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Manufacturing is playing a vital role in the recovery of the U.S. economy, which is
why we once again commissioned the State of Manufacturing in Washington survey.
We wanted to capture the mood of this industry, which employs nearly 9 percent

of Washington’s workforce in family-wage manufacturing jobs. And we wanted to
highlight those issues that still hold manufacturing back - taxes, regulations, health
care - to provide Washington business, community and government leaders the data

so they can work to minimize and eliminate the barriers to growth for manufacturing.

This year’s survey looked at the mood of manufacturers in the state, asking CEOs
about the climate for business here in Washington and about the future of their own
companies. Once again, we found that while manufacturers think the state’s business
environment is on the wrong track, they are optimistic about their own prospects for

the future.

To undertake a comprehensive study such as this, we once again partnered with Rob
Autry from Public Opinion Strategies, a national public affairs research firm founded
in 1991, to conduct a representative poll of Washington State’s manufacturers. The
survey was completed in August and September of 2011 among 400 manufacturing
executives distributed representatively across geography, industry and company size.

This year, we expanded our gquestions around health care and looked at the differ-

ences in attitude between companies that produce finished goods vs. those that are

part of a supply chain.

We hope continuing this study will be a significant step in aligning the state, legisla-

ture and business community behind the success of manufacturing statewide.

John Vicklund, President
Impact Washington
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We kept the state divided into six regions for the purpose of the poll - Northwest,
Peninsula, Central (Puget Sound), Southwest, Southeast and Northeast. The
percentage of companies surveyed in each region corresponds to the percentage of

manufacturers in each region.
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The bottom line for Washington Manufacturers is that the business environment is
still headed in the wrong direction, but there is optimism for their own companies.
This is the same thing we found in last year’s survey, and while it's a bit contradictory
on the surface, the reason for this could be as simple as an answer we got in one

of our 2010 focus groups. According to a manufacturing CEO in Spokane, “I have
confidence over what | can control. | can’t control what the state or feds do with
regard to taxes and regulations, but | can control how | run my own business, and

I'm confident in my ability to do that successfully.” Whatever the reasons for this

disparity, we found the same thing in the 2011 survey.




Two thirds of manufacturing executives in Washington continue to think the state’s
business environment is headed down the wrong track. Only 21 percent believed the
state was on the right track, down from 24 percent in 2010. And 65% felt the state was

on the wrong track, up a percentage point from 2010.

For those that believe that things are getting better (or at least aren’t getting worse),
the biggest reason was that they were seeing things pick up, including hiring. 33
percent of those surveyed said that their belief that things are on the right track are due
to business picking up or remaining steady. According to one respondent, “We're in
better shape than the rest of the country. The combination of businesses we have in the

region makes us more resilient.”
For the majority that believes the state is on the wrong track, the main reasons are high

taxes and over-regulation. Nearly 50 percent of respondents blame the bad business

environment on taxes, regulation and Washington not being business-friendly.

Business Environment in Washington State

64% 65%

September 2010 September 2011
MRight Direction ™Wrong Track

“The state government agencies are making it
hard for small businesses to operate because of
additional requlations, fees and penalties.”



This year, we asked manufacturers about the national economy and we found that

pessimism is up in 2011.

0,
51% 47%

10%

September 2010 September 2011

MEconomic Expansion #™Flat Economy BRecession

However, they are more confident in their own firms, particularly those that are

bigger and younger.

Under $1 million revenue 9% 18%
$1 million - $5 million revenue 5% 23%
Over $5 million revenue 17% 45%
1-10 Years in operation 1% 49%
11-15 Years in operation 10% 17%
Over 15 Years in operation 10% 22%
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While a majority (65 percent) are confident about the future of their own firms, that
confidence has gone down some since 2010. It seems from the results that the slight

drop in confidence is attributable mainly to firms that produce finished goods.

