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conomic development—both in theory and in
practice—has reached a crossroads. The use
of government subsidies and tax meentives to
recruit new plants and facilities i seen as
costly and ineffective, as well as being bemoaned from all
quarters of the profession. But, despite nearly two decades
of experiments to foster regional economic growth through
entrepreneurship, university-industry linkages, venture cap-
ital, the development of regional industrial dusters, manu-
continues to be a dominant—if not the dominant—economic
development strategy. An even more virulent round of
smokestack chasing has in fart emerged recently as states
rush to outhid one another to attract companies ke BMW,
Mervedes, and United Airlines’ Maintenance Center: And,
wave economic development initiafives, Flagship programs
which virtually defined the new wave, such as the Michigan
Modernization Servics, have been abandoned; others such
as the Ben Franklin Partnership and Ohios Edison Pro-
gram have been refocused and dramatieally sealed back.
What aceounts for this impasse? The answer is strikingly
simple. The American economy has changed, and economic
development strategy has fafled to keep up. In the ahsence
of new strategies that work, states and loealities are revert-
ing to old tools and techniques. But, as we will show, these
strategies ean no longer work, because they are findamen-
tally out of touch with the recent evolution of the American
ECONOmY.

A new economy is upon us. The essence of this new
economy is a deep and findamental shift from physical
effort to knowledge and intellience as the primary source
of value, productivity and economic growth. The nature of
manufactaring too has changed, as older forms of mass
production have given way to new forms of high-
performance wanyfciwring. High-performance manufac-
turing refers to a new model of work and production
organization which harnesses the lmowledge and intell-
gence, as well as the physical labor, of all workers across the
value chain from the R&D lshoratory to the factory floor. Its
defining features include the use of self-managing working
teams, rotation of workers across tasks, the involvement of
workers in eontinnous improvement schemes, total quality
meanagement, investment in training both on and off the job
and the continuous upgrading of workers” skills and knowl-
edge, and joint efforts at innovation between end-users and
their suppliers. High-perfirmance manufacturing is also
characterized by dense clusters or agglomerations of end-
users and suppliers, taking the form of integrated hub-
spoke industrial gystems, such as the Honda production
complex in central Ohio. High-performance manufacturing
is already transforming the American economy. According
to the most recent studies, anywhere from one-third to
one-half of American manufacturers are eurrently engaged
in the transition to high-performance manufacturing.

High-performance manufacturing provides the depar-
development strategies, tooks and policies. High-performance
economic development must move away from the current
emphasis on providing direct assistance to individual firms,
and toward creating a total economic environment which
can support high-performanee firms and provide incentives
for others to adopt high-performance techniques.

This article documents the key transformations that are
ocourring and outlines a number of economic strategies,
policies and tools for more effectively harnessing the high-
performanee revolution. To make our ideas and concepés as
concrete as possible, we focus on the experience of one
region—the Industrisl Midwest—which is maldng the tran-
sition from traditional mass production industrial orgeniza-
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New Strategies for the New Economy

The rise of a new system of high-performance manufacturing is fundamentally transforming economic
develapment as we know if. High-performance manufacturers harness the knowledge and intelligence of all
workers from the R&D laboratory to the factory floor through the use of self-managing teams, continuous
tmprovement and quality efforts, and joint efforts at innovation between end-users and their suppliers.
According fo the most recent reports, anywhere from ome-third fo one-half of American manufacturers are
currently engaged in the transition to kigh-performance manufacturing. High-performance economic
development must move away from the current emphasis on providing direct assistance to individual firms,
and toward creating a total economic environment which can support kigh-performance firms and provide
eentives for others to adopt high-performance techniques. This article documents the key transformations
that are occurring and outlines @ number of economic strategies, policies and tools for more effectively

harnessing the kigh-performance revolution.
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We present the key findings of a three-year research
project conducted jointly by the Counedl of Great Lakes
Governors, 3 consortium of the governors of the eight states
bordering the Great Lakes, and the Center for Economic
Development at Carnegie Mellon University. To llustrate
the kind of policy shift that is required, we introduce the
concept of the ligh-performance zome. High-performance
zomes are a mechanism for transforming the total economic
environment of a given place so that it can meet the needs
of high-performance manufacturers. Such zones provide a
mechanism for aceelerating the adoption and diffusion of
high-performance manufacturing and for improving the
overall eapabilities of economic regions.

