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Absentee-owned manufacturing plants made up a significant

portion of the manufacturing sector in Oregon. In both 1969 and

1979, more than a quarter of the state's wage and salary

manufacturing workers were employed by manufacturers whose home

offices were located in other states or nations. Although the

orthodox economic view suggests that absentee-owned plants will

provide widespread benefits, others argue that the presence of

such firms leads to adverse economic changes in the host

economies in which the plants operate.

In order to investigate some of these changes, the empirical

relationship of absentee ownership to income growth, income

inequality, and employment instability were analyzed. Two

measures of absentee ownership were used: the level of

manufacturing employment In absentee-owned plants and the

proportion of all manufacturing employees in absentee-owned

plants in Oregon counties and SMSAs. The different measures of

absentee ownership reflect different assumptions regarding the

most likely alternative in the absence of absentee-owned plants.
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The level of employment in absentee-owned plants was used to

analyze the hypothesized Impacts under the assumption that

absentee-owned plants are a net addition to the economy,

displacing no indigenous manufacturers. The effects are

referred to as "absolute" impacts. The "relative" effects were

investigated through the application of models that include

measures of the proportion of manufacturing employment In

absentee-owned plants. These models reflect the assumption that

absentee-owned firms completely displace locally owned

manufacturers. If this assumption is adopted it Is appropriate

to compare the effects of absentee-owned firms to the Impacts of

indigenous firms that would have otherwise existed.

Several cross-sectional multiple regression models were

specified to investigate either the absolute or relative impacts

of absentee ownership on Income growth. The results provided no

strong evidence that absentee ownership affects income growth In

Oregon counties.

It is concluded from a partial correlation analysis that the

level of absentee ownership in a county was not significantly

related to income Inequality. But compared to local ownership,

absentee ownership was significantly associated with a larger

share of Income for middle income families and a smaller share

for the highest Income families.

From the results of a multiple regression analysis of the

relationship between absentee ownership and employment



instability, It was concluded that, compared to local ownership,

absentee ownership of manufacturers was significantly associated

with less employment instability.

The arguments of the orthodox theorists are more consistent

with the results than those of the critical social scientists.

None of the findings Indicated that absentee ownership was

associated with adverse economic impacts on the host economy.

The results suggest that if the goals of economic development

efforts are to decrease instability and equalize the income

distribution, then the present policy of industrial attraction

practiced in Oregon may be generally appropriate.
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The Relationship of Absentee Ownership of

Manufacturing Plants to Income Growth, Income Inequality

and Employment Instability in Oregon

CHAPTER I

INTRODUCTION

Absentee ownership of business enterprises, and its impact

on the local community, has been a source of Interest in this

country since the early part of the century. In the 1920's the

American economist, Thorstein Veblen (1933, p. 3) stated (and

perhaps overstated) that "In recent times absentee ownership has

come to be the main and immediate controlling interest in the

lives of civilized men." Since that time absentee-owned firms

have continued to be a source of controversy.

Supporters argue that they provide widespread benefits to

the local community. The major direct benefits include

employment, Income and tax revenues for the local economy.

Indirect benefits include a stimulated demand for local inputs,

and increased economic activity as local businesses provide

goods and services for employee of the absentee-owned plants.

Since such firms often have greater access to financial markets

(Barkley, 1978), and can realize economies not available to

independent firms (Barkley, 1978; Bain, 1954) such plants may be

more capable of surviving cyclical downturns providing a

stabilizing influence to a community in recession years.
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Others argue that the effects of externally controlled firms

are less benign. Decisions regarding the plant, its operations

and existence are made elsewhere, and are made in the interests

of the firm as a whole. Purchases of local inputs are thought

to be at a lower level than if the firm was independent and

locally owned (Dicken, 1976). Some locally generated income

(i.e. profits) may leak from the local economy to the region of

the home office.

Although employment opportunities may be generated, many of

the jobs are thought to go to inmigrants, especially if a

high-skill level is required. If few skills are required, wages

may be minimal (Shaffer, 1979). In either case, little

improvement in the income distribution is expected, especially

the income distribution among the host cornmunitys original

residents. In addition, since externally controlled businesses

are thought be have no commitment to the local community, and

tend to be more mobile than indigenous firms, they are seen as

unstable. In short, critics and supporters disagree on impacts

concerning economic growth, income distribution and instability.

Besides these concerns, critics agree that other, less

concrete, but no less serious problems are associated with

absentee ownership. External control of business is seen by

critics as eroding local autonomy. It is argued that absentee

ownership links many communities to large urban areas in an

unequal relationship in which production takes place in

non-metropolitan branch plants, but the higher administrative
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functions (along with high salaries and profits) are retained in

the metropolitan centers. Nonmetropolitan communities are

transformed Into "colonies" of the urban centers (Lovejoy and

Krannich, 1980). This relationship between the host community

and the metropolitan center is sometimes seen as analogous to

the "dependency" of less developed countries (LDCs) on the

advanced industrial nations.

Even this brief summary of arguments indicates that

externally controlled plants are evaluated by a number of

criteria. Even when the same criterion is applied (e.g. Impacts

of absentee-owned plants on economic growth in the private

sector of the host communities) often no consensus is reached.

In spite of this controversy "the major emphasis of both the

state's [Oregon's] and the numerous local public development

groups continues to be on Industrial attraction" (Street, 1982,

p. 8). PublIc funds are spent on infrastructure development,

local marketing, industrial parks, tax abatement, technical

assistance, and other incentives designed to motivate firms into

locating in Oregon. A report comissioned by the Oregon

Department of Economic Development regarding the cost-

effectiveness of such programs states that "there is public

involvement in activities when most of the direct gain accrues

to the private sector. There is a presumed benefit to the

community which results from the development of the local

economy" (Burke, 1980). In light of the uncertainty
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regarding the level and distribution of benefits of

industrialization (which results in "development") presumption

of benefits requires further investigation.

Further research regarding the economic and social effects

of industrialization may help determine whether such presumption

of benefits is warranted and whether a reconsideration of

development policy is needed.

A subset of such research is an investigation of the impacts

of absentee ownership of manufacturers on Oregon communities.

Since many manufacturers that locate in Oregon retain their

headquarters elsewhere (i.e. are absentee-owned) such research

Is clearly relevant. Even If manufacturing activity in general

does contribute to community welfare, externally controlled

manufacturers may have a different effect.

In this study It is argued that the lack of consensus

regarding the impacts of absentee ownership is partially due to

the implicit use of different assumptions regarding the

alternative to existing absentee-owned plants. That Is, there

Is an implicit disagreement regarding what the host economy

would be like if the absentee-owned plants did not exist.

One extreme position is that absentee-owned plants

completely displace indigenous enterprises that otherwise would

be operating. The other polar view is that absentee-owned

plants are entirely an addition to the economy, associated with

no displacement.
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Since counterfactual speculation of what "would have been

If..." necessarily results in uncertain answers, two slightly

different analyses of the impacts of absentee ownership were

conducted, each reflecting one of the extreme positions. The

relevance of the results of either analysis depends on the

acceptance, or the appropriateness in a specific case, of the

underlying assumptions.

The purpose of this study is to investigate the economic

Impacts of absentee ownership of manufacturing plants in Oregon

counties. More specifically, the objectives are to:

1. determine the impact of absentee ownership of

manufacturing plants on the growth of income in Oregon

counties.

2. determine the relationship between absentee ownership

of manufacturers and income inequality in Oregon

counties.

3. determine the impact of absentee ownership of

manufacturers on employment instability in Oregon

counties, and

4. evaluate the policy of attracting absenteeowned plants

based on the nature of their impacts.

In order to accomplish these objectives the following

procedures are conducted:



1. develop models to determine the impacts of absentee

ownership on income growth1 income distribution and

employment stability. For each of these three

relationships two models will be specified, each

reflecting an assumption regarding the alternative to

existing absentee-owned manufacturers, and

2. apply these models to Oregon counties to determine the

nature of the relationship between absentee ownership

and measures of growth, inequality and stability.

Organization of the Thesis

In order to provide some Idea of the nature of absentee

ownership in Oregon, and in her counties, the extent and growth

of absentee ownership in Oregon between 1969 and 1979 will be

briefly discussed in Chapter II. This chapter also presents and

discusses state and county indicators of income growth, income

distribution and instability.

Chapter III discusses theory which is relevant to the

understanding of the impacts of absentee ownership. Much of

previous theoretical argumentation is characterized as

reflecting either the "orthodox" or "critical" orientation.

In Chapter IV, the methodology and results of previous

research related to the impacts of absentee ownership is

discussed. Chapter V explains the methodology of the present

study, Chapter VI, the results of the empirical analysis. In

that chapter, the results are interpreted and briefly compared
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to the results of some previous studies. Finally, the last

chapter presents a summary and conclusions based on the

results. A brief discussion of policy implications, and

suggestions for further research are also included.

There are, in addition, three appendices. Appendix A

contains the data sources for the study. Appendix B describes

the procedures used in order to compute the inequality measures.

The test of assumptions required for regression analysis are

discussed in Appendix C.



CHAPTER II

ABSENTEE OWNERSHIP, GROWTH, INEQUALITY AND INSTABILITY IN OREGON

In order to provide a background for the empirical analysis

of the impacts of absentee ownership of manufacturing on growth,

inequality and instability, the extent and change of absentee

ownership in Oregon and in her counties will be briefly

described. In addition, the measures of Income growth, income

inequality, and employment Instability will be presented and

discussed.

Whether an owner of a business is considered "absentee" is a

function of the location of the plant, the location of the owner

and the geographical units considered. Other things equal, the

size of the spacial unit employed is Inversely related to the

proportion of business controlled outside. That is, the larger

the unit, the lower the level of absentee ownership. The most

appropriate spacial unit depends on the purpose of the study.

If a very large unit is employed (e.g. nation of region of the

United States) then a business may be defined as locally owned,

yet be controlled by distant owners who make investment and

management decisions tn accordance with the objectives of the

overall corporation (Dicken, 1976). Such plants may well be

considered to be absentee-owned to local residents.



According to Dicken (1976), the uses of spacial units based

on local labor markets are most appropriate. They are

functionally more realistic than others in that they roughly

reflect those most affected by the changes in the local

economy. In the empirical analysis of the present study, the

county orthe Standard Metropolitan Statistical Area (SMSA) is

the basic spacial unit employed. Although in a few cases,

isolated communities within counties or multicounty areas

(besides SMSA's) in which much commuting takes place might

better reflect local labor markets areas, in general, the county

or SMSA was thought to be satisfactory.

The manufacturing sector is an important component of the

Oregon economy, providing employment for almost a quarter of the

state non-farm wage and salary workers in 1969, a little more

than a fifth In 1979 (U.S. Department of Commerce, 1983).

During those years, a large part of this manufacturing activity

took place in absentee-owned firms throughout the state.

Between 1969 and 1979 the number of absentee-owned plants

grew substantially, while little change took place In the number

of locally owned manufacturing firms. The employment growth

rates were approximately equal! in both groups. These changes led

to fewer employees per absentee-owned plant and to larger

locally owned plants. Despite these trends toward convergence,

absentee-owned plants continued to be much larger than

Indigenous plants throughout the study period.
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The statements in the previous paragraphs summarize the data

regarding absentee ownership in Oregon compiled from the

Directory of Oregon Manufacturers (Oregon Department of Economic

Development, 1970, 1980). This section will provide a more

complete description of the extent, growth and distribution of

absentee ownership in Oregon.

In order to provide a better description of absentee

ownership in Oregon, rather than using a single definition,

three criteria were applied. Each is based on a different

spacial unit. Using three tabulations, It was determined

whether each manufacturing plant operating in Oregon had a home

office located out of the county In which the plant was located,

outside of the state of Oregon or in a foreign country. For

each county, the number of plants and employment in those plants

that met each criteria of absentee ownership was determined.

Table 1 presents information regarding the proportion of

manufacturing activity associated with absentee-owned plants in

the state and in the Willamette Valley. The data in the table

indicate that few foreign-owned manufacturers operated in Oregon

in 1969 or 1979.1 In 1969 only two Canadian-based firms

operated, representing less than 0.1% of all manufacturing firms

or of employment in the manufacturing sector. In 1979, four

foreign firms operated In Oregon: two Canadian-based, one with

11n providing information for the Directory of Orecion

Manufacturers, some foreign-owned firms may have listed a more

accessible domestic home office, rather than the actual foreign

location. Therefore, the data used in this study may understate

the actual foreign ownership in the state.
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an English home office and one with its headquarters in

Germany. Although in percentage terms growth in

foreign-controlled plants was impressive, such firms remained a

minor part of the sector in 1979.

In terms of the other less exclusive definitions of absentee

ownership, little change was observed in the percentage of

Oregon manufacturing employees working in externally controlled

firms. In both 1969 and 1979, a little more than a third of

Oregon manufacturing jobs were In firms in which the home office

was not located in the county of the plant. These firms

represented about one tenth of all Oregon manufacturers in 1969,

approximately 13% in 1979.

Of those firms in which the home office was not located in

the county of the plant, more than three-fourths had home

offices out of the state. Using either definition f absentee

ownership, the patterns of growth were quite similar: the

proportion of employment remained almost constant while the

percentage of externally-controlled manufacturing plants

Increased slightly.

Table 1 also provides information regarding the Willamette

Valley, the manufacturing center of Oregon. The Valley,

consisting of the Portland, Salem and Eugene SMSA's and Yamhill,

Linn and Benton counties, was the site of close to 70% of

Oregon's manufacturing employment in both 1969 and 1979.

Excluding foreign-owned firms, it was found that, relative to

the entire state, the proportion of absentee ownership in this



Table 1. Percentage of Manufacturing Activity in Absentee-Owned Plants: Oregon and Willamette Valley

1969 1979 Percentage Change

%of
Employment

%of
Firms

%of
Employment

%of
Firms

%of
Employment

%of
Firms

State of Oregon

Home office not in county 34.5 10.3 35.8 12.9 3.8 25.2

Home office not in state 27.8 7.9 28.6 9.8 2.9 24.0

Home office not in U.S. 0.10 0.005 0.13 .09 31.2 94.55

Willamette Valley

Home office not In county 28.6 9.5 31.3 12.4 9.1 30.5

Home office not in state 23.6 8.0 26.8 10.4 13.5 30.0

Home office not In U.S. 0.12 0.07 0.18 0.14 50.0 100.0

Source: Compiled by author from Oregon Department of Economic Development,

Directory of Oregon Manufacturers, 1970 and 1980-1981.
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region was slightly lower in terms of employment and about the

same in the proportion of plants. All the foreign-owned plants

were located In the Valley, in the Portland and Salem SMSAs.

As the data in Table 2 indicate, absentee ownership of

manufacturers Is widely distributed throughout Oregon. Counties

and SMSAs exhibited a large range in the proportion of

manufacturing employees working in absentee-owned plants. Using

either the county or state as the basis of defining absentee

ownership, the range was from zero to 96.5% of manufacturing

employment in absentee-owned plants in 1969, zero to 94.6% in

1979.

In both years, Gillam, Sherman and Wheeler counties, in

which the manufacturing sector is small, had no absentee-owned

manufacturing. Morrow county had none in 1969 but the location

of a large food processing plant in Boardman during the study

period resulted in absentee ownership dominating the

manufacturing sector in the county in 1979. In both years,

Harney county had the greatest proportion of employment in

absentee-owned manufacturing plants due to the operation of the

Hines Lumber Company (which incidentally shut down after the end

of the study period). The situations in Morrow and Harney

counties exemplify the significant influence that a single

manufacturer can have on ownership structure in the smaller

counties.

The county averages of the percentage of manufacturing

employment In absentee-owned plants shows considerable growth



Table 2. Percentage of Manufacturing Activity in Absentee-Owned

Plants: Oregon Counties.

H0iE OFII CL 801 114 (iKEGlIN (((ThE (3FF iCE NOT 10 C0(JNl

AOZ69 AOX79 AOZCH A0Z69 AOZ79 AOZI)(

BAKER :769231 30.2663 3834.62 13.4188 56.4165 .920.428

BENTON 6.46438 29.9145 362.759 19.8329 44.0430 122.075

CLAISOF 19.5529 65.6681 235.848 26.2026 73.0078 178.6213

COLUMI3IA 67.8915 56.5532 -16.7006 75.1140 65.0615 -13.38:90

COOS 32.9332 34.6573 5.23510 66.7825 60.6502

CR0OI 1.03413 52.5983 4986.25 12.4095 67.1487 441.106

CuRRY 22.0682 25.8333 17.0615 22.0602 25.13333 17.0615

EJESCIIUTES 18.4866 4.74795 -74.3174 44.1323 17.7122 -59.865?

DOUGLAS 35.6311 15.7723 -55.7345 35.9958 21.1929 -41.1239

GILLIAII 0. 0. 0. 0. 0. 0.

GRANT 32.7869 60.0000 83.0000 36.8852 85.1969 130.978

IIARNEY 96.5553 94.5808 -2.04499 96.5553 94.5806 -:2.04499

11000 RIVER 16.5074 21.729? 31.6359 16.5074 34.4477 (08.689)

,JACKSON 21.8768 24.7324 13.0532 25.2313 30.2109 19.7355

JEFFERSON .906618 13.2509 1361.57 3.08250 15.1943 392.922

JOSEPHINE 31.7099 16.7185 -47.2767 45.5741 46.3932 L79727

IJLAMAIH 46.8943 54.7213 16.6909 56.2885 62.2082 10.516;'

LAKE 38.3656 36.3850 -5.21247 43.5039 53.9906 24.1051

LAUE:EUGENE 51154 24.7186 22.5430 -6.91035 37.5979 37.8517 .675301

LINCOLN 1.67539 4.72837 182.225 57.3822 68.6117 19.,5o96

LINN 39.3720 50.1660 77.4155 57.7429 65.6769 (3.7402

IIALHEIJR 93.8549 81.6687 -12.9620 95.8052 03.3245 -(3.099;'

IIORROU 0. 55.0206 0. 55.0:106

0. 0. 0. 0. 0. 0.

TILLAIIOON 7.80379 11.3563 45.5224 18.9521 91.9533 385.189

UMATILLA 67.5496 19.5145 -71.1110 75.5741 27.0289 --64.2352

ONION 65.866? 78.2919 18.0641 65.866? 80.6643 22.4660

UALII1UA 67.289? 22.8659 -66.0160 67.209? 22.8659 -66.0180

UASCO 26.5438 65.4545 146.591 32.9954 80.6061 144.295

UHEELEIT 0. 0. 0. 0. 0. 0.

(ANHILL 26.4395 30.044? 13.6359 43.4783 42.53(4 --2.17771

POR1LNI) 61156 19.8940 23.4263 17.7557 20.7971 23.9232 (5.0597

SAlEM 61156 19.4697 39.6922 .567650 44.9240 44.6223 -.22647?

SlATE OF GRE) J.'.J3 2(3.1 2.93 34.5 35.8 3.06

I(I1IE ROZ EL II IS (0 lIlL I-[kCI HI (IF MNIIFiCllJRlI U0ER[R3 #I*tOYFD IY USEHfEE-tIUUEI.' P114-IS.

TI-IL -CII SUFFiX REFERS TO OlE L1RCFNT CIAII6E BETWEEN 1969(691 AND 1979(79).

SOURCE: DIRECTORY OF OREGON MANUFACTURERS (OREGON DEPARTMENT OF ECONOMIC BLVELUFIIENI, 19;'o,lTlIo--1981.)
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over the study period. Using the owner not-in-county definition

the 1969 county average of 38% grew to 48% by 1979. Employing

the out-of-state definition, the county numbers were 29% of

manufacturing employment in absentee owned plants in 1969, 35%

in 1979.

The state percentages are lower and, as discussed earlier,

did not change appreciably in the study period. The 1969 and

1979 measures based on county spacial unit were approximately

35% and 36%, respectively, and 28% and 29% using the

out-of-state measure of absentee ownership.

The differences between growth rates of the county/SMSA

averages and state measures Is due to the below average growth

in the proportion of manufacturing employees In the three SMSAs

(where more than 60% of the states manufacturing employees

work).

The percentages in Table 1 are based on the employment data

and number of manufacturers presented in Table 3. Excluding the

few foreign-owned manufacturers, ft can be seen that the growth

rates of employment In absentee- and locally owned plants are

quite similar. However, a significant difference between, growth

rates In the number of locally and absentee-owned plants was

observed. Whereas the number of absentee-owned plants (using

any of the definitions) increased by more than 25% over the

study period, little change in the number of locally owned

plants took place.



Table 3. Manufacturing Activity In Oregon by Ownership Status

1969 1979 Percentage Change

Employment Firms Employment Firms Employment Firms

Absentee-owned p1 ants

Home office not in county 67,507 425 82,250 550 21.8 29.4

Home office not in state 54,477 329 65,702 419 20.6 27.4

Home office not in U.S. 194 2 299 4 54.1 100.

Locally-owned plants

Home office in county 128,160 3,717 155,692 3,708 21.5 -0.2

Home office 'In state 141,190 3,813 172,227 3,839 22.0 0.7

Home office In U.S. 195,473 4,140 229,560 4,254 17.4 2.8

All manufacturing plants 195,667 4,142 229,859 4,258 17.5 2.8

Source: Compiled by author from Oregon Department of Economic Development,

Directory of Oregoii Manufacturers, 1970 and 1980-1981.
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These changes in employment and in the number of firms

resulted In less employees per absentee-owned plant but larger

locally owned ones. As Table 4 shows, in spite of these changes

In plant size, absentee-owned plants remained much larger, on

the average, at the end of the study period. Reflecting the

greater number of indigenous firms, the average manufacturing

plant size in the state increased by almost 15%. Relationships

between size of manufacturing plant and changes In the local

economy will be discussed in following chapters.

Economic growth, greater stability and, to a lessor extent,

a more equitable income distribution are widely accepted goals

of economic development. Investigation of the ways in which

absentee ownership of manufacturers located In Oregon may affect

attainment of these goals is a primary purpose of this study. A

brief description of growth, stability and income distribution

In Oregon follows.

Whether measured In terms of employment, population or in

gross product of the state, the economy of Oregon grew faster

during the study period than the national economy (Smith and

Weber, 1984).

In the present study, the manufacturing sector is of primary

Interest. The sector played a major role In the state's

economy, providing 24.5% of Oregon non-farm wage and salary jobs

in 1969, 21.3% in 1979. Manufacturing generated approximately
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Table 4. Manufacturing Plant Size by Ownership Status

Employees Per Plant

1969 1979 % Change

Absentee-owned p1 ants

Home office not in county 159 149 -6.4

Home office not in state 166 157 -5.4

Home office not tn U.S. 97 75 -22.7

Locally owned plants

Home office in county

Home office In state

Home office in U.S.

All manufacturing plants

34 42 23.5

37 45 21.5

47 54 14.9

47 54 14.9

Source: Compiled by author from Oregon Department of Economic
Development, Directory of Oregon Manufacturers, 1970

and 1980-1981.
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27% of 1969 non-farm earnings in the state, declining to 26% in

1979 (U.S. Department of Commerce, 1981, 1983). The declining

relative importance of the manufacturing sector in the state may

be partially due to the increasing importance of tertiary

industries.

In spite of this decline in relative importance, the

manufacturing sector grew during the study period. Statewide

earnings grew, in 1969 dollars2, from $1,518.1 million in 1969

to 2,115.6 million in 1979 or by about 39%.

Growth of the sector was measured in this study by

considering data regarding county manufacturing earnings.

Changes in the broader county economy, of which the

manufacturing sector was a part, was measured by use of county

earnings in 1969 and 1979. Nominal dollar figures were used.

County manufacturing earned income (In nominal dollars) for both

years, and the percent change between 1969 and 1979, are found

in Table 5.

In real terms, only three counties, all in north central

Oregon, failed to grow in earnings over the study period. These

three counties (Gilliam, Sherman, and Wheeler), and Curry

County, were the only counties/SMSPs In which real manufacturing

Income failed to grow.

2The Portland Consumer Price Index was used to deflate

data.



Table 5. Earned Income from Manufacturing and from Employment
in Oregon Counties ($000)

y1169 VII?? ThCH TL6? YE?? YCH

B4EER 6386 15761 138.976 34320.0 76770.0 123.689
BENTUN 20956 81643 289.592 113160. 340500. 20Q.9;'2
CLAISOP 26346 71203 170.261 65740.0 179650. 174.274
C0LUHI1A 22679 61541 171.357 67540.0 222370. 22.242
COOS 56576 130260 130.23? 136950. 330000. 14(1.964
0:0011 10206 32298 216.461 23930.0 71370.0 198.245
CURI7Y 13892 27356 96.9191 27140.0 75860.0 I)S..5l4
DESCIIIJIES 18177 66145 263.894 70690.0 322560.
000GLAS 80647 222679 176.116 166610. 505860. 203.619

33 49 48.4848 7390.00 10950.0 48i1;'32
GRANT 6159 13350 116.756 18330.0 42710.0 13...006
IIARNEY 5410 17820 229.390 18590.0 48790.0 162.453
11000 RiNl-J1 8009 22043 175.228 37080.0 104170. 180.93:5
.IACI(SON 53690 156895 192.224 199510. 646360. 2:73.974
,JEIUERSIMI 3402. 140900 314.168 19430.0 57940.0 1911.199
IOSEFHII4E 21024 716020 240.573 63170.0 217370. 244.10:3

PLAMATII 30967 108475 . 250.292 127110. 326550. 156.903
tARE 36510 98780 170.556 16700.0 39340.0 135.569
I AIJE:EIJGENE SMSA 161181 429160 166.260 499630. .155185E+0.' 210.600
lINCOLN 15435 432720. 180.350 51070.0 166760. 221.496

60482 241109 199.581 163990. 479320. 192.286
I1ALHEUI 8684 22128 154.813 54240.0 110080. 117.699
11110000 1137 15987 1306.07 11800.0 58770.0 :5913.051
SHERIIAII 63. 91 44.4444 7680.00 11080.0 40.6091
IILLAIIOOII 12962 30434 134.794 35450.0 107630. 20:3.611
lJl1AT1LL 20699 63855 208.493 117240. 332200. 183.351)
111106 11141 32905 195.351 43150.0 119260.

IIALI 004 2045 70320 243.663 3440.0 33500.0 149.256
114090 934 33901 252.720 53440.0 137550. 157.391

2116 520 -75.4253 4560.00 7530.00 65.I510
YAI1IIILI_ 23588 102934 336.303 87320.0 292250. 2:54,609
lORTLAIID Sl1S 700701 .198153['O7 182.793 .274564E+0? .757620E+07 75.936
SALEM SMSA 80827 261190 223.147 433570. .132498E*07 :705.590
STATE OF ORECON 518111 4391048 189.244 5493586 15963004 190:375

NOIE:Yl1 IS EARNED INCOME FRaIl MANUFACTURING. YE IS COuNTY EAROCI1 INCOME.
SOIJRCI: U.S. DEF'ARTMENT OF COIIIIERCE(1983).

N)
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PuiI.{',tLUiIIsL!t1IIIJ!i!

An increase in county income may not be widely distributed.

A county economy may be stable but provide insufficient

employment opportunities or too few medium and high-wage jobs.

In such cases, growth and stability may not be associated with

increased welfare for many of the county residents. Therefore,

in order to better describe the county economy the distribution

of benefits is important.

It Is expected that ownership status of manufacturers would

be most likely to influence the distribution of manufacturing

income if any type of income would be affected. However,

because distributional information is unavailable for

manufacturing income, income inequality will be described in

terms of family income. In addition, the family poverty rates

are used to focus attention on the lower income groups.

There are a number of methods used to measure the degree of

income inequality. In this study several are used: the Gini

coefficient, the share of family3 income accruing to the

lowest, highest and middle two quartiles of families and the

percent of families in poverty.

Table 6 presents the income shares of total family income

that accrue to the lowest, highest, and middle two quartiles of

3Since the family is the basic consuming unit it was used

as the unit of analysis rather than the individual.



Table 6. Income Shares of Oregon FamFJIes

111171 P61114 110.5'? II8'9 11U411

44.?080 14.2970 .2012151-01 - 413.5700 47.0500 I.4'1:'40
81111011 41.6000 44.7560 7.30004 50.9500 47.4600 /,.I34/115

44.0560 43.5900 -1.03959 40.1000 40.7500
COhIIlIljIA 45.6500 46.9/50 2.09449 46.1100 44.7900 -21/'2;'2
COOS 44.1049 44.7600 1.50553 47.7000 47.lI00

43.6020 42.3440 -2.00519 40.4900 49.8300 3.403:10
47.9550 4?.0330 - .204011 50.0600 49.4300 -i .:'5114?

D(SCIIIIILS 43.0150 43.oi70 -.542450 40.8000 49.2100 -1.20)0?
PUIIGIAS 44.1650 45.7490 2.19015 47.7500 45.0500
flll1J,fl 44.5040 41.0000 -7.85932 45.9200 51.0000 11.2.549
OIiAHI 41.9190 44.8600 7.01591 49.1700 46.4900 -5.4'0l0
11691116 14.fll0 45.6710 2.10145 45.9200 45.1400 -l..491161
IIOIJ1, 9(UIU 43.3130 44.64/0 3.07991 49.1700 47.0000
.IACISON I3.71O 43.4400 - .196609 49.9500 48.9300 -.408',I9QE-04

44.4760 42.6440 -3.35056 48.7000 49.1900 1.13040.4

JOSllllItIt '42.9420 43.0130 7.02012 49.0400 40.6700 -7.417113
IIAMA4II 43.6500 45.2/40 3.71363 47.9600 47.0200
4411 45.56)0 46.6000 2.27591 47.2600 45.0700
I AII1:[llGLNIj SI4SA 4?.0/0 43.6770 1.60514 40.1100 48.6200 -.111476?
I 11110111 41.3810 42.4020 7.46732 51.6000 50.3400 -7_4411e,
lION 45.3710 45.3500 .5957741-04 46.2100 46.9100 1.514132
14*11511113 42.9600 42.6700 -.675041 49.7900 49.7100 -.401e,L'f--01
IIORIIIU 40.5310 45.5020 47.2647 52.5600 46.0900 -12_309:'
5151941644 45.4140 43.6090 -4.03160 46.4600 40.3000
lJI..lAlPflJU 39.3990 47.7950 0.61951 53.6600 49.2900 -11.1440;'

111161111,1 41.5740 44.3620 1.92537 40.3000 47.2900 2.19110
11111011 44.6700 45.4070 1.15730 46.7300 46.8400
U611OIM 43.4350 44.3650 2.14113 49.2700 47.4900 -4.74193
LJ*SCO 44.9540 45.5410 1.31254 46.2200 46.5000 ./,'13804
uulftrp 44.8660 - 40.9.140 0.161117 45.6200 50.6400

Ai4IIll 1 43.3060 45.0110 3.94403 49.0600 46.7600 - 1.653014

101416,40 5445,5 47.7010 44.3830 3.9390! 49.0400 41.3000 -3.3019'?
5*1011 5115* 44.2050 44.30 10 .490640 47.0/00 41.4100
51649 UI OILSON 4?.q 43.4 4.4 49.4 40.0 -4.2

N)
N)
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the population. If families are ranked by their income and then

divided into four groups, each having an equal number of

families, then the income share of the lowest quartile is the

percentage of total family income accruing to that group with

the lowest income. As the share of the lowest or highest

quartile approaches 25% and the share of the middle quartiles

approaches 50% an equal distribution of income is approached.

