








Appendix 1: Case Studies and Methodology

IV. Manufacturing indicators for U.S. and Minnesota in 2007 and Minnesota’s ranking among the peer
states

% Change

2000 to 2007 Rank
Manufacturing indicators us MN us MN (1-8)
Manufacturing share of real GDP/GSP 13.6% 15.8% -6.1% 1.7% 3
High-tech manufacturing share of real GDP/GSP 4.8% 5.6% 39.3% 87.3% 2
Manufacturing employment (thousands) 13,882.6 341.2 -19.6% -14.0% 6
High-tech manufacturing employment (thousands) 2,468.7 77.1 -19.4% -12.6% 4

2.00%

Share of U.S. high-tech manufacturing employment | (U.S.avg.) 3.12% 2.0% 8.3% 4
Manufacturing wage per employee (USS) $53,804 $52,765 25.3% 25.8% 3
Manufacturers’ capital expenditures (US$ billions) $135.8 $2.8 -12.3% -4.3% 3
Industrial R&D expenditures (US$ billions, 2005) $226.2 $6.3 13.3% 70.3% 4
Real manufacturing output (US$ billions) $1,571.7 $33.9 10.2% 18.1% 4
Real manufacturing output per worker
(USS thousands) $113.6 $99.2 37.9% 37.1% 5
Value added per production worker (USS) $249,139 | $222,051 48.8% 35.5%
Exports of manufactured goods (US$ billions) $1,022.1 $16.3 44.4% 71.5% 3

Note: Data are 2007 figures, unless stated otherwise. The rankings are among the eight peer states, 1 = best and 8 = worst, based on
the growth rate from 2000 to 2007.

Sources: Bureau of Economic Analysis, Bureau of Labor Statistics, The National Science Foundation, U.S. Census Bureau, Milken
Institute.

Manufacturing plays a major role in the growth of Minnesota’s economy. Its manufacturing real GSP totaled
$33.9 billion, or 15.8 percent of the state’s real GSP in 2007. The state’s manufacturing real GSP rose 18.1 percent
from 2000 to 2007, most of it from non-high-tech manufacturing industries. Manufacturers’ capital expenditures
contracted less than the national average, showing that Minnesota manufacturers decreased their investments
in the expansion and upgrades of plants and equipment.

Manufacturing employment in Minnesota totaled 341,200 jobs, or 2.5 percent of the nation’s total in 2007, about
the same as in 1990. Although the level of employment was the same in both years, Minnesota had a bigger
share of U.S. manufacturing jobs in 2007: 2.5 percent compared with 1.9 percent in 1990. Though employment
declined, the rates of decline in both high-tech and non-high-tech manufacturing were not as severe as the
national average during the seven-year period. In fact, employment in high-tech manufacturing rebounded
modestly after manufacturing employment bottomed out in 2003.

Most job losses from 2000 to 2007 were in the computer and electrical product and fabricated metal product
industries. However, the state made considerable gains in other high-tech manufacturing industries such as
navigational, measuring, electromedical, and control instruments manufacturing, which has added 1,400 jobs
since 2000 and 5,400 jobs since 1990. Medical equipment and supplies manufacturing has added 3,700 jobs
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since 2000 and 6,500 jobs since 1990. The growth has increased Minnesota’s share of the nation’s high-tech
manufacturing from 2.9 percent in 2000 to 3.1 percent in 2007.

The average manufacturing wage in Minnesota was $52,800, slightly less than the U.S. average, but still a 25.8
percent increase since 2000. The value added per production worker was $222,051 in 2007, less than the U.S.

average.

V. Minnesota’s public economic development incentives

Public incentives Rank
Corporate income tax exemption Yes>*
Tax exemption on manufacturing machinery equipment Yes
State loans for equipment and machinery Yes
Excise tax exemption Yes
Tax exemption on manufacturers’inventories Yes
Property tax exemption Yes
Job creation tax credit Yes
Research and development tax exemption Yes
State loan guarantees Yes
Long-term state economic plan No

Source: Site Selection Magazine, November 2008.

Minnesota has emphasized “robust” public-private collaborations among economic developers, utilities, private
firms, and the Minnesota Department of Employment and Economic Development to help businesses grow.

A key focus for one such partnership is to promote Minnesota and its business economy at the local, regional,
and national levels. The state provides financial assistance to businesses through an innovative program that
awards competitive grants to local governments that leverage the funds to offer low-interest loans to companies
expanding or locating in the area. Loans up to $5 million may be made to any one business as long as 20 percent
of the project costs are privately financed through equity or other sources. Tax incentives focus primarily on
encouraging investment in innovative businesses in Minnesota border cities to combat the loss of businesses

to neighboring states. A novel service provided by the state is E-Verify, an Internet-based system that helps
employers electronically verify the employment eligibility of prospective employees.

