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Global Reach

The level of international
trade—both in exports and
imports—is a robust mea-
sure of the region’s compet-
itiveness in the production,
movement and distribution
of consumer durable and
non-durable goods. Both
firms and regional govern-
ments focus considerable
effort at improving ties with
foreign firms, but for differ-
ent reasons. Governments
seek foreign investment in plant and equipment, while firms care about supplier
relationships on both commodities and finished goods. Of course manufacturers want
to make goods with a global market appeal. How well this is done is an important
predictor of the health of manufacturing and logistics sectors into the future.

To measure global reach we include the export related measures of per capita exported
manufacturing goods and the growth of manufacturing exports and the foreign direct in-
vestment measures of the amount of manufacturing income received annually from for-
eign owned firms in a state, the level of adaptability of the state’s exporters to changing
demand, as well as the reach of foreign direct investment, which is simply the variance
or spread of foreign direct investments from different regions of the world. These data
are collected from the Department of Commerce’s International Trade Administration.

Diversification

There are both risks and
rewards to economic diver-
sification. States that have
a high proportion of manu-
facturing activity in a single
sector typically suffer high-
er volatility in employment
and incomes over a busi-
ness cycle. Less diversified
regions are also more likely
to experience greater effects
of structural changes to the
economy which involve a
single sector. For these regions, state and local policy makers often focus on attracting
and retaining more diverse economic activity within every group. One potential benefit
of low levels of economic diversification is that specialization and the resulting agglom-
eration economies often emerge in these highly specialized regions. As a consequence,
policies which seek to diversify the economy are typically pursued in concert with
efforts to strengthen the supply chain of existing industries.

In this section we measure the diversification of manufacturing activity in each state
using the well known Herfindahl-Hirschman Index at the 2- digit level of the North
American Industrial Classification System. In this approach we calculate the total
share of income in each manufacturing sector, which ranges from 0 to 100 percent.
We then sum the squared values of all 22 sub sectors of manufacturing. If all the
manufacturing in a state exists within one sector, the value of the HHI is 1002 or
10,000. If each of the sectors has an equal share of the manufacturing market, each
industry share would be roughly 4.54 percent of the total. Squaring this value for
each sector, and summing this result would yield an HHI of roughly 454. To obtain
interstate comparisons, we then rank each state from the least to the most diverse.
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Manufacturing Health

The production of goods holds a particular place of interest in the U.S. economy.
Manufacturing firms are not necessarily reliant on local demand for goods and
are therefore footloose. Their location then depends more on local factors such
as the quality and availability of the labor force, transportation infrastructure,
non-wage labor costs, access to innovative technologies and the cost of do-
ing business. Manufacturing is the production of both consumer durable goods
such as automobiles, electronics and home appliances, and consumer non-
durable goods such as clothing, processed foods, and other goods that are
consumed after use.

To measure manufacturing we include three variables, the share of total income
earned by manufacturing employees in each state, the wage premium paid to
manufacturing workers relative to the other states’ employees and the share of
manufacturing employment per capita. These data are collected from the U.S.
Department of the Census, and the Bureau of Economic Analysis, Regional
Economic Information System.

Venture Capital per Capita

Access to venture capital
is a key step for nascent
business  expansion ef-
forts. This seed money is
offered by a small segment
of financial service provid-
ers interested in high yield
activities, typically involv-
ing technology or high-end
intellectual property. Ven-
ture capital activities rely
on deep industry research
and analysis as well as a
bridge of expertise in potential markets. This understanding of potential markets, the
commercialization process and the core management assistance to new companies
distinguishes venture capital (VC) from other investment tools. Both public activities
like Indiana’s 21st Century Fund and private firms engage in venture capital efforts.
The presence of available venture capital is widely felt to be a key indicator of the
maturity of the regions commercialization networks and is a widely used indicator of
the health of innovation and creativity.

We rank states by total per capita venture capital expenditures as reported by the
State Science and Technology Institute, then assign a grade.

Logistics Health

The movement of goods is of central importance to the production of goods.
Without a robust logistics industry, manufacturing and commodity production
will not occur. Logistics comprises not merely the capacity to move goods, but
to store inventory and manage the distribution and processing of manufactured
goods. Logistics firms depend upon many of the same factors as manufacturing
firms in their location decision, but there is a more complex interplay between
local conditions and the existing or planned transportation networks of roads,
rail, waterborne traffic and air.

To measure the logistics industry we include the share of total logistics industry
income as a share of total state income, and the employment per capita. We
also include commodity flows data by both rail and road. To this we measure
infrastructure spending as the per capita expenditure on highway construction.
These data are collected from the U.S. Department of the Census, the Bureau
of Economic Analysis, Regional Economic Information System and the Center
for Transportation Statistics, U.S. Department of Transportation.

Productivity and Innovation

The value of manufactured
goods per worker—pro-
ductivity—as well as firm
access to inventions and
innovations is critical to the
long term performance of a
firm and the industry as a
whole. Though innovations
and inventions are aggres-
sively sought from across
the globe, the presence of
local talent in these areas
through access to univer-
sity laboratories and non-profit research activities plays an important role in location
decisions by manufacturers.

To measure productivity and innovation we use manufacturing productivity growth,
industry research and development expenditures on a per capita basis, the per
capita number of patents issued annually. These data are collected from the Cen-
sus of Manufacturers, the National Science Foundation, the Patent Office and a
study by PricewaterhouseCoopers/National for the Venture Capital Association.

Tax Climate

Few factors garner as much
policy interest as do state
and local taxes. For firms
which may operate virtu-
ally anywhere, tax rates—
along with the quality of
local public goods—matter
a great deal in location de-
cisions. Taxes on the busi-
ness, individual income
taxes (both on workers and
small business), sales, un-
employment, insurance and
property taxes all play a role in assessing regions for a potential employer location.

To measure the tax climate we use data on corporate taxes, income and sales and use
taxes, property and unemployment insurance tax data collected by the Tax Foundation.

Benefit Costs

Non-wage labor costs repre-
sent an increasingly impor-
tant part of total business
costs. These are affected by
local and state public policy
as well as worker demo-
graphics, health, and indus-
try and firm performance.
Benefits range from a vari-
ety of health care issues, to
liability and casualty insur-
ance, workers compensa-
tion and other costs such as
retirement and other fringe benefits.

To measure benefits costs, we include data on health care premiums and long term
health care costs, workers’ compensation costs per worker and fringe benefits of
all kinds as a share of worker costs. These data are collected from the American
Association of Retired Persons, Bureau of Economic Analysis, Regional Economic
Information System and author’s calculations from data produced from the national
input-output model.

Human Capital

No factor matters more to
businesses than the qual-
ity and availability of la-
bor. Workers represent the
largest single cost of doing
business, but more impor-
tantly they are the source
of most innovation and
process improvements that
distinguish successful firms
from those that are not suc-
cessful. Because produced
goods have a high degree
of value dependent on each individual worker in a production line or transportation
leg or hub, a uniformly high quality of workers is required. These workers must pos-
sess the ability to understand increasingly complex production processes which are
today mostly managed by computers with specialized software. The factories, rail
yards, distribution facilities and machine shops of today are complex, highly techni-
cal and are dependent on workers who can work successfully in this environment.
Human capital is the most important factor in firm location decisions, which, in the
United States, is almost entirely made up of the quality of educational background.

Our human capital measurements include rankings of educational attainment at the
high school and collegiate level, the first-year retention rate of adults in community
and technical colleges, the number of associates degrees awarded annually on a per
capita basis and the share of adults enrolled in adult basic education. These data are
from the National Center for Educational Statistics.