Table 6 presents data regarding income distribution among

families in Oregon and in her counties. For the state as a

whole, it appears little change has taken place in the seventies

in the state family income distribution. Between 1969 and 1979,

the income shares of the lowest 25% increased slightly from 7.7%

to 7.8% of total family Income. The middle two quartiles share

increased from 42.2% to 43.4% and the share of the top quartile

declined from 49.4 to 48.8 of total family income (University of

Oregon, 1982).

The Gini coefficient indicates the degree of overall

inequality. If each percentile of families received its exact

share of the income, then the Girii coefficient would equal zero

indicating perfect equality. As the income distribution becomes

more skewed the coefficient approaches unity. A more complete

explanation of the meaning of the Gini coefficient can be found

in the methodology chapter. A description of the procedures

used to calculate the coefficients can be found in Appendix B.

The 1979 Gini coefficient for the state, indicating overall

inequality, was not computed nor available from other
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publications. However, the changes in the county/SMSA Gini

coefficients (Table 7) indicate that the trend during the

seventies was most likely toward slightly less overall

inequality, if any change took place. In 21 of the 33

counties/SMSAs (including the Portland and Salem SMSAs) a

decrease in the Gini coefficient was observed.

Inequality was generally highest in those counties in which

the dividends, interest, and rent component represented a higher

than average share of total personal income. Nationally, the

component makes up a disproportionately large part of total

personal income (U.S. Bureau of the Census, 1982) among high

income families. For the three counties with the highest Gini

coefficient in 1969 and 1979, five of the six counties fit this

pattern (U.S. Bureau of Commerce, 1983). In both years, Lincoln

County, on the Pacific coast, was one of these high-inequality,

high-dividends, interest and rent counties. This may be a

reflection of Lincoln countys appeal as a place to retire for

those with higher than average income from dividends, interest

and rent.

The greatest decrease in inequality took place in Morrow

county. Construction of a energy facility and the opening of

two rather large manufacturing plants took place in the

seventies resulting in a sharp employment increase. The income

from these workers tended to expand the middle of the income

distribution and lower inequality. The middle two quartiles

share increased over 12% during the study period.



Table 7. Gini Coefficients and Family Poverty Rates for Oregon Counties

G(N16 INI7 GINICH F13V6 POW POVCH

.372000 .354000 -4.83871 14.1000 9.70000 -31.2057
BENTON .385000 .354000 -8.05195 8.20000 7.40000 -9.75610
CLAISOP .360000 .370000 5.00000 8.60000 7.80000 -9.30233
COLUMBIA .333000 .323000 -3.00300 9.10000 7.50000 -17.5824
COOS .346000 .352000 1.73410 8.10000 8.20000 1.2345?
CR0011 .358000 .381000 6.42458 9.40000 8.00000 -14.8936
CURRY .383000 .372000 -2.87206 11.6000 9.30000 -19.8276
DESCHUTES .370000 .362000 -2.16216 10.2000 7.70000 -24.5098
DOUGLAS .346000 .335000 -3.17919 11.4000 8.60000 -24.5614
GILLI.M .326000 .394000 20.8589 8.00000 7.20000 -10.0000
GRANT .340000 .337000 -.882353 10.1000 9.00000 -'10.8911
HARNEY .324000 .322000 -.617284 5.40000 7.70000 42.5926
HOOD RIVER .369000 .347000 -5.96206 11.0000 6.90000 -41.5254
JACKSON .365000 .369000 1.09589 10.1000 8.80000 -'12.8713
JEFFERSON .362000 .351000 -3.03867 13.1000 10.1000 -22.9008
JOSEPHINE .382000 .370000 -3.14136 13.9000 12.6000 -9.35252
KLAHATH .349000 .353000 1.14613 10.0000 9.90000 -1.00000
LAKE .356000 .328000 -7.86517 12.4000 10.7000 -13.;'097
LAN(:EUGENE SMSA .361000 .366000 1.38504 7.90000 8.50000 ;'.59494
LINCOLN .401000 .389000 -2.99252 11.0000 8.10000 -26.3636
LII))) .334000 .352000 5.38922 9.80000 10.2000 4.08163
IIALAEUR .382000 .380000 -.523560 16.1000 13.9000 -13.6646
iIORROU .409000 .338000 -17.3594 9.60000 8.10000 -15.620
SHER1IAN .347000 .345000 -.576369 11.0000 11.1000 .909091
TILLAHOON .422000 .371000 -12.0853 11.1000 7.60000 -31.5315
IJ(IATILLA .357000 .351000 -1.68067 10.4000 7.90000 -24.0385
UNION .336000 .348000 3.57143 7.40000 9.80000 32.4324
UALLOUA .374000 .346000 -7.48663 14.6000 7.30000 -50.0000
UASCO .331000 .346000 4.53172 8.30000 8.50000 2.40964
UHEELER .322000 .377000 17.0007 10.3000 14.2000 37.8641
YANHII..L .369000 .345000 -6.50407 10.2000 7.80000 -2L5294
PORTLAND SMSA .360000 .351000 -2.50000 6.80000 5.30000 -2!.0588
SALEM SMSA .355000 .352000 -.845070 9.90000 8.10000 -10.113113
Taic tic flI'ccI1.i t.&-, ...

8.6 7.7 -11.6833
NOTE: GIN) REFETS T fliC GINI COEFFICIENT OF INEQUALITY. FOV REFERS TO THE FAMILY POVERTY HATE.
THE -CH 9YrFIX .LEF.S TO THE PERCENT CHANGE I4ETUEEN 1969)69) AND 1979(79).
SOURCE: COMPUTED FROM U.S. BUREAU OF THE CENSUS (1970,1980)DATA.

N)
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A decrease in the Gini coefficient for the state over the

study period would Indicate a change from the trend of the

sixties. The 1969 Oregon Gini of .367 was higher than the 1959

value of.350. However, the 1969 figure showed less inequality

than the 1949 value of .371 (Fitch and Schefter, 1974).

In 1949, 1959, and 1969 the United States as a whole has

shown greater inequality than Oregon, but the degree of national

inequality has decreased every decade (Fitch and Schefter,

1974).

A high Gini coefficient does not necessarily Indicate a high

Incidence of poverty. The coefficient indicates the overall

degree of income concentration, but not in which group the

concentration takes place. Therefore, the poverty rate is used

(in addition to the income share accruing to the lowest

quartile), to investigate the lower end of the income

distribution. Table 6 presents the percent of families in

poverty for the year 1969 and 1979 as well as the percent change

In the poverty rate.

The data shows a decrease in poverty for the state in the

study period from 8.6% to 7.7% of all families (U.S. Census,

1979, 1980). In 1969 county proverty rates ranged from 5.5% in

Harney county to 16.1% In the adjacent Maiheur county. A

similar range existed In 1979, from approximately 6.0% in the

Portland SMSA (excluding Clark county, Washington) to 17.5% of

families in Wheeler county.



It is interesting to note that those counties ranked highest

in inequality by the Gini coefficient don't necessarily rank

lowest in poverty or in the income share of the lowest quartile.

The association between these indicators are discussed below.

If the Inequality measures are closely related, then factors

that tend to effect one indicator are more likely to have an

Impact on the others. In order to determine the empirical

relationships between the inequality indicators correlations

were computed between them, both at one point in time and as

they changed in time. These correlations are found in Table 8.

Simple correlations between pairs of indicators measured in

the same year are listed first.

The pattern of 1969 correlations between the Gini

coefficient and the income shares, indicates that, as expected,

increases in income accruing to the lowest quartiles of families

is strongly associated with less Inequality (-.883) and income

of the top quartile is associated with greater inequality

(.985). Less intuitively obvious, but not unexpected, is the

strong negative relationship between the share of the middle

Income groups and inequality (-.819). The 1979 measures of the

Gini coefficient also showed a similar pattern of correlation

with the 1979 income shares, although the degree of correlation

with the income share of the lowest quartile decreased somewhat

to -.706.

The poverty rate was moderately correlated with the Gini

coefficient in 1969 (.437) but the association dropped



Table 8. Correlations between County Indicators of Income

Inequality

indicators Correlations Between the Indicators

1969 1979

GINI - LQ -.883 -.706

GINI - MO. -.819 -.828

GINI - HO. .958 .942

GINI - POV .437 .189

POV - LQ -.620 -.210

GINICH - LOCH -.875

GINICH - MOCH -.809

GINICH - HOCH .903

GINICH - POVCH .461

POVCH - LOCH -.512

G1N169 - G1N179 .283

LO69 - LQ79 .341

M069 - MQ79 .511

H069 - H079 .240

P0V69 -P0V79 .341

Note: See Tables 6 and 7 for indicator definitions.

Source: Computed by author from U.S. Bureau of the Census (1970,

1980) data.
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considerably by 1979 to .188. The correlation between the

poverty rate and the income share of the lowest quartile also

decreased from -.620 in 1979 to -.210 in 1979.

The decrease in association between the poverty rate and the

other inequality indicators may be partially due to a difference

in criteria used to define the poverty threshold. The 1969

threshold did not distinguish among families with seven, eight,

nine or more people. The 1979 figures made this distinction

when classifying a family's status. The major effect was to

increase by 20% the farm population classified as poor in this

country in 1980 (University of Oregon, 1982).

The income share measure and the Gini ratio ignore family

size, but 1979 proverty measure is more sensitive to size

differences that it was in 1969. Thus a decreased association

between the poverty rate and the other inequality indicators

might be expected, especially in counties that have relatively

high farm populations.

In general, Oregon family size decreased significantly in

the seventies, with a much greater proportion of poor families

represented by families with female householders and with

children present (U.S. Bureau of the Census, 1970, 1980,

University of Oregon, 1982).

In order to further investigate the hypothesis that changes

in one indicator are associated with changes in others, the

simple correlation between the percent changes in the indicator

between 1969 and 1979 were computed. The correlation are in the
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directions expected and show moderate to high degrees of

associations.

To determine the stability of Income distribution patterns

over time in Oregon counties, the simple correlations between

the same inequality measures at different points in time were

computed. If a county that was relatively high (or low) in one

of the inequality measures in 1969 continued to maintain a

similar status in 1979, then the correlations between the 1969

and 1979 merasures would be expected to be high and positive.

The correlations indicate that while poverty patterns tended to

persist over time (in spite of the criteria changes) the pattern

of the income shares and of overall income concentration tended

to change more.

A relatively equal Income distribution, a low level of

poverty, and economic growth are generally considered desirable

characteristics of an economy. Yet if the growth is erratic it

may lead to periodic unemployment, and increased difficulty in

planning in both the private and public sectors. Instability in

Oregon will be briefly discussed In the next section.

One measure of economic instability is the standard

deviation of the annual growth rates in employment over a period

of time. Larger standard deviations imply greater fluctuations

around the average annual growth rate. Using this measure, the

instability index for the State of Oregon for the years
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1960-1979 was found to be twice as high as the national value

(Smith and Weber, 1984). InstabilIty in Oregon's population and

In the gross product of the state were also found to be greater

than the

The standard deviation measure of instability was applied to

Oregon county annual growth rates of manufacturing employment

and of non-farm wage and salary employment for the years 1969

through 1979. The instability indexes, presented in Table 9,

indicate that manufacturing employment is generally more

unstable than non-farm employment. The manufacturing

instability indexes were found to be higher in every county

except Gillian and Sherman counties. Very few manufacturing

employees work in those counties.

Durable good manufacturing tends to be a relatively unstable

sector of the economy (Hoover, 1975). Since, throughout the

study period, the durable goods manufacturing sector employed

approximately three-fourth of Oregon manufacturing workers (U.S.

Department of Commerce, 1983), and it was not expected that

Oregon counties systematically departed from the structure of

the state manufacturing sector, the greater instability of the

manufacturing sector in most counties was not unexpected.

By far, Morrow county experienced the greatest employment

instability in both categories. During the study period, an

electric-generating plant was built in the cbunty resulting in

sharp increases in employment in some years. The work force

required for construction of such a plant is often several times
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larger than the work force required to operate the facility

(Leistritz, 1982). Thus, changes in construction employment

(and in related industries) were probably factors contributing

to the high instability in the county. Two rather large

manufacturers opened in the county during the seventies (Oregon

Department of Economic Development, 1970, 1980-1981) resulting

in greater Instability in the manufacturing sector.

The two counties with the lowest manufacturing instability,

Gillian and Sherman, had only six and two manufacturing

employees, respectively, thoughout the study period. According

to available sources (Oregon Department of Economic Development,

1970, 1972, 1974, 1976, 1978, 1980-1981) the local newspaper

publisher is the only manufacturer in these counties.

The Salem SMSA was found to be one of the most stable areas

in the state, reflecting the influence of the large, and

relatively stable, government sector.

To summarize the information in this chapter, absentee-owned

manufacturing plants made up a fairly large part of the Oregon

manufacturing sector in 1969 and 1979. Between these years

employment in absentee-owned firms grew approximately as fast as

indigenous firm employment, but faster in terms of the number of

manufacturing enterprises. Little change took place in the

proportion of wage and salary manufacturer employees working in

externally controlled firms.

During the study period, the economy of Oregon grew faster

and showed greater Instability than the national economy. The
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counties showing greatest growth also exhibited the greatest

instability.

Data indicates that little change has taken place in

Oregon's income distribution. Most counties experienced

slightly less inequality (as indicated by the Gini coefficient)

in 1979 than they did in 1969.

Absentee ownership of manufacturers in Oregon, and some

other characteristic of the economy, which are hypothetically

linked to absentee ownership, have been briefly described. The

focus will now shift from this empirical context to the

theoretical background of the study's problem.
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CHAPTER III

THEORETICAL CONS IDERATIONS REGARDING

THE GROWTH AND IMPACTS OF ABSENTEE OWNERSHIP

A theoretical framework may be valuable in understanding the

nature of absentee ownership's impacts on the local economy. By

identifying and explaining mechanisms through which economic

changes related to absentee ownership may take place, theory

provides us with a simplified, limited world view ignoring all

but a few of the Interactions between absentee-owned firms and

the local economy of which they are a part.

In addition, theory can be helpful by providing a context

for understanding that transcends specific mechanisms and

characteristics. In this study, an example can be found in

views of some of the more extreme dependency theorists. They

characterize the absentee-owned plant as the major control unit

of Industrial society that locks the less industrialized

"periphery" into a dependent relationship with the metropolitan

"center". In this case, an abstracted world view is also

presented, but rather than focusing on the relationships between

specific factors of absentee-owned firms and the economy, It

suggests that absentee-owned firms can only be understood in a

broader context, which must Include historical and social, as

well as economic analyses. Athough this chapter discusses

these broader approaches to the problem, the impacts are most
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often considered in narrower terms.4

It is clear that no single explanation of the role of

absentee-owned plants in the development process is generally

accepted. Rather a number of theories exist, differing in

assumptions, emphasis and implications. A survey of these

theories, however, suggests that they can generally be

categorized as belonging to "orthodox" or "critical"

perspectives.5

Two major topics will be discussed: (1) explanation of the

establishment and growth of absentee ownership and (2) economic

consequences of that control. The first topic, although not

essential to the understanding of the second, which is the chief

focus of this study, provides a broad introduction to the ideas

of the perspectives which will be more fully developed in

discussing the impacts of absentee ownership.

Ils1RffIiir.iw&

The perspective referred to here as "orthodox" dominates

development thinking in the United States. The term is used to

refer to those views based on a model of competitive market

capitalism reflecting the neoclassic conception of society.

Just as a person can be expected to maximize his own

4This is not to say other types of analysis are less
valid. Rather, the study Is primarily an empirical
investigation and theory that provides "testable" hypothesis are
emphasized.

5This dichotomy is similar to that of Jameson and Wilber
(1979, p.2) who distinguish between "orthodox" and "political
economy" paridigrns of development.
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self-interest, similar automatic, self-regulating mechanisms are

thought to exist that manage economic affairs. The automatic

adjustments that occurs through the free working of the market

result in the most efficient resource allocation leading to the

maximum output and income (Meter and Baldwin, 1957). Thus,

leaving the market alone is often suggested as the best policy

for growth and development.

If development has not occurred it Is suspected that

obstacles to the free working of the market may exist. These

obstacles Include government Interference (e.g. regulations

affecting Industry) or market Imperfections (e.g.g. lack of

factor mobility, lack of Information) (.Jameson and Wilber, 1979,

p. 8).

The orthodox view of absentee_ownerships existence and

growth can be expressed through three related explanations:

interregional factor flows, location theory, and the product

cycle hypothesis.

Interregional Factor Flows

Absentee ownership of a plant can result from the investment

of a non-resident in a regional economy. Thus, the explanation

of investment decisions, in general, and extra-regional

investment, more particularly, are relevant to the understanding

absentee ownership.

According to the orthodox perspective, Investors are assumed

to be profit maximizers. Most simply, this view suggests that
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the most profitable Investments are made first followed by the

less profitable. Since knowledge and factor mobility is assumed

perfect, investment will flow to any region regardless of the

location of the investor (Richardson, 1979).

The neoclassical theory of regional growth suggests why

Investors are drawn to Invest in areas that are less developed

than their own, leading to absentee-control of business. The

theory rests on the assumption that factors, labor and capital,

flow freely in response to interregional differences in returns

to those factors (Richarson, 1979, p. 137). Labor is attracted

to areas of higher wage, capital to higher returns on

Investment.

Less developed regions are characterized as areas of labor

surplus and capital scarcity, while the more developed regions

tend to have the opposite distribution of factors (Holland,

1977). Therefore, less developed regions attract capital

investment from more developed regions in order to take

advantage of the higher profit opportunities made possible by

the cheap labor supplies. Labor migrates in the opposite

direction, from the less to more developed regions in response

to higher wages found in the latter (Tweeten and Brinkman,

1976).

This model would suggest absentee ownership of business in

less developed areas by investors In more developed areas. In

terms of a major class of absentee-owned firms, multiplant

business enterprises, this pattern of ownership exists in this

country today (Dicken, 1976).
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Location Theory

Location theory is based on the profit-maximizing assumption

of neoclassic theory, suggesting firms locate where they can

make the greatest profit on their investment. Alfred Weber

(1929) was largely responsible for the development of the

theory.

The costs of doing business that are most Important to an

individual firm are identified. Weber emphasized minimizing

costs of transport and labor. Hoover (1971) extended the theory

to include costs of taxes and insurance. Theoretically, plants

tend to locate where profits can be maximized, and all cost must'

be considered. Other things equal, investors in high-cost areas

will Invest in lower-cost areas (Bluestone and Harrison, 1980,

p. 163).

With modern technology, some firms can realize economies of

size and produce most efficiently with one large plant. But one

large plant serving a large market may cause high transportation

costs. Therefore, production may be split to be closer to

consumers, leading to the establishment of branch plants.

Resource oriented industries may establish branch plants

close to the source of raw materials in order to minimize

costs. Examples are mining and lumber mills (Tweeten and

Brinkman, 1976).

Branch plants are often characterized as being primarily

production units. Marketing, purchasing, and research and

development tend to be handled in the parent plant. These
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headquarters are typically located in metropolitan areas where

agglomeration economies can be exploited (Lonsdale and Seyler,

1979).

Product Cycle Hypothesis

The product cycle hypothesis (sometimes called the filtering

down process) is the third orthodox approach explaining the

existence and growth of absentee ownership. It is closely

related to location theory, in that it stresses that firms tend

to locate where they can minimize costs, other things equal.

Hirsh (1967) observed that corporate firms, which increasingly

dominate manufacturing, relocate their production units in

response to changing input requirements.

These changing input requirements occur in a systematic,

predictable pattern corresponding to a "product cycle". In the

early stages of the cycle, scientific and engineering skills,

dependence on sub-contracting, and external economies are

required. These are widely available in metropolitan areas,

leading to initial establishment of manufacturers in those areas

(Lonsdale and Seyler, 1979).

As procedures of production become more routinized, the

actual manufacturing no longer needs to be located in

metropolitan areas where highly skilled labor is available.

Increasing competition may encourage the original production

plant to be replaced by a larger-scale branch plant employing

unskilled or semi-skilled workers. These branch plants are
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often located in non-metropolitan areas where less expensive

labor or other inputs are available (Lonsdale and Seyler, 1979,

Bluestone and Harrison, 1980). It is likely that the parent

plant will remain in the metropolitan areas where skilled labor

and external economies are needed for research and development

and for marketing. Thus manufacturing plants, often

absentee-owned, filter down to non-metropolitan areas as the

product cycle enters Its mature phase.

In summary, the neoclassical perspective emphasizes that

absentee ownership may result from investment flows responding

to factor return differentials. More specifically, the location

theorists identify several cost factors that affect plant

locations. Finally, the product cycle hypothesis explains the

process by which some production units are motivated to locate

in a separate location from administrative headquarters.

The previous explanations emphasize absentee ownership

resulting from relocation of production branches or extaregional

investment. Investments in the form of acquisitions of

locally owned firms by a non-local firms are another major

source of absentee ownership (Stern, et al., 1979; Dicken,

1976). That such mergers are increasing is less a theoretical

explanation of absentee ownership than a description of one

process that leads to such control. Theoretical explanations

attempt to explain why such acquisitions take place.

The orthodox approach emphasizes the possibility for

increased efficiency through economies of large-scale
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enterprise. Benefits Include purchasing advantages,

administrative efficiency and easier financing. Vertical

mergers may lead to cheaper, more reliable sources of material

inputs. The Increased diversity of conglomeration is thought to

increase stability and flexibility in times of changing business

conditions (Riggs et al., 1979).

Technical economies of scale, associated with actual

Increases in efficiencies In direct or overhead costs are

emphasized, rather than pecuniary economies, associated with

Increased market power. Although orthodox economists accept

monopoly and Increased market power as possible outcomes of

mergers, the critical thorlsts imply that this Is often the

motivating force driving most mergers and emphasize their

adverse effects. These and other views of the critical

perspective are more fully discussed below.

The orthodox perspective posits that economic changes result

from the autonomous responses of the market or the disinterested

rational decisions of Investors. For example, capital flows to

regions of highest return.

In contrast, the critical approach considers absentee

ownership and the process of development in terms of control and

gains to specific groups (such as capitalists and landowners).

To understand the existence or growth of absentee ownership one
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must Identify which groups tend to gain from its establishment

and maintenance.

The critical perspective regarding absentee ownership

includes the views of two groups: those who primarily write of

problems in third world development and those more concerned

with problem of industrialization in the developed countries.

The first group includes the dependency theorists6 who are

primarily neo-Marxist in theoretical orientation. The latter7

are less theoretical than empirical and inductive. Both stress

that absentee ownership tends to result in exploitation of the

communities in which the firms are located.

The Dependency Perspective

Many dependency theorists are considered neo-Marxist, in

that, like Marx, they believe that control of the economic

surplus determines the nature of development process. Unlike

Marx, dependency theorists stress the relationship between

unequal economies, whereas Marx emphasizes the internal class

struggle within a single nation or economy (Jameson and Wilber,

1979).

6These Include Baron (1957), Frank (1966), Dos Santos
(1969) and Cardosa (1981).

7This category includes those who focus on problem
associated with the industrialization of non-metropolitan
America (Summers et a]., 1976; Lovejoy and Krannlch ,1980, 1982)
and those who write about absentee ownership and employment
Instability (Blueston and Harrison, 1980, 1982; Stern et al.,
1979; Barkley, 1978).
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Surplus is defined in various ways, sometimes simply as

profit (Todaro, 1981, p. 79), at. other times as the difference

between the "socially necessary costs" of producing output and

the "total social product" (Baron and Sweezy, 1966, p. 99).

Extraction of surplus is considered the objective of all

capitalist production. If the simplest definition of surplus is

used, then neo-Marxist theory is based on a similar notion of

business motivation as neo-classic thought, which stressed

profit-maximization8

In the view of dependency theorists, absentee-owned business

then is the result of investment by capitalists in developed

country (5) in LDC's. According to early authors (Baron,

1957; Frank, 1966) the motivation of the capitalists have two

dimensions: the financial and the productive:

The financial driving forces are related to
the need to find new opportunities for
investment, due to the fact that their own
economies are incapable of generating them
at the same rate they generate capital; those
of the productive sphere are related to the
necessity of ensuring a supply of raw
materials, and continued markets for
manufactured products (Palma, 1981, p. 37).

As surplus or profits flow from the periphery to the center, the

surplus absorption problem of the center increases which induces

8However, unlike neo-classicists, Marx, and many of the
dependency writers, believe that these profits were extracted
only through exploitation of wage-labor. Since labor is
considered to be the source of value, "an enterprise that pays a
worker a wage, and makes a profit, necessarily exploits him."
(Little, 1982, p. 220)
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further investment expansion in the periphery (Todaro, 1981).

This expansion can result in increased absentee ownership.

Although the dependency literature most often deals with

international dominancedependency relationships, the insights

of the perspective can be gainfully applied to the relations

between regions within a nation (Lovejoy and Krannich, 1982).

Thomas (1966/67 p. 38) suggests the basic concepts of dependency

can be transferred to intercommunity relationships,

One people still specifically administer
another, but by institutional relationships
that are pulled out of one economic level,
one community, and placed in another one,
although the one community may be part of the
general overall society in which the
subordinate community also exists.

After an extensive literature review of studies relating to

nonmetropolitan industrialization Summers et al. (1976, p. xv)

concluded that no existing theories, including those of Marx or

Weber, were adequate in accounting for the expansion of

nonmetropolitan industry. Although no distinction was made

between absenteeowned and indigenous firms, the authors'

description of nonmetropolitan industrial growth as an "invasion

denoting the introduction of a foreign or exogenous element into

the local system" (Summers et al., 1976, p. vi) suggests

nonlocal control. Since it is generally thought that a large

percentage of new Industries are absenteeowned, Summers et

work, and that of other critics of nonmetropolitan

industrialization (e.g., Lovejoy and Krannich, 1980, 1982) are

generally relevant. It must be kept in mind, however, that
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theories explaining rural industrialization and its local

impacts, although generally helpful in understanding absentee

ownership, may fall to reveal key differences between locally

and absentee-owned firms and may not apply In metropolitan

areas.

In response to the perceived lack of a theoretical

perspective, Lovejoy and Kramich (1980, 1982) suggests that

dependency theory and metropolitan dominance theory might

provide a suitable framework for investigating nonmetropolitan

industrial growth. Dependency theory has been discussed above.

Metropolitan dominance theory, developed by sociologists and

human ecologists, is concerned primarily with descriptions of

overall patterns of Inequalities between metropolitan and

nonmetropolitan regions, usually In The metropolitan

regions and the hinterlands are seen as interdependently

organized with the former dominating the latter in economic,

social and cultural dimensions. Economic dominance has been

revealed in patterns of wholesale activity (DeFleur and Crosby,

1956) and by geographical distributions of farm land values

(Goldsmith and Copp, 1964).

Absentee ownership could be considered a form of economic

dominance, in that the owner and consumer often live in the

metropolitan area, and many of the plants are in the periphery.

As the primary purpose of these studies Is to describe the

overall patterns of ecological phenomena, little attention is

paid to causal mechanisms that create or maintain the dominance
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patterns. Therefore, the theory provides little explanation for

the existence and growth of absentee ownership.

The literature dealing with absentee ownership and

employment stability focuses on the impact of relocations and

shutdowns of corporate branch plants on the host communities in

which they are located. Although the emphasis is on the impacts

of such absentee-owned enterprises, several explanations are

presented attempting to explain the growth of absentee ownership

as well.

Much of the increase in absentee ownership results from

interregional investment and from acquisitions of locally owned

firms by non-local firms. According to orthodox theory, other

factors equal, intereglonal investments are made on the basis of

choosing those sites which minimize costs. But authors of the

critical perspective have challenged this. Blueston and

Harrison (1980) reviewed a number of studies examining

Interstate differences of conventional cost factors, such as

transportation, raw materials, nominal wage and unit labor

costs. They concluded that "comparative costs are unlikely to

be as singularly important in the spaclal investment decisions

as conventional economic theory would suggest" (p. 211). They

found that although interstate wage rates vary substantially,

when corrected for productivity the resulting unit labor costs

showed much less variation. The only factor that showed

significant variation between states was energy costs, and the
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pattern of plant locations doesn't correlate closely with this

cost factor.

Some modern theorists suggest location decisions are made by

choosing that area with the best "business climate", that is, a

probusiness government stand on regulations and taxation.

Bluestone and Harrison (1980, p. 212) suggest that business,

"rather than responding to tax and regulation climates in

different places is actually using its power to create" business

climates that benefit, them.

Emphasis is placed on the power wielded by modern

corporations. According to Bluestone and Harrison (1982) this

power allows discouragement of labor organization and labor law

reforms by forming corporate political action committees (PAC's)

which donote money to candidates that they support. Private

consultants are hired in order to avoid unionization of their

firms and In an attempt to decertify unions If they exist.

Thus, rather than responding to cost differentials or to the

business climate, firms are thought to play a role in their

creation. According to this view, "Corporations first choose a

site based on general economic conditions and then attempt to

maneuver the political climate to fit its needs" (Bluestone and

Harrison, 1980, p. 187). In the United States, this may lead to

absentee ownership of plants located in nonmetropolitan areas

where labor and connunity interests are least organized, and

where unions tend to be weak.



Besides relocation, acquisition of local firms by non-locals

leads to increased absentee-ownership. The orthodox view

suggests such activity is primarily done in order to increase

efficiency, by exploiting technical economies of scale (Berg,

1968, p. 184). These economies are thought to be socially

beneficial as increased efficiency allows lower prices for

consumers.

The critical view suggests, "Most large mergers were

motivated by special factors that, although conferring

advantage and privilege on the private parties involved,

promised no corresponding social benefit" (Mueller, 1982, p.

184). The motivations that are suggested by critical authors

include greater control over prices (Berg, 1968), to increase

corporate flexibility (Bluestone and Harrison), and to take

advantage of tax laws and accounting devices encouraging mergers

(Stern, 1979). These authors argue that many large mergers have

negative consequences for society. Some of these hypothesized

consequences, as well as other effects of absentee-owned plants

will be discussed below.

In order to assess the impacts of absentee ownership it is

necessary to "compare not what is with what was, but what is

with what would have been otherwise--a tantalizing inconclusive
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9
business" (Singer, 1950, P. 476). If absentee-owned plants

displace indigenous firms that would have otherwise located in a

community, the opportunity costs of the location of such a firm

in the community is greater than if the absentee-owned firm

represents an addition to the economy. Therefore, it is

necessary to consider what the alternative state of affair might

have been.

Although it Is impossible to determine what would have taken

place, it is possible to identify factors thought to influence

the amount of displacement that may have taken place. These

factors include the time frame considered, the local supply of

capital and the Investment opportunities as perceived by local,

relative to external investors.

One of the more common arguments In defense of external

investments leading to external business control, is that it is

better than no investment at all. This implicitly assumes that

effect of such investments is positive and there is no

alternative to it. It is sometimes thought that no alternative

may be forthcoming in the short run, but there may be the

alternative of waiting until the time when domestic investment

can be mobilized. The probability of future investments and the

9This statement originally referred to foreign induced
development in LDC's, but is equally applicable as applied to
absentee-owned firms in this nation.
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rate of discount then become relevant considerations (Killick,

1978).

This implies that, ceteris paribus, the longer the time

horizon considered, the more likely the possibility that foreign

investment represents a displacement of indigenous firms that

would have been forthcoming, rather than an addition to the

economy. If the economy would have experienced growth, then it

is more likely that local saving and investment would be

increasingly available. But if an economy is experiencing

stagnation or decline relative to other regions, the increased

likelihood of local financing over time is less certain. Since

stagnation may be the result of previous external investments,

observed economic performance can't be considered an indication

of an economys probable ability to finance investments if the

absentee-owned plant never existed (Baron, 1957).

