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I. INTRODUCTION
Like other recent eccoromic policy discussions, the debate over
industrial policy is getting'éomsiderable attenticon from the media ard
politicians. The ecoromic problems of the 137@s continue ta plague
pollcymakers and their advisors despite reductions in 1ﬂf1at10ﬂ and
unenployment as well as some imp#ovemewts in GNP growth .and

productivity. It is a debate that emerped faollowing both the

perceived failures of Keyresian policies and the political successes.

of supply side ecorncmics.

As arn alternative to those schoals of thought, industrial policy
has some very articulate advocates, including ecoromists Robert Reich
(1983) and Lester C. Thurow (13983). The? and cother industrial palicy
propqnewts poesit the reed to deal with current econcomic pvgblems
throﬁgh direct microeconcomic policies that focus on the develaopmernt orv
réviﬁalizatian of specific industries. This prescriptive position
has, of course, pererated copposition from both sides of the econcmic
policymaking mainstream. Orn the right, industrial policy adveocates
are ;riticized by Reagan Administration officials (e.g., Danald Regan;
Martin Feldstein) as well as oth;r cornservative economisfs (see Stein
18383). Among liberals, leading Keyresiarns (e.g., Charles Schultze,
pauljSamuelson, Al fred Kahn) are increasiﬁgly veeiferocus ivn their
oppo%ition (see Bartlett 1983). Despite this significant oppasition,
howe&er, industrial policy seems to be poﬁular among & growing number
of pqlitical, busivness, and labor apiniarn léaders.

The nature of the debate cver industrial policy is becoming



clearer each day, and at the heart «f the speeches, writings, and
heated exchanges is the guestion of whether or not the U.S5. should
have a national industrial policy. What is missing in all this
rhetoric is an awareness that industrial policy is rot new ta the
UsSe5 it is, in fact, a commen part of the policy agenda in the fifty
states. Whether called industrial policy or labelled ecowomic
development or industrial development, the bottom line is that
. American states have undertaker the task of attracting new industries,
retaining old cnes, and helping current irdustrial residents to expand
{or at least maintain) market pesitions and production facilities.

The basic assumption of this paper is that the industrial poliéy
debate is ricw focusing on the wrong question. The issue should nct be
put in terms of whether we cught or cught rot to have a national
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industrial policy. Instead, the guestion is whether we need corng

fo better understand the need to recast the industrial policy
debate, it is recessary to examine the actual and potential rarnge and
depth of industrial policy activity at the state level. This paper is

an attempt to take the first steps inm such an examinatior.



iI. THE FRAKFEWORK
Industrial policy cpticns at the state level are not infinite.

Varicus constitutional, legal, economic, political, fiscal and
historical factors limit what state goverrments have done and can do
to attract; maintain, and/dr pramote industries in their
Jurisdictions. Nevewtheless,'all states have some form of indusirial
policy. The present task is to corsider various options available to
them and to examine which are masf likely to be utilized under

existing constraints.

oamor vooms St pors e

individuals, firms, or entire sectore of the ecornomy inveolved in
industrial developmernt and related activities. These leverage points
-— market climate, size, structure, rescurces, risks/liabilities,
‘behavicor/behavior normse —— represernt the points of potential
vulrnerability for all markets to poverrnmental policies. Together they
represent an alternative to traditional approaches to describing
public policies toward business and (more specifically) provide an
appropriate foundation upor which to built an amalysis of industrial
policies in the states.

The actual policy tools a goverrnment canm use to operate these
levers -- e.g., moral suasion, artitrust policies, regulation, public
cwnership {(see Shepherd 1373; Priest, Stanbury ard Thqmpson 188@) ——
will vary from jJuricediction~to—-aurisdiction and case-to—cacze.
Similawly, the level of applicaticrn will alsa vary. For example, same
of the leverage will be applied directly ta specific individuals or
firms, as in the cases of the Lockheed and Chrysler bailouts. At

cther times, the leverage will be applied industrywide, as in the case



of protective tariffs and other forms of product-specific protections.
Firnally, some of the leverapge will be administered indirectly through
policies aimed at industry-relevant cegments of the peneral
pepulation; as in the case of using income tax credits to promote the
use of energy saving products in home construction and remcdeling.
Because of their vawiabiliﬁy from state to state, both poclicy tools
arnd levels of application are useful meaéures for comparing industrial
policies. In that way they camplement cur framework by proaviding us
with cperational cornstructs.

