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EXECUTIVE SUMMARY
Introduction

Like the entire New England region, Vermont faces enormous economic challenges.
We entered the current recession earlier, have stayed longer, and gone far deeper than
anyone could have anticipated. And this recession is different from previous down cycles:
Vermonters are losing their jobs permanently in several of our key industrial sectors. This
permanent job loss is having a significant and negative spillover effect on people all over the
state and on the economy as a whole.

We need to understand why our state has suffered so much more than the rest of the
country and what can and should be done to effectively deal with the causes of our economic
problems. Assessing what is wrong requires a detailed look at Vermont’s economic structure
within the context of the regional and national economies. Vermont’s economy is at a turning
point. The sluggish U.S. recovery provides Vermont with an opportunity to take difficult
steps to resolve the state’s long-term problems and spark a lasting economic revival. If we
fail to address our basic economic problems, we risk continuing the region’s and the state’s
economic decline.

The Vermont Business Roundtable believes we must develop a new consensus for
action: it is time to find real solutions to Vermont’s fundamental economic problems. We
must recognize that as business people, public sector leaders, and private citizens we have
common interests and share similar goals for Vermont’s future. Only if Vermont businesses
can succeed in the increasingly competitive global economy will it be possible for
Vermonters to have the financial capacity to enjoy the quality of life and social infrastructure
that we so desire.

Performance Evaluation

To understand where Vermont’s economy is today, it is important to recall the state’s
past economic performance. During the late 1970s and the early to mid-1980s, the Vermont
economy experienced a dramatic upswing, largely attributable to the growth of the computer
industry in New England, the strategic defense build-up, and the growth of the construction
and financial services industries. Incomes of Vermonters grew and employment surged to
previously unheard of heights.

Current employment statistics confirm that the Vermont economy is experiencing a
protracted period of great difficulty. Since March of 1989, Vermont has lost almost 20,000
jobs, representing nearly seven and a half percent of the state’s entire non-farm employment
base. Since Vermont’s manufacturing employment peaked in the spring of 1985, our state has
lost a total of 7,100 of its highest-paying, goods-producing jobs. That figure represents a
disturbingly high total of 14.2 percent of our 1985 factory job base.



This loss of jobs in Vermont can be attributed to a number of factors. While it is
difficult to say just how great an impact a given factor has had on the alarming employment
decline, the most important ones appear to be:

® Problems associated with the national recession and subsequent weak recovery.
B The end of the national defense build-up.

® Maturation of the high-technology and computer industries.

® Problems in agriculture.

® Loss of Vermont’s and New England’s cost competitiveness.

® Restructuring in financial services.

In many ways, our current economic and employment problems can be traced to the
complacency that arose from the prosperity of the late 1970s and the 1980s. The public and
private investments that should have been made then were not, and the 1990s have brought a
competitive landscape that is fundamentally different from the earlier prosperous period. The
region is not prepared for the new nationally and globally sensitive competitive pressures.

The people of Vermont and public sector leadership must understand that while the
government does not compete directly in the global economy, it does play a critical role in
shaping the competitive environment in which all Vermont businesses must conduct their
affairs. Public policy has a significant impact on the state’s competitive situation, and on the
ability of its economy to create high-paying jobs and tax revenues to pay for protecting the
environment and assuring a social safety net that is adequate to meet what are expected to be
growing needs.

To understand the prospects for Vermont’s economy, it is necessary to identify and
gauge the strength and competitive position of the Vermont economy’s principal component
parts. The final section of Part I of this report presents capsule information about the history,
current situation, and growth prospects for key sectors of the Vermont economy, including:
high-technology and computers; machine tools; resource-based processing; consumer
products; defense; construction; finance, insurance, and real estate; services; government;
travel and tourism; agriculture; higher education.

Competitive Advantages and Disadvantages

Vermont’s current economic situation has focused increased attention on how our state
compares with its competitors. It is not easy to assess just how well we "measure up" to
other states in the region and the nation, how "attractive” Vermont is to potential businesses,
or how well equipped we are to persuade businesses to relocate here. What constitutes a
state’s or region’s attractiveness to business is very difficult to objectively verify and often
involves some form of subjective interpretation on the part of the researcher or investigator.



This study, however, does not deliver a judgment of how friendly the state of
Vermont is to business. Instead, it attempts to identify some key criteria and factors that can
be used by: (1) business people in evaluating the viability of operating their businesses in
Vermont and (2) public officials in evaluating the potential economic impact of policy and
legislative initiatives.

The result of this research makes a convincing point: the principal problem facing
Vermont and the New England region is a loss of the ability to compete with other domestic
and foreign concerns. Vermonters must recognize that the security of their jobs--and the
strength and character of our state--depends to a great degree on the ability of Vermont
businesses to compete with companies that just a few short years ago were considered too far
away to pose a competitive threat.

Vermont does enjoy a number of competitive advantages as it conducts business
around the region, the nation, and the world. Public policies should continue to nurture these
advantages, which are reviewed in the report: workforce; banking situation and conditions;
quality of life; proximity to Canada; Vermont’s "good" name; accessible government; and
small business and entrepreneurial inclination.

Some other factors that have had, and are likely to continue to have, a major impact
on the state’s economy are "neutral" or "mixed" from a competitive standpoint, including
infrastructure (transportation, telecommunications, higher education, travel and tourism);
regulation; and the corporate code. These "swing" factors represent a critical group of
competitive forces that could either help or hinder the state’s economic performance over the
next decade, and they present a significant opportunity for policy makers to improve
Vermont’s relative competitiveness.

Several economic performance determinants are likely to remain negative from a
relative competitiveness standpoint. The report describes five competitive disadvantages
which have varying potential to be addressed by public policy over the short or intermediate
term. They are geographic location, high energy costs, lack of industrial diversity, high tax
burden and tax rate levels, and the rationing of affordable capital.

Conclusion

The Vermont Business Roundtable presents the results of these two economic studies--
an evaluation of the performance of Vermont’s economy and an assessment of Vermont’s
competitive status--to provide a better understanding of the nature of the state’s current
economic condition. It is essential that Vermonters understand every aspect of Vermont’s
dynamic economy if we are to come up with sustainable, long-term strategies to enhance our
state’s economic strength and competitiveness now and in the future. We must work together,
remembering that these difficult times provide us with the opportunity to change course and
pursue a brighter future not only for ourselves, but for future generations of Vermonters.
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PART 1
VERMONT’S ECONOMY:
A PERFORMANCE EVALUATION

Introduction

Today the Vermont economy is at a critical juncture. Like the economy of the entire
New England region, our state faces enormous challenges. Vermont entered its current
economic recession earlier, has stayed longer, and has gone far deeper than all but a handful
of states around the country. Because our current economic slide is much different than a
typical business cycle, economic recovery in the traditional sense is in no way as assured as
it has been in the past.

The current economic downturn, which continues to cause thousands of Vermont
families severe financial hardship, is due to many factors. One of the most important features
separating this recession from the many other down cycles we have experienced is the fact
that Vermonters are losing their jobs permanently in several of Vermont’s key industrial
sectors, including manufacturing, financial services, and agriculture. This permanent job loss
is having a significant and negative spillover effect to many of the state’s other major
employment categories, including services and retail trade, which for the most part derive
their strength from the goods-producing sector of our economy.

This uncommonly long and unusually deep decline in Vermont’s economy suggests
that many of the fiscal and social problems associated with this recession are likely to
continue for some time. What is needed is a new consensus for action to find real solutions
to address Vermont’s fundamental economic problems. This will require a new level of
public and private sector collaboration and cooperation. If we want a genuine and lasting
revival of Vermont’s economy, and if we are to have any hope of competing effectively in
today’s intensely competitive global economy, the status quo will simply not do.

As business people, government officials, and Vermont’s citizens we must all
recognize that we have common interests and share similar goals for Vermont’s future. As a
state, we must recognize that only if Vermont businesses can succeed in the increasingly
competitive global economy will it be possible for Vermonters to have the financial capacity
to enjoy the quality of life and social infrastructure that we so desire.

The Vermont Business Roundtable believes these difficult times provide us with the
opportunity to change course and pursue a brighter future not only for ourselves, but for
future generations of Vermonters. This analysis is the first part of a broader effort by the
Roundtable to develop new strategies for action. It is the Roundtable’s goal to implement a

long-term, sustainable effort to provide expanded employment opportunities for Vermonters
and their families.



Our members agree that the only way to truly protect Vermont’s environment and
enhance its safety net of social service programs is through economic progress and the
creation of quality, high-paying jobs. As business leaders, we recognize our responsibility
and the important role we have in helping to revitalize Vermont’s economy. The Vermont
Business Roundtable has therefore undertaken this effort on behalf of all individuals and
groups who are concerned about the Vermont economy and what Vermont will become in the
next century.