The presence of absentee-owned plants may lower local

savings and investment rates by inhibiting local competition,

generating incomes for those with lower savings propensities,

and slowing the expansion of indigenous input suppliers by the

practice of importing inputs from non-local suppliers (Todaro,

1981). To the extent that this is true, the assumption of a

displacement of indigenous by externally controlled forms is

more appropriate than the other extreme alternative.

The performance of local financial institutions may be

significant in determining the likely alternative to external

Investment. Mitchell (1972) suggests that greater use by small
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local banks of correspondent banks, development of non-bank loan

institutions, and greater use of branch banking will provide

greater access to regional and national money markets, allowing

local banks to better finance local needs.

However, structural changes of banking may be of little help

in providing funds for local investment. A review of empirical

studies concerning structure--bank performance--economic growth

links revealed mixed results with several studies finding no

significant relationships. Darnell (1973) argued that because

local banks primarily provide short-term and intermediate-term

credit, rather than the long-term credit required by Industry,

their performance isn't critical to local industrial investment

efforts. Rather than a shortage of supply of capital for local

Investment, Dreese (1973) suggested that in lagging counties a

lack of demand for loans from local banks by qualified

applicants was the principal cause of inadequate local

Investment. Inadequate credit ratings and lack of sufficient

collateral were the primary reasons for banks rejections of loan

appi Icatlons.

Tweeten and Brinkman (1976) point to lack of Investment

opportunities as the major reasons for Inadequate local

investment. In comparison to local investors, a multi-plant

firm might be more able to profitably Invest In a

nonmetropolitan region due to differences In motivation,

Information, and opportunity set (Caves, 1974). Unlike

Independent locally owned firms, the multi-branch firm maximizes
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profits from its activities as a whole rather than focusing on

the profitability of a specific enterprise. This allows

spreading of risks and economies of scale not available to most

local firms. The multiplant firm often has greater access to

reliable Information about markets for products. Finally, the

multiplant firm has greater assets and access to financial

markets. These factors may allow multiplant firms to make

investments that are too uncertain or too large for local

independent firms or investors. If these factors dominate,

external investment is likely to be best considered an addition

to the economy, rather than displacing or suppressing local

investment.

Except in the case of some branch plants serving regional or

nationalmarkets in the food and woodproducts sectors, the

typical nonmetropolitan branch plant is less likely than

individual firms to be dependent upon the area's physical

resource base (Erickson and Leinbach, 1979). It is more likely

that they invest in nonmetropolitan areas in order to take

advantage of inexpensive labor and lower fixed cost of operation

(land, facilities, taxes). Branch plants typically produce

products requiring substantial labor requirements. Thus

external investors may be able to take advantage of these

savings, while local Investors depend more on the resource

base. With appropriate changes in lending institutions,

regulations and tax concessions, local investors might be able

to profitably operate more large scale laborusing industries.
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Although it is Impossible to predict what would have

happened If external investment hadn't occurred, the factors

discussed in this section are thought to influence what the

probable alternative would have been.

A discussion of two approaches to considering the impact of

absentee ownership, based on different assumptions of the

alternatives to absentee ownership, follows.

In order to consider the possible impacts of absentee

ownership the use of two types of analyses is appropriate: a

comparison of the effects of absentee ownership in contrast to a

situation in which the externally owned firms didn't exist, and

a comparison of the consequences of absentee ownership relative

to local ownership of industry.

The first type, comparing the effects with and without

external ownership, discusses what will be referred to as it

absolute effects. The second type of analysis comparing the

effects of locally and absentee-owned industry, discusses the

relative effects.

Another way to analyze the different approaches is to

consider what is being held constant in each case. In the

relative analysis, the total level of "ownership" (that is, the

amount of business in the economy) is assumed constant, but the

amount of "absenteeism" is allowed to vary. In a economy of a

given size and composition, the changes caused by differences in

the amount of external ownership Is of interest.
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In analysis of absolute effects, both aspects are allowed to

vary. Absentee-owned firms could be considered an addition to

the economy. Thus, the size of the economy, and the amount of

absentee ownership both increase, causing changes to take place.

Due to the variations among the writing of individual

authors and the indeterminacy of predictions reflecting the

differential effects of particular firms Interacting within

diverse economic and political systems, only the' central thrust

of each perspective can be discussed. The views of the orthodox

perspective precedes those of the critical perspective

concerning the effects of absentee ownership on economic growth,

income inequality and employment instability. Much of the

literature relating to absentee ownership involves these three

aspects of the economy.

Economic growth most generally refers to the rise in an

economys production of economic goods and services. It is

usually measured in terms of output or income, either in

absolute or per capita terms. Growth is the overriding goal of

development for those of the orthodox perspective (Jameson and

Wilber, 1979) and capital accumulation resulting largely from

externally-supplied capital is the major way that growth Is

accomplished (Miere and Baldwin, 1957).
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Growth is a less Important goal for many of those associated

with the critical perspective. The distribution of income,

economic instability and the social effects of Industrialization

and absentee ownership are seen as more Important Issues. The

following sections describes the orthodox, then the critical

perspective's Ideas regarding economic growth.

The Orthodox Perspective on Absentee Ownership and Economic

Growth

Absenteeowned plants are generally the manifestation of

external Investments.'0 According to the neoclassic analysis,

interreglonal (or international) Investment leading to capital

accumulation is a major source of growth for less developed

regions (Richardson, 1973). External Investment is seen as a

way of filling the gap between the locally available investment

capital and the amount required to achieve a desired growth rate

(Todaro, 1981). Because local capital is not available,

external capital Is required to finance the growth. Thus, the

following arguments can be considered relating to absolute

effect of absentee owned firms.

'0External Investment required for absentee
ownership to occur: external firm control may occasionally
result when an Indigenous firm transfers Its headquarters to
another region. This is probably the least Important cause of
Increasing external control (Townroe, 1975). Also foreign
Investment does not necessarily lead to external firm ownership,
as In the case of external Investment that results in ownership
of only a small percentage of value. However, unless
otherwise specified, "external investment" will be used based on
the assumptions that absentee ownership Is the result of
external Investment, and that such Investment leads to absentee
firm ownership (i.e. control).



According to neoclassic economic theory, the primary process

by which investment leads to growth is by capital-deepening, an

increase in the quantity of capital per unit of labor. Capital-

deepening is thought to lead to increased output per worker.

Since the marginal product of a factor Is seen as the demand

curve for that factor, other things equal, increased

productivity will lead to higher wages (Harris, 1978, p. 17).

The inflow of external capital may not only raise

productivity per worker, but also allow a larger labor force to

be employed or allow a shift of labor from a lower paying sector

to a high paying one, resulting in higher regional income. For

example, In an area characterized by redundant farm labor,

Investment In Industry may allow employment in a higher paying

manufacturing sector. The inflow of capital then represents an

alternative to the outmigration of labor (Meler, 1976).

If the Investment Is cost-reducing or product-improving, and

the product is sold locally, consumers in the host region may

gain through lower product prices or better product quality

(Meler, 1976).

Gains to the region receiving the investment are not limited

to the direct income and employment effects (increases In net

payroll and new Jobs minus old unfilled jobs). IndIrect Income

and employment effects are also thought to be produced.11

11Neoclassic theorists, such as Marshall (1930,
p. 256-266) and Young (1928) stressed the interdependent nature
of the economy, suggesting that an expansion in one sector
induces growth in other sectors.
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Some of the new income directly resulting from the

investment (e.g. income to new employees in a new or expanded

plant) may be spent locally on goods and services. This

spending creates opportunities for more jobs and higher incomes

in other local business. As local spending and respending of

this money continues, more local business activity is stimulated

(Tweeten and Brinkman, 1976).

Indirect effects also result from increased local purchases

made by the new or expanded firms receiving the investment.

These purchases of inputs or services, referred to as

backward-linkages, induce greater employment and income in local

businesses. The local spending and respending of this income

represents another aspect of the total impact.

Besides these gains, realization of external economies is

thought to be an important potential benefit of industrializa-

tion (Meier, 1976). External economies are cost reductions to a

firm which depend upon general development of the firm's own

industry or other sectors of the local economy (Meier and

Baldwin, 1957).12 Marshall suggests that external economies

result from "the growth of correlated branches of industry which

mutually assist one another" (Marshall, 1947, p. 317).

121n contrast, internal economies are cost reductions
realized by a firm due to changes within that firm, such as
economics arising from an increase in the scale of production
which depend on the resources and efficiency of the individual
firm (Meier and Baldwin, 1957).



Miere summarizes external economies as "increased managerial

ability, technical personnel, technological knowledge,

administrative organization and innovation in products and

productive techniques" (1976, p. 373).

Sociologist have developed modernization theory that points

out the benefits of the diffusion of "modern" traits from more

to less developed nations or regions. The introduction of a

absentee-owned firm may provide these benefits (Chase-Dunn,

1975). Modernization theorists emphasize the transfer of

advanced technology or organizational forms, labor habits

complementary to industrial production, and modern consumption

habits.

Public sector gains from private external investments may

result from increased tax revenues. These may include increased

property or profit tax revenues from the new or expanded plant

and increased property, and sales or income tax revenue due to a

larger, wealthier worker force. However, a net loss to the

public sector may result If tax revenues are less than costs of

the provision of expanded services and infrastructure needed to

serve the new or expanded plant and employees.

In general, these orthodox arguments imply that local

investment, leading to industrial growth is not forthcoming so

an absolute analysis is implicitly used. Since such investment

is considered much "better than nothing", positive benefits to

both the investing and host region are stressed. Unrestricted

capital flow is thought to lead to widespread gains. Although
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returns to capital may flow to the investor outside of the host

region, growth of income is expected as a result of the direct

and indirect factors discussed above. The drain of profits Is

not considered a loss, since such profits would not be expected

to exist In the absence of the absentee-owned plant.

Beyond the absolute effects of absentee ownership, some

relative effects on growth are discussed by orthodox social

scientists. Branch plants and subsidiaries, a major class of

externally owned firms, are thought to foster more rapid growth

of the local economy relative to locally controlled industry.

Such multiplant firms can realize certain economies due to their

size and structure that few locally owned firms can realize.

The most Important of these are savings on management services,

centralized research and development, massed resources, lower

transportation costs, easier access to financial markets, and

advantages in marketing and advertising (Barkley, 1978).

Given these advantages and savings, a branch plant or

subsidiary would be expected to be more able to survive economic

downturn and achieve high rates of growth. Compared to

Indigenous firms such absentee-owned plants may be expected to

encourage faster local Income growth and output.

To summarize, the orthodox approach suggest that the

positive absolute effect of absentee ownership on growth are due

to the direct and Indirect consequences of external investment.

In considering their effect relative to locally owned firms,

externally controlled branch plants and subsidiaries can realize
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economies not normally available to indigenous firms, and

introduce modern techniques which allow for greater growth of

the firm and of the host economy of which they are a part.

The Critical Perspective on Absentee Ownership and Economic

Growth

Many theorists of the critical perspective suggest that

economic growth may be retarded due to reliance on

absentee-owned firms. The following discussion identifies

several factors associated with the operation of absentee-owned

firms that are thought to lead to lower growth rates for the

host economy. These include repatriated profits, low wages,

capital-intensive techniques, distorted employment structure,

little local integration, and management decisions that may be

In the Interest of the entire firm but are detrimental to the

plants economic vigor. Generally, the arguments point out ways

that absentee-owned plants differ from indigenous ones,

resulting in less local income growth. Most arguments are based

on the assumption of the relative analysis (of Indigenous firm

displacement by absentee-owned firms). If the assumptions of

the absolute analysis are adopted, an income or employment

increase due to absentee ownership would be considered a gain,

regardless of Its performance and effects In comparison to

Indigenous enterprises.

However, an argument by Meier (1975) suggests that, even if

it is assumed that absentee owned firms are a net addition to
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impacts are possible.

Suppose that marginal product of capital declines at greater

levels, that profits per unit of capital equal this marginal

product and other things are held constant. Then local profits

may fall with the increase in capital due to the addition of an

absentee-owned plant. If the additional wages from the

absentee-owned plant are less than lost profits, then an

absolute decline may take place leading to slower growth for the

local economy. However, since declining marginal product of

capital would generally be expected only within a single firm,

this argument has little force.

Other argument for negative absolute effects might be made

If the absentee-owned plants compete with local firms for

inputs. Higher costs and lower local profits may result. If

both firms compete for the same local market or for the same

inputs, output prices may be lower, cost higher and local

profits lower. This argument depends on the gains of labor

relative to the loss of profits. In the extreme case the

competition may lead to the shutdown of the indigenous firm, and

we return to the assumption of the relative analysis of

displacement of indigenous firms. With a few unlikely

exceptions, then, the absolute impacts are thought tobe

positive.

From the critical perspective, absentee-owned plants are

inferior to indigenous firms in encouraging income growth.

Arguments for this position are presented in the next section.
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Since they have implications for income distribution and insta-

bility as well, some are discussed in later sections as well.

Perhaps the major process though which absentee ownership is

thought to retard growth is through repatriation of profits.

Profits from externally controlled firms often leave the local

economy, and thus will provide less local income than indigenous

firms. Less income is available for local spending and

investing, thus less business activity throughout the local

economy may be stimulated. Since it is thought that

reinvestment of profits is an important condition to general

economic growth (Rostow, 1965), repatriation of profits by

absentee-owned firms may retard economic growth of the host

economy.

Although it is recognized that all indigenous firms do not

necessarily invest locally, and that some absentee-owned firms

might, the general argument is that local owners are more likely

to be committed to, and have knowledge of, the local community

and thus will provide more funds for local investment.

In order for repatriated profits to be considered a loss to

the local economy, it must be assumed that absentee-owned plants

displace indigenous investment which would have produced similar

profits for locals. In other words, the assumption of the

relative analysis are accepted in this agrument.

The following argument concerning the drain of profits also

implicitly compares absentee-owned firms to indigenous one.

However, rather than the lost profit income it emphasizes the
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performance of a absentee-owned plant that exports its revenues.

According to Bluestone and Harrison (1980), profits of

absentee-owned branches or subsidiaries of corporations are

often repatriated to the parent firm, to be reallocated

according to the needs of the entire corporation. The operations

of the plants are subjected to "severe structural Imbalances.

During years when sales are good, the profits accrue to the

parent. When times go bad, the operating company has been

stripped of its reserves" (pp. 202-203). If the plant were

locally owned, the reinvestment of profits might allow it to be

a profitable, growing enterprise contributing to a healthy

growth rate for the area.

According to the orthodox perspective, multiplant

corporations allow superior managerial efficiency. Bluestone

and Harrison (1980) suggest the opposite is often true.

The manager of the giant corporation and conglomerates
often create greater inefficiency through 'overmanaging'
their subsidiaries, milking them of their profits,
subjecting them to at best strenuous and sometimes
impossible performance standards, interfering with local
decisions about which the parent's managers are poorly
informed; and quickly closing the subsidiaries down when
other more profitable opportunities appear (p.210).

Such management Is thought lead to inferior performance of

the subsidiary or branch plant which would tend to pull down

growth rates for the local economy. Since these practices may

lead to plant shutdown and unstable performance, corporate

mismanagement of branch plant and subsidiaries will be discussed

further in the section concerning economic instability.



In the context of LDC's, early dependency theorists (e.g.g.

Baron, 1957; Frank, 1969) argue that repatriation of profits

generated in plants owned by investors in the center, but

located in the periphery prevents the possibility of significant

economic growth in the periphery (Todaro, 1981, P. 79). The

continued "drain of surplus" from the periphery strengthens the

center's economy and leads to the "underdevelopment" of the

periphery (Frank, 1966).

These early neo-Marxists believe that control and use of the

surplus largely determines the nature of the development. They

assume that much of the surplus is drained and the residual is

not used in a way conductive to economic growth or local

development (Todaro, 1981, p. 80). This view is analogous to a

zero-sum game; it suggests that surplus is finite: if the center

gains, then the periphery must lose. This notion is expressed

in the statement of Tanzania's president, Julius Nyerre (1975)

to the advanced nations, "I am poor because you are rich."

Other third world dependency theorists (e.g. Arnin, 1976

Cardosa, 1972) suggest that there is no necessary inconsistency

between "dependency on foreign capital and economic growth, but

emphasize the Inappropriate pattern of development (Kaufman, et

al., 1975, pp. 307-308). AmIn and Thomas suggest that some of

the surplus generated by foreign-owned firms may be used for the

growth and betterment of the periphery economy.
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In addition to repartriation of profits, direct income

effects of absentee-owned branch plants and subsidiaries are

thought to be weaker relative to locally owned firms due to

their employment structure. The product cycle and location

hypothesis discussed above imply that such firms may be largely

productive units, with administrative functions handled in the

parent office. Thus, such absentee-owned plants may employ less

administrative personnel and a larger proportion of operative

worker, an employment mix associated with lower wages (Lincoln

and Friedland, 1977).

In addition, the lack of administrative positions in

absentee-owned firms may be detrimental to long-run local growth

as it provides little opportunity for "local managerial

advancement" needed to "lay an adequate foundation of people

with relevant training and experience for future

self-generating, and self-sustaining growth from within the

area" (Townroe, 1975, p. 47).

Income effects may be reduced as absentee-owned plants are

thought to use technology of "intensive capital use, which

creates few jobs in comparison with population growth, and

limits the generation of new sources of income" Was Santos,

1966). Such technology Is thought inappropriate in labor

surplus areas. However, others of the critical perspective

disagree (e.g. Baron, 1957; Bluestone and Harrison, 1980,

1982). Baron, for example, suggests failure to adopt

capital-intensive methods would lead to "a lowering of the rate



of economic growth't (1957, PP. 289-290). Little (1982) has

found no substantial evidence that absentee-owned plants and

indigenous firms in LDC's differ in capital intensity.

Backward linkages result in stimulated local economic growth

as firms purchase inputs and services locally. The previous

discussion suggested absentee-owned firms may "purchase" fewer

administrative personnel locally (since branch plants are

"production units") or fewer worker (due to capital-intensity)

than locally owned firms.

Dicken (1976), Townroe (1975), and Bluestone and Harrison

(1982) suggest that absentee-owned branch plants may not buy

locally available goods and services, but rely instead on

products and professional services from the branch

headquarters. "Opportunities for local ties will not be hunted

for or even recognized if the potential exists" (Townroe, 1975,

p. 48).

In summarizing the effect of absentee ownership on regional

growth, Dicken (1976, p. 405) suggests that an increase in

"external control" may result in " a general decline in the

level of regional income" as several of the factors discussed

above cause "mutually reinforcing repercussions" representing a

"negative multiplier process."

Since the present study focuses on economic issues, the

political implication of absentee ownership haven't been

emphasized. Social scientists of the critical perspective stress

that the political influence of large, absentee-owned plants is



69

likely to be great (Dicken, 1976). Since the Interests of the

local economy may not coincide with those of the firm, it Is

likely that the exercise of this power may be detrimental to the

growth of the host community.

Several authors have argued that economic growth is retarded

as business and political leaders in the periphery region

combine with the owners of absentee-owned firms in order to

"surpress autonomous policies" that attempt to mobilize balanced

development (Chase-Dunn, 1975). The power and Interests of

these elites in the periphery are based on connections with the

absentee-owned plant.

In LDC's this may take the form of politically preventing

the introduction of tariffs which would protect indigenous

infant industrle against the competition of already established

externally owned firms (Baron, 1957; Frank, 1966). Others

suggest that the connection of "elites" In the periphery with

corporation owners in the developed nation creases a political

structure that tends to maintain a "good business climate for

foreign investment" (Hayter, 1971) or to keep wage low (Sunkel,

1973). These policies may not benefit the local economy.

In the developed countries, locally based managers of large

absentee-owned firms are thought to be powerful In local

politics, although their Interests lie with their employers

(Bluestone and Harrison, 1980). According to Pellegrin and

Coates (1956, p. 415) their purposes are to "further corporate

Interests and to exercise control over civic affairs In order to
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preserve the values of a conservative, business-oriented

ideology". Since the community and corporation may not share

common interests, it is likely that the political power of the

corporation may result in delayed development and a lower

long-term growth for the community. For example, the firm may

use its power to influence the policy makers to obtain local

facilities that they need, services and favorable tax rates.

This may shift a larger tax burden on local residents, or result

in deteriorating community services and schools.

Local businessmen, according to this view, are more likely

to have the Interests of the community as their motivation. As

part of the community, local residents have a vested interest in

seeing that the local economy is growing and vital, so that it

can provide them and their children with adequate services and

jobs.

In summary, those of critical perspective suggest that,

compared to an economy that was entirely locally owned, an

economy dependent on absentee-owned businesses may lead grow

more slowly. The factors that contribute to this effect include

the leakage of profits, smaller direct income effect, less local

integration, management detrimental to the vitality of the firm

and suppression of local investment and policies encouraging

sel f-sufficiency.

Some of these factors have implications for the distribution

of income resulting from absentee ownership. A discussion of

these factors and others follows.
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Absentee ownership is thought to affect not only growth of

Income but also its distribution. Marshall (1930, p.678-81) and

other neoclassical theorists emphasize the widespread benefits

resulting from investment. The absolute shares to labor,

landowners, and capitalists were all thought to increase from

capital formation (and capital-deepening) but little is said

regarding relative shares (Miere and Baldwin, 1957), or on the

distribution of income to Individuals, rather than to functional

groups. Differences in income to Individuals are thought to

reflect differences in endowments of physical and human assets

leading to varying individual marginal productivity levels.13

But the distribution of endowments is unexplained by the theory

(Harris, 1978).

If the absolute assumptions hold, then foreign investment

will lead to capital formation rather than reducing domestic

investment by skimming off the best investments. Assuming

neoclassic assumptions, it will tend to raise labor's share by

creating more jobs and by reducing the marginal product (and

price) of capital while increasing the marginal product (and

wages) of labor (Cline, 1975). Returns to capital will flow from

the local economy and are irrelevant to the loca.l income

distribution. If labor makes up part of the middle or lower

13Given factor supply and output price, factor returns are
determined by marginal productivity (Harris, 1978).
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classes then external investments will tend to increase the

middle of the income distribution, decreasing personal income

inequality.

In comparison to the pre-investment economy, then, less

income Inequality would be expected. In other words, a negative

absolute effect of absentee ownership on income inequality is

suggested by the orthodox theory.

In addition, absentee ownership is expected to lead to less

income Inequality, relative to indigenous firms. Assuming

returns to capital accrue to higher Income families and

individuals (as some evidence suggests is the case in the United

States [U.S. Bureau of Census, 1982]), absentee ownership would

tend to -decrease income inequality more than locally owned

firms. Profits or capital returns from indigenous non-corporate

firms accrue to local residents increasing local income

inequality, whereas this type of Income leaves the economy in

externally-owned businesses.

Also, to the extent that absentee-owned firms have higher

productivity and growth in payroll than Indigenous firms, (as

suggested in previous discussion on the relative effect on

growth), absentee-owned firms will contribute more to local

labor income and thus to lowering income inequality.

Income Inequality: The Critical Perspective

In contrast to the orthodox writers, many of the critical

perspective argue that the distribution of benefits from the
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development and operation of industry is as important or more

important, than economic growth. Although aggregate or per

capita income may increase, few of those in middle or lower

income groups may benefit, resulting in increased income

inequality.

Most of the arguments that follow imply a relative

analysis. For instance, the implication is that although some

middle or lower classes workers may benefit from absentee-owned

firm employment, income inequality is greater than it would be

If the firm was locally owned, from which more middle Income

workers may benefit.

Dependency writers focusing on LDC's argue that the

introduction and operation of absentee-owned firms (primarily

multinational áorporations) "drive a wedge between an

internationalized minority"9 who benefit from their association

with the corporation, and the vast majority of the population

who don't (Cline, 1975, p. 371). Various dependency writers

identify different groups which are thought be to part of the

"internationalized majority". Early writers of this school

(Baron, 1957; Dos Santos, 1969) Imply that the benefits only

accrue to elite ruling groups and managers, while workers we

exploited through low wages. Sunkel (1971) suggests that

workers in the foreign firms may benefit but little Income flows

to "the non-integrated majority of marginalized persons,

workers, middle class and domestic entrepreneurs."
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Although they argue that the growth in absenteeowned firms

increased income inequality in most Latin American nations,

Cardoza and Faletto (1981) emphasize that the distributional

effects depends on the nature and size of the "international-

ized" group in any specific nation. Rather than unilateral

exploitation, the relationship between the absentee-owned firm

and the peripheral economy is seen as benefiting some peripheral

groups, but oppressing others. In the words:

We conceive the relationship between external and
internal forces as forming a complex whole whose structural
links are not based on mere external forms of exploitation
and coercion, but are rooted in coincidence of interests
between local dominant classes and international ones, and
on the other side, are challenged by local dominated groups
and classes. In some circumstances, the network of
coincidence or reconciled interests might expand to include
segment of the middle class, if not even of alienated parts
of the working class (1977, p. 10-11).

Therefore, the possibility exists that equalization of

income may result if the expansion of the "reconciliated

interests" includes middle or lower income groups. However,

most dependency theorists argue that gains accrue to only a

narrow sector of the economy (Kaufman, et al., 1975).

Similarly, critical authors examining the distributional

effects of non-metropolitan industrialization in developed

countries suggest that the benefits of new manufacturing firms

(usually owned by non-locals) are enjoyed by a relatively few

local residents. Many new positions are captured by inmigrants

from metropolitan centers or by commuters from other communities
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(Little and Lovejoy, 1979; Summers, et al,, 1976, Lovejoy and

Krannich, 1980, 1982; Lonsdale and Seyler, 1979). The amount of

inmigration is largely determined by the skills required in

relation to the skills possessed by existing residents (Lonsdale

and Seyler, 1979).

The hypothesized lower multiplier effort and capital

intensity of absentee-owned plants, discussed in the previous

section, may be an additional factor which tends to restrict the

benefits to a smaller group. If such firms buy less locally and

employ fewer local workers, then the benefits will remain

relatively concentrated.

Although this literature concerns the effects of

non-metropolitan industrialization in general and not

necessarily of absentee-owned industry, this type of ownership

is implied throughout the literature and seems to represent the

bulk of nonmetropolitan industrial growth (Summers, et al.,

1976). It is not explicitly stated that locally owned firms

necessarily employ more locals than externally owned

manufacturing firms. This may. be the case however as local

managers tend to be more familiar with, and may prefer, local

workers.

Factors have been discussed which relate to the

concentration of benefits of primarily absentee-owned plants.

However, the effects on the size distribution of income is a

function of the income class of those enjoying income increase

as well as the concentration of benefits.
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More relevant to changes in income distribution is the

employment of lower income, older, and unemployed people. Few

are thought to be hired by new plants, even considering the

increased availability of non-manufacturing jobs vacated when

other workers take jobs at the new firm. Many of these jobs

tend to be filled by inmigrants or not refilled (Shaffer, 1979).

If the jobs require higher paying skilled labor, the poor

are even less likely to capture jobs (Suniners, et al., 1976).

Thus the gap between the skilled worker and the poor may widen

and increased Income inequality may result.

If they gain employment at all, the unemployed and poor are

most likely to get low-paying jobs in new plants requiring

unskilled or low skilled workers. Such jobs tend to have little

impact on overall Inequality. However, this income may cause

some income leveling, especially If family Income distribution

is considered. New entrant into the workplace (especially

women, and young workers) may receive jobs, and increase poorer

family income (Lonsdale and Seyler, 1979).

However, the general consensus among the authors of the

critical prospective is nonmetropolitan industrialization

(involving primarily absentee-owned plants) has a detrimental

effect on income inequality. This view is reflected In Shaffer's

coment: "All too frequently lower income families are least

affected and they can be placed in a relatively worse economic

position" (1979, pp. 114-115).
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Even if many poor or middle income workers capture jobs In

absentee-owned plants, If such employment is unstable the

general welfare of the corrnunity may be diminished.

The orthodox and critical views on absentee ownership and

instability of the host economy follow:

'ix.,L'Z

Economic instability can refer to erratic changes in prices,

income or employment. Lack of stability makes economic planning

(public or private) difficult, increases the perceived risk of

investment, and imposes hardship on those who lose their jobs

due to economic fluctuations.

In general, neoclassic theory (that forms the basis of what

is referred to as the orthodox view in this study) suggest that

the economic development process is a "gradual and continuous"

process (Miere and Baldwin, 1957, p. 70) due to the great

"flexibility and adjustment" (Hagen, 1980, p. 77) of the

economy.

Particularly, employment stability was not seen as a groat

problem. If the process of competition results in a firm's

failure, then It was thought that labor would soon be employed

elsewhere. Competition among workers for employment and

competition among producers for their use, in conjunction with

flexible wages were expected to produce full employment (Hagen,

1980). If surplus labor existed, then wages would fall to the

point where it was profitable for other firms to hire them.



If a firm closes or relocates this is seen as a necessary

economic adjustment. Although the local economy may suffer,

from the perspective of the national economy inefficient plants

should be closed, because capital must move to the location

where scarce resources are most efficiently employed (Stern, et

al., 1979).

Although the process of economic development in general is

characterized as stable, the specific absolute effects of

external investment on stability are difficult to predict

without knowledge of the structure of the local economy before

the Investment took place. If the Introduction of absentee-owned

manufacturing plants leads to greater diversification, then

greater stability might be expected (Hoover, 1975). If a

specific sector or firm suffers a decline in growth, it is

unlikely that a major proportion of the total activity of a

diversified economy will be as significantly affected as in a

more specialized economy.

However, specialization In cyclically sensitive activities

(mainly, durable goods industries, especially makers of

producers equipment and construction materials) Is considered

more important than diversification j (McLaughlin, 1930).

To the extent that absentee-owned plants specialize in

stable sectors, absentee ownership would be expected to have an

absolute negative effect on Instability of the host economy.

Economists have also identified several reasons why

absentee-owned firms may be more stable than locally owned
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plants. Branch plants of multiplant corporations are a major

class of absenteeowned plants. There are theoretical reasons

why such plants may be less susceptible to business failure or

fluctuation In business activity than locally owned plants.

Barkley (1978) and Bath (1954) write that multlplant firms

realize economies that only larger manufacturers can obtain.

These include (1) savings on management servIces, (2) pecunIary

economies, (3) centralized research and development, (4) massed

reserves, and (5) marketing, advertising and image benefits.

Also, multiplant corporations are thought to attract better

managers and have easier assess to financial markets (Barkley,

1978).

These advantages should allow branch plants to more easily

survive a downturn in sales than Independent locally owned

plants. Also, to the extent that absenteeowned plants have

larger markets and more diversified products and services, they

would tend to be more stable.

Regardless of the assumptions one accepts regarding the

alternatives to absentee ownership, the factors discussed above

tend to indicate that absentee ownership may be a stabilizing

force. If absenteeowned plants are more stable, then whether

they are a net addition to the economy or displace indigenous

enterprises, greater stability of the host economy is expected.

Although other factors (e.g.g. prior composition of economy,

sector in which absenteeowned plant operates) may influence the
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relationship between absentee ownership and Instability.

Literature of the critical perspective suggests that

absentee-owned plants tend to contribute to greater economic

instability In the community in which they're located.

Absentee-owned plants are perceived as less locatlonally

stable, as the owner Is thought to be less committed to one

community, and perhaps more knowledgeable about the alternate

investment opportunities.14 Stern (1982, preface) suggests,

"Absentee control changed the corporation's view of the

surrounding community." Communities were considered "locations

for plants which were appropriate only so long as the location

provided economic advantages. When such a position was no

longer economically rational, the plant was closed..." The

Implication is that In spite of short-run loss locally owned

plants are less likely to relocate.

