STRENGTHENING RURAL ECONOMIES:

Programs that Target Promising
Sectors of a Local Economy

By
Alan Okagaki
Kris Palmer
Neil S. Mayer, Ph.D.

With financial support from:

Office of Policy Development and Research
U.S. Department of Housing and Urban Development

Pew Charitable Trusts

Center for Community Change

December 1998

Center for Community Change
1000 Wisconsin Avenue NW
Washington, DC 20007
202-342-0567



ISBN 1—8?0874—08—6



CONTENTS

Preface
Executive Summary

Introduction
Why Focus on Rural Development?
Why Were These Four Programs Chosen?

‘ History and Principles of Sector Strategies
History of Sector Strategies
How Sectoral Strategies Can Benefit Low Income Communities
The Role of CDCs
Principles that Make Sectoral Development Effective

‘ How Are the Programs Designed and Structured?
Origins, Mission and Constituencies
How Did Each Program Analyze Its Industry’s Needs and Potential?
How Are the Programs Designed?
How Do They Compare?
How Do They Reach Low Income People?
How Much Money and Staff Do They Require?

‘ What Have the Programs Accomplished?

Have the Programs Provided Significant Services?
1. Technology Modernization
2. Employment Training and Placement
3. Job Creation
4. Material Supply
5. Marketing
6. Capital Access and Finance

Have the Programs...
Changed Their Industries Systemically?
Changed Public Perception of the Industries?
Changed Their Industries’ Understanding of How To Be More Competitive?
Changed Their Industries’ Use of Low Income Workers?
Strengthened Networks?
Changed Community College Systems?

How Do the Benefits Compare to the Costs?

13
13
13

15
15
17
18
19

23
23
25
28
32
38
39

41
41
41
42
46
47
48
48

49
50
51
51
51
52
52

Strengthening Rural Economies



What Factors Make These Programs
Having a Clear Focus

Being Connected to the Industry

Being Able to Marshal Expertise

The Importance of the Economic Conte
The Importance of the Historical, Cultu
Having Supportive Partnerships and Pu
Taking Into Account the Impact of Inst
Finding the Added Value

Having Quality Staff

Conclusions and Recommendations
How Can Existing Sectoral Initiatives B
Help Businesses Adopt Appropriate
Focus on Marketing
Find Ways to Provide Needed Expet
Focus on the Intersection of Technc
Work to Expand Job Training and P.
Build Strong Networks
Create and Support Viable New Bus
Achieve Economies of Scale
Understand and Respond to the Cor
The Need for Flexible Money
What Is the Best Way to Replicate Prog
How to Get Started

Bibliography

graphic Contexts
ent
ture on Partnerships

and Extended?
:s and Obtain R&D Support

1ining

orts

re Needed

of “Welfare Reform”

rget the Disadvantaged?

55
55
56
57
58
61
61
03
063
64

67
67
67
67
068
68
69
09
70
70
70
71
71
72

75




Foreword

Economic success poses its own dilemmas. For example, while the U.S. economy is creat-
ing new skilled and semi-skilled jobs at an unprecedented rate, those new jobs are not
equally accessible to all Americans, both in terms of where one lives and of the skills and
income one needs to claim those jobs. In short, people in rural areas and areas in which
manufacturing firms (and jobs) have fled do not have equal access to the new employment;
neither do those persons with less skills, less education, lower income. A related dilemma is
that, although some comminutes have arrived at remarkably innovative and successful means,
frequently with support from the U.S. Department of Housing and Urban Development, to
address the first dilemma, those initiatives have not been systematically described and widely
disseminated. As the result, even highly successful initiatives have not claimed wide currency.

The four studies that comprise this effort go some way to addressing the second dilemma.
They explore in detail four strategies that have shown marked success in producing and
maintaining economic opportunities and jobs and also in making them available to people
with low incomes. The fours studies were conducted by the Center for Community Change
with support by the Office of Policy Development and Research of the U.S. Department of
Housing and Urban Development, the Pew Charitable Trusts and its Fund for Urban Neigh-
borhood Development and by the Center for Community Change itself. The four reports are:

Making Connections: A Study of Employment Linkage Programs considers efforts by
local governments to leverage their fiscal and zoning powers to gain the commitment of em-
ployers to connect low income people with private sector employment. Such initiatives share
certain features: They create ties to employers through the use of development incentives and
offering employers an expensive system for locating quality employees, provide timely access
to information on job opportunities and establish formal means for screening, referring and
placing job candidates. In the report, three long-standing employment linkage programs are
reviewed to determine how well they link residents of economically isolated communities to
jobs.

Saving and Creating Good Jobs: A Study of Industrial Retention and Expansion Pro-
grams focuses on programs designed to assist manufacturing firms already in a given loca-
tion to stay and grow. The underlying presumption is that some manufacturing firms in any
locality would prefer to stay, and even expand, if special mechanisms were in place that im-
prove the manufacturer’s capacity to compete by providing assistance in such areas as mar-
keting, technology and finding qualified workers. This study assesses the value of industrial
retention and expansion as a strategy with particular emphasis on the experience of four or-
ganizations for whom that strategy is their principal mission.

New Avenues into Jobs: Early Lessons from Nonprofit Temp Agencies and Employ-
ment Brokers explores an economic development model in which job seekers are placed by
employment brokers into non-permanent positions where they build work experience while
receiving varying degrees of retention assistance and other kinds of post-placement support.
The report documents the efforts for six nonprofit organization to help disadvantaged workers
gain access to employment through temporary work and surveys the lessons, positive and
negative, learned from these local initiatives.
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Strengthening Rural Economics: Programs that Target Promising Sectors of a Local
Economy examines how a strategy of concentrating economic developing effort on a sector of
businesses that are located near each other and share other common features can expand eco-
nomic opportunities and produce jobs in rural areas. The report describes four diverse cases in
which such a strategy has been used at least in part with the intention of increasing employment
among low income people — and with some success.

Taken together, these reports, and related studies available directly from the Center for Commu-
nity Change, offer those in local governments and both non- and for-profit organizations who want
to stimulate more and better jobs for residents of their communities insights into the potential for
growth implicit in local economic development strategies that can be replicated and customized to
meet local needs.

Xavier de Souza Briggs

Strengthening Rural Economies vii



Preface

cross the country, nonprofit organizations

and government agencies are trying new

approaches to problems that contribute to
poverty, including unemployment, underemploy-
ment and low wage jobs. Many of these model
projects are highly creative and promising, but they
are scattered and seldom evaluated. It has thus
been impossible for other organizations or the Fed-
eral government to learn from these models in or-
der to adapt and use them elsewhere.

This is particularly unfortunate today, when this
country’s steadily expanding economy has created
a tremendous demand for both skilled and semi-
skilled employees. This demand has led to an ex-
traordinary opportunity for low income people
with limited skills and job histories to get a sturdy
foothold in the world of work.

To help close this information gap about job-
related programs that work, the Center for Commu-
nity Change has prepared a series of reports on
four approaches to economic development, all of
which are providing jobs and economic opportuni-
ties to low income people. Each report is based on
a series of case studies of successful local projects,
along with additional research and data analysis.
Each was done for the Office of Policy Develop-
ment and Research of the Department of Housing
and Urban Development.

All the reports are driven by four key assump-
tions:

[The market bas the capacity to generate jobs
and create economic opportunities on a large
scale, which public and private interventions can
extend but not replace.

[Mechanisms are needed to make sure that low
income, low-skilled people benefit from
these jobs and opportunities that the market
is producing. Too often, these people reap few
if any of the benefits of a growing economy.
Thus, in selecting programs to study, we looked
for those that either directly or indirectly tar-

geted their benefits to those with the greatest
needs.

e Efforts to provide jobs and other opportunities
for low income people should not focus
solely on the neighborhoods in which they
live. Instead, these efforts need to focus on
the broader geograpbhic area, finding ways
to connect residents in low income communi-
ties with jobs that are located throughout the
region.

e Given the tremendous need for decent jobs
for residents of most low income communi-
ties, efforts to create jobs need to be large
enough to have a measurable impact on
these communities, or at least have the poten-
tial to have such an impact.

The primary goal of our research has been to
give community-based and other nonprofit organi-
zations — as well as public officials and others
concerned about jobs — useful information about
economic development strategies that are effective
in these ways. We hope this research will stimulate
others to adopt strategies that have been devel-
oped over many years of hard work, and that it
will also lead to government policies that encour-
age more use of these strategies.

This report focuses on the rural sectoral strat-
egy. This strategy focuses on local businesses,
attempting both to save jobs by preventing local
firms from closing or moving as well as to stimu-
late new jobs by helping these firms expand or by
creating new businesses. The strategy focuses on
certain industry sectors, groups of firms that have
some commonality, such as a similar product or
market.

To examine this strategy, we intensively studied
four rural sector programs, picking those that ap-
peared to be successful and thus could function as
models. We also studied two additional sites less
intensively. One was Itawamba Community College
in Tupolo, Mississippi, which has started a Furni
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“The primary goal of our research has been to give community-
based and other nonprofit organizations — as well as public
officials and others concerned about jobs — useful information
about economic development strategies that are effective. ”’

ture Technology Center to help local furniture
manufacturers train their workers to compete more
effectively. The second was the Arkansas Land and
Farm Development Corporation in Brinkley, Arkan-
sas, which is working on ways to add value to the
products of local farmers, such as turning fruit into
jams and jellies.

