Executive Summary:
An Economic Redtructuring Plan for Cherokee County

Cherokee County, North Carolina is confronting econorric dislocation because severa of
the mgjor enployers in the county have recently closed or are closing their plants. The
Office of Economic Development (OED) at the University of North Carolina at Chapel
Hill, in partnership with the Research Triangle Institute (RT1), conducted this study in
response to a request from Cherokee County for assistance in developing an economic
adjustment strategy.

The economic adjustment strategy provides an objective analysis of the county’ s assets
and liabilities for industry expansion and attraction. Based on this anaysis, OED and

RTI identified industries that have the greatest potentia for expansion in or attraction to
Cherokee County. In particular, we assessed the potentid for technology-related
companies, durable goods menufacturing and natural resource-based industries. We dso
looked at relevant best practices in economic restructuring from other aress, and
examined the econonies of the metropolitan areas closest to Cherokee County. The
report concludes with a set of recommendations and specific strategies for the county to
build upon its current assets. These focus on attracting and cresting the types of
conpanies that will help the county transition to and conpete in the new econorry.

Economic profile of Cherokee County

Cherokee County is in the heart of a poor, rurd region. The eight-county area including
and immediately around it has a population less than 150,000. The density of Cherokee
County was 505 people per square mile', less than one third of the average density in
North Carolina (157.1). This poses challenges of critical mess for developing progrars,
services, and infrastructure,

According to indicators fromthe U.S. Census Bureau, Cherokee County still has lower
income and deeper poverty than the rest of the state:

?? Cherokee County ranked 95" ampng North Carolina counties in per capita personal
income in 1997.

?? The county’ s median household income in 1998 was $32,500 or 71 percent of the
North Carolina average.

These relatively low incomes, during a time of unprecedented expansion in the nationa
and state economies, indicate structural problems in Cherokee County. In Section 2 of
the full report, we assess in detail the county’ s labor, exsting econony, infrastructure and
qudlity of life as the key factors that influence econoric development location decisions.

! County Devel opment Information for Cherokee County, A pril 1999, prepared by the Mountain

Resource Center of Western Carolina University.



Labor is the nunber one concern of nMost conmpanies in any industry considering a
relocation or expansion. Ironically, the fact that Cherokee County has higher-than-
average unenployment is currently an asset. The available labor resulting fromthe
closure of the Levi and Baker plants is an advantage because labor is in short supply in
nost of the country. Industrid location consultants often track plant closings to identify
places where there may be available labor.

However, 1997 data show that the county is drareticdly lower than the state average on
high school and college conpletion rates. Only 61 percent of adults had conpleted high
school (compared with 71% for NC overall) and only 8 percent had conpleted 4 years of
college (compared with 16% for NC). As expected, Cherokee County’ s age distribution
as conpared with the state’ s suggests a brain drain of the working age population. The
loca BErployment Security Commission indicates that meny young citizens who are
educated move to Atlanta or Chattanooga to find better paying jobs.

The existing econony of the county is shifting to nmore services jobs, but menufacturing

is still the largest sector, followed by trade, service, and government. As a share of
enployment, Cherokee County still has a strong manufacturing base (33%0) relative to the
state overdl (23%). The highest paying jobs in Cherokee County for 1997 were
government jobs ($24,323) and jobs in finance, insurance, and redl estate ($22,318).
Savice jobs paid slightly higher average wages ($20,956) than menufacturing jobs
($20,571), whereas the trade sector paid by far the lowest wages ($12,958). The average
wages for al industries increased by 29 percent between 1990 and 1997.  Services wages
grew the most, a 41 percent. In severa industries (menufacturing, trade, and finance,
insurance, red estate) the wage growth rate for the county is significantly below the
average for North Carolina.

Based on the project teani s communications with local businesses in October 1990, as
well as with severa regiona economic development officials, and secondary data from
numerous sources, we developed the following lists of the top ten assets and ligbilities for
Cherokee County’ s econormic restructuring efforts.

