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PUBLIC INFRASTRUCTURE
IN ECONOMIC DEVELOPMENT
AND GROWTH: EVIDENCE FROM
RURAL MANUFACTURERS

By John M. Halstead and Steven C. Deller

ABSTRACT

The role of public infrastructure in economic development and growth is examined and reported
here.  Specific attention is paid to the importance of infrastructure to small rural manufacturing
firms in upper New England and Wisconsin. Study results suggest that while infrastructure is
important to small manufacturing firms, other community attributes such as overall community
attitudes toward change and the underlying forces of firm start-ups are more important. While
adequate investments in infrastructure may be necessary for economic development and growth, it

is not sufficient.
INTRODUCTION

The role of public infrastructure in economic development and growth
remains at the center of a large and growing academic and policy debate. The
common perception is that investment in public infrastructure sets the
cornerstone for economic growth and development. Numerous studies purport

THE ROLE OF AMENITIES AND QUALITY OF
LirFeE IN RuraL EconoMic GROWTH

STEVEN C. DELLER, TsunG-Hsiu (Sug) Tsar, Davip W. MARCOUILLER, AND
DonaLp B.K. ENGLISH

A structural model of regional economic growth is estimated using data for 2243 rural U.S. counties.

Five indices designed to capture specific amenity and quality of life characte

istics are constructed

using [ifty-four separate indicators. Results suggest that amenily characteristics can be organized
into consistent and meaningful empirical measures that move beyond ad hoe deseriptions ol ameni-
ties. In addition to insights into the influence of local characteristics ranging from tax burdens
to income distribution on regional cconomic growth, resulls suggest thal predictable relationships
between amenities, quality of life, and local economic performance exist.

Key words: economic growth, amenities, quality of life, rural.

Rural economic structure in many parts of
the United States has undergone significant
changes over the past two decades. Tradi-
tional goods-producing sectors such as agri-
culture and manufacturing are giving way to
service-producing seclors, such as those that
supporl natural resource-based leisure acliv-
itics. As America becomes more urban the
resources that rural arcas offer, like open
space, natural amenities, and “small town
values,” become more valuable. Increasingly,
pcople appear to be placing greater value on
natural resource-based amenitics and related
attributes that contribute to regional qual-
ity of life. One behavioral manifestation has
been a willingness to relocate to experience
these attributes. Indeed, many rescarchers,
such as Howe, McMahon, and Propst, con-
clude that Americans are moving to tural
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and Deller, Halstead and Deller, Rudzitis).
In a detailed review of the literature,
Gottlieb suggests that the argument for using
amenity attributes as an economic growth
tool appears powerful. Even if such a strat-
egy fails to create additional job and income
growth, constituents presumably would ben-
efit. Concern has been expressed, however,
that such changes may yield higher levels of
local underemployment, lower income levels,
and generally lower overall economic well-
being (Marcouiller and Deller). There is a
perception that substituting traditional jobs
in resource extractive industries and man-
ufacturing with more service oriented jobs
yields inferior earnings power, benefits, and
advancement potential.

While shifts from market-based (c.g.,
extractive and manufacturing) activities to
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Are We in the 4th Wave of Economic Development?*

Steven Deller®

*Department of Agricultural and Applicd Feonomics, University of Wisconsin-Wodison, 754

Abstract: How states, as well as communities, have approached economic growth and development

policy has varied over time, going throngh various stages or waves, The idea that we have gone throngh

In

three such stages or waves has been widely discussec 1 studied by both academics and practitioner

im how commmunities

this addreas, 1 lay out a s of arguments that we have entered a fourth atage or w

approach economic growth and development. Specifically, communities are refocusing their attention less so
on promoting business development. and more on making their community attractive to people. Sometimes
referved to as “place-making,” the idea is that if we make the community as attractive to people as possible,
people will want to live in the community and create business opportunities. This shift from focusing
on people rather than businesses = fundaments] to how communities think sbowt economic growth and
development.

Keywords: economic development, policies, place-making
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1. INTRODUCTION

Smrc- and local Lovernments have a |ur|;_', tradition of TI'I\'i]It_L to influence the 1'(Jlnpt'riti\'s'
position of their state and or community. For example. in 1791, the State of New Jersey
offered tax incentives to industrialist Alexander Hamilton to encourage the location of a
manufacturineg nlant. The famons Frie Canal commnleted in 1825 is ome of the first nmhlie



There Is a long tradition of attempts to influence local
economic growth in the U.S.

