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The Best Places For Doing Business in America 2005

We examined 274 population centers, looking for job creation and other signs that businesses are
thriving. Here's what we found.

From: Inc. Magazine, May 2005 | Page 93 By: Joel Kotkin Illustrations by: Serge Bloch

The economies of most big cities are idling. The real entrepreneurial hotbeds are now on the periphery --
where low costs make it possible to thrive in a tough global economy.

The new economy didn't disappear. It changed addresses.

The dynamic, job-generating information-technology and service companies that characterized the boom
of the 1990s are still around. But it's getting harder to find them in the usual high-tech clusters like
Silicon Valley, Boston, and Austin. Instead, five years after the bubble burst and a year or so into an
economic recovery, those same kinds of companies are thriving in places like Reno, Nev., Boise, Idaho,
and Naples, Fla. -- cities that were once mere specks on the new-economy map.

Thanks to lower housing and labor costs, more favorable regulatory environments, and, in some cases,
lower taxes, these smaller cities are proving ideal places for doing business -- especially in a globalized
economy in which companies operate under relentless pressure to keep costs low and quality high. In
many cases, it is precisely these low costs that allow U.S. companies to successfully compete in
industries that often seem all but ready to concede to India and other countries. Rather than sending
business overseas, many companies are instead opting to contract with lower-cost domestic suppliers --
a new wrinkle in the outsourcing trend known as home-shoring.

Take Boise. Nestled at the base of the Rocky Mountains, the city has long been known for its
astonishing scenery and outdoor recreational opportunities. But in recent years, Boise has undergone a
transformation. Since 2001, the number of information jobs in the area has jumped 5.9%. Professional
business services jobs have grown 9.1%, and the financial services sector has grown more than 11.3%.
By contrast, San Jose, in the heart of Silicon Valley, has experienced a 23% drop in information jobs, a
21.5% loss in business services jobs, and a 2.2% loss in financial services positions over the same
period.

http://www.inc.com/magazine/20050501/bestcities.html 5/9/2005



The Best Places For Doing Business in America 2005 Page 2 of 6

Boise's surge is being fueled by companies like Treetop Technologies, a software services firm that has
added 83 jobs over the past two years and now has 110 employees and offices in nine states, Calgary,
and Singapore. Clients such as Hewlett-Packard, Agilent, and the state of Idaho rely on Treetop to
provide application support, development, and administration -- the very services that many fret are
destined to leave the U.S. for India. Treetop's revenue hit $10 million in 2004.

Founder and CEO Jason Crawforth, a 35-year-old Boise native, says he couldn't have done it anywhere
else. Housing prices in Boise can be as much as 75% lower than in the San Francisco Bay area,
according to the National Association of Realtors. That makes it easier to attract talented employees
while paying some 30% less than in Silicon Valley. A software-testing engineer earning $65,000 a year
at Treetop, for example, would command a salary of at least $85,000 in the Bay area, according to
Crawforth. "People here are competent, speak well, tend to be patient, and have a good attitude,"
Crawforth says. "I have almost no turnover and people love the opportunity to be here. That's what
makes this such a great place to do home-shoring."

Entrepreneurs like Crawforth helped propel Boise to the No. 2 spot in /nc.'s annual ranking of the best
places for doing business in America. And it's not just Boise. Nearly all of the areas ranking high on our
list are making use of the same formula. They're using their lower business and housing costs to attract
entrepreneurs and stimulate strong growth in IT, business services, and finance -- creating a new new
economy in the shadow of the old one.

How did Inc. arrive at the 2005 rankings? We didn't try to quantify subjective criteria such as good
weather and proximity to research universities. Our assumption is that job growth is the best measure of
a region's economic vitality -- especially as it applies to entrepreneurs. So we looked for jobs. If, as in
the classic Small Business Administration formulation, small businesses produce up to 80% of the new
jobs in this country, a region showing strong job growth is bound to be a hotbed of entrepreneurial
activity. What's more, strong job growth suggests that a region's economy is expanding. That means new
demand and new opportunities.