Assets:
1) High quality of life, including beautiful surroundings, anple outdoor recregtional
opportunities, low crime, and good hedlth care fromalocal hospita

2) Strong loca menufacturing base, including an emerging concentration in higher
technology sectors such as industrid, eectricd, and autormotive equipment

3) Bxcdlent community college, providing 2-year degree prograns, certificate
progrars, distance leamning to university progras, industry training, and snell
business assistance

4) Available work force with good work ethic and willingness to retrain
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6)

7)

8)

9

Leadership froma diverse but unified county econonric development commission in
identifying and capitaiang on opportunities for local job creation and investment,
including assisting exsting industry

High- performing public school systemthat is beconing a regiond leader in using
technology in course ddlivery and teaching technology-related skills that articulate
well with community college prograns

M oderate labor prices and taxes, especialy considering available tax credits fromthe
state

Conpetitive land costs and electricity rates

Loca airport, with mgjor upgrade to business class in progress

10) Proximity to Atlanta and other metropolitan areas on eastern seaboard interstate

corridors

Liabilities:

1
2)

3)

4)

5
6)

7)

8)

9)

Low educationd attainment and skill levels of adults in the county

Lack of technology-oriented skilled workers, and brain drain of trained students to
other areas

Low density of population, which lacks critical mass needed to denonstrate a case for
better infrastructure, including natural gas lines, telecommunications points of
presence, and 4-lane highways

Distance of two hours from nearest metropolitan aress, interstate highways, and
related services

Limited available sites and buildings to show prospective industries
Lack of informetion about and access to venture and other capital

Need to continue to inprove entrepreneurial culture despite many amenities that
appedl to entrepreneurs

Limited cultura and entertainment options and awareness thereof

Limited local access to graduate degree programs (such as engineering), and
corresponding academic R& D spinoff opportunities

10) Need to continue to foster interaction and networking among existing businesses

about conmmon needs and opportunities



Our prediminary assessment of county’ s capacity to support existing and new industry is
optimistic, if the county can take steps to address severd of the liabilities noted here.  In
the next two sections, we examine nmore closely the opportunities for Cherokee County to
connect to its nearest engines of economc growth and the ways that other distressed rura
counties are addressing similar challenges of restructuring.

Regional context

The study teamexamined the industry concentrations, growth trends, and strategic
directions of Asheville, Atlanta, Chattanooga and Knoxville — as reference points for
Cherokee County in planning how to connect better to the econonric engines of its nearest
urban neighbors. We focused primerily on the durable goods manufacturing sector for
this andysis. Findings include the following:

?? Transportation equipment, concentrated in both Atlanta and Knoxville, has seen very
hedlthy growth rates in both these metro areas. A utonotive conmponents are a stated
priority industry for the leadership of Atlanta, Asheville and Knoxville. The BMW
plant in Spartanburg, SCis another nearby lure for automotive parts industries.

?? Pimary metalworking industries are heavily concentrated and growing in
Chattanooga. Much of the metalworking in Chattanooga supports the autormotive
industry, so it can be seen as part of atransportation equipment cluster. A large
foundry there provides castings for half the cars mede in North America and just
announced a $30 million expansion.

?? Fabricated metal products are a conpetitive advantage in Asheville and Chattanooga,
and, while growing in both of these places, are growing even faster in Atlanta. Sorme
of these products, too, support the autonmotive cluster.

?? Hectronic and other dectric equipment, though not concentrated as much (relative to
the total loca econony) in any of the nearby cities as in Cherokee County, is growing
nmost in Asheville,

?? The conputer and data processing industry is on an upsurge nearly everywhere, but is
especidly concentrated in Atlanta.

One generd strategy for Cherokee County is thus to connect to dl four of its surrounding
cities for secondary and tertiary transportation conmponent or supply opportunities, to
Asheville for éectronics, and to Atlantafor “ dl things IT.”  Another possible strategy is
to start by exploring the opportunities in Atlanta, whose econony is a driver of the entire
southeast. The Atlanta metropolitan region has a population of over 35 million, over ten
times the size of Asheville (210,000), and covers about 5,000 square miles.