From Rustbelt to Heartland of
High-Performance

Once seen as a region of deindustrialization, disinvest-
ment, despair and desolation, the Industrial Midwest pro-
vides a powerful lens from which to view the dynamies of
the new economy and their potential to inform new eco-

Just slightly more than a decade ago, the Industrial
Midwest appeared headed for total deindustrialization. Its
unemployment rate exceeded the national average, reach-
ing 25 percent in some industrial cties. The eight Great
Lakes states had the highest rate of business failures and
the steepest decline in real income. The region was rocked
by plant closings. The consensus among business leaders,
policy-makers and academics was that the region would
never again be a center for competitive mamifacturing—its
costs were too high and its labor climate too sdversarial
The manufacturing heartland, it was argued, would be left
behind in a broad and fundamental shift to a post-industrial
economy of high-technology, finance and services. Yet, by
the late 1980 and early 1990s, manufacturers in this region
succeaded in reversing their severe deindustrialization and
initiated a re-industrislization that not only has caused a
surge in manufacturing performance, but has also provided
a model for economic renewal of which the rest of the nation
should take note.

A few statistics will help to convey the magnitude of the
transformation of the former Rustbelt into a New Indus-
trial Heartland of high-performance. After a severe contrac-
tion from 1977 to 1967, manufacturing output from this part
of the country grew at 78 percent from 1987 to 1588,
swpassing not only the 74 percent rate of the US. as a
whole, but also the 6.3 percent. rate for Japan and the 52
percent rate for Germany. From 1980 to 1988, manufactur-
ing productivity in the Industrial Midwest rose by 36
percent, eompared to 15 percent for Germany, 32 percent
for the US,, and 52 percent for Japan. Roughly 15 percent
of this gain for the region came from 1986 to 1988, a surge
that not even the Japanese economy could mateh.

A Federal Reserve Board study found Midwestern man-
ufacturers to be 20 percent more effident than their na-
tional counterparts. Meanwhile, manufacturing employment
has virtually stabilized, after shrinking 15 percent from 1977

to 1922 and continuing to fall until recent years. Despite

having only 30 percent of the nation's population, the region

accounts for 36 percent of all manufacturing outpat in the
115, A percent of the steel, 55 percent of its automobiles,
and ) pervent of its mawhine tools, Remar krl.]:l@ the Indus-

trial Midwest produced more automobiles and steel in 19027

than a decade before, even when counting the General
Motors plant closings. Three factors account for these
developments,

Trade, Foreign Investment, Corporate
Restructuring

First, manufscturers in the Industrial Midwest never
became as defense-dependent as those in other parts of the
country, winning the region only one-third as much defense
business as California and Massachusetts on a per capita
basis. In 1991, Michigan, Indiana and Wisconsin ranked
48th, 45th and 50th respectively in federal spending per
person. The Industrial Midwest is less defense-dependent
than any other, with defense cutlays per person of only &)
percent of the national average. The region’s $444 per
person in defense spending eompares to more than $1.200
per capita for California and more than 31400 for Massa-
chusetts. As a result, manufacturers retzined their commer-
ﬂalfmdumgthelﬂsmﬂmheu&mﬂtﬂ
weather defense cuts.

Saunﬂ,mpmu&amd:as}imx,mmamismel
case responded to mounting global competition by restrue-
turing themselves into better organizations than they were
before. These companies invested heavily in new factories
and production technology, instituted total quality manage-
ment programs, and developed powerful partnerships with
their supplier, increasing their ability to compete globally
and eapture new overseas markets for their produets.

I'N Tek, a joint venture between Inland Steel and
Nippon Steel, just outside South Bend, Indiana, provides a
powerful example of this new system of high-performance
manufacturing in the most basic of industries—steel The
factory itself is a paean to modern industrial architecture,
rails. The machines and production equipment sparkle.
Waorkers, positioned in high-tech, dimate-controlled booths,
monitor the production process on advanced computerized

equpment. )

I/N Tek has transformed the process of cold rolling steel
into a continuous process that takes less than an hour from
start to finish—a tremendous advance over the old way of
producing it in separate steps or “batehes” that could take
as long as 12 days to complete. The key to this transforma-
tion was urleashing the collective intelligence of the work
foree. The company mobilized factory workers, engineers,
and R&D scientists to combine the various batch processes.
They recently worked together to connect the entire eold
rolling proeess to another high-tech steel finishing process,
called electro-galvanizing, which coats steel, for eorrosion-
resistant automobile body parts. And for those who still
believe that such advances can only be made in the ahsence
of a union, most of the workers were transplanted from
Inland Steels sprawling Indiana Harbor steel mill

