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			Praise for The Local Economy Solution

			“Michael Shuman is the world’s most knowledgeable cheerleader and observer of efforts to promote local economies, and each of his books offers essential, practical information to advance the cause. In The Local Economy Solution, he shines light on new models of local economic development that are self-financing—an all-important innovation, given that many localist efforts currently depend on subsidies and grants. If you have any interest in furthering your region’s economic resilience, this brilliant, clear book should be at the very top of your reading list.”

			—Richard Heinberg, senior fellow, Post Carbon Institute

			“Michael Shuman, long a pioneer in the local-economy movement, has pushed the conversation forward once again, showcasing new tools for localists, new business models for entrepreneurs, and new development strategies for economic planners. A terrific resource for cash-strapped communities building wealth and resilience from the ground up.”

			—Judy Wicks, author of Good Morning, Beautiful Business, cofounder of BALLE, and founder of the White Dog Café

			“I have been impressed by Michael Shuman for a long time, but The Local Economy Solution sent my admiration soaring. He shows the genuine myopia and ‘legal corruption’ of the prevailing model of state and local economic development, then he explains the new localist model taking hold in many enlightened communities; and, best of all, he brings his engaging writing skills to describe the real people and enterprises that are bringing this model to life. His book is both an inspiration and a handbook for doing real development.”

			—James Gustave Speth, author of America the Possible: Manifesto for a New Economy and Angels by the River: A Memoir

			“First rate! Cutting-edge strategies for community-sustaining business development without bribing big corporations—by one of the nation’s leading and most creative localists!”

			—Gar Alperovitz, author of What Then Must We Do?: Straight Talk About the Next American Revolution

			“Michael Shuman has done it again. In The Local Economy Solution, he shreds the conventional wisdom about economic development and local business initiatives that rely on grants. His Rx: self-financing ‘pollinator’ businesses. This one is sure to make some waves!”

			—Amy Cortese, author of Locavesting: The Revolution in Local Investing and How to Profit from It

			“Michael Shuman’s first book showed us a vision of community economics and empowerment; his latest book, The Local Economy Solution, examines some of the best examples of community-based enterprise as he teaches us how to bring vision to reality. An excellent and welcome addition to my library that builds on Michael’s extraordinary expertise and insights.”

			—Jed Emerson, coauthor of The Impact Investor: Lessons in Leadership and Strategy for Collaborative Capitalism

			“The emerging localization movement owes a huge debt of gratitude to Michael Shuman. A visionary thinker with decades of hard-won, grassroots experience, he offers not only a clear picture of a very different economic landscape but the steps we need to take—as individuals and as communities—to move from here to there.”

			—Helena Norberg-Hodge, founder and director of Local Futures and producer and codirector of The Economics of Happiness

			“Shuman’s book is critically important to anyone who cares about genuine economic development. Neither left nor right politically, it’s positive and encouraging, while confronting head-on the challenges of the approach he has advocated for years. Unlike many economic-development books that can be tedious, this one is engaging, even fun to read, like a good story told over a beer—but a practical story that will help communities reach a resilient future.”

			—Michael Kinsley, manager, Rocky Mountain Institute

			“Michael Shuman is a pioneering voice for an economic development model that is sustainable and truly democratic. I’ve read all his books, and this is the best one yet. Do yourself a favor and absorb his brilliance.”

			—Kevin Danaher, cofounder of Global Exchange, Green Festivals, and Fair Trade USA

			“Michael Shuman pulls no punches in his biting review of local contemporary economic development. Every thoughtful practitioner, whether agreeing with his critique or not, must seriously consider Shuman’s nuanced approach to growing local economies through ‘pollinator’ enterprises.”

			—Robert Jaquay, The George Gund Foundation

			“Shuman’s many followers in the new economics movement will relish this latest offering for its focused message, compelling stories, and coherent vision. He embodies the Gandhian dictum to both see the change and be it. Readers new to his work will be appalled to learn of the ‘counterproductive and corrupting’ practices in mainstream economic development, and relieved to encounter the creative entrepreneurs who are ‘pollinating’ the spread of locally rooted alternatives.”

			—Diana Chapman Walsh, president emerita, Wellesley College

			“Another blockbuster treatise on can-do, localized entrepreneurism. Shuman is a master.”

			—Joel Salatin, Polyface Farm

			“The Local Economy Solution is Shuman at his best. Using language accessible to lay people and policy makers alike, Shuman explains why the standard model of economic development is flawed and goes into detail, with many examples, about better ways to build local economies. This should be mandatory reading for planners and business people across the country.”