Cherokee County has high concentrations, as measured by location quotients, in some of
these same sectors: industria, electric, and transportation equipment (SCs 35-37). These
are agrouping to build upon, based in part on the interests of the local plant menagers in



the county. Cherokee County’ s approach should include connections with at least two
different metro areas in each targeted sector, as a protective measure in case one regiona
econormy takes adowntumn. Smilarly, by selecting severa diverse industries to target,
the county can bolster itself against downtums in a single industry.

Best practicesin economic restructuring

The study team collected best practices fromother places that are either rurd,
recuperating fromdownsizing of traditional industries, or both. The * best practices” in
economnic development usualy involve a combination of recruiting new industries,
helping the existing industries to remain and expand, and fostering the creation of new
smHll businesses. Specific types of interventions can be categorized as. workforce
development, public investments in infrastructure, management and merketing assistance,
and financing progrars.

Workforce devel opment is a critical part of econormic restructuring in communities
nationwide. Manufacturing firms that once employed unskilled workers now need a nore
educated labor force to operate complex mechinery and to meke critical decisions
regarding various aspects of the production process.

According to his remarks at a December 199 intemnational symposiumon the
skill requirements of the new econorny (learning.now, hosted by Regiona
Technology Strategies, Inc.), Ray Marshall of the University of Texas noted that
frontline workers must have different skills than in earlier decades; for exanple:

?? Ability to understand and use models, metrics, and other quantitative
tools to anayze the flood of data produced by informetion technology;

?? Ability to manage their own work, solve problems, and ded with
ambiguity;

?? Good communication, interpersona skills, and teamwork;

?? Ability to leam through the menipulation of abstract symbols,

simulations, and nodels;

?? Ability to perfformagreater array of tasks and adapt nore readily to

change.

As Richard Murnane and Frank Levy noted in their 1996 book, Teaching the New Basic
ills

During the past 20 years, the skills required to succeed in the econonmy
have changed radically, but the skills taught in nost [high] schools have
changed very little. As late as 1979, a 30-year old men with a high school
diploma earned a yearly average of $27,700, in 1993 dollars. By 1993,
with computers transforming both U.S. manufacturing and U.S. services, a
30-year old man with a high school diploma earned an average of $20,000.



Thus, they say, in addition to religbility, willingness to work hard, and a positive attitude,
firms paying high wages--now look for a new set of skills, even for a good blue collar
job:

?? The ability to read at the ninth grade leve or higher
?? The ability to do neth at the ninth grade leve or higher

?? The ability to solve sem-structured problens where hypotheses nust be formed and
tested

The ability to work in groups with persons of various backgrounds
The ability to communicate effectively, both ordly and in writing
The ability to use persona conputers to carry out simple tasks like word processing
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The Cherokee County Public Schools, Tri-County Community College, and local
industry should continue to work together to ensure that these new basic skills are taught
before young people leave high school, and to retrain displaced workers who do not have
them This may require work-based leaming opportunities as well as continuous
revisions in curricula é all levels.

The key point is not that al new jobs will require these skills, but that the best paying
ones, even in manufacturing settings, do and are likely to continue to do so. Nationd data
fromthe Bureau of Labor Statistics and the Bureau of the Census show a clear pattern of
increased eamings and declining unemployment rates as educationd attainment

increases. Most of the fastest growing high-wage occupations require &t least an
associa€ s degree.

Gven the strong manufacturing base of the county, its workforce development strategy
must include training (or retraining) of "new" basic skills to the exsting work force to
meke them more productive enployees eaming higher wages in menufacturing jobs -- as
well as training the young people to work for or start up the conpanies paying high-wage
IT and other (rapidly growing and lucrative) business and health services jobs. The
workforce development strategy, as part and parcel of the economic development
strategy, needs to be diversified.

