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Asurge in new facility, relocation,
and expansion aclivity is reflected in
our 2004 survey results. Companies are
on the move.

Over the course of 2004, economic growth has been
. uneven — with the GDP growing at a 4.5 percent annu-
al rate during the first quarter, then dipping to a 3.3 per-
cent annual rate over the second quarter, and finally

edging up to a 3.9 percent annual rate of growth for the

Current operations of respondent companies:

B Manufacturing — 74%
Warehousing/Distribution — 10%
¥ financial Services — 1%

§# Information Technology — 3%
£2 Professional Services — 6%

third quarter. However, the operative word here is
growth — and most businesses appeared confident that
this growth would continue, even before the re-election

of President Bush, the apparent pro-business candidate.

By Geaavome Gamsacs, Eomor
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In fact, the latest NAM/Fortune Manufacturing
Index (appearing in Fortune magaziﬁe’s November 1
Industrial Management and Technology Edition)
implies that manufacturers are optimistic about the
near-term economic outlook. Among the 336 NAM

"(National Association of Manufacturers) members sur-
veyed in late September, 87 percent of those at very
large companies {(with at least 1,000 employees) and 85
percent of those at smaller firms feel either very or
somewhat positive about their business outlook. Accord-
ing to NAM's new president, John Engler, manufactur-
ers’ bullish outlook is based on continued strong sales.

.Importantly, more than half of the NAM/Fortune survey
respondents expect to increase their capital spending

over the coming year — the largest percentage of firms

|

expecting to do so since the fourth quarter of 1997,

How do these responses compare with those given to
Area Development's 19th Annual Corporate Survey by
our executive readers? Let's take a look at who these
readers are and their priorities and plans for the year{s)
ahead. |

Survey Respondents’ and
Their Current Operations

Nearly three quarters of the 122 individuals respond-

ing to this year's Corporate Survey are with manufactur-
ing companies; another 10 pefcent represent distribu-
tion/warehousing operations (Figure 1). Two fifths of
these firms operate five of more domestic facilities. Of

the 45 pei'cent of respondents who operate foreign facil-

Number of facilities currently operated worldwide:
_ Domestic

B8 One — 25%

B Two — 15%
£ Three — 11%

Four — 8%
Five or more — 41%

Foreign*

One — 24%

B Two— 11%

2 Three — 6%
¥ Four — 4%

#E five or more — 56%

* Of the 45% of respondents who operate foreign facilities

Number of people employed (all facilities):

8 20-49 — 12%

2 50-99 — 12%

2 100-499 — 36%

§ 500-999 — 10%

£2 1,000 or more — 31%

Change in the number of faéilities during the past 12 months: .

B8 Increased number of facilities
by 3 or more — 10%
£ Increased number of facilities
by 2 or fewer — 19%
Number of facilities not changed — 55%
Decreased number of facilities
by 3 or more — 6%
B8 Decreased number of facilities
by 2 or fewer — 11%
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: ities, more than half have five or more (Figure 2). More
; Primary reasons for increasing number of faciities: than a third of the respondent firms are mid-size in
. terms of employment (100-499 workers), and nearly
Increased sales/production — 63% another third are very large, with 1,000 or more employ-
Z" New product line(s) — 23% ees (Figure 3).
B New markets — 57% Over the course of the past 12 months, 29 percent of

the survey respondents increased their number of facili-
Result of merger/acquisition — 29%

ties, as compared with only 16 percent of last year's sur-

vey respondents reporting a year-over-year increase in

their number of facilities. The percentage of those

decreasing their number of facilities remained stable at

17 percent (Figure 4). More than two thirds of those

increasing their number of facilities did so to support

&7

- Primary reasons for decreasing number of facilities: increased sales/production needs. Additionally, more

than half were trying to reach new markets (Figure 5).

! Consolidation of existing operations — 95% - Nearly all (95 percent) of those reporting a decrease in
L SRR
Decrease in product sales — 15% their number of facilities cited a consolidation of exist-
- o ing operations as the cause, and 40 percent needed to
Need to lower operating/labor costs — 40%
i ” S lower operating/labor costs (Fi igure 6).
Outdated facility — 20% .
nd How involved in their companies’ location decisions
Resuft of merger/acquisiion — 30% are this year’s respondents? Half said they are responsi-
ble for their firms’ final site decisions (Figure 7). And
, | L ! 1 L 3 more than a third describe themselves as company own-
: 0 20 40 60 80 - 100 )

ers, chairs, presidents, or other top-level executives.

