
How States Can Avoid òPicking Winnersó while 
creating òwinning economiesó 



}Throughout the past 50 years, state and local 
officials have argued over the value and/or 
necessity of economic policy favoring one 
company or group of companies OR outright 
incentives to the same.  



}òCorporate welfareó 

}òThe Rich Get Richeró 

}òBetter use for tax moneyó 

}òWhat about the poor?ó 

}òCronyismó 

 



}òFree market rules supremeó 

}òPicking winnersó 

}òImmaterial to site location decisionó 

}òCut taxes and regulation and jobs will sproutó 
ƁBTW ð this had disastrous results in Iraq  

} òGovernment has no role in the òfreeó 
marketplaceó 



}Abraham Lincoln (a Whig cum Republican) got 
elected to Congress running on a òpublic worksó 
platform:  river ports, public buildings, etc.  

} Interstate highway system, built mostly in the 
1950s, replaced railroads and created the most 
efficient economy in the world  

}The U.S. Department of Defense created the 
semiconductor and sparked the electronic 
revolution in a place called California  

}Crazy federal scientists at DARPA -  the Defense 
Advanced Research Projects Agency build the 
internet and create the dot.com revolution.  Al 
Gore wishes he was one of them.  
 



}Incentives disappeared in most areas of the 
U.S. except in the disadvantaged Southern 
states.  

}Aging industrial areas with high unionization 
rates failed to adjust to a new economic 
reality ð other countries had rebuilt and had 
newer, more efficient production  

}Cost avoidance started the òSun Belt 
Migrationó revolution 

}Armed with tax and cash incentives the 
òSouth invades the Northó 



}But some were doing what Japan was doing to 
the U.S. ð gaining market share  

}In the 1950s an enterprising Governor asked 
an electrical engineer at the University of 
Illinois if he would help him create a locus of 
economic activity, based on emerging 
technologies, in this Southern State.  

}By the 1970s, an òovernight sensationó called 
the Research Triangle was the zenith of the 
new economy  



}The Midwest adopted the worst of the South.  

}The US Chamber of Commerce called for an 
òIndustrial Policyó to fight Japan, Inc.   

}States developed outrageous incentive 
programs for òfast growingó companies, 
unmindful of the infrastructure that the 
Research Triangle had built up to support its 
now - famous park.  

}The feeding frenzies of the 80s erupted into a 
host of really bad economic development 
policies in the states.  



}The small business revolution of the late 70s.  
ƁResearch says òall jobs created by small businessó 

ƁòEconomic gardeningó becomes a new catch phrase 
for e.d., designed to accompany the òSmall is 
Beautifuló craze.  The data set was wrong BTW. 

}Some states were beginning to look at 
òTarget Industriesó ð industry groups that for 
reasons known and unknown were prospering 
in their regions  

}By the mid -80s, the term òclustersó emerged 
in Arizona as a means of organizing state 
economic development strategy  



}Innovation clusters are groupings of 
companies that òclusteró in particular 
geographic areas to share intellectual 
innovation, develop labor pools, buy and sell 
from one another and generally benefit one 
another via proximity to one another.  Their 
reasons for clustering vary from the presence 
of natural resources, research capabilities 
nearby, proximity to customers or suppliers 
or buyers.  



}Clusters are seldom òcreatedó or òrecruitedó.  
They grow around a locus of activity that 
poses competitive advantage for the cluster 
companies.  

}Clusters are nurtured or grown with 
deliberate investments by direct beneficiaries.  

}Clusters can be accelerated by strategic 
investments by governments in component 
elements needed by the cluster to prosper.  



}Aerospace  

}Cleantech  

}Aviation  

}Financial services  

}Bioscience  

}Software/IT  

}Tourism  

 

}Agriculture  

}Energy 

}Broadcast/Telecom  

}Beverages*  

}Hardware IT*  

 

 



}Japan, Inc. and MITI ð picking winners and 
losing  
ƁHonda discouraged from auto manufacturing. òStay 
with bicycles.ó 

ƁReal estate investments in the U.S. in the 70s and 
80s.  

}Use of òdesign standardsó vs. òperformance 
standardsó to keep U.S. fiber optic companies 
out of the Japanese market.  

}These actions are òprotectionismó and 
òpicking winnersó.  Neither is òpurposeful 
developmentó of the economy  



}1983: President Ronald Reagan and Ag. Sec. 
John Block are flummoxed by failure of PIK 
(Payments in Kind) program  

}Chrysler bailout in 1979 gives glimpse of 
òjobs as hostagesó and òtoo big to fail.ó  Lee 
Iaccoca extracts millions from states to keep 
Chrysler jobs.  



}PRC government taking positions in Tar 
Sands, rare minerals  

}Aligning with mineral rich countries that are 
ostracized by UN countries  

}Created an export - based economy and now 
moving toward consumer economy  

}Massive investments in higher education and 
export of students to other countries.  

 


