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Executive Summary

Senate Bill (S.B.) 275, of the 78th Texas Legislature, required the Governor’s Office of Economic Development to coordinate state efforts to attract and retain technology-intensive industries. Additionally, it promoted the pursuit of industry clusters as a means to achieve that objective and specifically named six technology areas of concentration. The Texas Workforce Commission (TWC) has been assisting the Governor’s Office on a number of joint activities to help grow the Texas economy including collecting and delivering labor market information. To paraphrase TWC Chair Diane Rath’s remarks in the January 2005 Workforce Report, “it is a natural part of the evolution of these [the workforce and economic development] entities that they should work together.”

Few involved in workforce development would argue against the logic and importance of linking with economic development to achieve the TWC goal of creating, retaining and increasing career opportunities in Texas. Such an alignment, as Chair Rath noted in the aforementioned article, embodies two major paradigm shifts that affect the delivery of Texas workforce development services. The first is the drive to morph local board activities into an employer-driven system, an approach heralded by the Department of Labor and championed in Texas through the efforts of the TWC Commissioner Representing Employers, Ron Lehman. The second is a push to align workforce with economic development more closely at the local level. Use of the term “paradigm shift” in this paper indicates the degree to which these approaches represent significant change in the way local workforce boards conduct their activities. Significant inroads are being made to transform the workforce system into one that is more employer-oriented, but these changes are not occurring without challenges. Moreover, under previous federal employment and training legislation, expenditures relating to economic development were largely viewed as “disallowed costs.” Thus, it should be no surprise that some Local Workforce Boards (Boards) are confused and apprehensive, as they are asked to take on a larger role in regional economic development. 

While the state’s focus on industry “clusters” was mandated with the passing of S.B. 275, among the challenges associated with the paradigm shifts required by the clusters concept has been the need for the TWC leadership to adopt and communicate a clear and common understanding of expectations. Although “clusters” is a concept that is commonly used to describe a critical mass of essential industrial elements in close proximity to one another that spark and sustain economic development and growth, in the world writ large there is no single definitive and unified strategic vision operationalizing the cluster concept. Researchers from various schools of thought differ on what constitutes decision-critical data in cluster analysis that should drive strategic plans for economic development. Indeed, across the nation, different cluster approaches are being implemented to achieve various goals, purposes and results.

For example, traditional economists tend to look at the industry structure of regional economies emphasizing the impact of macroeconomic, or large scale, policies on cluster formation. They take advantage of standard labor market taxonomies to identify commonalities (e.g., in raw material requirements, production processes and enabling technologies) among industries within defined geographies and similarities in occupational skill requirements that logically should tie industries together as discrete clusters. Often these clusters are analyzed to determine the strength of regional comparative advantages. Such an approach most commonly is conveyed by using concepts related to traditional demand relationships and supply-chain management. Traditional economists also use statistical methods, like location quotient (LQ) calculations (i.e., coefficients of regional export strength or industrial specialization) and shift-share (regional competitiveness and industrial mix) analysis, to analyze employment data to determine which industries historically have served as the anchors of each region’s economy.

In short, traditional economists tend to be tied to legacy or existing data systems and macroeconomic theories. Practitioners from the traditional school would argue that their methods move beyond macroeconomic data to a focus on micro-enterprises and emerging trends and practices at the firm level, e.g. newly constituted supply-chain modeling. While this may be true for most analysts, traditionalists tend to stop short of focusing on individuals in their operational definitions of clusters. Thus, while traditional economists do an excellent job of describing the economic structure and the theoretic constructs underpinning the notion of clusters, they are hard pressed to set a strategic vision and put an action plan in motion.

On the other hand, social scientists, especially those with backgrounds in disciplines other than economics (i.e., industrial psychology, industrial sociology, political science, communications, marketing, and public relations) are more inclined to look at discrete networks of interconnected individuals as the underlying forces driving cluster formation and growth. Like the traditional economists, social scientists acknowledge that clustering tends to occur among entities that face common challenges, markets and opportunities -- whether these are skilled labor needs, access to venture capital or identifying the next “breakthrough” or “disruptive” technology. They acknowledge that every cluster has key industries at its core that likely will serve as regional economic growth poles. However, social scientists are much more interested in identifying individuals who can play pivotal roles ad hoc in bringing together essential elements to make things happen – the knowledge brokers, “movers and shakers,” and deal makers capable of creating “win-win” scenarios for disparate stakeholders. 

Instead of mining massive sets of highly standardized time-series data (whose validity they challenge because of the lines separating “industries” are becoming increasingly blurred), social scientists are more intent on analyzing specific transactions to see:  who the key players are, what resources each player brings to the table, how those resources are accessed, how rapidly the resources can be deployed, and how effective each player is in bargaining and leveraging the assets at his/her disposal to shape outcomes. Discrete geographic boundaries are far less important under this approach. In fact, especially given the increased influence of globalization, many in this camp argue that a cluster is just as likely as not to extend well beyond politically defined geographic configurations of regions or states.

While not entirely eschewing traditional economic time-series data, this group is interested primarily in business relationships (captured in case studies, best-practice scenarios to be emulated, “real time” transactional data and extensive “rolodex” entries that can be tapped by other entrepreneurs trying to make similar deals) than in standardized economic data collected through long-standing and massive joint state-federal efforts. Anecdotal information about partnership and networks, according to social scientists, are more “actionable” than traditional economic data. But, due to its “organic” and ever evolving nature, anecdotal information is very difficult to use when trying to draw valid and reliable generalizations across different regions and industries or longer time frames. Moreover, such anecdotal “data” are: challenging to monitor over time; less reliable for assessing the progress of cluster development initiatives; and less useful for answering questions relating to cluster participants in the aggregate. Anecdotes don’t tell us how many firms are in a cluster, their current employment levels, or the average wage paid to workers therein, etc. Reliance on anecdotal information also makes it harder to document outcomes to the satisfaction of funding entities and the electorate that ultimately hold economic development deal-makers and public officials accountable.
Regardless of the approach used or the alternative tactic to pursue an optimal hybrid mix of approaches, the concept of industry clusters increasingly is viewed as a viable strategy to maximize regional growth and target economic development resources. In theory, implementing a targeted initiative should provide the impetus for job growth and expansion among the core, ancillary and support industries within that given cluster. However, no cluster initiative should be viewed as a short-term, “quick-fix” plan for job or income creation and wealth accumulation. Any truly strategic cluster initiative represents a long-term approach for economic integration of key stakeholders and a means by which education and training resources can be aligned with public and private R&D investment, venture capital, leading edge scientific innovation, technology transfer strategies and governmental policy to drive regional economic growth. Each cluster-promoting initiative has unique implications for data collection and analysis, leadership opportunities and policy development that must be identified and appropriately aligned, if, ultimately, it is to succeed. 
Much literature waxes eloquently on the value of clusters for job growth, a primary metric of successful economic development. However, although they are both intertwined, the goals of workforce development are not synonymous with those of economic development. For example, underpinning a cluster-based approach is the prospect that the targeted set of inter-related industries has potential for above average job creation. But it does not mean that jobs are, or will be, available within the shorter-term training time frame associated with most workforce development programs. Similarly, key occupations in a cluster may require education and training preparation that exceed the limits of most workforce programs and customers. This means that there may be limited career opportunities for workforce program customers within a cluster. Indeed, some initiatives may be designed to bolster profitability in declining industries by increasing worker productivity. While succeeding in promoting “economic” growth and abating anticipated layoffs, such initiatives, nonetheless, may result in net job losses. 