For our primary sites, we analyzed local data,
interviewed dozens of people at each site, read
local documents, studied the existing literature and
wrote case studies. We wanted to answer four main
questions:

[How are these programs designed and struc-
tured?

[What have they accomplished?
[Why have they been successful?

[How can they be replicated?

The other three reports in this series are:

[ Making Connections: A Study of Employment
Linkage Programs, which examines three

programs that try various ways of linking inner-
city residents with jobs in the mainstream
economy.

[New Avenues into Jobs: Early Lessons from
Nonprofit Temp Agencies and Employment
Brokers, which focuses on nonprofits that have
used temporary work as a way to integrate low
income people into the world of work.

[ Saving and Creating Good Jobs: A Study of
Industrial Retention and Expansion Pro-
grams, which examines organizations that help
local manufacturing businesses save and create
jobs.

Taken together, we hope these studies pro
vide useful information for those who want
to stimulate more and better jobs for residents of
their communities. We also hope they underscore
the vital role that the lack of decent jobs plays in
the economic struggles of many people living in
low income communities.
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111 . .
Taken together, we hope these studies underscore the vital role
that the lack of decent jobs plays in the economic struggles of

many people living in low income communities. ”’
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Executive Summary

espite the urban image of poverty held by

many people, some of the poorest parts of

the country are rural. Per capita income in
rural areas was 28 percent lower than in metropoli-
tan areas in 1995. The poverty rate was 2.5 percent
higher.

One big cause is the scarcity and poor quality of
jobs in many rural areas. This problem is related to
many factors that make business development diffi-
cult in these areas, such as the distance from mar-
kets, poor infrastructure, lack of access to services
(such as legal, marketing and accounting help),
lack of access to capital for financing new ventures
and expansion, and lack of trained employees.

For years, people have tried to confront the rural
jobs problem, trying a variety of approaches. Gov-
ernments have sometimes provided enormous sub-
sidies to try to entice large businesses to build
manufacturing plants in depressed rural areas.
Community groups have sometimes tried to help
existing, mostly small, businesses. A few have
started businesses. Others have started small loan
funds to encourage “micro-enterprises,” or created
“incubators” that provide office space and services
to a variety of small businesses. Results of these
rural economic development efforts have been de-
cidedly mixed.

For more than 30 years, there has been growing
interest in another approach to rural economic de-
velopment. This one focuses on a “cluster” of busi-
nesses that are located near each other and often
have other features in common. Or this strategy
focuses on a “sector” of businesses which produces
similar products, uses the same raw materials or
technology, shares a market or has other similari-
ties. Often these businesses have more than one of
these commonalities.

A business development strategy that focuses on
a particular sector has many possible advantages:

By focusing on one type of business, a sector
program can develop a much more in-depth
knowledge of that sector’s needs and potential.

Al sector program can maintain its focus on a
clear and limited set of goals.

1@ can be easier to build a strong network
among businesses with similar challenges. A
network can provide a base for achieving econo-
mies-of-scale in serving businesses, making it
easier to get enough people to do specialized
training, for example. A network can also de-
velop the political leverage to effectively push
for resources and policies that can help the sec-
tor grow.

[Fbcusing on an existing group of businesses
allows a program to build on the factors that led
to development of these businesses in the first
place, such as access to a raw material.

n important question is whether these pos-

sible advantages of a rural sector strategy

translate to success. Have existing sector
programs helped the sector grow, or at least kept
a threatened group of businesses alive? If they
have been successful, have these programs ben-
efitted low income people, those who most need
the jobs that these programs are trying to save and
create? And what makes a rural sector program
effective?

This study was undertaken to answer these
questions. The first step was to choose the sector
programs to study. After looking at programs
across the country, we selected four. We wanted to
study programs that were large enough to have an
impact on the rural area being targeted. Because of
our desire to identify practical lessons to guide
others, we looked for programs that appeared to
be effective in creating and retaining jobs, espe-
cially for low income people. We wanted to study
programs that had existed long enough to have a
record. And we wanted programs that were diverse
in terms of where they were located, the economic
and political conditions that provided the environ-
ments in which the programs operated, and the
people being helped. We selected:
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111 . . .
Most sector-related strategies have been in the mainstream
of economic development, with little explicit concern
with poverty or economic opportunity. ”’

[Wood Products Competitiveness Corpora-
tion, an organization concentrating on second-
ary wood products manufacturing in the
Northwest and headquartered in Bend, Oregon.
WPCC has a diverse set of programs and has
developed a state-wide worker-training system
that affords lower-skilled, low income workers
access to quality manufacturing jobs. It is help-
ing save its sector by making it more competi-
tive and export-oriented.

[Ganados del Valle, a nonprofit organization
promoting agriculture-based development for
Hispanic and Native American families of the
Chama Valley in north central New Mexico. GDV
was chosen because of its anti-poverty mission
and its development strategy, which focuses on
business ventures that are culturally-based.

[Hosiery Technology Center, located in
Hickory, North Carolina, which supports the
hosiery industry statewide. HTC was chosen be-
cause it has helped its industry modernize and
has developed ways by which low income
populations can be linked to its business devel-
opment efforts.

[Allaska Village Initiatives, based in Anchorage,
focuses on culturally-based tourism in remote
parts of Alaska. AVI was chosen because of its
expertise in sector-based business development
and its experience working in extremely remote
areas with people who have limited connection
to mainstream economies.

History of Sector Strategies

Sector strategies began in the early 1960s, when
local economic development officials began to for-
malize efforts to recruit firms from specific indus-
tries, based on their area’s comparative advantages.
In the 1980s, Japan’s economic success led some
people to advocate a national industrial policy,
which involves the government focusing its re-

sources on certain industries with high potential.
While industrial policy proposals died nationally,
more states and local governments began experi-
menting with strategies that targeted key sectors of
their economies. These programs provided a vari-
ety of services, especially job training and informa-
tion or technical assistance, often on marketing.

In the 1980s and into the 1990s, various efforts
promoted technology modernization in manufactur-
ing, while others focused on ways to retain manu-
facturing firms that were in danger of closing or
moving (“industrial retention”).

In Europe, “flexible manufacturing networks”
came into vogue in the late 1980s. These involve
many small, related firms working closely together
to compete against large firms in international
markets. In the 1990s, interest has grown in indus-
try “clusters,” which are groups of businesses lo-
cated near each other that are in the same
business or complementary businesses, such as
suppliers for a car manufacturer. Clusters often
include many supporting institutions, such as col-
leges that have programs to train people to work
in the industry.

ost sector-related strategies have been in
l \ / I the mainstream of economic development,

with little explicit concern with poverty or
economic opportunity. They have been used as
ways to economically boost regions. The idea was
that economic growth in a region would help every
resident. But that often has not been true. Low
income people often get few if any of the new
jobs. And the quality of the jobs they do get has
often continued to be poor.

But poverty and the competitiveness of local
businesses are linked. Sector programs often iden-
tify shortages of skilled workers as a major barrier
for their sector’s growth. Especially today, with
relatively low unemployment, sector programs of-
ten target low income and disadvantaged residents
for training.

Executive Summary



“Before developing any services, a good sector program
carefully analyzes regional and global trends. ”’

Several low income community organizations
have tried sector strategies. A good example is
Mountain Association for Community Economic
Development, or MACED, in Kentucky. In the early
1980s it moved from providing general business
assistance and financing help into a program that
focused on one sector: the local lumber industry. It
found that efforts to improve marketing could sig-
nificantly help the region’s many small lumber
mills, potentially increasing jobs for MACED’s con-
stituents. Several other nonprofit and community
organizations also have experimented with sector
strategies.

What makes sector strategies
effective?

Sector strategies show promise in part because,
if done right, they are based on some sound eco-
nomic principles.

1. Start with a good strategic analysis. Before
developing any services, a good sector program
carefully analyzes regional and global trends. For
example, a great job-training program is not go-
ing to help low income people much in the
long-term if they are trained for jobs that will
disappear in five years because a local industry
can no longer compete or its technology
changes radically.

2. Develop an in-depth, specialized knowledge
of a particular sector. To affect a sector, a
program must find ways to add value to the
sector’s businesses. To do this, the program’s
staff must know the sector well enough to see
what is needed to help the sector compete and
Srow.

3. Find ways to significantly affect an indus-
try, such as providing needed training to work-
ers or organizing new marketing strategies.

4. Develop credibility and legitimacy. As a pro-
gram develops in-depth knowledge of an indus-

try, it becomes easier to establish credibility with
people in the industry. The key is finding ways
to develop ties with these people.

5. Explicitly link a program’s benefits with low
income people and communities. Most sector
programs do not incorporate this principle. But
those that most benefit low income people weave
this principle into their programs in many ways.

How were these four programs
begun and what do they do?

The programs we studied are different in many
ways, including their origins, their analyses of their
industries and regions, and what exactly they are
doing to improve their regions economically.