The legic of this approach carn be expressed in terms of a
distirnction betweewn palicy strategy and policy tactics. A great many
studies of political economic activities (irvwcluding industrial
develapment and policy) focus on poverrmental tcools and techniques
~rather than public sector strategies'far influencing businesses (e.0.,
Dahl and Lindblam 1953: 7-16). But the use of these toals and
techniques deperds on palicy strategies and the theories they imply.
Whether explicitly or implicitly stated, public policies toward
business involve assumpticons reparding the vulnerability of the
marketplace to manipulation. Pressman and Wildavsky (1373) paint out
that public policies are actually theories ("If X, then Y.", p. xxi),
and this is no less the case in goverrment industrial policiés than ;n
any cther arena. Unon examination, policies yield information about
the thecry or thecories that spawned them and veflect the overall.
strategies being implemented throuph epecific programs. The choice of
specific policy tocls ‘or a level of épplication are tactical
decisions. While those decisions are impartaﬂt in the empirical study

of industrial pclicies, strategies are the fourdatiorn of cur
N |
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frramewori,

| In the following overview, possible state indusirial policy.
activities in each of the six strategic categories are discussed with
the interntion of providing examples gﬂd seeking tco explore the
parameters of state—levellactions. Again, these are preliminary steps
taward a systematic study mf-staté industrial policy activities.
Thus, while the central questions here are descriptive, the objectives
are ultimately explanatcry and eQaluative. They should be assessed in

that light.



IXI. MRARKET CLIMATE

"Organizations ere inescapably bound up with conditions ofAtheir
environment, " state Pfeffer and Salancik (1978:1),‘and this‘fact has
not beern lost on industry decisicorn-makers. The markétplace is rarely
static, and private sector firms have become irncreasingly aware of
their vulverability and the ﬁeed to reduce urcertainties caused by
hostile or ambiguous surroundings (Lawrence and Lorsch 1369). When
choices do have to be made ~-— whéther invalving the closing of a
finarncially troubled plarnt, making rew investments in existing unifs,
o siting a new facility —— the "eclimate" of the market can play a
sigﬂificaﬁt role. Thus, creating the appropriate market or busiress
climate is one leverage poirnt public policymakers can consider in
their search for effective industrial policies.

Describing how goverrments deal with the marketplace’s climate
" depends o how we define cur conmcepts. FHusiness climates are
somet imes regarded in abjective (i.en? measurable) termsi that is,
climates are perceived as a bundle of specified conditions and cne can
assess a market envirorment by evaluating how clase the real world
comes to some idealized standards. So, for example, an ideal climate
for the banking industry would be ocrne without interest rate ceilings
and with relatively few or no restrictions on how banks may invest
their funds. Givenjthase samewhat abjective criteria, business
climates for barks in the fifty states can be evaluated with an eye
toward selecting the mast favorable among them. Citicorp’s recent
ﬁove of its credit caﬁd division to Scutn Dakeota and its decision ta
ﬁurchase a local barnk in that state are as mucnh reflections of a wawrm
busiress climate for the banking industry as they are reactions to

chéﬂ§es in the details of state legislation. Similarly, many



industries have found the busiress climate of North Carclina and other
scutherrn states extremely inviting in recent years, and this has paid
of f for those states in record levels of econcomic growth.

There are thase who argue that business climates cawnat be
cbjectively measured, and that a more subjective view is needed.
Harding (1283) arpues that business climates carmcot be effectively
assessed by measuring some specified factors such as labor
. productivity, taxes per capita, etc.. Sucﬁ measures imply the
existernce of an ideally "good" or "pocr" climate for all busiresses.
But piven the diverse requiremerts of different firms and industries,
as well as the difficulties of measurement, such absclute and
idealistic standards are unlikely to be of much value to decision—
makers. A good climate for bankers irn Scuth Dakota may be a poaor
climate for autco manufacturers. It's all relative. What canm be used
in place of such cbjectives measures, Harding states, are the
"attifudes of the population arnd its elected and appointed povernmernt
officials toward busiress" (1383: 22). If those attitudes are
favorable to busiress in general and/cr a particular industry; that
information will be factored into the decision—makers calculations.

To the extent that state officials believe market climates to be
crucial variables in busiress decisions, they have a rwumber of poalicy
apticrns at their disposal. These ravnge from those that can enharnce
widely used obgecfive mneasures tao those that present a positive imace
of public anc official attvitudes toward business in the state. On the
objective sice, cammoviiy ues#c Tactors fococus on available capital
rescurces, labﬁr (e.g., aversce weekly wapes, union membership, level

of education,; praductivity), types arnd level of taxation; current



business activity, etc. (see Posrner 1983). In each of these areas,
state goverrment can have somz impact by using its otheé leverage
paints (see below). For example, the availability of capital
resources can be erhanced through a variety of government programs
ranging from direct state assistarice to law interest lcans and loan
guarantees. Labor costs and productivity can be made more attractive
to industries through adjustments in minimum wage and workmen’s
compensation laws and state investments in traiﬂing’awd relevant
educaticnal programs. By taking these stens, state officials may not
only imprave their relationship with specific firms or industries, but
also iewd greater credibility to claims that theirs is a good state in
thch to do busirness.

