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ow do the economic development professionals in
your community spend their time? Do you even
know? Based on the thousands of extensive, face-
to-face interviews we have had with your business
counterparts, we can tell you what your colleagues
think. The commonly held belief among CEOs is
that economic developers are almost solely focused
on attraction of new industry. In fact, nothing could
be farther from the truth. The majority of these or-
ganizations throughout the country place retention
of existing businesses as their number one priority.

The “disconnect” between customer percep-
tions and the real priorities of these organizations
underscores the inefficiency and ineffectiveness of
the economic development system as a whole.

A Not-for-Profit Mentality

How did this happen? Think about the process
of customer retention and attrition in a generic
sense. Retention is a process of serving the cus-
tomer at or above their level of expectation. This is
the essence of true customer service and, ultimate-
ly, customer satisfaction. The basic tenets of cus-
tomer retention through customer service and sat-
isfaction are ubiquitous. Car dealers, restaurants,
mail order businesses, Internet service providers—
it doesn’t matter what type of business.

Those customers

S8 who are not satisfied
invariably leave to

find this satisfaction
elsewhere. We have

all experienced this
phenomenon first
hand: the waiter
who was too busy to

take our order; the

car dealer who treat-

ed us like a second class citizen; the mail order
business that mixed up our order right before

Christmas; or the Internet service with busy lines.

BUSINESS RETENTION

By Laith Wardi and Del Birch (Business Retention Technologies, Erie, PA)
and Donald R. Libey (Libey and Associates, Haddon Heights, NJ)

As a CEO, you have a simple way to measure cus-
tomer satisfaction: your customers continue to buy
from you. You measure individual customer satisfac-
tion in dollars. If you fail to meet or exceed customer
expectations, they will spend their money else-
where. In the for-profit world, this type of positive or
negative reinforcement is direct and ongoing.

Who's the customer
for the economic devel-
opment agencies? It's
you—the CEO who's al-
ready located in town,
who has provided good
family-wage jobs for
years and who consis-
tently makes strategic
the

investments in
business and, by extension, the community itself.

While some CEOs are happy, the overwhelming
majority tell us that they “don’t know” the local
economic development professionals, they “never
hear from them” and they certainly have little un-
derstanding of their role.

That’s because the situation with the economic
development agency down the street is not as sim-
ple or clear-cut as your relationship with your cus-
tomers. Certainly, the agency and personnel were
originally put in place to provide critical business
assistance to firms like yours—assistance like low
interest financing for buildings, land and equip-
ment, export help, quality improvement programs
and workforce training. These agencies are, how-
ever, non-profits and serve other, secondary cus-
tomers as well—boards of directors, funding
sources, local elected officials, and special inter-
est groups, to name a few.

Unlike the for-profit, private sector firm, non-
profit economic development organizations do not
have the luxury of concentrating on their primary
customers—the owners of wealth and job creating
businesses. Instead, the local economic develop-
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ment agency spends a great deal of time with their
secondary customers—answering to boards, seek-
ing additional funding, meeting with local elected
officials, and placating special interests groups. As
aresult, the relationship between the agency and
its primary customers becomes blurred over time.
With a myriad of secondary customers occupying
too much time and attention, the agency and its
staff lose focus on the real customer.

This scenario is not exaggerated. It's a major
reason why CEOs voice complaints about local eco-
nomic development organizations. Not surprisingly,
it's also a major reason why local economic devel-
opment agencies have a difficult time maintaining a
systematic, comprehensive business retention pro-
gram. With staff pulled in multiple directions, local
business retention programs typically generate
more ‘feel good’ headlines than tangible results.

If you need proof, simply check the Dun &
Bradstreet statistics that track migration of busi-
nesses across state and regional lines. There’s a lot
of movement generated by unhappy, dissatisfied
CEOs looking for more cooperative locations and

more responsive

economic develop-
ment organizations.
Look at this from
a private sector
viewpoint. As a CEO,
you've learned that
prospecting for new
customers is always
expensive and time-

consuming, with low

response and conversion rates—but it is, nonethe-
less, necessary. In fact, all of the up-front investment
is made in finding the one customer out of 100 who
will remain an active customer long enough to cre-
ate a satisfactory return on investment. If the cus-
tomer is not retained before the investment is se-
cured, an economic loss is incurred.
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Before you hecome another community’s “big fish” find out
what your current community can do to help you stay.

The concept of a lifetime return on investment

realized over long periods of time applies to

economic development and the retention of wealth-

creating businesses.
Simply stated, retaining
existing companies
generates a greater eco-
nomic benefit than ex-
pensive, time-consum-
ing efforts to attract
new firms.

Yet, too many eco-
nomic development or-
ganizations ignore exist-
ing customers in an
effort to land the “big
fish.” With 87% of the
wealth-producing com-
panies in the United
States having less than
20 employees, this eco-
nomic development tac-
tic is more often than
not destined to fail.
With thousands of com-
munities bidding for the
same handful of major
projects, there are far
more losers than win-
ners when business at-
traction is favored over
business retention.

Why don’t public
sector economic devel-
opment agencies rec-
ognize this? Some do,
citing Dr. David Birch'’s
landmark study in the

New York City (NYC) has retained 35 major
companies since 1994, representing a re-
tention of 79,470 jobs and an addition of 43,971
jobs over the next 20 to 25 years. In April of 1998,
NYC put together an incentives package to retain
Barnes & Noble, Inc.’s corporate headquarters in
Manhattan. Barnes & Noble, the world’s largest
bookseller, plans to consolidate its NYC corporate
operations by adding 108,000 square feet to its
headquarters for a total of 144,000 square feet.

Over the term of the agreement, negotiated
through the NYC Economic Development Corp.
(EDC) and approved by the City's Industrial De-
velopment Agency (IDA), Barnes & Noble will re-
ceive approximately $900,000 in sales tax ex-
emptions and $1.2 million in energy benefits.
The city’s portion of these benefits is $511,000,
100% contingent upon growth by the company.

This is a unique “growth-linked” agreement
implemented under Mayor Rudolf Giuliani, which
means that sales tax benefits will not be provided
unless the company achieves specific employ-
ment targets. The agreement, will keep 577 jobs
in Manhattan and create a projected 287 new
jobs during a 15-year period. In the event the
company does not maintain the specified job lev-
el, the agreement has a “recapture provision”
which calls for the repayment or reduction of
some or all of the benefits taken, as well as penal-
ties, and an elimination of any unused benefits.

Barnes & Noble had considered relocating
150 of its technical and support staff to a Barnes
& Noble facility in New Jersey. Instead the com-
pany has committed to locating these employ-
ees as well as its headquarters and Internet
business in Manhattan. =

early 1980s. Many, however, face considerable
pressure from their secondary customers—
boards, elected officials, and special interest







