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The Economic Challenge for States in 2011

Enhancing State 
Competitiveness

Achieving Fiscal Stability
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What is Competitiveness?

• Competitiveness is the productivity with which a state utilizes its 
human, capital, and natural resources to create value

• Productivity determines wages, jobs, and the standard of living

• It is not what fields in which a state competes in that determines its 
prosperity, but how productively it competes

• Businesses and government play different but interrelated roles
in creating a productive economy
‒ Only businesses can create jobs and wealth
‒ States compete to offer the most productive environment for 

business
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What Drives State Productivity?

3. Policy 
Coordination 

among Multiple 
Levels of 

Geography/ 
Government

1. Quality of the 
Overall Business

Environment

2. Cluster 
Development
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Quality of the Business Environment
Context for 

Firm 
Strategy 

and Rivalry

Related and 
Supporting 
Industries

Factor
(Input) 

Conditions
Demand 

Conditions

Sophisticated and demanding local 
needs and customers

– e.g., Strict quality, safety, and 
environmental standards

– Consumer protection laws
– Government procurement of 

advanced technology
– Early demand for products and 

services

Rules and incentives that encourage 
local competition, investment and 
productivity

– e.g., tax policy that encourages 
investment and R&D

– Flexible labor policies
– Intellectual property protection
– Antitrust enforcement

Access to high quality business 
inputs

– Human resources
– Capital access
– Physical infrastructure
– Administrative processes (e.g., 

permitting, regulatory efficiency)
– Scientific and technological 

infrastructure Local availability of suppliers and
supporting industries

• Many things matter for competitiveness
• Economic development is the process of improving the business environment to enable  

companies to compete in increasingly sophisticated ways
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Improving the Business Environment
Important Action Items for States

1. Simplify and speed up regulation and permitting

2. Reduce unnecessary costs of doing business

3. Establish training programs that are aligned with the needs of the 
state’s businesses

4. Focus infrastructure investments on the most leveraged areas for 
productivity and economic growth

5. Design policies to support emerging growth companies

6. Protect and enhance the state’s higher education and research 
institutions

7. Relentlessly improve the public education system, the essential 
foundation for productivity in the long run
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Issues for Connecticut

• The Governor’s “Jobs” tour has revealed a number of key challenges 
affecting Connecticut’s attractiveness as a place to do business

– Education

– Workforce skills

– Permitting

– Recent tax increases
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3. Policy 
Coordination 

among Multiple 
Levels of 

Geography/ 
Government

1. Quality of the 
Overall Business

Environment

2. Cluster 
Development

What Drives State Productivity?
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Research Organizations

Biological 
Products

Specialized Risk Capital
VC Firms, Angel Networks

Biopharma-
ceutical

Products

Specialized Business
Services

Banking, Accounting, Legal

Specialized Research
Service Providers

Laboratory, Clinical Testing

Dental Instruments
and Suppliers

Surgical Instruments 
and Suppliers

Diagnostic Substances

Containers

Medical Equipment

Ophthalmic Goods

Health and Beauty 
Products Teaching and Specialized Hospitals

Educational Institutions
Harvard, MIT, Tufts, 

Boston University, UMass 

Cluster Organizations
MassMedic, MassBio, others

What is a Cluster?
Massachusetts Life Sciences Cluster

Analytical 
Instruments

Cluster
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Strong Clusters Drive State and Regional Performace

Source: Porter/Stern/Delgado (2010), Porter (2003)

• Specialization in strong clusters

• Breadth of industries within each 
cluster

• Strength in related clusters

• Presence of a region’s clusters in 
neighboring regions

• Job growth

• Higher wages

• Higher patenting rates

• Greater new business
formation, growth and survival

On average, cluster strength is much more important (78.1%) than cluster mix
(21.9%) in explaining regional performance in the U.S.
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US Traded Employment: -0.14%

Source: Prof. Michael E. Porter, Cluster Mapping Project, Institute for Strategy and Competitiveness, Harvard Business School; Richard Bryden, Project Director.

