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‘Just Say 
Grow, Indiana’
Troubling Signs for Indiana’s Economy

I
ndiana policy shapers and decision makers face a

major predicament. According to this Report Card

and other measures, Indiana has been showing no

relative economic improvement over the past few years.

Further, it has been slipping in competitive position over

five decades and current restructuring in its manufacturing

sector threatens employment and wage growth. In a nutshell,

here is Indiana’s economic growth challenge:

NNoo  iimmpprroovveemmeenntt  iinn  RReeppoorrtt  CCaarrdd  ggrraaddeess  oovveerr  tthhee  llaasstt  ffeeww  yyeeaarrss

Now with four years of grades, the Report Card provides

near-term trends. These trends show Indiana just holding

its own with a steady C grade. No scorecard approach is

perfect, but Indiana grades obtained by Hudson’s

methodology match well with those obtained by other

nationally reputable reports, such as those by the

Progressive Policy Institute, Corporation for Enterprise

Development, Milken Institute and the Connecticut

Economic Research Center (CERC).

Editor’s Note:

The Indiana Chamber’s fourth annual Economic Vision 2010 Report Card will
be released in early November. The following excerpt is part of an analysis
within the Report Card that leads into “next bold steps” for Indiana economic
policy and economic development.
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Some leaders point out that this methodology does not give

due recognition for improvements, including such areas as school

academic standards. Indeed, self-improvement is important to

measure. The ultimate test, however, is whether or not we are

gaining on the competition. It appears Indiana is not.

RReecceenntt  ttrroouubblliinngg  ppeerrffoorrmmaannccee  iinn  EEnnttrreepprreenneeuurriissmm  aanndd  DDyynnaammiissmm

Last year’s Report Card alerted stakeholders to weakness in

Indiana’s scores in Entrepreneurism and Dynamism. It noted

that this might reflect impact of the 2001 recession on the

state or it might be more systemic in nature.

This year’s Report Card adds further evidence for concern.

Entrepreneurism, Dynamism and Financing scores show further

slippage and Indiana is now clearly underperforming Midwest

competitor states.

Again, it is too early to ascertain how much of this

underperformance is due to Indiana’s sensitivity to the national

economic malaise of 2000-2003 and/or how much is due to a

fundamental restructuring. Anecdotal evidence from firm

interviews suggests mounting concern about how Indiana is

coping with both domestic and foreign competition.

11995533--22000022  ddeecclliinnee  iinn  ppeerr  ccaappiittaa  iinnccoommee  rraannkk  ––  

nneeaarr  bboottttoomm  ooff  tthhee  ssttaatteess

In 1953, Indiana per capita income peaked at 106% of

the U.S. average. Since then it has been on a variable decline

path, to a 2002 measure of 92%. This 14% drop puts Indiana

in the top eight states of steepest decline.

There are many explanations for this gradual decline, but they

all stem from the fact that Indiana’s industrial and agricultural

products have become more commoditized with time and profit

margins narrowed. For whatever reason, insufficient higher value-

added goods and services have been added to Indiana’s output mix.

LLaarrggeesstt  rraannkkiinngg  ggaapp  bbeettwweeeenn  nnuummbbeerr  ooff  bbaaccccaallaauurreeaatteess  iinn  iittss

aadduulltt  wwoorrkkffoorrccee  aanndd  tthhee  oouuttppuutt  ooff  yyoouunngg  ccoolllleeggee  ggrraadduuaatteess

Indiana is home to outstanding postsecondary institutions,

public and private. Its sub-driver score for postsecondary

education has consistently been an A or B. Indiana is a magnet

for out-of-state students, ranking fourth among the states in

the student migration metric.

On the other hand, Indiana ranks in the bottom eight states

for percent of adults 25 years and older with a bachelors degree

(rank of 43rd in this year’s Report Card). The difference in rank

between bachelor attainment and college student migration

(43-4 = 39) is the highest in the country. Other states close are

Alabama, Iowa, North Carolina and West Virginia.

This one indicator highlights a fundamental challenge for

Indiana policy makers and decision makers: how to turn its 22-

to 24-year-old brain gain into an entrepreneurial economic engine. 

SSttaattee  ffiissccaall  ccoonnddiittiioonnss  lliikkeellyy  ttoo  iimmpprroovvee  oonnllyy  sslloowwllyy

Forecasts by the Indiana Fiscal Policy Institute and out-of-state

research groups concur that for most states the fiscal outlook over

the next few years looks grim. Even under the best of national

economic conditions, Indiana may not show a positive budget

balance, given current spending patterns, for at least three to four years.
RReessttrruuccttuurriinngg  iinn  mmaannuuffaaccttuurriinngg  ccoouulldd  ttuurrnn  iinnttoo  ““hhoolllloowwiinngg  oouutt””

As low-pay manufacturing continues to move offshore and

the high-pay, advanced manufacturing that remains becomes more

productive, jobs in direct production likely will continue to decline

through this decade. For the current economic downturn,

there are strong signs that more job losses are permanent and

replacement jobs are being created outside of manufacturing. 

Without a robust growth of service industries, many related

to advanced manufacturing, displaced labor from low-skill

manufacturing may not be absorbed fast enough. In such a case,

“restructuring” turns into “hollowing out.” Such hollowing out

not only results in an increasing number of jobless workers

but threatens Indiana’s income, sales and property tax bases.

WWhhaatt  iiss  tthhee  ““iinnnnoovvaattiioonn  eeccoonnoommyy??””

Economic Vision 2010 states: “The rules of the economic

development game are changing, and players must adapt or be

left looking in from the outside.” Since the release of the Chamber’s

plan in mid-2000, new information has been shedding light on

ongoing transformations in both domestic and global economies. 

The World Knowledge Competitiveness Index defines this

knowledge or innovation economy as: “The capacity and capability

to create and innovate new ideas, thoughts, processes and

products and to translate these into economic value and wealth.” 

In other words, today’s economy is increasingly becoming

characterized by scientific discovery, technological innovation,

the creative commercialization of new products and services,

and the rapid penetration of new markets. This applies to all

sectors of the economy, including government and education. The

innovation economy is not just about “high tech” industries. It is

about creativity and competitiveness across the board. It applies

as much to Indiana’s traditional economic base – one of making

and growing things – as it does to its more recent growth industries

such as health care and gaming. Further, the innovation economy

is not just about a better workforce or advanced research and

development. It is about managerial agility and acumen.

The transition to an innovation economy means that traditional

economic development incentives, often used to lower costs, are

no longer sufficient. In some cases they may not be relevant. While

improvements to Indiana’s traditional incentive, infrastructure

and workforce development tools are warranted, additional tools

that increase research and development, foster entrepreneurialism,

accelerate commercialization of scientific discovery, improve

information access and upgrade quality of life deserve closer

examination. 

In a fast-paced environment, economic policy should be

targeted at creating a conducive business/entrepreneurial climate,

leaving it up to the free market to do its thing through innovation

and investment. That being the case, Indiana has a lot of work

ahead to rebuild and vitalize dynamism.
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