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MINUTES OF THE SENATE COMMERCE COMMITTEE

The meeting was called to order by Chairperson Nick Jordan at 8:35 A.M. on March 2, 2005 in Room
123-S of the Capitol.

All members were present except:
Jim Barone- excused
Jay Emler- excused
Susan Wagle- excused

Committee staff present:
Susan Kannarr, Kansas Legislative Research Department
Kathie Sparks, Kansas Legislative Research Department
Helen Pedigo, Revisor of Statutes
Jackie Lunn, Committee Secretary

Conferees appearing before the committee:
Dr. Art Hall, Executive Director, Center for Applied Economics, University of Kansas, School of
Business

Others attending:

See attached list.
Chairperson Jordan opened the meeting by introducing Dr. Art Hall, Executive Director for the Center for
Applied Economics at the University of Kansas School of Business to give a presentation on the Kansas
Economy.

Dr. Hall referred the Committee to a publication entitled “The Kansas Productivity Puzzle” a technical
report on the Kansas Economy. (Attachment 1) He stated he would be sharing recent research they had
done regarding the Kansas economy. Dr. Hall stated the Kansas economy suffers from chronic low
productivity growth. The 1990's included the longest economic expansion in the history of the United
States. The expansion was credited in large part to a surge in labor productivity growth that started with
the recovery from the 1982 recession. Workers now produce one-third more than they did in 1980; but
not in Kansas. Labor productivity growth in the state has consistently lagged behind the nation for the
past twenty years. As a consequence, Kansas ranks 37" out of the 50 states in economic growth.

The Kansas slow-productivity-growth puzzle is all the more puzzling, because Kansas ranks well in terms
of having an educated labor force, leading all of its neighbors except Colorado in the proportion of the
population with college degrees.

Dr. Hall referred the Committee to various charts and graphs in “The Kansas Productivity Puzzle”. Dr.
Hall reviewed page by page giving the Committee information regarding the Kansas economy comparing
Kansas to the national average which show that Kansas lags the nation and the Plains states in
productivity growth.

Dr. Hall stated the most promising economic clue suggests that Kansas has not fostered sufficient
investment in the technologies necessary to fully utilize the skills of its educated workers.

If Kansas wants to improve their state’s growth in output, wages, and populatlon they must first solve the
slow-productivity growth puzzle.

In closing, Dr. Hall stated in certain respects Kansas has the advantage over the border states but in
certain respects, economic performance wise, Kansas continues to drop behind. He stated he does not
have an answer for that. Upon completion of Dr. Hall’s presentation a discussion occurred with the
Committee regarding border towns and the tax rates in Kansas.

Chairperson Jordan called the Committee’s attention to the minutes for February 11", 15" 16" and 18"
for their approval. Senator Reitz moved to approve the minutes. Senator Emler seconded. Motion

Unless specifically noted, the individual remarks recorded herein have not been transcribed verbatim. Individual remarks as reported herein have not been submitted to the individuals
appearing before the committee for editing or corrections. Page 1



carried.

The meeting was adjourned with the next scheduled meeting on Thursday, March 3, 2005 at 8:30 a.m. in
room 1238S.

Unless specifically noted, the individual remarks recorded herein have not been transeribed verbatim. Individual remarks as reported herein have not been submitted to the individuals
appearing before the committee for editing or corrections. Page 2
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About The Center for Applied Economics
The KU School of Business established the Center for Applied Economics in Februafy of 2004.

The mission of the Center for Applied Economics is to help advance the economic develop-
ment of the state and region by offering economic analysis and economic education relevant
for policy makers, community leaders, and other interested citizens.

The stakeholders in the Center want to increase the amount of credible economic analysis
available to decision makers in both the state and region. When policy makers, community
leaders, and citizens discuss issues that may have an impact on the economic development
potential of the state or region, they can benefit from a wide array of perspectives. The Center
focuses on the contributions that markets and economic institutions can make to economic de-

velopment. Because credibility is, in part, a function of economic literacy, the Center also pro-
motes economics education.
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THE KANSAS PRODUCTIVITY PUZZLE.

low productivity growth. The 1990s in-

cluded the longest economic expansion in
the history of the United States. The expansion
was credited in large part to a surge in labor pro-
ductivity growth that started with the recovery
from the 1982 recession. Workers now produce
one-third more than they did in 1980—but not in
Kansas. Labor productivity growth in the state
has consistently lagged behind the nation for the
past twenty years. As a consequence, Kansas
ranks 37" of 50 states in economic growth since
1977.

| he Kansas economy suffers from chronic

Economic growth matters because firms
cannot employ more people or raise the pay of
their existing employees unless they are generat-
ing additional revenue. The evidence indicates
that Kansas' slow output growth translated into
slow employment, which lagged behind national
levels by 20 percent. Compensation in Kansas
grew at the same rate as compensation nationally.
However, compensation in Kansas lagged 18 per-
cent below national averages in 1977, so compen-
sation remained 18 percent below the national
averages in 2001. Also, compensation in Kansas
has grown faster than labor productivity, meaning
that labor costs in Kansas are rising relative to
firm revenues. This situation threatens the future
profitability (and viability) of firms operating in
Kansas.

Kansas' slow population growth is a direct
consequence of her relatively low wages and slow
employment growth relative to other states. The
U.S. population is very mobile and responsive to
economic incentives. Popular perception seems
to attribute this mobility mostly to retirees moving
to the South and West. In fact, however, the ma-
jority of moves constitute young people seeking
economic rewards. And this group moves in great
numbers: almost half the U.S population moves
every five years with half the moves occurring
across counties and one-fifth across states.

If Kansans want to improve their state's
growth in output, wages, and population, they
must first solve the slow-productivity-growth puz-
zle. Some of the problem is endemic among
states in the Midwest: Oklahoma, Nebraska, Mis-
souri and lowa also lag the rest of the nation.
Consequently, some clues to the Kansas puzzle
must be found in a common weakness among her
neighboring Prairie states.