Finally, it is eminently possible for regional job growth to occur in industries that are not part of any statewide cluster. By focusing exclusively on statewide clusters, the workforce needs of many local employers will go unmet while training and placement opportunities for job-seekers may be lost. Thus, the workforce development system must have a two-fold policy that builds on a cluster-based approach to new business growth and recruitment while simultaneously addressing the workforce needs of current job-seekers and established employers for promoting retention and expansion of existing businesses at the regional level.

Background and Problem Statement

Clearly, federal and state workforce systems are undergoing significant change. The changes were brought about initially in Texas by Senate Bill 645 in 1993. Additional reforms came about through federal legislation when the Workforce Investment Act (WIA) superseded the Job Training Partnership Act (JTPA) in 1996. Private Industry Councils (PICs) of the JTPA era evolved into Local Workforce Development Boards (Boards).  In the early stages of their formation, many Boards focused primarily on the supply side of the labor market equation. They carried out the old PICs’ mission of serving the needs of job-seekers -- particularly the “most at-risk” and “hardest-to-serve.”

In addressing labor supply issues in a relatively reactive mode, the Boards entered into contracts with service providers for service delivery. The Texas Workforce Commission (TWC) provides each Board with an abundance of supply-side data, technical assistance and automation tools to help them serve job-seekers. The Boards’ performance heretofore has been evaluated according to measures and standards that clearly and consciously were tied to expected labor market results to be achieved by service-eligible job-seekers. 

Now reform measures embodied in state legislation and proposed WIA reauthorization require Boards to tackle additional responsibilities. They are supposed to adopt a more employer-focused, market-driven approach to workforce development. These days, in addition to reacting to supply-side dynamics, they must become more proactive in stimulating the demand side of the labor market equation. The objective is to “grow” more jobs and, thus, increase the private sector employers’ capacity to absorb job-seekers. 

This represents a significant change.  Under JTPA, program monitors and auditors frequently had ruled that the use of workforce dollars to promote “employment-generating activities” constituted “disallowed costs.”  Not too long ago, the very hint of using federal workforce dollars to promote business growth was heresy.  PICs were sanctioned, some of their executive directors were chastised and state level policy-makers and administrators resigned their jobs over the issue.  Thus, it is only natural for some Boards to be confused and apprehensive as they tackle a larger role in regional economic development. 

Despite enthusiasm created by the current rush to align workforce and economic development policies more closely, the path to success is far from being clear and brightly lit.  Among the challenges ahead include the following:
· Performance measures and standards tied to economic development goals and objectives have not yet been devised to supplement existing ones that predominantly are supply-side oriented.

· The TWC, pursuant to the State Legislature’s instructions in Senate Bill 275 and Governor Perry’s guiding principles, is promoting a clusters-based approach to economic development. But there is a surplus of overlapping (and sometimes contradictory) theories regarding: 

· what constitutes industry clusters; 

· how and why they are formed; 

· how they are to be promoted; and 

· what government agencies can do to facilitate their development and growth.

At the Board, workforce center and contracted service provider levels, professional staff may lack necessary expertise
 to make heads or tails of newly assigned, but fuzzy, responsibilities for economic development. Many received their formal training in social work, career guidance, vocational counseling, or human resource management. Others come from backgrounds in welfare advocacy.  Only a handful has a history of applying the “work first” welfare philosophy that extends back beyond the implementation of WIA.

The Labor Market and Career Information (LMCI) department of TWC has been developing automation tools to help local planners understand demand-side dynamics. It is acquiring new data sets to add to its existing tools. Modules are being released as they are completed within the new Texas Industry Profiles system (TIP) located on the Internet at www.texasindustryprofiles.com.  Nonetheless, many Board staff members are not aware of the tools that are available or how to use those tools in strategic planning for regional economic development.

Meanwhile, in the world of academic and private sector economic development consulting experts have built careers around their own research designs for identifying industry clusters.  Each consultant sincerely believes in the efficacy of his unique perspective on clusters. Each has a following of loyal supporters.  As devolution pushes federal dollars and decision-making responsibilities down to the local Board level, competition among the “experts” for grants has intensified markedly. As a result, consultants jostle one another while jockeying to land lucrative grants and contracts.  When aggressively marketing their services, consultants tend to bash each other’s research designs as well as the tools available for free from public sector entities such as the LMCI.  This adds to the confusion of Board staff who may not have the sort of in-house expertise necessary to separate marketing hyperbole from sound labor market theory, fads from empirically demonstrable effectiveness of best practices, or buzz words from sage advice. 

Agreeing on the Basics of Economic Development

The TWC likely will be tasked with helping Boards make sense of their new responsibilities. The Agency eventually may establish performance measures, benchmarks and standards for evaluating Board performance in the economic development arena. It may devise new planning guidelines, complete and refine the automation tools, develop training curricula for planners and Business Services Unit (BSU) staff, and deliver technical assistance to frontline staff working for the Boards, workforce centers, and contracted service providers. But, before it can chart a firm course for the Boards, the TWC must stake out its own position on more complex issues where the nuances are more subtle and sophisticated and where consensus is most elusive. To get past the fads, buzz words and marketing hyperbole, the Agency should examine the fundamental concepts and points where opinions converge and identify where some semblance of consensus about cluster strategy exists. 

Let’s start with a basic premise that economic development entails strategically mixing together innovation, entrepreneurship, capital and human resources. Experts grudgingly agree that these elements, which are described on the following pages, all have to be part of the mix. The same experts, however, disagree about the exact role for, and the importance of, each element.
 

Innovation 

Innovators are the source of ideas for products, manufacturing processes and services. Innovations enable businesses to capture a share of the market. Innovations can be something as simple as making existing products smaller, faster, better, and/or cheaper. They can consist of modifying existing products to capture a special market niche or, as in the case of Dell Computers, a more effective distribution process for getting existing technology to mass markets. But, the gold standard of innovation is inventing a new technology or process that wholly disrupts existing markets.  
With the transfer of new technology to the commercialization stage, small- to medium-sized start-up businesses traditionally have had the highest occupational employment demand growth rates. On the other hand, large and more mature firms tend to be at employment plateaus, hiring primarily for replacement purposes only, or even down-sizing to cut labor costs, as they achieve productivity gains.

	“First movers” get in on the ground floor just as a new market starts to build a head of steam. Their ideas are at the core of firms that take off like “gazelles” to provide wealth to shareholders around the world and the fastest occupational employment demand growth in the communities, where their operations are located.


