
56 BizVoice/Indiana Chamber – MMaayy//JJuunnee  22000066

By Graham S. Toft, Ph.D.

E
ach year the Indiana Chamber of Commerce asks the authors of this report to interpret
its findings in the broader context of macro trends impacting the U.S. and Midwest
economies. For the last two years, the chapter has been titled “Just Say Grow,
Indiana.” This year the growth theme continues, which is very appropriate since the
state’s updated strategic economic development plan, soon to be released, is titled
Accelerating Growth.

Last year’s chapter reviewed Indiana’s development challenges in light of recent trends in the
global economy, “off-shoring” in particular, and shifting attention to innovation development as a
guiding paradigm for economic development strategy. It focused on recommendations for some
radical reorganization of state government to better position the state for the innovation economy.

While this Report Card continues to give Indiana an above average B- grade on the Government
Efficiency sub-driver, the effectiveness of governmental organization to support economic growth
continues to deserve a hard look. The forthcoming state strategic economic development plan
makes some significant improvements in this regard – such as reorganizing small businesses and
entrepreneurial support services, fostering economic regionalism and streamlining local government. 

This year the commentary chapter takes a big picture look at the growth issue, from the
business/private economy perspective. Since its beginning, this Report Card has been structured
to measure “the drivers.” Now, with six good years of data it is appropriate to ask how the
Chamber measures the ultimate “bottom line” – wealth creation, resulting from business vitality
and business growth. 

Indiana’s ‘un-improving’ competitive position
With Indiana’s overall C- grade this year, the story reported last year is largely the same:

(1) Indiana is holding its own, but not gaining on its competition. Overall, Indiana has not
budged from C scores and in none of the drivers has it shown marked improvement.

(2) Consistent areas of competitive advantage are government/regulatory environment and
postsecondary education. Areas of vulnerability are small business and entrepreneurial activity,
research and creativity, and workforce, as well as some aspects of quality of life.

(3) Significant laudable policy and partnership initiatives have occurred since 2000 but other states
have been equally eager to hold onto their respective positions; consequently the race to get
ahead of the pack is proving tough, demanding creative solutions, committed partnerships
and persistence.

A quick review of who’s winning
In the overall grade, the top 12 states (approximate quartile) are:

Massachusetts Minnesota California Utah
Virginia Delaware Maryland New Hampshire
Colorado Washington New York Idaho

These can be grouped as follows: 

The reinvention states: Massachusetts,
California, Maryland, New York, Minnesota

These states have stayed in the top quartile for decades. They adapt well to changing economic
conditions. Massachusetts is the notable story of a state able to adapt to economic restructuring
many times over. 

Editor’s Note: The full analysis is contained within the complete Report Card document and available at
www.indianachamber.com.

Next Steps Toward an Innovation
Economy: Business Growth and Income
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The break away states: Virginia,
New Hampshire, Colorado, Utah

These states were not high performers in earlier decades.
Now, they do better than the average. In the 1950s, both Virginia
and New Hampshire had per-capita income (as a percent of
the U.S. average) below where Indiana is today at 91%. Now,
they both measure above where Indiana was in the 1950s at
106%. These are states whose economic fortunes have changed
dramatically over five decades.

The surprise states: 
Delaware,Washington, Idaho

These are smaller states not on the popular radar screen,
but ones that keep getting better.

In addition to the above, it is worth noting several states
that have improved notably in Dynamism and
Entrepreneurism over the past five years: Nevada, Montana,
Georgia, Vermont and Iowa. 

The private economy: engine of growth
Economic growth is about how well the private economy

functions in responding to changing market conditions and
opportunities (dynamism). The reason Indiana is not counted
in the above list of high performers is its mediocre performance
in business vitality, especially growth company activity. Dynamism,
as this Report Card’s measure of overall economic vitality, includes
the following metrics: gross state product growth, Fortune 500
headquarters, growth in capital investment in manufacturing,
foreign direct investment growth, export growth, large business
payroll growth, new business churn increase and non-wage
per-capita income growth. 

