LD 1%19, “Resolve, to Establish the Blue Ribbon Commission to Study the Operations of the Legislature
1SN

May 5, 2025

Senator Baldacci, Representative Salisbury and Distinguished Members of the Joint Standing Committee
on State and Local Government:

| am Joe Edwards, Board Chair of the Maine Jobs Council and an attorney residing in Readfield. | am
here in support of LD 1649,
1. 186 legislators dealing with over 2,000 bills, enormous workload—little or no time for research,

data analysis, strategic planning, coordination, staff support Committee

2. Quality vs. quantity—important statewide issues—jobs, investment, demographics, education,
housing, energy, health care, Two Maines

3. Everyone elected every two years—3 or four-year staggered terms

4, Concept drafts, testimony, notice, proponents and then opponents vs. debate, alternating
presentation, etc.—vary by Committee or issue

Commission of Legislators with two working groups—non-partisan staff and the public

Report and collate ideas only
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Maine Competitiveness Assessment

In the fall of 2024, the Maine Jobs Council retained the Porter Development Initiative (PDI) to
conduct an assessment of the competitiveness of Maine’s statewide economy. Although other
economic studies and plans have been published in Maine in recent years, they have not analyzed
Maine’s competitive position vis-a-vis othet states for job creation, investment, and talent
attraction—three foundational elements essential for economic development and long-term
prosperity. If Maine is not a competitive and productive place for businesses, wotkets, and families,
its economic plans and efforts will falter.

With toots in the Harvard Business School Institute for Strategy and Competitiveness founded by
Professor Michael E. Porter, PDI brought to this engagement proprietaty models for understanding
the central role of competitiveness among locations and applied them to Maine’s statewide
economy. These include the “Diamond Model” for measuring the quality of the business
environment, an analysis to identify existing and emerging cluster strengths, and recommendations
for the role that clusters can play in enhancing regional economic development.

Accotding to PDI, core concepts of competitiveness include:

1. The ptivate sector creates jobs and wealth, not governments.
Understanding the way the elements in the business environment fit together and interact is
critical for improving productivity.

3. Locations compete to offer the most productive environment for business. Governments
and ptivate-public pattnetships have important roles to play in improving the business
environment,

Applying these concepts, PDI obsetves that the prosperity of a region can be decomposed to two
elements: (1) the long-run productivity of a location as a place for firms and their wotkers to do
business and (2) the high participation of citizens in the workforce. Nations and regions compete to
offer a mote productive environment for businesses.

Ultimately, a state is competitive to the extent that firms operating there are able to compete
successfully in the national and global economy while maintaining and improving wages and living
standatds for the average citizen,

Successful economic development also requites imptoving the environment for business to include
social conditions such as education, health, and others.

How Competitive is Maine?

Key measures of competitiveness indicate that Maine is not attracting new employment at the same
rates as other areas of the U.S. and that existing firms in Maine are not achieving the high levels of
productivity that would support increasing wage levels for employees.
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1. Maine is among the least productive states in the nation, despite high levels of labor
force participation among working-age Mainets.

Productivity measures how much economic output is ptoduced on a per resident or worker
basis. It is determinative of how much wealth private businesses and workers are able to
generate from their skills, investment, innovation and operations. At $53,876 of Gross
Domestic Product per capita in 2023, Maine ranks #41 among U.S. states, where the average
is $67,692. When measuting GDP per wotket, Maine’s ranking falls to #46. Between 2010
and 2023, Maine’s rate of growth for GDP per capita has been 1.4% compared to a national
growth rate of 1.7%.

Maine’s rate of labor force participation is anomalous in that labot patticipation equals or
exceeds national averages when measured at evety age bracket and is above the national
average among residents aged 16-64. Howevet, in the headline number typically repotted for
ages 16+, Maine’s labor force patticipation rate is less than 60% and ranks #39, due to the
fact that the state has the highest propottion of residents over 65 in the nation. In the
context of economic development strategy, it is the age-specific numbers that are more
relevant; Maine achieves high participation from available workers and in addition has a low
unemployment rate among those participating in the labor fotce. Low productivity in
existing activities rather than labor force participation is the ptimary challenge.

