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Chapter 3: Arizona’s quasi-state directed
economic transformation

Long reliant on a combination of its five “C’s” (cattle, citrus, cotton, copper, and climate),
Arizona is attempting to reinvent itself as a host for high-value, innovative technology and
renewable energy industry. It has done so through a variety of means. While the state’s right-to-
work labour framework positions it along the lines of the flexibility-thesis promoted by Cerny, it
has taken a highly activist role in the development of particular sectors and even particular firms.
These layers of intervention highlight that even in the most rhetorically neo-liberal states, a type
of economic dirigisme still exists and still frames the most crucial aspects of the state’s role in
economic development. This activism notwithstanding, amongst the case studies in this
dissertation Arizona is the most akin to the orthodox competition state presented by Cerny
insofar as it attempts to attract investment through cost and tax related advantages. However, as
the following will highlight, Arizona’s embrace of this approach is half-hearted and leaves
significant space for an innovation and industrial policy approach to the development of several
key targeted sectors. In so doing, it highlights a policy model that is more closely tied to Jessop’s
vision of the Schumpeterian Workfare State and its combination of both labour-related flexibility

and innovation and knowledge-related upgrading.

Arizona’s attempted economic reinvention is premised on a series of political decisions,
from both sides of the political spectrum, that have sought to restructure the state’s
competitiveness and the diversity of the state’s economy by targeting key “high-value”
industries. In so doing, a coalescence of political and ideological views has created an economic
strategy that rhetorically promotes the flexibility and expertise of the private-sector, all the while

extending the role of the state into targeted private industry.

The state of Arizona thus highlights the persistence of industrial policy, albeit in a
differentiated and almost stealth process. This process sees third parties and the rhetoric of less
government cover for an activist state. This activism is operationalized through attempts to lead a
transformation agenda focused on the creation of an innovative, knowledge economy able to

withstand the forces of inter-state and international competition.
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In order to develop this argument, I begin by analyzing the driving forces for change in
Arizona. Notably I look at the internal perceptions of Arizona’s place in both the global economy
as well as within the U.S. economy. Thereafter the chapter moves on to look at the strategies
enacted by Arizona policy makers to catalyze a transformation of the underlying factors that
drive the state’s competitiveness. In particular, the chapter analyzes the targeting of specific
industries, including renewable energy and the life sciences, and the process by which these
targets are supported through both direct and indirect state-funded channels. All together these
sections build support for the argument presented that the sub-national state is significantly
engaged in the development of new industrial sectors, and of particular firms therein. A final
section of this chapter explores how this role has been legitimized and concludes with a

discussion of how Arizona fits within our matrix of types of state activism.

Drivers of change
Broadly perceived as a pro-business state replete with lax taxation and labour (right-to-work)

laws, Arizona has not been a historically big spender on research and development (R&D), and
is not traditionally viewed as an “innovative” or knowledge-oriented jurisdiction (ABR 2005;
Read 2013). Yet like many other North American jurisdictions, the decline of employment in
traditional sectors such as manufacturing and real estate has forced state officials to rethink the
state’s position in the global economy. This review has led to a shift towards higher-value
knowledge and technologically-focused sectors. Arizona is subsequently spending significant
amounts on R&D in an effort to lay the ground work for future economic growth (NGA 2007),
albeit from a significantly disadvantaged latecomer position (Riley 2009). This reprioritization of
state-funded R&D comes as Federal contributions towards Arizona’s research capabilities, as
measured through National Science Foundation (NSF) and National Health Institute (NIH)
funding, have stagnated (NSF 2012).

Efforts to transform the Arizona economy from physical to knowledge assets began in the
1990s in the form of a Governor-led effort by then Governor Jane Dee Hull (R). Hull established
the Arizona Partnership for the New Economy (APNE) which brought together 36 participants

from the public, private and academic realms to “examine ways in which the state could become
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more competitive in the so-called “new economy” (APNE 2001, 1).2! A driving motive for this
analysis was, according to stakeholders interviewed, the collapse of financial and real estate
activity that accompanied the Savings and Loan Crisis (Zylstra 2013). As a Barron’s Magazine
headline read in 1988, “Phoenix: Boomtown Gone Bust” (Laing 1988). Suzanne Kinney, now
Vice President Policy of the Arizona Chamber of Commerce, notes that repeated crises in real
estate and climate-oriented industries (tourism) have allowed for the development of an
understanding that economic diversity is necessary to the state’s economic prosperity and that “it

would be poor judgment to depend on business as usual.”??

This perspective on the need for diversity drove the APNE. The project presented four
primary elements of a competitive “new economy” framework for the state: one that enables
learning through “getting the basics right” via investments in (1) education and (2) infrastructure,
as well as positioning the state for “new economy leadership” via investments in (3) research and
development and (4) entrepreneurial financing. This framework for future growth was premised
on the changing nature of technology, notably the impact of telecommunications and information
technologies that “reduced production and transportation costs and created new markets” (APNE
2001, 1). While the report makes mention of “global competition” and the subsequent premium
now placed on “the ability to improvise, adapt, and create”, it provides no geographic focus or
jurisdictional hierarchy related to this exogenous pressure (APNE 2001:12). Rather the impetus
for change is positioned as an evolutionary challenge focused on exploiting the opportunities
presented by technological change. The APNE suggested that meeting the needs of Arizona’s
future economy would be based in large part on the facilitation of technology commercialization.
As the report indicates, the state possesses knowledge assets across a broad spectrum of
industries but must improve the rate of commercialization therein. 2 Facilitating this
improvement is positioned alongside a set of “New Economy Principles” that focus in large part

on tax reform and industry neutrality (APNE 2001:17). These principles highlight the early

21 At the time, Arizona ranked 10 in the Progressive Policy Institute’s 1999 State New Economy Index — 3™ in fast
growing companies and 12 in high-technology jobs, 23™ in R&D investment and 30" in STEM professions.

22 Kinney, Suzanne. 2013. Personal Interview with Suzanne Kinney, Vice President, Policy, Arizona Chamber of
Commerce, Phoenix, Arizona, February 21, 2013.

2 The report thereafter identifies 11 clusters of industrial activity: bio-industry, environmental technology, food,
fiber and natural products, high-technology, minerals and mining, optics, plastics and advanced composite
materials, senior industries, software and information, tourism, and transportation and distribution.
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precedence of a flexibility and regulatory-focused policy approach in Arizona. While target

industries are developed, funding is only nominally increased to operationalize this targeting.

Starting from the bottom
In the years that followed the issuance of the APNE report, a series of complementary

initiatives were launched by the state, and by relevant industry stakeholders, aiming to fulfill the
state’s purported potential. Amongst them was the Governor’s Council on Information
Technology (GCIT), created in 2002 by then Governor Dee-Hull, and subsequently confirmed by
Governor Janet Napolitano. GCIT sought to be “a catalyst for developing new economic
development strategies, focus(ing) primarily on improving Arizona’s knowledge-based
economy” (Dee Hull 2002). With a focus on “monitoring changes in global economic conditions
which might justify a re-orientation of the state’s technology programs, the GCIT
recommendations focused largely on tax-measures (credits) and finance (venture capital) as a
means of stimulating Arizona’s knowledge sectors” (ibid).?*

Over the same time period, a number of reports were produced by the Arizona-based
Morrison Institute for Public Policy (MIPP) at the University of Arizona on the state of
Arizona’s competitiveness. The contrast between the findings of these reports and the GCIT
recommendations highlight a disconnection between a natural comparative advantage and a
constructed competitive advantage.?® In particular, the MIPP analyzed Arizona’s knowledge-
economy sectors and the nature of what MIPP termed a “50-state race for advantages and
leadership in science and technology” (MIPP 2003:1). In 2003, the MIPP noted that Arizona
lagged far behind its regional and national peers in science and technology, highlighting that
regional competitors in California, Colorado, Utah, and Washington “are in a much better
position than Arizona is to succeed in a technology-led economy” (ibid, 2). Lacking a natural or
previously constructed advantage in high-tech fields, the report noted that Arizona, a catch-up

state, “will need to develop a different logic of collective action ... (that) requires larger,

24 The GCIT recommendations include: Tax credits for individuals or corporations investing in early-stage
technology research and companies; Renewal and expansion of the state's research and development tax credit to
encourage research in Arizona by private companies; A "supercredit" for in-state university research ;A USD100
million statewide "fund of funds" to raise venture capital for start-up companies; A state strategic-investment
board to manage venture funding; Strengthening of the Arizona Department of Commerce; Passage of a
Constitutional amendment to allow universities to take equity in spinoff firms emanating from their scientific
discoveries.

25 With reference to “constructed advantage” as an additional category alongside comparative and competitive
advantage (Cooke and Leydesdorff 2006).
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sustained multiyear investments to develop the culture, education, training, and socialization that
have already occurred in leader states” (ibid, 3). It is made clear in these reports that Arizona
began the 21% Century at a significant competitive disadvantage vis-a-vis the national average,
let alone its regional competitors, a standing attributed in part to the state’s reliance on tax cuts as
a stimulating measure rather than other levers of economic growth.

A 2002 report commissioned by the Arizona Department of Commerce, “Arizona’s
Economic Future,” is more blunt, noting that: “Arizona ranks near the bottom for a number of
critical measures of comparative advantage indicating a need for further investment and policy
considerations in the years to come” (ADC 2002:1). The report highlights particular deficiencies
in human capital, infrastructure and venture capital that led to a last-place ranking amongst
regional competitors for the ability to develop or attract technology-based industries. Similar
findings were reported by the 2000 Governor’s Task Force of Higher Education, which noted the
state’s likely “inability to compete in the global, knowledge economy” without a dramatic
reprioritization of innovation and education (GTFHE 2000), and The 2001 Report of the 78™
Arizona Town Hall noted Arizona’s “inadequate knowledge infrastructure” and subsequent
follower status on measures of economic progress (ATH 2002).

Constructing a knowledge-economy in Arizona was therefore not premised on the notion
of expanding the state’s natural or traditional areas of comparative advantage. Rather this was a
near-explicit project in constructed competitiveness, albeit one that required the overcoming of
significant knowledge-asset deficiencies.

This structural argument for economic evolution was continued across the late 1990s and
early 2000s as successive Republican and Democratic leaders saw an economy premised on the
“5 C’s” as unsustainable.?® While transformation was not impossible given the presence of
several research universities which provided complementary resources, Arizona sought to
transform itself for the 21st Century from a position of distinct disadvantage vis-a-vis its regional
competitors. And over the course of 2000-2008, for example, Arizona’s placement in National
rankings improved only slightly. For example, while above the national average in patents issued
per GDP, it trails benchmark states and has largely plateaued whilst the national average for

annual patent growth approaches 10% (Battelle 2009). Orchestrated attempts at reinvention or

26 Harris, William. 2013. Personal interview with William Harris, President and Chief Executive Officer, Science
Foundation Arizona, Phoenix, Arizona, February 20, 2013.
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economic transformation are thus far from assured. Yet as the following analysis will highlight,

such uncertainty has done little to reduce the role of government in such transformative efforts.

Arizona in a global economy
In contrast to the endogenous driving forces behind the APNE, in 2007, then-Governor Janet

Napolitano explained the nature of the economic challenge facing her state, and more generally,
the United States, as follows in her testimony to the Subcommittee on Education and Labor of

the U.S. House of Representatives:

“Today’s economy is increasingly global and highly competitive. While the United States
remains the world leader in innovation, formidable competitors have emerged — and
continue to emerge — as technology breaks down barriers and accelerates change...
Americans no longer solely compete against each other for jobs; they increasingly
compete against well-educated and cheaper labor abroad. The only way the United States
can compete in this global economy is to out-innovate the competition. Our growth, and
ultimately our success, will be driven by our ability to develop new ideas and

technologies and translate them into innovations” (Napolitano 2007).

Central to her perspective is the rise of emerging economies, and their increasing prominence as
creators of knowledge. In particular, Napolitano notes China’s position as the world’s leading
exporter of information technology products and the country’s nominal advantage in STEM
related graduation rates. More recent initiatives by the Arizona Commerce Authority build upon

a similar exogenous theme. The ACA notes,

As we enter the 21% century, Arizona companies face new kinds of competition from
China, India, and other countries that are shifting their emphasis from providing low cost
products and services to developing high-technologies and innovation. Fostering science,
technology and innovation is the key for Arizona to retain its competitive edge (ACA
2013).

This exogenous pressure, and the subsequent framing of the subnational as an autonomous global
actor, is shared by stakeholders outside government. Science Foundation Arizona (SFAZ), a non-

profit organization tasked with coordinating Arizona’s public innovation and science
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investments, highlights a similar theme in its 2010 analysis of Arizona’s innovation ecosystem.
The SFAz notes that what is driving the necessity of economic restructuring and industrial
change in Arizona is the presence of “new economic giants like China and India (who) loom
over the international landscape; and heavyweights like Brazil, Russia, Mexico and South Korea
(who) are building the infrastructure needed for a competitive economy” (SFAZ 2010:6) William
Harris, President and CEO of the SFAz, notes that these new economic powers require
jurisdictions like Arizona to acquire a “new level of sophistication and internationalization,” in
order to compete.?’

In testimony to the Arizona Commerce Committee on Economic Development, John
Murphy, then-President of the Flinn Foundation (a non-profit foundation focused on building
Arizona’s bioscience capabilities), noted that “building and attracting knowledge resources to
Arizona is a competitive race against other jurisdictions” (Murphy 2006). A general theme
emerges in this more contemporary commentary that exogenous pressures from both domestic
American competitors and, increasingly, international ones are a new force driving state-level
economic policy. In 2012, the Morrison Institute of Public Policy noted in its assessments of
Arizona’s economic development landscape that “today’s globalized economy means that
Arizona competes not only with North Carolina, Massachusetts and Washington, but also with
China, Europe, India and Sub-Saharan African nations” (MIPP 2012:8).

