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OVERSIGHT: Promoting the High Technology Business Sector in New York City

I
Introduction:  

On Wednesday, October 10, 2007, the Committees on Technology in Government and Economic Development will jointly hold an oversight hearing entitled, “Promoting the High Technology Business Sector in New York City.” Those invited to testify include representatives of the New York City Department of Small Business Services, representatives of the New York City Economic Development Corporation, representatives of New York City’s high technology/IT industry, including CEOs of local technology companies, and representatives of economic advocacy organizations.  At this hearing, the Committees hope to learn how the City of New York can attract, retain, and promote the expansion of small and start-up high tech businesses.
II
Defining High Technology 

The United States Bureau of Labor Statistics issued an update on high-technology employment using the North American Industry Classification System (NAICS) to obtain a more inclusive definition of the high technology sector.
  The NAICS was developed jointly by the United States, Canada, and Mexico (the three North American Free Trade Agreement partners) to provide new comparability in statistics about business activity across North America by providing a consistent system for economic analysis.  

The Congressional Office of Technology Assessment described high-technology firms as those “engaged in the design, development, and introduction of new products and/or innovative manufacturing processes through this systematic application of scientific and technical knowledge.”

The Bureau of Labor Statistics goes further stating, “an industry is considered high tech if employment in technology-oriented occupations accounted for a proportion of that industry’s total employment that was at least twice the 4.9-percent average for all industries.”  Using this definition the Bureau of Labor Statistics classified 46 NAICS industries as high tech.


According to the Bureau of Labor Statistics’ report, high-technology industries accounted for 14.4 million wage and salary jobs in 2002.  “Employment in high-technology industries increased 7.5% over the 1992-2002 period, compared with 19.7% for the economy as a whole, and accounted for 5% of the total employment growth.  During the same period, high-technology employment declined from 12.2% to 11% of total employment.”

High-technology employment is expected to rise at a slower rate than the economy overall between 2002-2012 (11.4% compared to 16.5%) with projected employment additions of 1.6 million jobs (almost 8% of all projected growth, and accounting for 10.5% of total employment) by 2012.


“High-technology occupations are scientific, engineering, and technician occupations, which include the following occupational groups and detailed occupations: computer and mathematical scientists; engineers; drafters, engineering, and mapping technicians; life scientists; physical scientists; life, physical, and social science technicians; computer and information systems managers; engineering managers; and natural sciences managers.”

Employment in these occupations require workers with in-depth knowledge of the theories and principles of science, engineering, and mathematics underlying technology, a knowledge generally acquired through specialized post-high school education in some field of technology leading up to an award ranging from a vocational certificate to an associate’s degree to a doctorate.  Individuals employed in these occupations are collectively referred to as technology-oriented workers.

III
The New York City Technology Industry

History Since the 1990s

Software and information technology was a major growth industry in New York City during the 1990s.  The NYC Comptroller’s office reported in 1999 that the city had outpaced the rest of the country in growth in this important industry, and that we had averaged a 15% annual growth rate in both number of jobs and number of companies from 1992-1999.  The growth peaked in terms of employment in January 2001, with over 50,000 jobs in the software / information technology (IT) sector in New York City.  This does not include another 50,000 – 100,000 jobs as programmers, systems analysts, and similar titles in the IT departments of non-IT companies in NYC.  While the number of software / IT companies in New York City has held stable at over 5,000, the number of jobs has decreased quite a bit and is now back to its 1998 level of approximately 30,000.  Most of the 5,000 software / IT companies in New York City employ under 100 employees.

New York City’s Competitors in IT

New York City’s software / IT industry is often called “Silicon Alley.”  The two areas in the country that are considered to be leading the nation in software / IT entreprenuership – and ahead of New York City – are the “Silicon Valley” area of Northern California and the Route 128 area in the metropolitan area of Boston, Massachusetts.  Additionally, in the 1990s, the software / IT industries in Austin, Texas and Northern Virginia grew rapidly.  Finally, besides competing against other parts of the United States, New York City competes in the global economy against countries like India where educated IT workers are relatively inexpensive compared to the United States.

IV
Industrial Technology Assistance Corporation (ITAC) Report

In September 2007, the ITAC issued a report entitled “Buried Treasure – New York City’s Hidden Technology Sector” (ITAC Report).  The ITAC Report indicated that New York City employed nearly 165,000 people in high technology businesses in 2004 (130,918 among private wage employees, and 33,888 self employed.)
  “Over three quarters of the city’s high technology industry jobs (125,944) exist in the services sector, with the remaining one quarter split almost evenly between the manufacturing, wholesale, and information sectors.”

