


Economic Vision 2010 Report Card

Through seven years, this Report Card has allowed the Indiana Chamber
to produce an analysis of the state’s economic development compared to
the goals set forth in Economic Vision 2010.

As always, improvements in Indiana’s performance alone are not enough.
Those improvements must be measured against the enhancements taking

place in other states and nations. It often takes dramatic changes to realize
a significant improvement in rankings, grades and, ultimately, economic performance.

It also remains true that statistical data of this magnitude does not - and cannot - reflect the most
recent policies, laws and adjustments in economic conditions. It is fully anticipated that the many
positive developments of the past few years will show up in these statistical measures in ensuing
years. As an example, Indiana’s major 2002 tax restructuring did not have an impact in this or
other similar analyses until recently.

An addition to this year’s Report Card is the Motion Detector section - highlighting key metrics
and other measures that contribute the most to the all-important outcome of per capita income
growth. The statistics and analysis provided by GrowthEconomics paint a picture of Indiana’s
current status and the road to improvement.

While progress has been made, the grades and rankings within reaffirm the widely held belief
that Indiana has more work to do. It is important for business, community and political leaders to
acknowledge areas of strength in this Report Card, but also focus on improvements to produce a
climate that makes Indiana the ideal place to grow a business and raise a family.

Thank you for your interest in this report and the Indiana Chamber’s ongoing efforts to improve
the Indiana economy.

\ -—

Kevin M. Brinegar
President
Indiana Chamber of Commerce



Indiana’s Performance on Drivers, Sub-Drivers and Metrics
Overall C

Education and Workforce Development.....C
K-12 Education C+
AP Overall ..o ....35th
High School Graduation Rate... ...34th
SAT oo ...37th
ACT........... .. 19th
NAEP Math*... ....25th
NAEP Reading® .........cccooovivivivniicniiiiieiiccicicn. 32nd
Postsecondary Education B-
Physical Science and Engineering Degrees ......... 24th
Technology and Technician Degrees...................... 6th
Other Innovation Degrees.............ccccooviurinincininnns 7th
College Affordability.........ccccceuuneeee. .25th
U.S. News Undergraduate Reputation......... ....16th
U.S. News Top-Ranked Graduate Programs.......15th
College Migration®...........cccccoeuvuerniicinenicniericnnnnns 7th
Entrepreneurial Programs............ccccccoovvviicicnicnnns 20th
Workforce Development D+
High School Diploma Attainment .............ccc....... 30th
Bachelor's Degree Attainment................ A44th
High-tech Manufacturing Employment
High-tech Services Employment................
Physical Science and Engineering Workers.
Technology and Technician Workers........
Other Innovation Workers................
Adult Education...........cccocvvviininiiiiiiiicicccnaee
Business Costs and Productivity ................
Business Costs
Unit Labor Costs ..o 16th
Energy Costs......ccccocvuviiceicncnnnn ...12th
Worker's Compensation Costs*..........coceeuvureeernnee 2nd
Unemployment Insurance Costs..........cccccvueuunee 19th
Business Taxes.........ccccceviinniicininiieicccccns
Business Tax Structure
Metro Office Rents.......
Health Care Premiums..........cccooviiiniinniniiiccnnnnes 20th
Productivity and Labor Supply D
Net Migration Rate ..o 28th
Labor Force Participate Rate.........ccccccvueiiicininnanne 21st
Gross State Product per Job .............cc......... ....29th
Value Added in Manufacturing per Hour........... 24th
Service Industry Gross State Product per Job.....34th
Government and Regulatory Environment...B+
Government Efficiency C+
Government Gross State Product............ccccceuuunn. 9th
State and Local Tax Burden .........cccccooccuviivininnnns 39th
Units of Government per Capita®.........cccccccocureuee 34th
Regulatory Environment A-
Malpractice Costs*
Health Mandates...........cccccocoiiiiiniininiinceicccnnee
Business Liability ..
Liability System®........c..cccocoovniirnininceeccn
Infrastructure and Connectivity.........ceeueu.. B-
Physical Infrastructure C+
Highway Quality.......ccccoooviviinieiniinicncie, 23rd
Bridge Quality ........... ....16th
Railway Productivity .. 34th
Water Systems.........cccoccveiniiininiciiccan 6th

