"Rhode Island and the New England

Economy: The Current crisis and the
Road Ahead"

Jeff Thompson
Political Economy Research Institute
January 8t", 2010

Jeff Thompson - PERI



Since the nation fell into recession in
late 2007, Rhode Island’s economy
has lost thousands of job and
unemployment as risen dramatically.



Steep Job Losses

Employmentin Rhode Island
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Rising Unemployment

Thousands of unemployed
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Hard-Hit Housing

Housing Permits
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Budget Cuts

* Many looming cuts in FYO9 avoided because of ARRA

* Areas experiencing cuts:
— Local aid
— Schools
— Health care



Nationally, this is the deepest
downturn since the Great
Depression. Rhode Island is far from
alone in experiencing major
economic decline, but it has been hit
harder than most states.



Unemployment

Table 2. Unemployment Rate by State - December 2007 to November 2009
(Hardest-hit, least-hit, and New England)
Dec. 07 to Nov. 09
Dec-07 Nov-09 Point Change % Change

Alabama 3.8 10.5 6.4 168%
Idaho 3.6 9.1 5.2 144%
Nevada 5.2 12.3 7.3 140%
Indiana 4.5 9.6 6.1 136%
Hawaii 3.1 7 3.9 126%
Rhode Island 6 12.7 6.7 112%
Massachusetts 4.5 8.8 4.3 96%
New Hampshire 3.5 6.7 3.3 94%
Maine 4.7 8 3.7 79%
Vermont 4 6.4 2.8 70%
Connecticut 4.9 8.2 2.9 59%
Mississippi 6.1 9.6 3.6 59%
Arkansas 4.9 7.4 2.5 51%
North Dakota 3.1 4.1 1.1 35%
Alaska 6.3 8.7 2 32%
New England 4.6 8.5 3.9 85%
us 4.9 10.0 4.8 98%
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Employment

Nov-09
1,166.0
2,415.3
3,850.5
7,323.6
3,851.5

455.2
588.0
1,621.2
294.9
3,173.6
627.6

1,906.5
405.1
320.9
709.0
368.3

6,760.5
130,942.9

(Hardest-hit, least-hit, and New England)
Dec-07
Nevada 1,292.8
Arizona 2,673.6
Michigan 4,242.0
Florida 7,951.3
Georgia 4,154.2
Rhode Island 488.4
Maine 620.2
Connecticut 1,704.8
Vermont 308.7
Massachusetts 3,290.8
New Hampshire 647.7
Louisiana 1,936.2
South Dakota 408.7
Alaska 319.5
District of Columbia 698.3
North Dakota 362.5
New England 7,060.6
TOTAL - US 137,758.3

Table 3. Total Employment by State - December 2007 to November 2009

# Change
-126.8
-258.3
-391.5
-627.7
-302.7

-33.2
-32.2
-83.6
-13.8
-117.2
-20.1

-29.7
-3.6
1.4
10.7
5.8

-300.1
-6,815.4

Dec. 07 to Nov. 09
% Change
-9.8%

-9.7%

-9.2%

-7.9%

-7.3%

-6.8%
-5.2%
-4.9%
-4.5%
-3.6%
-3.1%

-1.5%
-0.9%
0.4%
1.5%
1.6%

-4.3%
-4.9%
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Employment by Industry

Total Nonfarm

Manufacturing
Construction
Mining and Logging

Transportation, Warehousing, and Utilities
Wholesale Trade
Retail Trade

Information

Financial Activities
Education and Health Svcs.
Leisure and Hospitality
Professional and Bus. Svcs.
Other Svcs.

Total Govt.

