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Call to Order

Roll Call

Approval of the minutes of the meeting of March 3, 2014

Introduction of University of Puget Sound Interns

Review and Discussion of Criteria Definitions and Research

Discuss Possible Committee Theme Song

Public Comment

Committee Comments

Adjournment
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services. To request this information in an alternative format or to request a reasonable accommodation,
please contact the City Clerk’s Office at (253) 591-5505. TTY or speech to speech users please dial
711 to connect to Washington Relay Services.
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Criteria and assignments from the March 3, 2014 FOG Subcommittee meeting

Value Driven

Balance of Power — Brackett

Usually refers to the division of authorities and checks and balances between branches of
government. Document attached.

CM Miller: So, is there an ideal “balance” or allocation of power, perhaps from models?

Strategic/Visionary Capacity within Leadership vs. Management — Baarsma

Management involves transactional relationships that are custodial in nature; that involve
mastering the routine by doing things the right way (efficiency) and through motivating
others through dispensing rewards and applying sanctions. Leadership is transformational in
nature by achieving fundamental changes in hard times, developing a challenging vision and
a strategy for its achievement and motivating others through expressions of self-confidence,
decisiveness and optimism. It primarily involves doing the right thing (effectiveness).

CM Miller: only hard times?

Politically Responsive/Accountability — Merritt

Political accountability refers to the responsibility or obligation of government officials to act
in the best interests of society or face consequences. Public officials should be held
responsible for their actions. Legal accountability concerns the mechanisms by which public
officials can be held liable for actions that go against established rules and principles. (US
Legal). Full memorandum attached.

Fiscally Responsible Structure — Van Dyk

A structure that has an assurance that it will judiciously spend, earn and generate funds
without placing undue hardship on its citizens. Different structures include maintaining a
balanced budget, while some preferring to have a budget deficit during certain economic
times and a budget surplus during others.

CM Miller: only hard times?

Organizational Clarity — Messina

First, clarity begins with the Charter and its ability in plain and simple language define the
powers and duties of the branches and their officers. Second, clarity rests on a definition of
values which lead to a shared strategy and mission of the organization, or an organizational
goal; this could be in the preamble of the Charter. Within the structure every individual's role
(or group of same) need to be specifically defined. Finally, the charter must be a vehicle to
encourage and mandate open communication with the city government and with the public.

CM Miller: between city govt and the public?

CM Van Dyk: Committee member did a good job defining Organizational Clarity but if |
could add a sentence to his definition it would be that is important for residents to be able to
understand where responsibility lies when decisions are made.



Factual

Geopolitical -Messina

I think the main topics here would be Tacoma's place in the region and its interaction with
other cities, counties and regional entities. It should also include interaction with all other
Tacoma governments, including the Park District, the school District, the Utilities, the Port
District. Finally, it should focus on Tacoma's unique geographical attributes, such as the

deep water port, the beautiful setting, it parks, its people and their diversity.

CM Miller: so to use this a criteria or sorting mechanism, would we look at other cities and
rate them based on their geopolitical complexity?

Power of the People — Edmonds

People voting to make choices about leaders, laws, etc.; having influence

CM Miller: should we also look at whether cities have power of recall, initiative and
referendum?

Business Climate — Brackett

A set of conditions that typically include criteria evaluated by locating or expanding
companies in site selection. Affects continued operations/retention. May include
marketplace conditions specific to industries, but also frequently inclusive of regulatory and
taxation circumstances under control of local governments. Document attached.

CM Miller: could we consider municipal bond ratings, net job creation trends?
Twin Cities — Baarsma

Those municipal corporations that are fairly close in proximity and generally similar in size,
diversity, demographics or geography and would have difference systems of governance.

CM Miller: not clear how this will be useful to compare cities, given our sample
Corruption — Van Dyk

Political corruption is the use of legislated powers by government officials for illegitimate
private gain. Types of corruption are bribery, trading in influence(selling his/her influence
over the decision making process to benefit a third party), patronage(it can be seen as
corruption if this means that incompetent persons, as a payment for supporting the regime,
are selected before more able ones), nepotism and cronyism(favoring family or friends in
which appointees to official positions are selected only from a closed and exclusive social
network instead of appointing the most competent candidate), electoral fraud(illegal
interference with the process of an election), embezzlement(theft of entrusted funds with an
example being when an official assigns public employees to renovate his own house) and
kickbacks(is an official's share of misappropriated funds allocated from his or her
organization to an organization involved in corrupt bidding)

Diversity — Merritt

Diversity is a satisfying mix of ideas, cultures, races, genders, economic statuses and other
characteristics necessary for promoting growth and learning among a group. Full
memorandum attached.

CM Miller: how can we measure whether a given city government has this “satisfying mix?”
Population — Miller
Population includes: a) the total number of residents; b) the median age; c) the percent of

population considered non-Hispanic white: d) the median level of education attainment;
and e) the trend in population between 2000 and 2010, i.e. percentage up or down.



Value Driven
BALANCE OF POWER

Definition: Usually refers to the division of authorities and checks and balances between
branches of government.

Discussion: For municipalities, this is usually assumed to be two branches: legislative (council)
and manager/mayor (executive). The judicial branch is reserved for higher court where the city
may be a participant before the bar. This situation offers an opportunity to consider the Balance

of Power to be a division of authorities and check and balances between the legislative, the
executive and the electorate.

Legislative: Policy directions, authority to approve budgets, executive oversight,
ordinances and, referendum.

In Council/Manager form, policy direction is one-way.
In Mayor/Council form, policy formation is by interaction.

In Council/Manager form, hiring/firing of Executive is one way.
Hiring/firing of Legislative resides with electorate.

No other executive/management authority under either system.

Executive: Executive management, authority to implement actions, initiates budget
planning, emergency actions.

In Council/Manager form, receives policy direction.
In Mayor/Council form, policy formation via interaction,

In Council/Manager form, management hiring/firing from Council.
In Mayor/Council form, hiring/firing resides with electorate for both.

Electorate: Powers of voter approval of elected officials, Initiative, recall, allocation of
representation into districts and/or jurisdiction-wide. Policy direction and hiring/firing
may be said to reside with electorate for either system, with varying degrees of insulation.






March 5, 2014

To: Tacoma Charter Review “Form of Government” Sub-Committee

From: Jim Merritt, Sub-committee member.

Value Driven — Political Responsive / Accountability (Definitions)

How closely governmental policies match public preferences.

Political accountability is the accountability of the government, civil servants and politicians to the public and
legislative bodies such as congress or a barliament. (Wikipedia)

Political accountability refers to the responsibility or obligation of government officials to act in the best interests of
society or face consequences. Public officials should be held responsible for their actions. Legal accountability
concerns the mechanisms by which public officials can be held liable for actions that go against established rules and
principles. (US Legal)

A regime or system of government in which rules are held accountable for their actions in the public domain by
citizens acting indirectly through the competition and cooperation of their representatives.

A democracy where all citizens have an equal say in the governing process - All votes are created and treated
equally. Being responsive to the public interest and not special interests.

Being open and honest regarding political stances, policy and any changes therein.

Being open regarding money uses.

Using monies brought in through levies and taxes only for the stated issue. School levies for schools alone, taxes for
road construction only to repair roads. Not believable to claim that not voting for a tax increase will shut down a
department like the fire department and then miraculously find the funds when the measure doesn’t pass. There is
concern that Tacoma does not manage its funds and the practice needs to be eliminated.

The ability of the constituents to trust that the governmental body will do as they say.

Minimal governmental waste.

Show exactly where all of the monies brought in have gone.

Being able to feel heard by your government

Show how all of the voting members have voted so that they can receive responses from the public regarding their
choices.

Stop hiding or couching decisions and/or opinions.

Accountability is concerned primarily with records, while responsibility is concerned primarily with custody, care and
safekeeping.

A form of trustworthiness; the trait of being answerable to someone for something or being responsible for one’s
conduct

Liable to be called to account; answerable

All decisions and money usages can be explained.

A relation between having a moral or legal obligation and a court of other authority charged with 6versight of its
observance.

in ethics and governance, accountability is answerability, blameworthiness, liability, and the expectation of account-
giving.[1] As an aspect of governance, it has been central to discussions related to problems in the public sector,
nonprofit and private (corporate) worlds. In leadership roles,[2] accountability is the acknowledgment and
assumption of responsibility for actions, products, decisions, and policies including the administration, governance,
and implementation within the scope of the role or employment position and encompassing the obligation to
report, explain and be answerable for resulting consequences.

Good governance relates to political and institutional processes and outcomes that are deemed necessary to

achieve the goals of development. It is the process wherehy public institutions conduct public affairs, manage public



March 5, 2014
resources and guarantee the realization of human rights in a manner essentially free of abuse and corruption, and

with due regard for the rule of law. The true test of “good" governance is the degree to which it delivers on the
promise of human rights: civil, cultural, economic, political and social rights, The key question is: are the institutions
of governance effectively guaranteeing the right to health, adequate housing, sufficient food, quality education, fair
justice and personal security?

s Individual or departmental responsibility to perform a certain function. Accountability may be dictated or implied by
law, regulation, or agreement.

End of Memo



Factual
BUSINESS CLIMATE

Definition: A set of conditions that typically include criteria evaluated by locating or expanding
companies in site selection. Affects continued operations/retention. May include marketplace
conditions specific to industries, but also frequently inclusive of regulatory and taxation
circumstances under control of local governments.

Discussion: The specific set of conditions that comprise a business climate rating or evaluation
can vary widely by industry or even by businesses within an industry. Nevertheless, there are

numerous business climate evaluations publicly available that purport to encompass business and
industry generally.

These existing indexes may be mined for their applicability to City of Tacoma. This may be
difficult as most data are collected and/or reported on a metro basis, in this case the Tacoma
Metropolitan Division, which is defined as Pierce County (so inclusive on Tacoma but not
exclusively Tacoma).

Also, it is better to use of business climate evaluations prepared by others. If we develop a set of

criteria ourselves, this is likely to be self-exculpatory and/or subject to limitations if developed
by informed but non-experts.
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To: Tacoma Charter Review “Form of Government” Sub-Committee

From: Jim Merritt, Sub-committee member.

