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SECTION A: PROJECT NARRATIVE AND SCOPE OF WORK

Introduction

The overall purpose of this project is to enhance economic opportunity and prosperity in rural
America via appropriaic stratcgic decisions that reflect the realities of today and tomorrow’s economic
environment. These strategic decisions require: (a) the best possible understanding of the current and
future economic environment; (b) data and analytical tools to assist local areas in positioning themselves
within this dynamic environment; and (¢} mechanisms enabling the data and tools to be turned into
knowledge and used effectively for local decision making and for informing public policy at the local,
staic and nauonal levels.

The proposed study will generate relevant insights, data and analytic tools to help answer
fundamental questions underlying rural regional development in today’s changing economy. The resulting
products and services will be packaged in a user-friendly format {or economic development practitioners
and policy makers. Prior to final release of our findings and research products, we will perform “duc
diligence” by testing them in four diverse U.S. regions and making adjustments based on test results. We
will also disseminate and share our work widely through a number of channcls, creating and maintaining
a website featuring our findings, providing access to relevant information and making presentations at

regional and national venues.

Economic Development Need

The modest economic performance of rural regions underscores the need to help these regions
build new, stronger economic cngines. The most recently available data confirm that rural regions
continue to lag behind economic gains in the nation’s metropolitan areas. Job growth, one of the most
closely watched barometers of economic progress, was 1.8 percent in 2005 versus 2.3 percent in metro
areas. For the decade ending in 20035, rural job growth averaged 1.1 percent a year versus 1.8 percent in
metropolitan areas. Income growth (as measured by county personal income) has been somewhat
stronger, though still slower in rural areas average annual growth for the decade of 4.5 percent versus 5.4
percent in metropolitan arcas.

Although nonmetropolitan areas continue to lag metro areas in terms of economic performance, it
is difficult to know if the past is also prologue. The reason, in part, is that our national economy is
undergoing a major transformation. Throughout most of its history, the foundation of the U.S. economy,
including the rural economy, lay in production of various types of goods and commoditics. Several
decades ago, this goods- or commedity-oriented economy began to give way to an economy in which
services were a major driving economic force. Economic development straiegics, policies and programs

were reasonably well aligned to these two different stages in our economic evolution. However, today’s



US Department of Commerce, Economic Development Administration 11.303, 11.312 -EDA -§-3-07

“New Economy” is about neither goods nor services per se. Instead, it can be thought of as a knowledge-
based or mnovation economy.

For those concerned about rural people and places, this economic transformation raises two
fundamental and interrelated questions:

= How can rural areas participate in, and take advantage of, a knowledge-based innovation
economy?

= Arc public and private investments aligned to help build the capacity of rural areas to
participate effectively in a knowledge-based innovation economy?

Though not focused specifically on rural America, the recent report from the Strengthening
America’s Communities Advisory Committee (Economic Development America, U. S. Department of
Commerce, Summer 2005} provides strong justification for focusing much greater attention on our
transformation to a knowledge-based imnovation economy and aligning public policy and investments
accordingly. Among the Committee’s insights arc the following:

“With increasing competition from across the globe, U.S. industries can no longer rely on low-

cost labor, access to raw materials, and low value-added products and services to drive success. In

an mnovation-based cconomy, skilled human capital has become the most important form of
capital. Knowledgeablce and skilled people and their ability to apply that knowledge creatively
drive the engine of successful innovation” (pp.17-19).
This report emphasizes several concepts on which the proposed study focuses:
= The importance of a regional approach.
= The importance in an imnovation-led economy of focusing attention on assets needed for
knowledge-related jobs,
»  The value of local and regional leadership, informed by best practices for developing and
implementing strategies that support an innovation economy.

Before considering the alignment of public policy and programs, a question that must be
addressed is whether or not rural areas even have or can develop the potential to support an innovation-
based, “knowledge” economy. A body of research -albeit limited suggests that rural America can, In
fact, participate effectively in the New Economy, although there may be certain hurdles or constraints to
overcome. Henderson and Abraham (2004) used Bureau of Labor Statistics to identify “high knowledge
occupations” and applied regression analysis to identify characteristics of rural counties most often tied to
a concentration of high-knowledge occupations. They conclude by noting that, “Knowledge is the new
fucl powering economic growth in the 21* century.. . However, few rural places have tapped into this

economic potential. Many arc asking where to start” (pp.88).
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Similarly, a more recent Henderson report (2007) begins with the question, “Can technology
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adoption help invigorate rural economies?” He concludes that “as technologies mature, patent activity in
smaller communities often rises... To boost productivity and prosperity, many rural firms have adopted
new technological innovations to create new products, reach new markets, and enhance production
efficiencies. The size and remoteness of rural places raise the cost of knowledge sharing and information
transter, which in turn limits radical innovation. However, creating networks that support the transfer and
adoption of new technologies may lay a foundation for revitalizing many rural communities.”

