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Let me first say a few words about where our program is coming from, as we’ve been somewhat influential and because what we’ve been saying is very much typical of what a lot of people like many of you have probably been saying. Basically, our starting point has been—even before the recent Great Recession—that the U.S. economy has adrift for a long time  and neglectful of the fundamentals, and that we as a nation need to get back on track and lay the foundation for a healthier kind of growth.
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Several defining characteristics will shape the

post-Great Recession economy

The “next” economy will be export-orie
lower-carbon, and innovation-fueled)

“The rebuilt American economy must be more export-ori
and less consumption-oriented, more environmentally-oriented
and less fossil energy-oriented, more bio- and software
engineering-oriented and less financial- engineering-oriente
less oriented to income growth that disproportionately favors
very small share of the population.”
- Director of the National Economic Council,
Lawrence Summers, July 2009

)
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Consequently, we have been fascinated by a tossed-away line at the end of a speech by NEC Director Larry Summers last summer, in which he seemed to forecast the outlines of the “next” U.S. economy.
Then, Summers declared that the next American economy must be much more export-oriented, lower carbon, and innovation-fueled. 
Specifically, Summers said:
“The rebuilt American economy must be more export-oriented and less consumption-oriented, more environmentally-oriented and less fossil energy-oriented, more bio- and software engineering-oriented and less financial- engineering-oriented and less oriented to income growth that disproportionately favors a very small share of the population.” 
This sounds right as the kind of productive and sustainable economy that must emerge from the rubble of this recession. 
So we have been trying to elaborate on Summers’ vision and think it’s a useful directional statement for all of us. 


The next economy_ will alsexse.metsopolitan-led

Which mea?g regions belong at t he
mnovatlon rJfJfJ émrreoreneumm . Ao single
American mﬂcgmorr y, but a rwrv\urr | | Iltan
economies that compete with | [ege
around the world
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But to this sense of direction we have been adding another point: The next economy will also be metropolitan-led. Basically, we insist that there is really no such thing as a single national U.S. economy but instead a diverse, dynamic, interlinked network of metropolitan-area economies that compete globally with regions around the world to produce local and national prosperity. 


'Ighe top 100 U.S. metros are America’s economic
engines

Venture capital—96 percent
New firm starts—85 percent
R&D employment—81 percent

Patents—78 percent
GDP—75 percent

High impact firms—69 percent

Jobs—68 percent i \§

Population—65 percent
Land area—12 percent
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That regions are where it’s at is literally and arithmetically true.  As you see here, the largest 100 metros are America’s main economic centers. 
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Metropolitan regions concentrate, amplify, and
align the economic inputs that matter most

Infrastructure
Innovation
Human Capital

Sustainable, Quality

HMEI=S

+

Improved governance
networks
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But beyond that, we point out that formal economic theory and research holds that metropolitan regions concentrate and align the types of economic inputs that matter most in producing prosperity. 
As we have noted in our Blueprint for American Prosperity, U.S. metros encompass disproportionate shares of the inputs that drive growth—innovation assets, human capital, infrastructure, quality of place attributes—and then they combine them with potentially powerful agglomeration and multiplier effects.
In view of all this, we say that regions, places, local and regional innovation networks and clusters belong at the center of U.S. economic policy and programming and that coordinated, less-siloed, more integrated policies to support them must become the crucial “back-office” to economic development at the federal level. 
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However, Washington lacks a middle or “meso
strategy that strengthens regional economies

e Federal economic policy focuses on the one hand on “macro”
conditions and the general business and regulatory
environment

~ fiscal and monetary policy
[ Macro ]

— tax policies

— public investments
— rule of law, regulations

e On the other hand federal policy targets
firms and workers—the “micro”
— loan guarantees; SBIR grants

— technical assistance, individual worker
training programs

— procurement policies

e Consequently, there’s a “missing middle—" an ignored
opportunity to join the macro and the micro at the metro for
growth
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However there is a problem: Too often Washington—caught up either in twiddling with the macro economic dials or catering to individual firms and workers--lacks what we call a “meso” strategy.

Federal economic policy focuses on the one hand on macro conditions and the general business and regulatory environment that affects all firms. 

And on the other hand federal policy targets individual firms and workers.

All of which means there’s a conspicuously missing middle—an ignored opportunity to join the macro and the micro at the metro level for growth.

