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TOWARDS A GREATER NEW HAVEN

Interviews with Executives on the Challenges and Opportunities of Managing a
Business in the Greater New Haven Region

June 2007



ABOUT THIS REPORT

This project and report, completed on behalf of the Regional Growth Partnership [RGP]
as input to its revised Comprehensive Economic Development Strategy [CEDS],
represents a gathering of opinions about the local business climate from executives
managing businesses within the Greater New Haven region. The interviews were
conducted during May and June 2007 by David A Rackey, a retired partner of Hewitt
Associates working as a volunteer for RGP.

This project was designed to be qualitative, not quantitative and deep, not broad. More
specifically, it was designed to identify and understand the critical issues executives
consider when deciding whether or not to remain here, expand here or to leave this
region. It is not a statistical analysis, which would require a significantly larger universe
seeking responses to specific questions we know in advance.

The Companies and Executives Interviewed

The organizations interviewed for this report represent a selection of major and some
smaller employers, mostly in the for-profit world, with a bias towards firms that serve a
customer base beyond this region and are, therefore, free to move. Most of the
organizations that fit this category are in manufacturing. Most service companies located
here focus exclusively on a local market and are “captive” to the area. Also included
were three industry associations that understand their constituents needs well and have
extensive exposure to government through their lobbing efforts.

The people selected for the interviews were all senior level executives who play a major
role in determining where and how their companies will operate. Frequently they were
the sole or major owners of the business. A full list of the companies, organizations and
executives interviewed appears in the appendix of this report.

Study Limitations

The companies included here are the survivors. Missing from the sample are companies
that have moved away, or closed their doors because they couldn’t survive here. Also
excluded were executives from local companies whose headquarters are located outside
of this region. Many may have excellent data on the comparative qualities of this and
other locations. But we can infer from the data we do have why others have elected to
move.



The Interview Format

The interviews and questions asked were open ended so that executives had the
opportunity to identify and prioritize the issues they believe are of greatest importance to
them. The opening question was usually “What are the most serious problems and the
greatest advantages to operating your business in this area?” Each executive was
guaranteed anonymity in order to assure his or her willingness to be candid.

Each interview began with a broad discussion of the business and a general question
about the top three or four strengths and problems of managing in this region. These were
followed by more specific questions examining any key areas not addressed in the initial
discussion. In every interview all of the following areas were covered:

e Operating costs, including the cost of labor, plant and equipment, operating

expenses, regulatory compliance and taxes.

e Labor and the availability of both skilled and unskilled employees.

e Transportation, for both people and goods.

e Awvailability of supplies and suppliers.

» Utilities, including power, communications, water and sewer.

« Political and governmental climate, including taxes and regulatory issues.



WHAT WAS LEARNED
Perspectives on their perspectives

To interpret these results it is important to understand how executives, anywhere in
Connecticut, view business in general:

= Because Connecticut in inherently and unalterably an expensive place to live and
do business, it was an assumed condition and seldom discussed as “fixable”. It
would be fruitless to discuss, for example, the high cost of living and wages in
this area because it is beyond anyone’s power to change. But the cost of doing
business here underlies all decisions about operating in the region.

e Because of its competitive nature, managing a business anywhere is always a
struggle, even if it’s doing well. Developing, manufacturing, marketing and
selling a product or service which will meet the ever evolving competitive
requirements of the global marketplace, and that can be produced and sold for a
price that makes the endeavor profitable, is frequently more than many in this
high cost region can manage.

e Employers are cautious and selective about hiring employees. Running a business
requires recruiting, hiring, training, managing and retiring or terminating
employees who are constantly looking for better opportunities in the job market.
A great deal can be invested in employee training only to have them leave for
other employers, fail to work hard, or because they don’t have the required
education or ability. If an employee doesn’t work out it is difficult to terminate
them.

e For many companies, labor is the largest single cost element, and, if one is to
make a profit, labor costs must be carefully controlled. Employee benefits,
especially medical benefits, are rising faster than the cost of living, adding to the
woes of the businessperson who wants to provide a comprehensive benefit
package.

e Managers believe that employees often take advantage of unemployment
insurance and worker’s compensation to take a paid vacation on the boss. The
literature is replete with such stories.

e Every year the degree of governmental control of business is increasing, requiring
costly compliance. Additional employees must often be hired, at significant cost,
just to handle the deluge of forms and procedures needed to meet governmental
controls and to manage the actions needed to comply.