54.Income, sales, property taxes, and investment earnings are exempt for firms in selected zones and certain biotechnology companies.
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OREGON

Top five indicators, 2007

Real gross state product $143.7 billion
Per capita personal income $35,143

Total exports of goods $16.5 billion
Manufacturing’s share of real GSP 32.1%

Real manufacturing output per worker $226,709

I. Economic climate indicators for U.S. and Oregon in 2007 and Oregon’s ranking among the peer states

% Change 2000 to 2007 | Rank

uUs OR us OR (1-8)
Real gross domestic product (US$ billions) $11,523.9 $143.7 17.4% 27.8% 2
Total nonfarm employment (thousands, SA) 137,604.3 1,731.4 4.4% 7.0% 4
Total exports of goods (US$ billions) $1,162.5 $16.5 48.7% 44.5% 6
Per capita personal income (US$) $38,615 $35,143 29.4% 25.1% 6
Median household income (USS) $50,740 $48,735 20.8% 19.1% 4

Note: Data shown are 2007 figures, unless stated otherwise. The rankings are among the eight peer states, 1 = best and 8 = worst,
based on the growth rate from 2000 to 2007.
Sources: Bureau of Economic Analysis, Bureau of Labor Statistics, U.S. Census Bureau, Milken Institute.

Oregon’s economy grew an impressive 27.8 percent over seven years. The state contributed 1.2 percent to the
U.S. real GDP in 2007. Its annual economic growth averaged 4.1 percent from 2000 to 2007, compared with the
U.S. average of 2.3 percent. Oregon’s work force has grown modestly, with total nonfarm employment at more
than 1.7 million in 2007. Though per capita personal income in the state rose to $35,143—a 25.1 percent increase
over seven years—it was less than the U.S. average. At $48,735 in 2007, median household income also lagged
the national average.

Oregon’s exports increased in the past seven years. The total value of exports (based on the Origin of Movement
series) was $16.5 billion in 2007. The top three commodities exported were processors and controllers, wheat,
and electronic integrated circuits. The top three destinations for its exports in 2007 were Canada, Japan, and
China.
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Il. Business climate indicators for U.S. and Oregon in 2007 and Oregon'’s ranking among the peer states

% Change 2000 to 2007 | Rank
Business climate indicator us OR us OR (1-8)
Corporate income tax rate 15.0%-35.0% 6.60% 0.0% 0.0% 2

-33.3% -

Individual income tax rate 10.0%-35.0% | 5.0%-9.0% | -11.6% 0.0% 7
Property tax rate 1.38% 1.22% - - 3
Sales tax rate none none -- -- 1
Employer unemployment insurance tax rate 0.66% 1.16% 24.5% -4.1% 8
Total state-local tax burden rate 9.90% 9.60% 4.2% 0.0% 4
Per capita total state-local taxes paid (US$) $4,223 $3,701 35.8% 26.7% 3
Government debt as % of GDP/GSP 65.5% 7.1% 12.9% 29.1% 7
Per capita government spending (US$) $14,327 $5,499 42.3% 19.2% 5
Nonfarm establishments (latest 2006) 7,601,160 110,684 7.5% 10.0% 2

Note: Data are 2007 figures, unless stated otherwise. The rankings are among the eight peer states, 1 = best and 8 = worst.
Sources: Bureau of Economic Analysis, The Tax Foundation, U.S. Census Bureau, U.S. Office of Management and Budget, Milken
Institute.

Oregon has one of the most favorable tax structures of the peer states. With the exception of income and
unemployment insurance taxes, Oregon has kept its taxes fairly low, giving it one of the lower per capita tax
burdens. However, the state’s percentage of government debt to GSP increased roughly 30 percent during the
study period, placing Oregon near the bottom compared with the peer states. The state’s per capita government
spending also increased during this period. But based on Oregon’s strong 10 percent increase in new nonfarm
establishments, its additional borrowing and increase in per capita spending was invested, at least in part, in job
creation.
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lll. Leading business and economic indices: Oregon’s ranking among the peer states and nationally

Peer state National
Leading business and economic indices rank rank
State Business Tax Climate Index (Tax Foundation) 2 10
Best & Worst States [to do business] Survey (Chief Executive Magazine) 4 24
Competitiveness Index (Beacon Hill Institute) 3 14
Economic Competitiveness Index (American Legislative Exchange Council) 5 29
2007 State and Local Tax Burden (Public Policy Institute of New York) 6 34
Economic Freedom Index (Pacific Research Institute) 5 29
Small Business Survival Index (Small Business & Entrepreneurship Council) 6 32
2007 Cost-of-Doing-Business Index (Milken Institute) 6 29
State New Economy Index (Kauffman Foundation) 5 15
State Technology & Science Index (Milken Institute) 6 23

Note: Indices cited were published in 2008, unless otherwise stated. Some index rankings results were reversed from published rank
in order to make them consistent across the different indices as presented here. The rankings are among the eight peer states, 1 =
best and 8 = worst.

Source: See appendix.