There are many ways for programs to intervene
in a sector. Altogether, the programs we studied
undertook 10 activities. Of these 10, only two are
done by all four programs: “Management Training”
and “Networking & Communications.” All but one
program undertakes “Lobbying/Advocacy,” “Mar-
keting,” “Finance” and “Worker Training.” Only one
or two programs do “Research & Development,”
“Modernization,” “Supply Enhancement” or “Small
Business Development.”

In relation to reaching low income people, all
four programs do job placement, job training and/
or job creation, all of which involve training and
hiring disadvantaged people. Alaska Village Initia-
tives (AVD) and Ganados del Valle (GDV) have di-
rect links to low income people in the businesses
they target, the people they employ and who sits
on their boards. Their missions are to assist low
income people. Hosiery Technology Center (HTC)
and Wood Products Competitiveness Corporation
(WPCC) don’t share this mission, but they do train
many low income people.

All four programs are small, ranging in annual
budget from $300,000 to nearly $600,000, ranging
in full-time staff size from three to eight. The type
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111 . .
The Hosiery Technology Center has stressed the need for its
firms to modernize, helping them adopt new technologies.
It emphasizes the need for trained workers.”’

of staff varies. HTC, for example, has an engineer
as its director and employs several people with
long experience in its industry. GDV, which has a
strong commitment to developing staff from within
its communities, employs mostly local Hispanic and
Native American women.

funded by state government and operated by

a community college, was initiated by an
industry association, which was concerned about
issues that threatened the industry’s competitive-
ness and ability to survive.

T he Hosiery Technology Center, while

Its analysis found that, while the hosiery industry
had lost fewer jobs than other parts of the textile
industry, it was facing serious challenges, including
global competition and new technology. Computer-
ized knitting machines from Italy and Japan had
revolutionized sock production, but the small to
medium-sized firms in North Carolina had been
slow to respond. Finally, major discount retailers
had begun buying directly from mills, pushing
prices down even more and demanding a greater
variety of styles delivered directly to stores across
the country.

HTC has stressed the need for its firms to mod-
ernize, helping them adopt new technologies. It
emphasizes the need for trained workers, and HTC
has worked with community colleges to develop
training programs. HTC has also emphasized the
need to modernize not just equipment, but also the
manufacturing process (such as just-in-time deliv-
ery) and management practices.

HTC has worked to make both management and
worker training responsive to the firms’ needs. And
it has tried to create more career interest in its in-
dustry, which had a negative image, especially
among many young people and teachers.

ration was begun by state government, a

T he Wood Product Competitiveness Corpo-
reaction to severe job losses in logging and

lumber mills in Oregon. WPCC’s analysis high-
lighted the differences between the wood products
industry’s two segments: “primary” and “second-
ary.” The primary segment does the timber cutting,
transportation and lumber milling. The secondary
segment manufactures the wood into products such
as flooring, cabinets, doors and windows. While
the first part of the industry was declining, wood
products manufacturing was growing. The analysis
made it clear that this was the part of the industry
on which to focus.

But these manufacturing firms faced several prob-
lems, including a decline in the supply of high
quality wood. WPCC has confronted this problem
by showing the firms how they could use new
types of wood, such as juniper. The mostly small,
widely scattered wood products firms also had to
survive with very diverse markets, mainly by finding
ways to increase their range of products and their
ability to customize products. And they needed new
markets and the ability to compete globally.

WPCC believed the key was to get these firms
to work together as part of a network. By work-
ing together, they could share the costs of market-
ing, modernization and training, as well as
combine production, develop joint product lines,
improve access to credit and more. Much of
WPCC’s work has involved changing the way its
firms interact. It has been creating a “flexible
manufacturing network,” with firms sharing mar-
keting and training.

WPCC has also been pushing modernization,
helping firms adopt new technologies. Part of this
process is training workers to use new equipment,
so WPCC has worked closely with community col-
leges to develop training programs. To attract
people to this training, WPCC has also worked to
change the image of the industry as dying.

To modernize, firms need access to capital. In
response, WPCC has helped create a state- funded
program that guarantees bank loans to firms. It also
has a system for referring firms to lenders.

Executive Summary



111 . . . .
Ganados del Valle’s analysis reflected its mission,
which is to increase the sense of cultural identity and history
among Native American and Hispanic communities. ”’

To expand markets, WPCC provides information
on markets and sales opportunities and strengthens
relationships between producers and buyers
through its annual Buyers/Sellers Conference. It
has also created a “Made in Oregon” program as a
marketing tool for the entire industry.

anados del Valle (GDV) emerged from a
G grassroots organizing effort around land

use, health problems, poverty and the
need for economic opportunities that wouldn’t

threaten the community’s environment and
culture.

Its analysis reflected its mission, which is to in-
crease the sense of cultural identity and history
among Native American and Hispanic communities.
Because their identity and history is so tied to the
land, GDV’s economic strategy had to be based in
the land.

It chose to focus on ways to strengthen the agri-
cultural economy. Its strategy was a vertical one:
finding ways to build back a nearly extinct breed
of sheep, assisting weavers and other artisans in a
variety of ways, and then finding ways to market
their products.

At the same time, it emphasized community ac-
tion around land use questions, as well as the need
to build strong community leaders. In essence,
GDV was consciously mixing sector-focused eco-
nomic development with community development
in a very sparsely populated rural region.

To carry out its vertical economic strategy, GDV
had to not only assist existing businesses, but also
create new ones, several of which it operates itself.
These ventures are intended to help create a mar-
ket for sheep herders and artisans, buying their
products and then re-selling them to retailers,
wholesalers and individuals. Creating new busi-
nesses has required a range of support services,
including marketing, financing and business techni-
cal assistance. It also requires capital, so GDV op-
erates a small revolving loan fund.

to the 1960s and an effort to confront pov-

erty. It began as a Community Development
Corporation funded by the state’s Community Ac-
tion Program. Today it has more than 140 mem-
bers. Its clients are rural, native Alaskan communi-
ties. Its sector program serves mainly
community-based, tourist-oriented businesses in the
state’s rural villages, including tours and bed and
breakfasts.

! laska Village Initiatives (AVI) dates back

In the mid-1980s, AVI’s analysis saw that Alaska’s
tourism industry was growing rapidly while more
traditional rural industries, such as fishing, were
declining. It became involved with tourism in 1987.
This helped it see other important changes within
the industry, such as the demise of many small tour
operators and the growing dominance of regional
marketing organizations, which were channeling
tourism to the more accessible and populated parts
of the state.

AVI saw another key change: more and more
visitors were buying tour packages before they
came to Alaska. Attracting these people to remote
areas meant you had to market them before they
left home. AVI saw that the only way to build tour-
ism in remote Alaska was to jointly market village
tourism businesses and find something unique to
market, which was native culture. This fit very well
with a key AVI goal, preserving native culture.

Like GDV, AVI is working with many small,
fledgling businesses, so it has tried to provide basic
assistance in feasibility analysis, business planning
and management. It also operates a revolving loan
fund to give the businesses access to some capital.

Because of the remoteness of many of the busi-
nesses, rather than arranging training programs,
AVI has mostly trained local people to train local
workers.

AVT’s joint marketing effort is done through the
Alaska Native Tourism Council, a cooperative mar-
keting association for community-owned tourist
businesses in 12-15 villages.
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“All four programs are helping local businesses survive and grow.
Their work is also having other impacts, such as helping preserve
local culture and helping change an industry’s understanding
of how to be competitive.

What Have the Programs
Accomplished?

When we chose programs to study, we looked
for ones that appeared to both strengthen their
targeted business sector as well as directly benefit
low income people. After studying these four pro-
grams, we concluded that all four achieved both
objectives. They are helping businesses in all four
regions survive and grow. Their work is also hav-
ing other impacts, such as helping preserve local
culture and helping change an industry’s under-
standing of how to be competitive and its open-
ness to hiring low income workers.

While we judged all four program to be success-
ful, their impact varies considerably, and is often
hard to measure. We were able to find consider-
able data about the impact of WPCC and HTC. In
contrast, there is very little hard data available for
GDV.

What constitutes “success” also varies. It de-
pends mostly on the region being targeted, the
resources available to the program and the goals of
each program. For example, in terms of sheer scale
of impact, GDV has influenced far fewer businesses
and jobs than has HTC. But in terms of impact on a
particular community, GDV has transformed Los
Ojos, the small town were it is based. Every busi-
ness in this town has been created by GDV or
helped by the fact that GDV has stimulated much
more economic activity.

The regions targeted by GDV and HTC are very
different. GDV’s region is considerably poorer, has
far fewer existing businesses, is much more sparsely
populated and much more isolated. GDV’s task is
far more difficult. Also, GDV as an organization has
a very different, much broader mission than HTC. It
wants not only to spur its local economy and in-
crease jobs, it also wants to develop community
leaders and preserve local culture. The fact that the
local businesses it has helped are controlled by
local people is very important to GDV’s larger mis-

sion. Measuring GDV’s impact by counting the
number of jobs and income it has generated is not
an adequate way to determine its success.

In relation to hard, quantitative measures of suc-
cess, the two programs with enough data to mea-
sure both costs and benefits (HTC and WPCC)
appear to be very cost effective. For HTC, benefits
exceeded costs by about an 8:1 ratio in 1995-96.
For WPCC, benefits for its programs (other than
training) exceeded costs by about a 2:1 ratio.

