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Introduction

This report highlights guandary that faces Marylanders during the second decade of'the 21

century. A number of factors have conspired
First among therns the anticipated decline in the level of federal spending in future fiscal years.
The second factor is Marylandés fl awed busine

to create even more dependence on federal activities due to disappointingfigrevate
investment and technology commercialization.

Thisreportbegi ns wi th a discussion of the extent of

feder al activities and the growth in that dep
economiadevelopment assets, including its concentration of human capital. It concludes with a
di scussion of Marylanddés business climate and

investment and job creation here.

Public Policy has Dramatically Impactedt he St ructure of Maryl andos

Maryl andds adjacency to the District of Col um
the statebs economy and the activities of the
strengthened over time amdll continue to expand due to base realignment and eydaurity.

The State of Maryland has come to rely heavily upon the federal government as a source of
economic vitality. But the statebs economy i
relationsip as the federal government prepares to deal with an accumulated national debt of

more than $14 trillion; a debt that is poised to expand a bit further in the years ahead before
reversing course.

Because of the presence of the federal government amdtiisic expansion, the State has

arguably taken prosperity for grantetihe business climate has become unappealing, which has
translated into outmigration from Maryland to other states of both people and businesses. Over
the past year for which dataeaavailable, the state hasdad just 1,300 jobs, which rankdude

state 44 in the nation along this dimension (April 2010 versus April 2011).
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The business climate is associated withh taxes, high energy costs, high land costs, collective
barganing, health insurance mandates and a poor reputalidhe federal government begins to
downsize as expected in future fiscal yeltaryland will need to attractignificant private

sector investment to offset the loss in economic activity associatefedéhal downsizing.

However, Maryland is not properly positioned to take advantage of its array of economic
development amenities, including its scientific and ‘

technical talent, its highly competitive public scho ‘7 .
system, intermoddtansportation netark,
phenomenal spending power, and high quality of g5
life. Each of these assets should individually and < '
collectively make Maryland more appealingto &
business, but conducting business here has beca

far more difficult than it should be.

Perhaps thisxplainswhy Maryland is so weak in
the area of commercialization. According to the
Milken Institute (2010), Maryland ranks second i
the nation in terms of technology and science work force and fifth in terms of technology
concentration and dynamism. Hever, the state often ranksthrelower half of states in terms

of technology commercialization. This suggests that Maryland generates a considerable share of
the nationb6és innovation, but Dbusinesses often
elsewlere, perhaps in statefferingmore favorable tax and regulatory policies.

The state is also associated with lengthy commutes, which compromises iprtydaiet quality
oflife,despi te Maryl andbdés status as a geatygraphical
Data from 2009 indicate that Marylanders suffer the setamgkest commutes in the nation.

Many of the longest commutes are associated with Western Maryland and the Eastern Shore,

which implies that these parts of the state do not supply enougjtojobsidents, forcing many

to commute long distances into major metropolitan areas.

Dependencenf Federal GovernmentCannot Last

Based on a potentialegario discussed in the report and based upon recent recommendations
promulgated by the National Connssion on Fiscal Responsibility difReform, wedound that a
reduction in spending of 22 percemtfederal procurement in Maryland, grants and wages and
salarieswvould collectivelyresult in the loss of nearly 150,000 jobs in Maryland. These jobs are
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associated with nearly $11 billion in annual labor income and nearly $21 billion in local business
sales. To put that into perspective, if such a loss occurred, Maryland would lose more than a
decade worth of job expansion, with employment returning td AB99 levels.

Al'l things being equal, Marylandds unempl oy me
based on 203,400 unemployed persons) to 11.8 percent. Only Nevada (12.5 percent) would be
associated with a higher rate of unemploymentthéumore, undethis scenario, State and local
governments in Maryland would collect roughly

$1.2 billion less in taxes per year, including a

loss approaching $400 million in personal

income tax collections. Property taxes would

decline by roughly $260 lion while sales tax

collections would plummet by $240 million per

annum.

While this scenario seems unimaginable, it must

have been the case that the people of Michigan

in the 1960s and 1970s could scarcely conceive

of the events of the past three dexsmdnd in

recent years. In 2000, Michigan still ranked'19

in the nation in terms of per capita income. By 2005, this rank had falleff' tm8by 2010 to

36" asthe ato industry continued to contemdth foreign competition and a severe reduction i
domestic vehicle sales. Maryl andés principal
the American industry most likely to downsize in the years ahead.

One Thing Leads to Another Economic Losses will Produce Broadetmpacts

The loss oftie federal government as a primary generator of economic activity would cause
various aspects of the stateds quality of | if
are associated with high income levels and levels of educational attairtdeemtver, much of

this explained by the presence of heavily federally oriented jurisdictions such as Montgomery,
Howard and Anne Arundel counties. Were these countiesdounter substantial federal

downsizing, the trajectory of economic affairs woulddoedamentally altered.

Much of Maryland income is derived from federal activities. The families associated with these
activities tend to be highly educated and their children tend to excel in school. This helps
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explain Mar yl an trinsofedusdtiangl attairamerk and muislic school
performance. But if those families leave Maryland because of a loss of economic opportunity,

this would | ead to fundamental shifts in the
in the form & diminished test scores, graduation rates and educational attainment. That in turn
woul d produce additional negative i mpacts on

All is not Lost: Growth Opportunities Abound

At the same time, there are enormous opportunities fovtgr Some of thesaretied to the

federal governmenhowever For instance, the State of Maryland has correctly identified life
sciences as a source of innovation and-fwglge job expansion going forward, but much of this
expansion is tied to futumdlH grant funding. Similarly, the State has identified cyber sgcuri

as a major economic driver, particularly given the announcement that the Department of
Defense's Cyber Command will be located at Fort Meade in Anne Arundel County. If anything,
initiatives around the life sciences and cyber security will only enhance Maryland's dependence
upon federal spending.

Correspondingly, Marylanders need to strongly consider potential paths toward economic
diversification. This could include efforts to makerdyland more of a player in alternative

energy, including through the attraction of waste to energy plants and onshore wind facilities and
through the attraction of firms involved
in logistics/inventory management. ORIO PARK
Other possibilities include higtech ICAMDEN YARDCHE
marufacturing, but this would involve
creating an environment associated wit
more favorable energy prices, a thoroug

the retraining of the state's workforce, g = JF B\
including in rural communities. . B\ \
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The Role of the Federal Government
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Implications

This section highlightesow important the federal government has become as a driver of
economic activity in Maryland. Just as Detroit has historically been associated with the
auto industry, Pittsburgh with steel, and North Carolina with tobacco, Maryland depends
heavily upondderal spending as the primary source of shared-balig. However, just

as Detroit, Pittsburgh and North Carolina have been forced to undergo jarring
transformationsMaryland will need to adjust as well as the federal government works to
reduce a natinal debt that is now well in excess of $14 trillion.

One of Marylandés most advantageous | ocationa
adjacency to Washington, D. C. As the federal
advantage visrvis the nation in terms of income, diminished unemploynaewt deal from
governmentelatedprocurement.ln FY2009, Maryland benefitted from $27.4 billion in federal
procurement, $13.2 billion in federal salaries and wages, and $11.8 billion in federsl grant
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