On the more subjective side, most states have been investing
heavily in ﬁedia campaigns to convince busivesses of the virtues of
-maving to their respective jurisdictions. A recent issue of a popular
magazime for small busiresses carried several advertisements
delivering such messages. The following is from & full-page color ad
declaring the theme: "KENTUCKY & CO., The State that’s run like a
business. "

Will your busivness pick up the tab? If you're in a state
that kept on sperding during the recession, it's likely that your
company?!s taxes will have to make up for any deficit. It's alsc
likely there’ll be a genercus tax ivcrease to pick up the tab
for ever bicger spending now that the ecorcmy is improving.

After all, ycu can’'t expect thrift and gocd manacement in good

times when it nasn't been exercised during the bad.

In Kentuch, nowever, there is no tab. . . - [Elfficient,
scund busiﬂess}management, nat public expediency, provided the
directiorn. . . .

Sc, if your state is lookivp to you to bail it out, maybe
you should baii: out yourself. Come to the state that thinks and
acts like you do and vork with state poverrnment instead of for it

for a change. (Ing.: 126)

Or cansider the following advertisemernt froam Termessee:

|



We could print a long list of golden proamises about Tennessee's
climate for vew business. But we'd rather get down to brass
tacks, and show yeu procof, not promises. Like our cerntral
location and cur cld-fashioned attitude toward hard work. He
warnt ta temnt you with a socothing climate and sensaticonal life-—
style. More proof? We?ll show you a growing list of majyor
corporations that have come, and stayed. So look at octhers?
pramises and cur proot. . . «» {(Inc.: 2@32)
Other ads ask readers to "Say Yes To Michigan"” and its offer of free
training for workers (Ing.: 1683)3 or to consider Louisiana because,
when it comes to busirness cliimate, "Louwisiana does more thawn talk
about it":

Louvisiana’s actions on "business climate" speak louder than

words. Check cur record: Reasconable Tax Policies; Revenue Bowd

Finarcingy State—-Supported Job-Specific Training Programss

Eviterprise Zones; Busiresslike Bovervment; Fair Workmen’s

Compensation and Unemplaoyment Laws. (Inc. @ 4)

In addition; that same issue contained promotional ads from Rlabama,
Indiana, several localities, and ever Northern Ireland. All were
aimed at promoting the business climates of their area.

While there is evidence casting doubt on the value of such
promotions, there alsc are analyses indicating a close cormection
betweevi busirness climate and business decisions to locate plants or
cther faciltiies in states that rank high in that elusive factor (Cobb
1982: 22435 cf. Harrison and Kanter 1978: 264-266). That fact makes it
too risky for many states to ignore the poterntial payoffs of such
media campaigns. "In the midst of heated competition for industry,”
notes Cobb (1982: 228), "a state . . . that did not enpage in
extensive promcticral activity was likely to be labeled as indifferent
o antigrowth. Such a reputation; no matter how undeserved, was
extremely difficult to disorave.®

The ability of states to change busiress climates —— or, at the

least, their perceived business climate —— is limited by several



factors. First and foremost is that a pood deal of what determines
busiviess climate is out of the contracl of state goverrments. Gerneral
econamic conditions in the world, rnation, and immediate region are
ofter determirnative. Consider, for example, the changes in Michigan’s
business climate when the automcbile industry fell upon hard times
during the 1972s. At the cpposite extreme, Texas has been blessed
with a highly rated busirness climate due primarily to strong and
enduring demand for its cil and other rnatural rescurces. SBhould those
resource markets become depressed (an all too possible scenaric given
recent gluts ivw the cil market), one can foresee problems in
maintéiniwg thase high ratings. In short, in an increasingly
interdependent and international ecconamy, there are considerable
limits to a state’s control over its own businress climate.

Second, many of the policy tools available for states to
-manipulate their busivess climates are linked to (and are often
deperdent upon) federal programs cr policy initiatives. Federal laws
and regulations regarding the use of iﬂdustrial revenue bonds, federal
furding levels for relevant programs and projects, the lecation of
federal faciltiies and the awarding of federal contracts —-— all these
can have cornsiderable impact on a state’s busirness climate and are
outside of the direct control of state officials. For example, there
car be little doubt that Terressee’'s busiress climate wculd be
adversely affected by the shut down of Oak Ridge or TVR facilities,
and while the statafs concressional deleration or losbyists can
influerce such decisions, there is still arn iwvherent level of
Uhcértainty built iﬂto'that lack of contral ocver such major
inoredients in the state's economic infrastructure.