The Kansas slow-productivity-growth
puzzle is all the more puzzling, because Kansas
ranks well (10" among states) in terms of having
an educated labor force, leading all of its
neighbors except Colorado in the proportion of
the population with college degrees. The 1980s
saw a doubling of earnings for college gradu-
ates relative to high school graduates. Further
growth in the returns to a college degree oc-
curred in the 1990s. Analysts have explained
the rising returns to a college degree by appeal-
ing to a presumed complementarity between
new technologies and skill. In fact, those who
use computers or other information technologies
on the job earn higher wages. Yet one cannot
explain the relatively slow growth in labor pro-
ductivity in Kansas by an underinvestment in
human capital.

What may explain Kansas’ inability to
take advantage of her relatively educated work-
force? The most promising economic clue sug-
gests that Kansas has not fostered sufficient
investment in the technologies necessary to
fully utilize the skills of its educated workers.
Unfortunately, from a research perspective, data
on physical capital investments is scarce. How-
ever, some indirect evidence allows us to probe
into the investment clue. Poor availability of
high-speed Internet may be retarding access to
information technologies in some areas of the
state. Relatively low levels of innovative activity
may also make educated workers less produc-
tive than their potential. These issues require
more investigation. Kansas may lose her most
educated citizens if the state cannot offer them
the most productive outlets for their time.

Perhaps such an outcome is destiny--or
perhaps not. Kansas, like other Prairie states,
may inevitably drag down the average state eco-
nomic growth rate due to its Midwest location,
relatively rural composition, and relatively dis-
persed population. After all, Kansas' neighbor-
ing states have had similar growth in labor pro-
ductivity and wages. Yet, maybe that result has
occurred because of a common set of inferior
policies and economic development strategies.
Perhaps Kansas can implement new policies
and strategies focused on productivity growth
that will allow its economy's growth rate to ac-
celerate past the national average so as to
erase the lagging economic performance of the
past two decades.
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Figure 1:
Small Differences in Economic Growth Rates Make a Big Difference Over Time :
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Source: Authors’ calculations based on data from the Bureau of Ecancmic Analysis

« Plot shows actual vs. hypothetical growth of inflation-adjusted gross state product from %
1977-2001 (the latest figures available). Grass state product, calculated by the U.S. |
Bureau of Economic Analysis, represents a measure of the value of the final goods i
and services produced in a state.

« The hypothetical growth curve reflects what Kansas gross state product would have
been if the Kansas economy had grown at the national average (3.06%) rather than
the actual rate of 2.42 percent.

By 2001, the dollar value of the gap between actual and hypothetical production equals
$4,826 per person.
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Figure 2:

Kansas Per Capita Output is Falling Relative to Her Neighbors and to the Nation
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Source: Authors’ calculations based on data from the Bureau of Economic Analysis

e The plot shows per capita gross state product for Kansas and the Kansas region as a
percentage of the average per capita gross state product for the U.S. as a whole. A
value of 100 means that per capita gross state product equals the national average.

« Per capita gross state product in Kansas is below the national average and below the
average for the region.

« Kansas has slipped farther behind over time. In 1977, per capita GSP in Kansas was
5 percent below the national average. By 2001, Kansas per capita GSP had fallen to 8
percent below the national average. Meanwhile, other states in the region have been
gaining ground relative to the nation.

« Gross state product is composed of income from all sources: that going to labor
through wages and salaries, to proprietors or corporations through profits, and to the
government through indirect business taxes.

Note: The Plains states include lowa, Kansas, Minnesota, Missouri, Nebraska, North Dakota, and
South Dakota.
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Figure 3:
Kansas Productivity Growth Lags the Nation and the Region
(U.S. Average in 1977 = 1)
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Source: Authors’ calculations based on data from the Bureau of Economic Analysis

The graph shows the time paths of gross state product per worker for Kansas, the re-
gion and the nation as a whole. All values are corrected for inflation and normalized
so that the U.S. average equals 1in 1977. Both the Plains and Kansas levels of labor
productivity in 1977 were about 10 percent below the U.S. average. By 2001, U.S. la-
bor productivity was 33 percent higher than the 1977 U.S. average, whereas labor pro-
ductivity in Kansas was just 7 percent above the 1977 U.S. average.

Over the 1977-2001 period, Kansas labor productivity grew 21 percent, compared to
33 percent for the U.S. and 24 percent for the Plains states as a whole.

In the first half of the 1990s when labor productivity was accelerating in the U.S. as a
whole, it was stagnating in Kansas.

Senate Commerce Committee
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Table 1:

Kansas Labor Productivity Growth Lags the U.S. in Most Sectors

Employment shares, 2001 Kansas growth in output per worker
relative to the U.S.

Industry Kansas u.s. 1977-2001 1980-1990  1990-2001

Total Gross State Product 1 1 -0.125 -0.058 -0.057

Private Industry

Agriculture, forestry, and fishing 0.057 0.031 -0.197 -0.065 -0.149
Construction 0.052 0.058 -0.01 -0.11 0.06
Manufacturing 0.118 0.109 -0.11 -0.04 -0.09
Durable goods 0.071 0.066 0 -0.03 -0.01
Nondurable goods 0.047 0.044 -0.29 -0.09 -0.2
Transportation and public utilities 0.058 0.05 0.14 0.17 -0.05
Wholesale trade 0.044 0.044 -0.05 -0.07 0.02
Retail trade 0.164 0.163 -0.03 -0.04 -0.01
Finance, insurance, and real estate 0.066 0.079 -0.2 -0.17 -0.09
Services 0.272 0.322 -0.07 -0.13 -0.01
Government 0.158 0.139 -0.05 -0.04 -0.01
State and local 0.129 0.11 -0.06 -0.07 0.01

Source: Authors’ calculations based on Bureau of Economic Analysis data

« The productivity gap is not due to a different mix of industries in Kansas relative to the
U.S. Kansas’ share of employment by broad industry classification is similar to that of
the U.S. as a whole.