A Tax incentives were offered by the state of New Jersey in 1791 to industrialist
Alexander Hamilton to influence the location of a manufacturing plant.

A The famed Erie Canal, completed in 1825, is one of the first public investments
Infrastructure and was justified in terms of offering a cheap and safe way to
transport agricultural products to markets.

A The earliest corporations weeated by states to provide a mechanism to
encourage private investments in economic growth (e.g., the Erie Canal).

A By 1884 Ine State of Pennsylvania had invested over $100 million and placed
promoters of the state on the board of directors of more than 150 corporations.



Foxconn could get up to $200 million
in cash a year from state residents
for up to 15 years

Jason Stein and Patrick Marley Milwankee Joumal Sentinel
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Wisconsin Foxconn deal could include $1 billion to $3
billion in taxpayer-backed incentives
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The Journal Sentinel reported the offer could cost
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Vigeo: Foxconn to bring manufacturing and assembly Jobs to stats

Foocomn Technoogy Growp pedped o vest $10 Dikon to buid 8 Sapmy penel plare n 'Wisconen thee coue ergicy W&o o 12000
workers. Woche

MADISON - To lure Foxconn Technology Group to Wisconsin, state residents will
have to do more than just forgo taxes from the Taiwanese electronics giant. They
will have to pay cash — writing checks for up to $200 million a year.

Big Incentives Won Alabama A Piece of the Auto Industry

By Rick BrooksStait Reporter of The Wall Street Journal
April 3,200212:01amET 1
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VANCE, Ala. -- In 1993, Alabama persuaded Mercedes-Benz to build its first U.S. auto plant
here by offering the luxury-car maker $253 million worth of incentives -- $169,000 for '
every job Mercedes promised the state.

Amazon's HQ2 deal with New York, explained

Everything you need to know about Amazon'’s deal with New York
By Sam Raskin | Updated Feb 14, 2019, 12:12pm EST

After the decision was made public, Mayor Bill de Blasio and Gov. Andrew Cuomo gathered
with other city and state officials to gleefully announce that they had sealed the deal, which

includes just shy of $3 billion in subsidies.



Mississippi Balance Agriculture with Industry
(BAWI) policies of the Great Depression era
(1933)

Egtablished the idea of a positive business
climate around ideas of:

A Cheap labor

A Cheap land

A Limited regulation
A Limited taxation
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HROUGHOUT the nation attention
! centers on Mississippi’s program to se-
 § cure an equitable balance of agriculture
with industry. Business leaders already are
inquiring as to progress and results.
Here Is The Answer

*Value of monufactured products UP 67 per cent.
* Number of industrial workers UP 33 per cent.
* |ndustrial payrolls UP 46 per cent.
* AND—26 new major industries have located in

Mississippi within the past six months.
And Here Are The Reasons

# MISSISSIPP] obounds in natural resources — clays, timber,
natural gos, obundant woter supplies, sea foods, fertile

farmlands producing basic crops.
* MISSISSIPP! lobor 1s 99.6 per cent native born.
* MISSISSIPPI has enocted new legislation for the balancing

Write Today for
Your Copy of ogriculture with industry.
iM|SSISSIPP| already adequotely served by r ail and water
lin s poving 1700 miles of n whghwys! complete her
dcbtonytm Modern tra mslol pavdelw
cost electric power from TVA and private systems.
* MISSISSIPPI cities and towns offer friendly coopero otion ond

slncefsoddt s seeking new locations or wish-
ing to expand present fac. cilities.

MISSISSIPPI INDUSTRIAL COMMISSION

-] TMENT O ST OF MISSISS
JACKSON, MISSISSIPPI



Neoclassical Firm Location Theory

Transportation cost minimization is the
focal point.

Two step process:

1. Transportation costs selections a
general region to locate.

2. Local cost factors (e.g., land, labor,
tax, regulation costs) drives a
specific site location.

For established large manufacturers
GKAa YIRS | ft24 27
Mississippi Balance Agriculture with
Industry polices made sense.
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1s*Wave Industry Recruitmentfocus on manufacturing.