Third, even in *thase policy areass whereo ctate goverrnment
5



officials have potential for exer;isiﬂg Ieverage.aver business
climate, political and ideclcpical factors may make such actions too
coestly to pursue. While attracting rnew industries is frequently
popular amang vbters, tax exemptiorns, loans and loan guarantees, and
the cther policies reeded to promote such moves are sometimes frowred
upcrn by the electorate. In this serse, the busivess climate must
follow the political climate of the state.

Firally, history may alsc work against efforts to erhance a
state’s busiress climate. Some states have a reputatiorm as being
antibusiness or antigrowth built orn past business experiences.
Louisiana has worked hard to overcome an "arnticorporate image” (Cabb
‘1982: 228), and the torne of its advertisement {(gquoted abave) reflects
that by asking potential investors to consider what the state
governmeﬁt actually offers. Other states seem to have given us trying
to diﬁectly confront their poor imapes, and instead have concentrated
on cther strengths to accomplish their industrial policies. And so,
while New York State?s perceived busirness climate has beern tarnishec
in recent years, its vast capital resources and support programs for
business have helped it overcome that negative imape (see Posrer 1983:

142).



IV. MARKET SIZE

Althocugh there are bound to be exceptiorns to the rule, it is safe
to assume that private sector firms amd ivdustries are interested in
either increasing or controlling the size of their markets. Some may
seek access to larpger markets in order to imnrove their financial
pesitions. Others seek to stabilize market size and thus mrotect
their current positions. The motivations and abjectives will vary.
But whether measured in terms of access to a larger market or as a
share of the current market, market size for a given product or
service can prove useful as & governmerntal leverage point for
influénciﬁg business behavior. A government able to demonstrate
éffective capabilities in this area will likely draw the attentionAof
business deqision—makers.

Unfortunately for most statesy; this is a particularly weak
" leverage point. Except in a certain number of traditionally regulated
markets, state goverrments have little if any access to the major
poelicy tools that micht allow them to impact market size. Many of
those tocls are unavailable due to constitutiornal proscriptions or
federal preempticons of state goverrment powers over the products and
services found in the flow of interstate commerce. Ivn those markets
where such intervention is legally possible, a demonstrable public
interest must be involved and the resulting policies are difficult to
acdminister.

Some states have traditicnally determined the market size for
sublic utility campanies through the.cranting of gecgraphically
specific franchises a% well as through the imposition of restrictions
on how those companies may relate to the larcer marketplace. In some

I

states; rnatural gas utilities carmot b

1

& involved in the electric power

o



utility business, and vice versa. In the oil production industry, the
Oklahcoma Corporation Commission and the Texas Railrcad Commission
{urder powers granted in the 1335 Interstate Compact to Corserve 0il
and Gas) have been controlling the praductioﬂ of those Peéources in
their Jurisdictions for decades (see Mead 1973: 209-211). The
intention fram the outset df such efforts was to limit the amount of
praduction and thereby maintain price levels in a market that woulid
octherwise be too large. Still ancther regulated sector susceptible to
state market size contrel is the banking industry. In Illivncis, for
instance, -bark branches were prohibited for many years, and only
recerntly have those market size restrictions been liberalized erncugh
to permit some branches and electronic funds transfer leocations. At
the other extreme are states like Scuth Dakcta and Rlaska that have
loosened their banking repulations considerably, thus allowing local
barnkers access inta insurance; real estate, securities, and cther
related fimancial services markets that were previously closed to
them.

Dutside of these traditionally regulated areas, however; state
officials can do relatively little of a formal nature to deal with
irndustrial market size for the business community. What they can co
is pravide help in pramoting the efforts of local irdustries to

improve and wider markets. For example; it is not uncommon to read of
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coverrors heacding state trace cdelegaticns to Japan, ithe Zzosle
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markets. In additicn, they can help lobby for protveci:iv
policies relevant to major locxl busivesses. State officiale 7+

found side-by-side with industry renresentatives in Washingtorn



labbying Cownoress,; the White Hduse,'cr bodies such-és the
International Trade Coammission on behalf of scome favorable treatment
for home grown producticr.

Along similar lines, all fifty states have established state
programs to help inecrease the exportation of their industrial and Farm
praducticon (Industrial ngg&éggggg 1983: 9). Subsidies for and
cocperation with important industrial asscciations are also common.
Irn—kind support is-evern more typical: most states provide assistanrnce
for private compaﬂiés bidding on federal procurement contracts. In
scme staﬁes, tax crédits are offered to users of specified state
products. .In Florida, for example, & credit is applied to aleccholic
beverages produced from desipnated agricultural products grown iv fThat
state. In Ternnesses, tax credits are granted for using any products
of that state’s scil. Similar product-specific policies are found in
'Qrkansas, Hawaii, and Louisiana (see Industrial Develapmerit 1983: 8,
13)

The bottom line, however, is that in the context of regional,

national, amnd internatiomal econcomies, the ability of individual

states to influence the market size of major businesses is riegligible.