Compared to the peer states, Oregon ranks in the middle to low range on the majority of indices, although

its low corporate, property, and sales tax rates earn it some positive scores. Oregon'’s ranking on indices more
focused on regulation is poor compared with peer state and even the nation. The level of regulation often
correlates to the size and expense of government, which are also factors in the competitiveness-related
indices. Oregon performs comparatively better nationally in terms of science and technology or new economy
infrastructure, although it ranks low among peer states.
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IV. Manufacturing indicators for U.S. and Oregon in 2007 and Oregon’s ranking among the peer states

% Change

2000 to 2007 Rank
Manufacturing indicators uUs OR us OR (1-8)
Manufacturing share of real GDP/GSP 13.6% 32.1% -6.1% 65.8% 1
High-tech manufacturing share of real GDP/GSP 4.8% 25.1% 39.3% 153.6% 1
Manufacturing employment (thousands) 13,882.6 204.42 -19.6% -9.13% i
High-tech manufacturing employment (thousands) 2,468.7 49.5 -19.4% -11.0% 3

2.00%

Share of U.S. high-tech manufacturing employment | (U.S. avg.) 2.00% 2.0% 10.5% 3
Manufacturing wage per employee (US$) $53,804 $51,904 25.3% 18.7% 7
Manufacturers’ capital expenditures (US$ billions) $135.8 $1.8 -12.3% -33.2% 8
Industrial R&D expenditures (US$ billions, 2005) $226.2 $3.3 13.3% 97.0% 1
Real manufacturing output (US$ billions) $1,571.7 $46.1 10.2% 111.9% 1
Real manufacturing output per worker
(USS thousands) $113.6 $226.7 37.9% 135.1% 1
Value added per production worker (USS) $249,139 $316,417 48.8% 78.7%
Exports of manufactured goods (USS$ billions) $1,022.1 $13.7 44.4% 36.5% 6

Note: Data are 2007 figures, unless stated otherwise. The rankings are among the eight peer states, 1 = best and 8 = worst, based on
the growth rate from 2000 to 2007.

Sources: Bureau of Economic Analysis, Bureau of Labor Statistics, The National Science Foundation, U.S. Census Bureau, Milken
Institute.

Manufacturing plays a major role in the growth of Oregon’s economy. Its manufacturing real GSP totaled

$46.1 billion, or 32.1 percent of the state’s real GSP in 2007. Oregon’s manufacturing real GSP rose
considerably—112 percent—from 2000 to 2007, mostly from high-tech manufacturing industries. Oregon
benefits from its proximity to Washington, with its big aerospace industry and the Seattle/Tacoma ports.
Industrial research and development spending grew by an astonishing 97 percent in the study period.
However, manufacturers’ capital expenditures declined by more than the U.S. average. This shows that Oregon
manufacturers overall have reduced their investments in the expansion and upgrades of plants and equipment.

Oregon’s manufacturing employment totaled 204,400 jobs in 2007, about the same as in 1990.The
manufacturing sector also struggled when the tech bubble burst in 2000, given that computer and electrical
products are its top manufacturing industries. Although the number of jobs was roughly the same both years,
Oregon’s share of the nation’s manufacturing work force was slightly bigger in 2007, at 1.5 percent versus

1.2 percent in 1990. Oregon manufacturing maintained a relatively steady level of employment, recovering
modestly from the 1991 and 2001 recessions when most states had not. Most of the recent gains in Oregon
manufacturing were from transportation equipment (motor vehicle body and aerospace products and parts)
and medical equipment and supplies. Oregon’s share of U.S. high-tech manufacturing employment was 2.0
percent in 2007, the national average.
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The average wage for the manufacturing sector in Oregon was $51,900 in 2007, a 19 percent increase since 2000,
less than the national average. The value added per production worker in the state was $316,417 in 2007, more
than the U.S. and California averages.

V. Oregon’s public economic development incentives

Public incentives Program
Corporate income tax exemption (no tax)
Tax exemption on manufacturing machinery equipment Yes>®
State loans for equipment and machinery Yes
Excise tax exemption Yes
Tax exemption on manufacturers’inventories Yes
Property tax exemption Yes>®
Job creation tax credit No
Research and Development tax exemption Yes
State loan guarantees Yes
Long-term state economic plan Yes

Source: Site Selection Magazine, November 2008.

Oregon has the most comprehensive and long-term-focused set of initiatives among the peers states and likely
the best economic strategy in the nation. The Oregon Inc initiative is based on a carefully thought-out plan

that leverages the state’s natural strengths and enhances them through multiple layers of collaboration among
business, government, and academic sectors. For example, the Oregon Nanoscience and Microtechnologies
Institute, sponsored by a combination of government and private-sector funding, is a seamless collaboration
among three Oregon universities to develop and commercialize new products. Many states are attempting

to create similar clusters for specific sectors with high-growth potential, but Oregon is one of the only ones
providing planning grants and other resources to this end. In addition to the cross-industry and sector
collaborations the state is fostering, Oregon is creating what it calls “leveraged learning networks”among firms in
the same sector, some of which may be competitors but nevertheless share resources for their common benefit.