Factual — Diversity (Definitions)

e The quality or state of having many different forms, types, ideas, etc.
e Variety, multiformity

e A point of difference

e The state of having people who are different races or who have different cultures in a group or organization

e The condition of having or being composed of differing elements: Variety; especially: the inclusion of different types
of people (as people of different races or cultures) in a group or organization >programs intended to promote
diversity in schools>

e Aninstance of being composed of differing elements or qualities: an instance of being diverse <a diversity of
opinion>

e The concept of diversity encompasses acceptance and respect. It means understanding that each individual is
unique and recognizing our individual differences. These can be along the dimensions of race, ethnicity, gender,
sexual orientation, socio-economic status, age, physical abilities, religious beliefs, political beliefs or other
ideologies. It is the exploration of these differences in a safe, positive and nurturing environment. It is about
understanding each other and moving beyond simple tolerance to embracing and celebrating the rich dimension of
diversity contained within each individual. (http://gladstone.uoregon.edu/~asuomca/diversityinit/definition.html)

e Consortium of different perspectives

e Diversity is a satisfying mix of ideas, cultures, races, genders, economic statuses and other characteristics necessary
for promoting growth and learning among a group. (http://sph.unc.edu/files/2013/07/define diversity.pdf)

e “Any way any group of people can differ significantly from another group of people — appearance, sexual
orientation, veteran status, your level in an organization. It has moved far beyond the legally protected categories
that we’ve always looked at.” (Eric Peterson, SHRM.
http://www.npr.org/templates/story/story.php?storyld=122327104)

Queensborough Community College, New York
The concept of diversity encompasses acceptance and respect. It means understanding that each individual is
unique, and recognizing our individual differences. These can be along the dimensions of race, ethnicity,
gender, sexual orientation, socio-economic status, age, physical abilities, religious beliefs, political beliefs, or
other ideologies. It is the exploration of these differences in a safe, positive, and nurturing environment. It is
about understanding each other and moving beyond simple tolerance to embracing and celebrating the rich
dimensions of diversity contained within each individual.

Diversity is a reality created by individuals and groups from a broad spectrum of demographic and
philosophical differences. It is extremely important to support and protect diversity because by valuing

individuals and groups free from prejudice, and by fostering a climate where equity and mutual respect are
intrinsic.

"Diversity" means more than just acknowledging and/or tolerating difference. Diversity is a set of conscious
practices that involve:

» Understanding and appreciating interdependence of humanity, cultures, and the natural environment.
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e Practicing mutual respect for qualities and experiences that are different from our own.

* Understanding that diversity includes not only ways of being but also ways of knowing;
¢ Recognizing that personal, cultural and institutionalized discrimination creates and sustains privileges
for some while creating and sustaining disadvantages for others:

* Building alliances across differences so that we can work together to eradicate all forms of
discrimination.

Diversity includes, therefore, knowing how to relate to those qualities and conditions that are different from
our own and outside the groups to which we belong, yet are present in other individuals and groups. These
include but are not limited to age, ethnicity, class, gender, physical abilities/qualities, race, sexual orientation,
as well as religious status, gender expression, educational background, geographical location, income, marital
status, parental status, and work experiences. Finally, we acknowledge that categories of difference are not
always fixed but also can be fluid, we respect individual rights to self-identification, and we recognize that no
one culture is intrinsically superior to another.

Objective Of Committee Members: To make a difference

Diversity - All of our human differences

Diversity Training - Understanding how our differences may effect or influence our relationships at work
(peers, subordinate, boss, and customers - intentionally or unintentionally)

Relationship Between Diversity and an Inclusive Work Place - The intent of looking at the diversity in your

workplace and customer ranks is to create (impact) a more inclusive work environment for al| employees and
in the process attract more customers

A Diversity Issue Exists when...

An issue (policy or business practice - formal, informal, internal, or external) has a different impact on a

particular group (i.e., impact on men vs. women, black vs. white, American vs. foreign, urban vs. rural, married
vs. single, etc.)

It happens more frequently to a particular group (i.e., different groups may have dramatically different
"numbers" - turnover, terminations, promotions, discipline, few or no role models, etc.)

It is more difficult for one group to overcome (i.e., upward mobility for a particular group within an
organization - "glass ceilings")

A diversity issue exists where the policy or business practice has an impact exclusive of difference (not
inclusive of difference). Is there a trend or pattern (intentional or unintentional)?

Having a diversity issue is not necessarily a bad thing. Doing nothing about it given you have knowledge of the
issue is where organizations go wrong (negligence). Being in denial about these issues do not make them go
away. Ignorance is not bliss inside or outside the courtroom. The real question is why do we have this issue
and can we take action to correct it or improve the situation.
(htto://www.qc’c.cunv.edu/diversitv/definition.html)

End of Memo
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Weathering the Storm of Business Climate Rankings

Liesl Eathington
Aaron L. Todd
Dave Swenson

Abstract

Pelted with persistent demands to improve the “business climate” in their region, state
and local policy-makers face a difficult challenge. Business climate, despite its
widespread use, is a term that defies definition and measurement. With no consensus
definition, and no reliable way to measure it, how do policy-makers evaluate the health of
their region’s business climate, let alone design policies to improve it?

This paper explores current usage of the term business climate. It discusses muitiple
definitions and measures of what constitutes a region’s business climate. It also
examines how usage of the term varies over time and geography. Finally, it addresses
some issues related to business climate rankings, their role in economic development
policy, and whether the multiplicity of published state rankings contribute consensus or
confusion to the meaning of the term business climate.

Popularity of the Term Business Climate

The term business climate has enjoyed resurgence in popularity in recent years, perhaps
tending towards faddishness in its current usage. Some social scientists reject the term
fad in favor of collective surge to explain how words or concepts undergo shifts in
meaning or application, gain popularity, and eventually become institutionalized
(Aguirre, 2002). A cursory assessment of usage indicates the term business climate may
meet several criteria of a collective surge. Business climate lacks concrete definition, has
perhaps more thetorical than tangible meaning, but is nonetheless being institutionalized
into the legislative process of state and local government. In other ways, however,
business climate fails to meet conditions of a collective surge. For example, collective
surges in emerging or popular concepts usually demonstrate a rapid rise in usage among
several different disciplines or groups of users, followed by steep descent. This pattern is
absent from usage of business climate. Rather than rise and descend rapidly, interest in
the concept of regional business climate seems to ebb and flow over time.

Figure 1 illustrates the number of published items referring to business climate that
appeared in professional literature and selected newspapers between 1991 and 2004. The
frequency of professional literature citations increased slightly in recent years, but no
dramatic rise is apparent. The national news sources show flat to declining usage of the
term. The regional news sources demonstrate a rapid rise in popularity since 2000. This
suggests the usage of the term business climate is employed more frequently to frame
regional than national issues, and may even provide a barometer of the level of



competition among states or, during times of recession, the collective stress that states are
realizing as they struggle to maintain their place in the national economy.

Figure 1 Appearance of “Business Climate” in Print Media, 1991-2004
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On a state-by-state basis, usage of the term business climate appears to vary quite a bit.
Depending on the year, a particular state might be inundated with negative press about its
poor business climate and
the steps needed to improve
it. Iowa is a good example.
Figure 2 illustrates on a

Figure 2. Monthly Appearance of "Business Climate™ in the
Des Moines Register, 1999-2005
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Concomitant with a new initiative by the governor to turbo-charge economic growth in
the state using $500 million in state government development enticements, and,
surprisingly, immediate evidence that industries were interested in this inducement, we
see a large increase in the frequency of stories. On average, the Register’s 150,000 daily
readers have been subjected to nearly one business-climate-related news story or opinion
piece per week during the last two years.



Figure 3 illustrates relative exposure levels to business climate news in other states
during the last five years. The indicator is a ratio comparing the total number of news
stories referring to business climate compared to the number of stories referring to
“weather patterns” in each state. We needed to standardize our reference to account for
the increase in the availability of information from centralized collection services (Lexis-
Nexus, for example) and to take into account the variation in news sources that exist
among the states. Using this measure, Minnesota, lowa, and Vermont had the highest
relative exposure to business climate news in recent years.l

Figure 3

Relative Exposure to "Business Climate" News

Exposure

Heightened interest in the concept of business climate and its role in the competition for
economic development might explain the dizzying array of published state and
metropolitan area business climate rankings. Results of the latest ranking study
frequently fuel regional debates about policy steps needed to improve competitiveness
with other states. Despite being criticized by regional scientists and probably ignored by
business executives, these ranking studies not only persist, they proliferate.

Ever heard this one? “If you don’t like the ranking, wait a year and it will change.”
Haughtily dismissed by states in lower tiers, the same ranking study might be trumpeted
from state economic development web sites and news media in more fortunately-ranked
states. The sheer number of ranking studies only adds to confusion over what constitutes
a healthy business climate and how a healthy business climate translates into growth. To
sort out this confusion, we need to more precisely investigate our terms.

' To control for variations by year and state in the number of online news sources referenced by the Lexis-
Nexis Academic database, the number of business climate stories in each state has been indexed to the total
number of stories referring to “weather pattern” in a give year. Assuming that interest in weather patterns
does not substantially differ from one state to the next or one year to the next, variation in the number of
stories relating to the weather should capture the effects of growth in the number of electronic sources.



What does business climate mean?

The term business climate can be defined in many ways, and it is frequently used with no
definition at all — as if everyone knew what it meant. In general, usage of the term falls
into three major categories: (1) an overall measure of growth or business health in a
region; (2) a set of factors believed to contribute to regional economic growth; and (3} an
intangible asset in the form of a regional reputation for business friendliness and
receptiveness to growth.

Business climate as a measure of growth

The word climate, in the original, meteorological sense, describes the prevailing set of
conditions, such as temperature and precipitation, characterizing a particular place,
usually over a period of years. Similarly, the term business climate may be used when
describing the prevailing set of economic conditions in a region over time. Rather than
temperature and precipitation, we might measure employment growth, business
expansions, or productivity growth. Business climate, in this sense, describes the set of
outcomes we might choose as the dependent variable in a regional growth model. Some
older references in the press (1980s) defined business climate in such a way, using the
term to describe a region’s general economic prospects. For example, a 1985 news story
from the Omaha World Herald used the term business climate synonymously with
business conditions when describing Omaha’s performance in a metropolitan areas
ranking study by U.S. News & World Report.”

