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INTRODUCTION

Now in its 15th year, CBIA and BlumShapiro’s Survey
of Connecticut Businesses examines the near-term
outlook, profitability, export activities, workforce
trends, technology investments, and legislative

priorities of Connecticut’s business community.

The 2016 Survey of Connecticut Businesses was
distributed to top business executives from mid-
June through early July, during a period of steady
but slow economic growth; the state’s first reported
monthly job losses for the year; and historically high
voter disapproval of state leadership, according to

a Quinnipiac University Poll.

The good news? These factors notwithstanding,
most businesses this year are reporting profits

and infroducing new products and services.

There is, however, cause for concern. All the
businesses surveyed have operations and/

or headquarters in Connecticut, and 98% of
manufacturers surveyed handle at least some of their
production here, but fewer than half say they will

continue to make job-creating investments in the state.
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KEY FINDINGS

» Profitability among Connecticut companies is at a
10-year high: Roughly two-thirds of those surveyed
(68%) showed a profit last year, a level not seen in

our surveys since 2005.

» Only 47% say they will continue making job-

creatfing investments in the state.

» Consistent with past surveys, new technology is
the area of greatest investment (28% of this year’s
respondents), followed by property/facilities,
and employee training (both 24%).

» Businesses are nearly evenly split on the question
of credit availability, with 51% saying it’s not a

concern for them.

» A slight majority of companies (52%) introduced
a new product or service in the past year, and

more (55%) expect to in the coming year.

» The greatest barriers to growth, in order, are
Connecticut’s costly government regulations, faxes,
uncertainty surrounding legislative decison-making,

and the state’s high cost of living.
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» More than a third of respondents report that state
“The fact that business regulations are hampering their business, and 60%

profitability is now at a characterize those rules as complex and vague.

= 10-year high speaks directly » Ninety percent feel elected officials do not

\ to the strength and resilience

understand their business and its challenges; fewer

of Connecticut companies, which than one in 10 believe elected officials care about

were able to endure the recession of
2008-09. Now is the time for us to work

helping their business.

: » Although most are not planning to relocate their
with state leaders to ensure they are 9 P °

: : : business, half of our respondents say they are
focused on creating a business climate P yiney

et G B G AU e e considering establishing residency outside the state

L to lower their personal tax burden.
within our state.” P

: » Most top executives surveyed (83%) are over age
Joseph A. Kask | CEO, BlumShapiro

50; of those, more than half are 61 or older.

» One in five respondents anticipates selling the
business within the next five years. Another 18% plan

to sell within 10 years, and 15% are undecided.

68% 66% 68%

Business
Profitability

O Net profit O Break even O Net loss

35%

28%
25%

18% 17%
. 18% .
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Growing

Holding steady

Contracting

547%

Is your company...

[0 2016 W 2015 & 2014

BUSINESS GROWTH,
INNOVATION, AND
INVESTMENT

Much of the news regarding
business growth from this year’s
survey is positive. Three times

more Connecticut companies are
expanding than contracting. About
half (51%) are holding steady. Nearly
five times as many companies (68%)
recorded a profit last year as those

that recorded a loss (15%).

The single most important factor

driving margins is sales.

In what area does your company currently
make its greatest investment?

New

o,
technology 28%

Property/
facilities

Employee
fraining

Other capital
assets

R&D

More than half of all businesses surveyed (52%)
introduced a new product or service over the past

year, and 55% expect to in the coming year. This

Businesses are making their greatest investments

in new technology (28%), followed by property and

number trended upward over the last three years.

In 2015, 50% of businesses said they introduced a

facilities and employee training (both at 24%). Other

new product in the previous year, and 52% planned

areas of investment are capital assets (16%) and

research and development (8%).

to in the coming year. In 2014, those figures were

46% and 47%, respectively.

Innovation is critically important in a high-cost state

such as Connecticut, as new products and services

often command premium prices.

Although Connecticut’s post-recession economic
recovery trails that of the region and nation, the

steady decline in the percentage of companies
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reporting losses and the increase in those that are
profitable (as opposed to just breaking even) is PAST 12 MONTHS NEXT 12 MONTHS

encouraging.

EXPORTING

One-third of all respondents, including

nonmanufacturers, are exporting goods or services.

Over the past 12 months, did your
firm introduce a new product or service?
Will you do so in the next 12 months?

Among manufacturers surveyed, more than three-

quarters (76%) are engaged in international trade.