Given its potential to be an active player in a knowledge-based innovation economy, yural
America needs a framework and process that help stakcholders determine how to link public investments
to the economic development strategy being pursued, including those cases where the economic
development strategy emphasizes the New Economy. This framework should be constructed in a manner
that (a} reflects a regional context, and (b) recognizes the distinct compcetitive advantage of a particular

region and the investments necessary to seize it. Such a framework for use by local practitioners and

decision makers does not currently exist.

Framework for a Multi-Dimensional View of Regional Economies

The major goal of this project 1s to develop practical tools based on accessible, understandable
data that can be applied to regions containing rural areas by planners, policy-makers and economic
development specialists. Qur three-fold set of frameworks is intended to form the basis for the
development of rural economic development strategics informed by a “sicreoscopic view” of the regional
economic envirenment {Markusen, 2003).

Produets. Three major products will be developed in this project:

1. A framework for measurement and assessment of innovation capacity in rural regions.

2. A framework for identifying the type and strength of occupational and skills clusters to
identify promising knowledge-based economic potential for the region.

3. A path-breaking planning framework to enable practitioners, stakeholders and local
government officials to align and prioritize key public investments in support of
knowledge-based economic development strategies.

Although these practical frameworks will be valuable in many different contexts, they will also
place special emphasis on rural regional economies that are siriving to transition from a commodity- or
goods-producing economy to the New Economy. Often these economies have special challenges and also

limited organizational and research capacity to undertake this type of analysis.
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Methodology and Detailed Scope of Work
1. Framework for Measuring Indicators of Innovation Capacity

Most rural regions continue to depend on commodity economies based on agriculture, natural
resources such as mining, or manulacturing. The manufacturing scctor is, in fact, the biggest contributor
io rural incomes. In many cascs, though, rural manufacturers often produce commodities in the sense that
the preduct being madc has rather generic attributes that are casy 1o produce elsewhere,

There is a pressing need, therefore, for rural regions te tap into innovation that can redirect rural
production cconomics into much higher-valued products. Unflortunately, little is known about how much
mnovation is actually occurring or how rural regions with an innovation deficiency can correct it.

This project will develop two tools to help rural leaders assess their regions’ innovation potential
and the economic opportunities that may flow from that potential, This approach builds on the framework
of Drabenstott and Henderson {2006), which suggests rural regions need two key ingredients to prosper:
innovation driven by entreprencurship, and sufficient human, financial, and social capital.

o The first ool will assess the overall innovation capacity of rural regions. To date, little is known
about measures of innovation capacity in rural regions. This project will build on pathbreaking
work by Barkley, Henry, and Lee (2006), developing a new indicator of innovative activity for
each U.S. county. This will provide a highly useful mapping of yural innovation, giving regional
leaders much better insight into the capacity for change with which they begin. Our research will
also explore the uscfulness of other possible measures of rural innovative capacity.

*  The second tool will identify occupational clusters, focusing especially on clusters critical to the
creation of a knowledge economy in rural regions. The work of Markusen and others (below)
suggests that occupational clusters may be at least as important as industry clusters in driving
regional competitive advantage. Developing a national mapping of occupational clusters will
serve as a powerful complement to an understanding of rural industry clusters, which was a major
focus of the previous EDA-funded project conducted by partners in this research team.

2. Occupational and Industry Cluster Framework

This part of the proposed project focuses on identifying and mapping clusters of occupations at
the national and test region levels, using counties as the basic unit of measurement and incorporating
descriptions of concomitant skills and competencies with an emphasis on occupations most closely
associated with knowledge and innovation. We will build upon the pioneering work of Markusen and
Barbour (2003, 2007} and others (for example, Feser and Koo, 2001; Feser, 2002, 2003) to develop a
methodology for determining:

» the structure and composition of rural cccupational clusters

¢ the competitive advantage of rural regions in terms of occupational and skill specializations
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+ the degree of fit between regional industry clusters and regional occupational clusters and skill
sets.
The expected outcome of this research effort is a web-based database and analytical framework enabling
practitioners fo generate occupational clusters and associated skills that will help local and regional
stakeholders to:
¢ understand their local workforce and educational situation within the broader regional economic
development context
+ use this information in bridging the gap between workforce and cconomic development when
constructing a regional economic development strategy
+ use their local and regional occupational cluster mix to diagnosc how well positioned the region
and its communities are to participate effectively in a knowledge-based innovation economy
¢ determine how well occupational and skills cluster strengths align with the region’s business and

industry cluster strengths (Markuscn and Barbour, 2003).