Oregon is truly an innovator in its approach to economic development, but many of the incentives Oregon
provides, such as targeted tax credits, business assistance services, and low-cost access to capital, are common in
leading states. What sets Oregon apart are the level of coordination between various agencies and jurisdictions,
the depth of its collaborations across sectors and industry groups, and the emphasis on investing in the
infrastructure that will pay high dividends to the economy over the long term. One of the most important
aspects of the state’s strategy, yet one of the hardest to quantify, is the level of creativity and ingenuity in its
approach. And in specific regard to manufacturing, Oregon is the only peer state with a Web portal—and a
useful one at that—dedicated solely to the needs of the manufacturing industry.

55. While facility is under construction only.
56. lbid.
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TEXAS

Top five indicators, 2007

Real gross state product $903.4 billion
Per capita personal income $37,083
Total exports of goods $168.2 billion
Manufacturing’s share of real GSP 15.8%

Real manufacturing output per worker $153,086

I. Economic climate indicators for U.S. and Texas in 2007 and Texas’s ranking among the peer states

% Change 2000 to 2007 | Rank
Economic climate indicator uUs TX uUs X (1-8)
Real gross domestic product (US$ billions) $11,523.9 $903.4 17.4% 24.2% 3
Total nonfarm employment (thousands, SA) 137,604.3 10,395.0 4.4% 10.2% 2
Total exports of goods (US$ billions) $1,162.5 $168.2 48.7% 62.0% 5
Per capita personal income (US$) $38,615 $37,083 29.4% 31.0% 1
Median household income (USS) $50,740 $47,563 20.8% 19.1% 5

Note: Data shown are 2007 figures, unless stated otherwise. The rankings are among the eight peer states, 1 = best and 8 = worst,
based on the growth rate from 2000 to 2007.
Sources: Bureau of Economic Analysis, Bureau of Labor Statistics, U.S. Census Bureau, Milken Institute.

As the third-largest economy in the United States, Texas contributed 7.8 percent to the U.S. real GDP in 2007. Its
annual economic growth rate averaged 3.3 percent from 2000 to 2007, compared with the U.S. average of 2.3
percent. Texas has a large labor force with total nonfarm employment at 10.4 million in 2007. Per capita personal
income rose to $37,083—a 31 percent increase over seven years—which was slightly less than the U.S. average.
Median household income was also less than the national average at $47,563 in 2007.

Texas had the largest value of exports at $168.2 billion (based on the Origin of Movement series). The state’s top
three commodities were oil (non-crude) from petrol and bitum mineral, parts for boring or sinking machinery,
and light oil and prep (non-crude) from petrol and bitum. The top three destinations were Mexico, Canada, and
China.
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Il. Business climate indicators for U.S. and Texas in 2007 and Texas's ranking among the peer states

% Change 2000 to 2007 | Rank
Business climate indicator us X us X (1-8)
Corporate income tax rate 15.0%-35.0% 1.00% 0.0% -- 2

-33.3% -

Individual income tax rate 10.0%-35.0% none -11.6% -- 17
Property tax rate 1.38% 2.57% - - 8
Sales tax rate none 6.25% - 0.0% 5%8
Employer unemployment insurance tax rate 0.66% 0.45% 24.5% 21.6% 2
Total state-local tax burden rate 9.90% 8.30% 4.2% 3.8% 1
Per capita total state-local taxes paid (US$) $4,223 $3,428 35.8% 38.3% 2
Government debt as % of GDP/GSP 65.5% 2.1% 12.9% -19.2% 1
Per capita government spending (US$) $14,327 $3,791 42.3% 30.8% 1
Nonfarm establishments (latest 2006) 7,601,160 509,080 7.5% 8.0% 6

Note: Data are 2007 figures, unless stated otherwise. The rankings are among the eight peer states, 1 = best and 8 = worst.
Sources: Bureau of Economic Analysis, The Tax Foundation, U.S. Census Bureau, U.S. Office of Management and Budget, Milken
Institute.

Texas has aggressively reduced its overall tax burden, giving it the lowest tax profile in the nation. Although
Texas has the highest property tax rate among the peer states, its per capita tax burden is one of the lowest even
though the burden increased by the second-highest amount during the study period. The state also maintains
tight fiscal controls. It has the lowest percentage of government debt to GSP and was the only peer state where
the rate decreased. Per capita government spending is also very low. Despite this favorable tax climate, Texas
ranked sixth in new nonfarm establishments.

57.Tied with Washington.
58.Tied with California.

[82



Appendix 1: Case Studies and Methodology

lll. Leading business and economic indices: Texas’s ranking among the peer states and nationally

Peer state National

Leading business and economic indices rank rank
State Business Tax Climate Index (Tax Foundation) 1 8
Best & Worst States [to do business] Survey (Chief Executive Magazine) 1 1
Competitiveness Index (Beacon Hill Institute) 6 20
Economic Competitiveness Index (American Legislative Exchange Council) 1 1
2007 State and Local Tax Burden (Public Policy Institute of New York) 1 10
Economic Freedom Index (Pacific Research Institute) 4 17
Small Business Survival Index (Small Business & Entrepreneurship Council) 2 6
2007 Cost-of-Doing-Business Index (Milken Institute) 5 26
State New Economy Index (Kauffman Foundation) 6 18
State Technology & Science Index (Milken Institute) 6 20

Note: Indices cited were published in 2008, unless otherwise stated. Some index rankings results were reversed from published rank
in order to make them consistent across the different indices as presented here. The rankings are among the eight peer states, 1 =

best and 8 = worst.
Source: See appendix.