Similar sentiment is espoused by industry stakeholders interviewed for this dissertation.
Steven Zylstra, President of the Arizona Technology Council, notes that China’s evolution from
“copycat to innovator” highlights the new reality of what global competition means for
Arizona.? Barry Broome, President of the Greater Phoenix Economic Commission, notes similar
economic pressures coming as a result of “China and India being on the scene in innovative,
high-value sectors.”?® Suzanne Kinney, Vice President Policy, for the Arizona Chamber of
Commerce, adds: “local competitiveness requires an understanding that domestic business

attraction and relocation (from neighbouring states) isn’t sufficient. Competition is global with

27 Harris 2013.
28 7ylstra, Steven. 2013. Personal interview, President and Chief Executive Officer, Arizona Technology Council,

Phoenix, Arizona, Feb 20, 2013.
2% Broome, Barry. 2013. Personal interview with Barry Broome, President and Chief Executive Officer, Greater
Phoenix Economic Commission, Phoenix, Arizona, February 19, 2013.
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China, India and Indonesia, amongst others, at the fore.”*°. Economic adjustment is no longer
premised as either an opportunity or a natural evolutionary process, but rather a systemic-
necessity brought upon by exogenous economic pressures emanating from changes in the global
economy and their effect on local competitiveness. The theoretical work of Schumpeter and

Porter vis-a-vis competition and the dynamics of industrial charge are very relevant here.

These perspectives place the sub-national state as an independent economic actor in the
global economy. It is influenced, aided and restrained by federal-level policies, but relatively
autonomous in the development of economic policy that will facilitate state-level economic
growth. This autonomy — and the inter-jurisdictional competition amongst US states — is
represented by Arizona’s approach to international trade and international capital. Congruent
with the work of Paul (2005) and Thomas (2000, 2011) on the role of US states in investment
attraction, Arizona has actively sought to attract emerging market capital to the state. In so doing,
however, Arizona has focused on capital investment that aligns with its stated key sector
priorities — notably renewable energy and the biosciences. These recruitment efforts are
subsequently best termed a search for complementary or strategic international capital. In
September 2011, Governor Brewer led a 25-person delegation to China to “bang on doors” in the
hopes of attracting Chinese foreign investment to the state. The Governor noted that the state
“must reach out to the Chinese because they are manufacturing and investing — they have money.
We need to encourage them to come to Arizona and encourage them to create jobs here in
Arizona, especially in areas such as solar” (Brewer 2011).

There is, however, a limit to what the sub-national state can do on its own. When
interviewed, Fernando Jimenez, the Vice President of International Trade for the ACA, noted
that the agency is seeking to streamline its investment attraction efforts by more actively using
Federal resources and Federal partners in international markets.®! He noted, “rather than having
to worry about which cities in China and Brazil to set up an office in, we worry only about
reimbursing Federal agencies for their assistance in those markets.” Moreover, Jimenez adds
that to compete effectively in emerging markets requires “a level of sophistication that is much

more intense than what is required for more local and regional efforts” (ibid). This point of view

30 Kinney 2013.
31 Jimenez, Fernando. 2013. Personal interview with Fernando Jimenez, Vice President International Trade, Arizona
Commerce Authority, Phoenix, Arizona, February 22, 2013.
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certainly contextualizes the role of the subnational and the ongoing collaboration necessary with
other orders of government.

The state’s efforts have subsequently focused more on a domestic strategy aimed at
attracting businesses from neighbouring states, as well as investment attraction from Canada and
Mexico. Jimenez terms this approach a means of focusing on “low-hanging fruit” and as being
necessitated by a constrained fiscal environment (ibid). These cross-state recruitments or
poaching efforts led by the state are best exemplified by the development of an aggressive
recruitment campaign aimed at attracting California enterprises seeking to avoid that state’s
increasing tax regime. While the U.S. Commerce Clause places explicit limits on the
discriminatory treatment of products and services from other states, in practice there is no
constitutional code on inter-state poaching (unlike the Canadian Agreement on Internal Trade
which was designed as a code of conduct related to the use of investment incentives and as a
curb on inter-provincial poaching). Moves to attract out-of-state enterprise by Arizona are
subsequently not considered illegal.

In November 2012, when California legislators passed tax increases via Proposition 30
and Proposition 39 as a means of raising USD6 billion towards the state’s budget woes through a
combination of increased sales and personal taxes, Arizona sought to take advantage by
developing its “California Attraction and Business Development Strategy” (Watson 2011). The
strategy calls for the opening of two offices in California to recruit would-be relocations with a
sales-pitch focused on Arizona’s low-tax, low-regulation environment. Jimenez explains the
move as follows: “Our focus on California makes sense due to both our geographic proximity
and the regulatory and cost of operations advantages that we have here in Arizona. They have
their reasons to raise taxes, and | admire that, but we need to take advantage.”®? Kinney adds that
“California is viewed as low-hanging fruit whose policies are understood as having created an
opportunity for us.”3 ACA President Sandra Watson supports this view, noting that the
attraction of business from other states is the first leg of a three stage economic development and
job creation strategy for the state of Arizona, and highlights the establishment of two offices in
California as the means of facilitating it (Watson 2013A). She lauds “State leadership (that) has

armed us with a suite of incentives and economic tools to create the foundation to be competitive

32 Jimenez 2013.
33 Kinney 2013.
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in these areas.” As of the end of 2012, the ACA estimated that 18% of its pipeline of potential
business starts would be relocations from California. (Watson 2013B). This strategy highlights
the precedence of a push for regulatory flexibility, notably as it relates to wages and taxation, as

a tool for industrial promaotion.

Two levels of competition
Two valuable insights emerge from this review of the domestic and international drivers that

shape Arizona’s role in the global economy. On the one hand there is an explicit
acknowledgement of the pressures created by emerging economic actors such as China and India
on domestic companies. As noted by several industry stakeholders, there is a broad agreement on
the competitive threat posed by these evolving innovation economies, and the subsequent need to
re-strategize Arizona’s policy response. Related to this process of strategic refocusing is an
acknowledgment of the need to diversify away from what is described by both government and
third-party stakeholders as “low value” industries ( construction and tourism) towards “high
value” industries (science and technology). Accompanying this acknowledgement of
international competitive pressures is an understanding of the state as a distinct and autonomous
economic actor who competes equally with other U.S. states. Jimenez notes, “At the end of the
day we’re all competing for the same pool of foreign companies who might set up shop in the
U.S.”3

The subsequent policy responses take two shapes. The first is what one senior-level
interviewee at a state university termed a “shoot anything that moves” approach that focuses on
poaching and relocation efforts from neighbouring states, irrespective of industry.®® Fernando
Jimenez admits this is, in part, true, explaining that while the state is loath to invest significant

incentives into low-wage industrial relocations, “we still want them.”3

The second is a medium and long-term approach focused on the attraction of high-value
industry and the development of such industry at home. As Jimenez notes, “the majority of our

incentives are geared towards the development of high-quality jobs in our targeted sectors”

34 Jimenez 2013.
35 Interviewee wished to remain anonymous.
36 Jimenez 2013.
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(ibid). We now turn to an analysis of these developmental efforts and how they meld the public

and private into a collective competitive effort.

In her 2007 State of the State address, Napolitano builds an argument for an active
economic role for the state beyond providing the basics of enabling infrastructure. In particular,
she develops a narrative around an expanded state role, notably as an investor in nascent private

enterprise. She notes,

“The commerce and economic development commission has a strategic investment fund
that has been used recently to pay for the agency operations rather than to jump start
businesses across our state. Product development cycles are moving so much more
quickly today than ever before which means startups and existing businesses alike need
to train workers just as quickly and modify infrastructure in order to keep up...The right
investment at the right time can make all the difference and can literally be the difference
between the creation of the next Microsoft and an inventor whose product never leaves

the drawing board in his garage” (Napolitano 2007B).

The sub-national state herein is far more than a provider of educational and economic
infrastructure, and more than an export-promotion or capital attraction agency. Rather by
becoming a direct or indirect investor in domestic enterprise, the sub-national state becomes a

market participant, helping shape the prospects for competition in a very direct manner.

The 2010 Arizona Governor’s Commerce Advisory report goes further, noting that “(a)s
states compete globally, they must use every resource, tool and asset they have to recruit new
companies, retain existing ones and help them grow” (GCAC 2010:8). Beyond the state as
investor, the state becomes both creator of new markets and supplier of resources, be they
financial and knowledge-related, to those markets. This role is far more interventionist than
what is proposed in the related theoretical literature. Survival in this environment is subsequently
positioned as requiring controlled adjustment in policy and industrial-focus. And while much is
made of Arizona’s right-to-work status and the labor cost advantages this affords, as well as the
states push for low personal and corporate taxation, business cost competition is viewed as
insufficient to facilitate this transformation. As Rex and Hoffman (2012:1) state, “The United

States, and each of its states, cannot compete for these industries on the basis of cost, with
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competition now coming from countries such as China and India. In the past, Arizona attempted
to attract cost-sensitive operations but that strategy is no longer viable, even though the state’s
labor costs are less than the national average. Instead, Arizona ... in the 21st century must
compete based on innovation and the development of new and better technologies.” Success in
this environment thus requires the state to play a more complex role than what is envisioned by
Cerny. Jessop’s SWS and Mazzucato’s work on the Entrepreneurial State are far more relevant
but on their own, they too likely understate the leading and diversified role of the state in the

development of the new technologies, new sectors and new firms.

The state’s role in catalyzing transformation
Since the mid-2000’s, Arizona’s push for adjustment has followed this path and has focused on

developing a knowledge-economy able to withstand the competitive pressures emanating from
both international economic forces and more local structural ones. As then-Governor Napolitano
noted in testimony to the US House of Representatives Committee on Education and Labor,
“The answer (to America’s competitiveness challenge) is innovation, and the solution lies in our
states... we believe states are the engines for change” (Napolitano 2007A). She goes on to note
that states are “major investors in the essential tools” required to create an innovative economy.
These tools are primarily educational and premised on the provision of primary to post-
secondary education, and an ongoing focus on science, technology, math and engineering
(STEM) therein. However, beyond the basic foundational element, Napolitano extends the role

of the state to include its role as “the architect of policies that cultivate innovation” (ibid).

Third-party facilitation
Central to the state of Arizona’s transformation from its traditional ‘5C’ drivers of economic

activity to a desired knowledge economy is Science Foundation Arizona (SFAz), a third-party,
non-profit organization established in 2006 with funding derived from primarily public funds,
though with significant private additions. SFAz provides research funding to partner universities
but also operates several technology-focused programs that channel funds directly to private
enterprises. This funding is aimed towards the development of company formation and high-tech

job creation.

SFAz was created in 2006 as part of House Bill 2477, sponsored by Republican
representative Richard Koponicki, which established the Arizona 21% Century Competitive
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Initiative Fund (hereafter referred to as ‘the Fund’). The Bill sought to appropriate state funds
(USD35 million agreed upon after an initial request of USD50 million) “to build and strengthen
medical, scientific and engineering research programs and infrastructure to enhance the state's
competitiveness in the global economy” (Arizona 2006). In so doing, the Bill responds to
various public and private views on the state of Arizona’s competitiveness and the
transformation the state requires in order to compete in the global economy. In comments related
to the need for such a funding mechanism, Don Budinger, the founding chairman of the SFAz
and a private-sector stakeholder on the Governor’s Council on Information Technology, noted
“we will need to develop statewide proficiencies in the industries of the future so our citizens are
prepared to be competitive and prosperous with the economic realities of the 21 century”
(Budinger 2006). Funding for the SFAz is premised on this basis, and was first proposed as part
of a 2006 initiative by then-Governor Napolitano to address the perception that Arizona was
unprepared for these economic realities. As Charney et al (2007:3) note, “the overarching goal of
SFAz is to serve as a catalyst in the construction of a knowledge infrastructure in the state of

Arizona that will help position the state to meet the challenges of the global economy.”

Governor Napolitano’s “Innovation Arizona” initiative (which was eventually pushed
aside by parallel House-led efforts on the Fund) sought to transform the state into the “high-tech
powerhouse it can be,” by investing in research and innovation that “will transform us into a
nerve center of new ideas” (Napolitano 2006). Her plan focused on several key industries,
notably sustainable systems technology, nano-tech, bio-tech, defense-tech, aerospace tech or new
communications and information technologies. Negotiations between Arizona Republicans and
Democrats eventually saw Innovation Arizona give way to the House sponsored HB2477. Unlike
Federal funding agencies such as the National Science Foundation that funds basic research with
no focus on commercialization, the Fund and SFAz explicitly seek “to support research with
near-term commercial value” (Charney et al 2007:3). Moreover, the funding provided through
the Fund is in the form of direct grants, not venture capital investment or loans. And while a

portion of the Fund is reserved for horizontal, institutionally-based research, Fund components
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such as the Small Business Catalytic Funding program and Strategic Research Groups (that both

seek to facilitate technology transfer and commercialization) prioritize direct corporate grants.’

While in Committee the Bill and its central tenet of state support for research was
contested due to perceptions of overt state activism, in public it received largely bi-partisan
support. Said Tim Bee, then-Arizona Senate President (Republican),”To compete in the 21%
Century global innovation economy Arizona will need to stay on the leading edge of technology,
create and attract new companies, and build a high quality workforce...Our state cannot be
competitive on a global scale without investments like this (SFAz)” (Alltucker and Benson
2007).

In his presentation of the Bill to Committee, Senator Koponicki compares the
technological infrastructure that it seeks to enable with efforts begun at the turn of the 20™
century to develop a system of canals whose irrigation capacity helped usher in the state’s
agricultural development. State investment in technological research is presented as a similar,
foresight-driven initiative which portends long-term economic development (Koponicki 2006).
The role of the state is therefore positioned as enabling the infrastructure (research) necessary for

growth, rather than a direct participatory role in that growth.

However, and as several Arizona representatives note in their response to the proposed
Bill, defining research as infrastructure is highly subjective, and depends in large part on the
ownership of said research assets. Where commercialization and private ownership are the ends
of research activity, the public can be perceived as having created not public infrastructure but
rather a private good. This begs a clearer definition of public and private, one that is highly
confused in the SFAz. For while the actual legal structure of SFAz is as a non-state entity, its
funding sources and funding recipients highlight the participant role that the subnational state
adopts vis-a-vis industrial promotion and the provision of corporate support to targeted industrial
sectors. As Napolitano noted in her testimony on the establishment of the SFAz, “organizations
like SFAz give states the flexibility to adjust to new paradigms more quickly and efficiently, and

stay competitive in a global economy” (Napolitano 2007). And as will be shown throughout this

37 Direct granting through the SFAz is complemented by the 2001 introduction of Proposition 301 which created a
0.6% sales tax increase for education which is directed to Arizona universities via the state’s Technology and
Research Initiative Fund. Between 2002 and 2007 the tax is estimated to have raised over USD112 million for
investment in the State’s horizontal efforts.
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case study, the rhetorical call to flexibility that third-party organizations such as the SFAz or the
more recently established Arizona Commerce Authority (ACA) afford, has become a means of
distracting what is in effect a more interventionist or activist role of government in the
development of new sectors of the economy. For where taxpayer dollars are used to selectively
subsidize business activity or business formation, the evident conclusion is a participatory role

for the state in the economy.

