude of the local economy: the retailers, the builders, the utilities, all of whom depend on the demand created by the employees of basic sector firms. In the effort to keep the plant open various incentive packages will often be proposed: tax incentives, new infrastructural investments perhaps, which were promised in the past but never delivered, and in addition worker concessions. Obviously the balance between what the workers are expected to concede and what the growth coalition is going to offer -- or offer on someone else's behalf! -- can be a major obstacle.

Finally there are cleavages around the division of labor. Reference has already been made to some of these. The stress on expansion of the local economy on the part of the utilities, the banks and the property developers clustering around the Chamber of Commerce can be a problem for the existing basic sector, threatening to force up wage costs and, as a result of the arrival of the branch plants of major national corporations, introduce unions to the local workforce. Insert 4.1 provides a good example of this from the local economic development history of Columbus.


INSERT 4.1: LOCAL ECONOMIC DEVELOPMENT POLICY IN COLUMBUS, OHIO
In Columbus the debate about local economic development policy has focused on the advisability of attracting in manufacturing branch plants, but the basis on which opposition emerged has shifted. In the 1930s, and until the 1960s, large employers, including the larger manufacturing concerns in the city, tended to oppose new branch plants largely on labor market grounds: particularly the adverse effects on labor costs as well as on the availability of skilled labor. It was also thought that labor's enhanced leverage would encourage unionization, a prospect also implicit in the fact that the firms likely to locate branch plants in Columbus were already unionized.

On the other hand, other firms supported the branch plant strategy. For myriad small businesses, including retailers and builders, growth in the local labor market implied increased business, much as it did for larger concerns like the public utilities. In addition small engineering firms saw in it the prospect of service or parts contracts. With the backing of this particular faction the Chamber of Commerce, from 1937 on, led a vigorous and controversial campaign to bring in branch plants. This campaign enjoyed a large measure of success, though there was always opposition from the larger, locally-owned businesses; and indeed, the industrialization program had many of the effects, including unionization, that they had always feared.

From the 1960s on this opposition gained the upper hand, but the reasoning now had altered. De-industrialization in the 1970s and a wave of plant closures, including ones in Columbus, emphasized the dangers of a branch plant policy. Moreover, a new growth path had by then opened up, emphasizing the advantages of white collar employment through attracting office employers, including corporate headquarters. With the postwar expansion of the State government, of local universities and hospitals, and of an always strong local insurance and banking industry, white collar rapidly outpaced blue collar employment despite the success of the branch plant policy. This provided stakes in a post-industrial strategy, particularly among business services, legal and accounting firms, the speculative office-development industry, and various entertainment industries. 

But not only did this new growth path make the old branch plant strategy less necessary. In addition there was a new basis for keeping out the branch plants. For the old concern about effects on unionization and wage costs in existing manufacturing plants was now replaced with concerns about image. In particular, how easy would it be to attract corporate headquarters and the middle class personnel needed by the expanding office sector of the city if the city had a blue collar/smokestack image? Though nobody articulated it in quite this way, what was being expressed was a fear of social pollution, and despite the fact that, given the division of labor there can't possibly be offices without blue collar work somewhere. The point had become, though, that it shouldn't be in Columbus.  



More generally there is the issue of where local economic development policy is to put its stress in sectoral terms. What sort of role is envisaged for the city in a wider spatial division of labor? In cities with strong representation from declining industries their future role is likely to be a matter of great concern, particularly for their employees. This has been dramatized recently in old steel cities like Youngstown and Pittsburgh where local growth coalitions have tried to shift the emphasis away from the steel industry towards what are perceived as new growth industries: hitech in the case of Pittsburgh, building on the strengths of local institutions of higher education, particularly Carnegie Mellon. But this has not gone unopposed and there have been some nasty public incidents involving worker activists and the bankers trying to mediate this transformation.

But we need to be clear as to why there is likely to be opposition to the policies of local growth coalitions or those of particular developers in certain parts of the metropolitan area, etc. It is not enough to say that they are opposed to higher taxes, or to impacts on their neighborhoods, or to the worker givebacks which are the price for persuading a firm not to close a plant. After all, one might argue, in contrarian spirit, why don't they move? why don't they change their jobs? why don't firms shift into new sectors of the economy?