A critical measure of success for the researchers
was whether the programs are providing decent
jobs to low income and other disadvantaged
people. In North Carolina, the jobs HTC has helped
save or create pay well, as much as other local in-
dustries and more than retail, services and govern-
ment jobs. In Oregon, jobs in the wood products
industry pay less well. The average wage keeps a
family around the poverty line. Workers in the in-
dustry are paid less than people in five other occu-
pations in the state. However, in many rural towns,
these jobs are the best ones available. The jobs ap-
peal to many Oregon workers because they involve
working with wood. The jobs often offer benefits,
and the industry seems to offer upward mobility. It
is unclear how much the jobs saved or created by
AVI and GDV pay, though any income in the iso-
lated areas these programs serve is important.

Both WPCC and HTC serve disadvantaged local
residents, minorities and women at rates signifi-
cantly higher than the percentage of each of these
groups currently in industry jobs. The people HTC
trains are almost entirely low income. The people
WPCC trains for jobs are two to three times more
likely to be females than their current representa-
tion in the industry. The same is true for minorities.
Nearly all the people aided by GDV are women
and minorities.

nology Center and a partner helped 19 firms

In relation to modernization, the Hosiery Tech-
modernize in one year (fiscal 1994-95), yielding
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“Wecc has also helped change the way industry people think
about many issues, including the need to modernize,
the potential of the export market and the need
for alternative sources and types of wood. "’

$3.9 million of benefits. In relation to employment
training and placement, HTC has trained more than
100 existing workers in technical skills, such as
how to run and repair new computerized equip-
ment. Ninety-nine percent completed the training.
Ninety percent of entry-level trainees completed
the course, and 90 percent of them got jobs in the
industry, both excellent records. By 1995, HTC was
training nearly 200 people a year.

It is impossible to estimate how many jobs HTC
has saved or created, though again, it appears to
be a considerable number. Employment levels in
the industry have remained high despite strong
competition and many changes in technology,
marketing and distribution. HTC can take
considerable credit for keeping employment high,
in part because it serves a relatively large
percentage of local hosiery firms. HTC’s Catawba
site, for example, “actively” serves 57 percent of
the hosiery firms in its 3-county region. The early
work HTC did in working very closely with a few
firms to help them modernize appears to have
affected its entire industry by convincing many
firms that modernization and worker training
could pay off.

HTC has also helped change negative percep-
tions of industry jobs as being dirty, low-paying
and without much future. It has also been able to
build relationships between the industry and many
other institutions, including community colleges,
state agencies and a private nonprofit group work-
ing with immigrants. Its work with community
colleges has helped push them to respond more
quickly and flexibly to the needs of local indus-
tries.

poration estimates that it has significantly

helped 15 firms acquire new technology and
train workers how to use it. Altogether, it trained
648 workers from 48 companies in 1996, training
that led to nearly $400,000 in benefits.

The Wood Products Competitiveness Cor-

Its training of entry-level workers has been
somewhat less successful, with 60 percent of
graduates of one program being placed in industry
jobs and only 35 percent of graduates of another
program being placed. Several employers told us,
however, that they were pleased that the people
they hire from the training programs stay with their
companies.

WPCC also has good data on other impacts. In
relation to material supply, WPCC helped 15 firms
obtain new supplies of wood in 1996. In relation to
marketing, it has significantly helped 55 firms. One
tripled its sales thanks to a contact it made at a
WPCC conference. Firms that WPCC brought to a
Japanese trade show came away with $800,000
worth of orders. WPCC helped 15 firms find financ-
ing in 1996.

There is no solid data on how many jobs WPCC
has saved or created, though it is probably a sig-
nificant number. We base this conclusion on the
fact that employment levels in this industry have
remained high despite the many problems it faces.
WPCC should get at least some credit for this be-
cause its programs affect a significant part of its
industry. In 1996, its programs significantly affected
36 percent of its members’ employees, or 12 per-
cent of all wood products industry employees.
(“Significant impact” means that a program con-
cretely helped a firm’s bottom line, by directly in-
creasing its revenues, generating a new contract or
developing a new supplier of wood.)

WPCC has also helped change the way industry
people think about many issues, including the
need to modernize, the potential of the export mar-
ket and the need for alternative sources and types
of wood. In developing a flexible manufacturing
network, it has gotten Oregon’s traditionally inde-
pendent wood products firms to work together on
issues such as these.

It has made progress in changing the negative
perceptions of the industry and its future, percep-
tions that kept many potential workers from enter-
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114 . . .
Focus is the essence of a sector strategy: focusing on a certain
sector will make economic development efforts more effective. ”’

ing the industry. As these perceptions have
changed, WPCC has been able to build relationships
between the industry and state agencies, colleges
and financial institutions.

ecause it has helped create new ventures, it
Bis possible to estimate the number of jobs

that Alaska Village Initiatives has helped
create. These include more than 50 jobs through its
Alaska Village Tours Project, eight jobs in manufac-
turing products to sell mostly to tourists, and 201
jobs through the Alaska Native Tourism Council
(ANTO).

Many of these 201 jobs were created before
ANTC’s formation in 1993, by the tourist businesses
that ANTC markets. In ANTC'’s first year, it helped
create 27.5 new jobs, which include tour guides,
cultural performers and maintenance workers. Most
of these jobs were part-time, ending when the tour-
ist season ended.

AVT’s tourism work no doubt helped preserve
many of the jobs created before ANTC was begun.
Its work has provided these isolated businesses
considerable assistance in how to run a business,
and its joint marketing efforts have helped over-
come their isolation.

It’s not possible to estimate how much income
was generated by the jobs that AVI helped create
or preserve. But in many remote places, this in-
come was one of the few sources of cash. The
businesses also have helped preserve culture by
teaching residents how to perform native dances
and produce crafts.

here is very little data that can be used to
I measure Ganados del Valle’s accomplish-
ments. Its businesses employ about 52
people, most of whom probably work part-time.
We can only estimate what they were paid by look-

ing at the total revenue of GDV’s businesses, a
crude measure of wages.

GDV has put much emphasis on marketing, but

its impact is very hard to estimate because of lack
of data. The main impact appears to be on Tierra

Wools, which has increased sales from $200,000 in
1990 to $324,000 in 1995.

As with AVI, GDV’s goals go beyond improving
its community’s economic life. It also is trying to
preserve culture and history and develop commu-
nity leaders, all of which it appears to be doing.

What Factors Make
These Programs Succeed?

The differences among these programs makes it
a little hard to generalize about what factors have
helped them succeed. But, perhaps surprisingly, we
found several factors that were important to all four
programs, such as the quality of staff and the need
to add value to the products or services of the local
businesses being helped.

In some cases, we could see the importance of a
factor by seeing how it complicated a program’s
work. A good example is the need for focus. GDV
struggles some because its broad mission and
range of businesses makes having a clear focus
very difficult for it. Similarly, the wide range of
activities undertaken by WPCC makes it difficult for
it to do everything well. In both cases, the broad
focus is a result of having few other local institu-
tions with which GDV or WPCC could partner. This
fact means that, if GDV or WPCC does not take on
an activity, it will not get done.

The key factors include:

Having a clear focus. Focus is the essence of a
sector strategy: focusing on a certain sector will
make economic development efforts more effec-
tive. The most focused of these four programs is
HTC, which is dealing with a sub-sector of the tex-
tiles industry: hosiery. It works only with certain
firms: small and medium-sized. Its work is focused
on two goals: increasing modernization and train-
ing workers.
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One key is to find effective ways to bring valuable expertise to
individual businesses, such as knowledge about marketing,

finance and research and development. "’

In contrast, WPCC focuses on a sector that is
quite diverse in both products and markets. WPCC
also has a very broad set of activities, including
developing new markets, diversifying supplies
of wood, increasing modernization, training work-
ers, building a network and increasing access to
financing. Maintaining focus is much more diffi-
cult.

Being connected to the industry. To have an
impact on an industry, a sectoral program needs to
be strongly connected to that industry. These con-
nections can help build the program’s credibility as
well as its ability to respond to the industry’s needs
and, ultimately, to influence its future. The connec-
tions are based on the specialized knowledge of
the industry developed by program staff. This
knowledge allows staff to work with industry lead-
ers on activities such as joint marketing campaigns,
organizing events and training programs, and de-
veloping relationships with outside partners such
as community colleges.

HTC and WPCC have both achieved this goal,
being industry-driven, industry-led and very well
connected to the industry. Their boards include
many industry leaders. They provide services re-
quested by the industry and they involve the in-
dustry in designing and delivering these services.
Both have become part of their industries’ infra-
structure.

Being able to marshal expertise. One key
way to build credibility within an industry is to find
effective ways to bring valuable expertise to indi-
vidual businesses, such as knowledge about mar-
keting, finance and research and development.
Developing and delivering expertise is particularly
important in rural areas, which are often distant
from sources of expertise.

All four programs have been able to marshal
expertise, some more effectively than others. HTC
has been very effective at mobilizing the expertise
of others. WPCC has been effective in using and
sharing the knowledge and expertise of its member

firms. AVI has hired outside consultants, but it
mainly draws on its own expertise. GDV has often
relied on outside consultants. It has struggled to
find good consultants and sometimes has assigned
very complex business development tasks to inex-
perienced staff members.