Because national policy hasn’t recognized that national competitiveness flows from regional competiveness we’ve neglected work with the regional innovation hubs, nodes, networks, and other institutions through which local entrepreneurship and innovation are amplified.
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Therefore, Brookings has developed a suite of
innovation-related innovation proposals

These proposals assume America’s innovation leadership has
slipped but that we can do something about it

Along these lines, our proposals offer discrete, actionable
policy options for responding to market =
failures and federal policy flaws. To this end i
they:

e Urge federal leadership while
celebrating bottom-up localism

* Focus on regions

e Suggest organizational and
institutional reforms
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And so we put together a suite of innovation-related policy proposals that we thought spoke to the “missing middle” by advancing specific, practical ideas for stimulating innovation and entrepreneurship through sensible institutional interventions.

These proposals assume America’s innovation leaderships has slipped but that we can do something about that.

Along these lines, our proposals offer discrete, actionable federal policy options for responding to current policy flaws and market failures to advance innovation. To this end they:

Urge federal leadership while celebrating bottom-up localism

Focus on regions

Suggest organizational and institutional reforms 


[
A National Innovation Foundation would lead
national innovation promotion strategies

This idea assumes federal innovation activities have been
historically underfunded, fragmented, and narrow with too little
focus on partnerships and commercialization

Therefore, NIF would be a new, lean, nimble collaborative entity
that unifies, coordinates and boosts current federal efforts. It
would: :

— Champion innovation broadly

— Catalyze industry-university research
partnerships

— Expand regional innovation promotion

— Encourage technology adoption

— Support regional industry clusters

— Emphasize data collection
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Our first proposal is for a National Innovation Foundation that would lead national innovation promotion strategies.
This idea assumes federal innovation activities have been historically underfunded, fragmented, and narrow with too little focus on partnerships and commercialization.
Therefore, NIF would be a new, lean, nimble collaborative entity that unifies, coordinates and boosts current federal efforts.  It would: 
 Champion innovation broadly
 Catalyze industry-university research  partnerships
 Expand regional innovation promotion
 Encourage technology adoption
 Support regional industry clusters
 Emphasize data collection 


=
A federal CLUSTER program would stimulate
regional industry clusters from the bottom-up

This idea assumes federal policy has generally failed to tap into
the power of clusters to facilitate knowledge transfer,
innovation, workforce development, and improved
productivity

Therefore, a new federal CLUSTER (Competitive Leadership for
the U.S. Through its Economic Regions) program would:

— Provide competitive grants to cIuster
initiatives to foster “bottom-up” innovation
and collaboration in regional industry
clusters of all sorts

— Create an information center to map cluster
geography, track cluster performance, and
research and disseminate cluster best
practices
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Our second proposal is for a federal CLUSTER program (or set of them) that would stimulate regional industry clusters from the bottom-up.

This idea assumes federal policy has generally failed to tap the power of clusters to facilitate knowledge transfer, workforce development, and improved productivity.

Therefore, a new federal CLUSTER (Competitive Leadership for the US. Through its Economic Regions) program would:

Provide competitive grants to local cluster initiatives

   Create an information center to map cluster geography, track cluster performance, and research and disseminate best practices 


Bnational network of energy discovery-innovation institutes
(e-Dlls) would introduce a new region-based paradigm for
accelerating RD&D

This idea assumes federal energy innovation activities have been
too isolated in “siloed” labs and too far removed from the
regional market dynamics of commercialization

Therefore, we urge the creation of a distributed network of 20 to
30 good-sized interdisciplinary, multi-sectoral business-
university-lab-run innovation centers. Each e-DIl would:

— Foster partnerships to pursue cutting-edge,

applications-oriented research

— Develop and rapidly transfer highly innovative
technologies into the marketplace

— Build the knowledge base necessary to address
the nation’s energy challenges

— Encourage regional economic development by
spawning clusters of start-up firms, private
research organizations, suppliers, and other
complementary groups and businesses
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And finally, our third major proposal is for the creation of a national network of region-based energy discovery-innovation institutes (e-DIIs).

This idea assumes federal energy innovation activities have been far too isolated in “siloed” labs and too far removed from the regional market dynamics.

Therefore, we urge the creation of a distributed network of 20 to 30 good-sized interdisciplinary, multi-sectoral business-university-lab-run innovation centers based in U.S. regions. Each e-DII would:

--Foster partnerships to pursue cutting-edge, applications oriented research among multiple participants and disciplines

--Develop and rapidly transfer highly innovative technologies into the marketplace

--Build the knowledge base and human capital necessary to address the nation’s energy challenges 

--Encourage regional economic development by spawning clusters of nearby start-up firms, private research organizations, suppliers, and other complementary groups and businesses 


Federal responses
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So those are some ideas and a general hoped-for approach for federal innovation and entrepreneurship policy.

Now, let’s take a look at how the federal government is responding to such ideas.