Connecticut Overall Share of US  
Traded Employment: 1.43%

Added Jobs

Lost Jobs

Employment 
1998-2008

Aerospace Engines
(-7.68%, 10.97%)

Biopharmaceuticals
(-2.93%, 0.84%)

Entertainment
(-2.10%, 1.00%)

Aerospace Vehicles
and Defense

(1.34%, 7.17%)

Power Generation
and Transmission

Lighting and
Electrical Equipment

Jewelry and
Precious Metals

Financial Services

Building Fixtures, Equipment and Services

Metal Manufacturing

Transportation and Logistics

Production Technology

Information 
Technology

Hospitality and Tourism

Publishing and Printing
Distribution Services

Education and
Knowledge Creation

Analytical Instruments

Automotive

Heavy Construction
Services

Medical Devices

Business Services

Communications Equipment

Sporting, Recreational
and Children’s Goods

Plastics

Processed Food
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Furniture
Building
Fixtures,

Equipment &
Services

Fishing & 
Fishing 
Products

Hospitality 
& Tourism

Agricultural 
Products

Transportation 
& Logistics

Connecticut Cluster Portfolio
2009

Plastics

Oil & 
Gas

Chemical 
Products

Biopharma-
ceuticals

Power 
Generation &

Transmission

Aerospace 
Vehicles & 

Defense

Lighting & 
Electrical

Equipment
Financial 
Services

Publishing 
& Printing

Entertainment

Information 
Tech.

Communi
cations

Equipment

Aerospace 
Engines

Business 
Services

Distribution
Services

Forest 
Products

Heavy 
Construction 

Services

Construction
Materials

Prefabricated 
Enclosures

Heavy 
Machinery

Sporting 
& Recreation 

Goods

Automotive

Production 
Technology

Motor Driven 
Products

Metal
Manufacturing

Apparel

Leather & 
Related 
Products

Jewelry & 
Precious 
Metals 

Textiles

Footwear

Processed 
Food

Tobacco

Medical  
Devices 

Analytical 
InstrumentsEducation & 

Knowledge 
Creation

LQ > 4

LQ > 2

LQ > 1.

LQ, or Location Quotient, measures the state’s share in cluster employment relative to its overall share of U.S. employment.
An LQ > 1 indicates an above average employment share in a cluster.
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Connecticut Job Creation in Traded Clusters
1998 - 2009