In executing these tasks, we will be guided by the work of Markusen and Barbour as well as
Feser and Koo, making use of the U.S. Department of Labor’s Occupational Employment Statistics
{OES) and O*NET data. However, we will also draw upon the expertise and proprietary databases of
team pariner Economic Modeling Systems, Inc.(EMSI), partly in order to avoid the spatial analytic
limitations of OLS and O*NET' but also in order to take advantage of EMSI’s innovative tools for
assessing regional and county-level skills sets and the amount of effort needed to transfer skill sets
between occupations. . The EMSI toolkit builds upon OES and O*NET providing the capacity (o sclect
clusters of knowledge, skill and ability categories and view county level labor market data for
corresponding occupations. It automates detailed analysis allowing for assessment of employment size,
growth, location quotient and shift share for a sclected grouping of occupations. It contains staffing
patterns and inverse staffing patterns enabling analysis of the cccupational mix of an industry and the
largest employing industries for specific occupations. Each of these elements, among others, will

confribute to the development of occupational clusters and their alignment with regional industry clusters.

These work products will build upon and extend previous EDA-supported work on rural regional
competitiveness undertaken by the research team. This earlicr study constructed 17 business and industry

clusters and an Index of Relative Rurality (IRR). The IRR scrved as the basis for a typology in which all

'These databases do not extend to the county level, which is what is needed in order to analyze rural

regions.
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U.S. counties are classified into seven categories ranging from rural to urban. Various analytic models
were used to explore and explain the spatial distribution of the busincss and industry clusters in relation to
the seven different types of counties.

The IRR framework will be used in the proposed study. However, the new focus will be on
occupational clusters and occupational compeiencies (knowledge, skills and abilitics), especially those
occupational clusters and competencies most closely linked to a knowledge-based innovation economy.
The analysis will also ¢lucidate the crosswalk between occupational and industry structure, and how this
relationship varies across the seven caiegories of yuraiity,

Unique to this project will be the use of administrative records that will measure the knowledge-
worker pipeline available in the targeted regions of Indiana. The Indiana Business Research Center will
develop and test indicators of knowledge-worker availability based on matching public-higher-education
student records with confidential worker-status records to determine the availability of workers receiving
certifications and/or degrees by type of program. This pionecring work could provide an important model
for replication in other states.

3. Framework and Tools for Prioritizing Public Investments in a Region

Fostering regional competitiveness places many demands on a region. The starting poini is a
comprehensive strategy that identifies the region’s competitive advantages and maps critical paths for
seizing it. The end point comes when the region makes new public investments, chosen from a wide range
of possible public goods. The public interest—represented by the greatest possible return on public
dollars invested— Jics in ensuring that these public investments meet two tests. First, they must “link and
leverage” competitive advantages to form a balanced, high value portfolic of economic development
investments. Second, they must be aligned with investments that are and will be made by the private and
nonprofit sectors.

No analytical framework or tools are available currently to help regions meet either test. This
project will develop a framework and tools for regions to address both investment demands, The
framework and tools hold great value to the EDA, given that the overwhelming portion of its annual
budget currently goes to fund public investments in regions.

Specifically, the project will develop two tools aimed at helping regions prioritize investments:

o The project will develop a portfolio analysis tool to help regions prioritize public investinents
based on the riskiveward profile of their potential competitive advantages. This tool will
adapt portfolio investment models {o the regional investment dilemma. Specifically, the goal
will be to develop a spreadsheet tool that regional officials can use to identify which portfolio
of public goods both align with the region’s competitive advantage and provide the greatest

return o tax dollars invested.
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o The project will develop a mapping tool that will show how the investments made by public,
private, and nonprofit groups contribute to five key strategic objectives: brainpower,
innovation and entrepreneurship, regional branding, quality of place, and governance. This
mapping tocl, building on work by Morrison (2004), will provide a user-friendly snapshot of
how well multiple investments align with the region’s overarching compctifiveness strategy.

The results of the proposed investment analyses, together with data on occupational clusters and

skills, will be incorporated into our existing county-specific interactive website and database on business

and industry clusters (http://www.ibrc.indiana.edu/innovation) These data on occupational clusters and

competencies will provide an importlant resource for practitioners and policy makers who necd readily
available information on occupational clusters in addition to business and industry clusters. Such data will
help rural counties understand how and where they fit within a larger regional context; how industry and
occupational clusters interact to shape a rcgion’s assets and strategic advantages; and how well positioned

the region and its rural areas are in relation to the assets nceded in a knowledge-based economy.

Testing the Work Produets

The final aspect of our research will be to test the usefulness our work products in four diverse
U.S. regions. Although selection of these regional laboratories is not yvet final, we expect that two will be
in Indiana, ancther in Mississippi-Alabama, and a fourth in southwestern Wisconsin (all of which are
described below). The targeted regions are nearly coterminous with existing federally-designated
Economic Development Districts, and three of the four are also involved in the U.S. Department of
Labor’s Workforce Innovation in Regiona! Economic Development { WIRED) initiative.

