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Uity of Cambridge

Calendar #34

IN CITY COUNCIL

November 24, 1997

COUNCILLOR GALLUCCIO

ORDERED: That the Economic Development Policy be amended in Section 3.2 by inserting
as the first future recommendation the following:

* Work with the School Department, the Department of Human
Services and others to create a unified approach to prepare
students for careers; and be it further

ORDERED: That The City Council go on record adopting the recommendations of the
Cambridge Economic Development Policy dated October, 1997 as amended.

In City Council November 24, 1997.
Adopted by the affirmative vote of nine members.

Attest:- D. Margaret Drury, City Clerk.

A true copy; )@ ,‘
ATTEST:- ; j
D. Margaret Drury
C1ty Clerk
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CITY OF CAMBRIDGE
(617) 349-4260
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tty/TDD (617) 492-0235
D. MARGARET DRURY ' DONNA P. LOPEZ
CITY CLERK DEPUTY CITY CLERK
TO: THE HONORABLE, THE CITY COUNCIL
FROM: COUNCILLOR ANTHONY D. GALLUCCIO
DATE: November 3, 1997
RE: TRANSMITTAL OF PROPOSED ECONOMIC DEVELOPMENT,

TRAINING AND EMPLOYMENT COMMITTEE
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During the months of May and June, 1997, the Economic Development, Training and
Employment Committee held a series of five public meetings to consider the proposed Economic
Development, Training and Employment Committee. = The Committee undertook a
comprehensive notification program to ensure the opportunity for input and participation of all
sectors of the community. The proposed policy, which is transmitted today under separate

" cover, reflects some changes and additions as a result of that process.

This policy represents a tremendous amount of work on the part of the City Manager and
City staff, the Economic Development, Training and Employment Committee, members of the
City Council. and many members of the general public. I believe it represents a new focus and
level of detail regarding the city’s policies and 2 new appreciation for not only economic
development, but more importantly, its impact on employment opportunities in Cambridge.

I am pleased to transmit this proposed Economic Development Policy along with the

recommendation of the Economic Development, Training and Employment Committee that the
policy be adopted by the full City Council.

CITY HALL, 795 MASSACHUSETTS AVENUE CAMBRIDGE, MASSACHUSETTS 02139
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INTRODUCTION

The Process

This policy document grew out of a series of workshops conducted by the Economic Development
Cabinet in the Summer and Fall of 1995 and was presented to the City Council in December 1996 with
the goal of defining an economic development policy for the City. The intention was both to provide
decision-makers with a framework for understanding the economic challenges and opportunities facing
~ Cambridge and to serve as a basis for making decisions about what programs and interventions to
pursue. Anthony Galluccio, Chair of the Economic Development Sub-Committee of the City Council
convened four public hearings to engage the public in a broad based dialogue about the policy. In
addition, economic development staff made presentations and slide shows of the policy to neighborhood
groups and trade associations. The text of the policy document was revised to reflect public comment
and is now presented to the City Council. '

The Policy _

A community’s economic development efforts translate directly into jobs, taxes, services, and the overall
quality of life. A healthy variety of employment opportunities enables residents to prosper. A strong tax
base enables a community to enjoy a high level of public services as well as invest for the future. A wide
array of goods and services provided by the private sector make a community an attractive place to
reside and conduct business. Together, the jobs, taxes and services generated by economic activity
contribute to the quality of life experienced and enjoyed by residents and businesses alike. Recognizing
the roles played by both the civic and business communities in generating the quality of life that makes
Cambridge an attractive place to live and invest, the City seeks approaches to economic development
that provide for mutual gains. The policy goals outlined in this paper explicitly aim to chart a course
that both maintains a balance berween the residential and business sectors of our community and builds
upon their interdependence.

During the last three years the Community Development Department’s Economic Development Division
has restructured the City’s economic development program to emphasize the support and enhancement
of a healthy business climate and the community-wide quality of life. The real estate development focus
of the late 1980s has given way to a more broadly defined and proactive program, designed to address
the needs of Cambridge’s unique entrepreneurial economy. The City’s initiatives address the opportuni-
ties and challenges presented by specific features of the local economy. Efforts are now underway in the
following areas: ’ ' ‘

* Entrepreneurship 2
* Employment

* Capital

Real Estate
* Business Climate

Across each of these areas the City recognizes its importange in enhancing the functioning of private
markets as a facilitator of information flow, a broker seeking to resolve problems, a builder of networks
to enhance resources available to Cambridge businesses, and a developer of interventions to improve the
economic well-being of the City. This policy paper places these efforts within the context of the City’s
economic development goals, and proposes a comprehensive and targeted set of polices whose imple-
mentation will work to ensure the future economic vitality of Cambridge.
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I. CORE VALUES | <

The economic development strategy chosen by a community reflects not only the functioning of re-
gional, national and international markets, but, at its core, the community’s civic values. Workplaces
are as much a part of a community as churches, schools and parks. The role that the private sector
assumes in a community has much to do with the quality of life experienced there. In developing an
economic development policy, a community attempts to identify the highest possibilities for its quality of
life by striking a healthy balance between the impacts of business activity and the character of residen-
tial life.

Defining the balance between civic and business interests is a task with which neighborhood organiza-
tions, business groups and local government wrestle when determining a policy for economic develop-
ment. The desirable aspects of increasing jobs, availability of goods and services, and tax receipts must
be weighed against the consequences of dense development and commercial traffic. A clear understand-
ing of civic values helps to clarify a community’s approach to the issues posed by economic development
efforts. The section which follows defines the values around which Cambridge has built its economic
development program.

A Favorable Pattern of Economic Development
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The underlying values upon which this policy paper is based include a preference for policies that build
upon the interdependence of civic and business life, that enhance economic participation and choice, and
that augment the capacity of the local economy to be self-sustaining. Taken together, policies that
incorporate these values are more likely to produce a pattern of economic development favorable to
residents and businesses of Cambridge. Each of the three core values is examined in detail below.

1. Interdependence of Civic Life and Business Life
Cambridge’s economic development activities are built around the notion that the civic and business
communities are interdependent. Sound government policies and business investment both contrib-
ute to the health of a local economy; neither one alone is sufficient to ensure long-lasting economic
vitality. The interdependence of the business and civic communities is felt in a number of areas:

« Jobs. A healthy business sector provides jobs, enabling citizens to contribute productively to
society while earning wages to support themselves and their families. In turn, a well trained
workforce makes a community a desirable business location.

+ Taxes. In Cambridge, the business community pays two-thirds of the property taxes. Without
this substantial commercial tax base, residents would face higher property taxes and, most likely,
fewer services. The taxes and fees paid by the business community support services such as
schools, parks, hospitals, youth centers, and affordable housing, as well as roads and other
infrastructure investments.

* Quality of Life. A high quality of life makes the community a desirable place to reside and to
conduct business. Economists, including MIT’s Nobel Laureate Robert Solow, have identified

quality of life as a key factor in business location and investment decisions.

* Local Spending. The discretionary spending of more than 100,000 workers employed in
Cambridge supports the City’s commercial districts in a variety of ways. In addition, the array of
restaurants, entertainment and cultural events that make life in Cambridge so rich could not find
an adequate market without the patronage of non-resident workers and visitors brought to the



city by the private sector. The more than 5,300 businesses located in the City enhance the local
economy through their many purchases of goods and services from one another.

* Philanthropy. Contributions and volunteers from businesses support Cambridge’s non-profit
service and cultural organizations, which sponsor activities that strengthen the City’s social fabric.

Participation and Choice

The majority of adults take part in a local economy by holding a job, owning a business or prepar-
ing for a career. However, not all forms of involvement provide the same level of financial security
and quality-of life. Cambridge seeks to remove the barriers that prevent residents from supporting
themselves and their families in a reasonable manner. To accomplish this goal, the City must build
an economy characterized by high levels of both participation and choice for residents. The follow-
ing conditions are found in economies with high levels of participation and choice.

« An Adequate Job Supply. Most people participate in an economy by holding a job, so a
favorable pattern of development presumes an adequate supply of jobs requiring a variety of skill
levels and offering wages adequate to support a household.

« Training Opportunities. In order to exercise choice in the job market, residents must have
training opportunities to prepare for available jobs and upgrade existing skills.

+ Avenues to Business Ownership. Business ownership, ranging from self-employment, to
“Mom and Pop’s”, to entrepreneurial ventures seeking high growth, increases self-determination.

+ Limited Disparities Among Groups. A favorable pattern of economic development minimizes:
disparities among social groups, allowing the maximum number of residents of all socio-economic
groups to participate in the economy by holding jobs and starting businesses.

A Self-Sustaining Economy

Every municipal economy is subject to the trends of the larger regional, national, and international
economies within which it functions. However, economies that generate growth internally are in a
much stronger position than those whose expansion is excessively conditioned on spill-over growth
from other communities or on recruitment incentives. Some of the hallmarks of a self-sustaining
economy include:

«. Entrepreneurship. Entrepreneurship is the backbone of a self-sustaining economy. The continu-
ous generation of new companies enables an economy to retain vitality, even as older generations
of companies mature or leave.

Innovation. Innovation creates new products and processes, changing the way companies do
business, bringing new goods and services to the market, and improving the efficiency with which
existing goods and services are produced. Increased productivity, in turn, yields higher wages and
an improved standard of living. :

Balanced Development. An economy excessively dependent on any single business sector will
encounter trouble sustaining a vibrant level of activity over the long run. Balanced development
policies encourage a wide variety of industries to locate and operate within a community.

* Investment. The investment of capital by the financial community supports the continuous
generation of economic activity in the local area.



Export. Taking advantage.of trade opportunities in the regional, national and international
economies generates growth.

Good Environmental Practices. Self-sustaining economies are at the forefront of good environ-
mental practice because businesses understand that safeguarding the health and safety of workers
and the community makes a company a desirable employer and enhances the value of invest-
ments. o '

The Role of Municipal Government in Economic Development

In market economies, the private sector is the driving force. However, the private sector relies on

government to provide a stable climate in which it can conduct business. Although most governmental

intervention in the economic sphere takes place at the federal and state levels, important roles that

municipal government can take include:

Maintaining a Positive Business Climate. A positive business climate allows companies to
invest with confidence in the future vitality of a community. Municipal efforts to update and
streamline permitting and licensing systems; investments in schools, roads, and utilities; and
community planning that strikes a balance between the needs of business and residents all
contribute to a positive business climate. '

Facilitating Information Flow. In economic theory, the proper functioning of markets relies on
the free flow of information to all participants. In practice, the distribution of information can
be highly variable. Municipal economic development efforts can facilitate the flow of informa-
tion in labor markets, capital markets, real estate markets and in the regulatory system.

Overcoming Market Imperfections. Markets do not always function perfectly. Municipal
government can design programs to address specific imperfections in the capital, employment,
and real estate markets. One example is the small business loan funds government can establish

-to provide capital to firms too small to qualify for bank funding.

Advocacy. Local government can serve as an advocate to state and federal legislative and
regulatory bodies on behalf of policies and programs that will support the local economy.

Partnership. Government and business can share responsibility for maintaining the health of the

.economy. For example, business leaders who work with the public schools in developing

curricula about biotechnology and in introducing computers into the learning environment serve
their own interests in training future employees, while serving the community by making sure
that public school graduates will have the skills needed to access jobs.
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ASSESSING CAMBRIDGE’S COMPETITIVE ADVANTAGE

¢

The program of economic development defined in this paper is rooted in an understanding of the unique

character of Cambridge’s economy; it is tailored to the specific opportunities and challenges presented

by the City’s physical and human resources, cost structure, capital markets, and social climate. The

following inventory of economic conditions includes both those elements that contribute to this

community’s advantage as a place to do business, as well as those circumstances that pose challenges. In

Cambridge, opportunities presented by the current economy include:

Entrepreneurial Climate. Cambridge is a place of tremendous entrepreneurial energy. With
over 5,300 businesses in a 6.5 square mile area, one need only look up and down any commercial
corridor to see scores of examples of entrepreneurial drive and success. This ability to take ideas
and inventions and convert them into products and services, combined with business skills, access
to capital, and thriving commercial and industrial districts, enables the Cambridge economy to
generate its own growth. Furthermore, the interaction between the academic and entrepreneurial
sectors is unusually strong in Cambridge. The extensive ties between the universities and cutting
edge firms in technology, architecture, management consulting, and business services provide
evidence of the boost intellectual capital offers to the hothouse business environment found in the
City.

Discovery and Technology Transfer. The academic and medical research institutions in Cam-
bridge and throughout the metropolitan region provide a continuous stream of scientific discover-
ies and technological innovations, for which patents are obtained and products commercialized.
The role of academic and medical research institutions in generating and commercializing new
technologies is of paramount importance for both Cambridge and the region.

~ Availability of Capital. The metropolitan region is rich in capital resources including banks,

venture capital, private investors, and quasi-public agencies. Cambridge’s reputation for cutting-
edge excellence enables firms to dominate in the competition for these resources.

Highly Skilled Labor. Fifty-four percent of Cambridge residents have at least a college degree,
and 30% have a graduate degree. Moreover, a quarter of a million students reside in the metro-
politan region, taking advantage of undergraduate and professional schools that train engineers,
scientists, MBA’s, lawyers and other professionals, who enrich the employment mix. This highly
skilled labor pool is attractive to knowledge-based businesses, enabling them both to locate
qualified workers with ease and to reduce training and recruiting costs.

Quality of Life. Cambridge’s high quality of life is one of the City’s most important economic
assets. The successful layering of commercial and economic uses, pedestrian scale, rich cultural
life, diverse and well educated population, wide array of recreational and entertainment choices,
low crime, and high-quality municipal services make Cambridge an attractive business location.

While Cambridge has many significant competitive strengths, the City’s economy also faces several
challenges: ’ :

Limited Supply of Real Estate. Cambridge is densely developed, with a currently low commer-
cial vacancy rate and limited areas which can sustain significant new development, factors that
drive up costs. Further, a harmonious interface between residential and business areas is chal-
lenging to achieve in such a dense environment. Economic development planning cannot
eliminate this constraint, but it can help to manage the limited supply of real estate available for
development to artain the goals identified by both this economic development policy and the
City’s growth policy.



« Skills Mismatch. College educated workers thrive in the Cambridge economy, but those with
less than a college degree find themselves with fewer options. Technical positions, which form the
middle tier of employment in knowledge-based companies, require at least one year of post high
school training. Many workers have been unable to make a smooth transition to the knowledge-
based economy from manufacturing jobs, where entry-level training occurs on the job. Cam-
bridge is not alone in facing a skills-mismatch, but the extent of the specialization in knowledge-
based industries is greater in Cambridge than many other communities, making access to techni-
cal training a critical need. If high levels of resident participatibn and choice in the local economy
are indicators of a favorable pattern of economic development, the present skills mismatch is a
challenge that must be mastered. . ‘

+ Cost Structure. Cambridge presents a specialized business environment whose advantage is not
based on low costs. Nevertheless, decision makers must be mindful of alternatives available to
Cambridge firms. Suburban communities in the region can offer many of Cambridge’s advan-
tages at a lower cost. Lower cost locations outside the region, such as North Carolina’s Research
Triangle, continue to build a critical mass of resources needed to support technology-based firms.
Although some costs are beyond the direct control of municipal government, such as the necessity
of expensive structured parking in a city with a limited supply of real estate or relatively high
energy costs, the demands of competition require that Cambridge assess its cost structure and
seek to eliminate and reduce unnecessary transaction costs, such as those associated with delays in
obtaining permits and licenses, and control the growth of other costs, such as taxes.

- Transportation and Parking. While Cambridge is well-served by the Red Line of the MBTA and
a wide array of bus routes, workers commuting into Cambridge from the north and west face less
efficient public transit options and often choose to drive. Compared to suburban locations,
commuters find traffic conditions congested, and parking scarce and expensive. The 1990
parking freeze placed Cambridge at a disadvantage, as compared to the rest of the region, by
contributing to the perception that business could not meet their transportation needs in the City.
Fortunately, a Memorandum of Agreement has been signed by the City and the Commonwealth
of Massachusetts setting out a timetable and vehicle trip reduction program that will replace the
parking freeze. This will allow the City to apply a reasoned planning approach to managing the
parking supply in Cambridge, while achieving air quality improvements equivalent or superior to
that of the parking freeze. ‘



lll. OVERVIEW OF THE CAMBRIDGE ECONOMY

ENTREPRENEURSHIP

KEY IDEAS

» The ties between academic research and entrepreneurship are very strong in the
Cambridge economy.

» Cutbacks in federal research and development funding will have a disproportion-
ate effect on Cambridge.

s Entrepreneurship generates an internal dynamism which keeps Cambridge’s
economy vibrant without large scale recruitment efforts.

= The City can enhance the growth of its economy by cultivating small businesses
capable of growing into larger businesses and by working with businesses who
want to relocate here.

s Entrepreneurship is an important option for women and minorities.

® The Cambridge location can be marketed to overseas firms attracted to academic
research facilities and a highly skilled labor force.

Technology Research and Commercialization
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Innovation is a hallmark of the Cambridge economy. From the design of the mechanical eggbeater to
the invention of the Internet, Cambridge’s economy has long been fueled by innovation. But innovation
alone is not enough to produce a vibrant economy. Entrepreneurship based in technology transfer sets
Cambridge apart. ' ’

Since World War II, when ties between academic research and product commercialization were solidified
at MIT, Cambridge has served as an incubator to companies with linkages to the academic community.
In fact, MIT and Harvard combined garner nearly 10% of all the patents granted nationally to universi-
ties. MIT has led the nation in the number of patents issued for the last five years. Engineering,
management consulting, architecture, software, hardware, and life science (biotechnology, medical
equipment, and biomedical companies) are all Cambridge industries which benefit from extensive

interaction between the academic and commercial worlds.

MIT’s role in support of the entrepreneurial sector is particularly noteworthy. MIT has spawned a
group of affiliates that support entrepreneurial endeavors including: the MIT Technology Licensing
Office; the MIT Enterprise Forum, which assists start-up companies; the Technology Capital Network, a
computerized service matching entrepreneurs with private investors; and the newly formed Center for
Entrepreneurship at the Sloan School of Management, which prepares students to start businesses. A
recent study of MIT related companies found that they contribute 15,000 jobs to the Cambridge job
base.

Federal research and development funding plays a key role in supporting the technology innovation
taking place in academic and medical research centers and private industry. Reductions in federal
funding for basic sciences have already had an adverse impact on employment in the institutional sector.
Although decreases in military spending may reflect positive changes in national priorities, cutbacks in



defense related research and development will continue to affect firms whose revenues have been
dependent on military contracting. The current congressional debate over spending for research in basic
science and health care may result in cutbacks in funding to Massachusetts as high as 34%, and would
fall disproportionately on Cambridge, whose institutions and companies garner a high proportion of
these funds.

The Entrepreneurial City

Entrepreneurship generates an internal dynamism within Cambridge’s economy which makes its growth
self-sustaining. This internal dynamism sets Cambridge apart from many other communities, which
attract spill-over from growing firms in their region or which recruit outside their region to attract
companies. In fact, Inc. Magazine pronounced East Cambridge the “most entrepreneurial place on
earth” in a 1991 article. Such notable corporations as Lotus and Abt Associates are successful entrepre-
neurial endeavors that progressed through the life cycle of early stage, start-up, growth, and maturity.
Biogen is an example of the current generation of entrepreneurial companies that has successfully passed
through the start-up stage to the growth stage. '

Not all firms set out with the goal of high growth. For many first generation Americans and others with
marketable skills, owning a small business is the path to economic self-sufficiency. For women and
minorities, owning a business may offer freedom from limitations encountered by working for others,
and represents a form of economic participation which has long been difficult to access.

’

Both entrepreneurial firms, whose goal is growth, and small businesses, whose goal is lifestyle indepen-
dénce, contribute to the employment base. However, entrepreneurial firms are of particular importance
because of their capacity to generate larger numbers of jobs and greater amounts of tax revenue. It is
extremely difficult to predict which start-up company will succeed in growing large enough to generate
substantial employment, but the odds can be improved by supporting the continuous generation of new
companies and by giving support to their growth. For this reason, support for entrepreneurship is one
of the cornerstones of Cambridge’s economic development program.

Minority and Women Owned Business

Business ownership offers high levels of self-determination and often higher earnings than working for
someone else. Historically, it is a form of participation that few minorities and women have accessed.
At present, Cambridge has roughly 223 companies owned by women and 100 companies owned by
minorities out of a base of 5,300 firms. These are numbers that show promise, but which are not

proportionately representative of the City’s residents, who are 28% minority and 51% female.

. The Community Development Department has worked intensively with minority and women owned
businesses over the last several years. Examples include:

* The Economic Development Division of the Community Development Department provided one
to one business development services to twenty minority owned businesses'in 1995, ranging from
assistance obtaining financing to assistance with market analysis. One notable success is
OfficeMates, a three year old company which provides customized bookkeeping services to small
companies. Already the nation’s largest bookkeeping firm, OfficeMates is raising money for a
national expansion and will maintain its headquarters in Cambridge.



+ The Community Development Department published a directory of women-owned firms in 1995
after six months of intensive effort to identify them. The directory is used by the firms to market
to each other, and to market the goods and services of this sector to the purchasing departments
of Cambridge’s largest employers. Supporting the growth of minority and women-owned
companies must continue to be a priority.

Support for Entrepreneurs

The Cambridge Business Development Center (CBDC) was founded by the Community Development
Department and spun off as a non-profit with continuing support. The CBDC offers services to
entrepreneurs, designed to increase the success of their ventures. The Center provides mentored support
groups to high tech companies with prospects for high growth and peer groups to neighborhood
residents who are starting out in self-employment. The CBDC is currently undertaking a fund raising
drive to support a full time director and expand its services. Examples of successful companies that use
the CBDC services include: Intelligent Automation Systems, a process development firm, and Tammee’s
Homemade Pastries, a home catering business.

The Community Development Department also provides business development services to entrepre-
neurs. Individual companies receive assistance including market analysis, financial planning, preparing
loan applications, developing business plans, and finding space. In 1995 the Commumty Development
Department assisted 390 companies.

Space for Entrepreneurs _
Another way to support the continuous generation of new economic activity is to maintain a supply of
space that can accommodate the needs of start-up companies. Start-up companies typically need small
spaces (often less that 2,000 square feet), low rents, and short term leases. Cambridge has two not-for-
profit buildings serving the needs of start-up companies: 432 Columbia Street, the renovated Hyde Shoe
building which has an incubator in the basement, and Green Works, the environmental industries
incubator in East Cambridge. On a for-profit basis, 100 Inman Street serves as a reasonably priced
“incubator for the life sciences industry (biotechnology, medical equipment, and other biomedical
companies). Each of these buildings is an older industrial building that has been converted to incubator
space, taking advantage of the lower costs associated with older industrial buildings. Additional for-

profit office incubators are located in first class office space in Kendall Square, Harvard Square, and
Alewife.

In addition to the buildings developed as incubators, many Cambridge office buildings offer.small
spaces, one year leases, and reasonably priced rents to young companies. However, in the current very
low vacancy real estate market, small space has come to be in short supply. Landlords, who might have
leased small amounts of space at moderate rents when vacancy rates were high, now find small users to
- be uneconomical. For this reason the City helps small users locate space.

As Cambridge positions itself to support the continuous generation of new companies, it is crucial that a
supply of inexpensive space be maintained. Cambridge offers a compétit-ivc advantage to entrepreneurs
in knowledge-based companies, many of whom prefer to be in close proximity to universities. The City
can only exploit this advantage if there is a supply of space with rents that young companies can afford.
In addition to office space, Cambridge needs to maintain a supply of space used formerly for industrial
uses, as emerging technology companies frequently require space with industrial characteristics, such as
high floor-to-ceiling heights. The expansion of these industries in recent years has absorbed most of the



older space with rents suitable for start-ups. The creation of an incubator at Assembly Square in
Somerville and the availability of cheap industrial space in other suburban communities provide alter-
natives to Cambridge’s tight real estate market and have the potential to draw companies away. It is
important that Cambridge assess the potential of older industrial buildings for conversion to incubators.

Attracting New Companies

The entrepreneurial nature of Cambridge’s economy forms the basis of the City’s practices regarding
business recruitment and recruitment incentives. Because Cambridge is fortunate enough to have an

‘ economy that generates much of its own growth and which has very low commercial vacancy rates,
heavy reliance on recruitment of firms from outside the City is not a primary strategy at this time.
Because studies of incentive-based recruitment programs indicate that companies responding to recruit-
ment efforts tend to leave once the incentives have expired, any use of incentives must be carefully
evaluated for long term impacts and ability to further the City’s goals.

Although recruitment is not a primary strategy, there are companies from outside the region for whom a
Cambridge location can represent a competitive advantage and the City works actively to assist their
relocation. The City and the Chamber of Commerce have jointly developed marketing materials that
can be used to present the City as a business location to interested firms. Examples of firms from outside
the region who have recently opened facilities in Cambridge include: Hybridon, a Worcester biotechnol-
ogy company, which is renovating 620 Memorial Drive so that it can move its entire operation to
Cambridge for proximity to the Longwood teaching hospitals; and Allaire Corporation, a formerly ~ *
Minnesota-based Internet company, moving to be near a concentration of software engineers.

In addition, Cambridge may be an excellent location for overseas companies seeking to open research
facilities in the United States. Cambridge’s world class research institutions and highly skilled labor
force offer advantages available in few other locations. Furthermore, European companies are accus-
tomed.to high real estate costs and higher taxes than those in the United States, so they are less likely
than some American firms to be deterred from coming to Cambridge. Finally, Europeans place high '
value on cultural amenities and regard the Boston metropolitan area as an appealing location because it
offers a large variety of these.
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KEY IDEAS

= Cambridge is a regional employment center of 100,000 jobs, which are concen- -
trated in a diverse group of service industries. '

= Institutional employers, (universities, government and hospitals), which represent
25% of total jobs.

® The service sector offers rich employment prospects to white collar professionals,
but offers fewer middle tier jobs than the manufacturing sector for skilled and
semi-skilled workers with less than a college degree.

8 The City seeks to alleviate this jobs mismatch for those with less than a college
degree by: working to diversify the job base, improving the education and train-
ing of the workforce, and entering into First Source Hiring Agreements with large
scale developments receiving significant assistance from the City.

The Structure of Employment

The Cambridge economy has a rich employment base of approximately 100,000 jobs, twice as many
jobs as residents of working age. Approximately half of the working residents ate employed within the
City limits and half are employed outside Cambridge, mainly in neighboring communities. Cambridge
is second only to Boston as an employment center in eastern Massachusetts, with residents of over 80
other communities from Rhode Island to New Hampshire finding work here.

Employment in Cambridge is concentrated in a diverse array of service industries, which comprise a full
85% of total employment, as shown in the chart below. According to this data, manufacturing is the
only industry representing at least 5% of total jobs that is not a service industry. Another striking
aspect of Cambridge’s employment structure is the large size of the institutional sector (universities,
hospitals, and government), which represents a quarter of the total jobs. (Note that the health services
and educational services listed in the chart below include both institutional employment and jobs in
settings that are not classified as institutional, such as independent health professionals and private
elementary and secondary schools.)

Cambridge’s unemployment rate is extraordinarily low, 2.4% as of July 1997, representing a full
employment économy. However, a single statistic does not capture the full range of employment issues
facing Cambridge. These issues are explored in this section of the policy paper.
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Manufacturing
Total - 6.8%
Services
Wholesale/Retail Trade 15.2%
Business Repair Services ~ 14.9%
Health Services 5.5%
Educational Services 23.7%
Other Professional Services 17.6%
Government 7.6%
Total 84.5%

Source: MA Department of Employment and Training, 1994

Institutional Employment

Cambridge’s institutions: universities, health care facilities, and governmental agencies provide a stable
employment base, representing 25% of total jobs in the economy. The three largest employers: Harvard,
MIT, and 'the City of Cambridge have provided generations of stable employment in the community,
offering a range of unskilled, skilled and highly skilled jobs with good benefits.

Cambridge’s institutions not only support the economy by direct employment, they are highly interde-
pendent with the entrepreneurial community. Many of Cambridge’s technology and consulting firms are
founded by faculty and graduates of local universities. Other firms choose Cambridge to be near ,
academic libraries and laboratories. Business consulting firms such as Arthur D. Little, software firms
such as Lotus/IBM, and engineering and technology firms such as Camp, Dresser, McKee all rely on a
workforce trained at the local institutions. Cambridge’s position as the hub of the East Coast’s biotech-
nology industry stems from research done at MIT and proxxmxty to nationally recognized teaching
hospitals.

Unlike private corporations, which may be subject to out-migration to cheaper locales, these institutions
are deeply connected to a Cambridge address. During the 1980’s, Cambridge benefited from employ-
ment growth in its health care, government, and academic institutions. This pattern is not expected to .

continue in the nineties, as each industry in the institutional sector is restructuring.

Universities. Cambridge has four universities: MIT, Harvard, Lesley College and Cambridge College,
which together comprise 15% of total employment. Harvard and MIT dominate both institutional
employment and total employment as the two largest employers. Both Harvard and MIT have reduced
their labor force during the last few years in response to reductions in federal support for higher
education and pressures to contain tuition increases. These forces are expected to continue to constrain
employment growth in this sector during the next ten vears.
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Hospitals. Cambridge has two acute care hospitals, Cambridge Hospital and the Mount Auburn
Hospital, and two long term care facilities, the Youville Hospital and Neville Manor, representing

4% of total employment. The long term growth potential in the health care industry is fueled by the
aging of the population and the discovery of new treatments for disease. However, pressures to contain
costs are causing a wave of hospital mergers and downsizings throughout the region. Each of the two
acute care hospitals is in the process of merging with other hospitals to maintain viability in the face of
market and financial pressures in the industry. Uncertainty about the outcome of national efforts to
reform the health care financing system makes long range planning difficult. Cambridge’s four health
care institutions are all exploring ways to insure their long term survival in this very uncertain climate.
While the long term employment potential in the hospital sector is strong, short term employment trends
are hard to predict.

Government. Government employment represents 7% of total employment. In addition to municipal
government, federal, state, and county governments all have offices in Cambridge, including the federal
Volpe Transportation Center, the United States Post Office, the state Department of Social Services, and
the Middlesex County Jail and Court. Substantial cutbacks in state and federal funding over the last
several years are expected to constrain growth for the foreseeable future. Although careful management
has enabled the City of Cambridge to maintain a strong fiscal position with modest reductions in the size
of the labor force, ongoing reductions in federal funding are expected to burden mun1c1pal finances in
the next decade and will likely preclude employment growth.

Business Employment

Business employment in Cambridge is concentrated in small to mid- 51zed firms. /Thirteen employers
representing 12% of the employment base have 500 or more employees, a standard frequently used to
distinguish small from mid-sized firms. None of Cambridge’s largest businesses has more than 2,000
employees located in Cambridge. Although Cambridge’s largest businesses are modest in size, they are
pre-eminent in influence, with international reputations for leadership in their respective fields. Such
well known firms include Lotus, Polaroid, BBN (now a divison of GTE), and Arthur D. Little, all of
whom are products of Cambridge’s entrepreneurial climate, starting with a few employees and growing
to their present size. Four of the firms represented among the Top 25 Employers (listed on the next
page) are successful local firms that were purchased by much larger firms: Badger Engineering by
Raytheon, Bioran by Corning, Lotus Development by IBM, and Crimson Travel/Thomas Cook by
American Express. While the Top 25 Employers list includes a preponderance of mature firms, it also
includes several firms currently in their growth stage, such as Biogen and Cambridge Technology
Partners. This growth of small firms into larger ones is an indicator of the strong self-sustaining capacity
of the Cambridge economy and the reason Ca'mbridgc’s economic development programs focus on
supporting small firms that can be the large firms of the future.
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Rank Name of Employer Nature of Business Employees
1 MIT Education” 7,839
2 Harvard University Education 7337
3 City of Cambridge Government 3,244
4 Lotus Development Corp./IBM Computer Software 1,865
5 Mount Auburn Hospital Medical 1,627
6 Bolt, Beranek & Newman/GTE Research & Development 1,61
7 Federal Government "~ Government 1,441
8 Cambridge Public Health Comm.  Medical 1,325
9 Polaroid Photo & Optic Equipment 1,300

10 Draper Labs ‘ Research & Development 1,238
11 Arthur D. Little Management Consulting 1,1
12 Genzyme Pharmaceutical Products 824
13 Star Market Retail _ 807
14 Biogen . Biotechnology/R&D 780
15 ABT Associates Management Consulting 751
16 Quest Diagnostics/Bioran Clinical Testing Services 700
17 NECCO/Haviland Confectionary Products 700
18 Camp, Dresser, McKee Engineering 693
19 Commonwealth of Massachusetts ~ Government - 659
20 Youville Hospital Medical 585
21 Genetics Institute Biotechnology/R&D 582
22 Lesley College Education 452
23 Raytheon Engineering Construction 440
24 Commonwealth Energy Systems Utility ‘ 397 ’
25 Lifeline Systems Medical Devices 394
Total 38,602

Source: Cambridge Community Development; totals are full time equivalents, where available.

Professional Services. Both the previous chart of Top 25 Employers and the chart below demonstrate
the significant role that services play in the business sector. Business services are concentrated in com-
puter related areas including software and internet companies. Professional services such as health care,
management consulting, engineering, and research and testing services all contribute to business sector
employment. ' ‘

Much of the business and professional services employment is in higher income jobs requiring white
collar skills, and is well suited to the skills of the 54% of the population who have college degrees. This
sector Is also important because it is where technology transfer takes place in engineering, management
consulting and research and development firms. Employment in Cambridge’s emerging technology
firms, such as life sciences and specialty materials, is frequently recorded in the research and testing
-category. ’

Cambridge’s economic development strategy places émphasis on emerging technology industries because
as they progress through the life cycle from research, to development, to manufacturing a product for
the market, their employment base diversifies, offering technical positions for nbx;-college graduates with
post high school training. Biotechnology is an example of this growth pattern. According to the

. Massachusetts Biotechnology Research Institute, some 1,600 jobs were available in the Spring of 1996 in
biotechnology firms in the metropolitan region, 250 of them in manufacturing. Entry level manufactur-

ing jobs in biotechnology have starting salaries close to $30,000, and require a year of post high school
training.
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Also included in the Selected Professional Services category are jobs in personnel supply services.
Although these jobs continue to be dominated by temporary secretarial jobs, contract employment has
expanded to include computer professionals, engineers and managerial personnel. While temporary
work offers flexibility in choosing assignments, it may offer less security and no or fewer benefits than a
permanent job. ' '

Cambridge Employment in Selected Services Industries

Services 1995
Business Services 14,407
Computer & data processing . 10,322
Personnel supply services 1,816
Health Services (Private) 5,212
Hospitals 2,461
Medical/Offices 721
Engineering & Management Services 15,068
Engineering & architectural services 3,108
Research & testing services 6,966
Management & public relations 4,502

Source: MA Department of Employment and Training; includes full and part-time workers

Wholesale and Retail Trade. Wholesale and retail trade represent 15% of the total jobs in the
Cambridge economy and have commanded a relatively stable share of total employment in the last 20
years (see chart, page 16). While most retail jobs tend to command low wages and offer few prospects
for advancement, the goods provided by this sector form the basis of Cambridge’s thriving commercial
districts. Although wages at a typical retail job will not support a family by themselves, retail employ-
ment offers many part-time jobs that provide an entry into the world of work for high school and
collegé students and is used by adults to supplement other employment.

Business Repair-Services. The business repair category represents 15% of employment and includes a
heavy concentration of jobs for security guards and janitors, two categories offering limited wages and
advancement opportunities. The business repair category and the retail and wholesale trade category
together total nearly 25% of the jobs in Cambridge, confirming the concern raised by many economists
that the service economy has a bifurcated structure offering limited opportunity to those without higher
education and greater opportunity for the college educated.

Manufacturing. Cambridge established itself as a center for manufacturing during the industrial
revolution and maintained an employment base dominated by blue collar jobs (manufacturing, construc-
tion, skilled trades) through the 1950s. This base began to erode during the post-war period, when
factories moved South for cheaper labor, and have continued to move off shore to developing countries,
where wages, living standards, and the cost of land are dramatically less than in the United States.

While the service economy has flourished during the last twenty years, the ongoing erosion of the
manufacturing base has been dramatic. The chart on the following page shows that in 1972, one in four
jobs were in construction and manufacturing; today less than one in ten jobs is in this category. The
parts of the service sector which primarily represent higher skilled and white collar employment grew
from 40% of total jobs to over 80% of jobs over the twenty year period.
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A total of 11,234 service jobs were added to the Cambridge economy during the eighties, whereas over
8,700 manufacturing jobs were lost. From an employment perspective, the replacement of manufactur-
ing jobs by service jobs is not an even trade. The manufacturing sector is rich in mid-level jobs that can
be assumed by workers with less than a college degree and offers on-the-job training and advancement

opportunities that tend to be richer than those offered by the service sector.

Cambridge will never again be a center for traditional manufacturing, which depends on cheap factor
costs, such as land and labor, to maintain a competitive edge. However, the City does have the potential
to rebuild some of its manufacturing base in high technology industries, where the skills of the labor
force are of paramount importance. At least one year of post high school education is generally needed
to qualify for entry level positions, making workforce preparation a-critical component of attaining
economic well being in the service economy. In addition, it may be possible to stabilize remaining
traditional manufacturing jobs by better understanding their needs and the ways deployment of new
technologies can increase efficiency in traditional manufacturers. For this reason the Community
Development Department has surveyed manufacturing compames and hopes to gain an understanding of
ways the City can retain this important employment sector.

Private Employment by Industry in Cambridge

Industry . 1972 1993
Manufacturing & Construction 22,779 26.4% 7,285 7.9%
Retail & Wholesale Trade 16,858 19.5% 14,869 16.1%
Services, Finance, Insurance & Real Estate 36,557 42.4% 67603 73.4%
Transportation, Utilities & Miscellaneous 10,071 1.7% 2,355 2.6%
Total Private Employment 86,265 100.0% 92,112 100.0%

Source: MA Department of Employment and Training

Employment Outlook
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DOWNSIZING BY LARGE EMPLOYERS

The City’s largest businesses are subject to trends in the economy at large. The first half of the nineties
were a time of restructuring and downsizing as larger employers adjusted to global competition and
reductions in government contracting. Cambridge’s total employment peaked in 1990 and declined with
the regional recession. Job loss reached its height in 1993, with a net loss of 3,527 jobs, some 3.4% of
the total job base. Much of the job loss was in precisely those firms that had added employment in the
eighties: Polaroid, Lotus, Abt Associates, Badger Engineering and Bolt, Beranek and Newman, to name a
few. These firms are trying to reposition themselves and some have begun adding new jobs; it remains to
‘be seen whether employment in these mature firms will reach the peaks attained in the eighties.

Cambridge’s job total recovered its peak level in 1995, with a year end figure of 103,988 jobs. ‘When
this total is broken out by industry and compared with 1993, the greatest increase is in services (+2153)
followed by wholesale and retail trade (+974), finance, insurance and real estate (+533) and construction
(+502). Manufacturing employment increased by a modest 135 jobs and government declined by 91 jobs.

Despite the downsizings among Cambridge’s institutional and larger private employers, Cambridge’s
unemployment rate has consistently been lower than both the statewide and national rates during the
nineties. The current unemployment rate reflects a full employment economy, but does not capture the
problem of underemployment. It should also be noted that the 2.4% rate is a citywide average, disguis-
ing small populations experiencing higher rates.
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UNDEREMPLOYMENT

The Skills Mismatch. Cambridge has a highly educated population: 30.8% of the population has a
graduate or professional degree and 23.3% has a bachelors degree. In fact, the chart below shows that
Cambridge residents are more educated than residents of the region, state and the nation. High educa-
tional attainment is well suited to the City’s service economy; the City’s extremely low unemployment
rate attests to the health of this economy.

However, 46% of the population does not have at least a bachelor’s degree and 15.6% of these do not
have a high school diploma. In a service economy, these educational characteristics put workers at risk
for underemployment. Underemployment takes a variety of forms, involving a mismatch between the
job someone holds and her/his employment needs. For example, the wages may be too low to support
a family, or a worker is unable to find a job suited to his/her skill level and must take something at a
lower level. Underemployment prevents workers from achieving economic enfranchisement.