William Harris, President and CEO of the SFAz, describes the organization’s creation

and the blurred lines of public and private authority therein as follows:

“The design of the SFAz was meant to be independent of government in some
respects, such as day-to-day management, but ultimately was meant to be the tool
that could execute on the aspirations of the state to create a diversified economy.
The state suggested areas of need and focus, and given they were the source of
our funding, they quite heavily regulated or guided where and how we operated.
We were third party to government but because of the source of our funding, we
were very much tied to their wishes and had to ask their permission on strategic

investments and initiatives.”3®

What is subsequently presented by the state as a private or non-government agency which invests
in specific targeted industries and enterprises is thus in reality a quazi-public, if not fully public,

agency that allocates public revenues towards private economic activity.

Senate documents highlight that this contrast between stated rhetoric and actual practice
was evident at the time of the organization’s creation. Opposition to HB2477 was then premised
on the Bill’s active promotion of industrial activity and its perceived intervention in the market
by using research funds as a cover for private gain. For example, while generally supportive of
the Bill’s aims, Senator Ken Cheuvront questions the use of public funds for private industrial

activity, noting

“At what point do we stop infusing public tax dollars and let the market work... I can

only be concerned when we use state dollars for private and corporate gain but underfund

38 Harris 2013.
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our research universities. We should be giving people the tools to succeed not giving

companies (in particular sectors) an unfair advantage” (Cheuvront 2006).

Cheuvront interprets the Bill not as providing infrastructure for public economic and academic
activity that may eventually yield both public and private gain but rather as subsidizing a private
good to select private market participants. Thereafter the sector specificity included in the Bill,
notably the prioritization of the bioscience sector, is seen as “picking winners” and a direct state
intervention in the economy through the discriminatory subsidization of one set of market
participants at the expense of others (Blendu 2006). As Senator Barbara Leff, chair of the Senate
Commerce Committee for Economic Development, notes “Through sector specific policy, we
pick winners and losers while the rest subsidize them. Government shouldn’t be choosing
individual businesses” (Leff 2006). This selectivity or subsidization comes in the form of both
direct grants to private companies and private-public partnership, as well as sector-specific tax
policy that provides significant tax advantages to industrial participants in the areas of economic
activity the state has chosen as key to its future: the life sciences, renewable energy and

technology.

In response to the aforementioned critiques, Representative Koponicki states explicitly
that the state has a direct role in economic issues, “not to interfere in the marketplace bur rather
to create a marketplace” (Koponicki 2006).%° The market is therefore viewed as the infrastructure
upon which public and private economic gains can be made. Were the role of state simply to
provide export or marketing assistance, this perspective could be interpreted as consistent.
However, by subsidizing the supply of private goods in that market, whether directly through
private enterprise or indirectly through the triple-helix model, as well as directing the specific
choice of industries which benefit from state funding, it is clear that the state has taken on far
more than simply an infrastructural role and rather has become a distinct actor in the

determination of prices in these markets for knowledge.

In both the House and Senate, despite explicit reservations and critique of the Bill’s

prioritization of specific sectors and selection of private-sector recipients, the Bill was approved

39 The debate over the role of the state in the economy in Arizona is not new. In 2006, the Arizona Department of
Commerce issued USD350 million in taxpayer-backed bonds on behalf of the municipality of Chandler, Arizona to
finance the expansion of Intel Corporations local facilities.
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overwhelmingly by both Republicans and Democrats. Her critique of “picking winners” aside,
Senator Leff goes on to note that government can, however, “pick the way we want to grow and
technology and new ideas are the way of the future” (Leff 2006). The language of industrial
policy or of picking winners is thus used as a means of creating a public record of supposed
fiscal propriety all the while ensuring the continuation of such policies through the enactment of
the Bill.

The establishment of the SFAz, and the vigorous debate which accompanied it, highlights
the tension that exists between light and heavy market participation by the state and the all-
together ambiguous definition of public and private in the realm of economic development.
While HB2477 approved the creation of the SFAz, and in so doing quietly approved a more
activist role for the state government in economic planning, it did so despite prevailing political
rhetoric against corporate welfare or the subsidization of private activity. A willingness to
remove the state from an activist role in the economy is thus largely confined to political rhetoric

but not legislative action.

A secondary question thus emerges as to what explains this schizophrenic (and
bipartisan) support for measures identified by both sides as picking winners? A potential
explanation lies in the public support voiced by Arizonans for science and technology
investments by the state. A March 2006 survey of 736 Arizona residents by the Morrison
Institute for Public Policy highlights this broad support (MIPP 2006). In particular, the survey
finds that 63.5% “would be more likely to vote for an Arizona candidate for statewide office who
places a high priority on strengthening science and technology research in the state.”*° ** Only
9.6% believe such investments to be reason to vote against. And while this support is highest
amongst high-income, male, Democrats, the survey sample’s bipartisan self-identification builds
credibility for the argument that investments in technology and research are interpreted by the
public as broad public goods. Moreover, while traditionally presented as a right-wing, less

government state, the survey reports that over 70% support “paying more in taxes if that money

40 Such views largely mirror national survey results whereby more than 80% of those polled say they are more
likely to vote for a gubernatorial candidate who supported strengthening science and technology.*°

41 |n a previous January 2005 survey, forty-two percent of Arizonans said the state was “not as good as most other
states” on the “availability of good-paying jobs. The political repercussions of this perception should be not
discounted.
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were used to support science and technology research that creates new jobs in Arizona” (MIPP
2006).

Belief that such investment will facilitate the creation of new jobs is equally high. Over
85% of respondents feel that “developments in science and technology contribute to the creation
of new high-paying jobs” (ibid). The importance of job creation in public investment decisions
is further supported by survey results that highlight that 82% of Arizonans polled ranked
“creating jobs in Arizona” as “extremely” or ‘“somewhat important” as it relates to the
development of alternative energy industries (MIPP 2011). The Morrison Institute concludes that
“Arizonans seem to assume that our economy must be based on leadership in science and
technology...In turn, Arizonans support science education and are open to spending more on

science and technology to get more.”

This support for spending more on science and technology, and the support for politicians
who advocate for such strategic funding, thus provides significant space for political actors on
both sides of the Arizona spectrum to support initiatives like the SFAz. This support can take
place no matter their reservations regarding the ideational or ideological merits of the program.
Those with significant constituent opposition to the subsidization of private activity can frame
their support as it relates to the provision of public goods through research and development
conducted at public universities. The perceived minimization of the role of private industry in
that research, and most important, silence related to the eventual private commercialization of
this public research lends itself to the mitigation of potentially negative constituent feedback.
Electoral concerns, a primary driver of political actor-ness, are thus minimized in this pursuit of

economic transformation.

The SFAz has thereafter played an important role in the state’s efforts towards industrial
transition. While this dissertation does not set up to evaluate the effectiveness of the policies
being studied, it is instructive to delve into a brief analysis of the SFAz in relation to stated goals
and mission upon its inception. Since its creation in 2006, the SFAz has allocated USD120
million in direct grants - USD37 million for educational initiatives and over USD80 million for
101 research and innovation projects conducted by university and private-sector recipients. This
latter research allocation is held up as responsible for the creation of 22 new private enterprises,

179 patents, 16 technology licenses and 1776 direct new jobs created. Moreover, the SFAz’s
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analysis states that these new employment opportunities far out-earn state wage averages with a
USD75,000 average wage versus a state-average of USD42,000. A third-party study conducted
by the Battelle Institute estimates that the SFAz is responsible for a total economic impact of
USD592 million (Battelle 2013).

Despite these benefits, and despite the fact that the focus on transformative economic
policy has been largely bipartisan, the SFAz has not escaped budget pressures. Thus in 2008, in
the midst of the North American economic crisis, the Arizona Senate sought to appropriate funds
from the Fund in order to cover lost revenues. Arizona Senate Bill 1001, signed into law on
January 31 2009, emptied the fund of USD22.5 million and dumped it into the state’s general
fund (Ross 2009). This fiscal rationale, however, was accompanied by an ideologically-
underpinned argument from Republican senators such as Sam Crump related to the perception
that the SFAz and the 21% Century Competitive Initiative Fund acted as forms of direct
intervention into markets. Crump led the initial push to pull funding from the Fund noting that
rather than providing necessary research infrastructure, it operated to “give millions of dollars to
private ventures” (Crump 2009). While initially successful in appropriating money from the
Fund through the legislative budget process, SFAz CEO Harris notes that thanks to efforts by the
Governor and the Speaker of the House, both Republican, the appropriation from the SFAz was
overturned and with it, the provision for private industrial support through public funds left

intact.*2

Pipeline entrepreneurialism
The establishment of the 21% Century Competitive Initiative Fund and the SFAz provide

contemporary evidence for the role of public dollars in private entrepreneurial activity. This
highlights the role of the state as a participant in chosen economic markets, whereby the state
heavily influences both the supply of entrepreneurial activity through a push for the
commercialization of public research, as well as the cost structure that these private participants
face with an assortment of funding mechanisms and tax incentives. Despite rhetorical opposition
to the economic activism of the state by some members of the Arizona House and Senate, the
policies enacted have continued relatively unimpeded by ideological reservations. In so doing,

Arizona has continued to position public tax revenue as central to the transformation of private

42 Harris 2013.
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economic activity, notably in specific knowledge-economy or innovation-focused sectors of the
economy. This application of public funds to a discriminatory industrial strategy is enabled by
successive political regimes which have publicly defined support for private innovation as
support for public research. Such efforts began in November 2000 when Arizona voters
approved Proposition 301 which mandated a .6 percent sales tax increase to be directed towards
statewide education efforts. At passage, it was estimated that Proposition 301 would contribute
USD460 million annually to the state’s education system in years 1 through 4 and upwards of
USD780 million by year ten (MIPP 2001). In so doing, Proposition 301 was positioned as a
means of improving the state’s theretofore weak ranking in K-12 education metrics, as well as to
better prepare students for the high-value, high-knowledge economy which was anticipated as
the state’s future. Alongside these K-12 efforts, however, was a twelve percent contribution of
aggregate Proposition 301 funds specifically earmarked for university research and development
efforts. Like the subsequent 21 Century Competitive Initiative Fund, these funds are directed to
the state’s university research institutions under the guise of public research and development.
Thereafter, however, the Proposition’s explicit prioritization of private industry involvement, as
well as language and criteria that promotes commercialization and technology transfer to the
private sector, highlights the very immediate private impact of such public funding. This
programme most closely resembles Mazzucato’s (2013) thesis on the Entrepreneurial State.

Basic research remains eligible for funding, however, the focus is placed on targeted
industrial purposes in targeted industry. As of 2012, this contribution, known as the Technology
Research Initiative Fund (TRIF), is directed primarily towards three areas of industrial research:
bioscience, renewable energy and sustainability, and optical sciences (ABR 2012).%% These
funding priorities are unsurprisingly mirrored by the key sectors identified by the state as integral
to Arizona’s ongoing economic development. Since 2002, TRIF has distributed an aggregate
USD572.5 million to the state’s public research institutions. The breakdown of this funding by
industrial focus is as follows: USD180 million for life sciences (bioresearch), USD34 million for
renewable energy, and USD15 million for optical sciences (ibid).

More interesting than aggregate funding, however, are the results of the TRIF focus on

technology transfer and commercialization. An analysis of annual funding reports issued by the

4 An additional, and significant, share of TRIF funds are allocated towards e-learning and other educational
research initiatives.

89



Dan Herman Balsillie School of International Affairs

Arizona Board of Regents since the introduction of TRIF funding in 2002 allows for the
development of a comprehensive picture of how public funds are channeled into private
enterprise. The following table highlights the aggregate number of patents, licenses and startup
companies formed with TRIF funding, by industrial sector.

Table 2: TRIF Outputs 2002-2011 by sector (ABR 2012)

Industry: Lifesciences / Bioscience 2002-2011

« Patents issued 246

o Start-up companies formed 57
Industry: Solar/Renewable Energy (since 2007)

« Patents issued 10

e Licensing agreements 7

o Start-up companies formed 5
Industry: Optical Sciences 2002-2011

« Patents issued 222

o Start-up companies formed 11
Industry: Other TRIF-related Technology | 2002-2011
transfer

« Patents issued 142%

o Start-up companies formed 51

While statistics are not kept on the number of employment opportunities created as a
result of this research output, the aggregate number of start-ups created (124) as well patent
issuances (622) indicates that the commercialization aims of TRIF are relatively well served by
the process of institutional-industry partnerships defined therein. Stakeholders interviewed noted
that entrepreneurial activity has “exploded” over the past decade.*® William Read, Vice President
at the Flinn Foundation, argues when interviewed that “without a very large R&D pipeline that
comes from the university sector, we cannot effectively support the growth of markets in the

4 patent numbers for 07-11 are not available and are thus approximated based on 02-06 trend.
45 7ylstra 2013; Harris 2013.
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biosciences.”*® Moreover, as William Harris of the SFAz argues, criticism directed at public
funding of industrial research misses the mark. Read notes, “Traditionally we have had an
industrial policy formed through the Department of Defense and the NIH. Both are industrial
support systems without calling them such. And while you don’t want to get caught picking
winners and losers, you need to do research to stimulate innovation and entrepreneurship. It
builds the industry infrastructure necessary to compete” (ibid).

And to be sure, the type of technology transfer present in Arizona is not necessarily
unique. Universities exist to create knowledge. However insofar as the aims of the TRIF and of
this component of Proposition 301 are focused on commercialization over and above traditional
funding for basic research, it provides a valuable example of how the subnational state has
become more explicitly active in economic promotion, albeit in somewhat stealth or indirect
fashion. By targeting specific economic sectors for this commercialized research strategy, the
state has blurred the line between what is defined as industrial or economic funding and what has
traditionally been viewed as basic scientific or academic research. Moreover, interviewees noted
that this explicit prioritization of commercialization depends significantly on the brokering role
of the SFAz.*" As one (anonymous) interviewee noted, “Collaboration with the universities, that
is commercialization of public research, allows the state to avoid delving into the conversation
about picking winners.” Again the distinction between public and private is opaque and renders
our understanding of the state as one that is far more active or entrenched in private activity then

is commonly thought.