Much of the answer here is in terms of the place dependence that lies at the root of all interests in local economic development. There may be no labor markets where the particular skills of the workers affected are in demand, for example, or the labor market may be extraordinarily thin, as in the market for tenured university faculty. There are a whole host of other reasons why people may be locked into a particular labor market and therefore housing market: a spouse who has a particularly good job for which there are few substitutes elsewhere; an ageing mother in a nursing home which she finds very congenial; married children and grandchildren; or simply the loss that would be sustained trying to sell a house at a time of slumping values in the local real estate market. 

These sorts of place embeddings are compounded by other rigidities. Firms can't switch easily from one product to another because they lack the knowledge, and the opportunity cost involved in scrapping existing skills and machinery and investing in new ones would be overwhelming. Besides it is always hard getting financing for a particular line of production when the firm has no track record. So developmental trajectories, for firms as well as for the places where they are located, are always subject to very strong inertial components which make it hard for them to adjust to change, whether that threatened by change in the space economy or that implicit in the policies of local growth coalition interests.

But it is important not to leave the impression that opposition is grounded purely in place bound interests. For there is also the question of the identities that attach themselves to places. Much of this is a question of what is sometimes called local attachment. People are attached to particular places, the people there, the practices that they typically engage in there, landmarks, landscapes, even particular buildings (see Insert 4.2). Some people are more attached than others -- those who have lived there longer, for example -- but that some will be and will accordingly resist change that threatens to take away what they are attached to is beyond doubt.

So places are important to people for reasons that lie beyond issues of profits, wages, rents, congestion, taxes, housing availability and the like. This is not to say that for the people in a particular city what they are attached to is the same. Particular public parks, particular shopping districts, for example, may be significant to the communal life of particular ethnic minorities and may represent spaces in which they can be with each other and escape the censoriousness, even oppression, of mainstream society, and be the context for happy, memorable, experiences. The police may harrass the isolated black or even blacks in their neighborhoods, but they will stay away from large numbers of black people in a park on a Sunday afternoon, strolling around, gossiping, chasing/ogleing girls or boys, and so forth. Of such experiences are strong place identities formed so that when the municipality comes along with new plans for the park -- its closure for a summer so that the city can stage a floral exhibition, for example  -- opposition is likely to be fierce..


INSERT 4.2: LOCAL ATTACHMENT
To understand local attachment we have to understand meanings. And to understand meanings we have to be sensitive to their importance to people. For people are essentially meaning-imposing. They seek to understand their own actions and those of others through the development of interpretive frameworks. It is with respect to particular purposes and abilities for realizing those purposes that interpretive frameworks must be developed.

Interpretive frameworks, however, are always context-dependent. Meanings are only possible given the existence of conditions for realizing them, though this does not preclude the intentional construction of those conditions as in those design features (in airports, mall developments, office buildings, suburbs, etc.) which have led to the idea and subsequent critique of placelessness. At the same time as people develop interpretive frameworks appropriate to particular contexts so their intentions and abilities acquire a context specificity: they become applied/adapted to specific conditions upon which they depend for their effectiveness/realization and so acquire a more concrete form. To be a father is to be the father of a particular family, not any one as divorced father quickly learns when he remarries and inherits another family.

Many of these concrete conditions with respect to which interpretive frameworks must be developed, abilities and needs formed and adapted, are highly local in character. They are also encountered by those others with whom a given individual interacts and those others are in fact conditions for the effectiveness of a person's cultural grille: interpretive frameworks are by definition intersubjective so that others enter into the construction of not just of that world of assurance and confidence which is the immediate object of trying to impose meaning, but also a world of mutual recognition and appreciation: we don't just develop an ability to predict people's characteristic expressions, they are expressions that we have come to like for their own sake.

It is this congruence of interpretive frameworks, this development of reciprocal understandings in our relations with others that is, I would argue, at the root of the formation of a sense of identity. People know who they are by virtue of their relations with others, by virtue of the endorsement that flows from intersubjective meanings. Others become indispensable to a person's being in both positive and negative senses. In a world of interests that are both shared and antagonistic people identify with those who are the essential conditions for realizing their particular purposes, endorsing their particular abilities and qualities; and of course they identify against those who fulfill negative roles in that regard, but who are equally indispensable for how they see themselves.

