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INTERGOVERNMENTAL STRATEGIES FOR
NATIONAL INDUSTRIAL POLICY

A. Introduction

Prior to 1984, proposals for a U.S. national industrial policy
seemed destined to be a central issue in the upcoming presidential
election. However, because of a strong economic recovery in 1983-84
and Walter Mondale's reluctance to emphasize that issue in his
presidential campaign, industrial policy was pushed to the political
agenda’'s periphery where it still lingers today.1 Nevertheless,
despite the present lack of presidential support, the concept of an
American national industrial policy remains a credible one for many
political leaders, and its advocates remain active and influential as
major economic policy advisors to presidential hopefuls.

In a recently published critique of major industrial policy
proposals, the present authors pointed to a blatant disregard for the
possible role of states and other subnafﬁonal jurisdictions in such
national efforts. Many of the examined proposals were indifferent to
potential contributions by subnational governments, and several were
even based on policies that would override or preempt current state
and local programs in the areas of economic development and social
welfare policy. We predicted that such indifference and hostility to
subnational involvement would prove to be constitutionally
questionable and politically unwise.2 oOthers have remarked, albeit
from different perspectives, on the same point as the role of states
and localities has started to reqeive greater attention from both
scholars and political advocates of an American industrial policy.3

The primary purpose of this paper is to outline alternative

strategies for a national industrial policy based on the assumption
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that subnational jurisdictions, particularly states, can and must be
actively involved in the effort. A range of intergovernmental
approaches is available to those who seek the adoption of an explicit
industrial policy for the U.S.. At one end of that range are
intergovernmen;al strategies that promote national economic
development through interjurisdictional competition, unencumbered by
federal intervention; at the other end are those strategies that
assign to Washington a central role in determining the specific form
and direction of subnational involvement in a national industrial
policy. Included within this range are strategies that offer some mix
of autonomy and direction for subnational governmental units.

For present purposes we will assume that there exists a consensus
among national policymakers regarding the need for some form of
national industrial pol1cy.4 Given that consensus, several
preliminary yet crucial questions must be answered before discussing
the range of intergovernmental strategic alternatives. First, is
subnational involvement in this arena justifiable on economic as well
as political and constitutional grounds? Second, do subnational
jurisdictions have the policy tools and programatic (e.g. planning and
coordination) capabilities that can prove effective in the achievement
of national industrial policy objectives? And finally, does the
federal government have the necessary constitutional, legal, and
fiscal leverage over subnational governments to take full advantage of
their potential contributions to a national industrial policy?

B. The Economic Strategy Justification

As noted, our recently published examination of national

industrial policy proposals stressed the constitutional and political

rationales for involving states and localities in any national
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program. While those factors alone might justify subnational
government involvement in an industrial policy program, there are also
valid economic reasons for that participation.

The economic case for intergovernmental strategies is based on
the three major economic purposes most often mentioned as
justifications for industrial policy: (1) the need to enhance
America's competitive position in international markets; (2) the
complementary need to facilitate adaptive changes in domestic markets
toward new products, production techniques, and growth industries; and
(3) the need to improve the U.S. economy's capacity to absorb the
distress and dislocations caused by economic change. Different
industrial policy advocates tend to emphasize at least one of these
three general objectives; taken together, however, those objectives
constitute a set of interrelated goals which any comprehensive
industrial policy strategy should addreéé.

(1) Enhancing America's competitiveness:

If there is a central theme in most discussions regarding
industrial policy, it is the growing awareness among Americans that
the United States has lost its "competitive edge" in world markets.
The evidence of this is so clear and well known that there is little
need to restate it in detail. Our trade deficit in manufacturing
goods has greatly exceeded $30 billion per year, and our volume and
value shares of world trade in that area have declined precipitously
for nearly two decades. 1In the qeantime there has been a steady
increase in the volume and value of imported goods, particularly of
products that compete with those of key sectors of the U.S. domestic

economy (e.g., automobiles, steel).®



I1f one advocates the need for the U.S. to regain and maintain its
competitive (if not dominant) position in the international economic
arena, a relevant intergovernmental strategy would focus on how states
and localities can directlz6 contribute to the improvement of American
world trade. Until the late 1970s it would have been difficult to
argue that subnational governments could play such a role. However,
in recent years states and localities have become increasingly
involved in international affairs, especially in economic
relationships with foreign jurisdictions at all levels.’