Entrepreneurship

Entrepreneurs are the source of marketing strategies, product-to-market techniques and sales tactics. Innovators are not always entrepreneurial and entrepreneurs are not always innovative. Innovators may be the proverbial introverted tinkerer-in-the-garage, an academician who feels out of his element when not in the laboratory, or an engineer who prefers working with numbers and gadgets rather than with people. Entrepreneurs, on the other hand, are best at figuring out how to market products to consumers. They match ideas for products and services supplied by innovators with the demands of customers – often creating demand by informing consumers about the features and benefits of the new products and services. 

Capital

Whether it is the research phase, the prototype testing stage, the technology transfer process, the commercialization or the product marketing phase, financial resources are needed to keep everyone in the game. For somebody to pay the bills, there must be reasonable prospects for profits and a decent return on their investments. A critical mass of capital is necessary to make it all happen. 

Capital can be provided by:

· equity investors, who back an idea and business plan with their own accumulated wealth (and/or personal time and efforts, a.k.a. “sweat equity”);

individuals, who put some of their assets at risk as collateral to secure loans from conventional financial institutions; or 

venture capitalists or “angels,” who invest in endeavors that appear commercially viable.

Those who supply the capital don’t necessarily have to be innovative or entrepreneurial. Rather, they tend to be more calculating than intuitive. They don’t invest so much in a product or service, as they do in a sound business plan in the anticipation that positive financial returns will add to their net accumulated wealth.

The public sector’s role most often is confined to making up the difference between available private capital and the necessary critical mass.  It can come:

directly, in the form of a business-specific incentive or grant; or

indirectly, as an investment in critical infrastructure or as a tax abatement.
 

Human Resources

Human resources – appropriately skilled, productive and strategically deployed workers – are vital to the process. In the 21st century knowledge economy, human resources are not just another factor of production -- people produce profitability. As Disney’s Michael Eisner once said, “all my most important assets go home every night.” Hence, job creation can ripple through the economy as the result of successful economic development initiatives. 

This job creation occurs in three ways.

· Jobs are created directly, when workers are needed to produce goods and provide services envisioned by innovators for the markets identified by entrepreneurs. 

· Indirect job creation occurs, because additional human resources are needed as:

· facilities are constructed or expanded, and the shop floor or workstations are equipped for each business spawned by economic development initiatives;

· vendors or raw material suppliers and business services add staff “upstream” to handle supplies to meet increased new orders; and

· distribution and sales channels are created “downstream,” where demand for the products and services created occurs in the open market.

· Induced job creation occurs, when consumption demand for services and products in the region increases among those workers hired by a new or expanding business, its vendors, business service providers, distributors and retail establishments.

As a desired consequence of economic development, increased employment opportunities lead to increased income.  As incomes rise, the standard of living in the community also rises, the quality of life improves, and “social capital” is accumulated – all of which have a synergistic effect in sustaining economic growth. One might expect the following “social ripple effects” as a result of rising community wealth:
· Additional assets are available for subsequent rounds of economic development, as wealth is accumulated by innovators, entrepreneurs, equity investors, financial institutions, shareholders and the public treasury.

· Workers at higher income levels tend to invest more in their own skill acquisition and in the education and training of their children. This tendency improves the community’s “inventory” of human resources. The improved talent pool gives the community a competitive advantage in recruiting additional business prospects in subsequent rounds of economic development.

· When a successful economic development initiative finally provides positive net returns to the public coffers, more tax revenues are available for spending on improvements that make the community more attractive to business prospects targeted in future economic development initiatives that help to:

· maintain and expand cultural and recreational amenities;

· enhance public safety; 

· engage in public works to upgrade the infrastructure; and

· update the workforce preparation curriculum in public education and post-secondary institutions.

The social capital achieved as the result of increased community prosperity is essential to attracting, stimulating, and holding onto the community’s innovators, entrepreneurs and the most talented workers whose skills and technical know-how are in greatest demand. Social capital consists of interactions and connections among: businesses, organized labor, professional associations, academic institutions, government agencies, and community-based organizations. Social capital includes the spirit of civic engagement, the informal communications channels and “trusting relationships” among individuals that are intangible and hard to measure. 

Regional Clusters and Comparative Advantage

Regional clusters are the context in which these essential elements are brought together, and are the arena where outcomes that generally benefit taxpayers are the most likely to result. As stated earlier, a cluster is the critical mass of essential elements in close proximity to one another that spark and sustain regional economic development and growth. These elements include more than the innovators, entrepreneurs, financiers, appropriately skilled workers, supportive associations and civic groups previously noted. Knowledgeable and empowered government officials also are essential elements – they are necessary, but not sufficient by themselves, to cause economic development and growth.

In a free market economy, government doesn’t unilaterally make economic development happen. Government can facilitate or expedite economic development. Ideally, government can leverage resources to steer development toward win/win results that benefit the general public as well as specifically-targeted firms or industries. Unfortunately, ill-conceived public policies also can impede economic development. 

Prior to any policy action, each region’s geographic, demographic and infrastructure-related comparative advantages should be analyzed to determine the factors that make it more attractive to certain kinds of employers, industries and clusters than to others.  Steel mills, for example, once flourished at the confluence of water transportation systems near Youngstown, Ohio where coal from Pennsylvania was used to fuel the smelters and iron ore from Minnesota could be brought together at the lowest cost.  Refineries are centered in places like Houston and Beaumont where deep-water ports are close to oil and gas deposits in the Giddings and East Texas Chalk Formations.  Flour mills were built in the Twin Cities where the Mississippi River’s first major rapids provide power to grind wheat from Minnesota’s prairies, where railheads provide access to eastern markets and where a river transportation system provides access to world markets through the port facilities on the Gulf of Mexico south of New Orleans. 

But the comparative advantages that a region possesses tend to shift over time as the following types of events occur:

· a cluster moves through a natural life-cycle from “emerging” to “mature” and, in some cases, “decaying,” such as in the Ohio steel mills example;  

· secular changes alter the landscape of the marketplace, such as airline deregulation and reduced tariffs; or 

· sudden, disruptive events render some factors relatively obsolete, while making other factors increasingly important. For example, the introduction of the World Wide Web completely altered marketing and distribution strategies, reshaped global products and consumer markets, facilitated just-in-time inventory practices, etc. 

Whether identified by the Governor and the Texas State Legislature, White House advisory panels or academicians like Ray Perryman and Michael Porter, key clusters
 should receive priority attention by regional and local planning entities. That is not to say every cluster identified by officials and academicians at the national and state levels will be present in every sub-state area. 

However, the key clusters are the ones most likely to be a source of above average job growth and high wages in the long run in a globally-competitive, knowledge-based economy. Therefore, industry clusters on Governor Perry’s priority list, for example, deserve to be examined closely in a bona fide, due-diligence effort to determine which ones are vital to economic growth and prosperity in each Local Workforce Development Area (LWDA) in Texas. Spade work done at the national and state levels is useful in that it: identified patterns in the history of unique clusters that came together in specific locations; generic factors influencing businesses’ site selections; and processes that served as best-practices for expediting and supporting cluster growth.  