Texas has the strongest rankings among the peer states in taxation, regulation, and competitiveness, and two

indices ranked it best in the nation. These rankings reflect a sustained period of aggressive policymaking to
reduce overall government intervention. Texas is less successful than its peers on indices benchmarking the

knowledge economy infrastructure.
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IV. Manufacturing indicators for U.S. and Texas in 2007 and Texas's ranking among the peer states

% Change

2000 to 2007 Rank
Manufacturing indicators uUs TX uUs TX (1-8)
Manufacturing share of real GDP/GSP 13.6% 15.8% -6.1% 23.8% 2
High-tech manufacturing share of real GDP/GSP 4.8% 6.3% 39.3% 86.1% 3
Manufacturing employment (thousands) 13,882.6 934.4 -19.6% -12.5% 4
High-tech manufacturing employment (thousands) 2,468.7 184.1 -19.4% -23.1% 8

2.00%

Share of U.S. high-tech manufacturing employment (US. avg.) 7.46% 2.0% -4.5% 8
Manufacturing wage per employee (US$) $53,804 $60,421 25.3% 30.3% 1
Manufacturers’ capital expenditures (US$ billions) $135.8 $12.8 -12.3% -16.3% 5
Industrial R&D expenditures (US$ billions, 2005) $226.2 $12.4 13.3% 38.8% 5
Real manufacturing output (US$ billions) $1,571.7 $143.1 10.2% 53.9% 2
Real manufacturing output per worker
(USS thousands) $113.6 $153.1 37.9% 75.7% 2
Value added per production worker (USS) $249,139 | $347,557 48.8% 74.5%
Exports of manufactured goods (USS$ billions) $1,022.1 $158.2 44.4% 59.5%

Note: Data are 2007 figures, unless stated otherwise. The rankings are among the eight peer states, 1 = best and 8 = worst, based on
the growth rate from 2000 to 2007.

Sources: Bureau of Economic Analysis, Bureau of Labor Statistics, The National Science Foundation, U.S. Census Bureau, Milken
Institute.

Manufacturing plays a major role in the growth of Texas’s economy. Its manufacturing real GSP totaled

$143.1 billion, contributing 15.8 percent to the state’s real GSP—second to California—or 9.1 percent of the
U.S. manufacturing real GDP in 2007. The state’s manufacturing real GSP climbed 54 percent from 2000 to
2007. Industrial research and development expenditures in the state have grown by 38.8 percent from 2000 to
2007. However, manufacturers’ capital spending declined by more than the U.S. average, showing that Texas
manufacturers have reduced investments in the expansion and upgrades of their plants and equipment.

The second-largest manufacturing state in the nation, Texas employed 7 percent of the nation’s manufacturing
workers in 2007. The state’s manufacturers provided more than 934,400 jobs, adding more than 43,000 jobs
since 2004, when Texas manufacturing employment bottomed out. Though the state registered a net loss in
manufacturing jobs from 2000 and 2007, both high-tech and non-high-tech manufacturing rebounded after
2004, with non-high-tech jobs growing faster.

Most job gains came from fabricated metal products (architectural/structural metals and screws, nuts, and bolts),
machinery (agriculture, construction, and mining machineries), and transportation equipment (motor vehicle
and aerospace products and parts manufacturing). Though Texas has added manufacturing jobs in recent

years, it has lost more than 133,000 since 2000, mostly from the tech crash and layoffs at Dell and Compagq in
2001. Despite its large manufacturing base, Texas's share of manufacturing employment, especially in high-tech
manufacturing, is slipping. Its piece of U.S. high-tech manufacturing employment was 7.46 percent in 2007,
higher than the national average.
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Because of the number of workers in high-tech manufacturing, Texas'’s average manufacturing wage was higher
than in most states. Its average manufacturing wage was $60,400 in 2007, a 30 percent increase from 2000 and
a 105 percent surge from 1990. Technological advances coupled with a high-skilled work force made Texas one
of the top states in productivity. The value added per production worker was more than $347,557 in 2007, more
than the California and U.S. averages.

V. Texas’s public economic development incentives

Public incentives Rank
Corporate income tax exemption Yes
Tax exemption on manufacturing machinery equipment Yes>®
State loans for equipment and machinery Yes
Excise tax exemption No
Tax exemption on manufacturers’inventories No
Property tax exemption Yes®
Job creation tax credit Yes®!
Research and development tax exemption Yes
State loan guarantees Yes
Long-term state economic plan Yes

Source: Site Selection Magazine, November 2008.