2. Maine creates fewer jobs, attracts less investment and starts fewer businesses than
most other states,

Investment, business starts, and job creation ate indicatots that firms believe that a location
offers competitive advantages to success, which can apply to both existing and new
companies. For the period between 2010 and 2023, Maine ranks #37 for ptivate job creation
(0.94% in Maine versus 1.64% in the U.S.). During approximately this same period, Maine
ranked #44 for employment growth driven by foreign direct investment. Maine ranks #50
for new business formation per capita in 2023 (ahead of only West Virginia).

3. Worker wages are low and contrast with higher cost burdens.

Lagging productivity and low economic activity depress wage rates and incomes in Maine.
Wage rates are closely tied to the degtee to which workets can be productively deployed.
Although wages have grown more rapidly in Maine than the U.S. average since 2010, the
state still ranks #34 for average wages for private employees ($60,497 in 2023 versus $72,608
in the U.S.). Even in typically higher-wage “traded clustet” jobs, Maine wage levels are more
than 20% below the U.S. benchmark — unfortunately an even stronger measure of lower
competitiveness as these are the jobs directly competing with other locations nationally and
globally. At the same time, Maine has the 9" highest state and local tax burden as a shate of
state income and it is losing its historic cost of living advantages.
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4. Maine lacks many of the hallmatks of a competitive location for business.

Competitiveness can be determined by the quality of a location’s business environment, the
presence and growth of strong industry clusters, and the sophistication of company
operations and strategy.

Maine’s low rate of new business formation, low R&D and innovation intensity, tising cost
of living and slow growth in jobs related to foreign direct investment all signal weaknesses in
the business environment. Maine currently ranks #44 in patenting intensity and #46 for
univetsity reseatch and development spending. High industrial electticity costs, state and
local tax burdens also pose challenges.

Positive hallmarks include high rate of labot participation (among working-age Mainets),
educational attainment comparable to national averages, a recent trend of positive in-
migration (except for a decline of 4,361 among those aged 20-24), high quality of life and

abundant natural resources.

PDI applied its Diamond Model for the Business Environment to assess Maine’s business
environment.

Quality of the Business Environment: The Porter Diamond Model
Many things matter for competitiveness. Successful economic development is a process of successive
upgrading, in which the business environment improves to enable increasingly sophisticated ways of
competing, This environment is embodied in four broad areas as captured in the Diamond Model.

«  Firm Strategy, Structure & Rivalry: The conditions

ﬂmsm&il ing ho anies reated, organized, and
SRULTURE. governing how comp are crea ganized,
L RIVALRY

managed, as well as the nature of domestic rivalry.

»  Factor (Input) Conditions: The location’s position in
factors of production, such as skilled tabor or

g Y - infrastructure, necessary to compete in a given

FALTOR (XPUT) oowan. N industry.

- CONDITIONS. ' < Dernand Conditions: The nature of home-market

' ' demand for the industry’s product or service.

» Related & Supporting Industries: The presence or
absence of supplier industries and other related
industries that are internationally competitive,

e Firm Structure & Rivalry: Maine has few large national or international firms.
Thete is a low rate of new business formation and slow growth in foreign direct
investment.
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¢ Factor (Input) Conditions: Maine has abundant natural tesoutces and high quality
of life attractive to wortkets, visitots and retirees, but there is a skills mismatch with
employer needs. There is low innovation and R&D intensity, limited access to
capital, and rising costs of living relative to incomes.

¢ Demand Conditions: Within Maine there exists low wages and low population
density. However, there are high personal consumption expenditures driven by
tourists and retirees and a healthy demand for culture, education, and
environmentally sustainable services.

* Related & Supporting Industries: Maine has shallow clusters, low concentration
of employment in strong traded clusters, and is limited in local suppliets and
supporting industries. There is low availability of specialized reseatch and training.
Maine’s historical clusters are undergoing long-term transition.

Maine’s lack of strong cluster-based employment poses a challenge.