These problems underscore how difficult it is to
do any kind of economic development in such
sparsely populated rural areas. It is both hard to
find local people with expertise and hard to get
experts to the businesses because of the isolation
and/or great distances. GDV’s emphasis on
developing community leaders — and AVI’s
emphasis on developing local entrepreneurs and
trainers — may be exactly what an economic
development program working in such an area
must do.

The importance of the economic context.
Local economic conditions play an important role
in both why sector programs are begun and how
well they succeed. In North Carolina, for example,
the economic threat of global competition forced
hosiery firms to act to improve their competitive-
ness, which led to HTC. In Oregon, the steady
loss of jobs in timber harvesting and milling forced
the state to look for alternatives, which led to
WPCC.

Economic context not only led to GDV’s and
AVT’s sector programs, it has also made their work
even harder. Both programs work in areas that are
considerably poorer and more isolated than those
in which HTC and WPCC work. This greater dis-
tance and smaller populations make it harder to
find expertise, training opportunities, potential
partners and opportunities to bring people together
to share information and ideas. All of this can be
done, but often it takes more time and requires a
broader range of expertise.

At the same time, transformations in information
and shipping are decreasing the disadvantages of
distance. Rural areas can be much more connected
because of e-mail and the Internet. Competition in
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Transformations in information and shipping are
decreasing the disadvantages of distance.
Rural areas can be much more connected.”’

the shipping industry has made it possible to send
goods to distant markets quickly and relatively in-
expensively.

The importance of bistorical, cultural and
geograpbic contexts. All four projects have
drawn on local history and culture to add value to
products, galvanize community participation, and
influence what organizations do and how busi-
nesses are set up. For example, a long history of
organizing in New Mexico’s Chama Valley led to
GDV’s community-based structure, as well as its
emphasis on developing community leaders and
building socially responsible, community-owned
businesses. For HTC, its ability to build a long-
lasting network reflects the tradition of the family-
owned businesses in North Carolina, which have
long shared information and helped each other in
difficult times.

The key is that a strategic analysis needs to fo-
cus not just on a region’s industries and economic
potential, but also the ways its history, culture and
geography influence the economy.

Building supportive partnerships and gen-
erating investment. All four programs are small.
To have an impact, all but GDV developed partner-
ships with other institutions, which have provided
expertise, training or resources. HTC has partnered
with at least eight institutions. WPCC has worked
closely with community colleges and banks. In
relation to investment, HTC, WPCC and AVI have
received some state funding.

Recognizing the impact of institutional
cultures on partnerships. While building
partnerships is critical, it often isn’t easy. One
reason concerns the culture and traditions of various
partners.

In relation to building a network among firms,
the experiences of HTC and WPCC demonstrate
how important tradition can be. In North Carolina,
the mostly family-owned firms had a tradition of
working together. In Oregon, the tradition was one

of rugged independence. Getting firms to over-
come their independence and secrecy and seeing
the benefits of collaboration was much more chal-
lenging.

The challenges of different institutional cultures
can also be seen in HTC’s and WPCC’s partnerships
with community colleges. Businesspeople and col-
lege administrators have very different cultures,
languages, bureaucracies, patience with process
and meeting styles. The very structure of the com-
munity colleges, with their semester-long sched-
ules, can cause problems. In Oregon, the schedules
didn’t correspond with local production cycles, so
jobs often weren’t available when people com-
pleted their training. In North Carolina, the empha-
sis on structured classroom training didn’t
correspond with the mills’ needs for quick, flexible,
hands-on, small-group training. Bridging these cul-
tural differences is often a key role for a sector
program.

Being able to find the added value. Ultimately,
a sector program succeeds by being able to add
enough value to its member’s products or services
that these firms survive and grow. For HTC and
WPCC, the key has been being flexible and respon-
sive to the firms they serve.

Having quality staff. Staff have been critical to
the success of all four programs. They have been
able to work across different cultures, build broad
partnerships, deliver useful services, get their in-
dustries to prepare for the future, involve business
leaders, be creative and entrepreneurial, and cut
through red tape.

Knowledge and experience of the industry were
crucial for several staff leaders. But their ability to
recruit partners who had complementary skills was
also important. The key is building a team with a
range of skills and experiences: knowledge of the
industry, marketing, business management, engi-
neering, political savvy, ability to work with a vari-
ety of people and cultures and more.

10
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“These four programs demonstrate that this approach to
strengthening rural economies shows considerable promise.
These initiatives are worth expanding and replicating
in other rural areas. ”’

Conclusions and
Recommendations

The four rural sector initiatives we examined
demonstrate that this approach to strengthening
rural economies shows considerable promise.
These initiatives are worth expanding and replicat-
ing in other rural areas. The four programs differ in
many ways, and each rural area presents its own
challenges and potentials. But certain lessons
would apply to most efforts to build or expand a
rural sector initiative.

Help businesses adopt appropriate tech-
nologies and obtain RED Support. Most firms in
rural areas are relatively small. Because of this,
most need help gaining access to modern manufac-
turing technology, communications technology and
management techniques.

Focus on the intersection of technology and
training. New technology requires well-trained
employees who can use it. Many businesses in
rural areas had not needed highly trained employ-
ees. Sector programs have helped these businesses
see the need for training, then helped develop
effective training. This training has helped increase
job quality.

Focus on marketing. Being able to sell more
products and services is the bottom line. With in-
creasing competition, specialization and market
complexity, most firms need and want marketing
help. This is especially true in rural areas, which
are often distant from large markets.

Find ways to provide needed expertise. De-
veloping a business requires a lot of expertise and
knowledge. Many firms need help with advertising,
finance, marketing, accounting, legal issues and
much more. Finding ways to connect rural busi-
nesses with this expertise is crucial.

Work to expand job training and placement.
Training workers to operate new machinery is just
one challenge involving employees. Both the ho-

siery and wood products industries needed to over-
come a negative image about jobs in their indus-
tries. AVI and HTC had to get people ready for
work, helping them acquire basic skills and/or En-
glish proficiency. Getting trained people placed in
industry jobs is another challenge, one made easier
by the relationships the sector programs already
had with employers.

Work to build strong networks. The isolation
of rural areas increases the need to find ways for
businesses to share information and work to-
gether on common problems. HTC, WPCC and
AVT all have helped build business networks with
regular meetings, events, newsletters and collabo-
rative projects. These networks are valuable be-
cause they can decrease the cost of providing
needed technical assistance and training, increase
the flow of information and increase the
industry’s political ability to push for needed poli-
cies and resources.

Work to create and support viable new busi-
nesses in areas that need them. For many rural
sector programs, such as HTC and WPCC, it is
enough to work with existing businesses, helping
them better compete and grow. But for programs
working in many other low income rural communi-
ties, a different strategy might be needed. GDV had
to create businesses to carry out its community-
based economic strategy. AVI had to find and nur-
ture local entrepreneurs and very small businesses
to carry out its strategy. Building businesses in this
way is extremely challenging work, even in areas
with far higher incomes.

But income and jobs should not be the only way
we judge programs like these. Both programs have
generated other significant benefits, including help-
ing communities develop new leaders and entrepre-
neurs, helping rural communities preserve their
history and cultures, and helping more residents get
job training and job experience. It may be that the
only economic program that could succeed in these
very low income, isolated communities is one that

Strengthening Rural Economies
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To maintain its focus on low income people and communities,
a sector program must make targeting an explicit part
of its mission, staff, board and programs.”’

finds a way to combine solid business skills, a good
business strategy and a strong community base.

Achieve economies-of-scale by expanding geo-
graphic reach, increasing the number of businesses
being reached, or finding ways to provide services
more efficiently. WPCC has expanded by becoming
involved in three states that border Oregon. HTC
has opened a new center servicing eight more
counties. AVI has been trying ways to help village-
based businesses that cut down on expensive,
time-consuming travel.

A larger scale allows a program to assist more
businesses, potentially increasing jobs for residents.
Having more firms with the same technology, train-
ing needs, marketing goals and purchasing require-
ments can justify the joint programs that can save
money. The training can be more specialized, the
kind of training most firms want.

Understand and respond to the conse-
quences of “welfare reform.” Welfare changes
require people to find jobs. Rural sector programs
are natural job generators. Many of these jobs are
local, require little experience, pay decently, pro-
vide benefits and have some upward mobility.
Many existing sector programs could be expanded
to help meet this need for jobs. They could reach
out to more businesses and to welfare recipients,
perhaps also providing (or connecting with) sup-
port services such as day care.

How can sector programs targeting
the disadvantaged be replicated?

While most sector programs do not focus on low
income people and communities, this study has
found that those that do so can be quite successful.
This suggests that more sector programs should
adopt this goal.

For this to happen, people involved with these
programs need to try to increase this strategy’s
visibility. Funders need to increase support for
these programs because of their potential to pro-
vide decent jobs to low income people. And
policymakers and economic development profes-
sionals need to be educated about the strong con-
nection between poverty and the need for
economic development.

To maintain its focus on low income people and
communities, a sector program must make targeting
an explicit part of its mission, staff, board and pro-
grams. Programs also need to find and train staff
who understand business, workforce development
and low income community development. Because
existing training programs don’t cover this spec-
trum or try to integrate these skills, a new training
program is needed. Short of this, people who do
this work — and people who want to start new
programs — need more opportunities to interact
and learn from one another.