Times Have Changed--Foi‘ever

Throughout most of the twentieth century, the people of Vermont have taken pride in
the protection of the state’s traditions: a working rural landscape and a clean environment.
This legacy has been encouraged, even though it has often meant that the standard of living
of many Vermonters has not increased as fast as it has for people living in other parts of the
country.

In recent times, particularly during the late 1970s and the early to mid-1980s, the
fortunes of the Vermont economy turned dramatically upward. The substantial growth of the
computer industry in New England, the strategic defense build-up, and strong growth in the
regional financial services industry, among others, caused incomes of Vermonters to grow
faster than those of the nation as a whole, and employment levels escalated at previously
unheard of rates.

In 1988, Vermont’s per capita income, expressed as a percentage of U.S. per capita
income, rose to 95.3 percent of the U.S. average, ranking the state 25th highest in the
nation--the highest relative ranking Vermont had ever achieved. This turnaround in the state’s
economic fortune represented a significant change for Vermonters and a dramatic departure
from previous decades, when Vermont per capita income reached an all-time low ranking of
41st in the nation during the early 1950s.

This economic surge enabled the state’s employers to pay increasingly higher wages
and benefits to Vermont workers. In July of 1988, Vermont posted a 1.7 percent rate of
unemployment, a level unprecedented not only for the state of Vermont but also for any state
in the entire country up to that time.

In many ways, the state’s and region’s current economic problems can be traced to
the complacency that arose from that success. Management, labor, and government became
accustomed to extraordinary rates of economic growth during the period. The associated job
and income growth produced a bonanza in increased tax receipts. Much of the growth in
state government tax revenues during the mid- to late 1980s was spent on elementary and



secondary education,' improving Vermont’s social safety net,? and on programs designed to
help protect Vermont’s environment.?

Although those policy decisions by Vermont’s elected officials increased the state
government’s burden on the economy, they appear to have accurately reflected the wishes of
the majority of Vermonters at the time. While the findings of the Roundtable’s "Pulse of
Vermont: Quality of Life" study supported such program expansions, it should be noted that
this study was conducted in the summer of 1989--just before Vermont’s economy entered this
protracted, deep economic decline.

In fact, as Vermont was experiencing that period of economic prosperity, some
Vermonters and public officials believed that the state’s strong rates of economic growth
would continue indefinitely into the future. This was apparently true in other New England
states, as well, based on the attention given to the New England regional economy in =
context of the "Massachusetts Miracle." Many people began to take Vermont’s and the
region’s economic growth for granted, including some in the business community. Atter.tion
increasingly focused on the "costs" or effects of economic growth as unemployment rates
dropped to unprecedented low levels.

Meanwhile, a perception grew among some Vermonters that economic growth would
inevitably lead to undesirable environmental or social change: that any economic growth
involved either damage or degradation of the environment or greater inequalities in the
distribution of income among Vermonters.

Public and private investments that should have been made during the prosperity of
the 1980s were not made, and the arrival of the 1990s brought a competitive landscape that
was fundamentally different from the prosperous period it followed. The region was ill
prepared for the new nationally and globally sensitive competitive pressures.

! state aid to education grew by more than $58.5 million in

just four years during the late 1980s, from $78,597,332 in FY 1986
to $137,129,304 in FY 1990. This represents an average annual rate
of increase of nearly 20 percent for the period.

2 For example, during the late 1980s the Vermont Legislature
passed initiatives to expand the Property Tax Relief Program and to
expand the Medicaid Program beyond federal mandates.

3 For example, the Legislature established the Housing and Land
Conservation Trust Fund in 1987 to help protect agricultural,
natural, and recreational lands, housing, and historic properties,
and in 1988 passed Act. 78 the state’s solid waste law.



The Vermont economy is now clearly at a turning point. The current sluggish U.S.
economic recovery provides Vermont with an opportunity to take difficult steps to resolve the
state’s long-term problems and spark a lasting economic revival. Failure to effectively deal
with these basic problems will result in a continuation of the region’s and the state’s
economic decline.

Although the problems of the national economy, the epidemic of corporate
restructuring, and the impact of misguided fiscal and other governmental policies cannot be
ignored, it seems clear that the principal problem confronting Vermont and the entire New
England region is a loss of competitiveness with other domestic and foreign concerns. This
loss in competitive position spans a wide range of industries in the state, from the apparel
sector to the troubled machine tool industry. Major employment losses have also occurred in
sectors dominated by a few larger employers such as furniture, defense, and computers, and
those represented by many small firms such as the lumber and wood industries.

As we move further into the 1990s, all Vermont industries face challenges that are
specific to the customers and markets they serve. However, each industry also faces
problems that affect the state of Vermont and the New England region. If Vermont is to
regain its competitiveness, entrepreneurs, product engineers, managers, and "front-line"
workers must succeed in developing and marketing new products and services that can
compete successfully in the national and global marketplace.

The people of Vermont and public sector leadership must understand that while the
government does not compete directly in the global economy, it does play a critical role in
shaping the competitive environment in which all Vermont businesses must conduct their
affairs. Public policy has a significant impact on the state’s competitive situation, and on the
ability of its economy to create well-paid jobs and tax revenues to pay for protecting the
environment and assuring a social safety net that is adequate to meet anticipated growing
needs.

While most of the state’s efforts should be directed toward solving state problems,
decisions cannot be made in a policy vacuum that ignores the competitive realities of the
global economy and the far-reaching impacts of federal policy. The full revival of the
regional and Vermont economies is dependent on an integrated approach between the private
sector and all levels of government. We, as members of the Vermont Business Roundtable,
recognize our own responsibility in this effort and want to make a positive contribution. We
know we have a lot to learn about participating actively in the public policy process, but we
do believe that the friction, and sometimes outright conflict, between government and
business must change if the revitalization of the state’s economy is to become a reality. We
know it is up to us as business leaders and Vermonters, to work with the general public and
our elected officials to take control of the future.



A Profile of the Vermont Recession

The following description of the relative performance of the Vermont economy is
intended to provide a framework for decision-making in both the public and private sectors.
Employment levels or job counts were used as the main data source in this analysis, even
though these data are not the only economic indicators that can be employed to assess
economic performance. Since this information is more readily available by state and by
industry than most other variables, the data requires only a minimum of adjustment to be
effectively employed in this analysis (for example, the data used here are adjusted only for
normal seasonal ups and downs in each industry).

Employment statistics clearly show that the Vermont economy is experiencing a
protracted period of great difficulty. Since March of 1989, the assumed business cycle peak
prior to the current recession, the Vermont economy has lost almost 20,000 jobs,
representing nearly seven and a half percent of the state’s entire non-farm employment base
over just a three-and-a-half-year period. During that same time, the national economy added
more than a half million jobs, despite an economic recession that was deeper and longer than
originally anticipated.

Not since the Great Depression has there been a period of such extended and steep
decline in employment in Vermont. Many of the reasons for this decline are tied to national
and regional factors. Even so, the real issue facing Vermont--in the 1990s and beyond--is
why the state’s economy has suffered so much more than the rest of the country and what
can and should be done to effectively deal with the causes of our economic problems.
Assessing what is wrong requires a detailed look at Vermont’s employment structure within
the context of the national and regional economies.

Table 1 (see Appendix) includes Vermont’s employment totals for selected years since
1972, which show that the employment growth news is not particularly good for Vermont’s
economy. Since 1972, Vermont has gained jobs in only ten of 19 major industrial
employment categories, and only seven of 19 sectors since 1985. Over the same 1972 to
1992 period, Vermont gained jobs in only five of its 12 major manufacturing sectors, and,
astonishingly, the state has managed to add jobs in only two of 12 major factory categories
since 1985.

Nearly all of the "net" job growth in the Vermont economy over the last 20 years has
occurred in the services, trade, finance,* and government sectors. While growth in non-
factory employment is important to many Vermonters, at least some of those jobs are
dependent on factory work if they are to be sustained over the longer term. It is unlikely that

4 This category includes employment at banks, non-bank
financial services companies, insurance companies, and real
estate concerns.



Vermont’s financial institutions, retail stores, and restaurants will remain "healthy" unless
there is a viable and sound factory sector to help sustain them.

Table 2 (see Appendix) provides another perspective on the relative performance of
the Vermont economy, comparing non-farm employment growth in Vermont with that of the
nation as a whole. The statistics present Vermont’s employment level as a percentage share
of national employment in each industrial category. Such a comparison allows an
examination of the state’s competitive position, identifying which sectors of the state’s
economy may be doing better or worse than their counterparts nationally.