			—Chris Morrow, Northshire Bookstores
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			This is my fourth book on local economies, and the arguments that follow inside necessarily build on the previous three. That means thanking again the several hundred people I acknowledged in the earlier books—thinkers, advocates, practitioners, businesspeople, investors, civil servants, teachers, and journalists who collectively call themselves “the local economy movement.” Their names, once ridiculously few, are now way too many to repeat, so let me just say to all of you who have played any role in this movement, large or small, a heartfelt thank you. This book is for you.

			Most of the material here comes from interviews I conducted with the entrepreneurs leading three dozen “pollinators” (self-financing businesses with an economic-development mission of supporting other local businesses) between January and December of 2014. I’m extremely grateful for their making time for our conversations, sharing important documents, and reading drafts for accuracy. There’s no need to name them here; you will meet them all inside these pages.

			Kate Poole, who so ably assisted me with Local Dollars, Local Sense, took charge of about a third of these interviews, and delivered fine work under tremendous time pressure. Anthony Price also provided valuable research assistance.
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			I am grateful to Reyn Anderson, Scott Campbell, Amy Cortese, Michael Gordon, Kate Poole, Judy Wicks, Claudia Viek, and Kristin York for reading drafts and saving me from many potential embarrassments. All the remaining errors are my own responsibility.

			Stephanie Miller served as a guardian angel throughout this process: encouraging me to write the book when common sense counseled against; continually reading critically my umpteenth drafts; and pampering me silly along the way. And the original worldview of my children, Adam and Rachel, continues to inspire my thinking, as does my mom, to whom I’ve dedicated this book.

			Introduction

			“The road to power,” explains Frank Underwood, “is paved with hypocrisy—and casualties.” Underwood, the lead character of the hit Netflix series House of Cards, is a wily South Carolina representative who in the first and second seasons, as House Whip, connives, lies, backstabs, and even commits murder to become president of the United States. His self-serving reflections on American politics could also describe another all-American obsession that’s the subject of this book—economic development. Indeed, it could have been Underwood himself who showed up at a local wine bar in Annapolis, Maryland, to shake down recalcitrant state lawmakers for millions in additional subsidies to pay for the show’s third season. But, no, it was Kevin Spacey, the actor playing Underwood.

			In mid-March 2014 the Maryland Senate had just voted to increase the state’s annual coffers to lure movie and television production companies from $7.5 million to $18.5 million.1 The principal beneficiary was Media Rights Capital (MRC), the production company for House of Cards, which had received $26 million to film the first two seasons in Maryland. But the Assembly, the lower state house, was waffling. “This just keeps getting bigger and bigger,” complained Delegate Eric G. Luedtke, who had previously supported the tax credits. “When does it stop?”

			With political instincts that Frank Underwood surely would have admired, MRC deployed both carrots and sticks to get wobbly state legislators in line. Gerard Evans, the chief lobbyist for the show, encouraged state politicians to come and sip free cocktails with Spacey. To dispel any fears that the actor, reportedly worth $100 million, might be animated by self-interest, Evans assured reporters. “He loves Maryland. He’s got a house here.”2 

			MRC sent a letter to Governor Martin O’Malley, variations of which went to other key state politicians.3 “MRC and House of Cards had a wonderful experience over the past two seasons and we want to stay in Maryland. We are ready to assist in any way possible to help the passage of the bill. . . . In the event sufficient incentives do not become available, we will have to break down our stage, sets and offices and set up in another state.”

			The threat was not idle. Just south of Maryland, Virginia was considering whether to increase its tax credits for film projects and gearing up to woo MRC. Indeed, according to the National Conference of State Legislatures, thirty-nine states and Puerto Rico provide film production incentives.4 These payouts in 2012 were $1.5 billion—a 750-fold increase over film subsidies a decade earlier and so common that seven of the nine 2014 Oscar nominees for Best Picture received at least one state subsidy.5

			Assembly Delegate Mark N. Fisher probably spoke for most of his colleagues when he said, “We’re almost being held for ransom.”6

			Laying the groundwork for this grand act of extortion, like the consigliere for the Godfather, were the state’s economic developers. At strategic moments Maryland’s Department of Business and Economic Development trotted out data designed to impress wavering legislators.7 Season 1, they pointed out, led to production expenditures of $63.6 million in the state, and 2,200 Maryland residents were hired as cast, crew, or extras. Season 2’s expenditures were $55.5 million, and 3,700 people were employed. Armed with computer models of the economy that project jobs and other benefits to several decimal points—and that almost no one in the general public really understands—they argued that the total “economic impact” in the state was $138 million for the first season and $120.5 million for the second. And beyond these direct benefits was the great public relations boost Maryland would get in prestige from millions of Americans watching House of Cards. They could point to another television show, Breaking Bad, which had been supported by New Mexico’s subsidies and spawned a whole new local tourism industry for Albuquerque, where visitors now are bussed to key spots to see where the main characters cooked methamphetamine. Who could tell how many Frank Underwood wannabes might consider moving their businesses to Maryland. And the price tag for all these goodies was a measly $11 million!