Explicit industry-targeting
Further blurring the public-private divide is the structure and status of the state’s economic

development agency, the Arizona Commerce Authority (ACA), and its prioritization of four key
industry sectors. Like earlier iterations of Arizona’s transformation strategy, the ACA is
premised on the need to transition “the Arizona economy to one that is more diversified across
core industries and growth sectors like science and technology, aerospace and defense and
renewable energy” (Arizona 2010). While the aerospace and defense industries build on

longstanding competencies, and large corporate anchors, the other two are considered by both

46 Read, William. 2013. Personal interview with Williams Read, Senior Vice President Research, Flinn Foundation,
Phoenix, Arizona, February 21, 2013.

47 7ylstra 2013; Broome 2013.
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government and non-government stakeholders as “new” constructed sectors that are actively
being promoted for their revenue and employment growth potential. Attempts to extend
favourable incentives to other sectors, notably the film industry, have failed owing (according to
industry stakeholders) to the “low value / low quality” perception of wages/employment in the
industry.®® ACA Vice President Fernando Jimenez, notes: “The incentives we bring to the table
are designed towards high-quality jobs in our targeted sectors. We’ll welcome other jobs but the

incentives at our disposal are reserved.”*

Before delving into the issue of targeting, a review of the ACA’s evolution is instructive
insofar as it, again, points to the permeable public-private boundaries that exist, and as this
dissertation argues, are encouraged as part of the state’s economic evolution. While previous
iterations of Arizonan state economic policy saw the Department of Commerce (DOC) take the
lead, in 2010 new Governor Jan Brewer formed the Arizona Commerce Authority (ACA) as a
“more flexible and efficient” replacement for the DOC (Brewer 2010). Created by a
Gubernatorial Executive Order, the ACA is designed “to grow and diversify Arizona’s economy
and create quality jobs for its citizens by supporting and attracting business in targeted, high-
growth clusters” (ACA 2012). This language is little differentiated from previous language
describing the role of the DOC, nor from the driving forces behind the 21 Century Competitive

Initiative Fund as described earlier.

Developed by the Governor’s Commerce Advisory Council (GCAC), the ACA is
envisioned as a “quasi-public” state authority whose mandate, while largely similar to previous
Department of Commerce mandates, would be more effective as a result of its private-sector
leadership and a-political operational structure (GSAC 2010). Commissioned by Brewer, the
GCAC was premised on the following perception of Arizona’s economic position: “Like all
other states, Arizona is in a competition for the improvement of our economy, and yet, we have
limited resources to compete for and attract new jobs — not only with forty-nine other states, but
with a global market” (Brewer 2010B). It seeks to overcome what the GCAC, and the majority
of stakeholders interviewed for this dissertation, identified as an absence of a clearly defined

48 Kinney 2013.
4 Jimenez 2013.
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economic develop vision, insufficient funding, and persistent cutbacks that had hampered the

Department of Commerce.>°

Don Cardon, the first, and since replaced, chief executive of the ACA, noted that the
authority was developed to “significantly and deliberately advance Arizona’s economic future
into a pronounced global competitiveness position” (ACA 2010). Doing so, and doing so more
effectively than the traditional public sector Arizona Department of Commerce, was premised on
the development of a public-private partnership developed via the ACA’s 31-member board of
directors which includes 19 private sector CEOs, the President of the State Senate, the Speaker
of the House of Representatives and the Governor, who serves as chair. As Governor Brewer
noted upon its inception, the ACA is designed to “transition to a private authority to the greatest
degree possible” and in so doing, create a “new model (that) governs and administers outside of
tired old politics ... and looks to entrepreneurial minded people to overcome many of the
challenges institutional thinking simply falls short of accomplishing” (ACA 2010B, ACA
2010C). Appointed industry leaders oversee committees formed over each key sector and are

tasked with the development of recommendations for public policy.

However, while these structural changes have added a layer of private oversight and
engagement to Arizona’s economic development policy, what these changes mean in practice are
far less clear. The ACA’s goals related to the long-term advancement of the Arizona economy
are no different than those of the previous Department of Commerce. A primary focus on tax
reform and the “establishment and preservation of the economic tools that are vital to advance
Arizona’s global competitiveness” is largely undifferentiated from the previous regime (ACA
2010C). Moreover, while much is made of the Authority’s semi-public status, the ACA itself
notes “the need for a state-led retention program in Arizona cannot be overstated,” and boasts of
a portfolio of 18 state programs and tax credits available in the aforementioned knowledge-
industries (ACA 2010C). When questioned on the ambiguous status of the ACA, Vice President
Jimenez admits that “we’re quazi-private but ultimately represent the state’s economic

development efforts and work on a state mandate and through state funding.”>!

50 Broome 2013; Zylstra 2013; Kinney 2013.
5! Jimenez 2013.
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The line between public and private is thus exceptionally unclear and mimics the
presentation of the SFAz and public-research commercialization as private. Furthermore, the
operational funding for the ACA and its funding programs is still fully taxpayer provided, as are
grant funds available from the ACA administered Arizona Competes Fund. And while semi-
private oversight has sought to increase the effectiveness of the commerce authority, it now costs
more to do it. Full-year operational funding for the previous Department of Commerce was
USD6,083,500 for FY 2010 while in 2012 the ACA was allocated a full-year operational budget
of USD10 million.

Moreover, while the introduction of the ACA is designed to eliminate waste, it does not
(nor does it purport) to reduce the use of subsidies or support for corporate entities. A common
refrain in interviews with industry stakeholders is the importance of the “tools” now available to
the ACA to attract and develop competitive private economic activity. These tools, in particular
House Bill 2001 passed in July 2011, the Governor’s landmark Arizona Competitiveness Bill,
provide a series of supply-side tax reforms aimed at lowering the cost of business in the state.
Such reforms however have a definite quantitative impact on state revenues and must
subsequently be considered as costs to the state. Moreover, given inter-jurisdictional competition
for capital and business retention, the nature of such fiscal benefits enjoyed by recipient
organizations are indeed a type of state subsidy, albeit one currently beyond the definitions
utilized in most analyses. When asked whether the prioritization of industry sectors and the
apportioning of public funds to private enterprise created any controversy internally, Jimenez
responds as follows:

“It’s not controversial as we have safeguards in place based on metrics, be it job creation,
salary levels and benefit components. The money we invest in a company has to be
matched by what we believe their return to the state will be. And if they don’t hit

predetermined milestones, we have the right to claw back funding.”>2

The right to claw back funding can be interpreted as a means of mitigating the definition of such
targeted preference, and transforming what can be perceived as direct investment into a

contingent grant. Furthermore, what is unique within HB2001 is the presence of the Arizona

52 Jimenez 2013.
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Competes Fund (ACF), colloquially known as a “Deal Closing Fund”, that provides USD25
million in funding to attract and retain “business projects that stimulate and promote industries
that provide stable, high-wage jobs” (ACA 2013B). The fund is noted as integral to improving
the state’s ability to compete for business and investment in all of the targeted industries (Klein

2010).

Accounting for both the tax reductions included in HB2001, as well as the direct and
conditional transfers to private firms, Arizona’s Joint Legislative Budget Committee found that
the measures contained in HB2001 would cost USD38,200,000 in Fiscal Year (FY) 2012,
growing to USD538,000,000 in FY 2018, when all the provisions are fully implemented
(Arizona Legislature 2011). Given the nascence of the Bill and its funding mechanism, there has
been no economic analysis of the funding heretofore provided. This package, however,

highlights the mix of flexibility and activist inspired strategies used by the state.

The significant budgetary impact of the Bill was the premise for vigorous debate between
House Democrats and Republicans prior to the Bill’s passing in February 2011. Critics of the
ACF, notably groups advocating for free enterprise and minimal governance (Americans for
Prosperity and the Goldwater Institute), highlight such programs as a new form of sector-
privileging industrial policy (AFP 2012). In contrast, Representative Jack Harper (chair of the
House Ways and Means Committee) and the Bill’s primary sponsor then-House Speaker Kirk
Adams, defended the Bill as a great example of supply-side economics, noting that it was
designed to better position Arizona “to compete with other states and other countries for capital
and jobs” (Adams 2011). In comments made at a Special Session of the House Ways and Means
Committee prior to legislative debate of the Bill, Harper commented that the state government
must “bring manufacturing back to Arizona, and bring back “Made in America,” and this Bill
was a means of doing so (Harper 2011). Public stakeholders who testified in favour of HB2001
in front of Legislative Committee included Glen Hammer, the President of the Arizona Chamber
of Commerce, who noted that the proposed legislation would better position the state as “the
solar and renewable energy capital of the world” because of the State’s forward thinking policy

environment (Hammer 2011).

As of early 2013, the ACF had disbursed USD7.2 million to six companies whose

operations are listed as renewable energy, healthcare, and technology (Watson 2013B).
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Allocations of the USD25 million Arizona Competes Fund are limited to these industrial sectors
thus indicating the depth of preference allocated to these industries. ACA CEO Sandra Watson
justifies the investments made into ACF recipients by noting that “these, innovative high-growth
industries bring with them high-wage, quality jobs and foster future-focused, cutting-edge
research and development” (Sunnocks 2013). A further USD3 million in direct grants are
available through the ACA’s Innovation Challenge, again targeted at the aforementioned key
growth industries.

Across state programs, two industries in particular are highlighted as targets for funding
and for industry development. The following short case studies focus on the development of
Arizona’s renewable energy and life sciences industries respectively, and showcase the role of

the sub-national state in their emergence.

Case Study: Renewable Energy
The state’s solar industry has become a national leader based on industry employment thanks in

part to generous policies that provide preferential tax treatment for the sector, worth upwards of
USD70 million per year. The “Renewable Energy Tax Incentive Program” went into effect in
January 2010 and seeks to “encourage business investment that will produce high quality
employment” in the sector in Arizona (Arizona Legislature 2010). The program offers up to
USD70 million in annual credits tied to the creation of employment in the state, of which a
minimum fifty percent share is mandated to be high-wage. High-wage is defined therein as job
creation at 125% or more of the state’s annual wage. According to Governor Brewer, the
privileging of the solar industry is premised on this high-wage employment creation as well, as
the view that the solar industry “employs 15 to 30 people per megawatt of power installed

compared to six to 8 people in traditional energy sources” (Eckhart 2011).

The focus on renewable energy is part of the ACA’s strategy “to bring industries of the
future” to Arizona, a strategy that Cardon notes will ensure “high quality, high-paying, stable
jobs” to the state (Brewer 2010C). Brewer notes that since 2010, when Arizona’s Renewable
Energy Tax Incentive Program became effective, nine renewable-energy companies have located
or expanded operations in the state creating more than 2,100 jobs and over USD1billion in
capital investment. On aggregate, the industry contributes over USD2 billion to Arizona’s
economy and accounts for approximately 16,000 jobs (O’Grady 2012). The aforementioned
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2010 tax reforms that sought to privilege the sector received significant support from
stakeholders including the Greater Phoenix Economic Commission (GPEC), and the Arizona
Association for Economic Development. Barry Broome, President of GPEC, notes that his
organization’s support for the policy stems from a structural analysis centred on the need to
create a viable export-oriented industry in the state.> This support includes what Broome notes
was a significant role in the development of the language of the legislation. He adds, “On solar
and renewable energy, we recommended that the sector be supported and developed here in
Arizona, not because of global warming or the desire to lower our carbon footprint, but rather
because we have a dearth of export opportunities in Arizona and need to develop new ones”
(ibid). Support for renewable energy can also be attributed, in part, to public belief in Arizona
that the industry is likely to provide significant job creation (MIPP 2011). More broadly, polling
conducted by the National Science Foundation indicates that a majority of Americans said “the
government spends too little on developing alternative energy sources, and most favor providing

incentives for using solar and other alternative energy sources” (NSF 2012).

The focus of the state’s effort with regards to the renewable or clean energy sector has
been focused on a reduction in taxes. This focus on business climate and the regulatory
environment in which this sector operates is certainly congruent with the competition state thesis.
And while funds made available through programs such as the Arizona Competes Fund (ACF)
and TRIF research commercialization program have complemented this business climate focus,
the development of Arizona’s renewable energy sector has focused primarily on the attraction of

out of state investment through these aforementioned tax levers.

Case Study: Life Sciences
Equally targeted by ACA policy for preferential treatment is the bioscience sector. In contrast to

the primary use of tax incentives seen in the development of the state’s renewable energy sector,
Arizona’s bioscience sector has been developed thanks to a far more activist role played by the

state.

While of little consequence to the economy beyond the immediate hospital and healthcare sector

prior to 2000, the sector now generates near USD29 billion in annual economic activity in the

53 Broome 2013.
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state including payment of USD1.1 billion in state and local taxes.> As several industry
stakeholders pointed out when interviewed, while Arizona’s economy lost over 350,000 jobs
over the course of the post-2007 economic crisis, and while private sector job growth in the state
has averaged zero percent since 2009, bioscience sector employment has grown by over 11
percent. These figures are found across both state and industry communication efforts, an evident
means of justifying state investment into the sector through the ACA, as well as complementary
efforts via the SFAz and philanthropic organizations such as the Phoenix-based Flinn
Foundation. This latter group is credited with building the framework for industry development

that has subsequently been adopted by the state.

Dr. William Read, Vice President of the Flinn Foundation, states that his organization,
along with external consultants, developed a road map for the industry in 2000 and subsequently
advocated for its adoption and support by the state. “We wanted to use (the roadmap) as a means
of getting everyone — public and private — speaking the same language.”®® Dr Michael Crow,
President of Arizona State University, describes the industry’s development as follows: “Ten
years ago, leaders from the public and private sectors launched our state on an ambitious
trajectory towards economic competitiveness ... in the conviction that Arizona could become
one of the nation’s foremost biomedical research and bioscience commercial centers” (Crow
2013). And while Read notes his apprehension as to the ongoing commitment of the state
towards the industry, the results so far seen speak positively and reflect in part several billion
dollars worth of public investment in both direct and indirect funding for the industry.
Proposition 301 has allocated USD185 million towards the sector, and has facilitated the creation
of 246 patents and 57 startup bioscience companies. Funding from the Arizona Competes Fund
administered by the ACA has facilitated the creation and retention of 1000 private sector jobs in
the sector. And funding from the ACA’s Innovation Challenge and EZ Grant programs has seen
more than forty percent of total funding allocated to the sector. The Flinn Foundation notes that
since 2002, jobs in the non-hospital bioscience sector have increased by 56% in Arizona,
compared to the industry’s average 12% growth in the United States over that period. Over the

same period, the number of Arizona based bioscience firms has increased 31% versus the US

54 Koerber-Walker, Joanne. 2013. Personal interview with Joanne Koerber-Walker, Chief Executive Officer, Arizona
Bioscience Organization (AZBIO), Phoenix, Arizona, February 22, 2013.
55 Read 2013.
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bioscience average of 23% (Flinn 2012). This adds up to what Dr. Crow describes as having

“succeeded beyond all expectations” (Crow 2013).