Fifty-seven percent of exporters attribute at least 10%

of their sales to exports. The biggest foreign market

for Connecticut’s exporters today is North America Foreign markets identified as having the greatest
(Canada/Mexico), followed by western Europe and potential for future exports are the same places
northern Asia/Pacific Rim. where businesses currently export; however, fewer

companies seem to see future potential there. For

Top export destinations include: instance, only 30% identified China and Japan as their

» North America (88%) prime markets in the future; 22% identified western
» Western Europe (60%) Europe as a prime market.
> Northern Asia/Pacific Rim: China/Japan/Taiwan/ Part of this has to do with the robust U.S. dollar, which

Korea (56%) continues to strengthen against most of the world’s

» South America (36%) major currencies. While a strong dollar has its benefits
» Southern Asia: India/Indonesia/ for importers, major multinationals
Malaysia (31%) and smaller domestic exporters

. may struggle to sell their products
» Central America (26%)

overseas (because they are too
» Eastern Europe, excluding Russia

(35%)

expensive for foreign buyers) or

take a hit when converting payment
» Australia/New Zealand/Pacific

Islands (21%)

in foreign currencies back to U.S.

dollars.

» Middle East (23%
(23%) June 23 marked the historic European

Does your
company exporf?* Union referendum—Brexit—in which

» South Africa (11%) British voters decided to withdraw

» Russia (13%)

*Manufacturers only

from the EU. (Although trade
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North America
(Canada/Mexico)

North Asia and
the Pacific Rim

Western Europe

South America

Eastern Europe
(excluding Russia)

88%

In which
international
markets are you
conducting business?
Which markets

have the greatest
potential for your
business?

60%

[ Current M Potential

between Britain and the United States makes up only
0.5% of U.S. economic activity, the European Union is a
major trade partner with the U.S., and concerns about
other nations leaving the EU have created volatility

in global stock markets.) The day after Brexit was
announced, the U.S. dollar rallied against the British

pound for the biggest one-day gain since 1967.

The potential for diminished exporting activities can
also be traced to some of the open-ended responses
to our question, “What was the most important factor
driving [your company’s] profit or loss?”

Answers included:

» Market collapse in commodities

» Offshore competition

» Scrambling to get work

» Poor sales results

» Low margins, high overhead

» Lost customers to Mexico
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CHALLENGES TO GROWTH;
PUBLIC POLICY IMPLICATIONS

Despite what would otherwise be seen as
positive indications of confidence, respondents
overwhelmingly expressed apprehension over the

volatile and unstable climate in state government.

The cost associated with complying with state
regulations is the number-one challenge for
Connecticut businesses this year (79%); taxes are

a close second (74%), followed by uncertainty or
unpredictability surrounding legislative decision-
making (71%) and the state’s high cost of living (69%).
Lack of skilled workers was identified as a challenge
by nearly half of our respondents (47%), and those
providing open-ended responses named healthcare
costs, energy prices, and a weak economy as major

hurdles.

Regarding their regulatory burden, 60% of businesses
agreed with the statement, “State regulations are
complex and vague, and making the effort to

understand them costs time and money.”




More than a third (34%) said state regulations are
hampering their business, while 27% agreed with
the statement, “My organization complies with state

regulations without difficulty.”

Only five percent agreed with the statement, “State
regulatory agency staff has been easy to work with,
understands my organization, and helps us comply

with regulations in a cost-effective manner.”

Nine out of 10 respondents agreed with the statement,
‘| feel that elected officials do not understand my

business and its problems.” Fewer than one in ten (8%)
believe elected officials “really care about helping my

business.”

In a positive development this legislative session, a bill
addressing small business regulations was enacted
after a veto by the governor was overruled. The law
is designed to minimize the adverse impacts of new
regulations on small businesses by requiring state

agencies to more rigorously evaluate proposed

regulations before final approval. The law puts
Connecticut in line with competitor states Rhode
Island and Massachusetts, where state agencies
must identify specific potential impacts such as
additional training, staffing, consulting, legal fees,
recordkeeping, reporting, and auditing and declare
the extent to which the agencies communicated with

small businesses during regulatory development.

CBIA lobbied vigorously for this new business-friendly
law, which goes into effect Oct. 1, 2016.

LOCATION

One in three companies has been approached by
other states about relocating their business. Of those,
nine out of 10 are not planning on moving to the states

doing the outreach.