Business climate as a set of causal factors

A return to the weather analogy helps describe the second type of business climate
definition. Perhaps we’re less mterested in sow hot and rainy our climate is, and more
interested in explaining why it’s so hot and so rainy. We could measure characteristics
like elevation, proximity to major bodies of water, or nearness to the equator. In terms of
business climate, such factors might include local tax and regulatory policy, labor force
characteristics, transportation capacity and other public services, and other variables
traditionally found on the right side of the regional growth equation. Current usage of the
term business climate, in both popular media and professional literature, often aligns with
this definition,

? This story was based on a survey of current business conditions in U.S. cities published in the November
11, 1985 edition of U.S. News & World Report. The survey used a weighted average of four employment
variables including a one-year non-farm employment growth rate, local employment rate compared to the
national rate, change in employment level from one year ago, and change in weekly carnings of factory
workers {Omaha World Herald, story by Jeff Gauger, November 6, 1985).



Business climate as an intangible regional asset

A third conceptual definition of business climate is found in the realm of economic
development practitioners. Based on their usage of the term, it appears that business
climate has jumped out of the regional growth equation entirely and landed on the
regional balance sheet. Many state and local officials view their region’s business
climate as a precious, if intangible, regional asset. It compares to the concept of
“goodwill,” in business financial accounting, an “unidentifiable intangible” asset, defined
as

... rights or privileges either developed intemally or purchased that are not specifically identifiable

and often have indefinite benefit periods.... A typical example is the excess of a price paid to
acquire a company over the sum of the fair values of all identifiable assets and liabilities. This
excess cost is referred to as goodwill.... Goodwill is earning power. Since a given amount of

invested capital expects a minimum return adjusted for risk, goodwill is tied to the level of earnings
over and above this minimum return. (Bernstein and Wild, 1998).

To illustrate, communities or states occasionally offer financial or other business
mcentives to “acquire” new firms in amounts exceeding tangible, expected public returns.
In defending their actions, they may cite the importance of a creating a positive business
climate that sends a pro-growth, pro-business message to the business community in
general. These communities are, in essence, booking business climate onto their balance
sheets in the hopes it will yield future “earnings” from other businesses attracted to the
region.

The notion of business climate as an asset has been recognized, if not embraced, by
regional scientists. Using game theory, authors Ellis and Rogers explicitly modeled the
importance of a region’s reputation for business friendliness in firm bidding behaviors of
communities. They maintained that keeping up the appearance of business friendliness
has value in itself, even if the firm is otherwise not a good prospect for the community or
region (Ellis & Rogers, 2000).

This conceptual definition of business climate is perhaps the most problematical for
sound policy development. In the name of improving the region’s reputation for business
friendliness states and localities may commit significant public resources; however, those
policy making effort may defy measurement or evaluation. The intangible nature of
business climate as an asset makes it difficult to evaluate the efficacy of some
development decisions and hold policy-makers accountable for their actions. How can
you fail if you do not define what success would be a priori?

How do we quantify a region’s business climate?

For the remainder of this paper, we focus on the second conceptual definition of business
climate: a set of regional characteristics that collectively help determine a region’s
economic growth prospects. Upon choosing a working conceptual definition, to the
extent that one is desired, the next challenge for researchers and for policy-makers is to
identify the set of factors, or ingredients, that shape a region’s business climate. An
important question is whether or not to include variables not amenable to policy —
additional intangibles. Opinions on this matter appear to have evolved over time.



In a review of literature on quality-of-life (QOL) differences and regional outcomes,
Luger (1996) defines business climate as the set of variables important to businesses in
their location decisions. According to Luger, business climate literature through the early
1970s focused on tax and regulatory policies. Later studies began to include other cost
variables for firms, non-tax business incentives, and QOL variables important to
households and, ostensibly, to business executives. These QOL variables included
natural amenities and recreational opportunities. Luger’s review reveals that business
climate studies frequently employ variables both within and outside the control of local
policy-makers.

Some researchers do limit the set of business climate indicators to policy-amenable
variables. Dabson, Rist, and Schweke defined five key components of a positive business
climate (1996). These were education, physical infrastructure and public services,
regulation, taxation, and modernization and entrepreneurship. These authors proposed
guidelines for improving policy in these five areas, and they stressed the importance of
not shortchanging them in efforts to appear “pro-business.”

Although the final mix of variables depends on the study and the researcher, the issues
surrounding selection and measurement are common across most business climate
research. After choosing variables, however, business climate research tends to branch
off into two directions: regional growth models and ranking analyses.

Regional growth models

Through the years, economists and other social scientists have specified thousands of
equations in a never-ending quest to explain regional economic growth. Taxes in
particular receive much attention from analysts and policy-makers, who desire to learn
just how elastic is the relationship between growth and tax rates (Wasylenko, 1997. See
also, Bartik, 1993). Recent attention has also focused on quality of life issues, especially
the importance of artistic and cultural amenities popularized by Richard Florida’s (2002)
work on the “creative economy,” although his work is less concerned with causality as it
1s In investigating the range of social and cultural conditions that appeared to coincide
with economic growth across the U.S. during the last decade.

Wasylenko (1997) discusses several conceptual, measurement, and estimation problems
encountered when modeling regional growth and state and local policy. Frequent
criticisms in these studies included measurement error in dependent and independent
variables, mis-specification, omission bias, and simultaneous equation bias. Results of
these studies occasionally produced results that contradicted each other. Even absent the
problems listed above, most studies relating economic development to sets of local
policies demonstrated association rather than causation {Wasylenko, 1997). For these
and other reasons, such studies may not be relied upon heavily by local policy-makers, to
the extent that they are even aware of them



Business climate rankings

Business climate rankings are country cousins of more sophisticated regional growth
models. Perhaps weary of confusing and inconclusive results from regional models,
analysts in some institutions and agencies circumvent the process. These analysts distill a
set of business and other amenity indicators into one value, often using principal
component techniques or by using simple weighting procedures, and use that value to
create a ranking of states or cities. They assume, a priori, a positive, linear relationship
between a state’s growth potential and its ranking on the set of business climate
indicators. The assumption is facile: move up one notch in a ranking of 50 states, and
your competitive position improves by 2 percent.

The appeal of business climate rankings is obvious in that they’re simple to interpret and
they reduce a large number of factors into one, simple measure. This is also their
Achilles heel, as they are frequently criticized for over-simplifying complex
relationships. Luger discusses other criticisms including the ad hoc inclusion of
components, poorly designed measures for components, subjective interpretation of
indicators, inconsistency in ranking criteria, arbitrary weighting schemes, and failure to
correct of regional differences in industrial structure (Luger, 1996).

Business climate ranking studies are also criticized for encouraging the notion that
growth occurs only in competition with other states or regions. Luger (1996) quotes
Erickson (1987), who touched on the possible self-fulfilling nature of business climate
rankings. “The implication [was] that places that are presumed to have attributes that
impart an advantage over other places in attracting new employers or nurturing the
growth of existing businesses will have favorable growth trajectories.”

Several issues surrounding the use of rankings to explain or predict growth are
summarized in a recent exchange about the use of high-tech rankings for metropolitan
areas. Cortright and Mayer (2004} argued that one-dimensional or narrowly-constructed
rankings generalized across regional variations, thus significantly oversimplifying
relationships between growth and the ranked variables. Chapple et al (2004) argue that
broad rankings are hard to replicate, easily misunderstood, and virtually impossible to
translate into the policy realm (Chapple, Markuson, Schrock, Yamamoto, Yu, 2004).
Gottlieb defends the use of rankings, provided their purpose, conceptual framework, and
methodologies are clearly explained; and he argues that rankings can be perfectly valid
when judged on their own terms (Gottlieb, 2004).

How business climate rankings evolved
State business climate rankings are not new, nor are the debates about their value,

construction, and misuse. Despite all the criticism, business climate rankings continue to
proliferate. To understand why this is so, it is useful to explore how they evolved.

* Erickson, Rodney. 1987. Business Climate Studies: A Critical Evaluation. Economic Development
Quarterly 1{1):62-71.



Theoretical roots

According to Luger (1996) rankings are a logical outgrowth of early location decision
research by Tiebout, who showed that amenity differences across jurisdictions motivate
people to “vote with their feet.” By highlighting differences across geographies, rankings
ostensibly simplify the location decision process.

Public sector roots

There were practical beginnings to ranking processes that coincided with the
development of the analytic capacities of universities and governments over the years.
Early rankings were, for example, provided by Census Bureau reports on per capita
income, characteristics of public finances and expenditures, poverty, and household
income. It took just a small step for enterprising public policy centers at universities, for
example, to begin compiling these indicators in order to facilitate comparisons.

As an example, in the 1970s the University of Oklahoma Bureau of Government
Research compiled a comprehensive compilation of state government rankings for
income, education, social characteristics, health care and vital statistics, government
finances, and other general characteristics of society.* The idea behind that effort was to
generate as much information as possible that was both ordinal (ranked) and factual,
actual values, in an effort to provide comparative information to state decision makers.
These efforts were replicated, however they were also limited and timed to coincide
closely with the releases of national decennial information, the main source of
comparative data. Also, given the capacity of both word processing and data processing
at the time, these types of efforts were rarely repeated annually.

Another notable and highly regarded example of interstate comparisons were the regular
publications of the U.S. Advisory Commission on Intergovernmental Relations (ACIR).
This commission was a consortium of state, local, and federal government representatives
designed to discuss and research issues of interests to all levels of governments. The
comimission, lost its impetus during the early 1990s, but it enjoyed a 35-year run where it
produced a series of state level analysis including assessments of state tax policy, grants-
in-aid, federal mandates, and its annual two-volume report entitled “Significant Features
of Fiscal Federalism,” which, in very high detail, provided a rich mix of comparative
fiscal statistics that allowed states to gauge their state and local government revenue and
expenditure performance and the different budgeting processes among the states.” Many
analysts relied on this source to not only check state government comparisons, but as the
next installment in time-series compilations so that not only rankings were considered but
also patterns of change over time.