Confidence in Future of Firm (overall)

70%

65%
I 29% L”%

September 2010 September 2011

" Confident " Not Confident

Confidence in Future of Firm (by product type)

September 2010 September 2011
72% 72% 74%
61%
37%
23%
Finished Good Component Finished Good Component
(54%) (37%) (64%) (31%)

¥ Confident " Not Confident

Despite the confidence shown by Washington’s manufacturers, nearly a quarter of
them expect gross revenues to decline, almost a third of them expect their profits to

go down, and 27 percent expect to decrease capital expenditures.

48%

42% 1%

34%
30%
22% =5
()

Gross Revenues Profitability

0,
24% ‘27 L

Capital Expenditures

Mincrease WDecrease ¥ Stay the Same
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In the biggest change in 2011’s future projections, 24 percent of companies expect to
increase capital expenditures , up from only 14 percent in 2010. This is an indication
that more manufacturers are willing to invest in the future of their businesses, a good

sign for continued growth in the future.

The biggest increase in this response came from smaller companies, those with
less than $1 million in revenue. In 2010, these firms were the most pessimistic
about their prospects for growth, with only 8 percent expecting to increase their
capital expenditures. This year, that figure has nearly tripled, with 23% of small

manufacturers anticipating an increase in this area.

Forecast Comparison: Capital Expenditures By Revenue Size

% Increase in 2010 % Increase in 2011

Under $1 million revenue 8% 23%
$1 million - $5 million revenue 19% 21%
Over $5 million revenue 27% 37%

When the responses are broken down by component manufacturers versus finished
goods producers, those companies that manufacture components are much more
likely to invest in capital expenditures, 34 percent to 20 percent. This is double the
number of component manufacturers that expected an increase in 2010. This could
signify a growth trend among larger OEMs nationwide as well as the health of the

aerospace industry locally.

Capital Expenditures Trend By Product Type

September 2010 September 2011
52%

48% 46%

45%

Finished Good Component Finished Good Component
(54%) (37%) (64%) (31%)

MIncrease W™Decrease ¥ Staythe Same
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As we did in 2010, we asked respondents to rate a series of potential concerns for
businesses in Washington that could affect their success. They were asked to rate
each concern on a scale of 1to 10, where 1 means you are NOT AT ALL CONCERNED
and 10 means you are VERY CONCERNED. We ranked those that were rated from

8 to 10 - a serious concern - by the most respondents.

Similar to last year, the top three were: cost of health care, regulations and taxes.
Interestingly, though, state regulations were rated as a higher concern this year,
number two on the list, and ahead of federal regulations, which were ranked second

in 2010.

Costs of health care coverage 72%
State government policies and regulations
Federal, state and local taxes

Federal government policies and regulations
Cost of goods

Quality of the state’s education system

How WA public schools, colleges & universities
are preparing students for the workforce

Availability of capital

Flat or shrinking demand for your product
Financial stability of key customers

Ability to attract and retain qualified workers
Pricing pressures from competitors

Increased competition from foreign sources

Once again, increased competition from foreign sources ended up at the bottom
of the list as did pricing pressures from competitors, which decreased to 27 percent

from 33 percent in 2010.

This year, firms are a little more worried about the cost of goods and a little less
worried about the financial situation of their customers. Cost of goods went up
8 percent (from 35 percent to 44 percent), and the financial stability of customers

decreased by 12 percent (from 42 percent to 30 percent).



Availability of capital is still a serious issue in 2011. There still seems to be a For those firms that are impacted by this - and 87 percent of respondents say it’s
tightening of credit; banks are still not lending. According to this year’s survey, lack had an impact on their business - half said the impact is significant.
of capital availability still only affects about one-third of executives, but it hasn’t

diminished in importance.

“Over the past year or so, has your firm experienced A significant impact 39% 50%
problems with access to capital?”
A modest impact 35% 37% ‘
71% 70%
Only a minor impact 18% 12%
No impact at all 8% 2%
L 4
26% 28%
September 2010* September 2011
MYes MNo

The major culprit is the constraint of credit, with nearly 6 in 10 saying that credit

criteria tightening is the biggest barrier for them to accessing capital.