The "share" comparison also offers bad news for the Vermont economy. The state
was able to increase its share of the national employment total in nine of 19 major industrial
classifications and in only five of Vermont’s 12 major factory sectors since 1972. From 1985
to 1991, Vermont lost employment share in a total of 11 of 19 industrial categories,
managing to gain share in only two of the state’s 12 major factory sectors--food and printing.

These statistics are reinforced by the seasonally adjusted employment numbers from
the Federal Reserve Bank of Boston, which show that since Vermont’s manufacturing
employment peaked in the spring of 1985, our state has lost a total of 7,100 of its highest-
paying, goods-producing jobs. That figure represents a disturbingly high total of 14.2 percent
of our 1985 factory job base, and represents a level of job loss equal to more than 85 percent
of the entire 1990 population of Vermont’s capital city of Montpelier.

However, as troubling as those employment loss numbers are, the especially alarming
conclusion raised is that Vermont’s long-term decline in manufacturing has spread to
virtually all of the state’s factory sectors. Large losses in employment are no longer confined
to our older and more mature manufacturing industries, which have been in decline for a
number of years. Over the last three to four years, job losses have spread to the state’s
computer, electronic machinery, high-tech instruments, and niche-oriented food processing
sectors. These sectors are the very same ones that just ten years ago were considered to be
among Vermont’s brightest and most promising industrial stars. .

Sources of Job Loss in Vermont

During this difficult Vermont recession, the Vermont economy has lost jobs for a
number of reasons. Sometimes the sources of job loss were readily apparent, though at times
complex national and international forces were at work within the Vermont economy. While
it is difficult to quantify the precise impact that a factor has had on the disturbingly high
smployment decline in Vermont, the most important factors appear to be:

B Problems associated with the national recession and subsequent weak recovery--
Since Vermont remains a part of the national economy, it is not immune to the
inevitable ups and downs associated with the national business cycle. It is important to
note that recent data revisions in the National Income Product Accounts have resulted
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in the national economic recession being somewhat longer and deeper than previously
anticipated.

During recessions, long-term investment in capital equipment and expenditures on
"larger-ticket" durable goods products and housing usually decline. That decline and
the unusually slow recovery in these sectors during the current national business cycle
has adversely affected Vermont’s manufacturing sector, which has historically derived
much of its strength from those capital goods and investment-oriented markets in the
national economy.

The end of the national defense build-up--Although the Vermont economy is less
dependent than the region on the military for output, job, and income growth, it
should be noted that the state receives significant indirect economic benefits from a
healthy defense industry in southern New England.

An estimated 25 percent of Vermont’s tourists come from Massachusetts,
Connecticut, and Rhode Island, the three states that comprise the southern New
England region. It is estimated that tourists from those states represent as much as
$300 million in spending activity for the Vermont hospitality industry. Those
estimates suggest that defense workers from that region make good vacation prospects
for northern New England and Vermont. Taken together with their associated
multiplier effects, it is not unreasonable to estimate that the direct and indirect
economic impact of defense spending activity in Vermont could account for as much
as 10 percent of the state’s total annual economic activity.

Maturation of the high-technology and computer industries--Like the New England
region, Vermont has suffered from maturation of the computer industry. Today the
leading components of "high-tech" demand are more closely aligned to firms located
in Washington state, California, Japan, and the Pacific Rim. Intense foreign
competition and changes within the computer industry have hurt job growth in that
very important industrial sector across the New England region and in Vermont since
its mid-1980s employment peak. Well-publicized, company-specific downsizing at
leading high-tech employers in Vermont raises additional concerns about the long-
term employment viability and growth prospects for this industry in the 1990s.

Problems in agriculture--It is well known that Vermont’s agricultural sector is
heavily dependent on a healthy dairy industry for its vitality. Although in recent years
it has diversified, more than three-quarters of agricultural receipts earned in the state
are traditionally tied, either directly or indirectly, to operations in its dairy industry.

The dramatic decline in milk prices over the past two years has placed many Vermont
dairy farms at considerable financial risk. Even the stronger farm operations that have
the capacity to endure the negative impact of this price decline will likely suffer
dramatic reductions in profitability.
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That means the approximately 1,700 to 1,800 dairy-related business enterprises in
Vermont, and the large network of businesses and other economic infrastructure that
supports them, will experience similar declines in activity and profitability. This
change, which appears mainly to be the result of federal agricultural and budget
policies, will have a significant dampening effect on economic activity across
Vermont, especially in some rural regions of the state where agricultural production
and sales activity represent a significant portion of the local economy.

u Loss of Vermont’s and New England’s cost competitiveness to domestic
competition--Vermont’s businesses today find themselves facing increasingly sharp
cost competition from national and foreign concerns. Recent research shows that the
entire New England region has suffered losses in cost competitiveness. This is
supported by a study completed in 1990 by the Bank of Boston, which suggested that
New England’s vigorous growth in the late 1970s and early to mid-1980s helped push
New England’s wage rates’, home prices, health care costs, energy costs®, and
workers’ compensation costs up at rates significantly above the national average. Such
cost increases ultimately resulted in a loss of cost competitiveness for many businesses
in the region.

This loss of competitiveness has prompted numerous work-force reductions and cost-
cutting initiatives among key employers across the region as companies in major
industries strive to be more productive and therefore competitive in national and
international markets.

®  Restructuring in financial services--Vermont’s banking sector continues to be one of
the strongest in the Northeast. However, the ongoing employment restructuring in the
banking and financial services sector in Vermont has had a significant and negative
impact on the Vermont economy as firms seek to reduce payroll and overhead costs in
order to restore profitability.

It should also be noted that credit difficulties due to restrictive federal regulations and
lack of sophistication in some Vermont credit markets may also be restraining job
growth in non-financial enterprises such as manufacturing and construction.

> It is important to note that with respect to wage rates,
Vermont is guilty only by association. Wage rates for the New
England region do in fact exceed the national average; however, in
Vermont, wages are not higher than the national average.

® Vermont is the only New England state that does not grant any
tax concession for electrical energy and other fuels used in the
manufacturing process. In fact, Vermont industrial users pay full
rates and are subject to the state’s sales and use tax for energy
purchased and used in the production process.
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The Difference Between Cyclical and Structural Change

The distinction between economic problems with cyclical or structural origins is
critically important from a public policy perspective. Cyclical problems, and aspects of
problems that are related to the business cycle, are for the most part self correcting during
periods of recession and recovery. Examples of some of these cyclical factors that have made
Vermont and the region less competitive include problems associated with the national
recession and weak recovery and the competitive losses of the state and the region to
domestic competition. In fact, some of these have already begun to correct themselves.

Structural economic problems, which include the other factors discussed above, are
more problematic because they represent long-term changes that will not generally correct
themselves. They reflect both the economy’s existing industrial mix and the state’s and the
region’s political and regulatory climate. Structural problems call for long-term adjustments
and periods of transition because they require transformations in an economy before more
typical rates of job and income growth can resume. These structural problems represent long-
term handicaps to economic progress because they can become significant drags on cyclical
rebounds in job and income growth.

Public policies and regulations that fail to recognize structural problems can
needlessly extend the period of economic correction and the inevitable pain and suffering that
accompany those adjustments. Vermont policy makers must recognize this and act
accordingly so the Vermont recession and its period of long-term transition are made neither
longer nor worse by improper or misguided public policy responses. Over the long run, all
interested Vermonters and groups must reach agreement that environmental and social
problems of the 1990s can only be addressed within the context of a healthy economy.

Recent Performance and Outlook for Vermont Industries

To understand the prospects for Vermont’s economy in the 1990s and beyond, it is
important to identify and then gauge the strength and competitive position of the Vermont
economy’s principal component parts. The following sections discuss, at a glance, the
history, current situation, and growth prospects for key sectors of the Vermont economy.’

High-technology and computer industries

®m  The state’s high-tech industry has matured. Employment growth has peaked and this
industry in Vermont is currently engaged in high-stakes foreign competition for its
very survival.

7 For the most part, these employment categories were selected
based on the federal Standard Industrial Classifications or SIC
codes.
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This industrial category, which still ranks as the state’s largest factory sector and
includes the state’s largest private employer, generally responds to the national
business cycle as it affects investment in business machinery--particularly in consumer
electronics (e.g., computers). A general economic recovery in the United States
would therefore be helpful to this sector.

In Vermont, the industry is currently dominated by a relatively few large firms that
are cutting payrolls and other costs in an attempt to effectively deal with a loss of
competitive position.

The emergence of a new breed of "new-tech" firms in Vermont and New England
offers some hope that the period of decline in the state’s largest factory sector may be
easing.

Public policies in this employment category should reflect a mix of strategies that: (1)
assist existing major employers in their efforts to control their costs and (2) lay the
groundwork for the development and expansion of the emerging "new-tech" firms.

Public policies also should be designed to improve Vermont’s higher education
infrastructure, air transportation systems, and telecommunications network in order to
assure that the "new-tech" companies have the tools to gain access to the markets they
need to grow and prosper.