Moreover, these results speak to more than just the rapid development of an industry, and
rather highlight that competitiveness is the product of specific strategies and policies geared
towards giving the state a competitive advantage both globally and within the United States. As
Suzanne Kinney, Vice President Policy at the Arizona Chamber of Commerce notes, building a
competitive sector has meant “positioning the state against the strength of the Eastern US
bioscience sector. Our newcomer status has meant we have had to identify our niches and

opportunities so as not to get drowned out in the market.””®

The industry’s development has subsequently been facilitated by a two-pronged strategy
that has used public funds, including the Arizona Competes Fund, to help attract and anchor
large bioscience tenants all the while priming both the university-led research pipeline and
private entrepreneurial activity with additional funding through Proposition 301, the SFAz and
ACA programs such as the Innovation Challenge. This latter program sees USD3 million made
available annually for small private enterprises in the aforementioned targeted sectors. The
program was established January in 2011 as part of Governor Brewer’s focus on Arizona’s
economic competitiveness. The Governor noted at the programs outset, “Nationwide, the success
of small technology ventures leads to quality employment, attraction of outside capital

investment, export sales and wealth creation” (ACA 2011).

This focus on firm development, and the state’s role in helping subsidize both research
and operational activity therein, highlights how the state’s bioscience sector has benefitted from
a far more activist state than seen in the state’s renewable energy sector. Across both the state
plays a leading role in the development of the sector. However as highlighted in these short case
studies, the means by which the state has sought to do so differs and highlights the important role
played by the business climate initiatives prioritized by Cerny, the knowledge-related focus of

Jessop and the research related activism of Mazzucato.

56 Kinney 2013.
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Towards a grow-your-own approach
While these cases highlight the diversity in policy approaches used in the development of these

sectors, one over-arching theme emerges from this research and the interviews conducted to
support it. Corporate support in Arizona, while traditionally viewed as support for large
industrial players, is increasingly shifting to small, nascent enterprises. In so doing, such
investments follow a growing body of empirical evidence that job growth is primarily facilitated
by small, high-impact firms. Across the U.S., U.K. and Canada the available research concludes
that between 40% and 60% of job growth is driven by just 4-6% of total firms (Herman 2013).
Large industrial actors are in fact found to be sources of long-term employment decline.
Subsequently, the ACA focus on smaller private actors provides and evidence-based approach to
facilitating growth. As then-ACA president Don Cardon noted, "This is an investment in our
future. Arizona technology businesses are the prime engine for economic growth through wealth
and job creation. Across the state, our future is being created in garages, campuses, labs,
incubators and in the minds of entrepreneurs” (ACA 2012B). Eligibility for the AIC is limited to
organizations between 2 and 30 employees and with a maximum of USD10 million in net assets.

The focus is thus on early stage companies.

Through three tranches of grants (USD4 million total / USD250,000 per recipient), 16
recipient enterprises have received funds. The sectoral breakdown of these grants is as follows: 8
high-tech (software and advanced manufacturing), 6 bioscience and medical, and 2 renewable
energy. Similarly, the AZ Fast Grant program provides small grants to nascent in-state
technology companies to initiate the commercialization process. Eligibility is limited to
companies with less than 30 employees and less than USD2 million in revenue. While smaller in
value (USD175,000 per annum), the fund provides seed funding for upwards of 25 companies
per year. The breakdown of 2012 grant recipients includes 12 technology companies, 8

bioscience, 3 advanced aerospace, and 2 renewable energy.

Across these programs, corporate support is premised on the link between innovation and
job creation, though these current programs highlight that the relative size of recipients has
shrunk and the number of recipients grown. This strategy comes as a distinct contrast to past
state investments, and corporate development assistance, which has prioritized large corporate

actors. For example, in 2006, the Arizona Department of Commerce issued USD350 million in
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taxpayer-backed bonds to finance the expansion of Intel Corporation’s local facilities and led
fundraising efforts towards a USD100 million fund established to found the Translational
Genome (TGen) Institute. Contemporary support is instead now focused on developing high-
growth small and medium enterprises whose growth prospects may infer a lower, long-term per
job investment cost. However, while the processes of funding may have been adapted, the

motive, namely to encourage domestic job growth, remains the same.

Going forward the state’s role in these direct funding mechanisms look unlikely to
recede. Across both academic and industry stakeholder interviews, a narrative emerges that the
continued development of these targeted industries, and thus their continued contribution to
employment growth, will require significantly enhanced public investment. As William Harris of
the SFAz notes, “Today we need the state level to retake a role and to once again understand the
link between education, research and economic prosperity. Public investments allow risks to be
taken that companies can no longer do.”®" Such views mirror the official position of the state.
Sandra Watson of the ACA notes that the competitiveness of the state is directly tied to the
investments made by state leaders, and in particular the investments made into targeted industries
facilitated by the ACA (Watson 2013A).

Moreover, stakeholders from various industries are committed to ensuring this mesh of
public and private interests continues. Joanne Koerber-Walker, President of the Arizona
Bioindustry Association, highlights her organization’s lobbying activity vis-a-vis increased state
funding for research commercialization and early stage capital. Noting that Federal NIH funding
is expected to decrease (on a per firm measure), she is working with state and industry officials
to build a “creative investment vehicle” that would allocate upwards of USD1 billion to targeted
“high-value” industries.>® Current legislative proposals include a Bill (H.B.2646) that would

allocate tax revenues from insurance premiums to establish this fund.

This proposal has drawn public criticism, notably from pundits who see the proposal as a
means of picking winners and losers. An editorial published in the Arizona Republic presents the
case against such strategies. It notes, “In recent years, the Arizona Legislature has plunged

deeply into industrial policy, the notion that economic growth occurs through government

57 Harris 2013.
8 Koerber-Walker 2013.
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offering preferential treatment to selected businesses.... Republicans supposedly believe that
government shouldn’t be picking winners and losers in the economy. There couldn’t, however,
be any purer an example of picking winners and losers than a state venture-capital fund that

invests in a handful of businesses in only one sector of the economy” (Tobin 2013).

In response, the rationale for public investment is presented as necessary to promote the
survival of high-risk, early stage companies whose track records are insufficient to attract private
funding. Responding to critiques of H.B. 2646, and calls for its rejection owing to its “picking
winners” strategy, Koeber-Walker notes that “some emerging technologies would never see the
light of day simply due to the perception that other less risky investments are a safer bet for
investors.”®® . Public funds are thus positioned as a means of mitigating a market failure that
allocates insufficient capital to young firms in industries that are the product of policy as
opposed to natural competitive advantage. Koerber-Walker goes on to state that “investors are
called to pick winners and losers every day and if the state of Arizona is committed to truly
invest in our future, that is what we must do” (Koerber-Walker 2013B). This explicit acceptance
of an interventionist state government is further supported by Dr. Michael Crow, President of
Arizona State University, who notes that “Arizonans will have to discard outmoded laissez-faire
attitudes and embrace a competitive new global mindset matched with commensurately robust

public engagement” (Crow 2013).

Steven Zylstra, President of the Arizona Technology Council, agrees, noting in a public
response to the aforementioned critique that given the competitive strategies used by
neighbouring states, Arizona has no choice but to allocate public funds to private economic
activity, albeit in regulated fashion (Zylstra 2013B). When interviewed, Zylstra agreed that
“picking winners and losers is problematic. The solution, he noted, “is to get better a just picking
the winners.”®® The evident tension between the rhetoric of less government and private sector
leadership and the subsequent calls for increased public investment are repeated in interview
with Barry Broome, President of the Greater Phoenix Economic Commission. While noting that
“government needs to get of the way of entrepreneurship and innovation,” he subsequently

identifies public funding, and direct public investment, as the key to ongoing development of the

59 Koerber-Walker 2013.
60 7ylstra 2013.
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four targeted sectors. In particular, Broome notes that the state’s advantageous, low-debt, fiscal
situation positions it to make significant investments into “a contemporary economy’ that can

compete with India and China.

Legitimized corporate support
Across the interviews conducted for this dissertation, competitiveness in an evolving global

economy is positioned as requiring an active role for the state. Beyond traditional export
assistance or investment attraction, this role includes explicit funding mechanisms directed not
just to research but rather direct funding to private enterprises in the hopes their growth will lead
to broad employment gains. The state is thus far more than a passive facilitator and regulator of
economic activity. While regulatory and tax flexibility aids the state’s strategy, overt activism
sees the state become a participant in markets, alongside private participants. Through its choice
of targeted industry and targeted enterprises, the state has effectively positioned itself as a
competitor to other, non-targeted private sector interests. Government activism in the name of
economic growth and employment creation is subsequently presented across the political
spectrum and by both political and public stakeholders as legitimate so long as the ends

(employment) are justified.

This justification stems in large part from significant demand for industry prioritization
and a near-explicit acknowledgement of the value of “picking winners” from across public and
private stakeholders. Therein, however, an important qualification must be made. By structuring
such industrial support in part through tax credits, the state is able to rhetorically promote the
removal of government interference from the market, all the while providing a form of direct
corporate support. A choice is thus made to allocate tax revenue back to private activity rather
than public goods. And in so doing, this public activism simply chooses sides by means of
foregone investment. The explicit focus of the ACA on key sectors of the economy determined
to be integral to future growth, and the extension of this industrial prioritization to direct grant
funding as well as indirect institutional research, is no different than traditionally perceived

means of “picking winners” and domestic industrial promotion.

Akin to Suzanne Mettler’s work (2012) on the “submerged” nature of American (Federal)

government intervention and the subsequent obfuscation of the roles of government and the

61 Broome 2013.
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market with respect to personal benefits, corporate support does not recede under the rubric of
supply-side policies. Rather it becomes hidden in the ambiguity of language that frames
jurisdictional competitiveness. William Harris of the SFAz explains this strategy: “You have to
assume that there is no free market. Once you introduce discriminatory taxes you change the
market. It’s no longer a level playing field. Some may like to think that government should have
no role in the market but this just isn’t the case.”® And as the aforementioned review of
Arizona’s economic development and innovation policies shows, the supposed retrenchment of
the state vis-a-vis tax cuts and “private-sector leadership” simply hides new strategic policies
that orient both indirect and direct support for private industrial activity towards sectors defined
as innovative, knowledge-oriented and most likely to support the creation of high-wage domestic
jobs. Whether one defines this as “picking winners” or, as a senior municipal official who
wished to remain anonymous described, as “understanding the new competitive dynamic”,

becomes an issue of semantic definition rather than policy difference.

Conclusion

Interpreted within the body of literature reviewed at the outset of this dissertation, Arizona has
indeed adopted the language of competition as the primary driving force of state policy. Therein
a traditional focus on export-promotion and capital attraction as prioritized by Eisenger (1988) is
complemented by a strong right-of-center, right-to-work regulatory and policy framework that
puts downward pressure on in-state wages and taxes (Cerny 1997, 2004). This flexibility-inspired
strategy, however, is complemented by what Jessop (1993, 2002) would see as an adaption of the
Schumpeterian Workfare State and its pairing of flexibility and a focus on non-discriminatory
research and innovation promotion. These elements coalesce towards an orthodox conception of
the state as a provider of a business climate that promotes competition and competitiveness. This
approach, however, operates alongside an activist definition of key priority economic sectors and
the appropriation of public funds towards them. As shown above, Arizona has made a significant
allocation of public funds towards private economic activity in chosen economic sectors, and
amongst select firms operating within those sectors. While this reflects the importance of the

state in these sectors as noted by Mazzucato (2013) and Block and Keller (2011), this research

62 Harris 2013.
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has shown that the state is involved in a far more micro-level insofar as it supports individual

firms from sub-national coffers.

Returning to the matrix developed at the outset of this section, Arizona’s attempt to direct
the development of new, high-value innovative technology sectors balances the flexibility-
inspired strategy of the competition state. The latter has helped the state in its poaching efforts in
neighboring states. Doing so, however, has focused on lower value economic activities. In more
high-value ones, the state has relied on an activist role to develop them. Amongst these high-
value or innovative sectors, while the focus on renewable energy is logical and builds on local
comparative advantage, the targeting of the life sciences sector, and to a lesser degree the ICT
sector, has required the directed development of brand new competitive strengths and anchor

assets in these industries.

Flexibility Activist
oriented oriented
policy + high policy + high
international _ international
influence Ontario influence

Pennsylvania
Arizona

Quebec
Activist

oriented

Flexibility
oriented

policy + low
international
influence

policy + low
international
influence

Returning to this dissertation’s core research question, this case highlights that the state
develops new innovation-oriented capacities through a series of directed or activist strategies. In
Arizona’s case these strategies include a focus on entrepreneurship rather than the competitive
attraction of incumbent firms, a strong push for the commercialization of academic research, the
development of third-party intermediaries to channel funding and operational control, and the
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provision of direct grants to companies in targeted industries. And operating alongside these
more intrusive roles is a strong focus on a deflationary wage and tax framework. These strategies
have been adopted as a means of lifting Arizona off the bottom of U.S. state competitiveness
rankings, in particular around educational and economic outcomes. In so doing these activist
strategies are focused squarely on job creation and the development of employment opportunities
for Arizonans. While this may not constitute welfare as traditionally conceived, the significant
subsidization of these opportunities means the state is still at the heart of employment creation

and industry development.

Finally, the role emerging economic actors play in the development of these state-level
strategies is not insignificant. As reported by several interviewees and across much of the state’s
official communication, the rise of China, India and other emerging economies in industries
including ICT, life sciences and renewable energy means Arizona cannot survive on flexibility
and low-wages alone. Rather, those economies are perceived to combine high-value innovation
with lower wages necessitating rapid upgrading for Arizona. And while regional competitors
present a more immediately visible threat, the balance amongst these motivating factors is

relatively equal.

Combined with a series of other motivating factors relating to public opinion, macro-
economic events and the presence of domestic knowledge assets, the state’s role in the economy
is legitimized. It is legitimized, however, with a far more activist strategy in order to win against
both domestic and international competitors. While there are certainly strong elements of the
competition state present in Arizona’s policy, it is far more activist than the contemporary
narrative on the role of the state in the economy has allowed for. And while both Mazzucato and
Eisenger’s Entrepreneurial State highlight activist roles, neither builds a cohesive or holistic

view of this activism as is provided here.

