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It's hard to argue with success. 
The Old Dominion has one of the 
best "economic development" 
track records of any of the 50 
states. Virginia consistently re-
cruits more than its share of 
out-of-state corporate invest-
ment, and it consistently scores 
among the top states in the 
United States to do business. 
Indeed, Forbes.com has ranked 
the state as the very best place 
two years running. 
  
With kudos like that, it would be 
easy to get complacent. But the 
Virginia Economic Development 
Partnership, the state's lead 
economic development organi-
zation, is continually refining its 
strategy and honing its competi-
tive edge. For instance, VEDP 
maintains one of the most so-
phisticated geographic informa-
tion systems of any economic 
development organization in the 
country. "Data-driven, analyti-
cally driven strategies are where 
the action is," says VEDP Re-
search Director Rob McClintock.  
  
Besides tracking industrial-era 
assets like Interstate highways, 
railroad spurs, water lanes and 
industrial properties, VEDP 
keeps tabs of broadband con-
nectivity, workforce skill sets 
and a host of other details. The 
VEDP both makes the data ac-
cessible over the Internet and 
displays it on a giant interactive  
screen at its Richmond head-
quarters to wow prospects. "We 

have over 300 layers of data,� 
McClintock says. �We're always 
adding new ones."  
  
Virginia is at the top of the cor-
porate recruitment game, an 
economic development model I 
refer to as "Economy 2.0." A 
strong program to attract out-
side investment remains an es-
sential piece of any state's or 
region's  efforts to build a 
stronger economy. But there are 
limits to what economic devel-
opers can accomplish in their 
traditional roles as facilitators of 
corporate real estate deals. As 
economic growth becomes in-

creasingly driven by human 
capital and knowledge creation, 
corporate recruitment alone is 
no longer sufficient to propel 
Virginia communities any higher 
in the ranks of the most pros-
perous and livable places in the 
United States. 
  
Virginia's metro areas and 
smaller communities are evolv-
ing in fits and starts toward a 
more advanced economic model 
-- stimulating the creation of 
new businesses built around in-
tellectual property -- a paradigm 
that I call "Economy 3.0." But 
progress is uneven at best. And 
there are danger signs on the 
radar screen: Rising housing 
costs, soaring energy prices and 

increasing traffic congestion are 
undermining the ability of Vir-
ginia communities, especially in 
fast-growth regions, to maintain 
a high quality of life. That makes 
it increasingly difficult to lure 
the high-impact scientists, art-
ists and entrepreneurs who con-
tribute disproportionately to 
wealth creation. There are few 
signs that any region in Virginia 
is moving toward an "Economy 
4.0" paradigm that confronts 
those critical challenges. 
  
As I noted in the first edition of 
the series, "Peak Performance in 
a Flat World," Virginia's 
"Economy 2.0" corporate re-
cruitment strategy delivered 
great results in the 1970s and 
early 1980s, then lost steam. 
The chart I published in that 
article is so important that I re-
produce it here: 

 
 
 
 
 
 
 

In the current decade, Virginia 
appears to have broken out of 
the doldrums. Income growth 
has made strong gains com-
pared to national averages. A 
critical question, however, is 
whether Virginia's gains are at-
tributable mainly to the national 
response to 9/11 -- dumping a 
monsoon of federal funds onto 
Northern Virginia's and Hampton 
Roads' defense/homeland secu-
rity sector -- or to a deeper im-
provement in economic competi-
tiveness. 
  
As the table on the next page 
clearly shows, the greatest in-
come gains were concentrated 
in Hampton Roads and, secon-
darily, the Washington metro 

Dead End 
Virginia's corporate recruitment strategy still deliv-
ers results. That's the problem. By neglecting home-
grown entrepreneurial companies, Virginia is falling 
short of its economic potential.  
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area, which includes Northern 
Virginia. Much of that improve-
ment, we can infer, resulted 
from federal largesse. 
 
But Danville and Blacksburg/
Christiansburg showed compara-
ble improvement during the 
same period, reflecting the long-
term, bipartisan commitment of 
Virginia's political leadership to 
turn around the fortunes of Vir-
ginia's ailing mill-town econo-
mies. Indeed, nearly every Vir-
ginia MSA showed at least mod-
est improvement compared to 
national averages. Economic 
progress, then, has not been 
confined to just one or two cor-
ners of the state. 
  
Whether Virginia can sustain the 
remarkable gains of the past 
seven years, however, is ques-
tionable. Not only are Northern 
Virginia and Hampton Roads 
municipalities choking on 

growth, the political tide that 
made possible the post-9/11 
surge is receding. While Republi-
cans in Congress and the White 
House were happy to concen-
trate federal IT spending in the 
Washington region, Democrats 
may well take a different ap-
proach.  
  