To some degree we can expect this sense of identification to extend to the physical features of places. Particular views, landscapes, cityscapes, smells, sounds, enter into interpretive frameworks as conditions, or as symbols for conditions, that are critical to the conduct of our everyday life. To know that one is in place X is to be surrounded not merely by recognizable people, for none of them may be recognizable but by particular buldings, street scenes, skylines and the like. They are, therefore, part of that world of confidence and security and affection which in a sense reciprocates our recognition by being as it has always been. In this respect the intensity of fights over historical or any form of landscape preservation testify, at least in part, to the locally embedding effects of local attachment. 'Its good to be home', but not just because 'home' is familiar; it is also, as the saying goes, 'where the heart is'.



APPENDIX A: MUNICIPAL BONDS
In order to raise money for long term capital projects (new schools, convention centers, bridges, airport expansions, expansions to the city water system, etc.) agencies of local government (counties, cities, school districts) sell bonds. Because they are sold to raise money for a public purpose they are often called municipal bonds, even though state agencies other than municipalities can sell them.

Most such bonds are paid out of local taxes. Alternatively user fees may be the projected source of revenue (e.g. increased water sales, increased rental fees at the airport, etc.) in which case the taxpayer assumes ultimate but not immediate responsibility for paying off the bond to the bondholders. In order to sell bonds the local state agency selling them has to hold a referendum of all registered voters within its jurisdiction.  

Typically the rate of interest on municipal bonds is lower than that on bonds sold for private purposes. This is because the interest the bondholder receives on municipal bonds is tax free. So the demand for municipal bonds from buyers is greater than that for other bonds. Consequently . So the demand for municipal bonds from buyers is greater than that for other bonds. Consequently local governments can get more favorable terms from their standpoint (i.e. a lower rate of interest).

Local state agencies are rated by major bond rating corporations like Dun and Bradstreet and Standard and Poors in terms of their credit worthiness. Bondholders will demand a higher rate of interest from cities whose credit worthiness is lower. Conditions which affect a city's bond rating include: the rate at which its tax base is expanding; whether or not there have been major plant closures there recently; and the financial probity of the city administration involved. Generally there are some geographic patterns to bond ratings. During the 70s Sunbelt cities had more favorable ratings than Coldbelt cities (can you see why that would have been?).

Local agencies of the state cannot issue bonds ad infinitum. The States set limits to how much debt a city or school district have outstanding at any given time. Also the money raised by bonds has to be for capital projects. The New York City financial crisis of the early 70s came about because bond money was being used for current expenditures. Another "misuse" which has now been prohibited was the sale of bonds by cities like Chicago to raise money for low interest mortgage loans to people buying housing in particular areas of that city: i.e. municipal bonds to facilitate gentrification or even to counter redlining. 

It is not necessary that the system of municipal bonds, as it operates in the US be the only way in which local governments raise money for capital expenditures, though it may be politically difficult to change it. In Britain the system is different and according to some observers this has an effect on the degree to which local governments get involved in the competition for LED. Thus in Britain local governments do not have to compete for long term loan finance on a private credit market. Rather they apply to the central government for loans and these loans are made available at a rate of interest that is uniform across local governments. According to Stephen Elkin (City and Regime in the American Republic) "(T)he effects on city politics (of the need for cities to raise credit in private markets) are substantial and little appreciated by students of city political affairs. The shape of city public policy, the access of certain kinds of businessmen to public officials,and the latter's consuming interest in economic growth all are greatly affected by he city's reliance on private credit." (p.31) On the other hand, to replace this system would not be easy. Powerful interests have a stake in the continuing existence of muncipal bonds. The reason for this is that they are free of federal income tax and so have a strong appeal to taxpayers in high tax brackets and to banks which handle trust funds. In addition the firms which specialize in selling municipal bonds have a stake in the continued existence of the fees they charge.

You should also be aware of a particular type of municipal bond: the industrial revenue bond. This is an important LED tool. Essentially they permit private firms to obtain capital at subsidized rates. Local industrial development bonds are tax exempt bonds issued by local governments in order to provide capital facilities or equipment for a private firm. The local government then owns the facility and leases it back to the firm at a rent just sufficient to cover the repayment of the bond. When the bond is paid off the ownership of the facility is transferred into the hands of the private firm.

Finally, note that the creativity applied to the use of municipal bonds is only limited by the human imagination! A practice that developed in the late 'seventies in an attempt to find money with which to stimulate inner city housing markets was for cities to create pools of cheap mortgage money from the proceeds of the sale of municipal bonds. This may have stimulated gentrification in some cities like Chicago but it has since been declared an illegal use of municipal bonds.  