In addition to the lack of "locational inertia" discussed

above, Barkley (1978, p. 93) identifies two factors that tend to

make absentee-owned branch plants less locationally stable: "(1)

the ability of multiplant firms to Increase production

efficiently by consolidating production into fewer plants, and

(2) the ability of multiplant firms to reduce overhead costs by

closing branches and transferring production elsewhere."

14Barkley (1978) refers to this source of relatively
greater locational instability as lack of "locational inertia".



According to the orthodox perspective, if a branch plant is

not economically profitable, then it is in the interest of the

corporations as well as the national economy, for it to be shut

down, in order for the capital to be invested where it will earn

the higher return.

More generally, it is suggested that the most efficient

allocation of resources requires constant re-allocations of

resources in response to changes in patterns of demand, methods

of production, and price. These factors of production must move

frequently between firms, industries and places (Olsen, 1968).

From this view, localized employment or income instability due

to a plant shut down or contraction is a temporary consequence

required for the efficient operation of the national economy.

To those of the critical perspective this analysis is

incorrect for several reasons. Firstly, it is thought that many

of the plants are shut down not because they are unprofitable,

but because their short-term profit rate is not high enough

relative to other investment opportunities (Stern, et al.,

1979). Most critical theorists accept this as a rational

response from the viewpoint of the owner. What is considered

improper is that "by their own management decisions corporations

sometimes contribute to a plant's declining profits, which then

becomes the justification for a shutdown" (Adams, 1982, p. 11).

Mismanagement of branch plants and subsidiaries by parent

personnel may include draining of profits needed for

reinvestment and reserves, forcing subsidiaries to buy expensive



[SM

inputs from parent-owned suppliers, extraction of overhead fees

and "poor decisions" by parent administrators not informed on

local conditions (Bluestone and Harrison, 1982; Stern, et al.,

1979). Thus, plants that would be economically viable as

independent concerns, may not be due to corporate mismanagement.

Secondly, the orthodox analysis is considered wrong in that

the decision to shut down a plant, although efficient from the

point of view of the corporation, may not be efficient in terms

of the national economy. When plants and workers migrate to a

new area of the country, often the old plants are abandoned, and

must be duplicated in new locations. The infrastructure needed

to service the new plants and new employees must be recreated.

Roads, transportation systems, schools, hospitals and utilities

must be constructed.

The communities that were left behind also need to make new

investments. These may include investments to adjust the

infrastructure and land-use patterns to attract new industries

and to train or support the unemployed workers (Adams, 1982;

Bluestone and Harrison, 1982). Since these costs tend to be

spread out among several levels of governments they are rarely

added up, but are thought to be substantial (Adams, 1982).

Other impacts of capital mobility are even more difficult to

quantify. There are thought to include social disruption of

communities, isolation of families, and individual alienation

(Stern, et al., 1979).
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although efficient from a firm's standpoint, may not be

efficient in the context of the national economy.

Bluestone (1982) recommends that the relocating firm bear

some of the social costs generated by its decision to move. He

argues the firm should provide severance pay for "adversely

affected" workers and "community adjustment fees" to the

community in lieu of local taxes. By forcing the firm to

internalize some of the social costs imposed on the community,

the velocity of capital mobility may be slowed to an "optimal"

rate that "maximizes economic growth subject to some limits on

allowable social costs" (p. 58).

Bluestone and Harrison (1982) argue that, in addition, the

mobility of capital must be regulated in order to limit the

firm's ability to use their mobility as a negotiating weapon

against labor. Presently, if workers don't agree to

concessions, the firm can threaten plant closure and relocation

elsewhere, according to the authors.

Although economic instability is not emphasized In their

writing, some dependency theorists suggest that reliance on

foreign-owned plants tends to lead to an export oriented,

undifferentiated economy subject to greater instability than

traditional economies. Early writers (Baron, 1957; Dos Santos,

1969; Frank, 1966) suggest that countries dependent on

absentee-owned industry must face "highly unstable boom and bust

economies geared to the ebb and flow of the world capitalist
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nations are thought to develop "outward oriented economies

specializing in the production of raw materials for export"

(Chase-Dunn, 1975, p. 723). Such an economy often develops a

relatively undifferentiated structure, thought to be less stable

than a more diversified one (Hoover, 1975). Absentee-owned

plants are also thought to purchase fewer local inputs thus

encouraging loss growth of local suppliers and consequently less

economic diversity.

McLaughlin (1930) argues that instability due to cyclical

swing of general business conditions is due to specialization in

cyclily sensitive activities (e.g.g. durable goods

manufacturing, raw materials) rather than to diversification.

Diversification is much more important, however, when

stability is considered over a longer time frame. Eventually,

any of a region's sectors will tend to decline due to

obsolescence of the product or because the region loses

competitively to other regions. If an economy Is highly

specialized, such a loss will have a major impact on the

economy. In a more diversified region, it is unlikely that a

major portion of the total economic activity will be

significantly affected (Hoover, 1975).

Therefore, the hypothesized lack of diversification due to

dependence on external-owned plants may lead to less stability

In the long run, although it is less important than industrial

composition in the shorter run. However, since the effect of
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depends on the sector of the plant and the industrial

composition of the economy, this argument is difficult to

evaluate without application to a specific situation.

In summary, the literature of the critical perspective

suggests that dependence on absentee-owned plants generally

leads to a less stable local economy than one more reliant on

indigenous firms. This instability flows from the ability of an

externally controlled firms to more easily relocate than

independent, locally owned firms, which are thought more

"locational inert" due to local familiarity and commitment. The

mismanagement of branch plants by parent firms may lead to lower

returns and prompt the contraction or shutdown of the plants.

Especially in LCD's, dependence on absentee ownership Is thought

to increase Instability by encouraging an export oriented,

undifferentiated economy. These characteristics are thought to

increase instability, especially over a long time period.

The relationships between absentee ownership and economic

growth, income inequality, and instability are often seen quite

differently by the orthodox and critical perspectives.

Growth Is considered the major goal of economic development

by most orthodox writers (Jameson and Wilber, 1979). They

emphasize that external Investment (resulting in external
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employment. The benefits of foreign Investment will spread due

to the local spending of new income and because of increased

demand for labor and materials required for increased

production. The widespread benefits result in an expanded

wage-earning working class and salaried middle class which

enlarges the middle of the income distribution and lower overall

inequalities. These are considered benefits that would not have

existed if not for the external investment making the introduc-

tion of absentee-owned plants possible.

Writers of the critical perspective, however, see this

investment, not as a flow of resources as much as a control

mechanism creating a dominant-dependent relationship between the

investing and host regions and displacing Indigenous activity.

Beside the lack of freedom that dependency implies, the

relationship Is thought to lead to exploitation of the periphery

by the core, structural distortion of the peripheral economy and

suppression of autonomous policies in the periphery. Thus

peripheral growth is retarded, and the benefits accrue only to a

privileged few, leading to greater income inequality.

Absentee-owned plants are expected to be more stable by

orthodox writers, as they can often maintain easier access to

financial markets, attract more capable managers and take

advantage of cheaper inputs in nonmetropolitan areas, while

their administrative units earn profits from the external
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such firms should more easily be able to survive a downturn in

sales than locally owned firms.

The orthodox perspective minimizes the importance of

instability as adjustments of the economy will insure rapid

re-employment of workers and facilities if a inefficient plant

shuts down or contracts. Furthermore, such shutdowns are

required In order to achieve long-term growth of the national

economy.

Although most critical writers recognize the need for some

capital mobility, they insist that unfettered mobility results

in excessive economic and social costs to abandoned

communities. Rather than rapid re-employment of resources after

a shutdown, long-term unemployment of workers, vacant plants and

underutilized infrastructure often results.

The critical writers suggest absentee ownership will often

lead to less stability as the owner is not committed to the

viability of the enterprise. Such an owner may shut down or

relocate the plant according to the calculus of the overall

enterprise. He is thought to be more likely to mis-manage the

plant (due to ignorAnce of local conditions and other reasons)

resulting in a lowered return and increased likelihood of shut

down or contraction. He may move the plant in order to "run

away from the union" or threaten relocation in order to exact

concessions from labor.



Social scientists of both perspectives recognize that the

consequences of absentee ownership may be altered due to

particular characteristics of the plant involved and of the

economy in which it is located. For example, if an

absentee-owned plant moves into a community, the size and

structure of the existing economy will influence the amount of

local linkages that develop and the impact on growth rates. The

level of unemployment and skills of the existing labor force, as

well as the specific requirement of the new plant, will

influence the effects on growth and income distribution.

Finally, the specific management ability and strategies of the

absentee-owned, relative to the local firms, may well influence

income growth, distribution and stability.

However, other things equal, the theory of the orthodox

perspective implies that absentee ownership leads to greater

income growth, and less inequality and instability. With some

exceptions, the writers of the critical perspective emphasize

that reliance on absentee-owned plants leads to the opposite

Impacts.

In many cases, however, the critical writers reach their

evaluation of absentee ownership by comparison to an economy in

which all firms were locally owned. That is, the relative

impacts are considered. The orthodox writing more often assumed

absentee-owned firms are a net addition to the host economy,

which is one factor that explains their contrasting evaluation

of absentee ownership.



Some of these theoretical arguments have been empirically

Investigated. Results of these studies are reviewed in the

following chapter.



CHAPTER IV

REVIEW OF EMPIRICAL STUDIES

Empirical studies of absentee ownership of industry can be

divided into two categories: (1) those dealing with the extent,

growth and the distribution (geographical and sectoral) of such

ownership, and (2) those focusing on the impacts of external

control.

Studies Describing Absentee Ownership

Many of the published studies of the first category

Investigate the spaclal distribution of the headquarters of very

large enterprises. Evidence from Britain (Evans, 1973; Parsons,

1972; estaway, 1974) for Sweden (Worneryd, 1968) and for the

United States (Pred, 1974; Erickson and Lienback, 1979; Dicken,

1976) indicates that the headquarters of large business firms

tend to be concentrated in a small number of large metropolitan

centers (Dicken, 1976).

Several studies measure the extent to which economic

activities are controlled by enterprises not located in that

area. Most indicate a significant proportion is absentee

owned. Firm (1975) found, for example, that 58.8% of total

manufacturing employment in Scotland is foreign controlled,

primarily by English-based firms. Several studies incidentally

reported the amount of absentee ownership but concentrated on

the impacts of this control. These studies will be reviewed

below in the discussion on impact studies.
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Research indicates substantial growth of external control of

manufacturing in Britlan (Dicken and Lloyd, 1976; Board of

Trade, 1968; Keeble, 1972) and in the United States (Udell,

1969; Birch, 1980).

Dicken (1976) found that a major source of the growth in

external ownership was through the process of acquisition.

Whether or not acquisition results in an increase in absentee

ownership depends on the relative locations of the firms and the

geographical scale of the area being considered.

By analyzing U.S. Federal Trade Conmission data which

indicated the state of the acquiring and acquired firm in almost

18,000 mergers between 1955 - 1968, Dicken found that "four out

of every five states experienced an outward shift of corporate

control" (p. 403). Only the states of New York and Illinois had

large gains in control, reflecting the importance of New York

City and Chicago as corporate headquarter centers.

The study indicated that in the 14 years covered in the

study, Oregon experienced a net increase in external control.

The number of firms located in Oregon that were acquired by

out-of-state firms exceeded the number of out-of-state

enterprises that were acquired by Oregon-based firms. The net

loss was found to be as high as 50 firms.

A study by Erickson and LIenbach (1979) investigated the

industrial composition of branch plants in order to evaluate

implications of the product cycle hypothesis discussed the the

previous chapter. The hypothesis suggests that metropolitan
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corporations seek out nonmetropolitan sites for establishing

branch plants in order to take advantage of cheap labor and

fixed cost savings (in land and facilities). The typical

nonmetropolitan branch plants were found less likely to be

dependent on the area's physical resources than locally owned

plants. The sectoral distribution of branch plants attracted to

nonmetropolitan areas in Wisconsin, Kentucky, Vermont and New

Mexico was significantly different than the industrial

composition of locally owned plants. Industries with

substantial labor Inputs (textiles, apparel, metal fabrication

and electrical equipment) were over-represented relative to

locally owned firms. These results are consistent with the

product cycle hypotheses.

Summarizing, the studies indicate the absentee ownership of

industry is widespread and growing, with headquarters

concentrated in large, metropolitan centers. Erickson and

Lienbach's (1979) studies provide some support of the product

cycle hypothesis. The remainder of the studies reviewed in this

chapter deal with the economic effects in the host community.

Studies Regarding the Impact of Absentee Ownership

Social scientists have shown a continuing interest in the

relationship between industrial structure and community economic

and social impacts. This interest i.s reflected in dozens of

studies regarding the effects of industry on population
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dynamics, the public and private sector, and the quality of

Individual well-being in the host community.15 The remainder

of this chapter will focus on the studies dealing with the

relationship between absentee ownership and economic growth,

income distribution, and employment instability.

The research dealing with growth and income distribution in

sub-regions of developed nations will be followed by a discus-

sion of such research in a cross-national context. Finally, a

review of studies dealing with economic instability will be

presented.

Two distinct types of literature of this kind exists. Those

studies most directly relevant focus on sub-national areas in

developed nations. The other type of research, an outgrowth of

dependency theory, investigates the consequences of external

investment on the economy of A brief review of the major

studies of both types follow.

The results of the research dealing with growth and income

distribution will be discussed In terms of the relative and

absolute effects of absentee ownership. In the previous chapter

it was argued that the type of effect that is being considered

depends on the assumed alternative state to the existing level

155ee Summers, et al. (1979) and Lonsdale and Seyler
(1979) for comprehensive reviews of research regarding the
effects of nonmetropolitan Industrialization.
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of absentee ownership. This assumption should be reflected in

the research design of the study. If absentee-owned enterprises

are thought to displace locally-owned firms that would have

otherwise existed, then a discussion of the relative impacts of

absentee versus indigenous firms is in order. The total size

and composition of the host economy is assumed fixed, and the

effect of more or less absentee ownership is considered.

In order to quantitatively represent this concept in studies

using macroeconomic variables, absentee ownership variable

should compare the amount of absentee ownership to a measure of

total business ownership. For example, If the value of foreign

investment Is a proxy for absentee ownership, then the value of

foreign investment as a percentage of total investment is an

'appropriate measure. The statistical relationship of this

variable to measures of growth or Inequality, holding other

factors constant, Is an indication of the relative effects. The

relative nature of this type of variable can be demonstrated; If

It Is subtracted from unity it indicated the percentage of local

ownership.

If it is assumed that the existing absentee-owned firms are

an addition to the economy, then a discussion of the absolute

effects are in order. The alternative state is assumed to be

the economy minus the absentee-owned firms. In this case, the

external control variable can reflect the level of such activity

rather than a proportion of total activity. For instance, in

reference to the example presented above, the value of foreign
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Investment In an economy, rather than that value divided by

total investment, is the appropriate variable. Such studies

need to control for the level of local investment in order to

separate the effects of external investment from those of local

investment.

In the only study directly Investigating the relationship

between absentee ownership and economic impacts in the host

economy, McGranahan's (1980) measures of absentee ownership

imply the author Is considering the relative effects. The study

involved a cross-sectional analysis of 92 nonmetropolitan

Wisconsin communities.

Absentee ownership in each community is measured by two

variables: percent of total industrial employment in

absentee-owned plants, and percent of total commercial

employment In absentee-owned plants. The level of per capita

income and the Gini index of income inequality were regressed on

these measures of absentee ownership as well as on several

spacial and population variables.16

16The regression equation: (Eq.1): Per capita income I =
a + bj (dummy for North subregion) + b2 (East Subregion) +
b3 (log Ecornmercial employment]) + b4 (log [industrial
employment]) + b5 (log [social service employment]) + b5
(total employment/population) + b7 (percent age over 65) +
b8 (percent industry in large firms) + bg (percent industry
in large absentee-owned plants) + b10 (percent commerce in
large firms) + b11 (percent commerce in large absentee-owned
firms). (Eq. 2) is Identical except a Gini ratio, indicating
income inequality, is the dependent variable.



When the income variable was dependent ordinarily least

squares regression indicated that both absentee ownership

variables were significantly related (.05 level) to lower levels

of per capita income. The variables reflecting the subregion,

level of commercial employment, percent of total population

employment and percent of population over 65 years old were also

significantly related to the income level. The study indicates

that, when controlling for several structural and locational

characteristics, absentee ownership is one of several factors

associated with differences in per capita income among Wisconsin

communities.

When the income variable was replaced by the Gini ratio as

the dependent variable, a significant (.05 level) negative

relationship between the measures of absentee ownership and

Income Inequality was observed. This suggests that absentee

ownership may have a leveling influence on income distribution.

In this equation, the size of firm variable was positive and

significant at a .05 level.

McGranahan explains these results by pointing out the

importance of proprietor income. Absentee ownership causes

proprietor income to leave the community leading to lower

Incomes. As proprietor income tends to accrue to the top end of

the income distribution (McGranahan, 1980, p. 317; U.S. Bureau

of the Census, 1982) this Income leaving the community would

tend to lead to a less skewed income distribution. Since the

inclusion of the absentee ownership variables controls for

effect of external ownership, the significantly positive
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relationships between the proportion employment of large

enterprises and income inequality is explained as proprietor

income going to fewer people than if many smaller firms existed.

McGranahan's study was primarily designed to investigate the

spacial structure of rural income distribution, and consequently

is limited in investigating the effects of absentee ownership.

McGranahart's explanation of the results emphasizes the

importance of proprietor Income yet the study never explicitly

investigated the association between absentee ownership and

proprietor income. Although his explanation is rational and

consistent with his results, other reasonable explanations of

the results regarding income are suggested by the hypothesis of

the critical theorists. Several of these hypotheses explaining

effects of absentee ownership have been empirically

Investigated.

Before reviewing research relating to these alternate

explanations, two further observations relating to McGranahan's

study are in order. Firstly, McGranahan does not include any

time lag between the independent and dependent variables. If

the influence of external control takes years to affect the host

economy, as some theorists suggest (e.g. Baron, 1957; Frank,

1969), this study would not reflect the influence.

Secondly, this study, and several others in this review,

employ cross-sectional analysis to infer causal relations. In

order for such influences to be valid, several assumptions, not

required for time-series analysis must be made. The limitation



of this type of analysis will be discussed more thoroughly in

reference to the methodology of the present study.

Reviews of research of mechanisms that may complement, or

replace, McGranahan's explanation, and that shed light on the

relationship between absentee ownership, growth and income

inequality follow. lhese studies include research of

differential Interindustry linkages, and differences in

management effectiveness between absentee- and locally

controlled firms. These factors may result in slower growth

rates of absentee-owned plants and different effects on income

distribution in the host economy.

The critical theorists suggest that a reliance on absentee-

owned plants leads to an economy characterized by a low level of

interfirm linkages. According to this view, such enterprises

often purchase few local inputs. This reduces the multiplier

effect of its operations, leading to a slower coninunity growth

rate and more narrow distribution of benefits relative to an

economy made up of indigenous firms.

The relationship between ownership and propensity to

purchase local inputs was investigated in three studies by

observing the conduct of business enterprises before and after

acquisition by an absentee corporation. Udell (1969) found that

after locally based Wisconsin firms were acquired by an absentee

parent company, most of the acquired firms changed financial,

legal and other professional services, in response to the

parent's direction. The changes often involved services that



were purchased locally being transformed into functions internal

to the organization as a whole. After the mergers, the services

were usually provided by the headquarter or involved non-local

firms.

Evidence of similar changes were provided by Leigh and North

(1976) in the case of British firms. Britton (1975) reported

that many multiplant enterprises in Southern Ontario substitute

intra-organizational service linkages for locally available

services.

Case studies of particular Industries indicate that

absentee-controlled plants are sometimes forced by the owner to

purchase inputs, at a greater cost, from distant suppliers even

If the inputs are locally available. These Include studies of a

steel manufacturer in Ohio (U.S. Senate, 1948) and of meat

packing firms in Massachusettes (Katz, et al., 1979).

Bluestone and Harrison (1980, 1982) suggest that

absentee-owned plants are often managed by the parent

organization In a manner that retards Its growth. The parent

firm desires to maximize total profits or growth of the entire

enterprise, rather than of a single plant. This may result in a

reduced contribution to the local economy which may be used to

justify the shut down of the plant by the owner. The results of

studies by Brue (1973) and Birch (1980) are consistent with this

argument. Brue compared average annual payroll and employment

growth rates of 51 acquired Nebraska firms to average growth

rates for all Nebraska firms, controlling for the industrial
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classification of the acquired firm. Although the premerger

(1961-1965) growth rates of the acquired firms showed no

significant deviation from the average, their post-merger growth

rates (1965-1970) were significantly lower than the rates of

firms not acquired.17 In considering the 22 manufacturing

enterprises among the acquired firms, it was found that,

although the premerger rates differed by very little, after the

merger, the acquired manufactures exhibited an annual payroll

growth rate of -5.2%, compared to a rate of +5.6% of Nebraska

manufacturing firms in Nebraska (considering firms in industrial

sectors corresponding to the industrial composition of the

acquired firms). Similarly, if less extreme, differences were

observed in firms involved in wholesale and retail trade. Based

on their premerger performance, there is no reason to expect

that the growth rates of acquired firms would lag behind

non-acqui red firms.

In fact, Birch (1980) found that firms that were eventually

acquired tended to have faster than average growth rates, until

after their acquisition. This was concluded in a study of 6,000

establishments in the U.S. that were acquired between

17Significance was indicated by a two-tail t-test of the
null hypothesis that the average growth rates of acquired firms
were the same as the average growth rates of the average
Nebraska firm. The latter average was corrected to reflect the
Industrial classifications of the acquired firms. In

considering the employment growth rate, the null hypothesis was
rejected at .01 level. The difference between the payroll
growth rates were significantly different at the .05 level.
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1969-1972. Compared to firms in similar size classes, the

post-merger change in the growth rates indicated that the

acquired firms did worse after acquisition than the independent

establishment over the same interval of time. A similar

post-merger slowing of employment and payroll growth rates was

reported for Wisconsin firms (tidell, 1969).

The results of case studies of specific industries are

consistent with the claim that absentee-management of a plant

may impair Its growth. Alleged mis-management includes

repatriation of profits and inadequate re-investment in steel

branch plants in Ohio leading to their shut down (Bluestone and

Harrison, 1980), imposition of an excess of staff and overhead

charges which add nonproductive costs to the operations in a

hypodermic needle factor (The New Englander, 1978) and in a

Massachusettes tannery (Katz, et al., 1980); and interfering

with local decisions in a publishing company by poorly informed

parent managers (Bluestone and Harrison, 1980).

These studies dealing with differences in payroll and

employment growth rates and with management strategies between

absentee- and locally controlled plants consider the effects on

plant performance rather than on the community in which they are

located. Thus, the relative effects of the type of ownership

are considered directly with no need to measure absentee

ownership as a percentage of total business activity.

A large number of studies investigate the economic

consequence of rural industrialization on the community In which
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they locate. Summers, et al.'s (1976) analysis of case studies

examining 245 communities conducted between 1945 and 1973

provide a comprehensive review of these studies. Most of this

research depended on rather primitive methodology, such as

before- and after-industrialization comparisons with minimal

controls. Almost every study indicated that rural

industrialization is associated with increased real per capita

or median family income.

In terms of income distribution in the community or county

undergoing industrialization the results are less clear.

Studies in Oklahoma (Shaffer, 1974) and Texas (Reinschmiedt,

1976) concluded that rural industrialization resulted in a

somewhat more equal income distribution. West and Maier's

(1975) study of Missouri found no effect. Other research

indicated that the gains of industrialization were distributed

unequally between various subgroups of the host community.

Research indicated that relatively little income accrues to the

elderly (Clemente and Summers, 1973), to blacks relative to

whites (Till, 1972; Abt. Associates, 1968), and to households

headed by women, as compared to male-headed households (Clemente

and Summers, 1973). Thus the relative economic condition of

these groups in the study areas worsened with industrial growth.

The nature of these rural industrialization studies were

usually case studies of a specific counties or communities

before and after industrialization took place. Thus, the

industry is usually treated as a net addition to the local
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economy and the associated change can be considered an absolute

effect.

In terms of relevance to the present research, these studies

are problematic in that the ownership status of the firms was

not identified. Although some research (in Kentucky, Leinbach

and Cromley; 1982, in the United Kingdom, Keeble, 1971)

indicates that much of new industrial growth Is nonmetropolitan

areas is by absenteeowned plants,18 it is not possible to

distinguish the effects of a increase in manufacturing industry

from the increase in absentee ownership. Thus these studies can

only be considered suggestive of the absolute effect of

absenteeowned manufacturing industry on the host community.

The effects of ownership and increased manufacturing activity

are confounded. One might cautiously conclude from the body of

research that the absolute effects of absenteeowned

manufacturing are positive on community income and mixed

concerning income distribution. However, it is impossible to

say how much of the effect Is due to ownership characteristics

of the locating firms and how much is due to the effects of

industrialization in general.

The second category of empirical research on economic growth

and income distribution involves crossnational studies. Most

of these studies investigate the effects of direct private

18Stern and Aldrich (1980, p. 614) claim rural
industrialization "almost always involves a location decision by
an AOC [(absenteeowned corporation)]" but fail to provide any
empirical evidence for this assertion.
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foreign investment on economic growth and income distribution in

LDC's. Since it is thought that such investment and absentee

ownership are highly correlated this research is relevant to the

present study. The extent of foreign investment Is seen as

measuring the "dependency" of the host economy.]-9 The studies

statistically analyze the relationship between such dependency

measures and indicators of economic growth and income

inequality.

Much of the early work of the dependency theorists (e.g.g.,

Baron, 1957; Dos Santos, 1970; Frank, 1966) tended to take the

form of verbal arguments reflecting the authors' theoretical

perspectives. If Included at all, quantitative data are most

often used to illustrate the author's position rather than to

critically evaluate it (Kaufman et al., 1975). However a

significant number of researchers have conducted empirical

investigations of implications of the theory since 1975.

Because they are relevant to research design of the present

study the research designs and variables employed will be

discussed. The following discussion draws heavily on a review

of sixteen cross-national studies of the effects of dependency

on growth and/or inequality (Bornschier et al., 1978). For a

more thorough discussion and re-analysis of this research,

consult this review.

19Other types of dependence that have been investigated
include dependence on foreign aid (see Bornschier et al., 1978
for a review) and on foreign trade (Alschuler, 1976; Kaufman et
al., 1975).
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Research Designs of Cross-national Studies.

All the relevant studies attempt to infer a causal relation-

ship from non-experimental research designs using cross-national

data. The models usually consist of a measure of growth or in-

equality as the dependent variable with a measure of dependence

and other control variables as independent variables. Ordinary

least squares regression is usually employed, but partial

correlation or rank order correlation is also used.

The temporal dimension is modeled differently leading to

seven distinct designs. Variety in handling the temporal dimen-

sion in measuring economic growth is the major distinction

between the designs. Potential biases in the use of different

designs have been discussed by Bohrnstedt (1969) and Ray and

Webster (1979). Some limitation of the models will be discussed.

The conceptualization of the dependent relationship

described in the theoretical literature varies between authors

and includes political and cultural as well as economic aspects

(Little and Kratrnich, 1980). However, the qualitative research

of interest characterized dependency as the degree of control of

an economy as revealed by the amount of direct private foreign

investment in a particular nation's economy.

Investment dependence is measured as a stock variable (e.g.,

value of direct foreign investments per capita; [McGowan and

Smith, 1978]) or as a flow variable (e.g., the value of foreign

investment that enters a country in a particular year [Kaufman

et al., 1975]).
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The measurement of Investment dependency has implications

for the Interpretation of the results. In order to compare the

relative effects of foreign to domestic investment a measure is

needed that indicates the proportion of total investment that is

foreign (I.e. value of foreign investment / total investment).

The cross-national studies most often employ variables that are

unweighted (e.g. value of foreign investment), or that indicate

foreign investment as a per capita measure or, as a percentage

of gross domestic product (GDP)(I.e., foreign

investment/population or foreign investment/GDP). The first of

these three variables is clearly appropriate for an

investigation of absolute effects.

But only if the measures in the denominators of the second

two variables are close proxies for total investment can the

variables be used to infer the relative effect of external to

domestic investment. Although a plausible argument might be

made suggesting total investment is correlated with GDP, the

association with population is less easily defended.

The authors of the studies, however, don't discuss the

nature of the alternative states against which the effect of

external investment is compared. Often, when presenting

opposing arguments concerning an effect of external investment,

the assumptions are quite different, yet are not discussed. For

example, in a study of foreign investment, economic growth and

income inequality, Chase-Dunn (1975) suggests that the drain of

profits is a major mechanism by which foreign investment leads
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to slower economic growth. This is a relative effect, in that

there is an implicit comparison between the existing state, in

which profits leave the economy, and a similar economy that is

locally controlled in which profits contribute to local income.

If the implicit comparison is between the economy with and

without (i.e., an absolute effect is being considered) then the

exodus of profits can not be a factor that retards growth, as

those profits would not have existed in the absence of the

investment.

The assumptions of Chase-Dunn seem to shift, however, when

presenting the "orthodox" view, that foreign investment is a

source of capital that leads to increased production and

employment. Here the underlying assumptions are clearly that in

the absence of the foreign investment, the investment would not

be forthcoming locally.

The assumptions of each perspective are never made explicit,

leading to a conflict of arguments concerning the effects of

absentee ownership. If the validity of the underlying assumption

were openly discussed, a greater degree of consensus regarding

the impacts of absentee ownership might be reached.

Although the assumptions underlying the two perspectives are

quite different, and require different variables to test their

implications Chase-Dunn, and other quantitative analyses of

foreign investment (e.g.g. Kaufman, et al., 1975; Phillips,

Dion, 1982) employ a single measure of the extent of foreign

investment but claim their results are valid for evaluating both



sets of arguments. For example, Chase-Dunn reports that the

results of his study lead him to conclude that "dependency

theory predicts the effect of inputs from advanced nations to

less-developed ones better than neoclassical economic theories"

(p. 720). Because of the limitations of the methodology, these

conclusions are unwarranted.

To summarize the results, the studies dealing with

inequality found a positive relationship between dependency on

external capital and inequality (Bornschier, 1975, 1978;

Chase-Dunn, 1975; Evans and Timberlake, 1980; Kaufman et al.,

1975; Phillips, 1982; and Rubinson, 1976). However, except for

the study by Phillips, cross-sectional analysis at a single

point in time is used. If countries with more unequal income

distribution attract greater foreign investment, then inequality

and investment dependence may be a mutually reinforcing

pattern. Lack of control for this possibility may have led to

misleading results.

The results of the studies dealing with growth and

dependence are mixed. Approximately half show a positive

relation, half a negative relationship. These results may be a

function of the type of dependency measures used. Bornschier et

al., (1978) suggests that these contradictory results can be

explained if one considers by type of investment dependence

measure, flow or stock, that is employed.
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Generally the studies using flow measures found a positive

effect of dependence on growth; those employing a stock measure,

a negative relationship. These results suggest that:

Current inflows of investment capital...cause
short-term increases in growth due to the
contribution to capital formation and demand
as foreign corporations purchase land, labor
and materials and start production, while the
long-run structural distortions of the
national economy produced by foreign invest-
ment and the exporting of profits tend to
product negative effects over time
(Bornschier et al., 1978, p. 667).