As away to reverse the brain drain from Cherokee County, there may aso be a need for a
workforce recruitment strategy. The new econony literature discusses the highly

nobile nature of people, and that the best jobs go where the most qualified people are.
The county could begin to identify enterprising individuas who mey be interested in
participating in the econoric rebirth of the county. These might include county natives

who live elsewhere now, entrepreneurs fed up with Atlanta or New York, individuals

who live in the county but are working as commuters or telecommuters for an enployer
outside the county, and part-time or part-year workers who can help the county froma
distance.

Publicinvestmentsin infrastructure can include highways, airports, electrical and gas

facilities, water and wastewater services, and site development. Over the past ten years,
severd studies have shown a significant rdationship between the availability and qudity
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of public infrastructure and private sector productivity. Two of the best practices in
infrastructure development relevant for Cherokee County are development of a business
class airport (underway) and development of an industrial or Smart Park.

One of the ways that Cherokee County can ensure that industria park or other site
development will pay off is to identify an appropriate site and then undergo the Certified
Industria Ste process through AdvantageWest. This is arigorous process that includes
al the steps normly involved with due diligence in evauating industrid red estate, and
it substantially reduces cost and time for a company picking a certified site. With the
rapid pace of change in the new econormy, relocating companies often have only afew
nonths of lead time before they want to be on their new site. Having the background
work aready done on a site may be critical to its marketability.

A specific type of industria park thet is gaining popularity is ateleconmunications-
intensive park. One exanple is in a SmartPark Muskegon County, Michigan, which
suffered a severe economc downturn during the late 1970s and early 1980s. ShartPark
is a GTE-designed industrid park that offers state-of-the-art communications (i.e.
satdlite uplink, downlinks, and fiber-optic wiring) technology. Not only does GTE
provide the design, but it aso acts as the primary marketing agent for the park, saving
local organizations time and money.

Management and marketing ass stance can be criticd to the surviva of both new
enterprises and existing businesses. These can take meny forns, but especialy
important in the new econory are e-conmerce assistance, export pronotion, technology
investrment, and business networking. One of the nost powerful strategies for assisting
exsting businesses is to help themdevelop new merkets and link more effectively to
other related businesses in networks. Manufacturing edension partnerships (MBRS)
through NCSU are one resource to consider.

Financing programs for industry recruitment typically include state taxincentives such
as the William S. Lee Act, under which Cherokee County (as a Tier 1, or most distressed,
county) can now offer the highest tax credits available. The county aso has its own
programto reward worker training.

A conmon financing tool for assisting exsting or new businesses is a revolving loan
fund. The Southwestern Flanning and Econorric Development Commission (Region A)
administers one in which Cherokee County businesses can participate. In addition, the
Shoky Mountain Development Corporation administers the SBA 504 programfor smll
business lending in Cherokee County .

Microloans ($25,000 or less) can be among the most difficult to obtain through
conventiond financing. The Sdif-Help Credit Union is one of the most experienced "very
smell" lenders in the United States. Most of these loans are mede through the Svell
Business Administration (SBA) Microloan Program by metching that loan capitd, Seif-
Help doubles the inpact of SBA funding. Seif-Help opened a satdllite office in Murphy
in 1998.
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Sone ideas that these best practices suggest for Cherokee County include:

?? Combine recruitment with retention/expansion and entrepreneurial development
strategies

?? Develop the county as part of an economic region that cuts across county and stete
lines

?? Develop credtive partnerships anong business, education and governnment to develop

the skills required in the new economy

Build upon existing workforce niches, including retirees and disabled persons

Increase the odds of success for a site or industrid park by taking it through the steps

of the Certified Industrial Ste program

?? Develop and continually adapt progras to help exsting industry inprove

productivity and competitiveness, through both technology investment and export

pronotion

Facilitate active networks among related businesses in the broader region

Develop arevolving loan fund to support technology investrment

Support TCCC s Srall Business Center and the extension office in providing e-

commerce training, merketing, and other assistance to micro and sl businesses

?? Paticipate fully in Western Carolina University’ s plans to develop a high-tech
entrepreneurial research park

?? Leverage the presence of the Sdlf-Help Credit Union and the Sroky Mountain
Development corporation as catalysts for small business and microenterprise
development in the county

NN
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Trends and requirements of selected industries

Cherokee County selected three broad aress of interest for this study: technology-
oriented conpanies, durable goods manufacturers, and natural resource- based industries.
These were chosen with the intention of avoiding both industries that are downsiang and
industries such as retail that pay low wages.