APPENDIX B: ECONOMIC BASE THEORY

DEFINITIONS: 

The standard assumption of economic base theory is that employment in economy can be divided into two segments or sectors: basic and non-basic. In the case of an urban economy:

1. Employment in the basic sector serves external populations. For example: the hotel/motel industry sells services to visitors; the insurance industry in Hartford sells policies, for the most part, to people who do not live in Hartford; the services provided by an airport are partly for local residents but also for non-locals visiting the city or simply changing planes there; and the auto industry in Marysville sells very few of its cars to people in Marysville. All these cases are of activities that meet external or export demands.

2. Non-basic employment, on the other hand, serves the inhabitants of city itself. If those using local retailing, banking, recreation services, government services, cinemas, restaurants, etc. were quizzed as to where they lived then the overwhelming majority would be found to be living in the city itself. By definition other users of local services like rental accommodation would also be living in the city itself. These are activities, therefore, that meet demands internal to the city.

3. There is a relation between basic and non-basic employment. Basic employment is sometimes depicted as 'city-forming': without some export activity there would be no city. Factories in a city, hotels and motels, etc., gain their revenues from outsiders. These revenues flow into the city where a substantial fraction goes to meet wages. It is these wages that are spent in local stores, banks, for housing in the area, in restaurants, etc. This relationship is sometimes described in the form of a multiplier: a coefficient which when applied to the basic sector employment in a city yields the nonbasic sector employment.

MEASUREMENT

However, attractive as this scheme might appear at first sight, it is not that easy to break down an urban economy's employment into these two components. One common approach is indirect:- activities in which a city specializes relative to other cities comprise its basic activities. So for sector i in city j, specialization is given as:

[(employment in sector i as a percent of city j's total employment) - (employment in sector i as a percent of national employment)] / [employment in sector i as a percent of national employment]

For something like automobiles Detroit's level of specialization would be very high relative to that of other cities. In 1960 it had 28% of its workforce in the auto industry compared to a national average of only 1.5% and [28% - 1.5%] / [1.5%] = a specialization index of 17.6%. For other cities the specialization index would be very low.

For other sectors, however, like retailing, all cities would have very similar and low levels of specialization. The percent of employment in an urban economy in retailing varies very little from one city to another and would be very similar to that for the nation as a whole. So in this case the automobile industry would be a basic sector activity while retailing would be non-basic.

PROBLEMS

There are a set of overlapping problems with economic base theory:

1. There are inaccuracies when we assign a sector unambiguously to basic or non-basic. Take something like Walmarts in Delaware, Ohio. A substantial part of its sales are to the residents of the city of Delaware. But a substantial part is not: rather it is to people who live outside of Delaware in the small communities dotted around Delaware County; the same applies to the various banks in Delaware. Likewise consider banking in Columbus. Most of the services of bank employees are to people/corporations in Columbus or in the Columbus metropolitan area. But there is some fraction of bank employees who are exporting services elsewhere in the country. Bank One has branches throughout the US and these are administered to some extent from Columbus. Bank One provides services to those branches in (e.g.) Arizona for which those branches, in effect, pay in the form of their revenue transfers to Columbus; these revenues in turn come out of the clients of those branches. 

2. Part of this problem has to do with that of identifying sectors. Just what is a 'sector'? For Census purposes, and the Census is the source of a lot of the data used in economic base studies, a sector groups together activities that produce similar goods and services. But how similar? A welding shop may be a custom shop doing jobs for any local firm requiring it. But it may also be under contract to do highly specialized jobs for a particular sort of firm in the metal products sector and should probably be grouped with firms in that sector instead of some very general welding sector. Likewise what is a retailer? The neighborhood liquor store is indubitably non-basic but what about a Department store that attracts in people from the surrounding area to some degree?

3. The problem of measurement identified in #1. above is tied up with the question of geographic scale. Consider the various municipalities into which the Columbus metropolitan area is concerned. We might well argue that retailing is a non-basic activity. But the relatively small size of many of the municipalities and the shopping trip trajectories that take people from one municipality to shop in another converts large segments of retailing, at that particular scale, into export of basic activities. When residents of Worthington go and shop at Northland in Columbus Northland is selling to non-residents of Columbus: exporting retail goods, in other words. From the standpoint of the politics of local economic development this is very important. It accounts, for example, for the way in which municipalities often compete for major shopping centers. This is particularly so when there are sales and income taxes at stake since it allows a municipality, in effect, to import its tax revenues from elsewhere. 