V. MARKET STRUCTURE

The degree of competition in a specific market can alsc be a
salient factor in the decisions of firms and industries. The exact
pasition a business assumes on market competitiveress and structure is
variable. The steel and autcmobile manufacturing industries; for
example, might like to see léss competition from steel ard auts
imports. For them, there is too much competition and the market
structure rneeds to be more closed arnd market entry a bit tighter.
Industries which faced steep increases in fuel cests during the evercy
crises of the 1972s and 1980s often argued that there was too much
corcentration of market power and not encugh competition in the fuels
industry. Obvicusly, goverrments that are willing and able to deal
with market structure will have scome leverage in the industrial pclicy
arera when such issues arise and becowe important to businesses. |

For states, market structure offers a limited scurce of
influernce. Agair,, as with market size, the two key constraints seem
to be lack of corntrol cver the market and the preemptive capabilities
of the federal goverrment. Try as they might, there is nothing of a
direct nature the State of Michigar can do ta alter the structure of
theAmarket for automobiles. In such cases; the states can offer legal
and political support to the industry. Palitically, they can promcte
the purchase of state products and join industry asscciations in
lobbying for federal policies that will berefit lcecal firms. Lesally,
states may Join in or oppose antitrust lawsuits relevant to an
industry. Such support -— o the expzctation of it (which is »r levant
to the business climate) —— can have considerable impact on certain
corporate decisiovi—makers.

There are instances when mnore direct influernce is possible,



particularly if the industvry in guestion relies heavily on intrastate
business or campetition. Under current federal policies and court
decisions, state activity is itself exempt from antitrust laws. This
cpens a number of possibilities to impact market structure, for it
provides the state’s private sector with a mearns for controlling
market competition. Thus, states carn create franchises, pr;tect
moncpalies, fix product or service prices, or do any number of thirngs
that can stifle or ernhance market competition among an industry’s
members located within a state's borders. Only two requiremerits must
be met: first, the purpose of such actioris must be "clearly
articulated and affirmatively expressed as state policy"; and second,
"the policy must be *actively supervised? by the State itself" [see

s simis e masos a o e - o oo e e L P PP P )

- Dealers Bsscciaticn ve. Mideal Rluminum, Inc., 443 US 37 (138@) 1.
Or the surface, the éﬂtitrustbexemptiOW of state activity seewms a
potentially powerful industrial policy tocl., However, its
applicability to major industries is very limited. It has beern used
to influence the market structure of intrastate truckivg, wholesale
liguor distribution;, public utilities, and cthey localized, irntrastate
busiviesses. It will rnot prove very useful for attracting investments
and commitments from larger corporations which would find little or wio
advantage in dominating a local market. Similar limitations
characterize still %hother nowerful state palicy tooi -— licersure. A
state's ability to structure prof955§0ﬂa1 ard ather occcupaticonal
markets is well kﬂDWﬂ; but it is unlikely that licensﬁre or related
mechanisms (e.g., irntrastate franchises) can orove attractive to

\
. . l. . . .
businesses dealing iv wational and intermaticnal markets.

|
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Vi. MARKET RESQURCES

Land, labor, and capital, as every student of basic econaomics
krnows, are the essential irgredients for participation in the
marketslace. It is the scarcity of those resources that underlies the
dyrniamism of an econamic system. That scarcity alsc provides state
povernnents with their greatést apportunities and leverage in the area
of industrial policy.

Whether proviced dirvectly tﬁraugh subsidies or other forms of
state assistarnce, or indirectly through tax exemptions and credits,
states have found the maninulation of market rescurces an extremely
feasible éﬂd frequerntly effective means for maintaining, promoting,
and attracting industries to their resnective areas. The policy tocls
inveolved are usually lirked to the state's own tax system or a pacl of
furds specifically desigrated for use in helping communities pursue
"industrial developmert. In other words, market rescource strategies
are, for the most part, corntrcllable by state palicymakers. There are
varicus federal tax laws arnd securities regulations that form the
foundatiaon and parameters for state rescurce-based efforts, but there
remainse a significant rnumber of aptions within those federal
constraints. That fact and the perception that busirness decisiorn—.
makers will respond to rescurce subsidy offers have made this the maost
often used leverage point in the state industrial policy arena.