The precise composition of a key cluster in one region will not be identical to that of a cluster known by the same name in another region.
 Two clusters, referred to by the same label, in different regions will vary in their actual industry composition according to their “base” industry, industry mix and degree of industrial diversification, anchoring firms, ancillary and supporting industries, integral organizations, informal (i.e., “know-how sharing”) arrangements and critical growth poles. For example, the Austin metro area and north Dallas both have viable Information Technology (IT) clusters, based on the industry definition of the Governor’s IT cluster. However, where the strength of the Dallas IT cluster is in Wireless Telecommunications and Communications Equipment Manufacturing and Wholesaling, the Austin IT cluster is led by Semiconductor and Computer and Peripherals Manufacturing and Software Development.
To be effective and to comply with the principles of devolution,
 cluster-oriented policy decisions, initiatives and investments have to be guided by local wisdom
 at the sub-state level. Regional planners at the LWDA level and local economic development corporations (EDCs) at the county or city level are in the best position to identify the unique network of interactions that link the key players together – as well as the obstacles to growth and development. To use an apt term, what are the “conexiónes”: the local power-brokers, deal-makers and their synergistic relationships? What bottlenecks or logjams comprise pressure points where public funds can be used best to foster job creation, income growth and the accumulation of wealth? (note: the concept of “conexiónes” will be explored later within a discussion of the transactional view of clusters implementation).
Intelligence Gathering as the Chief Governmental Role in Economic Development 

In facilitating, expediting and gently steering economic development, government agencies need to keep their fingers on the pulse of these overarching change factors. Therefore, government’s most useful functions in strategic planning for cost-effective, successful and sustainable economic development involve the following:

· using labor market data to analyze the composition of existing clusters empirically; 
· understanding how businesses make site-selection decisions;

· deducing the comparative advantages that drew the cluster’s essential elements together in close proximity in the first place;

· determining the life-cycle status of each cluster and the current relevance of the area’s comparative advantages;

· identifying gaps (local holes in the theoretically complete, mature cluster) that comprise opportunities for recruiting new firms or spinning off new business functions or enterprises from existing firms;

· spotting critical points, where a local cluster might be hemorrhaging jobs, and anticipating future threats;  

· knowing what events and activities outside the region are likely to impact the cluster, such as:

· research and development (R&D), patent applications and intellectual property rights licensing,

· changes at the macroeconomic level,
 and

· major shifts in consumer demands and tastes; and
· gathering intelligence on what is going on in other regions that compete for the same or similar business prospects, such as:

· indirect investments in infrastructure, amenities, workforce development or direct, firm-specific incentives offered in other locales to tip the scales of comparative advantage in the competitive region’s favor, and

· specific industries, firms, innovators, entrepreneurs, academicians, and workforce segments in the region that are being targeted for:

· recruitment elsewhere,

· outsourcing,

off-shoring, and/or

obsolescence, due to emerging and evolving technology, changing business practices and other churning or creative destruction.

But, probably the most important thing government can do is to be a neutral, detached, impartial and even-handed provider of accurate and timely information. Business decision-makers thrive on predictability. For reasoned business leaders, uncertainty creates apprehension, at best, and paralysis, at worst. Most tend to be risk-avoiding, or at least prefer controlled risk. Even if a forecast portends economic rough times ahead, businesses would rather be knowledgeable enough to modify their investment, marketing and human resource strategies than to be blindsided by unforeseen events.

Businesses in the private sector, theoretically, could gather intelligence for themselves. Unfortunately, many are so caught up in efforts to improve their bottom line in the current quarter or fiscal year that they aren’t looking over the horizon. Small- to medium-sized enterprises (SMEs) may lack the resources and expertise to do long-range forecasting. Large firms, on the other hand, that have the wherewithal to do long-range forecasting themselves, tend to consider such information to be proprietary. They, understandably, are reluctant to share such information with partners dedicated to general economic and community development (rather than firm-specific recruitment and assistance). Large firms fear that their proprietary information will fall into the hands of competitors.

Different Schools of Thought on Cluster Approaches

In the ideal world, we might turn to research from the academic world for answers. But because cluster analysis is of such recent vintage, academicians collectively offer no single definitive and unified vision. Researchers from various schools of thought differ on what constitutes decision-critical data in cluster analysis. They disagree about what should drive strategic planning for economic development. While such arguments often share many commonalities, each school of thought tends to have a legion of followers who, as true believers, tend to be vocal and sometimes argumentative promoters. 

Traditional Regional Economists

Traditional economists tend to look at the industry structure of regional economies. The traditional approach most commonly is conveyed by using concepts related to economic base analysis combined with traditional supply-chain management (such as upstream suppliers and downstream distributors). When conceiving action agendas, they emphasize the impact of macroeconomic policies on various aspects of the supply chain. They conduct desktop reviews of standard taxonomies to identify commonalities among industries
 and similarities in occupational skill requirements that logically should tie industries together as discrete clusters or segments around specific comparative advantage factors.

In doing so, they use automated statistical tools to mine workforce data. Techniques such as input-output analysis, location quotients (LQ), coefficients of specialization and shift/ share analysis help them determine:  

· which industries, historically, have served as the anchors of each region’s clusters, and

· where the interconnectedness of industries lies.

Then they apply regression-based projections models to Unemployment Insurance (UI) wage records, employer survey results
 and mass layoff data
 to determine which industries tend to grow or decay in lockstep with one another. Their analyses yield correlation coefficients and lead/lag indicators that help them define which industrial groupings constitute discrete clusters.  They also look at patterns in business-to-business transactions
 to build input/output (I/O) models to:

· determine how industries are arrayed in “value chains,” 
 and 

· forecast how a change in the economic activities in one industry will ripple through a cluster and the balance of a region’s economy.

In addition, they review placement data from education and training institutions to determine which programs of study feed essential human resources into a cluster’s growth poles.  They further look at membership rosters, the dollar value of grants and donations, and organizational funds that are spent in order to attribute “gravitas” and effectiveness to professional associations, civic groups, community-based organizations, or organized labor groups that lobby for policies and appropriations favorable to their respective development agendas.

In validating their analysis, they confirm their definitions of clusters by looking at:

· the “silo” structure of data collection programs, e.g. industry data produced by a particular agency, networking initiative,  program, and/or narrowly focused expertise of government offices
 established expressly to coordinate activities with specific industry segments, and to facilitate interactions among trade or industry-related stakeholders; 

· the flow of funds
 through initiatives targeted to specific industry groups; and

· patterns in the networking and collaboration efforts between entities partnering in joint public-private ventures etc., such as grants to the American Electronics Association (AeA).

Traditional economists, in these analytic endeavors, are tied to legacy or standard data systems that date back to the days, when: 

· our economy was primarily goods-producing and manufacturing-based, more highly structured, and slower to change;

· most decision-makers were convinced that only macroeconomic policies
 could shape broad economic development tends; and 

· exogenous recruitment (providing direct incentives to out-of-region firms to lure them into a community) was, by and large, the chief tactic of local economic development programs.

Other Disciplines and the Transactionalists

Social and behavioral scientists, with backgrounds in disciplines other than economics,
 are more inclined to look at discrete networks of interconnected individuals as “clusters.” For the purposes of this discussion, we will call this the “transactional approach.” Like the traditional economists, they acknowledge that clustering tends to occur among individuals who face common business challenges and opportunities by virtue of their positions in related industries. Thus, they do not eschew traditional economic time-series data entirely. However, they are much more interested in identifying something more akin to what, in Spanish, would be called “conexiónes” -- “well connected” individuals, who can play pivotal roles ad hoc in bringing together essential elements to make things happen. They are the “knowledge brokers,” gatekeepers,” “movers and shakers,” and “deal makers.”