The result also can be interpreted in terms of the

underlying assumption concerning the alternative to the foreign

investment. In the short run it may be reasonable to assume

that foreign investment represents a net addition to the economy

resulting in absolute increases in growth. In the longer run,

much of the investment from foreign sources might have been made

anyway, from local investors. In this case, the relative

analysis might be more appropriate.

If these relationships between the time frame and the

appropriate type of analysis is correct, then the flow of funds

in a given year is a good measure of an absolute increase In

external investment. The results of such studies, indicating a

positive relationship between external Investment and growth,

can be interpreted as an absolute impact.

Similarly, the stock of foreign investment relative to total

Investment is a good lcng-run measure of the relative proportion

of total investment that is from external sources. The results
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of those studies using such measures, indicating a retardation

of growth associated with external investment, are best

interpreted as relative impacts.

Thus, if the assumption regarding the time frame and

alternative investment patterns are correct, the results of the

studies are consistent with the theoretical expectations of the

previous chapter: positive absolute impacts, and negative

relative impacts of absentee ownership on growth. However, the

investment variables In the studies did not consistently reflect

underlying assumptions making the results difficult to interpret

in terms of the relative/absolute framework.

Extrapolation of these results to developed countries or to

subregions of developed national is questionable.2°

Differences In institutions or economic structure may result in

different relationships between the variables. However, the

studies suggest that the degree of external investment may be a

significant factor in influencing growth or inequality of a

economy.

To summarize the results of the empirical research

concerning absentee control, growth and income inequality,

McGranahan's (1980) study indicates, in comparison to local

control, absentee ownership is linked to lower per capita income

20Chase-Dunn (1975) reports that results of a
cross-country analysis that includes developed countries
suggests that the associations between dependence, growth and
inequality are similar to those found in the sample of LCD's,
lending some support for wider application of the results.
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and lower Income inequality. Although the author points to the

exodus of proprietor incomes from the local economy to explain

the results, other studies support alternate (or additional)

explanations that are also consistent with the results. These

studies conclude, relative to local control, absentee ownership

of business enterprises is linked to slower payroll and

employment growth rates and fewer linkages to local suppliers.

Case studies support these association and provide evidence of

parent management of branch plant that retards growth.

Other research (Suniners, et al., 1976) suggest rural

industrialization is associated with higher per capita and

median income levels, but has mixed effects on income

distribution. However, these studies have inadequate controls

and do not identify ownership characteristics. These are, at

best, suggestive of the absolute effects of the introduction of

absentee-owned manufacturing plants.

Finally, the cross-national studies, though methodologically

flawed, indicate that external control may have a significant

impact on income and Income inequality in LDC's.

Empirical studies investigating the relationship between

absentee ownership of business enterprises and employment

Instability focus on the relative instability of employment In

absentee- and locally based firms. Instability is most often

conceptualized as the proportion of firms (or percentage of
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total employment in those firms) that are present in the

beginning of the study period that are no longer operating at

the period's end.

In order to consider relative effects ones needs to

theoretically consider the difference in instability between two

groups of plants, similar except that one group has a larger

proportion of absentee-owned plants. Since absentee- and

locally-based enterprises may differ In plant size and

industrial composition (factors thought to be associated with

Instability) ideally these factors should be controlled for In

order to isolate any ownership effect (Barkley, 1978).

In Investigating the absolute effects of absentee-owned

plants it is necessary to investigate the level of instability

as if absentee-owned businesses are an addition to the economy

that would not have otherwise existed. As was true in

considering the relative effects, controls for factors

associated with instability and absentee ownership should be

included to isolate the effects of ownership. Otherwise, the

hypothetical "addition" of absentee-owned plants might alter the

industrial structure or size distribution of the existing

economy confounding effects.

The studies reviewed below concentrate on changes in

employment in the enterprises themselves, rather than

considering the instability of the local economy of which they

are a part. Therefore, the studies are relevant to analysis of

either the relative or absolute effects. For use in an absolute
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analysis, knowledge of local instability without (or before)

absentee-owned plants operated locally may be required.

Barkley (1978) after controlling for confounding factors,

found absentee-owned branch plants to be more unstable than

local firms in a study of 424 rural Iowa manufacturers. He

measured instability as the ratio of outmigrating and failing

firms (1965-1975) to the total number of rural Iowa

manufacturers. It was found that locally owned firms tended to

fail more than branch plants, but overall, absentee-owned plants

were more stable because of their relatively high outmigration

rate. Their locational Instability was also influenced by the

type of products produced, with makers of durable goods

exhibiting higher rates of instability than non-durable goods

manufacturers. No plant size-stability pattern was observed.

This study supports two theoretical arguments of the

previous chapter. It is thought that absentee-owned firms may

tend to be less likely to fail because of superior management

organization and other economies (Bain, 1954; Barkley, 1978).

Bluestone and Harrison (1980, 1982) suggested that shut downs

of absentee-owned plants are not due to profitability as much as

locational mobility.

Clark (1976) investigated ways in which plant size interacts

with ownership in affecting employment instability. Clark

compared branch plant employment instability to locally

controlled manufacturing enterprises in a county In Sweden. He

found that employment in small branch plants (20-99 employees)
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was more unstable than employment In small indigenous plants

(many shut down during a recession); but employment in large

branch plants (more than 99 employees) was more stable than in

large indigenous firm employment. Thus, in this study, the size

composition of plants influences their instability. Overall,

branch plant employment was more stable than employment in

parent plants, reflecting the larger average size of branch

plants in the study region.

Two studies included no controls for size or industrial

sector. Townroe (1975) in a study of 4,042 manufacturing

establishments in Britian found that absentee-owned branch

plants and locally owned firms did not differ significantly in

the tendency to close down.

In a study of manufacturing firms in Appalanchian Kentucky

between 1968-1978 Leinbach and Cromley (1983) found less

employment instability among branch plants than among indigenous

firms. That is, considering total employment in businesses

operating in 1968, a significantly smaller percentage of

employees of absentee-owned branch plants were affected by plant

shut-downs by 1978. Although less unstable overall (by this

definition), branch plant employment growth was found to be more

sensitive to downturns of the business cycle, such as the 1974

recession. Following the recession, employment growth in branch

plants was relatively weaker than indigenous firm employment

growth.



115

The results of these stability studies are mixed. It

appears that the relationship between absentee ownership and

employment instability may be affected by the industrial

composition and plant size distribution as well as by the

measure of stability. Barkley (1978) found that branch plants

were more unstable, Lienbach and Cromley (1982) that they were

less unstable, than locally owned firms. They defined

instability in terms of the firms or employees, respectively,

affected by plant shutdowns.

Employment instability may also be thought of as variations

In employment growth from year to year. Using this type of

measure Clark found that branch plant employment was less

cyclically sensitive than Indigenous firms, but plant size was

more Important than ownership in explaining instability.

Analysis by the present author of manufacturing employment data

by ownership status for 1968, 1973, and 1978, from the Lienbach

and Cromley (1982) study suggests that, by this definition,

branch plant may be more unstable than Indigenous firms, but

sufficient data is not available for a definite conclusion.

Since it appears that the relationship between absentee

ownership and Instability may be sensitive to the type of

measure of instability. The results of a study can only be

Interpreted to gain Information regarding that specific type of

stability, and the results cannot necessarily be generalized to

say anything about economic stability in general.
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Some of the problems associated with the previous studies

were avoided in the present study. The methodology employed In

the present study Is discussed in the following chapter.
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CHAPTER V

RESEARCH DESIGN

The previous chapters of this study have discussed

theoretical arguments and empirical research suggesting that

absentee ownership of manufacturing plants may affect income

growth, income distribution and employment instability in the

economy in which the plants are located. However, the nature of

the influence of absentee ownership is theoretically

controversial and the results of empirical research do not

provide a clear-cut resolution of this controversy.

The opposing views are summarized by the hypotheses

presented in Table 10. These are admittedly overly simplified,

but if other relevant factors are held constant, the hypotheses

reflect the general views of the perspective. To test these

hypotheses, a statistical analysis was conducted in which the

general concepts in the hypotheses were represented by

quantifiable variables and the relationships between them were

analyzed. Measurement and symbols used for these variables are

presented in Table 11. A cross-sectional analysis using Oregon

counties or SMSA's21 as observations was conducted.

21Because the counties that make up SMSAs are thought to
function as a single economy, Clackamas, Multhnomah and
Washington counties were treated as a single unit: the Portland
SMSA. Marion and Polk county data was aggregated to make up the
Salem SMSA.
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Table 10. Hypotheses of the Orthodox and Critical Perspectives

Orthodox Perspective Critical Perspective

Absentee ownership has a posi- Absentee ownership has a

tive influence on economic negative influence on

growth. economic growth.

Absentee ownership has a

negative effect on income

inequality. That is,

absentee ownership is associ-

ated with less inequality.

Absentee ownership has a

positive effect on income

inequality. That is,

absentee ownership is

associated with greater

inequality.

Absentee ownership has a Absentee ownership has a

negative effect on positive effect on

employment instability, employment instability.

That is, absentee owner- That is, absentee owner-

ship is associated with ship is associated with

less instability, greater instability.



table 11. VarIables Used in Empirical Analysis

Variable
Symbolâ Research Concept

Importance of agricul-

tural sector

AP4G average annual growth
rate of manufacturing
employment

absentee ownership,
relative measure

A0E absentee ownership,
absolute measure

DIST geographic Isolation

E1% importance of manu-
facturing In county
economy

El Total county employment

ET% employment ratio

GINI Gini index of income
Inequality

Variable Measurement

(Agricultural employment/
total employment) X 100

(sum of annual manufacturing employment
growth rates, 1969-1970 through
1978-1979) / 10

(manufacturing employment In absentee-owned plants /
county manufacturing employment) X 100

manufacturing employment In absentee-owned plants.

number of miles from county seat to nearest SMSA

(county manufacturing employment /
total county employment) X 100

Number of wage and salary jobs +
number of proprietors in a county

(total county employment / total county population) X 100

See Appendix B I-'



Table 11. Variables Used In Empirical Analysis (Cont'd)

Variable
Symbola Research Concept

GINICH percent change In Income
inequality

HQ income share of top 25%
of families

LOE local ownership

Lu Income share of lowest
25% of families

MG manufacturing employ-
ment growth

MI manufacturing employment
instability

MQ income share of the
middle two quartiles
of families.

NFl non-farm employment
instability

Variable Measurement

[(GINI. 1979 - GINI, 1969) / GINI, 19691 X 100

percent of total family personal income
received by the top 25% of families.

manufacturing employment in locally owned firms

percent of total family personal income received by
those 25% of families that receive the lowest Income.

[(manufacturing employment, 1979 -
manufacturing employment, 1969) /
manufacturing employment. 1969) X 100

standard deviation of annual average growth rate of
county manufacturing employment 1969 - 1979

percent of total family personal Income
received by two middle quartiles of families.

standard deviation of annual average growth rates of
non-farm county employment 1969 - 1979.



Table 11. VarIables Used in Empirical Analysis (Cont'd)

Variable

Symbola Research Concept

POV percent of families In

poverty

PSZ average county plant
size

YE county earnings

YECH percent change in
earnings

Variable Measurement

(number of families below federally defined poverty level /
total number families ) X 100

(number county of manufacturing employees) /
(number county of manufacturing plants)

County Income from wage and salary
employment and proprietorships.

[(YE 1979 - YE 1969) / YE 1969] X 100

YM County manufacturing County manufacturing Income for wage and

earnings salary employment and proprietorships.

YMCH Percent change in [(YM 1979 - YM 1969) / YM 1969] X 100

manufacturing earnings

a All variables are measured for each county/SMSA In Oregon

N.)

I-
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Relationships between variables were estimated using

regression analysis or partial correlation analysis. In the

regression analysis, measures of Income growth or employment

stability were regressed against measures of absentee ownership

and several control variables. Partial correlation analysis

also utilized control variables.

The control variables were needed to isolate the

relationship between the dependent variable and absentee

ownership variable. They served to take into account the effect

of some of the characteristics that may differ between counties,

are correlated with absentee ownership, and are thought to

Influence the growth or distribution of income or the

instability of employment. In addition to this primary role,

the control variables in the regression analyses allow further

understanding of factors in Oregon counties that influence these

three economic characteristics reflected In the dependent

variables.

For each of these characteristics two types of relationships

were investigated, the relative and the absolute. In order to

reflect the assumptions upon which each analys-is is based,

different measures of absentee ownership were used in the

relative and absolute analyses.

Both measures of absentee ownership will be described,

followed by an explanation of the measurement of the other

Independent variables. Description and justification of the
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emperical models of income growth, income inequality, and

employment instability will then be discussed. The final

section discusses problems of using cross-sectional analysis in

making causal inferences.

Appendix A describes the nature and source of the data used

in the study. Appendix C discussed tests of assumption required

for regression analysis.

Ideally, the absentee ownership variables should reflect the

importance of such firms in the local economy. Previous studies

investigating absentee ownership have used the value of external

investment (reviewed in Bornschier, et al., 1978), the number of

external controlled firms (Barkley, 1979; Birch, 1979;

Clark,1978), and employment in absentee-owned plants

(McGranahan, 1980) in order to represent absentee ownership or

dependence on external investment.

Disaggregated data on the values of external investment in

Oregon counties are unavailable. It was thought that employment

figures were a better proxy than the number of enterprises, as

they better reflect the economic significance of absentee

ownership in an Oregon county.

The present study is concerned with absentee ownership in

the manufacturing sector.
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In the relative analysis it is assumed that absentee-owned

plants have completely displaced local manufacturing firms that

would have been established if not for the externally controlled

firms. In this case, it Is appropriate to compare the impacts

of absentee-owned plants to those of indigenous firms which

would have existed If not for the introduction of externally

controlled firms. This is conceptualized as comparing two

economies, identical except that one consists entirely of

locally owned plants, the other partially made up of externally

controlled plants. In order to represent this assumption, the

absentee ownership variable compares the amount of absentee

plant ownership to the total manufacturing sector in a given

county. The relative absentee ownership variable used is

employment in absentee-owned
manufacturing firmsit

Acit = X 100

total manufacturing employmentit
I = 1,2,...,33
t = 1969 or 1979

The symbol I refers to the number of Oregon counties or SMSAs.

The counties are ordered alphabetically followed by Portland and

Salem SMSAs. The year in which the data were measured is

represented by t.

The denominator of the measures, county manufacturing

employment, acts to control for the total amount of

manufacturing in the county or SMSA. The numerator reflects the

importance of absentee ownership in the county economy.
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Since the AO% variable is inversely related to the

percentage of manufacturing employment In locally owned plants,

(Lc), A is useful for making inferences concerning local

ownership. In some models, the dependent variables

(representing Indicators of economic development) are regressed

against AO% and control variables. Due to the inverse

relationship between them, If AO% if replaced by LO% the

coefficients associated with each ownership variable is expected

to be Identical, except for carrying the opposite sign.

However, Madansky (1964) and Schuessler (1974) suggest that

when using ratio variables, observed relationships between

variables may actually be due to correlations between the

numerator or denominator of one variable and the numerator or

denominator of the other, rather than an actual relationship

between the variables. If this effect Is operative In the

present study, replacement of AO% with L would not yield

Identical, but oppositely signed, coefficients. In order to

investigate this possibility, the models in the relative

analyses will be estimated using both measures, and the results

will be compared.

In contrast to the relative analysis, the absolute analysis

assumes that absentee-owned plants are additions to the economy

which would not have otherwise existed. To reflect this

assumption a different measure of absentee ownership than the
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one used in the relative analysis is required. In this case,

the level of employment rather than the proportion of employment

in absentee-owned plants should be measured.

The number of employees in absentee-owned manufacturing

plants is used to capture this concept. The variable is

symbolized as AOEjt, where i indicate county or SMSA i =

1,2,...,33 and t indicates the year in which the data was

measured, 1969 or 1979.

A significant relationship between AOEjt and a dependent

variable is consistent with the hypothesis that an absolute

effect of absentee ownership exists.22 The nature of the

effect (direction and strength of influence) will be revealed in

the statistical analysis.

The purpose of the statistical models is to estimate the

relationships between absentee ownership and the characteristic

of the county economy reflected in the dependent variable. In

order to isolate this relationship, it is necessary to control

for the level of local ownership of manufacturers. This is

accomplished by the Inclusion of the level of employment in

locally owned manufacturers (LOEjt) in the models of the

absolute analysis. The statistical analyses investigating the

relationship between absentee ownership and income growth,

income distribution, and employment instability will now be

an association does not prove that a causal
relationship exists. The limitations of making causal
inferences from statistic associations is discussed in the final
section of this chapter.
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described in greater detail. The models used to study these

relationships will be presented followed by a discussion of the

models' specification.

The critical and orthodox theorists differ in their

assessment of the impacts of absentee ownership on income

growth. The critical theorists tend to emphasize profits

draining from an economy to the absentee owner, "exploitation"

of the employees and structural distortion of the economy. The

orthodox economists stress the possibility of increased income

flowing to new workers in the absentee-owned plants as well as

to employees and proprietors in related sectors that provide

inputs to the absentee-owned plants and their employees.

One of the arguments of this study is that some of the

differences in the assessments of absentee ownership flow from

the assumptions upon which the arguments are based. The

critical theorists arguments are appropriate if one assumes that

the absentee-owned plants are displacing local firms. For

example, compared to the locally owned firms that would have

existed, absentee-owned plants may provide less proprietor

income to county residents.

Many of the orthodox arguments seems to assume that

absentee-owned plants are a net addition to the local economy.
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Thus, income flowing to workers in absentee-owned plants can be

considered a net addition to the economy.

üuite generally, the orthodox view is that absentee-owned

plants tend to increase income, both in the manufacturing sector

and related sectors of the economy. With less unanimity the

critical social scientists suggest that absentee ownership is

more often linked to retarded growth. Although it is rarely

discussed, the implication Is that growth is slower relative to

a similar economy that is locally owned.

The following section describes the models designed to

investigate the hypotheses regarding the absentee

ownership-income link. Since, to some extent, the nature of the

relationship is a function of the assumptions employed, an

analysis based on each set of assumption was conducted.

The assumptions of the critical theorists lead to a

comparison of absentee-owned plant relative to locally owned

plants. These relative effects on manufacturing income growth

and on earned income growth, were investigated using two

models. In basic linear form the equations are:

YMCHi = a + B1 AO%69 + B2 PSZ691 + 83MG1 +

B4DIST + e and

YECH + a + B1 AO%69 + B2 PSZ69i + B3MG +

B4DIST + B5POPCH + B6E69 + e.

where:

YMCH = percent change in manufacturing income 1969 - 1979
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YECH = percent change in earned income 1969 - 1979.

i = the county or SMSA, i = 1,..., 33.

a = constant

B,j = estimated regression coefficients for each

independent variable

e = error term

and the Independent variables are defined and measured as

summarized in Table 11.

The absolute analysis employed the following equations to

investigate the nature of the relationship between absentee

ownership and growth of manufacturing income and of earned

income:

Ln(YM)jt = a + BiAOEit + B2 LOEjt + B3 PSZ.j. +

B4DIST + e and

Ln(YE)jt = a + B1AOEIt + B2LOEjt + B3 Ejt +

B4 PSZ + B5 DIST + e

where Ln(YM)jt the natural log of manufacturing

income

LN(YE)it the natural log of earned income

i = the jth county or SMSA, i = 1,2,...,33.

t = the year, t = 1969 or 1979

a = constant term

= coefficient to be estimated

ej = error term

and the independent variables retain their meanings summarized

in Table 11.
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Each of the absolute models were estimated once with 1969

data and again with 1979 data In order to see if the

relationships changed over time. For the YM endogenous model,

arguments both for the inclusion or omission of the constant

term can be made. In a mathematical sense, the constant term

indicates the intercept, the value of the dependent variable if

all independent variables are zero. In the Ln(YM)jt model, if

the employment variables (AOEjt, LOE1t, Etjt) are zero,

indicating there are no manufacturing employees, and PSZ1t

variable Is zero, indicating no plants are operating, then no

manufacturing Income would be expected. Thus, In a mathematical

sense no constant is required.

However, the econometric interpretation of the results may

differ from the mathematical interpretation. The constant can be

taken to indicate the mean effect on the dependent variable of

all excluded variables (Rao and Miller, 1971). Unless perfectly

specified, some relevant variables will be excluded from the

model. Because of the probable imperfection of the model, a

constant term was Included.

The assumptions of the absolute and relative analyses imply

that the use of different time frames may be appropriate for

each type of analysis and should be reflected In the models.

The absolute analysis assumes that absentee-owned plants are an

net addition to the local economy. That is, they do not displace

Indigenous firms. In the short run, this assumption Is most



appropriate, but as time goes on, it is more likely, other

things equal, that if the absentee-owned plants hadn't located

in the area locally based firms would have. In the longer run,

then, the relative analysis is more appropriate.

Consistent with this reasoning, the relative analysis

estimates the relationship of absentee ownership and longer-run

income growth (as measured by the percent change in income, 1969

- 1979 regressed on absentee ownership in 1979). The absolute

analysis investigates the shorter-run relationships, in which

the level of county/SMSA income is regressed on absentee

ownership in the same year.

In each model, several control variables are included in

order to isolate the absentee ownership-dependent variable

relationship. In the remainder of this section the measurement

of the dependent variable will be described followed by a

discussion of the measurement of the independent variables and a

theoretical justification for their inclusion.

In the relative analysis, the longer-run change in income is

measured through the use of a variable that Indicates the

percent change in income 1969 - 1979. This measure is expressed

by the following equation

YCHj =
Yj l979.j- Yj l969

Y 1969
x 100
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I = 1...33, where i refers to county or SMSA i, and j refers to

the type of Income, manufacturing earned income or earned

income. The percent change in manufacturing income is symbolized

by YMCH, the percent change in earned income by YECH. All

figures are expressed in nominal terms. Since inflation is

assumed to effect all counties equally, figures were not

defi ated.

In the absolute analysis, the dependent variable was a

measure of manufacturing or earned county income in either 1969

or 1979. The natural log of the county income level is employed

in order that the models have desirable properties required by

the statistical analysis.

The use of the log form also has the advantage of allowing

interpretations of the regression coefficients that are more

easily compared with the results of the relative analysis in

which the dependent variable is in percentage terms. Using this

log-linear form, coefficients indicate the expected change of

the dependent variable, in relative terms (Gujarati, 1979) for a

unit increase in the associated explanatory variable, ceteris

paribus.

All the models have several control variables in comon.

These variables will be discussed first followed by a discussion

of those additional variables that are not found in every model.



133

Variables reflecting average plant size (PSZ) in the county

or SMSA1, in 1969 or 1979 and miles of the county seat to the

nearest SMSA (01ST) were included in every income growth model.

Since absentee-owned plants tend to be larger than indigenous

manufacturing enterprises and plant size may influence income

growth, PSZ was included In order to separate the effects of

size from that of ownership.

Larger plants may allow economies of scale not available to

smaller concerns (Bain, 1954; Barkley, 1980) allowing higher

proprietor income and higher wages based on greater worker

productivity. Although unsubstantiated by data, plant size may

be correlated with greater capital intensity. If this is true

high productivity per worker and corresponding higher wages

might be expected.

On the other hand, Bluestone and Harrison (1982) suggest

that larger firms may employ a major share of workers,

especially in smaller economies, and may enjoy a degree of

manopsony power that allows them to pay lower wages than smaller

firms.

The distance variable represents the isolation of an economy

from a major service sector. Since isolation tends to be linked

with greater local purchasing (and higher multiplier values)

(Wood, 1982), a given influence of absentee ownership on county

Income might be Intensified In more outlying (and

interdependent) counties.
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The models of the absolute analysis all include a variable

indicating employment in locally owned manufactures (LOE). As

explained earlier in this chapter, the LOE variable serves to

control for the amount of Indigenous ownership so that the

absentee ownership-income relationship can be isolated. The

models of the absolute analysis, focusing on earned income [with

Ln (YE) endogenous] also includes a measure of the percentage of

total county employment in the manufacturing sector in 1969 or

1979 (E). If this variable were omitted, the coefficient for

the AOE variable might reflect the influence of manufacturing,

rather than that of absentee-owned manufacturing.

The EP variable serves the same purpose in the YECH model

of the relative analysis. In addition, this control variable

serves to take into account that the influence of the A

variable (proportion of manufacturing employment in

absentee-owned plants) is expected to be greater if

manufacturing employment makes up a larger part of the economy.

For example, even if all manufacturing employment is in

absentee-owned plants (i.e. AO% 100), if the manufacturing

sector makes up only a small portion of the economy (e.g. EP =

1), then the A variable is not expected to be an important

determinant of earned income growth.

The YECH model also controls for the expected increase In

income due to the growth of the economy by inclusion of POPCH

(the percentage change in county population 1969 - 1979). Since
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absenteeowned plants might be expected to be attracted to

faster growing areas (as well as to contribute to that growth)

the POPCH variable will help isolate the relationship between

absentee ownership and income growth.

Those of the critical perspective suggest that relative to

indigenous firms, absenteeowned plants contribute to greater

income inequality. The orthodox emphasize that the benefits

(primarily income associated with higher employment) accrue not

only absenteeowned plant employees, but also to those workers

and proprietors of other local firms that benefit from the

increased demand for inputs required by absenteeowned plants

and for services required by absenteeowned plant employees.

Although it not explicitly stated, the orthodox group implies

that greater employment (and returns to labor) are net benefits

since absenteeowned plants are seen as additions to the

existing economy, rather than displacing indigenous firms.

Thus, the assumptions of the absolute analysis are appropriate

here.

In order to investigate the statistical relationship between

absentee ownership and inequality, a regression analysis was

initially attempted. Several measures of income inequality were.

regressed on measures of absentee ownership and on variables

designed to control for factors thought to confound the absentee
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ownership-inequality relationship. Although a number of

functional forms and measures of variables were used, in every

case it was found that the coefficients for absentee ownership

variables (AO% and AOE) were not significantly different than

zero using the .10 levels of significance. In all but a few of

the models no variable was found to be significant. F-tests of

the significance of the overall regressions (whether all

coefficients equalled zero) confirmed that the models were

inadequate in explaining variation of the dependent variablese

Further investigation indicated that in all but one model,

heteroscedasticity associated with county size existed. A

Goldfeld-Quant test, using a .05 level of significance, was the

primary tool of analysis for this investigation. Various

transformations (log functions, weighted least squares) and the

use of several alternate model specifications failed to

eliminate the unequal variances. T-statistics are not reliable

indicators of statistical significance, and coefficients are

inefficient estimators of parameters in the presence of

heteroscedasticity (Koutsoyianis, 1977). Therefore, It was

decided to reject the further use of regression analysis for the

inequality investigation.

Partial correlation analysis was used instead. The

technique, although it has serious limitations, requires less

stringent assumptions than does regression analysis. Partial

correlation coefficients between measures of inequality and
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absentee ownership variables with several control variables held

constant were computed. The significance of the coefficients

were tested using t-statistics.23

A major difference between regression and correlation

techniques is that regression involves an implicit assumption

that a causal relationship exists between the explanatory and

dependent variables whereas no such relationship is required for

correlation (Pindyck and Rubinfeld, 1981). An observed

correlation between two variables doesn't allow prediction of

one from knowledge of the other, or suggests that one caused the

other (Koutsoyianis, 1977). It does Indicate the degree of

231n order to test for the significance of partial
correlation coefficients the null hypotheses (the partial
correlation coefficient equals zero) is tested against the
alternative hypothesis (the partial correlation coefficient is
other than zero) using the test statistic.

+
rxy.1,2...,q n-q-2

\1-r2xy1,2...,q

where rxVj0 is the partial correlation between variables X
and y with varfables 1 through q held constant, n is the number
of observations (Neter and Wasserman, 1974, p. 410). Degrees of
freedom equal n-(q + 2). If this observed t-value exceeded the
theoretical (table) value of t at the .10 level of significance
then the coefficient was considered significantly different than
zero.



138

linear relationship between two variables with the influence of

other variables (included as control variables) removed.24

The other variables were included in order to control for

differences between counties that might comfound the absentee

ownership-inequality relationship.

The correlation models will be presented next followed by a

discussion of the variables. Measurement of the control

variables and justification for their Inclusion in the analysis

will follow a discussion of the measurement of income inequality

variables.

Partial Correlation Models

Five measures of Inequality are used:

1. The percent of families in poverty in county I in 1969

or 1979 (P0V691 or P0V791).

24The relationship between by (the regression
coefficient of y, regressed on x, with z held constant) and
ryx.z (the partial correlation coefficient of y and x with z
held constant is

sxz
ryx.z = byx.z C )

syz

where the far right-hand term Is the ratio of the standard
errors of estimates In the regressions of x on z and of y on z
(Bohrnstedt, 1969, p.121). The unstandardized regression
coefficient has been suggested as "more appropriate for the
statement of causal laws than the correlation coefficient since
the unstandardized coefficient Is relatively stable across
subsamples of populations whereas the ...[correlation
coefficient] may vary significantly as a function of the
standard deviations. Thus correlations reflect not only causal
relationships between variables but the variation in particular
samples from with a stated population" (Bohrnstedt, 1969, pp.
120-121).
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2. The Gini measure of inequality for county I, in year t,

1969 or 1979 (GINI69j or G1N1791).

3. The income shares of those families that make up the

lowest quarter in total personal family income of

families of county i, year t, 1969 or 1979 (L0691 or

Lü791).

4. The Income share of those families that make up the

middle two quarters of families, county 1, year t, 1969

or 1979 (M069j or MQ79j).

5. The income share of those families that make up the

highest quarter of the families in county 1, year t,

1969 or 1979 (HQ691 or HQ79i).

The possibility of an absolute effect of absentee ownership

on inequality will be investigated with the model:

IjjtAOEjt.LOEjtEtjtAG%jtPSZjtDISTi

j=1,2,...,5, I = 1,2,...,33 t = 1969 or 1979

where r is the partial correlation coefficient between

inequality indicator j, (I,j) and the absolute measure of

absentee ownership, (AOEit) for county I, time t, holding

constant those variables listed after the dot. All other symbol

retain their meaning explained above.

The second model is designed to investigate the association

between absentee ownership and change in inequality. It is

specified as

179ji AO%6.I69jj + ET69j AG%69 PSZ69i DIST1 MGj

where all symbols retain their meanings explained above.
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This model differs from the short run model in which all

variables are measured In the same year. The lagged inequality

measure, 169jp allows investigation of the relationship

between inequality, 1979 and absentee ownership, 1969,

Independent of variance in the inequality variable in 1969. The

model, In effect, focuses on the correlation between the change

in inequality and absentee ownership by taking into account the

initial standing of the inequality measure (Chase-Dunn, 1975).

The model avoids disadvantages associated with the use of

percent change variables. See Rummel (1966) for a discussion of

these disadvantages.

In every model, a significant correlation coefficient

between the absentee ownership variable and the inequality

measure is consistent with the hypothesis that absentee

ownership causes Inequality. However, due to the symmetric

nature of correlation analysis, the direction of causation, if

it exists, Is unknown. Also, the association may be due to the

influence of a third factor (not controlled for in the model)

that causes them both. To ascribe causality, the analysis

requires an expectation of a casual relationship based on ..

priori or theoretical considerations. The analysis does not

prove the existence of such assumptions (Gujarati, 1978).

Each model was calculated using several different measures

of inequality. A discussion of each of the characteristics and

meanings of each characteristic follows. For the remainder of
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the study the variable subscripts, denoting county, year or type

of Inequality measure will be omitted unless required for

clarity.

In order to reflect income inequality in Oregon counties

three types of measures were used. Any one measure suffers from

limitations and the use of several allows a better reflection of

actual income distribution.