When starting a new program, the focus needs
to be on a geographic area that is large enough —
and has enough industry concentration — to
make a sector or cluster strategy work. This strat-
egy simply won’t work in a small neighborhood
or town. If there is a choice, a program should
focus on a sector that is producing decent jobs.
Working with a sector that is already decent to its
workers is much easier than trying to change a
sector.

A program needs resources. This includes sup-
port for basic operations, staff and board training,
and adequate technical assistance for local busi-
nesses. It also includes pulling in many partners
who can both provide key services and increase a
program’s ability to push governments to support
this work.

12
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Introduction

Why Focus on Rural Development?

The Center for Community Change investigated
rural sectoral development strategies for several
reasons. First, poverty is more prevalent and often
more chronic in rural areas than urban ones. As a
whole, rural areas have lower incomes, lower em-
ployment levels and somewhat higher poverty lev-
els than metropolitan areas. Average earnings per
nonfarm job were $30,678 in metro areas compared
to $22 314 for non-metro areas. Per capita income
in rural areas was 28 percent below that of metro-
politan areas in 1995. The poverty rate is about 2.5
percent higher in rural areas compared to metro-
politan areas.

Second, rural areas often are more challenging
to develop economically than are urban areas.
Business development and job creation in rural
areas is often complicated by their geographic dis-
tance from markets and by inadequate, underdevel-
oped physical infrastructure. Businesses in rural
areas suffer from limited access to professional and
technical services (legal, engineering, marketing,
advertising, financial and accounting) and easy,
face-to-face contact with marketing channels (buy-
ers, brokers, wholesalers, sales representatives).
Capital markets often poorly serve rural areas. Fi-
nally, many natural resource-dependent communi-
ties lack an entrepreneurial tradition, and smaller
communities have insufficient populations to create
viably large local markets. Given these barriers to
economic growth, it is not surprising that rural ar-
eas tend to be poorer than urban areas.

In these difficult environments, sectoral eco-
nomic development strategies show promise. While
sectoral strategies have been applied in urban and
rural settings, some of the most intriguing, well-
known projects operate in rural communities, in-
cluding several which explicitly work to reduce
poverty. As the name implies, sector strategies fo-
cus on an industry sector. A sector can be defined
as a group of firms that share some commonality.
The commonality might be a shared market (e.g.,

hardware stores), a product (wood molding), a
technology (wood-working equipment), a resource
(trees) or even a workforce need (wood workers).

By focusing on a sector, a development organi-
zation can devise an intervention strategy that re-
sponds to the specific barriers and opportunities of
the targeted businesses. By working intensively
with a group of employers who share common
issues, the development organization is able to
develop deeper relations with these firms and work
with them to advance common goals.

Accordingly, a sectoral economic development
project has the following attributes:

Al clearly defined “sector” that is explicitly targeted.

A clear vision and goals that are established
from the outset.

[An effort to understand the dynamics of the tar-
geted sector.

Al collaborative process that includes relevant
“stakeholders.”

A comprehensive approach that seeks to create
systematic change within the sector through
changing relationships among businesses, be-
tween business and labor, and among business,
government and training providers.!

Why Choose These Four Programs?

The Center conducted a broad scan of rural sec-
tor development efforts across the country before it
selected four programs to study intensively. In
choosing these four, we applied five criteria:

1. The industry chosen by the program was large
enough to have an impact on its target area.

2. The program was effective in strengthening that
economic sector, thereby creating or retaining
jobs.

3. The program was effective in channeling ben-
efits to low income people.

Strengthening Rural Economies
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“Rura/ areas often are more challenging to develop economically
than are urban areas. Development in rural areas is often
complicated by their geographic distance from markets
and by inadequate physical infrastructure. ”’

4. The program had existed long enough to have a
record.

5. The programs were geographically diverse, rep-
resenting different parts of the country with var-
ied economic conditions, target populations and
social and political environments.

The four programs selected are:

[Hosiery Technology Center, located in
Hickory, North Carolina, supports the hosiery
industry statewide. HTC was chosen because it
has worked to retain its industry by helping it
modernize and increase the skills of its
workforce. HTC also links low income popula-
tions to its business development efforts.

[CWood Products Competitiveness Corporation
is an organization concentrating on secondary
wood products manufacturing in the Northwest
and headquartered in Bend, Oregon. WPCC is
business-driven, has a diverse set of programs
and has prompted community colleges through-
out the state to develop a worker-training system
that affords lower-skilled, low income workers
access to quality manufacturing jobs. It is help-
ing save its sector by making it more competitive
and export-oriented.

[Ganados Del Valle is a nonprofit organization
promoting agriculture-based development for
Hispanic and Native American families of the
Chama Valley in north central New Mexico.
GDV was chosen because of its anti-poverty

mission and its development strategy, which

focuses on business ventures that are culturally-
based.

[Allaska Village Initiatives, based in Anchorage,
focuses on culturally-based tourism in remote
parts of Alaska. AVI was chosen because of its
expertise in sector-based business development
and its experiences working in extremely remote
areas with people who have little connection to
mainstream economies.

How Is This Report Organized?

This report has five major sections. Chapter 1
presents a history of sector-based economic devel-
opment strategies and identifies some key principles
underlying their effectiveness. Chapter 2 compares
and contrasts the four programs studied in terms of
their design and structure. Chapter 3 describes the
economic development and economic opportunity
outcomes of the four sector programs. Chapter 4
analyzes some of the factors which explain pro-
gram outcomes. Chapter 5 discusses expansion,
replication and policy issues for sectoral interven-
tions.

Endnotes

! Beth Siegel and Peter Kwass. Jobs and the Urban
Poor: Publicly Initiated Sectoral Strategies (Somerville,
MA: Mount Auburn Associates, 1995) p 3.
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History and Principles
of Sector Strategies

his chapter reviews the history, literature and

practical experience with economic develop-

ment strategies that focus on particular sec-
tors. This review helped identify several factors or
attributes of sector programs that make them pow-
erful economic development tools. We pay particu-
lar attention to how these strategies can target
benefits to low income people and communities.

History of Sector Strategies

Sector strategies began in the early 1960s, when
local economic development officials began recruit-
ing firms from specific industries, based on an
area’s perceived comparative advantages.' This
represented a more sophisticated approach to in-
dustrial recruiting, which along with various forms
of public subsidies (tax abatements, infrastructure,
low-cost financing) constituted the primary way
that state and local governments tried to stimulate
economic development into the 1980s.

In the late 1970s and early 1980s, Japan’s success
in targeting and developing certain manufacturing
industries led to various proposals in this country
for a national industrial policy, which included
both sector-specific and cross-sector initiatives.
Although these national policy proposals died in
the mid-1980s, states and localities began experi-
menting with development strategies which tar-
geted key industries or sectors of their economies.

While the sectors targeted depended on the state
or local economy, two types of targeting were
prevalent. First, many initiatives targeted mature
manufacturing industries that were threatened by
international competition or by pressures to relo-
cate to areas with lower labor costs. Conversely,
other efforts targeted emerging technology-oriented
industries such as bio-technology or micro-elec-
tronics because they were perceived to have high
growth potential.

The distinguishing feature of these sectoral ef-

forts was not so much the use of new program-
matic tools, but the fact that they started with an
analysis of the state or local economy, identified
key sectors, and organized services around those
sectors. As they were originally conceived, sectoral
programs could theoretically offer a wide range of
assistance depending on the sector’s needs. In a
paper published in 1987, Mount Auburn Associates
listed the following program tools:?

1. Organizing and Promoting Cooperation: Cre-
ating new relationships among businesses in the
same industry, among businesses in different in-
dustries (promoting increased linkages in the local
economy), and between management and labor.

2. Developing “Enterprise Centers”: Specialized
industrial parks, which, like incubators, provide
small businesses in the same or related industries
with a facility and shared services.

3. Technology Transfer: Programs that aim to
diffuse knowledge about modern production
technologies can target firms in a particular in-
dustry.

4. New Product Development: Programs that
match local manufacturers with sources of new
product ideas, evaluate the feasibility of potential
products, or finance new product development
through innovative “royalty financing” mecha-
nisms.

5. Employment and Training: Programs that ad-
dress labor shortages that inhibit the growth of
an industry, or the cost of retraining workers for
new production processes.

6. Research and Development: Investments by
states in applied research and development, of-
ten to universities to establish research centers
focused on particular technologies or industries.

7. Financing Investment in New Production
Technologies: Financing for automated equip-
ment which could enhance the competitiveness
of small firms.

Strengthening Rural Economies

15



“The distinguishing feature of these early sectoral efforts
was that they started with an analysis of the state or
local economy, identified key sectors, and
organized services around those sectors. "’

8. Addressing Specific Competitiveness Issues:
Analyses of particular industries to reveal issues
that limit the competitiveness of local firms. Such
issues may be poor access to transportation or
the high cost of energy.