Thus, it is important to recognize that interviews of this nature tend to elicit more
complaints and problems than positive comments. Executives tend to take strengths for
granted and focus on problem issues which may have a solution.



KEY FINDINGS

Unless specifically noted, all of issues discussed below were identified as important by
all or a vast majority of the executives interviewed. For example, all of the executives
whose organizations had significant interaction with the State government identified the
state as a significant problem, and all who use a great deal of energy in their businesses
identified it as a significant cost problem. If only a few mentioned a problem which
would reasonably be encountered by other executives who did not mention it, that
problem was not mentioned in this document.

Most of the problems identified are cost related. Connecticut is among the most
expensive states in the country in which to live and to run a business. All of the major
cost components of managing a businesses, including taxes, labor, energy, the cost of
governmental regulation, and rent are more expensive here than in the vast majority of
other states.

e The most important issues faced by business operating in the RGP region are
common to all of Connecticut. No one identified the region as having
significantly more problems than other parts of the state.

« All of those executives interviewed who have substantial interaction with State
and local governments identified the state government, and to a lesser extent our
local town and city governments, as hostile to business and the single largest
correctable problem facing Connecticut businesses today. Whereas other states
seek to attract businesses and help them succeed, Connecticut places unnecessary
barriers in their way.

e Other states, recognizing that Connecticut is a difficult place to do business,
regularly target our companies with offers to help them move.

« None of the companies interviewed are here as a result of a recent comparative
study. Most companies interviewed have been here for many years, having started
when business conditions in the region were more favorable than they are today.
Many companies have left the region, and most of those whose businesses are not
focused on the local market remain here because it is difficult to move. Company
owners are established here and don’t wish to relocate their families, change their
suppliers and hire and train new employees. Few new companies, outside of those
in the biotech industry, select our region or state as a preferred location.

e Few publicly traded corporations are located in the region. Profit pressures from
shareholders are often too great to permit them to operate here over the long term.

» Both service and manufacturing companies differ widely from their peers in the
degree to which labor is a major component of total operating costs. Labor
intensive companies, especially those in “commodity” businesses, can’t survive
here.

e The cost of electric power in Connecticut is among the highest in the country. All
executives whose companies must use significant amounts of electricity identify
this as a major cost problem. This is particularly hurtful to manufacturing
companies that use lots of power. The high energy costs are attributed to poor
management by the state.



As national companies expand, they most commonly do so in other locations.
When they consolidate facilities they tend to close locations in Connecticut and
move production to other states or offshore.

Taxes in Connecticut are among the highest in the country. This fact is well
understood by all executives.

People with adequate incomes, particularly those with families, enjoy living in
Connecticut. There is a high quality of life. But outside of the state, Connecticut
has a neutral or negative image as a place to live. Potential executives or high paid
technical and professional employees who come to visit and stay are pleasantly
surprised by the quality of life.



THE ISSUES IN MORE DETAIL

State Government:

The state government, and to a lesser degree, city and town governments, were
universally identified as the largest unnecessary impediment to managing a successful
business in the region. While some complaining would be expected under the best of
circumstances, the consistency and the high emotion associated with the complaints
suggests that they are valid. More importantly, the most sophisticated executives, those
with the broadest knowledge of the state system, were its most assiduous critics. Here are
some of the comments:

Commonly used adjectives were “dysfunctional”, “hostile”, “disorganized”,
“obtrusive” and in some cases, “corrupt”. Two executives used precisely the same
phrase-- “They don’t get it”. One person volunteered what others are probably
thinking--that if they were to expand it wouldn’t be in Connecticut because the
state is punitive.

Worker’s Compensation laws were the most frequently mentioned problem
because of possible pending changes. For example, they do not sufficiently
protect employers from claims for injuries received off the job, and the system
encourages employees to take advantage of the system and malinger.

Every company that uses electricity in any significant quantity cites the costs as a
severe problem. It is no secret that electricity costs in Connecticut are among the
highest in the country, some say up to five times higher than some other states,
and the situation is attributed to mismanagement by the state.

All felt that one reason that state taxes are high is that the state government is
bloated. Because union rules make it virtually impossible for supervisors to fire
non-performing employees, the state simply hires more employees to do the work
and sidelines the incompetent.

Governmental budgets are not transparent and “are out of control”. Executives
feel that the state should be forced to use the same GAAP accounting standards
businesses must use.