The Gini coefficient (GINI) is related to the income share

indicators (La, MQ, HQ). GINI reflects the deviations of income

shares from a distribution of income of perfect equality In

which each fractile of families receives a proportion of total

income that Is equal to Its proportion of the population.

The third type of measure of income distribution, the family

poverty rate, is based on government-defined criteria of family

poverty. It takes into account family size and rural/urban

living cost differentials, unlike the other measures. POV Is a

measure of income distribution In that it Indicates the percent-

age of families not receiving income above a certain level.

Since the Gini coefficient Is based in part on the concept of

income shares, the income share variables will be described

first followed by descriptions of GINI and POV variable.

Income Share Variables

If all the families in the county were ranked from those

receiving the lowest income in a year to those with the highest
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annual income and the families were divided into four groups,

each with an equal number of families, the LQ variable measures

the percentage of total county family income accruing to the

lowest group, the HO. variable Indicate the percentage to the

group of the highest income quarter, and the MO. indicate the

income to the middle two quarters of families. The Income share

measures Indicate the proportion of income accruing to specific

income groups. The GINI measure, in contrast, is more global.

As a county approaches perfect income equality, the percent

of Income flowing to the lowest and highest quartiles will

approach 25%. The Income received by the middle quartiles will

approach half of the total county income. A more detailed

discussion of the specific procedures used to calculate these

measure will be found In Appendix B.

Gini Coefficient

The GINI coefficient was used to indicate overall Income

Inequality. It Is based on the Lorenz curve which is derived by

plotting the cumulative income share received (on the vertical

axis) against the cumulative percentage of Income receivers

(families)(see figure 1). If perfect Income equality existed,

the Lorenz curve would be identical to the diagonal "line of

equality"; the less equal the distribution of income, the

further the Lorenz curve from the line of equality. The GINI

coefficient is defined as the ratio of the area between the line

of equality and the Lorenz curve (the concentration area) to the
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area beneath the line of equality. Thus, greater inequality

would be represented by a larger concentration area, and a

higher GINI coefficient. Relative to the Lorenz curve, the GINI

coefficient has the advantage of allowing easy comparison of

changes in overall Income distribution over time or between

regions. But unlike the Lorenz curve, the measure does not

indicate in which part of the distribution income is

concentrated. Two regions may have identical Gin! coefficients

but have very different distributions of income. For example,

one region may have a higher concentration of income in the

highest Income families, another more concentration in middle

income groups. Yet the GINI index may not Indicate this.

Due to limitations of the data (which Is only available in

grouped form) the calculated GINI canonly be considered an

estimate of the true income concentration ratios of the

population. For a discussion of methods of calculating GINI see

Appendix B. The data upon which GINI Is based includes Income

from non-earned sources such as transfer payments. These forms

of income are considered largely irrelevant to the present

analysis but no alternate source of income distribution data was

available.

Although a measure of overall income inequality, such as

GINI, is of interest, the extent of inequality in the poorest

groups is of special concern. It is widely accepted that one of

the major goals of development is the reduction of poverty. Yet

the Gini measure may fail to indicate differences in income

distribution among low Income families between counties. The LQ
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measure partially remedies this situation by indicating the

income share of the lowest-income quarter of families. In

addition, low income families are focused on by considering the

family poverty rate.

Admittedly, a single number cannot adequately describe

poverty status. Poverty is both an absolute concept, in that

there exist some minimum level beneath which survival is

impossible, and a relative concept, in that the social and

existential definition of poverty is defined relative to others

living in the surrounding environment (Fitch and Schefter,

1974). But the measure is valuable in that indicates the

proportion of families that fall below a level thought

inadequate taking family size into account.

Control Variables

Partial correlation analysis allows determination of the

linear relation between two variables, while holding other vari-

ables constant. These control variables serve to eliminate the

influence of extraneous factors that might confound the absentee

ownership-inequality correlation. They represent characteris-

tics of the countys' economic structures and locations.

Considering the families in the United States, the share of

total personal family income from earned income sources

decreases as total family income increased (U.S. Bureau of

Census, 1982). Therefore, as the employment ratio (percent of
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population who are employed) increases, it is expected that

lower and middle Income groups will benefit more than the

highest income families who depend more on non-earned income

sources. The employment ratio (measured by ET%) is expected to

be positively correlated with the income share of the lowest

quarter of families (La), negatively correlated with the income

share of the top 25% of families (HQ), and probably positively

correlated with middle-income quartiles income shares (MQ).

The expected increase to lower and middle income groups

suggest that a negative correlation between ET% and GINI may

exist: greater employment is associated with less inequality.

The poverty rate (POV1) is also expected to be lower in those

counties with a greater employment ratio.

Absentee ownership might be expected to be associated with

the employment ratio as the introduction of an absentee-owned

plant may tend to increase employment. On the other hand, since

external investors may well be attracted to areas of abundant

labor supply (and low employment ratios) such areas may have

high level of absentee ownership. In order to eliminate the

source of contamination of the absentee ownership-inequality

relationship, the ET% variable is held constant.

McGranahan (1980), in a regression of the GINI coefficient

on a measure similar to AO%, an employment ratio variable and

other economic structural variables, found that the employment

ratio coefficient was positive, but insignificant.

In the same model, McGranahan also found that manufacturing

employment was significantly related to less inequality and that
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a measure reflecting plant size was significantly associated

with greater inequality.

The percent of employment in manufacturing (EPE, was

controlled for the present study. Manufacturing activity is

expected to provide income to those in the middle of the income

distribution and lessen inequality. The variable also serves to

separate the effect of manufacturing, per se, from

absentee-owned manufacturing.

McGranahan suggested that larger plant size would lead to

greater inequality as proprietor income would tend to flow to

fewer (high-income) families. The average number of employees

per plant (PSZ) is included in the present study.

Absentee-owned plants in Oregon have larger plants than

indigenous manufacturing firms according to calculations based

on Oregon Directory of Manufacturers (Oregon Department of

Economic Development, 1970, 1980).

Historically, agriculture has been a relatively low income

sector in this country and Is expected to be positively

associated with poverty and income inequality in Oregon

counties. The influence of agriculture on income distribution

is controlled for by inclusion of AG%: the percent of total

county employment in agriculture.

Locational differences related to absentee ownership and to

inequality, and not captured in other control variables, are

controlled for by the DIST variable, the number of miles to the

nearest SMSA. McGranahan (1980) suggests that the presence of
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trade centers allow greater proprietor Income, which tend to

exacerbate inequality.

In the models investigating the long-run effect of absentee

ownership on inequality, the percent change in manufacturing

employment between 1969 and 1979 (MG) Is included. It serves to

separate the effect that change in the manufacturing sector has

on Inequality from the lagged effect of absentee ownership on

inequality. A significant positive correlation between the MG

variable and the inequality variable in the lagged models is

consistent with the hypothesis that an increase in manufacturing

in a county results in an increase in inequality in the years of

the study period.

The other control variables in the long-run model are also

measured in 1969 to separate the effect of other economic

characteristics existing in the area from the influence of

absentee ownership in 1969.

In addition to the control variables described above, in the

absolute analyses a variable representing the employment in

locally owned manufacturing plants (LOE) was also included in

order to separate the relationship of absentee ownership and

inequality from that between local ownership and inequality.

A significant positive partial correlation between the

absentee ownership variable and POV, GINI or HQ is taken as

evidence consistent with the hypothesis that absentee ownership

causes greater inequality. Positive correlations between the

absentee ownership variable and the LQ and MQ variables is
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consistent with the hypothesis that absentee ownership causes

less inequality. Significantly negative partial correlations

are interpreted as consistent with the hypothesis that absentee

ownership has the opposite influence on inequality.

The critical theorists stress that the locational mobility

of absentee-owned plants, due to broader alternative investment

opportunities and lack of commitment to a community, tend to

make them unstable. In contrast, the orthodox social scientists

suggest that, due to scale economies associated with multibranch

firms, such firms are associated with greater conwnunity

stability.

In order to investigate the absentee ownership-instability

relationship, several models were specified so as to enable

parameter estimation. The hypothetical relative effects were

estimated with two equations: one In which Instability in

manufacturing employment. (MI) is endogenous, the second In which

a measure of Instability in non-farm employment (NFl) is the

dependent variable.

The relative models are

M1j a+BiAjt+B2ETjt+B3PSZjt+B4

MG1 + B DIST1 + e and

NFI1 a+BiAO%jt+B2ETjt+B3EP.jt+

B4 PSZit + B5 MG1 + B6 DIST1 + e



150

where:

MIj = instability index of manufacturing employment in

county or SMSA 1, 1 = 1,2,..,33.

NFI1 = instability index of non-farm employment in county

or SMSA, 1, 1,2,...,33.

a = constant

t = 1969

B = estimated regression coefficient for each independent

variable

e = error term

and the independent variables are defined and measured as

sumarized in Table 11.

The absolute models are

M11 a+B1AOE1t+B2LOE1t+B3PSZjt+

B4 MG1 + B5 DIST1 + e and

NFI1 a+B1AOE1t+B2LOE1t+B3ME%jt+

B4 PSZ1t + B5 AMG1 + B6 DIST1 + e

where the symbols retain the identical definitions explained in

the text above and summarized In Table 11.

The equations were applied to the 33 counties/SMSAs in

Oregon in order to estimate the parameters. The specification

of the variables included In the models follows.

Employment instability was measured by the standard

deviation of the annual rates of employment growth. For each
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county, instability of two types of employment were computed:

manufacturing employment and non-farm employment. The measures

imply that the average annual growth rate in county employment

for the period 1969 -1979 is the estimate for the long-run

growth trend for each county. The amount of variation around

this growth trend is measured by the standard deviation. This

can be seen in the formula:

SD

/= -

j = 1969...1978 N = 10

where N = the number of growth rates

9j.j+i is the growth rate in employment between year j and

the next year j+]..
ej. -

J.J1
ej

Symbol ical 1 y,'

ej

) X 100

g = is annual average growth rate in employment

where ej, ejl = annual average employment in year .j and ,:1+1,

respectively.

Since a larger value of this measure implies greater

fluctuations in employment, its most straight-forward

interpretation is that it measures instability rather than

stability.

The use of average annual employment data tends to dampen

quarterly or monthly employment variations that may exist. Thus,

the measure used in this study may understate fluctuations that

occur within a year. Lack of monthly or quarterly data

prevented the use of a more sensitive measure.
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The standard deviation measure used in this study differs

from instability measures found in previous studies.

Instability, in most of those studies, is based on the survival

rate of firms and was measured as the number, or percentage of

firms, no longer operating In a specific geographical area after

a number of years (e.g. Barkley, 1978) or the employment changes

associated with plant shut downs or relocations (e.g. Leinbach

and Cromley, 1980). Unlike the standard deviation measure,

these measures do not reflect positive changes in employment due

to growth or those reductions In work force not associated with

shutdowns or relocation.

Although use of alternate measures of instability relating

more directly to shutdowns and relocations might be useful as a

complement to the standard deviation measure, lack of data

prevents such an Inclusion.

These measures of instability were regressed against

measures of absentee ownership and several control variables.

The absentee ownership variables have been discussed above.

Justification for the Inclusion of the control variables

follows.

Control Variables

Theoretically, employment instability in an economy has been

related to the ownership of business. Structural

characteristics of the economy and characteristics of the

aggregate economic environment are also thought to influence
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instability. If these characteristics are correlated with

absentee ownership, then an observed relationship between

absentee ownership and instability may in fact be due to the

effect of one of the characteristics rather than to the

ownership variable.

Structural characteristics thought to Influence instability

include diversification of the economy, size of firm, industrial

composition and isolation.

If a region is highly diversified, then an economic downturn

that affects only certain types of economic activity is less

likely to have a major impact on the total economy (Hoover,

1975) than if little diversification exist. Diversification of

an economy may well be correlated with absentee ownership, as

potential investors may be attracted to the wider range of

services, inputs, and types of workers available In a more

diverse economy. Lienbach and Cronley (1981) found a

disproportionate amount of absentee ownership in larger and

presumably more diversified economies. Thus a measure

reflecting diversification Is included as a control variable.

Since larger economies tend to be more diversified than

smaller ones (Alexander and Gibson, 1979; Kort, 1981) total

county employment, 1969 (ET69) is used as a proxy for

diversification in the relative analysis models. Since the

absolute analysis models included measures of manufacturing

employment in local and absentee-owned plants, total employment

variables were not required in those models.
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McLaughlin (1930) argues that instability of an economy is

not due to the level of diversification as much as its

particular industrial composition. Two economies of equal

overall diversification may well differ in the degree of

stability if one has a greater share of cyclically unstable

industries (e.g. durable manufacturing) the other more stable

activities (e.g. educational services). If counties with more

absentee ownership also differ in industrial composition,

confounding of their effects may result. Thus, In the models in

which Instability in non-farm employment is investigated (NFl

endogenous), measures of industrial composition may help isolate

the absentee ownership-instability relationship. The proportion

of employment in agriculture is not needed as the dependent

variable only reflects non-farm employment.

Instability differentials due to difference between counties

in the proportion of employment in manufacturing is controlled

for with the EI% variable: the percentage of total employment in

manufacturing. This variable serves other functions. Firstly,

by taking Into account the effect of manufacturing on

instability, its inclusion helps insure that an observed

relationship between absentee-owned manufacturing and

instability is not due to the fact that the firms are

manufacturers, but is due to other characteristics associated

with absentee-owned plants. Secondly, in the relative analysis,

the variable corrects for difference between counties in the

proportion of manufacturing activity. The proportion of

manufacturing employment in absentee-owned plants (A) is
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expected to have a greater impact on non-farm instability If

manufacturing activity makes up more of the total economy.

In the model in which Instability in the manufacturing

sector alone is examined (MI endogenous) the proportion of

county employment engaged in manufacturing employment is not

expected to be important in explaining variations in

manufacturing employment. But the composition within the

manufacturing sector (e.g. the percentage of durable

manufacturing) may be significant. Due to unavailability of

data disegregated to this level in smaller counties, no such

variable was Included.

Larger plants may tend to differ in stability from smaller

plants. Large plants may be more responsive to changes in

locational advantages than smaller companies due to superior

management or access to capital markets, increasing the

probability of relocation (Barkley, 1978). On the other hand,

larger plants may fail less often for similar reasons.

Since absentee-owned and indigenous enterprises differ

significantly in average number of employees per manufacturing

firm in Oregon.25 An average size of plant variable (PSZ) was

Included in the model in order to distinguish the influence of

ownership from that of size.

25A chi-square test of plant size data computed from the
Oregon Directory of Manufacturing publications Indicated that
locally owned (i.e. owner In county of plant) and absentee owned
manufacturing plants were significantly different in size. In

Oregon, the average locally owned plant (owner In county of
plant) was 34 employees per plant in 1969, 42 in 1979. For
absentee-owned plants, average plant size was 159 employees per
plant in 1969, 149 in 1979.
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Several hypotheses suggest that faster growing regions may

experience less severe fluctuations than slower growing

regions.26 In more rapidly expanding regions, higher levels

of investment are thought to take place, resulting in a higher

proportion of technically advanced enterprises. Such firms,

being more efficient, tend to be less affected by recessions

than older, higher cost firms that make up a larger share of

slower growth economies. The older firms are often the first to

close, during recession, and last to open, during the subsequent

expansion. Thus, slower growing regions are likely to be more

severely affected than faster growing ones.

A second hypothesis suggests that entrepreneurs in faster

growing regions tend to be more optimistic toward the future of

the regional economy than businessmen in slower growing

regions. Therefore, when their economy experiences a downturn,

they may cut back production and employment less than those

entrepreneurs in the slower growing region. If signals suggest

an economic expansion will take place, these enterpreneurs in

faster growing regions would be more likely to increase

production and hiring than those In slower growing region.

Thus, the economic decisions of business in the faster growing

regions would tend to result in a more stable economy than in a

slower growing region.

A third argument points out that migration from slower to

faster growing regions during periods of expansion stimulates

26Thls discussion draws on Smith and Weber (1984) pp. 3-6.
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investment to accomodate the increased population. This

initial investment, and additional investment following the

expansion may partially offset a subsequent trend that might be

expected to take place.

Smith and Weber (1984) found a positive relationship between

sectoral growth and that sector's instability from 1960 to 1979.

The relationship was especially strong with respect to the

manufacturing industries. The study suggests that the type of

growth (i.e. industrial composition) and the relative size of

the sector in which growth takes place may be important in

determining the effect of growth on stability.

In order to isolate the hypothesized influence of the growth

rate on instability, growth rates of manufacturing employment

were included in the models. Manufacturing growth was measured

by a variable expressing percent change in county manufacturing

employment from 1969 to 1979 (MG) In every model except the

relative NFl model. In that model, the average annual change

in manufacturing employment (AMG) was included so that the

models had certain properties required for regression analysis.

See Appendix C for a further discussion. The final control

variable, the number of miles between the county seat and the

nearest SMSA (01ST), expresses the geographical isolation of the

county. The lower wages and taxes and availability of natural

resources often found in isolated areas suggests that these

areas might be particularly attractive to outside investors,
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resulting in a higher concentration of absentee-owners In

peripheral areas. Greater instability might be expected in

outlying areas as higher transportation costs might result in

greater contractions In production in times of economic

downturn. A sharp increase In fuel costs during the study period

raised transportation costs and may have exacerbated this cause

of Instability. In addition, industrial composition may differ,

with greater reliance in outlying areas on relative unstable

industries such as wood processing or other resource related

industries.

Previous research suggests an additional reason why

isolation may be related to Instability In non-farm employment.

Wood (1981) found that distance from an SMSA Is positively

related to basic sector business multipliers. Thus, In more

isolated areas, the shutdown or contraction of a plant might

lead to greater repercussions throughout the local economy than

In less isolated areas In which the economy is less

Interdependent.

This concludes the discussion of the research design for the

study. Before presenting the results of the empirical analysis,

problems associated with attempting to make causal inferences

from statistical analyses in general and cross-sectional

studies, in particular will be briefly discussed.
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Causal relationships cannot be proved through regression

analysis or other statistical means.27 However, statistics

can provide information regarding the probability that patterns

in data are consistent with specific hypotheses concerning the

causal relations between variables. If a hypothesized

relationship is found to be in the direction postulated and is

significantly different than zero, then the results can be said

to be consistent with the hypotheses (McClelland, 1975).

Although the existence of the hypothetical causal relationship

has not been proved, If the theoretical framework in which the

hypotheses is considered is thought reasonable, then the

argument that a casual relationship exists is strengthened.

Besides these limitations inherent in any statistical study,

the employment of a cross-sectional, rather than time-series

analysis presents additional problems. In contrast to

time-series analysis in which a single unit is studied through

time, (e.g. income growth in Benton County between 1969 and

1979) cross-sectional analysis involves measurement of many

units at one point in time (e.g. difference in income among 36

Oregon counties in 1969).

27Furthermore, some argue that causality can't be proved
by any means. Although event B may follow event A in repeated
observations it is never known whether a third unknown factor
causes them both. Another possibility is that the pattern of
occurrences may be coincidental, involving no causal relation-
ships, as some Eastern philosophies suggest (Jung, 1967).
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The interunit pattern of any year is assumed to be generated

by intertemporal effects of universal factors common to all

units. If each unit is affected primarily by these common

factors, then cross-sectional relations may reveal some of the

characteristics of the underlying factors. A cross-sectional

analysis can then attempt to identify the "average" effect of

the universal factors on the variables of interest (Chenery and

Taylor, 1968).

If one assumes that each county travels through a similar

pattern of development over time, then the influence of the

factors can be interpreted dynamically. For example, if it is

found after controlling for relevant confounding influences,

that those counties having greater proportions of absentee

ownership in their economy also have statistically greater

levels of manufacturing income, then a dynamic interpretation

might suggest that if a specific county had an increase in the

proportion of absentee ownership, then it is expected that it

would also experience an increase in manufacturing income.

Regression analysis allows estimation of the expected size of

the increase in manufacturing income given a change in

manufcturing activity, ceteris paribus.

If, however, each observational unit is affected by unique

factors or major changes in the relationships take place, then

cross-sectional analysis may not be useful in analyzing

hypothesized effects.

The existence of unique characteristics results in problems

in correctly modeling the relationships In a regression
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equation. In the present study, in addition to absentee

ownership, other factors are thought to influence the county

economic characteristics reflected in the dependent variables.

An attempt Is made to account for these factors but undoubtedly

not all relevant influences are controlled for.

For example, income growth in a county may be very rapid

because of the operation of a specific plant that is successful

due to good management or other unique factors not considered in

the model. Relevant variables may be omitted which may result

in biased and inconsistent results (Pindyck and Rubinfeld,

1980). Although, such specification bias may also exist in

modeling time-series relationships, because a single unit is

considered the investigator may be better able to identify

relevant influences to be considered. Furthermore, since a

single unit is studied, individual peculiarities between units

are not a problem. Studying a single unit, in effect, controls

for unique characteristics.

However, this research design may result in more limited

generality of results. For Instance, It may be inferred by

time-series analysis that income growth in Benton County is due

to the increase in manufacturing activity, but one cannot neces-

sarily generalize that manufacturing growth will be linked to

income growth In counties in other states or even in other

Oregon counties. Also, time-series analysis has other problems

(e.g.g. autocorrelation, structural changes In the relationship

over time) that are often more severe than in corss-sectional

analysis.
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A study by Chenery and Taylor (1968) of the national

structure of production and income compared the results of

time-series analysis of single nations to cross-national

analysis. The author concluded that "the central tendencies of

time-series estimates are close to the corresponding cross-

sectional estimates in all cases" and "time series analysis of

growth paths support the underlying hypotheses that universal

factors affecting all countries are reflected in intercountry

patterns" (p. 415).

Although these results do not indicate that the cross-

sectional results of the present study necessarily are the same

as estimates based on a time-series model, they do suggest that

the cross-sectional method may be useful in identifying average

relationships. Undoubtedly, time-series analysis of individual

counties would be valuable in uncovering specific differences

between areas and to further investigate the economic changes

associated with absentee ownership.

The implication of this discussion for the present study can

now be summarized. Although no technique exists that proves the

existence of causal relationships, the cross-section analysis

used in the present study creates additional problem in making

causal Inferences, not associated with time-series analysis.

Factors thought to be related to the dependent variable, in

addition to the ownership variable, have been included to

control for differences between counties. However, unique

characteristics, not accounted for, undoubtedly have influenced
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the results, making cautious interpretation of the results

advisable.
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CHAPTER VI

RESULTS OF EMPIRICAL ANALYSIS

The results of the empirical analysis of the relationship of

absentee ownership to income growth, income inequality and

employment instability are presented in this chapter. An

interpretation of the results and brief comparison to the

results of previous studies is also included. The theoretical

and policy implications of the results will be discussed in the

following chapter.

The results of those models estimating the absentee

ownership-income growth relationship are presented in this

section. The results of the relative analysis will be followed

by those of the absolute analysis. Tests of the assumptions

required for regression analysis are discussed in Appendix C.

The previous chapter discussed theoretical reasons why the

assumptions underlying the absolute analysis should pertain more

to short-run effects and the assumptions of the relative

analysis are more appropriate to a long-run analysis.

In order to determine the validity of these arguments,

several preliminary models were estimated in which the
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short-run/relative effect and longer-run/absolute effect were

explored.28 In every case, t-tests of the coefficients of the

absentee ownership variable indicated that no significant

relationship existed. Thus, the original assumptions were

considered correct and the analysis was confined to models

consistent with those assumptions.

The results of the relative analysis are presented in

Table 12. In the models a measure of the percent change in

income was regressed against an absolute ownership variable and

several control variables. The first column of figures are the

estimated coefficients for the independent variables listed on

the left, when YMCH is the dependent variable. YMCH represents

the percent change In manufacturing income between 1969 and

1979. The second column of figures are the coefficients for the

explanatory variables with YECH, the percent change in earned

income, 1969-1979, endogenous. The blank space next to two

variables in the first column indicate that those variables were

not included in the YMCH model.

28That is, to investigate short-run relative effects,
income in year t was regressed on AC% and on independent
variables measured in year t. Longer run absolute effects were
studied by two models: one in which an income variable, 1979, is
regressed on absolute measures of absentee ownership In 1969
(AOE69); the second in which the percent change in income
1969-1979 is regressed on absolute absentee ownership measures,
1969. Appropriate control variables were also included.
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Table 12. Regression Results: Relative Analysis of Absentee
Ownership and Change in Income.

Independent Variables

AO% a

PSZ69

MG

01ST

POPCH

EFV

Constant

Sum of squared
residuals

Standard error of
The regression

R2
Adjusted R2

F-statistic

Dependent Variables

YMCH YECH

.620 .188
(1472)b (1.153)

.677 -.075
(1.679) (-.423)

1.708 *** .241 ***

(20.873) (6.203)

-.167 -.107 *

(-1.230) (-2.014)

2.319 ***

(10.821)

1.119 **

(2.572)

125.059 *** 104.592 ***

(4.949) (8.562)

83,770.2

54,697

.941

.933

112.482 ***

10,488.5

20.0849

.935

.920

62.069 ***

Number of observations 33 33

a See Table 11 for variable definitions

b Figures in parentheses are t-statistics of the regression
coefficients.

* significant at .10 level
** significant at .05 level
*** significant at .01 level
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To test the power of the explanatory variables to explain

variation in the dependent variable, an F-test was conducted for

each model. The observed F-value for the YMCH model and the

YECH models were found to exceed the corresponding table F-value

.01 level of significance. Thus, the null hypothesis (all

coefficients equal zero) was rejected for both models. The

associated coefficients of determination (2) were found to

be .941 and .935 for the YMCH and YECH model respectively,

Indicating that a large proportion of the variation in the

dependent variable was explained by the variation in the

Independent variables.

In each model, the variable representing absentee ownership

(A) was positive, but not statistically different than zero.

This was indicated by a two-tail t-test, .10 level of

significance. The results are consistent with the interpretation

that compared to local ownership of manufacturing, absentee

ownership has no effect on income growth in Oregon counties.

The coefficients of several control variables were found to

be significantly different than zero. In both models, the

coefficients of the variable representing the percent change in

manufacturing employment 1969-1979 (MG) were found to be

positive and significant at .01 level.

These coefficients are interpreted as indicating that a 1.0%

increase in county manufacturing employment over the study

period could be expected to result in an increase of 1.171% in

manufacturing income and a 0.241% income in county earned
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income, ceteris paribus. The larger effect on the more specific

manufacturing income variable (YMCH) was as expected.

Manufacturing made up less than a quarter of county non-farm

employment, on the average, both in 1969 and in 1979 (computed

from BEA, 1982 data).

The MG coefficient in the YMCH model is greater than one

indicating that a given increase in county manufacturing

employment is expected to be associated with a proportionately

larger Increase in manufacturing income. The elastic

relationship may be due to an increase In manufacturing wages as

manufacturing employment, and demand for the available labor

force, Increases. Even if inmigratlon of workers allows the

existing labor supply-demand relationship to remain unaltered,

the Introduction of modern, perhaps more capital intensive

plants, may Increase worker productivity and thus wages. These

changes could explain the disproportionately large manufacturing

income changes from a given increase in manufacturing

employment.

The results indicate that the isolation of a county, as

reflected in the DIST variable, may be associated with less

growth in income. Although negative In both models the 01ST

coefficient was statistically significant (at the .10 level)

only in the YECH model. This result suggests that, for every

100 miles a county is from an SMSA, county earned income growth

would be expected to be 10.7% less, cetris paribus. This
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relationship may be due to the lack of agglomeration economies

or difference in industrial composition in outlying areas.

The two explanatory variables included in the YECH model,

but not in the YMCH model were found to be significantly

different than zero, using a two-tailed test. Ceteris paribus,

a one percent increase of population over the study period is

associated with an increase in earned income of approximately

2.3 percent.

The disproportionately large expected increase in income

associated with a given population increase may result from

agglomeration economies, greater county economic Integration or

higher returns to workers in faster growing areas. As a county

economy grows and diversifies, local firms may find that inputs

and services that were previously unavailable can be purchased

locally. This may result In lower costs and perhaps larger

proprietor incomes. As the economy grows, greater diversity and

integration of sectors would be expected, resulting in a greater

multiplier effect of a given increase in business activity

(Wood, 1982).

Explanations analogous to the previous explanations of the

MG-YMCH relationship might be responsible for large POPCH

coefficient in the YECH model. If labor force growth lags

behind increases in jobs in fast growing counties, demand for,

and returns to, labor may increase. As the economy grows, the

structure might change with a greater proportion of capital

intensive modernized plants providing higher wages.



170

The results suggest that the percentage of total county

employees involved in the manufacturing sector (E) was linked

to greater growth in earned income. That variable coefficient

was found to be significant at the .05 level. The coefficient

is Interpreted as indicating that a one percent increase In the

manufacturing sector's share of 1969 employment is expected to

result in an Increase of earned income of a little more than one

percent, ceteris paribus.

This result may be due to higher wages offered by the

manufacturing sector. A relatively large manufacturing sector

might allow a greater proportion of the county work force to

avoid lower-paying agricultural or service jobs.

Another explanation of the large EV coefficient involves

the degree of integration of the manufacturing sector in the

local economy. To the extent that the manufacturing sector has

a greater multiplier effect than other sectors (that is,

purchases a greater proportion of its inputs locally) counties

with relatively large manufacturing sectors might be expected to

experience greater income growth. Each export dollar in such

counties would tend to stimulate more local income than in

counties with more employment in less integrated sectors.

However, it has been found that in nine rural Oregon

counties manufacturing does not have particularly high

multiplier values (Mandelbaum, et al., 1984). The average

multiplier of the nine counties for the agricultural, retail
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services and several additional sectors ranked higher than the

"other manufacturing" sectors or other sectors that involved

manufacturing activity. In metropolitan areas the manufacturing

industry may well have a higher multiplier however.

The results of these two models suggest that both the

proportion of manufacturing employment and its growth tends to

be associated with increased county income, but the ownership

status of the manufacturers makes little difference. Neither

the argument that absentee-owned plants were linked to slower

growth relative to local firms (due to fewer local linkage, poor

management or lack of reinvestment), or that they grow more

quickly (due to availability of financial credit, superior

management or economies of scale) were confirmed.

If the type of manufacturing or size of the entire

manufacturing firm was controlled for it might be found

ownership does make a difference. These considerations are left

to future research efforts.

The results of the final models of the absolute analysis of

the absentee ownership-income growth relationship are presented

in Table 13. The explanatory variables are measured in the same

years as the dependent variable of the model. Thus, the

independent variables for the first two models are measured in

1969 to correspond with the 1969 manufacturing income variable



Table 13. RegressIon Results: Absolute Analysis of Absentee OwnersMp and Income.

Independent Variables

AOE a

10

Dl ST

Psi

Constant

Dependent Variables

1979

Ln(YE69) Ln(YM69)b Ln(YE79) Ln(YM79)b

4.10X104*MN
(3823)C

-4 .50X105
(-1.593)

-4. 18X103*
(-1.841)

-1 .63X13
(-.283)

S .61X103
(-.3/8)

8.609*
(19.037)

1.44X103ft1Ut
(3.989)

-2.30X1cY4***
(-3.007)

I .52X102
(1.609)

5.12X102
(1.4 86)

54.924M*
(2.73 1)

2.71X104'
(1.953)

-3 .41X105
(-.825)

-5.0x10-3*
(-1.778)

3. lix

(.378)

4.3X102
(1.578)

8.804
(15.945)

1.31X10_3M

(3.895)

-3. 25X1O4*
(-3.724)

] .52X102
(1.479)

.i07*,

(3.317)

41.654'
(1.812)

-4
N.)