Texas depends heavily on the oil sector, which has created economic and fiscal challenges because the
commodity is more susceptible to volatility in the global oil markets. To diversify, the state has created several
funds to help build manufacturing and other sectors. The Texas Manufacturing Assistance Center, or TMAC, helps
identify problems in manufacturing processes, recommends solutions and helps execute projects. Through a
concerted effort across state government, Texas has created one of the most robust, diverse, and well-funded
economic development funding platforms in the country. For example:

* The Texas Capital Fund Real Estate Development Program provides financial resources to communities
not in enterprise zones. Funds must be used for real estate development (acquisitions, construction, and
rehabilitation) to assist a business.

* The Texas Capital Fund Infrastructure Program is an economic development tool designed to provide financial
resources to enterprise zone communities.

* The Texas Enterprise Fund provides the state’s leaders with a “deal-closing fund.” The fund can be used for a
variety of economic development projects, including infrastructure and community development, job training,
and business incentives.

59. Only if it is for use in newly annexed areas.
60. Applies only to newly annexed areas.
61. Within enterprise zones or “strategic” areas only.
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* The Texas Legislature created a program to help develop large-scale manufacturing, research and development,
and renewable-energy capital investment projects. Projects could be eligible for up to $100 million in tax
incentives, depending on the level of matching private investment.

* The Texas Emerging Technology Program is designed to create jobs and grow the economy over the long term
by expediting the development and commercialization of new technologies and attracting and creating jobs in
technology fields. The $200 million fund is one of the largest in the country.

WASHINGTON

Top five indicators, 2007

Real gross state product $261.1 billion
Per capita personal income $41,203
Total exports of goods $66.4 billion
Manufacturing’s share of real GSP 10.5%

Real manufacturing output per worker $95,078

I. Economic climate indicators for U.S. and Washington in 2007 and Washington’s ranking among the peer
states

% Change 2000 to 2007 | Rank
Economic climate indicator us WA us WA (1-8)
Real gross domestic product (US$ billions) $11,523.9 $261.1 17.4% 17.6% 5
Total nonfarm employment (thousands, SA) 137,604.3 2,933.7 4.4% 8.2% 3
Total exports of goods (US$ billions) $1,162.5 $66.4 48.7% 106.0% 1
Per capita personal income (US$) $38,615 $41,203 29.4% 29.7% 2
Median household income (US$) $50,740 $55,628 20.8% 21.5% 5

Note: Data shown are 2007 figures, unless stated otherwise. The rankings are among the eight peer states, 1 = best and 8 = worst,
based on the growth rate from 2000 to 2007.
Sources: Bureau of Economic Analysis, Bureau of Labor Statistics, U.S. Census Bureau, Milken Institute.

Washington's economy grew by 17.6 percent in seven years and contributed 2.3 percent to the U.S. real GDP

in 2007. Its annual economic growth rate averaged 2.2 percent from 2000 to 2007, compared with the U.S.
average of 2.3 percent during the same period. Washington’s work force has grown modestly, with total nonfarm
employment at more than 2.9 million in 2007. Per capita personal income in the state rose to $41,203—a 29.7
percent increase over seven years—and was more than the U.S. average. At $55,628, median household income
also beat the national average.
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Washington'’s exports more than doubled in the past seven years. The total value of exports (based on the Origin
of Movement series) was $66.4 billion in 2007. The top three commodities were airplanes, airplane and helicopter
parts, and soybeans, and the top three destinations were China, Japan, and Canada.

Il. Business climate indicators for U.S. and Washington in 2007 and Washington’s ranking among the peer
states

% Change

2000 to 2007 Rank
Business climate indicator us WA us WA (1-8)
Corporate income tax rate 15.0%-35.0% none 0.0% -- 1

-33.3% -

Individual income tax rate 10.0%-35.0% none -11.6% -- 1
Property tax rate 1.38% 1.13% - - 2
Sales tax rate none 6.50% - 0.0% 7%
Employer unemployment insurance tax rate 0.66% 1.12% 24.5% -0.9% 7
Total state-local tax burden rate 9.90% 9.10% 4.2% 7.1% 3
Per capita total state-local taxes paid (US$) $4,223 $4,248 35.8% 34.0% 6
Government debt as % of GDP/GSP 65.5% 6.8% 12.9% 28.3% 6
Per capita government spending (USS$) $14,327 $5,738 42.3% 30.6% 6
Nonfarm establishments (latest 2006) 7,601,160 179,908 7.5% 9.7% 4

Note: Data are 2007 figures, unless stated otherwise. The rankings are among the eight peer states, 1 = best and 8 = worst.
Sources: Bureau of Economic Analysis, The Tax Foundation, U.S. Census Bureau, U.S. Office of Management and Budget, Milken
Institute.