During the early to mid-1980s, many state governments began to beef up their economic
development efforts. It became highly evident at this time that there was a geographic re-

4 Morgan, David R. 1974. Handbook of State Policy Indicators. Bureau of Government Research,
University of Oklahoma. This compilation was very eclectic including, among its indicators, the race and
education levels of drafiees.

’ The ACIR periodic report serics ran through 1995. The Iowa State University library contains Significant
Features of Fiscal Federalism: Volumes I and II, dating back to 1976.



orientation of businesses in the U.S. Historically strong manufacturing sectors along the
Great Lakes saw a powerful erosion in traditional industrial jobs, many of which rotated
into the mid-Atlantic states and to the South. Much was made of this regional
transformation. The state’s losing jobs were called the “Rust Belt.” The states gaining
the “Sun Belt.” While the sources of this rotation are debatable, the general consensus
was that the industrial states had expensive governments and expensive workers, while
the Sun Belt states had limited, more austere governmental structures and historically
lower wage levels. Much of this pattern was anticipated by Robert Goodman (1979} as
an emerging battle among the states for jobs, firms, and investment.® This was a quite
prescient account of a problem that persists to this day.

All states began to acknowledge that the general perception of their state mattered when
it came to promoting economic growth. Open-shop states, those not requiring union
membership in selected industries, became “right-to-work™ states. High value public
sector outputs, like a well educated workforce, were touted as also were increasingly
lower or more competitively described state or local tax policies. Among state
governments’ myriad efforts to bolster their development images, came another round of
state rankings. This time they were compiled by state economic development
departments or by state chamber of commerce groups. These assessments, like those
compiled in Jowa, were often highly selective, and, understandably, included indicators
that primarily showed the state in a more favorable light.” The parochial, and self-
promoting nature of these compilations rendered them relatively useless for research

purposes.

Over this same period, however, there were incremental expansions in the statistical
output of organizations representing different types of governments. The National
Council of State Legislators, the Council of State Governments, the National Municipal
Finance Officers Association, and a host of other semi-public entities began to
systematically compile indicators of state and local fiscal and policy variables. Asa
consequence, enterprising researchers at least could access, usually via hard-copy, a wide
range of compilations of state and local government indicators, rankings, and trends.
Between these agencies, the aforementioned Advisory Commission on Intergovernmental
Relations, and federal agencies, most notably the Bureaus of the Census and of Economic
Analysis, it became increasingly easy for researchers and policy makers to compile
relevant social, fiscal, economic, and policy indicators and rankings for states. This is
especially true with the advent and advancement of digital data sources.

Private sector roots

Two early business climate ranking studies were published by firms specializing in site
location consulting. These firms were Fantus Consulting, negotiators of financial
incentives for relocating manufacturers firms, and the Chicago accounting and consulting

¢ Goodman, Robert. 1979. The Last Entrepreneur: America’s Regional Wars for Jobs and Dollars, New
York. Simion and Schuster.

" The last of these in lowa, Digest, was published in 1986 by the state’s economic development agency, the
Iowa Development Commission. Owing to a government reorganization that year, tight budgets, and
public derision of that effort, the selective ranking reports were discontinued.
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firm Alexander Grant & Co. (later known as Grant Thornton, Inc.) Beginning in 1979,
and continuing through the 1980s, Grant’s Annual Study of General Manufacturing
Climates of the Forty-eight Contiguous States of America became the standard for
business climate ranking studies (Khan, 2002). Grant’s survey included 20 or so
categories such as state and local financial policies, taxes, state-regulated employment
costs, labor costs, and official attitudes toward business.® The survey relied heavily on
input and criteria from manufacturing trade association representatives.

A spate of Washington Post news stories during the mid-1980s provides early evidence
of business climate rankings’ ability to irritate. A reporter named Rudolph Pyatt, Jr.
followed annual reaction in Maryland to the state’s perennially mediocre showing in the
Alexander Grant index. In a 1986 story dripping with sarcasm, he wrote, “More recently,
South Dakota, which ranks right up there with the District of Columbia as a mythological
manufacturing center, topped the Grant Thornton index.”

Mr. Pyatt was not alone in his criticism of business climate rankings. There appeared to
be a need for multi-dimensional assessments of the states. In 1986, the Corporation for
Enterprise Development {(CED) provided some relief for maligned states like Maryland
by introducing their own development report card for states, along with a companion
report that publicly chastised the creators and followers of the Grant Thornton index for
their one-dimensional approach to economic development.'®

Types of ranking studies

The specific factors measured by business climate indexes vary by publisher. Some
business climate rankings restrict themselves to a relatively narrow policy focus, such as
the tax-focused Small Business Survival Index. Others are comprehensive, broad-based
measures like the Corporation for Enterprise Development’s Development Report Card
for States. A sampling of organizations currently publishing state ranking studies
follows.

Business-cost or business-friendliness measures

Small Business Survival Index - Published annually by the Small Business &
Entrepreneurship Council (SBEC), the Small Business Survival Index includes 21
business cost measures that are either imposed by or related to government and are
believed to impact small businesses and entrepreneurs in various industries. The SBEC
works to influence public policy ensuring a favorable environment for small businesses
and entrepreneurship.'’

§ «“Survey Ranks Virginia 18" Maryland 29",” in The Washington Post, February 2, 1982.

% “Grant Thornton’s Index Under Fire,” by Rudolph A. Pyatt, Jr., The Washington Post, November 18,
1936.

" Thid

" hitp:/fwww.sbsc.org/Resources.asp
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Policy measures

The vast Economic Freedom index published by researchers at Clemson University 1s
based on more than 100 individual measures including government spending and
regulation, welfare and education policy, taxation, and the judicial system. The authors
sought to quantify the “right of individuals to pursue their own interests through
voluntary exchange under a rule of law....”"> The study’s authors hypothesize that
regions with greater economic freedom experience relatively more in-migration and
higher income growth (Byers, McCormick, and Yandle, 1999).

Livability measures

The Morgan Quitno Press publishes a four-pronged series of annual, on-line state
rankings emphasizing the importance of quality-of-life issues. These include the
Smartest State, Most Livable State, Healthiest State, and Smartest State. Morgan Quitno
Press is an independent private research company that publishes a several monthly and
annual state and city comparisons.

High-technology measures

The Progressive Policy Institute (PPI) published the 2002 New Economy Index as part of
its Technology & New Economy Project. The study uses 21 economic indicators to
describe state progress in transitioning to a knowledge-based economy. Measures
include technology adoption, innovation, and skilled workforce indicators. PPI’s goal for
their New Economy Project was to help modemize public policies and institutions to
meet the demands of a changing economy, and “...to promote policies that encourage
technological advances, economic innovation, and entrepreneurship.”"

Holistic measures

The Corporation for Enterprise Development takes a more holistic view of the economic
development question. In its Development Report Card for the States, the CED assigns
letter grades to states, rather than numeric rankings. CFED uses 68 measures organized
into a three-index framework: Performance, Business Vitality, and Development
Capacity. Performance measures include employment, earnings and job quality, equity,
quality of life, and resource efficiency. Business vitality measures include
competitiveness of existing businesses and entrepreneurial energy. Development
capacity measures include human resources, financial resources, infrastructure resources,
amenity resources, and innovation assets.'*

Business Climate Ranking Analysis

With this dizzying array from which to choose, it’s no wonder states and interest groups
can usually find a ranking study to meet their marketing or lobbying needs. Are the
results of these studies really contradictory, complimentary, confusing, or can they tell us
something about relationships between regional amenities and growth? We collected a
variety of state rankings for comparative analysis. While very few of these actually bill

2 http://freedom.clemson.edu/report.color. PDF
"* http://www ppionline.org
¥ State of lowa, Development Report Card for States, CFED, http://drc.cfed.org/grades/iowa.html
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themselves as business climate rankings, they all rank variables frequently associated or
included as business climate factors. Three different rankings focusing on different
aspects of regional competitiveness are mapped in Appendix I. These maps illustrate the
difficulty in trying to assimilate information across ranking studies. Our goal in analysis
was to detect possible patterns in these seemingly random variations by instrument.

Our analysis employed simple exploratory data analysis procedures, and made no
attempts to either test or prove a hypothesis. We used cluster analysis and discriminant
analysis functions available in Minitab software. First, we used cluster analysis
procedures to compare several rankings from different sources with each other. One
would expect rankings with similar construction or an over-riding theme to actually
produce similar results. Next, we compared states’ performances across the spectrum of
climate studies to identify which states seem to perform similarly across the scope of
measures. Finally, after assigning states into six groups based on their rankjng
performance, we assessed differences in growth outcomes across the groups.l

Data set construction

The data set contained 50 observations and 29 variables. Each observation was a state,
and each variable measured the state’s ranking (value of 1 to 50) on an index or sub-
index from a published ranking study. The 29 ranking instruments we used are described
in Appendix II. Appendix III lists detailed measures used in construction of the various
indices.

Comparisons by index

Using a basic “cluster variables™ procedure, we compared the business climate index
rankings with each other. The most similar indices are joined first, and others are added
to the groupings at lower and lower levels of similarity. Figure 4 illustrates the results of
clustering procedure. Because the variables names were truncated in the graphic, a key to
variable names and sources is also provided. The variables are listed in the same order in
the graph and in the key to the variables.

The clustering procedure split the 29 indices into three main groups characterized loosely
as (1) business costs and regulatory measures, (2) quality of life measures, and (3)
innovation or competitiveness measures. Some blurring of these lines did occur. For
example, two indices measuring corporate and sales taxes were grouped with the
innovation measures rather than the business cost measures. Indices published by the
same organization tended to group together, but not as a rule.

1% Cluster analysis describes a range of techniques that help analysts identify groups of items with similar
characteristics. Cluster analysis can group sets of similar variables or observations. These tools are often
used for exploratory data analysis, prior to more rigorous statistical modeling. It is often desirable to
identify either sets of observations that behave similarly across the variables of interest, or variables that
explain similar responses in the observations. By themselves, the cluster groupings may be also useful for
describing or summarizing information. Cluster analysis uses mathematical aigorithms to solve for the
“distance” between values of interest. Items with the smallest value distance are paired together first. As
the cluster algorithms gradually decrease the reguired level of similarity (or increase the value distance),
new items are added to the groupings. The cluster analysis output includes a listing of which observations
or variables are grouped together, and at what level of similarity the groupings occur.
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The greatest degree of similarity was demonstrated among the quality of life measures.
Several of the “new economy” measures also demonstrated a relatively high degree of
similarity. The penultimate step in the clustering procedure joined the quality of life

group to the innovation group, while the business cost group was joined last.