« The productivity gap is not due to weakness in one or two sectors. Over the 1977-
2001 period, Kansas lags the U.S. average labor productivity growth in every sector
except transportation and utilities and durable manufacturing. Whatever the source of
the lagging productivity growth in Kansas, it appears to be pervasive across most sec-
tors of the Kansas economy.

« The productivity gap is not a temporary phenomenon. For most sectors, productivity
lags in the 1980s and again in the 1990s, so the productivity lag is not due to tempo-
rary problems related to recession.
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Figure 4:

Labor Productivity Explains People’s Compensation
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Source: Authors’ calculations based on data from the Bureau of Economic Analysis

« FEconomists have long noted the relationship between labor productivity and wages,
both in theory and in empirical data. As labor productivity has increased in Kansas, so
have wages. This can be seen in Figure 4. The slope of the trend line is greater than
one, implying that compensation is rising faster than productivity. In Kansas, compen-
sation has risen $0.75 for every $1.00 increase in labor productivity. For the U.S. as a
whole, compensation has been rising only $0.51 for every dollar increase in productiv-
ity. In other words, Kansas labor has been getting more of the return from rising labor
productivity over the past 25 years than have workers in other states. As a conse-
quence, Kansas firms have less retained to fund new investments or growth, and prof-
itability of operating in Kansas relative to other states has been slowly but steadily de-
clining. Ultimately, this threatens the future profitability (and viability) of firms operat-
ing in Kansas.

¢ The horizontal axis of the chart measures output per worker in Kansas correcting for
inflation. All figures are normalized so that average labor productivity in the U.S. in
1977 =1. Over the period, labor productivity in Kansas rose 21 percent.

« The vertical axis measures compensation per worker in Kansas correcting for inflation.
All values are normalized so that average compensation in the U.S. in 1977 = 1. Aver-
age real compensation in Kansas rose 30 percent over the period or 9 percentage
points faster than did labor productivity.
Senate Commerce Committee
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Figure 5:

Kansas Has Lost Its Cost Advantage
(U.S. Average in 1977=1)
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Source: Authors' calculations based on data from the Bureau of Economic Analysis

« Unit labor cost. the ratio of compensation per worker relative to output per worker, is a
measure of the average labor cost per dollar of production. Because compensation
has risen more rapidly than labor productivity, unit labor costs in Kansas have risen.

In 1977, Kansas had a significant advantage relative to average unit labor costs in the
United States. By 2001, that advantage was gone, both because labor costs are rising
in Kansas and because labor costs are falling elsewhere in the United States.

« Figure 5 shows the time path of unit labor cost in Kansas and in the United States. All
values are relative to the 1977 average unit labor cost for the U.S. as a whole. The
time path shows that unit labor cost in Kansas was about 8 percent less than the U.S.
average in 1977. By 2001, unit labor cost in Kansas was about 1 percent more than
the U.S. average. For the U.S. as a whole, labor productivity has grown faster than
compensation, and so unit labor cost has decreased slightly relative to 1977. For Kan-
sas, the opposite has happened.

o After two decades of slow increases in unit labor cost for Kansas and slow declines for
the U.S. as a whole, Kansas finally lost her unit labor cost advantage in 1898. The
lowest unit labor costs in the U.S. are in the South and Mountain West.
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Relative compensation

Figure 6:
Compensation Lags the Nation and the Region

(U.S. Average Real Compensation in 1977 = 1)
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Source: Authors’ calculations based on data from the Bureau of Economic Analysis

« Inflation-adjusted average compensation in Kansas lagged her Plains states neighbors
by 5 percent and the nation by 18 percent for the 1977-2001 period.

« Inflation-adjusted average compensation in Kansas grew 29 percent over the period
compared to 30 percent for the U.S. and 31 percent for the Plains states.

o Some of the 18 percent compensation gap relative to the U.S. average is due to Kan-
sas’ relatively low population density. Pay in Kansas is roughly in line with the aver-
age in states with similar proportions of rural populations (see Figure 13). High popula-
tion density may raise productivity because of better access to customers, better prox-
imity to suppliers, and better information networks.

« While compensation in Kansas lags the U.S. average by 18 percent, per capita income
in Kansas only lags the national average by 5 percent. As is true of the Midwest gen-
erally, Kansas has an atypically high proportion of two earner households. Some of
the disadvantage of low pay per job is made up by more jobs per household.

Senate Commer(ife;gmmittee
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Figure 7:

Employment Growth in Kansas Lags the U.S. but Tracks the Region
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Source: Authors' calculations based on data from the Bureau of Economic Analysis

« Other than a brief period in the early 1980s, employment growth in Kansas has mim-
icked that of the Plains states as a whole.

o Employment growth in the U.S. has outpaced that of the Plains states, particularly in
the period following the 1982 recession when a weak farm economy slowed the recov-
ery in the Midwest.

« Since 1977, employment in Kansas and in the Plains region has grown 47 percent
compared to 59 percent for the U.S. as a whole. The relatively slow employment
growth in Kansas over the past 25 years can be blamed on two periods. The Midwest
recovered more slowly from the 1982 recession and it did not expand at the U.S. aver-
age in the latter half of the 1990s.

« All employment series in Figure 7 are divided by their levels in 1977. In Kansas, the
2001 value of 1.47 means that employment in Kansas was 47 percent higher than the
level in 1977. The 2001 value of 1.59 for the U.S. means that employment in the U.S.
was 59 percent higher than the U.S. employment level in 1977.
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Figure 8:

Education in Kansas Does Not Solve the Productivity Puzzle
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Kansas is experiencing slow growth despite having a well-educated labor force. Kan-
sas has an atypically high proportion of the population (31%) with a college degree
compared to the U.S. average of 26.2 percent.