High-performance organization is moving beyond just
large companies and is rapidly diffusing into the broader
manufacturing supplier base as well Findings from a sur-
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High-performance
manufacturing provides the
departure point for
developing new and maore
effective economic
development strategies,
tools and policies.
High-performance economic
development musé move
away from the current
emphasis on providing
direct assistance to
individual firms, and
toward creating a total
economic environment
which can support
high-performance firms and
provide incentives for
others to adopt
high-performance
technigues.
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High-performance zones are
a mechanism for
transforming the tolal
economic environment of a
given place so that it can
meet the needs of
high-performance
manufacturers. Such zones
provide a mechanism for
accelerating the adoption
and diffusion of high-
performance
manufacturing and for
improving the overall

bilities of :
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e e by o

Key Concepts for Navigating the New
 Economy: A Glossary of Key Terms
* High-performance mangfactioring: A new system of
manufacturing which harnesses the knowledge and
intellipence, as well as physical sldll and effort of
workers, Its key features include: self-managing
work teams, rotation of workers across tasks, con-
tinuous improvement, total quality management,
and closer and more co-dependent relationships be-
tween assemblers and suppliers,
oﬂghﬁaﬁrmmmmmmﬁmm

vestment and serviee delivery. Introduced in the
National Competitiveness Act of 1995 (Senate Bill 4).
‘Mmpﬂtﬁﬂmmﬂm‘ﬂtuﬁs}mim
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intellivence as the key sources of value, productivity
.-and economic growth.

® (Globalization: The sweewvgufmnabmnm of
-all facets of economic activity—markets, production
and technology. A kev aspect of globalization i the
gurge in the foreipn direct investment activities of
transnational firme,

- ® The new economy: Shorthand for the new system of
economy, high-performance mamifacturing and glo-
balization.

® Hub-spoke supplier systen: A geographically concen-
trated industrial complex with a large hub assembly
plant at its center surrounded in close proxdmity by a
substantial number of key component suppliers.

® Region-stale: Geographically defined economic umits
terns, which are smaller than nstion-states while
according to Kenichi (Ohmae who eoined the term, are
coming to replace nation-states as the key mechanism:

mﬂlemmn,gﬁ-ﬂ:awmmﬂ!analmmofﬂmm

vey of roughly 2,000 small and medium-sized manufacturers
in the Industrial Midwest indicate that a considerable share
of these companies—more than half of all survey respon-
dents—are implementing elements of high-performance
organization, such as total quality management programs,
self-direct work teams, and just-in-time inventory control.
Research by MIT's Paul Osterman indieates that roughly
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one-third of this nations manufzeturing companies are
engaged in the transition to high-performance,

Third, policy makers and economic development profes
sionals in the Industrial Midwest ended up embracing
foreigm trade and welcoming foreign investment, even as
they denounced the painful aspects of adjusting to a global
economy. In 1991, the region shipped over 3100 billion in
manufzetured goods to more than 30 countries, including
4 billion to Japan and $.6 billion to Germany. The
region's rate of increase in manufactured exports is double
the national average, leading the Wall Street Jowrnal to
proclaim that the region played an important role in return-
ing the United States to the position of the world’s largest
EXpOrTer :

International investment, especially that from Japan, has
played a key role in rebuilding the region’s traditionsl
industries. More than half of all Japanese foreign direct
investment in automobiles, steel, tires and rubber is concen-
trated in four Great Lakes states—Ohio, Indians, Michigan
and Illinois. These Japanese transplants have facilitated the
transfer of world-class manufacturing technology and state-
of-the-art management practices to American soill. A key
competitive advantage lies in the region’s ability to attract a
growing constellation of the world’s best companies,

Bolstered by exports and foreign direct investment, the
Industrial Midwest is recreating its industrial base in tra-
ditional sectors like steel and sutomobiles and developing
new high-technology sectors as well. The region is home to
the world's newest and most advanced steel finishing and
automotive assembly technology. It is a center of world-
class office furniture production, as companies like Steelcase
pave the way to the electronie office of the firure. It houses
a state-of-the art image-processing complex of Xerox, East-
man Kodak, and Bausch & Lomb. And, it i a budding
center of advanced television production anchored by Sony,
Matsushita, major European television producers, and Amer-
ican suppliers of the flat glass used in picture tubes.

The place that best exemplifies the turnaround that can
be accomplished by embracing the plobal economy is Battle
Creek, Michigan. During the 1970s, Battle Creek was
synonymous with deindustrialization, as its manofacturing
base of food and cereal producers, agricultural equipment
factories and automotive parts produsers experienced se-
vere disinvestment and a wave of plant dosings. The ity
responded with a coordinated strategy to rebudld itself, by
attracting high-performance companies from around the
world, It twned a defunct army base, the old Fort Custer,
into & new industrial park and sent trade missions to
Europe and Japan. The results have been stariling.