Much of this subnational involvement developed in response to the
changing international economic environment of the 1970s. As John M.
Kline observed,

International economic forces had penetrated to a level where

state-government interests were affected and where states possess

significant authority over legal or regulatory matters such as
corporate chartering, land use, insurance and banking, the
environment, government purchases, .labor relations, civil rights,

and police powers. Global interdependence thus provided both a

motivation and method for state-government_actors to become

involved in international economic issues.S8
Local officials have been just as aggressive as their state
counterparts in pursuing international options in their efforts to
revive or stimulate economic activity in their areas. For example,
the recent announcement by Toyota Motors that it would build a plant
in the American Midwest stimulated as much activity in some cities as
did the GM Saturn plant competition several months earlier. This
increasing sensitivity to international conditions and opportunities
among state and local officials bodes well for developing an
intergovernmental strategy for a national industrial policy.

(2) Improving the "fluidity" of domestic markets:

Many advocates of industrial policy (and, for that matter, many



opponents) regard the decline of U.S. competitiveness in world markets
as symptomatic of a much deeper problem in the American economy -- its
lack of "fluidity." Many of America's economic problems can be traced
to the inability of domestic resource markets -- particularly the
human and capi;al resource markets -- to adapt both quickly and cost-
effectively to new technological and world market developments.

Some analysts blame government for this lack of adaptability,
while others focus their attention on labor or management.9
Regardless of the perceived cause, many analysts consider a well
designed and effectively targeted industrial policy to be a possible
remedy. For those individuals, industrial policy is that collection
of government programs intended to increase the responsiveness of
America's productive resources to changing economic conditions.

States and localities can play a significant role in such a
policy. Current competition among subngti;nal jurisdictions in the
area of economic development has reached such extremes that the
results have been regarded as scandalous if not absurd.l0 The key
questions seem to be (a) whether this competition is effective -- that
is, whether it enhances the fluidity of domestic resource markets --
and (b) whether that competitiveness can be harnessed on behalf of
national industrial policy objectives.

On the first issue, current research is inconclusive. The
competition among subnational jurisdictions is based on a combination
of policies that are packaged as economic development programs
intended to attract new businessés or to convince current ones that
they should remain and/or expand locally. Those programs often

include: (1) a variety of tax incentives, with particular emphasis on

relief from taxes on business property; (2) expenditures on human




resource programs (e.g. education, job training), physical
infrastructure (e.g. highways), public services (e.g. fire and police
protection), and special amenities (e.g. recreation facilities and

cultural attractions); (3) requlatory policies which more often offer

relief from normal government restrictions on land use, environmental

pollution, the costs of labor and transportation, and other factors;1l

and (4) risk-sharing policies such as loans and loan guarantees as

well as investments in research and development efforts (primarily
through special expenditures in higher education).

Much of the initial research indicated that factors other than
these economic development policies influenced location decisions
within the business community. The literature on industrial siting
decisions, for example, indicated that such policies had a marginal
impact at best.12 1n contrast, general demographic trends (toward
suburbia and now exurbia, as well as to&ard the sunbelt) were found to
be extremely important, as were various interregional and
international patterns in markets for critical resources such as
energy and other raw materials.l3

More recent research, however, indicates relatively positive
associations between subnational economic development policies and a
variety of business investment indicators. For example, there is now
evidence that state and local taxes do make a difference to specific

14 1,

sectors of the American economy, particularly "high-tech" firms.
some preliminary analyses, Susan.Hansen found that state industrial
policies, when examined in regional contexts, do seem to have some
(albeit mixed) impacts on economic development.15 In addition, recent

research by Richard Feiock (presented at this panel session) provides



support for the argument that local development policies might make a
difference in business investment decisions.

Regarding the second issue on the feasibility of harnessing
subnational competition, it seems patently clear that competition
among the fifty states and thousands of localities provides a unique
opportunity for Washington to create a marketplace for human and
capital resources that will keep the domestic economy "fluid."16 1t
is often forgotten that open markets are not anarchies, but stages on
which economic actors play out their roles through interactions
structured around social and legal rules of conduct. As argued below,
using such a perspective as a starting point, it is possible to have
federal policies designed to develop and promote relevant resource
markets that can stimulate investments in the human and capital needs
of the American economy.

(3) Improving the absorptive capacity oﬁ,tﬁé American economy:

An interesting feature of the industrial policy debate is the
division it has created among its advocates on the left. While the
dissension of Charles L. Schultze and other major liberal economists
has become well-known,17 a more important but less touted split has
occurred between those who advocate industrial policy as an economic
stimulant to generate new investment and those who would emphasize the
need for relief from economic distress in areas where private sector
decisions have caused the most damage. The former group is primarily
concerned with increasing the fluidity of the American domestic market
as well as increasing U.S. competitiveness in world markets;l8 the
latter group wants to concentrate on improving the capacity of the
American economy to absorb the distress and dislocations caused by

major economic changes.