Underemployment cannot be estimated precisely, because Cambridge residents work not only within the
City limits, but throughout the region. Nonetheless, the chart of educational attainment below provides
evidence of a possible gap. Cambridge residents out-perform other locations on all levels of educational
attainment, except they are less than half as likely as others to have an associates degree and are also
less likely to have “some college”, making them at risk for underemployment in a service economy,
where mid-level technical positions generally require one to two years of post high school education.

_Another indication of the possible scope of the problem is the fact that in 1993, only 11% of Cambridge
residents worked in skilled and semi-skilled blue collar jobs, meaning the remaining 35% of those with
less than a college degree worked in the service sector. ’ ‘
Educational Attainment of Population 25 Years and Over

Location No HS . HS Some Associates Bachelors Grad/Prof
Diploma Diploma College Degree Degree Degree
Cambridge 15.6% 15.8% 10.8% 3.6% 23.3% 30.8%
- Boston CSMA 17.1% 29.0% 16.0% 7.3% 18.6% 12.1%
Massachusetts  20.0% 29.7% 15.8% 72% 16.6% 10.6%

United State§ 24.8% 30.0% 18.7% 6.2% 13.1% » 72%
Source: U.S. Department of the Census, 1990 N )

Further evidence for the existence of a gap was provided in a 1991 survey by the Cambridge Commu-
nity Development Department, which reported that residents filled just over 5% of all jobs for techni-
cians, a job category generally requiring at least one year of post high school vocational training. Those
least likely to have technical training (displaced manufacturing workers, new immigrants, and high
school drop-outs) all face an economic future where the prospects for middle income employment are
slim.. However, jobs for technicians are a growing part of the economy. Training programs targeted to
these jobs, career exposures for high school students, and guidance counseling geared to helping
students make choices that will enable them to obtain the necessary skills, can reduce the size of the gap
and improve the economic prospects for people with less:than a college degree. Additionally, English as
a Second Language, Adult Basic Education and GED programs for those who lack a high school
diploma are an initial step to insuring that residents have basic skills needed to succeed in more techni-
cal or occupationally specific training.
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The Size Gap. Another structural factor which fuels underemployment is the size of Cambridge
establishments, displayed in the chart which follows. The greatest numbers of firms are concentrated in
the smallest employment categories, yet larger employers have a more diversified range of jobs and
greater ability to offer generous salaries and benefits. If the Cambridge economy was able to increase
the number of firms within the 100+ employee range, diversification could be enhanced. Yet
Cambridge’s pattern of growth, as discussed later in the Real Estate section of this policy paper, is that
firms tend to establish suburban satellites as they get larger, so the diversification may not take place in
Cambridge. o

Wofkplaces By Number of Employees

Size Number Percent
1-19 3,458 84.7%
20-99 : 344 8.4%
100-499 74 1.8%
500 Plus 19 0.5%
Unspecified 186 4.6%
Total 4,081 100.0%

Source: 1992 Employment Database, 1994 Dun & Bradstreet, 1995 Cambridge Communiiy Dev. Dept.

Creating Opportunity

Diversification of the Job Base. Throughout the naﬁon, communities are trying to come to grips with
the growing duality in the structure of the job base. Several processes at work in Cambridge’s economy-
make the issue of diversification of the job base especially important at this time: restructuring in the
institutional sector, downsizing among Cambridge’s larger business employers, and the tendency of
growing firms to disperse all or part of their operations to suburban locations. The City has worked
successfully with the biotechnology industry to enable firms to remain in Cambridge as they grow. The

- Genzyme Tissue Repair facility in University Park is an example of a biotechnology company doing
manufacturing in Cambridge. The City continues to seek ways to retain growing companies in technol-
ogy-based industries that can contribute to the diversification of the job base.

Education and Training. The education and training of the workforce at every level are of paramount
importance to the Cambridge economy.

* Higher Education. Cambridge’s competitive advantage in research-based technologies and highly
skilled professional services is based on the graduates of academic and medical institutions in the
‘area. The continued strength of these institutions is vital to the future of the economy.

¢ Public Schools. Cambridge’s ability to insure that the knowledge-based economy works for a
diverse range of residents rests on maintaining high quality public schools which prepare students
for further technical and academic education. MIT economist Lester Thurow noted at a November
1996 Chamber of Commerce breakfast that the Cambridge Public Schools must not only be better
than those of other communities in the United States, they must be better thah the best public school
systems in France, Germany, Japan, and Eastern Europe if graduates are to compete for the techni-
cal jobs of the future. In addition to academic preparation, the entry requirements for technical
positions demand that the future career paths of non-college bound students be explored and
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anticipated before they leave high school. Exposure to work settings through school-to-work
transition programs and apprenticeships provide students with a realistic picture of the demands of
the workplace and the necessity for continuing education, as well as an opportunity to explore their
interests.

¢ Employment and Training System. The skills training system functions as a second chance system
for people who have not found a foothold in the world of work. Unfortunately, the system has
been seen more as a way to get people off of welfare rather than as a system of workforce prepara-
tion. Entry requirements and program logistics (such as location and time of classes) often screen
out the working poor. Pressures to contain program costs may conflict with providing the quality
of training needed to enable clients to achieve true financial independence. Efforts are underway at
both the state and federal level to reform the system.

Cambridge has created an Office of Workforce Development (OWD) to coordinate efforts in this
arena and to work with programs to train residents to meet employers' needs. Training programs
that provide first rate technical training in industries with growth potential offer the greatest
potential to bridge the skills gap. Because some 15% of the Cambridge population has less than a
high school diploma and because a substantial number of residents are immigrants, the efforts of
the Community Learning Center and other organizations offering Adult Basic Education programs
and English as a Second Language are extremely important and must be able to articulate into
occupational training. Increasing the number and variety of community college courses will help
meet the needs of Cambridge residents who lack a college degree but have graduated from high
.school. ’

First Source Hiring Agreements. Large new development projects requiring significant assistance
from the City, present an opportunity to see that Cambridge residents benefit directly from the jobs
being created. First source hiring agreements benefit unemployed workers through a job matching
service that provides them with access to new jobs being created. Through a first source hiring agree-
ment, Cambridge employers would have access to:

* a pool of entry-level workers, many of whom are women and minorities,

* pre-screened candidates for full time and part-time employment,

* community recognition and good will,

* access to the recruitment networks of community agencies.
This agreement would assure that the OWD (through its Cambridge Employment Program and a
network of other resources including Career Source, the local onw-stop career center) will be the
employer’s first source for recruitment of entry level workers. Employers will give notice of job open-
ings to OWD during their internal posting period, typically a period of 5-7 days. The OWD will screen
candidates for these positions through its own recruitment efforts and from a consortium of community-
based cmploy}nent and training agencies. The OWD will select from the pre-screened candidates those
to be recommended to the employer. Employers will interview the candidates and make the final
decision on whether to hire a candidate, but will be expected to make a good faith effort to hire
Cambridge residents.
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KEY IDEAS

» Cambridge is fortunate to be in a capital rich region, where venture capital firms,
private investors, banks, and quasi-public agencies all play important roles in
financing economic growth. '

= Despite the rich array of resources, the Cambridge economy experiences capital
gaps in three areas: information flow, small business loans, and equity invest-
ments.

» The City’s interventions to close these gaps include: acting as a broker of informa-
tion to match companies with sources of funds, developing a small business
lending consortium with local banks to make loans in amounts less than
$150,000, and working with investors to start a privately managed development
capital fund, which will make non-traditional debt/equity investments.

Regional and National Trends

ooooo.cr‘o-ono'uoo.oooo.on.lpnoooo.nloucoooo-uocoooo-o

Capital is the fuel that enables companies to grow. Cambridge is fortunate to be in a capital rich region,
where venture capital firms, quasi-public agencies, private investors and banks all play important roles
in financing business growth. '

Trends in the regional and national capital markets have a major impact on the local economy. During
the recent regional recession, bank lending for business expansion was very limited and bank lending for

construction of speculative office space (space built without being pre-leased) ceased. While the banking
‘ industry has largely recovered from the recession and has resumed business lending, the industry is more
highly regulated than it was before the recession, and is thus, more risk averse. Loans are still unavail-
able for the construction of speculative sbace.

Cambridge currently has headquarters of four banks and branch offices of six regional banks. The
industry continues to restructure through mergers and acquisitions. It is too early to know what the
long range impact of these forces will be. One concern is that banks from outside the region which
purchase local banks will drain business lending capital from the region. It is fortunate that
BankBoston, which is a major business lender, has purchased BayBank, rather than being purchased »
itself by a bank from outside the region.

Research conducted by the Federal Reserve Bank indicates that larger banks have been shifting their
lending away from small commercial and industrial loans (business loans not secured by real estate) in
amounts of $1 million or less and orienting toward larger ones. Smaller banks, which were not pr.evi-
ously involved in commercial and industrial lending, have begun lending to this market, simultaneously
reducing the volume of real estate backed commercial loans. The shift in commercial and industrial _
lending from large banks to small ones raises the concern that small banks have much smaller asset
bases from which to lend, so there could be a decline in capital available for small loans.

Cambridge companies have been successful in competing for venture capital funds, especially in technol-
ogy related areas. Venture capital is an important financial resource, because it involves taking an
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ownership interest in a company in exchange for obtaining a return, frequently five or more years from
the date of the investment. Equity investments exact a higher rate of return than bank loans, but
provide patient capital to firms that lack the cash flow needed to pay back a loan. According to the
Price Waterhouse Venture Capital survey, 20% of the venture capital invested statewide was invested in
Cambridge companies in the last two quarters of 1994 and the first two quarters of 1995. Cambridge
is particularly dominant in.biotechnology and software investments.

Another example of the way national capital markets impact Cambridge is the dramatic drop off of
Wall Street funding for biotechnology in 1994. Biotechnology presents a high risk profile for investors
as it is a new industry which requires massive infusions of capital for as many as 12 years before it is
known whether a product can be brought to market. Yet the industry’s promise is such that firms had
been able to raise money on Wall Street in their start-up phase, before performing clinical trials to
demonstrate the efficacy and safety of the products they hoped to commercialize. The failure of a
number of products to win approval to enter the market in 1994 scared the market into a dramatic
shutdown. Many companies changed strategy from striving to be fully integrated companies perform-
ing all functions from discovery to manufacturing, to forming strategic alliances with large pharmaceu-
tical firms. These alliances pair the ability of small biotechnology companies to do cutting-edge
research with the resources of large pharmaceutical companies who have funds, as well as production,
distribution, and marketing capacities. In 1995, Wall Street resumed investing in biotechnology in
response to a number of successful clinical trials and was rewarded by high returns on biotechnology
stocks, demonstrating both the potential and the roller coaster nature of this industry. The resumption
of funding enabled a number of Cambridge biotechnology companies, such as Millenium Pharmaceuti-
cals, to expand. At present, the Cambridge real estate market has a zero percent vacancy rate for
biotechnology space available for rent.

Capital Gaps \

Information Flow

Despite the rich capital resources in the metro region, obtaining capital continues to be a challenge for
Cambridge businesses. These challenges stem in part from issues related to the flow of information in
the capital marketplace. There is no central source of information which tells businesses the investing
preferences of different sources of capital. Many times a company will be turned down for financing
“and the owners assume that it cannot be financed, when the issue is that the lender’s preference does
not match the company’s need. Further, decisions to lend or invest are based in part on an assessment
of the likelihood of success of the individuals using the capital. This comfort level depends not only on
quantifiable measures provided in the business plan, but on the quality of interaction between parties,
as well as references from those in the business community. First time entrepreneurs may not have the
history of success or personal connections needed to establish a comfort level for lending and/or
investing. This credibility gap may be even wider for minorities and women, with whom lenders/
investors may not be used to working. The CDD has developed good working relationships with
lending institutions, venture capital funds and quasi-public agencies and serves as-a referral and
advocacy source for Cambridge firms. In addition, staff has been hired to assist firms developing
capitalization strategies and doing business planning.

Specialized Borrowing Needs
Other gaps in the capital marketplace relate to the non-traditional nature of Cambridge firms. For
example, many of Cambridge’s service firms report difficulty in obtaining bank loans. The assets of
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software and professional services firms are the human capital of their employees. These firms typically
do not have properties, plants, or equipment that are traditionally used as collateral to secure a loan.
Service firms would like to be able to-obtain financing based on contracts in hand, but even firms with
many years irf business report they have not been able to do this.

Emerging technology firms often require years of research and development, creating large losses before
bringing a product to market. These firms are generally financed through investments made by venture
capital firms and private investors. However, they have needs for financing the fit-out of space, which is
most inexpensively financed through debt. Bank loans have been hard to secure, which is why Cam-
bridge created the HUD 108 Gap Financing Program. This program is designed to assist biotechnology
firms finance the fit-out of space by reducing the risk to private lenders. Cambridge has lent $1.5
million as a participant in a $14 million loan in partnership with the Carpenters Local 40 Pension Fund
and an investment subsidiary of Faisal Finance. This loan will enable Hybridon, a Worcester biotech-
nology company, to move to Cambridge.

Small Business Lending

Firms with small borrowing needs have also had difficulty obtalnmg bank loans. Because the processing
costs on small loans are the same as those on loans for millions of dollars, it is more profitable for banks
to make large loans. Banks have difficulty making a profit on small loans and often prefer to make
loans from $150,000 up. A variety of small business loan products have been developed to fill this
need.

* The Cambridge Savings Bank has established a special loan fund that makes loans of up to
$20,000 to promising businesses on referral from the Community Develdpment Department or
from the Cambridge Business Development Center. Loans have been made to Meh International,
a company that designs clothing made with fabric imported from Africa, All Nationalities Hair
Salon, and A Touch of Class, an Inman Square antique dealer burned out in a fire.

* A 1995 survey by the CDD of women-owned businesses found that few of Cambridge’s women
owned businesses had ever had loans and that there was a perception ‘that women-owned
businesses lack the personal contacts to successfully compete for bank loans. The Small Business
Administration (SBA) has developed a loan product that pre-qualifies women-owned businesses
for SBA guarantees of bank loans. The City is working actively to assist women who might
qualify for these loans. The Indri 8 Café has recently obtained a loan guarantee through this
program.

* A number of loan funds are available to minority and majority owned firms through public
organizations such as the Massachusetts Development Authority, the Community Development
Finance Corporation, and the Small Business Administration. Despite the array of resources,
‘pressures to maintain credibility by having a-low default rate and pressures to maximize returns .
can result in investment criteria very similar to those of private sources of capital. The City’s

* experience has been that active advocacy is needed to support loan applications by Cambridge
companies. Examples of companies receiving loans‘from the above entities include Rhythm and
Spice and OfficeMates. Nonetheless, there continues to be a capital gap for small loans under
$150,000.

* The City has designed a new loan fund with a consortium of Cambridge banks, who have made
$4 million available to fill the gap for small business loans under $150,000. The fund opened for
lending in 1997.
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Equity

Gaps also exist in equity financing. As the venture capital industry has matured, investments have
shifted from early stage investments to later stage investments, which are regarded as less risky, making
it harder for early stage and start-up firms to obtain funds. Cambridge’s pension fund has made $5
million available through two private venture capital firms for investment to increase the pool of funds -
available. Recent investments in Cambridge firms include Corex Technology and Riverton Software
Corporation. Gaps in venture investment involve not only life cycle issues, but rate of return criteria, as
well. Venture capitalist investment criteria favor firms that will grow very quickly and produce very
high rates of return. Firms that can make respectable, but not stellar returns may be unable to obtain

venture financing.
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REAL ESTATE

KEY IDEAS

s Cambridge’s commercial vacancy rate is at a record low, creating shortages of
space across all size and rent categories.

s Despite the current shortages, the long term projections for real estate develop-
ment are considerably more modest than the 1980's, when the baby boom gen-
eration was absorbed into the workforce.

®= Scarce and expensive real estate and parking give suburban locations an advan-
tage for cost sensitive firms who may be forced to locate all or a portion of their
operations in the suburbs.

& Thriving commercial districts'provide goods and services, culture and entertain-
ment, employment, and housing to Cambridge residents and visitors. They help
make Cambridge a desirable place to live and work.

® The City's development districts are employment centeré that keep Cambridge’s
economy on the cutting edge and which represent the City's future development
potential.

Absorption Trends
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Historically, Cambridge commercial real estate development has been highly cyclical. While Cambridge
brought only 2 million square feet of new real estate development on line from 1964-1984, over 8
million square feet was added to the City’s commercial landscape from 1985-1989, allowing Cambridge
to significantly expand its tax base

New construction dropped off sharply in Cambridge and the metropolitan region with the on-set of a
recession in 1989. Downsizings of larger corporations and reduced absorption of first class commercial
space resulted in an excess supply throughout the region. The collapse of the real estate market and
resulting bank failures eliminated bank financing of speculative space (space developed without being
pre-leased). In Cambridge, the commercial vacancy rate peaked in 1992 at 16%.

This halt in speculative real estate development had some short term benefits for Cambridge. Commer-
cial rents declined to levels close to suburban levels, making it possible for cost sensitive firms to expand
in Cambridge office buildings. Older industrial buildings were retrofitted for use by technology-related
firms whose requirements include higﬁ floor-to-ceiling heights. Indeed, Cambridge’s supply of industrial
space is a critical resource which enables emerging technology firms to locate here. Examples of the
successful reuse of older industrial buildings by technology related manufacturers include the 200,000
square foot renovation of the former Ford Assembly plant on Memorial Drive, which houses Lifeline
Systems, a medical equipment company, the renovation of a Windsor Street building for Analog Devices,
and the reuse of the Wilson Structural Steel building in Alewife by Merlin Metalworks, a maker of
titanium bicycle frames. Expansion of the biotechnology industry during the 1991-1993 peak absorbed
an average of 300,000 square feet per year of older industrial space, turning around decades of vacan-

cies in Cambridgeport, leaving few older buildings empty in East Cambridge, and spilling over to

Alewife.
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Worldwide capital markets in biotechnology entered a downturn in 1994 and many companies post-
poned expansion plans. Amgen, a California biotechnology company, purchased property at One
Kendall Square and delayed the final decision on building until markets stabilized. Expansion resumed
in 1995, reflected by the 90,000 square foot renovation of the former American Science and Engineering
Building for Vertex, the start of a 91,000 square foot renovation at 620 Memorial Drive for Hybridon’s
expansion and move to Cambridge, and the leasing in University Park of 53,000 square feet for an
expansion by Oravax and 76,000 square feet for the new Genzyme Tissue Repair manufacturing facility.

The major new construction projects completed in Cambridge since 1991, have been build-to-suit
developments: Lotus Development’s headquarters (now IBM), Biogen’s phase one expansion, MIT’s
microbiology building, Biopure’s headquarters, and the Whitehead Institute’s expansion. Bank financing
for speculative space continues to be unavailable.

The absorption of older industrial space by emerging technology companies and the absorption of office
space by small software and other business service companies has brought the commercial vacancy rate
down to its lowest level since 1981. Expansions of such cor;sulting companies as CSC/Index, software
firms including Gensym, and internet firms such as Open Market reduced the commercial vacancy rate
for the end of 1997 to around 4%, a record low. During 1997 the rate has remained essentially stable
with modest increases in absorbtion, reflecting very little space available for lease.

- Although Cambridge’s recovery from recession is good news, the dramatic decrease in vacancies over the
last three years brings challenges of its own. A commercial vacancy rate of around 10% is considered
market equilibrium; the Cambridge market is well below equilibrium. At this point, some sectors of the
Cambridge market offer prospective owners and tenants very little choice: virtually no build-out !
restaurant space is available, the small spaces that house start-ups are in short supply, no class A
industrial space is available, no fit-out biotechnology space is on the market, and larger office space over
70,000 square feet is in scarce supply. Cambridge’s below equilibrium vacancy rate compares with

second quarter 1997 rates of 6.5% in Boston and 11.4% in the suburbs.

Shortages of space have forced some expanding companies to move to suburban locations. Space vacated
by these companies has been quickly reabsorbed by expanding local companies. A tight supply of space
has also produced upward pressures on rent, with Class A office asking rents rising to the low thirties in
Harvard Square and East Cambridge on a per square foot basis. These rent levels are within the range
needed to support the construction of new speculative space, although no speculative space is under
construction at the present time. During this interim period, companies that are financible will continue
to have the option of build-to-suit development in Cambridge, but those that are not financible may be
forced to choose suburban locations for their expansion until market forces support the development of
new speculative space. '

The long term prospect for real estate development will continue to be more modest than the boom
years. According to former MIT economist David Birch, the building boom of the eighties was not just
the result of a strong economy, it was part of a national demographic trend. The real estate industry
responded to the life cycle of the baby boom age group, building homes and schools during the sixties
and seventies and offices in the eighties. David Birch estimates that 46% of the total commercial space
constructed in the history of the United States was built during the 1980.

26



- Patterns Of Geographic Dispersion
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Cambridge’s small geographic size and dense pattern of development mean that real estate opportunities
tend to be moderately sized and limited in the amount of available parking. This real estate market is
best suited to those users for whom a Cambridge address adds value. Cutting-edge technology and
professional service companies value proximity to academic resources and highly skilled labor enough to
pay a premium to be here. Such firms also recognize that Cambridge’s reputation for eéxcellence adds
value in raising capital because investors equate Cambridge with success.

However, Cambridge’s cost structure and limited amount of available land mean that growing firms,
especially in cost sensitive industries, may choose to locate all or a portion of their activity in Cam- _
bridge, and locate other activities in communities with more available land and lower costs. Lotus
Development made such a decision in a time of financial difficulty, shortly before merging with IBM.
Under pressure to control costs, Lotus moved their back office operations (such functions as payroll,
billing, and accounting) to cheaper suburban space and built a new headquarters in Cambridge to house
executive offices and research and development activities. This pattern of geographic dispersion is a
common one not just in Cambridge but in high cost areas generally. A similar pattern is found among
Boston banks, mutual funds and insurance companies, who frequently choose the downtown for their
headquarters but locate their back office operations in cheaper space throughout the region.

Another pattern of geographic dispersion relates to workplace culture in growing firms. Start-up firms
have few resources, small staffs and little need for highly formal management structures. Frequently
technology start-ups hire very young staffs who are motivated to work long hours at modest wages in
exchange for learning opportunities and who prefer to live and work in an urban environment. As firms
become successful and grow larger, they tend to hire experienced managers, who may prefer to live in
the suburbs and who prefer to work more standard business hours. For them, the commute at rush
hour is unwelcome and Cambridge’s scarce parking is a major inconvenience. CEOs who may them-
selves prefer a Cambridge location find themselves under pressure from staff to move or at least locate
branch operations in suburban locations.

A further cause of geographic dispersion stems from the need to locate operations near critical suppliers,
additional markets and distribution systems. In this era of global competition, where capital and
technology are highly mobile, decisions to locate plants in other parts of the country or world often
represent sound business judgment. '

Geographic Dispersion and Diversification of the Job Base

One concern that these patterns of geographic dispersal raise is the diversification of the job base.
Companies growing from a research and development stage into product production are at the point
where their labor force is likely to diversify. For industries such as biotechnology, which typically -
requires an investment of up to $300 per square foot to build a manufacturing facility, moderate
differentials in land cost may be less important than access to skilled labor or specialized supplies in
moderately sized developments. Likewise, medical manufacturers need highly skilled workers and may
have high enough value added to off-set some differential in real estate cost if an existing building can
be converted to this use. However, manufacturing is a low density activity, typically requiring a single
story layout. Property owners can make greater profits on high density uses where the land costs are
spread over a multi-story build out. They are reluctant to develop their land for manufacturing, prefer-
ring instead to wait until a high density office use becomes feasible.
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One example occurred when an older industrial building occupied by American Engineercd Components
(AEC), a-machine shop employing 150 people, was sold. AEC wanted to remain in Cambridge to be
near its highly skilled workforce, but was unable to find an existing industrial building of 120,000
square feet to rent. The City analyzed the possibility of providing a tax abatement and other incentives
to offset the high cost of building a facility, but property owners approached about the potential
development were unwilling to consider selling or ground leasing for such a low density use. AEC will
relocate within commuting distance of its workforce so no jobs will be lost, however, future job growth
is less likely to accrue to Cambridge residents. .

Parking

Parking evokes a unanimity of concern from the business community which is unmatched by any other
single issue. Cambridge’s dense pattern of development, combined with scarce and expensive land,
places it at a disadvantage when compared to suburban locations, where parking is free and plentiful.
Many companies pay the cost of parking and T passes as a way to attract employees. The municipal
garages in East Cambridge and Central Square have both reached their maximum monthly rentals and
have waiting lists. The cost of garage parking in East Cambridge can run as high as $160 per space per
month. :

The parking freeze, which is in the process of being replaced with a transportation demand management
program, placed Cambridge at a further disadvantage as the only community in the state which was
subject to a freeze. Cambridge has responded to its parking challenges with a variety of initiatives
designed to manage demand for parking, including: '

* Enhancing other means of transit by creating a system of clearly delineated bicycle lanes and
installing bicycle racks in public places.

* Encouraging commercial property owners and employers to develop Transportation Management
Associations which provide shuttle service to MBTA stations.

* Encouraging employers to subsidize the cost of MBTA passes for employees.

* Working with the MBTA to expand public transit service and improve access to service and
facilities.

Commercial Districts

From Central Square’s Caribbean Carnival to Harvard Square’s rich architectural heritage, Cambridge’s
six commercial squares and corridors reflect the diversity and rich layering of uses that define
Cambridge’s unique appeal. While each commercial district presents a different character and cluster of
activities, common elements can also be defined and are discussed below.

« Convenience Shopping. Neighborhood commercial districts serve as a shopping place for
surrounding residential neighborhoods and workers from the district. The proximity to residents
gives these districts an edge in providing goods and services of the sort that people buy on short
shopping trips: hardware, haircuts, drugs and beauty aids, convenience foods, and specialized
clothing. These uses are well suited to the small floor plates common to the older buildings found
in many of these districts. Owners of the businesses providing these goods and services have
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historically been small proprietors, but the increasing influence of chain retailers can be seen in
each district. ‘

* Destination Shopping. Destination shopping generally involves trips planned with the
intention of purchasing the more expensive goods and services that are typically found in chain
stores found in regional malls. Two of Cambridge’s commercial districts offer a predominance of

"destination shopping: the CambridgeSide Galleria and Harvard Square. Others are more
dominated by convenience shopping, although some destination retailers are found in these
districts, as well.

« Culture and Entertainment. Local residents, visitors, and people working in commercial
districts all enjoy the eclectic mix of restaurants, cafes, clubs, and theaters found in Cambridge’s
commercial districts. The extent to which the market for culture and entertainment is driven by
neighborhood patrons versus patrons from outside the neighborhood varies significantly among
districts. Harvard Square serves patrons from around the globe, while Cambridge Street is
dominated by local users, and Central Square involves a mix of local and non-local users. The
lively streets created by evening uses are an important deterrent to crime.

« Employment. Each district provides employment, not only to workers in the retail businesses,
but also to people who work in the offices that are located in the upper floors of the buildings.
Office employment supports the market for retail uses and for evening culture and entertainment
uses. ' '

« Housing. Cambridge’s commercial districts vary in the extent to which housing is available
directly in the district. Cambridge Street’s predominant pattern combines retail and housing in its
multi-story buildings. Central Square retains some of this pattern, and other districts have more
limited housing opportunities, generally in buiidings separate from retailers.

Cambridge’s compact geography and modest population size mean that maintaining five vibrant
commercial districts offering a retail mix which serves the range of needs expressed by residents is a
challenge. The physical layout of the older districts, which have many small storefronts, runs counter to
modern trends in retailing. Modern retailing competes based on volume and requires floorplates of
30,000-70,000 square feet. The suburban shopping malls which ring the City draw off the market for
soft goods of the type carried by major retail chains. “Big box” retailers compete on the basis of low
prices and high volume, further reducing the market draw of older commercial districts. Changes in
health care reimbursement threaten the survival of small independent pharmacies who cannot negotiate
favorably priced contracts with health care insurers. Independent bookstores are being challenged by
large chains.

Each commercial district must strike a balance between activities whose market is primarily the local
neighborhood and those serving a regional market. Activities serving a broader market lend diversity to
a retail district, but may inflate rents, making it harder for locally owned “Mom and Pop’s” to find
affordable space. While the customers attracted to a regional destination lend vitality to the streets, they
also bring noise, litter, traffic congestion, and increase C(;mlpctition for parking spaces. Each district
must define the balance that best suits its needs. '

Central Square. Traditionally the City’s downtown retail district, Central Square is undergoing a
major revitalization effort. The ongoing effort to revitalize Central Square has culminated in the
redesign of Massachusetts Avenue to make it more pedestrian friendly and improve the streetscape. A
joint committee of the Square’s residents and businesses is working on a plan to manage and maintain
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the physical enhancements to the Square. A facade improvement program has provided matching grant
funds for the following facades: CPI, Putnam Furniture, 3M] Realty, the Dance Complex, Useable
Furniture, CCTV and Small Planet Bar & Grill. CDD staff members continue to work with Central
Square businesses and neighbors to monitor vacant space and update the retail mix, and were instru-
mental in seeing that the Purity Supreme was replaced with a new supermarket.

Harvard Square. Harvard Square thrives on a unique blend of retail, entertainment, and cultural
attractions that are rooted in history, academia, and the arts. Harvard Square’s unique mix of history
and avant garde trendiness attracts residents, business people and visitors from around the world. With
900,000 square feet of retail space, Harvard Square functions as a regional shopping mall in an urban
context.

Two major projects that are undergoing review in Harvard Square are Eliot Square and Cambridge
Savings Bank. Eliot Square is a mixed use development containing 50,000 square feet and seven stories.
Three stories will contain retail and office uses, and four stories will contain a total of 12 residential
units. The Grendel’s Restaurant building and the Tweeter building will be retained. Eliot Square has
been reviewed by the Harvard Square Advisory Committee and the Cambridge Historical Commission.
Due to its scale and design, the project requires a special permit from the Planning Board, which has
been approved. The Cambridge Savings Bank project involves the redevelopment of a site containing
three historic buildings at the corner of Massachusetts Avenue and JFK Street. The development will
contain approximately 49,000 square feet of retail and office space in three to five story buildings and
will retain two existing end buildings.

Cambridge Street Corridor/Inman Square. Cambridge Street successfully combines ground floor
retail with housing, a combination that lends a neighborliness to the district. Changing trends in
retailing and the end of rent control mean that ways to protect this unique local-serving business
environment must be explored. The CDD conducted baseline studies to better understand the issues and
conditions of concern to residents and businesses of this area. A community-wide meeting was held in
July 1996 to discuss these issues and to begin to develop a common vision for the future of the district.

“Following the meeting, the City Manager appointed residents and business people to serve on the
Cambridge Street Advisory Committee. The Committee met regularly to explore the major topics
concerning the Cambridge Street area and summarized its reccommendations in the Cambridge Street
Action Plan, which was presented to the City Council in August 1997. Carol R. Johnson Associates has
been retained to develop an urban design and transportation plan for the street.

North Massachusetts Avenue Corridor/Porter Square. Plans for the redevelopment of the Porter
Square Shopping Center will update the design of the Center, add a new building along Massachusetts
Avenue, improve pedestrian orientation and improve overall circulation. A Memorandum of Under-
standing was signed by the Porter Square Neighborhood Association, the Shopping Center (Gravestar)
and the City that will require a truck management plan, a traffic and parking mitigation program, and
the formation of an Advisory Board.

Streetscape enhancements which will include street trees, bicycle lanes and roadway resurfacing are
being considered to occur in conjunction with an upcoming sewer project for the northern portion of
Massachusetts Avenue from Porter Square to Alewife Brook Parkway. ‘

* The CDD is working with owners of properties in this Corridor who own automotive-related uses to
ensure an understanding of potential future uses under the Overlay District requirements and to address
clean up of properties from environmental hazards and preparation for future development.
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Cambridgeside Galleria. This regional mall includes approximately one million square feet of retail
space. One major site remains available for development, 2 Canal Park. The Mall was first envisioned
in the City’s East Cambridge Riverfront Plan. The Plan has received many awards for its long term
vision and implementation process, which has revitalized the Lechmere Canal area and enlivened East
Cambridge. The Mall itself has also been awarded for its architectural and urban design merits. As part
of the PUD special permit issued by the Planning Board, the developer also has a number of important
mitigation requirements, including the CambridgeSide Shuttle Bus, which carried 660,000 riders this
year. Additionally, the Mall participates in the maintenance of Lechmere Canal Park and Charles Park.
The Lechmere Canal Committee, made up of abutters and Mall and City representatives, meets regularly
regarding the management of Lechmere Canal Park, advising the City on park maintenance, establishing
guidelines for park use and developing long range policies to maintain and preserve the park. Represen-
tatives of various City Departments and the East Cambridge Planning Team each meet with Mall
representatives as necessary to address issues of concern, such as indoor and outdoor security.

Fresh Pond. The Fresh Pond commercial district serves both residents of North Cambridge and
commuters driving through the district to destinations outside Cambridge. This district represents the
most extreme example of strip development in the City and lacks the “urban village” context which
characterizes most of the City’s other commercial areas. The Alewife Brook and Fresh Pond Parkways
from Route 2 to Huron Avenue are being redesigned to improve pedestrian and bicycle circulation and
to provide landscape and urban design amenities. As part of this effort, property owners are being
“approached to discuss ways to improve the appearances of their property. '

Development Districts
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Cambridge’s five development districts are major employment centers, offering a mix of office, research
and development and manufacturing space to high and low technology companies. Much of the eight
million square feet of new commercial real estate developed during the 1980’s was in these districts.
The development sites remaining in the five districts require a careful management to insure that future
build out maximizes the City’s economic development goals. The generic issues facing these districts include:

. Employment Mix. The financial incentives which cause developers to favor high density office

* development must be weighed against the goal of diversifying the job base. The potential to
develop high tech manufacturing will not be achieved without deliberately maintaining lower
densities in some areas.

« Older Industrial Buildings. These buildings are an invaluable resource for emerging technology
companies. Low rents (compared to office buildings) and the physical characteristics which
enable companies to install specialized ventilating systems, clean rooms and fume hoods enable
emerging technology companies to retrofit industrial buildings at a fraction of the cost of
building new space. Few of Cambridge’s emerging technology companies are at a mature enough
stage of development to afford new build out; preserving older industrial buildings is thus a
critical need.

» Traffic and Parking. Close proximity to residential neighborhoods requires that traffic patterns
in development districts be carefully designed to mitigate impacts on residents. Additionally,
transportation demand management programs are being developed to improve the regional air
quality, complete the process of replacing the parking freeze, and to reduce demand for additional
employee parking. '
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Cambridgeport .

The growth of emerging technology companies has brought new life to older industrial buildings in
‘Cambridgeport. Biotechnology companies such as Vertex and Alkermes, process development firms.
“such as Intelligent Automation Systems, and computer integration consultants such as Cambridge

Technology Partners, all enrich the district’s job base. Major renovations along Memorial Drive have

brought three older industrial buildings back into use as headquarters for Modern Continental at 600

Memorial Drive, headquarters for Hybridon at 620 Memorial Drive and a multi-tenant space at 640

Memorial Drive.

University Park, a 23 acre parcel owned by MIT and developed under an agreement to Forest Cities
Development, has completed the leasing of its Phase 1 development, which includes 350,000 square
feet of office space and 179 units of housing. Forest Cities has broken ground on Phase 2, which will
include a 250 room hotel, 960 car garage, 45,000 square foot Star market, a headquarters for Tofias,
Fleischman, and Shapiro, and 100,000 square feet of retail space intended to complement the existing

retail uses in Central Square.

North Point :

Congress Group Ventures is in the process of constructing a 159,000 square foot headquarters for the
Swedish firm EF International. In addition, the Congress Group has received a permit to construct 440
units of housing and has begun work on the foundations for this project. The Metropolitian District
Commission is planning $80 million of open space improvements in approximately 40 acres of The
New Charles River Basin, of which some 4 or § acres are in North Point. When built, this park will
increase public access to the waterfront and provide an important amenity for the district. A proposal s
by Browning Ferris Industries to build a new waste transfer facility in North Point was denied, making
an additional site potentially available for development, once a number of land disposition issues are

resolved.

East Cambridge/Kendall Square
* The East Cambridge/ Kendall Square industrial area has benefited from its proximity to MIT. Faéhlty
and students starting companies prefer to be close to campus laboratories and libraries and find the
district to be an easy walk. The stock of renovated older industrial buildings such as the Athenaeum
building and One Kendall Square provide space to start-ups, and the Cambridge Center Developments -
offer modern space they can grow into. Recent build-to-suit development in the district includes
headquarters for Biopure and Lotus/IBM. In addition, new laboratory buildings have been constructed
for the Whitehead Institute, the MIT Microbiology Department, and Biogen; and the East Cambridge
Savings bank has built a new operations center. Two proposals for small hotels have been approved,
one for 112 rooms and one for 121 rooms.

_Alewife

The Alewife district includes a mixture of older industrial buildings, and more modern office buildings.
The pattern of emerging technology companies retro-fitting older industrial buildings is common in this
district. Merlin Metalworks, a maker of high performance bicycle frames, is located in the former
Wilson Steel fabrication-plant. Modern office buildings house such well known Alewife firms as Bolt,
Beranek, and Newman. Abt Associates and Arthur D. Little are both in the process of analyzing their
space needs as both buildings are approaching functional obsolescence. A proposal by Spaulding and
Slye to build a retail and restaurant development on the W, R. Grace site has been withdrawn and the
Planning Board is in the process of recommending changes to the IC zone at Alewife.
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BUSINESS CLIMATE
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KEY IDEAS

®= A high quality of life is one of Cambridge’s most important competitive advan-
tages as a business location. '

» Maintaining public schools that produce high school graduates whose skills
‘equal those of the best educational systems around the globe, is one of the most
important measures the City can take to protect its desirability as a location for
business. ‘

s Cambridge’s $7 billion commercial tax assessment provides a healthy base which
is able to support high quality public services; maintaining a stable commercial
tax rate is an important way to insure that Cambridge remains a desirable com-
munity for business.

= Investment in infrastructure is one of the most important ways Cambridge can
support business growth while mitigating impacts on residential neighborhoods;
over the last 10 years, Cambridge has invested over $200 million in modernizing
its infrastructure.

= Cambridge seeks to enhance its competitive advantage by streamlining its permit-
. ting and licensing system. ’

A strong business climate makes a community a desirable place for business investment. It enables
company decision makers to feel confident that an investment made today will continue to be a good
investment over the long term. Many elements, tangible and intangible, are involved in creating and
maintaining a good business climate. This section of the policy will address issues relating to quality of
life, the tax base, infrastructure, and permitting and licensing as the major elements that affect the
quality of Ca.r.nbridge’s business climate. .

Quality of Life

Economists who study business location decisions repeatedly stress that a high quality of life is one of
the most important factors in the choice of a location. Business executives want to live and work in
attractive places. A desirable address will also enable them to expend less resource recruiting employ-
ees. Noble prize winning economist Robert Solow spoke before the Chamber of Commerce in 1995 and
stressed this view. Dr. Solow stated that a high quality of life is more important to business location
decisions than the tax rate. Economist David Birch, whose Cambridge consulting firm studies entrepre-
neurial companies, finds that a high quality of life is particularly important to knowledge-based firms,
which often can choose to locate anywhere. These views were buttressed by a recent study of 1300
corporate founders at MIT related firms conducted by the BankBoston Economic Department, which
found that the quality of life, proximity to key markets and skilled professionals were the critical factors
in locational decision making. Other significant factors included availability of skilled labor, low
business costs and access to MIT and other universities.
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Cambridge’s desirability stems from ‘the careful management of a dense mix of uses. Safe streets, a
walkable scale, open space, recreational opportunities, cafes and restaurants, music and dance, educa-
tional opportunities, historic sites, tree-lined residential areas, and vibrant business districts are all in
close proximity. Public investments in police and fire protection, health care, youth programs, afford-
able housing, parks, and the management of tourism all work to support the dynamic mix of activities
that keep Cambridge on the.cutting edge and support its desirability as a business and residential
location.

Cambridge’s larger employers have been leaders in contributing to maintenance of Cambridge’s high
quality of life through corporate philanthropy efforts ranging from senior care and day care to appren-
ticeship programs for high school students. Downsizings in this sector challenge the business community
to develop the next generation of corporate good citizens among the smaller companies that are grow-
ing. The Chamber of Commerce is currently undertaking a social audit to determine the involvement
and contributions of the business sector to the civic sector in Cambridge.