Rhode Island
-6.3%

-15.1%
-19.3%
-33.3%

-5.1%

-6.2%
-9.7%

-4.1%
-8.9%
0.4%
-2.5%
-8.2%
-5.1%

-3.3%

Table 4. Percent Change in Employment, by Industry (2007 Q2 to 2009 Q2)

United States

-4.0%

-14.0%
-18.1%
0.5%

-5.7%

-5.4%
-4.6%

-5.8%
-6.6%
5.2%
-1.7%
-6.8%
-1.4%

1.8%

New England
-3.1%

-9.5%
-19.0%
-15.7%

-2.3%

-4.7%
-4.4%

-5.1%
-5.6%
3.9%
-0.9%
-5.1%
-2.5%

0.4%




Foreclosures

Foreclosures by State - for 2008 and November 2009 (Realtytrac.com)
Total
Foreclosure %Change %Housing Units  rank in November  rankin
Filings in 2008 from 2006 (foreclosure rate) 2008 2009 Filings  Nov. 09
u.Ss. 3,157,806 225 1.84 306,627

Nevada 123,989 530 7.29 1 9,295 1
Florida 501,396 412 4.52 2 52,935 2
Arizona 152,621 655 4.49 3 14,349 4
California 837,665 498 3.97 4 73,995 3
Mass. 53,797 577 1.64 14 4,005 19
Connecticut 25,510 570 1.53 15 2,114 20
Rhode Island 7,334 1,525 1.46 17 656 21
New Hampshire 8,018 5,430 1.13 22 755 25
Maine 3,171 5,602 0.41 38 365 41
North Dakota 391 149 0.12 47 46 48
South Dakota 405 793 0.11 48 108 44
West Virginia 687 171 0.08 49 114 49
Vermont 124 706 0.04 50 16 50




Budget Shortfalls

Table 6. Recent and Forecasted Budget Gaps
Budget Gaps (millions)
FY2009 RI us cT ME MA NH VT
Combined Gap (Start of Cycle and
Mid-Year) $872  $109,900 $2,650 $264 $5,200 $250 $141
% of FY09 General Fund 26.6% 15.2% 15.5% 8.6% 18.5% 8.0% 11.6%
FY2010
Combined Gap (Start of Cycle and
Mid-Year) $990  $192,600 $4,749 $849 $5,600 $288 $306
% of FY10 General Fund 32.2% 28.1% 27.0% 26.9% 20.0% 18.7% 27.3%
FY2011 - Projected $400  $180,000 $4,700 $940 $2,200 $250 $182
Source: CBPP "Recession Continues to Batter State Budgets; State Responses Could Slow Recovery," December 18, 2009, Tables 1, 2, 3, and Figure 2.




When will things change?

Table 1. Summary of Leading Indicators and Forecasts

Feb. 09 Mar. 09 Apr. 09 May09  Jun.09

Jul. 09

Aug. 09

Sep. 09

Oct. 09

Nov. 09

Conference Board's

-0.4 -0.3 1 13 0.9
Leading Economic

Indicators - m/m % change

Philadelphia Fed. Survey of Professional Forecasters (November 16th)

2009-04 2010-Q1 2010-Q2 2010-Q3 2010-Q4

Real GDP Growth 2.7 23 2.4 2.6 2.9
Unemployment Rate 10.2 10.2 10.1 10.0 9.8

Sources: Conference Board and Philadelphia Federal Reserve Bank

0.4

1.2

0.3

0.9




The near-term future holds...

e Jobless Recovery

— Unemployment remains above 9 percent until
2012 in the latest CBO forecast

— ....If we don’t fall back into recession

 Continued State Budget Crisis

— It can take years for state taxes to return to pre-
recession years.



Regaining Lost Jobs

Table 5. Months to regain pre-recession peak employment

Nov.1973to Jan.1980to  July 1990 to
Mar. 1975 Nov. 1982 Mar. 1991

us 10 11 22
New England 20 5 79
RI 18 13 98

Mar. 2001 to
Nov. 2001

37

no regain

12

Note: Employment is three-month moving average of seasonally adjusted employment. Peak
employment typically falls shortly before the onset of the official recession dates, but in the 1974
recesssion the peak is reached during the recession, in the early-1980s double-dip recession it falls
before the onset of the secod dip, and it falls well-before (19 months before for the New England
region as a whole) the onset of the early-1990s recession in the New England states.