This flows directly from th#ississippi Balance Agriculture with
Industry (BAWI)

5NR2JS K2YS (UKS ARSI OGKFG | aLk:
OKSI LI ftF0o2N) of 02N dzyAz2ya aol R¢
regulations.



Texaffice of the Governor:

Texas offers companies of all sizes and across all industries onebsdihigusiness climates in the
nation, with a fair, transparent tax and regulatory structure designed for businesses to succeed. Wit
No corporate or personal income tax at the state level, companies operating in Texageajof/the
lowest overall tax burdens in the countiexas is committed to maintaining its position as the best
state for business, and passed legislation providwer $4 billion in tax relief for business@&xas

prides itself on being Aght-to-work stateand will continue to make strategic investments to ensure it
maintains our competitive advantage, allowing businesses to prosper and grow.

North Carolindeconomic Development Organization :

North Carolina has a proven track record of reducing and streamlining business taxes. At 2.5 perce
our state has the lowest corporate income tax rate in the couptryb 2 NI K busiheS2cbsts yahkQ &
among the lowest in the natigmnmaking our state a more profitable place to work. Recent tort reform,
streamlined practices and the strengthening of business courts in the state have earned North
Carolina accolades and ranklngs among the best Iegal climates in the U.S. What does this mean fo
you? Whenl KSNBE Q& f S&aa NXdurbidiness cah rgagh newih@ighis [ fastar.2 v




FloridaEconomic Development Organization:

Florida consistently ranks among the best states for business, thaitisspim-business state tax
policies competitive cost of doing busineasdstreamlined requlatory environmenkElorida is
working on legislative, fiscal and marketplace initiatives sughsagance tort reform, targeted
Industry incentivesind many moreFlorida is also aght-to-work state. Businesses thrive in thasw-
tax environment and employees enjoy the benefit b personal income tax

Tennesse&conomic Development Organization :

Tennessee is proud to l@erightto-work statewith no personal income tax on wage3ur state and
local tax burdens are among the lowest in the coundiiyd our state budget operates with a healthy
surplus rather than a deficit. Successful overhaul oftortrand workers compensation laws

ldahoDepartment of Commerce:

In Idahowe keep our costs and taxes loandwe remove the burdensome regulatiotizat get in the
way of success.
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1s*Wave Industry Recruitmentfocus on manufacturing.

A Big firms were the focus of attentionWfat is good for General
Motors Is good for America.)

A Tax incentives. Throw money at businesses to move to your
state)

A Public dollars invested in infrastructure




2nd\Wave Smaller Businessefocus on existing businesses.

Work by David Birch (1981) found strong evidence that job growth
comes not from large but smaller, and more recent watkl{iwangey
Decker, Miranda) notes particularly newer, firms.

10,000,000

5,000,000

0

-5,000,000

-10,000,000

-15,000,000

U.S. Net Job Creation

==Job Creation: Births ==Net Jobs from Existing Firms




2nd\Wave Smaller Businessefocus on existing businesses.

Business Retention and Expansion:
Green Bay, WI Chamber of Commerce

BRHESs a proactive approach to economic development designed to better
understand the challenges and opportunities businesses in our community face, an
connect them with what they need to succeed. BRE also focuses on gathering
feedback and insights on the overall business climate, which is aggregated and

analyzed to identify trends.

In economic development we see firms growing in three ways:
AGrowth/expansion of existing firms (business expansion and retention)
ACreation of new firms (entrepreneurial development)

Aattraction of external firms to the market area (business recruitment)




2nd\Wave Smaller Businessefocus on existing businesses.

¢KS | o{® SO2y2Ye &aiulNISR aKATU.
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BUSINESS

How Citibank Made South Dakota the Top State in the U.S.

for Business
Little South Dakota (pop. 833,000) holds $2.5 trillion in bank assets — more than any other state. Here's why.

AMY SULLIVAN AND NATIONAL JOURNAL JULY 10, 2013
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3nd\Wave PublicPrivate Partnershigs F2 Odza 2y & Of dz
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Networking Is key to dynamic and vibrant clusters, to facilitate such
networking form publigorivate partnerships.

Invest In public institutions that can support the cluster.