Washington is the only peer state without corporate or income taxes. It also has one of the lowest property

tax rates and a low total tax burden even though its per capita tax burden increased more than any other state
during the study period. Despite Washington'’s low tax profile, per capita government spending is relatively high.
The vast majority of revenue comes from sales taxes; Washington is tied with Minnesota for the highest rate.
Because of its high per capita personal income, strong consumer spending and a high sales tax rate generate
large amounts of sales tax revenue. However, the state also has one of the higher percentages of debt to GSP
among the peer states.

62. Tied with Minnesota.

[67 1



Appendix 1: Case Studies and Methodology

lll. Leading business and economic indices: Washington'’s ranking among the peer states and nationally

Peer state National

Leading business and economic indices rank rank
State Business Tax Climate Index (Tax Foundation) 4 1
Best & Worst States [to do business] Survey (Chief Executive Magazine) 7 40
Competitiveness Index (Beacon Hill Institute) 2 7
Economic Competitiveness Index (American Legislative Exchange Council) 2 5
2007 State and Local Tax Burden (Public Policy Institute of New York) 6 32
Economic Freedom Index (Pacific Research Institute) 6 31
Small Business Survival Index (Small Business & Entrepreneurship Council) 1 5
2007 Cost-of-Doing-Business Index (Milken Institute) 6 35
State New Economy Index (Kauffman Foundation) 1 2
State Technology & Science Index (Milken Institute) 2

Note: Indices cited were published in 2008, unless otherwise stated. Some index rankings results were reversed from published rank
in order to make them consistent across the different indices as presented here. The rankings are among the eight peer states, 1 =
best and 8 = worst.

Source: See appendix.

Because the indices differ in how they weight different taxes, Washington'’s rankings on similar indices vary.
For example, despite having no corporate or income taxes, the state’s high sales tax rate causes Washington

to rank low in terms of tax burden. On the other hand, it ranks high on indices that give more weight to states
with low business-related taxes. The state does get low rankings from the Economic Freedom Index, but that is
likely because of more restrictive labor regulations and laws favorable to labor unions. In terms of knowledge
economy infrastructure, Washington ranks higher than any other peer state and is one of the highest-ranked
states nationally.
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IV. Manufacturing indicators for U.S. and Washington in 2007 and Washington’s ranking among the peer
states

% Change 2000 to 2007| Rank
Manufacturing indicators us WA uUs WA (1-8)
Manufacturing share of real GDP/GSP 13.6% 10.5% -6.1% -7.8% 7
High-tech manufacturing share of real GDP/GSP 4.8% 5.1% 39.3% 1.4% 8
Manufacturing employment (thousands) 13,882.6 293.2 -19.6% -11.7% 3
High-tech manufacturing employment (thousands) 2,468.7 110.2 -19.4% -13.3% 5

2.00%

Share of U.S. high-tech manufacturing employment | (US.avg.) | 4.46% 2.0% 7.7% 5
Manufacturing wage per employee (US$) $53,804 $60,515 25.3% 21.7% 6
Manufacturers’ capital expenditures (US$ billions) $135.8 $3.0 -12.3% 14.9% 2
Industrial R&D expenditures (US$ billions, 2005) $226.2 $9.7 13.3% 5.1% 8
Real manufacturing output (US$ billions) $1,571.7 $27.5 10.2% 8.5% 7
Real manufacturing output per worker
(USS thousands) $113.6 $95.1 37.9% 23.2% 6
Value added per production worker (US$) $249,139 |$295,559 48.8% 62.6%
Exports of manufactured goods (US$ billions) $1,022.1 $57.4 44.4% 100.3% 1

Note: Data are 2007 figures, unless stated otherwise. The rankings are among the eight peer states, 1 = best and 8 = worst, based on
the growth rate from 2000 to 2007.

Sources: Bureau of Economic Analysis, Bureau of Labor Statistics, The National Science Foundation, U.S. Census Bureau, Milken
Institute.

Manufacturing is a key player in Washington'’s economic growth. Its manufacturing real GSP totaled $27.5 billion,
or 10.5 percent of the state’s real GSP in 2007, about half of it from high-tech manufacturing. Washington’s
manufacturing real GSP climbed 8.5 percent from 2000 to 2007. With the large presence of aerospace- and
computer-related companies, the state attracts millions in venture capital investments annually, and industrial
research and development spending has grown as well, by 5.1 percent from 2000 to 2007. Manufacturers’
capital spending grew, one of just two peer states where that factor increased. This shows that Washington
manufacturers increased investments in the expansion and upgrades of plants and equipment.

Manufacturing employment in the Emerald State totaled 293,200 jobs, or 2.1 percent of the nation’s total

in 2007, and 38 percent of it was in high-tech. Like California, Washington has a large aerospace presence.

Both states suffered greatly in the 1990s when the industry severely contracted, and both have numerous
computer and electronics manufacturers that lost thousands of jobs when the tech bubble burst. Washington
manufacturing has rebounded modestly in recent years after bottoming out in 2004. Most of the gains were in
aerospace products and parts manufacturing, which created 18,600 jobs from 2004 to 2007. A spike in orders at
Boeing is largely responsible. Washington’s share of U.S. high-tech manufacturing employment was 4.46 percent
in 2007, well above the national average of 2.0 percent.
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Because of the large number of workers in high-tech manufacturing, the average wage of $60,515, a 22 percent
increase since 2000, was more than in most states. Technological advances coupled with a high-skilled work
force make Washington one of the leading states in productivity. The value added per production worker in the
state was $295,559 in 2007, more than the California and U.S. averages.

