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Past attempts at inner-city revitalization have failed because they ignored those basic economic principles. They
sought to meet highly visible social needs - poverty, homelessness, and hunger — with programs such as
income assistance, housing subsidies, and food stamps, while they ignored the need to build viable inner-city

i - The revitalization didn't take root because without économically viable companies the only growth
social programs promote is their own.
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Toward a New Model
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The Advantages of Inner Cities
Location plays an important part in determining the ultimate success or failure of a business, Many people
assume that the chief advantages of inner-city locations are low-cost real estate and availabje labor. But those

other relationships. Unusual or sophisticated local demand is one important reason why clusters form ag
companies gain insight into customers' necds. The clusters represent critica] masses of skill, information,
relationships, and infrastructure in a particular field,

Iinitially described the theory of location and regional clusters in my book The Competitive Advantage of
Nations. 1 applied that theory to relatively large geographic areas of nations and states. But the theory is just as
relevant to smaller areas such as the inner city.

Creates opportunities for relocating warchousing, data processing, food Preparation, and other activities that
benefit from downtown proximity away from more expensive downtown headquarters (or other company
locations).

For example, Boston's fresh produce and food-processing cluster derives a critical competitive advantage from
its inner-city location in Newmarl_cct Square. Containing such businesses as flower wholesalers, seafood




employees from inner-city neighborhoods. That combination of factors has led to a dense concentration of
processors, caterers, truckers, wholesalers, distributors, and other suppliers, which together form a vibrang

Some observers argue that advances jn transportation and communication have climinated the competitive
importance of location, However, the growth of concepts such as just-in-time delivery, superior customer
service, and product-development relationships between Customer and supplier continue to make location g
critical business factor, Take, for example, Atlanta's Matrix Exhibits. With 39 ¢mployees and $2.2 million jn
sales, the company assembles, supplies, and delivers trade-show exhibits. Because Matrix is based in the inner
city, only a six-minute drive from the Georgia World Congress Center, it can respond faster than itg suburban
competitors to exhibitors' frequent last-minute requests.

In Boston, proximity-sensitive businesses - food processing and distribution, printing and publishing,
commercial laundry, and other Support services -- have remained in the inner city, notwithstanding attendant
difficulties. (See table, page 9.) Likewise, in Los Angeles many of those and other businesses . toy and
electronics importing and distribution, for instance - are location sensitive. Such businesses have emerged and
remained in the inner city despite government policies that erode the area’s locational valye, That persistence
suggests that the potential to expand the base of location-sensitive businesses in inner cities is significant,

Local market demand. The second potential competitive advantage of the inner city lies in the unmet demands
of its own population. Even though average incomes are relatively low in inner cities, high population density
creates substantial purchasing power and a large market. Tota] family income in Boston's inner city, for

Inner-city markets are not only large but young and rapidly growing, in part because of immigration and
relatively high birthrates. Their largely minority consumers, as some established companies have already
realized, represent a major growth market, Chicago's historic retailer, Goldblatt's Department Stores, for
example, found new life after bankruptcy, with a strategy built on inner-city stores. In 1981 the company closed
all but six of its stores. Focusing on cash-and-carry items, Goldblatt's hag re- emerged as a competitive retailer,
now with 14, mostly inner-city, stores.

The principal inner-city business opportunity springs, however, not from the size of the market but from itg
- People in largely lower-income ethnic and minority communities haye distinctive needs and tastes,

in the United States. Miami-based, Latino-owned CareFlorida Inc. has rapidly grown its health-maintenance
Oorganization by tailoring its marketing to Latino customers. Universal Casket, in Cassopolis, Mich., has grown




Page 4 of 8

Instead, a focused Strategy can provide a competitive advantage over large cstablished manuracmrlng-company
players like Procter & Gamble, Safeway, and Levi Strauss, and a base from which 1o cxpand into other market
segments. Inner-city-based firms can sel] not only in their own communities byt to similar communities
nationally and even internationally, creating the opportunity for large multiunit companies. The rapid progress
of Americas' Food Basket, a Cuban-owned supermarket based in Boston's inner city, suggests the potential for
growth in retailing concepts that cater to local ethnic demand. In just its second year of operation, the company
is profitable on annual sales of $8 million. Americas' Food Basket has developed a product mix that satisfies
local demand better than mainstream supermarkets do. And unlike nearby mom-and-pop stores, Americas’ Food
Basket has developed a partnership with a leading national wholesaler, which helps it make its selection, prices,
and services better than those of its smaller competitors. In San Antonio, Handy Andy Supermarkets focuses on
the Latino market. The company has 23 stores in Texas and projected sales of more than $400 million for 1994,

To capitalize on that large market opportunity, the new breed of inner-city businesses cannot be small high-cost
companies. They must quickly build themselves into efficient, high-quality businesses that uge the latest in
technology, marketing, and professional management techniques.