As the principal spokespersons for the "absorptive capacity
group," Barry Bluestone and Bennett Harrison have described what they
perceive as the central issues in the industrial policy debate: "How
do we build a stable, humane, equitable community and still have
economic growth? And how can we go about the business of constructing
a productive economy which produces livelihoods without destroying
lives?"19 A central characteristic of the American economic system is
the autonomy and power it provides "for corporate management,
guaranteeing freedom from outside interference and particularly from
government intervention. . . ."20  That corporate power includes the
unencumbered ability of managers to make major economic decisions for
their respective companies -- decisions which are often made with an
indifferent attitude toward their possible adverse impacts on the
national economy in general and local econemies in particular. Entire
communities are, and will continue to béﬂ affected economically and
socially by these decisions, and certain communities with strong ties
to adversely influenced industries (e.g., Youngstown and Detroit) face
the greatest problems.

Because of these circumstances, Bluestone and Harrison argue that
the national government should develop an industrial policy with the
primary purpose of preventing and/or alleviating those problems of
dislocation resulting from economic change.21 Such a policy (termed
"democratic socialist" by Bluestone and Harrison) might include:
plant-closing legislation to protect workers and local communities;
social legislation to guarantee a true minimum social wage; tax
reforms to make the revenue system truly progressive; national

economic planning, with an emphasis on dealing with the restructuring



of the economy; and greater worker participation in corporate
decisions, perhaps involving the opportunity for worker ownership.
More traditional versions of this approach include greater federal
government emphasis on job training, community redevelopment, and
related policies that would help the nation get through economic
transformations with as few disruptions as possible.

What role can states and localities play in this effort to
enhance the absorptive capacity of the American economy? Supporters
of this approach advocate a national planning effort in which the
governments of states and local communities fully participate in the
decision-making process. Gar Alperovitz and Jeff Faux justify this
involvement on pragmatic grounds, viewing state and local governments
as effective "horizontal mediating” institutions which represent the
interests of diverse constituencies.?2 Such mediation makes good
economic sense since the impacts of plantAélosings or other forms of
economic distress on the economic health of states and communities
calls for the kind of integrative leadership that subnational

government officials can provide.23

% % %

Is state and local involvement in a national industrial policy
justifiable on purely economic grounds? This brief survey does not
allow us to draw any firm conclusions other than to note that
subnational involvement can certainly be rationalized on economic
grounds. Whether discussing the improvement of the U.S. position in
world trade, the fluidity of domestic markets, or the absorptive
capacity of the national economy, it can be argued that subnational
governments can have a major impact on industrial development. This

conclusions leads us to ask whether those governments have the



necessary policy tools and programatic capabilities (i.e., the
abilities to plan and coordinate) that can prove effective in
accomplishing the goals of a national industrial policy.
C. Appropriate Tools and Programatic Capabilities

Industrial policy, by most definitions, is based on the use of
microeconomic policy tools instead of on the macroeconomic tools so
often associated with traditional economic policy at the federal
level.?? To varying degrees, all states and most major localities
have been using microeconomic tools since at least the early 19th
century.25 Today they continue to do so by offering industries tax
inéentive programs, research and development programs, training for
the "hard-core" unemployed, programs to increase the export of
selected industrial products, programs that provide feasibility
studies to attract new industries, various-industrial revenue bond
financing programs, pollution control iﬂcentives, and other forms of
assistance.?26

State legislatures appropriate large sums of money to encourage
the relocation and expansion of industries. Every state has
authorized one to several divisions or freestanding agencies to assume
those responsibilities. All states have some type of promotional or
assistance programs to attract industries. For example, in Kansas
the FY 1986 appropriations of $4.1 million from the State General Fund
to the Kansas Department of Economic Development include $1.03 million
for industrial development, $1.66 million for community and small
business development, $0.75 million for travel and tourism, more than
$52,000 for minority business funding, and $610,000 for high-tech

research grants.27 State economic development agencies generally
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provide informational, technical, financial and labor services to
businesses and industries, as well as assistance with industrial site
selection, planning, and technical services for local communities.28

Local governments have been no less active in their efforts to
make their communities more attractive to prospective and expanding
businesses. Besides substantial tax breaks, localities may offer the
use of publicly owned land, "incubator facilities," locally operated
job training programs, shared access to federal grant money (e.g.
UDAG), IRB loan guarantees, and many other instruments.29