Connecticut by many measures is the most highly taxed state in the country. One
business owner describes being immobilized by “Lilliputian taxes” meaning a
thousand little taxes. Most were astounded that the Governor, a Republican who
understands how our taxes stack up, could promote a ten percent increase in state
income taxes with no way to police property tax offsets.

Those with experience claim that the DEP is poorly managed and punitive. One
mentioned a situation in which a problem property was cleaned up and given a
clean bill of health for development only to have the DEP rescind it’s acceptance
after construction was started.

Two executives mentioned that the state Attorney General, Richard Blumenthal,
is abusing the power of his office and filing unnecessary lawsuits to call attention
to himself in preparation for a run for Governor. Many of the suits, they say, are
unfounded and lose in the courts. This is extremely expensive for the state and for
the people and organizations sued.



The impact of this, according to these managers, is that Connecticut’s job growth will
continue to stagnate and businesses and jobs will continue to move out of the state. As
existing businesses expand or consolidate, they will move operations to other areas.

Labor

There was a lack of consistency of opinion on the availability of labor. Some executives
have found it difficult to hire skilled factory workers. Others say that they are available
but require exceedingly high wages, and still others say that there is no effective way to
locate those who would like to find work.

Several commented that the vast majority of recent high school graduates lack both the
mathematical and communication foundation skills needed to train them for today’s high
tech service and manufacturing jobs. One mentioned that even recent engineering
graduates lacked what was once considered a basic level of expertise for engineering
students.

In some instances executives praised the work of local junior colleges and organizations
like CONNstep for helping to train employees for practical applications.

Transportation

Comments on transportation varied with the particular business needs of the company.
Those that rely regularly on trucks for both supplies and shipping product said that the
traffic bottlenecks on Connecticut’s | 95 cost them heavily in three ways; penalties and
lost business for late shipments to customers, overtime for drivers who can’t get to their
desired location in a reasonable period of time, and the need to maintain extra inventory
because they could not rely on “just in time” inventory management techniques.

Businesses that use airports regularly complain that there are too few flights from local
airports, particularly Tweed Airport in East Haven, to enable the region to expand its
national business base. They blame local politicians in East Haven, concerned solely with
votes from people living close to the airport, for stopping needed expansion.

For the lower level employees working in New Haven, and for the public coming into the
City for other reasons, inadequate bus and rail systems do not enable them to use public
transportation. This adds considerably to traffic congestion, and for lower paid
employees the high cost of fuel, and especially parking, is a substantial burden.

Several mentioned that better rail and highway transportation from and to the west,
particularly Fairfield County, could facilitate the location of businesses in this region. For
those living in the region and traveling from New Haven, there is insufficient parking at
Union Station. So they are forced to drive, further clogging | 95, and burning more gas
and creating more air pollution.



Energy

As mentioned previously, the price of electricity in Connecticut is among the highest in
the country, and for heavy users of power, especially in certain types of manufacturing,
prices are too high to sustain. Natural gas is also seen as relatively expensive. They
blame the state for mismanaging the generation and distribution systems. Energy prices
are a major issues with all companies that are significant power users.

The Impact of These Problems

While the issues described here impact different industries and companies in different
ways, it is obvious from the statistics that job growth in Connecticut and the New Haven
region is stagnant while the rest of the country continues to expand. Companies regularly
leave the state or choose to invest in expansion out of our region. Few come here.

The traditional “metal bending” manufacturing companies that are labor and energy
intensive suffer the most from the high operating costs. Companies that require bulky
production materials and whose final products are also bulky have problems with
transportation, while lighter manufacturing businesses, which are often more highly
technical, have less of a problem.

As mentioned earlier, manufacturing and other companies that have considered moving
but stayed in the state say they are reluctant to lay off long time employees, move their
own families, and start again in a new state. But larger corporations that already have
locations in other states and wish to consolidate them, a frequent occurrence among
larger publicly traded companies, almost always move out of Connecticut.

About Manufacturing In Connecticut

This industry segment is a far larger and more important portion of our economy than is
generally recognized. As one interviewee commented: “Manufacturing in Connecticut is
different, but it’s not dead”. By that he meant that some companies, using modern
management methods, can continue to thrive in Connecticut.

Manufacturing companies also have a larger economic impact on the state than their
numbers alone reflect since they buy and sell more products and services from and to
other Connecticut companies than the service sector. Perhaps more important, wages in
manufacturing are among the highest of any industry in Connecticut. They employ and
pay good wages to lower skilled employees who are least likely to be hired by the high
tech service sector and must otherwise rely on low paid service jobs. Thus, it is crucial
that manufacturing receive substantial support.