Figure 4. Clustered variables
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Variables
Grouping Abbreviation Index name Saurce
ind_tax Individual Taxes Tax Foundation
SB_survi Small Business Survivat - overall Small Business Survival Committee
Fisc_pol Government and Fiscal Policy Beacon Hill Institute
1 Econ_fre Econemic Freedom Clemson University
Ul _tax Unemployment Insurance Tax Tax Foundation
Fisc_bal Fiscal Batance Tax Foundation
Stioc_ta State and Local Income Tax Burden Tax Foundation
All_tax State, Local, and Federal Income Tax Burden Tax Foundation
Health_ 1 Healthiest State Morgan Quitno Press
Health_2 State Health Ranking United Health Foundaticn
Livabili Most Livable State Morgan Quitno Press
Human_re Human Resources Beacen Hill Institute
2 State Li State Liability Systems Harris Interactive
Smartest Smartest State Morgan Cluitno Press
Safest Safest State Morgan Cuitna Press
Security Security Beacon Hill Institute
Financin Financing Beacon Hill Institute
Environm Environmental Policy Beacon Hill [astitute
Sls_tax Sales Taxes Tax Foundation
Globaliz Globalization Progressive Policy [nstitute
Cpenness Openness Beacon Hil! institute
Corp_tax Corporate Taxes Tax Feundation
Dynamism Economic Dynamism Progressive Policy Inslitute
3 Dig_scon Digitat Economy Progressive Policy Institute
Knwi_job Knowledge Jobs Progressive Palicy Institute
Innovati Innovation Capacity Progressive Policy Institute
Technolo Technology Beacon Hill Institute
Infrastructure Infrastruicture Beacon Hil Institute
Domeslic Domestic Competition Beacon Hill Institule
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Comparisons by state

We next compared the states performance with each other using a “cluster observations”
procedure. For this analysis, we specified a final partition of 6 state groupings. These six
groups of states are illustrated in Figure 5 below. Clearly, there are strong geographic
tendencies in these groupings, although group members are not always adjacent to each
other. Groups 3 and 4 are dispersed geographically while the remainder are relatively
cohesive. These results suggest that proximate states tend to perform similarly across the
ranking instruments. So, which has the most influence on overall state economic
prospects: particular sets of indicators, or particular locations? This elemental re-
configuration of the data indicates that there may be both historic, cultural, and
geographic determinants of state economic prospects, irrespective of particular state
policy attributes.

Figure 5

State Cluster Groupings Based on Ranking Studies

Comparison with recent growth outcomes

A frequent criticism of ranking studies is their failure to relate measured indicators with
outcomes. Using the state groupings derived from the state clustering procedure, we
applied some exploratory data analysis techniques to detect variations in outcomes by
group. Perhaps the simplest method is to plot outcome measure by group over time.
Figure 6 illustrates an indexed measure of employment growth for each of the 6 state
cluster groupings. Total employment is indexed to base year 1993 values by group. This
figure illustrates slightly different growth patterns among the groups. For example,
Groups 3 and 5 clearly outperformed the remaining groups in overall employment
growth. Groups 1 and 2 both experienced employment declines after 2000. Group 2
states had the worst employment growth performance during the time period measured,
although they out-performed Group 1 states until 1999.
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Figure 6

Total Employment Growth Index, 1993-2002
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The final step of our analysis was a more systematic attempt to compare a set of
outcomes across the states and indices. Our outcome variables included actual growth
rates in gross state product 1998-2002, population 1998-2002, per capita income 1993-
2002, employment 1993-1998, employment 1998-2002, and the 5-year business climate
news exposure index described in an earlier section. Using discriminant analysis, we
tested if the group assignments derived from the state clustering procedure could be
replicated based on the set of regional outcome measures. The procedure assigned 80
percent of the individual state observations to the correct group. The results are
summarized below.

Figure 7

Summary cf Classification

Put into s o TEHS,; GEOUD: s

Group 1 2 3 4 5 6
1. 9 3 1 1 0 0
2 0 5 0 0 0 1
3 0 0 5 0 1 0
4 0 0 0 9 1 0
5 0 0 0 1 7 0
6 0 1 0 0 0 5
Total N 9 9 6 11 ) 6
N Correct 9 5 5 9 7 5
Proportion 1.000 0.556 0.833 0.818 0.778 0.833
N = 50 N Correct = 40 Proportion Correct = 0.800

The lowest proportion correct (0.556) occurred in Group 2, which includes the states of
Hawaii, Alaska, New Mexico, North Carolina, and the contiguous block of Illinois,
Michigan, Indiana, Ohio, and Pennsylvania. The highest proportion correct (1.000)
occurred in Group 1, a relatively contiguous grouping of Southern, Appalachian, and
Mississippi delta states plus South Carolina.
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Summary of findings

Instead of blending the indices and states into an indistinguishable mass, the clustering
procedures produced groupings of indices that reflected the original purpose of the
rankings, and groupings of states that demonstrated regional clarity (with a few notable,
but not necessarily consequential exceptions). In addition, the set of growth outcome
measures suggested there was some association of economic outcomes with the collective
rankings.

Conclusions

Although a consensus definition of business climate may never be reached, this paper
attempts to sort out and highlight differences in current usage of the term. Is business
climate a measure or a message? Many social scientists tend to view it as a measure of
economic competitiveness. They define it in various ways using multiple, carefully-
constructed equations or indices to assess policy and amenity differences across space.
Many policy-makers often refer to business climate not as a mix of amenities, but as a
regional asset whose primary purpose is to send a welcoming message to prospective
businesses. We believe the notion of business climate as a regional asset deserves
additional study.

Because so much of economic development is viewed as a competition among states, it is
doubtful the demand for business climate rankings will ever cease. Business climate and
rankings go together like basketball and tournament seedings. The wide range of ranking
studies available creates an illusion of chaos, or at the minimum, arbitrariness, but our
analysis suggests the rankings are picking up some regional variations in economic
change. The degree to which policy makers can manipulate those factors, however, is not
apparent from this analysis. Whether there are policy antecedents that explain these
variations will require additional research. And that analysis would rely primarily on
actual indicators and the variance of those indicators across groups, not rankings.

The political and popular appeal of business climate rankings is undeniable. By
presenting information about regional policy differences in a digestible format, they can
make contributions to early stages of public policy debate. They induce policy makers to
correct perceived imbalances, and they can help policy makers to frame the context of the
decisions that they must make. However, because they fail to relate rankings to discrete
sets of outcomes, they do not provide leaders with actionable information for modifying
public policy. That is where over-reliance on rankings dis-serves the policy making
process.

17



Appendix I. Geographic Display of Selected State Ranking Instruments

Map A. Most Livable State Index, Morgan Quitno Press, 2003
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Map B. Unemployment Tax Index, Tax Foundation, 2004
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Map C. Knowledge Jobs Index, Progressive Policy Institute, 2002
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Appendix II. Business Climate Indices Used for
Comparative Analysis

Name

Title

Index Name

Link to Source

Morgan Quitno Press

Annual On-Line Awards, 2003

Most Livable State

Healthiest State

|Smartest State

Safest State

http:/fwww.morganquitno.com/

Tax Foundation

State Business Tax Climate Index, 2004

|Corporate

Individual

Sales and Gross Receipts

Unemployment Insurance

|Fiscal balance

http:/iwww.taxfoundation.orgfbp45.pdf

Tax Burdens and Tax Freedom Day by
State, 2003

State & Local Income Tax

State, Local, & Federal Income Tax

http:/fwww.taxfoundation.org/sr129.pdf

The Progressive Policy Institute

Technology, Innovation, and New Economy

Project, 2002

Knowledge Jobs

Globalization

Economic Dynamism

The Digital Economy

Innavation Capacity

http:/iwww.neweconomyindex.org/ 2002/

Small Business Survival Committee

'Small Business Survival Index, 2003

Overall Index

hittp://www.sbsc.orgiMedia/pdf/SBSI2003. pdf

Beacon Hill Institute

State Competitiveness Index, 2003

‘Government and Fiscal Policy

hitp://www.beaconhill.org/BHIStudies/

Security

Infrastructure

Human Resources

Technology

[Finance

Openness

|Domestic Competition

Envirenmental Policy

003%20Data/Compete2003WebONLY.pdf

Harris Interactive

State Liability Systems Ranking, 2004

Overall Index

http:/iwww.legalreformnow.com/pdfs/ILR%20Harris%20Poll.pdf

United Health Foundation

State Health Ranking, 2003

Overall Index

hitp://www.unitedhealthfoundation.org/shr2003/

Clemson University

Economic Freedom in the 50 States

(Overall Index

http:/ifreedom.clemson.edu/
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Appendix IIl. Description of Measures Used to Compile