While a number of sectoral programs set out to
provide a broad spectrum of services, in practice,
the actual services delivered were generally much
more limited. In a report published in 1995, Mt.
Auburn found that job training and related support
services were “by far the most frequently used”
tool of the sector programs it examined. The sec-
ond most common tool was “providing informa-
tion or technical assistance directly to businesses
in targeted sectors.” This assistance usually in-
volved technology modernization, but sometimes
covered other aspects of business operations, such
as marketing, financing and management prac-
tices. The more aggressive tools of sector develop-
ment — e.g., innovative financing mechanisms,
new product development and new market devel-
opment — appear to have been utilized much less
frequently.

grams, several other strategies or approaches

emerged in the 1980s that implicitly entailed
some sector specialization. Various state and fed-
erally-supported efforts were undertaken to pro-
mote technology modernization in manufactur-
ing industries, with services typically provided
through a technology “extension service” staffed
largely by engineers.* One of the most compre-
hensive programs was the Michigan Modernization
Service, which assisted firms with selecting and
installing computer-based production technolo-
gies, workforce development, market develop-
ment and “educational services,” including work-
shops for managers, entrepreneurs and union
leaders.*

In addition to these self-described “sector” pro-

Some cities adopted industrial retention pro-
grams to retard the flight of manufacturing firms
to the suburbs or the sun belt. Retention programs

generally offered assistance with technology mod-
ernization, development of high-quality manufac-
turing space (industrial real estate), workforce
training programs, marketing and export pro-
grams, assistance with government procurement
contracts, and low-interest or otherwise favorable
financing.’

While technology modernization and industrial
retention programs may not qualify as sector strate-
gies as defined above, many of these efforts did
specialize on certain sectors and offered services
similar to those provided through sectoral pro-
grams.

In the latter 1980s, flexible manufacturing
networks came into vogue. This trend was in-
spired by some widely publicized examples from
Europe, such as small firm industrial districts in
Italy, where networks of firms produce shoes, tex-
tiles, leather goods, furniture and ceramic tiles. In
Italy, Denmark and other European countries,
many small, related firms work together to be able
to compete against large firms in international mar-
kets. Carl Rist and Puchka Sahay describe flexible
manufacturing networks as follows:®

“The concept of inter-firm networking refers
to groups of smaller firms that cooperate in
order to compete — that collaborate to achieve
what each cannot alone. In urban and rural
areas across the U.S., the formation of these
kinds of networks is an emerging economic
development strategy. Inter-firm networking
allows participating firms to retain the flexibil-
ity of smaller firms, while at the same time
capturing the benefits of scale that larger firms
enjoy. Network cooperation may take many
Sorms, from joint purchases of materials or
services to the exchange of strategic informa-
tion to joint ventures for product development
and commercialization.”

By one estimate, there have been at least 150
networks organized in the U.S. The major skepti-
cism about flexible manufacturing networks has
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111 . . . .
Economic development in the United States typically focuses
on job creation and the overall strengthening of an economy.
It is rarely explicitly concerned with poverty. ”’

revolved around the independent, individualistic
mindset of American business leaders. Collabora-
tion is less a part of the American business culture
than in other countries, where networks often
evolve more naturally, with less impetus from gov-
ernment or other outside actors. In fact, many net-
works in the United States have struggled in
recruiting and retaining members, and thus far, few
networks have reached the close levels of collabo-
ration found among firms in European networks.
Nevertheless, networks have become a dominant
sectoral strategy.”

In the 1990s, another evolution of sectoral strate-
gies emerged: industry clusters. Cluster strategies
draw heavily on the work of Harvard business pro-
fessor Michael Porter, especially his book 7he Com-
petitive Advantage of Nations, published in 1990. In
researching over 100 industries located in 10 im-
portant trading nations, Porter found that a nation’s
most successful industries consisted of related
groups of firms rather than single, isolated compa-
nies. These groups were often located in the same
city or region. Consequently, Porter concluded
that:®

“Nations [and regions within nations/ suc-
ceed not in isolated industries, however, but in
clusters of industries connected through verti-
cal and horizontal relationships. A nation’s
economy contains a mix of clusters, whose
makeup and sources of competitive advantage
(or disadvantage) reflect the state of the
economy)’s development.”

”» o«

The terms “clusters,” “networks” and “sectors”
are often used interchangeably. However, the dis-
tinguishing characteristics of clusters are:

[ Clusters emphasize geography, particularly
the competitive advantages gained by related
industries locating near each other.

[Firms in a cluster, unlike networks, may
have no formal relationship to each other. In
fact, the strength of a cluster is that competition
between firms sparks innovation.

[Clusters include a broad range of supporting
institutions: educational institutions, venture
capitalists and other financing entities, research
facilities and occupational training programs.

[ Clusters can span multiple industries or sec-
tors. Clusters can include complementary or
related industries that share common technol-
ogy, markets or support infrastructure (horizon-
tal relationships), or that are linked by buyer/
seller connections (vertical relationships).

Since the approach is new, actual operating ex-
perience with cluster-directed strategies is limited.
The cluster concept can be difficult to opera-
tionalize into a set of programmatic activities. In
fact, at this time, the greatest value of cluster strate-
gies has been as a way to understand a local or
regional economy, rather than as a distinctive body
of strategies, program designs and practice.

For purposes of this report, sectoral strategy is
broadly defined to include the “traditional” sectoral
strategies that emerged in the early 1980s, flexible
networks and cluster strategies.

How Sectoral Strategies Can
Benefit Low Income Communities

As this history suggests, sectoral strategies have
been within the mainstream of economic develop-
ment, with limited connection to poverty or eco-
nomic opportunity issues. Economic development
in the United States typically focuses on job creation
and the overall strengthening of an economy; it is
rarely explicitly concerned with poverty. A 1993
survey by the National League of Cities found that
“although local officials believe reducing poverty is
critically important, only 10 percent considered it
one of their top three economic development
goals.”10

The primary constituency of economic develop-
ment agencies is businesses, which are interested
in profitability, not alleviating poverty or creating
employment opportunities for the disadvantaged.
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111 . . .
Community Development Corporations have made important,
under-recognized contributions to the field, using
sectoral strategies to benefit poor rural areas.”’

As one would expect, economic development strat-
egy gravitates towards providing services which are
most valued by business. Taking flexible manufac-
turing networks as an example, Mt. Auburn has
noted that:

“Networks, by definition, are industry-
driven mechanisms. Their function is to meet
the needs defined by industry. Government’s
role has been to support the creation and
maintenance of these networks, but not to de-
Jfine the agenda. Thus, ... the work of indus-
trial networks is not directly informed by issues
... such as who gets what jobs and the quality
of those jobs.” !

Nevertheless, sectoral economic development
strategies and anti-poverty interests do share com-
mon ground. Many, if not most, sectoral programs
identify shortages of skilled workers as a major bar-
rier for their sectors’ growth. Consequently,
workforce development programs are frequently a
major component of a sectoral strategy. Some of
these programs target a specific low income com-
munity or economically disadvantaged population
for specialized occupational training programs to
prepare them to work in that sector. Such pro-
grams utilize economic development to create
greater opportunity for less advantaged popula-
tions.

The Role of CDCs

The other connection between sector strategies
and anti-poverty efforts is historic. Community De-
velopment Corporations (CDCs) — community-
controlled, nonprofit development organizations
operating in urban and rural low income areas —
have a strong tradition of sectoral development
approaches. They have made important, under-
recognized contributions to the field. William
Duncan, president of the Mountain Association for
Community Economic Development (MACED) in
Berea, Kentucky, described the use of sectoral
strategies to benefit poor rural areas in a widely

quoted paper published in 1986. According to
Duncan, the fallacy of “generalized” small business
assistance and financing programs was their inabil-
ity to accumulate specialized expertise.

“A small business developer can hardly be
expected to make informed investment judg-
ments about a cut-and-sew one day, a super-
market the next, and a machine shop the next,
which is one reason business development
practitioners have accomplished less.” 2

In the early 1980s, MACED’s generalized busi-
ness assistance and financing programs evolved
into sector-specialized programs. Their efforts in
the timber industry are most illustrative. MACED
first established a Forest Products Center in late
1981, staffed by a person experienced in the hard-
wood lumber industry. Contact with business own-
ers in that sector convinced MACED it could have
an impact.

Initially, MACED tried to promote secondary
manufacturing to create jobs, but found few entre-
preneurs experienced with that part of the indus-
try. Instead, MACED discovered that small, local
lumber mills all faced similar problems in gaining
access to markets. These mills were selling to buy-
ers who paid the same price for all lumber, re-
gardless of its grade. Thus, the small Kentucky
mills were not capturing the premium price (and
profit) from their high-grade product. If MACED
could improve their access to markets for higher
grades of lumber, many mills could expand “under
their own steam.”

Subsequently, MACED formed a subsidiary to
buy, agglomerate, process and resell the high grade
lumber of these small mills. The subsidiary at-
tempted to develop the industry in other ways,
including promoting joint ventures and making
financial analysis software available to the larger
mills. Thus, the core of MACED'’s strategy was to
intervene vertically in the wood product supply
chain to create a new, higher margin marketing
channel for existing lumber mills.
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111 . . .
The goal is to make the industry more viable because
sawmills and loggers are critically important employers of
poor people in the most rural parts of the area.”’