* updated information from March 2006 Report Card release not available

Major Market ACCess..........ccouruiuniriccniiininieiians
Traffic Congestion™.........ccccccocvvviviinivcniiciiciiccnns
Digital Connectivity
Broadband Connection ..........ccccceueuviniiinicinninians
Broadband Coverage............cccooucuviiriniinininiinicnnne.
Next Generation Internet............cccccocoeviiiiininnnn,
Rural Online - Last Mile Internet*..
Technology in Schools ..........ccccooviiniiiiiciiiicne
Dynamism and Entrepreneurism............... D+
Dynamism D+
Increase in High-performance Firms.................... 36th
Fortune 500 Headquarters ............... ....23rd
IPO AWards .......cocuviueiciiniciiciccicecececaes 24th
University Spinout Businesses ... ..22nd
Growth in Merchandise EXports .........cccccceveucuene. 24th
Growth in Foreign Direct Investment .................. 16th
Increase in New Business Churn ...........cccceeuue. 38th
Firm Start-up Activity Rate..........cccccooviiinnn
Establishment Failure Rate...........cc.cccccocvviiinninne
Entrepreneurial Activity Index
Small Business Growth...........ccccoeiiiiicnnnnns
Research and Creativity
Patents per Worker ...........ccccoevcevnicvniccnnnenee.
Patent per R&D Dollar......................
University Royalty/License Income.....................
University R&D Expenditures..........cccccccoouvrununnns
NSF Funding Rate ..........ccccccooiviviniiiiniinicics 25th
University Licenses/Options to Small Businesses......13th
Industry R&D Expenditures .........c.ccccceiviiiniiians 17th
Federal R&D Expenditures ...........ccccccccorcvnininnnn 44th
Capital Formation D
Venture Capital........cccocooiiiiiiniiiiiiciicce 27th
Bank Commercial and Industrial Lending.......... 26th
Private Lending to Small Businesses.................... 14th
IPO Financing.........c.cocevuevuncicinininnnns ..22nd
Capital Investment in Manufacturing Growth..22nd
SBIR/STTR Financing® ..........cccccceovuvcnvcincniinnncnnns 39th
SBIC FINancing.........cccccoeuevieiicieiciicniicsiciceienas 32nd
Quality of Life.....covueeeeeerernrisnennsninnenennenes C-
Economic Diversity and Civic Energy........cocecoeueueenenee B
Number of Nonprofits
Charitable Giving*.......
Voter Turnout® ...
Urban Cost of Living........ccccooveiviiieniiiiiciiccnns
Urban Housing Costs.. 19th
Homeownership Rates........... ..7th
Per Capita Disposable Income. 34th
Gender EQUItY .....cocvvviiniiicccccccces 39th
Racial/Ethnic EQUity......ccccocovoiiinininiiicicns 35th
Culture and Recreation D-
Leisure Employment..........cccccovviiiinininiciicninnns 21st
Parkland.........ccccc....... 41st
GOIf COUTSES ... 19th
Trails™ ... .38th
Health and Safety of the Population ..........ccceceuruueunee. B
Lack of Health Insurance............cccccccccviviciciiinnnnes 24th
Toxic Release Inventory............cccccoevuveicrrinccnnnns 44th
Clean Air




Indiana Makes Slight Improvement
2006 2004 2002 2000

Overall Grade C C- C C-
Education/Workforce C C C C-
Business Costs/Productivity C+ B A- B+
Government/Regulation B+ B+ B A+
Infrastructure/Connectivity B- C C+ C-
Dynamism/Entrepreneurism D+ D+ D D-
Quality of Life C- D+ C B

Bottom Line:
Indiana is showing steady gains in jobs and income, but not at a pace that outperforms the

majority of other states. Indiana scores mid-range grades across most drivers with Government
and Regulation, and Infrastructure and Connectivity above average, with Dynamism and

Entrepreneurism below average.