The top 12 Dynamism states for 2005/2006 are Nevada,
Montana, Iowa, Delaware, New York, New Mexico, Texas,
Oklahoma, Hawaii, New Hampshire, Tennessee and Idaho. 

Indiana is not counted in this club because of low concentration
in the “seed corn” for business growth – self-employment and
very small businesses. Indiana ranks second to last in the number
of self-employments per 1,000 workers. It also presents below
average growth in business payroll, ranking 32nd from 1991-
1997, 39th for 1998-2000 and 31st for 2001-2003. The latest
metrics in this Report Card show both small business and
large business payroll growth ranked 26th.  

Growth companies matter
What are the root causes of Indiana’s inability to return to

its wealth-creating stature of the early 1950s? Three drivers are
likely major contributors: low entrepreneurial activity, a lack of
preparedness in the human capital (talent) base and insufficient
capital investment. For several years this commentary has alerted
readers to problems with Indiana’s entrepreneurial conditions.
This Report Card grades Indiana a C- for Small Business and
Entrepreneurial Activity and D for Research and Creativity. 

The 2005 Beacon Hill Institute State Competitiveness Report
shows a rank of 36th for Indiana in business incubation (which
includes firm activity, financing and labor market measures), with
employer firm births per 100,000 inhabitants being an indicator
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of clear competitive disadvantage for Indiana (rank of 41st). The
Business Development Index of the State Assets and Opportunity
Scorecard 2005 by the Corporation for Enterprise Development
ranked Indiana 38th for small business ownership and financing,
with an average rank of 46th for small business and microenterprise
ownership (but a rank of 21st in small business bank lending).
The 2006 Development Report Card for the States from the same
organization gave Indiana a D in entrepreneurial energy. 

What counts in the future will be the number of growth
companies/facilities located in the state. These can be of any size
but “second stage” companies (20-99 employees) are particularly
strategic. These companies have moved from where the founder
is owner, operator, manager and innovator all-in-one to an operation
organized around specialization and more formal organizational
structure. In 2002, Indiana had 12,028 second stage companies –
10.4% of all businesses, growing at an annual compounded rate
of 1.1% between 1992 and 2002. This compares with a U.S.
concentration of 8.9% and annual growth of 1.5% (1992-2002). 

Indiana must increase its share of high-growth, high-pay
companies if it is to realize its strategic goals of higher wages and
incomes. These companies are innovative, producing cutting
edge products and services. As a result, they tend to utilize
technology to a greater degree and compensate highly skilled
employees accordingly. State economic development and business
assistance programs must focus on those firms that have the
greatest potential for growth.

Public policy and public-private 
partnership implications

So what should the public policy response be to Indiana’s
unimpressive growth condition? The temptation is to create more
government programs and to rely upon business attraction efforts,
with all the trimmings – tax breaks and financial aid. But the
competitive climate for business attraction has changed quite
markedly. First, since the last recession (2001), fewer firms are
desirous of relocating in the Midwest. Rather, large industrial
corporations are looking to locate offshore, creating different
kinds of exports for Hoosier companies – intellectual capital,
management know-how, and education and training. Second,
for firms looking to relocate, much of the high margin created
from innovation has already been extracted at prior locations.

Rather, Indiana must shift development focus to “growth
from within” strategies, with focus on these three guidelines:
pro-innovation/entrepreneurship; pro-capital intensive investment
(physical human and R&D capital) and government reorganization
around innovation-driven and investment-fed economic development.

Government programs play a lesser role in this policy
response; pro-growth policies and public-private partnerships
play a bigger role. State agencies are less a centerpiece and become
more specialized, while other “third sector” development entities,
like chambers of commerce, civic business alliances, business and
trade associations and regional consortia of business, government,
labor and civic leaders become more important. 
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