As of 2002, Kansas had the 10" highest proportion of workers holding at least a
Bachelor's degree.

Average compensation in Kansas is atypically low for a state with its level of educa-
tion. If Kansas workers were paid at the U.S. average, compensation would be over
$5,000 more per year. However, because labor productivity is also not in line with
Kansas’ level of education, compensation falls well below average.

Figure 8 shows the plot of average compensation by state against the proportion of the
population with at least a bachelor’s degree. The best fitting line through the plot is
also shown. The line can be interpreted as the average compensation level associ-
ated with each level of education. States that are above the line are paying more than
average for the level of education of their populations while those below the line are
paying less than average. With the exception of Missouri, Plains states tend to pay be-
low average.

Senate Commerce Committee
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Figure 9:

Private R&D Investment in Kansas Does Not Solve the Productivity Puzzle
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« On average, as companies invest more in Research and Development (R&D) per
worker, labor productivity and wages rise more rapidly. Kansas ranks 22" in Private
R&D per worker, and so Kansas does not have an atypically low level of R&D per
worker. In fact, wage and productivity growth in Kansas are right in line with the level
in R&D investment in the state.

« Figure 9 plots Private R&D expenditures per worker in 1997 on the horizontal axis
against subsequent wage and labor productivity growth between 1997 and 2001 in the
state. The best fitting line for each set of plots is also shown.

« The plotted labor productivity growth line shows that as R&D investment varies from a
low of $51 per worker in Mississippi to a high of $2,490 per worker in New Jersey, la-
bor productivity growth is expected to rise from 5 to 9 percent over a 4 year period.
The relationship is not exact. States below the line are getting less productivity growth
than average from the investment while those above the line are getting more growth.
Kansas labor productivity growth is average for its level of R&D.

+ The plotted wage growth line shows that as R&D investment rises, expected wage
growth varies from 8 to 11 percent over a 4 year period. States below the line are get-
ting less wage growth than average from the investment while those above the line are
getting more growth. Wage growth in Kansas is average for its level of R&D.

Senate Comr@srfﬁ)Commlttee

Attachment / B / L(

11




Growth, 1997-2001

Figure 10:
Telecommunications Infrastructure in Kansas

May Provide a Clue to the Productivity Puzzle
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Source: Authors’ calculations based on data from the FCC and the Bureau of Economic Analysis

As of 2000, Kansas ranked 44" in High-speed Internet access among the states, as measured
by the proportion of zip codes with at least one provider of DSL or cable Internet service.
While satellite access may be sufficient for recreational use for the Internet, firms require the
reliability and uplink speed that have been only available through the use of DSL or cable. Itis
conceivable that Kansas was relatively slow in providing the infrastructure for firms to take ad-
vantage of new information technologies. Improvements in information technologies have
been credited for at least part of the surge in labor productivity growth in the 1990s, so slow
access to broadband service may have hindered full utilization of Kansas’ educated workforce.

The percent of zip codes with broadband Internet service (either DSL, cable, or both) is re-
ported on the horizontal axis, while growth rates are on the vertical axis. The plotted lines
show the best fitting relationships between High-speed access and, respectively, productivity
growth and wage growth over the 1997-2001 period.

The plotted productivity growth line shows that as High-speed access rises from a low of 22
percent in Alaska to a high of 100 percent in Rhode Island and Delaware, expected labor pro-
ductivity grows from 0 to 8 percent over the 4 year period. Labor productivity growth in Kan-
sas is roughly in line with the expected level given her broadband infrastructure.

The plotted wage growth line shows that as High-speed access rises, expected wage growth
rises from 4 to 10 percent. Wage growth in Kansas is above what would have been expected
on the basis of broadband access in the state.

Poor Internet access could be responsible for up to 2 percent slower growth in labor productiv-

ity per year. Senate Commerce Committee
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Figure 11:

Kansas Ranks Low on Patenting Activity
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Source: Authors' calculations based on data from the U.S. Patent Office and the Bureau of Economic Analysis

« Despite having average levels of R&D per worker, Kansas has a relatively low level of
patents originating in the state. There is a positive but inexact relationship between
patents issued per worker and subsequent growth in wages and labor productnvnty
Kansas relatively low labor productivity growth is consistent with her rank of 35" in pat-
ents issued per worker.

« The horizontal axis reports the number of patents issued in 1997 by state divided by
the number of employees in the state. Patents are often used as a measure of innova-
tive activity.

« The plotted labor productivity growth line shows that as patents issued per worker
rises, labor productivity growth rises from 5 to 9 percent over a four year period.

« The plotted wage growth line shows that as patents issued per worker rises, wage
growth rises from 7 to 11 percent over a four year period.

« Patents could explain up to 1 percent slower growth in labor productivity per year.

Senate Commerce Committee
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Figure 12:
People Migrate to the Locations of Economic Opportunity
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Source: Authors' calculations based on data from the U.S. Census Bureau and the Bureau of Economic Analysis

As output growth increases, states attract workers from other states. This can be dem-
onstrated by the fact that, over time, the fastest growing states have smaller and
smaller shares of their populations that are born in the state. The slowest growing
states attract few workers from other states. The fastest growing states (Nevada,
Colorado, Arizona, New Hampshire) attracted in-migration while the slowest growing
(West Virginia, lowa) experienced outmigration.

Among the western states that were relatively underpopulated at the turn of the last
century, the slowest growing (Montana, Wyoming) attracted the fewest immigrants
compared to the fastest growing (Nevada, Arizona).

Kansas, ranked 34" in overall growth over the period, has a percentage born in state
that is equal to the national average of 60 percent.