It should be recognized that the full development of "new-tech" firms as a potential
replacement for this sector’s existing larger firms is still a number of years away.

The machine tools sector

For the past decade, this sector of the Vermont economy has been in a decline despite
a record U.S. economic expansion.

Stiff foreign competition, collapsing oil prices, and reduced investments in durable
goods industries, autos, and capital goods have hurt this industry in Vermont and
reduced employment levels to less than half of the 1972 employment total.

Although the period of rapid decline in the state’s machine tool sector appears to be
over, there is little optimism that this sector will repeat history and again rise in
prominence to the peak employment levels of the early 1970s at least in part because
of cost competitiveness problems.

Policies that focus on what remains of this sector’s highly skilled workforce could be
designed to take advantage of potential niche-marketing opportunities in lower
volume, price-insensitive products, as well as other potential opportunities as the
backward economies of Eastern Europe re-tool.
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Although policy makers will need to be sensitive to this sector’s long history of labor-
management conflict, another potential economic development strategy would be to
encourage the establishment of "incubator” facilities. The primary benefit of such
incubators would be to promote small spin-offs in this troubled industrial category.

Resource-based processing industries

In a traditional sense, Vermont cannot be considered a state with a rich endowment of
natural resources. However, the state does receive an important economic contribution
from production activities associated with the state’s lumber and wood, furniture, and
granite industries in many geographic regions across the state.

Although some parts of these industries in Vermont are improving relative to the
employment lows of the 1989-92 recession, they have been in a long-term
employment decline. Steps designed to cut costs and enhance productivity have
prevailed in recent years among major employers in this industrial category.

State policy makers could assist job and income growth in these sectors by
implementing regulatory reforms and other cost-saving strategies that would reduce
the financial need to undertake additional steps to cut payroll and other costs.

Another potential and complementary public policy strategy would be to implement
measures designed to cultivate the emerging "crafts" industry in Vermont, which has
become more prominent in recent years as the state’s tourism sector has grown.

The consumer products sector

Because of its extreme northeastern location, Vermont will not become a major
manufacturer of price-sensitive consumer products. Several Vermont firms have,
however, been extraordinarily successful in developing premium-priced specialty or
niche-oriented markets for Vermont-made products (e.g., Ben & Jerry’s Homemade,
International Cheese Company, Rhino Foods, St. Albans Cooperative Creamery,
etc.). As one of the few growing manufacturing categories, the continued success of
firms in this category is vitally important to the future of the Vermont economy.

The key to prosperity in this group of industries appears to be based upon: (1) an

ability to serve local market outlets more efficiently than out-of-state competitors,

and/or (2) an ability to capitalize on the favorable market perception of Vermont-
made products for sale in premium, out-of-state markets, and/or (3) an ability to
provide products to the market that can command a higher price because of their

- unique nature, premium quality, or superior craftsmanship.

At a minimum, public policies designed to facilitate and expand upon the niche-
marketing successes of these firms (e.g., Market Vermont) should be continued.
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Policies could be designed to help Vermont firms tap into new markets for Vermont-
made products, for example to encourage the expansion of direct marketing strategies.

Although this industry conglomerate includes some of the lowest skilled, lowest
paying sectors of the Vermont economy, it also represents some of the best and most
natural opportunities for increasing the value of raw materials through processing and
manufacturing, which is referred to as "value-added."

Policies designed to take advantage of employment growth opportunities in this sector
should recognize that many firms in this category offer non-traditional forms of
employee compensation such as employee-ownership. Thus, rates of return from a
policy perspective must be evaluated in this context.

The defense sector

Throughout the 1980s, the New England and Vermont economies were
disproportionate beneficiaries of the "Reagan defense build-up," which emphasized the
procurement of strategic weaponry.

The political disintegration of the Soviet Union and subsequent end of the military
build-up has seriously curtailed manufacturing activity and employment growth in
several durable goods factory categories in the Vermont and New England economies.

The Vermont economy, although it is proportionally less dependent on direct
contracting activities from the Department of Defense than other New England states,
benefitted directly from defense contracting and production activities and indirectly
from more healthy levels of tourism activity by New England residents who traveled
to Vermont.

Our nation’s history of "hot and cold" defense spending, and the tenuous geo-political
situation in Middle East and Eastern Europe and among some members of the
Commonwealth of Independent States, suggest that it is far too early to "write-off"
the 1990s for this industry.

Although the economic future of this sector is largely determined by forces that are
beyond Vermont’s direct control, state public policies should support existing defense
industries in the state, with special emphasis on those parts of the defense industry,
for example core technologies, that are still expected to grow in the post-Cold War
era.

Beyond those policies, state government can also do much to facilitate the transition
and down-sizing in other defense-related production activities.
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The construction industry

During the late 1980s, speculative pressures and the after-glow of the "Massachusetts
Miracle" mentality made Vermont’s construction industry one of the key sectors
underpinning strong rates of job and income growth.

As an economic sector that typically derives its strength from job and income growth
in other areas of the economy, this "leading" role proved to be unsustainable and it
ceased in the spring of 1989. Since that time, Vermont’s construction sector has lost
nearly one of every two of its jobs--the worst job loss performance of all of the New
England states.

The overall outlook for this sector in Vermont is one of gradual recovery as general
economic conditions in the state slowly improve through the 1990s and the excessive
inventories of existing commercial space and housing stock are reduced.

The state would best serve this sector by taking steps to: (1) maximize the use of all
federal and state funds for infrastructure projects, and (2) encourage a supportive
environment for job and income growth.

Over the long term, policies should be implemented to remove unnecessary obstacles
and costs from the state’s growth management and other regulatory processes.

Finance, insurance, and real estate

The economic fortunes of this previously high-performing sector of the Vermont
economy have taken a dramatic turn for the worst over the last three years.

Although employment losses in'this category appear to be abating, on-going
employment consolidations in the state’s banking and real estate sectors are restraining
job creation and income growth in the Vermont economy through significant
workforce reductions.

These long-term employment adjustments are expected to continue over at least the
near term.

Like the construction sector, this employment category derives most of its strength
from a healthy and growing economy. As such, policy makers would best serve this
sector by taking steps to encourage job and income growth in the Vermont economy
over the long term.

Policies should be designed to remove unnecessary obstacles and costs from the
state’s regulatory process.
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To the extent possible, policy makers should also explore strategies to help assure that
affordable supplies of credit for business are available to help struggling businesses
recover from the economic downturn that prevails today.

Services

Services represent one of the fastest growing industrial categories in Vermont and for
the nation as a whole. This sector is a complex collection of industries that serve a
combination of local, regional, and national sources of demand.

The growth of the information age, aging baby-boomers (who will eventually require
proportionally more health care services), and the growing emphasis on education and
flexible skills training for the workforce suggest that this sector will continue to grow.

The overwhelming majority of jobs in this area appear to serve local demand, and the
recent weakness in Vermont’s manufacturing and goods-producing sectors suggests
that the best way to encourage employment growth in services is to implement
policies that will assure a strong state and regional goods-producing economy.

The implementation of policies supportive of Vermont’s capability for exporting
professional services (such as information services and health care) beyond its borders
also offers a sound opportunity.

Such a supportive policy would require the improvement of Vermont’s existing
telecommunications infrastructure to take better advantage of emerging opportunities
in telemarketing and various activities in both the non-traditional and emerging
financial services categories.

Government

After several decades as a major source of job growth, mounting fiscal problems
resulting from the recent economic downturn have finally started to affect employment
levels in Vermont’s governmental sector.

A downsizing is underway that will likely continue for most of the 1990s in Vermont,
despite the fact that local governments are struggling under the pressure of unfunded
state and federal mandates, the need to enhance education, and an increasing need to
hire professionals to handle a growing number of complex tasks.

Although this downsizing trend may be appropriate and desirable over the long term,
the short-term effects of reducing expenditures and employment will provide an
additional drag on the performance of the Vermont economy until the more subtle,
long-term benefits of a smaller public sector work their way through the economy.
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The most effective strategy for dealing with the economic impacts of the public
sector’s expected employment retrenchment would involve programs designed to help
displaced workers re-enter the state workforce.

An equally important part of this public policy effort should include measures such
as: (1) strategies designed to improve the linkages between Vermont higher education
infrastructure and the economy, and (2) mandatory cost-benefit analysis, perhaps
including "privatization" strategies, for all new government programs and regulations.
The second would be very helpful in preventing the unwise growth of the public
sector in Vermont that necessitated the employment cutbacks in the first place.

Travel and tourism

The state’s hospitality industry, which epitomizes the type of synergy that can exist
between a clean environment and business, is becoming an increasingly important part
of Vermont’s economy.