"The state needs to prepare for 
the exodus of [government] ser-
vices contracts when the De-
mocrats take power," cautions 
Pete Jobse, CEO of the Center 
for Innovative Technology. "The 
Democrats tend to look at gov-
ernment expenditures and fund-
ing and look for ways to spread 
it around the country. If the De-
partment of Education needs a 
consolidated data center, it 
doesn't necessarily have to be 
here [in Virginia]. Someone in 
Congress may say, 'I want this 
in New Orleans or West Vir-
ginia.'" 

  
When I started researching this 
segment of "Economy 4.0," I 
started with the supposition that 
the old corporate-recruitment 
strategy had largely run its 
course. I anticipated that two 
trends -- the hyper-productivity 
of the manufacturing sector and 
the out-sourcing of entire indus-
tries to China, India and other 
fast-developing countries -- had 
cut deeply into the number of 
economic development projects 
that Virginia could successfully 
compete for. Happily, I found 
out that I was wrong. (I may 
have to go back and revise 
some of my statements I wrote 
earlier in this series!) There still 
may be some life left in the old 
economic recruitment model. 
  
The green chart on the following 
page shows the continued suc-
cess of Virginia's corporate re-
cruitment efforts through the 
mid-2000s. The level of capital 
investment for projects notable 
enough to warrant VEDP press 
releases in 2004 and 2005 even 
kept pace with the go-go years 
of the Internet bubble. (A differ-
ent, more all-encompassing da-
tabase shows substantially the 
same trend.) 
  
The past two years may pose a 
cause for concern, however: 
Corporate investment has de-
clined to the level of the 2001 
recession even while the econ-
omy, though battered by the 
housing crunch, is still growing. 
Whether this represents a tem-
porary dip or a more fundamen-
tal shift in capital investment 
flows into the state is a matter 
that bears watching. 
  
Another trend visible in the 
VEDP data is worth noting: 
While corporate investment has 
held up, job creation has de-
clined sharply this decade. Tra-
ditional economic development 
strategies aren't delivering the 
job growth they once did. 
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"It's the classic substitution of 
capital for labor," comments 
McClintock. By investing more 
capital, corporations need less 
labor. While fewer jobs are cre-
ated, the new jobs pay better. 
Says McClintock: "There are 
fewer jobs, but they require 
more brainpower." 
  
In a state with one of the lowest 
unemployment rates in the 
country, that trend actually is 
positive. With major metropoli-
tan areas experiencing labor 
shortages, there are only small 
geographic pockets where the 
workforce is underutilized. As I 
argued in the second edition of 
this series, "A Bug in the Oint-
ment,� creating jobs for the 
sake of jobs is senseless, espe-
cially in places where they can 
be filled only by importing out-
side workers and straining roads 
and services already buckling 
under the weight of growth. 
  
Fewer new jobs, higher incomes 
-- that is absolutely a step in the 
right direction. 

  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

As encouraging as the VEDP 
numbers are, they leave a lot of 
money on the table. Investment 
by large, established corpora-
tions represents only a fraction 
of the total capital spending in 
the economy. Over the 10 years 
tracked in the chart below, tra-
ditional economic development 
deals accounted for only 10 per-
cent of the total capital invest-
ment in Virginia's economy. 
 
Admittedly, the 10 percent fig-
ure understates the impact of 
the economic development 
deals. First of all -- I think I am 
correct in stating this -- the 
"total investment" number cov-
ers a lot of replacement spend-
ing for depreciated buildings, 
equipment and software. Sec-
ondly, economic development 
deals generate a significant mul-
tiplier effect in the retail and 
service economies, creating a 
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cascade of follow-up investment 
in the region. 
  
Still, there is a whole world of 
economic activity -- the start-up 
and growth of new businesses -- 
that the VEDP figures fail to cap-
ture. The Census Bureau pub-
lishes a census that tracks the 
churning, flailing netherworld of 
business start-ups. A healthy 
economy creates far more new 
businesses than it loses each 
year. A truly dynamic economy 
provides the means for a frac-
tion of those new businesses to 
mature into the fast-growth, 
wealth-creating companies that 

MIT economist David Burch re-
fers to as "gazelles." 
  
Judging by a one-year snapshot 
of 2003-2004, Virginia excels at 
new business creation. The abil-
ity to generate new enterprises 
is not limited just to Northern 
Virginia, it applies across the 
board. In the chart below, I rank 
the top states by the rate at 
which they created new busi-
nesses, splicing in comparable 
numbers for Virginia's Metropoli-
tan Statistical Areas (highlighted 
in pale yellow). 
 