Credit criteria tightening ’ | 58%

Slow paying customers ’ | 37%

Bank acquisitions l 22%
Changes in focus l 13%
Bank closures I 12%




In 2011, we once again asked manufacturing executives a series of questions on
workforce issues, and in this area this year, it seems as if the outlook is somewhat
brighter than in 2010. While many of them don’t anticipate significant growth in their
workforces, half as many expect contraction of their workforces. Only 12 percent of

respondents expect their workforce to shrink as opposed to 23 percent in 2010.

69%

56%

Past 12 Months Next 12 Months

MGrew MShrunk ®Stayed the Same

The same trend holds when you look at companies by product type. While they
don’t really anticipate growth, they forecast less contraction, with only 7 percent of

component manufacturers anticipating a shrinkage of their workforce.

Workforce Size Last 12 Months Workforce Size Next 12 Months
(by prodcut type) (by prodcut type)
72%
60% 61%
50%
35% o

26% 30%

12% 14% 14% 14%
7%

Finished Good Component Finished Good Component

(64%) (31%) (64%) (31%)

MGrew ™Shrunk ®Stayed the Same

Younger and larger firms are actually pretty confident about increasing the size of
their workforce next year. 40 percent of those companies in business for 1to 10
years are expecting to grow their workforce and nearly 40 percent of firms with

revenues over $5 million.

Workforce Expectations for the Next Year

By Revenue Size By Years in Operation
78%
72% 70%
58%
54%
49% .
38% 40%
26%
18%
12%gg, 5% 3% 0%
5%
Under $1 mill  $1 mill - $5 mill  Over $5 mill 1-10 Years 11-15 Years  Over 15 Years
(56%) (23%) (15%) (9%) (15%) (76%)

M Grew ™Shrunk ®Stayed the Same
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In 2011, we introduced a new set of questions around attracting and retaining This factor cut across all demographics. It was listed as the most important factor for
employees. We asked respondents to rate a series of potential ways to attract and firms of all ages, sizes and industries.
retain employees. They were asked to rate each concern on a scale of 1to 10, where

1T means you are NOT AT ALL IMPORTANT and 10 means the factor is VERY
Attraction and Retention Factors (By %8-10)

IMPORTANT. We ranked those that were rated from 8 to 10 by the most respondents. By Revenue Size, Number of Employees, and Years in Operation

Wages Benefits | Schedule Development

The most significant finding is that providing health care coverage in some form or UnderiSimilllon]reventic 51% 25% 24% 21% 7%
fashion is seen as a means of attracting and retaining employees, even above wages $1 million - $5 million revenue 62% 42% 35% 1% 4%

by almost a 2 to 1 margin. Over $5 million revenue 57% 17% 25% 7% 7% J
Under 10 50% 24% 23% 20% 7%

More than 11 63% 35% 36% 10% 6% J

1-10 Years in operation 51% 27% 22% 19% 19% ]

Attraction and Retention Factors 11-15 Years in operation 49% | 19%  22% 9% 0% ‘

‘Over 15 Years in operation 57% 30% 29% 17% 6% |

Affordable health care | < /- o0 55%

28%

Salary and wage expectations

Competitive benefits package 27%

il

Flexible work schedules 16%

|

Formalized career development path 7%

—_
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This year, we included a series of questions on health care. Given that it was listed as
the top factor in attracting and retaining employees, and because it was also listed

at the top of potential threats for companies for two years running, we attempted to
dive a little deeper into the subject to learn more about the significant impact health

care has on the success of manufacturing in Washington.

What we found is that even though health care was listed as the top factor in
attracting and retaining employees, over a third of firms surveyed do not offer any

form of health care plan to employees.

PPO, or Preferred Provider
Organization

HMO, or Health Maintenance

n 14%
rganization L ,@ /4
HDHP with HSA, or a High- w (o )y o)

40%
Today, only

Deductible Health Plan with 7% ffi P health

Health Savings Account o1 firms oler a ) ealt
. care plan to their

POS, or Point of Service 3% employees

Indemnity Plan 3%

For most firms, health care costs comprise 20 percent or less of compensation
costs. Most of these companies foresee big increases to their (already high) health
care costs, with 66 percent anticipating increased costs. The consensus is that the
federal health care reform legislation passed in 2010 will increase costs or keep them
the same, with only 3 percent of respondents anticipating that their health care

costs will decrease due to the new federal health care legislation.