Source

Business Climate Indices

Description

Moargan Quitna Press - Most Livable State
Morgan Quitno Press - Most Livable State
Morgan Quitno Press - Most Livable State
Morgan Quitne Press - Most Livable State
Morgan Quitno Press - Most Livable State
Morgan Quitno Press - Most Livable State
Morgan Quilno Press - Most Livable State
Morgan Quitng Press - Most Livable State
Morgan Quitno Press - Most Livable State
Morgan Quitno Press « Most Livable State
Morgan Quitne Press - Most Livable State
Morgan Quitno Press - Most Livahle State
Morgan Quitno Press - Most Livable State
Morgan Quitno Press - Most Livable State
Morgan Quitne Press - Most Livable State
Morgan Quitna Press - Most Livable State
Morgan Quitno Press - Most Livable State
Morgan Quitno Prass - Most Livable $tate
Morgan Quitne Press - Most Livable State
Margan Quitno Press - Most Livable State
Morgan Quitng Press - Most Livable State
Morgan CQuitno Press - Most Livable State
Morgan Quilno Press - Most Livable State
Margan Quitno Press - Most Livable State
Morgan Quitno Press - Most Livable State
Morgan Quitno Press - Most Livable State
Moargan Quitno Press - Most Livable State
Morgan Quitne Press - Most Livable State
Morgan Quitno Press - Most Livable State
Margan Quitno Press - Most Livable State
Morgan Quitne Press - Most Livable State
Morgan Quitno Press - Most Livable State
Margan Quitno Press - Most Livable State
Morgar: Quitno Press - Most Livable State
Maorgan Quitno Prass - Most Livable State
Margan Quitno Press - Most Livable State
Morgan Quitne Press - Most Livable State
Morgan Ciuitno Press - Smartest State
Margan Quiino Press - Smartest State
Morgan Quitne Press - Smartest State
Morgan Cuitng Prass - Smartest State
Margan Cuitno Press - Smartest Stale
Morgan Quitno Press - Smariest State
Morgan Quitno Press - Smartest State
Morgan Cuitno Press - Smartest State
dorgan Quilno Press - Smartest State
Margan Cuitno Press - Smartest State
Morgan Quitno Press - Smartest State
Morgan Quitno Press - Smartest State
Morgan Cuitno Press - Smartest Stale
Morgan Quitno Press - Smartest State
Morgan Quitno Press - Smartest State
Morgan Quitno Press - Smartest State
Margan Quitno Press - Smartest Stale
Morgan Quitno Piess - Smartest State
Morgan Quitno Press - Smartest State
Morgan Quitno Press - Smartest State
Morgan Quitno Press - Smartest State
Morgan Quitno Press - Heaithiest State
Morgan Quiitno Prass - Healthlest State
Morgan Quilno Press - Healthiest State

Percent Change in Number of Crimes: 2001 to 2002

Crime Rate

State Prisoner incarceration Rate

Personal Bankruptcy Rate

Pupil-Teacher Ratio in Public Elementary and Secondary Schoals

Rate of Public Libraries and Branches in 2001

Unamployment Rate

Percent of Nonfarm Employees in Government

Efectricity Prices

Hazardous Waste Sites on the National Priority List per 40,000 Square Miles

State & Local Taxes as a Percent of Personal Income

Per Capita State and Local Govemnment Debt Cutstanding

Population per Square Mile

Povarty Rate

Percent of Female-Headed Familles with Children Living in Poverty in 2002

State and Lacal Govemment Spending for Welfare Programs as a Percent of All Spending
Percent of Households Receiving Food Stamps

Beficient Bridges as a Percent of Total Bridges

Highway Falality Rate

Fatalities in Alcohol-Related Crashes as a Percent of All Highway Fatalities

Par Caplta Gross State Product

Percent Change in Per Capita Gross State Product: 1997 to 2004 (Adjusted to Constani Dollars)
Per Capila Personal Income

Change in Per Gapita Personat Income: 2001 to 2002

Median Household Income

Expenditures for Education as & Percent of All State and Local Government Expenditures
Parcent of Population With a Bachelor's [Degree or More

Books in Public Libraries Per Capita

Per Capita State Art Agencies' Legislative Appropriaticns

Average Weeldy Eamings of Production Warkers an Manufacturing Payrolis

Job Growth: 2002 to 2003

Noma! Daily Mean Temperature

Parcent of Days That Are Sunny

Hameownership Rate

Domestic Migration of Poputation: 2002 to 2003

Marriage Rate

Percent of Eligible Population Reported Voting

Public Elementary ang Secondary Scheal Revenue per $1,800 Personal Income

Par Pupll Publie Elementary and Secondary Schoel Current Expenditures.

Percent of Public Elementary and Secondary School Current Expenditures used for Instruction
Percent of Population Graduated from High Schaol

Public High Schaol Graduation Rate

Percent of Public School Fourth Graders Proficient or Better in Reading

Parcent of Public School Eighth Graders Proficient or Better In Reading

Percent of Public School Fourth Graders Proficient or Better in Writing

Percent of Public School Eighth Graders Preficient or Better in Writing

Parcent of Publle School Faurth Graders Praficient or Better in Mathamatics

Percent of Public School Eighth Graders Proficient or Better in Mathematics

Percent of 41k Graders Whose Parents Have Strict Rules about Gelting Homewsork Done
Average Teacher Salary as a Percent of Average Annual Pay of All Workers

Parcent of School-Age Poputation in Public Schools

High Schoal Drop Qut Rate

Percent of Public Schoal Teachers Wha Reported Being Physically Attacked ir: the Past 12 Months
Spactal Education Pupil-Teacher Ralio

Percent of Public Elementary and Secondary School Staff Wha are Schaol District Administrators
Estimated Pupi-Teacher Ratio in Public Elementary and Sacondary Schools

Average Class Size in Public Elementary Schools

Average Class Size in Public Secondary Schools

Births of Low Birthweight as a Percent of All Births

Taenage Birtth Rate

Percent of Molhers Receiving Late or No Prenatal Care
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Souree Description
Morgan Cuitno Press - Healthiest State Age-Adjusted Death Rate
Morgan Quitno Press « Healthiest State Infant Mertality Rate

Morgan Quitno Press - Healthias! State

Margan Guitno Press - Healthiest State

Morgan Cuitno Press - Healthiest Stale

Morgan Quitno Press - Healthiest State

Mongan Guitno Press - Healthiest State

Morgar: Cuitno Press - Healthiest State

Morgan Chitnio Press - Healthiest Siate

Morgan Quilno Press « Healthiest State

Morgan Quitno Press - Healthiast State

Mergan Quitno Press - Healthiest $tate

Margan Quilno Press - Healthiest State

Morgan Quitno Press - Healthiest State

Morgan Quitno Press - Healthiest State

Margan Quitna Press - Healthiest State

Maorgan Quitno Press - Healthiest State

Morgan Quitno Press « Healthiest State

Morgan Quitno Press - Safest State

Morgan Quitno Press - Safest State

Morgan Guitno Press - Safest State

Morgan Quitno Press - Safest State

Mergan Quitne Prass - Safest State

Margan Quitno Press - Safest State

Tax Foundation - Tax Burdens by State

Tax Foundation - Tax Burdens by Stale

Tax Foundation - Business Tax Climate, Corparate
Tax Foundation - Business Tax Climate, Corparate
Tax Foundation - Business Tax Climate, Comporate
Tax Foundation - Business Tax Climate, Corporate
Tax Foundation - Business Tax Climate, Corporate
Tax Foundation - Business Tax Climate, Cerporate
Tax Foundation - Business Tax Climate, Corparate
Tax Foundation - Business Tax Climate, Corporate
Tax Foundation - Business Yax Climate, Comorate
Tax Foundation - Business Tax Climate, Individual
Tax Foundation - Business Tax Climate, [ndividual
Tax Foundation - Business Tax Climate, Individual
Tax Faundation - Business Tax Climate, Individual
Tax Foundation - Business Tax Climate, Individual
Tax Foundation - Business Tax Climate, Individual
Tax Foundation - Business Tax Climate, Individual
Tax Foundation - Business Tax Climate, Individual
Tax Foundation - Business Tax Climata, $Sales
Tax Foundation - Business Tax Climate, Sales

Age-Adjusted Death Rate by Malignant Neoplasms
Age-Adjusted Deaih Rate by Suicide

Parcent of Population Not Covered by Heallh Insurance

Health Care Expenditures as a Parcent of Gross State Product
Per Capita Persanal Health Expenditures

Estimated Rate of New Cancer Cases

AIDS Rate

Sexually Transmitted Disease Rate

Percent of Population Lacking Access to Primary Care

Percent of Adulis Who Are Binge Drinkers

Percent of Adulls Who Smoke

Percent of Adulls Obese

Number of Days in Past Manih When Physical Health was “Not Good™
Beds in Community Hespitats per 100,008 Populaticn

Parcent of Children Aged 19-35 Months Immunized

Salety Belt Usage Rate

Murders per 100,800 population

Rapes per 100,000 population

Robberies per 100,600 population

Aggravated assaulls per 100,000 population

Burgtaries per 100,000 population

Car thefts per 100,000 population

State & Local taxes as a percentage of income (net state product)
State, Local, & Federal {axes as a percentage of income (net state product}
Rates, top rate

Rates, level al which top bracket kicks in

Rates, number of income brackets

Rates, average width of income brackets

Base, apportionment formula

Base, deductability of net operaling losses

Base, presence of tax on capilal stock

Basa, differential between tap corparate and individual income tax rates
Base, miscellaneous factors

Rates, top marginal tax rate

Rates, level of taxable income at which the top rate kicks in
Rates, number of income brackets

Rales, average widih of brackeis

Base, marriage penalty

Base, double taxalion of capital income

Base, differential between top individual and corporate tax rates
Bage, miscellaneous factors

Rate, combined state and local rates

Base, tally of exemptions {or & intermediaie goods & services

Tax Foundation - Business Tax Climate, Unemployment Insurance
Tax Foundation - Business Tax Climate, Unemploymant Insurance
Tax Foundation - Business Tax Climate, Unemployment Insurance
Tax Foundation - Business Tax Climate, Unemplovment Insurance
Tax Foundation - Business Tax Climate, Unemployment Insurance
Tax Foundation - Business Tax Climale, Fiscal Balance

Tax Foundation - Business Tax Climate, Fiscal Balance

Rates, actual minimum rate, maximum rate, and taxable wage base
Rates, statulory minimum rate, maximum rate, and taxable wage base
Base, experience rating farmula

Base, charging methods and exciuded benefils

Base, miscellaneous factors

State tax collestions per capita and as a percentage of income

Tax and expendilure limitations

PPl New Economy - Knowledge Jobs
PPi New Economy - Knowledge Jobs

PPl New Economy - Knowledge Jobs

PPi New Economy - Knowledge Jobs
PP1 New Economy - Globalizaticn
PPl New Economy - Globalization

PP New Economy - Ecenomie Dynamism
PPl New Economy - Economic Dynamism
PP1 New Economy - Econcmic Dynamism

PPl New Economy - The Digital Ecanomy
PP1 New Economy - The Digital Economy

PF1 New Economy - The Digital Econamy
PPl New Economy - The Digital Economy

IT occupational employment in non-IT industries as a share of total jobs

Managers, professianals, and technicians as a share of the total workforce

Weighted measure of the educational attainment (advanced degrees, bachelor's degrees, associate's degrees, or some
college coursework) of the workiorce