However, in one of the most significant findings in

this year’s report, fewer than half of Connecticut

Business costs from government regulations
and mandates (other than taxes)

Taxes

Uncertainty and unpredictability of
legislative decisionmaking

Cost of living for yourself and your
employees

Lack of skilled job applicants
Transportation infrastructure
Credit availability 7%

Broadband accessibility and capacity 5%

79%

74%

Which of the following do you
think hamper your firm’s ability
to grow in Connecticut?
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businesses surveyed (47%) agreed with this statement:
“My firm will continue to make job-creating

investments in Connecticut.”

A closer look at other questions sheds some light on

this finding.

Nearly every manufacturer surveyed (98%) handles at
least some of its production in Connecticut, although
21% also have production facilities in other states,

and 18% handle at least some of their production
outside the U.S. Among non-manufacturers, 20%
have operations outside of Connecticut, and 9%

outside the country.

More than one in four businesses (26%) say their
company is considering shifting significant production
or operations to another state within the next five
years, and 31% are looking to set up new operations

outside the state.

Reasons cited include lower operating costs and
taxes in other states, Connecticut’s heavy regulatory
burden, the need to follow high-net-worth individuals
who have left the state, and what one respondent
termed a “hostile attitude of state government to

business.”

“Connecticut does not support businesses,” another

respondent wrote.

About half (51%) are considering establishing
residency outside the state to lower their personal

tax burden.

While 46% of respondents do not anticipate a sale
of their company within the next 10 years, 15% are
undecided, and the rest expect to sell—some as soon

as this year.
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TRANSPORTATION

More than two-thirds of respondents (69%) say car
and rail transportation in Connecticut is outdated

and inadequate.

Thirty-seven percent believe that high-speed tolls,
as a way of raising funds to upgrade roads and

bridges, offer the best solution.

WAGES

The deep recession that began in late 2007 wiped
out primarily high-wage jobs around the country.
Nowhere is that truer than in Connecticut, which lost

nearly 15,000 jobs in financial services.

The state has yet to recover 100% of the jobs lost in

the recession, and job creation by young Connecticut

Do you agree with the 60%
following statements?

State regulations are
complex and vague,
and making the effort to
understand them costs
time and money

B State agency regulations 34%
are hampering my

business
27%

My organization complies
with state regulations
without difficulty

State regulatory agency

staff has been easy fo

work with, understands my

organization, and helps us 5%
comply with regulations in

a cost-effective manner




companies has failed fo return to pre-recession levels.
“Almost 40% of this year’s Making the strongest comeback have been lower-

respondents plan on wage jobs in industries like food services, hospitality,
selling or transferring their and healthcare.

SEIIESS I MY This is largely reflective of a national tfrend, where

RS IS e 2 U0k T e the 2.6 million jobs added in higher-wage industries

o] ] AN S S ECe  CI post-recession fell short of the 3.6 million lost—and the

keeping th in in our state. - . . .
P B [ TRTICERR ) CLR Siteit) two million low-wage jobs shed during the recession

Craeing @ iEvelelels ierehe) Ee e e have been replaced by nearly double the number of

environment, retaining talent and low-paying jobs (3.8 million).

developing a strong workforce with
proper skills will need to be key elements The concern here, says CBIA economist Pete Gioia,

of that plan.” is that Connecticut—traditionally a high-income,

high-tax state—could become only the latter if these
Thomas A. DeVitto | Chief Marketing Officer,

BlumShapiro trends continue.

Connecticut businesses see most of their hiring in

2016 centered on entry-level jobs (34%

of businesses view this as the area of

Do you agree with the 87 greatest demand for new hires). Line
following statements? workers (30%) and mid-level employees

(30%) are next. Six percent of respondents
[l Economic development officials

in other states and/or countries say the greatest demand for new hires
in which my operations are
located are both welcoming
and helpful

will be in management positions.

Considering the ratio of managers to
B My firm will continue to make

b fing investments i employees, the fact that six percent
Job-credring Investrments In

Connecticut 47% 46 of businesses see the single greatest

¥ | am looking fo set up new demand for new employees at the
operations outside of the state upper levels of the organization could
| found that getting trained 31% signal either the kind of growth that

labor and/or low-cost training

was much easier than | thought requires high-level employees or the

it would be in those places reality that in some companies a large
[J My operations outside of percentage of management is nearing
Connecticut are not doing as -
retirement.
well as | had hoped, and | am
considering moving the work . . . .
back to Connecticut 0% With the nationwide push for a minimum

wage of $15 an hour, we asked
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Connecticut businesses about the potential impact on

their business.