Battle Creek is now home to more than a dozen Japanese
automotive component parts manufacturers, incuding the
giant Nippondenso. Working alongside Battle Creek Unlim-
ited, Nippondenso and other companies have developed a
local training and technology center in the industrisl part
and are currently working with the local community college
to restructure both its currieulum and administration along
the lines of total quality management. Battle Creek is now
developing new approaches to worker training and voca-
tional education to train workers to meet the needs of the



This eombination of trade, foreign investment, and cor-
porate restructurings has fueled overall economic perfor-
mance exceeding national averages. The Industrial Mid-
west has largely been spared in the bi-coasfal recession of
the early 19%0s. During the eurrent downturn, 12 of the
region’s 17 major industries outperformed their national
counterparts. The unemployment rate for the Great Lakes
states was below that of the nation in 1991, In the first
quarter of 1992, over half the nation’s housing starts oc-
eurred in the Great Lakes region.

In & strilking reversal of regional economic fortunes,
regions and states like New England, the Sunbelt, New
York and even California which led the nation in growth
through the mid-1980s remain mired in recession, while
onee-written off areas such as the Industrial Midwest are
going strong. The reason is plain. Economic success goes to
those regions which can strengthen their manufacturing
bases, move toward quality production, increase produetiv-
ity and make the transition to high-performance economie

Reinventing Regions for High-Performance
 The transformation of the Rustbelt into a New Industrial
Heartland reflects a deeper and more fundamental revolu-
tion in the nature of eapitalism—a shift to 2 new knowledge
intensive economy where the keys to suecess are hamness-
ing the ideas and innovative capabilities of all workers from
the R&D lab to the factory floor to turn out the high-quality,
state-of-the-art products the world's consumers want to buy
[see Table 1. The factory itself is becoming more like a
laharatory with knowledge workers, advanced high-
technology equipment, and clean-room conditions free of
dirt and grime. Indeed, capitalism—as management guru,
Peter Drucker, and Hitotsubashi University management
theorist, Dagjiro Nonaka, point out—is entering into a new
age of knowledge-creation and eontinuous innovation.

Thiz new gystem of “kmowledge-intensive” capitaliam i
based upon a synthesis of intellectual and physical labor—a
melding of innovation and production. The main source of
value and economic growth in this new age of capitalism =
human intelligence, or what Xerox CEQ, Panl Allaire,
refers to as the “group sodal mind.” Knowledge-intensive
capitalism represents a major advance over previous sys-
tems of Taylorist scientific management or the assembly-
line system of Henry Ford, where the principal souree of
value and productivity growth was physical labor

The shift to high-performance economic organization
egies of individual firms. It must invalve the development of
new inputs and a broader infrastructure &t the regional
level on which individual firms and produetion complexes of
firms can draw. For most of this century, both regional and
national economies grew by extracting natural resourees
such as coal and iron ore, makdng materials such as steel and
chemicals, and manufacturing durable goods sueh as autos,
appliances and industrial machinery. The United States
prospered becanse it had natural eomparative advantages
that allowed it to be a mass producer of commeodities

TAELE 1

The Shape of the New Ewncrmy Key Elements

of High-Performance Production

« Customer Emphasis # Organizational Learning
# Self-Managing Work Teams # Constant Training and Employee Dwelﬂpmcn
# High Employee Motivation ¢ Low Employee Turnover
# Just-In-Time Production ® Rapid New Product Development
o Continuous Innovation # Constant Cycle Time Reduction
# Co-dependent Customer Supplier
Relations

competing largely on the basis of relatively low production
costs,

In the new economy, regions are becoming more impor-
tant than ever before. In an important and provocative
essay in Foreign Affairs, Kenichi Ohmae, the Director of
MeKinsey's Tokyo office, suppests that regions or what he
calls region-states are coming to replace the nation state as
the centerpiece of economic activity. In his words: “the
nation state has become an wnnatural, even dysfimetional
unit for organizing human activity and managing economie
endeavor in & borderless world. ... . On the global economic
map the lines that now matter are those defining what may
be called region states.” Region states, Ohmae points out,
are findamentally tied to the global economy through
mechanisms such as trade, export, and both inward and
outward foreign investment—the most competitive region
states are home not only to domestic companies, but are
attractive to the best companies from around the world.

To be effective in this increasingly giobal economy, re-
gions must be defined by the same criteria and elements
which eomprise a high-performance firm: continuous im-
provement, new ideas, knowledge-creation and organiza-
tional learning. Regions must adopt the prineiples of knowl-
edge ereation and continuous learning; they must in effiect
become Enowledge-creating or leaming regions. As such,
regions must provide a series of related infrastructures
which can facilitate the flow of knowledge, ideas and learn-
ing.