The horizontal axis reports the ratio of Gross State Product (a measure of the value of
all production in the state, controlling for inflation) in 2001 relative to 1977. The values
range from a low of 1.19 in West Virginia to a high of 4.38 in Nevada. That means
that, correcting for inflation, West Virginia was only producing 19 percent more in 2001
than they were in 1977, whereas Nevada was producing 338 percent more than it pro-
duced in 1977. The trend line is the best fitting relationship between state output
growth and the percentage of residents born in the state. States above the line have
attracted fewer non-natives than expected, while those below the line have attracted
more non-natives than expected. Kansas has attracted relatively more non-native
born than would be expected from her output growth.
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Figure 13:
Income Levels in Kansas are Consistent with its Rural/Urban Mix

Per Capita Income in 2003

45000 ————

40000 -

35000

30000 s s

25000 -

20000 -————

15000 -

0.2 03 0.4 0.5 0.6 07 08

Proportion Residing in Metropolitan Areas

Source: Authors’ calculations based on data from the U.S. Census Bureau

There is an upward trend in state average compensation levels as states become more
metropolitan. Compensation in Kansas is roughly in line with its population density.
Kansas has the 15" most rural population in the nation.

In the U.S. as a whole, per capita incomes average $38,423 in metropolitan areas and

$30,251 in nonmetropolitan areas. In Kansas, the averages are $35,257 and $25,092,
respectively.
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Table 2:

2002 Population and Per Capita Income in Midwestern Cities
Relative to Comparable Cities in the U.S.

2002 Per capita Income

Percent of

City Population Actual Predicted ’ Rank? Predicted *
Boulder-Longmont, CO................. 269,814 44,037 30,754 15 143%
Columbia, MO.......ociieeeeea. 145,666 29,135 28,957 220 101%
Denver, CO..uviieeieeee e 2,179,240 42,133 37,718 21 112%
Fort Collins-Loveland, CO............. 251,494 34,215 30,544 89 112%
Fort Smith, AR-OK.......ooovevvernn. 273,170 27,075 30,791 278 88%
Greeley, CO..ovvveoeeieeeceeee, 180,926 31,104 29,577 164 105%
KT R R —— 157,322 26,594 29,175 288 91%
Kansas City, MO-KS.........c..o....... 1,836,038 36,731 37,091 49 99%
Lawrence, KS....oovveeeorrereeenan. 99,962 26,621 27911 286 95%
Lawton, OK...ooveeeeeeeeeeeeeeee, 114,996 25,392 28,296 307 90%
Lincoln, NE......oooiivieiieeeens 266,787 30,614 30,720 177 100%
Oklahoma City, OK.........cocoeveven.. 1,095,421 29,850 35,266 200 85%
Omaha, NE-IA ..o, 767,041 33,107 34,059 110 97%
Fughils, B0 msaseammmmomams 141,472 27,763 28,874 264 96%
St. Joseph, MO...v.vvooiiieeiee, 122,336 28,507 28,467 244 100%
St. Louis, MO=IL....cocovverereeeenens 2,698,687 36,712 38,514 50 95%
Springfield, MO.........ccccoveveeeenn. 368,374 27,987 31,704 262 88%
TUISa, OKeooieeeeeeee e, 859,532 32,241 34,440 134 94%
W ekt BB mimnssnmimns 571,166 33,429 33,092 104 101%
U.S. Metro Average................... 763,304 38,423

' Predicted income based on comparison with incomes at similarly sized cities

? Rank is of 320 Standard Metropolitan Statistical Areas in the United States
* Actual income as a percentage of the predicted

Source: U.S. Census Bureau and authors' calculations

« Income levels in Kansas cities are consistent with population levels.

« A similar argument can be made with respect to cities. As shown in Table 2, average
incomes in Kansas’ 3 metropolitan areas are in line with cities of comparable size.
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APPENDIX
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Appendix 1: Year-Over-Year Growth of Inflation-Adjusted Gross State Product

Kansas vs. All States

10.00
Kansas Average =242 Kansas' grow th rate beat All States' grow th rate 10 times (42%).
All States Average = 3.06
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Appendix 2: Year-Over-Year Growth of Inflation-Adjusted Gross State Product
Kansas vs. Plains States
10.00 ' — .
Kansas Average =2.42 Kansas' growth rate beat Plains' growth rate 12 times (50%).
Plains Average =2.65 (BEA definition of Plains = IA, KS, MN, MO, NE, SD, ND)
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Percent Growth

Appendix 3: Year-Over-Year Growth of Inflation-Adjusted Gross State Product

Kansas vs. Contiguous States

Kansas Average = 2.48
KS + Contiguous Average = 2.92
7.00

Kansas' growth rate beat KS + Contiguous growth rate 7 times (29%).
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1976 1979 1980 1881 1962 1983 1984 1985 1986 1987

B Kansas 299 580 -i37 278 -135 137 4.05

B KS+Contiguous 556 433 0.6 267 010 041 6.53

243

519 -067 4.02

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
189 073 221 112 226 080 425 083 387 580 377 354 315 095

.72 1 351 130 101

179 288 2M 493 377 426 559 411 397 461 064

Year

Appendix 4: Ranks of Average Growth Rates Among States (Including D.C.)