In short, there is no lack of relevant policy tools for
subnational governments to use in conjunction with a national
industrial policy effort. In the past, the only limits on state and
local policy tools have been political, constitutional, or financial.
More troublesome, however, will be the lack of state and local
capabilities in the areas of program plgnﬁ;ng and coordination. An
intergovernmental national industrial policy will not only necessitate
a greater degree of national planning, but also greater economic
policy coordination by both state and local governments. The
historical record indicates that this will be no easy task.30

For example, state industrial policies occasionally embrace goals
that are contradictory. An example is the unitary tax which allows a
state to tax a corporation on the basis of its total international
profits. Whereas the adoption of this form of taxation might increase
state revenues, it has also prompted companies to leave those states
that have implemented it. Because of Florida's unitary tax, for
example, IBM put up for sale 2,000 acres it owned in northern

Florida.3! Meanwhile, states spend millions of taxpayer dollars in

the form of incentives and grants to lure companies like IBM or GM's
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newly formed Saturn Division to locate within their boundaries.

As another example, several state legislatures have displayed
reluctance to support not only "high-tech” university research, such
as engineering, computer sciences, and molecular biology, but also
less "fashionable™ research in the applied sciences. With adequate
funding, long-term research efforts could be encouraged, and faculty
members could be retained and not so easily enticed by higher salaries
to leave for the private sector. Although state funds are not always
appropriated in sufficient amounts to boost faculty salaries and
improve university working conditions that would help sustain long-
term scientific research, these funds are nonetheless often pumped
into high-technology ventures that would need to capitalize on
regional pools of long-term expertise and research.

In yet another example, states and lacal governments might offer
incentives such as IRB's or tax incentives to industries which depend
strongly on a viable infrastructure to market their goods. However,
these same units of government might also fail to provide sufficient
funding for roads and other public services that are essential to the
successful operation of those industries. Almost everything a state
or local unit of government does can influence business decisions.
However, because of a lack of articulated goals and complementary
strategies, their strategies may fail to improve a region's economic
base.

A major problem in subnational jurisdictions that hinders
planning is that there is no consensus on what constitutes an
effective use of state and local revenues to assist new and expanding

industries, any more than there is a consensus on what constitutes an
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effective use of funds for the execution of a national industrial
policy. As the currently raging debate on national industrial policy
suggests, there is not even a consensus on the goals that such a
policy should espouse, or whether there should be a national policy in
the first place. On the subnational level, industrial policies could
be said to exist but, like those on the federal level, they are
largely de facto and not used in a coherent and planned manner.

Although many states have published state plans for high-
technological development, these plans constitute a single facet of
what a comprehensive economic development program could or should
conceivably contain. 1Issues that might be addressed in an integrated
state-level industrial policy would include: (1) strategies for
assisting "smokestack" industries to expand, diversify, or modernize
their operations; (2) comprehensive assessments of the state's work
force for light industries, warehouses gndé&istribution operations,
and agricultural technologies; and (3) feasibility studies on how to
use existing firms as an ongoing source for exports. Extant state and
local efforts, whether consciously conceived or de facto, could easily
be criticized for being merely a pastiche of strategies; but even more
significant is the criticism that there is no evidence that the
package of specific benefits a particular plan makes available to
"industries and businesses can conclusively affect or influence siting
or expansion decisions. This means that taxpayers' money is often
wasted.

All this is not meant to imply that state and local programatic
capabilities cannot be improved. Our knowledge about industrial
siting and business decision making has been increasing. For

instance, it is now widely acknowledged that incentives should not be
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recommended across the board for all industries, since needs can vary
significantly among industrial concerns. In particular, low-tech
manufacturing industries seem to have different needs from high-tech
industries. States must be cognizant of those differences when
formulating incentive programs. According to Robert M. Ady, Executive
Vice President of Faustus Company, companies choose locations on the
basis of both cost and non-cost factors. On the one hand, for low-
tech manufacturing plants, costs affected by location could be roughly
apportioned as follows: labor-55%, transportation-40%, electric
power-2%, occupancy-2%, and taxes-1%. On the other hand, cost factors
for high-tech firms might be apportioned in an entirely different
manner: labor-70%, transportation-15%, electric power-2%, occupancy-
5%, and taxes-8%.32 as Ady notes, the data suggest that high-tech
firms are much more sensitive than manufacturing plants to labor cost
and tax cost variations.33 It would aﬁﬁear that transportation for
manufacturing plants is critical because of the necessity of linking
the production source to the market. High-~-tech firms, by contrast,
are far less dependent on transportation but are more vulnerable to
tax variations because they tend to be smaller, newer firms, less
dependent on bulk production.34