=
The Obama administration has been warming to a

new, more region-oriented style of innovation policy

Initial policy offerings were tentative

But as we moved through the first year and into the FY 2011
budget cycle we saw an increased recognition that metros
matter—and more appetite for addressing the “missing
middle”

T K
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At the broadest level, I think we can say the Obama administration has been steadily warming to a new, more region-oriented style of innovation policy

 Yes, the administration’s initial policy offering were tentative.

But as we moved through the first year and into the 2011 budget we saw an increased appetite for addressing the “missing middle” of innovation and entrepreneurship policy with smart new efforts to catalyze better outcomes through regionalist interventions and institutional reforms.

http://upload.wikimedia.org/wikipedia/commons/6/60/Karen_Mills_nominee.jpg
http://upload.wikimedia.org/wikipedia/commons/e/ec/Barack_Obama,_Joe_Biden_&_Gary_Locke_2-25-09.jpg
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ARRA was not noticeably regionalist but did
contain catalytic items

e ARPA-E’s S400 million for “disruptive” R&D sought to
stimulate intense collaboration among private firms,
universities, labs, and research institutes

e S750 million for worker training
in high-growth and emerging
industries sought to spur regional
approaches to supporting high-
value clusters, especially around
energy efficiency and renewable
energy
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The federal Recovery Act last year was not noticeably regionalist but did contain catalytic items.

ARPA-E’s $400 million for “disruptive” R&D sought to stimulate intense collaboration among private firms, universities, labs, and research institutes

$750 million for worker training in high-growth and emerging industries sought to spur regional approaches to supporting high-value clusters, especially around energy efficiency and renewable energy.

http://upload.wikimedia.org/wikipedia/commons/c/c5/Official_seal_of_the_American_Recovery_and_Reinvestment_Act_of_2009.svg

O
The 2010 budget, however, rolled out some
unmistakably regionalist ideas

e EDA proposed a small but symbolic S50 million program to
award grants that foster and strengthen local cluster
TEIOES

e DOE requested $280 million to fund the establishment of
eight new Energy Innovation Hubs aimed at supporting
“cross-disciplinary research and development”


Presenter
Presentation Notes
The 2010 budget, however, rolled out some unmistakably regionalist ideas.

EDA proposed a small but symbolic $50 million program to award grants foster and strengthen local cluster initiatives.

DOE requested $280 million to fund the establishment of eight new Energy Innovation Hubs aimed at supporting “cross disciplinary research and development” Something like our idea for energy institutes.


[
By last fall the administration was announcing a
significant innovation strategy

e President Obama gave a good speech in Troy, NY and
released a white paper on innovation and sustainable growth

e DoC Sec. Locke announced an Office of Innovation and
Entrepreneurship within the Department of Commerce and
created National Advisory Council on Innovation and
Entrepreneurship



Presenter
Presentation Notes
By last fall the administration was announcing a significant innovation strategy.

President Obama gave a good speech in Troy, NY and released a white paper that mentioned “clusters” twice and the word “region” seven times!  

A few days later DOC Sec. Locke announced the creation of an Office of Innovation and Entrepreneurship within the Department of Commerce. 

After years of laissez-faire drift the nation had, at least in speeches and documents, gone on record with an innovation stance that recognized the key role of regions as both the locus of economic activity and the forum within which assets are deployed, aligned, and amplified through regional business networks, trade associations, and governance systems.  That’s a big deal. 


And this year the 2011 budget release has defined a serious
new orientation toward regions and institutional reform

e At least five agencies are now engaged in a multi-agency
embrace of clusters:

EDA’s proposed $75 million Regional Innovation Clusters program would
provide regional planning and matching grants

SBA would support EDA’s effort by directing a S11 million toward promoting
greater small business participation

DOL would use up to $108 million for its
newly proposed Workforce Innovation Fund

NSF plans to invest $12 million to promote Budg’ét
new “NSF Innovation Ecosystems” of the U.S. Government

USDA calls for a Regional Innovation Initiative
to align federal resources to promote more
economic opportunities in rural communities
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And progress continues: This year the 2011 budget release and related announcements has defined a very serious new orientation toward regions and institutional reform.
At least five agencies are this year now engaged in a multi-agency embrace of clusters:

--EDA’s proposed $75 million Regional Innovation Clusters program would provide regional planning and matching grants focused on leveraging regions’ competitive strengths to boost job creation and economic growth 
--SBA would support EDA’s cluster effort by directing a proposed $11 million toward promoting greater small business participation in regional clusters 
--DOL would use its newly proposed Workforce Innovation Fund (of up to an estimated $108 million) to help ensure that the workforce development system also aligns with regional cluster growth by facilitating regional collaboration among training and employment services providers and stronger linkages with employers so that worker training leads to good jobs.
--NSF plans to invest $12 million to promote new “NSF Innovation Ecosystems” 
--USDA calls for a Regional Innovation Initiative to align federal resources to promote more economic opportunities in rural communities and have greater regional impact.