Improvements in important aspects of the tourism infrastructure, the "second" home
business, and the implementation of more effective marketing programs have
generally underpinned the historically strong job and income growth in this sector
during the mid- to late 1980s.

The growing friction between representatives of the travel and tourism industry and
environmental groups needs to be resolved if the future of this important industry is to
remain bright.

Policies designed to improve and better coordinate advertising and promotional
activities by both public and private entities should be implemented if the state’s
travel and tourism industry is to take full advantage of the exceptional short- and
long-term opportunities.

Agriculture

Although agriculture has historically been an important goods-producing sector of the
Vermont economy, it has been in decline for many years due to productivity gains
and a loss of competitiveness in its dominant dairy sector with larger farms in the
Midwest and West.

This industry has traditionally experienced cycles of "boom and bust," which may or
may not coincide with the general business cycle. The current "bust" cycle in
Vermont agriculture comes at an inopportune time: it follows an exceptionally short
"boom" period in the dairy sector, which failed to adequately strengthen the financial
position of many farmers to weather the current situation.
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Vermont will likely always have a critical mass of agricultural production to serve
niche-oriented specialty food markets that can utilize the market advantages of
Vermont’s pristine and wholesome reputation.

The agricultural industry in Vermont will remain in transition for at least the near
future. As such, policies designed to both promote greater efficiency and ease the
burdens of transition would be helpful in improving Vermont’s relative economic
performance.

It is also important for Vermont policy makers to take steps to maintain a critical milk
production mass and continue Vermont agriculture on a path toward greater
diversification. Such steps are important, if for no other reason than to preserve the
close linkages agriculture has to the continued success of the state’s travel and tourism
industry.

Higher education

The enhancement of Vermont’s network of public and private higher education
institutions is critically important for Vermont’s future economic success.

Vermont’s higher education institutions play vital roles in activities ranging from
technology transfer to increasing the skills level and adaptability of Vermont’s
workforce. The performance of this sector is very important to Vermont’s future
competitiveness.

Higher education institutions are major employers in Vermont and make important
contributions to the vitality of their local and regional economies. Many are
significant exporters of educational services, which import substantial sums of money
into the state.

Public policies should be designed to strengthen the state’s existing higher education
infrastructure from the standpoint of: (1) increasing the capability of Vermont’s
higher education institutions to successfully compete for students in regional, national,
and international markets; (2) workforce education and training; and (3) increased
applied research activities and improved technology transfer.
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PART II
THE COMPETITIVE ADVANTAGES AND DISADVANTAGES
OF
VERMONT’S ECONOMY

Introduction

Vermont’s current economic condition--and interest in what can constructively be done
to address our fundamental problems--has led to increased concern about how our state compares
with its competitors. Does Vermont measure up economically with other states? What can really
be done as we seek to maintain and nurture our existing employment base against the overtures
of other states and local development groups around the country? Is our state attractive enough
to convince businesses in other areas to expand their operations to Vermont? Are we properly
equipped to entice businesses to relocate to the Green Mountain state?

There are no simple answers to these questions. Often what makes a state or region
"attractive" to a specific company or a particular industry is driven by a relatively small group
of special factors or by local concerns. As such, more general assessments of "business climate"
are not particularly indicative of how competitive a state or region really is.

Moreover, much of what constitutes a state’s or region’s attractiveness to business is
either very difficult to objectively verify or involves some form of subjective judgment on the
part of the researcher or investigator. In short, one party’s competitive advantage could very
well be another’s disadvantage.

The other major difficulty in assessing competitiveness is the fact that "attractiveness"
is a moving target, a constantly changing, dynamic phenomenon. Changes in a state’s relative
business cost competitiveness, its economic performance, its public policy and regulatory
climate, and its tax structure and burden can occur over a relatively short period. This is
especially true during economically troubled times.

Therefore, this study does not attempt to render an abstract judgment of how friendly the
state of Vermont is to business. Instead, it attempts to identify some key criteria and factors that
(1) business people may use in evaluating the viability of operating their businesses in Vermont
and (2) public officials may use in evaluating the potential economic impact of policy and
legislative initiatives. While these factors primarily involve cost data and indicators associated
with the use of Vermont’s land, labor, and capital, measures such as the "quality of life"
indicators are also included.

These comparative cost structures represent the new reality of today’s increasingly
integrated, global economy. Vermonters need to recognize that the security of their jobs depends
to a great degree on the ability of Vermont businesses to compete with companies that just a few
years ago were considered too far away to pose a competitive threat.
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If Vermont’s cost of doing business is out of line with that of other areas, the prices that
Vermont concerns must charge for their products and services will be placed at a competitive
disadvantage unless customers recognize additional value to offset the Vermont product’s higher
price. If enough sales at Vermont companies are lost due to a lack of cost competitiveness, job
losses will soon follow. Vermont’s quality of life will be diminished because of reduced
employment opportunities, and the state’s ability to protect its environment and social
infrastructure will likewise be imperiled.

The Roundtable has undertaken this assessment of the state’s competitive economic
advantages and disadvantages on behalf of all individuals and groups who are concerned about
the Vermont economy and how Vermont can be a viable economic competitor--in the region,
the nation, and the world.

Competitive Advantages
The first section of this assessment focuses on seven competitive advantages that Vermont
enjoys. The order of their presentation is not intended to convey a relative degree of importance

in Vermont’s overall economic picture.

Vermont’s workforce: Our human capital resource

It is often said that Vermont’s hard-working, productive workforce is perhaps its greatest
asset. As part of the New England region, which is known for "working with our wits," the
maintenance of a competitive edge in workforce quality and productivity is essential to
Vermont’s economic survival.

Table 3 (see Appendix) shows that Vermont does indeed compare very favorably in five
of the eight identified workforce quality indicators. Our state appears to have a distinct advantage
in educational attainment and in some measures of direct cost. At the same time, it is important
to note that Vermont ranks less favorably from a competitive standpoint in several areas of
workforce cost.

, The growing complexity of the workplace and the increasing mobility of workers require
that Vermont’s workforce have the skills to compete in the emerging global economy. These
indicators suggest that Vermont’s well-educated and generally affordable labor force have put
the state in a position to compete effectively during the 1990s and beyond. In addition, Vermont
is currently attempting to address the primary threats to its long-term workforce competitiveness
by reforming the state’s Workers’ Compensation Law and by emphasizing the improvement of
its public education system.
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Banking situation and conditions

Throughout the current New England economic recession, a key reason for Vermont’s
comparatively stronger economic performance has been the continued relative strength of
Vermont’s banking system (see Table 4 in the Appendix). As the banking systems of several
other states in the region were undergoing difficult adjustments, the Vermont banking system
experienced comparatively few problems. Even at their worst, most of Vermont’s problems to
date have resulted in little disruption and few major dislocations, and credit availability has
generally not been seriously harmed in most areas of the state. That represents a significant
advantage for Vermont versus the other states in the region and nation.

This comparatively better Vermont banking performance during the current regional
economic downturn can be attributed to many factors, ranging from a strong industrial mix and
a culture of conservative, community lending practices, to geographic location (which helped
reduce speculative pressures in real estate). Not surprisingly, these same factors have also been
helpful in maintaining a superior macroeconomic performance for Vermont.

Vermont’s northern location has been helpful in allowing the state to escape many of the
speculative real estate pressures that were most acute in southern New England and the greater
Boston metropolitan area. While the Vermont economy and banking sector were not able to
avoid all of the negative effects of New England’s real estate boom and subsequent collapse, the
negative effects here generally involve the second-home market (i.e., around the state’s resort
areas), and some other locations around the state primarily in the commercial real estate sector.

A final major factor in the banking sector’s relatively stronger showing during the
recession relates to the different structure of the state’s high-tech or computer industry compared
to the other New England states. In Vermont, the state’s major high-tech employer (International
Business Machines) serves markets that appear to be sensitive to the national business cycle (i.e.,
their markets are driven mainly by businesses’ purchases of capital equipment items such as
computers). Therefore, the Vermont high-tech sector is proportionally less dependent on
complementary and sustained increases in defense contracting activity than other New England
states (such as Massachusetts and Connecticut) where a primary outlet for high-tech output is
defense end products.

This structure suggests that Vermont’s high-tech companies are better positioned in the
market to benefit from any significant national economic recovery than the high-tech industrial
bases of the other New England states. Once this general economic recovery gets underway, the
Vermont banking sector will be well positioned to respond to and fulfill the credit needs of the
Vermont recovery.
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Quality of life

Of all the factors affecting Vermont’s relative attractiveness to business, the one most
frequently mentioned as a competitive "advantage" for the state is Vermont’s "quality of life."
Quality of life means many things to different groups and individuals, including a low crime
rate, relatively good economic circumstances and lower than average poverty rates, more

physicians per 100,000 of population, and/or a cleaner environment (see Table 5 in the
Appendix).