Toward a High-Performance Infrastructure

All regions possess a basic set of ingredients that consti-
tute a production system [see Table 2] They all have a
mpmfacturing infrastructire—a network of firms that
was defined by a high degree of vertical integration and
internalization of capabilities. External supplies tended to
involve ancillary or non-essential elements, were generally
purchased largely on price, and stored in huge inventories.
High-performance economic organization i characterized
by & much higher degree of reliance on outside suppliers
and the development of co-dependent complexes of end-
users and suppliers. In heavy industries, such as automobile
manufacturing, larpe assembly facilities play the role of hub,
surroanding themselves with a spoke network of customers
and suppliers in order to harness innovative capabilities of
the complex, enhanee quality and continuously reduce costs.
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A new economy is upon us.
The essence of this new
economy is a deep and
fundamental shift from
physiecal effort to knowledge
and intelligence as the
primary source of value,
productivity and economic
growth.
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TABLE 2

Regions have a faeman infrostractiere—a labor market
from which firms draw “smart” workers. Mass production
industrial organization was characterized by a schism be
tween physical and intellectual libor—a luge mass of
relatively unskilled workers who could perform physical
tasks but had little formal involvement in more managerial.
technical or intellectual activities, and a relatively small
group of managers and executives responsible forr planning
and technological development. The human infrastructure
system of mass production—the system of public schools,
programs in business and engineering—evolved over time
to meet the needs of this mass production system turning
out & large mass of cogs-in-the-machine and a smaller
technoeratic elite of engineers and managers.

The human infrastrueture required for a learning region
iz quite different. As its name implies, a learning region
requires a human infrastructure of knowledge workers who
can apply their intelligence in production. The education and
training system must be a learning system that can facili-

“tate life-long learning and provide the high levels of group-

arientation and teaming required for high-performance eco-
nomic organization.

All regions possess a physical and communications infrs-
infrastructure of mass production facilitates the flow of raw
materiale to factory complexes and the movement of goods
and services to largely domestic markets. High-performance

From Mass Production to Learning Regions

competit VBN

Produetion
avslem

Human

trasircture

Physical amd
cormmumcation
infrastructure

Industrial
FoVeITane:
EVELem

Puolicy sy=tem

Mass Production Learning/Knowledge-

Comparative advantage Sustainable advantage based upon:

based upon: » knowledge creation

o natural resources o continuous improvement

» physical labor

# physical lahor as source of valne  » continuous creation

# separation of innovation and o kmowledge as source of value

production # synthesis of imnovation and
production

Arm's length supplier relations Supplier systems as a source of
innovation

o low sldll low eost labor* o kmowledge workers

& Taylorist work foree » continuous improvement of

» Taylorist education and training ~ human resourees
# continuous education m:lu'anmtg"

infrastructure : eommunication infrastrocture

o adversarial relationshine e mutually dependent relationships

o top-down control & network organization
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firres are plobal plavers. Thus, the physical infrasticture of
the new economy must develop finks to and facilitate the
movement of people, information, goods and services on a
global hasis. Furthermore, high-performance organization
drsiws a great portion of its power from the rapid and
constant sharing of information and increasingly electronic
exchange of key data among customers, end-users and their
suppliers. For example, Johnzon Controls factory which
manufactures seats for Toyota’s Kentucky assembly plant
receives a computerized order for seats as each new Camry
bepins its way down the assembly line. A learning region
requires a physical and communication infrastructure which
facilitates the movement of goods, people and information
on & just-in-time basis.

To ensure growth of existing firms and birth of new anes,
all regions have a capital allocation system and financial
market. One of the existing wealmesses in the U.S. is that
financial systems are creating impediments to high-
performance. For example, our interviews with executives
and surveys of high-performance firms indicate that banks
often require inventory to be held as collateral, creating a
sizeable barrier to the just-n-time inventory and supply
practices which define high-performance economie ongani-
zation,

And, all regions provide mechanisms for industrial gov-
ernance—formal modes and informal patterns of behavior
between and among firms, and between firms and govern-
terized by top-down relationships, vertical hierarchy, high
degrees of functional or task specialization, and eommand-
and-control methods of organizing. Learning regions must
these of high-performance firms, that is co-dependent rels-
tions, network organization, flat or lean organization, and &
foeus on customer requirements. This goes for government
and non-profit organizations, particularly economic develop-
ment organizations, 2z well as for private enterprizes.