On the low-tech side, states have been active for many years in
providing generous incentives to attract large manufacturing concerns.
Recent examples include GM's decision to construct the $6.5 billion
Saturn Division plant in Spring Hill, Tennessee. Five years ago
Nissan decided to locate a truck assembly plant in Smyrna, Tennessee.
Now valued at $745 million, the Smyrna plant employs 3,000 on two

shifts. The State of Tennessee and Rutherford County had offered
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Nissan over $40 million for capital improvements and $7.3 million for
training functions, besides a property tax exemption for at least
seven years.35' In yet another example, the Commonwealth of
Pennsylvania, as part of its enticement for Volkswagen to locate a
plant in New Stanton, provided Volkswagen with roads and railroad
tracks valued at $30 million, $6 million in loans, and another $40
million loan arranged with the Pennsylvania Industrial Development
Authority. Pennsylvania also purchased for $28 million the shell of
an existing Chrysler plant and leased it to the company which, in
turn, transformed the plant's interior.36 Other examples of such
inducement strategies include Ohio's investment of $3.2 million iﬁ
drainage improvements, $700,000 in job training funds, and $7 million
to improve state highways to assist Timken Company's expansion; South
Carolina's investment of $2.7 million to lay water and sewer lines to
improve roads to assist two new plants,“(d;e of which was Japan's Sony
Corporation); and Portland, Oregon's incentive program designed to
attract the Wacker Siltronic Corporation from West Germany.
Portland's melee of incentives included a low interest bond to
purchase property for the plant; funding for the construction of roads
and the upgrading of utility services at the plant; CETA training
grants which were used to train unemployed local residents from low-
income affirmative action groups; and a pledge to establish a state-
university graduate engineering program in the Portland area to train
corporate engineers. 37

But it is in efforts to attract high-technology firms that most
states have demonstrated their abilities to invest in programatic
resources. In 1983, fifteen states established agencies designed

solely to attract high-tech industrial investments.38 Many states
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have also resorted to picking "winners™ and "losers" for the receipt
of certain grants. To assist new, technologically—oriented
enterprises, tlie states of Connecticut, Massachusetts, Indiana,
Michigan, New Mexico, and New York provide direct venture capital to
support enterprises in their initial stages of development. The
Massachusetts Technology Development Corporation was founded in 1979
and allotted $2.1 million for eleven projects in 1983.39 The
Connecticut Product Corporation provides venture capital to existing
companies for new products, including some low-tech products. Its
return from royalty payments averages 5 percent of product sales.
Since 1973 its investments have totaled $11 million dollars in
products and its receipt in royalties, $1.4 million,40 Pennsylvania's
Ben Franklin Partnership was founded by the state in 1982 as a
consortium of universities, companies, industrial associations, labor
groups, and venture capital organizatioﬁs to conduct joint research
projects, training projects, and to create marketable products and
jobs. Total obligations by state and private sector sources for all
projects funded under the auspices of this program in 1983-1984 were
$38 million.%l

States have also appropriated funds for university-based research
and development. Stanford's involvement with high-tech in the Silicon
Valley, Harvard's and MIT's involvement with Route 128, and North
Carolina's with the Research Triangle Park are famous examples of this
phenomenon. Less known, perhaps{ is Arizona's legislative
appropriation of $50 million to support a microelectronics and
engineering center at Arizona State University -- funding that was

matched by grants from a group of companies composed of Motorola,
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Sperry, and Garrett.%2 states have also appropriated funds for
training people to fill positions in high-growth fields. The
Massachusetts Legislature appropriated $3 million for an initial
investment in the Bay State Skills Corporation, which was established
in July 1981 as a quasi-public corporation that would link private
companies with potential employees. The Corporation matches state
funds with private corporate funding to train employees.43

Perhaps the most ambitious endeavor to date to boost a state's
economy through a comprehensive programatic effort was Rhode Island's
"Greenhouse Compact.” The Compact was an agreement between
businesses, universities, government, and labor to strengthen existing
but languishing businesses in Rhode Island. It concentrated on the
development, expansion, and retention of established businesses rather
than on efforts to attract out-of-state businesses to Rhode Island.
And while the Compact effort bodes wellgfd; state planning in general,
its failure to gain voter support may be taken as a sign by other
states that economic development planning remains politically
vulnerable. A legislative bill on the "Greenhouse Compact" was
passed, but the plan was defeated overwhelmingly by voters on June
12, 1984.44