Return of State Revenues
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ARRA is helping...

Table 8. Number of Jobs Created by ARRA Spending in FY 2010

RI US cT ME MA NH VT
Total Employment
Creati 15,337 4,603,368 49471 21,230 104675 16523 10,849
reation
Estimated 2010
spending from all
ARRA categories 81,536  $399,427 65430  $1,627  $10065  $1373 4896

(millions of dollars)

Notes: Based on PERI estimates.




But It’s not enough

Balance (gap) as % of general expenditure

Projected State Budget Gaps - Pessimistic Growth Assumptions
(Rockefeller Institute)
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Further Steps Needed

EPI’s “American Jobs Plan”

— Strengthen Safety Net
e Extend Ul
* COBRA
* SNAP

— Further Fiscal Relief for the States

— Investments in transportation and schools
— Direct creation of public service jobs

— Job creation tax credit



The economic difficulties facing Rhode Islanders,
though, are longer-term than this recession...
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Population
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PopulationIndex 1970
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Employment-to-Population Ratio (1969 to 2008)

Employment-Population Ratio
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So, what can Rhode Island do?



Long — term growth of a state

Attracting and Keeping People & Businesses
— Family
— Jobs
— Cost of living, doing business
— Weather and the natural environment
— Taxes
— Public Services/Facilities
— Infrastructure/transportation
— Regulatory environment
— “Quality of life”
— Public economic development Initiatives



RI has little or no influence over many of the
factors that influence its economy and its
attractiveness to people and firms.

— No Influence:
e Weather and the natural environment
e “Family”
e National/global recessions
e Market-wide demand shifts

— Limited Influence:
e Jobs
e Cost of living/doing business



e Economic Growth Factors that Rhode Island

can meaningfully influence:

— Quality of education/workforce training
— Taxes

— Infrastructure /transportation

— Public services/facilities

— Regulatory environment

— “Quality of life”

— Public economic development Initiatives

e All of these factors involve trade-offs.



So, Can Rl keep or attract people?

 Why Movers Move:

— Jobs (44%); Raise Children (36%); Family ties
(35%); Education (29%); Cost of living (24%);
Climate (18%).

 Why Stayers Stay:

— Family Ties (74%); Grew up here (69%); Raise
Children (59%); Belong here (58%); Friends(49%);
Job (40%).

Source: PEW 12/08



How much migration?
10 to 14 percent of Americans change residence in any given year.

Most movers stay in the same county. Less than three percent of
Americans move to a different state, and the rate falls below two
percent for those above the age of 40. (Census )

Thirty-seven percent of American adults have never lived anywhere
other than their home town, and 57 percent have always lived in
their state of birth. (PEW 12/08)

Much of the cross-state mobility that does exist is dominated by
young people, many of whom leave to attend college or work and
eventually return.



Total Taxes

Total State and Local Taxes as Share of Personal Income (2007)

Tax Share Rank
Alaska 17.7% 1
New York 14.5% 2
DC 13.8% 3
Wyoming 13.3% 4
Vermont 12.5% 6
Maine 12.2% 7
Rhode Island 11.3% 12
Connecticut 10.9% 19
Massachusetts 10.0% 37
Alabama 8.9% 48
Tennessee 8.8% 49
New Hampshire 8.4% 50
South Dakota 8.3% 51
United States 10.7%

Source: Census State&Local Government Finance




Business Taxes

e Business Taxes:

— For 46 states the effective total state and local tax
rate falls between 3.6 and 6.0 percent of GSP
(2009 COST Study).

e RI: 5.7%  [CT:3.7%; ME: 7.3%; MA: 4.2%; NH: 5.4%; VIT: 6.0%]
e US:4.9%

— Most business taxes, though, fund services that
benefit business.