			MRC’s gambit worked brilliantly. The Maryland Assembly caved, the ransom was duly approved, Season 3 proceeded as planned, and everyone pretended to be happy. No one even noticed the casualties.

			Moving Away from Legalized Bribery

			Welcome to the world of conventional twenty-first-century economic development, one of the most counterproductive and corrupting enterprises of our time. If done correctly, economic development might bring a community more jobs, more wealth, a larger tax base, and greater prosperity. Consumers might enjoy more and better goods and services. More businesses might get started and become more profitable. Residents might enjoy better schools and better funded public services. Yet the actual practice of economic development and its dismal results are poorly understood, in part because its activities are often conducted in secrecy. Were the public really to understand what’s being done on its supposed behalf, there might be rioting in the streets. 

			This book is about how economic development can and should be done differently. If we were to focus the field on growing locally owned business, we could increase the effectiveness of economic development and reduce its price tag. In fact, if we replicated the two dozen models described in the chapters ahead, economic development ultimately could be done by the private sector and at virtually zero cost to the public. A growing number of small, private businesses are now beginning to carry out the most important functions of economic development. They are facilitating local planning and placemaking, nurturing local entrepreneurs, helping local consumers buy local and local investors finance local business. And most remarkably, by charging clients reasonable fees for their services, they are able to cover their costs. These successes, however, and the opportunities they present to states, counties, cities, and towns everywhere, are practically unknown. They are crowded out of the headlines by the farcical antics of economic development as actually practiced today.

			Several years ago Ira Glass, the great storyteller on National Public Radio, dedicated a segment of his popular show, This American Life, to the annual convention of the International Economic Development Council. Reporter Adam Davidson astutely observed: “Yeah, that’s what they call it, business attraction. I came up with a different word. I call it stealing. They’re trying to steal jobs from each other. After a few hours, I was thinking this conference is like a convention of incredibly collegial pickpockets.”8 By offering incentives worth millions of dollars—grants, low-interest loans, tax breaks, new highways and rail lines, you name it—economic developers trawl conventions like this one for corporate captains who might be convinced to abandon their hometowns. 

			It’s understandable why a smart company or desperate community would play this game. Corporations mindful of the bottom line for shareholders are naturally looking for ways to lower costs. And if a locale can make just the right pitch, it could mean hundreds or thousands of new jobs. If a community has to put a little public money on the hook to reel in a big fish, who could possibly complain?

			Let’s immediately point out two flaws in this narrative. First, these practices are doing absolutely nothing for the national economy. Any reasonable definition of the term “economic development” would aim to create new jobs, new factories, new companies, and new opportunities. Yet except for the relatively rare case of a community attracting a foreign company (which itself carries special risks9), economic development today is creating almost no new jobs whatsoever.10 In fact, as companies crisscross the country, all the turmoil and upheaval that economists blithely call “transaction costs”—moving expenses, mothballing old factories, constructing new ones, putting laid off workers on unemployment, hiring new ones—constitute a net drag on the economy. 

			Second, from the local perspective, the winners are almost always losers. Cut through the hype, the half-baked studies, the well-orchestrated champagne-opening ceremonies, and the silly political boasts and one soon realizes that almost all the promised benefits are illusory—indeed, a proverbial house of cards. Moreover, with thousands of communities chasing a handful of companies and with the brokers in the corporate relocation industry working for these companies, the game is rigged against communities. 

			Back to the math. Maryland paid MRC $26 million for 5,900 jobs, which works out to about $4,400 per job. Given that some economic incentive programs pay tens of thousands per job, sometimes even hundreds of thousands or millions, this price tag is not unreasonable. But does the state really benefit? Researcher Robert Tannenwald of the Center on Budget and Policy Priorities answered this question in his definitive study of film subsidies: “Jobs for in-state residents tend to be spotty, part-time, and relatively low-paying work—hair dressing, security, carpentry, sanitation, moving, storage, and catering—that [are] unlikely to build the foundations of strong economic development in the long term.”11 The House of Cards incentives, in fact, created no lasting jobs for Maryland whatsoever. Once the set is broken up for Season 3, all the jobs vanish.

