2009 Unified Economic Development Budget Report
10 VSA §2
Comments by Doug Hoffer

The intent of the UEDB is to provide the legislature with information about how much is spent for economic development (ED), for what, and with what results.  The 2009 report answers the first two questions but failed (again) to answer the third.  In the absence of objective and reliable performance data, policy makers cannot make informed decisions about resource allocation.  
For the third year in a row, the report noted “a lack of clear and measurable goals for each initiative / program.”
  This is a disturbing admission since tens of millions of dollars are at stake.  And it is especially troubling because it has been required by law since 1993, long before the adoption of the UEDB.  Specifically, 32 V.S.A. § 307(c) requires all state agencies and departments to produce a strategic plan including “a statement of mission and goals [and] a description of indicators used to measure output and outcome.”  Moreover, this issue was addressed in two reports by the State Auditor in the 1990s.
  

Notwithstanding the lack of detailed performance measures, the report could have reported readily available data on jobs and wages.  
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Figure 1 shows that Vermont’s job growth mirrors the national rate, although a bit lower.  But after recovering the jobs lost during the last recession, Vermont’s growth rate flattened as the national economy continued to grow and the gap widened.  
What about unemployment?  Here too, we see Vermont unemployment tracking with the national rate, although a bit lower (see Figure 2 below).  
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What about household income?  Buying power has only increased by 5.1% in 17 years (see Figure 3).
So while these macro level measures can’t tell us about individual programs, they give us context about the broad goals of ED.  

The report provides expenditure data beginning with July 2005, the start of FY06.  Since then, Vermont has lost 4,100 private sector jobs.  [Note that the [image: image3.png]$5,000
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decline began in Dec. 2006, long before this current recession.] During that period, the state appropriated $130 million and has spent close to $100 million.  Thus, we’ve spent almost $100 million and have 4,100 fewer jobs today than when we started. 

I’ll get back to what this may mean later.  For now, the failure to present this type of information raises some questions about the UEDB process and the willingness of the administration to take a hard look at the facts.  In fairness, Finance & Management correctly pointed out that the Agency of Commerce is better suited to this type of analysis.  But the statute calls for collaboration with the Agency. 

 Let’s look briefly at some of the other requirements of the statute. 
1. “A report of progress in developing consistent and measurable benchmarks of job creation.”
 

As noted above, the administration reported no progress whatsoever.  Indeed, two years after the first report, this is what the administration says:
“As recommended in the initial UEDB Report dated January 18, 2007, a cross-departmental group of statisticians, economists and data analysts, selected and headed jointly by the Commissioner of Finance and Management and the Secretary of the Agency of Commerce and Community Development, or their respective designees should be created and authorized by the Legislature to develop a proposed definition of economic development for the State of Vermont for acceptance by the Legislature and the Administration; the group should include an appropriate staff member of the Joint Fiscal office. The group’s mission should be to improve and standardize data collection methodologies, and to create useful, achievable benchmarks and measurements for programs that do not have previously determined measures, and improving existing measures where appropriate.”
 (emphasis added)

In my view, this is a remarkable statement.  Leave aside the question of why this was not done ten years ago and ask yourself why – after almost three years – the administration has not undertaken this work.  And why should the administration need authorization from the legislature to instruct its staff to work together to solve a problem?   

2. “In the 2009 UEDB report, the commissioner of finance and management shall review the various reporting requirements relating to economic development including 10 V.S.A. §§ 2 and 7, and 32 V.S.A. § 307(c), and recommend how to consolidate and coordinate these reports to maximize administrative efficiency and information quality to enable continuing review and oversight by the general assembly. The report shall include legislative proposals.”
 

This is important because the two statutes referenced call for disclosure and performance reporting.  They are both over ten years old.  The Agency has never complied with either one.  
The report discussed briefly some impediments to collecting and reporting this type of information. One issue identified was confidentiality.  Regarding data collected by the Dept. of Labor, the report stated, “Because this information on an individual firm basis is confidential, the information has to be grouped.”
 
This indicates either ignorance of the very statutes at issue or an attempt to avoid their implications because 10 V.S.A. §7 deals explicitly with this issue.  Subsections (b) and (c) of §7 say that 1) the state is required to provide company-specific information about all types of ED assistance; 2) that companies receiving assistance must provide the jobs and payroll data necessary to evaluate the programs; and 3) that such information shall be made available to the public “notwithstanding the provisions of any other law.”
  Furthermore, the Secretary is authorized to “adopt such rules as are necessary to carry out the purposes of this section.”
  To my knowledge, the Secretary has never used this authority.
3. The revised UEDB statute called for “The aggregate amount and program-specific amounts of all state economic development assistance, including grants, loans, and tax expenditures [and] The aggregate amount and program-specific amounts of uncollected or diverted state tax revenues resulting from each type of development assistance provided in the tax statutes, as reported in the annual tax expenditure report..”
 
The report included (most of) the information requested, but presented tax expenditures in a separate table.  As a result, the tables showing “total” appropriations and expenditures are incomplete. Curiously, the tax expenditure table (#7) did not even provide a total.  Tax expenditure data lags a bit, but if it were included, the total reported for fiscal years 2006 – 2009 would probably be $20 - $30 million higher than the $130 million.
The intent is to allow policy makers (and the public) to see in one place the total amount spent for ED. As the name makes clear, “tax expenditures” are no different then appropriations.  In each case, the legislature makes a conscious decision to spend money (either a direct appropriation or to forego revenue) to achieve some hoped for outcome.  Therefore, they should be presented together.
4. “The budget shall adjust expenditures or appropriations to enable year-to-year comparisons to be made.”
 