* RI: 59%  [CT: 57%; ME: 43%; MA: 56%; NH: 48%; VT: 54%)]
e US:55%



Infrastructure Needs

Table 9. Infrastructure Needs

Bridges that are Structurally Deficient or Functionally
Obsolete (USDOT)

Total State-Determined Deficient Dams (ASDSO)
% of Deficient Dams that are High or Significant-Hazard

Potential

Major Roads in Poor or Mediocre Condition (ASCE)

Drinking Water Infrastructure: 20-year Investment Need
(millions of dollars) (EPA)

100%

68%

5768

US Total

25%

4,095

12%

§324,981

New England

40%

327

89%

27% to 68%

§12,076




Education Spending

Education Spending (S,L) as Share of Income
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Higher-Ed Spending

Per-student Appropriations from state and local governments for public degree-granting institutions

1990-91 rank 2005-06 rank
United States 3,602 5,143
District of Columbia 6,130 2 12,122 1
Alaska 6,068 3 8,748 2
Hawaii 6,651 1 8,582 3
Connecticut 3,317 37 7,289 6
Massachusetts 2,534 48 5,519 19
Rhode Island 2,683 46 4,317 42
New Hampshire 2,215 50 2,794 49
Vermont 1,961 51 2,646 50
Colorado 2,223 49 298 51

Source: NCES




K-12 Spending

Expenditures per pupil in fall enroliment in public elementary and secondary education, by function and state 2004-05
(NCES)

Total Support / Capital
Expenditures  rank Instruction  rank Administration ~ rank Outlays  rank
New Jersey ....oounnnns 15,934 1 8,359 2 5311 2 1,584 5
District of Columbia ....... 15,883 2 7,371 6 6,218 1 1,967 2
New York ........ccve... 14,689 3 9,425 1 3,969 7 837 31
Connecticut ............... 14,296 4 7,804 3 4,021 5 1,798 4
Vermont .....ceceeeennen 12,763 6 7,648 4 3,995 6 644 40
Massachusetts .............. 12,619 8 7,410 5 3,896 9 659 38
Rhode Island .............. 11,978 10 7,247 7 4,128 4 131 51
Maine ...cooverrveennn 11,180 14 6,905 8 3,098 20 606 41
New Hampshire ............. 10,799 16 6,332 10 3,149 18 792 33
[0F:1 5 To 7,185 49 3,907 48 2,125 49 713 35
MisSiSSipPi «..veevreens 7,087 50 3,913 47 2,231 47 406 48
Utah v, 6,301 51 3,302 51 1,593 51 936 28

United States ........ 10,080 5,329 3,025 1,097




“Economic Development”

e When considering tax cut or investment
initiatives, critically evaluate the proposals:
e Accept they are unlikely to “pay for the themselves”
 Would these resources be better spent elsewhere?
e How much is each of those jobs costing?
e How much of the money will stay in RI?

Should RI give advantages to certain firms or sectors?

s this activity/investment going to happen even
without the tax cut?

Does luring firms from CT or MA really benefit RI?



Was Paul O’Neil Right?

e Commenting on tax incentives, former Treasury
Secretary (and former Alcoa Chairman and CEO)
Paul O’Neil:

— “lI' have never made an investment based on the tax
code... If you are giving money away, | will take it. If
you want to give me inducements for something | am
going to do anyway, | will take it. But good business
people do not do things because of inducements...”



“Economic Development”

e |f economic development initiatives are
pursued, use tough negotiators, not foxes
guarding henhouses.

e If initiatives are launched, use competitive
bidding when appropriate, and have strong
claw-back terms.

e |f tax-cuts are enacted, use sunsets and
periodically evaluate the effectiveness.



“Economic Development”

Finally, before pursuing “risky” ventures that
may benefit few people, make sure to do the
basics (education, infrastructure, public
safety) well.



Thank youl!



Unemployment Rate (1969 to 2008)
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