Companies in the biotech arena, and those hiring higher paid professional level
employees, have the fewest problems. Most of their employees can afford the expenses of
living in this area.

Other Service and Professional Business Categories

There is another category of employment that is significant but difficult to categorize or
quantify. They are the many small firms and employees located here that serve customers
and employers outside of the region. One example is a specialty insurance broker
employing five people, located in Madison, that serves architects and engineers from
New Jersey to Rhode Island. Closely related are the many employees who work out of
their homes, such as computer programmers, systems designers and sales people,
employed by organizations that are distant.

These employees and employers can locate almost anywhere in the northeast and are here
for one reason—it is a good place to live and raise a family. Infrastructure in terms of
better trains, highways, mail delivery serves and telecommunication facilities are their
largest problem and crucial to their survival.



STEPS TO IMPROVE THE BUSINESS CLIMATE

The selection of initiatives taken to improve the business climate in this region depends
in part on what RGP can reasonably expect to achieve with the limited resources at hand
and the financial and political limitations of the local and state governments to create
change. Determining what steps we take, of course, is the object of the CEDS project.
Here are some that executives have suggested RGP might consider:

e Most of the major economic problems facing corporations are statewide and a
small group from New Haven alone is not likely to have as large an impact as a
state wide group. RGP might consider joining or forming a state wide coalition
dedicated to developing a fairer balance of state regulatory and tax mandates that
affect business and employment. This should go beyond employer sponsored
initiatives and include organizations representing employee interests as well.
Most employers believe that a fair balance between employee and employer needs
can be achieved.

e Help existing businesses expand in Connecticut. Provide financial incentives to
help any company that is willing to move operations here.

e Advertise Connecticut, in the press and online, as a good place to live and locate a
business.

e Work to shrink the size and cost of Connecticut’s government and its inefficient
operation and the resulting high taxes that citizens and businesses must pay.

e Work with the state and local governments to improve their regulation process
and general interaction with business to eliminate the impression that Connecticut
and our towns are hostile to business.

e Encourage the state to take over local airports so they don’t remain hostage to
local politics.



APPENDIX
People and Companies Interviewed
Robert Alvine, Chairman and CEO, I-Ten Management Corp, Woodbridge
Patrick Andersen, Financial Center Manager, Citibank, New Haven
Samuel Bergami Jr., President and CEO, Alinabal Corporation, Milford
Robert Bettigole, Managing Partner, EIm Street Ventures, New Haven
Margaret Bauer, Gateway Community College, New Haven
Armand J. Cantafio, President, Northeast Electronics Corporation, Milford
Jerry Clupper, New Haven Manufacturers Association
Jack Crane, Growth Services Advisor, CONNstep
Howard Goldfarb, President, Leeds Himmel Industries, Woodbridge
Roger Joyce, Vice President Engineering, The Bilco Company, West Haven
Jeff Klaus, Market President, Bank of America, New Haven
John Lapides, President, United Aluminum Corp, North Haven
Michael Maloney, President, Maloney and Associates, Madison
Lawrence C. Moon, President and CEO, C. Cowles & Company, New Haven
Paul Pescatello, President and CEO, CURE, New Haven

Gordon Polley, Chairman and Michael Fare, EVP and CEO, Institute for Pharmaceutical
Discovery, Branford

David Rothberg, Chairman & CEO Laticrete International, Bethany

Marl Volchek, co-founder, Higher One, New Haven
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Indicator Tracking System

Measurement

This Quarter

Year-to-Date

Annual Goal

Number of New Companies

Number of Expansions

Number of Companies Lost

New Jobs Created

Jobs Retained

Capital Investment

Annual Increase in Grand List

New Tax Revenues Generated

Completion of Activities

South Central Connecticut Comprehensive Economic Development Strategy
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New Economic Development Projects
Project Name of Firm Kind of Firm Date Square | Jobs
Location Established Footage
Projects Lost to the Region
Project Name of Firm Kind of Firm | Year of Closing | Square | Jobs
Location or Relocation | Footage

South Central Connecticut Comprehensive Economic Development Strategy




Appendices Page A5

Appendix C

Strategic Planning Committee:
Agendas & Minutes

South Central Connecticut Comprehensive Economic Development Strategy