			More importantly, there are what economists blithely call “opportunity costs.” How else could the state have used that money besides enriching an outside company like MRC? Might other local companies have been able to deliver more jobs for each public dollar? Suppose that Maryland had held an auction, allocating its economic-development budget to businesses that provided the most, and best, jobs for the least cost. Surely in a state with half a million companies, several thousand might have been willing to provide more permanent jobs than MRC did for less than $4,400 each. Some might have asked just $1,000 per job, $500, or even $100. The point is—who knows? Unless and until incentives are put to a market test like this, claims by economic developers, that paying millions in corporate incentives is the only strategy for creating jobs, have no basis.

			Another opportunity cost is this: What else could have been accomplished had the money taxed for the boondoggle just stayed in the hands of taxpayers? Is the state government really in a better position to choose “winners and losers” than its resident consumers and investors? This, again, is rarely studied by economic developers. One of the perversities of economic development is that its practitioners laud the free market, harangue about taxes and regulations, and then happily dole out subsides that violate the free market and constitute a textbook example of government overreach.

			The case for Maryland’s film subsidies falls short in other ways too. The claim by Maryland’s economic developers that the first two seasons of shooting House of Cards generated more than $100 million in “economic impact” assumes that all the dollars spent by the film company stayed in the state. In fact, according to Tannenwald’s study, much of the spending ultimately occurs outside the states doling out the incentives, which means the consequent economic benefits are largely enjoyed elsewhere: “The film industry and some state film offices have undertaken or commissioned biased studies concluding that film subsidies are highly cost-effective drivers of economic activity. The most careful, objective studies find just the opposite.”12

			One way to measure whether a government program is cost-effective is to estimate how much income the subsidizing state earns in the form of taxes for each public dollar dispensed. Almost all studies on the point—except those sponsored by the beneficiaries of film subsidies—have found that tax-revenue returns range from 7 to 28 cents on the dollar.13 In 2010, for example, according to the BaxStarr Consulting Group, Louisiana spent $196.8 million on film tax credits but only generated $27 million in tax receipts for the state and $17.3 million for local governments.14 Film subsidies, in other words, are financial losers for the state taxpayers who foot the bill.

			Perhaps the nonmonetary benefits of House of Cards being filmed in Maryland make the loss worthwhile, an argument often made by the owners of sports franchises who are looking for hundreds of millions of dollars to pay for their teams and stadiums. But if Maryland’s politicians buy this line, argues commentator Liz Malm, they haven’t paid very close attention to the actual story of the series:

			For all those that watch House of Cards, you’ll notice that Season 2 wasn’t kind to Maryland (with the exception of a shout-out to the Baltimore Orioles). The production company disguises [Maryland landmarks] to look like [Washington] D.C. . . . For example, the Washington Herald building is actually the Baltimore Sun building, just altered. In the opening episode of Season 2, a fake Washington, D.C., metro station was created using an existing Baltimore metro station. They even make fun of Joppa, Maryland. . . .

			States often hope being featured in a movie or television show will drive tourism to the state—but that won’t be the case with House of Cards. I wouldn’t doubt that the show drives visitors to our nation’s capital, but it’s unlikely that any will make a stop in Maryland. 

			A few states have begun to understand that they’ve been conned. Michigan’s Republican Governor Rick Snyder, for example, drastically reduced the state’s film subsidy program in 2011 (though the state legislature has since insisted on reviving it). A half dozen other states also have dumped film incentives, and pressures are mounting in others to follow suit. But the film industry can rest easy. As Frank Underwood observes, “Proximity to power deludes some into thinking they can wield it.”

			The Deeper Problems

			If you think film subsidies are just an isolated instance of good economic development gone bad, think again. As we explore in the first chapter of this book, a growing body of evidence shows that the lion’s share of economic development manifests in “attraction” incentives like these, and almost all such economic incentives are losers. Politicians and economic developers scoff at this evidence, and too many don’t care about the evidence at all because in the end their mission is not about developing their economies. It’s about generating headlines and protecting Number One’s job. The economic developer who brings a new company to town with a thousand jobs is treated as a local hero, and the politician who underwrites the effort has a solid pitch for reelection. By the time a community realizes that the deal under-delivered and public dollars were wasted, those responsible have happily moved into other private-sector jobs or retired. 