1977-2001 1980-2000 1990-2000
State Avg. Rate Rank Avg. Rate Rank Avg. Rate Rank
Alabama 2.69 30 2.83 33 3.05 32
Alaska 1.88 46 0.89 51 -1.09 51
Arizona 5.41 2 5.24 3 6.56 1
Arkansas 2.89 26 3.14 27 3.81 16
California 3.75 14 3.87 14 3.15 28
Colorado 4,29 6 4.17 8 6.18 5
Connecticut 3.38 22 3.50 22 2.66 40
Delaware 3.78 11 - 3.99 11 2.96 33
District of Columbia 117 51 1.05 50 0.64 49
Florida 4.46 5 417 9 3.75 17
Georgia 4.67 4 5.04 4 5.26 9
Senate Commerce Committee
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Appendix 4 Continued

1977-2001 1980-2000 1990-2000
State Avg. Rate Rank Avg. Rate Rank Avg. Rate Rank
Hawaii 213 40 1.95 44 0.20 50
Idaho 4.00 8 4.26 7 6.41 3
lllinois 2.34 38 2.73 35 3.36 23
Indiana 2.46 36 3.03 29 3.66 19
lowa 213 39 2.29 42 3.29 26
Kansas 2.42 37 2.48 40 2.95 34
Kentucky 2.58 32 2.91 31 3.53 21
Louisiana 135 49 1.20 48 1.62 48
Maine 2.81 29 2.93 30 1.98 47
Maryland 3.06 25 3.21 25 2.24 44
Massachusetts 3.66 17 3.88 13 3.65 20
Michigan 1.78 47 2.60 38 3.17 27
Minnesota 3.48 21 3.69 18 427 12
Mississippi 2.47 35 2.78 34 3.34 24
Missouri 2.48 34 2.71 36 3.12 30
Montana 1.64 48 1.53 46 2.86 36
Nebraska 2.67 31 2.87 32 3.32 25
Nevada 5.70 1 5.64 1 6.29 4
New Hampshire 5.20 3 5.36 2 5.41 8
New Jersey 3.29 23 3.49 23 2.77 38
New Mexico 3.69 15 3.72 15 6.00 6
New York 2.52 33 2.66 37 2.49 43
North Carolina 3.77 13 4.11 10 4.40 11
North Dakota 2.06 43 1.97 43 3.09 31
Ohio 2.10 42 2.56 39 2.88 35
Oklahoma 2.01 45 1.70 45 2.56 41
Oregon 3.94 9 4.27 6 6.55 2
Pennsylvania 212 41 2.32 41 2.53 42
Rhode Island 2.83 28 3.15 26 277 37
South Carolina 3.78 12 3.92 12 3.40 22
South Dakota 3.18 24 3.41 24 4.27 13
Tennessee 3:53 19 3.70 16 4.20 14
Texas 3.56 18 3.58 20 4.60 10
Utah 4.26 7 4.35 5 5.78 7
Vermont 3.87 10 3.59 19 2.67 39
Virginia 3.51 20 3.57 21 3.12 29
Washington 3.68 16 3.70 17 4.05 15
West Virginia 121 50 1.29 47 2.00 46
Wisconsin 2.83 27 3.03 28 3.72 18
Wyoming 2.05 44 1.09 49 2.06 45
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State
Kansas

lowa
Minnesota
Missouri
Nebraska
North Dakota
South Dakota

Addendum:
Colorado
Oklahoma

Note: U.S. rank excludes D.C.

Productivity Growth in the Plains States

1980-1990

1990-2000

rrgrc_e gpmmittee
: D)

0

A

1977-2001
Average
Annual
Productivity Plains u.s.

Growth Rank Rank
0.800% 5 37
0.496% 7 44
1.131% 2 24
0.977% 3 3
0.882% 4 35
0.589% 6 43
1.156% 1 20
1.304% * 16
0.418% & 45

Average
Annual

Productivity Plains

Growth

0.641%

0.126%
0.996%
0.924%
0.875%
-0.429%
0.828%

0.271%
-0.577%

Source: Center for Applied Economics, KU Business School; Bureau of Economic Analysis

Rank
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DNWN 2D

uU.s.
Rank

32

38
20
24
26
44
27

35
46

Average
Annual

Productivity Plains

Growth

1.160%

1.123%
2.069%
1.672%
1.305%
1.109%
1.551%

2.564%
0.589%

Rank

5

W~NA2AN-=2OO

Senate Com

uU.s.
Rank

39

40
13
23
35
41
29

44

~—

Attachment } _LQ GZ)



Forb- ~om - Magazine Article

Best Places

Live Free or Move
Lawrence J. McQuillan, 05.24.04

Page 1 of 1

- Places 2004

Madison, Wis.:
« Biocapitalism Hotbed

Miami, Fla.:
» Ultra-Rich And Ultra-Poar

Hawaii:
« Trying Hard
Slideshow:
» Ten Best Cities

Poll:
» Where Would You
Relocate?

Video:
« List Overview

PDA:
= Download the list

Where should you locate new businesses and subsidiaries? In states with the fewest
regulatory body blocks and fiscal obstacles. To give you a handle on those choices, the Pacific
Research Institute for Public Policy in San Francisco has, with the help of economists Ying
Huang and Robert E. McCormick of Clemson University, created a U.S. Economic Freedom
Index.

In coming up with our ratings we evaluated 143 variables for each state, using the most recent
data. This snapshot includes tax rates, state spending, occupational licensing, environmental
regulations, income redistribution, right-to-work and prevailing-wage laws, tort laws and the
number of government agencies. These we grouped into five sectors--fiscal, regulatory,
judicial, size of government and social welfare. For each of the 143 variables we ranked states
from 1 (most free) to 50 (least free), calculated an average sector ranking and then weighted
them to get an overall score. Welfare, fiscal and regulatory matters counted about equally;
government size and judicial ratings counted for less.

Kansas came up number one, thanks largely to its respect for property rights: It engages in
less income redistribution and attracts less tort litigation than most states. The Kansas
legislature is now considering innovative bills exempting custom software from sales taxes and
eliminating the state franchise tax for most businesses--a serenade to entrepreneurial ears.

With the fewest regulatory barriers, Colorado places second. The state also ranks high in the
fiscal sector, thanks to its constitutional tax limitation. Virginia, which shows restraint in income

redistribution, is third. But it turns out that the South on the whole does not live up to its image

as a business-friendly region. The most hospitable states tend to be in the Great Plains and Rockies. In contrast, Rhode
Island, Connecticut, California and New York have the most punitive policy environments for economic opportunity.

To learn more about how your state rates, click here.