Inc. measured current-year employment growth in 274 metropolitan statistical areas, as defined by the
Bureau of Labor Statistics. (Most of the MSAs bear the name of a single city, but all MSAs include
areas surrounding the namesake city.) We also looked at average annual job growth over the past three
years and compared job growth in the first and second halves of a period comprising the past 10 years.
Job-growth factors account for about two-thirds of each city's final score; the balance among industries
accounts for the remainder. (For a more detailed explanation of our methodology, see "How the
Rankings Were Calculated," page 104. The rankings themselves begin on page 107.)

Scanning the list, it's hard not to conclude that the dominance of the nation's coastal urban centers is a
thing of the past. San Francisco comes in at No. 188, Boston at No. 203, and San Jose at No. 254. But
that's not exactly fair. For one thing, many of the smaller regions at the top of the list have
correspondingly smaller economies. Just as it's easier for fast-growing start-ups to post bigger
percentage jumps in revenue than larger, more established corporations, smaller cities also have an
easier time racking up impressive increases in employment growth rates. And not all big cities are
suffering. San Diego (No. 22) and Milwaukee (No. 66), for example, are making impressive strides. In
one of the list's biggest surprises, Washington, D.C., and its surrounding suburbs have emerged as a
veritable hot spot -- though that's largely the result of record deficit spending and the strong tendency for
government agencies in defense and homeland security to procure domestically. (See "This Sector Is
Secured," above.)

But the hottest areas continue to be the emerging economies of the South and West -- such as Reno, this
year's No. 1 city. Plenty of people may still head to "The Biggest Little City in the World" for gambling
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and easy divorces. But plenty more, many of them refugees from the San Francisco Bay area, are drawn
by low housing prices and the friendly business environment. That steady migration has resulted in a
14.1% increase in business services jobs and a 6.1% increase in financial services jobs since 2001. PC-
Doctor, for example, a maker of software to test the components of personal computers, used to have
offices overlooking San Francisco Bay. (See "A Californian Rolls the Dice," page 95.) But by 2003, the
company decided California's high costs were too much of a strain on the bottom line and moved to
Reno, setting up shop in a complex near offices of Microsoft and Intuit. With competitors in India
offering similar services for one-quarter of the price, the move was a matter of survival, says Aki
Korhonen, the firm's founder and president. "You can't make the argument for operations in the Bay area
versus India," he says.

But you can make the argument for Nevada, Korhonen learned. By moving to Reno, PC-Doctor has
been able to cut basic operating expenses nearly 20%. That's helped the company keep blue-chip clients
like Dell, IBM, and Fujitsu. And adjusting to doing business in Reno has been easy, Korhonen adds.
Most computer manufacturers have consolidated in Asia, so it doesn't much matter where PC-Doctor is
based. Nor has it been hard to attract talented employees. "A lot of our people are in their early 30s, and
they benefited from the move," Korhonen says. "They can buy a home and, if they want, have a family
on a single income."

Such factors have produced one of the most important shifts in the new new economy -- the movement
of young, educated workers, the raw material of growth, away from high-cost urban centers like Boston,
the Bay area, and New York. "The knowledge migration -- the bright flight -- is going to smaller places
that are not usually the prime suspects," says William Frey, a demographer at the Brookings Institution.
"These places now have more to offer. The Starbucks culture is now coast-to-coast. You can get satellite
TV, read good books, and go to good restaurants in all kinds of places."