			Perhaps I’m too cynical. Perhaps I should credit those economic developers who sincerely believe that their projects can be those one in a million that will beat the odds and enrich their community. Maybe they’ll focus their subsidies exclusively on high-wage manufacturers. Maybe they’ll impose tough “clawbacks” of the subsidies if the companies don’t deliver on their promises. Maybe their community will be the first ever with a perfect corporate-attraction track record. Yet none of these so-called “reforms” can possibly fix three deep problems with the incentives game. 

			First, incentives focus exclusively on nonlocal businesses, which are the ones least likely to deliver real benefits to a community. Here’s a simple and amusing exercise to try the next time you chat with an economic developer. Count the number of times he or she utters the phrase “attract and retain.” My experience is that it trips off the tongue at least once per minute. What’s strange and revealing about this lexicon is that it demonstrates that economic developers are paying no attention to locally owned business. You cannot attract a local business from somewhere else—that would be an oxymoron. And if the only way you can retain a local business is by paying it some kind of special bribe unavailable to other local businesses, then how deep are its roots in the community anyway?

			The oversight is not trivial. If you look at the US economy by jobs, about half are in large firms with more than five hundred employees and the rest are in small and medium-sized firms. We know that about 99.9 percent of all small and medium-sized firms are locally owned. If you add the twenty-six million Americans who are self-employed, it’s clear that economic developers are consistently ignoring most of the economy.

			Worse, as we explore in chapter 1, economic developers consistently ignore the most important part of the economy. Locally owned businesses are by far the most significant contributors to a community’s jobs, social equality, sustainability, and a dozen other important indicators of success. Indeed, given that one consequence of economic incentives is to make it harder for unsubsidized local businesses to compete fairly against subsidized nonlocal ones, economic development is effectively undermining precisely those businesses it should be most supporting. Put positively, a smarter approach to economic development is to focus on local businesses because they generate the greatest benefits.

			A second inherent problem with the existing practice of economic development is the clear and present danger of corruption. Today, as I write, former Virginia Governor Bob McDonnell and his wife are heading to prison because of the gifts, favors, and money they accepted from a slick businessman trying to extract government support for his magical elixir synthesized from tobacco plants. Public commentators universally denounced the McDonnells for accepting Rolex watches and a $10,000 wedding gift for their daughter, without noticing that the pattern of misbehavior—granting public rewards to politicians’ favorite private companies—is the essence of almost all economic development today. The goal of economic development should be to minimize public subsidies, and to find the lowest-cost ways of activating and spreading private-sector businesses.

			Economic development now does exactly the opposite. Its lavish incentives and other programs depend on regular infusions of grants and gifts from government agencies, foundations, and wealthy individuals. That those ostensibly committed to promoting free-market entrepreneurship are, themselves, among the least entrepreneurial members of our society is another central contradiction of economic development—and its third inherent problem.15 If a sign-wielding beggar had better hygiene, more stylish clothing, a clearer mission, and the guts for a bigger ask, he would fit right in with the local economic-development office.

			Does it really matter that those promoting the free market depend on government subsidies? I believe it does. When you don’t or won’t “walk the talk,” your credibility and ability to exert a healthy influence on others is impaired. Call me priggish, but I’m skeptical when a preachy vegetarian wears leather boots or a chronic adulterer drones on about family values. If your ostensible goal is to promote an entrepreneurial culture, then you strengthen your message if you can show your capability to meet the rigors of the marketplace as an entrepreneur yourself. 

			Moreover, charity, whether public or private, is terribly unreliable, and economic-development programs that rely on it are condemned to being equally unreliable. Regions tend to go through their own business cycles, with leaders expanding government programs in good times and cutting them in lean ones (like the years after the financial crisis of 2008). Governments also go through political cycles, with more progressive administrations creating or expanding programs and more conservative ones cutting them. The same seesawing occurs with foundation grants. Most foundations support a noble cause for a few years and then expect the beneficiary to develop new sources of grants. Wild budget oscillations necessarily follow that make serious program planning exceptionally difficult.

			Even the best beggars face the risk of donor fatigue. There’s only so much government and charitable money available for economic development. Yet the challenges inherent in helping every individual and family within one’s region find well-paying jobs, with rewarding work, through environmentally and socially beneficial business—what the real goals of economic development should be—are almost limitless. The only way economic development can possibly begin to fulfill this mission is if it is reshaped to do more with less.