"Quality of life" is an inherently subjective concept that does not lend itself to
comparative measurement or rankings that arise out of empirical research. Although quality of
life is subjective, several of the major business climate studies rank Vermont’s overall quality
of life in a number of ways.

For example, a 1990 business climate study by the Southern Regional Council ranked
Vermont third highest among the 50 states in quality of life. The latest Green Index gave
Vermont a composite ranking of 12th among the 50 states on a scale for "Fun and Quality of
Life," and in 1991 the Corporation for Enterprise Development Studies ranked Vermont at or
near the top of states in several quality of life factors.

However defined, the concept of quality of life will most likely continue to be an
important competitive advantage for Vermont. Whether or not the state maintains a "highly
ranked" quality of life will depend primarily on the ability of Vermonters to balance the
protection of Vermont’s precious natural resources with the need to provide fulfilling, high-
quality, well-paid job opportunities. The two priorities are dependent upon one another and it
will be difficult to effectively accomplish one without the other.

Proximity to Canada

Although Vermont’s extreme northeastern U.S. location is not considered a competitive
strength in a conventional economic sense, Vermont’s proximity to Canada--and to Montreal in
particular--allows the state to benefit from export and business relocation opportunities coming
from Canada. This potential is enhanced by the successful negotiation and approval of the U.S.-
Canadian Free Trade Agreement. Currently in its third year of implementation, this agreement
has been widely acknowledged as benefiting both countries.

More recently, potential export opportunities were expanded further through the
negotiation of yet another trade agreement--the North American Free Trade Agreement,
negotiated with Canada and Mexico. Even though this agreement has not yet been ratified, its
implementation is expected to be, on balance, beneficial to all three countries.

While possibilities of expanding our small ($18 million) annual trade activity with Mexico

are alluring, opportunities to expand upon our already existing $2 billion in economic ties to
Canada appear to be the most promising for the next five years. With the full elimination of
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trade barriers (which will take a number of years and assumes, of course, that the agreement
will be ratified by all three countries), the North American Free Trade Agreement may also
afford Vermont businesses opportunities for shipment of goods through the Port of Montreal to
other parts of the world.

In addition, Vermont’s location also permits business expansion and relocation
opportunities by Canadian concerns seeking greater access to consumer markets in the northeast
corridor, but desiring to remain somewhat close to "home." Although competition for such
relocations remains intense, especially with northern New York state, Vermont should capture
at least some of these businesses seeking relief from what they view as unfavorable economic
policies on the part of the federal government of Canada.

Given the erosion in Vermont’s factory job base, this type of export potential may offer
the best way for the state to stabilize its local manufacturing base in the future. However, the
outlook for accessing global markets through Canada and taking advantage of Canadian
opportunities does carry some risk. The recent parliamentary crisis in Canada serves as a
reminder that relying on foreign trade for a substantial portion of Vermont’s output of goods and
services is inherently more unstable, both politically (for Canada) and due to fluctuations in the
value of U.S. currency, than relying more heavily on domestic markets.

Capitalizing on Vermont’s "good" name

Another competitive advantage for Vermont is marketing Vermont’s favorable image
locally and out of state to command a premium price for Vermont-made products. Perhaps the
best example of an industry successfully seizing this marketing advantage is Vermont’s growing
specialty food sector.

Niche-marketing success stories abound; the industry has grown so that today there are
an estimated 250 Vermont-based specialty food companies producing roughly 1,800 different
food products, many of which use only Vermont ingredients. Farming operations have
successfully found market niches in operations ranging from raising trout to producing goat’s
cheese. ’

However, it should be recognized that the "Vermont-made" approach may have only
limited short-term applicability in some categories of industrial activities. For example, favorable
images of made-in-Vermont jet fuel gauges, automobiles, or other transportation-cost-sensitive
products may require longer periods of market building and image cultivation than they would
for other areas that are located closer to the nation’s population centers.

For the most part, marketing strategies playing on the "Made in Vermont" mystique have
historically been applied to the shorter-term opportunities associated with small-ticket consumer
products, though there are exceptions. Unfortunately, these consumer products industries also
tend to be among the lower paying of the state’s major industrial sectors. As such, Vermont’s
mystique may have a somewhat narrower potential impact than is generally believed.
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Accessible government

Although it represents yet another intangible factor, a competitive advantage for Vermont
is the accessibility of state and local government organizations. No feature better epitomizes this
than our state’s part-time, citizens’ legislature. Unlike the public sectors in other states,
Vermont’s appears to function better--at least on the surface--than the legislatures and executive
offices in most states, especially those with full-time legislatures.

As an example, the prompt passage by the Vermont Legislature of supportive statutes
regarding captive insurance illustrates how the state’s government can be proactive to Vermont’s
advantage. First passed in 1981, this legislation has enabled a total of 245 captive insurance
companies to set up operations and conduct business in Vermont. These companies’ activities
have created an estimated 150 private sector jobs and are responsible for approximately $250
million in deposits at Vermont banks. In addition, these companies will pay an estimated $9
million in insurance premium taxes to the state this year, up considerably from the $250,000
they paid in 1986.

Small business and entrepreneurial inclination

Small business embodies the American and Vermont entrepreneurial spirit. Using the
flexibility and adaptability that comes with "being small," these companies are generally better
able to meet market challenges and carve out their particular niches in an age of increasingly
rapid change.

During the 1980s, small businesses in the U.S. economy grew as the larger Fortune 500
companies actually started to lose employment. The small business job generation machine
became the nation’s primary force for job creation, adding an estimated 12 million of the 18.5
million jobs created by the U.S. economy during the 1980s.

Vermont is a state of small business. The state has nearly twice the national average of
self-employed individuals, with 94.4 percent of its businesses falling into the Small Business
Administration’s definition of a small business. Vermont is ranked second in the nation in the
percentage of its total business establishments employing fewer than 500 people.

This economic structure is thought to be an advantage for the Vermont economy from
the standpoint of adaptability, flexibility, and entrepreneurship. This perception is supported by
the major corporate restructuring that has been underway for more than a decade in the U.S.
economy, and the fact that most of the "net" job growth in the U.S. economy during the 1980s
came from small businesses rather than larger companies.

Competitive "Swing" Factors

Some factors have had, and are likely to continue to have, a major impact on the relative
health and performance of the Vermont economy. Yet these factors are different from the
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competitive advantages listed above and the disadvantages listed below they are "neutral" or
"mixed" from a competitive standpoint.

While public policies in Vermont should continue to nurture Vermont’s competitive
advantages, these "swing" factors present a critical group of competitive forces that could either
help or hinder the state’s economic performance over the next decade. They represent. a
significant opportunity for policy makers to improve Vermont’s relative competitiveness. The
implementation of effective public policies designed to nurture the present strengths and address
the current shortcomings related to these factors could yield significant economic rewards over
the next several years.

Infrastructure

Infrastructure is a very broad and complex topic. It encompasses a wide range of issues
that could influence the location decisions of businesses and households and therefore affect the
level of economic activity and job creation in a state or regional economy.

For example, good roads, adequate wastewater capacity, quality schools, and a sufficient
number of health care providers could be expected to help encourage migration into an area.
From a business perspective, a firm engaged in distribution functions would consider a good
transportation system vital to business.

Although empirical research is not completely conclusive, it appears that investment in
public infrastructure can have a positive impact on economic activity and job creation. While
research does not clearly establish whether the accelerated economic activity or the increased
infrastructure investment comes first, it appears that expanded public investment to help alleviate
serious safety hazards and to improve Vermont’s quality of life does enhance productivity and
economic growth.

Vermont is in the middle of the pack when it comes to the condition of its existing
network of roads and bridges. Meanwhile, the state appears to be somewhat lacking and perhaps
even losing ground in several major infrastructure areas (e.g., lack of major east-west roads and
higher than average wastewater treatment needs), which put the state’s businesses at a
competitive disadvantage (see Table 6 in the Appendix).

Road deficiencies are particularly troubling for the Vermont economy, since much of the
state’s economic activity is dependent on input and product shipments that travel over its network
of highways and roads (including 320 miles of interstate routes, 2,500 miles of toll-free
highways, and 11,000 miles of supporting roads). Therefore, special attention is needed to
maintain and improve the condition and the quality of the state’s road network so Vermont’s
rural character does not work against it in the competitive marketplace.
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Telecommunications

With its high concentration of technology-based and communications-oriented businesses,
Vermont needs a high-quality, technologically advanced telecommunications network to be
competitive. Such a system would ideally include a communications system that would reduce
the importance of geographic location as a workplace requirement.

- Vermont is fortunate that state regulators and private utilities recognized the value of such
a system back in the mid-1980s. Because of this foresight, Vermont today enjoys a state-of-the-
art fiber optics communications network.