Jo
b 

C
re

at
io

n,
 1

99
8 

to
 2

00
9

-20,000

-15,000

-10,000

-5,000

0

5,000

10,000

15,000

20,000

25,000
E

du
ca

tio
n 

an
d 

Kn
ow

le
dg

e 
C

re
at

io
n

Fi
na

nc
ia

l S
er

vi
ce

s
Tr

an
sp

or
ta

tio
n 

an
d 

Lo
gi

st
ic

s

D
is

tri
bu

tio
n 

Se
rv

ic
es

H
os

pi
ta

lit
y 

an
d 

To
ur

is
m

In
fo

rm
at

io
n 

Te
ch

no
lo

gy

Po
w

er
 G

en
er

at
io

n 
an

d 
Tr

an
sm

is
si

on
Pr

ef
ab

ric
at

ed
 E

nc
lo

su
re

s

A
gr

ic
ul

tu
ra

l P
ro

du
ct

s

O
il 

an
d 

G
as

 P
ro

du
ct

s 
an

d 
S

er
vi

ce
s

To
ba

cc
o

B
ui

ld
in

g 
Fi

xt
ur

es
, E

qu
ip

m
en

t a
nd

 S
er

vi
ce

s

Fi
sh

in
g 

an
d 

Fi
sh

in
g 

Pr
od

uc
ts

H
ea

vy
 M

ac
hi

ne
ry

C
on

st
ru

ct
io

n 
M

at
er

ia
ls

Je
w

el
ry

 a
nd

 P
re

ci
ou

s 
M

et
al

s
C

he
m

ic
al

 P
ro

du
ct

s

A
er

os
pa

ce
 V

eh
ic

le
s 

an
d 

D
ef

en
se

Fu
rn

itu
re

M
ed

ic
al

 D
ev

ic
es

Sp
or

tin
g,

 R
ec

re
at

io
na

l a
nd

 C
hi

ld
re

n'
s 

G
oo

ds
Le

at
he

r a
nd

 R
el

at
ed

 P
ro

du
ct

s

M
ot

or
 D

riv
en

 P
ro

du
ct

s

A
pp

ar
el

Fo
re

st
 P

ro
du

ct
s

Pu
bl

is
hi

ng
 a

nd
 P

rin
tin

g

Pr
od

uc
tio

n 
Te

ch
no

lo
gy

Li
gh

tin
g 

an
d 

E
le

ct
ric

al
 E

qu
ip

m
en

t

Pr
oc

es
se

d 
Fo

od

Te
xt

ile
s

Pl
as

tic
s

B
us

in
es

s 
Se

rv
ic

es

A
na

ly
tic

al
 In

st
ru

m
en

ts

Au
to

m
ot

iv
e

C
om

m
un

ic
at

io
ns

 E
qu

ip
m

en
t

M
et

al
 M

an
uf

ac
tu

rin
g

B
io

ph
ar

m
ac

eu
tic

al
s

H
ea

vy
 C

on
st

ru
ct

io
n 

S
er

vi
ce

s

Ae
ro

sp
ac

e 
E

ng
in

es
En

te
rta

in
m

en
t

Fo
ot

w
ea

r

Net traded job creation, 
1998 to 2009:

-59,287

Source: Prof. Michael E. Porter, Cluster Mapping Project, Institute for Strategy and Competitiveness, Harvard Business School; Richard Bryden, Project Director.
* Percent change in national benchmark times starting regional employment. Overall traded job creation in the state, if it matched national benchmarks, would be -7,727

Indicates expected job creation 
given national cluster growth.*
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The Role of Cluster Development

• Collaboration between the private sector, trade associations, 
government, educational, and research institutions to upgrade each 
cluster

• Brings together firms of all sizes, including SME’s

• A mechanism for constructive business-government dialog

• A means to identify problems and solutions

• Leverages public investment to strengthen multiple companies and 
institutions simultaneously

• Raises productivity rather than distorting the market

• A way to organize the implementation of existing economic 
development-related programs
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Aligning Economic Policy and Clusters

• Clusters provide a framework for organizing the implementation of many 
public policies and public investments to achieve greater effectiveness

Specialized Physical 
Infrastructure

Natural Resource 
Protection

Environmental Improvement

Science and Technology
Investments 

(e.g., centers, university 
departments)

Education and Workforce TrainingBusiness Attraction

Export Promotion

Standard 
Setting / Certification

Organizations

Clusters
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3. Policy 
Coordination 

among Multiple 
Levels of 

Geography/ 
Government

1. Quality of the 
Overall Business

Environment

2. Cluster 
Development

What Drives State Productivity?
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Geographic and Governmental Influences on Productivity

State

Metropolitan Areas

Neighboring State

Nation

Rural Regions

Neighboring State

Metropolitan AreasMetropolitan Areas

Rural RegionsRural Regions
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Defining the Appropriate Economic Regions

Source: Data from Bureau of Economic Analysis 2010.  Prof. Michael E. Porter, Cluster Mapping Project, Harvard Business School; Richard Bryden, Project Director.  

The economies of states are often an aggregation of distinct economic 
areas with differing circumstances

New York
Economic Area

PA

NY

NJ

MA

CT RI

Hartford
Economic Area

Boston
Economic Area

Albany
Economic Area

NH

VT
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Employment and Wage Performance
Connecticut Metropolitan Areas

Source:  Census CBP, authors’ analysis.  Note: “Bubble” size in chart is proportional to employment in 2009.
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Define the Value Proposition

Creating an Economic Strategy

Develop Unique Strengths Achieve and Maintain 
Parity with Peers

• What elements of the business 
environment can be unique strengths 
relative to peers/neighbors?

• What existing and emerging clusters
are present?

• What weaknesses must be addressed to 
remove key constraints and achieve 
parity with peer locations?

• What is the distinctive competitive position of the state or 
region given its location, legacy, existing strengths, and 
potential strengths?

– What is the unique value as a business location?
– For what types of activities and clusters?

• Economic strategy requires setting priorities and moving beyond long lists of 
discrete recommendations
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Organizing for Economic Development

Old Model

• Government drives economic 
development through policy 
decisions and incentives

New Model

• Economic development is a 
collaborative process involving 
government at multiple levels, 
companies, teaching and research 
institutions, and private sector 
organizations

Competitiveness is the result of both top-down and bottom-up processes
in which many companies and institutions take responsibility