Comparing Similar Metrics
Development Report Card of the States,
Corporation for Enterprise Development’ 2007 Economic Vision 2010 Report Card

Human Resources: C K-12: C+

Infrastructure Resources: B Physical Infrastructure: C+
Quality of Life: C Economic Diversity & Civic Energy: B
Entrepreneurial Energy: C Dynamism: D+
Financial Resources: D Capital Formation: D
State Competitiveness Report,

Beacon Hill Institute’ 2006 Economic Vision 2010 Report Card
Infrastructure: D+ (33rd of 50) Physical Infrastructure: C+
Human Resources: D+ (32nd of 50) Education & Workforce C
Business Incubation: D (35th of 50) Dynamism and Entrepreneurism: D+

" Corporation for Enterprise Development, 2007. Development Report Card of the States; Indiana;
httpy/drc.cfed.org/grades/indiana.html
“Beacon Hill Institute. State Competitiveness Report 2006. http://www.beaconhill.org/




Measuring Performance and Progress
on Economic Vision 2010’s Sub-Drivers

2006 2004 2002 2000

Education/Workforce C C C C-
K-12 c+ B- B C
Postsecondary B- B B B+
Workforce Development D+ D D D-
Above average in Postsecondary; Workforce still a
vulnerability although there is some improvement;
downtrend in K-12 since 2002.

Business Costs/

Productivity C+ B A- B+
Business Costs B B C+ C
Productivity / Labor

Supply D D+ C- D+

Business Costs doing better, partly due to tax policy
changes; low Productivity probably tied to structural
factors (not enough high productivity, particularly

in the services sector.)

Govy/Regulatory Environ. B+ B+ B A+
Government Efficiency C+ C+ B- A-
Regulatory Environment A- A-  A- A-
Indiana’s best driver; Regulation remains main
strength; Government Efficiency still in mid-range,

but suffers from an increase in local tax burdens.

Infrastructure/

Connectivity B- C C+ C-

Physical Infrastructure C+ C C+ C+

Digital Connectivity B- B- C D+

Digital sub-driver shows steady gain over seven years;
Physical Infrastructure steady in the mid-range.

Dynamism/

Entrepreneurism D+ D+ D D-
Dynamism D+ C B+ C
Research/ Creativity D- D+ D- D-
Capital Formation D D D- D-

Underperformance in all sub-drivers; small gains
in Capital Formation, but not enough to outweigh

positive activity in other states.

Quality of Life C- D+ C B
Economic Diversity/

Civic Energy B B+ B B
Culture/Recreation D- D- D- F
Health/Safety of

the Population B C+ B B+

Above average in Economic Diversity and Civic
Energy and Health and Safety; no improvement in

Culture and Recreation.

Bottom Line:

Over the past seven years, Indiana has failed
to make substantial gains in key drivers that
shape the innovation economy. K-12,
Postsecondary Education, Business Costs,
Regulatory Environment, Government
Efficiency, Infrastructure and Digital
Connectivity have grades at or above average
this year. Best multi-year improvements have
been in Business Costs and Digital
Connectivity. Despite some improvements,
Productivity, Dynamism, Research &
Creativity and Capital Formation, all critical
attributes of today’s innovation economy,
are weaknesses. Quality of Life overall has
held its ground. Note that quality of life

varies significantly by region.




states for decades. Four states - Colorado, Minnesota, New
Hampshire and Virginia - stand out as “break away states.”
They are now counted among the top-performing or
near top-performing states. Below them is a group of the
“rising star states.” Indiana would do well to watch and
learn from this list.

What the Indiana Report Card Data Set Tells Us
About Indicators for Success

Rather than subscribe to one particular growth theory or
specific hypothesis about growth drivers, this first examination
of Report Card data examines each metric independently
using advanced statistical methods. This analysis was based
on an extended set of 130 metrics, with several new metrics
added for testing purposes (such as industrial diversity). Only
one outcome measure was used: per capita disposable income.