Public Education
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Investment in a high quality public education system which prepares graduates for lifelong learning is
one of the best measures any municipal government can take to safeguard the prosperity of its citizens
and to maintain its desirability as a business location. Changes in the playing field on which workers
compete for jobs put the public schools on the forefront of efforts to provide a secure future for Ameri-
can workers.

¢ The bifurcation of the employment structure has meant that earnings of non-college graduates
have not kept pace with those of college graduates. In 1978, a male college graduate typically
earned 49% more than a man whose highest level of education was a high school diploma. By
1993, the average male college graduate was earning 83% more than a high school graduate.

¢ The continuous introduction of new technologies into the workforce requires that workers be
prepared to learn throughout their careers.

e The mobility of technology and capital will eliminate the wage premium American workers have
enjoyed based on the better equipment (and hence greater productivity) they use to do their jobs.
The best technologies will be increasingly available throughout the world.

* Global access to capital and equipment mean that the productivity of labor becomes the cutting
edge of competition. This reality places American students in direct competition with students
around the world.

Recent evidence that students from the United States may not be adequately prepared to face these

- challenges was provided by a study of the performance of eighth graders. Compared to students from
other industrialized nations, American students were average in science and lagging in math. Mean test
scores for the top 20 nations are listed on the next page.

¢
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Rankings show the science and math test scores of eigth graders from the top 20 of 25 industrialized nations,

for which there was highly reliable data. Results from 16 other nations were considered less reliable.

Sciences

Mean test scores
Singapqre
Czech Republic
‘Japan '
Korea
Hungary
England
Belgium
Slovak Republic
Russian Federation
Ireland
Sweden
‘United States
Canada
Norway
New Zealand
Hong Kong
Switzerland
Spain
France
Iceland

Source: GED testing Service; Stock Vaughn Co.

The Cambridge Public Schools have some of the finest students in the nation, including 12 recent
National Merit Scholars. Per capita spending leads the state; a prestigious grant from the National
Science Foundation has helped create cutting edge science course offerings, and computers are widely
available throughout the schools. However, Cambridge’s service based economy means that not only the
top students, but all the students must be prepared to undertake post-high school education if they are

607
574
571
565
554
552
550
544
538
538
535
534
531
527
525
522
522
517
498
494

to have a secure future.

Mathematics

Mean test scores
Singapore
Korea

Japan

Hong Kong
Belgium

Czech Republic
Slovak Republic
Switzerland
France
Hungary
Russian Federation
Ireland
Canada
Sweden

New Zealand
England
Norway
United States
Latvia

Spain

643
607
605
588
564
564
547
545
538
537
535
527
527
519
508
506
503
500
493
487

The importance that businesses place on the quality of public education is revealed by a study conducted

by Expansion Magazine, a national publication which provides information to firms making locational
choices. The magazine conducted a national survey of 770 districts, each large enough to have over 450

students.- The study established three measures: a Community Index (community education attainment

and income), a Resource Index (per pupil expenditure, teacher salaries, and student-teacher ratios) and a
Graduate Outcome Index (graduation rates and college board scores), which are averaged into an
Education Quotient. All measures are reported on a scale of 50 to 150, where 100 is average. No
communities in New England ranked in the top 15 districts for Graduate Outcome score. Only two
communities in New England ranked in the top 15 communities for Education Quotient overall score

(both in Connecticut).
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Cambridge ranked in the average category with an Education Quotient of 119.4. The three measures
on which this score was based follow: Graduate Outcome:106, Community Index:124, and Resource
Index:128. It could be argued that Cambridge’s lowest score, the Outcome Score is lower than top
performing districts because a broader cross section of students take the college board exams. However,
even Cambridge’s highest index score, Resource Index, was lower than the average overall score of the’
top ranked districts. ‘ '

,

No single study can capture all the issues related to the quality of education in Cambridge. Nonetheless,
the unique demands of Cambridge’s economy and the indications of a skills mismatch discussed earlier
in this paper, suggest that further research into the career and educational outcomes of high school
graduates in Cambridge should be undertaken. ’

Cambridge’s Tax Base
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Few decisions reflect a community’s values as directly as investing decisions. Over the past decade,
communities have had to make these decisions based on decreasing revenues from the federal govern-

ment and the state, imbuing the trade off between taxes and services with a high level of immediacy.

Cambridge is fortunate to have a rich base of taxable property to support its service base. Despite the
City’s small geographic size and the fact that nearly 50% of all real property is owned by tax exempt
organizations, Cambridge’s tax base expanded dramatically in the 1980’s with the development of close
to nine million square feet of new development. The combination of this expansion of the base and tax
reclassification shifted the incidence of property taxes from the residential to the commercial sector. By
the end of the decade, the commercial sector represented two-thirds of the taxes paid.

Cambridge’s assessed valuation peaked in 1991 at $8.6 billion, and declined during the regional
recession, reversing the trend established in the eighties of declining tax rates and increasing valuations.
Declining valuations and the slowdown in real estate development required that the City adopt cost
containment measures and increase tax rates to stabilize the budget. Cambridge came very close to its
tax levy limit in 1994. However, valuation stabilized in 1995 at a $7 billion assessment, and the City
currently retains a strong cash reserve position, $12-15 million by the end of FY’96. Cambridge
maintained its Aa-1 bond rating throughout the period, reflecting the confidence the investment
community placed in the City’s ability to maintain fiscal stability. At this point, revenues from new
development and major rehabilitation, including previously rent-controlled properties, are increasing tax
revenues by approximately 1% per year. It is anticipated that the end of rent control will add an
estimated $300 million in additional valuation over the next several years. Assuming level funding of
state aid, current projections are that the City would need between 2.5 and 3% annual generation in
taxes from new development and major rehabilitation in order to maintain the existing excess property
tax levy capacity.

Although economists do not place taxes at the top of the list in evaluating business location decisions,
the cost of taxes is one of many elements companies take into consideration. The chart below compares
Cambridge real property tax rates to those of Boston and riearby suburbs. While Cambridge’s residen-
tial property tax rate is within pennies of the mean for the group of communities, Cambridge’s commer-
cial rate is second only to Boston.
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Community Residential Commercial
Bedford - FY96 ) 13.37 31.67
Boston- FY96 13.78 42.59
Burlipgton- FY96 12.00 31.60
Cambridge- FY96 13.22 34.89
Framingham- FY96 17.34 29.69
Lexington- FY96 14.01 ' 26.52
Waltham 13.55 3142
Watertown ’ 15.30 24.78
Mean 14.08 31.65

Source: MA Department of Revenue

While Cambridge’s extraordinarily low commercial vacancy rate provides evidence that Cambridge’s
commercial tax rate is not a serious detriment to its business climate, the very low vacancy rate has
increased rents faster than competitor communities, and parking restrictions in Cambridge drive up the
cost of parking compared to suburban communities. The City cannot control the cost of commercial
rents or eliminate the need for structured parking, but it can control the tax rate and has committed-to a
program of tax stability to insure that the City’s competitive position is not undermined. Cost stability
can not only help maintain costs in line with competitor communities, it can also give expanding firms
the assurance that their financial planning (which is typically done on a ten year time horizon) will not

be undermined by rapid changes in taxes.

Because Cambridge’s economy is very strong overall, the use of property tax abatements as a tool to
attract companies or to incent their expansion is likely to be used very strategically, unless there is a
significant downturn in economic circumstances. In general, an abatement proposal would need to
involve a large development that could contribute to the City’s job base and tax base, or would need to
diversify the job base by providing skilled employment for people with less than a college degree.

Infrastructure
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Quality infrastructure is an important part of any community’s competitive edge. ‘Business depends on
the ability to move goods and people efficiently. Truck routes enable them to receive supplies and to
connect to major highways for the distribution of goods. Public transit and regional roadway systems
enable workers to commute to work without undue delays and to readily access the airport. Well
designed local roadway systems help route traffic away from residential areas, enabling businesses and
residences to exist in close proximity. Adequate water and sewer hook-ups and fiber optic cables
determine where development can happen. Readily available electricity, steam, gas, and fiber optic
cables provide the groundwork for business operations.

Cambridge government regards investment in infrastructure as one of the important ways it‘can support
business growth and has invested some $200 million since 1985 to upgrade infrastructure. Cambridge is
currently replacing its water and sewer mains and rebuilding its water treatment plant. A wide range of
transportation improvement projects are underway and in the planning stages. Those most directly
related to economic development are outlined below. : '
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Roadway Development Projects
The following transportation infrastructure projects are in planning or underway in Cambridge’s
commercial and industrial districts to enhance the City’s economic development objectives:

Central Square. The reconstruction of Massachusetts Avenue in Central Square has made the street
more pedestrian friendly, safer and attractive. This roadway project will enable the City and the
community advisory committee to continue efforts to promote the economic revitalization of Central
Square.. ’

Cambridgeport Roadway Improvements. Cambridgeport has made a comeback from its decline as
an older industrial area to become one of the City’s most vital districts for emerging technology compa-
nies. With residential abutters in close proximity, the district’s success depenas on successfully managing
traffic connected with the businesses in a way that does not impinge on the nelghborhood Roadway
improvement projects in Cambridgeport include the following:

* The University Park development agreement couples roadway improvements with facilities and
programs that provide High Occupancy Vehicles (HOV) and non-motorized commuting alterna-
tives, with successive phases of development.

* A Community Development Action Grant for $390,000 has enabled the City to make traffic

calming improvements to Brookline/Pacific Streets adjacent to University Park.

* The Lafayette Square/Massachusetts Avenue Roadway Project will connect Sidney Street with
Main Street, thereby routing traffic destined for Cambridgeport and the BU Rotary away from
the residential neighborhood. The project will rebuild Massachusetts Avenue from Lafayette

7

Square to Memorial Drive, including reconfiguring travel lanes and providing bicycle lanes.
Public safety will be improved and public spaces enhanced through street and pedestrian lighting,
street trees, new sidewalks, and the creation of a new plaza area at Lafayette Square. ‘

¢ The Cambridgeport Roadway Improvement Project will move traffic from Brookline and Pearl
Streets to a new one-way pair created by reconstructing Sidney, Waverly, and Landsdowne
Streets, plus parts of Albany and Erie Streets.

Alewife. The Alewife Brook and Fresh Pond Parkways from Route 2 to Huron Avenue are being
redesigned to improve pedestrian and bicycle circulation and to provide landscape and urban design
amenities. The MDC will complete their improvements along Alewife Brook Parkway between Route 2
and Concord Avenue later this year. The MDC improvements are being funded through the Massachu-
setts Highway Department (MHD) and include rebuilding the Alewife Brook Parkway Bridge over the
Fitchburg division rail line, and installing bicycle lanes and better pedestrian crossings. The Cambridge
City Council has appropriated money to complete the survey and design.

North Point. Cambridge is currently undertaking a roadway and infrastructure master plan that will
include a new roadway system and all new utilities. When completed, the MHD will provide financing
for the construction of the new roadway.

o
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The Urban Ring

Public transit is as important to Cambridge’s economic advantage as roadway systems. Public transit
enables the workforce to commute efficiently and cheaply, alleviating the need for parking and helping
to improve air quality. Although Cambridge is well served by the Red Line and local bus routes,
commuters from the northern and western suburbs prefer to drive because the commute by public transit
involves two or three service transfers, a prospect most users find too time consuming and inconvenient.

The “hub” design of the mass transit system moves people effectively between suburban locations and
downtown Boston, but connections between the spokes of the “hub” are difficult. The Urban Ring, as
the Circumferential Transit system is known, will provide connections between existing mass transit
lines, greatly improving public transit access among the six communities in the urban core (Cambridge,
Boston, Somerville, Chelsea, and Everett). The long term benefit to Cambridge will be improved public
transit from the north and west, improved air quality, reduced demand for parking in Cambridge and
decreased pressure on firms to relocate to the suburbs to meet the parking needs of their employees.
Other potential long term benefits include improving access to the airport, connecting transit between
the Longwood Medical Area and life science firms in the eastern sector of Cambridge, and connecting
Kendall Square and Bunker Hill Community College to further Cambridge’s goals of improving post
high school training for residents. - .

‘Permitting and Licensing ’

\

Regulation establishes a playing field on which business functions. Thoughtful and consistent regulation
can be helpful to business. Development controls prevented over-building and protected commercial
property values from the worst impacts of the recent recession. Cambridge’s Biosafety Ordinance
enabled the biotech industry to invest with confidence, knowing that the ground rules had been estab-
lished. Many other communities have recognized the importance of this ordinance by modeling their
own ordinances after it.

While thoughtful and consistent regulation can support the business community, unclear regulations,
slow administrative processes, inconsistency in applying regulations, and the use of a regulatory ap-
proach in situations where a silmpler approach could be used, can lead to the perception that a commu-
nity is “anti-business”. ‘Many communities around the country have discovered that they can enhance
their competitive advantage by reviewing their regulatory structures, abandoning outdated and overly
bureaucratic measures, and streamlining those regulations that are deemed necessary. Some of the

- endeavors on which other communities have embarked include on-line permit applications which can be
simultaneously forwarded to all departments involved in issuing permits, “One Stop Centers” offering a
single point of access for all permits which are processed by a central permitting manager, and simpler
approaches that involve streamlining the existing systems without the expense of total centralization.

The Community Development Department has embarked on an effort to understand what the City of
Cambridge can do to improve its own permitting and regulatory process. The effort has been conducted
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in three stages: initial research, identification of issues and formation of an interdisciplinary working
committee to make recommendations to the City Manager. Each stage is summarized below:

1. Research:
« Inventory. Regulations and procedures for obtaining permits and licenses were collected and
examined from all departments requiring approvals for building, renovation or business activities.

« Observation. Hand-outs, information systems and staff contact with applicants were observed
at several departments.

« Interviews. Developers and other applicants for permits and licenses were interviewed about
their experiences and perceptions of the permitting process.

« Models. Cities who have adopted permitting reforms were studied to determine the best
practices in use for improving the process.

2. Key Issues: ,
 Review of regulations. The City regulates a wide scope of land uses and business activities, an
approach which supports both the business environment and livability of the City. However,
periodic review is necessary to determine whether existing regulations continue to serve a valid
and clear purpose and whether they duplicate or conflict with other City policies or procedures.

« Information and orientation. The system lacks clear guidance for orienting applicants to the
process and steering them through it. The City has no gateway, no formal informational materi-
als, and no central information system to track applications. The physical environments in which
applicants encounter City staff are often cramped and noisy, making it difficult to ask questions
and obtain needed information.

* Perception that community process is too long and unpredictable. All those interviewed
agreed that community process is a needed and potentially beneficial aspect to the real estate
development process. However, they also felt that the process needs to be refined so that project
proponents can get input that does not drag on indefinitely. For developers, the ticking of the
clock adds costs to financing and legal costs, which consume any surplus funds that might be -
available for community benefits. ‘

3. Interdepartmental Working Committee:

+ Index of permits and licenses. A summary document has been developed which catalogues all
required permits and licenses, lists all departments with review or issuing authority, and all
relevant state and local ordinances. This document will form the basis for a comprehensive guide
to the system and has informed the committee’s efforts to streamline the process.

Review of the permitting process. An interdepartmental working committee reviewed all
permits and made recommendations for streamling them.

« Cross Training. Interdeprtmental cross trainings are held every other month so that staff from
relevant departments can learn the requirements and procedures of other’departments.

* Initiatives Underway. A series of six pamphlets is being developed to describe procedures for
obtaining the most frequently requested permits and a comprehensive manual describing proce-
dures for all permits is being developed. In addition, information will be put on the City's
website. Finally, customer satisfaction surveys were piloted in selected deparments and will be
fully implemented this year. '
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IV. SUMMARY OF CURRENT INITIATIVES AND RECOMMENDATIONS
FOR FUTURE INITIATIVES

This section identifies the current initiatives the City is implementing as well
as making recommendations for future activities for Council consideration.

INNOVATION AND ENTREPRENEURSHIP

: \
GOAL 1: Cultivate a supportive environment for entrepreneurial companies
1.1 Encourage a supply of inexpensive space suitable for start-up companies

Current Initiative: - .

e Provide referral services for companies seeking less than 2,000 square feet of space.
* Collaborate with existing incubators supporting the needs of young companies.
Future Recommendations:

o Assess the need for an additional business incubator in Cambridge, as well as the availability
of buildings, financing mechanisms, and ownershlp options.

1.2 Promote the formation and growth of minority and women owned busmesses
Current Initiative:

* Provide business development services, such as assistance developing business plans, assessing
markets, and obtaining financing, to minority and women- owned businesses.

* Refer clients to training programs and sources of capital, such as the Center for Women’s
Enterprise and the Community Development Finance Corporation.

" Future Recommendations:

* Publish a 1997 edition of the Cambridge Women’s Business Directory to assist enterprises
owned by women in marketing themselves.

* Convene a focus group of minority-owned businesses to better understand any unmet needs of
this sector.

¢ Develop seminars on obtaining financing to respond to requests by women- owned businesses
for training on this topic.

* Assess the continuing needs of women-owned businesses for support by the City.

1.3 Endorse efforts to eliminate potential cuts in federal research and development
spending
Current Initiative:

* Determine ways the City of Cambridge can be helpful in fighting cutbacks in federal research
and development moneys at Harvard and MIT.

Future Recommendations:

¢ Advocate for federal legislation which provides funding for academic and medical research and
development and which local universities support.

41



1.4 Cultivate the growth of small businesses

Current Initiatives:

e Provide business development services such as, assistance developing marketing plans, analyz-
ing markets, assessing capital needs and devising strategies to obtain financing to entrepreneurs
and small business people.

* Work with the Cambridge Business Development Center and the Cambridge Savings Bank to
redesign a micro-enterprise program serving the needs of neighborhood residents starting very
small businesses. ‘

¢ Fund the Cambridge Business Development Center, whose activities include mentored support
groups for chief executive officers (CEQ’s) of young high growth companies and peer lending
groups for neighborhood enterprises. '

Future Recommendations:

* Market the City’s economic development services to businesses in Cambridge’s commercial
districts as part of the commercial revitalization projects in such areas as Central Square and
Cambridge Street. '

¢ Assess the feasibility of serving larger numbers of small businesses by developing targeted
programs serving the needs of specific sectors such as retail, food service, professional services,

etc.

/

GOAL 2: Market Cambridge’s entrepreneurial environment to companies for
whom a Cambridge location could provide a competitive advantage

2.1 Develop a marketing strategy to promote the Cambridge location to appropriate
businesses

‘

Current Initiatives:

* Develop marketing materials jointly with the Chamber of Commerce to promote the City as a

business location. X
Future Recommendations:
* Implement a marketing strategy for Cambridge.

2.2 Engage a consultant to develop a strategic plan to position Cambridge asa
location for international businesses. '

Future Recommendations:

* Develop a request for proposals for consultant services to determine the most effective strategy
for the City to pursue to attract international business.

¢ Implement a strategy to attract appropriate international businesses.
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EMPLOYMENT
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GOAL 3: Sustain an economy which maintains a diverse array of employment
opportunities that are readily accessed by well trgmed Cambridge

resident workers

3.1 Promote the diversification of the job base

Current Initiatives:

e Support the growth of the technology-based companies, particularly those with the potential to
maintain small scale manufacturing facilities in Cambridge, including providing information
regarding sites and financing and considering the use of tax incentives.

* Survey manufacturers to improve understanding of this sector and determine ways the City can
retain manufacturing jobs.

¢ Study the telecommunications and software industries to better understand the growth poten-
tial and labor force needs of these industries. o

Future Recommendations:

* Work with the Office of Workforce Development to develop strategies that could increase mid-

level employment opportunities by helping companies to define internal career ladders in

existing companies (hospitals, hotels, and banks). !

* Explore the possibility of preserving reasonably priced space for manufacturing firms by
acquiring some industrial properties, so that costs can be controlled.

3.2 Cultivate a well-prepared resident workforce
Current Initiatives:

¢ Work to improve the employment and training system as a member of the Regional
Employment Board and the OWD Business Advisory Committee.

e Work with OWD to bring about agreements with companies to whom Cambridge provides
significant assistance to participate in the OWD's hiring, training and school to career efforts.

e Work with the Office of Workforce Development to identify training and school-to-career
opportunities for Cambridge residents and to identify training needs of employees in Cam-
bridge firms.

‘Future Recommendations:

* Review the study of the Cambridge Rindge and Latin guidance counseling system and evaluate
ways to improve information and access to training and jobs for non-college bound students.

¢ Commission a longitudinal study of the career and educational experiences of graduates of
CRLS to identify ways to improve linkage to training and career opportunities.

* Interview staff of community colleges in the region to better understand their perceptlon of the
usage pattern and access issues of Cambridge residents.
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* ‘Work with the Office of Workforce Developement to encourage Bunker Hill Community
College to increase the number and depth of course offerings in Cambridge and explore the
potential for technical course offerings and certificate and associates degree programs offered
through its Cambridge satellite program.

* Present the economic development policy to the School Committee and Superintendent of
Schools, emphasizing the importance of secondary education to the economy of the future.

* Organize a public forum on secondary education and careers and work with the school
department and OWD to expand student access to school to career internships.

3.3 Improve linkages between Cambridge residents and employment opportunities
created by large development projects

Current Initiatives:
e Research the structure and effectiveness of first source hiring programs in effect in other cities.

e Establish first source hiring agreements with developers of large projects such as University
Park.

CAPITAL

GOAL 4: Improve the access to capital for Cambridge businesses ’
throughout the business life cycle

4.1 Facilitate the flow of information about capital markets
Current Initiatives:
* Assist companies assessing.capital needs and preparing loan applications and business plans.

* Introduce companies seeking financing to appropriate banks, quasi-public agencies and venture
capitalists. “ '

Future Recommendations:
» Offer, periodic seminars about business finance.
4.2 Reduce Capital Gaps
Current Initiatives:

* Increase the availability of loans to small businesses by designing a small business lending pool
in collaboration with banks.

¢ Work with private sources of capital to develop a non-traditional development capital company
- that will invest in a wider variety of firms than current venture capital firms will fund.

Future Recommendations:

* Market the small business lending consortium to Cambridge businesses.

* Act as the point of entry for companies seeking loans through the small business lending
consortium, including pre-screening applicants for loans.
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e Assess the need to maintain the HUD 108 biotechnology loan program; assess other uses of
HUD 108 funds.

o Evaluate the possible role for tax exempt industrial revenue bonds as a financing vehicle,
including the need to market the Cambridge Industrial Development Finance Authority to
Cambridge manufacturers.

REAL ESTATE
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GOAL 5: Promote a real estate market which offers a diverse array of options
for the development and Ig_a_sjng of business properties of different
sizes, use categories and price ranges

‘5.1 Maintain a supply of space suitable for the incubation of small companies
Current Initiatives:
* Monitor changes in real estate absorption.
* See initiatives in Goal 1 of this paper.
Future Recommendations:
- Assess the need for public incentives to attract and.maimain business inicubators in Cambridge.

5.2 Evaluate the status of Cambridge’s manufacturing sector to determine what actions
the City can take to retain existing manufacturing jobs and encourage high tech
firms growing to the manufacturing stage to locate manufacturing operations in
Cambridge

-Current Initiatives:

*Survey manufacturers to profile employment and better understand the needs of companies in
this sector.

Future Recommendations:

* Assess the need for a manufacturing stabilization program based on the results of the manufac-
turing study now in progress.

¢ Assess whether the City should play a more aggressive role in retaining growing manufacturing
companies through additional financing mechanisms, tax abatements, or acquiring land.

5.3 Maintain thriving commercial districts
Current initiatives: |
¢ Central Square
- Complete the physical enhancements to Central Square. -
- Attract a diverse retail mix to Central Square.

- Complete a facade improvement at City Foods.
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- Work with new developments to insure conformity with the goals established for
Central Square.

¢ Cambridge Street

- Hire an urban design and transportation consultant to implement the recomendations of the
Cambridge Street.Action Plan.

- Appoint a working committtee to meet regularly with the consultants and hold several
community workshops.

- Implement a facade improvement program for Cambridge Street.

- Implement a loan program in conjunction with the East Cambridge Savings Bank to enable
property owners in need of capital to take full advantage of the facade improvement program.

¢ Porter Square

* Implement the terms of the memorandum of agreement between the neighborhood coalition
and Gravestar, the Porter Square developer, to enable the Porter Square Shopping Center to be
redesigned. o '

Future Recommendations: \ ! y

¢ Central Square

- Work with the retail sub-committee of the Central Square Neighborhood Coalition to attract

the desired retail mix.
- Work with residents and businesses to assess the need for a Business Improvement District.
e Cambridge Street

- Working with the urban design and transportation consultant, prepare a conceptual design
and 25% design drawings for Cambridge Street.

- Obtain funding to implement the redesign of Cambridge Street.
* North Massachusetts Avenue

- As resources allow, assess the needs of the commercial districts between Harvard Square and
Porter Square and Porter Square and Arlington.

5.4 Guide development in older industrial districts now zoned for mixed use
development, including Kendall Square, Cambridgeport, Alewife, and North Point

Current Initiatives:

* Monitor development agreements relating to traffic generation, economic development and
urban design entered into by the City and developers in University Park and North Point.

* Participate in planning for the future configuration of the Cambridgep(;ft' roadways.

* Provide infrastructure in development districts which provides efficient traffic flow, while
routing traffic away from residential areas. See initiatives in Goal 7.4.

* Evaluate development proposals for conformance with City Planning goals, including the
proposal for the Polaroid site.
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Future Recommendations:

Prepare a comprehensive manual to the Citys permitting and licensing processes.

Make information about permitting and licensing available on the internet.

6.4 Provide well maintained infrastructure to meet current and future needs

Current Initiatives:

Aggressively seeking out state and federal funding for the construction of roadway improve-
ment projects, including Lafayette Square/Mass. Avenue, Cambridgeport Roadway Improve-
ments, and North Point Roadways and infrastructure. .

Fund the design of roadway improvements to provide a competitive edge in seeking state and
federal transportation funds.

Improve transportation facilities and landscaping amenities in commercial corridors, including
reconstruction of roadways, sidewalks and public parking lots in Central Square and design of
pedestrian, bicycle and landscape improvements on Fresh Pond Parkway.

Upgrade utility infrastructure through ongoing sewer separation activities, storm drain
improvements and replacement of drinking water distribution facilities. ‘

Coordinate private utility upgrades with public infrastructure project construction schedules.

Plan replacement of the municipal water treatment plant with a new “state of the art” facility.

Future Recommendations:

Advocate for continued state and federal funding of transportation and enhancement programs
through support of the reauthorization of the Intermodal Surface Transportation Efficiency Act
and reconfiguration of the Boston Metropolitan Planning Organization, which funds local
projects through the state’s transportation improvement plan.

Plan, the enhancement of transportation and landscaping amenities along Cambridge Street
and construct improvements along Fresh Pond Parkway.

Complete design and construct roadway and urban design improvements along Massachusetts
Avenue from Lafayette Square to Memorial Drive and from Porter Square to Route 16.

Design and implement a stormwater management program to ensure adequate capacity of
stormwater facilities. '

Construct a new water treatment plant.
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Goal 7: Maintain Cambridge’s high quality of life

7.1 Promote understandihg of the importance of public education in maintaining a
strong economy and preparing residents for the careers of the future

o See initiatives in Goal 3.2

7.2 Promote understanding that the high quality of public safety, human services, parks
and open space, cultural and recreation opportunities in Cambridge, maintains the
. -City’s competitive advantage as a location for business investment.

Current Initiatives:

* See marketing materials described in Goal 2.1.
e See City Budget for Fiscal 1997.

Future Recommendations:

* Organize a forum to educate the public about the City’s competitive advantage.
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* Maintain a log of all permitted and proposed development projects in the City to facilitate
communication within the Community Development Department and with other city depart-
ments.

¢ Implement the redesign of Lafayette Square.

Future Recommendations:

¢ Evaluate development proposals where development is proposed.

¢ Work with state agencies to ensure beneficial reuse of remnant land parcels resulting from
MDC and MHD park and infrastructure development in North Point.

¢ Investigate Brownfields funding opportunities to facilitate environmental clean uo and reuse of

former industrial sites.
* Upgrade infrastructure . See Goal 6.4

5.5 Replace the parking freeze with a transportation demand management program
that does not put Cambridge at a competitive disadvantage with other
communities.

Current Initiatives:

* Implement vehicle trip reduction programs designed to reduce single occupancy vehicle use and
enhance other means of transportation.

* Provide technical assistance to employers in determining and addressing the transportation
needs of their employees.

¢ Encourage collaboration among employers and commercial property owners in providing
transportation services and programs, including coordination with the Charles River Transpor-
tation Management Association in Cambridgeport.

* Work with the MBTA to expand public transportation service and improve access to service and
facilities, including the City funded designs for extension of the Minuteman Bikeway to the
Alewife Station and creation of drop-off areas at the Central Square Station.

Future Recommendations:

* Facilitate establishment of additional Transportation Management Associations and other
collaborative efforts among employers in Cambridge.

* Advocate for the expansion and improved reliability of MBTA service, including extension of
the crosstown bus service to connect Kendall Square and the Orange Line at Community
College Station, extension of the Number 83 bus route to the Fresh Pond Shopping Center and
service improvements on numerous other bus routes serving Cambridge.

* Establish the alignment for the Urban Ring transit service in conjunction with other Compact
communities and advocate for state implementation of this project.
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BUSINESS CLIMATE

GOAL 6: Maintain a supportive and stable busing’g’ climate

6.1 Foster partnership between the public and private sectors to promote mutual gains

Current Initiatives:

¢ The City Manager makes monthly visits to the CEO’s Cambridge companies to increase
communication with the business community and hear their concerns about doing business in
Cambridge.

* Work with members of the Central Square Committee in the ongoing management of the
revitalized commercial district.

" Maintain the participation of the Cambridge Street business community in the planning process
to revitalize this commercial district. .

¢ Solicit members of the business community to participate in the summer jobs program orga-
nized by the Office of Workforce Development and in school-to-work programs run by the
public schools. '

* Maintain the CEO support groups at the Cambridge Business Development Center, where
successful entrepreneurs serve as mentors to CEOs of young companies.

Future Recommendations:
¢ Support formation of additional Transportation Management Associations.
¢ Build support among:-business community leaders for the implementation of the Urban Ring.
* Economic development staff will also undertake a company visiting program.
6.2 Promote tax stability
Current Initiatives:
* Stabilize commercial property tax rates; increases over the last 3 years average 1.3% pér year.
Future Recommendations: ‘ |

* Maintain a stable tax rate by balancing the need for new services with the generation of
additional revenues.

6.3 Streamline the City’s permitting and licensing process
Current Initiatives:

* The interdepartmental working committee has reviewed all requirements for licences and

permits and will summarize its recommendations for streamlining.

* Six brochures are being prepared to explain how to obtain the most frequently requested
permits.

* Hold interdepartmental cross trainings every other month.

* Hold interdepartmental large project reviews on proposed developments.
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Employer Number of Employees Rank by Size
MIT 7384 1
Harvard University 7337 _ 2
City of Cambridge* 4,090 3
© Mount Auburn Hospital 1,900 ‘ 4
Federal Government 1,466 7
Commonwealth of Massachusetts 610 13
Youville Hospital 604 14
Middlesex County 450 21
Lesley College 440 23
Cambridge College 130 - NA
Neville Manor 250 NA

Source: Cambridge Community Development Department
Note: Includes full-time equivalents, where available
*City of Cambridge figure includes Cambridge Hospital employment
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Cambridge  Massachusetts United States

1981 5.80 6.40 760
1982 6.70 8.00 9.60
1983 5.70 6.90 9.60
1984 4.00 4.70 750
1985 3.30 4.00 720
1986 3.30 3.80 . 700
1987 2.90 - 3.20 6.20
1988 2.40 3.30 5.50
1989 3.00 4.00 5.30
1990 3.70 6.00 5.50
1991 6.00 9.00 6.70
1992 5.60 8.50 740
1993 4.60 - 6.90 6.80
1994 4.00 6.00 6.10
1995 3.30 5.40 5.60

Unemployment Rates - 1981-1995/data

Percent Unemplo ved

-
®
-

> B
-
T2 v % %
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3 % ¢
© @
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I Cambridge B Massachusetts [] United States

Source: MA Department of Employment & Training
Note: Current population survey methods for collecting unemployment data changed
in January 1994; comparisons over time should be made with caution.
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1983 90,724
1984 96,192
1985 94,848
1986 97073
1987 98,686
1988 100,621
1989 102,043
1990 103,278
1991 100,317
1992 100,631
1993 99,750
1994 100,977