More than half (53%) would invest in robotics or other
alternatives to avoid expanding their workforce.
Nearly one in four (24%) would consider closing or

moving their operations.

Clearly, although many businesses pay their employees
more than the minimum wage, aggressively

mandated wage hikes could lead to job losses.

WORKFORCE AND SUCCESSION

Population trends—negligible growth, looming
refirements, and high domestic outmigration—are

reshaping Connecticut’s workforce.

On average, businesses surveyed anfticipate losing
2.6% of their workforce to retirement this year. In
2017, the number increases to 3.6%. Between 2018
and 2021, retirements are expected to claim 10% of
current employees. In short, over the next five years,
respondents will have to replace upwards of 16% of

their current workers.

What makes this especially challenging is that three
of the top six American cities losing the highest
percentage of their population to other states are
located in Connecticut. Many of the residents leaving

are young, educated people.

Not surprisingly, most survey respondents believe

that Connecticut students who attend college outside
the state are likely to remain out-of-state rather than
returning home to work. (Indeed, that’s a nationwide
trend—college graduates tend to live and work in the
states where they went to school.) Connecticut has the
added problem of students finishing school here but
seeing greater opportunities for jobs, recreation,

and affordable housing elsewhere.

Open-ended responses describing what companies
are doing to replace retiring workers ranged from

“everything” fo “nothing.”

Nearly half of the companies surveyed are hiring and
training new workers, including apprentices. A number
are cross-training and promoting existing workers,

and a few are automating or outsourcing.

High cost of doing
business

Better incentives
elsewhere

Government doesn't 14
support business °

Difficulty complying 8%
with regulations °

Not much business 6
in the state °

45%

Is your company
considering moving
or shifting significant
production to another
state within the next
five years? If so, why?
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While many businesses are actively recruiting based
on future needs (“hiring replacement workers when
they are available, not when we need them”), a large
number simply plan to downsize, consolidate, or
transition to new business models. Some are raising
wages and benefits to aftract and retain workers;

others say they will not replace workers in this state.

CONCLUSION

Connecticut has long been one of the nation’s leaders
in key categories that underpin a state’s economic
competitiveness—the strength of its workforce,

education system, base industries, and R&D.

Several trends, however, threaten to undercut these
strengths. Chief among them is the state’s chronic
fiscal instability, which shakes business confidence
and inhibits job-creating investment. Connecticut
trails most other states in growing its economy and
jobs, and recent reports indicate that many of our
wealthiest residents and our most educated young
people are defecting to other states with lower costs

and greater opportunities.

Notable in this year’s survey is the fact that even
though more of Connecticut’s businesses are
profitable this year than at any other fime since

the 2008 recession, fewer than half plan to make
job-creating investments in this state. The state’s
regulatory burden, taxes, and uncertainty in legislative
decision-making are high on the list of business
challenges and will be high-priority items for CBIA

in the upcoming elections and legislative session.

“Our hope is that all candidates
for November’s General

Assembly race take the results

/ of this year’s survey to heart

and develop platforms that empower
Connecticut’s businesses and their
workforce to succeed. Everyone elected
to the state legislature will have a role
in building the kind of public policy that,
we hope, reflects the long-term needs
of millions of residents and thousands

of job-creators in our state.”

Brian Flaherty | Senior Vice President,
Public Policy, CBIA
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ABOUT THE SURVEY

METHODOLOGY AND
DEMOGRAPHICS

This year’s survey was mailed and
emailed in June and July to 2,900 top
executives throughout Connecticut;

331 participated in the survey, for a
response rate of 11.4% and a margin of
error of +/-5.5. Just over one-third of

respondents (115) were manufacturers.

All figures are rounded to the nearest

whole number and may noft total 100%.

The largest share of participating
companies are privately held (48%)

and family-owned (41%). Business

types also include S corporations

(34%), incorporated (25%), LLC (13%),
woman-owned (10%), veteran-owned (6%),
publicly held (2%), minority-owned (2%),

and foreign-owned (2%).

FINANCE
(3%)
SOFTWARE/ ! MEDICAL © °°* UTILITIES (2%)

TECHNOLOGY (3%) ~° "+ 5 (€5 REAL ESTATE (1%)

AR INSURANCE (1%)

HOSPITALITY
& TOURISM

. ....... R&D (1%)

WHOLESALE
DISTRIBUTION

NONPROFIT

INDUSTRIES
REPRESENTED*

*Two percent of respondents
indicated ‘other.’