Instead of mining massive sets of time-series data, analysts from disciplines other than economics tend to analyze specific transactions to see:

· who the key players are,

· what resources
 each player brings to the table, 

· how those resources are accessed, 

· how rapidly the resources can be deployed; and

· how effective each player was in bargaining and leveraging the assets at his/her disposal to shape outcomes. 

Instead of using mathematical models and econometric tools, these social scientists tend to use case studies as political scientists
 did when studying community power structures in the 1950s. More recently, Hillman and Hitt took a similar approach in their study of corporate political strategies.
 Through case studies, social scientists try to identify cross-industry lattices and informal communications networks, opinion-leaders and power-brokers who bind a cluster together through their respective bargaining styles. Their research often entails compiling useful “rolodex-type” entries that can be tapped by other entrepreneurs trying to make similar deals. Their research usually culminates in a best-practice scenario that others can emulate. In this regard, the social scientists are more action- and process-oriented, whereas the traditional economists are more absorbed in developing elegant mathematical models and forecasting secular trends regarding the overall structure of the economy as it lurches toward an elusive market equilibrium point between labor supply and demand.


Pros and Cons of the Divergent Approaches to Cluster Analysis 

Each of these two approaches to cluster analysis, traditional econometrics and transactional analysis, has advantages and limitations. The approaches are perhaps less contradictory, and more nuanced, than this discussion might suggest. However, there are definite differences and policy implications that we have chosen to highlight here.

Traditional economists have access to massive sets of “hard” (high quality, highly structured) time-series data – all coded according to standard taxonomies. That makes it easy for economists to share concise, mutually understood information and to develop elegant, sophisticated models of what happened in the past and what trends are likely to continue into the future. Debates among them about what worked for whom under what conditions can be resolved by the weight of empirical evidence. Their data lend themselves to forecasts that extrapolate trend lines into the future and to macroeconomic policy prescriptions for replicating what’s “tried and true.” 

They can prescribe plans to create CONDITIONS under which economic development is LIKELY to happen, IF we make certain assumptions:

· that the future will look very much like the recent past; and

· that what happened in the past (and what will happen in the future) depends more on institutional forces than on the idiosyncrasies of key players and the uniqueness of local conditions that form the context in which specific business transactions occur.

The disadvantage is that there is not much that is actionable in the traditional economists’ descriptive post hoc findings or their predictions that seemingly are guided by Adam’s Smith’s proverbial “invisible hand of God” (i.e., unnamed market forces). As a result of their studies, you can be better informed about WHERE
 economic development events are LIKELY to take place. What you don’t get from the traditional economists’ analysis is:

· a clear understanding of the process (which, to economists, is the proverbial unopened “little black box”); 

· much of an idea of who to tickle, when and where; and 

· the manner of steering economic development toward results that benefit the general public as well as the specific firms involved. 

Traditional economists constantly grapple with the concept of “appropriability.” That is, how do you assign value to benefits that are not “appropriated” (i.e., not captured in the bottom line of the ledger accounts) by the principle parties to a transaction? While acknowledging that social and qualitative benefits accrue to external parties (e.g., the general public), it’s hard for traditional economists to account for such “non-economic” results. 

The advantage of the transactional approach to cluster implementation is that it describes the process of economic development – the whos, the whats and the hows. The anecdotal stories painted by the transactionalists have intuitive appeal to laypersons accustomed to reading about celebrity deal-makers like Donald Trump and to those unaccustomed to wading through mathematical models. 

One drawback, however, to the transactional approach is that the key cluster networking identification variables
 often defy being defined objectively. As a result, a transactionalist cannot collect empirical time-series data using standardized coding taxonomies as are necessary to develop explanatory models to help understand economic trends or form predictions about the results likely to be achieved by specific industry initiatives, e.g. how many jobs were created, in which industries, as a result of a cluster initiative.
Another disadvantage is that it is hard to draw generalizations and conclusions from anecdotal information
 or disparate - and not necessarily representative - case studies.  The outcomes reported in such case studies are highly dependent on the specific resources that specific persons bring to the table for specific transactions – relative to the resources
 brought to the table by the unique set of other players involved in that particular transaction.  Outcomes also are highly dependent on the vision, bargaining power and skills of each specific player relative to other players in that unique situation. In bargaining situations (think about this as bluffing in poker), being the one “in the know” is advantageous in an unbalanced or “asymmetrical” information flow.  In other words, there are built-in incentives to withhold information or even to provide misinformation.  

In fact, a person doing the case study is likely to take all statements (including some players’ efforts to misinform) at face value.  The person conducting the study probably won’t be privy to all the sidebars and interactions.  Another person doing the case study is likely to perceive events selectively through the filter of his or her own assumptions about who and what is important.  Since there is no standard methodology, another social scientist analyzing the same transaction is likely to paint an entirely different picture. The transaction process is highly fluid as new players come to the table while others leave – continuously altering the mix of resources and realigning the balance of power.

Most importantly, results of the transactions described in case studies tend to be personality-, circumstance-, condition-, or resource-dependent, rather than place-dependent. The location at which key events happened may be irrelevant to, and independent of, where the labor market consequences fall. Indeed, the key negotiations may have occurred in virtual cyberspace with players dealing digitally with one another at a great distance. Key individuals in pivotal positions who provide the glue that holds a conexión together may have no particular loyalty and commitment to, or vested interest in, the community’s development or pursuit of public good.  The resources tapped also may be located at a great distance away in the global economy.

For example, deals may come together, say, in San Antonio as the result of:
· an entrepreneur’s acquisition of intellectual property rights fro a patent holder in Cupertino, California;
· a knowledge broker’s call to an advertising firm on Madison Avenue in New York City;

· the results of an engineer’s analysis retrieved from a test-bed facility in Alamogordo, New Mexico;

· time-commitments secured from a software development firm in Bangalore, India;

· financing secured from bankers in London and Singapore;
· a regulatory waiver issued by a state agency from its headquarters in Austin;
· a tax break issued by the Bexar County Court; and

· a zoning change or building permit issued by the City of San Antonio.

Firms that deal in such a global fashion tend to be “footloose” in the sense that geographical factors,
 by and large, are irrelevant to their productivity and profitability. For those that develop digital products in particular, “manufactured” can be done anywhere that talent and equipment reside. Then their digital products can be “shipped” electronically anywhere in the world at a nominal cost almost at the speed of light, limited only by the constraints of today’s broadband technology.

Key players that comprise today’s conexión are increasingly likely to be free agents on temporary contracts to specific firms only for the duration of specific projects.  Even in the manufacturing sector,
 production and products change more rapidly as we move toward more “advanced” manufacturing, where:

· “just-in-time” inventory control, technology upgrading, and enterprise- or value-chain management blur distinctions among vendors, producers, distributors, retailers and post-sales support; and

· “build-to-order” customization models are beginning to replace the economies of scale in long production runs as the hallmark of meeting customer demands.