Theinformation technol ogy and other related businesses services sector is burgeoning
nationwide. The nunmber of systens analyst jobs, for exanple, is expected to grow by
almost 200 percent by 2005°. The average annud salary is over $40,000in most of these
industries. Even the lower saaries, in data processing services ($29,503) and

informetion retrieval services ($34,440), would still be attractive in Cherokee County,
where the median household income is $32,500 (1998).

The requirements of call centers, which are among the least stringent of conpany types
within the IT group, include:

?? available and affordable labor, with a high school education, computer literacy, and
good verba skills

?? reliable and affordable telecomunications infrastructure, preferably with digital
switching

2 Manufacturing USA, 1998
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?? avallable suitable building

?? supportive business climete and tax retes

?? qudlity of life, especialy low crime, good public schools, moderate clinete, natural
appedal, and outdoor amenities

If the county can identify a suitable building such as the former Wal-Mart for a call
center, and GTE can provide cost-effective telecommunications lines, a small cal center
mey be feasible. It could be a productive entry point into telecom related job
developrment.

Meanwhile, the county should continue to assist smell businesses and existing industry in
goplying e-commerce to their work to identify new merkets and suppliers. The Svall
Business Center at TCCC currently provides business menagement assistance and
through arecent grant will be working with an e-commerce expert (Concurrent
Technologies Corporation, a contractor for the Hectronic Commerce Resource Center) to
eppand these services.

Software companies, which are sone of the highest-paying, look for population centers
that have apool of programmers, clusters of related companies, a customer base of other
businesses, research universities, venture capitalists, and an entrepreneurid culture.
Although Cherokee County has few of these factors, at least two conrpanies involved in
software development have located there during recent years: UniPay and SoftNET
Communications. Both of these companies said they noved to Cherokee County because
ther owners loved the mountains. So far they have both been successful in recruiting
senior programmers fromsouth Horida or Atlanta by placing ads enphasizng the

sinpler, nore beautiful surroundings of the mountains, away fromthe hassles of urban

life.

A regiona industrid development representative reiterated that recruiting high-tech
companies may be difficult for rural counties unless it is a one-owner situation in which
an individua rather than a board mekes the location decision. For exanple, a computer
game conmpany (that sold Scattergories to Milton Bradley) moved to Clay County
because the owner liked the area.

Cherokee County should capitalize on its proximity to Atlanta, which is amgjor IT
cluster region but has al the disadvantages of a metropolitan area— congestion, pollution,
and high costs of living and office space. Atlanta has the longest traffic commute of any
city in the U.S, and the BPA has restricted road construction there because of air
pollution. Cherokee County needs to merket its quality of life to attract small IT
companies with owners who are no longer willing to ded with the negative aspects of big
city life.

In durable goods manufacturing, Cherokee County already has severa mgjor
enployers, such as in SIC sectors 35-37, which represent a solid base on which to build
nore loca employment. These are industria, electrical and transportation equipment,



and they include mgjor local enployers Outboard Marine Corporation, difton Precision,
and MGM Brakes. Soux Tools and Emerson Bectric will soon join this group.

We know fromour analysis of the surrounding nmetro areas that they have targeted and
are having success in these sectors, including dectronics (Asheville), metalworking
(Chattanooga), and autormotive (Knoxville and Atlanta). The southeastern states are
realizng sone of the only job growth in these sectors. None of these sectors is staying as
it was even afew years ago, however. The autonotive industry is transitionln% to the
use of conpleted assenblies (such as dashboards) rather than piecemed parts”.
Metalworking and electrical equipment companies will be hiring mechine operators who
can run conputer-driven equipment used by advanced production technologies. All of
themwill want workers who have literacy, numeracy, and problem-solving skills, if not
vocationa or college training.