1995 103,988

Source: Department of Employment & Training

Employment by Year - Cambridge 1983-1995/data

) { 104,000
~~~} 102,000
r\- 100,000

- 98,000

- 96,000

- 94,000

# of Jobs (in thousands)

- 92,000

- 90,000

%
S
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1995 Employment by SIC Code in Establishments
Subject to the Unemployment Compensation Laws

Sector Employment Percent
Agriculture/Mining 170 2
Construction 1,515 1.5
Manufacturing ' 6,407 6.6
Trans/Communicétions/UtiIites : 2,147 2.0
Wholesale and Retail Trade 15,843 15.2
Finance/Insurance/Real Estate 3,085 3.0
Services 67204 64.6
Government 7547 76
Total o ‘ 103,988 100.0
Total Private Sector 96,441 92.4

Source: MA Department of Employment & Training

Commercial Real Estate Vacancy Rates

Year End 1995 March 31, 1996 July 31, 1996 October 31,1996  Dec. 31, 1996

Boston 10.1% 9.5% 9.2% 9.1%
Cambridge 6.0% 5.3% 5.6% 3.9%
Suburbs 10.9% 11.0% 10.0% 10.4%

Source: Whittier Partners

Comparison of Residential and Commercial Property Taxes - 1996

Community Residential Commercial
Bedford 13.37 31.67
Boston 13.78 - 4259
Burlington 12.00 31.60
Cambridge 13.22 34.86
Framingham . 1734 26.69
Lexington : 14.01 ' 26.52
Waltham ' 13.55 31.42
Watertown 15.30 24.78

Mean . 13.93 30.95

Source: MA Department of Revenue
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First Source Recruitment Agreement

The nature of this Agreemerit is such that the will use the
Cambridge Employment Program as its first source for recruitment, referral and interviewing
of applicants for "covered positions", as hereinafter defined:

A.

1.

(US)

General Terms of the Agreement:

agrees to use the Cambridge Employment Program as the
first source for recruitment, referral and interviewing of applicants for "covered
positions";

Entry into this Agreement is voluntary;

The Cambridge Employment Program will provide recruitment, referral and interview
preparation services of applicants for "covered positions", subject to limitations
outlined in this agreement;

This Agreement will take effect when signed by all parties below, and will be in force
and effect for the period of

9

has been identiﬁed by the as
the individual responsible for activities under the
Agreement. He/She may be reached at '

’

has been identified by the Cambridge Employment
Program as the individual responsible for Cambridge Employment Program activities
under the Agreement. He/She may be reached at

Recruitment: -

The and Cambridge Employment Program agree that for the

‘purposes of this Agreement, "covered positions" include the following jobs:

The will notify the Cambridge Employment Program of its
need for new employees for "covered positions" at least . days prior to the
anticipated hiring date;

For "covered positions", : ' notification of the Cambridge




o

o

(OS]

Employment Program will include but will not be limited to:

a. the number of employees needed, by job title

b. anticipated hiring dates, by job title

C. rate of pay, by job title

d. hours of work, by job title

e. anticipated duration of employment, by job title

f. description of work to be performed, by job title

g. name of immediate supervisor, by job title

"Covered positions" filled by internal promotion of the s

local workforce need not be referred to the Cambridge Employment Program or its
designated entity. The newly vacated position, made vacant by internal promotion,
would be considered a covered position. The contractor may not consider the transfer
of an employee from one job site to another job site within the region as "internal
promotion", even if the transfer results in a change in job title, or higher pay.

Referral

The Cambridge Employment Program or its des1gnated entity will refer qualified job
applicants residing in the City of Cambridge

Force to the , in response to the ’s
notification of need for new employees within five days of receiving notification;

The Cambridgé Employment Program will screen applicants accordmg to the
qualifications provided by the _, and with regard to:
applicant’s interest in the job and ability to commit to the job schedule.

Interviewing

The Cambridge Employment Program will notify the ' no
later than 14 days prior to the anticipated hiring date of the name(s) of the applicant(s)
the Cambridge Employment Program or its designated entity will refer, The
Cambridge Employment Program or its designated entity will schedule interview dates

"and time on behalf of the applicants;

The Cambridge Employment Program will make every reasonable effort to refer at

least one qualified person for each job opening. The Cambridge Employment Program
or its designated entity will notify the if no applicants will
be referred. ‘In the event no applicants are referred, the will
make a Good Faith Effort to hire a City of Cambridge resident affiliated with the Men
of Color Task Force (attachment 1);

The will make all decisions on hiring new employees. Prior
to interviewing others, the will interview applicants referred
by the Cambridge Employment Program, and notify the Cambridge Employment




Program of the result of the interview. After this time, the
will access other resources for applicants;

4, The Cambridge Employment Program will work with the in
any activities to ensure job retention on the part of employees placed under this
Agreement, for a period of 120 days. The ' agrees to help
define and cooperate with these efforts;

5. After the has selected its employees, neither the Cambridge
Employment Program nor its de51gnated entity will be responsible for the employee’s
actions, and the hereby releases the City, the Cambridge
Employment Program ’ from any resulting liability.

E. Training

The Cambridge Employment Program and the may agree to
develop additional on-the-job training programs, the training specifications and cost for such
training will be mutually agreed upon by the Cambridge Employment Program and the

in a separate Training Agreement.

F.  Controlling Regulations and Laws

This Agreement will not conflict with any labor laws or other governmental regulations, these
other agreements will prevail. The will provide the Cambridge
Employment Program documentation that a copy of the Agreement has been provided to the
Collective Bargaining Representative, if any. The Collective Bargaining Representative will
have the opportunity to comment on or object to the Agreement, 10 days prior to execution of
the Agreement.

The will not discriminate against any application for employment
because of race, religion, age, disability, color, sex, national origin, citizenship, or political
affiliation.

G. Assignment Modifications, Renewals, and Sanctions

1. ‘If, during the term of this Agreement, the ' should transfer
possession of all or a portion of its business concerns affected by this Agreement to
any other party by lease, sale, assignment or otherwise, the ,
as a condition of transfer, shall require the party taking possession to agree, in writing,
to the terms of this Agreement. A new First Source Recruitment Agreement will be
executed with the new party prior to the effective date of transaction.’

2. The parties may mutually agree in writing to modify’ this Agreement in order to
improve the working relationship described herein. Any such modification must be
approved by the Assistant City Manager for the Department of Human Service
Programs.



3. Correspondence and notices required under this Agreement will be delivered to the
following:

For the Cambridge Employment Program:

For the
Approved as to Legal Form: Approved for the City of Cambridge:
Russell B. Higley, City Solicitor Robert B. Healy, City Manager
Jill Herold, Asst. City Manager
Dept. of Human Services Programs
Approved for the Department: ' - Approved for the

Office of Workforce Development
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CITY OF CAMBRIDGE

CAMBRIDGE. MASSACHUSETTS 02139

TeL 349-4300
Fax 349-4307
EXECUTIVE DEPARTMENT
ROBERT W. HEALY
City Manager
RICHARD C. ROSS!
Deputy City Manager
TO: The Honorable, the City €ouncil

FROM: Robert W. Healy, City Manager
DATE: April 15, 1994

SUBJECT: Response to Council Order 25 of April 4, 1994

The 121A tax agreement between the City of Cambrldge and Biogen
demonstrated that the City of Cambridge will agree to abate
property taxes as part of a strategy to promote it’s economic
development goals. Council Order 25 highlights the need for
.Cambridge to develop a policy framework for evaluating requests
for 121A tax agreements from companies in need of tax relief.
This document responds to the Council Order by outlining crlterla
against which 121A requests can be evaluated.

Enhancement of the Tax Base

A primary criteria for granting 121A tax agreements is the
enhancement of the tax base by bringing under-utilized property
into productive, tax generating use. The 121A tax agreement is
regarded by the City of Cambridge as an economic development tool
which, over the term of the agreement, will stimulate a net
increase in revenues. The net present value of total property
taxes paid during the term of a 121A tax agreement will be
expected to exceed the net present value of taxes that would have
been paid if no 121A tax agreement had been granted. 121A tax
agreements will be granted in conformity with the provisions of
M.G. L. 121A. Therefore, a 121A tax agreement cannot be granted
an existing business unless a new building is constructed or a
substantial rehabilitation (representing greater than 50% of the
most recent fair market appraisal value) of an existing building
is undertaken.

Enhancement of the Job and Industrial Base

Cambridge’s economy underwent a major transition from a declining
industrial economy to a service economy centered on academic,
governmental, and medical institutions, and business services
derived from these institutions during the last 20 years. It is
undergoing another transition as new technologies, such as
genetic engineering, founded at academic centers are
commercialized. These changes have had a profound impact on the
structure of employment in Cambridge. From 1972-1992 Cambridge
lost two thirds of its manufacturing base, some 12,000 jobs.

100% Recycled Paper



During this period it also lost an additional 2,000 construction
jobs. Although Cambridge added 10,000 jobs in the service sector
during the eighties, these jobs tend to be concentrated in highly
skilled occupations requiring a college degree, such as
engineers, and jobs requiring very low levels of skill, such as
janitors. Workers used to finding mid-level employment in
manufacturing found their optionS'restricted

Cambridge’s academic, medical and governmental institutions
provide a stable core to our job base representlng 27% of total
jobs, but employment growth in these sectors is expected to be:
flat in the next decade. Many of the companies that provided job
growth in the last decade have actually reduced their labor °
forces. Polaroid, Lotus, and Bolt, Beranek, and Newman, are
among them. In fact, Cambridge experienced a net decline of 2670
jobs between 1990 and 1992. :

If Cambridge is to provide opportunities for displaced
manufacturing workers, high school graduates entering the labor
force, and the many immigrants making a home here, preservation
and diversification of the job base is essential. 121A tax
agreements should be used as part of Cambridge’s long term
strategy to promote the maturation of industries which can
provide diversified job growth over time, such as biotechnology
and other emerging technology industries. These agreements
should also be used to attract and retain companies which can
meet the objective of diversified job growth in the

short term, such as manufacturing.

COmmunlty Benefits

Cambridge businesses have a tradltlon of corporate good
citizenship which should be encouraged in granting 121A tax
agreements. It is expected that companies entering into 121A tax
agreements will enter into written agreements to participate in
activities which directly benefit the Cambridge community.
Examples of such activities are listed below. These examples are
not exhaustive, nor is any company expected to provide all of
them. It is anticipated that companies will develop
individualized agreements whlch may include :

* Supporting the preparation of the Cambridge workforce for
jobs within the local economy by providing. scholarships to
technical and academic institutions, offering internships to
students in training, establishing mentoring relationships
with high school students, donating supplies and equipment
to training programs, and participating in the planning and
execution of such efforts.

* Supporting other community needs. Companies may choose to
meet other community needs by contributing to the City’s
stock of open space and providing ongoing maintenance of
such space, participating ‘in joint para-transportatlon
efforts with other employers, and part1c1pat1ng in joint
child care programs with other employers.



Compatlbzllty with Established Plannzng Goals
* Zoning. Projects receiving approval for 121A tax
agreements will generally be expected to adhere to
established planning and zoning policies. The Cambridgeport
Light Industrial Zone already establishes 121A agreements as
an economic development strategy to promote manufacturing
employment.

* Growth Policy. The Growth Policy adopted by the Planning
Board establishes a vision for the City’s future and
guidelines for sustainable growth and development in
different areas of the City. 121A tax agreements should be
compatible with these guidelines.

* Traffic Mitigation. Projects entering into 121A
agreements should support the vehicle trip reduction
policies established by the City and have approved
transportation management plans.

* Economic Development. 121A tax agreements should be used
as a tool for implementing the City’s economic development
policies. 1212 tax agreements will be used to stimulate
economic growth during downturns. The potential for job
generation and retention will be a primary con51deratlon in
~granting 121A tax agreements.

Development Characteristics

* Speculative office development should not be considered
for 121A tax agreements. To be eligible for a 121A tax
agreement, 60% of the gross leasable floor area, excluding
parking, must be occupied by the owner or by a major tenant
who shall posess and lease the space for a perlod of not
less than 10 years. :

* PredOminantly retail uses will not be eligible.

* Build out of 100,000 square feet or greater will be
considered.

* The development will ehance the overall character of the
City and be consistent with good environmental practice.

Terms
* Agreements shall be for no longer than 15 years,
regardless of the build out schedule. :

* Financial terms shall be in full agreement with the
stipulations of M.G.L. Chapter 121A.

* Applicants for 121A agreements should be encouraged to
enter into a 6A agreement that provides the City with a near
market square foot rate in exchange for tax stability for
the owner/tenant.
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Patricia M. Flynn
L

Dean, Graduate School of Business,
and Professor of Economics, Bentley
College. This article is based on re-
search conducted for the National Cen-
ter on the Educational Quality of the
Work Force at the University of Penn-
sylvania.

Technology Life Cycles
and State Economic

Development Strategies

’

competitiveness and economic development in recent years.

Some of these efforts involve the reorientation of existing institu-
tions and programs that provide training, small business assistance, and
recruitment incentives. In addition, states have undertaken a variety of
new initiatives with respect to technology transfer, venture capltal and
the modernization of established firms.

An extensive literature has emerged on state economic develop-
ment efforts. The results, however, have not been of much help to states
in terms of developing competitiveness strategies, for two major rea-
sons. First, the materials are primarily descriptive, highlighting- the
actions of various communities, states, and regions. Little evidence is
given on the success or failure of such experiences. Moreover, for many
programs, not enough time has elapsed to evaluate effectiveness, at
least over the long term.

Second, state experiments and initiatives have not been viewed in a
larger analytical framework that would permit generalization and an
understanding of the dynamic processes underlying these changes.
Lacking this larger context, information about the experiences of other

' S tates have become increasingly active in promoting industrial

" states, no matter how detailed or successful, is of limited value to states

operating under different industrial and technological conditions.

This article adopts production life-cycle models as a framework in
which to analyze systematically the interrelationships between indus-
trial and technological change, human resource needs, and state eco-

~nomic development policies.. This framework—in which products, pro-

duction processes, and technologies are seen as dynamic phenomena
whose locational, skill, and training requirements change as they
evolve—provides a conceptual model useful for evaluating and design-
ing state economic development policies.

The life-cycle framework suggests that states that incorporate the
dynamics of industrial and technological change into their competitive-




ness strategies will reap employment and productiv-
ity benefits that technology can provide. In contrast,
states that fail to address these issues increase their
vulnerability to the negative impacts of technological
change, including widespread unemployment and
job loss. '

I. Trends in State Economic
Development Efforts

State economic development efforts revolve.

around three major strategies: the recruitment of
firms to the state, the development of high-tech
start-up firms, and the revitalization of established
businesses. All state economic development strate-
gies attempt to boost the local economy. States hope
such steps will result in net increases in the private

L3

State economic development efforts
revolve around the recruitment of
firms to the state, the
development of high-tech start-up
firms, and the revitalization of
established businesses.

employment base (direct and indirect), in state and
local tax revenues, and in long-term economic
growth. The number of jobs created or maintained is
not the only factor to consider. The quality and level
of income associated with the jobs and the potential
for spin-offs and other positive externalities play key
roles in the long-term results.

Recruitment of Firms

In the 1960s and 1970s, state economic develop-
ment efforts focused on the recruitment of employers
- and jobs, either luring existing plants-to relocate or
attracting new plants. Seeking to differentiate them-
selves, states offered tax and finandial incentives to
encourage firms to relocate within their borders. A
relatively low-wage work force and a good labor
climate—which generally meant accommodating la-
bor or no unions—were often highlighted in recruit-
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ment packages, particularly those offered by south-
ern states. A

Historically, North Carolina has been noted for
its ability to attract manufacturing plants—a majority
of the Fortune 500 companies have at least one plant
located in this southern, right-to-work state. More
recently, Tennessee, Kentucky, South Carolina, and
Alabama have been successful industrial recruiters. A
Nissan plant located in Tennessee in 1980, and in
1985 the state won its bid for the General Motors
Saturn plant. Kentucky attracted a Toyota plant in
1985 and was first runner-up in the Saturn contest.
South Carolina was successful in recruiting a BMW
plant in 1992, and Alabama was the site selected in
1993 by Mercedes-Benz for its first North American
plant. - :

More generally, states throughout the country
sought to recruit high-tech industries during the late
1970s and early 1980s. These efforts included various
tax and financial concessions and promises of work
forces trained to accommodate the needs of individ-
ual employers. :

Recruitment efforts continue to be an active com-
ponent of many states’ economic development plans.
The competition for the Saturn plant, for example,

_ included 38 states and 1,000 local communities. Fur-

ther, state recruitment packages have become more
complex as well as more expensive. In its winning
proposal for the Saturn plant, Tennessee provided a
significant property tax abatement and infrastructure
improvements and promised to spend an extra $45
million on higher education, in order to offer a range
of technical courses (such as robotics and automation)
for upgrading General Motors employees. Michigan’s
recruitment of a Mazda plant in 1986 included $19
million to train new workers, and Illinois offered $64
million in 1988 in hiring and training assistance in its
successful bid for a Mitsubishi/Chrysler plant (U.S.
Congress, Office of Technology Assessment 1990b).
. In the 1990s, the stakes escalated. South Carolina

 offered a $130 million incentive package in its success-

ful bid in 1992 to lure a 2,000-job BMW assembly
plant. South Carolina reportedly offered Mercedes
Benz a similar package to that offered BMW but lost
out to Alabama, which promised a record-setting -

. incentives package worth over $300 million. In addi- - -

tion to the price, another unusual feature of the
package was Alabama’s agreement to pay the salaries

of the 1,500 workers (at an estimated $45 million) - '

while they were being trained during the first year or
so on the job (Applebome 1993; Browning and Coo-
per 1993).
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In recent years, recruitment efforts in many
states have focused on attracting new plants of firms
that are expanding, rather than trying to.induce
employers to relocate existing facilities. The trend has
also been toward greater emphasis on international
investors, as states hope to lure plants of Japanese
and other foreign companies.

High-Tech Job Creation

In the 1970s and early 1980s, many states began
" supplementing industrial recruiting strategies with
efforts to create jobs at home. The impetus behind
this trend came partly from some states’ disappoint-
ment with their lack of success in recruiting jobs from
outside. It was also in response to growing evidence
nationally that the key to employment growth and
good jobs lay in “growing your own” (Grubb and
Stern 1988). :

The experiences of California’s Silicon Valley and
Massachusetts’ Route 128 provided tempting exam-
ples of the high-tech job creation approach. Seeking
to replicate the success of these areas, many states
- adopted a range of high-tech development initiatives

- that focused on research, development, and technol-

ogy transfer.

Efforts to stimulate technological innovation
have taken a variety of forms, including research
centers, industry-university partnerships, matching
grants, and research parks. Research centers, often
operated in conjunction with universities, conduct

applied research and allow firms to pool their re- -

-sources for facilities and equipment. Research parks,
which encompass concentrations of R&D firms, are
designed to generate the exchange of new ideas and

. hasten their transfer to the market. By the mid 1980s,

approximately 150 research parks were in operation

in the United States, almost double the number a
decade earlier (Eisinger 1988). '

Programs to support high-tech start-up firms
have also grown in recent years. All states now
operate programs to assist small businesses and most
have programs designed to stimulate new firm for-
mation. Traditionally, small business assistance pro-
grams offered technical and managerial help; states
are expanding these efforts to include more entrepre-
neurial and financial assistance. A few states have
created small business “incubators,” which provide
shared services such as legal assistance, conference
rooms, accounting services, and research facilities at
relatively low rents to start-up firms.

Increasingly, state initiatives to create and de-
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velop new firms have influenced private investment
practices and filled gaps in capital markets. By the
mid 1980s, most states had funded venture capital
programs to finance new and emerging businesses.
These programs, some of which require matching
funds from the firms, are generally quite small. They
often seek to expand or change existing lending
practices in the private sector. They may support
firms that might not have approached traditional
sources of seed money, or encourage private invest-
ments in potentially productive projects traditionally
bypassed because they were considered too risky.
These entrepreneurial venture capital programs
have brought states into relatively unfamiliar territory
for public sector institutions. Traditionally, state in-
dustrial development loan programs worked with
existing firms that backed their loans with collateral.
In contrast, the new loan programs often focus on
start-up operations and new product development,

for which collateral is often not required (Eisinger 1988).

Revitalization of Established Businesses

Recent years have also witnessed a shift in em-
phasis in state economic development programs to-
ward assistance to established businesses (Ganzglass
and Heidkamp 1987; Osborne 1987; Rose and Kotlow-
itz 1991). Efforts to help established firms in the
United States historically have focused on the pre-
vention of job loss or on the reemployment of work-
ers displaced from their firms. Measures to retain jobs
in mature or declining industries, for example, have
often included import quotas, domestic content rules,
restrictions on outsourcing, and protection against
unfair competition. '

At the state level, cost-reduction incentives (for
example, reductions in unemployment insurance,
workers’ compensation, or taxes and direct subsidies)
have been used in attempts to offset cost disadvan-
tages in an area and to keep employers in the state.
States have also taken an active role in seeking to
offset the adverse consequences of structural change.
Many states have developed worker assistance cen-
ters or emergency teams to assist with plant closings
and provide job search assistance, supplemental un-
employment benefits, and assistance in moving.

Some states have created programs to assist
existing firms before a shutdown becomes imminent.
Michigan’s Jobs Opportunity Bank, Delaware’s Blue
Collar Jobs Act, and the New Jersey Jobs Training
Program specifically target resources to retrain cur-
rent workers and possibly forestall plant closings.
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Skills corporations, in which business and academic
institutions work together and share training and
retraining costs, emerged in the 1980s to assist estab-
lished firms that were growing rapidly and facing
skill shortages.

Increasingly, states have begun to take broader
measures, which include programs for moderniza-

tion and the development of new, foreign markets, in -

order to bolster the competitiveness of existing firms.
Michigan’s Modernization Services Program and
Massachusetts’ Center for Applied Technology, for
example, seek to revitalize the states’ traditional
manufacturing sectors, such as auto parts, apparel,
and cutting tools. These programs assist firms in the
integration of new technologies by identifying both
technological and training needs and by providing
support and technical assistance.

In a multistate effort, the Southern Technology
Council Consortium for Manufacturing Competitive-
ness was established in 1988 to utilize the states’
vocational schools and community colleges to assist
small and medium-sized enterprises with new tech-
nologies. Some states have begun experimenting
with programs to stimulate exports by helping small
and medium-sized enterprises market their products
overseas.

Some state-financed training programs have
shifted their efforts toward retraining the potentially
unemployed and upgrading the skills of current
workers. California’s Employment Training Panel,
the nation’s largest state-financed training program,
funded at approximately $55 million a year, was
originally designed to assist firms moving into the state.
It now focuses on helping existing businesses retool
and reorganize in order to enhance productivity.

A few states have begun linking their training

funds for established firms to capital investments.
Indiana’s Basic Industrial Training Program, for ex-
ample, requires firms in mature industries (such as
transportation, steel, and heavy machinery) that are
expanding or modernizing to invest in capital equip-
ment in order to be eligible for retraining assistance.
The state covers between 10 percent and 50 percent of
training costs, depending on the level of investment.
Illinois’ Industrial Training Program, which added a
mature industry component.to complement the tra-
ditional support of new and expanding companies,
also makes training contingent on capital investment
by the firms.

While the revitalization of established businesses
has taken on increasing importance, the shift in this
direction is still quite limited. Most states continue to
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focus their technology program funds on university
R&D and on assisting start-up firms, rather than on
the integration of new technologies into established
firms. For instance, only about 10 percent of the $550
million spent on various kinds of technology pro-
grams in 1988 was spent on technology transfer and
on technical and managerial assistance. As of 1990,
only 10 states operated programs whose primary

* function was to assist manufacturers in technological

adoptions. A mid 1980s survey by the Office of
Technology Assessment (1990a) showed that only 2
percent of small and medium-sized enterprises had
received industrial extension services from the state.

The recent Department of Defense “build-down”
and growing defense conversion efforts will bring
greater attention and funding to industrial modern-
ization activities. The federal Advanced Research
Projects Agency will be providing hundreds of mil-
lions of dollars nationwide for R&D and dual use
(defense and commercial) technologies. In October
Massachusetts received $10.6 mil-

Partnefship Program to help small and medium-sized
firms diversify into commercial markets.

1I. Technolbgy Life Cycles,
Competitiveness, and Economic
Development !

Life-cycle models emphasize the evolutionary
character of production and employment needs. The
“industry life cycle” concept dates back to the 1930s,
when industries were found to undergo a sequence
of stages—experimentation, rapid growth, dimin-
ished growth, and stability or decline—as they devel-
oped. Separate “life cycles” have subsequently been
delineated for products, for production processes,
and for technologies. :

Technology and Skill-Training Life Cycles
The technology life cycle, in particular, is a

.valuable tool in understanding the impact of indus-

trial change on jobs and employment (Ford and Ryan
1981; Shanklin and Ryans 1984). Technologies—such
as a numerical control technology, a microelectronics

! This section draws heavily upon Flynn (1991, 1993).

New England Economic Review




" Table1- 7

Skill Training Llfe CyCIe SRR
l ~.>.,‘

B T L Ol ~':.%;N9w-and; =220 - Increased Demand - -
faml men o on oo Emerging SKillg < v for SKills e 2
Nature of Tasks ' . - Complex ‘.T_".{.‘::‘E;- 3 y
TypeofJob = Firm-specific °
Effects on Job Job enlargement: new ~
Structure positions created when - ..

significant change in . .-.... - . .. -

skill needs occurs ¢+ ¢ -
Skill Training Employer or equspmem ' Market-sensitive * - Schools and colleges " Declining number of
Provider - manufacturer :

schools and colleges ' more generally

. :.,f i

Source: AdaptedfromPamclaM Fiynn, TecmologyuteCydesandemnﬁeswusmwn.m umwmamﬂsea pJS "

technology, or a data-processing technology—exhibit
patterns of development in which they are intro-
duced slowly at first, become more widely adopted as
intensive research and development efforts lead to
improved performance, and are then replaced by a
new, superior technology.

A clear understanding of the technology cycle -
can provide signals of impending changes in prod-

ucts and production processes. Rapid product inno-
vation accompanies the earliest phases of a technol-
ogy's development, whereas process innovation
peaks later in the technology’s cycle as product
design stabilizes. As a technology matures, uncer-
tainty about its capabilities and limitations declines,
and products and processes can become more stan-
dardized. Innovations in the later stages of develop-
ment of a technology, if they occur at all, are primar-
ily minor improvements in equipment rather than
major, fundamental changes in either product or
production processes.

Just as the production processes change over the
life cycle of a product, so do the skill and training
needs of industry over the life cycle of a technology
(Table 1). The early stages of a technology, which are
characterized by a high degree of product innovation,
are relatively skill- and labor-intensive; professionals
such as engineers and scientists perform most of the
tasks later assumed by production and marketing
managers, technicians, and skilled craftsworkers.
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The firm-specific nature of skills required by the new
technologies also means that employers must provide
their own training or rely on equipment vendors to
do so.

As a technology becomes more widely adopted
and equipment standardized, skills that were once
firm-specific become general skills transferable
among employers. Increased demand and standard-
ization of skills permit their “production” on a larger
scale and at locations away from the R&D sites. As a
result, skill development tends to shift from the
workplace to the formal education system as technol-
ogies mature. Computer programming, keypunch-
ing, and word processing are classnc examples of this
transfer.

As technologies become obsolete, trammg fo-
cuses on replacement needs and on the retraining of
workers for other areas. A limited market for these
skills and declining student enrollments result in the
termination of school-based training programs in
these fields. The responsibility for training to fill
relatively short-term, skilled replacement needs,

- -thus, shifts back to firms.

The Geographic Location of Jobs

In addition to altering production processes and
skill needs, technology and production life cycles
affect the geographic location of jobs. Patterns of
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also suffer if the state subsidizes the entry of firms
that are their direct competitors.

The external control inherent in branch plant
economies, whereby major corporate decisions are
made elsewhere, suggests that local employment and
other community concerns may not be a top priority
in discussions of firm location and restructuring.
Further, given their mix of production activities and
‘occupations, branch plants are less likely than indig-
enous new firms to act as a “‘seed bed” or “growth
pole” in stimulating spin-offs and new employment
opportunities in an area.

Recent anecdotal evidence does indicate, how-
ever, that several foreign auto assembly plants (for
example, Toyota in Kentucky, Honda in Ohio, Nis-

san in Tennessee) have attracted supplier branch
plants to the area. Moreover, if state recruitment .

strategies provide longer and more complex educa-
tion and training programs than in the past, states
may be able to attract better-quality jobs. More highly
skilled and more broadly trained work forces are
incentives that appeal to firms in innovative, non-
standardized activities in earlier stages of develop-
ment. Michigan, for example, one of the top three
contenders for a Saturn plant in 1985, offered a
recruitment package that encouraged development of
“world-class” manufacturing and engineering talent.

While it lost its bid for the manufacturing plant, it

won the company headquarters and R&D facilities,
and the relatively high-skilled jobs that accompany
these functions (Fosler 1988).

High-Tech Job Creation Strategies

The life-cycle framework helps to clarify the role
" of new and emerging businesses in economic devel-
- opment. The creation and development of new en-
trepreneurial firms require strategies that focus on
the characteristics and needs of products and tech-
nologies during their early stages.

In the high-tech success stories of the Silicon
Valley and Route 128, growth was driven by local
start-ups and spin-offs from companies already in the
area. The technical infrastructure of both areas en-
compasses applied research and product develop-
ment at universities, informal local communication
networks, a scientific and technical labor force, and
proximity to complementary and competitive firms
and to distributors and markets. These examples
accentuate the importance of innovation, research,
product design, and non-routine production activi-
ties. Venture capital can provide the means to create

24 May/June 1994

and develop these new and emerging firms. Research

on the location of technology-based entrepreneurial
firms confirms these life-cycle hypotheses with re-
gard to the importance of R&D, venture capital, and
skilled labor in high-tech development strategies
(Malecki 1990, 1991).

“High-tech” job creation strategies are not likely -
to be very effective for many states (Browne 1983;
Gittell and Flynn 1994). Historically, small technolo-
gy-based firms, and high-tech employment more
generally, have accounted for a relatively small pro-
portion of all employment. High-tech employment
in the United States is geographically concentrated,
with most found in New England, California, and
Texas. R&D activities, in particular, remain geographi-
cally concentrated in a few areas of the country.

States with significant university
R&D, venture capital, and highly
skilled labor have the most
potential for implementing a
successful competitive strategy
based on entrepreneurial
new firms.

States with significant university R&D, venture
capital, and highly skilled labor have the most poten-
tial for implementing a successful competitive strat-
egy based on entrepreneurial new firms. In addition,
an established base of high-tech employment pro-
vides an area with a competitive edge in the creation
of new entrepreneurial firms. An existing agglomer-
ation of firms in similar or related sectors is a princi-
pal determinant of both birth rates and the distribu-
tion of small technology-based firms. Concentration
of these resources in one area enhances the firms’
productivity by creating external economies of scale
in production and marketing. A self-sustaining “crit-
ical mass” of employers can develop, as the concen-

tration- of - entrepreneurial firms attracts additional - “

firms and venture capital, strengthens the technolog-
ical infrastructure, attracts and retains skilled profes-
sionals, further promotes informal communication -
networks, and encourages innovative activities (U.S.
Congress, Office of Technology Assessment 1984;

Malecki 1990, 1991). :
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The flow of venture capital further highlights the
advantages of an established high-tech base and the

presence of research universities in the formation of

new firms. The availability of venture capital varies
widely by state and region, with funds flowing from
U.S. financial centers like New York and Chicago to
centers of innovation and technology. California,
Massachusetts, and Texas regularly attract venture
capital, with California alone often accounting for
one-third to one-half of all U.S. venture capital. In
* contrast, many states have virtually no venture cap-
ital funds.

While an established high-tech employment base
gives an area a decided advantage in new firm
formation, relatively little is known about the initial
generation of local start-ups. The initial “confluence
of technological opportunity,” or the appearance of
the first entrepreneurs, appears to be due to the
availability of start-up ﬁnax%&%gmmmf
" informal (noninstitutional) personal and local con-
tacts supportive of new, unproven entrepreneurs
(U.S. Congress, Office of Technology Assessmrent
1984). Small firms, that is, those with fewer than 100
employees, are the major source of entrepreneurs,
although a significant number of founders do origi-
nate from large firms.

It is important to differentiate among small firms
in fashioning a high-tech development strategy. Most
small businesses create no jobs after the first few
years and many, particularly in the service sector,
generate lots of relatively low-paying, dead-end jobs
conducive neither to innovation nor to entrepreneur-
ship. Relatively few small firms have the potential for
growth and expansion and act as “seed beds” for
future jobs. Such firms are dominated by innovative,
nonstandardized activities.

A high-tech job development strategy will be
extremely difficult, if not impossible, for relatively
small areas that lack universities, existing technology-
based companies, and skilled labor. Areas dominated
by relatively mature industrial bases and technologies
are also unlikely to be able to implement an effective
economic development strategy around technology-
based entrepreneurial firms. :

Empirical evidence confirms that most research

parks fail (Eisinger 1988). Some. are unable to attract .

tenants; others fail to generate spin-offs; almost all fail
to_stimulate technology transfer. With respect to
venture capital, most state programs are quite small
and probably will not prove effective in establishing
the “critical mass” of high-tech firms needed to
generate a self-sustained growth environment.

May/June 1994

Business Revitalization Strategies

- The life-cycle framework also sheds new light on
strategies to revitalize traditional and established
firms, whose activities are primarily beyond the ini-
tial stages of development. Some established firms
involve “mature” production activities. Representing
the extreme opposite of high-tech activities, mature
activities are those in which technologies and prod-
ucts are relatively standardized, mass production
predominates, skill requirements are relatively low,
and little or no innovation is taking place. Competi-
tion is primarily a function of cost.

The potential across states
for programs to enhance
productivity and competitiveness
- through revitalization
of established businesses
is extensive.

Considerable diversity exists among traditional
industries in terms of their organizational structures,
occupations, wage rates, and skill requirements.
Within industries and even firms, mature segments
often coexist with high-tech segments, as well as with
activities that involve products and technologies
along the mid-range of the development spectrum.
Effective revitalization strategies for these industries
will take a variety of forms, including integration of
new technologies, better utilization of mature tech-
nologies, development of specialized product niches,
and reorganization of the workplace.

In contrast to the recruitment and high-tech job
creation strategies, the potential across states for
programs to enhance productivity and competitive-

~ness through revitalization of established businesses

is extensive. There are two main reasons for this.
First, the dynamics of technological and industrial

- change accentuate the ongoing need for upgrading of

human resources and facilities to maintain competi-
tiveness. Second, states have only just begun to tap
the opportunities available to them regarding busi-
ness modernization strategies.

The introduction of new technologies across a
variety of established industries can benefit states by
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fostering product and process innovations that lead
to new and improved products and new markets.
States need not have high-tech firms located within
their boundaries in order to benefit from such a
strategy. While still a strong competitor in terms of
R&D and innovation, the United States continues to
fare poorly with respect to the transmission of “best
practice” technologies throughout the industrial
structure. U.S. rates of adoption of robotics, comput-
erized numerical control devices, and other advanced
technologies continue to fall behind those of our
industrial competitors. Moreover, even when adop-
tion rates are similar, U.S. firms have been found to
be less efficient in their implementation (Osterman
1988; Dertouzos, Lester, and Solow 1989; U.S. Con-
gress, Office of Technology Assessment 1990a, 1990b).

J

The failure of firms to remain
technologically competitive
contributes more to worker
displacement and job loss

-~ than does the adoption
of new technologies.

Some observers express concern that adoption of
new technology causes permanent job loss. In fact,
however, the failure of firms to remain technologi-
cally competitive contributes more to worker dis-
placement and job loss than does the adoption of new
technologies (U.S. Government Accounting Office
1986; Cyert and Mowery 1987; OECD 1988). Adop-
tion of technologies in their relatively early phases of
development has primarily positive impacts such as
upgrading and job enlargement. In contrast, the
preponderance of negative impacts such as mass
layoffs, unemployment, and job downgrading relate
to adoptions of relatively mature technologies or to