It's important not to generalize 

on the basis of one year's fig-
ures. Still, the table demon-
strates that a lot of activity is 
occurring at a level where eco-
nomic developers cannot per-
ceive or influence it. 
  
What we don't know about these 
businesses is this: What is the 
number designing lasers or can-
cer-fighting drugs vs. the num-
ber repairing dented auto bodies 
or hauling freight? In tech-savvy 
Northern Virginia, what is the 
number creating wealth-
generating intellectual property 
vs. the number deploying tech-
nology developed elsewhere? 

  
Where Virginia appears 
to fall far short of the 
leading technology states 
is in identifying promising 
companies with wealth� 
creating potential and 
supplying them with the 
funding, managerial tal-
ent and business connec-
tions to transform them 
into gazelles. Among the 
nation's leading technol-
ogy centers, the "D.C. 
metroplex" is a venture 
capital laggard -- but at 
least it registers on the 
national radar screen. 
MoneyTree doesn't even 
bother to break out early 
stage financing in down-
state Virginia; it just 
lumps the Rest of Virginia 
with the D.C. metroplex, 
which includes Washing-
ton, D.C., and Maryland. 
The table on the follow-
ing page shows the ven-
ture financing numbers 
for the 2Q of 2007 as 
compiled by Pricewater-
housecoopers Money-
Tree. 
 
The D.C. area lags Silicon 
Valley, Boston, San 
Diego, Los Angeles and 
New York metro areas by 
wide margins. Adding 
insult to the Old Domin-
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ion's injury, businesses north of 
the Potomac snagged the lion's 
share of the Metroplex dollars: 
Virginia enterprises raised only 
$127 million of the region's 
$272 million in venture capital in 
the second quarter of 2007.  
  
To the best of my knowledge, no 
one systematically collects data 
illuminating the entrepreneurial, 
knowledge-based characteristics 
of Virginia's economy -- no one 
in Virginia, that is. As is hap-
pens, the Massachusetts tech-
nology Collaborative does collect 
the data(1). That's because the 
business and academic commu-
nity in the Bay State is serious 
about preserving its competitive 
leadership in technology innova-
tion. 
  
The MTC includes Virginia in its 
list of 10 peer LTCs (leading 
technology states) along with 
Massachusetts, California, New 
York, Minnesota, Illinois, Penn-
sylvania, New Jersey, North 
Carolina and Connecticut. In its 
10th Index of the Massachusetts 
Economy, MTC tracks the per-
formance of six technology-
intensive industry clusters, pat-
ents issued, sponsored univer-
sity research, R&D as a percent-
age of gross state product, busi-

ness formation, venture capital 
investment, SBIR awards, and 
the size and skills of state work-
forces. 
  
The MTC study reveals some 
remarkable factoids about Vir-
ginia's economic competitive-
ness in the knowledge economy 
that most Virginians don't know. 
For instance: 
 

• Of the 10 leading tech-
nology states, Virginia had 
the highest percent (14 per-
cent) in 2005 of high school 
seniors planning to pursue 
computer, engineering or 
information science in col-
lege. 

 
• Almost across the board, 
Virginia showed the fastest 
employment growth rate in 
key technology clusters. 

 
• Virginia has the most 
business incubators per 
10,000 business establish-
ments. On the other hand... 

 
• International exports in 
Virginia accounted for the 
lowest percentage of the 
gross state product (3.89 
percent) of any of the 10 
states.. The growth rate in 

exports between 2002 and 
2005 was the lowest as well. 

 
As the old saying says, "Know 
thyself." Apparently, Virginia is 
wandering around clueless. Pol-
icy makers don't track the met-
rics of the state's entrepreneu-
rial, knowledge-based economy. 
If they don't have a clear idea of 
what's happening, how can they 
formulate a coherent Economy 
3.0 strategy, much less a 4.0 
strategy? 

It's not as if Virginia's economic 
developers aren't paying atten-
tion. They are acutely aware 
that Virginia cannot take its 
prosperity for granted, and they 
know full well that the rules of 
economic development are 
changing. Conversant with the 
latest theories, they can rap 
about industry cluster analysis 
and reel off their latest "creative 
class" initiatives. 
  
In my home town of Richmond, 
for instance, the Greater Rich-
mond Partnership has supported 
the Creative Change Center, a 
networking and support center 
for Richmond's creative class, 
and underwritten publication of 
"WORK" magazine, which high-
lights business and artistic crea-
tivity in the region. Similarly, 
the Fairfax County Economic 
Development Authority has ex-
panded its mandate from re-
cruiting corporations to helping 
corporations recruit employees. 
A survey released last month 
highlighted a "creativity gap" 
between the kind of work em-
ployees are looking for and the 
kind of work that employers are 
willing to provide.  
  