Respondent's roles in his/her corﬁpany's location decision: Respondéht‘s title:

B Chairman, President, Partner,

CEO. or Owner — 35%

V.P., Treasurer, Secretary, or Other

Corporate Officer — 30% -

B RealEstate Mgr./Dir.; Facility Mgr./Dir.;
Development Mgr./Dir.;
V.P. Real Estaté — 23%

8 Corporate Manager — 12%

finat decision — 50%

Information gathering — 38%

Preliminary decision — 31%
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. Site Selection Factors

2
2

Cs%nbined Ratings® of 2004 Factors
Quality-of-Life Factors

Combined Ratings”™ of 2004 Faclors

Another 30 percent are corporate
officers (Figure 8). In other
words, we can rest assured that
those reéponding to our survey

are high-level decision-makers.

Respondents’ Priorities

Next we asked'our survey-tak-

ers about their priorities when
making site selection decisions.
We asked them to rate the site
selection factors as either “véry
important,” “important,” “minor
consideration,” or “of no impor-
tance.” We then added the “very
important” and “important” rat-
ings in order to rank the factors in
order of importance (figures 9
and 10). _
Whereas in 2003, state and

local incentives was ranked as

the number-one factor for the

first time in ouf survey's history,
this year the rankings are more
in line with our traditional find-
ings; i.e., fabor costs.and high-
way accessibility rank as the top-
two site selection factors, and in
that order. More than 96 pércent
of the sufvey respondents rated
labor costs as “very important”
or “important,” compared with
89.7 percent last year. More
than 90 percent gave similar rat-
ings to highway accessibility, as
compared with 88.9 percent last

year.
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Additionally, when asked to separately rank cost fac- although the percentage of respondénts giving it a “very

tors in order of importance to their location decisions, important” or “important” rating jumped from 55.8 per-
the 2004 survey respondents rated labor and transporta- cent in 2003 to 59.4 percent this year.
tion costs as first and second in importance, respectively
(Figure 14). |

The third-ranked factor was the same this year as last

— availability of skilled labor, which received an 89.1

The state and local incentives factor dropped to
fourth place this year, receiving an 87.5 percent rating,
as compared with a 92.7 percent fating last year. The
2004 survey respondents apparently feel that incentives,
percent rating in this year's survey. And, availability of although very important, only come into play after more

unskilled labor held the number 19 spot in the rankings, significant location criteria have been satisfied. Never-

Importance of an available building
when choosing a location:

Types of incentives considered most
important when making a location decision:

Tax credits — 54%

More iniportant in the decision than
other factors — 28%
§% Less impontant than other factors — 29%

Tax exemptions — 50%

SRS

Grants — 31% Equally important — 42%

Loans — 13%

Ranking of costs in descending order of importance
to the location decision:

2 Transportation

4 Workers' comp

Are available buildings at locations under consideration
a factor in the location decision?

Compliance with government regutations

B Yes — 64%
B No — 36%
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‘ranked amorig the top- 10 factors, sixth and eighth,

theless, corporate tax rate and tax exemptions still

respectively. Additionally, when asked which incentives
are most important, half of the survey respondents cited
“tax credits” and “tax exempﬁéns" (Figure 11).

.*With the rising cost of fuel, it’s no surprise that ener-
gy availability and costs jumped from number eightin
the rankings last year (with an 80.8 percent rating) to the
number-five position this year (with an 85.8 percent rat-
ing). Executives, es;pecially those in energy-intensive
industries, are jﬁstiﬁably concerned about these costs.

Eni/ironmental regulatiohs moved up in the rankings
as well, from thirteenth place in 2003 (receivinga 72.9
percent rating) to tenth place this year, being rated as
“very important” or “important” by 80.7 percent of the
2004 survey fespondents. Increased demands for envi-
ronmental reform during the period leading up to the
presidential election (which is when our survey was con-
ducted) may have led to the increased concern among

corporate executives that is reflected in our 2004 survey.

Conversely, occupancy or construction costs _
dropped from fifth place in last year's rankings (when it
received an 86.3 percent rating) to seventh place this
year, receiving an 83.6 percent rating. There is only a
slight difference in terms of the percentage numbers,
but it perhaps reflects the fact that construction costs
have remained level ont a nationwide basis due to an
even level of activity.

Nevertheless, nearly two thirds of the 2004 survey
respondents said that available buildings at locations
under consideration were a factor in their location deci-
sion. In fact, more than a quarter think an available
building is more important than other factors, and 42
percent think it’s equally important (figures 12 and 13).