Recent research also indicates the need to vary development
strategies according to the size of business firms being solicited.
In his article "Targeting Economic Development: an Examination of the
Needs of Small Businesses,” John Seley argques that existing economic
development and incentive strategies fail to meet the needs of small
businesses in the most cost-effective manner. Citing a study done by
David Birch of MIT, Seley points out that small businesses tend to be

much more concerned with expansion than with relocation; less than
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0.2% of the firms relocate during any given year.45 Because
approximately two-thirds of all new jobs are in companies with twenty
or fewer employees, Seley concludes that prevailing forms of state
assistance to businesses are misdirected; they do not foster the
growth of existing smaller businesses and instead concentrate on a
smaller number of large, potentially mobile firms,46

However, Seley's observations, made in January 1981, may be
somewhat outdated. State assistance to small businesses, for example,
is becoming a "big business" proposition, replete with advocates and
critics. Approximately half the states now engage directly in venture
capital financing, and several states have eased regulatory and tax
burdens on small businesses and directed state agency purchases to
them. In addition, thirty state legislatures have established small
business committees.?? 1In 1983, four states provided direct grants to
small businesses totaling $5.4 million,"énd twenty-one states

obligated nearly $114.8 million to small businesses through loans.48

* %%

The question of whether subnational governments have the policy
tools and programatic capabilities to participate in an
intergovernmental national industrial policy must be answered in the
affirmative given the information we now have. The tools are
obviously there, and for some of the more innovative and
entrepreneurial states and localities the appropriate tools are likely
to be created if they do not alrgady exist.482 Programatic
capabilities are more problematic. Recent efforts by states indicate
that subnational governments may be more than competent to develop

comprehensive plans.49 What remains to be considered is whether the
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federal government has the capabilities to incorporate subnational
governments into a national industrial policy designed along
intergovernmental lines.

D. Federal Government Leverage

The ability of the federal government to obtain the cooperation
of states and localities in national policy efforts has been
demonstrated repeatedly for the past half century. The nature of the
U.S. federal system has evolved into one that at times seems to
operate in a much more unitary fashion than even the mildest advocates
the federalist concept would find acceptable. Federal-state
relationships have changed from a 19th century contentious formalism
in which legal preemption was the only means for Washington to deal
with state authority, to a post-World War II system of cooperation
based on the federal use of its vast fiscal resources. In the 1970s
the relationship developed into a more gom;etitive situation in which
Washington had to rely increasingly on mandates and across-the-board
regulations to generate "correct" state and local behavior.%? Even
under the Reagan Administration, perhaps the most pro-state/local
regime in decades, the national government has found it possible and
desirable to exercise its financial and regulatory clout to promote
national policies (e.g., to force changes in state liquor laws by
threatening to withhold highways funds).

All this intergovernmental activity, however, has not directly
involved the design or implementation of national economic policies.
National economic policy has been primarily macroeconomic and
therefore almost the exclusive province of Washington's
policymakers.51 Subnational economic development activities have

constantly been regarded as peripheral at best, a set of factors that
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could easily be ignored. Intergovernmental programs were perceived as
more appropriate for social, educational, and infrastructural
programs. These programs had some impact on the American economy, but
they were hardly regarded as part of the U.S.'s national economic
policy.

Thus, the challenge of establishing an intergovernmental national
industrial policy raises the question of whether past experiences and
current IGR mechanisms provide a sufficient basis for such a program.
This, in turn, begs the question of whether Wéshington has any real
leverage over states and localities in the area of economic
development. In short, is it feasible for the federal government to
"nationalize" subnational economic policies?

As John Shannon and Bruce McDowell point out, "there are still
many federal programs that contribute to economic development . . ."
from small business assistance to job t?aining grants and programs
that provide support for education and research.®? To a certain
extent these economically relevant categoric and block grant programs
can provide the federal government with some leverage in any effort to
nationalize state and local economic development policies. But to be
truly effective as a basis for generating subnational involvement,
these ongoing grant programs must be valued as much as the more highly
cherished "public works" grants (e.g., for highway maintenance, mass
transit systems) which have traditionally been used to get state and
local governments to cooperate iq noneconomic policy programs. While
the threat of losing CDBG or UDAG funding may stimulate state and
local officials to act according to Washington's wishes, it is

unlikely that such sanctions will have the kind of significant impact
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as would the potential loss of highway construction funds and similar
large ticket IGR-financed items. Thus, the federal government has
potential leverage over subnational governments proportional to its
willingness to threaten state and local access to highly valued grant
programs. A