Thus, about the best policy prescription that can be derived from the findings of researchers using the transactional approach is this:  if you want to promote the economic development of a particular cluster in a particular region, convene the same players who have pulled it off before in other locations, and give them the same resources.  This is easier said than done, however, because: 

· the resource mix in the exemplary or best practice transaction scenarios were fluid, and 

· the key freelancing players may have scattered to tackle other diverse business challenges and opportunities independently from one another. 

The bottom line is that no two transactions are alike. Thus, the most successful sets of conexiónes aren’t likely to be brought together again in the same configuration. Moreover, such anecdotal data sets are challenging to monitor over time, are less satisfactory as a means to assess progress toward cluster implementation, and are less useful for answering questions relating to cluster participants in the aggregate, e.g. how many firms are in a cluster, what current employment levels are, what average wage is paid to workers in the cluster, etc.

Neither cluster approach is “right” or “wrong.” The two approaches don’t necessarily contradict each other. Rather, they overlap and compliment each other. In fact, the optimal approach to cluster implementation is a hybrid scenario which maximizes the usefulness of economic data but which, more importantly, engages regional employers and other stakeholders as the drivers of regional action strategies.
The Role of the Workforce Boards

In the absence of clear guidance from the TWC, Boards are left on their own to sort the wheat from the chaff.  A Board, utilizing the best assets each type of analysis has to offer, must know which technique provides the most pertinent insights at each stage of the economic development process in order to construct its own hybrid cluster approach.

The traditional economists’ approach is the most pertinent to the pre-recruitment stage of economic development (i.e., in strategic planning, as opposed to tactical planning). Taking the traditional economists’ approach, Boards can:

· use existing automation tools to mine sets of legacy time-series data to identify the structure of their own regional economy; 

· synthesize information across various existing data bases (i.e., economic, demographic, geographic, etc.) to get a handle on the region’s comparative advantages;

· compare elements of the region’s existing clusters to ideal industrial clustering formations to identify local gaps in the logical value-chains that could be targets of opportunity;

· use published projections to assess the life-cycle status of the region’s industry clusters, to determine where growth (and decay) are LIKELY to occur, and to choose targets of opportunity that seem to be the most “ripe;”

· conduct community audits and inventories to see what assets and resources are at their disposal in pursuing ripe targets of opportunity, thereby posing questions, such as:

· What are the enrollment and graduation rates for education and training programs most closely related to the targets of opportunity?

· What are the infrastructure needs of targeted industries and what are the gaps in the local infrastructure?

· What funding streams have eligibility rules that favor the targets of opportunity?

· What macroeconomic issues, regulations and public policies are most salient in the targeted sectors?

· Which institutions and firms COULD be engaged as logical partners, once specific firms have been targeted?

· establish a liaison position at the staff level (or use Board members, if any, from the targeted sectors) to develop rapport, more in-depth, sector-specific knowledge, formal lines of communication, systematic intelligence gathering and trusted relationships in advance of specific recruitment initiatives.

It seems, then, that the overall approach, the tools and data sets of the traditional economists are most useful for strategic planning in the pre-recruitment stage of economic development. Their analysis lends itself well to a number of activities in this phase.  Namely, the traditional analysis supports indirect or non-firm-specific economic development activities, such as:

· figuring out which of the region’s industries need to fill employer representative slots on the Board;

· setting up internal Business Services Units (BSUs) to act as account representatives that deal with specific, targeted industry sectors, by:

· recruiting liaison at the staff or service contractor level who know a sector’s issues, its prevailing business model and key players (by position rather than necessarily by name); 

· undergoing professional staff development to ensure they “speak the language”
 of the targeted sector, are familiar with sources of information about state-of-the-art technology and new production methods or operations, potential breakthroughs or leading-edge developments (in products or processes), and know what other regions are doing to target the same sectors; and

· identifying or earmarking funding streams, grants and other resources that, by virtue of their eligibility and accountability criteria, can be used legitimately
 to facilitate growth and development of the targeted sector to which the liaisons have been assigned, including non-WIA funding sources.

The traditional, empirical analysis of labor market data also assists with the process of allocating dollars to improve various aspects of infrastructure issues and to enhance amenities that comprise the region’s comparative advantages in preparation for when it eventually recruits specific firms in the targeted sector(s).  Boards can use the traditional approach to allocate funds by administrative formula (rather than by executive discretion) to firm-specific incentives on a first-come/first-served basis to those prospects that meet established eligibility criteria.  

The traditional approach also helps in establishing performance-based, economic outcomes criteria to define what the Board wants to achieve through efforts targeted at a specific sector.  The empirical data analyzed constitutes information needed in preparing generic recruitment materials and general information flows to all businesses in the targeted sector, to “inventories” of potential business prospects and to proprietors of available commercial space.

Mapping out the likely staffing-pattern needs of businesses in the targeted sectors, so the workforce preparation system can respond to “just in time” workforce and staff training needs, when specific firms are recruited is also an asset of the traditional approach, and benefits cluster strategies by:

· identifying sources of potential labor availability;

· identifying “career progressions” within the targeted sectors in order to:

· provide counseling and guidance to job-seekers interested in sectoral employment, and

· sequence educational programs and structured work experiences to help employees retain employment, progress up sectoral career ladders and secure periodic wage gains; and

· tweaking internal management information systems (MIS), automated labor exchange tools, case management materials, case manager orientation and professional development opportunities to ensure that they facilitate clear information exchanges between the Boards, contracted service providers, business services representatives, education and training providers, and businesses in the targeted sectors.

The traditional analysis can help Boards and their business services units in engaging employers in the process of validating skill shortages and devising workforce preparation solutions by:

· specifying the learning objectives for curriculum used in the education and training programs most closely related to targeted sectors and their occupations; 

· hammering out agreements with education and training providers on authentic, performance or demonstration-based, criterion-referenced assessments
 and creating clear, meaningful credentialing language;

· certifying persons or institutions that can provide employers with criterion-referenced, in-house training or contracted services for less-than-semester-length skill- upgrade training for incumbent workers; and

· compiling an inventory of related distance learning opportunities or short-term courses available from proprietary trade schools, consultants, etc.

On the other hand, the transactional approach becomes more pertinent when specific firms are being recruited. At that point, it is essential to gather a different kind of labor market intelligence through the following activities as specific deals are being negotiated:

· keeping track of the key players as the mix continuously shifts over the course of negotiations, including which communities are competing with their region to recruit the same business; 

· understanding the bargaining power and positions of each player, including:

· what factors weigh most heavily in the prospects’ site-selection decisions;

· what value do the prospects place on the region’s existing comparative advantages;

· what incentives are other regions’ economic development authorities offering; and

· perhaps most important, whether the prospect would come into the region in the absence of additional incentives.

This kind of transactional intelligence gathering is essential to balance the public interest
 under what otherwise would be unequal or asymmetrical information flow conditions where stewards of the public interest would be at the disadvantage of players who withhold information or provide misinformation in the course of negotiating.