High Technology industry employment represented 4.6% of the City’s private sector jobs in 2004 and 4% of the total private and public sector employment.  Transition from wage employment to contract employment is strong in the technology area due to the growing number of corporations outsourcing their technology services, as a result, many technologists operate as free agents.  33, 888 self-employment jobs represented 21% of the total high technology employment and that number is growing rapidly (the technology self-employed increased by 8% between 2003-2004).


High technology jobs generated earnings of almost $12.5 billion in 2004 accounting for 5.6% of the City’s total private employment wages and self-employment income.  With 4.6% of all private employment, high technology industries contributed more income to New York City than job creation measures indicate.  The earnings contribution from sole proprietors explains higher pay levels in high technology industries averaging $75,458 in 2004 (21% above the average private employer earnings of $62,545).
  


According to the North American Industry Classification System (NAICS), New York City’s three largest technology industries, each with over 25,000 jobs in 2004 employment were, management and technology consulting services, computer systems design and related services, architecture and engineering services.

The Milken Institute (Milken) conducted a study
 in 2005 which concluded that the greater New York region ranked second in the nation in terms of economic impact derived from life sciences industries. Milken ranked the New York region first in number of jobs, with a total of 74,592 jobs in life sciences.
  

A Brookings Institution study on biotechnology centers
 also ranks the New York region as first in pharmaceutical employment and life sciences research and development.  (The strength of life sciences in New York City is related to the City’s large number of premier medical research centers such as Columbia University Medical Center, Memorial Sloan-Kettering Center, New York University Hospital, Rockefeller University, and Weill Medical College of Cornell University.  Life science-related jobs in these centers are “embedded” in the NAICS codes of these institutions.  Thus, there are significant numbers of employees in life science related economic activities that are counted under the NAICS codes of hospitals and higher education.

There are approximately 96,000 individuals employed in core technology occupations in the City and they represent almost 2.5% of the total work force in New York City.
  Computer programmers account for 21% of all technology workers in New York, with computer systems engineers making up another 17% of the technology workers.  Within the New York City region there were 18,446 students enrolled in graduate science and engineering programs in 2004, significantly more than the Boston and San Francisco areas, with 11,739 and 11,239 students, respectively.

Challenge of Operating a Technology Business in New York City

ITAC conducted research to identify the challenges of operating a technology business in New York City.  This research found:

· Executives at small to mid-sized technology firms indicated reducing the overall cost of doing business would be most beneficial while stressing that assistance with access to skilled employees, access to capital, and identifying/forming strategic partnerships was also necessary.

· While small firm executives employ a variety of strategies to finance their businesses relatively few have received any funding or grants.  This includes 10% who have received funding or grants from the city, state, or federal governments.  One possible reason for the low incidence of governmental grants or funding is the businesses’ lack of familiarity with these resources. 

· Small firm executives strive to hire individuals who combine general business and communication skills with required technical skills.  In contrast, research and development (R and D) managers at large firms, where job functions may be more narrowly defined, expressed difficulty finding people with needed skills sets.


· Among small firms, joint R and D is fairly common with the firms conducting R and D functions with customers, other companies in their industry, and with suppliers. In contrast, R and D managers at large companies said they are performing “extensive” joint R and D with customers and suppliers. 


· Half of the R and D executives at large companies said they contract with small technology firms and that the small firm’s technology capabilities are a more important selection criteria that cost, industry knowledge, financial viability or scalability.  However, those who rarely or never contract with small firms expressed little likelihood of doing so in the future.


· Proximity to customers and markets was cited most often as one of the top reasons for locating in New York City.  For small firms, proximity to an owner’s residence was the only other factor cited by more than half of executives.  R and D managers at large companies were likely to mention multiple reasons, such as access to skilled labor, proximity to client firms, proximity to company management, and having always been located here.


· Both small and large firms note that being located in New York City carries certain challenges, particularly prohibitive business costs and infrastructure frustrations.  As a result, over 1/3 of executives at small companies said they had considered relocating in the past two years.

“When asked which areas of business assistance they would find most helpful, it is not surprising that small firm executives were most likely to cite “reducing the cost of doing business” (68% rated it extremely or very helpful).  However, other items that were high on their list of priorities speak to the desire to grow their business by getting out from under the day-to-day grind.  These included access to skilled employees (63%), access to capital (56%) and identifying/forming strategic partnerships (54%).”

V
Conclusion

Today’s hearing is intended to explore the challenges faced by small and start-up high tech businesses in New York City by focusing this discussion on the City’s competitive advantages as a high tech industry center, and on areas in which the City needs to improve in order to attract and retain more high tech jobs and businesses.
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