4. Inter-industrial linkages: Accounting might provide a defensible definition of a sector of the economy. Some might well argue that it is part of the non-basic sector. Accountants sell services to local residents at tax time as well as doing the accounts for local businesses. But what of the accountant or accountancy department of a major industrial firm like Boeing that is clearly a basic industry, at least as far as the city of Seattle is concerned? Or again, what of the accounting firm that while independent is under contract to do Boeing's accounts for it?

5. Demand and the non-basic sector: Demand for the non-basic sector is, according to economic base theory, internal to the urban economy. It derives from the wages and salaries paid out by the basic sector. But to what extent can the demand of residents for what we would typically define as non-basic goods and services in, say, Palm Springs or Fort Myers be reduced to their wages and salaries? Obviously the residents of places like that owe much of their purchasing power to non-wage or salary sources: dividends, interest, and capital gains in the case of Palm Springs and in addition, in Fort Myers, pensions of various sorts. Moreover, these have their origins not in the economic base of Palm Springs or Fort Myers but in the economic bases of towns and cities scattered across the United States and with a geography that would be very, very difficult to document. Indeed, until we factor in these considerations it is hard to know what the economic base of Palm Springs and Fort Myers is, though they seem to be doing very well without one!

Obviously their non-basic sectors are irrigated by a continuing inmigration of the wealthy, and this is important from the standpoint of local economic development lobbies: maintaining those streams of the wealthy is important to them and this is why both places jealously guard their reputations as residentially exclusive and environmentally attractive. But you don't need people moving around to generate the sorts of effects I am talking about. In the suburbs of any metropolitan area of this country there are large numbers of people whose purchases of goods from local retailers, travel agents, luxury car dealers, and the builders of  expensive homes are only in small part a result of wages and salaries from a local economic base.

APPENDIX C: THE CONCEPT OF LOCAL DEPENDENCE
1. In understanding local dependence think in terms of a two-stage logic:

  i) Firms, workers, home buyers and sellers, developers, are dependent, to some degree at least, on local markets of various sorts. Employers and employees depend on local labor markets for the terms on which they buy and sell labor power respectively. As those terms shift then either employers or employees are relatively advantaged. Some firms depend on local product or service markets; e.g. a building supply firm, customizing printing firms, customized machining firms, landlords, many retail establishments. Home buyers and sellers depend on local housing markets for the terms on which they can buy or sell houses; again, these terms shift according to conditions in the housing market. Convention centers depend on local airline ticket markets; if airline fares to the city in question are low then the convention center will benefit.

  ii) While the vast majority are dependent on local markets in some way, many of these are dependent on particular local markets. This is because they find it difficult to move into a different local market, housing, labor, product, service or otherwise. This is the point at which the issue of fixity or immobility enters the argument about local dependence:

  (a)
Thus workers can be dependent on a specific local labor market for many, many different reasons, some of them quite idiosyncratic: a) family ties in the area; b) the sorts of skills they have are only in demand in a particular local labor market (e.g. the demand for animated cartoonists is almost entirely restricted to the Los Angeles area; most of the demand for insurance underwriters is centered in Hartford, Conn); c) while they could find work elsewhere a spouse may have difficulty, or may be (e.g.) on career track that would be hard to move to another city since their current employer does not have a branch there.

  (b)
Firms may be dependent on a specific local labor market for similarly diverse reasons: a) the labor they require is found in only limited supplies elsewhere (the Hartford insurance and animated cartoonist cases); b) their dependence on specific high skill workers who have acquired a lot of skill on the job and who the firm will do everything to retain can tie it to a particular market for less skilled, more replaceable workers; c) a particular raw-material they depend on is found only in that locality; d) collaborative relations with other firms make it hard to move.                        . 

  (c)
Homeowners are dependent on housing market conditions not just in particular metropolitan housing markets but also on the market for houses in a  particular neighborhood. If demand for housing there falters, perhaps because of some obnoxious landuse placed there, then there is no way that they can relocate their houses and the lots on which they stand to other locations in the city where demand is more buoyant. Another deterrent to moving are the costs of the move itself (realty fees, costs in time looking for another house, finding a buyer for the existing one, repairing the house so that it is saleable).

  (d)
Utilities are dependent on particular local electricity and gas markets because of the terms of their franchises and the limits placed on them taking over utilities in other markets. They are franchised to serve a particular local market.