Thus the recent explosion of programs using market resource
stratecies should come as rno sursrise. As indiceted in Table 1, the
number of states using selected programs and appraaches based on
market rescurce strategies has more tharn doubled in almost every case

betweer 1266 and 1983.
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TABLE 1

PROGRAMS OF INCENTIVES
AND FINANCIAL ASSISTANCE

FOR INDUSTRY NUMBER 0OF STATES WITH PROGRANMG:
1966 1963

State leocans for building construction i1 26
State lcans for eguipment and machinery a8 24
State finmancing aid for existing

plart exparsions _ 14 31
Corporate income tax exempticons 11 23
Personal income tax exemptions . 18 =
Excise tax exemptions & ie
Tax exemptions cor moratorium on

land, capital improvement i1 33
Tax exemptions or moratorium on

equipment, machinery 135 34
Tax exemptions on manufacturers?

inventaories ) i9 44
Sales/use tax exemptions an riew

eguipment i6 38
Tax exemptions on raw materials

use in manufacturing 32 47
Tax exemptions to encourage

research and developmert 3 i2
Socurce: 1st anmd 17th frrual Reports onm "The Fifty Lezislative

oo ! S .
Climates, " in 13&6 ﬁﬁd 1983 issues of Indusirial Develcoment, a
publication of Ccﬂw§y Publications, Inc.



Rescurces can arnd have alsco beern used to offset the regative
effects of regulatory policy. For example, states have few cptions
whern it comes to ervircorment regulaticon; they must adopt, comply with,
and enforce federally set standards (Dubrnick and Gitelson 1982) that
may have a rnezative impact on a state’s industrial policy efforts. Rs
a consequernce, moest states have established rescurce-based incentive
programs to counteract those effects. All states except Georgia and
Washington have proaorams to help finarnce the purchase and installation
of pollution control facilities; two thirds of the states allaw
accelerated depreciation on pellution control equipment; tax
exemptﬁaﬂs'far such eguipment is fourd in a majority of states, and
éome ever permit tax credits against a state’s corporate income tax

{(Industrial Develcpment 1983: 12).

PR AP PP e T T

There is an irony to all this, for as these rescurce-based
‘pragramns proliferate, their unigueness and utility to states as
attractions to irdustries detericrates. There remains a handful of
states that have not yet joired the ruéh to what one ecritic has termed
"nublic entreprereurship” {(Goodman 1973), and these gererally show up
on the lower end of busiress climate ratings. But as the economic
crises of the early 198%s contirues, there are certain to be evern more
states offering busirnesses larger and more lucrative incentive
packages based on direct fivancial assistarnce and tax exemptiors o
attract attention ard investment dollars. In the end, howsver, such
packages will offset each other and businesses will eéther cee ittle
ér ro advantace to investing in any narticular Jurisdiction, or they
will be able to use thé situstion to gernerate evern more resource
concessions or other farms of supnort from campeting states.

Irn a related scenario, as vnational and local economies recover,



srotests apainst the "niveaways" of market rescurce—based programns
might increase and Qe are likely to witness efforts to eliminate or
effectively offset ﬁha impact of thaose programs through lower support
/ .
or increased taxes éﬁ busimess. That possibility may be an important
consideration amaﬂgfrelevaﬁt'busiﬂess decisior—makers, and states may
take steps to cournter that imapge by increasimg the rescurces pravided
"up Frovt” or by cther steps that would make industrial development .
program reductions more difficult in the future (e.g., committing to
iong term loan obliéatimﬂsg building tax exemptions into the statels
constitut ion, ete.};

QEVOf nowy the state industrial policy arena is pwedamiﬁ§ﬁtly'
rescnrce—based. Dtﬁar strategiss take a secondary role. However, the
Future effeétiveness of market rescurce pragrams is by no means clear.
. We are therefare ligely to see a greater diversity ivw state program

strategies. |




VII. MARKET RISKS/LIARILITIES

An oper and urnencumbered marketplace is supposed to reward those
wha succeed in epite of exposing themselves to the market!s many
risks. If it were passible to reduce those risks or the acfual and
potertial costs asscriated with themy; a busirness is likely to seek the
acdvantape gairned therefram. Baverrmerts able to manipulate the risks
ard liabilities of doing business canm use these capabilities as a key
levergge point for influencing busivess decisions.

As iv other areas, the federal goverrnment has some advarntage
here, but its potential control is nowhere near complete. In scme
instarces, federal policies can be comolemented by state policies.

Far example, federal patent laws sunpasedly promote ivnvovation and
invention by offering legal protections for the patent holder to
isalate a product from some of the risks of competition. While states
carmot interfere with federal patents,; they can erhance their value
through laws protecting trade secrets.