Rounding out our top-10 site selection factors are

. availability of telecommunications services and avail-

» ability of high-speed Internet access. Availability of

telecommunications services received an 82.3 percent
rating this year, moving up from eleventh to ninth place

in the rankings. For the past several years, we've asked

2003

2004
12% 6%

40%

13% 5% . 48% .
o . 20 ' 40 o 60 80 100
B 1 vear 2 2 Years B 3vears 4 Years or m_oré B v plans
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our survey-takers to rate “availability of broadband tele-
com services.” Last year only 67.4 percent of the respon-
dents gave that factor a “very important” or “important”
rating. This year, however, we changed the factor to

availability of high-speed Internet access. Now, more

than 80 percent of the respondents rated it as “very
important” or “important,” placing it among the top-10
site selection factors.

Among the other site selection factors, one in particu-

lar worth noting is right-to-work state. The rating of this

o
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factor increased 8.7 percentage points over last year, con-
sidered as “very important” or “important” by 69.5 per-
cent of the 2004 survey respondents. Currently before

Congress is HR 391, or the National Right-to-Work act.

This bill has brought this issue to the forefront once
more. Hisforically, businesses prefer right-to-work loca-
tions because they help keep unions from forcing
employees to join and thereby taking control of the shop.
In fact, it has been noted that all of the new auto plants
built by foreign manufacturers in the United States in the
last 10 years were built in right—to-work.states.

. One other factor deserves special mention because it
showed the biggest gain in the ratings (éxcluding quali-
ty-of-life factors). Raw materials availability was rated
as “very important” or “important” by 64.9 of this yeaf’s
survey respondents, an increase of 9.1 percentage points
over 2003, moving it up three spots in the rankings to
number 16. The 2004 survey respondents are perhaps
expressing their concern a’Bout a shortage of raw materi-
als caused by China’s insatiable appetite for thesé gobds

as it experiences a tremendous economic boom. The

“Chinese are building roads and dams, factory buildings

and offices, and homes as well, causing other parts of
the world, including the United States, to experience

shortages of commodities like steel and cement. This

- could have a huge impact on U.S. manufacturers’ costs.

If quality-of-life factors were included among the -

“others, it should be noted that none of these received a

high enough rating to place it among the top 10.-Taken
separately, however, the rankings among the quality-of- .
lifé factors did remain hiétorically censistent, with low
crime rate holding the number-one spot. It is significant,

though, that the “very important” and “important” rat-

~ ings for all of the quality-of-life factors went up across

the board. In fact, the low crime rate factor increased in

importance by 10.4 percentage points — the largest per-

cent change in the survey overall. '
According to the Justice Department, from 2002 to

2003 there was a 14 percent drop in violent crime

Of those with plans, number of new facilities
to be opened with the next five years:

%% One — 41%

# Two — 28%

£ Three — 10%

% Four — 6%

2 Five or more — 15%

Location of new domestic facilites
(as a percentage of total projects):

New England (CT, MA, ME, NH, RI, VT) — 7%

Middle Atlantic (DE, MD, NJ, NY, PA) — 12%

South Atlantic (NC, SC, VA, WV) —11%

Mid-South (AR, KY, MO, TN) — 10%

South (AL, FL, GA, LA, MS) — 10%

Midwest (IL, IN, M(, OH, WI) — 10%

Plains (1A, KS, MN, NE, ND, SD) — 5%

Mountain (CO, ID, MT, UTgWY) — 6%

Number of new jobs to be created at new domestic facilities:

B8 fewer than 20 — 31%
2 20-49 — 27%

= 50-99 — 19%

B2 100-499 — 18%

#2 500-999 — 3%
1,000 or more — 1%
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{which includes murder, rape, and aggravated assault),
with a similar decline over the year earlier period. How-
ever, one of those figures, the murder rate, did in fact
increase by 1.7 percent from 2002 to 2003, according to
FBI feports. Moreover, overall crime rates, which
include property crimes, have gone up slightly over the
last two years as well. And the vast majority of crime is
property crime — 88 percent of all crimes tracked.
These iatest figures could indeed account for our survey

respondents’ increased concern about crime.

Another quality-of-life factor that grew in importance
is health facilities. This year, it was rated as “very impor-
tant” or “important” by 72.2 percent of the respondents,
as compared with only 64.2 percent giving it similar rat-
ings in 2003. As the population ages, we will undoubted-

ly see rising concern about healthcare and its facilities.