Integration with regional clusters. A third potential competitive advantage of the inner city is a company's
ability to leverage access to nearby regional business clusters. Boston's inner city, for example, is next-door to
clusters of world-class financial-services and health-care providers. While inner-cnt}: companies are currently

inputs as well as the opportunity to sell downstream products and services. Proximity to Detroit's large cluster
of automotive companies, for example, enabled $103-million Mexican Industries, a 1,000-person inner-city
manufacturer of armrests, headrests, and air bags, to become a respected supplier by forging close relationships
to General Motors, Ford, and Chrysler.

Human resources, The fourth potential competitive advantage of the inner city lies in its human resources.
Inner-city workers are often more motivated and loyal in businesses that suffer high turnover. For instance, a
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fAnority entrepreneurs who have responded to the local demand for social services ang 1o funding opportunities
provided by govemment, foundations, and Private-sector sponsors, The challenge is to redirect some of that
entrepreneurial talent toward the building of for-profit businesses and wealth creation.

talented people have started or acquired businesses at all, much less businesses in the inner city. But many of
them have developed the skills, network, capital base, and confidence that will allow them to join or found
entreprencurial companies, In addition, many young people still attending or just leaving business school are
attracted to entrepreneurship and to community involvement, They are eager to apply their talent and training to
economic development. A new pool! of founders and managers of inner-city businesses, then, is poised for
action.

Land. A large percentage of companies moving out of the inner city would stay but can't for lack of space,
Inner cities Jack adequate parcels of land for construction and expansion. For instance, Rebuild L A cstimates
that only 9 of 200 vacant or underutilized lots in South Centra] Los Angeles are larger than one acre. Wal-Mart
requires four to six acres to build 3 new store. Even when land is available in the inner city, it's often broken
into small, unusable lots. The development of Jeffery Plaza, a shopping center on Chicago's South Side,
required cight years and substantial government involvement to assemble 21 contiguous parcels. Even after
they're assembled, inner-city sites often ire expensive demolition and environmenta] cleanup. Private
developers and banks tend to avoid sites with even a hint of environmental problems, because of punitive

community group negotiation, and 8overnment-required unjon contracts and minority set-asides. Equally if not
more damaging to inner-city development is the uncertainty that regulations create for potential investors,
Developers in Boston, Los geles, and Chicago all expressed hxsuwon at the thx:ec-tq—ﬁve-year regulatory
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Security. Crime is g rea] deterrent to doing business in the inner city, but the perception of crime i greater than
the reality. Crime 4gainst property raises costs, For example, the Shops at Church Square, an inner-city strip
shoppipg center m Cleveland, sp;nds. $2 per square foot more Fhan & comparable suburban center because it hag

Employee skills, Many inner-city residents are not work-force ready and Jack the skills to work in aj] but the
most unskilled occupations. With large pools of lower-wage labor available across the globe, many inner-city
residents need more than Just basic skilis, They need skills appropriate to the particular occupations and
industries located in or near their communities.

(SSBIC) program of the U.S. Small Business Administration targets smaller enterprises for equity investments.
While those efforts help, some of their underlying assumptions are questionable. Far more debt capital is
earmarked for business lending in the inner city than has actually been lent. Quasi-government institutions are
more risk averse than commercial banks out of fear of losing public money and being accused of
mismanagement. The proliferation of special financing sources also leads to fragmentation, duplicates
overhead, confuses borrowers, and discourages the development of high-quality, private-sector expertise in
minority and inner-city business financing,
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companies that are not owned by minorities or Jocal residents. While understandable, that attitude constitutes 5
significant barrier to current and future economic development, Locally owned or minority-owned businegses
are more likely to hire locally, but the hard truth is that inner citieg do not have the human or financial capita] to
revitalize themselves without outside participation, In neighborhoods where the attitude is "development will be
On our terms or not at all," the result has been little or no development. Inner cities must welcome outside
investors — as long as the businesses they support provide decent jobs for local residents, do not pollute, and are

their leaders can work to improve the business climate in the inner city. They might, for instance, create referral
networks to help companies screen potential employees, help educate the community to the needs of business,

Six goals should guide private-sector initiatives:
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the lower cost of living that efficient businesses bring to inner-city residents more than compensate for the loss.
And while some local merchants may suffer, the large retailers will generate additional foot traffic for new and

existing locally owned businesses,

its customers buy to meet immediate needs, and it hag matched its merchandising to customers' buying habits,
Unlike suburban retailers, which stock a large selection of winter coats in the fall, Goldblatt's shows its winter
coats in the winter. One Way companies improve their understanding of the inner-city market is to build

relationships in the community and hire locally. Neighborhood emplo
customers and help stores customize their product offerings.

Yees build loyalty from neighborhood

they spread security costs among a large number of businesses, and tenants collectively pay only 33 cents.a
square foot for 24-hour security service, Furthermore, in such a large business complex, the perception of
security, just as important ag the reality, is also enhanced,
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