Vermont’s advantage in this area may be beginning to erode; the satisfactory resolution
of the current debate about Vermont’s ten-year communications plan and the redoubling of the
state’s major telecommunications company’s effort to complete this system will be necessary to
maintain Vermont’s competitive edge. Failure to resolve these issues may result in a loss of the
state’s current competitive edge in this increasingly important infrastructure area in the emerging
information age.

Higher education

Vermont is a state with few natural resources. It is located far from key growth markets
in the southern and western regions of the United States, has long and cold winters, and must
deal with the competitive burden of higher than average energy costs.

One way the New England region has been able to overcome similar handicaps and
succeed in the national and global market place is by doing a better job of applying technology
and knowledge to the production process. This success has been aided by the region’s network
of quality colleges, universities, and non-profit research institutes, which have been responsible
for: (1) training a capable, quality workforce and (2) attracting some of the best scientific and
engineering talent in the country. New England’s research base is often referred to as its "crown
jewel," and in 1988 the region received a disproportionally large 14 percent share of
government-sponsored research funds for the year.

While it was noted in the discussion of Vermont’s competitive advantages that the state
appears to score well in workforce education and training, it should be acknowledged that the
maintenance of this advantage is in no way assured, and that the state fares poorly in facilitating
research and technology transfer. In fact, according to the Corporation for Enterprise’s
Development business climate study, Vermont ranks very low in its research and technology
transfer infrastructure, having received a grade of "D." This low ranking reflects a lack of
resources for conducting applied research and providing information on new technologies and
a lack of guidance in applying new technologies in the private sector. Because other countries
and several other states (especially in New England) have substantial technology application
resources, Vermont businesses often operate at a competitive disadvantage when they are forced
to respond to rapid change.
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A common vehicle for facilitating technology transfer is the establishment of research and
development centers associated with colleges and universities. These typically work with the
local business community, focusing on specific technologies in which a state is believed to have
a competitive advantage. :

As the technologies are developed and commercialized, they become a stimulus for
economic growth as entrepreneurs establish new businesses and existing businesses spin off new
companies. Because businesses are primary beneficiaries of university research and development
centers, they are frequently major financial backers of research projects. For this reason,
investment by state government in these centers can attract substantial investment from the
private sector, and can provide an excellent long-term return in improved economic
competitiveness and eventual increased tax revenues.

A program to foster a quality infrastructure in higher education is important both for
assuring that the state has a competitive workforce and for providing a mechanism to encourage
technology transfers for the acquisition and assimilation of new, more productive technologies
into production and management systems. Both are critical if we are to remain competitive and
control the costs of doing business as we compete in the global economy.

Travel and tourism

A final area of infrastructure critically important to the performance of the Vermont
economy is the maintenance and improvement of the state’s travel and tourism industry. Even
though the state already has high-quality destination-oriented resorts, we cannot afford to ignore
the need to at least maintain the current conditions of our roads and bridges and explore
strategies for improving the state’s air transportation network. One improvement in this area
would be to enhance the quality of existing east-west state roads and highways. Another option
would be to examine the viability of expanding existing air carrier service to include flights to
the province of Ontario. '

Regulation

A second important competitive "swing" factor is the administration of regulations in the
state. From a competitive standpoint, the real issue of regulation, whether it involves
environmental rules, labor relations, or access to health care, is how the existence and
enforcement of these regulations affect the costs of doing business in the state compared with
the cost of conducting business in other states and in other countries around the world.

Whether or not it is deserved, Vermont has developed a reputation for being a difficult
place to conduct and expand a business enterprise. In fact, the entire New England region (with
the possible exception of New Hampshire), with its relatively high energy costs, escalating
workers’ compensation premiums, relatively expensive health care, and above average housing
costs has developed a business cost structure that is unfriendly toward economic growth.
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Vermont policy makers need to examine the state’s current regulatory policies and
evaluate whether there are unnecessary time delays or inconsistencies in enforcement.
Government should question the need for regulations where the environmental and social benefits
of maintaining them are exceeded by the higher costs those regulations impose on all
Vermonters.

At the present time, Vermont public officials are engaged in two important regulatory
policy debates that will have a far-reaching impact on the capacity of our state’s businesses to
effectively compete in the global economy over coming decades. These issues involve access to
health care and how the state is going to improve the administration of its permitting process for
economic development. It should be acknowledged that reform efforts are underway in areas
such as workers’ compensation as well.

Government, business, and various interest groups need to come together to resolve these
important regulatory issues. Without a growing economy, there is no regulatory policy or
governmental fiat that can guarantee Vermonters access to affordable health care. There similarly
can be no set of regulations or group of government programs that can guarantee either a quality
environment or adequate social safety net. Facilitating the growth of quality, high-paying jobs
is a key part of that strategy; it represents the only real option for preserving--indeed enhancing--
Vermont’s environmental "crown jewel" and the legacy of its humane social safety net.

Corporate Code

As the state of Vermont moves toward the twenty-first century, its business community
must organize itself and operate within the boundaries and parameters of a commercial code that
was originally written in the late 1950s. Although the lack of a modern commercial code affects
business in sometimes subtle ways, it is generally viewed as having placed Vermont businesses
at an operational disadvantage versus business operations in other states w1th more modern,
uniform, and consistent corporate codes.

Vermont policy makers should undertake a thorough examination and revision of the
state’s corporate code to address competitive inequities. The result should be a code that is more
predictable and understandable for businesses currently in Vermont and for those contemplating
business location and/or investment in the state. This corrective action should place Vermont
business on an even playing field with those businesses in other states that represent Vermont’s
primary competitors.

Competitive Disadvantages
The final discussion of competitive factors concerns those economic performance
determinants that are likely to continue to be negative from a relative competitiveness standpoint.

This section includes five identified competitive disadvantages, which have varying potential to
be addressed by public policy over the short or intermediate term. -
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Geographic location

Vermont, being located in the extreme northeastern area of the United States, is far from
the growing markets of the South and the West. This, in combination with the fact that all
products and production inputs must generally travel by truck, means that Vermont may never
become a major production center for generic, low-value-added manufactured products that must
compete on the basis of price.

In fact, the industrial history of Vermont and the entire New England region reflects the
innovation and birth, maturation, and then loss of industrial sectors to lower cost areas of the
United States and points abroad. This model has been followed on a somewhat consistent basis
throughout the twentieth century, whether the sector is textiles and apparel or the computer
industry of today.

There appears to be little that public policy makers can do to specifically address this
locational drawback, though policies could be implemented to help reduce the associated business
cost implications. However, the success of such strategies in off-setting this disadvantage is
likely to be limited at best.

Energy costs

Because of its heavy reliance on fuel oils, Vermont industry is handicapped with above
average energy costs that negatively affect its competitive position. The extent of this
disadvantage is illustrated in a 1990 Grant-Thornton manufacturing business climate study, which
ranked Vermont among the least competitive states in the nation with respect to energy costs,
especially the cost of electric power.

Other things being equal, energy costs affect economic competitiveness because they
represent a significant share of business costs, and because cost differences between regions in
close proximity can be substantial.

Fortunately for Vermont, all nearby states are burdened with similarly high energy costs
when compared to other regions of the United States. So while energy costs may not be a
determining factor when competing with other New England states, Vermont is at a distinct
disadvantage in competing with low-energy-cost states in other areas of the country.

To attract new businesses and retain existing firms, scores of private and public utilities
around the country have created an astounding array of economic development programs. They
recognize that helping improve economic competitiveness translates into a healthy service area
with a more stable economy, which benefits both the utility and the community. Typical
programs include: (1) discounted economic development incentive rates and reduced economic
recovery rates during recessions; (2) community development assistance and programs; (3)
financial support for and cooperation with other private and public organizations involved in
economic development; and (4) site selection data centers for corporate site planners.

3



While the state’s major utilities have recently begun to move in this direction, Vermont
needs to examine the efficacy of several energy cost reducing policies, including: (1) a
moratorium on the five percent energy sales and use tax to new and expanding businesses; (2)
continued support for energy efficiency; and (3) support for finding long-term, least-cost energy
supplies through vehicles such as co-generation and independent power production.

Although it should be recognized that Vermont has only a limited ability to address how
its geographic location and rural character raise energy costs, the state should address issues that
may needlessly increase energy costs. Ata minimum, Vermont regulatory policies should always
consider how the enforcement of regulations may affect Vermont’s energy cost competitiveness.

Lack of industrial diversity

It is well documented that Vermont is heavily dependent on a relatively few industries
and large employers for its economic vitality. This means the state’s economic and employment
base is vulnerable to developments in a relatively small number of industrial categories and
activities.