the failure of firms to adapt at all.

An alternative to the technology-based approach

for_enhancing the competitiveness of established -

firms involves a shift toward customization and mar-
ket niches. Flexible manufacturing systemrs-tiatmrake
shorter production runs economical and encourage
product differentiation have promoted a trend to-
ward greater use of small-batch production of rela-
tively specialized products. More flexible production
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processes and highly skilled labor also facilitate adop-
tion of more advanced technologies (Doeringer,
Terkla, and Topakian 1987).

Organizational and managerial changes are often
necessary to fully exploit the potential productivity
gains of new technologies and corporate restructur-
ing. U.S. managers have been criticized, however, for
several shortcomings in this area: (1) failure to eval-
uate effectively both the short-term and the long-
term costs and benefits of technological adoptions;
(2) inadequate development of human resources to
meet changing needs; (3) insufficient development of
organizational structures that can fully exploit the
productivity gains associated with new technologies;
and (4) failure to establish fruitful cooperative rela-
tionships with workers (Hayes and Abernathy 1980;
Cyert and Mowery 1987; Drucker 1988; Hayes and
Jaikumar 1988). '

Small firms, in particular, have difficulties with
technological adoptions because of costs, skill and
retraining requirements, and the need to keep up-to-
date. State industrial extension and training efforts,
however, reach relatively few small firms. State offi-
cials indicate that it is hard to find small companies,
assess their needs, and spend enough time with them
to make a difference. .

The fact that industrial extension programs are
rarely integrated with state training efforts highlights
other missed opportunities. Neither technology nor
training in isolation from systemwide support will
effectively increase productivity and jobs. The recent
trend, albeit small, to link training with capital invest-
ments is a good step in promoting industrial compet-
itiveness. ee

The shift in some state-financed training pro-
grams away from recruitment and toward the more
efficient use of existing state resources and firms also
has the potential to enhance competitiveness and
long-term economic growth. However, while mod-
ernization efforts generally require flexible and more
broadly trained workers, most state-financed training
programs continue to provide relatively short-term
training for individual firms (Creticos and Sheets
1990). In-plant training provided by state-financed
training programs has not been assessed on a sus-

-tained basis; skills corporations, too, have had few

evaluations. Furthermore, the firms accepting public
funds might have provided the training anyway.
Matching requirements help to limit the degree of
substitution taking place; questions remain, how-
ever, about the transferability of the skills' being
provided. ‘ : :
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IV. Development of State Strategies -

The life-cycle perspective on competitive strate-
gies is useful to states for several reasons. First, states
can use it to assess where their economies are in
terms of emerging, evolving, and maturing employ-
ment opportunities, and thus what economic devel-
opment needs might be. Second, states can use it to
guide their determination of where they might want
to be, the feasibility of their aspirations, and the
economic development issues that must be addressed
to move in that direction. Third, states can use it to
determine the relevance of the experiences of other
states to their own competitiveness strategies.

.Tailoring Compétjitiveness Strategies
to Individual States

Most states will select a mix of strategies (recruit-
ment, job creation, retention) to promote competi-
tiveness and long-term economic development. A
state’s economic development goals should reflect its
competitive strengths and opportunities. In addition,
the selection and design of strategies and particular
- programs should be linked to the state’s employment
base and resource mix.

States will differ with respect to composition of
employers, characteristics of the work force, institu-
tional capabilities, and other resources. Goals and
strategies, therefore, are expected to vary from state
to state. In tailoring their strategies, states should
assess their existing employment base, the charac-
teristics and potential of state resources, and the
strengths on which they can build competitive advan-
tage. . , B
Initially, states should analyze the nature and
mix of their employers and jobs. This analysis re-
quires looking beyond industry aggregates and iden-
tifying the types of production activities (for example,
R&D, standardized assembly), types of employers,
occupational requirements, and skill needs. Business
revitalization strategies, in particular, further accen-
tuate the importance of understanding the existing
employment base. While each state is likely to iden-
tify additional questions relevant to its particular
circumstances, the first box provides guidelines for
conducting this employment assessment.

States should then develop an inventory of labor
and other resources available (educational and train-
ing institutions, R&D facilities, venture capital) that
can influence competitiveness efforts. Does the state
have the types of resources necessary to effectively
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State Employment Assessment

o How does the state’s industrial structure com-
pare with the national economy? How has
this been changing over time?

* How does the state’s occupational mix in its
major industries compare with the national
averages in those industries? '

® Describe the extent of various kinds of pro-
duction activities located in the state (the mix
of branch plants, headquarters, and R&D fa-
cilities). Is there a trend in recent years?

e Make a grid classifying the state’s major in-
dustries and employers by development stage
(emerging, growing, stabilizing, declining).

e What is the birth rate of new firms in the
state? How does this compare with the na-
tional average?

e What are the characteristics (industries, firms,

products, technologies) of the state’s high-
tech employment?

o What are the characteristics (industries, firms,
products, technologies) of the state’s major
traditional employers?

* What is the extent of entrepreneurial small
firms within the state? Identify potential high-
growth areas. '

» What industries have been the primary
sources of plant closings, layoffs, and unem-
ployment in the state in recent years? What
were the reasons for these events?

* What are the needs (skills, technological, fi-
nancial) of the state’s traditional employers?

‘implement a high-technology job creation strategy or

to recruit good jobs? The characteristics (age distribu-
tion, education levels, occupations, wages) of the
state’s labor force should be compared with national
averages to identify state strengths or potential prob-
lems. A state with a relatively old work force, for

“instance,  will face more replacement needs than

others. A state with relatively high proportions of
engineering and technical talent can have an advan-
tage over others in high-tech development possibili-
ties. A state with relatively low production wages can
attract manufacturing plant production jobs. The
overall structure of a state’s education and training
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State Resource Inventory

national statistics regarding demographic and
educational factors? What are the implications
in terms of education and training needs?

e What are the major R&D institutions in the
state?

e What are the extent and sources of venture
capital available to new firms? ’

o Describe the ‘‘business culture,” labor cli-
mate, and status of labor relations in the state.
. Give examples.

o What major 'skill shortages and surpluses
- have occurred in recent years? How were
these imbalances resolved?

o Describe the evolution and current status of

~ the state’s education and training network.
What are the strengths and weaknesses of the
various institutional components of this net-
work? :

e Which firms have used state-financed training
programs? Describe the extent and types of
skills provided.

e What relationships/partnerships exist be-
tween education and training institutions and
employers (for example, co-op programs, ap-
prenticeships, advisory boards)? Have these
met expectations?

network should be identified. Further, the roles and
track records of the institutional components of the
education and training network should be assessed in
terms of skill generation .and responsiveness to
changing labor market needs, in order to understand
the capabilities of the system. The second box pro-
vides guidelines for the development and assessment
of the state‘s resource inventory.

Lastly, competitiveness strategies and programs
should be assessed in light of the state’s employment
and resource bases. In which activities is state policy
likely to be most effective in generating good jobs and
long-term economic development? In which indus-
tries? In which types of firms? Assessments should be

made of various recruitment, job creation, and busi- .

ness revitalization programs previously implemented
in the state. Such assessments should include both
the short-term and the long-term impacts. In addi-
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o How does the state’s work force compare with !

tion, potential barriers and constraints to implement-
ing strategies and programs should be identified.
When policy options have been identified as particu-
larly appropriate for the state, the experiences of
other states in that regard may then prove particu-
larly useful. What were the impacts of those pro-
grams elsewhere, and what problems were encoun-
tered? The third box provides guidelines for thinking
strategically about the state’s economic development
policies and employment and work force needs and
opportunities. ’

“Defensive” and “Proactive” State Actions

The life-cycle framework highlights the impor-
tance of distinguishing between ‘“defensive” and
“proactive” actions in seeking to bolster a state’s
competitive advantage and long-term economic de-
velopment. Defensive actions represent an expedient
way of improving competitive position by lowering
costs. They do not, however, address issues of work
force quality and technological change that underlie
business performance. In contrast, proactive or inno-
vative adjustment mechanisms can lower costs by
increasing labor productivity, motivating workers,
improving efficiency, and increasing the quality of
the work force (National Center on Education and the
Economy 1990; Doeringer and others 1991).

Classifying state actions as defensive or proactive
can be useful in understanding the impacts and
trade-offs, both short-term and long-term, of various
policy options. Defensive state actions such as tax
abatements or other financial incentives can quickly
lower costs to potential employers and perhaps at-
tract relatively large numbers of jobs to some states in
a short period of time. As discussed above, however,
these mechanisms may undermine long-term eco-
nomic growth, as the jobs recruited are often rela-
tively low-skilled and vu!nerable to further relocation
to even lower-cost areas. Proactive strategies may
increase costs initially and will take longer to reduce
costs via productivity increases. However, the ulti-
mate impacts on jobs and growth are likely to be
more positive and longer-lasting.

The defensive/proactive dichotomy highlights
the importance of having public polices Io6¢us on

“’good jobs”’ as opposed to “jobs” per se. Moreover,
“output” should be viewed in addition to jobs in
evaluating policy effectiveness, particularly with re-
spect to relatively mature industries where increasing
competitiveness and long-term viability are often

- achieved with lower employment levels.
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Strateglc Thinking about Econoxmc
Development Policy and Employment
and Work Force Needs

e What are the areas in which the state has
particular strengths, in light of the employ-
ment and resource inventory assessments?

.o What firms have moved into the area in recent
years? Did they relocate from another state (if
so, which)? Are they foreign-owned? What
are their major production activities and the
nature and extent of their jobs?

" o What incentives have been used by the state
in recruiting firms? Did those firms that have
moved in take advantages of these?

e To what extent have new, high-tech firms
been created in the state in recent years? In
what fields? What was the source of venture
capital?

e What are examples of traditional industries
and firms in the state that have modernized
their workplaces in recent years? Were state-
financed training programs involved? Were
any education and training institutions di-
rectly involved?

e Has the state been able to leverage funds to
provide for training? To what extent? With
which employers?

e What types of coordination and cooperation
of education and training institutions appear
necessary to implement the programs that
appear to meet best the state’s current and
future employment and training needs?

o What barriers and constraints may inhibit the
implementation of strategies and programs
that appear to meet best the needs of the
state?

In recent years, state economic development
strategies have begun to focus more on proactive

options and less on defensive responses. The trend -

away from an almost exclusive focus on recruitment
toward job creation and business revitalization, for
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instance, is indicative of this shift away from a pure
cost orientation to one that emphasizes productivity
and technological competitiveness. The policy op-
tions being used within these broader strategies have

been evolving in a similar direction. More complex

recruitment packages that include training grants for
upgrading and for relatively skilled positions, for
example, can reduce labor costs through productivity
gains—in contrast to tax abatements and other finan-
cial incentives.

With respect to business revitalization, whﬂe

-efforts are still limited, states are experimenting with

a range of options with the potential to enhance
productivity at the workplace. These include helping
older firms adopt new technologies or make more
effective use of traditional technologies, and helping
them develop new markets by customizing or export-
ing their products. This shift toward more proactive
approaches promises more highly skilled jobs. Proac-
tive approaches also should provide real cost savings
over time, whereas defensive ones threaten to be-
come increasingly expensive. With respect to recruit-
ment strategies, for example, when the first few
states began offering tax abatements and customized
training, these incentives helped to differentiate one
state from another as they sought to attract new

‘employers. Over time, more and more states have

found it necessary to follow suit or risk not being
considered a serious contender. Now virtually all
states offer tax and financial incentives and custom-
ized training, so states are incorporating additional
features into recruitment packages in order to dxstm-
guish themselves from the others. ,

Proactive approaches have a further advantage:
At the national level the likelihood is greater of real
net employment gains, rather than just a reshuffling

" of jobs among states. Moreover, proactive ap-

proaches have the potential to lead the way to an
economic development outcome with relatively high
wages, high skills, and high living standards, effec-
tively bypassing low-wage, low-skill alternatives.

Note: The work reported herein was supported under the Educa-
tion Research and Development Center program, agreement num-
ber R117Q00011-91, CFDA 84.117Q, as administered by the Office
of Educational Research and Improvement, U.S. Department of
Education. The findings and opinions expressed in this report do
not reflect the position or policies of the Office of Educational
Research and Improvement or the U.S. Department of Education.
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' Why are entrepreneurs starting and growing com-

panies in some places much more than in others?
We do not have a definitive answer, because many
of the reasons are subjective and are difficult to
measure. But some pretty strong patterns emerge.

First. in today’s economy, the traditional “factor
cost” argument is largely irrelevant. These Tirms
are not locating so as to minimize taxes, or cOsts
associated with labor.energy. transportation, etc.
In fact. if there 1s any pattern. it is a shift to higher,
rather than lower. cost areas. Los Angeles is not a

low cost place to live and work. Nor is Milwau-

kee or Las Vegas or Indlanapolls

The search appears to be for high quality. not low
cost. The highly skilled worker in Milwaukee is
apparently a a better “labor value™ (per dollar spent)

“than a less skilled worker elsewhere. Said another

way. the premium pald | for a worker in Milwau-
kee is more than justified by the extra skill and
productivity offered by such a person.

Clearly no one locates in San Diego to minimize
transportation -costs. or in Honolulu to minimize
energy costs. They might have avoided such
places n an industrial era where bulky, heavy

-goods and materials were hauled from place to

place and processed with large amounts of heat
and electricity. But, for the most part, growing
companies today ship or heat very little — even
within the manufacturing sector. Many of those
that do ship. ship light weights long distances, and
are largely indifferent regarding the final destina-
tion. We are told, for example, that the average
computer chip makes 5 international flights be-
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fore it reaches its end user. Clearly it does not
make much difference to the creator of the com-
puter containing the ch1p where that creator lives
and works.

If not factor costs, then what? Without pretend-
ing great precision we can identify two broad cat-
egories of things that make a difference, which
we shall label “Hard” and “Soft.” The *“hard”
things are, for the most part, observable, measur-
able things; the “soft” are far less tangible.

Hard Determinants

3

Four “hard determinants” are. in our experience
and analysis, related to successful entrepreneur-
ship. They are:

1. Universities,

2. Skilled Labor Pool

3. Airports, '

4. A Nice Place to Livc.

Universities

Universities are the feedstock for most Gazelles.
Our calculations suggest that a high proportion of
growing companies hire a workforce with above
average skill levels. We discovered in Who's
Creating Jobs? that these firms pay above aver-
age wages. University labs are frequently the .
source of the entrepreneur him or herself. In a
study of growing companies in Seattle, it was dis-
covered that 70 percent of the companies had a
direct, active role in the operation of the Univer-
sity of Washington. At one point, the two-thirds



of a square mile next to MIT in Boston was creat-
ing more jobs than 13 states; it is still-creating
. more jobs than 6 or 8 states, depending on the
time period observed. New firm formation and
growth around universities in San Francisco, Dal-
las, Austin, Atlanta and Chicago is legendary. The
university is the source of new ideas, creative
people and technology that many new and grow-
"ing companies base their growth upon. '

Skilled Labor Pool

A knowledge-value economy requires, as one of
its key inputs, a skilled labor force. Strong backs
and strong arms are not enough anymore. The
worker of today must be facile with computers,
databases, telecommunications technology, nu-
merically controlled machines, etc. Truck driv-
ers must operate in a world of computer-controlled
scheduling and GPS (Global Positioning System
- a satellite-based network that knows the loca-
tion of each truck within 10 feet every second).
Machine tool operators and assembly workers in-
creasingly monitor automatic production under-
taken by robotically controlled machines. Office
workers live in a world of PC's, databases, LANS,
and WANS.. Movie producers turn increasingly
to very sophisticated graphics systems for their
special effects -- note. in particular, the emergence
of computer-based animation as a serious art form
with Lion King and Beauty and the Beast. We
“even see the beginnings of virtual reality theme
parks.

A community that cannot provide people who are
thoroughly comfortable in this kind of a world will
wither and die. Perhaps the best example of a
community doing something about it is Louisville,
Kentucky. Starting 12 years ago with one of the
least prepared work forces in the country (and one
of the worst economies), Louisville decided to
build modern technology into its education sys-
tem. starting with the first grade. At that point,
Louisville had two computers in a school system
with over 100,000 students. Today, Louisville stu-
dents have access to 13,000 computers that per-
meate all aspects of the curriculum -- English,
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science. visual arts, history. and vocational pro-
grams of all kinds. This spring. Louisville gradu-
ated its first class with computer-based learning
in every grade.

The business community has responded. UPS has
located its US-wide air hub in Louisville. Capital

Holding Corp. has built the tallest building in . )

Kentucky in downtown Louisville. Among large
metro areas, Louisville now ranks 21st: it would
have been near the bottom 10 years ago had we
been measuring it then. Perhaps more importantly.
the Louisville CBD now ranks 58th out of 778
large-city communities on our hot-spot scale.
When we first visited the Louisville CBD 12 years
ago, it was sheathed in plywood, with hardly a
sole in site. Today it is a beautiful city. It can be
done, and Louisville has done it.

Airports

One of the striking features of the 1980’s was the
emergence of smaller firms as global players. As

can be seen in Figure 8, 96 percent of exporters

employ fewer than 500 people. The Gazelle of-
ten thinks of itself as a global, or at least a na-
tional, company from Day 1. It does not depend
primarily on the local market for its revenue.

One consequence of this new trend is the impor-
tance of a major, preferably international, prefer-
ably hub airport. Clients and suppliers are rarely
in the local area, and they must be visited often.

" Two or three flights per executive or sales person

per week are common. Airline travel in the 1990’s
for the Gazelle is what rail travel was to the Ga-
zelle in the 1890’s. It is not an accident that nine
of the top 10 most entrepreneurial, larger metro

areas are hub airports. Birmingham is the only. '

exception. A place without a major airport will
have a much tougher time as the years pass.

A Nice Place to Live
“A nice place to live” is perhaps the most pro-

found of the “hard determinants.” It is, at least
somewhat, measurable. It has to do with climate,



density of living (low being better), quality of
education, recreational and cultural opportunities,
etc. L
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- Figure 8

Distribution of Exporters
by Enterprise Size

Enterprise Percent of

Size . Exporters
1-19 63%
20-99 249%
100-499 9%
500+ 4%

Source: A Profile of U.S. Exporters. U.S. Com-
merce Department. 1993.

TSNS

It’s important because, perhaps for the first time
in a long time. it can be acted upon freely. Work-
~ers In the 1990’s can choose to live where they
- want. and demand that employers follow: them.
Why? Because they are in short supply.

‘A quick look at Figure 9 provides the first clue
about the labor supply shortage. In this 100-year
picture of U.S. population growth, we see the slow-
down during the great depression and WW I1, the
Baby Boom after WW 11, and the rather sharp re-
turn to the long-term trend — which is down.

Aging the population about 20 years to the
workforce entry age produces a comparable chart
for the workforce (see Figure 10). The so-called
Baby Bust significantly affects the workforce in
the 1990’s. In fact, the labor force growth rate in
the 1990°s will be at the lowest level ever recorded.

We can already feel the effects of this upcoming
labor force shortage. We have Just been through a
pretty bad recession, and the unemployment rate
barely rose above 7 percent. Outside of New En-
gland and parts of the Midwest, it was not much

above 6 percent in most places. Back in the early
1980°s we defined full employment as 6 percent.

- By that definition, much of the U.S. was at or near

full employment during the recession. The short-
age is already upon us, even though it might not
feel that way in some of the harder-hit communi-
ties.

‘
' Figure 9
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Ina labor-scarce world people can move first and
worry about a job later. And moving they are!

Figure 11 shows the top 10 and bottom 10 states

from a net migration perspective. Note the strong
flows into California, Florida, and Texas. Note
the flows out of most Northeastern and Midwest-
ern states. People are moving quickly from the

old to the new, from the cold to the warm, from:

the industrial centers to the information-age cen-
ters.

/

Figure 11

Net Population Migration by State, 1980-87
' (In Thousands)

Biceest Gainers

California 2.169
Florida 2.005
Texas 1.243
Arizona 435
Georgia 423
Virginia 227
North Carolina 274
Colorado 160
Nevada 148
Washington o 144

Bicoest Losers

Michigan -421
Ohio _ -479
Hlinois -421
New York -326
Indiana -208
Pennsylvania -202
lowa -194
Wisconsin -134
West Virginia -99
Kentucky -84

In the 1980’s, California grew twice as much as
all Northeast and Midwest states combined;
Florida grew one and a quarter times the North-

east and Midwest. People are acting on their resi-
dential dreams. Any Gazelle wanting to attract
workers — particularly skilled ones — must now
follow them. And they are.

Unlike universities and a workforce and airports.
there is not much a community can do about be-
ing a “nice place tolive.” On this dimension. com-
munities are creatures of their location and their
history. No matter how hard it tries, Cleveland
cannot become like Phoenix or Naples. Cleve-
land can, and is, moving as far in that direction as
possible as it revitalizes its downtown. makes ef-
fective use of its waterfront, creates the Rock-and-

‘Roll Hall of Fame, etc. But it cannot make

Saguaro cactus grow, or produce 85 degree water
temperatures. People are moving to find these
things.

The Edge City' is part of the same phenomenon.
Within metro areas, people are moving as quickly
as they can in search of what they think is “nice.”
and away from what they think is not. “Nice™ 18
low crime, low density, malls, good schools.
single-family homes, malls, free parking, easy
commutes. malls. “Not nice” is crime, crack co-
caine, poor schools, dirty old buildings, expen-
sive parking. dreadful commutes taking over an
hour, and declining shopping areas. The Gazelle
must follow (or lead) its workforce to the Edge.
Bear in mind: most Gazelles are driven by one or
two key people. who are, first and foremost.
people. Their residential preferences are at least
as important as the preferences of their employ-
ees, and those preferences are, in many cases,
closer to the Edge.

Soft Determinants

If “Nice Place to Live” seems a little fuzzy to you,
try “Soft.” Soft has to do with the culture of a
place. Entrepreneurs have egos a mile long. They ”
are alsoa bit on the unconventional side — which
may be the understatement of the year. Some

would call them out-and-out crazy.

| Joel Garreau. Edge City. Doubleday: 1991.
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Even more to the point, they are, almost by defi-

nition, challenging the existing order. They are Figure 12

attempting to find a better way to do something

and steal market share from someone else that does Entrepreneurial Climate Test

it less well. In the process, they are bidding up '

wages for skilled people and stealing as many of 1 When the mayor of the city meets with busi-
them as they can from existing employers. They ness leaders, are there as many chief executive of-
are also aggregating wealth relative to others in ficers of mid-size growth companies as bankers and
the community. N corporate executives?

Not all communities welcome somewhat crazy -
upstarts that steal their customers and their labor
force.-and, in the process, become wealthier than
anyone else in town — particularly if they let you
know it.

2 Are entrepreneurs invited to join the best ath-
letic, social, and country clubs? Have they joined?

3 Does the local newspaper follow the fortunes
of start-ups and mid-size growth companies with
the same intensity and sophistication as it does large

Said another way, tolerance and recognition of new

and different people doing new and different things corporations? '
is the hallmark of a place in whichentrepreneurs V
~ will start and grow companies. Such wild and "~ 4 Areinnovative companies able to recruit nearly
" crazy Pem They want to be | all of their professional work force from the local
recognized and respected for what they have done. area? |
They will gravitate to a place that reveres them
and will avoid places that treat them badly. 5 Isthere assizable, visible venture capital com-
' munity? ,
Jack Karsarda at the University of North Carolina :
calls the latter set of places “Upus tree” cities. For 6 Does the local university encourage its faculty
those a little thin on botany (like your authors). and its students to participate in entrepreneurial spin-
- the Upus tree spreads its heavily foliaged branches offs. and do they?
over a wide area and drops roots down from these
branches into the soil below to draw out all the 7 Do growth-company CEOs and venture capi-
nutrients. Nothing grows under an Upus tree. Few talists hold at least a quarter of the seats on the boards
entrepreneurs start and grow companies in an Upus of the three largest banks? ‘

tree place. They feel unwelcome. They can’t get
loans. They get no recognition in the press. No

o . ) 8  Does thecity's economic-development depart-
one invites them to join their clubs.

ment spend more time helping local companies
grow than it does chasing after branch facilities of

To judge your own community and its attractive- .
out-of-state corporations?

ness to entrepreneurs, take the quiz provided in
Figure 12. Put your boosterism aside and be hon-
est about the answers. Give yourself 10 points
for every question you answered “Yes." A score

9 Isthere decent, affordable office and industrial
space available for new businesses in the central

X of 70 or better is passing. Anything less than 70 business district?

. means you have Upus Tree elements to deal with

) before the people who start and grow companies 10 Can you quickly think of 10 tecent spin-offs -

- will view you as an attractive place to do busi- - growth companies started by entrepreneurs who
ness. - have left large companies?

17
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This soft, cultural dimension is at least as impor-
tant as the hard factors mentioned earlier. It’s
something that you may be able to do something
about if you want to. And it may be something
that, under no circumstances, do you want to do
anything about. Not all places welcome change

and challenge to the existing order. It is not sur-
prising, as you think about it, that most places
don’t. On the other hand, don’t expect to attract
growth in the future if you choose. as a commu-
nity, to preserve and reinforce the existing social
order and rebuff those who strive to change it.




IN SUMMARY

The settlement pattern of America is changing
again. From 1760 to 1820 we experienced a first
wave of entrepreneurship which was largely agri-
cultural. Farmers, farm implement dealers, grain
elevators, railroads and slaughter houses devel-
oped land (and the transportation to reach it) and
largely determined where jobs were created and
things got built.

A new crop of entrepreneurs emerged around
1820. They began making steel, carriages, shoes
and textiles. and later automobiles, trains, and
apphiances. They needed large concentrations of
low-skilled people. and our older cities were built
— mostly in the North and East and along rivers
in the South. -

Starting around 1950, and accelerating in the -

middle 1970°s yet a third crop of entrepreneurs
has emerged. Their main product is not crops or
bulk manufactured goods. It is what Taichi
Sakaiya has aptly called “knowledge-value." This
next generation of company builders is becoming
the world’s leading producer of goods and services
that have a high knowledge content. They make
heavy use of new technology. and knowledge that
the technology is generating. They are in fields
like computer software, communications. health,
law. finance. electronics, and specialty products
in old industries like steel. textiles, boots. and fish.

The knowledge-value entrepreneur 1s not princi-
pally concerned about land, transportation and
e€nergy costs. or large pools of unskilled labor. His
and her primary need is for skilled. knowledge-
able people, and his or her location preferences

<

are the location preferences of such people — who
can now live where they please.

Unlike modern agriculture and mass-production
manufacturing, the economics of scale in know|-
edge-value are relatively low. In most cases. the
equipment needs are few and equipment costs are
dropping rapidly. PC’s replace mainframes, tele-
communications costs drop, and communications
equipment is inexpensive. The average size of
the players thus drops, the number of significant
players rises, the speed with which new players
replace older ones increases, and the number of
location decisions increases ‘and becomes more
diverse.

The places that will do well during this third wave

- of entrepreneurship are places that are “nice” and

“tolerant.”

“Nice” we have defined at some length. Itis where
skilled, knowledgeable people want to live. Un-
like the previous two waves, there is no strong
physical imperative governing this third one.
Some like Boston. Some like Sedona. Some like
Park City. Some like Seattle. Many like San Fran-
cisco, Los Angeles, Phoenix, Dallas. Denver,
Houston, Atlanta, Orlando and Ft. Meyers. “Nice”
may be defined in the eyes of the beholder. but
some places appear much nicer than others to
many beholders.

“Nice is not enough, though. A place must also

welcome the sometimes unorthodox, often eccen-
tric and usually threatening behavior of the entre-
preneur. Established social orders that look down




_ their noses at these upstarts will have few of them

to look at. There is nothing that requires an entre-
preneur to put up with it. Their option, and one
they are exercising with a vengeance, is to seek
out more open societies in which “new” and “dif-
ferent” are applauded. America, after all, was
originally settled by people who were rejected
elsewhere. The next America will be settled by a
set of foot-loose entrepreneurs that are being re-
jected in some places and welcomed in others. If
you didn’t do well on the Entrepreneurial Climate
Test in the previous section, don’t blame the Presi-
dent if your local economy isn’t doing well. Look
in the mirror. |

There may not be much a place can do about
“nice.” although older cities like Cleveland and
Pittsburgh have done a remarkable job of at least
" neutralizing a liability. But there is a great deal

that can be done about attitude. It is not an acci-
dent that places in Wisconsin and Indiana show
up over and over again — large metro, small
metro, and rural — as entrepreneurial hot spots.
Are they “nicer” than places in Ilinois and Michi-
gan and Ohio? Notreally. They must offer some-
thing else. It’s tough to define. but it’s real and it
works. Can you have more of it in your place?
You could if you all really wanted to. but itisa
decision you will all have to make. ‘

The Next America is emerging quite quickly.
Millions of Americans and tens of thousands of
entrepreneurs are moving and establishing the
knowledge-value economy. It is Cognetics’ 1n-

“tention to monitor this evolution on an annual ba-

sis, and keep track of who is winning and losing
as a consequence of it, as we have done in this
second edition of Entrepreneurial Hot Spots.
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Before giving away the state, remember region’s strengths

N.E. business sense
Lester C. Thuro!v

IVING IN NEW ENCLAND, ONE GETS

used to studies purporting to show that oth-

cr areas of the country are petter places to

do basiness - usually on the basis of lower

taxes — and that we stouid do something tc
improve vur business ciimate.

But the ultimsate measure of economic success is ner
capita personal income. Using this measure of success.
New Ergland, ard the Northeast more generally, do
very well. Regionally, New England’s per capita person-
al income was the ration’s highest in 1995 - $26,508 per
person or 16 percent above the national average. The
rest of the Norzheast held the No. 2 position, only
sbightly behind.

The nation’s top four states in personal income were
all in the Northeast: Connecticut, New Jersey, Mass-
achusetts and New York. New Hampshire was sixth.

Two of the nine fastest-growing states were in New
England (New Hampshire and Rhode Island) and none
of the nine slowest-growing states were in New Eng-
land.

Looking at disposable personal
income per capits, & measure that
subtracts taxes, the facts remain un-
cnanged. New Englard is still the
No. 1 regios, with disposable per ca-
pita income 14 percent above the

-national average.

Just to put things in comparison,
in 1995 the golden state of California
ranked 12th in per capita personal

Persuading a lot of
low-wage employers
to move into your
state is simply

weighted i stadies of business climate. The big iocation
determinate is always the cost and quality of the labor
force that must be hired. State and locz! t2xes a-e third-
order effects, with other factors such as energy costs
and transportation costs in second position.

In New England, for example, cutting cnergy costs
is far more important than cutting state and iocal taxes.

Taxes, depending upon how they are spent, can actu
ally be a positive factor in location decisions. A good
education system that turns out & good top-to-bottom
work force is worth paying for. A good werk force low-
ers business cests far more than any state or local tax
cut and a good education system helps persuade well-
educated workers in the rest of the eountry that they
should move in:o an area and get gond education for
their children.

None of this means that the New Engiand states
should be unconcerncd about their competitive position.
But it does mean tha: this concern has to be a sophlaﬁ-
cated concern and not the simple “slagh and burn” cut-

{he-government remedy so often
suggested. :

A sophisticated concern means -
going through each of the costs of
doing business and seeing where
public actions might reduce those
costs, Are there ways to reduce
workers’ compensation costs that
don't cut the benefits to those genu
inely injured on the job? Are there

income while beoming Florida T ways to restructure energy mar-
ranked 20th. Both are losing ground COUIlteI'pI'OdULtl\ €. kets to Jower costs? Does our
vhen it comes to per capitadispos- ~ TTTTTTTTTTTTTTTTTTC infrastructure give us the lowest
able income. In 1990, California possible transportation costs?

ranked No. 8 ar.d Florida No. 18. Persuading a iot of
low-wage ercployers to move into your state is simply
counterproductive. Higher taxes are needed to provide
public services for those new workers, but with average
wages going down, the per capita tax base to pay for
these services aeclines. A boom in luw-wage jobs aimply
isn't a boom.

The bottom line is simple. Someone must be doing
scmething right in New England and somehow those
“high” taxes must not be the handicap that “experts” on
business location make them out w be.

One answer is that state and local bus‘ness taxes are
2 very small part of the total costs of doing business.
Other location factors always dominate. But state and
Jocal taxes are easy to calculate and are hence over-

.Where lies the biggest bang for the buck in new infra-

structure investments? What factors would Jead New
England to be seen as the best place for knowledgeable
workers to develcp their careers? What would make th

an even better place to start up high-tech companies.

Arc there public services that we don’: need or cheaper
ways to provide those services we do need?

- In each uf these areas, there are things that could b

" done to make New England a better place to do busi-

ness. But as we do 30, we should also remember that
based on outcomes - the only thing that ultimately
counts — New England is already the cmmn‘y‘ubest
place to do business.

Lester C, Thurow is professor of management and eco-
nomics ot the MIT Sloan School of Management. -
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tates are more concerned than ever before about their business tax

climate. Over the past two decades, profound technological and

political changes have enhanced employers’ geographic mobility
and extended their geographic range, thereby intensifying economic
competition both within the United States and throughout the world.
Yet, while fierce interjurisdictional rivalry is inducing states to cut taxes,
demand is rising for state and local services such as education, health
care, and law enforcement. Substantial impending reductions in federal
aid will compound the states’ fiscal dilemma.

Caught between conflicting long-run fiscal pressures, state pohcv-
makers have sought advice on how to evaluate their state’s tax compet-
itiveness and the" relative cost-effectiveness of alternative’ competitive
tactics. The advice that they have received has often been confusing and
contradictory. Economists disagree on the best indicators of tax compet-
itiveness and the best models of locational choice. Many state tax regimes
are competitive according to some measures but uncompetitive according
to others. Some studies find that interstate tax differences significantly
influence business location; other studies find just the opposite. Studies
analyzing the same tax characteristic draw opposite conclusions about
whether it is a significant locational determinant.!

“ This lack of consensus may partially reflect the inaccuracy of the

" most closely monitored measures of tax competitiveness. With few

exceptions, such measures, although easily computed, fail to focus on
those tax characteristics that should matter most to profit-maximizing
firms. This article attempts to correct this flaw. With an analytic frame-
work used by two Massachusetts tax study commissions (for which the
author served as director), it evaluates the tax competitiveness in 1991 of
22 states through the eyes of a rational, profit-maximizing business
executive weighing alternative sites for a new facility. All six New
England states and most of their principal economic rivals are included in
the sample. The article then estimates the impact of interstate differences
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Table 1 :
Frequently Cited Indicators of State Tax Competitiveness.

S. & L. Corp. Income

24

Highest Statutory State and Local Corp.
3. Income Income Taxes per $1000 " Taxes and Property Taxes °
Tax Rate as of Personal Income, Paid by Businesses per $1000 - -3

Rank Sept. 1995 (%) Rank Fiscal Year 1990 (§)  Rank Personal Income, FY 1990 (§) ;%3
1 lowa 1 12 1 Michigan® 12.63 "1 Wyoming 53.14
2 Connecticut * 11.25 2 Kentucky 12.13 2 Montana 47.78
3 North Dakota 10.5 3 West Virginia 9.67 3 Alaska 35.34
4 Pennsyivania 9.99 4 Delaware 9.47 4 New York 31.35
5 Minnesota 9.8 5 New York 9.15 5 Michigan® 29.80
6 New York 9.675 6 California 8.51 6 Kansas 21.76
7 Massachusetts 9.5 7 Connecticut 8.50 7 Arizona 24.80
8 Alaska 9.4 8 Montana 7.08 8 West Virginia 24.23
9 Califomia 9.3 9 Louisiana 6.96 9 New Hampshire 247
10 Arizona 9 10 Massachusetts 6.64 ~ 10 Louisiana 2234
10 West Virginia 9 11 Minnesota 6.27 11 Texas oo 2189 ~ -
10 New Jersey 9 12" North Carolina 6.13 11 Oregon 21.89 :
10 Rhode Island 9 13 New Jersey 6.11 13 Connecticut - 20.83 -
14 Maine 893 14 New Hampshire 5.64 14 Utah o 2069 —
15 Ohio 8.9 15 Wisconsin 5.45 15 South Carolina ~. 20.29
16 Delaware 8.7 16 Pennsyivania 5.27 16 Colorado 20.18
17 Wisconsin 8.335 17 lIdaho 5.23 17 Califomia .- - 19.87
18 Kentucky 8.25 18 North Dakota 522 18 Mississippi 18.81
18 Vermont 8.25 19 Kansas 5.08 - 19 Indiana 18.78 _
20 Louisiana 8 20 Ohio 4.69 20 Minnesota 1872 _
20 Idaho 8 21 Georgia 4.63 21  Kentucky 1863
20 New Hampshire 8 22 Hawaii 4.61 22 llinois 18.46
23 Indiana 79 23 Tennessee 457 23 Maine 18.38
24 Nebraska 7.81 24 lowa 454 24 New Jersey 18.20
25 North Carolina 7.75 25 llinois 4.28 25 Ohio 18.20
26 New Mexico 7.6 26 Utah 4.22 26 Georgia , 16.98
27 Kansas 7.375 27 Arkansas 4.20 27 North Carolina 16.65
28 llinois 7.3 28 Mississippi 3.90 28 Idaho . 16.26
29 Montana 7.25 29 Indiana 3.86 29 Vermont 16.20
30 Maryland 7 30 Rhode Island 3.84 30 Florida 15.47
31 Oregon 6.6 31 Oregon 3.29 31 Massachusetts 15.17
32 Arkansas, 6.5 32 Alabama 3.20 32 Wisconsin 14.75
33 Hawail 6.4 32 Arizona 3.20 33 Delaware 14.50