Clusters are geographic concentrations of firms, suppliets, and related institutions in
particular fields and are observed as drivers of competitiveness and prosperity in all
advanced economies. National examples include the technology industty in California, life
sciences in Massachusetts, and aerospace in Washington State. In Maine, wood products
historically acted as both regional and statewide clusters because of the linkages among
timber hatvesting, sawmills, lamber yards, papermaking and all of the related supply,
maintenance and service businesses that specialized in serving these operations
(transportation, equipment sales and maintenance, finance, accounting, legal, etc.).

Clusters can enhance productivity, efficiency and regional performance, enable innovation
and commercialization, and lead to new business formation. When a location has strong,
active clusters, economic policy can have greater impact because it sttengthens multiple
firms simultaneously, promotes research, expotts and investment, enhances collaboration
and raises the sophistication of competition. The PDI methodology distinguishes industries
that serve the local market in Maine versus “traded” clustets whete goods and services ate
sold elsewhere or attract tourists and bring new wealth into a location. Traded clusters serve
national and global markets and while exposed to an even higher degree of competition, they
have the potential to grow well beyond the constraints of the local matket and drive growth
in the overall state economy.

Maine has a significantly lower proportion of employment in traded clusters: 29.1% versus
34.4% in the U.S. aggregate. Among “strong” traded clusters, Maine’s proportion of
employment is just 5.5% compared to 14.3% actoss all regions in the U.S. The low
proportion of cluster-based employment has been exacerbated by losses in traditional
clusters such as paper and packaging, forestry, and printing setvices. Maine’s job ctreation in
both local and traded clusters lagged national cluster benchmark rates. Maine created 54,000
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fewer local clustet jobs and 3,000 fewer traded cluster jobs than national cluster benchmark
rates between 2010 and 2023.

In both local and ttaded clustets, Maine wages ate below national benchmarks. In local
clusters, average Maine wages ate $52,486 annually compared to $56,661 nationally. In
traded clusters, average Maine wages $78,300 annually compared to $101,654 nationally.

Since 2010 Maine has expetienced employment growth well above benchmark rates in many
traded clusters including Insurance Services, Agriculture, Communications Equipment and
Setvices, Wood Products, Water Transportation, Information Technology and Analytical
Instruments, Food Processing and Manufacturing, Construction, Financial Services, and
Biopharmaceuticals. Forestry, Hospitality and Toutism, and Business Services remain large
employets. Awareness and policy focus around cluster strengths in the state present an
oppottunity for leveraged competitiveness improvements and economic growth.

Maine needs an economic strategy that focuses on creating a more competitive and
distinctive position for Maine’s businesses competing in the global market, building
on cutrent assets and strengths.

PDI reviewed the State of Maine’s current economic sttategy and observed a very broad set
of cross-cutting action steps defined actoss seven strategies: grow talent; attract new talent;
promote innovation; ubiquitous connectivity; provide supporting infrastructure (childcare,
public transpott, housing); maintain stable business environment (streamline government
processes, control enetgy and healthcare costs); and promote hubs of excellence. These are
all valid and directionally cottect steps. The challenge is that while there are many potential
levets to pull in economic development, good strategy is about setting priorities,
cootdinating and sequencing initiatives.

And, particulatly given the structural transformations underway in both the national and
Maine’s economies, an effective economic development strategy must build on Maine’s
current assets and strengths, but it also must create the conditions for Maine to compete
successfully in national and global markets. This starts with an assessment of Maine’s
competitive position in those areas ctitical for business success and job creation: talent
attraction, education and ttaining, investment, the regulatory environment, infrastructure,
and costs including taxes, enetgy, health care, and fees. The current under-performance of
Maine’s economy detives directly from being uncompetitive across this range of key factors
for success. Tutning that around requites a comprehensive, integrated, and strategic plan
that focuses legislation, tegulation, and public policy on talent attraction, investment, and job
cteation.
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Ranking Maine vs. Other States

Maine is in a competition with other states for jobs, workers, and investments - critical ingredients for
economic growth. States that are winning this competition are more self-sufficient and better able to
support families, build wealth, grow communities, and generate tax revenue to fund public services.