Lawrence J. McQuillan, Ph.D., is Director of Business and Economic Studies at the Pacific Research Institute for Public

Paolicy.

Charts

Where The Opportunities Are

http://forbes.com/forbes/2004/0524/164 _print.htm]
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PRI's T1.S. Economic Freedom Index: 2004 -

State
Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
Florida
Georgia
Hawaii
idaho
{llinois
Indiana

. lowa
Kansas
Kentucky
Louisiana
Maine
Maryland

 Massachusetts
Michigan
Minnesota
Mississippi

" Missouri
Mentana
MNebraska
MNevada
New Hampshire
New Jersey

~ New Mexico
New York
North Carolina

- North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
Sauth Carolina

- South Daketa
Tennessee
Texas

_ Utah

© Vermont
Virginia
Washingten
West Virginia
Wisconsin
Wyoming

Table 2 (below) reports each state's unweighted sector scores and rankings.

Score

1741

21.21

2080
2180
3456

22.24
37486
26.26
22.94
2082
25.45
23.47
29.16
2207

2370

22.29
24.33
23.56
29.97
28.37

- 3053
2855
3380

§oodh =

el

24.27
24.47
22.76
23.70
3504

25.01
- 3391
- 23.15
= 2270 1
2579

22.83
25.71
30.18
31.56
19.46

BT i)
1856
, 2232
2256
2987

21.12
27.66
24.02
32.23
27.36

Score

- 2813
© 2615
- 2809
2681

35.76
19.62
35.65
20.07
30.89
30.11
29.48

= 2530
34.49

29.70

5 2648+

21.28
31.91
30.51
27.87
27.83

. 2780
. 2502
ST 72
2532
- 2695

25.18
2397
25.05
26.85
28.80

. 3420

30.99

S 2743
o1
B934

24 30
33.40
31.68
2863
22.64

B2
- 298
. 2996
Bo24.79 %
pa22

25.47
25.70
28.97
27.50
28.72

Scare
5347
L 3483 !
- 17.00 i
£ 2583
- 2450

19.83
15.67
17.17
22.33
18.00
2750
24.67

. 2000
- 2150
- 3150

24 50
2667
28.50
27.83
16.50

. 1667
- 2750
58333
2317

3400
3333
10.67

7.33
22.33

. 3550
3733+
P2 By
Fa7T7 3
. 2533

28.17
29.50
27.33
22.33
3150

R B
2183
2337
2983

2967

18.50
31.00
30.83
28.17
28.00

Rank

Rank

Sccre
Scorps i 2%
53625 . 47
12098 1 13
5 0275 | 39
- 4013 48

16.38 7

3588 46

2200 17

21.13 : 18

19.13 g

30.25 37

9.25 1

3100 39
= 2013 - 14
S 1983 ¢ 11

11.63 2

3200 44

3213 45

2500 22

2538 25
£.3200 7 43
. 2463 21
~ 28863 33
2900 34
2313 19

2500 24

2500 23

19.63 10

19.75 12

2738 29

2663 28

4613 50
. 2600 26
2913 35
- 3188 42

14.25 5

2175 16

3000 36

41.13 49

27.38 30
- 2450 20
-~ 3050 38
- 1838 8
1500 6

3163 41

13.88 4

2625 27

31.38 40

22.50 18

13.63 3
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Forbes’ freedom ranking of Kansas is flawed

By Dr. Arthur P. Hall

In May, the business magazine Forbes
proclaimed Kansas as the state with the
greatest amount of economic freedom.

Sadly, thatis false. )

Based on a review of the just-released,
complete report (2004 U.S. Economic
Freedom Index) on which the magazine
based its pronouncement, and a review
of the report’s techniques, Kansas
should rank no better than middle of the
pack )

According to the report: “If people are
moving from one state to another, other
things equal, we assert that thisisa
market-based response to differences in
freedom ... In the end, our index offers
the clear advantage that it is evaluated in
the marketplace by where people decide
tolive.”

But here's the disconnect: the report

ranks Kansas first in economic freedom
even though, over the time period stud-
ied, itJost a net of almost 8,000 peaple, a
net migration rate of -3.2 percent.
Nevada, on the other hand, ranks 12th
in economic freedom, according to the
report, and gained a net of almost
234,000 people, a net migration rate of
+151.5 percent, more than double the
rate of the next closest state, Arizona
(ranked 11th). Rhode Island is the stats-
tcal mirror image of Kansas with an
economic freedom rank of 47th and a
netmigration rate of +3.4 percent.
The maddening thing about these
results is that economic freedom does
matter — it matters a lot. Economic
research consistently shows that eco-
nomic freedom drives prosperity, espe-
cially in the international context.
Freedom may be an ideal in its own

right, but, as a practical matter, eco-
nomic freedom begets opportunity and
prosperity. Opportunity and prosperity,
more than anything else, motivates peo-
ple to migrate.

Somehow, the analysts at the respect-
able San Francisco-based Pacific
Research Institute (PRI), who worked in
partnership with Forbes, fell into the
trap of letting their computers think for
them. The report brags about shuffling
143 different variables into 48 different
indexes and describes how the analysts
used computers to run sophisticated sta-
tistical techniques until the machines
found a "best” solution to the fluctuation
of a single variable: net population
migration among the 50 states between
1995 and 2000.

This research method is the analytical
equivalent of throwing mud at a wall

until you're satisfied with how much has
stuck— and calling the results art.

The idea of measuring economic free-
dom by studying population migration
has merit, but the results obtained in the
PRI-Forbes report ultimately don't sup-
port this idea.

Ineed only one variable instead of
dozens to statistically explain almost
half of the net interstate migration from
1995 to 2000. That variable is the eco-
nomic growth that each state experi-
enced five years earlier, 1990 to 1995.
The story is simple: Peaple see where
the action is and make plans to get
there.