This is the most widely used measure of prosperity and
has been selected as a measure of overarching goal in the
governor’s plan, Accelerating Growth. Other income and
wealth measures are reserved for future investigation, once
longer time series data are available. Per capita income
offers the benefit of a clear definition with no major
changes in methodology of measurement over decades
of federal reporting. It has proven to be a good proxy for
the overall economic wealth of regions and states.

Table: The Economic State
of States on the Move

Reinvention States (9):

Proven to adjust to changing
national and global economies
over decades and stay in the
top one-third of states (in both
economic performance and
economic drivers) - CA, CT,
DE, MA, MD, NJ, NY, WA, WY

Break Away States (4):
Not in the big leagues 15 years ago,

but now are - CO, MN, NH, VA

Rising Star States (9):

Moving up fast in economic health,
economic drivers or both. AZ,
GA, ID, NC, ND, NE, SD, TX, UT

Turnaround State (1):

Once a leader, lost position, now

back in a growth mode - NV

The following list has been determined as most likely to affect disposable per capita income based
on 2005 data and five years of preceding data.

Overall, these results overlap and complement those of the Chamber in putting together Economic Vision
2010. Without knowledge of such empirical findings, many of the themes in the 2000 plan are congruent with
these findings. What is offered now is greater focus, more precise measurement and some adjustments.

Variables such as bachelor degree attainment have been repeatedly identified in other studies and
widely accepted as a key indicator. The contribution of highly ranked university graduate programs

Continued on page 13
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Motion Detectors

Within the larger set of baseline metrics, the Chamber is anxious to track those metrics most likely
to signal change that will make a real difference to Indiana’s economic advancement five, 10 and
20 years from now. Based on the practice of “dashboards” now gaining popularity with corporate
management, business leaders are looking for something similar: Yes, all these metrics are helpful
and insightful, but which ones really make the most difference?

This categorization of key motion detectors closely parallels the framework of the state’s 2006
strategic economic development plan - Accelerating Growth. Bachelor degree attainment is a key
measurement of the pro-talent theme; venture capital a measure of pro-innovation; and health
care premiums and productivity are measures of pro-investment.

Motion Detectors
Report Card Driver: Education & Workforce Development
Key Motion Detector: Bachelor Degree Attainment
Secondary Motion Detectors:
* U.S. News Graduate Programs
* Four-Year Tuition
* NAEP Mathematics

Report Card Driver: Dynamism & Entrepreneurism
Key Motion Detector: Venture Capital

Secondary Motion Detectors:
¢ IPO Financing
e SBIC Awards, SBIR Awards and Deals, ATP Deals
* Business Gross Operating Surplus (profits and investments)
* Fortune 500 Headquarters
* High-Performance Firms

Report Card Driver: Business Costs & Productivity
Key Motion Detectors: Health Care Premiums, Productivity
Secondary Motion Detectors:
* Energy Costs
* Broadband Connections
* Major Market Air Access
* Services Industries Output per Job



Economic Vision 2010 Report Card

Motion Detector Results

Big Movers,
2006 Peer Indiana last 4 years
Indiana States Indiana Change
2006 Average 2006 in Value,
Motion Detectors Value Value Rank last 4 years State
Bachelor Degree Attainment 21.3% 24.3% 44 34% | Georgia
Nevada
Venture Capital $4.4 $3.5 27 108.4% | Arkansas
(per $1,000 of GDP)
Health Care Premiums $6,675 $6,891 24.3% Utah
Productivity $95,105  $87,793 N/A N/A

(sales per employee)

* Indiana has shown only very slow improvement in bachelor degree attainment and still ranks
substantially below the majority of states and its Midwest competitors.

* In venture capital, it has fared better than its peer states, though its strong growth still has not
elevated it into the top half of the states.

* Average health care premiums for mid-market and large companies in Indiana are below the
Midwest average though continuing to rise, with family coverage premiums lying above the
U.S. average and single coverage premiums below the U.S. average.