			My concerns are not confined to the practitioners of “attract and retain.” I’m equally concerned about the dependence on outside cash in the various networks embracing local businesses. While charitable dollars helped many of these organizations get on their feet, the eventual goal should be self-sufficiency. Yet dependence on government and charitable funding defines those economic developers practicing Economic Gardening, a movement launched in Littleton, Colorado, which nurtures small, young, local, fast-growing “gazelle” businesses. It infuses the practitioners of Main Street projects and downtown revivals across the country. And it continues to beset the nearly two hundred local business alliances that are affiliated with the Business Alliance for Local Living Economies (BALLE) and the American Independent Business Alliance (AMIBA)—a shortcoming for which I must take some personal responsibility.

			BALLE was founded in 2001 by a small group of entrepreneurs, led by Laury Hammel and Judy Wicks, who believed in the power of local business and creating local business networks. I sat on the board until 2008 when I stepped off to become a staff person for several years. Throughout my tenure, I became convinced that, to achieve their full potential, the affiliated networks (of which there are now more than eighty) needed more diversified revenue streams. We needed strategies for our networks to self-finance their work—like the coupon books, local debit cards, local commercial development companies, and local investment funds that you’ll read about in the pages ahead. But our priority was to raise money from foundations and wealthy individuals who were excited about financing our work. Fiduciary responsibility demanded, above all, that we make payroll next month. That said, what might have happened if we spent more of our organizational resources on testing these ideas? What if we were more entrepreneurial ourselves and were able to wean ourselves off grants and gifts altogether?

			My worry is that overreliance on dues and philanthropy led many once-strong local business networks, in Portland (OR) and Santa Fe (NM), for example, to shut down their operations. Others struggle to raise enough money to support just one full-time staff person. How long can even the most dedicated organizer donate time to a good cause before his or her personal needs (a house, education for the kids, retirement) kick in and the looming prospect of burnout compels calling it quits? One motivation for writing this book is to help my colleagues in BALLE, AMIBA, Main Street projects, and Economic Gardening, as well as their counterparts worldwide affiliated with groups like Transition Towns, rethink their organizational designs, become more entrepreneurial, create more economically stable models, and ultimately grow bigger. 

			Country Roads 

			To imagine what a more entrepreneurial and cost-effective practice of economic development could look like, I’d like to introduce you to a remarkable innovator who has toiled largely in obscurity in the Upper Ohio Valley. I first met Lou Stein when I spoke in Wetzel County, West Virginia, in 2011. Like much of West Virginia and Appalachia, this region has had a long history of wretched poverty, exacerbated in recent years by the departure of steel companies overseas and by what the locals call the federal government’s “war on coal.” This was also an area with rock deposits rich with natural gas where the recent rise of fracking technology has been creating overnight millionaires. 

			After my talk, in which I spoke about eye-popping economic-development incentives that were now paying upwards of $1 million per job, an avuncular gentlemen with the gift of gab—the only person in the room in a suit and tie—came up to chat. He confided that he was producing jobs for about $500 each. The previous year his nonprofit, Valley Ventures, with an annual budget of about $150,000, had generated between three hundred and five hundred jobs. My jaw dropped.

			To put Stein’s record in perspective, consider that when Christina Romer, the first head of the Obama administration’s Council on Economic Advisers, was wrapping up her brief tenure in 2010, she boasted that the stimulus package that she had helped design created or saved three million jobs.16 This means that the stimulus package that Congress approved in the 2008–2010 period, which cost about $775 billion, created each new job for $258,000. Had the Administration decided instead to implement its stimulus through people like Lou Stein rather than through thousands of Congress-sponsored white elephant projects, the United States would have been back to full employment in a year at one hundredth the cost.17 

			What accounts for Stein’s stunning success? It’s simple. He focuses laser-like on local business. He organizes meetings of entrepreneurs. He visits existing small businesses. He finds out exactly what they need to succeed, and then methodically delivers carefully tailored assistance to them. “I can’t tell you,” he fumes, “how many economic developers never go to existing businesses and ask ‘how can I help?’”

			While Stein is not beyond pitching occasionally for a company to move to West Virginia, he concedes that this strategy alone is difficult at best. Most communities will never attract more than a couple of businesses per year, and the handful of jobs they bring have little impact. Besides, the incentives game has gotten so competitive, with some communities willing to give away taxes, land, buildings, you name it for free, that a fiscally sober jurisdiction can’t possibly win. And even if you do prevail, Stein warns, “be careful what you wish for. Those larger businesses are skilled at taking advantage of you.” When your incentives expire, they will happily move elsewhere, because they have no roots in the community.