Basically, this year’s budget treats regional industry networks not as the subject of a single isolated small program but as more of an operating paradigm for multiple activities.

No longer a single isolated program, cluster offerings are now dispersed across multiple agency precincts, and regarded as a broadly appropriate means for furthering regional prosperity. That’s a good thing.



addition, a cross-agency push seeks to turn the efficient
building sciences DOE energy innovation hub into a true
regional innovation center (E-RIC)

e Regional innovation networks are officially named in a multi-
agency funding announcement

e Six federal agencies (DoE, EDA, NIST, SBA, Dol, and DoEd,
with support from NSF) are collaborating to add additional
funding and support to embed the technology effort in
regional industry and workforce currents

B DoE Applicant
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And that’s not all. In addition, an intricate cross-agency push seeks to turn the efficient building sciences energy innovation hub into a true regional innovation center:	

   --Regional innovation networks are officially named in a multi-agency funding opportunity announcement

   --No less than six federal agencies (EDA, NIST, SBA, DoL, DoEd, and NSF) are collaborating to add additional funding and support to embed the technology effort in regional industry and  workforce currents

This all-hands-on-deck broadening will be good for energy research and good for national economic discussions.

The bottom line: The Obama administration and increasingly others in Washington are beginning to recognize the powerful mediating role of place and clusters in economic life. 


Concluding observations


Presenter
Presentation Notes
And so with that I’d like to make just a few concluding observations. 


=) : .
Federal economic development policies are
entering a new era

In its purest form, the emerging new stance:

e Puts regions at the center

e Fuses national leadership and
“bottom-up” empowerment
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First, I think it’s safe to say that in some regions and industry clusters have begun to emerge as focal points of a new federal stance for catalyzing job-creation and economic development

In its purest form, this emerging stance:

  -- puts local places at the center

  -- addresses the “missing middle”

  -- fuses national leadership and “bottom-up” empowerment

If this is for real over the coming years it’s a big deal.


However, much more change is hecessary

e The new programs remain small

e Agency uptake remains variable

e Congress remains tentative
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However, I have to be measured.  Much more change is necessary.

Let’s face it: 

  --The new programs remains small

  --Agency uptake remains variable, and it’s not clear the core economic team is fully on board

  --And then Congress remains hesitant, still mostly oriented to the old ways of doing business.  Last year there was only tentative or conditional buy-in to the EDA clusters request
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Meanwhile, there is still far too much
fragmentation in federal innovation efforts

e The federal government’s seven principal innovation programs
are run by four different agencies

— For regional economic development the fragmentation is even greater:
250 programs in 14 agencies!

e Recent efforts do not focus on streamlining and with so many
federal players in the game, it is difficult to overcome

Region-based actors working with ARRA,
for example, need to consider some 30
different programs administered by six
agencies in the energy efficiency realm
alone

Source: Implementing ARRA: Innovations in Design in Metro America. Brookings Institution. July 2009
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Meanwhile, there is still too much fragmentation in federal innovation efforts—fragmentation that is the bane of integrated, regional implementation.

Note that by our count the government’s seven principle innovation programs are run by four different agencies.

   --For regional economic development the fragmentation is even greater: there are 250 programs in 14 agencies!

Unfortunately, recent reform efforts have not yet focused on major streamlining, and so with so many federal players in the game, it’s difficult to overcome stovepiping and draw disparate federal resources into coherent regional efforts.

   --To take one example: Region-based actors working with ARRA, the recovery act, found they needed to consider 30 different programs operated by six agencies if they wanted to put together a multi-dimensional energy efficiency push


O
Going forward, regions represent an on-ramp for the
next generation of smart development programs

e This administration already embraces the importance of
regional'ecenomies:

)at competitive, high- performing regional
economies are 2osently to a strong hationalle economy.’
- (Page 20ofi the' FY2011 redeyalfisudget)

o— =

“\We needitorecognize

» Regions represent théright peint'anad seale or | cervenrlr
for federal efforts tepurp. serIJH\/ catalyze entrep nrshlp
and high-growth firms
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And yet I’m encouraged.  Going-forward regional strategies represent an on-ramp for the next generation smart federal development programs.

We now have an administration that embraces the importance of regional economies and I think we can look to the future optimistically.

Regions represent the right point and scale of intervention for federal efforts to purposefully catalyze entrepreneurship and high-growth firms.


For more information:

Mark Muro
Fellow and Policy Director
Metropolitan Policy Program at Brookings
(202) 797-6315
mmuro@brookings.edu
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