* The small and mid-market firm productivity measure, sales per employee, is Indiana’s best
performing motion detector, ranking ninth among the 50 states and substantially above the
Midwest peers. At the same time, this Report Card points to the below average performance in
more general productivity measures, especially in the service sector.
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Overall Grades

Midwest Performance
2006 2004

Wisconsin

Michigan

Ohio

Indiana

Ilinois

Kentucky

Other Manufacturing Competitors
2006 2004 2002

North Carolina B- B- C+
New Hampshire C+ C+ B-
Oregon C+ C+ C+
Towa C+ B C+
Indiana C C C-
South Carolina D+ D+ D

Rank/State

Massachusetts
Utah
Maryland
Delaware
Colorado
Virginia
Idaho

South Dakota
Arizona
Wyoming
Minnesota
Washington
Connecticut
North Dakota
North Carolina
California
Montana
New York
New Hampshire
Texas
Wisconsin
Pennsylvania
Oregon

Iowa
Vermont
Michigan
New Jersey
Nebraska
New Mexico
Ohio

Kansas
Georgia
Indiana
Florida
Illinois
Nevada
Rhode Island
Alabama
Maine
Tennessee
Missouri
Alaska
Oklahoma
Hawaii

South Carolina
Kentucky
Arkansas
Louisiana
West Virginia
Mississippi

2006 2004

A+
A-
A-
B+
B+

nonNnonNnNnNNnN

EicivivivivivAvEoNO RO NG NGNS
1 +++| 1 1 1 1 1

A+
B
B
B-
B
B+
B+
B
C+
B-
B
B-
C+
C-
C+
C+
C
C
C+
C
C+
C-
C
B-
C
C
C-
C-
D+
C
D+
C
C-
C-
C-
D
C
D+
D+
D+
C-
D
D
D-
D-
D
D
D-

2002 2000

A+
A-
A
B
B+
B+
B-
B-
B-
B-
B
A-
C+
B-
B-
B-
C
C
C+
C
C+
C
C+
B
C-
C+
D+
C

A+
A-
B+
C+
A+
B+
C+
C
B-
B-
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A In dl ana Since 1981, the Indiana Chamber of Commerce Foundation,
/2B Ch amb er Inc. has provided timely and thought-provoking research to

- enhance Indiana's business climate, economic future and
/Al Foundation

quality of life. The Foundation is dedicated to elevating the
visibility and discussion of key issues that improve Indiana's economic opportunities.

The research funded by the Foundation impacts the public and private sectors. Its work is highlighted
by a series of insightful studies that formed Economic Vision 2010, the Chamber's long-range economic
development plan for the state. These studies have resulted in major public policy discussions
and contributed to education and tax restructuring reforms.

More information about the Foundation can be obtained from Mark Lawrance at (317) 264-6893.

Commentary: Continued from page 9

is less touted but strong research universities have appeared positively correlated in several growth
studies. NAEP results in mathematics (highly correlated with NAEP reading results) have become
a more recent addition to the competitiveness debate. It is highly correlated with other K-12 measures
such as performance on advanced placement exams and general high school diploma attainment.

Many federal small business and technology programs show tight relationships with per capita
income. The statistical significance is with the number of awards, not the amount of the awards,
apparently indicating that states with businesses actively pursuing and obtaining such awards
display economic dynamism. Related risk capital financing such as venture capital and initial
public offerings also show significant contribution to per capita income.

Several measures of high-performance firms such as Fortune 500 headquarters and gross operating
surplus (which largely reflects business profits, proprietor income and fixed capital investments
by firms) speak to the widely held proposition that profitable and prosperous businesses make for
economically healthy states.

This analysis demonstrates that business costs and productivity remain important determinants of
economic health. Critical cost factors are energy prices and health care premiums. And the importance
of the productivity of the services sector explains why those states that are highly productive in
manufacturing are only counted among the state leaders if their services sector is equally productive.
This is not the case for Indiana, in which service sector productivity is low relative to manufacturing.
This links to a strong case for diversification in Indiana’s strategy.
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The Economic Vision 2010 Report Card was made
possible through the generous support of:

CINERGY.

FOUNDATION

2~ VECTREN

Not just power. Possibility.

1312 INDIANA
MICHIGAN
POWER"®

A unit of American Electric Power