34 Missouri 6.25 34 . South Carolina 3.15 34 Rhode Island 14.47
35 Virginia 6 35 South Dakota 3.14 35 lowa 14.37
35 Georgia 6 36 Fiorida 313 36 Tennessee 14.22
35 Oklahoma 6 37 New-Mexico 3.07 37 Nebraska 14.20
35 Tennessee 6 38 Maryland 297 38 Missouri - 14.07
39 Florida 55 39 Vermont 2.92 39 Virginia 13.24
40 - Colorado 5 40 Maine 2.90 40 North Dakota 12.82
40 Alabama 5 41 Nebraska 289 41 Pennsylvania 12.66 -
40 Mississippi 5 42 Virginia 2.65 42 Maryland 12.59
40 South Carolina 5 43 Missouri 2.63 43 Arkansas 11.45
40 Utah 5 44 Colorado 212 44 Oklahoma 11.38
45 Texas na 45 Oklahoma 2.10 45 South Dakota 10.68
45 South Dakota na. 46 Alaska 1.62 46 Washington . 1040 -
45 Nevada na 47 Washington 0 47 Hawaii -~ 1030
45 Washington n.a. 47 Texas 0 48 Nevada 10.26 : -
45 Wyoming na 47 Wyoming 0 49 New Mexico 9.49
45 Michigan n.a. 47 Nevada 0 50 Alabama 9.24

* The U.S. BureauofﬂaeCensusveatsM&dvgan'sSmgleBusmessTaxasmnnootmtax.wehmoughitisrealtyafonnofvam-addedtax.

n.a. = not applicable.

Source: Author’s calculations; Commerce Clearing House,

(1993, Appendix D-1, Table A-2).
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in tax competitiveness on the geographic allocatxon of
manufacturers’ capital spending.

The article finds that business tax climate exerts
only a small, highly uncertain effect on capital spend-
ing. States may be more likely to stimulate their
economy by enhancing public services valued by
businesses. These findings are consistent with tHose of
the most recent studies examining the impact of state

and local tax charactenstlcs on economic performance
‘(summarized in Lynch "1995).

States may be more likely
to stimulate their economy
by enhancing public services
valued by business than
by altering their business
tax climate.

For 1991, the article finds considerable disparity
among the New England states in business tax com-
petitiveness. New Hampshire and Massachusetts had
the best business tax climates in the region, ranking
sixth and ninth, respectively, in the 22-state sample.
Rhode Island’s and Maine’s business tax climates
were average, while those of Connecticut and Ver-
mont were relatively unattractive.

*

1. A Little Background

Previous studies (Pomp 1987; Tannenwald 1987,
1993, 1994) have set forth the attributes of a good
indicator of tax competitiveness and critiqued many
indicators frequently cited in public debate. A brief
summarv of this critique is provided here.

Since businesses are primarily interested in mak-
ing profits, indicators of tax competitiveness should
focus on those taxes that.most directly affect a firm’s
bottom line. They should also measure such taxes’
impact on the profitability of marginal business in-
vestment projects. Businesses rarely move their entire
operations from one site to another just to lower their
taxes. When deciding where to locate a marginal
facility, however, like a new plant, taxes are more
likely to be a factor.

January/February 1996
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‘Measures of tax competitiveness should evaluate
the tax burden that a marginal facility will bear
over its entire lifetime, not just during the first vears
of its existence. They should take into account taxes
paid to all levels of government and how these taxes
interact to affect a firm'’s rate of profit. For example,
they should take into account the deductibility of
taxes paid by a firm to one state from its taxable
income in another state, as well as the deductibility of
state and local taxes from federal taxable income.
Firms do not care to whom they pay taxes; thev care
how much total tax they pay relative to the profits
they earn.

The most frequently used indicators of state tax
competitiveness generally lack these qualities. Con-
sider, for example, three indicators cited in recent
debate over business tax policy in Massachusetts:
1) the statutory corporate income tax rate, 2) state and
local corporate income taxes as a percentage of state-
wide personal income, and 3) the sum of state and
local taxes on corporate income and nonresidential
property as a percentage of statewide personal in-
come.2 The 50 states are ranked according to each of
these statistics in Table 1.

The statutory tax rate on corporate income (col. 1)
fails to take into account most taxes and fees paid by
businesses, such as taxes on net worth, property,
payroll, and purchases of intermediate. inputs. The
income tax rate also fails to take into account. differ-
ences across states in the definition of taxable corpo-
rate income. Some states with a high statutory rate
define taxable profits narrowly, allowing relatively
generous deductions and exclusions. Others permit
corporations to use favorable apportionment formulas
or claim generous credits against tax. '

Like the statutory corporate income tax rate, the
measure of corporate income tax collections as a
percentage of personal income (col. 2)-focuses on only
a small portion (about one-tenth) of state and local
taxes paid by businesses (Tannenwald 1993, Appendix
Table D-2). In addition, it bears little, if any, relation to
the ratio of business taxes paid to profits earned. In
recent years, corporations have boosted profits by
cutting costs, including payroll. Wage cuts and layoffs
depress personal income. Under such conditions, cor-
porate taxes as a percentage of personal income could

! For recent surveys of the literature on the impact of interstate
tax differentials on economic growth, see Bartik (1991), Wasylenko
(1991), Tannenwald (1993), and Lynch (1995).

2 Gee Lester, Bernard, Levy, and Tripathi (1995); Massachusetts
Taxpavers Foundation (1995); and DRI/McGraw Hill (1995).
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be high, even if corporate taxes as a percentage of
profits is average or low.?

The last indicator (col. 3), unlike the other two,
takes into account property taxes paid by businesses
(both incorporated and unincorporated). This is a
significant improvement, given that property taxes
account for the largest fraction (approximately one-
fourth) of all state and local business taxes in the
United States (Tanttenwald 1993, Appendix Table
D-2). Taking into account nonresidential property
taxes dramatically changes the ranking of some states.

Indicators of tax competitiveness
should focus on those taxes
that most directly affect a
firm’s bottom line and
measure their impact on the
profitability of marginal business
‘investment projects.

For example, in columns 1 and 2, Massachusetts ranks
7th and 10th in the nation, respectively, in business tax
burden. In column 3, the Commonwealth ranks 31st.*

II. The Representative Firm Approach to
Evaluating Business Tax Climate

Given the difficulty of evaluating states’ business
tax climate with available data, some economists have
‘explored an alternative strategy—the “representative
firm" approach.’

How the Approach Works

Hypothetical firms representative of selected in-

dustries are assumed to be located at a variety of sites
around the nation. It is assumed that the firms’ pre-
tax rate of return, asset mix, capital/labor ratio, and
non-tax costs are identical at all sites. The only differ-
ences across sites, therefore, are state and local tax
characteristics. At every site, each firm’s local, state,
and federal tax liabilities and net after-tax cash flow
are computed some years into the future, typically
~ between 20 and 60 years. The analysis is not limited
to taxes on corporate profits and net worth. Property
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"taxes and, in some cases, sales taxes and unep,

ment insurance taxes are also taken into acco“nfk’)" 3
It is then assumed that each. firm builds g |,
facility at each site, including the firm’s current sit
This expansion requires the firm to invest in ne\i
equipment, structures, inventories, and financjy] %
sets and to hire more workers. As a result of the -
expansion, each firm makes more profits and p,
more taxes. By comparing after-tax cash flows befo);: :
and after expansion, one can calculate the long.ny;
after-tax rate of return (AFTAX) to the new facility ai 3
each site for each firm.®

Previous Results Generated by the
Representative Firm Approach

The Commonwealth of Massachusetts used thig 3
approach to evaluate its business tax climate in 1985 3
and 1993. The 1986 study (Commonwealth of Massa. 3
chusetts 1987) was undertaken by the Massachusetts -
Special Commission on Tax Reform. The 1993 stug =
(Tannenwald 1993) was commissioned by the Massa-
chusetts Special Commission on Business Tax Policy,
chaired by Richard Syron, then president of the Fed-
eral Reserve Bank of Boston. The author served as
director for both commissions. Both evaluations com- b
pared the after-tax rate of return to marginal business Q
investment at five Massachusetts sites, 10 sites in rival §
states, and a fictitious site at which no state or local
taxes are imposed (“Empty Site”). The evaluations
were conducted for five hypothetical firms, each rep- 4
resentative of a different manufacturing industry with-
a significant presence in Massachusetts. In both stud- 2
ies, the five industries werg men’s and boys’ clothing,
fabricated metals, computers, electronics, and scien- 3

-..‘»;A.

3 For example, over tie course of 1992 nationwide personal 3
income grew by 8 percent, while corporate profits grew by 2 - §
percent. Over the course of 1993 the rate of growth in personal 7
income slowed to 2.8 percent, while corporate profits again ex- ;
panded by 22 percent. From 1985 through 1994, the annual rate of
growth in personal income was negatively correlated with the ¥
annual growth rate in corporate profits. :

4 However, the denominator of the ratio, personal income, is
still irrelevant to the measurement of business tax burden. Further-
more, as noted above, most states do not break down their property , .
tax collections into residential and nonresidential components.
Consequently, business property taxes by state must be estimated. ~ §
5 Studies utilizing this approach include S. H. Brooks Co., Inc.
(1993); Commonwealth of Massachusetts (1987); L. Papke (1987,
1991); Papke and Papke (1984, 1986); Connecticut Task Force on 4
State Tax Revenue (1991); KPMG Peat Marwick (1994); and DeSeve -3
and Vasquez (1977). Y

¢ A complete explanation of the method and its use in this
study is provided in a detailed methodological appendix, available
from the author on request. .

B
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Table § -

Indicators of Business Tax Competztzveness for Selected Manufacturing Industries

(AFTAX), 1993 and 1986

(1)

] ' @ .
Fabricated Metals

\ 5-Industry Average Men's and Boys' Clothing
Site | 1993 Rank 1986 Rank 1993 Rank 1986 Rank 1993 Rank 1986 Rank
“Empty Site” 18.9 1 16.4 1 18.6 1 15.4 1 19.0 1 17.0 1
El Paso, TX ,  18.2 2 15.7 2 17.5 2 14.7 . 2 18.4 2 16.3 2
Hagerstown, MD 17.7 3 15.1 3 16.9 3 14.1 4 18.0 3 15.8 3
Poughkeepsie, NY * 17.6 4 15.1 3 16.7 4 140 7 17.9 4 156.7 5
Chelmsford, MA  17.5 5 15.0 8 16.6 7 14.0 7 177 5 156 8
Foxboro, MA 17.4 6 15.0 8 16.5 8 14.0 7 176 6 15.6 8
Greenfield, MA 174 6 15.0 8 16.5 8 14.0 7 17.6 6 15.6 8
Bedford, MA . 173 8 15.0 8 164 12 14.0 7 175 8 15.6 8
Rockford, IL 17.3 9 15.0 8 16.5 8 13.9 13 175 8 15.6 8
Memphis, TN 17.3 9 16.1 3 16.7 4 141 4 174 10 157 5
Nashua, NH 17.2 1 15.1 3 16.7 4 14.2 3 174 10. 15.7 5
Waltham, MA 17.2 " 149 14 163 .15 139 13 174 10 155 14
Los Angeles, CA 171 13 149 14 16.5 "8 13.8 15 17.3° 13 15.5 14
Stamford, CT 17.0 14 15.0 8 16.4 12 14.0 7 17.2 14 15.6 8
Greenville, NC 17.0 14 15.1 3 16.4 12 141 4 17.2 14 15.8 3
Bala Cynwyd, PA 16.5 16 14.8 16 15.8 16 13.7 16 16.7 16 15.4 16
) (5 - ©)
o Computers Electronic Components Scientific Instruments
Site 1993 Rank 1986 Rank 1993 Rank 1986 Rank 1993 Rank 1986 Rank
“Empty Site" 19.2 1 16.8 1 18.9 1 16.4 1 18.8 . 1 16.2 1
El Paso, TX 18.5 2 16.1 2 18.4 2 15.8 2 . 180 2 15.5 2
Hagerstown, MD 18.1 3 15.6 3 17.9 3 16.3 3 177 3 14.9 3
Poughkeepsie, NY ~ 18.0 4 15.5 5 17.8 4 15.3 3 175, 4 148 5
Chelmsford, MA 17.9 5 15.4 8 17.7 5 15.1 9 174 5 14.8 5
Foxboro, MA . 17.8 6 15.4 8 17.7 5 15.1 9 174 5 14.8 5
Greenfield, MA 17.8 6 154 8 17.6 7 151 9 173 7 14.7 1"
Bedford, MA 17.7 8 15.4 8 ' 176 7 15.1 9. 17.2 8 14.8 5
Rockford, IL 17.6 9 154 8 17.6 7 156.2 6 17.2 8 14.7 1
Memphis, TN 17.6 9 15.5 5 17.5 10 15.2 6 172 8 14.8 5
Nashua, NH . 175 12 15.5 5 17.4 12 15.2 6 174 11 14.8 5
Waltham, MA 17.6 9 153 14 175 10 15.1 9 171, 11 14.7 1"
Los Angeles, CA "17.4 13 15.3 14 17.3 13 15.0 15 171 11 14.7 1
Stamford, CT 17.3 14 15.4 8 17.2 14 15.1 9 16.9 14 147 1
Greenville, NC 17.2 15 15.6 3 17.2 14 15.3 3 169 .14 14.9 3
Bala Cynwyd, PAs 16.8 16 15.2 16 16.8 16 15.0 15 16.5 16 14.6 16

®Replaced by Lancaster, PA in the 1993 sample.

Note: See text and detailed technical appendix (available from author on request) for methodological details.
Source: Commonwealth of Massachusetts (1987); and S. H. Brooks Co.. Inc. (1993).

tific instruments. With one exception, the sites used in
both studies were also identical. Two of the sites
outside of Massachusetts were also located in New
England states: Stamford, CT and Nashua, NH.” The
business taxes taken into account in the studies were
taxes on profits, capital stock, net worth, and real
estate, and unemployment compensation taxes.

One set of indicators of business tax climate
generated by both studies is shown in Table 2. The
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hypothetical firms used in computing this set were
prototypical “‘export-oriented” firms, those that con-

7 In 1993, Lancaster, PA replaced Bala Cynwyd, PA because in
1993 the latter town was no longer a distinct, taxing jurisdiction.

The hypothetical investment undertaken by each representative
firm was assumed to have a 60-vear useful lifetime and to earn a
pre-tax rate of return on working assets of 25 percent. Working
assets consist of land, structures, equipment, cash, and inventories.
An inflation rate of 0 percent was assumed. Within an industry,

New England Economic Review 27



centrate their facilities in one or two locations and sell
most of their goods in either nationwide or interna-
tional markets. Before expansion, each firm was as-
sumed to produce solely at its home site and to sell
90 percent of its product in other states. _
Each row in the table summarizes the results of
a set of simulations in which each of the cities was

assumed fo be considered both a headquarters site -

and a potential site fof expansion. For example, firms

headquartered in Rockford, IL, evaluate Nashua, NH
as potential expansion site. Then firms headquartered

- in Stamford, CT; Los Angeles, CA; Poughkeepsie, NY;

~ Local property taxes vary widely
within a state, making it
difficult to draw conclusions
about a state’s overall business
tax climate from the tax burden
imposed at only one site.

and each of the other sites (including Nashua) also
evaluate Nashua as a potential expansion site. As a

result, for each industry-specific firm, 16 after-tax rates '

of return (AFTAXs) were calculated at each expansion
site, one for each possible pre-expansion site. A 16-
bv-16 matrix of AFTAXs was thereby generated.

Each entry in sections 2 through 6 of Table 2
represents the mean of the 16 AFTAXs computed at
the expansion site for each of the five industry-specific
hypothetical firms. For example, in section 2 the 1993
value for “Empty Site”” (18.6) is the average of the 16
AFTAXs computed for the hypothetical manufacturer
of men’s and bovs’ clothing, assuming that “Empty
Site” is the sole expansion site and each of the 16 cities
is an alternative headquarters site. The higher the
AFTAX, the lower the tax burden on the new facility.
Section 1, which provides the average for each site of
the five AFTAXs reported in sections 2 though 6, is a
summary measure of tax competitiveness.

The AFTAXs for 1993 were all higher than their
1986 counterparts because in 1987 the statutory federal
tax rate on corporate income was reduced from 46
percent to 34 percent. In 1993, the dispersion in

differences across sites in AFTAX were found to be insensitive to the
inflation assumption. .
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AFTAX across sites for a given industry was larger
than in 1986 because, after the Federal Tax Reform Act
of 1986, state and local taxes became a larger compo-
nent of businesses’ total tax liability.? At each site in
each year, differences across industries in AFTAX
reflect primarily differences in labor intensity. For
example, the AFTAXSs of the representative manufac-
turer of men’s and boys’ apparel are low because the

industry is relatively labor-intensive. As a result, the

firm’s unemployment insurance taxes are high, and
the benefits of capital-oriented tax incentives, such as
investment tax credits, are relatively low.

In 1986, the AFTAXs at the seven New England
sites were virtually identical and near the median. In

11993, Chelmsford, MA ranked 5th, Foxboro, MA and

Greenfield, MA tied for 6th, Nashua, NH fell into a tie
with Waltham, MA for 11th, and Stamford, CT
slumped to a tie for 14th, trailed only by Lancaster,
PA. Sites whose competitive standing changed mark-

edly between the two years experienced large changes -

in property tax burden. Property tax burdens in
Chelmsford, Foxboro, and Greenfield fell sharply,
while those in Stamford and Nashua rose. The com-
petitiveness of the Massachusetts sites also benefited
from a tripling of the Commonwealth’s investment tax
credit in 1993. Even in 1993, however, differences
among the New England sites in AFTAX were small.

Criticisms of the Analysis of Tax Competitfveness
Performed by the Two Massachusetts
Tax Study Commissions :

The methodology used to obtain the results dis-

played in Table 2 is vulnerable to at least three
criticisms: 1) the sample is small and biased, 2) impor-
tant business tax features are not taken into account,
and 3) the atypical geographic characteristics of the
hypothetical firms trigger burdensome tax rules that
do not apply to most businesses.

Small, biased sample. Three New England states—
Maine, Rhode Island, and Vermont—are not repre-
sented in the sample. Nor are several of New En-
gland’s other economic rivals, such as Alabama,
Florida, Georgia, New Jersey, and South Carolina.
Moreover, a majority of the sites in the sample are”
located in states that impose a relatively high statu-
tory tax rate on corporate income.® As a result, the

&

8 Recall that, by assumption, state and local taxation is the only
source of difference across sites in each representative firm's
AFTAX.

9 In 1993, the average marginal statutory corporate income tax
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sample allegedly makes the AFTAXs: at the three
‘New England sites look higher than they really are
relative to those at rival locations.1°

The representativeness and accuracy of the prop-
erty taxes modeled in the analysis are also open to
question. Local property taxes vary widely within a
state, making it difficult to draw conclusions about
a state’s overall business tax climate from the tax
burden imposed at only one site located within its
borders.!" The analysis also assumes that only land

and structures are subject to property taxation, even

though many states permit their cities and towns to
tax personal property, inventories, and even intangi-
ble property. As will be shown in the next section,

failure to include these types of assets in the general .

property tax base creates significant measurement error.

Omission of important business taxes. The analysis
fails to take into account, among other tax features,
differences across sites in license taxes, fees and
charges, sales taxes on purchases of intermediate
goods, and tax credits designed to subsidize such
narrowly defined expenses as training, research and
development, pollution control, the provision of day
care, and the wages of workers from disadvantaged
backgrounds. These features are not taken into ac-
count because the data needed to do so are not readily
available. Their omission biases the results against
states with relatively low sales taxes on purchases of
intermediate goods and generous, narrowly defined
tax credits. o

The potential bias from these omissions is evident
from a studv conducted in 1994 by KPMG Peat
Marwick designed to evaluate the tax competitiveness
of 10 states and two Canadian provinces (KPMG Peat
Marwick 1994). The study, which used the represen-
tative firm approach, took into account sales taxes
on business purchases and research and development

rate for all 50 states and the District of Columbia was 7.09. The
average for the 11-state sample was 8.32 (U.S. Advisory Commis-
sion on Intergovernmental Relations 1994).

'% This allegation was made by Michael Widmer, President of
the Massachusetts Taxpavers Foundation, in a letter, dated Septem-
ber 8, 1995, to The Honorable James Brett, House Co-Chair of the
Joint Committee on Taxation of the Massachusetts legislature.

As noted in Section I, states.with high statutorv tax rates on
corporate income do not necessarily impose high corporate income
tax burdens. Many offset their high rates with investment and
emplovment tax credits. Moreover, several states with low corpo-
rate income tax rates, or no tax on corporate income, impose
alternative business taxes not found in most other states. Two prime
examples are Washington's business occupation tax and Texas’s net
worth tax.

' On the other hand, statewide estimates of average business
property tax burden are not available for many states.
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tax credits. It found that Massachusetts had the second
most attractive business tax climate among the 10 U.S.
states examined. KPMG Peat Marwick attributed the
Commonwealth’s competitiveness to the fact that it
has “kept all three of the major state-local business
taxes— corporate income, property, and sales—in line
with competitor states.””1? A similar studv conducted

- by KPMG Peat Marwick for the state of North Caro-

lina (Vlaisavljevich and Pollock 1995), which com-
pared the marginal business tax burdens of 21 states,
also found the Massachusetts business tax structure to
be relatively attractive.

Atypical geographic allocation of payroll, property,
and sales. Corporations with customers in several
states typically have facilities located in most of those -

- states, such as branch plants, warehouses, sales

offices, and service centers. By contrast, the hypo-
thetical firms used in the analysis locate all of their
facilities and employees in one or two states but
realize most of their sales elsewhere. In some states,
firms with such uncommon geographic characteris-
tics bear unusually heavy tax burdens that are not
faced by typical multistate firms. Consequently,
these assumed characteristics may bias the results of
the analysis.

These special tax burdens arise from certain
states’ attempts to ensure that most of the nationwide
income earned by their multistate corporate taxpayers
is taxed by some state. These states identify which of
their corporate taxpayers have generated out-of-state
income that has escaped taxation by any state. They
then determine the reason why this income has es-
caped taxation. There are two possible reasons. First,
the state in which the income was earned does not
tax corporate income. (Texas is the only state in the
tax study commissions’ sample that does not.) Second,
the corporation lacks a physical presence within the
state. Federal law prohibits a state from taxing the
income of a producer or distributor of goods that
has no physical presence (facilities or employees)
within its territory, even if the firm sells goods to
customers located there.!> For example, Massachusetts
may not tax any of the income earned by a manu-
facturer of scientific instruments that lacks property
or employees in the. Commonwealth, even if the
manufacturer sells millions of dollars” worth of goods

12 However, the KPMG Peat Marwick study did not take into
account unemployment insurance taxes, which are relatively high in
Massachusetts.

1 U.S. P.L. 86-272. The law does not extend the same protection
to providers of services.
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Every state that taxes corporate income uses a
formula to determine its fair share of the taxable
income of a multistate corporation. In most states,
‘the formula is based on the state’s shares of the
firm's total payroll, property, and sales. (These
three variables are usually referred to as “appor-
tionment factors.”) For example, Vermont's for-
mula 15

Taxable income =
payrollyt propertyvrt salesyt
payrollroraL propertytoraL salestoTaL
3

Massachusetts now double-weights sales in order
to lighten the tax on firms that produce most of
their goods in-state but sell them elsewhere:

Taxable incomepa =

‘payrollya propertyma 2 X salespa
pavrollroraL  PrOPeTtyToTAL salestoraL
4

In 1995 the Commonwealth changed its apportion-
ment formula for manufacturers to one based ex-
clusively on sales. This change is effective immedi-
ately for defense contractors and will be phased in
over several vears for other manufacturers (General
Laws of Massachusetts 1995, Chapter 281).

As an illustration of Vermont's formula, consider
the scenario in which one of the hypothetical firms
used in the analysis is headquartered in Vermont
and also expands within Vermont. By assumption,
10 percent of the firm’s sales and 100 percent of its
pavroll and property are sited in-state. According
to the state’s apportionment formula, 0.70 of the
firm’s total taxable income (1.0 + 1.0 + 0.10)/3] is
taxable in Vermont. The other 0.30 of taxable in-
come is allocated among the states where the firm
has customers but no property of payroll. If the
firm were based in Massachusetts and expanded

The Troublesome Issue of Throwback in Modeling State and Local Corporate Income Taxes

-

within the Commonwealth, then 055110 + 1.0 +
2 x 0.10)/4] of the firm’s income would be taxable
by the Commonwealth and 0.45 apportioned to
other states.

Under Massachusetts’ throwback rule, the firm’s
sales realized in other states would be sited for tax
purposes in the Commonwealth and double-
weighted. As a result, throwback would raise the
fraction of the firm’s nationwide income taxable in
Massachusetts from 0.55 to 10 [10 + 1.0 + 2 X
1.0)/4 = 1.01. If, like Vermont, Massachusetts only
single-weighted sales, throwback would raise this
fraction from 0.70 to 1.0 [(10 + 1.0+ 1.0)/3 = 1.0).
Throwback has especially dramatic tax effects in
states that both have throwback requirements and
weight sales disproportionately. Two states repre-
sented in the 1986 and 1993 sample, Massachusetts
and Illinois, fit this description.

These examples illustrate how the assumed geo-
graphic dispersion of the hypothetical firms’ appor-
fionment factors, in combination with throwback
requirements, exaggerates differences in business
tax burdens among states. Yet, if the hypothetical
firms had payroll and property in most or all of the
states in which they did business (a more typical
pattern), the results of the simulations would be
difficult to interpret. The computed AFTAXs would
reflect a complicated amalgam of the tax burdens at
all the sites where the firm were taxable. The impact
of differences across sites in tax burdens would be
obscured.

, The two Massachusetts tax study commissions
resolved this dilemma by assuming in their base-
line scenarios that throwback provisions are inop-
erative in all states. The assumption can be further
justified by the relative ease with which many
throwback provisions can, and are, avoided. For
example, a Massachusetts-based corporation can
avoid Massachusetts’ throwback rules by billing
customers from an office, no matter how small,
located in a state that does not practice throwback.™

to the Commonwealth’s businesses and residents
every year. , )
If any of the corporation’s out-of-state income has

——

14 Massachusetts’ throwback provisions are easier to avoid
than those of other states. In order to avoid other states’ throwback
rules, a company must ship goods from a point located outside of

the state to customers located in states where the company has no
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escaped taxation for lack of a physical presence, some -
states will tax this income themselves, even though
it was ‘earned outside of their territory. For example,

[

payroll or property. In Massachusetts, the company need only bill
sales to such customers from a point located outside the Common-
wealth. '
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consider a Massachusetts-based corporation that ships
products from a Massachusetts facility to customers in
Connecticut. If Connecticut does not tax the income
realized on these sales, Massachusetts will. This prac-
tice is known as ‘“‘throwback’’ because the income is
thrown back” to and taxed by a state other than the
one in which the income is earned.

By assumption, the income earned by the hypo-
thetical firms in the analysis is taxable only at their
home and expansion sk:es. Yet 90 percent of their sales
are realized in states where their income is not taxable.
Consequently, the firms' corporate income tax bur-
dens are unusually high when they are based or
expand in a state that imposes throwback require-
ments. Five of the 11 states represented in the 1986 and
1993 samples practice some form of throwback.

Thus, the unusual geographic allocation of the
hypothetical firms’ payroll, property, and sales has
significant tax consequences not experienced by the
typical firm that vary dramatically across states de-
pending on whether they practice throwback. The
resulting biases, and the manner in which the two

" Massachusetts’ Tax Commissions dealt with them,

are discussed in the box.

New Results for 1991

Mindful of the criticisms outlined above, the
author modified the earlier approach to evaluate the
business tax climates of 22 states in 1991. The same
five industries examined by the two tax study com-
missions were used in the analysis. The year 1991 was
chosen because the author wanted to investigate the
impact of business tax climate on levels of business
fixed investment. In order to perform such an analysis,
one must control for factors other than taxation that
affect the location of business fixed investment, such
as wages, energy costs, the quality of public services,
and labor productivity. Values for many of these
non-tax factors are not available for years later than
1991.

Differences between the 1991 analysis and commission
studies. Unlike the studies of the tax reform commis-
sions, the 1991 analysis 1) makes the more realistic
assumption that the hypothetical firms have some
property and/or emplovees operating in all the states
in which thev do business (and, therefore, are not
subject to throwback); 2) takes into account differences
across states in the general property tax treatment of
inventories, machinery and equipment, and intangible
property; and 3) compares the marginal tax burdens of
states rather than particular cities, in order to provide
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an indicator of states’ “overall” manufacturing tax
climate. This statewide focus required a measure of a
state’s average property tax burden. Details on the
differences between the 1991 analysis and the commis-
sion studies are provided in Table 3 and in a detailed
appendix, available from the author on request.
Criteria used in selecting sample of states. The fol-
lowing partially conflicting criteria were used in de-
termining whether a given state should be included
in the sample. 1) Is the state represented in the tax
commissions’ sample? 2) Is the state in New England?
3) If not in New England, is the state widely consid-
ered to be an economic rival of New England states?

. 4) Can an estimate of statewide property tax burden

be obtained from the state’s revenue officials or from
U.S. Census Bureau data? 5) Is at least one of the five
industries analyzed in the tax commissions’ studies
an important component of its manufacturing sector?
and 6) Does the state have a relatively low statutory
tax rate on corporate income? (to counter criticism that
the commissions’ samples were dominated by states
with high tax rates).!s

Results. The industry-specific average AFTAXs for
the selected states are presented in Table 4, patterned
after Table 2. The AFTAXs for each industry were
lower in 1991 than in 1993 primarily because in the
1991 analysis local property tax bases are more
broadly defined and all firms are subject to income
taxation in every state in which they do business
(except Washington or Texas, neither of which taxes
corporate income).' v

According to the 1991 analysis, the five states
with the most attractive ‘business tax climate were
Alabama, Maryland, South Carolina, Florida, and
New York. (As noted above, sites in Maryland and
New York, the two also in the “original eleven,” had
relatively attractive business tax climates in the 1986
and 1993 analyses as well.) Alabama headed the list in
part because it is the only state in the sample that
allows its corporations to deduct their federal tax

15 The 11 states included in the sample other than the “‘original
11” had an average marginal statutory income tax rate of 7.03 in
1983, 0.06 percentage point below the national average. These newly
added states included those with some of the lowest statutory
corporate income tax rates in the nation.

'* By contrast, in the 1993 analysis firms are taxable only in
states where they have payroll or property, and throwback provi-

~ sions are assumed to be inoperative. As explained in the box, a

significant portion of their income therefore escapes state taxation.

The absence in the 1991 sample of a fictitious firm with no state
and local taxes also raised average AFTAXs relative to those
computed in the 1993 analysis. .
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Table 3

Differences in Methodology Between Massachusetts Special Commissions’ Analyses

and 1991 Analysis of Tax Competitiveness

\ _ ' Massachusetts Special Commissions’
. Analyses

1991 Analysis

State and local taxes !nodeled

g receipts

o State unemployment insurance taxes
o State and local taxes on real estate

Measure of property tax burden

eachcity - -

Percentage of each apportionment
factor in home state in pre-
expansion phase

Treatment of throwback requirements

« State taxes on corporate profits, (
capital stock, net worth, and gross

Property tax on land and structures as
© apercentage of value of land and
structures of hypothetical firms, as
estimated by assessor's ofice in

e 100 percent of property
« 100 percent of payroll
o 10 percent of sales

Assumed to be avoided

« State taxes on corporate profits,
capital stock, net worth, and gross
receipts

o State unemployment insurance taxes

« State and local taxes on all property, -
including real estate, inventories, and
both tangible and intangible personal
property

Property tax collections as a
percentage of the fair market value of
statewide taxable property, reported
by state officials or the U.S. Census
Bureau :

o 90 percent of property

90 percent of payroll
10 percent of sales

Not applicable because hypothetical
firms are assumed to be taxable in
every state in which they do business

See methodological appendix for further details, available from author on request.

pavments from state taxable income.'” All five states
imposed relatively low average property taxes and
unemployment insurance taxes. None had separate
taxes on net worth, capital stock, or intangible prop-
erty that applied to the firms.'® All but New York also
had relatively low average corporate income taxes.
Although New York’s average corporate income tax
burden was somewhat high, the state’s generous in-
vestment tax credit significantly lowered its marginal
income tax burden, thereby boosting its AFTAXs.
According to the 1991 analysis, the three states
with the least attractive business tax climate were
Connecticut, Pennsylvania, and Washington. (Sites in
Connecticut and Pennsylvania, also represented 1n
the “original eleven,” fared poorly in the 1993 rank-
ings as well.) Connecticut and Pennsylvania had the

17 Modeling this deduction required the construction of an
iterative loop because state income taxes are deductible from federal
taxable income. The methodological details are provided in a
detailed appendix, available from the author on request.

¥ New York imposes a net worth tax, but corporations pay it as
_ an alternative to the income tax. They pay the net worth tax if their
net worth tax liability exceeds their income tax liability.
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highest 1991 average income tax burdens among the
22 states. Connecticut also suffered from higher-than-
average property taxes, while Pennsylvania’s compet-
itive standing was adversely affected by its high -
unemployment insurance taxes. Washington's lack of .
tax competitiveness, even though it had no corporate -
income tax, was attributable to its unique gross re-’
ceipts tax and high unemployment insurance tax.!®
Among the New England states, New Hampshire .
and Massachusetts generally had the highest AFTAXs
in 1991, followed, in order of decreasing tax com-
petitiveness, by Maine, Rhode Island, Vermont, and
Connecticut. In most industries, Massachusetts and
New Hampshire ranked among the top third within
the whole sample. ‘As in 1993, Massachusetts’ most

K
}

1° For manufacturing firms based in Washington, the base of
this tax consists of the firm’s gross receipts from the sale of all
products wherever sold. In the analysis, hypothetical firms based in
Washington therefore pay tax on 100 percent of their gross receipts,
including those from the sale of products manufactured at the
expansion site. Firms based in another state pay the tax on gross
receipts earned from sales to customers located in Washington
(Laws of Washington, Section 82.04).
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Table 4

Indzca!ors of Business Tax Competztweness for Selected Manufactunng Industries

(AFTAX), 1991

(1) 2 (3) @ (5) (6)
. Men's and
5-Industry Boys' Fabricated Electronic Scientific
State  Average ank Clothing Rank Metals Rank Computers Rank Components Rank Instruments Rank
AL 16.0 l 1 15.5 1 16.0 1 16.1 1 16.1 1 16.0 1
MD 15.7 - 2 15.4 2 16.7 2 15.7 2 16.7 2 15.7 2
SC 15.5 3 15.3 3 15.6 3 15.5 5 15.7 2 15.6 3
FL 15.5 3 15.2 4 15.6 3 15.6 3 15.7 2 15.6 3
NY 15.4 5 15.0 5 15.5 5 15.6 3 15.6 5 15.4 5
IL 15.3 6 14.9 7 15.4 6 15.4 6 - 155 6 15.3 6
NH 15.3 6 15.0 5 15.3 7 16.3 7 15.4 8 15.3 6
TN 15.3 6 14.9 7 16.3 7 16.2 9 16.5 6 15.3 6
MA 16.2 9 14.8 10 163 7 15.3 7 154 8 15.3 6
X 15.2 9 14.6 13 156.2 10 15.2 9 154 8 15.3 6
ME 151 1 14.9 7 15.2 10 15.1 12 153 11 15.2 1"
RI 151 - 11 145 16 15.2 10 15.2 9 153 1" 15.1 13
GA 15.0 13 14.6 13 151 13 15.1 12 15.2 15 15.2 1"
NC 15.0 13 14.6 13 156.1 13 15.1 12 16.2 15 16.1 13
CA 15.0 13 14.7 11 15.0 17 15.0 18 15.2 15 16.1 13
NJ 15.0 13 14.3 18 15.1 13 15.1 12 15.3 1 15.1 13
Wi 15.0 13 14.3 18 15.1 13 15.1 12 15.3 1 15.0 18
vT 14.9 18 14.7 " 15.0 17 14.9 19 15.1 19 15.0 18
OH 14.9 18 - 143 18 15.0 17 15.1 12 15.1 19 15.0 18
WA 14.8 20 14.0 22 14.7 20 14.9 19 152 15 151 13
PA 14.6 21 14.2 21 14.7 20 14.7 21 14.9 21 14.7 21
CT 14.5 22 “14.5 16 14.5 22 145 22 14.7 22 14.6 22

Note: States in bold were not in the original 1986 and 1993 sample. See text and detailed technical appendix (avallable from author on request) for

methodological details.

competitive tax characteristics were its low property
taxes and investment tax credit. New Hampshire’s
competitive edge could be traced to its low unemploy-
_ment insurance taxes. High property tax burdens
tarnished the competitive standing of Maine and
Vermont.20

Among the original 11 states, Texas exhibited the
greatest difference in rank between 1993 and 1991.
While the state ranked first in 1993, it tied for 6th place
with Massachusetts in 1991. Among the full 22-state
sample for 1991, it ranked only slightly above the
median in most industries and tied for 9th place with
- Massachusetts in the overall rankings. The analysis

20

than New Hampshire because it offered a 3 percent investment tax
credit. In 1991, the Commonwealth’s investment tax credit was only
1 percent. Connecticut’'s competitive standing was especiallv de-
pressed in 1991 because it imposed a surtax on corporate income.
The surtax raised the corporate income tax rate from 11.5 percent to
13.8 percent, by far the highest in the nation.
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In the 1993 analysis, Massachusetts generally ranked higher .

for 1993 (as well as that for 1986) exaggerated Texas’
tax competitiveness by assuming away the taxation
of inventories and machinery and equipment under
general property tax regimes. Texas cities and towns
generally subject both categories of assets to general
property taxation.? ‘

AFTAX rankings could have changed again since
1993, because a wide variety of extensive business tax
reductions have been enacted both within New En-
gland and throughout the country. For example,
within'New England, Connecticut is gradually reduc-

! The assumption that inventories are exempt from general
property taxation is accurate for firms located in El Paso, but not for
Texas manufacturers as a whole. Many of El Paso’s manufacturers
have “‘sister” plants in Mexico, known as ““macquiladoras,” that
assemble products for them. The products are then shipped to El
Paso facilities, stored there for less than 175 days, and then shipped
to other states and abroad. Texas’ “’free port”” exemption applies to
inventories shipped to Texas from another location and staying in
Texas for such a short period of time.
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ing its statutory corporate income tax rate to 7.5
percent by the year 2000. Massachusetts’ unemploy-
ment insurance taxes rose sharply after 1991, but the
Commonwealth has recently adopted an apportion-
ment formula for manufacturers that will reduce cor-
porate income taxes for companies that sell most of
their output out-of-state.> Maine has enacted a gen-
erous jobs tax credit for large firms. Furthermore, it is
. increasingly difficult tQ compute a single, state-specific
AFTAX for a given industry because more and more
states are granting large tax incentives to specific firms
in order to induce them to locate within their borders.

III. Does Business Tax Climate Affect
Levels of Capital Spending?

Empirical evidence bearing on this issue is incon-

clusive. The vast bulk of studies conducted between
1950 and 1980 examining the impact of interstate tax
differences on economic performance detected little
or no effect. The results of more recent studies have
been mixed; while some have found the impact of tax
differences to be insignificant, others have found their
impact to be substantial. Some follow-up studies,
reestimating models used in earlier analyses with
more recent data, have produced results that contra-
dict previous findings (for example, see Carroll and
Wasvlenko 1994).

Papke’s Estimates

Only one economist, Leslie Papke (1991), has
evaluated the impact of business tax climate on capital
spending using measures of tax climate derived from
the representative firm approach.® Papke. used the
approach to evaluate the business tax climates of 20
states for 10 industries in 1978, creating 200 state/
industry observations.* From the assumption that a

22 Specifically, Massachusetts adopted single-factor apportion-
ment based on sales for manufacturers.

23 The author (Tannenwald 1995) presented preliminary results
of the analysis reported in this article at the Eighty-Seventh Annual
Meetings of the National Tax Association in Charleston, South
Carolina in November 1994. In those preliminary results, only the
original 11 states were used, observations from both 1986 and 1991
were pooled, each state’s tax characteristics other than property
taxes were assumed to be the same in 1991 as in 1993, assumptions
about the allocation of apportionment factors were identical to those

used in the commissions’ studies, and no attempt was made to-

model the general property taxation of inventories, machinery and
equipment, and intangibles. In that analvsis the author found very
large, positive, statistically significant coefficients on AFTAX.

2L Papke (1991) also used the representative firm approach to -
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firm'’s sole goal is to maximize profits, she derived and
estimated the following linear model of a firm’s level
of capital spending:

NKi]- =By + BILPRODij + B,AFTAX; + B,AVGWG;
+ B‘;ECOS'I'j + BsFIREPCj + SBD, + Ej
where:

NK = new capital expenditures per production
worker? o
LPROD = average productivity of labor
AFTAX = the after-tax rate of return to marginal
investment, as estimated by the AFTAX
approach
AVGWG= average wage of production workers

ECOST = statewide average cost of a million BTUs

of fossil fuels and electric energy®®
statewide average per capita expenditures

1l

FIREPC

on fire and police protection at the local

level?®

D = industry dummy variable
i = ith industry

j = jth state

E = error term

Labor productivity was included as an explana-
tory variable in part to control for differences across
industries in technological processes. Spending on
fire and police protection is a proxy for the quality
of public services of most ‘concern to businesses.
One would expect the coefficient on both of these
variables to be positive.?” Since energy is usually
complementary to capital in production, one would
expect the coefficient on energy costs to be negative.