So, how does Maine rank among the 50 states?

Economy

Maine’s economy ranks #43 (8" worst)
Source; WalletHub 2025 “Best and Worst State Economies”

Maine’s gross domestic product ranks #43 (8" lowest).
Source: U.S. Department of Commerce, Bureau of Economic Analysis

At $65,267, Maine’s per capita real GDP ranks #40 (11" lowest)
Source: U.S. Department of Commerce, Bureau of Economic Analysis, 2023 Calculation by Univ. of Kansas
Trend: No change from 2022

Business Climate

Maine’s business environment ranks #43 (8™ worst)
Sources: U.S. News & World Report, “Business Environment Rankings”

Maine’s business friendliness ranks #37 (14" worst)
Source: CNBC’s 2024 “America’s Top States for Business”

Maine’s ranks #42 (9 worst) for top states for businesses.
Source: CNBC'’s 2024 “Americas Top States for Business”

Maine ranks #45 (6" worst) for best states to start a business in 2024,
Source: Forbes, “Best States to Start a Business”

Investment

Maine ranks #41 (10t lowest) for venture capital investment.
Source: National Venture Capital Association, 2024 Yearbook

Maine Ranks #40 (11* worst) for Access to Capital for businesses.
Source: CNBC’s 2024 “Americas Top States for Business”

Infrastructure

Maine’s infrastructure ranks #49 (2" worst)
Source: CNBC'’s 2024 “America’s Top State’s for Business”
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Income and Wages

Total personal income in Maine ranks #42 (9™ owest).
Source: U.S. Department of Commerce, Bureau of Economic Analysis

Maine’s personal income per capita ranks #28.
Source: St. Louis Fed Economic Data for 2023

Cost of Living

At 112% of the U.S. average, Maine’s cost of living ranks #38 (13 highest).
g g g
Source: Missouri Economic Research and Information Center, Cost of Living Datg Series

Maine ranks #29 for affordability.
Source: 1J.S. News & World Report, “Best States”

Health Care Costs

AT $9,531, Maine ranks #9 highest for per capita health care spending.
Source: Kaiser Family Foundation, Health Care Expenditures per Capital By State

Energy Costs

Maine ranks #34 for energy consumption per capita, but ranks #15 highest for energy expenditures per
capita. Maine residents account for 0.4% of U.S. energy consumption, but 0.7% of U.S. energy
expenditures.

Maine ranks #4 highest for average residential electricity prices.

Source: U.S. Energy Information Administration

Tax Burden

Maine ranks #4 highest in the nation for Overall Tax Burden
Source: WalletHub 2024 Tax Burden by State

Maine ranks #29 for state tax competitiveness, largely due to the absence of local sales tax. Its ranks #40

for corporate tax and #48 for property tax.
Source: Tax Foundation, “2025 State Tax Competitiveness Index”

Income Tax

At a top rate of 7.15%, Maine’s top marginal income tax ranks #10 highest
Source: Tax foundation, “2025 State Tax Competitiveness Index”




REVISED
March 1, 2025

Property Tax

At 4.86% of personal income, Maine’s property tax burden ranks #1 highest
Source: WalletHub 2024 Tax Burden by State

Corporate and Business Taxes

At a top rate of 8.93%, Maine’s corporate tax ranks #5 highest
Source: Tax Foundation, “2025 State Tax Competitiveness Index”

Workforce

Top At 23%, Maine ranks #1 for the percentage of its population over 65
Source: U.S. Census Bureau

At 17.8%, Maine ranks #2 lowest for the percentage of its population under 18
Seurce: U.S. Census Bureau

Maine’s workforce ranks #46 (#5™ worst)
Source: CNBC’s 2024 “America’s Top State’s for Business”

Federal Dependency

At 41% of its total state revenue, Maine ranks #18 for most reliant on federal funds
Source: Pew Charitable Trusts, Fiscal 50: State Trends and Analysis

Averaging +$7,555 per capita, Maine ranks #11 for states receiving more in federal funding than it pays

in federal taxes.
Source: Rockefeller Institute of Government, Balance of Payments Portal