In other cases, the states might do a great deal more tharn the
federal goverrment. Loan guarantees provide an example. While used
only recerntly and sparingly at the federal level to aid industries
{(e.n., Lockheed and Chrysler), such guarantees are increasingly common
at the state level where they function both to reduce risks associated
with corporate investments ancd indirectly to ircrease busirvies
resources thrcuch lower interest rates on lcans.

In the area of liabilities, the feceral goverrmen:t nas &fain us2ac
its power sparirgly, usually to meet some specific rneed. T
Price-Arcersan Act, for example; "provided poverrnment indemnity o
back up private companies insuring nucliear reactors" (Davis 1382:

217), thereby effectively limiting the liabilities of fhcose



busivesses. The pharmaceutical industry received an exempticn from
all liabilities for their oroductiom of swine—flu vaccirves in 1976
(see Silverstein 1981: chapters 35-12).

At the state level, there are rarely any industry specific
liability programs.  Instead, time limits cn all liabilities is more
common. For examble, in most states there is & statute of limitations
af 4 years on simple breach of warranty, and 6 to 12 years on
rnegligence and strict liability cases (Lusk, et al. 1982: 722-722).
Where there are industry specific policies, they are usﬁally limitec
to those busirnesses which are traditionally regulated by the state and
typically invalve little more tharm limiting financial liabilities for
named products services.

In fact, except for various lcan guarantee proprams, states have
not found much use for the risk/liabilities leverage peints in their
industrial develcoment poiiciea. Most legislation in these areas are
generél in nature as well as application and carmct be easily targeted
to a particular firm's o irndustry’s reeds without raising & rumber of
legal and political issues. What a company might lock for, however,
is how well busiresses fare inm the implemertation and litigation
pfocesses irvalving product liabilities, etc.. Here again, however,
we are discussing business climate as much as market risk/liabilities

as a leverace paint.




VIII. MARKET BEHAVIOR/BEHAVIORAL NDR%S

The direct regulation of busiress behavior has rot been popular
in recent yeérs. The curvrent converntiornal wisdom is that'government
interference in the day-to-day coerations of business is
"unreasonable,” is having & recative and castly impact on the
ecaricmy, and cawn only be couﬁtevacted fhraugh systematic cderepuiation:
{e.n.,; see Bardach and Kagawn 19823 Weidenbaum 198@). While most of
the deregulation rhetoric has been aimed at federal. programs, states
have rnat been immure (see HBabbit 1982). In the midst of that debate,
however, mawy have lost sight of the potential usefulress of sitratepic
regulatioﬁ as well as deregulation for state level indusirial
policies., In the competiticon for industrial development, states can
and have used deregulation ang regulatory contrals to ernhance their
efforts. The most common paths has been through formal deregulation
"and the lax enforcement of existing regulations (Rowland and Marsz
1282). Thus, in competing for irdustries, states tend to participate
in what Cary terms a regulatory "rush ta the bottom" (cited in Noam
198a: 2a3).

This has been especially true for the economic regulation of
those industries which are regulated primarily at the state level.
For example, campetition to attract or retaiv life insurance firms in
specific states has created a situation where that irdustry faces few
if any sigrnificant restrictions. Being a white callar,
enviranmentally clean, hichly modile, financiaily iucrative incusiry,
iife irnsurance entewpﬁises have a variety of locational coptionms to
select from, and it is clear that they will lock to the "lowest
bidder” (in regulatory tewvms) (Orven 1974: chapter II).

This gerneralization is riot so simply anplied when it comes



envirormental and social regulations. Particularly when dealing with
"dirty," relatively immobile busiresses (i.e., with irvestments in
larce factories and fixed eguipmenrt), such anticorporate regulations
may rct become lessvdemandiﬁg o less stringerntly enforced. The
cdetermining factor would seem to be the strength of ernduring éupport
for the regulaticns, the relative importarce of the industry in
cuesticn to the state’s ecanomic,eonditiﬁns, arnd the saliernce of
ecavnicmic policy issges (Williams, 1983: 3£3-369). Where the sunport
is weaky; the iﬂdustﬁy is importéﬂt, and economic conditicons are
cdetericrated; the "rush to the bottom” is likely.

However, there are alsc situations when stricter regulations arnd
regulatory enforcement may provide advantanges to a firm or indusiry
that a state is sesking to retain or attract. In this case we may
witrness a "rush to the top" (Neam 1980: 2835-204). For instancey the
state repulation of labor umions is likely to inmcrease as industrial
policy becomes mowe‘important. There are, of course; "Right to Work"”
states in which efféctive urnion organizing is gquite difficult. 1In
states lacking that statutory status, strict requirements for
establishing urniorn shops are increasingly common (€.g.s Colarado
requires 79% of voting employees to vete yes for union shop

desicnation; see Goodman 1373: 368). Other Fforms of regulation that

ght prove periphernally invitin
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recent legal and legislative actiors to elimivate them or reduce their
impact (Rahbitt 1382).

