New Horizons for a New Rural Economy
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· Globalization is creating an economy of regions.
· Globalization is pressuring the old rural sectors (built on industrial and agricultural commodities), which leaves the rural economy highly uneven.

· Many regions search for new economic engines, yet rural areas lag in high growth businesses

· Globalization is a powerful force – in the commodity business, the only economic imperative is to be the low cost producer – get bigger or get out.

· By most measures rural America is not generating as many high growth businesses as urban places.  In rural places we don’t see as many good ideas turned into high growth businesses.  Business start rates are about the same.  But of those that enter the high growth stage, rural America gets left in the dust.  Have to think clearly about how we support rural entrepreneurs to get them into the high growth phase.

· How do we find new economic engines?  Regions must constantly invest in new sources of competitive advantages, rather than protecting the old.

· Rural America has exciting new business horizons:
A. Product agriculture
1. from “new” commodities to new products

a. Pharmaceuticals require ISO 9000 protocols.  These may end up growing under glass or in Hawaii.
2. Farm-to-grocer foods
a. Affluent communities want quality, nutrition, taste and choice
b. Farmers within striking distance of cities are well positioned

c. Creating regional brands: the European model: Champagne, Bordeaux, Roquefort, only can find sugar cream pie in Indiana – a potential regional brand.  A better business than the commodity business.
B. Tourism and agrotourism
1. Scenic strategy (the natural strategy)
2. Nature strategy (selling pheasant hunting experiences rather than corn, wheat, and soybeans)
3. Cultural strategy – Regional identity and seal, blend landscape, food, culture, and art
C. Advanced manufacturing
1. The ability to use new technology to build clusters of firms to create synergies to compete globally.  

· In the past, independence.  For the future, interdependence

· New policy challenges, given the future of the new economy.

1. Acknowledge that agricultural policy ALONE can no longer be rural policy.

2. We should not pour old policy into new wineskins

3. What else to do?
· Needs to be agreement on the new goal: Help rural regions build new competitive advantage in a global market place.

· Rural policy implications

1. Agglomeration matters so think regionally and pursue clusters

2. Governance, so innovate policy institutions.  Either wiping out lines or aligning governance with economic opportunities.

3. Knowledge matters, so leverage education system.

4. Entrepreneurship matters, so shift from recruitment to business innovation.  

· A shift of thinking from subsidies, which stifle innovation to growing entrepreneurs.

· From one size fits all to leveraging regional opportunities.

Building blocks: Entrepreneurship
· Shifting policy from recruitment to business startups. 

· From subsidy to business innovation

· Have to help communities and businesses think regionally

· Deliver better business services (lawyers, accountants, etc. familiar with their business)

· Make more equity capital available.

Education

· Training a knowledge-based work force

· Higher educational institutions as a catalyst for regional economic catalyst.  Community colleges and regional universities are key.  How do we leverage these institutions as brokers for regional economic dialogue

Technology and Infrastructure

· Broadband access

· Product Ag technologies

· Regional business networks – soft infrastructure more important than hard infrastructure – regional alliances.

· e-ship resource centers

Summary lessons

· Globalization changes everything

· We must go beyond commodities (Ag and industrial)

· Subsidies protect the old economy and do not invest in the new.  In fact, they discourage investment in the new

· Critical mass matters: so think regionally.

Need to frame a new policy for rural development.  www.kc.frb.org
Discussion:

· If you wait until kids are in college, you’ve waited too long to create entrepreneurs.  In K-12, shift how people view risk and view failure.  I can’t even find data on how much we spend each year in industrial recruitment – state and localities like to keep it hidden.  We have been inside the commodity box so long that they don’t even see it.

· What about areas of marginal agriculture when machine tooling has left?  Disenfranchised rural economies.  How do we get this thought process into these pockets?  We may look across state boundaries with small states.

· View of rural America that we work for someone else – when that goes away, we are in trouble.  Small scale niches – hard to get two farmers to agree on anything.  Look to groups that can be regional conveners with the credibility to bring folks to the table so their ox will not be gored.  How do you convene the players?  Effort to grow Pharmaceutical corn in northwest Iowa?  An entrepreneur is trying to do it.  But shouldn’t Extension and ISU be involved?

· Emerging rural regions – developing for different kinds of reasons, but coming to the same place: How do we create something unique to compete globally?  How do we bring public institutions in to be a help rather than an impediment.  Public policy is all about institutions.

· A lot of the people who will build the new rural economy were not at the table for the Farm Bill, the Extension committees, etc.  Who knocks on the door of the Dean of Agriculture?  Those who will be involved in the new economy need to bang on those doors.  Turning to the non-traditional institutions because 1) they are in their own back year and 2) they can knock on the door and be heard.

· Are there some changes in banking programs?  In the case of community bankers, they understand that the value of their franchise depends on the vigor of the local economy.  They know they must do something else.  But they are happy to have Ag subsidies directly deposited into their bank.  Bankers have to get out of their usual line of lending.  Do not have expertise in the new ventures.  You can’t solve an entrepreneurial capital need with debt alone.  We have made a lot of debt capital available in rural America – works well for commodity farmers.  But entrepreneurial needs equity funds (Kentucky Highlands as a model).

· Challenge to tap into producer services (software engineering, rather than casinos).  This is related to infrastructure and quality of life.  Rural Americans are raised to work for someone else.  

· How do we find the data that will satisfy our Chambers of Commerce so that they will understand that there is value in growing rather than kidnapping businesses?  Economists have not supplied the research needed to make this point.  Workshop followed the conference to design research to measure the costs of recruitment and the benefits of entrepreneurship.  Kaufman Foundation was going to fund it.  Policy makers will not change their behavior unless presented with convincing data to the contrary.

· Wealth building and equity.  The national financial system gets invested in retirement accounts invested outside of western Maine.  Have regions been able to set up mutual funds for venture capital?  Rural America has a lot of equity capital, but no way of mobilizing it.  How do we marshal it in a way that can be effectively used by entrepreneurs in the region and pool risks across regions?  This is a useful product, because it has the sense of not just investment bottom-line focus, but that people want to invest in the place where they live.  We need to seriously address how we marshal the capital that is out there.

· Missing capital, but also missing deal flow.  Venture capitalists want to be able to get to their investments in a day.  They invest capital and an enormous amount of handholding, mentoring, and technical assistance.  Venture capitalists are in the entrepreneurial support business.  Will need to have enough deal flow so that they can pick the winners.

· It is not just about economics, it is a lifestyle choice.  We have to build a sustainable rural economy that can compete in the global marketplace.  