Learning regions provide the crueial inputs required for
high-performance economic orgranizations to flourish: a man-
ufzeturing infrastrueture of interconnected vendors and
suppliers; a human infrastructure that ean produce lmowl-
edge workers, faciitates the development of a team-
orientation, and which iz organized ardund life-long learn-
ing; a physical infrastrocture which facilitates and supports
constant sharing of informetion, electronie exchange of data
and information, just-in-time delivery of goods and services,
and integration into the global economy; and & capital
allocation and industrial governance system attuned to the
needs of high-performance organizations.
High-Performanece Economic Development

Our existing tool-kit of economic development policies,
programs and strategies is ll-equipped to deal with the
transformation from old-style mass production to new high-
performance and knowledge intensive models of economic

ization. Traditional industzi ; strategies,
for example, were designed to attract the ubiquitous branch
plants of mass production industry. Such policies are at best



an extremely costly and ineffective way to alter the location
decisions of high-performance manufacturers who are pulled
toward integrated production complexes,

The so-called second wave strategies of the 1980s are
similarfv out of touch with the demands of the new economy.
Attempts to create the “next Silicon Valleys™ throughout
the United States and the world have not panned out, and
many programs have proven to be ecostly boondoggles.
Moreover, these policies were hased upon a misreading of
evolutionary trends in the U.S. and world economies. Sim-
ply put, the model of small firm netwarks upon which these
programs and policies are based has falled to become a
generalizable development model. The model is applicable
to only a relatively small number of industries and places,
and it has not replaced other forms of economic organiza-
tion, such as the transnational corporation and hub-spoke
networks of high-performance firms, as the primary vehicle
of industrial growth and development.

The more recent faseination with manufacturing mod-
ernization—including recent, federal forays into industrial
extension—faces an uphill battle in addressing the central
elements of the new economy. Many of these programs tend
to focus on technological modernization when organizational
change—the adoption of high-performance management
strategies—is what is really needed. Furthermore, federal
modernization programs simply assume that these compa-
nies do not know about advageed technology or manudae-
turing practice. Another way of saying this is that they
presume the problem to be one of inadequate information.
But, it is increasingly clear from our own research and that
of others, that these firms know exactly where they are
deficdent. The real problem is that there are factors in the
economic environment—demands by their customers, loan
policies of banks and so on—which encourage them to
continue to do business the way they always have. The real
problem then is not information, it is the broader economice
environment:

The izsue then is how to transform this broader environ-
ment—how to create a total economic enviromment in
which high-performance manufacturing ean take root and
fAourish. Indeed, America’s regional leaders and economic
development professionals confront the same challenges
that faced the leaders of the early twentieth century, when
edueation, transportation and regulatory polides were all
reshaped to support the economic dynamics unleashed by
mass production. In fact, the incredible strength of the US.
economy in the first half of the twentisth century was based
upon a close fit between mass-production industrial organi-
zation and government policy. The vitality of the nation's
mass production system was bolstered by a broader politi-
cal economy that supported mass production—everything
from roads, rails and ports to the land grant post- secondary
education system that grew up alongside and in support of
meass production industry.

But, government economic policy—regional economic
development policy included—which once worked so well, is
out of syne with the demands of the emerging economy of
kmowledge and eontinuous innovation. In fact, this entire

policy system has become an unwieldy layer-caike of palicies
and programs—out of touch with the new economy. This
entire structure is not only costly and inefficient; it com-
prises a considerable ohstacle to the emergence of the new
economy. Regions and states are in effect caught between
two economies and two business climates—an old one
structured to accommodate the dynamies of mass produc-
tion, and an emerging high-performance one. Our economic
future will not be secured untd the transition befween
business climates is complete. Everything from eredit re-
quirements and inflexdble environmental permits, to the
way teachers receive their eredentials must be transformed
to meet the demands of the new economy.

The role of economic development policy must be to
develop the regional economic environment which can speed
the transition to high-performance economic organization,
and, just as importantly, to eliminate any remaining public
and regulatory barriers which inhibit its emergence. The
lessons from the emergence of a new economy based upon
high-performance principles hold two key implications for
the industrial and regional development.

Build a Supportive Economic Environment

High-performance managfacturing requires a supportive
ecomomic environment and busimess climafe. High-
performance manufacturers are curvently forced to swim
upstream, encountering innumerable obstacles and limita-
tions which stem from the outmoded but still existing mass
production business elimate. The current mix of economic
development strategies and policies are of little help here,
becanse they are essentially products of that same business
climate. Most of these programs simply provide subsidies or
assistance to firms, but do lttle to alter the broader eco-
nomie environment in which they are embedded. For high-
performance manufacturing to take root and diffuse through-
out the regional and nationsl economies, it will require
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Honda's Marysville, Ohio, plant brought
teamuwork, job rotafion ond worker-led
quality circles fo America in the 1980s.
Now more than 10,000 American workers
are employed at North America’s largest
automotive assembly plant. Above, feams
of workers assemble corsat Honda s Warys-
ville azsembly plant. (Credit: Honde of