Another set of potential leverage points exists in the federal
revenue system. We have recently seen just how important this aspect
of IGR islto subnational governments. For example, changes (and
proposals for further changes) in regulations regarding the use of
industrial revenue bonds and similar instruments of tax exempt
financing have drawn a great deal of attention from state and local
officials. The Reagan tax reform provision calling for an end to the
'deductibility of state and local taxes provoked reactions from
subnational governments, particularly those that might end up overall
revenue losers as a result.’3 These and related concerns reflect the
growing dependence of states and localities on certain provisions of
the federal tax code; and this, in turn, indicates another area where
the federal government can exercise some potential leverage in its
development of an intergovernmental national industrial policy.

Federal leverage over states and localities can also be applied
through decisions regarding the location of federally-funded civilian
and defense facilities as well as the geographic allocation of funds
for "pork barrel" projects and government contracts. Fiscal year 1983
federal expenditures for the wages and salaries of civilian and
military employees totaled $432 per capita for the entire nation.
Regionally, however, expenditures for wages and salaries varied
considerably. They totaled $548 per capita in the Rocky Mountain

states; by contrast the figure was $231 per capita in the Great Lakes
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region. Of the $669 per capita the federal government spent
nationally on procurement contracts for FY 1983, regional figures
range from expenditures in the Far West (excluding Alaska and Hawaii)
of $1,124 per capita to $284 per capita in the Great Lakes region.54
Given these disparities and the possible discretion that some federal
political and administrative officials have in determining the
distribution of direct federal expenditures, one can see how such
conditions might be made to serve the needs of federal officials who
seek leverage over subnational governments.55

Finally, the federal government might also rely on the leverage
it has gained from its increasing regulatory hold on subnational
governments.56 By loosening or tightening the "mandate millstone" it
has tied around the necks of state and local officials, federal
policymakers might be able to generate some of the cooperation needed
to develop an effective intergovernmental national industrial

policy.57

*k*

Does the federal government have the leverage over subnational
jurisdictions to establish an effective intergovernmental national
industrial policy? The answer seems to be a qualified yes. There are
enough "leverage points" available to Washington to warrant a positive
response, but it might take more than the mere existence of these
leverage points to bring about the needed cooperation. How successful
the federal government might be @n developing an intergovernmental
approach would seem to depend largely on two factors: the extent to
which there is a consensus and the political will among federal

policymakers to instigate such a policy; and the choice of
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intergovernmental strategy selected for the industrial policy effort.
The final section of this paper addresses the latter concern.
E. Alternative Strategies

The argument that subnational governments should be instrumental
in the development and implementation of a national industrial policy
does not imply any particular policy design. On the contrary, several
options exist that fall between the extremes of a "non-policy" toward
subnational involvement and a full preemption of state and local
activities that might interfere in federal efforts. The non-policy
option would exist when the federal government attempts to devise a
national industrial policy that is completely indifferent to the
activities and potential role of subnational governments. Full
preemption would involve explicitly prohibiting state and local
actions which might interfere with or duplicate Washington's
industrial policy programs. The wisdomJaﬁa feasibility of either of
those extreme options is questionable.

Between the two extremes are many options that vary according to
several factors: the degree of involvement by federal officials, the
autonomy allowed subnétional jurisdictions in making specific program
decisions, and the extent to which cooperation or competition among
states and localities would be promoted. For present purposes we
focus on three major intergovernmental policy strategy models that
might be seriously considered: a subnational competition model, a
fiscal federalism model, and a regional cooperation model.

The subnational competition model offers a strategy based on the

assumption that the states and localities are not so much legal
entities as competing firms in a national market for economic

production factors (i.e., land, labor, capital). Put in simple
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economic terms, at present we have thousands of subnational
jurisdictions competing with each other to become the primary supplier
of key production factors for private sector firms which generate the
demands for those resources. This is presently (and for the
foreseeable future) a "buyer's" market. All types of business firms
(but especially high-tech companies) can select among the many
"bargains" being offered by states and localities. One could perhaps
argue that interjurisdictional competition is inefficient and
scandalous; however, one could likewise argue that such
competitiveness can be directed and controlled to help achieve
national industrial policy objectives. The subnational competition
model would have the federal government develop an industrial policy
program that would harness (rather than eliminate) that competition
for national purposes.