Because of the concentrations and growth of selected industries within durable goods
menufacturing in the immediate region, Cherokee County should explore opportunities to
grow its existing base in this sector. In the meantime, the EDC and TCCC should assist
the existing conmpanies in dl sectors of manufacturing to upgrade their production
technologies and workforce skills.

In natural -resource based industries, Cherokee County was once alogging center for the
Southeast. Now it has a cadre of loggers who work mostly as individua entrepreneurs in
sdlling tinber to various merkets. Rather than targeting awood products conpany, since
the sector is in decline, it seerms more prudent to focus public energy on facilitating

whatever technicd assistance may be appropriate to the current forest product
entrepreneurs. As a start, this assistance should include the identification of profitable
domestic and internationa merkets, as well as e-commerce training.  The county

extension agent, as well as forest econorics experts at North Carolina State University,

can be instrumental in this effort. Smilar types of assistance can be offered to famers in
identifying and merketing niche crops.

The county should draw upon its natura resource heritage to develop conpanies that
offer products or services that fit with the surroundings. This could be ether a
menufacturing conpany that mekes outdoor recreation equipnment — such as Colemen,
which would fit in the electrical equipment cluster — or any number of services related to
heritage or ecotourism

According to Dr. Gene Brothers, atourism expert from North Carolina Sate University,
ecotourismwhen done well is a package that includes education, concemn for the cultural
heritage of the area, resource preservation and econorric benefit to local residents®. The
key ingredients are not just the accommodations, such as bed and breakfasts, but the

3 Based on interview with Mr. Dale Carroll, director of AdvantageWest, the regional economic

development marketing organization for western North Carolina.
Most of theinsights in this section are attributable to Dr. Gene Brothers, a North Carolina State
University professor with extensive experience in tourismdevelopment, fromtelephone interview 2/00.



activity sevices for their guests--particularly in mountain biking, individud raft trips and
hiking.

Cherokee County’ s location two hours fromfour metropolitan areas can be an asset if
merketed appropriately. Srall ecotourism enterprises in Cherokee County should target
merket the people who do not want to go to the Srokies and are looking for something
different as a weekend getaway. Cherokee County’ s main assets for ecotourism
development are;

?? The Tral of Tears and potentia development of Fort Butler — for culture

?? proximity to whitewater both on the Nantahala and Ocoee Rivers — for rafting

?? Hiwassee, A palachia and Cherokee Lakes — for fishing

?? National Forest land — for hiking and backpacking

?? Diversity of wildlife and bird viewing opportunities

?? Proximity to Brasstown as a crafts center

Recommendations

The study team s main reconmrendations to Cherokee County are included within each
section of this executive sunary as they relate to each aspect of the study. The
recommendations section of the full report outlines a preliminary econonic restructuring
vision and strategy for the county and provides more detalled suggestions.

The data on educationd attainment and on the primecy of better basic skills in the new
econormy puts workforce development at the top of the priority list for restructuring. Our
recommended approaches to workforce development are borrowed in large part froma
recent draft report fromthe Workforce Development Think Tank, commissioned by the
N.C. Rural Center. We aso suggest strategies for entrepreneurial development, building
business networks around exsting strengths, and infrastructure developent, especialy
of the airport and a certified industrid site.  These are dl ways of developing the loca
econormic development product of the county for the new econory.

Then, after the product is better developed, we suggest several conplementary strategies
for the county to merket its current and expected assets both intemally and to the outside
world. These are based on principles of partnership among government, industry, and
education, as well as on the integration of econonric developnent approaches —
recruitment, expansion, and entrepreneurship.

A find important principle, given the county’ s rich natura assets, is to develop the types
of growth that will conplement rather than compromise the environment. Cherokee
County has an opportunity to capitaize on the qudity of life factors that residents of
congested urban areas seek, but it should plan growth rather than reacting to it.

This preliminary plan should serve as a springboard for ongoing goalsetting and
discussion among Cherokee County leaders about how to continudly adapt the county’ s
workforce, institutions and businesses to the changing econorny.



