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Bill, thank you for such a nice introduction.  I hope everyone will still have those nice thoughts when I finish my remarks.  Bill suggested that I give you my views on our economy, especially the opportunities and pitfalls it presents for South Carolina.  Well, let me start by making a couple of disclaimers – (1) I am not an economist and (2) I will not ask you to invest any money with me.  And, I do not collect diamond-studded fountain pens or cartoon-character paintings, but I do have a wonderful collection of first edition books on the underpinning of capitalism.  I now have a home in Charleston that I thoroughly enjoy.  I split my time mainly between my farm in Lake City and Charleston.  As you might imagine, the dichotomy between the two environments is quite dramatic.  But, both reflect an integral part of our state and both must be considered in discussing our economy.  That is why I want to talk briefly from two perspectives – first, from the perspective of a former bank director and, second, from the perspective of the Chairman of the Palmetto Institute, an independent non-profit research foundation with the mission of increasing the wealth of all South Carolinians.  


When I first went to New York to work for Chemical Bank, the area everyone sought was M&A.  Of course, being a “mere girl” from South Carolina, I got tossed into the bankruptcy section along with my Italian, Jewish, and African American colleagues.  Mergers and Acquisitions were reserved for the white guys from the Ivy League schools.  Well, a strange thing happened to the M&A boys – the economy went south, the banks found themselves greatly over-extended, and it was left to a group led by a little Southern girl to pull them out of the fire.  The point then, as well as today, is that with any economy, no matter how good things are, they will get worse and no matter how bad things are, they will get better.  It’s those who are able to take advantage of the opportunities, particularly in times of crisis, who will succeed.  I believe we are in one of those crisis times today.  

In 2006, 32% of South Carolina households were paying more than 30% of their income in mortgages, compared to just 20% of households in 2000.  According to the Mortgage Bankers Association’s National Delinquency Survey, compared to 2.2% nationwide, approximately 2.6% of South Carolina mortgages – or about 21,000 loans – either were in foreclosure or at least 90 days behind on payments for the 12 months ending in June 2007.  Add those figures to the fact that it is estimated the state has lost close to 13,000 manufacturing jobs – or 4% of all manufacturing since August 2006 – and the State Board of Economic Advisors has projected a $430 million deficit next year with a potential for a billion dollar deficit in 2009 and 2010, and it puts a better perspective on what we are facing in South Carolina.  Of course, the Feds will try to keep our economy from going into a recession by lowering interest rates.  But, I do not know if such an effort will be enough this time.  We are facing a credit market that needs some reality adjustments, and we can no longer depend just on internal policies to keep our economy growing.  We are in a global economy that is more competitive today than ever.  And, more important, we are in an oil-based economy that is straining against its worldwide production capacity.  The secret is out – capitalism works and around the world emerging countries are consuming oil and other energy sources at ever-increasing rates to fuel their economies.  Along with this burgeoning global competition comes global warming and its remedies are just beginning to impact manufacturing, as well as commercial and personal lifestyle choices.  The challenges of world competition, global warming, and dependence on foreign oil present us with incredible issues.  

The question for us in South Carolina is, “How will we respond to such challenges or should I say, ‘opportunities’?”  “Will we view these challenges as obstacles, which will slow our economic growth, or will we view them as opportunities for a positive economic transformation for our state?”  Think about it – we live in an economy that is based upon access to relatively cheap oil-based energy.  Building materials, food, and retail products are all shipped long distances, put on rail or trucks, and distributed to destinations across the country.  With the competition for a barrel of oil pushing the price even higher, our economic system simply cannot continue to grow at the rates we desire without changes.    The price of oil will not only increase the cost of all these essential goods, but it will limit the consumer’s ability to spend money on other sectors of the economy.  Add the credit problem to this formula, and you will better understand my concern.
That potential scenario brings me to my second perspective as Chairman of the Palmetto Institute.  Our mission is simple – to provide independent, sound research to help improve the economic well-being of every South Carolinian.  It is not an easy task, particularly in a state like South Carolina that looks upon change as a deadly sin.  Our basic premise is, “In order to improve the economic well-being of our state, we have to become competitive in the global, knowledge-based economy.”  We have to build our assets in a manner that helps our businesses be more innovative, more productive, and more competitive.  We have to find ways to add value to our products and services.  Let me give you an example that I am sure you already recognize.  When we had our last decline in the building of new housing units, the industries providing the building materials also saw a decline – except for one area.  The building supplies needed to build “green” buildings continued to grow at a strong pace.  It was a small portion of the market but it clearly demonstrated that by adding value to your products, you could grow even in a difficult market.  
To have the strong, innovative businesses to compete in the global economy, we believe it requires a smart, well-trained workforce; it requires strong support by our research universities; and it requires a government willing to make the investments necessary to ensure a competitive economy.  But, most important, it requires collaboration between the public and private sectors, collaboration within clusters of industries, and collaboration with the other regions of our state.  We are too small a state to think otherwise.  
Let me start with our most critical need – a quality workforce.  The head of Toyota once told the head of General Motors that his company would become the dominate automobile manufacturer because of the quality of each worker – not the CEO, not the R&D, but the quality of each worker at Toyota.  In other words, their workers are better educated, more intelligent, and more highly trained than at General Motors.  When I was touring the BMW North America facility in Greer, the BMW President for North America told me that to be a floor supervisor or even a foreman at BMW, a worker had to be able to identify a problem, find a solution, and put it into some type of mathematical formula so that the next shift would not have to solve the same problem.  And, more important, they expected our TEC system, not our 4-year institutions, to teach these traits to individuals wanting to work at BMW.  
Workforce development has been a big target for the Institute.  Presently, we are working with the Lumina Foundation and our technical education college system in a national program called “Achieving the Dream.”  It targets individual student achievement, especially for students from distressed areas and disadvantaged minorities.  Forty percent of students who attend TEC have to take remedial courses.  Most of them get lost in the system and never get a degree or certificate.  By the way, the graduation rate for all technical education colleges is less than 50%.  If we could just increase this number by 5%, we have the ability to add millions of dollars to our economy.  Trident Tech was one of the four technical education colleges chosen to participate in the program.  It is a 3-year program but already we are seeing sound, helpful ideas come from the research.
Also in the workforce area, the Commerce Department recently began implementation of a statewide workers’ credentials program called “WorkKeys” based in part upon the research of the Institute on workforce quality in South Carolina.  What this means at a statewide level is we can more efficiently match the abilities of students and workers to the job needs of industry.  It also provides additional training to students who need to score higher to be eligible for the available jobs.  