Rodrik’s (2011b) argument (“globalization’s paradox”) that relates to the state’s inability
to mitigate the negative impacts of economic globalization is therefore problematized by sub-
national state activism with respect to the development of industrial sectors and the allocation of
public revenues towards the mitigation of exogenous competitive forces. Here the state acts
forcefully to interact with the forces of global economic change. In so doing it acts to both direct

public funds and to coordinate private and public sector collaboration towards areas of perceived
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high potential. This collaboration, however, is largely public-dollar driven, with institutional
research priorities funded by taxpayer contributions and framed by a strategic focus on

technology transfer to private hands and rapid commercialization.

Policy space, notably for industrial privileging, is thus far from extinct and has instead
taken on new forms through the development of third-party brokerage organizations, an explicit
focus on university-industry commercialization and the use of tax policy as a means of

discriminating between industries.

Thereafter, what Cerny once presented as the exit of the state from large, project driven
strategic investment in basic industry (“les grands projets”) is, in the case of the state of Arizona,
more accurately understood as the continuation of strategic state investment but focused on what
is understood by the state as high-value, knowledge industry. Akin to Jessop’s vision of the
Schumpeterian Workfare State, the contemporary sub-national state acts to promote technology
transfer and innovative capacity to position the state as the driver for innovation driven structural
competitiveness. Therein the composition of these more nascent industries, and the competitive
dynamics surrounding high-technology and innovative sectors, favour small, nimble private
enterprises over large ones. The State’s funding arrangements have now been reengineered to
enable the growth of these firms, and the creation of technology through research
commercialization efforts to jumpstart them. Moreover, buttressed by strong public support for
public investments in technology and innovation, the State increasingly takes on a more active
role as a direct investor in targeted enterprises, near-explicitly “picking winners”, albeit
maneuvered around the language of employment creation and economic growth. The state thus
increases its active participation in the market, not only in a facilitating or infrastructural role,
but rather as an instrumental investor. In so doing, the state accepts that its preferences are a
priori discriminating and that its role as market participant places it, and its public investments,
in competition for capital with private actors. This role, while long constitutionally outlawed in
Arizona, has been permitted thanks to a combination of legislative exceptions granted to its
recent policy, as well as the confluence of industry and public support. In both cases, this support
is premised on the promise of high-value, high-wage jobs and the essential role of government in

the capture of the next Schumpeterian wave of economic prosperity.
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Chapter 4: Ontario’s Innovation Agenda

Unwilling to compete on the basis of labour costs, Ontario has sought to reposition its role in the
global economy by taking a leadership position in the development of several new industrial
sectors, notably renewable energy and the life sciences. In so doing, the Province has responded
to both internal and external pressures through an activist economic policy that has targeted
specific industrial sectors, enabled them with direct grants as well as indirect ones channeled
through newly-developed third-party intermediaries, and has sought to buttress their long-term

development through the nurturing of related entrepreneurial ecosystems.

Ontario’s actions are far more complex than those described in the literature on the
competition state. Rather, the province has largely eschewed the focus on flexibility and wage
competition seen in the previous case study on Arizona, and instead has sought to upgrade its
industrial base in the search for high-wage jobs to replace those lost in the province’s
manufacturing sector. And as the following will describe, the policies that have enabled this
approach have been complex, including both explicit and stealth support for these new industries
and others. The design of these policies has attracted both domestic and international controversy
but in so doing highlights the activist role of the sub-national state and its primacy in the
processes of economic transition that occur in mature economies. This role adopts elements of
the Entrepreneurial State presented by both Mazzucato (2013) and Eisenger (1988), as well as
the Schumpeterian Workfare State introduced by Jessop (1993, 2002). And while its strong
leadership in the development of new sectors might auger a very modest allusion to the
developmental state, instead it is more accurate to depict Ontario’s approach as a non-exclusive

one that takes aspects of each.

In order to develop this argument, we begin by analyzing the internal debates and
ideological perspectives that have shaped Ontario’s strategies and policies. Second, we then
move to address the driving forces that have further shaped these policies, notably the perception
of international competition. The third part of the chapter turns our attention to the targeting of
specific industries, and the process by which these targets are identified and thereafter justified in
the face of criticism. The fourth part of the chapter delves into how this industry targeting is

operationalized, including case studies on the renewable energy and life science sectors, and how
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their growth has been promoted. A final section reviews the Province’s support of
entrepreneurship as a means of building local economic resistance in the face of growing
international competition. The chapter concludes with a discussion of Ontario’s approach to
economic intervention, and how this approach is situated in our matrix of motivations and

operationalization of sub-national state intervention in the economy.

Motivations and ideological debates
In February 2009, then-Premier of Ontario Dalton McGuinty told an audience of business leaders

gathered at the Ottawa Chamber of Commerce, “Let's be honest here -- other places in the world
have figured out how to compete against us. And in some ways, they're pulling ahead. So we
have a choice to make: settle for second place, or figure out a new way to win” (McGuinty
2009).

Figuring out how to ‘win’ in this changing global economy is certainly no easy task. Nor
is defining what the role of government is therein. For just a few months after Premier
McGuinty’s speech in Ottawa, his then-Minister of Economic Development Michael Bryant
created a whirlwind of controversy with his perspective on what winning in this new economy
looked like. At a business luncheon hosted by the Toronto-based Canadian Club in May 2009,
Bryant led off his speech entitled “Reverse Reaganism” by noting that his government intended
to “invest company by company, industry by industry" to ensure the health of the economy
(Bryant 2009). He noted that that "this is government picking winners and losers, government as
entrepreneur.” When interviewed for this dissertation, Bryant notes that his comments were
premised on a rebuttal of Reagan’s philosophy that “government is the problem”, and the desire
to bring forward a public debate on the role of government and on the realities of a global

economy where “boy-scout” economic behaviour is rare.®
Bryant adds,

I was happy to promote a debate about the role of the state and engage the public’s desire
for government leadership on the economy. | wanted to explain to the public that we were

in a different era. Laissez-faire was no longer appropriate for the challenges we faced.

63 Bryant, Michael. 2013. Personal interview with Michael Bryant, October 22, 2013, Toronto, Ontario.
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And if the public was willing to have government lead in economic matters, this is what

it would mean and look like (ibid).

In promoting this debate, Bryant argued that the role of government shifted based on the needs
demanded at a specific point in time, not by static ideology. Thus while a supply-side approach
was appropriate for Reagan’s time, contemporary economic challenges require an industrial
policy focus in order “to assist new, disruptive companies to leap ahead, and help those older
companies facing consolidation battles survive” (Bryant 2009). He added, “We should not hem
in our ability to react... we should build on our strengths, and invest in disruptors and emerging
technologies. We take greater risks in order to potentially build new clusters, or build upon

nascent ones” (ibid).

This assistance, Bryant notes, is to be shaped through both grants and investments, and
represents a form of government intervention necessitated by market failure and the need to help
Ontario “jump ahead.” He presents the case for “government as the solution” to market failures
whereby “the state has got to be strategic and if that's the case, then we need to act as an
entrepreneur and invest directly in business™ (Bryant 2009). Bryant admits when interviewed that
this level of intervention, nevermind the honesty about it, was unorthodox. He adds, “this is
supposed to be the thing that governments weren't supposed to do.”%*

It was, however, a fact, one driven by intense competition, “an economic battle,” with
American states, the majority of whom were offering “hundreds of millions of dollars in public
money as incentives” (Bryant 2009B). At the tail end of his May 2008 speech, Bryant answers an
audience question (from a senior-level representative from General Electric) related to the
Province’s then-nascent Green Energy Act by noting that the government’s approach to policy,
funding and regulation is predicated on the “need to address the heavy competition we’re in
(Bryant 2009).”

Intervention is thus justified on the basis of changes in the global economy, and the
pressures felt from growing competition in both old and new industries. Responding to these
challenges has seen Ontario government policy vacillate between indirect policy geared towards
facilitating the success of Ontario firms through the creation of a more competitive business

environment and more direct policy approaches aimed at interaction within more micro-level

64 Bryant 2013.
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elements of firm and industry dynamics. In so doing, these approaches represent a variety of
points on the theoretical spectrum introduced earlier in this dissertation. A more competitive
business environment paired with a push for innovation and knowledge oriented sectors
highlights a variant of the SWS a la Jessop (1993, 2002). A strong role in the transmission of
publicly funded research into private hands presents more support to Mazzucato’s thesis on the
Entrepreneurial State. And while the differences between these two approaches reflect an
internal tension about the role of government in the economy, the strong focus on the adoption of
programs and policies geared towards the development of “innovative” knowledge-sectors,
notably renewable energy technologies, information communications technologies (ICT) and the
life sciences, reflects an understanding of government as one that plays an active role — albeit at
different levels and in differentiated manner - in confronting the effects of transition and
evolution in the global economy.

As Ontario’s 2008 Budget document notes, “A strong economy is one that is
continuously renewing itself in the face of external challenges and changing environments”
(Ontario 2008:13). This Schumpeterian language begs a question, which is the target of this
study, insofar as how the Government of Ontario has sought to structure this process of renewal,
and therein, what role the Province itself plays in the processes of economic transition in this
mature North American jurisdiction. Of particular interest in Ontario is the explicit targeting of
industries identified as strategically tied to the Province’s future prosperity. While this section
has highlighted the ideological perspectives that drive intervention, the following section will
look to the external factors further driving policy and strategy in the Province. The subsequent
sections of this chapter will look more intensely at the strategies employed to catalyze new
industrial sectors, notably the use of direct granting programs, third-party facilitating agencies,
targeted entrepreneurial promotion, tax credits, and, as in the case of Ontario’s green energy

sector, controversial local content requirements.

In so doing, this chapter provides a unique answer to the primary research question — how
does the sub-national state intervene? Industrial policy and an activist sub-national state will be
shown to be very present in Ontario. While sometimes admitted, it is also sometimes hidden.
And altogether this will contribute to the development of another model of how the sub-national
state intervenes in a manner that is more interventionist than Cerny’s original conception of the

competition state, and while focusing on innovation as Jessop’s Schumpeterian Workfare State
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does, does not go nearly as far on matters of flexibility and supply-side dynamics as Jessop’s

model suggests.

Driving forces
The impetus for this period of government-industry interaction is multi-faceted though not

necessarily unique to Ontario. Endogenous issues related to labour and industry cost structures
interact with exogenous pressures related to growing international competition. As the 2006
Ontario Innovation Agenda states, “today Ontario faces challenges: increasing competition from
lower-cost countries, a stronger dollar and lagging worker productivity” (Ontario 2006). An
unwillingness or inability to face up to these challenges risks pushing Ontario down “from the
first rank of economic prosperity” (ibid).

Like in the other case study jurisdictions seen in this dissertation, amongst the most
pressing of outcomes resulting from the confluence of these challenges has been a significant
decline in the traditional area of employment strength in the Province, the manufacturing sector.
Manufacturing employment in Ontario has decreased from over 900,000 in 2003, to 654,000 in
2012 (Mowat 2012:7). Policy efforts, and political pronouncements, have subsequently been
geared towards the development of alternative avenues for employment, notably through the
development of industrial sectors viewed as high potential.

John Wilkinson, Minister of Research and Innovation between 2006-2007, notes that at
the heart of Ontario’s contemporary economic development strategy is a need to understand the
Province’s role in the global economy.® This understanding, however, is linked to the perception
that a period of economic transition in the global economy would mean significant challenges for
Ontario:

We understood that we needed to run up the escalator. Doing nothing would mean a slow

but steady erosion of our standing of living as the manufacturing base that our economy

was long based on was being carved out. Globalization requires us to work with these
processes, and determine where we can be a world leader within it. And ultimately it

meant marshalling our efforts towards progress (ibid).

55 Wilkinson, John. 2013. Personal interview with John Wilkinson, Waterloo, Ontario, May 7.
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In 2008, as a response to the then-fully apparent recession across North America, the Ontario
government proposed the “Ideas for the Future Act,” a tax credit initiative for innovative
companies in the government’s prioritized sectors consisting of advanced health technology, bio-

economy, telecommunications, computer or digital technologies production (Ontario 2008B).

In describing the rationale for the Act, Minister Yasir Naqvi noted the driving role of

international economic pressure:

We all realize that we live in an extremely globalized economy, where the competition

now is not within our own borders; the competition is not within companies in Canada.
The competition is global. The competition is with companies from India, China, Brazil
and South Africa... (ibid).

Nagqvi’s focus on emerging economies, however, garners little support across the
interviews conducted for this dissertation. Rather, perceptions of Ontario’s place in the global
economy, and its interaction with the evolving processes of economic globalization, focus
largely on the Province’s relationship with its largest trading partner and largest competitor, the
United States. Moreover, a common theme surfaces across interviews conducted for this
dissertation regarding the Province’s inability to compete in low-cost, low-wage sectors of the
economy. Policy reform towards more flexible and lower cost labour markets, as is proposed by
Jessop as key to the Schumpeterian Workfare State and more generally by Cerny as key to the
competition state, is pushed aside in favour of a focus on high-wage, high-value innovation.
Competition from like, mature industrial economies is thus viewed as the primary driver of
policy efforts aiming to improve the competitiveness of domestic firms. Bill Mantel, currently
the Assistant Deputy Minister of the Ministry of Research and Innovation, notes, “we’re in a
battle amongst stagnant, mature industrial economies for access to the growing markets of

dynamic emerging markets.”® Michael Bryant agrees, noting that during his time as Minister of

56 Mantel, Bill. 2013. Personal interview with Bill Mantel, Assistant Deputy Minister, Ministry of Research and
Innovation, Government of Ontario, May 23.
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MEDI, “emerging markets were of little concern to us. Rather the focus was on similar high-
wage economies whose areas of specialization were very near to ours.”®’

Mantel goes on to note, however, that while Ontario does indeed compete in some high-
value markets with Chinese competitors, the focus is increasingly on working with, and selling
to, Chinese companies. Rather than viewing emerging markets as a competitive threat, Mantel
posits that a pattern of complex interdependence is underway, especially in the innovative fields
where Ontario seeks to renew its economic base.®®

This competitive dynamic is further problematized by questions related to the governance
of the global economy, and the enforcement and/or lack of rules related to the subsidization of
private industry. George Ross, who served as Deputy Minister of Research and Innovation
between 2006 and 2009, notes that a level-playing field amongst states in this regard, and
notably between emerging economies and mature industrial ones, is broadly perceived as
lacking. This further drives the focus of Ontario’s competitive reaction away from a focus on
low-wage, emerging economies and further towards like-governed mature industrial ones.®®
Former senior bureaucrat Fernando Traficante, who was the first Director of the Next Generation
of Jobs Fund program, expands on this view:

Pressure from emerging economies was a contextual piece rather than a driver for our

programs. Across our policy discussions, there was explicit acknowledgement and debate

about the impact of the entry of low-cost economies in our competitive space. However a

general consensus was shared that we could not, and should not, compete on low-cost. A

company that wanted the cheapest labour would not choose Ontario. So we needed to

find an answer to the question of how else we could compete.”