America)



TAELE 3
Eey Elements of High-Performance Zones

® Create a broad dimate for H_gh -performance
® (rganize around high- perl‘ama_,cc industrial networks (hub companies and suppliers)

® Tailor economic development, edueation and environment policy to needs of 1 high-
performance companies -
# Emphasis on regulatory flexdbility/regulatory relief. Financial regulatory relief to reduce
financing barriers to low inventory companies

® Develop partnerships betwesn hlgh—perfﬂnnanm mmpm&emd zone schools
® “Just-in-time” delivery of government services

i

policdes which ereate 3 more supportive overall economic
environment.
The challenge for economic development policy is not to

provide specific services, but to create the structure, rles of

the game and incentives required for high- performance. In
essence, the issue is not to give firms, regions, and commu-
nities specific information and assistance, but to provide a
new economic framework and set of incentives. Indeed, our
research overwhelmingly indicates that high-performance
firms do not want direct government intervention in tech-
nology development or industrial modernization of the sort
provided by manufacturing extension eenters.

The evidence we have been able to collect through
extensive interviews with high-performance firms and sur-
veys of ndreds of small and medium-sized manufacturers
makes one thing abundantly clear: Companies absalutely do
not want government advice on how to run their businesses
or organize their factories. Moreover, direct technical assis-
tance to firms is only lkely to be effective when it oeeurs
within the eontext of a supportive economic environment.
For example, attempts to stimulate the adoption and diffir-
sion of pollution prevention technology will be far more
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Harness the High-Performance Revolution

The lagh-performance revolution can be harmessed for
regional development. Unlike the last two decades, when
the decline of mass production encouraged dispersion, high-
performanee organization ereates powerful centrifugal forces.
This dynamic i reflected in a changing industrisl landseape.
The mass production economy was marked by large scale
production facilities served by a large number of scattered
and unrelated suppliers, for example, the global factory and
the world car strategy. Conversely, high-perfuirmance pro-
duction is marked by dense corporate complexes of end.
users and key suppliers. Hence, while mass production
facilities became increasingly free of locational constraints,
high-performance production complexes are more firmly
rooted in specific places. No production trend in recent
times has offered as great an oppornmity to establish an
industrial stake in regional development.

Cirice in place, high-performance complexes exhibit a biss
toward investment and improvement of the smrounding
supplier base and economic ares. The improved comped-
tiveness of existing businesses and investment in advaneed
services and programs enhances the creation of the cluster
of suppliers =0 critical to the effectiveness of high- perfor-
mance economic organization. In Bartle Creek, Michigan,
Nippondenso was a leading foree in the restructuring of
community college programs and the creation of advanced
industrial services to support its supplier hase. In an inner
city neighborhood of Columbus, Ohio. the LSE corporation
has established a stateof-theart steel facility based on
high-performance principles. And, Motorola has invested in
transforming the entire educational program of the five
school distriets serving its major production facilities. The
high-performance revolution holds out the promize not only
to improve the performance of US. firms and reglons, but
to create incentives for regional redevelopment by stimu-
lating private investment in regional firms, workers and
eommunity institutions.

High-Performance Zones: A Vehicle for
Economic Tr.l.nsfurnmtiun

High-performance zones provide a powerful vehice for
leveraging the economic 'rdnafm"lm mmderway—one of
which is of immediate relevance to economic development
palicy-makers and planners. These zones seek to create the
broad economic environment required for high-performance
production to flourish. Their underlying motivation i= to
give communities and regions a vehicle for establishing the
flexdbility required to create a new business climate.

High-performance zones am to give regions the flexd-
bility they need to create high-performance business cfi-
mates. The zones are similar to enterprise zones or free
trade zones because they would create special areas outside
the existing maze of federal niles and regulations. But, they
differ from enterprise zones in an impartant respect. Enter-



prise zones want to make U S, urban areas o ﬁ'._m‘.iti'.'v with
the Third 1-5-(‘.11’[1 by lowering w-q.x or e i
mental restrictions. The U.S, will ne t
countries .U\'-i." Htﬂ:im or China ','."r'.j."_i'. I W hl‘E‘ from a
doliar to a penny an hour for unskilled labor High-
performance zones, in contrast, foeus on bulding American
strength in high value-added, high-wage, high performance
sectors of the economy. These zones would enable regions to
experiment with regulatory and service delivery strategies
to faclitate the transition to a high-performance economy,
particularly by removing federal, state or local policies,
programs and regulations which impede high-performance.
They would create incentives for team-based efforts, part-
nerships and collective action on the part of various levels
and agencies of government.