V. Washington’s public economic development incentives

Public incentives Rank
Corporate income tax exemption (no tax)
Tax exemption on manufacturing machinery equipment No
State loans for equipment and machinery Yes
Excise tax exemption Yes
Tax exemption on manufacturers’inventories Yes
Property tax exemption No
Job creation tax credit Yes
Research and development tax exemption Yes®3
State loan guarantees No
Long-term state economic plan Yes

Source: Site Selection Magazine, November 2008.

Washington'’s incentives are highly favorable to the aerospace and software industries because of Boeing and
Microsoft. As global forces have created a more competitive environment, both firms and industries have looked
for lower-cost locations to grow. As a result, the state is constantly creating incentives for both. To accomplish
much-needed diversification, the state has been investing in industries such as alternative energy, information
technology services, and biotechnology. For example, it established a biotechnology and medical-device
manufacturing sales- and use-tax deferral to attract related companies. To draw remote IT help desk services,
particularly to rural Washington, the state created a tax credit for the purchase of related telecommunications,
software, and hardware and a 100 percent tax credit on income received from providing those services. The state
also has a variety of sales- and use-tax exemptions for machinery and equipment used in generating electricity
using fuel cells, wind, solar, or landfill gas and for the labor and services to install such equipment. Washington
provides one of the most generous development bonds among all the peer states—up to $10 million—for land
acquisition, construction, new equipment, or the purchase of an existing facility. The bonds are exempt from
federal income tax to the bondholder, resulting in lower rates for the borrower than conventional methods.

63 Tax deferment only.
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State Business Tax Climate Index

Tax Foundation

The SBTCI places 113 variables into five component indexes that each measure a different
sector of a state’s business tax climate. The five component indexes are the Corporate Tax Index,
Individual Income Tax Index, Sales Tax Index, Unemployment Tax Index, and Property Tax Index.
The total score for each state is calculated based on the scores on each of the five component
indexes.

www.taxfoundation.org/publications

Best & Worst States Survey

Chief Executive Magazine

543 CEOs were surveyed to evaluate their states on a broad range of issues, including
regulation, tax policies, education, quality of living, and infrastructure. In addition, CEOs were
also asked to grade each state based on the following criteria: 1) taxation and regulation, 2)
work force quality, and 3) living environment.

www.chiefexecutive.net

Competitiveness Index

Beacon Hill Institute

Based on a broad set of 42 indicators divided into eight subindexes: government and fiscal
policy, security, infrastructure, human resources, technology, business incubation, openness,
and environmental policy. This broad view distinguishes the BHI index from more narrowly
focused measures of competitiveness that target just one dimension such as taxation, high-
tech, or economic freedoms.

www.beaconhill.org/CompetitivenessHomePage.html

Economic Competitiveness Index

American Legislative Exchange Council

Analyzes how economic competitiveness drives income, population and job growth in the
states. The premise is that states with a high and rising tax burden are more likely to suffer
through economic decline, while those with lower and falling tax burdens are more likely to
enjoy robust economic growth.

www.alec.org/am/pdf/ALEC_Competitiveness_Index.pdf

2007 State and Local Tax Burden

New England Public Policy Center at the Federal Reserve Bank of Boston

Calculates the total state and local tax burden on a per capita basis and ranks states
accordingly.

www.bos.frb.org/economic/neppc
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Economic Freedom Index

Pacific Research Institute

The report focuses on state and local government actions as they relate to economic freedom,
measuring data on 143 indicators per state, including tax rates, state spending, occupational
licensing, environmental regulations, income redistribution, right-to-work and prevailing-wage
laws, and tort reform.

www.pacificresearch.org

Small Business Survival Index

Small Business & Entrepreneurship Council

Index looks at an array of factors including taxation, employer mandates, utility costs, and the
burden of government spending and ranks states accordingly.

www.sbecouncil.org

2007 Cost-of-Doing-Business Index

Milken Institute

Indicates each state’s comparative advantages or disadvantages in attracting and retaining
businesses. Each state is measured on the five individual categories, and those weighted scores
are compiled to make the overall index. An index score of 100 means that the state is equal to
the U.S. average in that particular category.

www.milkeninstitute.org

State New Economy Index

Kauffman Foundation

Measures states’ economic structures, focusing on 29 indicators to rank each state on the extent
to which its economy is structured and operates to compete effectively nationally and globally.
www.kauffman.org

State Technology & Science Index

Milken Institute

Ranks the 50 states in terms of their technology and science assets and their ability to leverage
those resources to achieve economic growth. The index uses 77 indicators in five categories to
measure how well a state will perform in a knowledge-based economy.
www.milkeninstitute.org/tech
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