			Stein explains that big businesses are no longer the significant job creators in the United States. In fact, once these businesses become publicly traded on Wall Street, they are rewarded by investors when they cut jobs in the name of increasing efficiency. The main sources of job creation, from his perspective, are start-ups and existing small and medium-scale businesses.

			National statistics back up Stein’s view. If you’ve got a computer, log into a terrific website called YourEconomy.org, which presents one of the richest and most nuanced sources of data on the relative impact of locally owned versus nonlocal businesses.18 Look at job growth in the United States between 2008 and 2013, and you will find that all jobs in the country grew by a paltry 0.8 percent. Locally owned businesses increased jobs during this period by 1.2 percent. Nonlocal businesses actually reduced their jobs by 4.3 percent. 

			One of the fastest growing segments of the labor market is Americans choosing self-employment.19 Those twenty-six million Americans run 88 percent of the nation’s businesses. Moreover, start-up firms are getting smaller—from 7.6 employees in the 1990s to 4.7 employees in 2011. According to Heidi Pickman and Claudia Viek, two leaders in the US microenterprise movement, “With less than 3 percent of outside investment, microbusinesses employ 260 percent more people than venture capital–backed firms and generate about 77 percent of the [gross domestic product] that venture capital–backed firms do.”20

			The only way a community will ever have successful large businesses, Stein argues, is to create many start-ups. Most won’t survive after a few years. But those that do can become the job-producing anchors for a local economic renaissance.

			Moreover, more mature small businesses need help, too. The people running these businesses are extraordinarily creative, but often don’t have the time or the bandwidth for thinking about the future. They have to do everything themselves. They have to be their own lawyer, sweep their own floors, do whatever it takes to succeed. Most haven’t a clue how to get the capital they need to grow. 

			Stein set up Valley Ventures with a two-year grant from the Pittsburgh-based Benedum Foundation. He used some of the money to create a microloan fund for start-ups and a larger fund for existing businesses, and the rest he used to pay for his staff of two—himself and an assistant. Originally, the target region was just three counties in West Virginia, but as word of Stein’s success spread, other counties wanted in. The program expanded to encompass two more counties in West Virginia and then one county in neighboring Ohio. Stein himself lived in the geographic center of this area, and was never more than an hour’s drive to any of his clients. 

			To assist start-ups, according to Stein, “I’d go to a city. I’d place an ad for a free business seminar. I’d attract sixty to one hundred people. No one does this, especially in small towns. I’d bring three to four success stories from nearby counties. And I’d tell people: Here’s how it works. If you have an idea, don’t worry about the money—let me worry about it. I will meet with you personally for an hour. I’ll come to you or you come to me and we will discuss your business idea. There are no dumb ideas here.” 

			Stein assured every start-up client that he would help every step of the way—assist in writing a business plan, recruit partners, teach basic business and accounting skills, solve a specific problem. He would then introduce them to a personally vetted network of about fifty service providers like lawyers, accountants, graphic artists, and software writers. He did everything possible to help them succeed. What he asked in return was that the client come up with 10–20 percent of the start-up funds for the proposed enterprise from friends, family, credit cards, or savings. He would then add money from his microloan fund, typically $500–$5,000 per client, go to one of several local banks with which he had a good relationship, plunk down 25 percent, and ask the bank to finance the rest.

			According to Stein, two-thirds of the clients he met with followed through. And once they received their loans, they were diligent about paying back their low-interest microloans over thirty to forty months, usually at the rate of a few hundred dollars per month. “I had people that would sooner cut off their right arm than miss a payment.” 

			For existing businesses, Stein deployed a similar strategy of gauging their needs and devising specialized packages of assistance. But because their capital needs were substantially greater than those of start-ups, he created a larger fund to support them. Ultimately the goal was to bring vetted expansion plans to bankers who trusted Stein’s judgment. The bankers, in turn, appreciated getting new clients, because they then started using the bank’s other services. 

			Stein reckons that he was creating thirty-five to fifty new small businesses per year, each of which had an average of four or five full-time employees by the end of a year. He also was facilitating about twenty-five to thirty-five expansions a year, each yielding between three and five new employees. This is how he came up with his three hundred to five hundred new jobs estimate. And if you think these numbers are implausible, consider that microenterprise networks in California and Oregon also have calculated that they are creating jobs for about $1,000–$2,000 each.