This was not done.  If it had, the inflation adjusted total (in 2007 dollars) for the four years presented would have been $142 million instead of $130 million (not including tax expenditures).

What’s missing?
In addition to the items listed above, there are other gaps in the report.
· Last year’s UEDB included a discussion about different levels of state ED spending and attempted to describe / define core, indirect, and other activities.
  But the 2009 report only included dollar figures for “core” activities.  This is a significant issue and should be resolved.  “Indirect” activities is subjective but I think most would agree that 1) higher education is critical (note the recent focus on this by the workforce development advocates); 2) affordable housing is widely recognized as an ED problem; 3) child care - (quite apart from its many other social and educational merits) is essential for the labor market; 4) transportation; 5) land conservation; 6) energy efficiency, and so on.  These activities are fairly characterized as dual purpose and should be covered in the UEDB.  Together, they represent an additional $100 - $200 million per year.
· The data on tax expenditures did not include the 40% capital gains exclusion. It was adopted in 2002 and took effect in 2003.  Through 2006 (latest data available), it has cost the state $160 million.
  If it’s intended to help promote investment in Vermont, that’s ED and it should be included.  If it’s not about ED, then why do we do it?
In addition, while the brief discussion about tax expenditures noted that “some credits earned in this program may still be used by the firms that received them”,
 no mention was made of the magnitude of these carry forward’s.  In fact, VEPC reported in 2008 that there were $14.6 million in carry forward, as well as another $17 million in authorized credits available to be earned.
  These represent substantial contingent liabilities on the state treasury and should be reported in the UEDB.

Finally, the tax expenditure list did not include sales tax exemptions granted by VEPC, estimated to be $2.6 million (with another $300,000 available to be earned).

· The statute says the UEDB “shall include appropriations or expenditures for all of the types of development assistance, workforce training and education, and the development-related research granted or managed by the state.”
  On one level, this is reasonable.  However, if part of the goal is to measure progress toward (as yet unspecified) ED goals, it makes sense to at least acknowledge and quantify other federal funding or activities not “managed by the state”.  These are significant and include (but are not limited to) USDA Rural Development, ED Administration (U.S. Dept. of Commerce), Trade Adjustment Assistance (U.S. Dept. of Commerce), UVM Extension Service (mostly USDA), etc.
Performance data
The report included performance data from VEPC and VEDA.  But there are some questions about the reliability of this data.  For example, the report cites VEPC data on jobs created but the State Auditor has raised some important issues about this.  When calculating awards, the goal is to “incent” only incremental job growth.  “To help ensure that only incremental job, payroll and capital investments are incented, a company’s anticipated rate of growth is reduced by its background growth rate over the proposed project period.  In other words, the amount of payroll that qualifies as new full time wages due to this project is reduced by the payroll growth the applicant entity can normally expect.”

But VEPC uses the industry average growth rate instead of the company’s actual historic growth.  The Auditor examined a small sample of companies awarded incentives by VEPC and found that the use of the industry average resulted in the state paying for some jobs that would have been created without the incentives.  Thus, the data reported by VEPC almost certainly overstates the jobs impact of the program.
The data provided by VEDA is also unreliable because the job and wage estimates are based on figures provided in the application rather than information collected after the loans have been made.  
Big Picture
As illustrated above with the macro level data, there is reason to question the efficacy of the strategies now employed.  I’m not suggesting that the money was wasted.  Indeed, it may have helped prevent even greater job losses – although we can only speculate about that since it’s impossible to measure what did not happen.  

What I am suggesting is that the state actually has very limited control over private sector job growth.  The most significant factors are beyond our control.  The business cycle, interest rates, trade agreements, currency exchange rates, and federal spending are the real drivers.  This is not to say we shouldn’t have an aggressive strategy.  Only that whatever we’re doing today may not be sufficient to overcome the large forces at work.  A few additional examples help reinforce this view.

Financial Services

The three graphs at right show job growth before, during, and after the financial services tax credit program (which sunsetted in 2006). In all three sectors, growth was positive before the program and generally continued with little change (except for Holding Companies where one firm bumped the number in `97). 
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Two of the three sectors grew during the market expansion in the late `90s but leveled off or declined with the recession (and one grew a bit after the program was scuttled). This shows why tax "incentives" are not long-term investments. Market conditions are much more important than taxes. 
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After spending over $10 million in foregone revenues, we have 32 fewer jobs now then before the last recession. And this data is from the 2nd quarter of 2008 (latest available). It will only get worse when the figures for the 2nd half of 2008 are published.
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The UEDB reports that the Dept. of ED spent $1.5 million on the financial services sector in the last four years.  What do we have to show for it?
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Exports

Another example is exports. The UEDB reported that the state spent $855,000 to boost exports in the last four years (Global Trade Partnership & Agric. Exports).  But the most recent available data shows that Vermont exports declined by 26% since 2005.
  
But what we sell overseas is only half the story.  Data from the U.S. Dept. of Labor’s Trade Adjustment Assistance program indicates that Vermont lost 2,384 jobs from 2003 to 2007 due to foreign competition or jobs moved offshore.

Recruitment
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The UEDB reported that the state spent $1.6 million on recruitment over the last four years.

But the available data suggests that the jobs impact of interstate business moves is a tiny portion of total job creation and destruction.
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This is not intended to suggest that the programs are without merit.  Only to show that market forces will almost always trump even the best intentioned efforts and that we may need to reconsider our priorities.
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