Of course, not all lower-cost locales are doing well. No one complains about housing prices in, say,
Sharon, Pa. (No. 272), Lansing, Mich. (No. 273), or Muncie, Ind. (No. 274). But those areas, beaten
down by manufacturing's long decline, continue to suffer. On the other hand, communities that can
attract skilled workers and nurture knowledge-based or service-industry businesses are thriving. Fort
Mpyers, Fla. (No. 9), once was known as little more than a retirement haven. Now Fort Myers, as well as
much of the rest of the southwestern Florida coast, is brimming with newly minted information, business
services, and financial services firms, many of them staffed with migrants to the area. "There's a great
and growing availability of talent in the area," says Craig Pisaris-Henderson, whose search-engine
marketing firm, FindWhat.com, is based in Fort Myers. The company has revenue of $169 million and
employs 195 in an office a stone's throw from the Gulf. "We can fill most positions here within 24
hours," Pisaris-Henderson says.

FindWhat.com is cashing in on a little-noticed trend that has been building for well over a decade. Even
in the late 1990s, when the dot-com boom was in full flower and all the world's attention was focused on
Silicon Valley and Boston's Route 128, some of the biggest job gains among educated workers were
taking place in Sunbelt cities like Orlando, Phoenix, Charlotte, N.C., Atlanta, and Las Vegas. Between
1995 and 2000, for example, Naples, Fla., ranked first in terms of net migration of young, single,
college-educated people, according to the U.S. Census.

The process has only accelerated since then. Cities like New York, Boston, and San Francisco still
attract many of the best and the brightest when they are in their 20s and early 30s. But as these people
get older and start families, they tend to move to nearby suburbs or out of the region entirely. That's one
of the reasons, according to William Frey, that there has been large-scale out-migration among native-
born Americans from major urban centers and a corresponding movement of people into places like
Riverside-San Bernardino, Calif. (No. 6), Las Vegas (No. 14), and Phoenix (No. 16). Between 2000 and
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2003, for example, New York experienced a net out-migration of some 469,000 native-born citizens. In
San Francisco, the number was 118,000. Las Vegas and greater Phoenix, by contrast, each added
130,000 people over the same period.

These shifts in migration have had a profound effect on the relative health of the nation's largest and
most celebrated economies. Since 2001, for example, once red-hot Austin (No. 152) lost 12.9% of its
information and 7.3% of its business services positions. Over the same period, Boston, one of the new
economy's first hotbeds, shed 22.3% of its information jobs, 11% of its business services positions, and
6.8% of its financial services jobs. San Francisco, another former new-economy darling, has suffered
similar losses. New York City finally appears to be emerging from its post-September 11 slump, rising
41 places to No. 184, thanks to strong growth in health care and business and financial services. Yet
New York's overall performance pales compared with that of the region's suburban economies,
including Monmouth-Ocean, N.J. (No. 39), and Putnam County (No. 36) in New York's Hudson Valley.

Declustering patterns can be seen in big cities. Philadelphia and its suburbs seem to exist on
different planets.

Similar declustering patterns can be seen in other big northeastern cities. The economies of Philadelphia
(No. 265) and its southern New Jersey suburbs (No. 24), for example, seem to exist on different planets.
A similar divergence can be seen between fast-growing Manchester, N.H. (No. 21), and the Boston
region, from which it draws both workers and entrepreneurs. "Our address in southern New Hampshire
was a big draw for engineers from down there," says John McLaughlin, president and CEO of
CoreMedical, a medical-industry job-placement firm in Windham, about 20 miles north of Manchester.
"It's the taxes, the housing costs, and the business climate that make the difference."

Of course, not all metropolitan economies are hurting. Greater Milwaukee jumped more than 100 places,
to No. 66, this year -- one of several Wisconsin areas that are making the state an anomaly in the
Midwest. (See "Everyone's a Knowledge Worker," page 99.) Another surprise is St. Louis (No. 44). The
city's core continues to struggle, but its western suburbs are in the St. Louis MSA, and they boast a
growing array of technology and business services firms. Day Veerlapati, president and CEO of S2Tech,
a 75-person systems-development firm in the St. Louis suburb of Chesterfield, says lower costs,
particularly lower housing costs, have helped him recruit software writers. "When I tell my friends in
California that they can buy a four-bedroom house for $150,000, they start to salivate," Veerlapati says.