From the Boards’ perspective, here’s the bottom line.  The tools of traditional economists provide a point-of-departure for: 

· conducting background research to understand the region;

· making internal staff assignments; 

· setting benchmarks, baselines, and performance measures; 

· making indirect investments in economic development; and

· perhaps even developing formula and criteria for allocating funds on a first-come/ first-serve basis to eligible firm-specific projects. 

The transactional approach serves best as a guide where some dollars have been set aside to be spent quickly at the discretion of economic development executives empowered to use their judgment about how much to offer at critical junctures in negotiations to ensure reasonable returns to the taxpayers. 
The Role of Labor Market Information

The Labor Market and Career Information (LMCI) department of the TWC has its roots deep in the soil of traditional regional economics. It participates in joint state and federal operations to gather data on industrial and occupational employment from employers. It has access to demographic data (from the Census Bureau), and it develops crosswalks and matrices to help understand industry staffing patterns and labor availability. It mines standard databases, such as the Unemployment Insurance (UI) wage records, TWC’s case management information system (TWIST), etc. to detect patterns and to forecast trends in the constantly evolving structure of the Texas economy.

The LMCI department also has developed award-winning tools that are especially useful in:

· strategic planning of pre-recruitment (non firm-specific) stages of economic development; and 

· developing data-driven formulas for non-discretionary fund allocations, particularly for indirect economic development through general infrastructure improvements and amenities enhancement and especially for workforce preparation planning.

If the Boards are asked to become more involved in firm-specific recruitment, Board staff will need to move beyond regional labor market analysis and explore stakeholder-specific transactional analysis. Transactional analysis is best done at the field level, where the outreach specialist or business services representative is immersed in the regional industry, is in direct contact with key employers, and has a thorough understanding of the dynamics and business practices associated with the industry locally. 

The LMCI department can play a limited role in facilitating transactional analysis by:

· being a central repository of industry-specific transactional data, such as applicants, claimants, new hires, job postings, etc. (these data are already being provided through the Dashboard Indicators module in the new Texas Industry Profiles system); 

· using its expertise to distill defensible generalizations from incomplete (non-universal and not necessarily representative) case studies to identify best practices and prescribe rules-of-thumb such as checklists of what to look for when implementing a cluster analysis; and

· assisting in the conduct of community audits and inventories (in particular in coordination with, and at the request of, smaller Boards that might lack in-house resources and expertise) on a cost-recovery or contract basis to provide decision-critical information at transition points between strategic planning and tactical engagement.

There are some things that the LMCI department can do immediately, as it fulfills it’s role in aiding Boards with traditional analysis. It can engage in professional staff development to:

· acquire and improve analysis of the new databases; and 

· synthesize information across new and existing databases. 

Additionally, LMCI can expand its role in the analysis of emerging technologies in key sectors in order to improve industrial and evolving occupational demand forecasts.  It can become involved in work similar to that being done by the Brookings Institution and the Rand Corporation in analyzing data on patent applications, patent licensing, and corporate/foundation/public sector R&D spending to improve lead-time in forecasting major technology-driven trends in key industry sectors.  It can also explore the applications of Local Employment Dynamics (LED)
 data as a means to document hiring and job creation patterns by region, industry, gender, and age.

Building on the employer contact database already in its possession, and its familiarity with research findings from key players on the national scene, LMCI updates its automation tools continuously to provide Boards with useful links to resources, partners, funding sources, business opportunities and planning and/or implementation scenario suggestions.

The LMCI department can lend its expertise
 to other departments in the TWC, as they start to: 

· set labor market-based performance outcome measures and standards;

· develop planning guidelines;

· prepare technical assistance materials;

· provide ongoing support efforts; and 

· brainstorm MIS modifications to:

· support the Boards and help them meet their goals and objectives, while 

· helping the agency to:

· meet its compliance reporting and accountability obligations, 

· get meaningful deliverables from researchers on contract to the agency, and

· convert the findings of contracted researchers into useful field guides.

When All is Said and Done

The concept of industry clusters increasingly is viewed as a viable strategy to maximize regional growth and to target economic development resources. Operationalizing a cluster initiative should provide the impetus for job growth and expansion among the core, ancillary and support industries within any given cluster. 

However, such an initiative cannot be viewed as a short-term or quick fix approach to job creation, income gains or wealth accumulation. Futurists often argue that many of the most important products and services of the future have yet to be invented. The same is true with clusters, in the sense that the emergence of key technologies may have long time horizons before resultant job creation. Thus, especially where cluster strategies are being relied upon to produce regional job growth, it is important to remember that cluster identification should include a reliance on historical industry employment growth patterns. While many emerging technologies, such as nanotechnology, are certain to significantly affect the economic landscape, the number of regional jobs likely to arise should be a consideration before investing community resources in a cluster initiative. A cluster strategy may not promise or guarantee that jobs will be available immediately for dislocated workers, disaster evacuees or other job-seekers. There must be other methods to identify industries and occupations that offer current or near-term job opportunities in the region and to guide regional education and training efforts. This is especially true, and is of paramount importance, if the state expects to continue a direct placement approach for workforce program participants in entry-level positions within identified industries and occupations that are most likely to have immediate job openings either with or without accompanying career ladder opportunities.

The pursuit of an industry clusters approach to economic development is no substitute for a comprehensive, innovative workforce development policy -- much of which must be devised with an eye toward complementing the state and regional economic development initiatives but not becoming subservient to them. Regardless of whether a state or region favors the traditional economic, transactional or hybrid approach to cluster implementation, such a strategy represents a long-term approach for economic integration of key stakeholders. Cluster development priority setting serves as a means by which education and training resources can be aligned with public and private R&D investment, venture capital, leading-edge technology transfer and government interventions to drive regional prosperity. Each strategy developed under the guise of any cluster initiative has unique implications for data collection, leadership opportunities and policy development that must be identified and appropriately aligned. Analysts at the regional level must work out these subtleties and nuances if a cluster initiative is to be successful. 

ENDNOTES




A good way to explain the distinction between the traditional economists' mathematical modeling and the transactional approach is to draw an analogy to the physical and life sciences.  The traditional economists' models of economic development are much like what a physicist would use to predict the direction billiard balls will go when struck at a specified angle, with a particular spin or “English,” with a given amount of force -- assuming the pool table is level, there are no wrinkles or tears in the felt, and the cushions around all sides have a known degree of rebound.  The transactionalists are more like biologists trying to predict the growth of an organism that is subject to varying and uncontrolled factors, like ambient temperature, food and water supply, predators, and pollution.














� For example, dislocated workers, unemployment insurance (UI) claimants, welfare (TANF) recipients, and disadvantaged youths.





� For example, in regional economics, business (e.g., finance or marketing), public relations or communications, statistics or research methods.





� Note, for example, that the home page of the Economic Development Administration of the U.S. Department of Commerce, in organizing its own research reports and tools of the trade, does not offer a single point of view. Rather, it categorizes its materials and tools according to headings similar to those of the authors of this white paper used in discussing the mix of elements essential to economic development and growth. For more information, go to � HYPERLINK "http://www.eda.gov/" ��http://www.eda.gov/� and click on either <Research> or <Resources> in the navigation bar under the agency’s banner. 