We also have provided research on the need for early childhood and 4-K education.  We believe it is essential.  There is a clear interconnectedness with quality early childhood development and the quality of life not only for the child, but also for the community in general.  For the business community, such correlation transmits to the availability of a quality workforce and the productivity of our businesses.  It is that simple.

In the research area, we have worked closely with the research universities and the General Assembly.  Legislation based upon our research was adopted in recent years to create innovation centers through the South Carolina Research Authority to help start-up companies, to help with matching funds for research facilities, and to allow tax credits for support for the innovation centers.  (Let me tell you a success story in which I was involved – Martin Morad.)
In the area of our government making the investments to ensure a competitive economy, we still have work to do.  The General Assembly has passed important legislation that I just discussed that has helped tremendously.  They have funded endowed chairs despite serious opposition.  But, I must tell you, I worry about our overall tax structure, particularly with the passage of the so-called “property tax reform.”  In fact, the Institute has retained the best state tax consultants in the country to review both the potential effect of the property tax reform, particularly as it relates to the business and commercial sectors, and the projection by the BEA that our state will face a billion dollar deficit in the next couple of years.  One of the Palmetto Institute’s first projects was to develop a long-term strategy to make our state more competitive.  We are making progress but we need a stable, fair tax structure to help us become more competitive.  I am concerned with our present structure.  Our earlier research on the tax structure recommends a tax structure using several types of taxes at low rates to make sure our system is equitable, efficient, and strong enough to support our state without putting an undue burden on the taxpayer.  When a tax is eliminated, like the recent elimination of the property tax on residences for school purposes, the shift of those taxes can create inequities that will cause further erosion of our system.  It is clear we need an independent commission to review tax proposals to determine how they would affect different sectors of our state as well as our overall economy.
The last thing I want to mention today about the Palmetto Institute is our comprehensive agribusiness cluster research project.  This in-depth study will give us a roadmap to improving one of the biggest economic engines in South Carolina and at the same time develop sustainable energy alternatives to our oil-based economy.  Rather than just ignore the changes being brought about due to global competition, climate change, and foreign oil dependency, it will allow us to address them in a manner that can lead to a positive economic transformation for South Carolina.  Let me give you one example before I close.  Today, we consume 2.8 billion gallons of gasoline in South Carolina, which equates to $5.8 billion in revenue that leaves the state.  If we could discover a sustainable fuel from a South Carolina-grown agricultural product for just 10% of the gasoline, it would mean a boost to our economy of over one-half billion dollars.  That is powerful!  That is why the Palmetto Institute provides the research, and that is why I am talking to you today.  These issues go to the heart of whether you can succeed in South Carolina.  A strong competitive economy is a basic requirement for your success.  Do not let decisions affecting our economy be made without independent, sound research to support those decisions.  Politics as usual is not the right answer.
There you have it.  I am concerned about the strength and direction of our economy.  However, I do believe it presents opportunities for those who understand the economy enough to take advantage of the situation.  I also believe that if we make the changes necessary to become more competitive in a global, knowledge-based economy, we can improve the economic well-being of all South Carolinians.

Thank you.  
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