Table 13. Regression Results: Absolute Analysis of Absentee Ownership and Income. (Cont'd)

Sum of squared
residuals

Standard error of
the regression

R2

Adjusted R2

F-statl stic

Number of
observations

Dependent Variables

1969 1979

Ln(YE69) Ln(YM69)b Ln(YE79) Ln(YM79)b

14.843 80,244.8 20.459 113,341

.741 53,534 .870 63,625

.731 .950 .696 .951

.689 .943 .641 .944

15.174*** 134.499 12.411* 134.929M**

33 33 33

a See Table 11 for variable definitions
b Coefficients were estimated using weighted least squaresC Figures In parentheses are t-statlstics of the regression coefficients.

* significant at .10 level
' significant at .05 level
*** significant at .01 level

33

-4



174

Ln(YM69) and the 1969 earned income variable Ln(YE69). Data

from 1979 were used for the models represented in the third and

fourth column, consistent with the 1979 data used for the

dependent variables, Ln(YM79) and Ln(YE79).

The models in which earned Income variables [i.e. Ln(YE69)

and Ln(YE79)] are endogenous employed ordinary least square

regression (OLS). However, In order to correct for

heteroscedasticity, weighted least squares regression was used

in those models In which manufacturing income variables [i.e.

Ln(YM69) and Ln(YM79)] were endogenous.29 The weight used was

the square root of county population. Each variable in the

model was multiplied by this weight, then OLS was applied to the

weighted data.

The coefficients that are estimated by this technique are

the appropriate estimators of the parameters, and, unlike those

of the unweighted model, they are efficient. Also the

t-statistIcs can be used to test for significance of the

coefficients. In the presence of heteroscedasticity such tests

are not accurate (Koutsoyiannis, 1977). The R2 values for the

Ln(YM69) and Ln(YM79) model were found to be .950 and .951

respectively, Indicating a close correspondence between actual

values of the dependent variable and those predicted by the

regression model.

295ee Appendix C for a discussion of tests for hetero-
scedasticity and other assumptions.
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The R2 values for the Ln(YE69) and Ln(YE79) models (.737

and .696 respectively) were also moderately high for

cross-sectional models, indicating a satisfactory goodness of

fit for the models. This associated F-statistics for overall

significance of the regression, 15.174 and 12.417, are both

significant at the .01 level.

The AOE coefficients, indicating the relationships between

the measures of employment in absentee-owned firms and the

endogenous income variables, are of primary interest. These

coefficients are positive in each of case, and significantly

different than zero in all models.

It is not unexpected that additional jobs in absentee-owned

firms are associated with greater income, but the negative

coefficients of the local employment variable (LOE) was

surprising. In each model, the LOE coefficient was found to be

negative, and in the Ln(YM69) and Ln(YM79) models, the

coefficients were significantly different than zero.

These results could be taken to indicate that, although more

absentee-owned firm employment is associated with greater

manufacturing income, greater employment In indigenous firms may

be expected to result in less manufacturing income. Because

this seemed unlikely, alternate explanations for the results

were investigated.

The correlation between and AOE and LOE variables are high,

close to .90. Although it was known that the correlation
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between AQE and LOE might result in multicollinearity, It was

decided to leave them both in the models to properly control for

the level of local ownership and to avoid specification bias.

Since such multicollinearily may result in unstable, imprecise

coefficients It was thought that it may have caused the negative

LOE coefficient. Koutsoylannis (1977) reports instances In

which severe multicollinearity may have caused a coefficient to

switch signs.

To determine whether multicollinearity was affecting the

results one of the two ownership variables was dropped and the

reduced model re-estimated. The estimated coefficients of the

remaining ownership variable in the reduced models are presented

in Table 14.

When the LOE variable was dropped from the original

equations, the AOE coefficient remained positive. When the AOE

variable was ommitted all the LOE coefficients switched to

positive values. In all cases, the standard error of the

coefficient dropped dramatically, Indicating that

multicollinearity was probably affecting the results.

It was thought that these coefficients from the reduced

models were biased due to improper specification. However, in

the full model, the local and absentee ownership variables were

highly correlated, making It impossible to distinguish the

influences of one from the other. Thus, the results can not be

accepted as indicating the association between ownership and

income.
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Table 14. Regression Results: Coefficients of Ownership Variables in Reduced Income Models.

Ownership Variables Dependent Variables

1969

Ln(YE69) Ln(YM69)b LnYE79

AOE 2.55 X iO-4***
(5507)b

LOE 5.31 X 1Ok**
(3.659)

3.77 X iO-4***
(4.647)

6.90 x i5***
(3.699)

1979

1.61 X iO4***
(4.028)

(4.37 X 10)***
(3.424)

LnYM79

8.32 X i-
(1.02)

7.81 X icr6
(.361)

a The reduced models are identical to those presented In Table 13 except only one of the ownership
variables, AOE or LOE, is in the model.

b Figures in parentheses are t-statistics of the regression coefficients.

significant at .01 level.
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In the Ln(YM69) model, plant size was significantly related

to increased manufacturing income. No significant relationship

was found for the plant size coefficients in the other models.

Consistent with this finding, Bluestone and Harrison (1982,

p. 221) concluded, after reviewing data of United States

businesses between 1969 and 1976, that, "relative to larger

entities, small business (certainly those that employ twenty or

fewer workers) pay low wages, tand] offer unstable or only

part-time jobs...".

According to the data of the present study (from the Oregon

Directory of Manufacturers) absentee-owned plants tend to be

significantly larger than indigenous manufacturering plants.

Thus, the typical absentee-owned plant might be expected to

contribute to greater manufacturing income. However, this

effect would be due to the plant's size rather than Its

ownership status.

The lack of significance in the 1969 manufacturing income

model may indicate the wage differential between small and large

plants may have Increased during the seventies.

In the Ln(YE69) and Ln(YE79) models the coefficient of the

DIST variables were negative and significantly different than

zero. This result indicate that more outlying areas experienced

lower Income, perhaps due to higher rural unemployment rate.

Greater competition among workers for available jobs and lack of

unions may result in lower wages.
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The 01ST variables were not significantly different thai

zero in the manufacturing income models. No other variable in

the models were found to be significant.

The results of the relative and absolute analyses provided

no evidence that absentee ownership affected income's growth or

level in Oregon. Although the A coefficients were both

positive, the associated t-statistics indicates that the results

would occur fairly often by chance alone.

The models investigating the absolute impacts could not be

used as the basis for making inferences regarding absentee

ownership. The models that were used were plagued by

multicollinearity. Estimation of reduced models, in which the

AOE or LOE variable was dropped, was thought to result in biased

coefficients due to the influence of excluded variables.

McGranahan (1980) found in a study of rural Wisconsin

corTmlunities that the percent of manufacturing workers in

absentee-owned plants was significantly related to less per

capita income to residents of the host communities. The author

pointed to the exodus of proprietor income as the explanation of

the result.

It Is expected that a greater proportion of manufacturers in

metropolitan areas are incorporated, making the explanation

regarding proprietor income less applicable in SMSAs. Unlike

McGranahan's study, the present study was not confined to rural

areas. Thus, the lack of significance may be due to confounding

influences in the metropolitan areas.
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Although the results do not indicate that ownership status

makes a difference in affecting county income, absentee

ownership may lead to a different distribution of income.

Industrial development, which consists largely of attracting

externally based firms, has been advocated as a way to help the

poor (Shaffer, 1979). But if absentee ownership, and

manufacturing in general, doesn't affect, or accelerates

Inequality, then other policies might be considered. The

following section reviews the results of the empirical analysis

of the absentee ownership-inequality relationship in Oregon

counties and SMSAs.

Results: Absentee Ownership and Income Inequality

As explained in the previous chapter, partial correlation

analysis was used to determine the degree of relationship

between inequality and absentee ownership. Three types of

inequality measures were used: (1) overall inequality of income

was indicated by the GINI variable, (2) income shares to the

lowest, highest and the two middle quartiles was Indicated by

LG, HG and MG, respectively, and (3) percent of families that

fall below the federally defined poverty threshold is indicated

by POV.

The partial correlation of each measures of inequality to

the relative and absolute measures of absentee ownership, with

several economic characteristic variables held constant was

computed in order to determine whether the correlation is more

consistent with the orthodox (negative absentee ownership-
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Inequality correlation) or critical (positive absentee

ownership-inequality relationship) hypothesis. A t-test was

conducted to determine whether the observed partial correlation

coefficients were significantly different than zero.

The results of the analyses are found tn Tables 15 and 16.

The numbers in the body of the table indicate the partial

correlation coefficients of the measure of inequality (listed as

column heading) with the variable listed in the far-left column.

In each case, all the other variables the column are held

constant. Since the absentee ownership-inequality relationship

is of primary importance In this study, the intercorrelations

between the other variables are not shown.

The t-ratio for each coefficient is In parentheses beneath

the coefficient. Asterisks denote statistical significance as

indicated in the tables' footnotes. The null hypothesis is that

the coefficient equals zero; the alternative hypothesis, that

the coefficient is other than zero.

In Table 15 the relationships between the absolute measures

of absentee ownership (AOEt) and the Inequality indicators are

investigated. The variables in the left column are measured in

the same year as the variables heading the columns. The

short-term relationship is thought to be more consistent with

the assumptions of the absolute analysis.

In Table 16, the possibility of a lagged effect of absentee

ownership on inequality was Investigated. The partial

correlation between each inequality variable, measured in 1979,

and the relative absentee ownership variable, 1969, were



Table 15. PartIal Correlation Coefficients Between Absolute Measures of Absentee Ownership and
Inequality Indicators

P0V69 P0V79 G1N169 G1N179 LQ69 LQ79 M069 MQ79 Hc169 HQ79

AOEt .056 .223 -.200 .111 .146 -.263 .214 -.045 .-.221 .015
(.278) (1.142) (-1.02) (.560) (.738) (-1.363) (.110) (-.225) (-1.131) (.074)

LOEt -.138 -.277 .183 -.117 -.109 334* -.241 -.068 .227 -.011
(-.694) (-.144) (.931) (-.588) (-.547) (1.77) (-1.243) (-.339) (1.167) (-.055)

ET%t -.021 -.110 -.190 .002 .182 -.288 .162 .072 -.194 -.003
(-.103) (-.552) (-.968) (.009) (.925) (-1.505) (.819) (.360) (-.991) (-.017)

Et .281 -.098 0.112 -.017 .202 -.027 .167 .004 -.136 .002
(1.464) (-.494) (.566) (-.086) (.100) (-.137) (.845) (.018) (-.686) (.011)

.287 .162 -.063 -.027 .050 .410** .101 -.190 -.097 .080
(1.496) (.162) (-.314) (-.134) (.250) (2.24) (.509) (-.967) (-.484) (.402)

PSZt -.284 -.081 -.148 -.199 .224 .390** .038 .175 -.119 -.233
(-1.479) (-.408) (-.750) (-1.01) (1.154) (2.120) (.189) (.888) (-.598) (-.402)

DIST .094 .155 -.135 -.217 .087 .104 .103 .052 -.113 -.066
(.471) (.782) (-.680) (-.108) (.434) (.521) (.519) (.261) (-.569) (-.333)

a See Table 11 for variable definitions.

b Figures in parentheses are t-statistics.

* Significant at .10 level
** Significant at .05 level

co
N)
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Table 16. Partial Correlation Coefficients: Relative Analysis of
Absentee Ownership and Inequality Indicators

Inegual ity Indicator
pOv7ga G1N179 LQ79 MQ79 HQ79

AO%69 -.093 -.272 .035 .442** _.402**
(_019)b (-1.383) (.174) (2.415) (-2.154)

I69j .464** .360* .272 .469** 397**
(2.565) (1.894) (1.385) (2.602) (2.118)

ET%69 .280 .018 .019 -.052 .044

(1.428) (.089) (.095) (-.257) (.215)

E69 .323 -.015 .026 -.055 .023

(1.670) (-.073) (.126) (-.269) (.114)

AG%69 -.003 -.054 .191 -.201 .108
(-.013) (-.263) (.954) (-1.00) (.533)

PSZ69 .005 .002 .245 -.084 .038
(.025) (.009) (1.237) (-.415) (.184)

MG -.052 _.350* .239 .498*** _.458**

(-.254) (-1.833) (1.209) (2.816) (-2.524)

DIST .217 .017 .254 -.132 .045

(1.091) (.084) (1.289) (-.651) (.219)

aSee Table 11 for variable definitions.

bFjgures in parentheses are T-statistics

* significant at .10 level
** significant at .05 level
*** significant at .01 level
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computed. In order to control for differences between

county/SMSA inequality In 1969, the 1969 measure of the same

inequality measure (I69j) was included as a control variable.

The absolute analysis provided no evidence that absentee

ownership is significantly associated with the distribution of

income in Oregon. The largest AOE partial correlation was with

the 1979 Income share of the lowest quartile (LQ79). A t-test

indicated that the coefficient of -.263 was not significantly

different than zero at the .10 level. The local ownership-LQ79

coefficient of .334 was found to be significant. However, the

LO9 correlations with the ownership variables were opposite in

sign than the 1979 correlation and were insignificant.

No pattern is evident in considering the results of the

absolute analysis that suggests that the absentee ownership-

Inequality relationship is either consistently negative or

positive: half of the correlations are in the direction

consistent with a positive relationship, half with a negative

relationshI p.3°

The correlations between the Inequality indicator (Ij79)

and the relative measure of absentee ownership (AO%69) are more

consistent. All are in the direction consistent with the

hypothesis that the lagged effect of absentee ownership Is to

cause less inequality. The associations between absentee

30positive coefficients of the absentee ownership variable
with POV, GINI or HQ or negative correlations with L or MO. are
considered to be consistent with the hypothesis that absentee
ownership causes greater inequality. The opposite signed
correlations are consistent with the opposite hypothesis.
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ownership and the income share of the middle income groups

(.442) and of the top quartile of families (-.402) are

significantly different than zero at the .05 level.

These results can be considered evidence that is contrary to

the thrust of the critical perspective, but support the orthodox

view: that absentee ownership is thought to lead to a more equal

Income distribution. Proprietor Income, which Is thought to

flow largely to high income families, might receive less of the

total income than if a greater proportion of manufacturers were

locally owned. This explanation is consistent with the negative

relationship between A69 and HQ79.

Since proprietor incomes flow out of the economy, a greater

share might be enjoyed by middle income groups. If two

manufacturers paid similar wages, but the proprietor Income for

the absentee-owned firm did not accrue to local residents, other

things equal, the wages from the absentee-owned manufacturer

would represent a larger share of total income. Since wages

would be expected to accrue to middle income groups, a greater

share of the two middle quartiles would be expected. The

significantly positive correlations that were found between MQ79

and A69 might be expected if this explanation were accurate.

These results and their explanation are not inconsistent

with those of McGranahan (1980) who found, In a study of

Wisconsin communities, that the percentage of manufacturing

employees in absentee-owned firms was associated with lower Gini

ratios. In the present study, the negative Gini - A link was



also found but the partial correlation coefficient between them

(-.272) was not significantly different than zero.

McGranahan's study differed from the present study In that

both absentee ownership and the inequality variable were

measured in the same year. The lag employed In present study

served two purposes. Firstly, it better reflected the

hypothesis of the critical theorists, who argued that a large

percentage of absentee-owned firms tended to distort the

structure of the economy, fostering domination by a small group

of elites (local proprietors, land and resource owners) who

benefit from the externally owned firms. Since this distortion

may take years, a lag was thought appropriate.

Secondly, if absentee ownership caused a change in the

income distribution to take place, then the lag permitted a

better modeling of a causal relationship. At a point in time,

areas with more unequal income distributions might attract more

externally controlled plants, forming a mutually reinforcing

pattern between absentee ownership and inequality. By measuring

the inequality indicators a decade after the ownership variable,

and controlling for the initial degree of inequality, the

likelihood of false inference due to reciprocal causality was

reduced.

Changes in the independent variables between 1969 and 1979

could influence the results. The possible effect of a change in

manufacturing employment on inequality over the study period was

controlled for by the inclusion of the percent change in

manufacturing employment 1969-1979 (MG). The partial
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correlation coefficients between MG and MQ79 (.498) MG and HO.79

(-.458), and MG and Gini79 (-.350) were significant at the .01,

.05 and .10 levels, respectively. The correlations indicate

that counties/SMSAs with faster growing manufacturing sectors

during the study period also tended to have less inequality at

the study period's end, especially among middle and upper income

groups.

Besides the lagged inequality indicators, which were

Included as controls, no other significant correlations were

found.

Most of the studies of LDCs found a significant positive

relationship between dependence on external capital and

inequality. Several reasons exist for difference between these

results and those of the present study. The LDC studies did not

directly focus an absentee ownership, but rather on the

relationship between economic dependence and inequality. Since

reliance on foreign capital does not necessarily lead to

absentee ownership the two concept be equated. Methodolog-

ical differences Include differences In the type of statistical

analysis used and in the type of income concepts employed.

Most Importantly, Oregon's counties differ greatly from the

units of observation in the LDC studies. The LCDs have

economic, social and governmental structures very different from

the counties/SMSAs of Oregon. In LDCs it is argued that a major

cause of inequality is due to income flowing from absentee-owned

plants to a handful of "elites" and skilled workers.
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Although some property or resource owners and proprietors do

undoubtedly profit in some cases, the situation does not seem

analogous to that in LDCs. Unlike Oregon, the economies of LDCs

are often characterized by dual economies consisting of a very

low-income rural sector and relative high-income modern sector

(Todaro, 1980).

McGranahan (1980) studied inequality through a

cross-sectional analysis of 92 Wisconsin communities and found a

significant absentee ownership-inequality relationship. Besides

the use of income data from which transfers were excluded, his

analysis differed in that It excluded metropolitan communities.

Perhaps absentee ownership has a different influence in

metropol itan areas.

To summarize, the results of the absolute analysis offered

no evidence that absentee ownership Is related to the degree of

Inequality In Oregon counties. The relative analysis provided

some evidence that, compared to local ownership, absentee

ownership may be related to a greater share of income to middle

income families and to a smaller share to the top quartile of

families. This Is counter to the implications of the critical

prospective and consistent with the orthodox perspective.

However the orthodox theory suggested that absentee ownership

would be expected to be negatively associated with the absolute

measures of Inequality, as well.

The results reported to this point indicate that absentee

ownership may have some association with the distribution of



Income, but little with income growth in Oregon counties.

However, if a more equitable income distribution is accompanied

by economic Instability, caused by absentee-owned firms, the

value of such enterprises to a community is less clear. The

results of the final analysis focus on this absentee ownership-

employment stability relationship.

Results: Absentee Ownership and Employment Istabilitv

The hypotheses relating to the absolute and relative effects

of absentee ownership on employment instability were tested

using two measures of instability: the standard deviation of the

annual growth rates of manufacturing employment between

1969-1979 (MI) and the standard deviation of annual growth rates

of non-farm employment, 1969-1979 (NFl). The measures were a

regressed against measures of absentee ownership and a number of

control variables in order to take into account differences

between counties, insure correct model specification, and to

increase understanding of factors relating to employment

instability. Ordinary least square regression was used.

It was found that the omission of non-significant, and

theoretically non-essential, variables from the models tended to

increase the heteroscedasticity of the models and to have little

effect on the significance of coefficients. Therefore, they

were not excluded from the models. Tests of assumptions

required for ordinary least square regression are found in

Appendix C.
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Relative Analysis

Table 17 presents the results relating to the relative

effects of absentee ownership on employment instability. An

F-test was conducted in order to determine the overall

significance of the regression equation. For each for the MI

and NFl models, the observed F-values exceeded 6.0 and allowed

rejection, at the .01 level, of the null hypothesis (that all

the coefficient equaled zero) in favor of the alternative

hypothesis (the null hypotheses is untrue). The coefficients of

determination for the models, .540 and .613, indicate the

proportions of the variation in the indigenous variables that

are explained by the independent variables. Thus, more than

half of the variation in employment instability between counties

is explained by each model.

In both models, statistically significant negative

relationships were found between the percentage of manufacturing

employment in absentee-owned firms in 1969 (A0%69) and the

measures of instability. T-tests indicated that the

coefficients in the MI and NFl models were significantly

different than zero at the .05 and .01 level of significance,

respectively. The A0%69 coefficient in the MI model (-.0879)

was found to be larger (in absolute value) than the

corresponding coefficient (-.0361) in the NF model. The t-value

of the coefficient in the MI model is smaller, however,
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Table 17. Regression Results: Relative Analysis of Absentee
Ownership and Employment Instability

Independent Variables Dependent Variables

MI

AO%69 _8.791X102**
(-2.338)

DIST 1.56X102
(1 185)

PSZ69 8.085X102**
(2 248)

MG 3.15X102***
(4.337)

ET69 -7.265X106
(-.545)

EM%

Constant

Sum of squared
residual s

Standard error of the
regression

R2
Adjusted R2

F-statistic

Number of
observations

5.849**

(2.394)

636.231

4.854

.540

.455

6.344***

33

NFl

-3. 61X102***
(-3 . 224)

3 .63X10-3

(.894)

-5.49X103
(-.447)

9. 63X103 ***

(4.241)

-3.46X106
(-. 863)

6. 59X102**
(2.175)

3 .30*
(3.549)

54 .245

1.444

.613

.524

8. 877***

33

Notes: See Table 11 for variable definitions. Numbers in
parentheses are t-statistics.

* significant at .10 level
** significant at .05 level
*** significant at .01 level
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reflecting the greater dispersion of the estimate about its mean

(indicated by a large standard error).

If it is assumed, due to theoretical considerations or ,

priori knowledge, that absentee ownership exerts an influence on

employment stability, then the coefficients of the variables can

be considered as estimating the size of the relationships

between the independent and dependent variable.31 Assuming a

causal relationship, a one percent increase in the percent of

employment in absentee-owned plants can be expected to cause a

decrease in the variability of manufacturing employment of .09

standard deviations, ceteris paribus. The analogous

interpretation for the NFl model is that an increase of one

percent in manufacturing employment In absentee-owned plants

results in a decrease in non-farm employment instability of .036

standard deviations, ceteris paribus.

In order to get a better idea of what such a change means,

.086 standard deviation is 0.998% of the mean MI measure (9.810

standard deviations). The decrease of .036 standard deviations

is 0.95% of the mean NFl measure (3.785). Thus, in each case, a

one percent increase in manufacturing employment in

absentee-owned firms is associated with a one percent decrease

approximately, of the mean measure of instability, ceteris

pan bus.

31Other assumptions, Including the proper specification of
the model and that the distribution of the residuals fulfill the
requirements of regression analysis are also required.
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Looked at in this way, the relationship of absentee

ownership to manufacturing employment, instability and to

non-farm employment instability is about equal. Although it was

thought that the AO%-MI relationship would be stronger, the

similar strength of the relationships can be understood if one

considers the Interrelatedness of economies. An employment

change in the manufacturing sector would be likely to cause

employment changes in other sectors that supply inputs and

services for the manufacturing firm and its employees. The two

measures of instability do tend to move together as indicated by

the fairly large simple correlation between MI and NFl of .597.

In each of the models, two control variables were found to

be statistically significant. The coefficient for the variables

indicating the percent change in manufacturing employment over

the study period (MG) was found to be significantly larger than

zero (at the .01 level) in both models.

Assuming a causal relationship exists, the MG coefficient in

the MI model can be interpreted to indicate that an increase of

ten percent in a countys manufacturing employment rate of

growth may be expected to result in an increase in the

variability of the manufacturing growth rate by approximately

0.3 standard deviations, ceteris paribus. A similar change in

manufacturing employment growth would be expected to result in a

.09 increase in instability as reflected in NFl.

The relatively larger coefficient in the MI model was

expected. Manufacturing growth would be thought to be more
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strongly related to manufacturing employment instability than to

non-farm employment, in general, in which the manufacturing

sector is but one of several sectors.32

In each model, the coefficient of the DIST variable,

indicating number of miles to the nearest SMSA, was found to be

positive and not statistically different than zero. The

positive coefficients were not unexpected, indicating outlying

areas may experience greater instability. Because the

coefficients are not statistically other than zero, no further

discussion of the relationship will be presented at this time.

The ET69 variable, total county employment, 1969, was also

not significant in either model. The negative coefficient,

indicating that smaller, and presumably less diversified,

economies tend to experience greater employment fluctuation, was

as expected. However, the slightly greater range of instability

exhibited by smaller counties, as some specialize in more

stable, In some in less stable industries, may account for the

fact that no significant relationships were found.

The average plant size, mean number of employees for

manufacturing firms in 1969 in each county, is expressed in the

PSZ69 variable. The coefficient for this variable indicated a

positive and significant (.05 level) relationship to the MI

dependent variable. Assuming causality and ceteris paribus an

Increase of one employee in the average plant size is related to

321n 1969, manufacturing employment made up 23% of the
total non-farm employment, in the average Oregon county, and 19%
in 1979 (computed from BEA, 1982 data).
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an increase in the manufacturing instability measure of .08

standard deviations.

No such relationship was found between plant size and

instability of non-farm employment, however. The PSZ69

coefficient In the NFl model was found to be negative and not

significantly different than zero at the .10 level of

significance.

Assuming that the statistically significant positive PSZ69

coefficient and the negative Ac69 coefficients indicates the

correct directions of influence on instability, the results have

implications for understanding the absentee ownership-plant

size-instability relationship. Although, larger plant size Is

associated with greater instability, absentee-owned plants in

Oregon, although significantly larger on the average than

indigenous manufacturing firms, tend to exert the opposite

influence. This suggests It is not size of the absentee-owned

plant that leads to their stabilizing influence.33

However, the size of the entire absentee-owned corporation,

rather than the size of the Oregon based plant alone, may be

associated with Instability. In many cases, absentee-owned

plants in Oregon represent just a part of larger multibranch

corporations. The plant size variable, which only reflects the

330r the size of the absentee-owned plant, If a factor In
explaining the relationship of absentee-ownership to
instability, Interacts differently, depending on ownership
status. Lack of a Interaction variable between the absentee
ownership variable and plant size variables precludes knowledge
of this relationship.
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average employment per plant In Oregon, doesn't Indicate the

size of the entire corporation. In contrast, most locally based

firms don't have other plants elsewhere.

Barkley (1978) and BaIn (1954) suggest that larger

multiplant corporations have advantages not available to smaller

firms.34 These advantages may allow larger firms to survive,

and be less affected by, cyclical downturns. If this is true,

total firm size may be a factor contributing to the greater

stability of absentee-owned plants but not picked up by the

plant size variable in the models.

But if greater firm size fosters stability, then why the

positive relationship between plant size and instability in the

MI model? The results suggest two interpretations. Firstly,

stability may be linked with economies allowed by multiplant

structure, rather than with size itself. If this is true, then

absentee-owned enterprises, which are much more likely than

indigenous firms to be multiplant, would be expected to be more

stable. Although their Oregon based plants tend to be larger

than those of locally, owned firms, it may be their structure

rather than plant size which accounts for these stabilizing

effect.

34Barkley (1978, p.93) includes (1) "savings on management
servIces, (2) pecuniary economies, (3) centralized research and
development, (4) massed reserves, (5) transportation costs and
(6) marketing, advertising, and Image benefits " as well as
better management and access to financial markets. Bain's
(1954) research of multiplant firms indicated such economies
represent as much as five percent of total costs in some
industries.
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Secondly, the positive plant size-instability relationship

may be analogous to the often discussed relationship between the

diversity of an economy and its stability but applied to

manufacturing activity. If a county manufacturing sector i

characterized by a relatively large number of small firms (small

average size) rather than a few large ones, than economic

downturns affecting one type of manufacturing activity would be

less likely to have a large, effect on the manufacturing sector

stability as a whole. In contrast, in a county with only a few

large manufacturing firms, the shut down or contraction of a

single plant during a recession would more significantly affect

manufacturing employment stability in the county, other things

equal.

If, however, the large plants are absentee-owned they may be

less affected by cyclic economic swings and exert a stabilizing

influence, even though the manufacturing sector' is less

"diversifjecP' (that is, made up of only a few larger plants).

In the NFl model, the E variable (manufacturing employment as

percent of total employment) was significantly greater than zero

at the .05 level. Thus it might be expected that an increase in

the proportion of employment in manufacturing would be

associated with an increase in instability in non-farm

employment. Each percent increase would be expected to result

in an increase of non-farm employment instability of .066

standard deviations, ceteris paribus. Stated less formally,



counties with larger manufacturing sectors, relative to other

sectors, would be expected to have less stable economies than

counties relying more on other sectors.

The results of the two models imply that it is not the fact

that the absentee-owned plants are in the manufacturing sector,

nor their larger average plant size, that accounts for their

relatively greater stabilizing effects. The results indicate

that compared to local ownership, absentee ownership of

manufacturing plants tend to have a stabilizing influence, even

when controlling for difference between counties in locational

factors, and for several characteristics of the county economic

structure.

These results are inconsistent with the implication of the

critical perspective arguments. Bluestone and Harrison (1980,

1982), particularly stress that large absentee-owned

corporations are more locationally mobile than indigenous

firms. Although the results suggest that larger plant size is

associated with less stability, absentee ownership appears to

have the opposite association.

The relationship between absentee ownership and employment

instability was examined further through a statistical

Investigation reflecting the assumptions of the absolute

analysis. That is, the assumption that absentee-owned plants do

not displace indigenous enterprises was employed. This analysis
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was conducted by using the results of the model presented in

Table 18. The number of employees in absentee-owned plants in

1969 (AOE) was the variable of central interest. The primary

function of the other variables was to control for confounding

factors.

The F-tests for overall significance of the regression

suggests rejection of null hypothesis (all the coefficients

equal zero) in favor of the alternative hypothesis, that this

was untrue for both models.

The R2 values of .482 and .516 for the MI and NFl models,

respectively, indicate the proportion of the total variation in

the dependent variables that is explained by the independent

variables. The values suggest that other factors, not in the

model, are influencing this variation, but that a considerable

proportion is explained by the model.

In both models the AOE coefficients were found to be

negative and statistically insignificant using a two-tailed

t-test at the .10 level of significance. The coefficients of

LOE variables (number of manufacturing employees in locally

owned plants) were found to be positive and statistically

insignificant.

Due to the presence of multicollinearly, it was concluded

that no inferences regarding the absolute effects of absentee

ownership could be made. The partial correlation coefficient

between AOE and LOE, holding the other independent variables
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Table 18. Regression Results: Absolute Analysis of Absentee
Ownership and Employment Instability

Ownership Variables Dependent Variables
MI NFl

AOE69a -1.001 X iO 5.982 X iO
(_1364)b (.252)

L0E69 2.202 X i0 8.153 X 10-6

(1.135) (.131)

PSZ69 5.528 X 10-2 -2.752 X 1O_2**

(1.569) (-2.191)

MG 3.355 X i02***
(4.360)

DIST 5.582 X 1.972 X iO

(.356) (.397)

Constant 5.5777 X 10_3** 2.852**

(2.125) (2.785)

AMG .278***

(4.453)

E 4.644 X 102

(1.426)

Sum of Squared Residuals 716.35 67.978

Standard Error of the
Regression 5.150 1.617

R2 .482 .516

Adjusted R2 .386 .404

F-statistic 5.030*** 4.612***

Number of observations 33 33

aSee Table 11 for variable definitions.

bFjgures in parentheses are t-statistics of the regression
coefficients.

**Significant at .05 level.
***Significant at .01 level.
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constant, was found to be approximately .90 in both models.