Where does Kansas rank in terms of
economic growth from 1990 to 19952
37th— about where it has ranked (on
average) for the past quarter century.
Where does Nevada rank? 1st. Arizona

ranks 4th and Rhode Island ranks 45th.
Kansas is a wonderful place to live. Yet
it typically ranks as average or below
according to most business climate
indexes. In reality, that is also where the
PRI-Forbes Index should rank our state.
That can change with effort. Kansans
should strive to become the most eco-
nomically free state in the nation — and

, earn the crown that we falsely wore. We

will all prosper as a result. Rich Karl-
gaard, the publisher of Forbes, tells us
why in his forward to the report: “Entre-
preneurs risk big as it is. They must be
given the chance to grow their enter-
prises without excessive hurdles, wor-
ries, and uncertainties.” ‘

Dr. Arthur P. Hall is executive director
of the Center for Applied Economics at
the University of Kansas School of Busi-
ness.



Kansas Business Climate Rankings
(Compiled by the Center for Applied Economics, KU School of Business)

Pacific Research Institute/Forbes Magazine (Clemson University 1999)
(Type of Measures: Policy-related costs of doing business & openess of economy, 143 metrics)

[Date [ 1sss | 2004 |
1S Rank 10 | 1]

Kansas Chamber of Commerce--Annual Competitiveness Index
(Type of Measures: Economic performance, infrastructure capacity, cost of doing business, quality of life, 88 metrics)

Date [ 2000 | 2001 | 2002 | zo03 [ 2004 |
|KS Rank (Estimate) | 23 | 24 [ 24 | 25 | 26 |

Fantus Company--Manufacturing Business Climate Study
(Type of Measures: Cost of doing business, including many policy-related items, 15 metrics)

Date [ 1975 |

KS Rank 20 ]

Grant Thornton--Manufacturing Business Climate Studies

(Type of Measures: Cost of doing business, including many policy-related items, 22 metrics)

[Date | 1sea | 1981 | 1982 | 1583 | 1984 | 1985 | 1985 |

KS Rank (Contiguous 48) | 13 | 4 | 10 | 1 [ 13 [ s | 8 |

Corpaoration for Enterprise Development--Development Report Card for the States
(Type of Measures: Economic performance, infrastructure capacity, quality of life, "equity”, income redistribution, 85 metrics in 2004)

Date 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1587 1888 1989 2000 2001 2002 2003 2004
KS Rank--Policy a0 23 19 17 20 > * & > “ i i ™ b * = T i
KS Rank--Capacity 19 33 30 36 25 29 32 29 36 38 41 31 o 26 26 23 17 12
KS Rank--Business Vitalit 19 33 30 37 38 12(217) 34 16(227) 23 22 ~ 36 10 b 30 41 23 28 18
KS Rank--Performance 15 23 18 21 15 13 17 28 24 28 40 30 i 23 21 23 24 31
KS Rank--Tax & Fiscal i ar 21 32 27 a7 6 13 14 14 5 S =% e e ol . i

Small Business Survival Committee--Small Business Survival Index
{Type of Measures: Cost of doing business, including many policy-related items, strong emphasis on different tax instruments, 23 metrics}

Dale [ 2000 [ 2001 | 2002 | 2003 [ 2004 |
KS Rank |36 | 47 | 32 | 32 | 31 |

Progressive Policy Institute--New Economy Index
(Type of Measures: High tech jobs & employment, measures of innovation and on-line capacity, 21 metrics)

Date [ 1999 [ 2002

KS Rank | 27 | 28

Beacon Hill Institute--State Competitiveness Report

(Type of Measures: Economic performance, policy-related costs of doing business & openess of economy, infrastructure, 43 metrics)

[Date [ 2001 | 2002 | 2003 | 2004 |
[KS Rank 25 [ 14 | 17 | 10 |

Fraser Institute/National Center for Policy Analysis--Economic Freedom of the States
(Type of Measures: Policy-related costs of doing business & openess of econaomy, 11 melrics)

[Date [ 2004 |
KS Rank 26

Tax Foundation--State Business Tax Climate Index
(Type of Measures: Tax burden and tax policy interference with business decisions, 32 metrics)

[Date | 2003 | 2004 |

KS Rank [ a3 | 32 |
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Boarder County Analysis
Kansas vs. Neighboring States

Table 1: Comparative Business Climate for Select Economic Variables, 1992-2002

KS OK KS MO KS NE KS cO
Population Growth 1.7 0.7 0.4 46
Employment Growth 0.4 0.3 1 3.4
Proprietor Growth 2.5 1.5 4.9 0.6
Wage Growth 1.1 1.8 1.1 4.6

Table 1 Explanation : Cells with numbers in them indicate the "winner." Based on statistical analysis of published
business climate indexes and their relationship to relative economic performance of counties contiguous to state
boarders only, the numbers in the cells represent (in percentage terms) the state with the superior business
environment--as predicted by the indexes--for select economic variables.

Table 2: Relative Percentage Growth for Select Economic Variable, 1992-2002

KsS OK KS MO KS NE KS [e]e]
Population Growth 312 4.4 0.8 3:3
Employment Growth 6.1 6.8 3.1 6.4
Proprietor Growth 3.1 10.8 20.9 7.3
Wage Growth 0.1 10 2.5 9.1

Table 2 Explanation : Cells with numbers in them indicate the "winner.” In percentage terms, the numbers indicate
how much faster, on average, a particular variable grew in the border counties counties of the “winning" state versus
the border counties in the neighboring state.

Table 3: Relative Percentage Growth for Select Economic Variable, 1980-1990

KS OK KS MO KS NE KS CcO
Population Growth 4.7 5.8 1.7 0.5
Employment Growth 6.9 19.2 2.9 10.2
Proprietor Growth 15.6 10.2 1.5 7.5
Wage Growth 6.5 162 2.9 10.6

Table 3 Explanation: Same as Table 2.

Source: Center for Applied Economics, KU Business School
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