Many big cities are struggling to catch up. Michigan Gov. Jennifer Granholm, for example, has launched
a much-ballyhooed "cool cities" initiative, which stresses cultural and artistic development aimed at
attracting young knowledge workers and new-economy companies to suffering Michigan cities like
Detroit (No. 213) and Grand Rapids (No. 259). Mayor Martin O'Malley of Baltimore (No. 258) is
considered an emerging Democratic Party superstar for similar efforts to target the hipster crowd. Sadly,
neither the demographic data nor our own economic analysis reveals any substantial improvements in
those cities.

The problem lies not in a dearth of hipness, but in a failure among many large cities to address
longstanding problems rooted in the industrial age, says Joe Gyourko, a professor of real estate and
finance at the University of Pennsylvania's Wharton School. Many of America's older cities remain
saddled with large bureaucracies designed for a larger population and a broader tax base. Even as that
tax base has shrunk, few have managed to trim public payrolls or even boost productivity.

Philadelphia, for example, has succeeded in giving its center city an impressive face-lift -- attracting
tourists, as well as a growing community of singles, gays, and childless couples. One result is that real
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estate values have risen dramatically. But the city's high business taxes, poor level of public services,
crummy public schools, and reputation for political corruption continue to chase businesses to the
neighboring suburbs (which, because of the population density of the East Coast, have their own MSA).
"Philadelphia can't adjust to a high-mobility world where people can simply go somewhere else," says
Gyourko, who has studied the city's long-term decline. "To business and to the middle class, it seems
very hard to reform. It's simply easier to exit."

Are all established centers of high-wage employment destined to decline? Not necessarily. The existing
concentrations of skilled workers and capital in a big city still can propel job growth. Seattle, for
example, shot 91 spots up our list this year, to No. 72, thanks in part to Microsoft and its myriad
spinoffs. New York and even hard-pressed San Francisco also are picking up steam.

Such growth may well continue into the decade's second half. Of course, so will competition -- not only
from abroad, but from the increasingly competitive regions that top this year's survey. These are areas
that appear poised to provide the next generation of entrepreneurs the best fields of opportunity. Places
such as Boston, San Francisco, and Silicon Valley will probably remain prime places to launch new
concepts or companies, but they no longer may be the places to build them. "We've lost the hunger,"
says John Butler, director of the Ic2 Institute in Austin, which studies economic and technology trends.
"We don't really create jobs, we create companies. Route 128, Austin, and Silicon Valley are not where
jobs are being created in America."

Venture capital networks are sprouting in Utah and Nevada -- areas that have traditionally
looked to the coasts.

Meanwhile, new venture capital networks are sprouting in places like Utah and Nevada -- areas that
have traditionally been forced to look to the coasts for investment capital. In 2000, there was only $100
million in early-stage funds in Utah, notes Greg Warnock, managing director of VSpring Capital in Salt
Lake City. Today, he estimates, that total is more than $650 million.

It's no coincidence that Salt Lake City jumped 73 spots on this year's list, to No. 31. Says Warnock: "We
are positioned to become a center of innovation." You don't have to look too hard to encounter similar
sentiments in other centers of the new new economy. These areas not only are developing their own
investor networks, they are becoming increasingly attractive for investors from the Bay area.

Treetop Technologies' Jason Crawforth built his company without venture capital. But he welcomes
these developments. More investment capital means that more entrepreneurs and skilled workers will
begin taking a second -- or, indeed, even a first -- look at his hometown. Once they do, Crawforth
predicts, they'll be hooked by Boise's low costs and high quality of life. More than that, he believes
Boise's human values, its sense of community and cooperation, will accelerate its evolution into a major
technology center. "Boise is all about intimacy, about people knowing each other," Crawforth says.
"People here are determined to work together to create a community that can compete with anyone."

Contributing editor Joel Kotkin is an Irvine Senior Fellow with the New America Foundation and the
author of The City: A Global History (Modern Library, 2005).
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