Meanwhile, the VEDP is reaching 
out and collaborating with a va-
riety of non-traditional players 
like universities, especially those 
with research strengths that 
complement one of the four in-
dustry clusters -- advanced 
manufacturing, services and se-
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curity, transportation & logistics, 
and science & research -- that 
the state is targeting. 
  
But economic developers can't 
create the Economy 3.0 eco-
nomic development model, 
much less the Economy 4.0 
paradigm by themselves. As a 
profession, economic developers 
are trained to close corporate 
real estate deals, not nurture 
new business enterprises. As 
organizations, economic devel-
opment groups are structured to 
recruit new business, not recruit 
members of the creative class or 
help build world-class research 
institutions. With economic de-
velopment funding not a state or 
regional priority, neither the 
VEDP nor Virginia's regional 
groups have the resources to 
branch out very far beyond their 
core mission.  
  
What Virginia needs, and has 
been unable to create(2), are 
over-arching regional institu-
tions that coordinate and priori-
tize activities that take place in 
separate spheres: 
 

• Recruiting corporate in-
vestment, with a special em-
phasis on industry clusters 
that align with university 
research strengths and other 
knowledge-creating assets. 

 
• Building institutions of 
knowledge creation, includ-
ing schools, colleges, univer-
sities and research insti-
tutes. 

 
• Designing more livable 
communities -- more afford-
able housing, more attrac-
tive transportation options, 
lower energy costs, a 
cleaner environment -- that 
are attractive to the high-
impact scientists, artists and 
entrepreneurial innovators 
who contribute dispropor-
tionately to economic 
growth. 

 

• Investing in "hard" infra-
structure spending (roads, 
water, sewer, broadband) 
and "soft" infrastructure 
spending (incubators, net-
working organizations, envi-
ronmental projects, muse-
ums and cultural facilities). 

 
• Commercializing tech-
nology, and funding and 
nurturing new business en-
terprises. 

 
"The VEDP is all about attracting 
new entities, generating large-
scale job announcements," says 
CIT's Jobse. That's an indispen-
sable function, he adds, but it's 
not sufficient to vault Virginia to 
economic leadership. Corporate 
recruitment, he adds, "is a game 
that every state plays. You have 
to play that game. But for me, 
the issue isn't whom do we at-
tract from Maryland to Virginia? 
The question is, how do I grow 
something organically?" 
  
Home-grown businesses create 
more wealth locally, Jobse ar-
gues. Further, home-grown 
businesses are rooted in the 
community, embedded in rela-
tionships of trust with investors, 
partners and service providers 
that make them less likely to 
skip off to another state -- or to 
another country. "If you grow a 
company locally, and it's suc-
cessful, you have a guarantee it 
will stay here at least seven to 
15 years."    
  
For the most part, Virginia's po-
litical and civic leaders treat 
"economic development" as 
what it has always been: the 
pursuit of corporate expansions. 
Although there is more dialogue 
than in the past between eco-
nomic developers, educators, 
researchers, community plan-
ners and angel/venture financi-
ers, the key players in the Econ-
omy 4.0 paradigm remain stuck 
in their silos. Casual conversa-
tions at cocktail receptions have 

yet to translate into much for-
mal collaboration. 
  
Economic developers see the 
need for change, but they can't 
do the heavy lifting by them-
selves. If Virginia is to move to 
the next level of productivity, 
innovation and wealth creation, 
change must come from the 
broader community. 
  
 

End Notes 
  
(1). The stated purpose of the MTC 
is to catalyze the growth of 
"knowledge- and technology-based 
industries that comprise the state's 
Innovation Economy and in promot-
ing the development and use of re-
newable energy technologies. It is 
also working with major healthcare 
organizations to implement e-health 
solutions that save lives and reduce 
costs." 
  
(2). The Hampton Roads Partnership 
comes the closest. It defines itself as 
"a public-private nonprofit commit-
ted to pursuing regional competitive-
ness for Hampton Roads in a dy-
namic global economy." Its priorities 
include: 
  
A � Standard of living. 
B � Ability to create, attract and re-
tain jobs. 
C � Overall quality of jobs. 
D � Ability to attract and retain peo-
ple. 
  
While the Partnership�s strategic 
plan does a superb job of articulating 
integrated "Economy 4.0" priorities, 
as a practical matter, the big-dollar 
transportation initiatives backed by 
the organization benefit primarily the 
tourism and port/maritime industries, 
not the knowledge-creating indus-
tries of the future. 
  

by Jim Bacon at 
www.baconsrebellion.com. 

 