			A consummate entrepreneur, Stein was mindful that Valley Ventures couldn’t and shouldn’t rely on foundation money forever. He gradually asked clients to pay finder’s fees for each bank loan that he successfully brokered. His own loan funds started to earn interest income. And he periodically entered bigger contracts with communities for more ambitious job-creating projects. After about five years, the nonprofit was more than halfway toward financing its own operations, and Stein reckons that complete self-financing was not far away.

			Unfortunately that point was never reached. The Valley Ventures board did not follow through with their promise to assist in fundraising for the organization, and Stein concluded that he could not carry out on-the-ground work in six counties and assume the board’s fundraising role too. He made the decision after five years to move on to another position as chief fundraiser for the Jefferson Behavioral Health System in Steubenville, Ohio. But he still continues to work with entrepreneurs outside his day job. He’s still helping them find technical assistance and capital. He’s still creating jobs for his region. And he’s still engaging in low-budget, high-impact economic development, because “it’s what I love to do.”

			Pollinator Businesses

			A small but growing cadre of Lou Steins around the country is attempting to redefine economic development, end financially reckless incentive practices, and develop more prudent, self-financing alternatives. This is exactly what happened with public officials a generation ago, thanks in part to a book that celebrated these new approaches for state and local government called Reinventing Government. Authors David Osborne and Ted Gaebler provided dozens of innovative examples of how state and local governments were becoming more enterprising and thereby able to stretch precious taxpayer dollars to deliver more public services. That pioneering book provided a framework for a new Vice President, Al Gore, to create self-financing centers within the federal government as well. 

			In many ways, The Local Economy Solution pays homage to Osborne and Gaebler’s seminal work. My central argument is that ending today’s wasteful incentives requires reinventing economic development through private businesses that carry out the important functions of economic development—businesses that can and should be self-financing. They should be designed to achieve a level of cash flow so that their economic-development activities can continue, grow, and flourish. And by being self-reliant, these initiatives will no longer be subject to the mercurial and often foolish decisions of politicians and philanthropists and no longer carry the poisonous seeds of public corruption. 

			The message of this book is that it’s high time for economic developers to get back to business. Like other businesses, economic-development businesses should provide a valuable good or service for some form of payment—a fee, a license, a royalty, or a share of ownership. Over time their revenues should exceed their expenses. To achieve these goals, management must carefully orchestrate human, financial, and other forms of capital. Unlike most other businesses, however, economic-development businesses should focus on nurturing locally owned businesses. 

			I call this new generation of self-financing, economic-development businesses pollinators. In nature pollinators like bees, butterflies, or bats carry pollen from plant to plant, and they instinctively know that the intermixing of these pollens nourishes the entire ecosystem. Pollinator businesses similarly carry the best elements of one local business to another, thereby fertilizing all local businesses and creating a healthy entrepreneurial ecosystem.

			To extend the analogy a bit, economic development today is the opposite of pollination. It brings into communities invasive species, with little consideration about how these corporations might systematically destroy the local ecosystem. These invasive species thrive with subsidies that weaken the competitiveness of existing, unsubsidized local business. And even when the invasive species ultimately move on or die out, it can take many decades before any semblance of ecological balance returns.

			Arguably, many kinds of businesses today serve this pollination function. A corporate law firm helps local businesses address specific legal problems on a fee-for-service basis. Accountants, insurers, bankers, investors, Internet providers, advertisers, and myriad other professionals assist local businesses in a thousand important ways. But these mainstream businesses are not what this book is about. What distinguishes pollinator businesses is their acute sense of mission—to not only strengthen a particular local business for private profit but also strengthen the entire local business community. This intention, this dedication to strengthening the whole ecosystem, is so innate that, like bees, pollinator businesses may not even be aware of it.

			A pollinator business will measure success not only by its own rate of return—though that matters—but also by its answers to questions like these: 

			•	Have I increased the community’s percentage of jobs in locally owned business?

			•	Have I expanded the percentage of residents, particularly smart young adults, prepared to start new businesses?

			•	Have I pushed up the three-, five-, and ten-year survival rate of local business start-ups?

			•	Have I multiplied the number of local businesses consciously benchmarking, measuring, and improving their social performance with respect to workers, stakeholders, and the environment?

			Skeptics may wonder what I mean by local business. I address this question at length in an earlier book, The Small-Mart Revolution,21 but let me offer a brief recap here: Locally owned businesses are those with a majority of owners living in the same geographic community where the business is based. That community can be a town, city, metro area, county, or region. It usually means less than 50 miles away. Local ownership can come in
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