The high-performance zone eoncept wis originally intro-
duced by the Senate for consideration in its version of the
National Competitiveness Act of 1933, While this act may
never see the light of day for many good reasons, the high-
performance zone concept can be advanced through other
Venues or on its own separate bill.

High-performance zones would revelve around three
central principles. First, they would be strurtured to reflect
the natural geographic dimensions of a high-performance
production complex. Hence, each zone should eonsist of at
least one potential hub company and portions of its supplier
base. Such complexes offer a powerful foree for the diffusion
of high-performance principles.

Second, the zones would link direct service provision
such as manufacturing assistance to the development of a
NEW economic environment which is supportive of high-
thus be vehicles for partnerships among businesses and
econormic development and other service providers, state
and local governments, eommunity development organizs-
tions, educational institutions, utilities, banks, and high-
performance companies. The objective is to create & coali-
tion which can effectively blend direct assistance to firms,
workers, and communities with broader strategies for chang-
ing the overall business climate.

Third and perhaps most importantly, high-performance
zones would allow for regional flexbility, experimentation
and learming. Each zone should be flexdbly taflored to meet
the needs and characteristics of the industrial and regional
base. This flexdbility might take the form of regulatory
fexdbility, exemptions from federal environmental restrie-
tions, and other elements needed to create a broad economic
environment conducive to the rapid adoption and diffusion
of high-performance principles (see Table 3). The precise
mix of policies in the zone would thus emerge over time and
reflect the ongoing process of bullding and extending the
zone partnerships—identifying specific barriers and oppor-
tion of the industrial base and the communities in which it is
embedded.

Building the Future

For most of the past two decades, experts predicted a
shift from manufacturing to a post-ndustrial serviee econ-
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warkers engage in continuous improvement and ather facets of high-performarce production. (Credit: Richard Florida)

omy, or from basic industries to high technology. In the
wake of the predictions, efforts were undertaken to invest
in new eritical technologies and industries. But, the change
underway in the United States and world is not one of old
sectors giving way to new, but a more findamental change
in the way goods are produced and the economy itself is
organized—from a mass production to 2 new knowledge-
based economy. This change holds sweeping implications for
government. The eritical need for government ECONOIMIC
development policy is not to help invest in new technologies,
but to help put in place the economic infrastructure re-
quired for the new economy to flourish. The challenge is to
redesipn the broad infrastructure of government economic
policy and the incentive system it helps to set in place in
ways that can faclitate—not impede—the shift from mass
production to high-performance economie arganization.

The emergence of high-performance economic organizs-
tion offers a unique opportunity to establish a umified
framework for industrisl and regional revitalization. This
opportunity rests in the critical dependence of high-
performance economic organization on 2 new type of policy
system and related regional infrastructure, Our findings
and those of others have documented the emergence of
high-performance economic organization in and around the
Industrisl Midwest. And, our surveys and interviews with
high-performance comparges in the Midwest and through-
out the United States clearly indicate that existing retail
approaches to economic development policy are out of syne
with their needs. This work suggests the need to move to
infrastructure approaches which can provide a broad cfi-
mate in which high-performance economic organization can
take root and flourish,

Given all of this, economic development policy must be
reqriented to speed the development of a business climate
and overall economic environment which enables workers,
firms and communities to make the transition to the new
economy. Eeonomic development poliey-makers and profes-
sionals must help put in place the incentive structure and
regional infrastructure. Long run economie growth and
development fundamentally depends upon it.
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The authors developed the concept and
legrislative language for high-performance
zomes for the Senate. This arficle is based on
a three-year project to develop high-
performance development strafegies for the
Industrial Midiwest sponsored by the Coun-
cil of Great Lakes Governors and finnded by
the Joyce Foundation. Special thanks are
due Joel Getzandanner, Sheila Leahy, Rob-
ert Glegsom, Joyoe Nathalie Davis-Florida,
David Lashar, Dongld Smith, Couneil Staff.
and the more than 30 Heinz School students
who participated in aspects of this project,
Further tnformation is condained in the
Jollowing reporte:

North Americas High-Performance
Heartland (Chicago: Council of Great Lakes
Governors, May 19M)

Rebuilding America: Lessons from the
Ind) u.siriai Haa:ﬂund {(‘m.er fGI‘ Ecﬁ 10 miu:
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Reinventing the Heartland: A High-
Performance Strategy for the Great Lakes
Region(Center for Economic Devevlopment,
Carnegie Mellon University, May 1933)

A Globalization Strategy for the Great
Lakes (Center for Economic Development,
Carnegie Mellon University, May 1994).