Seattle Boston
Aircraft equipment and design . . Mutual funds
Boat and ship buillding Wisconsin/ Detroit Biotechnology
Metal fabrication lowa/lllinois Auto Software and
"-.‘ Agricultural equipment networking
Y Oregon eguipment and parts Venture capital
Y Electrical measuring equipment Western Michigan {
i Woodworking equipment OHfice and Providence |
N‘«. Logging and lumber supplies b instrtutional Jewalry |
) { Minneapnlis\ furniture Marine equipment |
""-\ Cardiowascular by ! |
i equipment and ‘-»1 Michigan Westarn 'lI { -
services v Clocks Massachusetts | I .
B{II'S@_ A Polymers '.I |I
| Sawmills T
l"f Farm machinery Rochester ", |
.l'l Omaha Imaging \ |I
L] Telemarketing equipment IlI |
Hotel reservations \. )
Las Vegas Credit card processing ® . = _ Hartfor
Amusements and Imsuran:
i:asir'u:hs_ _ o » L .
Small airlines Witchita Warsaw, — T 'I.' Mew York City
Light asrcraft Indiana Cleveland/ | Financial services
L Phoenix Farm equipment Orthopedic Louiswville | Advertising
| Helicopters ? \. devices Paints and cn:\atinggll' 4 Publishing
| Semiconductors | '-II."l'lulrimEdi.a
{ Electronic /. II \
| testing labs | MNashwillef | \
[ Optics [ Louisville ||' \ Pennsylvania/
[ & || Hospital /' f MNew Jersey
[ I|I managerment Daltﬂl‘!, { , Pharmaceuticals
| | Dallas ——® Georgia | )
| [  Real estate Carpets | | " Neorth Carolina
| Carlshad || development . | Household furnature
| Golf equipment | ’ Pittsburgh Symithetic fibers
| \ { | Advanced Hosiery
I Los Angeles area / | materials
| Eefensg and aerospace i | 5 | . , Energy r
ntertanment i aton Houge:
I Colorado MNow Drleaﬂs f
Silicon Valley Computer-integrated | Spedalty foods Southern Florida
Microelectronics systemns and programming Health technology
Biotechnalogy Enginesring services Sl:lultl'll-eaﬂern Texas/ Computers
Venture capital Mining and il and Louisiana
Chemicals

gas exploration

Cheese Plants
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3nd\Wave PublicPrivate Partnershigs F¥2 Odza 2y & Of dz

Viable clusters are more than just businesses interconnected
through geographically grouped supply chains.

There are strong notions gbcial capitawithin viable clusters.

People started to realize that there are multiple factors at play
beyond taxes, labor costs, land prices and regulations. We
V' S S Rystemsdhinking | LILIN2 | OK &
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DECISION-MAKING

Human Political
Capital Capital

MARKETS RESOURCES

Vibrant
Communities

Built Social
Capital Capital

SOCIETY RULES

Natural Cultural
Capital Capital
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Do People Follow Jobs, or Do Jobs Follow People?

CarlineMills Partial Adjustment Framework

/. I

/1. T Ttjobs follow people
", Tt rtpeople follow jobs
IV. i

T people do not follow jobs and jobs do not follow people

Ttjobs follow people and people follow jobs



Simple OLS Without Controls
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Simple OLS With Controls
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SUR Without Controls
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SUR With Controls
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Are we entering @™ wave of economic growth and development strategy thinking?
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growth and development?




Are we entering @™ wave of economic growth and development strategy thinking?

Halstead and Deller (1997) reported that one respondent to the
survey statedd_dnél &1 area that you want to live, then start your

0 dza A W360R D¢

Henry, Barkley and Boa (1997) spread and backwash effects In
South Carolina urban areas: quality of life drives the results.

Amanda Weinsteinefal) Brookings paper on QoL and growth.

Gt t-410BAYy3IE a4 |y SO2y2YAO RSOSTE




Are we entering @™ wave of economic growth and development strategy thinking?

Should thigthwaved S G U 2L) R2V € 2NJ G
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NBER)
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the unique situation and desires (objectives) of the
community.



Are we entering @™ wave of economic growth and development strategy thinking?

Jobs!
Jobs!
Jobs!

Even John Oliver is in on the debate........