� Herein, “critical infrastructure” refers to such things as roads and transportation facilities, public utilities, education and training institutions, etc. It also can mean amenities (natural, recreational and cultural) that make a region attractive to businesses and their workers. 





�  To compare various lists of clusters and the industries which, theoretically, might comprise them, go to Texas Industry Profiles at � HYPERLINK "http://www.texasindustryprofiles.com" ��http://www.texasindustryprofiles.com� and click on the Industry Clusters button in the toolbar at the top of the page. 





�  A concrete example is provided in a forthcoming piece from the LMCI Unit of the Texas Workforce Commission titled, “Getting Down to Business: Using the Clusters Concept in Strategic Planning at the Regional Level.” Detailed analysis of the industry mix of key clusters can be done using Location Quotients (LQs) as explained and illustrated at the Texas Industry Profiles (� HYPERLINK "http://www.texasindustryprofiles.com/ index.asp" ��http://www.texasindustryprofiles.com/ index.asp�  under the <Economic Base Analysis> button in the tool bar at the sub-header titled <Regional Location Quotients>.





� The concept of “devolution” is defined and illustrated in more detail in the forthcoming report titled “Getting Down to Business.”





� In 1995, the LMCI’s predecessor entity (the Texas State Occupational Information Coordinating Committee – SOICC) published a primer that leads the reader in cookbook fashion through the logical sequence of steps in using universally available historic labor market data to make a first cut at industries and occupations with the greatest potential for employment demand growth at the regional (LWDA) level. The primer was titled Targeting Your Labor Market. The datasets referenced in Targeting Your Labor Market are made available universally to planners in Texas along with tools that automate the cookbook approach to making that first cut through SOCRATES at � HYPERLINK "http://socrates.cdr.state.tx.us/" ��http://socrates.cdr.state.tx.us/�. In 1999, Marc Anderberg, Robin Campbell and Norman Lewis (all formerly regional planners), took the process one step further in laying out how to adjust and validate plans at the sub-state level in “The Infusion of Local Wisdom: Data-Driven Planning at the Substate Level.”  In 2000, Richard Froeschle brought together the labor market targeting and local wisdom materials along with background information (e.g., sort of “Labor Market Economics 101”) and case studies in an edition titled, Connecting the Dots: The Labor Market Information View of Workforce Development. The forthcoming piece titled Getting Started explains how the same logical sequence in combining historic data and local wisdom applies to the labor market targeting process whether you are focused primarily on workforce or economic development and whether your point of departure starts with putative industry clusters or discrete industries.  


� For example, trade policy and currency exchange rates, interest rates, regulation/deregulation, and tort reform.





� Logical exercises based on criteria used to concoct industry taxonomies. They look for commonalities such as similar raw material requirements, human resource needs, comparable production processes and shared technologies.





� For example the semi-annual Occupation Employment Statistics (OES) federal and state cooperative program that surveys a representative sample of employers to determine current occupational employment and future industrial staffing-pattern needs. 





� For example, from WIA-funded Rapid Response and Trade Adjustment Act (TAA) programs.





� For example, sales volume, inventory valuations and sales tax receipt data from the State Comptroller.





� Typically, this kind of empirical analysis reinforces their theories about cluster logic derived from desktop reviews of standard taxonomies described in endnote 6.





� Note, for example, that the TWC has tried to divide the labor logically. Given a mandate to focus on six critical industry segments, there is too much information for any one person to fathom. Therefore, three positions have been created in the office spearheading the agency’s economic development efforts. Each position is assigned the duty of coordinating efforts in two of the six key clusters, and separate task forces have been assembled for each cluster to acquire the necessary collective wisdom and expertise. While there is considerable overlap between the clusters and there is synergy among all of them, the clusters approach serves as an efficient way of organizing personnel and managing myriad tasks.





The arrangement is workable, so long as there is good communication among the staff positions, the dividing lines separating the various clusters are not perceived as hard and fast, and so long as “subject matter” experts don’t become territorial. All too often, the tendency under such arrangements is to function as a “gatekeeper” rather than as a “gateway.”





� As evident in funding-stream accounting, earmarked dollars, grant applicant eligibility specifications.





� For example, a trade agreement here, imposing a quota there, tinkering with the interest rate or minimum wage, imposing a regulation here and deregulating over there.





� For example, industrial psychology, industrial sociology, political science, communications, marketing, and public relations.





� For example, lenders with venture capital, engineers with production expertise, media representatives with marketing savvy, legal services with expertise on intellectual property rights, accounting firms that specialize in serving the industry, government officials with the power to facilitate changes in zoning requirements and expediting permits, etc.





� See, for example, authors such as Robert Dahl (Who Governs?), Floyd Hunter (Community Power Structure) and C. Wright Mills (Power, Politics and People).





� See Hillman and Hitt, Corporate Political Strategy Formulation: A Model of Approach, Participation, and Strategy Decisions.





� That is, in which industries and in which communities, down to the census tract or Zip code level.





� In lay terms, variables used by transactional analysts include things like “leverage”, “bluff,” “chutzpah,” “bravado,” “intuition,” “moxie,” “risk-taking/risk-aversion” and “know-how.”





�  That is, in the absence of data on a scientific random sample – much less the universe – of all trans-actions.





� That is, “resource differentials.”





� See, for example, the situation in Washington D.C. when the City Council got involved in the city’s quest to land the Montreal Expos after the mayor supposedly had brokered a deal between Major League Baseball and prospective team buyers.





� For example, proximity to raw materials, markets and transportation facilities.





� Where the way work is organized such that long production runs and incremental changes in product lines lend themselves to the collection of time series data that are the mainstay of traditional economists.





� This might be referred to as “strategic engagement.” 





� Employer Services (ES) representative, Business Services Unit (BSU) personnel, job placement counselors and economic development specialists are more credible when they can use the specialized terms, jargon and acronyms known by industry insiders.





� That is, without fear of being ruled a “disallowed cost.”





� In a one-stop sense of having sufficient detail about price, size, condition, zoning, access, utility avail-ability, and realtor/owner contact information so prospects quickly can determine the viability of alterative sites.





�  Rather than norm-referenced grading on the bell-shaped curve using paper and pencil tests.





� See, for example, community colleges that are issuing guaranteed diplomas to students who complete occupationally-specific education and training courses. The job-relevant knowledge, skills and abilities are listed on the backside of the student’s sheepskin with employer-specified performance benchmarks for, say, entry-level employment and a rating of the student’s demonstrated proficiencies in each area.  If the student fails to perform at the proficiency level certified on the diploma, the community college retrains the student at no cost to either the student or the employer. 





� That is, ensuring win/win results that benefit taxpayers as well as the interests of the specific business prospect.





� And how the outcomes of this state’s economic development initiatives compare to the outcomes of economic development initiatives by other states and foreign countries. 





� LED is a joint data analysis project sponsored by the Census Bureau in connection with the state LMI departments. LED combines place of employment data acquired through UI wage records with personal characteristic information by place of residence provided by the Census and the Social Security Administration to create a robust data set on worker employment activity. 





� In statistics, measures, benchmarking, baselining, data collection, database mining, data analysis, and automation tool development.
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