Respondents’ Plans

Now that we know what's important to our readers,

let’s look at their facility plans for the coming year and
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Estimated company investment in new domestic facilities:

2 $100,000-499,999 — 17%
BR $500,000-999,999 — 13%
$1-4.9 million — 35%

! $5-9.9 miflion — 17%

B $10-19.9 million — 8%
£¥ $20-49.9 million — 1%
£48 $50 million or more — 8%

Location of new foreign facilities
(as a percentage of total projects):

20 25 30

beyond. _

Only 40 percent o'.f this year's survey respondents
have no plans for new facilities — down from a high of
.58 percent last year. .And, importantly, 42 percent of our
2004 survey—takérs expéét toiopen new facilities within
the next two years (Figure 15). This is a big improve-
ment from last year, when only 28 percent of the
respondents s_éid they had new facility plans for the two-

year timeframe. Of those with plans this year, 41 per-

cent expect to open just one new facility, but more than

a quarter have plans for two, and 15 percent are plan-

‘ning five or more new facilities {Figure 16).

‘There has been a slight shift in the planned domestic
locations of the new projects (Figure 17). The Midwest
(Tiinois, Indiana, Michigan, Ohio, and Wisconsin) has
historically received a good portion of the new facilities.
However, this year's survey respondents have only slat-
ed 10 percent of their new facilities for the Midwest.
The Mid-South {Arkansas, Kentucky, Missouri, and
Tennessee) and the South (Alabama, Florida, Georgia,
Louisiana, and Mississippi) will also receive 10 percent
each of the new facilities, as will the Southwest states of
Arizona, New Mexico, Oklahoma, and Texas. As in last
year's survey, the West {California, Nevada, Oregon,

and Washington) takes the lead and is expected to

. receive 14 percent of the 2004 survey respondents’ new

domestic facilities.

The shift in new facilities is apparently going to the
South Atlantic and Middle Atlantic states. North Caroli:
na, South Carolina, Virginia, and West Virginia will
receive 11 percent of the new projects planned by the
survey-takers, as opposed to ohly 8 percent of those slat-
ed by last year’s respondents. And DelaWére, Maryland,
New Jersey, New York, and Pennsylvania are expected
to receive 12 percent of the new facilities, a 4 percentb
jump over last year's figure.

This year we also asked our survey-takers how many
new jobs would be created at the plaﬁned domestic
facilities and what the estimated company investment
would be. ‘According to their responses, more than half
of the projects will create fewer than 50 jobs, and only
about a fifth will be in the mid-size range in terms of '

employment, creating 100 to 999 jobs (Figure 18).




51

B

L.

9

3

Bivod Kool

[ Tpma——

Wt i

.from 7 percent report-

-big decline is seen in

projects going to

The investment numbers for new domestic facilities,
however, reveal a different picture. Nearly a third of the
2004 survey respondents expect to invest under $1 mil-
lion in new domestic facilities, but 35 percent will spend

between $1 million and $4.9 million, and another quar-

ter will invest between

(Figure 19).

When it comes to new foreign facilities, the numbers
have also shifted (Figure 20). The 2004 survey respon-
dents are planning more projects for Canada and Mexi-

- co and fewer for Asia and Western Europe. Asia will
receive 27 percent of the new foreign facilities as report-
ed by this year's respondents (aé compared with a whop-
ping 44 percent reported last year). However, Australia

will garner more new facilities — 8§ percent of those

reported this year, as

compared with 2 per-

pared with just 7 percent reported in 2003.

$5 million and $19.9 million

More companies are planning relocations over the

for Eastern Europe have increased from 7 percent to 12
percent of the total, and Central and South America will

receive 11 percent of the total planned facilities, as com-

Primary reason for company relocation:

% Labor costs — 11%

7 Labor availability — 11%

53 Operating/occupancy costs — 20%

&% Proximity to suppliers/markets
served — 22%

2 Need for improved business
climate — 12%

¥ Quality-of-life- concerns — 3%

$ Other — 22%

cent last year.
Ten percent of the
new projects are slat-

ed for Canada (up

ed lastyear),and -
Mexico will receive 14
percent of the new

facilities, up from 10

Expect to relocate a facility within:

& 1 vear B 2Years 2 3Years

§ 4 Years or more

f.)ercent last year. A

2004 i LU
21% 12% 5% 3% 59%
2003 _—
15% 4% 7%
2002 A B I
: 14% 5% 6% 2%
o 20 40 60 80

Western Europe.
Only 10 pe.rc.ent‘of the
total new fqreign facil-
iﬁes are expected to
gb to Western
Europe, only half as -
many as reported by
the 2003 survey

respondents. Interest-

S
14% 4%

125% 16% 41%

14% 10% 11%

2002 . .
5% 13% 3%

0 ’ 20 40 : 60 80

B 1 Year B 2vears % 3 Years

4 Years or more i no plans

ingly, projects slated
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Number of new jobs to be created by expansion(s):