  (e)
Developers are dependent on particular local property markets because of the importance of a local knowledge which is only built up slowly and which is not portable elsewhere. If they move to another city they have to start froms scratch again, building up contacts, learning about the local property market, establishing track records with builders and lenders.

2. There is an important time-element in considerations of local dependence: Firms make investments of long life and inevitably these have a speculative element. In particular business conditions may deteriorate making the plant decreasingly profitable. Meanwhile the firm (or local government in the case of things like bridges, airports, convention centers) still has years to go before the plant is paid for. To close the business would involve a huge capital loss:

  (a)
to some degree firms try to insure against that risk by (e.g.) securing long term contracts with suppliers at favorable rates, securing monopoly rights to a market (something the utilities have and which the trash burning power plant in Columbus tried to secure). They may also try to secure complementary investments from others which will enhance the market for their own product. So (e.g.) the City of Columbus has tried to increase the appeal of its convention center to visitors by facilitating the establishment of a major league hockey franchise in the city with an arena within walking distance of the convention center. Their concern for the profitability of the convention center has also heightened their interest in furthering the redevelopment of the Short North (full of art stores and restaurants deemed attractive to visitors).

  (b)
but despite these precautions conditions can change dramatically and with drastic effects on the profitability of a plant. This is what happened to the Columbus trash burning power plant as a result of the success of environmentalists in imposing huge clean up costs on it and its failure to make its monopoly of trash disposal in the area stick. This can result in new demands for political interventions that would protect the plant against diminishing profitability. So with the establishment of petrochemical plants in the Middle East the European producers have pressed for the creation of a high tariff to protect their own plants in Western Europe. Of course, if they could have sold those plants to the Middle Eastern countries and moved them there they would have been happy to do so! The acid rain issue and the attempt to resolve it through the Clean Air Act of 1993 had similar effects on the prospects of Midwestern electric utilities and led to a very intense local, regional and national politics as they tried to secure protection for the profitability of their (acid-rain creating) plants.

  (c)
Note, however, that the investments of long life that firms, in effect, make in different places, can show up in unusual ways. Shearson Lehman made an investment in Tampa as a place of operations. Part of this investment was in office buildings for which there would be a market if they wanted to relocate from that city. But they also made an investment in moving over 300 key worker from New York (removal expenses, airline trips to check out housing). In order to make sure that they did not lose on that investment as a result of unhappy workers leaving for elsewhere, they chose Tampa, with its many attractions, over Columbus: part of the attempt to insure against loss when you are making a speculative investment (this time in people in a particular place).

3. The reason we are interested in local dependence is because of its political implications. The locally dependent try to mobilize the state, either on an ongoing basis, or when their local dependence becomes problematic, to intervene on their behalf:

   i)
The local growth coalition, so common in American cities, represents an ongoing attempt to protect the stakes of its members in a local economy and its expansion. It brings together the utilities (with their stakes in local electricity and gas demand, heightened as a result of their investments of long life); some banks (dependent as a result of their service area on local deposts and loans); developers (dependent on a local property market by virtue of their particularized knowledge); and local government (dependent on local taxes -- a city can't move its tax base! -- and therefore on the health of the local economy). For these agents expansion of the local economy is the way of realizing their interests in it since it expands the demand for what they provide or, in the case of local government, widens the revenue stream. However, plant closures will also be an issue for them since they diminish local demand and government revenue.

  ii)
So local growth coalitions are dominated by the non-basic sector of the economy. Basic sector firms may also get involved in the politics of local economic development (as in the Columbus case reported on in Chapter One) but on a much more sporadic basis. But many of the demands they may have are not ones that can be solved by local government since it lacks the necessary power. A firm like Microsoft, which is a major employer in Seattle, may have business problems but the policies it needs, like a relaxation on the restrictions governing the immigration of technically highly skilled people from abroad, are not ones that are under the control of the local government. It has to lobby the federal government. So too is that the case with Boeing and its concerns for national trade policy, especially with respect to China. Even so, in those attempts to mobilize the federal government the non-basic sector of Seattle does have a stake. The health of the local economy on which they depend, depends in turn to a considerable degree on the health of Microsoft and Boeing. So we can expect the Seattle Chamber of Commerce to lend its voice to the demands for action by lobbying Congress-people and Senators from Washington State to do something about it.
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