Since AFTAX is inversely related to tax burden, one
would expect the coefficient on this variable to be
positive. -

The expected sign of the coefficient on the wage
variable is ambiguous. On the one hand, high wages
might deter businesses from building a new plant,
depressing both employment and capital spending.

estimate the impact of interstate differences in marginal business tax
burdens on interstate differences in the rate of business formation.
25 Capital expenditures are divided by the number of produc-

tion workers in order to scale for the size of the industry in the state. _

As Papke points out, this variable should not be interpreted as an
indicator of the industry/state’s capital intensity. Such a measure
would have capital stock, not capital spending, in the numerator.

2 Only, statewide values, not industry-specific values, exist for,
these variables.

27 Indeed, one would expect an estimate of the relationship
between the dependent variable, capital spending per production
worker, and labor productivity, defined as value added per produc-
tion worker, to be simultaneously determined.
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On the other hand, high wages should induce the
substitution of capital for labor.2

Papke estimated her model in both linear and
log-log form.2> When the model is estimated in log-log
form, the coefficients can be interpreted as elasticities.
Elasticities indicate the percentage change in one
variable that results from a 1 percent change in an-
other variable, other things equal. Thus, the coefficient
on AFTAX indicates the percentage change in capital
spending per worke: that would result from a 1

percent change in AFTAX, controlling for the impact

of other explanatory variables.

Papke’s log-log results are shown in column 5
of Table 5. The AFTAX coefficient is positive and
statistically significant. It implies that a 1 percent
increase in AFTAX results in approximately a 1.8
percent increase in capital spending per capita. This

tax variable had by far the largest coefficient of any -

of her explanatory variables. She also found, as ex-
pected, positive, statistically significant coefficients on
labor productivity and on outlays for fire and police
protection. The coefficient on the average wage vari-
able was negative (although statistically insignificant),
suggesting that high wages at a location deter expan-
sion. The coefficient on energy costs was virtually
zero, suggesting that interstate differences in energy
costs had no impact on differences in levels of capital
spending in 1978.

. Reestimation of Papke’s Model Using 1991 Sample

The author reestimated Papke’s model using
the AFTAX estimates from the 22-state sample and
1991 data on nontax variables. The data used in the
reestimation are more current than Papke’s. However,
the sample is smaller because it includes fewer in-
dustries. The onlv departure from her model was the
definition of energy cost. Papke used average cost
per million BTUs of fossil fuels and electric energy
for both residences and businesses. This measure
was replaced by average cost per million BTUs from
all forms of fuel for the industrial sector only. This
was considered to be a more appropriate measure
since the sample is limited to firms representative of
manufacturing industries. The model was also esti-
mated using an energy cost measure almost identical
to Papke’s.3 '

The results of the reestimations are presented in

2 One would also expect an upward simultaneity bias, in that
capital spending per capita raises worker productivity, which in
turn raises their wages.
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- Columns 1 and 2 of Table 5. Like Papke’s, they show

a. po.smve tax effect, but smaller and not statistically
_51gmf1‘cant. The estimated elasticities of capital spend’-
Ing with respect to AFTAX are 0.36 and 0.72 depend-
Ing on which measure of energy cost is usedl between
20 pt'errcent and 40 percent of Pépke’s 1.8. ’

variab}I: iiait;?vtycror;teh trespect to the average wage

) 0 zero, mu

Papk.e'.s. estimate and statistically i;:ig;?:clli\rt tfl\';n
elastlc.mes with respect to labor productivitv. a g
spending on police and fire Protection, approxifnat?l
1.1and 0.6, respectively, are much larger than Pa ke’y
and statistically significant. The latter estimatepsugs-

This study finds that business
tax climate exerts only a
small, highly uncertain effect
on capital spending.

gests that, in choosing where to expand, businesses
care about the level of certain public services. The -
estimated elasticity with respect to public service levels
is roughly the same size as. the estimated AFTAX
elasticities, but statistically significant. Finally, unlike

‘Papke’s finding, the elasticity with respect to energy

costs is large, negative, and statistically significant.

Accounting for Differences between the |
1991 Results and Papke’s 1978 Results

The 1991 results might be different because they
are based on a model that takes into account a wider .
array of business taxes and assumes a more realistic
geographic allocation of apportionment factors.>! Fur-
thermore, unlike the two Massachusetts tax study
commissions, Papke assumes that throwback is oper-

2 A log-log form suggests that the relationship between capital
spending per production worker and its determinants is multipli-
cative.

3 This measure was the average cost per million BTUs from all
forms of fuel for both residences and businesses, not from just
electricity and fossil fuels.

3! Papke’s AFTAX estimates do not take into account unem-
plovment insurance taxes. Furthermore, she assumes, as did the two
Massachusetts tax commissions, that all representative firms confine
their pavroll and property to either their home or expansion site,
even though they sell most of their output at other sites throughout
the nation.
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Table 5 . .
Estimates of Log-Log Equations Explaining Capital Spending Per Production Worker, 1991
\ . - Papke's 1978
: Results
Explanatory Variable | ) @ 3 (G) ©)
Averagewage | 030 -.018 084 046 - 203
in (AVGWG) o (.142) (132 (.148) (.139) (.335)
Energy cos@—-in‘dustrial sector — -.758 — -.561 . -.001
IN(ECOSTIND) (.263) (.317) (.143)
Energy cost_—statewide -1.152 —_ =791 _— —
INENRGY4) (393 (.480)
Police and fire spending per capita 647 552 677 .632 .208
in(POLFIRE) (221 (218" (220 (214 (.0%8)™
Labor productivity 1.093 1122 1179 1.204 .566
in(LPROD) (149 (150 (.140)™ (.138)™ (126
Index of change in number of
production workers from
1987 to 1991° — — .341 318 —
In(PWINDEX) (.278) (.273)
AFTAX .355 723 1.124 1.362 1.831
IN(AFTAX) (1.828) (1.771) (1.727) (1.669) (843" -
Industry dummy -1.013 -.994 —-.846 -.820 N/R
SIC 232 (.201)* (.204)** (.196)™ (184"
Industry dummy -.187 -.166 -.230 -.208 ~NR
SIC 342 (.150) (.150) (.146) (.147)
industry dummy =112 -.118 -.173 -.180 N/R
SIC 357 (.204) (.208) (-200) (-205)
Industry dummy .585 594 513 527 N/R
SIC 367 (138 (132 (129 (126)™
Constant —4.996 -6.586 -9.845 -10.830 -4.760
(5.198) (4.979) (5.291)° (4.830)"" (2.224)"
R-Squared 87.8% 88.0% 88.7% 88.9% N/R
Number of observations 65 65 63 63 200

2 This index was constructed by setting the index equal to 100for the number of production workers in 1987. Thus
employment declined by 10 percent between 1987 and 1991.

Note: Numbers in parentheses are heteroskedastic-consistent stan

*Significant at the .01 level, two-tail test.
**Significant at the 0.05 level. two-tail test.
***Gignificant at the 0.005 level, two-tail test.

Source: U.S. Bureau of the Census. Annual Survey
Census. Government Finances. 1985-86 and 1990

(1987); S. H. Brooks Co., Inc. (1993); and L. Papke (1991).

of Manufactures, 1991: U.S. Bureau of the Ce
-91; unpublished data from vanous state tax

dard errors (White 1984). N/R: Not reported.

an index value of 90 would indicate that

nsus, Census of Manufactures, 1987, U.S. Bureau of the
equalization boards; Commonwealth of Massachusetts

ative. This assumption significantly affects her AFTAX
estimates.

The discrepancy in results of the two studies
mav also be partially attributable to the difference
in the general condition of the national economy
between 1978 and 1991 and the mix of states and
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industries represented in eac

h sample. Both sets of

results may also be biased by a

failure to control for

differences in economic conditions across states and

" industries.

The general condition of the national economy. While
the national economy was expanding in 1978, it
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was contracting in 1991. Capital spending per produc-
tion worker may be more sensitive to marginal busi-
ness tax burdens during economic expansions than
during recessions. In recessions, business income
is depressed, reducing or eliminating many firms’
liability for profits taxes. The types of investment
projects most likely to-be undertaken during a reces-
sion may be less influenced by interstate tax differ-
ences than those most/likely to be undertaken during

- an expansion.* .

Mix of industries. Papke used a broader array of
industries than those represented in the 1991 sample,
as well as a lower level of disaggregation. The indus-
tries represented in her sample but absent from the
1991 sample may be more footloose and, therefore, more
sensitive to interstate differences in tax burdens.3?

Mix of states. So many differences across states

- may affect interstate variation in levels of capital

spending per production worker that it is-difficult to
control for all of them. Consequently, Papke’s results
may diverge from those obtained from the 1991 sam-
ple because she examined a different set of states.
Failure to control for differences in business conditions
across states and industries. Since the severity of a
recession varies by state and industry, so does the
magnitude of cuts in emplovment. However, there
might be much less interstate and interindustry vari-
ation in the severity of reductions in capital spending
because depreciated plant and equipment require con-

tinual maintenance and renovation. Consequently,

> Cooper and Haltiwanger (1993) argure that, during reces-
sions, businesses tend to undertake acutelv needed ‘‘retooling” of
obsolete facilities because factor productivity is low and, therefore,
the opportunity costs of reducing production during renovation and
modernization are thereby minimized. These investment projects
mayv be less influenced by tax considerations because their profit-
ability is relativelv clear-cut.

** Evidence presented by L. Papke (1987) casts doubt on this
hvpothesis. She estimated separate AFTAX elasticities for the indus-
tries represented in her sample. Four of these industries—apparel
(SIC23). computers (SIC357), electronic components and accessories
(SIC367). and instruments of measurement and control (SIC382) are
similar or identical to those represented in the 1991 sample. In
Papke’s sample the AFTAX elasticities of these four industries
ranked 1st, 17th, 10th, and 3rd, respectivelyv.

" In fact, when the states represented in the 1991 sample are
limited to those also represented in Papke’s, the estimated AFTAX
elasticity nses to 1.0 or 1.3, depending on the measure of energy cost
used. However, in both cases, the standard error is more than three
times the estimate. Ideally, the difference between the two studies in
the representation of each state in the sample should also be taken
Into account. Papke weighted each state equally. The 1991 sample
weights some states more than others. However, since some states
in the 1991 sample have only one observation, equal weighting
would reduce the sample size to 22, the number of states. With so
tew degrees of freedom, estimated elasticities would be prohibi-
tivelv imprecise.
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in 1991 the relative severity of the economic contrac-
tion experienced by a state or industrv may have
influenced its capital spending per worker. Failure to
control for interstate and interindustrv differences
in general business conditions might therefore have
biased estimates of the AFTAX coefficients.

In order to control for this possible bias, the
author included a measure of emplovment growth
between 1987 and 1991 (PWINDEX) as an additional
explanatory variable and reestimated the model
(Table 5, columns 3 and 4). The reestimated AFTAX
elasticities, although larger and more precise than
those reported in columns 1 and 2, are still statisticallv
insignificant.

IV. Conclusion

This study of the impact of state and local tax
burden on business’s capital spending in 1991 found a
small effect that was statistically insignificant. This
finding buttresses existing empirical evidence that the
effectiveness of state and local tax policy as an instru-
ment of economic development is uncertain. While tax
characteristics may affect a state’s competitiveness,
policymakers should view with caution claims that
changes in tax policy will dramatically improve their
state’s economy. Enhancing public services valued by
firms may be a more effective economic development
strategy. '

Regardless of their views on the extent to which
state and local taxes “‘matter,” policymakers need
better indicators of their state’s tax competitiveness.
Too often, the measures used, although simple to
calculate, are inaccurate. The indicator developed and
reported in this article, although difficult to compute,
provides a more accurate, comprehensive evaluation
of a jurisdiction’s tax climate from the perspective of a
rational, well-informed, profit-maximizing business
executive.

Many states with a relatively attractive business
tax climate according to this measure rate poorly
according to those indicators most frequently cited in
public debate. In New England, the most dramatic
example is Massachusetts, still called “Taxachusetts’
by many observers. The analysis presented in this
article affirms the conclusion of tax reform commis-
sions that"have evaluated the Commonwealth’s tax
competitiveness in recent years: Taxachusetts is a
vestigial nickname that does the Commonwealth an
injustice.
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Vigorous interstate tax competition will probably
continue ;into the foreseeable future. The analysis
presented in this article suggests that other competi-
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DOWNTOWN
| REVITALIZATION

By Dolores P. Palma

ince the first suburban shopping malls opened

their doors, communities all across the country

E have been concerned with revitalizing their

Downtowns. Today, a large body of knowledge

has been developed—the “do’s and dont’s” of the trade—

that can be used to guide local Downtown revitalization
efforts '

This body of knowledge indudes myths about Dowm-

. town revitalization as well as “secrets.of snecess * The eight

most common Downtown revitalizafion myths ... and the

ten secrets of Downtown suceess ... are discussed in this
artide.

DOWNTOWN REVITALIZATION MYTHS

Myth #1: If We Build It, They Will Come

This has become known as the “Field of Dreams Ap-
proach” to Downtown enhancement. It centers an the belief
that a community only needs to undertake physical im-
provements for customers and investors to flock to Down-
town

Over the last 20 to 30 years, many communities have
proven this to be a myth. They have done so by implement-
ing massive physical improvement projects that often in-

Poin O3, R T

Myths and Sem*ets of Success

0 e e mie

- ciude new sidewalks, landscaping, street trees, planters,

benches, facade improvements, ete. Thinking that their
work was done, commmumity leaders then sat back and
waited for customers and investors to return to Downtown.
Unfortunately, these communities learned that yhysical
improvements, made an 2 grand scale and made in isolation,
do not result in renewed Downtown vitality.

Myth #2: If We Demolish It, They Will Come

This is the fiip_side of Myth #1 and is known as the
“Urban Renewal Approach® to Downtown revitaluation
This myth holds that if old buildings are torm down and land
is deared, developers will flock to Downtown. And, unfor-
tunstely, there are commumities all across the country that

gtill have vacant Downtown land which was deared in the '

1960s and 19705 as part of this revitafization approach.
Since the days of the federal Urban Renewal program,

community leaders have learned that dearance does not

attract developers to a Downtown whose market is weak.
Since that time, communities also have learned that struc-
turally sound old buildings—no matter how run-down they
might look at the time—ean aften become a tremendous
draw if they are renovated and their architectural character
is preserved. It must be noted that the costs of rehabbing an

e e - P
PN P [T . FRCEN

“Evolve or die” must be the motto of Doumtoums in our country today—if they are going to survive and
thrive. Commaunity leaders have knoum for years that therr Doumtoums had to change in order to succeed.
However, until recently, Dounitoum revitalization was a new field being championed by pioneers forced to
operate on a trial and error basis. Today, Dountoum revitalization ts no longer new. Those in the field can
rely on a body of knowledge amassed from the experiences and successes of others. This body of knowledge
tncludes myths which must be dispelled, andsecretsofmmesst}wtoanbeusai,lommawsﬁd
JSutures for Americas Doumtowns.
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Myth 2. The Areada Theater in -
St. Charles, IL, was restored and
now draws apprazimately 5,000
people to Downtown each week.
The new Starbucks, in the build-
ing’s corner retail space, attracts
mowie goers and adds to Down-
toum’s nightlife (top). Myth 84,
New Anchors—The farmer's mar.
ket in Old Touom, Alexandria, VA,

SO Um 8 b iae i . —— e o e .. ...,

testmedmuisﬁnnemdﬁzmﬁm
mnmda]mlmhﬂnsmmtnday. :

Myth #3: If We Complete One Major Project,
They Will Come ‘ o

This is the *Silver Bullet Approach” to Downtown revi-
talization. ltholdsﬂutifaconmunityidentifnsandimple-
mmlsmieke)znujorpmjenthen'wuythirn‘gdsewmuke
mofmch'EmplsdmmnmﬁﬁsMnmnedﬂ\e
Silver Bullet Approach are those that bt Downtown
convention centers, festival marketplaces, parking struc-
tures, or pedestrian mall—in isolation. Unfortumately,
theseconunurﬁﬁeslmmedmeimdnyﬂmt}ueism
silver bullet. Instead, successful Downtown revitalization
requires a multi-faceted effort that addresses all of a Down
town’s key issues. '

Myth #4: If We Can't Get a Department Store
toComeBaektoDowntown.DownwwnWm
Never Be Healthy Again
'Ihisiskmwnasthe'lhdjtionalAnderppmd'to
Downtown revitalization. It is true that—except for tre-
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mﬂaﬂyhahhynowm—thedmmdm:g
ammdmmnmwmwnwwnmmy
sﬁm.However,th‘sbctdosnadimteMaDuwmawn
cn 1o longer be healthy. Instead, the most successfil
Downtowns today are those that have redefined the con-~ _
cept of “Downtown anchors.” ’
Aﬂmﬂnmbawnwwmmenbmdngnew
mnnﬁismﬁﬁngﬁmbyprm:gmm
thaglndln,ﬂ&hntowman&paiamW '
vitality,withmtatndiﬁanldemrumstmandm ’

Mythlﬂ:WeCnn‘tGet:Depcmntsm
tolmblbwntawn,SoDownwwnCanNo
Longer Suppart Any Kind of Retail Trade
'Ihis'sﬂle'BigRetaﬂwNoRetaﬂAppmdx'tn
mmmhhmumm
d‘mﬁtingamjor,mﬁomldepammmtomst
Duwmnwmtodaymlﬁnlt'sahomthaﬂewbwn-
towns today can be considered to be primarily retai
mxﬂomqthaetmﬂ'sahnedomtwethu
Downtown carmot support 2 degree of retail trade.
hh.mqmwm“mm'undmm

' by definition, a healthy Downtown is one that, contains some

degudlaﬂuﬁvity'lhisbdierhdththatithmﬂ '
tndethath-hppedsuimtoDownwwn%uidemngnd,
Mae,givsDownwwnabokohdivitymdhahh.
Mae,mmhowhanhyaDowmhemuy
mﬂy's,wiﬂnnm'degmeoflaaﬂhdea&wm'n
willlaokdad.('nmiswhymst,ifmun,Dowmn
mhﬁnﬁmpmopmﬁnghthismmwy
mﬁnamﬂmmﬁonmpuumhd,mnyoﬂhm
Downtown programs have been successful in

ing, and increasing, their Downtown's retail bese.

Myth s@: Omnpoﬂﬂmhnldfornnsln-
This is the “Head-In-The-Sand Approach” 1o revitalizm- -
ﬁmhmudaldis&ﬁcts—botholdmdmw—thtm
unnmwmﬁﬂmth'smwwdaymmosehwlﬁdi
simihrandeompaublebtsinessesmloczmdsidebysidein
mnverdentgrw;irlgs'lhen'smnpleaﬁarmpkh '
ﬁﬁsmmhydeamdzldistrhswhiduhvepmmm_
Uedl&aﬁxgdmxpahbkh&rmesisamﬂnyvuygwd
for business, ‘
Rather than providing dangerous competition, the dus-

mammmmmmm }
-Unedustar—uﬂadxofthebusi:minit—mnlnpeto

draw. This multiplier effect occurs because a cluster of
hshmhmeappahngwam—mmof

. -convenience and variety—than is a single, stand-alone busi-

nes'haefon,wstormhaveaw\dmcytommetou\e
duswedbusinessesmlzgernmnbexs,andtospendnm
doﬂnsmhﬂ\sedl&e!s,unnmeywmﬂdalasingh,
testination bus

Progressive small business owners in Old Town Alexan-
dﬁa,\’n'gima,}nvepmventhismythisfahebymmngw



initiative themselves to create several business dusters.
Qnofﬂmedustas,whidaisabaﬂﬁu’eebhdcshxg,
includes 2 variety of home furnishing businesses—where

customers can find everything from traditional rug and

lamp stares to shops that offer creative home accessories,
dal effects for the home.

Another business duster which is budding in 0d Town is
a French duster Within one block, four businesses have
opened that all offer Gallic products. These are a French
linens shop, a French pottery shop, a French home firnish-
ngs shop, and a French restaurant. -

o Mythl?:i‘orncwnwwntonew

- Downtown's Retail Businesses Must Keep
Uniform Business Hours
During the last several years, many Downtowns across
the country have included, as part of their revitalization
-efforts, attempts to standardize the hours of operation kept
by Downtown retailers. This is known as the “Let’s Pretend
We're a Mall Approach® to Downtown revitalization. Given
the independent natire of Downtown business owners, and
the large mmber of business owners in sy Downtown, this
Recognizing that a single set of uniform business hours is
. difficult to achieve in 8 Downtown, and possibly not advan-
tageous to the districty retailers as a whole, the most
 successful Downtown enhancement programs today are
promotng “market driven business hours.” With this ap-
proach, retail businesses keep hours that best meet the
needs of their targeted customers. By daing this, and by
_coordinating their hours of operation withieach other, these
_ businesses are ahle to accommodate and share customers.
In addition, many Downtown small business owners are
finding that keeping hours that are convenient for custom-
ers often means shifting to smarter hours rather than

Myth 48: If We Had More Parking, They
Would Come! '
_MSMMM:S@WAM‘!ODWD—
* town revitalization. This myth holds that all of Downtown's
ills stem from a lack of parking. Those who bebieve in this
myth daim that eustomers have left Downtown for shop-
pong malls beczuse malls offer customers seas and sess of
parking which is aften (but not always) free. Therefore, the
make Downtown's businesses competitive with the malls
and will make customers return to Downtown.
Unfortumately, communities that have gone to great

expense in creating Downtown parking lots and decks,

without makeng other needed tmprovements in their Down-
towns, have learned the fallacy of this myth. Their new
parking facllities remain as empty as therr Downtown
mlnfid.,mnyofﬂ\emorepmgmveDowntown
leaders across the country now say “we need to create a
parking problem in our Downtown” because this will mean
that Downtown stores are busy.

In fact, in the vast majority of Downtowns where there. is a
parking problem, i is ane of parking management rather tlian
nqm'kingsmm‘smgthzthemdprﬁng
MMEMMWRM\W

° Damwnmqﬂoyesmmmmmmrk-

ing in spaces nearest to businesses; and

o Downtown's public parking faclities are often not

clearly marked with signs.

'Ih'spobhnmbersdvedthwgbbatsmnge-
ment of the parking supply—and often does not warrmt
THE TEN SECRETS OF DOWNTOWN

Secret #1: Form Partnerships

Over the last 20 years, many communities have formed
public-private partnerships whose mission was to enhance
Downtown. In these partnerships, the public sector and the
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Myth 82 The aitv of Cooperstille. M].
tmproxed Dutentinen parking wath highh
tisibie and atiructive signs that identify
public parking ureas.

V.
[

and each sector carried its weight to reinvest in and
reinvent their Downtown.

Going beyond that, the most successful Dovmtown revi-
talization programs today are being spearheaded by prirute-
mbﬁcpaﬂnus)ﬁ;nhnfamcofﬂmepammﬂﬁ;sm
new. First, they are spearheaded by the prvate, rather than
by the public, sector. And, secor, they are often the vehide
for bringing together all the major constituents which exit
and operate in Downtown. This includes not only the
busirneseseﬁoruﬂﬂneplﬂkmm:hndmd\icmﬁ-
zations, existing organizations involved in Dovmown, and
community residents. Therefore. the new breed of Down-
town partnerships are often private sector<lriven umbrella

organizations.

In North Carolin, Downtown Monrve, Inc_ i 2 perfect

example of a private-public partnership that has united
Dovntovn’s diverse constituent: from both the private and
mbﬁcmmtasamkofﬂdsmﬁfndeﬂmbo\m
town Monroe, Inc, was able to stimulate $1.6 million of
private reinvestment in a 12-month period from 1993 to
1994, - ‘

Secret #2: Know Your Vision
The pro-active and succesful way of revitalizing Down-
town i to define a dear, community<criven vision of where
You want your Downtown to go. The defined vision must be
reali<tic arx must be shared by the business community, the
ci\'iccornmnﬁmtheln!gmwmnt.m&thmdthe
community. . - '
'misslmalmmnﬁty\ﬁonshwkldefmm
Ajmkﬂnevayhstwbﬁmtmmmbeﬁwmsﬁun
nox?" The next two secrets of ‘sucress—a Downtown
mﬂwtu%mdhsi:mphn—wemuialhm—'
mgmtﬂnvﬁmbmﬁakuﬂaggmiyhnm
In Medford, Oregon, the business community and the
Citygmmmtwgetbumﬂmiedanwsi\'evﬁm
ing process. This invoived reaching out to business ovners.
property owmers, City employees, local residents, and local
organizations to. get them involved in defining their pre-
ferred Downtown Merdforrd. So successful was the outreach

RN Y
oI

DR = g
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effort, that the Medford Urban Renewal

Secret #3: Be Market-Driven EL

Conducting a Dovwntown market analysis is THE eritical’
fnstsxepfol-smshIm‘halizingDmnnmmAmiﬁa
market analysis is an economic 0ol that Downtown earmat
suceeed without. lxisatooldntde\‘ebpasdm
mlls,maﬂmas.anletmlk.etc.mldmdohﬁm,. >

witmn.Aleommemah'dphyhgﬁaH.Don-“ o
tmrn‘tm\ﬂm—\rludnmmhmmm“
owmers, real estate developers, and City Hall—must have "_5
the same information at their disposal : -

'lheﬁeklofDmnsAppmdno'Dommmb- ;

tion mentioned previously—*Ifwe buikiit they will come”—
has proven not to work. Instead, the successful approach to
Downtown revitaliztion is much more bottom line oriented
mlh&'nes%ﬁke.Taﬁngahmmwmm
tovn's future means: '
© Knowing who Downtoun’s customersare; -
. @ Knowing who Downtown’ POTENTIAL customers
e, .
) Dammwwmmmiuﬂum
mlpmemialmmmtuhy:
oAmiu'lntingmm_\'wﬂlmtmr,ud
® Providing thove things in a quality and dependable
ln(}ml&}ﬁdﬁmamp!dms‘\'emwyfs '
was completed to determine Dovntown's economic oppor:
mi&MLmnh«ianedhﬁmphn-«baM
inSccaN—\muaf(edierntmm(huxh,mingth
market analvsis as its foundation. In an interesting twist,

Omh'slulasdeddedlotake%upsl_mo(

determining how dlosure of Wurtsmith Airforce Base would
affect u\eo\'aﬂecumichulthofﬂnmmy.
Secret #4: Use a Business Plan

Businesses that operate acconting to a business plan are
more succes<ful than those that donY ... and the same is
true for busiess districts. The most po-active Downtown
partnershiy: are stauting their programs by defining @ cleur
cwse of action that i aggressively implemented in a
timely nenner. The Downtown business plan spells out u
cowse of action that will enable Downtown to attain the
defined community vision of Downtown sccess and capture
the economic opportunities revealed in the Downtown mar-
ket analysis.

The Downtown business plan shoukl prugram these
actions by detaling when each action will be started: when

-each action will be completeck; who will be responsible for

each action: low much each action will cost: and! the sources
of necessary funls. .
~ The business plan for Downtown Oscoda hyrota .

" course of action 1o address business retention, business

recruitment, physicd improvements, Downtown investment,
marketing, and management. Andl, the business plan in-
cludes a detaild Action Agenda which programs steps that
will be taken to improve Downtown over a 12-month period.



#5: Dare to Be Different

" To succeed economically, Downtown must create. arve
out. and become known for a particular niche in the mar.
ketplace. Dovmtown cannot compete headon with the malls
or with the discounters and expect to win. Instead, Down-
town must pursue an economic niche that will aliow it 1o
successfully co-exist with the malls and the discounters—by
being different and unique. ‘ '

More and more, this has come to mean that Downtown
must create its own “economic themes.”™ The goal of Down-
town’s economic themes is to make Downtown distinct so
tlmit\villstmiomht}nnﬁndom\emstmm:

Downtown’s economic themes are created by clustering
together businesses—such as apparel or antiques or restau-
rants or home funishings, etc—that appedl to pruticular
customer groupr. By clustering simiku businesses near
each other; thee businesses become more convenient for
customers and Downtown becomes known for those busi-
nesses. In this way, Downtown takes on an economic
theme—or focus—that makes it distinct and distinctive,

Secret #6: Foous! ’

Inaﬂbutu:esmanstofmnuniﬁs;meDmmw\m
area is physically too large to revitalize in one bite and
Downtowns issues are too numerous to tackle all at one
time. And, in every community, Downtown advocates and
skeptics alike want to see visible improvements occur in
Dovwntown immediately.

Because of this situation, the most successful Downtown
enhancement programs are those where fimited resouives—

]

Ume. energy, money, stafl, volunteers. ete—have been

focussed in well<lefined target areas. Concentrating re-
Sources in target areas breeds success becauseit makes
revitalization of the entire Downtown seem manageabjle
over tme; it makes Downtown's issues seem Jess over-
whelming when they are resolved one at a time; and it
allows tangible results to be clustered <o that thev become
more visible more quickly than if they were scatterel
throughout Dovwntown. : ‘ '

Secret #7: Be Self-Sufficient

The days of firxt looking outside your community for a
Downtown savior—whether that be a new business, anchor:
investor, or furkier—are over: Instead. 10 be successful,
Downtown leaders must leamn to become self-reliant asd
resourceful This means that Downtown organizations, Down-
own professionals. arkl local government officials must
become adeyt at spotting and nurturing local entreprenew
and getting them 1o locate Downtown, | addition, these
same Downtown constituents must also “put their monev
where thet mouth is™ when it comes 1o fnancing theu
"Downtown enhancement effort—rather than expecting
funders from outside the community to bankroll their Dow)-
town’s future.

Secret #8: Return to Old-Fashioned Values

The most successful Downtowns in America are—an|
will conunue to be—those that have realized that they:

moting the special, historic appearance of Dowrntown; pro-
motjngDoummmasmecommity'swdaLadmm
entertainment, residential, professional office, and family
eentez:am]su&dnglhemnununitypridet}mmsuhsﬁwn
a healthy Downtown.

Secret #9: Be Pro-Business AND Pro-Quality

Within any given community, business ownerx and real
estate developers have man\ options when looking for
location in which to invest. For Dowmtown to be the
investment location of chaice. the local government must be
pmbusines&ﬂﬁsmeansmidngng\ﬂaﬁmtlm make jt
hard to operate a business or invest in property in Down-
town. Being pro-business also means streamlining govern-
Ment. processes (codes, planning, licensing, etc.) so that
investors can go into business as quickly as possible in
Downtown. - -

While being pro-business is essential to Dovntown's
success, it must go hand-in-hand with being pro-quality.
This means that local government should not—and must.
not be pressured to—forego quality in orver to attract
investors to Downtown. Instead, City Hall and the Down-
town business community must Jointly convey the clear
message that Dovntown welcomes quality business own-
€rs, property ownery, and real eate developer~—those
who will operate qualit \ businesses. maintain quality prop>
erties. and reinvest in these investments, Andl, that the local
government i+ ready and able to be aggressively pro-
business for such investors.

In Miamisburg. Ohio, Mayor Dick Church has furthered
Downtown’s enhancement by creating a “one-stop-shop” in
City Hall This involves having the City’s emplovees who
deal with planning. development, building codes, and fire
codes work together as a team. The City’s “one-stop-shop
team” means a business ovTer, property ownel; or real

COMMENTARY / Summer 1985 27

Secret #2. Citizens porticipate in defining
a Center Citr tision, with the help of the
Medford Urban Renewxl Agency in
Medford, OR. (Credit: Gregory N. Leiber
PhotoQuest)
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Downlown Myths

L If we build it, they will come.

2 1f we demolish it, they will come.
aﬂnmlaemmjwpojea,ﬂzywmm
4 1f we can® get a department staore to come back to
Duwntnwn,Downtownwﬂlnﬂu'hehmlﬂlyagah
&%m’tguadq:ummétohutebwn-
town, 80 Downtown can no knger support any kind
of retail trade. . '

6 Campetition is bad for business. =~~~
7. For Downtown to be successful, Downtown's retai
& If we had mare parking, they would come!

Dovmtown Secrets of Success

L Form partnershipe.
2 Know your vision.
3 Be market-driven.
4 Use a business pian
& Dare to be different.
6 Foax!

7. Be self-sufficient.

9. Be pro-business end pro-quality.
10. Know the indispensable “Five Ms."

estate investor need only go to one location in arder to
obtamanmqmed(itypumtsmdwwah‘lhsm

-bdassmﬂby(}tyﬂalllmsamda:n&gem
. Mim'shngwqumlityhvestuswi:hopmm

Secret #10: methn Indispensable “Five

- Ms”

- While our Downtowns should not try to—and are not
successful Downtowns are those that have learned and
bu‘mwedﬁvebestmngmmt‘lednﬁqtmﬁomﬂ\emlh
These include the Five Ms described here.

‘ oMmmgemt—‘DtDmmwwnmrUusﬁpslmldﬁm-

tionmuchasas)nppﬁngmanmnganmtaxn;nny

does. .
oMardenmdadge—meDomtnwnaﬁmmnanm

. gram should be based on a market analysis that iden-

tifies Downtown's niche and targeted customers.

® Marketing—The Dowrtown enhancement. program

should include a multi-faceted marketing campaign
that allows Downtown and its businesses to communi-
~ cate with the targeted customers.

o Maintenance—Downtown must be appealing by keep-

MgmglmeIthforbmhpﬁntemd
public property. '

* Money—A goal of the Downtown enhancement pro-

gram should be to create a financing mechanism that
ensures adequate, predictable, and reliable funds with
which tv implement the Downtown revitalization ef-
fort
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THE TOP SECRET OF SUCCESS—

DOWNNWNPARTNEBSHIPS
What makes some Downtown enhancement

programs
. succeed in reaching their guals and others fail? Communi-
‘ﬁstmmﬂMMgDowmwnm T
,lnrunanmgnmsh\'emxdakeytoﬂ:isquesﬁar )

thaemstheaspedalldrﬂotmngemanmﬁtyinphm
that is responsible for spwhadmg the Downtown en

ships whose mission is to enhance Downtown. In these
mﬂmwpﬂﬁcmﬁemwmﬁn&vic
sector, and the commumity-at-arge join together, make
mmmmmmmwmm
in—and reinvent—their Downtown. And, as mentioned

Programs today are those where the partnership is driven

bythmmmhthnbyﬂnwhﬁcm'l\\&

mshplﬂownuwmmn%byuaﬁnmmphn
together, make decisions together, and work together to
make their enhanced Downtown a reality.

The Downtown Partnership's Role—Typically,

Dwmmshipmhmedtoﬁmhefdbwhglde

o Actasthe umbrella Downtown arganization that unites
mdmwnkhymhphmingudm
h'thebenmd'Duwnwwnaawhde,

© Spearhead implementation of an action-ariented Down-
town business plar;

omudmlﬁmﬁehdashipmywim
plement the Downtown business plan;

. Gamer an adequate level of resources—staff, vohun-
teers, funds—to successfully implement the Down-
town business plan; - -

© Reach out to and inciude Downtown's key constituents
and the commumity as a whole in the enhancement
effort: . _

© Inform and communicate with Downtown’s key con-
town's users; ‘

® Set a high standard of quality for others to follow:

© Act and stimulate action by others; and

OBethewm-yadvoazeforDuwnwwnmditshnpor-
tance to the entire community.

Thehrtnenhip’uSMm—'IhDownwwnm

nership should bring together, coordinate and leverage the
wukofDumnown’skeymsﬁum'Ibmxp&hthis,

Downtown .partnerships are often incorporated as non-

profit organizations that are structured to have the follow-

ing elements:

@ A board of directors, comprised of representatives -

e fmntheprivat.eandwbhcmrs,tomuge,over-'
see,andimplenmtmeDownwwnmharmnmtpm-

gram, .

o Standing programmatic committees, comprised of vol-
unteers and responsible for implementing the various
parts of the Downtown business plan;



o If necessary, temporary task forces created to resolve
special ixsues facing Downtown which are then dis-
banded when their work is complete; and

o Professional staff to provide the technical and manage-
ment expertise necessary so that the board. commit-
tees. task forces, and volunteers of the partnership can
successfully implement the Downtown business plan.

The Partnership's Tool Kit—To successfully enhance

DowntowT. the Downtown partnership will have to unite a
wide variety of Downtown constituents (both individuals
and organizations) and move these constituents toward
common gous. This will be a challenge—given the large
number of Downtown constituents which exist in any
community. To meet this challenge, the Downtown partner-
sl must havean adequate 7tool kit.” The tools that the
pautnersiup will need are described fwther:

« Downtown Vision—One of the Partnerships first
jobs: will be to unite Downtown's constituents around a
set of commonly shared goals. To accomplish this, the
Downtown partnership should invite Downtown's con-
stituents to define a cdlear and shared vision of Down-
town's future, as was mentioned previously.

o Market-Driven Actions—To succeed, the Downtown
enhancement program must be business-oriented. There-
fore, the market analysis is essential. And, the findings of
the market analysis must drive all Downtown improve-
ment actions—including all of the private sector’s busi-

ness decisions and the public sector's governance ded-

sions. How 10 market Downtown. which business hours
to keep. which types of streetscape improvements to
medke. what types of businesses LOXROUIT, etc., must allbe
busedl on the results of the TaTKet analysis. In other
wortls. Downtown must be treated like a business—since

1 1< a1 economic entity that will succeed or fail based on -

how well it serves its market

« Marketing Campaign—Downtown’s customers and
potential customers are sophisticated and smart consum-
er~ who have many shopping options. And, they are
constantly being bombartled with sophisticated market-
ing messages. The most pregressive Downtown partner-

" up< in the country today have realzed the need for a
muketing campaign that 1< every bit as ywofessional and
comprehensive as the competiions. For preatest success,
the campaign must be of high quabity. be based on the
market analvsis findings. and must stress Downtown's
economic themes and overall mage.

o Financing—Garnering an adequate level of fund-
ing—that 1>, a level that allows the parership to
implement the busines: plan in a tmely and quality
manner—is critical for program success. Therefore.
ymmediate and aggressive fundiaising is often 2 high
pnonty of the Downtown partnership. In the most
successful Downtown partnerships, furding is sought
communty-ieide and from both the private and public
sector—with private sector contiibutions out-weighing
those from the public sector.

S

How to Form a Downtown Partnership—How i
a Downtown partnership typically formed” While the sce-
narios vary from one community to another, the following
steps are typically involved. '

l.Oftm.ahandﬁxlo!pmglssiveleadus-ﬁvmhoth
the private and public sectors—comes together. These are
individuals who believe that their Downtown's current state
is unacceptable. who believe positive changes can be made
in their Downtown, and who are committed to working
together to make those changes occur.

2 ‘This group of leaders approaches entities nvolved in
Dovntown—such as the local Chamber of Commerce, the
Dovntown Merchants Association, the Jocal government.
ete—and aske for their endorsement and participation in
forming the partnership.

3. The leaders-and participating entities come together

as a group to discuss how best to form the partnership.

4 Sometimes acting as a steering committee, this group
identifies Downtown's key constituents from the private
sector, public sector, divic sector. and community-at-large.
These ke\ constituents often include Downtown business
owners, Downtown property owmiers, bankers, utility exee.
corporate and industrial leaders, management of local me-
dia. and local government elected official.

5. The steering committee asks representatives of the
kev constituencies to serve on the partnerships board of
duectors. : _

G. The board of directors commits to developmg Down-
town's necessary “tool kit™—a shared vision for Downtown.
a realistic Downtown market analysis, an action-onentes|
business plan. and adequate financing—an! to spearhea-
ing the enhancement effort. .

It i not uncommon for steps 3 and G to be reversed—
with the partnerships board of directors formally being

" created after Downtown's <tool kit” has been developed.

Ths approach entails the steenng committee staying i
place until the tool kit is developed and then creating the
partnership board. This scenario is sometimes used 0
ensure that the partnership will be structured in a way that
allows for successful implementation of the enhancement

program.
COMMENTARY / Summer 1955 29
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Secret =9, Miami<burg. Ohio. Meamisburg’s
Movor Dict Church created a “one stop
shop™ at Cury Holl to make it as easy as
possible for quality businesses to open ond
expand tn Downtourn.



ENTREPRENEURIAL
PLACEONEARTH

What it's like to build a business in East Cambridge, Mass.
BY LIZ ROMAN GALLESE

think vou get hooked on the adrenaline. And terror is part of
what makes the adrenaline flow.”
The speaker is C. David Seuss, chief executive officer of

Spinnaker Software Corp., a producer of inexpensive office and
education programs for personal computers. Adrenaline? Terror?
Founded in 1982, Spinnaker blossomed through 1984, contracted by
more than half, expanded again this year. All of which is normal for
any ambitious fledgling except for one factor: the company is based
in East Cambridge, Mass., a tiny neighborhood that is perhaps the
most entrepreneurial place on earth. And that, say the people who
build businesses there, makes the highs higher—and the lows more
devastating.

Bordered by the Massachusetts Institute of Technology, just
across the Charles River from Boston, East Cambridge covers less
than a square mile. A decade ago it was a wasteland, its streets
crowded with gargantuan old factories, some still reeking of the
soap once manufactured there. The industrial canal on the neighbor-
hood’s northwest corner was a storage area for highway salt.

Today those same streets are brushed clean and lined with
sidewalk cafés and trendy shops, many of them renovated to look
smartly old-fashioned; the canal has become a focal point for a
polished new office-and-condo development. But the change may be
even more dramatic behind the facades.

B Roughly 10% of Massachusetts's software companies make their
home in East Cambridge. Nearly one-quarter of the state’s 140

. _ biotechnology companies do too. In all, says David L. Birch of

Cognetics Inc., some 17,000 new jobs have been created in East
Cambridge over the past eight years.

"M At the American Twine Office Park, in the middle of East ¢

B Roughly 3.5 million square feet of new office space have been |
added to a base of 2.2 million square feet over that same eight-year |
period, according to the real-estate firm of Spaulding & Slye. Metro-, -
politan Boston may be suffering from cutbacks in the defense and .
computer industries. East Cambridge has scarcely noticed. '

Cambridge, developers had expected to lure law firms attracted by ;
the nearby courthouse and big companies desperate for presentable
office space. What they got instead were tiny businesses such as

Inscribe Inc. (which computerized Ronald Reagan's signature) and ;

Funk Software Inc. (which tirned the unwieldy Lotus 1-2-3 spread- |

sheet right side up). b

“The building wasn't intended to be a high-tech incubator,” says ,:
Mitchell Roberts, marketing and leasing manager for the develop- |
ers. “That came as a surprise.” Some 50 to 60 young companies have

been based at American Twine since it opened in 1983. S

And what is it like for an entrepreneur to do business in a place s
jam-packed with compatriots? At Spinnaker, what Seuss calls the

* ‘adrenaline and the terror coexist with more pedestrian factors. ‘

Spinnaker’s proximity to MIT makes it easy to recruit programmers,
and to take advantage of the pool of students seeking part-time
work. The company has also been able to expand and contract
without difficulty; with so many fast-growing companies looking for
space, says Seuss, you can sublet yours when you're on a downward
spiral and rent someone else’s when you begin growing again.
Then there’s the onslaught of professional-service firms: Big
Eight accountants; slick public-relations outfits; tony consultants