Stay the Same
23%

Increase
66%

55

Increase a Lot
11% Increase a Little

Decrease
3%

o
(SIS

Rising costs are seen as the number one problem with health care, and it’s not even close.

Rising costs of health care premiums 56%

Employee complaints about higher
deductibles and co-payments

Medicine has become a big business and is
not about caring for people anymore

Employee complaints about less generous health
care plans or HMO's and managed care plans

Consolidation of health care providers and
less competition

Government Intervention

Some other issue

Thus, when choosing a health care plan, cost to the company overall is the main determinant,

with quality of care, access and choice lagging far behind.

44%

Cost to the company overall

Costs that will be passed on to employees

Quality of the care

Choice of services, doctors, medicines
and treatments

Access to services, doctors, medicines
and treatments

Accreditation of services

Some other aspect
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95% of the world’s consumers live outside the United States. China’s emerging
middle class is larger than the entire U.S. population. It is primarily for these
reasons that if manufacturers don’t start looking to sell their products overseas,
they are going to miss out on opportunities for growth and, in some cases, their

very survival.

We once again took a look at exporting to see how many manufacturers are selling
and shipping their products overseas. What we found is that the number of firms
shipping internationally is slightly up in 2011, from 13% to 17%, but the percentage
of Washington products being shipped internationally has remained virtually

unchanged.

54% . Shipped 11% or
45% more internationally
ﬂg in 2010
Shlp 11% or more
1 internationally
: in 2011

September 2010 September 2011

¥ Ship Internationally Do Not Ship Internationally

Most of the growth has been in exports to Western Europe, which is up 9% over

2010. There was also growth to Northern Europe and Central America.

Canada 42% 44%
Western Europe 17% 26%
Eastern Asia 21% 19%
Australia and New Zealand 10% 13%
Northern Europe 8% 13%
South America 9% 10%
South-Eastern Asia 8% 10%
Central America 5% 9%
Eastern Europe 12% 8%
Western Asia 6% 7%
Southern Europe 3% 7%
Caribbean 2% 6%
South-Central Asia 7% 5%

Manufacturers predict that international shipments are expected to stay steady
for the next year or so, with over 90% saying that they will either stay the same or

increase. There is very little decrease expected in international shipments.

76%

61%

18% 1 16%

7%

September 2010 September 2011

MIncrease ™Decrease ¥ Staythe Same
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Washington manufacturers indicated that the biggest barrier to pursuing more
international business is the lack of overseas market opportunities. Regulations and

red tape, financial risks and lack of expertise were also ranked as barriers.

No market opportunities for my product |—‘ 22%
Not interested [ 16%
Regulations or red tape |~ 1%
Financial risks [ 7%
Lack of expertise |—‘ 7%
Lack of infrastructure u 4%
Export controls | . 3%
Language or communication barriers u 3%
Competition | 3%
Corruption [ 2%
Lack of legal protections u 2%
Lack of specific certification ol 2%
Economy | 2%
Cultural barriers || 1%
Lack of time internally 1%
Production capacity |j 1%

Those particular barriers are being addressed by both federal and state government.
In 2011, Washington State implemented a series of grant programs to assist in
increasing exports to meet the governor’s goal of increasing the state’s exports by
30%. There are also several programs and agencies federally that have been tasked
by the Obama Administration to help increase U.S. exports by 50% in the next 5
years. Most of these programs are focused on helping companies navigate the
export process as well as helping to remove or reduce the financial risks associated

with exporting.

As more companies take advantage of the vast export assistance resources available
to them in Washington, many of the barriers to exporting will start to be removed.
The number of manufacturers exporting, as well as the number of markets they

export to, is expected to see a large increase over the next few years.
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