The answer to this question of competitiveness was innovation, and by extension, a perspective
that competition was most acutely felt from high-cost, as opposed to low-cost, jurisdictions. As
Traficante explains, the preoccupation with like-jurisdiction competition first translated into a

more activist role for the government in the late 1990s. Then, under the leadership of Premier

57 Bryant 2013.

58 Mantel 2013.

59 Ross, George. 2013. Personal interview with George Ross, Deputy Minister, Ministry of Northern Development
and Mines, Government of Ontario, May 21.

70 Traficante, Fernando. 2013. Personal interview with Fernando Traficante, Principal, Prism, Economics, Toronto,
May 13.
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Mike Harris (who took power with what was commonly viewed as a right-of-centre economic
and social policy platform) the loss of several significant automotive investments to competing
North American jurisdictions, saw political officials begin to understand that a toolbox centred
around tax cuts and tax credits was insufficient as compared to neighbouring jurisdictions
offering direct grants and subsidies.

Thereafter, and surviving both ideologically “right” and “centre-left” governments, the
focus on exogenous economic pressure is clear. Across the aisles of the legislature, bi-partisan
support for the notion of promoting innovation and employment growth in new industries is
common, albeit with disagreement on the process. As a member of the New Democratic Party,
Mr. Michael Prue, noted in his support of the purpose of the Ideas for the Future Act,

We know that jobs are being lost at a horrendous rate in the manufacturing sector in this

province. We know as well that some of our key indexes, such as auto sales, have

suffered hugely as factory after factory shuts down, lays off workers, or downsizes
operations from three shifts to two shifts to one shift, or takes time off. This Legislature
has an obligation to the people of this province to do something in these times of

economic uncertainty and do it well (Ontario 2008B).

Eventually restructured as the Ontario Tax Exemption for Commercialization (OTEC), the Act
was launched in 2009 amidst broad consensus around Ontario’s challenges vis-a-vis an evolving
global economy, and the subsequent need for government to play an active role in shaping how

both government and domestic firms react and/or are able to react.

This aspect of how the state reacts to processes of global economic transition is further
noted by then-Minister of Economic Development and Trade Sandra Pupatello. In comments
related to the creation of the Next Generation of Jobs Fund, she acknowledges the magnifying
glass placed on the effects of recession in the United States and the concomitant challenges of a
strong Canadian dollar and high energy prices. However, she notes that international competition

is increasingly more significant relative to Ontario’s fortunes:

There is increased global competition for trade and investment. Previously we might have
been the only players in the field, chasing business to come to Ontario; now there are

many more options for global companies (Pupatello 2008).
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In announcing the Next Generation of Jobs Fund as the “cornerstone of the government’s
economic development strategy” in Budget 2008, and in particular the green technology focus
contained therein, then-Premier Dalton McGuinty noted the exogenous impetus for the program,
and its roots in international economic competition (Ontario 2008C). In particular, he notes,
“We're stepping up because Ontario is not going to let others steal our future out from under us --
we will produce the next wave of clean technologies that create jobs and clean up the

environment” (ibid).

More recently, while responding to critiques of the Provinces’ business support
programs, Ontario's then-Minister of Economic Development and Innovation Brad Duguid
argued publicly that direct corporate support for private enterprise in Ontario was necessary
given the Province’s direct competitors (high-cost jurisdiction in Europe and the United States)
actively use them. He noted that as a result of “fierce global competition, without such support,
Ontario businesses would be completely unarmed, in particular, nascent startup businesses”
(Duguid 2012). Unlike the uproar which followed Bryant’s 2009 speech on government

intervention, Duguid’s remarks garnered little to no response.

Others, such as George Ross, who served as Ontario’s Deputy Minister of Research and
Innovation between 2006 and 2009, offer a more nuanced view of the driving forces of a shifting
role for government. Ross notes that the philosophy of the McGuinty government was driven by
both exogenous factors such as the emergence of the BRICs and the risks associated with being
tied tightly to the US economy, as well as endogenous ones related to the government’s
commitment to a low-carbon energy supply and what Ross terms a “disappearing supply of

venture capital.”"

Notwithstanding slight variations in the prioritization of these causal factors, across party
lines, and throughout the period from 1990 to 2012, perceptions related to international
competition can be seen to drive a willingness to present a more active role for the Provincial
government in the shaping of competitive dynamics in the domestic economy. What differs
between the early stages of the period under study and the latter is an understanding of economic

transition that has seen government support move away from generalized, industrial support,

7 Ross 2013.
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notably as it relates to industries struggling with the effects of increased competition such as the
automotive industry, towards funding “innovative” sectors identified as future-oriented and
knowledge-based. And as the Ontario Ministry of Research and Innovation’s (MRI) first
Strategic Plan (developed in 2006) notes, “both current leaders and those poised to become the
next leaders of the global economy are not just investing in innovation, but have also developed
well-integrated strategies to guide those investments” (Ontario 2006B). Inter-state competition is
at the heart of an activist government, one that seeks not only to help domestic enterprise
succeed, but also to play a more active guiding role in the development of new industries and

new enterprises.

Sector targeting and commercialization
The language of industrial targeting takes center stage in Ontario’s policy efforts after the

election of Dalton McGuinty in 2003. Here a distinct shift occurs from traditional targets,
notably the automotive sector and manufacturing, towards industrial sectors identified as
innovative, forward-looking and knowledge-based. Former Minister of Research and Innovation
John Wilkinson describes this shift as one predicated on a belief that you have “to go where the
puck is going to be.”’? Traficante adds that “the competition we wanted to engage in (globally)
was for innovation and innovation-related investment that would lead to new product
development and new production processes, both which were understand to lead to potential
economic growth. We wanted to support programs that would lead to sustainable and long-term
economic and employment growth.””

At the heart of Ontario’s push to facilitate a more innovative economy, one understood as
more competitive and thus more likely to create sustainable employment, is the Ontario
Innovation Agenda. Launched in May 2006 by then Premier Dalton McGuinty, the Agenda
serves as a broad framework for the Province’s strategic investments in public research and
private sector activity. Upon its release, the Province noted that the Agenda “provides a roadmap
to ensure (it) has a winning economy in the 21% century” (Ontario 2006). This language of
competition and victory is subsequently strategized via an explicit goal of spurring innovation
and facilitating the launch of new commercial-focused technologies. In comments made to the

Standing Committee on Estimates at the launch of the Innovation Agenda, then-Minister of

72 Wilkinson 2013. What would a Canadian case study be without an allusion to hockey?
3 Traficante 2013.
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Research and Innovation John Wilkinson noted that the Innovation Agenda represented an
attempt to respond to global economic challenges and to “lead the world in new, global
industries” (Wilkinson 2008).

Accompanied by a spending purse of CAD3.2 billion, the Agenda notes that “an
economy the size of Ontario’s cannot compete globally in every area” (Ontario 2006). Instead,
“public investments in research and innovation need to be focused to achieve maximum value...
and to support Ontario’s areas of greatest academic strengths and greatest economic potential”
(ibid). Spending is subsequently highly focused on a series of industries defined by the
government as strategic and/or innovative, and where Ontario has a “demonstrated competitive
advantage in industry, research, or both.” These sectors are identified as the bio-economy
(including the life sciences), green technologies, advanced health technologies, and digital media

and information communications technologies (ibid).

The process by which these industries are selected as strategic over and above all others
begins in 2005 with the creation of the Ministry of Research and Innovation (MRI) and the
subsequent establishment of the Ontario Research Innovation Council (ORIC). The latter was led
by Premier McGuinty, a personal decision that represented an explicit sign of the importance
placed on innovation by the government in power.”* Both bodies sought to address the
challenges as perceived by the government related to a “NAFTA-centric view of the world, a
rising dollar, rising costs of electricity, and rising global competition” (ibid). As former Minister
John Wilkinson describes when interviewed, “the alternative to this dependence, and the answer
to these challenges, was to ask how to have innovation drive our economy. And while saying so
is easy, we saw the challenge as being ‘if you’re going to do so, how do you do it?” (ibid). A
technocratic mindset can subsequently be interpreted as driving this conception of state

interaction with the market.

Doing so, according to Wilkinson, included the creation of MRI with two primary
purposes in mind. The first was to provide an explicit and targeted focus on commercialization
and innovation for government programs and investments. The second was to act as a means of

overcoming rigid, institutional views on innovation, industry and research. “A reliance on the

74 Wilkinson 2013.
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Province’s manufacturing base and its ability to compete thanks to a cheap dollar and cheap

electricity needed to change” (ibid).

Next, ORIC was created in order to ascertain what Ontario, in both industry and
academia, was truly competitive in. Former Minister John Wilkinson describes the impetus for
the council as stemming from a “desire to build on top of ongoing economic growth, and on top
of real strengths, in order to compete in an increasingly competitive global marketplace” (ibid).
In November 2006, MRI released a strategic plan based primarily on the outputs of ORIC
consultation and planning. In particular, the eight recommendations developed by ORIC related
to the Province’s innovation strategy are therein noted to “provide the foundation™ for the
Province’s ongoing efforts in building a competitive knowledge economy (Ontario 2006B).
These recommendations include an orthodox focus on skill formation, access to capital and “an
embrace of science and technology.” More significant, however, is the explicit recommendation
to target research and development investments on particular areas (albeit without the
identification of those industries or sectors), and the need to more tightly align investments in
research and development with “commercial competence” (ibid). This approach blends Jessop’s
Schumpeterian Workfare State (1993, 2002) and its focus on enabling infrastructure, including
skill development, with the research orientation of Mazzucato’s work on the Entrepreneurial
State (2013).

Together, these recommendations highlight a then-nascent effort towards research
commercialization in targeted areas as a foundational element of the Province’s push for global
competitiveness. Framed in the language of “enhancing the value of government investments,”
the 2006 MRI Strategic Plan notes that research funding is to be judged “on such factors as
relevance to industry, potential for commercialization, and alignment with identified priorities”
(Ontario2006B). Thereafter the differentiation between public research and private outcomes is
clouded by this funding prioritization on commercialization and a research focus on targeted
industries. The government alludes to this clouding effect, noting that this approach “will help to
build critical mass and create the close partnerships between researchers and industry that ensure

new ideas yield better and more rapid rewards” (ibid).

In so doing, the Provincial government is able to re-orient both upstream and downstream

factors in the innovation process towards its targeted industries, yet in a fashion that avoids
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perceptions that government is actively intervening in private operations. Then-Deputy Minister
of MRI George Ross notes that this coordination represents a necessary “alignment across all
elements of society towards a singular goal. Therein, academia needs to be in line with the
Province’s economic development goals.””> Moreover, this shift in government research
priorities is predicated on a belief that Ontario lags other jurisdictions in the coordination of
academic and industrial outcomes. The shift presented is thus a means of catching up with a
“world-wide trend towards sustained long-term partnership between academia and the private
sector” (Ontario 2006B).

Across Ontario’s broader strategy, and in particular the targeting of specific sectors
identified as having significant growth prospects, the question of what the role of government is
in directing industrial and economic activity begs analysis. Public documents related to the
Innovation Agenda note that the role of Government is to “act as a catalyst for innovation and
commercialization — and committing the necessary resources to do this effectively” (Ontario
2009). Further, such resources are to be directed towards “research and industries where Ontario
has a global competitive advantage” (ibid). While acting as a catalyst for innovation through the
allocation of public dollars to basic research and the widely-viewed fundamentals of growth
(education, healthcare, infrastructure) are broadly accepted components of the role of
contemporary government (Porter 1990), the allocation of public dollars to industry is evidently
contested. Ontario’s strategic targeting of sectors for investment and attention thus requires
analysis insofar as it relates to the concept of “picking winners” and inefficient distortions of the

market through state-sponsored industrial policy.

Here, the definition of targeting and its relation to “picking winners” is shown to be quite
ambiguously understood. For example, then Deputy Minister of MRI Alistair Glass is noted to
have framed industry targeting as follows, “Our job is to look ahead, strategically in a global
context, and decide where the smart place is to put your money. This isn’t about picking winners
and losers, it’s about being tops in the world in specific fields.” This perspective is far more
directive than the entrepreneurial state envisioned by Eisinger (1988). The latter’s conception of
the state is one that enables entrepreneurs through Jessop’s regulatory and flexibility-oriented

approach. In Ontario, the search for dominance in specific industries reflects Aikinger’s strategic

7> Ross 2013.
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industrial policy approach, one that sees the state developing both incentives for private activity,

and the fiscal base for that activity.

Minister Wilkinson addresses this debate by noting that government investments in

research are a question of solving societal challenges, rather than picking winners. He notes,

“If society is willing to invest in research, it is only fair and proper that society is allowed
to frame their investment towards specific challenges and the need for solutions. And it
was our view that it is absolutely correct for government, on behalf of its citizens, to ask

researchers to solve these problems.”

Wilkinson subsequently frames the selection of industries as key to the Province’s future along
this challenge-orientation. Investments in healthcare and the life sciences were to build on
proven research strengths in health informatics and genomics, and a general societal need based
on an aging population. Investments in clean technology were driven by simultaneous plans to
adopt an ambitious green energy strategy to wean the Province away from coal-fired power, as
well as to address issues related to water quality that emerged in the wake of the water-related
deaths in Walkerton, Ontario in 2000. And investments in ICT and digital media were premised
on the view that Ontario’s demographic diversity endowed it with a translation capability that

was unmatched (ibid).

Public documents related to the launch of Ontario’s Innovation Agenda provide a similar
framing process. Therein, the ability to “compete globally” and “dominate high-growth global
markets” is married to social issues related to “tackling climate change... conquering disease...
and advancing the digital universe” (Ontario 2008D). In so doing, the specifics of an activist
government policy, one that might otherwise be viewed as contravening orthodox economic
policy related to the role of the state, is made publicly unobjectionable given the Agenda’s
congruency with social issues. Wilkinson addresses the question of whether such policies are a
form of “picking winners” by noting that while such sectoral targeting is indeed a form of
picking winners, “by focusing that choice where you have sectoral advantages, and by funding
those advantages through research and investment support, and finally, by focusing that support

on the search for answers that are complementary to societal challenges, the question isn’t

76 Wilkinson 2013.
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whether one should do it or not, but rather how to make sure the firms supported survive.”’” The
provision of a social good, whether delivered via public or private means, thus trumps any

ideological or theoretical opposition to the process involved.