fike Alliance Consulting Group, spun off from Boston Consulting
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for
-ard

‘good product,” says Janet Axelrod, the

)

Group—even a day-care center, Bright Horizons. Al offer help, -
albeit at a price. “That phone will ring, and you'll have no idea what .
question will come over the line,” says Joseph S. Tibbetts Jr.; the
Price Waterhouse partner who founded the firm'’s Entrepreneurial
Service Center three years ago. “A guy will say, ‘1 want to fire my.
chief financial officer—how do I do it?” ” Robert Johnson, a venture
capitalist, launched Founders Capital Partners two years agoto - -
bridge the gap between good idea and start-up; he helps entrepre-
neurial hopefuls get their acts together. “East Cambridge is sort of 2
primordial soup,” he says. “You have to be down in the weeds
to catch something new.” R il
The company that stands as a symbol .
of all this—a focus of envy as much as of
admiration—is Lotus Development Corp.,
which in 1981 had but three employees.
Two years later, when it shipped the -
software package that changed the
way American business did its num-
bers, Lotus became the ultimate all-
American success story. “You know,
tremendously quick success, with a really

company’s first hired employee.

Axelrod was in part responsible for ‘ &
bringing the company, now a nearly $500-million giant,
to East Cambridge. Having shipped the pathbreaking 1-2-3
program from its old headquarters on the city’s west side
Lotus had to grow more rapidly than expected. So Axelrod
found a decaying glue factory on First Street in East Cambridge.

what it is today. Lotus’s eight East Cambridge locations constitute a
campus of sorts, connected by a line of ubiquitous white vans with
the company’s name prominently displayed on their sides. And .-
Lotus, some say, provides the inspiration for the area’s other . -
entrepreneurs. “You can't look up to IBM and say, T'm going to get
there some day,” " says Noubar B. Afeyan, 27, founder and executive
vice-president of Perseptive Biosystems”lh‘c.r “But Lotus—that isn't
so far away.” Indirectly, Lotus even symbolizes the downside of
entrepreneurship: founder Mitchell Kapor left Lotus in 1986 for
another start-up, this one called ON Technology. And since ON
hasn't et lived up to expectations, Kapor is now in the same -
maybe-we-won't-make-it boat as everyone else.. " o
Indeed, failure may be the real terror of doing business in an
environment so crammed with hopefuls. At The Office, a facility
where the newest entrepreneurs can rent a room or two with a desk

Once an industrial wasteland, noiw's high-tech ineubator -~ -

and phone, 25% of the tenants don't survive. Neither doalot of
better-establishéd companies. When Afeyan moved into new quar-

" ters on the edge of East Cambridge, the first thing he stumbled on

were the business cards of the former tenant, a company that had
gone under. For Charles Digate, a former Lotus semior vice- -
president now launching a software company called Beyond Inc.,
seeing the tenant across the hall fold was a moment of truth. “T was
happy when they took the name off the door,” he says, unwilling to
see so flagrant a reminder of failure. .
Excitement and fear—adrenaline and terror—exist in un-
easy symbiosis. At the headquarters of booming Inter-
leaf Inc., CEO David Boucher points admiringly
™ to the spiral staircase winding like aspine

> through the center of the facility. The building,
% Boucher explains, “fosters a sense of oneness—
that we’re all in this together.” Other entrepre-
neurs in the area echo Boucher’s sentiments.
Asked about doing business in such an envi-
; ronment, they talk about the easy flow of ideas
from campus to company, about the sharing of
ideas and facilities among start-ups, even those in
the same industry. - :

But the ever-present specter of failure appears

: to have produced exactly the opposite effect: a

- nervousness, a recoiling from one another. Digate, in fact, says
““a notion of privacy” is really what pervades the area. “People are
ery loathe to talk about what they are doing. I think that's part of

~ the [East Cambridge) mystique. People know there’s so much
© going on, and they don't know what it is. There's this underlying
That decision, along with the closeness of MIT, has made the area ..

anticipation that some day, somebody will come up with something

- brand-new.”

As East Cambridge matures, many believe that rising rents will
put an end to the freewheeling entrepreneurial culture. But as
Spinnaker’s Seuss says, more than a few company founders may

 alréady be hooked. Late last spring  talked with The Saddlebrook

Corp.’s founder, Mike Kinkead, in his spectacular office, the Charlzs
River a sparkling ribbon of blue under the Boston skyline. At the
end of June Kinkead was out, fired by the company’s venture
capitalists. A month later the business itself was padlocked. )

Launching a new company right away, Kinkead found space fast
in suburban Wellesley. But he dreams of finding space in the +
environment he knows best.

“There’s real magic in East Cambridge,” says Kinkead. O

Liz Roman Gallese is a free-lance writer based in Wellesley, Mass.
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uaranteed Graduates. ;
It’s more than just a term that trips lightly off the tongue
It’s 2 new attitude in public education, buckmg the popu—
lar trends in education circles :
while fitting right in with manu-
facturing and service industry
trends.

The attitude goes like this: “If we
don’t get it right the first time, we’ll do
itover.”

i As far as Expansion Management

|  can discern, the term Guaranteed

' Graduates was first used officially in the ,
small community of Plainfield, Ind. Since then N ,,
the term, the process and the attitude have begun to
spread. Cities and states, and their politicians are
ulking about making studems who are making the
grade. :
If you hire a graduate of the Plainfield Commu-
nity School Corp., the district guarantees that the
student:

“... will possess the appropriate

math, reading end communication skills
necessary to perform the job for which be
or she bas been employed. If not, the

school corporation will provide instruction
and remediation in the deficient avea at no
cust to the employer or the graduate.”

“This need came out of our Business-Education Ste
ing Committee,” said Plainfield Superintendent Jerry - e
Holifield. “Local businesses have been very suppomve of
this initiative.” :

Holifield reports that in the five years since the program :
was first conceived, not a single studen.. has been referred '

Gold Medal graduate-
to-be, Paige Harris
of Franklin, Tenn.

lee a graduate, geta warranty'

By thlene Morton, EQ Research Director
and Jack R. Wimer, Editor

back to the school for addmonal training. ,
“I wish we did have some come back,” Holifield said. “It

~would send a good message to the other students.”

It’s not surprising that

Plainfield isn’t getting any
warranty returns. When
we evaluated the school
System a year ago in a spe-
cial project for PSI Energy,
Plainfield scored an impressive 130
in the graduate outcome score,
with an overall EQ of 115.4, mak-
ing it the fifth highest scoring
- district in Indiana. Those scores
: would give Plainfield a Blue Ribbon in this
+year’ scoring.
But is this emphasxs on education quality really
‘ that important to site locators?

“We eliminate numerous communities on the
basis of inadequate public education systems,” says
professional site selector J.M. Mullis of Collierville,
Tenn. “The companies we represent are extremely
' interested in education.”

" That statement is even more potent when you

- consider Mullis represents such giants as Boeing,
Federal Express, Allied Signal and Harley-Davidson.
Additionally, the American Society for Training and

; Development estimates that businesses in the U.S.

. spent $55 billion last year on training.

. How we rank them

[ ’Eor our sixth annual Education Quotient, Expansion Man-
o égmimt examined the records of 770 school districts from

" across the country and has published the ratings in the tables
x that follow.

Reprints of the 1996 Education Quotient are $6. To order, call 913-381-4800. * ,
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Average Academi

ACADEMICS

SPENDING ‘ —_

What we found were school districts that score academically
far beyond their financial means, districts that spend a great deal
of money and achieve very poor results, and, mostly, those that
fall in the middle ground.

This year, continuing a popular feature we started in 1995, we

" CROSSROADS
BUSINE_SS CENTER

Pre-permitted 150 acre site

on Interstate - 95
Two main railroad lines
adjacent to International Auport
Deep water Port
All utilities at site
located in Savannah, GA
call: Elinor Minshew

1-800-673-7388

- Indicate information aumber 28
88 / September-October 1996 / Expansion Management

SO

| The EQ Pnce-Perfonnance Chart

&:
NG 4

Green Light

TR ) ,
have simplified the inter
tation of our scoring sys
by assigning color-codex
descriptors to districts b

* on where they fall on ot
price-performance char
graphic on this page.) .

Gold Medal districts
those that score well abc
the national average in 2
mics and community ed
tional atainment, and w
spending is also well abc
national average. Much
an expensive car, these 3
tricts that ane would exy
be competent and mmf

. able due to their price.

Blue Ribbon distric
those that score just as *
and sometimes better —
the Gold Medal district

dosowlnle spendmgatorbelowthcnauonahvmgeona
pupil basis, adjusted for regional cost of living differences;
course. These dlsmmaremuchhkca“Consumechport

Buy offering supenor performance atan mracuve pnm.

o Ry
‘-,"‘ -6\‘

c & Spending

Red Zone

Low Academic
High Spending

'
N

Schaumbem R e
I Arlmgton Heights

_~daw mmm:

Green Light districts (our “average” category, wh1£ 1

* known last year as “in the black”) are districts that fall i}

middle of the price-performance matrix, c.xcelhng neithdl

spectacular test scores nor in spending on mlancs andr%
it Fal

tdon. Also, duscamschoolswhmnoperformancc
fallsfarenoughtolmockthcmmtodxel&d&nnble .{

mmmmmsaummm:na&u -;“

1 f S D i B Ehrnc At A+ T



1998 EDUBATIUN BUOTIENT

: t ' ' ninlly X otherd:smcts.’lhecommondxmdm
: ;*ond:emxdmlnwmdofdxeqaecu-um.'l'o " these stories seems to be a combination of
up in the Green Lightcategory. /| * continue the automotive metaphor, these - | - politics and demographics. Most of them
- Yeﬂowmgdxsmctsmthosedmtdo dmmc:smnsummdcholkswaganecﬂe | are in cities and often fall within areas that
notachxcvemudxmdlewzyofzmdemxc' group: Not much performance, but you hsvelawcommxmxtyscom :
performance. Generally, these districts - didn't pay much forjc =~ . ) Outofthc770d:su1ctswemmmed,
would not be expected to achievemuch, |, RedZoned.lsmctsarethosednt we found 81 Districts that earned 2 Gold -
sncethexrspcndmg:salsowellbelowdxe' ' ‘spendalotofmoney,yctgetpooramde- Medal designation, 152 that eamed a Blue
nauonalnorm.Thmcommlmltysoons *1 mic results. It seems that each of these - Ribbon, 388 Green Light districts, 102
(this category measures how much school dnsmqshasnsownspemlstoxyofwhy YcllowFlagd:smctsand43dmtfellmm
 the general population finished and how damgsm)ustnotworhngaswellasm -| the Red Zone. : .

The EQ is a scanning device a site - °
selector can use to assess the public educs-
tion infrastructure in a2 community. Ona
50 to 150 scale, with 100 being average, it

provides a capsule summary of how a
school district stands on a continwum of
all U.S. school districts of 450 students or -

more.

“Tell them to call anesota, Tl el erngeoth
| Mr. Preﬂdent” o iy uisie i shinedl

L are used to produce this average. These

1'800'237'8992 A are the Community Index, the Resource:
P : Index and the Graduate Outcome Index..

‘ Each index works just like the EQ itself,.
o = Loea - ' mdlpossxblcscommngmgﬁomSOto .

ey o~ . 150. A score of 100 is designed to fall -

MINNESOIA’S HOMEIOWN NEIWORK " | rightat the median or national norm.” -
Represented by Southem Minnesota Municipal Fower Agency The Community Index. This test
500 First Avenue SW. Rochester, MN 55902-3303 (composed of community education. -

attainment and income levels) measures’ -,

; Indicats information uumborﬁz : .
T8/ September-October 1996/ Expansion Masagement -~ " ... ¢ - .. ... Teprints of the 1996 Education Quotient are $6. To order, cal 13-
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the level of education and level of afftu- | or value added” dslgned ¢ produce

ence found in the district. It is designed higher quality and more useful smdems.

to provide some insight into the environ- The Graduate Outcome Index. This

ment offered to students for learning. index (composed of graduation rates and
The Resource Index. This test (com- | - college board scores) measures the rela-

posed of per pupil expenditures, teacher tive performance of the graduates ofa -

salaries and student-teacher ratios) mea- district. While not a perfect measure-

sures the relative investment being made | ment, it is how our society tends to gauge

by the patrons of the district. In manufac- | the final product of the education

turing terms, it can been seen as the input - | process. Il

m oker t‘m

When you move a business to Broward County, your employees and their
families are assured of quality education. From kindergarten through high
school. In fact, with more than 180,000 students, ours is the largest fully
accredited school system in the country. Most Broward student test scores
are higher than the national average, too. So is our student-

to-computer ratio. We also have ten colleges and universi- ;
ties on 24 campuses. Vocational, art and tech schools. And 7R
adult education. To learn more, call 1-800-741-1420, now.

GOUNCIL. ING.

We're Building a future for your family. And your business.

BROWARD COUNTY, FLORIDA

Indicate information number4 B
T2 / September-October 1996 / Expansion Managsment . e Reprints of the 1996 Education Quotient are $8. To order, call 913-381-4800. -




EQ — DISTRICT-BY-DISTRICT RATINGS

AZS Ty % st ” : B . - L

A 79106 —_BLUE

-wmmed

Maybe the business would have
fared a little better if he had moved
it |o Jackson Counly, Mlssourl.

indicats Information umber 34 L
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. 26 9708 . GREEN | \J m Eureka City 867 9
‘t & Phoenix Unified High 823 61 109 e TT YELLOW - ® Filmore Unified 802 78
. 858 102 97 .58 . GREEN @ Fremont Unified 1034 107
® Scotsdale 1089 16 ... 143 ... 67 ... BLUE" & Fresno Unified 700 8
| Tempe 96.1 99 117 ] +.GREEN B Giendale 898 9%
® Tucson 780 76 <) £ YELLOW ® Hanford 1 b3
® YumaNo. 1 85.0 101 87 67 790 74

Ceer
A . . R S
. W

Al

Green Light )

&

Red Zone .

-
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Adams-Aranahoe 28] e 182
smmvmeynez M9 210 84 BLUE
Chery Gk 1155123 — 15 ___108 __._BLUE-
I07ado SpAngS wwwwmoed015 81 127 87 ____GREEN
1.2 1004 96106

S’

Valley 51:.‘.‘.......]01.5.._....»..124 |
Park (Estes Park)... .11%0-..__.103 —_3

"
SEesEEESEERES

"Cotior4Dp

FO Y0
Blue thlmu i
l)nlml

AR LRI




) — DISTIBT-VBISTRIL‘T RATINGS .

@ New London
it
w Ridgefiel

® Stamford
| Wallingford
B Waterbury

+ Westport (Township) 1
w Dover e
@ Red Clay

= Dist of Columbia (total)

1018.

; s Glynn County 87.6 106 94 YELLOW-
= Alachua County 85 - '® Lowndes County 747 8 79 YELLOW
= Bay County 78 = Muscogee County 793 86 92 - YELLOW
& Brevard County 108.7 85 @ Richmond County 745 87 mn
< = Broward County 97.8 68 -~
Q = Collier County 145 88 i S e e . a ! g
. ® Dade County 89.3 63 e ‘ i T TSR -
Q  ® Duval Couny %35 7  Toial Sate . %6106 o 7 B3 o GREN
Q  ® Escambia County 1049 92 : ;
N\ @ Hillsborough County 107.1 <] R T e "
LL m Lee County 9.3 68 S i :
1 ® Leon County 1086 78 @ Boise Ind. District No.1 _....... 1134 19........130 &2 BLUE -
® Marion County 895 64 W Idaho Falls District No.92 ..._...105.4 120 13 73 BLUE
= Monroe County 1014 66 ® Lewiston Ind. District No.340 ..105.4 116 108 74 BLWE -
B Okaloosa County 1120 % ® Nampa District No.131 839 108 70 < GREEN =~ -
= Orange County 105.6 mn ® Pocatelio District No.25 98.4 108 112 75 GREEN .. \
- W Osceola County 87.0 64 & Twin Falls District No.411 84.0 104 78 69 .-........GREEN
= Palm Beach County 104.9 72 i
| Pinellas County 1074 81 ) N T T .
m Polk County 90.6 66 ) :
= Sarasota County 112.3 7] * Mmgton Hts Sch Dist25 .......1394............ 143 145 13
m Seminole County 107.3 81 8 Aurora East Unit Sch Dist 131..100.6 12 ......
t & St. Johns County ... 36.8 68

® Belleville Sch Dist 118 107.6 126 108 88

Sierra Pacific-

POWER COMPANY

" ndicats Information namber 49
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DISTRICT-BY-DISTRICT RATINGS

E D © (EQ96 T @R 4 S ) Disid ¢ < E% @ & 0§ Grow
T m Latayets School 1058 912 9B .. GREEN
m Bloomingon O 11994 g8 B Marnon Community Schoos -—.91.0——..-106 -......T0 .97 . GREEN

& Merillville Comm Sch Corp —.100.7 10 ... 16 n BLUE
. 'm Michigan City Area Schools ....82.4 175 76 % YELLOW

® Monroe County Comm p...—.102.0 1" 120 63 BLUE

@ Muncie Community Schools ......90.9 ...ce... B0 .. ,31 .......... 112 .........GREEN

# Carbondale Comm HS 165 ....1132 ......... gK : J—— 101
lgnCommUnM 1173 131 131

= Champa
of Ch st 209 788 61 78
. &y CDlsl LY J— 1128 130 133

[}
e CDis 18 98511588  Richmond Comm School Corp 846 % 91 " GREEN
& Dutr Dt @515 Ty ® South Bend Comm Sch Corp .. 944 | S D
@ Dixon Unit Dist 170 %8........130 8 Vigo Co School Corp 158 8. %8 T ___GRERN
@ Elgin Dist 1064116 113 )

46 X
% Evanston C C Dist. 65 1372 132 143 ..
@ Fairfield Dist 225 877 129 59
m Galesburg C U Dist 205... 3.6 0128 86
 Hightand Park Dist 108 1337 144 135
.

et School Dist 86 983 m 98
® Kankakee Dist 111 88.0 96 2
s Marion Comm Unit Dist 2........... 862 110 n
= Moline Unit Dist 40 1112 138 17

= Naperville C U Dist 203........... 1305.....q...... L J— 149
= Orland School Dist 135 1208 141 141

+ Palatine C C Dist 15 140.1 142 145
m Peoria District 150.... 1013 120 104
= Pontiac Esmen 919 131 74
® Quincy School 942 138 88
® Rock Island District 41 1018 133 79
l Ra:kford District 205 1044.. 19 103
1244 143 ...c..... 139 ‘ ) :
l Spnnghe ist 186 113 116 123 = West Des Moines 1273 135 145 ... 102 .........BLUE
® Waukegan C U Dist60 ............. L1 R 10 ... 100
’ N o = Blue Valley 1294 149 150 90 BLUE -
= Anderson Comm Sch Comp .......90.3... = Bonner Springs 107.7 137 85 91 BLUE
m Bartholomew Cons Sch Corp ..105.8 % = Emporia 1029 120 94 94 BLUE
= Elkhart Community Schools .....89.3 85 = Garden City 101.0 127 R 84 ....BLUE :
X m Evansville-Vanderburgh .........105.0 03 ® Gardner-Edgerton-Antioch.......117.3 125 139 88 BLIE
> ® Fort Wayne Comm Scss ........100.6 9 108 % GREEN ¢ @ Great Bend 1027 133 83 2 BLUE -
X = Gary Commumlgch 74.0 91 56 75 GREEN < @ Hays 1089 137 9 91 BLUE
= ® Hammond City Schools 826 &3 80 85 GREEN <, ® Hutchinson 1039 12 9 <) BLUE-
Q  w Indianapolis Public SChOOIS ......90.9 .. [/ B 7 YELLOW > = Kansas City 750 7 75 70 ... YELLOW
> m Kokomo-Center Township .......962 105 88 % GREEN .| & m Lawrence 1206 136 130 % BLUE
S X m Leaverworth VBT Y38 120 98 . BLUE -
3( 8 Manhattan 1205 133 132 97 -
¥ Qlathe 1311 144 08
i r
= Piper
i 93

A location for companies that

worry about things like payroll,

production and energy expenses.

Expand to East Point, Georgm, and you'll find lower taxes,

affordable land prices, a la\fge work force in a right-to-work

state and many leading industrial companies. Located .'
' "
n

close to- Atlanta, I-75, 1-85, and 1-285, we're a thriving E :
v . 3t

community, thanks in part to a strong and innovative city- i :
.

owned system of services. To learn more, call Gary Bussey

at (404) 209-5167 or MEAC Power at 1-800-WIN-IN-GA. iy . 107 .....,.,GREN
] IS L | —T

R e Lewston 94610576 .
! AN Portiand 109.1 101 o 417 10 ....._.Gm

FEast Point.Georgia Top Score = 150 . Lowsst 8core = 80

a ecity that works T@ - Graduats Ovtcome ﬁ-Communnylndn s -nmjl;ﬁb‘u N

. indicats information asmber 27 ' Reprints of the 1996 Education Quatient are $6. Toamaummm




EQ — DISTRICT-BY-DISTRICT RATINGS
District .- s @ % $

8 Am Atbor 121 108
® Battie Creek 1014 0?2
® Benton Harbor 648 53
* Bimmingham 13%3 120
Q * Dearbom City 1251 123
l it 799 74
> Farmington Hills 130 1%
S & @ b s % &7
| ] .
N O m Jackson 1005 13
< @ Kalamazoo 107 116
¥ ® Lasing 1014100
X I u Midiand [ —
VU B Muskegon 1
A < *Novi 342 141
§ ® Piymouth-Canton 1128 103
\ m Pontiac 05 8
"~ m Rochester Hills 1270 1%
& Saginaw City 891 %
B Traverse City 117 131
* Utica 1264 s
* Waiten Consoiidaied 136 120 77104 216 . GOD -
® Anoka-Hennepin 1212 131

 Brookiyn Canter 256, 140
| % % Bumsvile 127134 : GO
K o Duiuth 120912 ,
. X Eden Praine 1201 : S
» Pitsfield 1048 S «idey 129818 30 1% GO ]
‘t ® Plymouth Elementary, 1034 () * Mankato 1167 123 : | o
® Quincy 1120 8 Minneapolis 1098 .54 32 - L
< & Sonted 55 < Moot T — o]
& Taunton Ty * i . | o
& Watertown 175 2 = Owatona 115918 . -
& Wobum 147 * Rochestes 1306, 144 1 -
& Worcester 889 X S Clowd 1280, 145 R
- T a Pl 1088 o GREEN ..
 m Wayaa 1259146 ® T BUE -
' Blue Spings RV 136 1T o 88 BLUE
| Cape Girardeau #63. 1096 116
= Columbia 83 141 124 126 BLUE

[ ] FF:I)nZlmﬁn(O'FaIIm) 1094 Ig
* Independence 30 1146 126
m Jefferson City 117 <108
W Joplin R-VH 887 94
| Kansas CIK 1018 52
¥ @ Kirksville Rl 912 10
O @ Lee’s Summit R-VII 1138 118 q
Q & Mehlville R-IX 104.3 98 120 35 -
v * C-2. 130.9 127 48 .....118 ......GOLD 'y
@ Perry Co. 32 (Permyville) 889 125 69 BLUE
~ @ Sikeston R- 86.0 130 62 66 BLUE
! E ® Springfield R-Xil 9.1 116 100 78 BLE )
' = St Charles R-VI 122.9 139 12 o108 .o BLUE )
m &t Joseph 98.6 123 89 X
| St Louis City. 913 Il 67 ...130 @
| Wentzville RV 90.7 106 63 97 ¥

-;»:.-n»&.-(‘;vs{t N e e s

Q w Bii 2 e 2 e B
. @ Columbus 86.1 0 89 ___.GREEN
X m DeSoto County 9.1 116 110 [ .
. -2 Q& ey - —po— o1
s . E [ ] h
The Cass County.Economic Development Team: ('\\ B Jackson 86. (7] 80 ....GREEN .

p ; ' - > @ Laurel Division/Jones Co. -_..901 104 ] 98 ......GREEN
Steve Castaner . -~ Greg Finley e N B Meridien o 128 70 87 BLUE ° 3
City of Raymore City of Harrisonville S = Natchez-Adams 782 80 '] 80 YELLOW -
PO. Box 440 PO. Box 367 S = Pascagoula ... 07 .. 88 BT . GREN -
Raymore, MO 64083 Harrisonville, MO 64701 8 Vicksburg-Warren 915 108 B84 82 .. GREEN

| . Phone: 816.331.0488 - Phone: 816.380.3285
: Fax: 816.331.8724 Fax: 816.380.4906 ; W »

E:mail econdev@ryrellnet  Emai: hrsvile@gni.com \N = Bilings 1091 115 n WE .
(i % Bute 119 12 99 116 .. GOLD
e S —— R Wi
. < ¢ ) .
M#GTIES- § & Missoula County 1110 12177712 500 TR
Cass County: Mssoun Top 8core = 150 : o LowestSeare 54

s .
Yo

Indicats information sumber 386 , o T8 -Gradusts Ossome  ff < Communiy Index s - "'.'.'"."'..'!'L '
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)

i,

* Beatrice ]
& Cohmbus 1129 12 !
-t ® Grand Isiand }}g} }g
*
{ *m|mm 1274 1241
O @ Norok 1114 129 111 94 BLUE
$ - North Piatie 1101 124 102 104 ___BLUE
& Omaha 1202131 40 108 BLUE
N @ scotsic %5 1% —
. & Sidney 126 9 104 ___ BLUE
8 South Siox City 1009 m 88 114 GREEN

S wcaone RO B 10§ T3 ... GREEN

% Curchi 1026126 g1

Y & CarCoumy 287100 77308 75 - GREEN

(i Douglas Courdy Y p— —

S 1018 118 9 8 ___BIE

X . Lyn 8567100 67 90 GREEN
® Washoe Counly 1061 7120 7 T e

l

X s Concord 122 123 129 .14 _____GOLD
® Hudson 1145 104 135 105 —__GREEN
& Keene 1132 104 7114 10 T__GRERN
< 8 Manchester 1013 94 110 —__100 - GREEN -
N 1128 9 ___ 133 108 ___GREEN
8 Portsmouth 1141 9. 123 ___ 129 ___GRERN
Q W Alaniic City 765 5 0 R
W] 8 Canden 744 54 51 19 ____RED ~
+X  *Eison 1042130 8 118 6D
® Elizabeth 867 n 68 12 —___RED
N @ faleld %2 g7 74 118 ___GREEN
® Freehold Regional 1160 12307 128 . .GREEN
g 8 Hackensack 1191 @712 T8 T GRERN

YouWant
lllinois

Lllinois is 2 great place to make
money. Each year, hundreds of manu-
facturers locate here to do just that.
Not because of pie-in-the-sky promis-
es. But for real bottom-line benefits
you and your people will appreciate.

For example, the productivity of
our 6 million strong pool of skilled
labor will make your plant manager
happy. Our transportarion network —
raed #1 in the Midwest — will keep
your shipping supervisor smiling, Your
CFO will love what Illinois does for
your profim. ,
=+~ And you'll enjoy the sarisfaction of
making the right choice when you
locare in Downstate Mlinois.

. If you want to make money, you
" want Ilinois. Contact us at 1-800-343- -
_ 3330 or fax (217) 424-8248 for all the

-~ facxs on locating in Downstate Hlinois.

,.mm

82/ Septamber-October 1996 / Expansion Masagemest N

80 .
i i U ‘
lCqum.lsc&Imy 768 2 % 5
§ 8 Cumberiand County 904 78 97 96. ... GREEN - =
S = Durham Ciy 1003 e —
J 8 Forsyth County 1030 R -
Q ' Gaston County 875 66 R 105 YELLOW. .
® Goldsboro City 838, & 108
B Greensboro City 1042 ) B 108 o e
® Hickory City %85 ®
:MWWCM -] ® 1 — ¥
by -Mo‘m 802 67 80 84 YELOW -,
A 8 New Hanover County - L — |
X' = Onsiow County 813 70 : o~ .
S = Pitt County 868 ] R e BREEN
< & Wake County (Rallegh) 1122 Y ZTGREN o
| K m Bismarck SRR, | 1 Sl - < N .
T3 @ Fargo 1180 136 .
-y m Grand Forks 1139 138
N = Minat 1054 120
ngwulism K87 128
& Akron Clty 875
:mmcm 686

Euss \' - § $ Group

1245 137 12 14 ____GOLD
8.7 56

09 87
8 Newark 840 I
8 Paterson 88.1 64
o=
S L —"
je—= =
[ ]
& Vineland . ® 107 —__GRERN
. IMW
& Woodbury 9115 85 104 .
 Albuguerue 1093131 :
S Famingeon . 100112 y
'S, ® Galtp 28104 7 : _
i @ Las Cruces 1015 129 . .-
38 Roswell_ RI____124 % Pt
= SantaFe. 100.7 121 -
= Abay M3 @ ' GREEN
M- U1 —
L ]
H i 770
|y = Emn Y] %
S Garden Gty 34139
% * Glons Falls L —
@ Hempstead
N thaca 1301 131
'« 8 Jamestown 1037 104
} s mmm 115 10
8 Mi 122 i1
' # Momoe 1315114
> Now York Cy 875 %
8 Qan Fals T —
e
L ]
® Poughleepsie 1095 o
 Rochester X7 8
e
*mus’“ ' e —"
[ ]
o Ut m,.
 Wateriown 1034 103
® White Plains 1261 100
™ Yonkers 1046 ]




| EQ — DISTRICT-BY-DISTRICT RATINGS

Enss-:‘ﬁ; 1 $ éﬁnﬁ m:iﬁa . e o % $ oo

 Cincinnati City 84.0 61 oo B0 .11 . RED m Bend 1015 106 101 % GREEN
® Cleveland City 803 7 6 9 YELLOW = Convallis 508 131 104 130 105 ._.._.GREEN
= Columbus City ... 39 76 106 100 oo GREEN = Eugene 4) 1.1 103 125 B T B GREEN
m Dayton City 726 52 65 —....101 YELLOW @ Greater Albany &) 915 %8 % GREEN
® Euxlid City 1054 108 108 .....100 —....GREEN @ Mediord 549 1071 108 ws ..... 108 -.._GREEN
w Findiay C 108.7 100 124 102 ... GREEN = Portiand 1 1077 ® 114 —__117 .......GREEN
. Hamition 'gity 758 97 62 .68 GREEN m SalemyKeizer 24) 1082 115 107 ....103 ._...GRERN
w Lima City 765 84 6 o9 ... YELLOW '
m Mansfield City 907 83 7 % GREEN
m Marion Local 876 109 75 80 GREEN
= Piqua City 83.7 100 70 _B1 GREEN
) Pomm& Ci ;?‘173 :z gg » g r‘:% )
= Sandusky Ci . 2
a Springfield glyty 744 bk 63 bk YELLOW
m Steubenville City 828 68 4 GREEN
m Tiffin City 906 115 84 7 GREEN
» Toledo City 23 7684 8 _yaow |
m Troy City 25 88 v 97 ' GREN |3 *
= Youngstown City 78.0 80 57 97 YELLOW ]
= Zanesville City 7.0 ® 5789 [ YELLOW § .
. 1221 116
e _ §.\‘- Greater Johnstown 848 63
T A V,-swmsm 96.3 90
m Anadarko 887 99 57 w1l o GRERN ® Harisburg 852 6
§ m hranor 001721 TR0 12 TUGREN R m Haeton 4103
® Bartiesville 1163 131 12 % BLUE - } ® Lancaster 818 82
s mEnid 993 114 88 % GREEN  Lower Merion 1331 113
S . Guyman 983 109 87 99 GREEN - & | Monessen City 879
O “miawon 943 106 3 84 ..GREEN " [\ % Moon Area... 1216 114
< '@ Miami 974 13 69 —__100 ......GREEN :
& = Muskogee 886 (7] 105 .. GREEN -
& *Noman 1213 123 118 .18 e GOLD -
® Okiahoma City 883 74 <) % GREEN
X mPryor 016136 .7 ... 98 . BLUE
Q  m Stillwater 1053 129 108 ......Td BLUE .
m Tulsa 974 87 105 .........300 ........GREEN
\ﬁ m Beaverton 48) 1187 121 140 95 BLUE
S

Miami In A Minute

Take a minute to see the many
benefits Miami, Oklahoma has
to offer...

# Productive workforce : (-wNo.n ; 'gg n :47 Qe SN '
¢ Easy access to major markets | LR Crareston Gty 90891 300 81 7 GREEN
3  Florence No. 1 @300 % T84 L GRERN
provided by 144 SR o
RS ‘ i E @ Ri o ! SREEN -
¢ Cash back incentives Ok Spatanturg . 7 1083 g0 LT i R
. BY ¢
4 Flexible low interest ﬂnancing ‘ ‘
S lowelecticrates e
1erre 32- .
w cost an gs SR R e 106,138 7115 78 T BLUE
s Sioux Falls 49-5 1163141 125 81 __BLUE
For detailed information about Miami, OK: '
call Mark Young at 1-800-256-0401.
1
W " 9170788 186 .\ .......GREEN
@ Davidson 108.6 9 116 ........111 ... .GREEN
o . o o
MIAMI O e 14
] .
Area S  Nadison ccm 1*1%‘7l 131 :g 1:; ESEE"
. : Mo 16
L
y . ] IS . 3!
: evelopment g ® Mone Cou 895138 53 o Tl oo BLUE
2 N. Main, Suite 601 Service v . ® Monigomery 99818 100 .8 __BLUE —
Miami, OK 74354 Top Score'= 150 Lowsst Score = 88 -
Indicate information umlnirls . ' = Gradusts Outcoms ﬂ’ = Commauntty index S'V- Resource index

84 / September-October 1996 / Expansion Managemsent . . Reprints of the 1996 Edmﬂm'nuouemmsmommm-mm.f 3




W Abilene 100.0 87 104 ... 109 .......GREEN
B Amarillo 913 84 .. 93 91 GREEN
@ Arlington 101.9 94 137 ¥ GREEN
W Austin 8.1 ®Q....116 86 GREEN
® Beaumont 87.1 58 L] 107 .....YELLOW
& Brownsville 779.. 59 54 ... 120 .....RED
® Bryan ; 90.6 2 98 ... 102 .........GREEN
@ Clear Creek 175 105 140 .. 107 ... .GREEN
& Corpus Christi 85.1 n 87 97 YELLOW
= Dallas 819 56 98 Q2 YELLOW
® Denton 97.0. 108 97 87 GREEN
® Ector County 722 65 n 81 YELLOW
® El Paso 741 67 68 87 YELLOW
= Fort Bend.......oo.oooeoore. 1082........ 97 146 &2 GREEN
& Fort Worth 82.0 64 95 87 YELLOW
B Gainesville 90.8 120 61 R GREEN
B Gaiveston 85.1 n 81 98 YELLOW
8 Garland 9.7 84 124 i3 GREEN
® Goose Creek ... 80.1 n 82 87 YELLOW
B Grand Prairie 909 95 106 n GREEN
8 Grapevine-Colleyville 108.4 97 142 86 GREEN -
® Harlingen. 697 62 65 8 YELLOW
¥ Houston 816 60 91 93 YELLOW
B Hurst-Euless-Bedford 108.7 108 130 88 BLUE
8 Irving 97.0 91 123 n GREEN
& Killeen 3 64 94 74 YELLOW
B Laredo 68.8 8 55 89 YELLOW
& Longview 95.0 76 ... 103 ........106 .......... .GREEN
& Lubbock 948 8 106 .......... 101 ........... GREEN

. ® Lufkin 805 67 85 89 YELLOW
& McAlien 82.0 66 70 ... m ... RED
B Mesquite 89.9 89 115 65 GREEN
= Midland 95.0 P4 J— 19 ........... 87 ... GREEN
& Mission Cons. 770 3. 55 ... 103 YELLOW
& New Braunfels 91.8 13 8 80 GREEN
8 Qrangefield 84.0 (7] 3 87 GREEN
o Paris 899 106 61 ......... 103 GREEN
8 Pasadena 802 67 87 87 YELLOW
® Plano 129.7 135 47 ... 108 ... BLUE
8 Port Arthur 795 67 61 ... RED
& Round Rock 1102 17 19 95 BLUE
B San Angelo 84.5 91 85 78 GREEN
& San Antonio 81.0 53 78 ... 12 ... RED
8 Sherman 90.6 88 98 85 GREEN
& Spring 1029 90 ... 126 ... L GREEN
® Temple 972 99 95 98 GREEN
® Texarkana 816 72 82
L1 S— ;959 8. 104
B Victoria 88.1 73
®Waco........ 80.8 62 n
B Wichita Falls 973 103 93

by
<

UVRe/n A4 -

+ Oak Ridge 1353 148
& Sullivan County 100.3 114
& Tuliahoma 118 138

128 ......131 ...GOLD
83 ... 104 . GREEN
2 _...106 ... BLUE

B Alpine 1031 14 ... 130 B R— BLUE
& Granite 94,6 123 %9 6 BLUE
® (Ogden 942 124 .91 68 BLUE
& Provo 99 4 130 ... 102 ... 66 ... BLUE
| Salt Lake ..: 104.3 120 ............ N4 .79 ... BLUE
® Washington County 101.0 141 102 60 BLUE

& Burlington
* Montpelier

w Rutland City

* South Burlinmon‘

8 Alexandria City

& Arlington County

& Charles City
& Charlottesville City
& Chesapeake City

+ Chesterfield

@ Danville City

N

El;ﬁ.r 1" 3 ﬁ s Group

104.7

® Aubum 17-408 %4 108

® Bellevve 17405 N73.2. 106

 Bellingham 37-501 1216 128

® Bremerton 18-100 %56 8

™ Edmonds 31-015 1108 %....19 17 GREEN

™ Everett 31-002 1078 104......108 - 116 .. GREEN
= Federal Way 17-210 1088 9. .128 100 . GREEN
S ® Kennewick 03-017 1084 14 9 _..115 ...._GREEN
K m Kent 17415 1088 N7 10 2101 . BLUE
O m Longview 08-12 1031 % 91 ...120 ........GREEN
< @ Olympia 34111 1190 M0.....1% 118 ... GREEN
T ® Puliman 1164 ... 300 107 __BLUE
O3 ® Renton 17403 1089 9......13._..100 .__GREEN
X = Richland 03400 1168 M5.....131 104 ____BLUE
X Seatte 17-001 197 M0........130 —__116 . GREEN

® Spokane 2081 o007 103 e 10T 117 . GREEN

® Tacoma 27-010 108798 96 1% . GREEN

 Vancouver 06-037 1017 o 89 119

830 8 T2 109 ....GREEN

1287 15 47 17 .....G0LD

1075 B % .13 GREEN
I G0t 104887 1R 125 ... GREEN
® Hampton City 1038 n 12 .12 _..___GREEN
® Hanover 1092 9 120 110 .._.GREEN
& Henrico 115.1 97 125 123 ... GREEN
w Loudoun County 123 109 41 118 .__GOLD
& Lynchburg City 108.4 ] 9% _...1% .......GREEN
® Martinsvile City B4 19 e B3 1T GREEN
8 Montgomery 958... .90 8 ....115 GREEN -
8 New Kent 105.5 97 106 .13 .....GREEN
& Newport News City 100.8 n 102......128 ... GREEN
8 Norfolk City 918 53 8 .40 RED
B Petersburg City 782 52 63 _.....114 .. RED
B Powhatan 999 97 97 .. 2106 ... .GREEN
W Prince Georpe 104.1 87 S
8 Prince Williams Courty 1189 .96
® Richmond City. 1012 59
® Roanoke City 1099 107
8 Virginia Beach City 1152

2 ® Cabell County 100.1 m 85 ... 104 ._._GREEN

® Harrison County 1013 116 ... . GREEN
S Kanawha County 1049 14 9 ....107 —___GREEN -
> m Marion County 993 1 7 .10 .....GREEN -
\_ @ Monongalia Courty 123 126.....108 .03 . BLUE -

i 1082 12 97 o1 ... GREEN

879 104 8 74
1142 1% 91 117 —__GOLD

* Appleton Area 0147 1315...........140 12 .13 60D

* Eau Claire Area 1554 1219. 146 116 —_121 . __GOLD.

* Fond du Lac 1862 1161 12 104 ... 112 —___GOLD

* Green Bay Area 2289 1228..........134 109 ...125 __GOLD

* Janesville 2695 1260... 141 "5 .12 ___._GOLD
l * Kenosha 2793 1148 125 9% ..._123 __...GOLD
< LaCrosse 2849 1233 129 106 135 ___.__GOLD
" * Madison Metropolitan 3269 . 1379, 40 ... 140 ___135 _.._GOLD
2 m Manitowoc 3290 ... 1120 137 97 .. 101 —__BLUE
8 ® Mitwaukee 3619 1034 14 7. 121 _....GREEN
o+ % Oshkosh Area 4179 1217 137 10 —_...118 .__GOLD
< % Racine 4620 170 13182 128 . GOLD
< Sheboygan Area 8271 1235 12 06 124 GOLD

W Superior 5663 ©..1064 126 77 116 .___GREEN

* Wausay 1206 136 102 .. 123 .._GOLD.
(o * Camobell Courty No. 1 1192 119 126 .13 . GOLD'
< Laramie Courty No. 1 1188 126 12 o109 . GOLD
3 & Natrona County No. 1 1101 14 19 98 ... BLE .
S\Twmn-ﬂiﬂ ' " Lowest Score = 58
> T -Gradusts Outcoms £ - Community lndex ~ $ = Resosres tndex
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Economic Development Division
Community Development Department

Frequently Asked Questiohs

My small business in growing rapidly and I need fmancmg to support this growth, where can I get
help?

For help figuring out whether your company could beneﬁt from obtaining a loan, referrals to banks and
quasi-public loan programs, and help completing loan applications, call Elaine Madden at 349-4618.

What is the Cambridge Business Loan Fund? .

The CBLF is a fund developed by the City and a consortium of banks (Cambridge Savings, Cambridge
Trust, Cambridgeport Bank and East Cambridge Savings) to make loans of $25,000-$125,000 to small
businesses in Cambridge that are unable to qualify for conventional bank loans. For details about whether
your company might qualify and how to apply, call Elaine Madden at 349-4618.

How can I find a space in Cambridge to start or grow a company?

The Community Development Department maintains a listing of real estate available for lease or sale and
can refer you to properties and real estate brokers. Call Derrick Woody at 349-4601 for a list of brokers
and referrals to properties. :

My company is considering relocating. We are analyzing a variety of communities that that could
meet our needs. How might Cambridge meet our needs?

Call Jeanne Strain at 349-4616 and make an appointment to talk about the advantages Cambridge offers as
a location for your business. She can provide information about Cambridge’s economy and business
climate and can discuss the ways the City can work with your company to find a site, recruit employees
and obtain financing.

I want to start a business in Cambridge and need some help with the planning. What does
Cambridge have to offer.

The Cambridge Business Development Center has workshops and educational programs for people in
business and planning to start a business. Some of the programs include support groups for CEO’s of high
tech, high growth businesses, support groups for CEO’s of Women Owned Businesses and range of
educational programs designed to help people decide whether they should start a business and to develop
business planning skills when they do start a business. Call Diane Franklin at 349-4616 for information on
programs available.

How do I find out what permits are needed to open a business in Cambridge?

A Guide to City Permits and Licenses can be obtained from the Community Development Department, the
Inspectional Services Department, the Public Works Department, and the Traffic, Transportation and
Parking Department. The Guide has a list of all the permits that the City requires and provides a contact
person in each department for information about obtaining needed permits. Call Derrick Woody at 349-
4601 if you need help determining what permits you might need. :

I represent a potential buyer of a property in Cambridge, how can I find out about the real estate
market in Cambridge. .

Call Jeanne Strain at 349-4616 to talk about the commercial real estate market. The CDD maintains
information regarding commercial vacancy rates and absorption trends, assessors records and copies of the
zoning code. In addition, staff can help you understand what developmem projects are proposed and
underway and how local conditions might impact your decision.
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CITY OF CAMBRIDGE
Community Development Department

Assistant City Manager for Community Development
Susan Schlesinger
Deputy Director of Community Development
Beth Rubenstein

(1] -

Director of Economic Development *

~ Jeanne Strain
Call 349-4616

Director of Environment and Transportation

Director of Community Planning

Director of Housing
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«North Point * Fresh Pond Parkway |
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Project Planner

Business Development and Finance
Cambridge Business Loan Fund
Small Business Assistance
Business Education
Women Owned Business Directory

Associate Project Plahner
Business Climate

Pemmit Streamlining

Urban Ring
Development Log

Economic Development Infrastructure

East Cambridge Parking Garage

Project Planner
Development Districts

University Park

Project Planner
Commercial Districts

Central Square Retail Space

. : Cambridge Street Revitalization Project
. e fnare Commercial District Liason
Cambridge Street Facade Improvement Program « North Point
1 1 1 1
For Information: For Intormation: " For Information:
Call Elaine Madden
3494618

Call Derrick Woody
349-4601

Call Catherine Woodbury
349-4617

For Information:
Call Jeanne Strain
3494616
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Office of Workforce Development
requently Asked Questions

Residents

R

I’m interested in enrolling in an education or job training program. How can I find out what programs are
available?

Call the Office of Workforce Development at 349-6234 for information. You can get a CambridgeWorks Directory
of adult education and training programs. The Cambridge Employment Program, 349-6166, also has information on

education and training programs and can assist you in getting information through the internet. Further information
is available through the local Career Center, Career Source, 661-7867, located at 185 Alewife Brook Parkway.

I’m looking for a job? Where can I go to get help?

The Cambridge Employment Program (in the Central Square area) can assist you. The service is free to all
Cambridge residents. Employers post job openings with CEP. To make an appointment with the CEP Director, call
349-6166. Job search assistance is also available through Career Source. '

Where does a teenager go to learn how to find a job?

The Cambridge Rindge and Latin School Youth Employment Center (coordinated by the Office of Workforce
Development) holds workshops about developing a resume and how to get and keep a job. The Center also provides
job listings. It is located at the high school in R-121, next to the cafeteria.

Employers -

I have open jobs to fill. Where can I post my openings?

You can fax over job postings to the Cambridge Employment Program at 349-6175. These openings will also be
shared with other agencies’ job developers. Postings can also be listed with Career Source.

I am interested in training for my company’s employees. How can I find out more?

Call the Office of Workforce Development at 349-6234. Staff can help assess your needs and /or connect you with
high quality training programs. Assistance in brokering training can also be provided by Career Source, 661-7867.

If my business makes a First Source agreement, what services do we receive?

As part of the Agreement, you will be asked to post mutually agreed job openings with the Cambridge Employment
Program, 349-6166, as your first step in recruitment. CEP staff will try to match your job with a resident who has
the skills and experience you require so you don’t have to pay for advertising or other recruitment costs. (If CEP
cannot find an appropriate candidate within an agreed upon time, you can broaden your recruitment to other
sources.) CEP can also help organize and promote job fairs when you need significant numbers of employees.

If you have summer hiring needs, the Office of Workforce Development can help you meet those needs through its
oversight of the annual Summer Jobs Campaign. This effort helps to link Cambridge youth with summer jobs.

I want to hire a teenager for summer or after-school employment. Who should I contact?

Call the Office of Workforce Development at 349-6234. We work with employers and local youth employment
programs to ensure you are matched with the employee you need.

What is Cambridge doing in regard to school-to-career (also known as school-to-work) initiatives? How can I
find out more about internships, job shadowing, or otherwise assisting schools in this area?

Call the Office of Workforce Development at 349-6234. We work closely with employers and the schools on '
school-to career initiatives.
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Cambridge Employment Program
“Receive and fill employers’ job orders
<0rganize job fairs

Assist Cambridge adults and seniors to get
jobs and training

For Information
Call Loardes Viera, Director

Employer/Adult Services

Information for employers and residents about Cambridge employment,
job training and education (with the Cambridge Employment Program)

Local/Regional policy and planning (with Business Advisory Committee
and the Metro North Regional Employment Board)

Employer Outreach (with Cambridge Community Development, the
Business Advisory Committee and the Cambridge Employment Program)

Assessment of employers' and residents' needs for job matching,
education and job training (with Cambridge Community Development
and the Cambridge Adult Employment Alliance)

Assistance in developing work-based and other education/training
programs (with the Community Learning Center which offers workplace
education, an adult Carreer Pathways program, educational counseling,
English as a Second Language, GED and adult diploma preparation,
and literacy services; and Bunker Hill Community College which offers
computer skills, certificate and degree track classes; and other service
providers.)

First Source Agreements (with Cambridge Community Development)

Work with unions to expand job and training opportunities and to
provide apprenticeship candidates

For Information
Call Sue Walsh, Director of Adult Employment
349-6234

Employer/Youth Services

Coordinate youth employment and work/learning program
development (with Communities and Youth, the high school
based Youth Employment Center and youth development
agencies) .

Broker school-to-career initiatives, including interships and
mentoring (with employer partners, the high school and youth
employment agencies)

Hold job readiness and skill-building workshops for youth (with
Z;ve Yajlth Centers and the high school based Youth Employment
enter) - '

For Information
Call Michelle Carter Farnum, Director of Youth Programs
349-6234
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© Statutory Commissions/Councils
l:l Divisions and Programs




OFFICE OF THE CITY CLERK

CITY OF CAMBRIDGE
(617) 349-4260
FAX (617) 349-4307 '
tty/TDD (617) 492-0235
D. MARGARET DRURY DONNA P. LOPEZ
CITY CLERK DEPUTY CITY CLERK
TO: THE HONORABLE, THE CITY COUNCIL
FROM: COUNCILLOR ANTHONY D. GALLUCCIO
DATE: November 3, 1997
RE: TRANSMITTAL OF PROPOSED ECONOMIC DEVELOPMENT,

TRAINING AND EMPLOYMENT COMMITTEE
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During the months of May and June, 1997, the Economic Development, Training and
Employment Committee held a series of five public meetings to consider the proposed Economic
Development, Training and Employment Committee.  The Committee undertook a
comprehensive notification program to ensure the opportunity for input and participation of all
sectors of the community. The proposed policy, which is transmitted today under separate
cover, reflects some changes and addltIOIlS as & result of :that process.

'zt“
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Th1s policy represents a tremendous .amount of work on the part of the City Manager and
City staff, the Economic Development, Tralmng and Employment Committee, members of the
City Council. and many members of the general pubhc I believe it reprcsents a new focus and-
level of detail regarding the city’s policies and 2 new apprec1at10n for not,only economic
development, but more importantly, its impact on employment' opportunities in Cambridge.

I am pleased to transmit this proposed Economic Development Policy along with the

recommendation of the Economic Development, Training and Employment Committee that the
policy be adopted by the full City Council.

CITY HALL, 795 MASSACHUSETTS AVENUE CAMBRIDGE, MASSACHUSETTS 02139
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