Weightaed measure of the educational altainment of the manufacturing workforce

Value of exports par manufacturing worker

The percentage of each state's workforce employed by foreign companies

Jobs in gazelle companies (companies with annual sales revenue that has grown 20 percent ar mare for four straight
years) as a share of totat employment

The number of new start-ups and business failures, combined, 2s a share of all establishments in each state

A weighted measure of the value and number of initial public stock offerings of companies as a share of gross state
product

The percentage cf the population with Internet access In each state

The number of commercial Internet domain names (".com™) per fim

A weighted measure of factors measuring computer and Internet use in schools, such as students per computer and
percentage of schools with Intemet access through a F1 or cable modem

A measure of the utilization of digital {echnologies in state governments
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Source

Description

PP1 New Economy - The Digital Economy
PP{ New Economy - The Digitat Economy

PPl New Economy - The Digital Economy

PP1 New Economy - Innovation Capacity

PF1 New Economy - Innovation Capacity
PPl New Economy - Innovation Capacity
PP1 New Economy - Innovation Capacity
PP New Economy - Innovation Gapacity
SBEC - Small Business Survival index
SBEC - Small Business Survival index
SBEC - Small Business Survival Index
SBEC - Small Business Survival Index
SBEC - Small Business Survival Index
SBEC - Small Business Survival Index
SBEC - Small Business Survival Index
SBEC - Small Business Survival Index
SBEC - Small Business Survival Index
SBEC - Small Business Survival Index
SBEC - Small Business Survival Index
SBEC - Small Business Survival Index
SBEC - Small Business Survival Index
SBEC - Small Business Survival Index
SBEC - Small Business Survival Index
SBEC - Small Business Survival Index

SBEC - Small Business Survival Index

SBEC - Small Business Survival Index

SBEC - Sinall Business Survival Index

SBEC - Small Business Survival Index

SBEC - Small Business Survival Index

Beacon Hill Institute - Government and Fiscal Policy
Beacon Hil! Institute - Government and Fiscal Policy
Beacon Hilf Institute - Government and Fiscal Policy
Beacon Hilt Instilute - Government and Fiscal Policy
Beacon Hilt Instilute - Safety

Beacon Hilt Institute - Safety

Beacon Hilt Institute - Safety

Beacon Hili Institute -~ Infrastructure

Beacon Hil Institute - Infrastructure

Beacon Hill Institute - Infrastructure

Beacon Hili Institute - Infrastructure

Beacon Hil Institute - Infrastiucture

Beacon Hil} Institute - Human Resources

Beacon Hilt Institute - Human Resources

Beacon Hil Institute - Human Resources

Beacon Hilt Institute - Human Resources

Beagon Hili Institute - Hurnan Resources

Beacon Hil Institute - Human Resources

Beacon Hil} Institute - Human Resources

Beacon Hilt Institute - Human Resources

Beacon Hllk Institute - Human Resources

Beacon Hil} Institute - Human Resources

Beacon Hili Institute - Technclogy

Beacon Hilt Institute - Technalogy

Beacon Hili Institute - Technelogy

Beacon Hill Institute - Technology

Beacan Hill Institute « Technclogy

Beacon Hill Institute - Technology

Beacon Hill Institute - Technelogy

Beacan Hill nstitute - Finance

Beacon Hill institute - Finance

Beacon Hill Institute - Finance

Beacon Hill institute - Openness

Beacon Hill institute - Qpenness.

Beacon Hill Institute - Domestic Competiticn
Beacon Hill Institute - Domestic Competition

A measure of the percentage of farmers with Internet access and who use computers for business
The parcantags of manufacturing establshments with Internet access

A combined measure of high-speed lines (DSL, cable, and other methads) per household and establishment, and the

percent of house-halds in ADSL range

Jobs in electronics manufacturing, software and computer-refated services, telecommunications. and biomedical as a

share of total employment
Civilian scientists and engineers as a percentage of the worklorce

The number of patents issued to companies or individuals per 1,000 workers

Estimated measure of industry investment in research and development as a percentage of Gross State Product {GSP)

Venture capital invested as a percentage of GSP

Top personal income {ax rate

Top capital gains tax rate en individuals

Top corporate income tax rate

Presence of state individua! altemative minimum tax

Presance of state corporate alternative minimurn tax

State indexing of personal incame tax rates for inflation

State and focal property taxes property taxas as & share of personal income

State and focal sales, gross receipts and excise taxes as a share of personal income
Levying of estate, inheritance and/or gift taxes beyond the federal pick-up tax

Unemployment tax rate - maximura state tax rate applied to state wage base as a share of state average annual pay

Healih care cost index {(per capita personal heaith care spanding relative to the U.S. average)
Electricity cast index (index of state’s average revenue per kilowatthour for electricity ulililies)
Workers' compensation costs (benefits per $100 of covered wages)

Crime rate per 100 residents

Right-to-work status

State and locat government bureaucrats (full-time equivalent employees per 100 residents)

Tax limitation status {requiring supermajority votes, whether for elected officials or voters in general, in order to increase

orimpose taxes)

Presence of Internet taxes

Motor fuel Llax (doltars per gallon)

State minimum wage minus the federal minimum wage

Mean grades based on survey of corporations o assess the faimess and reasonableness of state Hability systems

State tax revenue/Gross State Product {-)

Workers' Compensation Collections/Employment {-)

Sond rating (composite of S&F's and Moody's, scate 1-25) {+}
Budget deficit as % of Gross State Product (-)

Reported crime per 100,000 inhabitants (-}

% Change in crime indax, 1997-2002 (-) {cannot duplicate BHI report table)
Murders per 100,008 inhabitants {-)

% of households with computers (+)

% of households with instalfed phones (+)

% of households wilk internet access (+)

Air passengers per capita {+)

Travel time to work (-}

% of population without health insurance (-}

% of population aged 25 and over that graduated from high schaoof {+}
Average benefit per first payment, for cnemployed (-)

% of labor force represented by unions (-}

Unemployment rate (-}

% of population enrolled in degree-granting institutions (+)

% of adults in the labor force (+)

% of population bern abroad {(+)

Infant mertality rate in deaths per 1,000 live births (-}

Non-federal physicians per 100,000 inhabitants (+)

NSF funding for R&LD per capita (+)

NIH suppor to institutions In the state, par capita (+)

Patents per 100,008 inhabitanis {+}

Science and engineering graduate students per 100,000 inhabitants (+}
Sclence and engineering degrees awarded per 100,000 inhabitants (+)
Scientists and engineers as % of [abor force (+)

High tech companies as % of companies in the state (+)

Deaposits in commercial banks and savings Institulions, per capita {+)
Rental costs for 2-bedroom apartment {-}

Venture capital avaitable per capita {+)

Exparts per capita, § (+)

Incaming foreign direct investment per capita, 3 (+}

Employer firm births per 100,060 inhabitants (+)

Employer firm terminations per 00,000 inhabitants (+}
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Source

Description

Beacon Hill Institute - Environmental Paticy
Beacon Hill Institute - Environmental Policy

Harris Interactive - Civil justice sytems survey
Haris Interactive - Civil justice sytlems survey
Harris Interactive - Civil justice sylems survey
Harris Interactive - Civil justice sytems survey
Harris Interactive - Civil justice sytems survey
Hanis Interactiva - Civil justice sylems survey
Harris Interactive - Civil justice sylems survey
Harris Interactive - Civil justice sylems survey
Harrig Interactive - Civil justice sytems survey
Harris Interactive - Civil justice sylems survey
United Health Foundation - State Health Rankings
United Health Feundation - $iate Health Rankings
United Health Feundation - State Health Rankings
United Health Foundation - State Health Rankings
United Health Foundation - State Health Rankings
United Health Feundation - State Health Rankings
United Health Foundation - State Health Rankings
United Health Foundation - State Health Rankings
United Heaith Foundation - State Health Rankings
United Health Foundation - State Hesith Rankings
United Health Fcundation - State Health Rankings
United Health Feundation - State Health Rankings
United Health Foundalion - State Health Rankings
United Health Foundalion - State Health Rankings
United Health Foundation - State Health Rankings
United Health Feundation - State Health Rankings
United Health Foundation - State Health Rankings
United Heallh Foundation - State Health Rankings
Ciemsan University - Economic Freadom in the 50 States

Electricity prices, $/mbiu (-)
Toxic releass inventory, n- and off-site, ibs per capita (-}

Perceptions of faimess in averall treatment of tort and contract litigation
Perceptions of faimess in overall treatment of ciass aclion: suils

Pearcaplions of faimess in punitive damages

Perceptions of timeliness in summary jutdgements/dismissals

Perceptions of faimess in discovery process
Perceplions of falmess in scientifictechnical evidence
Perceptions of judges' impartiality

Perceptions of judges’ competence

Perceptions of juries’ predictability

Perceptions of juries’ faimess

Persanal behaviors, smaking

Parsonal behaviors, obesity

Persoral behaviors, metor vehicle deaths
Personal behaviors, high school graduaticn
Commurity environment, viofant crime
Community enviranment, lack of health insurance
Community environment, infectious disease
Cemmunity environment, children in povesty
Community enviranmenl, occupational fatalitias
Heallh policies, percent of health dolfars for public health
Health policies, per capita public healih spending
Healih policies, adequacy of prenatal care

Heallh outcomes, limited aclivity days

Heallh outcames, cardiovascutar deaths

Heallh outcomes, cancer daaths

Healih outcomes, tatal moriality

Heallk outcomes, infant mortality

Health oulcomes, premalure death

See original study
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APPENDIX C
Performance rankings of cities

Four regularly published rankings of cities or metro areas are based solely on
measures of economic performance. A brief description of each is included
here. Another index that has been cited frequently is “Entreprencurial Hot
Spots,” produced by Cognetics Inc. This appears now to be defunct, so we do
not include it in our review.*

Milken’s Best Performing Cities
The Milken Institute, which describes itself as an “independent economic think
tank,” produces an annual ranking of the 200 largest metropolitan areas in the
U.S. on their economic performance (and ranks the 118 smallest metro areas
in a separate list). The latest ranking was released in November 2004.