£ Fewer than 20 — 32%
5 20-49 — 27%

& 50-99 — 17%

% 100-499 — 18%

B 500-999 — 3%

B 1.000 or more — 3%

Estimated company investment in expansion projects:

£ $100,000-499,999 ~— 14%
¥ $500,000-999,999 — 20%
Bt $1-4.9 million — 44%

& $5-9.9 million — 10%

&% $10-19.9 million — 8%
82 $20-49.9 million — 1%
Z2 $50 million or more — 3%

Sources of site selection information used during the past year:

Intemet — 64%

S

CD-ROMs/other Software — 8%

v Site magaes (Area Development, etc.) — 70 .

| Vertical industry Wagazines (Modern Plastics, :etc.) 1% “
General busissmaganes (Business Week, etc.) — 29%
v _éncial publiati TheWaIi Street Journal, etc.) — 32%
| Respbnse o u’s}ect mailfe-mail — 18%

Response to telemarketing — 1%

0 10 20 30 40 50 60 70 - 80

short- and long-term. Some 21 percent of the 2004 sur-
vey respondents are planning a relocation within one
year, a significant jump over the 6 percent of the 2003

respondents who said they were planning a relocation

within the one-year timeframe. Another fifth of this
year's survey-takers are also planning to relocate within
the two- to four-year or more period. More than half
have no relocation plans at all, which is down from last
year's 68 percent and the more than 70 percent who
reported no relocation plans in 2002 (Figure 21). A fifth
of those planning a relocation cited operating/occupancy
costs as the reason, with another fifth moving to be clos-
er to suppliers and/or markets served (F:igure 22).

An increase in expansion plans has also been report-
ed. A quarter of the 2004 survey respondents plan to
expand within one year, with another 30 percent plan-
ning to do so within two or three years. Last year, only
18 percent of'the respondents said they had one-year
expansion plans, and less than a quarter thought they'd
expand in two or three years (Figure 23).

We also asked our 2004 survey-takers how many
new jobs would be created by these expansions. Once
again, the job-creation numbers are not that good.
About a third of the respondents expect their expan-

sions to create fewer than 20 jobs, with another 44 per-

- cent saying they would create 20 to 99 jobs through

expansions (Figure 24). The estimated investment in
these expansion projects is as follows: 34 percent of the
survey respondents said they were planning to invest
less than-$1 million on facility expanﬁions, with another
44 percent investing between $1 million and $4.9 mil-
lion (Figure 25). ‘

Sources of information

Where do the corporate executives responding to our

survey this year get the information they need to make
site selection decision;s? Fully 70 percent said it comes
from publications like Area Development, and 64 per-
cent said they also use the Internet, with Ithree fourths
dding so on-a regular basis (figures 26 and 27).

We also wanted to find out who serves on the location
team at the companies rece_iﬁhg our magazine. At 72

percent of the respondent firms, the owner, chairman, or

[ZS——"
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other top-level executive serves on the team. More than
half of the respondents also reported including other
corporate officers on the location team, and a quarter
said real estate and facility managers were also included.
As in years past, half the respondents reported using con-
sultants in"site.selecting and half said they did not
employ consultants for this purpose (figures 28 and 29).

How often do you use the Intemet to obtain
business information?

£ Regularly — 75%
Bl Occasionally — 23%
£ Never — 2%

The individuals that provide information and/or serve on the
corporate location team include: '

Chairman, President, Partner, CEO, or Owner — 72%

Does your company use outside consultants when
site selecting? ’

22 Yes — 50%
gaNo — 50%

What the Future Holds
The 2004 Corporate Survey results definitely show an

uptick in planned new facility, relocation, and expansion
activity — all ‘a reﬂection of a growing economy. In fact,
at the end of the summer, The Conference Board pre-
dicted that the U.S. economy would continue to expand
strongly into 2005. If this ticrns out to be the case, our
2004 survey respondents’ plans will come to fruition.

Area Development's editors hope this will happen, but

we'll have to wait until next year to see if this activity is

reflected in the change in facility numbers. &

How many years have you been reading Area Development?

B8 More than four years — 38%
H2 Three to four years — 28%
22 One to two years — 30%
Less than one year — 5%

Have you recently used Area Development magazine for
projects conceming site selection or facility planning?

Yes, within the last six months — 11%
Yes, within the last year — 20%

Yes, within the last two years or more — 39%

1 1 L 1 1 1 b ] 3
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Which of the following websites have you visited?

www.areadevelopment.com — 41%

www.locationcanada.com — 3%
www.locationmexico.com — 8%

www.fastfacility.com — 12%
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