This testing phase will be modeled after the stakeholder engagement process employed in our

previous study on business and industry clusters (www.ibrc.indiana.edu/innovation/reports.html, pp. 84-
86). In that study we convencd focus groups and local and regional leadership teams to help (a) determine
the effectiveness of the analytic tools and frameworks that had been developed, (b) fine tune the products
before national release, and {(¢) document the process used in working in the regional locations and sites,
subsequently making this information widely available to practitioners and policymakers.

In the proposed study the expected outcome from each region is a prototype plan that
purposefully addresses how the region can best participate in a knowledge-based cconomic development
strategy, including how public investments can be prioritized in support of such a strategy. In all four
regions we will take advantage of the institutional and organizational structures and capacity alveady in

place via the existing WIRED projects and the Economic Development Districts.

10
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Profiles of Selected Study Regions. Our anticipated test regions include the following:

Western Alabama/Eastern Mississippi (WAEM) Region. A first-generation WIRED region,
WAEM consists of 37 counties in western Alabama and eastern Mississippi. The region is predominantly
rural, with only one metropolitan area (Tuscaloosa, AL) and about a million residents, 88 percent of
whom work within the region. Its economy depends mostly on agriculture, manufacturing, and wood
products, but has emerging clusters in business services and transportation and logistics. The region has
significant natural rcsources and historical and cultural assets, coupled with persisient poverty and low
educational attainment. RUPRI’s Center for Regional Competitiveness is leading development ol a
comprehensive development strategy for the region, a process that will conclude later this year,

Upper Mississippi Region. A new multi-county region is forming in SW Wisconsin, NE lowa,
and NW Iilinois, catalyzed by an active 5-county economic development district in SW Wisconsin, the
University ol Wisconsin-Platteville, and Alliant Energy, a major regional clectric utility. All three
stakeholders sec a broader economic region that is not currently working together, but which has great
economic potential. The region 1s predommantly rural (the only metropolitan area is Dubuque, Iowa), and
largely dependent on agriculture, manufaciuring and, to a lesser extent, tourism. This broad region lacks
an economic strategy, and a new group of regional champions, led by UW-Platteville, is now eager to
create onc. With strong participation from at least two economic development districts, this project is a
greal opportunily to highlight how such districts can use new tools to work regionally.

Indiana Economic Growth Region 11. A WIRED region located in the southwest corner of
Indiana, Economic Growth Region 11 (EGR 11) includes some urban {Evansviile) but mostly rural
populations among its nine counties. The region’s population of 422,354 ranks in the middle of the state’s
11 EGRs, but it has grown by only 6.8% since 1990, half as fast as Indiana’s slow-growing state average
(13.9%). Highly dependent on the manufacturing sector, the region has pockets of high growth around a
Toyota assembly plant and its suppliers, but 1t has lost some significant high-wage employers. EGR 11°s
emerging clusters include Defense and Security, Information Technology and Telecommunications, and
Apparel and Textiles (which is tightly associated with the Forest and Wood Products cluster, one of the
more specialized clusters in the region).

Indiana Economic Growth Region 6, .ocated in east-ceniral Indiana, LGR 6 consists of nine
mostly rural countics with 342,084 residents, 19.4 percent of whom reside in Muncie, the region’s largest
city and home to Ball State University. EGR 6 is Indiana only region that lost population from 1990 to
2006. EGR 6 has one of the higher unemployment rates in the state and has suffered significant losses in
manufacturing. EGR 6’s cmerging clusters include agribusiness, food processing & technology,
information technology & telecommunications, and business & financial services. The region’s three

most specialized industry clusters are glass & ceramics, manufacturing, and forest & wood products. In

11
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employment, EGR 6 ranked 8" in the state with 176,149 full-time and part-time jobs (2005). In terms of
employment change from 1990-2006, EGR 6 had the lowest growth rate (1.3%) of all 11 EGRs.

Disseminating the Study Results

We will generate national awareness and interest in these work products through an aggressive
effort to disseminate the findings of our study, modeled after our highly visible, award-winning project
Unlocking Rural Competitiveness: The Role of Regional Clusters. That EDA-sponsored study was
reported and distributed nationally via an attractive tri-fold brochure incorporating a data CD featuring the
full report, database, links to the project website, and other information. We additionally gave
presentations at numerous venues and used a variety of media to call this work to the attention of policy
makers and practitioners.

Special efforts will be made to call attention to the new data and tools we will be adding to the
research team’s existing website. The website’s user base provides a ready vehicle for quickly expanding
awareness and usage of the additional data and tools resulting from this project. We will also present the
study’s findings at regional and national conferences and meetings. Finally, the addition of the Rural
Policy Research Institute to the collaborative team provides an additional avenue for extending our work

to key audiences across the U.S. and also into the international arena.
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