There are nine factors used to rank metro areas. For the first seven, Milken
creates an index with the U.S. average equal to 100. The 2004 rankings were
based on these components:

1. Five-year job growth: metropolitan area job growth relative to the U.S.
average between 1998 and 2003

2. One-year job growth: metropolitan area job growth relative to the U.S.
average between 2002 and 2003

3. Five-year wages and salaries growth: salary and wage disbursements growth
relative to the U.S. average between 1997 and 2002

4. One-year wages and salaries growth: salary and wage disbursements growth
relative to the U.S. average between 2001 and 2002

5. Short-term job growth: job growth/decline between April 2003 and April
2004

6. Five-year relative high-tech GDP growth: high-tech sector output growth
relative to the U.S. average between 1998 and 2003

7. One-year relative high-tech GDP growth: high-tech sector output growth
relative to the U.S. average between 2002 and 2003

8. 2003 high-tech GDP location quotient: combined metropolitan area high-
tech location quotient during 2003. Location quotient (L(Q) is a measure of
high-tech concentration {U.S. = 1.0). A metro with an LQ higher than 1.0
is said to be more concentrated than the United States and vice versa

9. Number of highly concentrated high-tech industries: measures the number
of high-technology industries with a location quotient (L.QQ) about the U.S.
average of 1.0 during 2003

The Milken Institute ranking is a straightforward composite of various
measures of economic growth, with a heavy emphasis on growth in high-tech
sectors (four of the nine measures being devoted to high tech). The nine mea-
sures are combined into an overall index that is the basis for ranking. The Web
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site does not explain how the measures are combined, though presumably this
is contained in the printed report, which can be purchased.

Site Selection’s Top Metro Areas

Site Selection magazine has published rankings of U.S. metropolitan areas in
the March issue each year since 1991. The March 2004 issue contained rankings
of the top 100 metro areas in terms of the number of new or expanded facilities
during 2003. The namber ranged from nine facilities in each of 12 smaller
metro areas to 336 in Chicago. The magazine also listed the top 10 metro areas
in terms of total investment, and the 12 states with the most metro areas among
the top 100 (presumably in terms of number of facilities, though this is not
clear). Since the index measures the total number of facilities or dollars of
investment, not a rate {such as dollars per capita), large metro areas and states
with more large cities tend to dominate the rankings.

Best Cities for Entrepreneurs

Entrepreneur magazine, in conjunction with Dun and Bradstreet, compiles an
annual list of the Best Cities for Entrepreneurs. The ranking is based on four
factors:

p—

Entreprencurial activity: number of businesses five years old or younger

2. Small business growth: number of businesses with fewer than 20 employees
that experienced “significant employment growth” in the previous year

3. Job growth: “change in job growth [sic] over a three-year period”

4. Risk: bankruptcy rates

The 2003 list (the latest list available on the Web site as of January 2005)
included 61 metropolitan areas. There is no explanation of how the scores for
each factor are determined or how they are combined into an overall ranking.

Inc.’s Top Cities for Doing Business

The latest entrant in the metro-area performance index competition is Irc.
magazine’s Top Cities for Doing Business in America. It ranked 277 cities
(actually metropolitan areas) on job growth and sectoral “balance” and pub-
lished lists of the top 25 in three size categories in the March 2004 issue. More
complete resnlts are available on Inc.’s Web site.

The overall ranking is based on a combination of its “growth index,”
weighted about two-thirds, and its “balance index,” weighted about one-third.
The two indexes for 2004 were each constructed as a weighted average of
three measures:

Growth index
1. Current year employment growth (44.4%): three-month roiling averages,
from September 2002 through September 2003
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Capacity to sustain growth (44.4%): 1993-2003 employment growth rate
times the ratio of the 1998-2003 growth rate to the 1993-98 growth rate.
This in effect measures growth over the past decade, with the latter half of
the decade weighted more heavily.

Employment momentum (11.1%): difference between current year’s growth
rate and the average growth rate 2000-03 (September to September). Positive
number indicates economy is heating up, negative number means it is
slowing down.

Balance index

l.

Current sector balance (40%): measures balance among the nine major
NAICS industry groups in terms of employment, with the measure “derived
from the standard deviation of the employment totals for each major industry
group relative to total nonfarm employment”

Longer-term balance (40%): measure of balanced growth across a variety
of sectors, and “derived from the standard deviation of the percentage
contribution of each major NAICS industry group to each region’s total
1998-2003 nonfarm employment growth”

Recession distortion (209%): “the standard deviation of each sector’s
recession period growth rate during 2000-03”

The Inc. Top Cities ranking is unique among the performance indexes in

that it gives weight to balanced growth, rather than simply overall employ-
ment growth, though it is not clear from its description exactly how balance is
measured. It appears that Inc. intends these rankings to be an annual feature of
the magazine.



82 Grading Places

APPENDIX D
Creating an index

Any index must deal with the problem of how to combine disparate measures
into a single index number. This involves up to three steps, First, the variables
may be ranked, re-scaled, or standardized. Second, the variables may be
weighted. Finally, the weighted (or unweighted) variables are added together
or averaged to create the index.

Suppose we wish to create an index based on two variables: the amount of
the state minimum wage in excess of the federal minimum wage, and the top
state corporate income tax rate. The raw measures for three imaginary states
are shown in Table D.1.

Various possibilities for creating an index based on these two variables
are illustrated in Table D.2. In all cases, the index authors assume that lower is
better on both measures, and the index is constructed such that the state with
the lowest index value is “best;” that slate receives a ranking of “1” on the
overall index.

Index A skips the first two steps, and simply adds the raw variables to-
gether. Because the minimum wage varies from 0 to (.25, while the tax rate
varies from  to 8, the index is driven almost entirely by the tax rate variable;
the minimum wage variable counts for little. To get around this problem, some
indexes rank, re-scale, or standardize the measures. These procedures produce
a set of variables with similar or identical variability (which may or may not
be an improvement).

Index B is constructed by ranking each state (where 1 is “best™) on the
raw measures and then simply adding the ranks together; the lowest total in-
dex score indicates the best overall ranking. Index C is a variant of B; before
adding the rankings together, the minimum wage ranking is multiplied by its
weight of 3.0 and the tax rate ranking is multiplied by its weight of 1.0.

Index I is an example of re-scaling the variables by assigning the “worst”
state on a particular measure a value of 10, the “best” state a value of 0, and
pro-rating the remaining states. In this example, State C gets a 6.3 because its
tax rate is 63% of the way between the worst and the best. The re-scaled mea-
sures are then simply added together; alternatively, they could be weighted
and then added.

Index E is an example of standardizing the variables so that they have the
same mean and standard deviation. In our example, the raw measures are stan-
dardized to a mean of 5.0 and a standard deviation of 1.0. The standardized
variables are added together, with or without weighting. (Standardization to a
mean of zero and standard deviation of 1 is accomplished by subtracting the
mean value of a variable across all states from the value for a particular state,
and dividing the result by the standard deviation of that variable; to convert
this to a scale with a mean of 5.0 instead of zero, one simply adds 5 to the
result.)
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APPENDIX TABLE D.1 Raw measures

State minimum Top rate: state
wage above federal corporate income tax
State A $0.25 0%
State B $0.00 8%
State C $0.25 5%

Source: Author's analysis.

APPENDIX TABLE D.2 Combining raw measures to create an index

Component measure

Minimum Top Rank
wage tax rate Index on index

Index A:
Add raw measures
State A 0.25 0.0 0.25 i
State B - 8.0 8.00 3
State C 0.25 5.0 5.25 2
Index B:
Addrankings of raw measures
State A 2 [ 3 I
State B I 3 4 2
State C 2 2 4 2
Index C:
Add weighted rankings
Weights: 3.0 1.0
State A 6 1 7 2
State B 3 3 6 1
State C 6 2 8 3
Index D:
Add re-scaled measures
State A 10.0 4.0 10.0 1
State B 0.0 10.0 10.0 1
State C [0.0 6.3 16.3 3
Index E:
Add standardized measures
State A 5.7 3.7 9.4 I
State B 3.6 6.1 9.7 2
State C 57 52 [0.9 3

Source: Author’s analysis.
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Ranking, re-scaling, and standardizing the variables will produce some-
what different rankings from each other, but any of these procedures will re-
duce the influence of variables with large and varying values compared to
variables with small values or values that vary little from one state to another.
By standardizing the variables so they have equal means and standard devia-
tions, one ensures that each variable contributes identically to the variation in
the overall index score.

Is re-scaling or standardizing necessarily an improvement? Suppose all
states have pretty much the same score on a particular measure. One could
argue that that measure doesn’t really distinguish one state from another and it
should not have much influence on the overall index. Standardizing the mea-
sure could be seen as artificially creating variation (standard deviation) where
little actually exists. However, this is really an empirical question. It is pos-
sible that if one is trying to predict growth rates, for example, a measure with
large variation will exert little influence on growth rates simply because it is
irrelevant, while small differences in another measure will have large effects
on growth because that measure is critical to location decisions. Thus in the
absence of empirical evidence of the relative importance of different variables,
the choice of re-scaling or standardizing procedures is as arbitrary as the choice
of weights, since re-scaling or standardizing does in fact change the weight of
a given factor. The argument in favor of standardizing is that the weighting is
more transparent, since with raw numbers the large variation in influence of
various factors will not be at all apparent.

It is possible to create an index using regression analysis. For example,
one can estimate an equation predicting differences in state growth rates based
on various state characteristics and actual state growth. The resulting equation
produces a predicted growth rate for each state based on its characteristics and
the estimated coefficients, and these growth rates could simply be divided by
the mean growth rate and multiplied by 100. The result is a set of index num-
bers, where the average state has an index value of 100.

Interestingly, such an index still has problems. When one asks whether a
given difference in ranking is statistically significant, the correct answer de-
pends on the significance of the differences in the underlying variables. As a
result, the overall index will not necessarily possess the characteristics one
would desire. For example, suppose State A and State B have similar index
scores that are not significantly different from each other. State C may have a
higher score that is significantly different from A but not from B, and D may
have a score that is significantly lower than A and B but not C. Even though C
is better than A, and A is better than D, one cannot conclude that C is better
than D (See Voicu and Lahr 1998).
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