MACED’s experience with sectoral strategies was
not unique among CDCs. In the mid-1970s, Com-
munity Enterprise Development Corporation of
Alaska (later Alaska Village Initiatives) focused its
business development efforts in three industries:
fisheries, consumer cooperatives for retail trade,
and native arts and crafts. Similarly, Coastal Enter-
prises, Inc. in Maine targeted two natural resource
industries—fisheries and forest products. Jane
Addams Resource Corporation in Chicago selected
metal fabrication firms in North Chicago’s
Ravenswood manufacturing corridor. These CDC-
initiated sectoral programs were generally similar in
approach and strategy to those implemented by
mainstream economic development agencies. The
critical difference is that CDCs have a fundamental
goal of using economic development to impact
poverty. As Duncan writes,

“The goal here is to use a number of mecha-
nisms to make the industry more viable, not
because it offers bigh pay rates or growth po-
tential, but because sawmills and loggers are
critically important employers of poor people in
the most rural parts of the area.”"?

Principles that Make Sectoral
Development Effective

Sector development is a broad field that has
evolved several distinct strategic approaches based
on somewhat different conceptions of how these
programs can work and have an impact. In order
to interpret the four case studies in this report, we
have distilled some principles that help make rural
sector programs effective. These principles fall into
four categories.

1. Sector programs are based on a:

[Stirategic Analysis: Sector strategies begin
with an analysis of the structure and market
dynamics of the industry and the economic
and public policy leverage points. Sector

strategies are based on knowing the barriers,
strengths, opportunities, resources and com-
petitive factors of the targeted businesses.
They must explain what’s needed for these
businesses to become more competitive and
grow.

2. Sector programs embrace two operational
principles:

[Specialized Knowledge: By focusing on a
sector, program staff can gain in-depth, spe-
cialized knowledge relevant to their sector.
This knowledge can encompass market
trends, market channels, production technol-
ogy, materials supplies, governmental regula-
tion, financial analysis, pricing, packaging,
logistics and transportation, capital and fi-
nance, facilities and real estate, and
workforce quality and availability— the entire
spectrum of business concerns. This knowl-
edge enables a program to add value at a
depth which conventional “generalist” busi-
ness service providers cannot.

[ Tddustry Relationships and Legitimacy:
Sector programs will work with many of the
same businesses over and over again. If those
interactions are positive, a sector program can
establish long-term, enduring relationships
with important firms in the sector, enhancing
its legitimacy and credibility. Legitimacy is
essential to being effective in economic de-
velopment because businesses are so often
suspicious of such programs, especially if
they are initiated by government or other
“outside” actors. Specialized knowledge plus
industry credibility also gives a sector pro-
gram the power to initiate new activities.
Rather than always reacting to industry needs,
the sector program can be more proactive
and take a leadership role.

3. Sector programs achieve their impact
through one or more generic strategies.
These strategies include:
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“In today’s economic world, superior knowledge and
innovation are the basis of competitive advantage.
Thus the greatest power of a cluster strategy can be
its ability to promote the exchange of information. ”’

[ Direct Service Delivery: The program may
directly provide services to firms in its sector.
For example, a sector program may have a
staff engineer who works directly with firms
to assess their production equipment and
recommend upgrades. Another program may
run a training that feeds technically-skilled
workers into the industry. “First generation”
sector programs were often built around di-
rect delivery of specialized services identified
by their constituent businesses.

[Stirengthening the Support Infrastruc-
tures: Strong sectors (or clusters of firms)
are generally served by a specialized infra-
structure. This infrastructure can include
business services (e.g., product and material
testing, customized workforce training, legal
and business support services), support
businesses (equipment and material suppli-
ers, job shops, prototype shops, warehous-
ing, packaging and transportation firms),
financing institutions that understand the
industry, and educational institutions that

train both professional and production work-

ers. Strong clusters will normally drive the
creation of a strong support infrastructure.
However, in the absence of adequate infra-

structure, many sector programs have helped

develop it. They may advocate for more
public investment, or network with key pri-
vate sector firms that can provide needed
services.

[ Piomoting Greater Inter-Firm Coopera-
tion: Many sector programs try to promote
firm-to-firm collaboration on projects. This
collaboration often involves flexible special-
ization or flexible manufacturing networks.
Several smaller firms can bid on a contract
that is too large and complex for any one
firm. Alternatively, a group of smaller firms
can cooperate on a workforce training pro-
gram, or a research and development pro-
gram, which none could afford individually.

In effect, cooperation enables smaller firms to
achieve economies of scale.

[Cteating New Patterns of Information
Flow and Learning: Research on successful
clusters has demonstrated a high level of in-
formation exchange between firms. In a verti-
cally-strong cluster, better information flow
yields information on new product and tech-
nology developments, knowledge of the most
cost-effective inputs, and better (and more
cost-effective) coordination between buyers
and suppliers. In a cluster rich in horizontal
relationships, better information flow creates
opportunities for innovations in one industry
to benefit firms in other industries, for devel-
opment of complementary products or ser-
vices, for development of common support
infrastructure, and for strategic alliances
which cross industry lines.

In today’s economic world, superior
knowledge and innovation are the basis of
competitive advantage. Consequently, the
greatest power of a cluster strategy can be
its ability to promote the exchange of
information, which promotes new
knowledge, enables innovation and helps
firms identify and capitalize on new market
opportunities.

4. Finally, a sector’s strategy can yield benefits
to low income people or communities if it
has:

[Whys to Link to Poverty Populations: As
with the CDC-initiated sector strategies, we
are interested in how a sector program chan-
nels economic development benefits to low
income persons. These benefits can take dif-
ferent forms — job creation, job placement,
higher wages, skill-building, political empow-
erment, or even preservation of indigenous
cultures. The benefits will largely emanate
from the program’s services. But citizens
whose organizing efforts helped create and
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111 . . . .
To have a strong impact on poverty, the anti-poverty mission
needs to be woven into the program at many levels. "’

develop a program may also benefit by par-
ticipating in that program’s governance, op-
erations or advocacy.

Many ways have been used to link a sector
program to low income concerns. These include
the program’s mission, who governs it, the con-
stituencies it serves, its analysis of the strategic
issues, and how the program is designed and
staffed. Sector programs with strong impact on
poverty will utilize many of these linkage
mechanisms; the anti-poverty mission becomes
woven into the program and organization at
many levels. These sector programs are as con-
cerned with the market for the sector’s workers
as they are with the market for the sector’s prod-
ucts and services.
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How Are the Programs
Designed and Structured?

his chapter compares the planning, design
I and implementation of the four rural sector

development programs we studied in depth:
Alaska Village Initiatives (AVD), Ganados del Valle
(GDV), Hosiery Technology Center (HTC) and
Wood Products Competitiveness Corporation
(WPCC). The analysis is organized around each
program’s:

[Qligins, Mission and Constituencies
[Stlategic Analysis

[ Pdogram Design

[ Specific Program Components
[Lihkage to Low Income Populations

[ Bhdget and Staffing

Origins, Mission and
Constituencies

These four sector programs have different ori-
gins and, accordingly, different missions.

The Wood Product Competitiveness Corpora-
tion was initiated and originally funded by state
government. The wood products industry, long
recognized as one of the most important segments
of the Oregon economy, suffered severe job loss in
the 1970s and 1980s, especially in primary timber-
cutting and sawmill operations. The Oregon state
legislature responded by establishing the Interim
Legislative Committee on Forest Products to exam-
ine the issue, particularly the potential for in-
creased value-added processing to create or retain
jobs. The Interim Committee recommended cre-
ation of the WPCC and the Oregon legislature ap-
propriated $2.3 million for it in July 1991.

WPCC is now an independent, self-financed 502-
c-6 trade association. Its membership consisted of
104 secondary wood products firms in 1995, 13
percent of the 800 secondary wood products firms

in Oregon. Its purpose is to devise and coordinate
strategies to improve and promote the competitive-
ness of the secondary wood products industry.
WPCC particularly targets small to medium-sized
firms (between 10 to 70 employees).

The Hosiery Technology Center is funded by
state government (through the community college
system), but its genesis lies in an industry associa-
tion — the Carolina Hosiery Association (CHA).
CHA is a network of 200 North Carolina hosiery
firms formed in 1963.

The idea for the Technology Center arose at a
CHA retreat as a means to address several issues
confronting the industry: modernization, upgrading
employee skills and retaining good workers (who
were leaving for jobs in other industries). The HTC
was to be modeled after the existing Furniture
Technology Center at Catawba Valley Community
College.

The CHA successfully lobbied the state legisla-
ture to channel community college funds directly to
Catawba Valley Community College for the HTC,
and the HTC was established in 1990. Most firms
served by HTC employ between 25 and 100 em-
ployees.

Ganados del Valle’s mission has been to assist
long-time residents of the Chama Valley — mostly
Hispanic and Native American families — attain eco-
nomic self-sufficiency. Its sectoral efforts have cen-
tered on developing agriculturally-based
businesses. The organization has also sought to
retain local control over land, water and other
scarce natural resources. GDV attempts to combat
poverty by intervening directly in the economy and
by promoting equitable, sustainable development
solutions.

GDV traces its origins to grassroots community
organizing rather than state government or an in-
dustry association. Northern New Mexico experi-
enced a groundswell of community organizing in
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