The major point ta be stressed here is that regulatory tcoals
applied to influe&ce marketolace behavior canm be and have been usec as
part of overall strategies for ivndustrial ncolicies in the states. ARs
with tne other leverage paiﬁ%s giscussed in this paper, the value of
regulation im this regard has its limitatioms. For the regulation of
behav;or to succeed as a part of a state’s industrial palicy program,
it must be desigred withinm the paraweters of state authority to
repulate and implemernted witgiﬂ the context of appropriate palitical,
ecorncmic and sccial cornditions, i.e. the "ripht" bgsiness climate.
Since some of these conditions are ambigucus, contradictory, or
variable over short time pericds, the utility of regulatory and
related behaviacral strategies is likely fo be short lived and marginal
in most states,; but important to the efforts of some jurisdictions.

For example, anti-union regulatiorns might be feasible and have
long term effects in many sauthern states, but they are highly
unilikely to appear in & place like Michigan cdespite detericrating
econcmic concditions. In a state like Colorado where unionism has deep
rocts in many ccmmunities, anti-union laws are praobably temporary
phencrena that might not corntirue after a shift in the make up of the
legislature. The same variadility holds true for envirornmerial anc
social regulations. Efforts to dersgulate as a part of a gereral
incustrial policy sirategy will sucecsed easily in some juriscictions,
be impossible in others, and temporary in still others. Neveri-eless,
repgulation and the ability ta interverne in market behavicr or
behaviaral rorms vemains a potential weanonm in the states? industrialh

npclicy arsenal.



IX. CONCLUSIONS

In this paper, we have briefly examired the existence of and
noctential for industrial policies of Rmericarn states by considering
six strategic marketplace leverace points through which goverrments
cav act. This approach can facilitate the description, explanatiorn,
ard assessment of current stéte ircdustrial develaoment efforts and
related policies. In additiorn, the application of the framewark tends
to raise a number of iﬂteresting>questions. Orne wonders, for
instance, if state jﬂdustrial palicies are the product of am explicit
effort to develap relevant programs, o wheither they are merely the
result of fepackaging armd rationalizing a variety of old programs.
What are the similarities and differerces among state industrial
policies? fAre there ragional, demogranhic, sccial, econcomic; or
political patterns in these similarities and differences? What are
"the direct and indirect imnlications of industrial policies? What are
the implicaticns of relying primarily upon market rescurce stratecies?
These arnd similar cuestions call for further examihation; bath at the
comparative and individual case level.

Until we have scme arnswers to these and related cuestions, it
will be cifficult to respond to the oroblem raised at the cutset of
this paper: what are the implications of havirng one rather than 5@
incdusirial policy programs in the Uriited States? As has been
indicatec, the pros and cons of a naticnal irvdustrial nalicy are .being
cilearly articulated amcrnz scholars, in the press, at the highest
ievels af ocur wnatiornal covervment. it is a cedate that tencs to
ighore the existerca of relevant state policies. That cdebate must be

complemented by cdiscussions focused on activities at the state ievel.
|

This mears that the debate cver industrial policy must be expanded to



inciude issues surrounding the rapidly increasing competition among
state coverrments to retain their-prasent industrial base and/cr to
attract new investors and jobs to their area.

Repardless of what the future holds for a natiornal industrial
policy, the present situation is one in which states have becomes
competitors for industries, particularly in the market rescurce arerna.
Although this development has both its advocates and detractors, the
cantraversies surrounding it have beern relatively invisible. For the
advocates, when considered fraom & national perspective,.this
competition amonp the states creates an overall busiviess climate that
will stimulate economic activity without imposing the regative costé
asscciated with a more centralized industrial policy program. "I[Tihe
fragmentation of goverrment jurisdiction is beneficial," argues Tom
Bethell, "because pecple always terd to seek out the jurisdiction
having the lowest level of taxatiorn and regulatior. . . .

[Gloverrmert thus compete with orne arncther, biddirng for residents
(taxpayers). The lowest bidder, in a sense, sets the marginal price
for goverrment in all other jurisdictions” (Bethell 1981: 13). For
critics, the competition represents a form of "legal bribery"” that in
the leng rurn threatens job security, leocal environments, public sector
solvency, and the national economy itself (see Goodman 1973: 7-8).
Ornly by jgoining or relating to this debate will the current
ciscussians surroﬁndihg a national ircdustrial nolicy become

meaningful,

¢
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