The government’s perspective on its role is made more ambiguous by its simultaneous
self-definition as catalyst, partner and value-harvester alongside market forces. Wilkinson, in

committee testimony, offers the following perspective on the government’s role:

Our government understands business and we have no intentions of interfering with the
market. And we understand science. We know that basic and applied science must never
be influenced by political science. We are committed to peer-reviewed research
excellence. But instead of just assuming that somehow business and research will interact
on their own, we believe that government must act as a catalyst. To do that, government
must do a better job of extracting value from research excellence. But now we have to go
even further. We need to partner with innovative companies to make sure research
excellence and great ideas are translated into thriving businesses and new jobs
(Wilkinson 2008).

While this definition explicitly notes the separation of government and the market, the
subsequent focus on partnering with industry towards the translation or commercialization of
research and ideas provides a participatory role for the government in the market that is distinct
from the theoretical perspectives offered by Eisinger, Jessop, Porter and others who posit a more
subdued type of intervention. And to be sure, Wilkinson’s still- ambiguous definition of the role
of government in the economy pales to the view offered on public record by former Minister of
Economic Development Michael Bryant. As noted in the introduction, Bryant created a
controversy in May 2009 by noting that his government intended to “invest company by

company, industry by industry” in a process of “picking winners and losers” (Bryant 2009).®

Bryant’s blunt assessment of his government’s strategy segues to the heart of the
debate over the role of the state, and to the question of whether the government is to lead

economic development or follow the private sector’s lead. In remarks made to the Standing

77 Wilkinson 2013.
78 |t bears mentioning that Bryant’s comments may be related to their timing in the midst of a major economic
crisis whose presence was only partially understood in Minister Wilkinson’s tenure.
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Committee on Finance Estimates, Bryant notes “In some cases, government does lead the
economy. That would be less by way of subsidy and more by way of policy. I’d say that the
Green Energy Act, with its fixed feed-in tariff policy, is in fact driving a part of the economy by
creating an incentive to bring people in(to) the province” (Bryant 2009C). Here the distinction
between subsidy and policy is purposefully vague; if a policy circumvents the prices that the
market will bear with public funds, how does this differ from a subsidy that allocates public
funds directly to market participants? The process may be different, and in this case easier to
justify as being borne of private-sector activity, however the outcome in terms of directed

industrial development is very much the same.

Public response to Bryant’s admission was overwhelmingly negative. “I have no faith in
the Ontario government’s ability to conduct this kind of industrial policy. It hasn’t worked in the
past, and the world has not gotten any simpler or easier to predict since then” said William
Robson, CEO of the C.D. Howe Institute, a right-leaning policy think tank. Doug Porter, the
deputy chief economist of the Bank of Montreal noted, “I freely admit that we are living in
unusual circumstances, but that doesn’t mean we should throw out decades and decades of what
we’ve learned in one fell swoop” (Cowan and Greenberg 2009). In fact, all three leading
Canadian daily newspapers (the National Post, the Globe and Mail, and the Toronto Star)
published articles in the days that followed Bryant’s speech decrying the government’s strategy
as “a losing entity,” “dangerous,” and “the anti-thesis of investment” (Coyle 2009, Decloet 2009,
Foster, 2009).

Political opposition to the policy was equally vocal. Said Ted Chudleigh, then
opposition MPP (Member of Provincial Parliament) for the Progressive Conservative Party,
“There are a few problems with the minister’s theory. First, it’s theoretical. He cannot point to a
shining city on the hill, because there isn’t one. Secondly, businesses will spend more time on
applications and lobbying and less time on innovations and production. Thirdly, it begins a
vicious cycle: More and more companies will expect handouts. Fourthly, it forces non-subsidized
companies to pay their competitors with their tax dollars” (Chudleigh 2009). This rhetoric
notwithstanding, it is interesting to note that debate in the Legislature and in Committee relate
not to the funding of industry writ large, but rather the distribution of that funding to both old,
manufacturing industries and to rural rather than urban settings (Ontario 2009B).

123



Dan Herman Balsillie School of International Affairs

In response to the aforementioned criticism, Premier Dalton McGuinty attempted to
clarify that “free markets are alive and well” (Jenkins 2009). He added, however, “It's just that
they have a new partner and it’s the government." This partnership sees government take an
active role by identifying opportunities for growth and placing public dollars behind them.
McGuinty explains: "If you take a look around the world, the strongest economies have
governments playing an active role. Now, there's a smart way to assume that role and a dumb
way to assume that role. | think the smart way is to find where are your sectoral opportunities
and find ways to nurture growth in those strong sectors.” The Premier further noted that “I'm a
little more leery of picking specific businesses. I'm much more open to finding businesses in
specific sectors.” He then listed a series of industries worthy of government intervention: green
energy technology, digital communications, biopharma and life sciences and the auto industry
(ibid). Bryant later responded to the Premier’s remarks by noting that “Yeah, government should
be leery of making these kind of investments. But we still do it” (Allemang 2009). In fact, over
CAD2 billion in annual business subsidies were then available to corporations from these
sectors, and others, under the Province’s economic development programmes, notably the Next

Generation of Jobs Fund.

This political posturing, however, does not negate the previously noted bipartisan
acknowledgement of the need to address changes in the nature of competition in the global
economy. As former Ministry of Economic Development and Innovation senior staff Fernando
Traficante notes, “the only surprise related to Minister Bryant’s speech was the candor that was
used. The reality is that we had been “sinning” for awhile, and under different governments.”’®
Here he notes that previous administrations were more loathe to provide direct grants to private
sector organizations, instead preferring a mix of tax credits and loan guarantees to particular
sectors. However in so doing, while the perception of intervention or government activism is
lessened owing to the language of ‘tax reform and tax breaks’, the outcome, Traficante argues, is
the same insofar as such tools infer benefits to some private outfits and not others with public,
taxpayer dollars (ibid). Moreover, in a global context, no matter the tool, the goal is explicitly
focused on providing domestic enterprise with an improved foundation for its competitiveness

against those from other jurisdictions.

7 Traficante 2013.
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As Deputy Minister Ross explains, “The debate within government about the role of
public dollars in the economy never goes away; whether it acts as a facilitator for private
decisions or as a more direct participant. This is an ongoing dynamic in government and is
influenced by who’s in government, and the weight and influence of specific economists and
stakeholders in and around it.”®°He subsequently distances the Province from the explicitly
interventionist approach championed by Bryant, towards a more nuanced view of government
“coming alongside or behind the market.” In so doing, he argues the role of government is not to
pick winners but rather to incentivize action. When asked to expand on why government should
not be more intimately involved in the allocation of funds, Ross notes that “bureaucratic
selection processes of this kind are done without a clear line of sight on the economy. Decisions
are always clouded by political implications. The only form of discipline we have is to ensure
that we go in with or beside or behind private investment.” He too, however, acknowledges the
ideological ambiguity with which such discipline can be applied in government. In particular, he
admits that “a certain level of intervention is necessary but needs to be reined in by a high degree
of program sophistication and transparency” (ibid).

Throughout the interviews performed for this dissertation, the prevalence and
permanence of industrial support programs are both acknowledged and defended as necessary
components of a competitive strategy in a global economy marked by uneven global rules. Under
previous administrations perceived as right of centre, the debate about picking winners is framed
against a backdrop of ideological purity which believes that government has no role in picking
winners or targeting. The result, according to Traficante, is a form of policy-schizophrenia
whereby denials of fact are utilized to preserve ideological purity.®! This lack of coherence is
displayed in Committee debates between Minister Bryant and members of the Opposition in the
wake of Bryant’s infamous “Reverse Reaganism” speech. There, after having chided the
government for its intervention in the market, opposition MPs then questioned why particular
companies were unable to access government funds, noting that their survival should have been

subsidized. Bryant responds as follows:

80 Ross 2013.
81 Traficante 2013.
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If I understand you, I think you’re saying that you’re opposed to the provision of (direct)
financial assistance but once you’re in the business of providing it, then you ought to be

providing assistance to (specific company omitted) (Bryant 2009C).

Ideological purity as it relates to the role of government in the economy is thus a fleeting and
perhaps well-intentioned but pragmatically difficult belief to uphold. The transition from a
Progressive Conservative to a Liberal government in Ontario in 2003, according to Traficante,
saw demand for such obfuscation drop as the incoming government came to power with a clear
critique of the previous administration’s failures related to economic development and
investment attraction.®? Ross describes this shift as a philosophical or ideological transition from
a belief that ‘small government’ and low-taxation were the most effective tools to grow an
economy, albeit he notes with repeated interventions, to a more sophisticated and targeted
approach that started from a viewpoint of Ontario in the context of a global economy.®® A more
targeted, direct and significant approach was thus understood as necessary — one that was not

impeded by ideological debates related to the role of government.

Operationalizing Targeting
As Ontario’s 2008 Budget indicates, contemporary targeting seeks to identify and exploit

“industries that will provide the high-paying jobs of tomorrow” (Ontario 2008). Therein
government seeks to act as a “catalyst for innovation and commercialization” through the
allocation of public resources to specific sectors of the economy identified as having either high
potential for growth and employment creation, or a proven competitive advantage against other
jurisdictions. As former Minister John Wilkinson notes, this aspect of targeting, one that seeks to
“look ahead and decide where we can compete,” involves “determining what we can lead the
world in. Not be good at but be the best, or at worst, top three in.”®* The focus on specific
industries, and on the increased congruency between academia and private industry, is structured

in the hopes of gaining the ability to set the price on new product and process innovations (ibid).

82 Traficante 2013.
83 Ross 2013.
84 Wilkinson 2013.
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Key to this strategy is the CAD3.2 billion Ontario Innovation Agenda launched in April
2008. The Agenda provides a broad framework for the Government of Ontario’s efforts to spur
innovation and new commercializable technologies through both indirect funding of research and
development, as well as the direct subsidization of business investment in the province. For
example, in its 2010-2011 budget, the province of Ontario provided direct business support of
over CAD1.3 billion to Ontario businesses. Estimates of 2011-2012 spending indicate that this
figure approaches CAD?2 billion. This spending is highly focused on strategic industries and job
creation, in particular the “Next Generation of Job Funds” and its focus on advanced
manufacturing, biotech and pharmaceuticals, renewable energy, digital media and information
communications technology, financial services (Ontario 2009C). In addition to the Next
Generation of Jobs Fund, Ontario provides a series of targeted funding envelopes including the
CADS500 million Automotive Industry Manufacturing Strategy for the development of new
technologies and innovations in the automotive industry, CAD150 million Innovation
Demonstration Fund (IDF) for clean technology companies, the CAD160 million
Biopharmaceutical Investment Program for the life sciences sector, and a CAD160 million
“Ideas-to-Market” strategy for emerging technology companies aimed at “born in Ontario”
entrepreneurs. Moreover, recent moves by the Province to rationalize its business support
spending are not premised on a desire to reduce direct transfers to enterprises, but rather to
reduce the administrative cost of delivering such programs. As the Province’s 2012 Budget
document notes, “the creation of the Jobs and Prosperity Fund as a means of reducing
duplication and administrative cost of business support programs. This move will produce
administrative savings of at least 25 per cent and overall savings of CAD250 million in 2014—
15” (Ontario 2012).

The CADL.15 billion (over 8 years) Next Generation of Jobs Fund (NGJF) is central to the
Province’s innovation and economic goals. Government documents describe the initiative as a
“strategy that can help innovative companies take the lead in worldwide markets which offer
long-term growth potential” (Ontario 2009C). As part of the funding criteria for the NGJF,
projects must breach a CAD25 million threshold and/or create a minimum of 100 “good” jobs.
As noted by the European Union’s review of international business support programs, the NGJF

was a novel program designed to “compete with other jurisdictions that provide business
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subsidies and to achieve provincial objectives related to creation and support for innovative
companies” (EC 2009).

Other Ontario incentive programs include research and development tax incentives that are
promoted as enabling upward of 60 percent reduction in the after-tax costs of research and
development. The 32 recipients of IDF funding have exclusively been companies whose
activities are highly focused on green initiatives, be it product or process innovations with
environmental benefits, alternative energy development, clean-water innovation or other
environmentally-focused activities. Funding support for the 32 recipients has ranged from the
mid-six figures to the ceiling of CAD4million with an average grant amount of over CAD2
million. The export potential of such innovations, and the government’s explicit funding
support, lend credence to the perception that the Government of Ontario is picking winners akin

to an interventionist industrial and strategic policy.

To be sure, the Province continues to use supply-side tax incentives as a means of
attracting investment and employment in nascent industries. However, the aforementioned
funding strategies for these sectors places a distinct prioritization on direct support, akin to
industrial policy and explicit state intervention. As figure 2 highlights, grants under the NGJF

can be applied to nearly all operational activities associated with new products and projects.

Figure 2 — Ontario Next Generation of Jobs Fund eligible costs
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Jobs & Investment Program —

O I"ITCI Nno Project Costs Summary Table

Eligible Costs Ineligible Costs

Equipment and Machinery Ongeing Costs of Produdion or
Operations, including Labour

Construction/Leasehold Improvements General Working Capital Requirements

Labour (onetime, start-up related costs) | Land or Buildings (except purpose-
s pecific buildings or retrofit construction)

Materials (priorto saleable produdt) Transacdtion Costs

Overhead Business Case Preparation

Research, Development, and Training Vehicles and Off-Site Equipment

Other Costs: that are directly attributable | Costs Mot Incurred in Onitario
tothe Project

Source: Ontario 2009D

In response to questions from members of the opposition regarding the existence of direct
business supports, then-Finance Minister Dwight Duncan explains the NGJF as a contemporary
means of “collaborating” with industry, a process that Ontario’s primary competitors utilize. He

notes:

Our government has been partnering with the business community over the course of the
last five years. That's what the Next Generation of Jobs Fund is all about...Governments
around the world today are interfacing with business, are investing in business, are
providing assistance to the auto sector --Japan, China, Germany, the United States,
Canada, Sweden; a variety of countries. We (also), in fact, offer a variety of funds that
are designed to assist with the preservation of jobs and to help create new jobs,

particularly those new jobs that will be prevalent in the 21st century (Duncan 2009).

Fernando Traficante, then-Director of Funding at the Ministry of Economic
Development, adds that the NGJF “is not just simply to support what we’d call day-to-day
activities of the companies, but it’s a development of new products, new technologies,

innovations, which will make a change with respect to the company and create capacity in the
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