RETAIL

CONSTRUCTION

PROFESSIONAL
AND OTHER
SERVICES

For more information or additional copies of the report please contact:

Thomas A. DeVitto

Peter Gioia

MANUFACTURING

Chief Marketing Officer, BlumShapiro
860.561.6851 | tdevitto@blumshapiro.com
blumshapiro.com | @blumshapiroco
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Vice President & Economist, CBIA
860.244.1945 | pete.gioia@cbia.com
cbia.com | @CTEconomist



ABOUT CBIA

CBIA

The Connecticut Business & Industry Association is the
leading voice of business in the state, representing
thousands of member companies, small and large,

across a diverse range of industries.

a
We fight to make Connecticut a top state Cbla

for business, jobs, and economic growth:

Al |4

driving change, shaping legislative

and regulatory policy, and promoting collaboration

between the private and public sectors.

DRIVING GROWTH,
PROMOTING BUSINESS |

» Powerful, dynamic leadership and advocacy at ‘.‘)

the State Capitol, driving policies that promote a

globally competitive business climate.

» Valuable resources, information, and professional ~‘ @

assistance, sharing expertise and best practices
across a broad range of issues to help companies

compete, grow, and succeed.

» Innovative, high-value products and member
services, including insurance and employee
benefits, business and HR resources, energy

purchasing solutions, and more.

Learn more at cbia.com. n (1] u [ > |
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ABOUT BLUMSHAPIRO

BlumShapiro is the largest regional business
advisory firm based in New England with offices in
Connecticut, Massachusetts,
and Rhode Island. We have
over 400 professional and
administrative staff, making
us the 54th largest public
accounting firm in the U.S.
Our size has allowed us to develop specialized
industry knowledge and dedicated staff who focus
on a broad range of businesses in Manufacturing,
Distribution, Retail, Healthcare, Education,
Government, Non-Profit, Construction, Automotive,

Professional Services, Hospitality, and Real Estate.

BLUMSHAPIRO HAS CHANGED THE
PLAYING FIELD FOR PROFESSIONAL
SERVICE FIRMS

We act as trusted business advisors to our clients, and,
as such, we are personally committed to the success
of each and every client we serve. Our philosophy of
establishing local offices within the markets we serve,
with our people living, working and actively giving
back to their communities, has been welcomed by our

clients and recognized as important values we share.
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BlumShapiro

Accounting |Tax |Business Consulting

Because of BlumShapiro’s size, focus and client

service philosophy, we have successfully attracted
and retained some of the best talent in the
country. Our team has the national experience
and industry expertise to assist our clients in

meeting their most challenging business issues.

The BlumShapiro feam provides clients
additional value through the continual development
of turnkey solutions that address the changing

needs of their businesses.

We compile best practice information through
the collective knowledge of our professionals and
secondary resources to build state-of-the-art
solutions to serve the operational and financial

needs of our clients.

By providing these solutions, we help our clients
quickly and economically address many of the

business issues and opportunities they face.

RESOURCES AVAILABLE WORLDWIDE

BlumShapiro is an independent member of Baker
Tilly International, a leading global network of high-

quality, independent accounting and advisory firms.



Baker Tilly International is represented by 165 firms
in 141 countries. Through our close affiliation with
our member firms, we have the unique ability to
seamlessly service the international requirements

of our clients.

ACCOUNTING AND AUDITING

» Audits and Reviews
» Budgeting and Cash Forecasting

» Employee Benefit Assurance

TAX SERVICES

» Federal Tax Planning and Compliance
» Executive Tax and Financial Planning
» Tax Structuring Related to Mergers

» International Tax Services

ACQUISITIONS AND DIVESTITURES

» IRS Representation

» Unclaimed Property Matters

» State and Local Tax Planning and Compliance
» Real Estate Cost Segregation Studies

» Estate and Trust Planning

LITIGATION CONSULTING SERVICES

» Forensic Accounting

» Economic Damages

» Computer Forensics/eDiscovery

» Fraud Risk Assessment

» Insurance Investigations & Accounting Malpractice
» Business Valuation

» Bankruptcy & Insolvency

CONSULTING SERVICES

» Management Consulting

» Technology Consulting

» Project and Portfolio Management
» Software Solutions

» Business Process Outsourcing

For further information on how we can assist

your business, please contfact:

Joseph A Kask

CEO, BlumShapiro

860.570.6372 | jkask@blumshapiro.com
blumshapiro.com
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