This interjurisdictional productioﬁ factor marketplace, like all
markets, is subject to laws and policies which set the parameters and
conditions for competition. To some extent all markets are malleable,
and competition among states and localities can be viewed in the same
light. At the moment the rules and requlations of interjurisdictional
competition are a hodge podge of conditions which inadvertently (but
effectively) favor some jurisdictions and private sector firms over
others. Under the subnational competition model, the federal
government would establish policies regarding that competition that
would most effectively achieve igs industrial policy objectives.

This might involve policies to make the competition among states
and localities "fairer"” by minimizing any interjurisdictional

differences that might prove competitively advantageous. For example,
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this could be accomplished through policies that would equalize the
distribution of federal facilities and allocation of federal
procurement contracts among different the states. Similarly, the
federal tax code could be modified to minimize advantages that certain
states and localities might be receiving from provisions such as the
deductibility of taxes.

The subnational competition model can also be used to provide
advantages to some state or locality that is currently at a severe
competitive disadvantage in the production factor marketplace. We
already have a form of this approach on the state level in the often
(mis)used "enterprise zone" concept. Allowing selected tax breaks and
other incentives in specified jurisdictions or regions would certainly
be feasible, although one can foresee many political and
administrative problems arising due to the nature of American
policymaking. - )

The subnational competition approach in all its variations is
inviting for several reasons. Relying on "market forces," it
complements the anti-planning and pro-marketplace attitudes of most
Americans, and the long-term outcomes might just prove to be
economically "efficient.” Nevertheless, this approach has potential
costs, particularly in the temporary inequities it will invariably
generate and in the difficulties it creates for achieving short-term
policy objectives. These costs will, in turn, generate pressures on
policymakers to exercise more direct control over state and local

decisions.

As a prime alternative, the fiscal federalism model would follow

the traditional pattern of American intergovernmental relations

through the use of categoric and block grants. Under this model we
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would rely on the traditional image of states and localities as
legal/political entities subject only to incentives provided by a
mixture of the "carrot and stick" approach. This can be accomplished
by repackaging current grant programs relevant to economic
development, developing new assistance programs, and placing them all
under the direction of a single agency charged with achieving national
industrial policy objectives.

The fiscal federalism strategy would provide the national
government with considerable control over the specific roles to be
'played by subnational jurisdictions in an industrial policy program.
Such an approach would be desirable under two conditions: first, if
the national government were capable of developing a comprehensive and
effective national plan; and second, if it was able to effectively
allocate programatic functions to the apprepriate levels of
government. Both conditions require a High degree of political
consensus and a well-developed, empirically-grounded set of economic
and administrative theories.

A comprehensive plan would only be possible if national
policymakers generally agreed about both the ends and means for
achieving a national industrial policy. Such a plan would have to be
based on a set of economic assumptions that would allow national
policymakers to make the the "right" decisions regarding "winners" and
"losers" in the industrial policy effort. Similarly, a consensus
would have to be reached on the proper allocation of administrative
functions to the various levels of government involved in the overall
industrial policy program. Given the present divisiveness on the

definition and objectives of industrial policy, it is doubtful if any
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of those preconditions can be met in the near future.

A regional cooperation model can be regarded as an attempt to

steer a middle course between a subnational competition strategy and
the fiscal federalism approach. One can view this strateqgy from two
perspectives: as an attempt to create a decentralized national
industrial policy, or as an effort to raise subnational competition to
a regional level. 1In either case, the regional cooperation approach
builds on a tradition of using regional programs for economic
development purposes.58 The key difference here would be the overall
national purpose to which regional cooperation -- and competition
among the regions -- would be applied.

There are potential problems in using this kind of approach.
Since regional economic interests and objectives do not always
coincide with those espoused by the federal government, regional
"winners" might turn out to be.national_,,‘,'l.:)sers."59 In addition,
regionally based programs of the past have often failed to realize
federally-mandated objectives. Critics of regional approaches are
quick to point out those past failures. Examples are cited of
programs targeted to regions that were intended to revive distressed
regions and communities but had failed to do so. These included the
FHA and VA Mortgage Loan Guarantee Programs, The Public Works and
Development Act of 1965, The New Towns Policy, and Urban Renewal.60

xk*

There are obviously variations among (and mixtures of) these
three major options for the empldyment of an intergovernmental
strategy in a national industrial policy. We have attempted to
briefly outline some of the possibilities and issues that these and

related options might raise. Designing an intergovernmental
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industrial policy proéram would be no easy task, but such a program
|
can be developed shou;d federal policymakers decide to adopt that

course of action.
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