If one or more of Vermont’s major industries is experiencing problems particular to its
sector (i.e., computers, financial services, defense), it is often very difficult for other sectors
to completely fill that employment growth void. The entire regional or state economy can be
affected, creating and/or exacerbating the social problems that often are the result of this
economic under-performance.

Public policies can be designed to diversify the state’s employment base both regionally
and on a statewide basis. However, the public policy process requires considerable lead time.
In addition, the re-tooling of an industrial sector is a long-term endeavor, and cannot generally
be accomplished in less than five to ten years.

Tax burden and tax rate levels

The fiscal policy activities of government can have a profound impact on a state’s
competitive position. An efficient and effectively run public sector can help reduce the financial
burdens government places on the private sector.

If these needs are met more efficiently in Vermont than in other states, taxes can
generally be held to a lower level than in competitor states. This can help create a more

competitive business cost environment for a state’s businesses.

An examination of fiscal burden data in Table 7 (see Appendix) reveals the following
trends:

B Vermont’s state and local tax, expenditure, and public employment cost burdens remain
high in relation to national average.
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®m  Vermont’s state and local tax, expenditure, and public employment cost burdens are
increasing.

®  Vermont generally spends more on education, highways, and public welfare than the
national average.

B Vermont relies more heavily on its income and property taxes than the national average,
and less than the national average on sales and gross receipts taxes.

Various fiscal burden indicators through fiscal year 1990 fail to recognize significant tax
and spending actions in Vermont and other states that may have been undertaken in subsequent
years to resolve their fiscal problems. In particular, none of the burden statistics for Vermont
include the following 1991 tax actions: (1) the imposition of the tiered tax rate structure in
Vermont’s personal income; (2) the rate increase and base broadening initiative in the sales tax;
(3) the increase in the corporate income tax, and (4) the increase in the meals and rooms tax
rate.

Whether or not these changes, when reflected in Vermont’s tax burden indicators, will
affect the competitive business climate of Vermont is unclear. While business location and
expansion decisions rely on other factors besides tax rates and structure, tax increases of this
magnitude could have an unusually large impact on the relative cost of operating a business in
Vermont.

It should be recognized that business taxes represent a significant portion of business
costs which, over time, will have to be reflected in the prices paid by customers buying Vermont
products and services. Extra scrutiny needs to be given to public sector budgets to assure that
they are as lean as possible, while still maintaining adequate levels of service and not impeding
job creation.

In the area of state fiscal policy, this can best be accomplished by eliminating
competitively punitive tax policies and by making investments in budget areas and programs that
better prepare us for the challenges of the future. This requires a two-pronged approach: (1)
imposing a new level of fiscal discipline in public expenditures and (2) eliminating business taxes
that are not competitive with other states and our growing number of new worldwide
competitors.

Availability of affordable capital

A final area of competitive concern for the Vermont economy is the relative availability
of affordable capital. This indicator sends an important signal to would-be business persons and
entrepreneurs: with access to capital, their ideas can become reality. It also sends the message
to existing businesses that their companies will have the financial resources to expand to meet
increasing demand.
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Given the current economic climate in New England, it is important that Vermont
companies acquire the "new" capital they need to finance additions to existing capacity and to
accommodate new businesses in the state. However, it must be acknowledged that concern about
"capital gaps"--the perceived lack of availability of funds for start-ups and expansions--may
sometimes result from a business’s inability to secure credit rather than the lack of available,
affordable capital.

Vermont’s banking and financial sector is currently undergoing a process of restructuring.
This realignment, while it is somewhat less severe than that which occurred in many other states
around the nation and in the New England region, is creating a difficult lending environment
especially for certain types of Vermont businesses.

Public policy makers in Vermont must take steps to avoid seeing a repeat of the
recession-extending experience in Texas during the mid-1980s, where acute capital shortages at
the critical point in its recovery process needlessly prolonged that state’s recession. While it
should be recognized that federal regulatory policy is the dominant force at play in this area, and
that those policies are largely determined in Washington, assistance can be provided on the state
level to meet financing gaps (i.e., V.I.D.A. and expanded use of SBA guarantees and Small
Business Investment Corporations) and can help assure the availability of adequate and affordable
capital to Vermont businesses that need it.
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CONCLUSION

In presenting the results of these two Vermont Business Roundtable studies--an evaluation
of the performance of Vermont’s economy and an assessment of our competitive status--we have
tried to provide information that can help Vermonters assess the state’s current economic
situation in light of past performance and future expectations. We believe that it is imperative
that Vermonters understand all these aspects of Vermont’s dynamic economy if we are to come
up with viable new strategies for preparing our state to be economically vital and competitive
in the twenty-first century.
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Table 3

Vermont’s Workforce
National Rank on Selected Key Indicators

Workforce Quality Indicators (a high* ranking is preferred)
National Rank
Indicator ‘ (first year) (last year)

State and local expenditures for education 7 6
per $1000 of income (1987 & 1989)

Average per pupil expenditure for elementary 23 13
and secondary schools** (1981 & 1991)

Value added per employee (1987) 45

Cost Competitiveness Indicators (a low* ranking is preferred)

National Rank

Indicator (first year) (last year)
Rate of unemployment*** (1985 & 1991) 5 25
Average hourly earnings of factory production workers 34 25

(1989 & 1991)

Union membership as a percentage of covered factory 39 41
employment (1984 & 1989)

Percent increase in wages of manufacturing production

workers (1989 to 1991) 2
Maximum weekly workers’ compensation benefit (1992) 6
* 1 is high; 50 is low
*x Based on average daily attendance

ok A high ranking indicating a low level of unemployment suggests tight labor market

conditions and higher labor costs
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Table 4

Vermont’s Banking Sector
National And Regional Rank on Selected Key Indicators
(a high* ranking is preferred)

New England
National Regional

Indicator Rank Rank
Commercial Banks Profitability
Return on assets at commercial
banks (1990) 25 Ist of 6
Change in net income at
commercial banks (1990) 38 Ist of 6
Asset Quality
Increase in non-performing loans
at commercial banks (1990) 36 3rd of 6
Savings Institutions Profitability
Return on assets at SAIF**-insured
savings institutions (1990) 8 Ist of 6
Net income at SAIF**-insured
savings institutions (1990) 15 Ist of 6
Savings Institutions Asset Quality
Mortgage loans foreclosed at
SAIF**-insured savings institutions 38 4th of 6
* 1 is high; 50 is low
*k SAIF--Savings Association Insurance Fund
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Table 5

Vermont’s "Quality of Life" Comparison
National Rank on Selected Key Indicators

Indicator

Positive "Life Quality" Factors
(a high* ranking is preferred)

State disposable personal
income per person (1986 & 1991)

Physicians per 100,000 persons
(1985 & 1990)

"Fun & Quality of Life" score
per the green index**

Negative "Life Quality" Factors
(a low* ranking is preferred)

Violent crime*** rate per 100,000

National Rank*
(first year) (last year)

31 26

5 6

1991-92 Survey

12

National Rank
(first year) (last year)

population (1985 & 1990) 47 49
Percentage of population below

the poverty level (1984 & 1990) 17 16
* 1 is high; 50 is low

ok Institute for Southern States and Island Press

Hokex Defined as murder, forcible rape, robbery, and aggravated assault
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Table 6
Vermont’s Infrastructure

National Rank on Selected Key Indicators

(a high* ranking is preferred)
Indicator National Rank
"Condition" Indicators

Percent of highway mileage--interstate
or other principal arterial (1988) 18

Percent of highway bridges structurally

deficient (per federal highway administration)

standards as of June 26, 1989) 28
Estimated sewage treatment needs per capita (1989) 42

Percent change in federal R&D funds obligated
(1980-88) 4

* 1 is high; 50 is low
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Table 7

Vermont’s Fiscal Burden

National Rank* on Selected Key Indicators

National Rank*

Indicator (first year) (last year)

State & local tax collections per
$1,000 of personal income (current $)

(1985 & 1990) 13 19
State & local direct expenditures per

$1,000 of personal income (current $)

(1985 & 1990) 13 12
State & local government full-time

equivalent employment per

10,000 population

(1986 & 1990) 33 21
Expenditures per person 1990

€)) Education (elementary & secondary) 6

2) Education (higher) 4

3) Public welfare 13

(49)  Health 31

(5) Hospitals 50

(6) Police 38

@) Fire 39

(8)  Highways 10

9 Sewerage 20

(10)  Salary and wages 20

Tax revenues** per person 1990

1) Taxes on Income** 22

(2)  Property Taxes 10

3) General Sales Taxes 46

4) Selective Sales Taxes 4

5) Interest Earnings 28
* Ranked 1 (highest burden) to 50 (lowest burden)
ok From own revenue sources (net of intergovernmental revenue)

Aok Includes individual and corporate income taxes
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