Thus, it was expected that multicollinearity35 might be

influencing the results.

In order to determine whether multicollinearity was

influencing the results, one of the ownership variables was

dropped and the models were re-estimated. The results of the

reduced models are presented in Table 19. The standard errors

of the A0E69 coefficients in the reduced models were less than

half than their previous values, indicating multicollinearity

was probably influencing the results (Pindyck and Rubinfeld,

1981). The A0E69 coefficients In the reduced model were smaller,

and remained negative and insignificant.

When A0E69 was omitted from the original model, the

coefficient of L0E69 switched to a negative value and was

insignificant. The standard errors of the ownership variable

coefficients decreased substantially.

Because of its theoretical importance, it was thought that

local ownership must be controlled for to isolate the absentee

ownership-instability relationship. Thus, the reduced models

were thought to be improperly specified and their results biased

and inconsistent. Even if a correlated variable is omitted from

a model, if it is related to the dependent variable, its

influence will bias the coefficients left in the model (Pindyck

and Rubinfeld, 1981).

35Multicolllnearity is a problem caused by high correla-
tions among the explanatory variables. Multicollinearity tends
to result in inflated standard errors of the regression coef-
ficient and unstable, imprecise coefficients (Koutsoyiannis,
1977).
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Table 19. Regression Results: Coefficients of Ownership
Variables in Reduced Instability Modelsa

Ownership Variables Dependent Variables

MI NFl

A0E69 -2.49 X iO -3.16 X iO
(_7g0)b (-.326)

L0E69 -.196 X iO -6.14 X 1O
(-.235) (-.241)

a The reduced models are identical to those presented In Table
18 except that only one of the ownership variables, ACE or
LOE, is in the model.

b Figures in parentheses are t-statistics of the regression
coefficients.
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Due to the inadequacy of the original model and the lack of

a better way to model the relationship of the absolute analysis,

it was concluded that no inferences regarding the absolute

effects of absentee ownership on instability could be made.

The control variables in the absolute models are not

strongly correlated with AOE or LOE and were not thought to be

influenced by multicollinearity.

As was true in the relative models, the coefficients of the

manufacturing growth variables were found to be positive and

significant. The major difference regarding control variables

between the results of the relative and absolute models

concerned the plant size variable. In both types of analysis,

the coefficients in the MI models were positive and in the NFl

model, negative. In the absolute NFl model the PSZ coefficient

was found to be significant at the .05 level.

The difference in signs between the MI and NFl model was

unexpected. If the insignificant coefficients are ignored, then

the difference in signs of PSZ69 In the MI and NFl is

understandable. Since the models in which they are found are

specified quite differently, the result might be due to the

influence of the different independent variables in the model.

However, if larger plant size is associated with greater

instability of the manufacturing firms, as indicated by the

positive PSZ69 variable in the MI models, then how might it be

related to less instability of the more general economy of which

it is a part? Two explanations of the opposite signs of the

PSZ69 coefficient are offered.
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A possible, but unconvincing argument, is that fluctuations

in the manufacturing sector due to large plant size might result

in a periodic surplus of manufacturing workers, who when laid

of f, provide a pool of workers for other sectors in the local

economy. The availability of manufacturing workers may depress

general wage levels, and result in less severe contractions in

non-farm employment during recessions. Thus, large plant size

may result in greater manufacturing instability, but less in

non-farm employment instability. However, research by Street

(1980) suggested that many workers in Oregon are not

intersectorally mobile.

More likely, those counties that are characterized by larger

plant size may also tend to have greater employment in the

government, educational or agricultural sectors, which tend to

be relatively stable parts of the Oregon economy (Smith and

Weber, 1984).

To summarize, the results suggest that absentee ownership,

relative to local ownership of manufacturing plants, may have a

stabilizing influence on employment in the manufacturing sector,

as well as on non-farm employment, in general. But the absolute

analysis, due to a multicollinearity problem, did not allow

inferences concerning the absolute effects to be made.

Because the present study is different from previous

research in terms of measurement of employment instability and
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type of analysis, no direct comparison can be made between the

results of the present study and former studies investigating

the ownership-instability relationship. However, several

observations can be made.

Clark's (1976) study conceptualized instability as change in

annual manufacturing employment. This is similar to the

underlying concept of the instability measure in the present

study. Clark studied yearly changes in employment in 74 branch

plants as compared to such changes in 236 plants in which the

owners resided in the study area, a county in Sweden. He found

that employment in branch plants tended to increase through the

study period while indigenous firm employment exhibited greater

fluctuations, following the national business cycle.

Clark used a chi-square test to reveal that the patterns of

employment in branch and indigenous plants were significantly

different, at the .001 level. Using data published in his study

presenting yearly employment data for the years 1968-1973, by

ownership status, the author of the present study computed

standard deviations of the average growth rates of employment,

the instability measure used in the present study. For branch

plants, the measure was found to 2.13 standard deviations; for

indigenous plants 4.73. Thus, the results of the relative

analysis of the present study and those of Clark's are

consistent with the interpretation that absentee-owned plants

are more stable.

The only major study of ownership status and instability in

this county was conducted by Barkley (1978). His research
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indicated that in Iowa, compared to locally owned firms,

absentee-owned manufacturers tended to fail less often, but

relocated outside of the state more often during the study

period (1965-1975). The net result was that absentee-owned

manufacturers were more unstable.

Because the instability measure In the present study takes

into account fluctuations in employment, rather than only total

shut downs and relocations of firms, the results can not be

directly compared to those of Barkley's.

The significance of the manufacturing growth rate found in

this study is consistent with somewhat similar findings in a

study by Smith and Weber (1984). In that study, the Oregon

economy was categorized Into 30 separate industries. The

standard deviation of annual growth rates for the industries

were regressed against their respective growth rates using a

linear function. The coefficient of the growth rate variable was

found to be positive significant at the .005 level of

significance. The same model was re-estimated using a sample

that only included the 16 manufacturing sectors. The estimated

slope parameter for the growth variable was found to be

significant at the .005 level of significance.

These and other results reported in this study led Smith and

Weber to conclude that a trade-off may exist between growth of a

sector and its stability.

Although, not directly investigated in the present study,

the greater stabilizing Influence of absentee ownership
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suggested by the results of the relative analysis of the present

study suggest that growth in absentee ownership may have less of

an influence than a growth in indigenous manufacturing firms.

However, this cannot be conclusively determined from the results

of the present study, since the measure of absentee ownership

indicates the level rather than growth of such firms.

Based on the results presented in this chapter, conclusions

regarding the relationship of absentee ownership to income

growth, income inequality and employment instability will be

discussed In the final chapter. That chapter will also briefly

discuss theoretical and policy implications of the results,

limitations of the research design and suggestions for future

research.



CHAPTER VII

SUMMARY AND IMPLICATIONS OF FINDINGS

The impacts of absentee ownership of manufacturers were

investigated by analyzing the statistical relationships between

absentee ownership and income growth, income inequality and

employment Instability. Two measures of absentee ownership (the

level of manufacturing employment in absentee-owned plants and

the proportion of county manufacturing employees in

absentee-owned plants) in 33 Oregon counties and SMSAs were

used. The different measures of absentee ownership reflect

different assumptions regarding the most likely alternative in

the absence of absentee-owned firms.

The level of employment in absentee-owned manufacturers was

used to analyze the hypothesized impacts under the assumption

that absentee-owned plants are a net addition to the economy,

displacing no indigenous manufacturers. The effects are refer-

red to as "absolute" impacts. The "relative" effects were

investigated through the application of models that include

measures of the proportion of manufacturing employment in

absentee-owned plants. These models are designed to reflect the

assumption that absentee-owned plants completely displace local-

ly owned manufacturers. Under this assumption it is appropriate

to compare the effects of absentee-owned plants to the impacts

of indigenous firms that would have otherwise existed.



209

Regression and partial correlation analysis was used to

determine whether the relationships between the measures of

absentee ownership and variables representing income growth,

income inequality, and employment instability were significantly

different than zero. Significantly positive relationships

between absentee ownership and growth or significantly negative

relationships between absentee ownership and income inequality

or instability were considered to be consistent with the

implications of a theoretical orientation referred to as the

orthodox perspective. Significant relationship in the opposite

direction were considered consistent with the critical

perspectives hypotheses.

The results of the empirical analyses will be summarized.

The regression models designed to investigate the absolute

effects failed to adequately distinguish between the influences

of local and absentee ownership. Therefore, no inferences could

be made regarding this issue. Positive but statistically

insignificant relationships were found between the relative

measure of ownership and the income growth variables. Thus, no

strong evidence was provided to suggest that ownership status of

manufacturing plants makes a difference in encouraging economic

growth in Oregon.
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Partial correlation analysis revealed no significant

relationship between the.level of absentee ownership and several

indicators of income distribution.

A significant positive relationship was found between the

relative measure of absentee ownership and the income share of

the two middle quartiles of families. The relative ownership

variable was significantly and negatively correlated with the

income share of the top quartile of families. Consistent with

these relationships, the Gini coefficient, indicating overall

inequality, was negative. The correlation was not statistically

significant, however. The relationship of absentee ownership to

the income share of the lowest quartile of families and to the

poverty rate was very weak and was statistically insignificant.

If one assumes a causal relationship exists between absentee

ownership and income distribution, then the results suggest that

a greater proportion of absentee ownership may lead to increased

income shares for middle income families, lower shares for the

highest income families, but has little effect on those on the

bottom of the income distribution. As proprietor income from

absentee-owned plants flows out of the local economy, the income

share of high income families would be expected to decrease.

The share of the middle-income wage earners would be

correspondingly larger.
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As was true of the models investigating the absolute effects

on income growth, high correlations between variables reflecting

absentee and local ownership did not allow inferences to be made

regarding the absolute impacts of absentee ownership.

The results of the relative analysis were interpreted as

suggesting that, compared to local ownership, absentee ownership

was associated with less instability of both manufacturing

employment and non-farm employment.

A major emphasis of public development groups in Oregon has

been industrial attraction (Street, 1982). Many of the

manufacturers that build plants in Oregon would be expected to

retain headquarters elsewhere, resulting In a greater level and

other things equal, a higher proportion of absentee ownership in

county economies. Therefore, the impacts of absentee ownership

on the local community's development indicators is of interest

in evaluating the policies. If the goals of the economic

development efforts are to decrease instability and equalize the

income distribution, then the results of this study provide

evidence that suggests that these policies are not

inappropriate. Absentee ownership was found to be associated

with less instability, relatively more income to middle income
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families and less to high income families. Ownership status

does not seem to Influence economic growth.

If there are opportunities for a community to choose between

using its resources (such as Industrial revenue bonds) to either

attract a branch plant or to aid In the expansion of a locally

based manufacturer, then other things equal, it may be to the

advantage of the community to attempt to attract the branch

plant, assuming that the primary goals are to encourage

stability and to provide relatively more income to the middle

Income families.

If however the goals are to stimulate economic growth, to

aid low-income families and lower poverty then there Is no

reason to discriminate on the basis of ownership status.

But for many communities the choice may be between an

externally based manufacturer or none at all. In such cases,

the absolute impacts of absentee ownership are relevant. The

present research provided no evidence that the effects on

growth, inequality, or stability would be negative.

The results of this study Indicate that manufacturing growth

is strongly related to greater employment instability.

Therefore, if successful in encouraging industrialization,

development policies may also increase instability.

In deciding whether to attract absentee-owned plants, other

trade-of fs, such as choosing between increased per capita Income

and local autonomy, must be faced as well. Consideration of

non-economic impacts may be more important to many then the
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economic effects considered in this study. Therefore, no general

recomendatlon regarding the desirability of absentee vis-a'-vis

indigenous firms can be made.

The results, suggesting that absentee ownership may have

income equalizing and employment stabilizing effects in the host

community, are more consistent with the predictions of the

orthodox, than of the critical perspective. Many of the

arguments of the critical perspective regarding income

distribution are based on conditions existing in LOC's and may

be irrelevant in the Oregon economy. Critical arguments

concerning instability usually conceptualized instability as

relating solely to plant shut downs or relocations. In

contrast, in the present study instability referred more to

fluctuations in employment.

Since the income growth analysis yielded no significant,

conclusive results, no theoretical inference regarding income

growth can be made.

Some of the problems of using cross-sectional models to make

causal inferences have already been discussed. Cardosa and

Falleto (1981) insist that cross-sectional analysis does not

allow investigation of unique economic, historical and social
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processes that is essential to understand the impacts of

dependence on absentee-owned plants. It is certainly true that

greater use of historical case studies of specific local

economies would enhance the understanding of the role that

absentee-owned plants play in specific economies. However,

extrapolation of the results of a case study to other areas is

dangerous without an understanding of how the two economies

differ.

Using data from the Directory of Oregon Manufacturers

(Oregon Department of Economic Development) it would be possible

to construct a time series of ownership data for Oregon counties

for the odd years, 1969 to 1983. Use of a pooled cross

sectional-time series model would allow causal inference to be

made more confidently without sacrificing the generality of

results possible though cross-sectional data.

Future studies might concentrate on nonmetropolitan areas

where many of the arguments of the critical perspective are most

applicable. Several arguments suggest that absentee ownership

may have different impacts in metropolitan areas. McGranahan

1980, p.321) argues that proprietary incomes are a more

"important component in the distribution of income," in

nonmetropolitan regions because "major business are less likely

to be owned by individuals or families" in metropolitan areas

(p.314). The negative influence of absentee ownership on

inequality and on income growth is expected to be less In these

metropolitan centers as high proprietor incomes flow from the

local economy.
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To the extent this is true, the inclusion of the

metropolitan as well as the nonmetropolitan counties in the

present study may have obscured a possible absentee

ownership-inequality (or absentee ownership-income growth)

relationship in the nonmetropolitan counties. The

insignificance of the relationship of absentee ownership to

income growth and to some of the inequality indicators may be

due to the inclusion of metropolitan areas.

Since nonmetropolitan economies are less diversified and

smaller there is a greater chance that they may be more severely

affected by a plant closure. Thus, the absentee ownership-

instability relationships might be different in these areas as

well.

It is known that subsectors of the manufacturing industry

differ in their rates of growth and degrees of instability

(Smith and Weber, 1984) and probably'have different impacts on

income distribution. Therefore future research of the impacts

should control for the sectoral distribution of absentee and

indigenous manufacturers.

The instability measure used in this study was the standard

deviation of average annual growth rates in employment. This

measure tends to be more sensitive to increases than to absolute

decreases in employment. The maximum negative growth rate is

100% but positive growth rates may be infinitely large. A given

absolute change in employment will result in a larger growth

rate if the change is positive than if negative. Therefore, the

strong relationship between the growth rate and instability may
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be partially due to the characteristics of the measures

involved.

Finally, the regression models in the absolute analyses were

unsuccessful in providing useful results. Consideration of the

alternatives to absentee ownership in determining opportunity

cost may best be done on an individual case basis, in which it

may be possible to more accurately predict the value of foregone

benefits due to industrial development.3°

Although unsuccessful in applying the theoretically implied

distinctions In empirical analysis, this study raised questions

concerning the modeling of causal relationships in empirical

economic research.

Causality is often discussed in terms of a given change

causing another observed change (e.g. AA causes AD). But in

order to identify the magnitude of the effect (AD) it is

necessary to know what would have taken place in the absence of

the causal agent.

In much scientific research, experimental designs using

control groups, repeated trials and randomization allows the

identification of baseline data relatively easily. But in much

social science research, especially in economic and sociological

research, this type of experimental control is impossible.

Therefore, the researcher must make an assumption regarding the

most likely alternative state of the economy in the absence of

36 Killick (1976) followed this approach in assessing the
costs and benefits of mining activities using a foreign, rather
than indigenous, mining company.
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the causal agent in order to identify the magnitude of the

change that took place that is attributable to the causal agent.

In this study, alternate measures of absentee ownership were

used in order to reflect different assumptions regarding the

baseline state of the economy in the absence of absentee

ownership. Although some of the models used to measure absentee

ownership under one set of assumptions were inadequate in

providing useful information, the study points out the

Importance of considering the exact nature of effects in

empirical economic research.

The issues involved are not new to economics. Theoretical

arguments concerning the meaning of causality, ceteris paribus

conditions and opportunity cost have long been discussed in the

literature. However, too often the theoretical distinctions are

ignored in empirical research designs leading to results that

may be misleading. The lack of concern for theory in applied

studies may be due to methodological limitations. Whatever the

reason, such shortcomings should be made explicit. Failure to

do so may result in presenting results which are misleading and

theoretically indefensible.

Scanner
Sticky Note
Pagination error; page 217 not used.
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Sources of data used for the empirical analysis are

discussed in this appendix. Data for measures of manufacturing

activity (including Ac, AOE, AMG, MG, LOE and PSZ) are

discussed first, followed by sources of income data (for GINI,

HO., LO., McI, POV, YM, YE, YMCH, and YECH), employment and data

(for E, ET, ET%, MI, NFl), and data for the DIST variable.

Data for the Portland SMSA Is the sum of Clackamas,

Multnomah and Washington county data and thus excluded the Clark

County, Washington, portion of the SMSA. Salem SMSA figures are

the sum of Polk and Marion county data.

The Directory of Oregon Manufacturers, 1970 and 1980-1982

(Oregon Department of Economic Development, 1970, 1980) provided

information regarding the number of employees and the number of

manufacturing establishments in Oregon counties. The directory

is published in even-numbered years by the Oregon Department of

Economic Development and reflects characteristics of the

manufacturing firms in the year previous to their publication.

Information is collected primarily through questionnaires

and through follow-up phone calls. Since cooperation in

supplying information is voluntary, the Directory does not

include every manufacturer in the state and may possibly

misrepresent employment in a specific sectors or regions of the
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state. Small establishments in metropolitan areas of the state

were the most likely type of firm that was missed or did not

respond.37

The number of manufacturing employees reported in the 1970

publication was approximately 8.05% greater than the number of

full- and part-time employees reported by the Bureau of Economic

Analysis (BEA)(U.S. Department of Corm'erces, 1983). The figures

in the 1980-1981 Directory were about 13% greater than the BEA

figures. The differences between the two sources may be due to

the use of different employment definitions. Although both are

thought to be annual averages, the BEA figure is the number of

part- and full-time employees. In the Directory questionnaire,

"employment" is defined by the respondent.

In identifying whether a firm was locally or absentee-owned,

it would be desirable to determine the nature and extent of

control of the plant. Because such information is unavailable,

the location of ownership was identified by the location of the

home office that was published in the Directory. It was noted

whether the home office was not in county of the plant, not in

Oregon, or not in the United States.

The relative measure of absentee ownership (A) consisted

of the number of employees in absentee-owned plants in the

county divided by the number of county manufacturing employees

times 100. Data for the numerator and denominator were obtained

from the Directory. Figures for the plant size and manufacturing

37This was the observation of Gil Wright, economist for
the Oregon Department of Economic Development.



233

employment variable were also constructed from the Directory

data.

Income Variables

Data for manufacturing income and earned income for 1969 and

1979 were obtained from the Regional Economic Service

Publications of the BEA (1983). The manufacturing lncome data

was only reported by place of work, although place of residence

data would have been preferable. Earned income is total earned

income (primarily wage, salary and proprietor income) minus

personal contribution for social insurance, by place of

residence. Transfer payment and dividends, interest and rent

are not included.

For a few counties (Gilliam, Harney, Sherman, and Wheeler)

manufacturing data were not available for one of both of the

years, 1969 and 1979. In these cases Oregon Covered Employment

and Payrolls for the appropriate year or data from the closest

year was used.

In computing the measures of income distribution, data was

required that indicated the distribution of income between

Income groups in each county in Oregon. Although the

distribution of earned income is most relevant to this study,

the only source of distributional data on the county level (U.S.

Bureau of Census, 1970, 1980) was personal income. In addition

to earned income, personal income includes dividends, interest,
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rent and transfer payments, income components not thought to be

directly influenced by absentee ownership of manufacturering

plants.

Family personal income figures were used. The distribution

of household income data, although more inclusive than family

income figures, were unavailable before the 1980 census. A

"family" consists of two or more persons, related by blood,

marriage, or adoption, who live together as one household. A

"household" consists of one or more persons occupying a housing

unit.

The income share measures (LG, MG, HG) also used the family

income census data.

The poverty variable indicates the percent of families in

poverty as defined by the federal government. The family,

rather than individual Income figures were used for both the

poverty and personal income, as the family represents a basic

income earning unit. However, the family measures excluded

those not in families: 9.6% of the population in 1969, 15.3% of

the 1979 population (U.S. Census, 1970, 1980). Since a greater

percentage of non-family members than family members are beneath

the poverty level38, the poverty, and income distributional

measures understate the degree of income inequality of Oregons

total population.

381n 1979, 38% of non-family members were below the
poverty level, compared to 8.7% of family members. The
corresponding figures for 1979 were 10.7% and 8.1%.
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Empi o.yment Variables

Several employment variables (AG%, E, ET, and ET%) and the

instability measures (MI and NFl) reflected BEA (1980, 1983)

data.

Manufacturing employment data up to 1974 was based on 1967

SIC codes but after that time data was based on 1972 SIC codes.

However, at the level of aggregation that was required by this

study the change in the classification system did not affect the

data.

In several cases data for specific counties in particular

years were withheld by BEA to avoid disclosure of confidential

data or if figures were less than $50,000. In these cases, data

from the Oregon Employment Division was used. Manufacturing

employment for Gillian and Sherman counties was not reported in

either source. Therefore figures were estimated by using county

manufacturing employment data from the Directory of Oreçon

Manufacturers (1970, 1972, 1974, 1976, 1978, 1980-81). For both

counties employment remain constant in every reported year and

was assumed stable throughout the study period.

The BEA (1983) Regional Economic Information System provided

the data for the non-farm employment figures which included the

number of non-farm proprietors and non-farm wage earners.

Distance Variable

The DIST variable reflects the number of miles from a

county's seat to the nearest SMSA: Portland, Salem, or Eugene in



236

Oregon or Boise, Idaho. The mileage data were obtained from a

1980 Rand McNalley Road Map.
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APPENDIX B

CALCULATION OF INCOME INEQUALITY INDICATORS
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The meaning and limitations of the Gini and income shares

variables are discussed in the text. This appendix will briefly

outline the methods used to calculate the measures.

The Gini Coefficient

The Gini measure Is based on the Lorenz curve shown In

Figure 1. The curve shows the relationship between the

cumulative percent of income recipients (in this case, families)

and the cumulative percentage of total income received by each

percentage of recipients.

The Gini index is the ratio of the area of concentration

above the Lorenz curve and beneath the line of equality to the

area beneath the line of equality: this is represented by

f160 Ex - f(x)J dx
G

1/2 (100) 2

where x is cumulative percent population and f(x) Is the

cumulative percent income (Yotopoulos and Nugent, 1976).

However, because the available income distribution data consists

of the number of families in each of 15 or more income groups, a

straight line approximation to the equation above is more

appropriate. This method involves estimating the area below the

Lorenz curve by summing the area of a number of polygons, each

corresponding to an income group. When this area is subtracted

from the area beneath the equality line, the area of the

concentration is arrived at, and the Gini index can be
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estimated. The straight-line approximation formula, using the

symbols in Figure 1 is

G = 1 - (ab)(bd + ac)

Where ab equals a fractile of the population, bd and ac

represent the cumulatively tabulated shares of Income of the

corresponding fractiles of the population (Yotopoulos and

Nugent, 1976). This straight line approximation of the index of

inequality (Gini) is quite satisfactory if the number of income

groups used in calculation is eight or more (Gastwirth, 1972).

The present study uses 15 income groups.

In order to calculate bd and ac the amount of income

accruing to each group is required. Because the grouped census

data does not provide this information the aggregate income of

each group was estimated by multiplying the frequency in each

group by an assumed mean for that interval. To obtain exact

figures, the actual mean income (which are unknown) of each

group should be used.

For all but the top two income groups, the midpoint of the

income range was used as the assumed mean. By multiplying the

assumed mean times the number of families in each county the

estimated incomes for the 13 lower income groups were

determined.

Knott (1971) found that use of the midpoints as the assumed

means of all but the top Income group gave estimates that were

as good as those of techniques that required disaggregated

Internal Revenue Service data in order to find the "true" mean.
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The number of intervals used to compute the index also makes

a difference (Knott, 1971). The greater the number of intervals

the more closely the straight line method will approximate the

continuous Integration of the first equation. Therefore, a

comparison of Indexes requires that they be computed using the

same number of income intervals. Both the 1969 and 1979 Gini

indexes used in this study were computed using 15 income

intervals.

In order to estimate the county income for the top two

income groups a different method was used based on the Pareto

function. The interval below the top open class is referred to

as the "tail" class. The income in this class was estimated

using the following equations:

y = ab where y is income

a = F1X1 - F2X2

b = log (F1 / F2) / log (F1X1 / F2X2)

where X1 is the lower income limit of the class, X2 the

upper class limit, F1 is the cumulative frequency of families

above X1 and F2 is the cumulative frequency above X2. In

order to compute the highest, open-end class the following

equation was used:

Y = FXb

where F2 is the frequency of the open ended class, X2 is the

lower limit of the class and b is the same as indicated above.

By comparing the actual county data to the estimated county

total (the sum of the 15 estimates) it was possible to determine

the overall error resulting from the estimation procedures for
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each county. The total estimated income per county was

corrected to equal the actual figures by adjusting the estimates

for each income group. It was assumed that the estimation

procedure was consistently biased across Income groups, so the

adjustment factor was proportional to the percentage of the

estimated income for that group relative to the actual county

Income.

Income Shares

The income share measures (LQ, MQ, HQ) were calculated from

the same data source (U.S. Census, 1970, 1980) as the GIni

index. The data indicates the number of families falling into

each of 15 income groups and the mean income for the county.

The method used to estimate the Income accruing to the families

In each group for the GinI Index was also employed In

calculating Income shares.

Because the Income intervals were in absolute amounts (e.g.

$13,000 to $14,999) rather than In relative measure (e.g. lowest

quartile of families) it was necessary to estimate the

percentage of Income accruing to the lowest and highest

quartiles by linear Interpolation.

The share of total family income of the lowest 25% of

families (LQ) was estimated. The percentage of the lowest 75%

of families was subtracted from unity to arrive at HQ. Finally,

the share of the two middle quartile for each county was

determined by subtracting the sum of LQ and HQ from unity.
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APPENDIX C

TEST OF REGRESSION ASSUMPTIONS
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To test the validity of the assumptions of ordinary least

square regression, the models were tested for multicollinearity,

heteroscedasticity and autocorrelation. This appendix reports

the procedures used and the results obtained.

For each model, the validity of the assumption of

independence of the explanatory variables was investigated by

studying the partial correlation coefficients between each pair

of variables with all other explanatory variables held

constant. Since the coefficient of the variable representing

absentee ownership was of primary interest, high correlations

between this variable and others In the model (which would most

likely affect the coefficient value or its standard error) was

the central focus.

In the relative analyses, moderately high partial

correlations were found between AO%69 and PSZ69. This

correlation was approximately .49 in each model. The correlation

between PSZ69 and EV (.518) was also rather high.

In the regression models of the absolute analysis high

correlations between AOE and LOE were found. These correlations

were approximately .92 in the Ln(YE) models and .94 in the

Ln(YM) models. Because It was thought to be essential to

control for local ownership in order to isolate the AOE-income

relationship, the LOE variable was not omitted from any model.
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Although this would reduce rnulticolllnearity, specification

bias, and the associated biased and inconsistent estimates of

coefficients (Gujarati, 1978) would be the likely result. The

correlation of the ownership variables is discussed in more

detail In Chapter VI.

In order to reduce multicollinearity it was decided to omit

those variables which exhibited moderate correlation with the

ownership variables (greater than .30), were associated with low

t-values (less than one) and were not theoretically essential to

the model. In the relative models only the plant size variable

in the YECH model met this criteria. Estimation of the revised

model resulted in very little changes in any of the other

coefficients, or of their standard errors. Therefore, in order

to facilitate comparison with the other income models, which

contained the PSZ variable It was decided to leave this variable

in the model.

Similarly, in the models of the absolute analysis, dropping

of those theoretically non-essential control variables (i.e.

DIST, PSZ and Et.) from models in which their t-value were low

and were associated with multIcollinearity did little to affect

the remaining coefficients and hindered comparison across time

periods and Income types. In addition it was found that the

constancy of the error variances were sensitive to change in

specification. Therefore, the models as initially estimated

were used as the basis of further discussion.
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Heteroscedasticitv

Examination of the YECH and YMCH data indicated that the

smaller counties exhibited a greater range of values than did

the larger counties. For instance the percent change in earned

income for the four largest (in 1969 employment) counties ranged

from 176% to 223%. The range was much greater in the 4 smallest

counties 40% to 398%. This implied that heterosedasticity might

exist and be associated with size of the county economy. In

order to investigate this possibility a Goldfeld-Quant test was

conducted. See Pindyck and Rubinfeld (1981) for an explanation

of this test. The models were estimated separately for the 12

counties highest in non-farm employment and the 12 countries

lowest in non-farm employment. A F-test indicated that the sum

of the squared residuals from the high and low employment groups

were not significantly (.05 level) different. Based on this

test it was concluded that the assumptions of homoscedasticity

for the relative models were reasonable.

For the absolute models, the initial dependent variables

used were the amount of manufacturing or earned income, rather

than the log forms used in the final models. However, a

Goldfeld-üuant test indicated that significantly greater

unexplained variance existed in larger counties, indicating

heteroscedasticity existed. The increasing error variances were

not unexpected. If the model explains a constant proportion of

the variation in the dependent variable, then as the value of
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the dependent variable increases, the absolute amount of

unexplained variance might be expected to increase also.

Since the t-tests usually used are not accurate when

heteroscedasticity is present (Pindyck and Rubinfeld, 1981),

this problem had to be addressed.

A Goldfeld-Qaunt test indicated that deflating the dependent

variable by population (forming a per capita income measure)

resulted in reduced but still significant heteroscedasticity.

Because the problem was thought to be partially due to the

great range of income figures between small and large counties,

the log transformation of the dependent variable was attempted.

Gujarati (1977) suggests that such a transformation may reduce

heteroscedasticity in some cases by compressing the scale upon

which the variable is measured. A subsequent Goldfeld-Quant

test based on non-farm employment indicated that this

transformation resulted in errr variances that were not

significantly different at the .05 level for the models in which

earned Income measures were endogenous. Thus, it was concluded

that the assumption of homoscedasticity was met for those two

models.

However, in those models in which the log of manufacturing

Income was the dependent variable, heteroscedasticity, as

indicated by the F-test, although reduced, still existed. The

sum of squared residuals was greater in the smaller counties

after the log transformation. Based on this test, it
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was assumed that

cr2

Var(E) = =_±_,A>0
Cs

where the (nonconstant) variance of the disturbance term E

(2) is inversely related to county size (CS). In order to

provide a constant E term, a weight was selected that was

inversely related to county size, the square root of 1969 county

population (V'0P69).

The OLS equation was transformed by weighting each variable

in the regression. This transformed equation for the 1969 model

was

Ln(YM69) ,[OP69 = B0 VPOP69 + B1 (AOE

+ B2 (LOE VPOP69) +

B3 (01ST Vö)+ B4 (PSZ

VP69)+ e vPci

A similar transformation, using the square root of 1979 county

population, was applied to the 1979 model. In other words, for

each model the weighted least squares estimation consists of

first multiplying each variable by the weight. Each county's

data was multiplied by the square root of that county's

population. Then ordinary least squares was applied to the

transformed data. This transformation results in unbiased

coefficients, and, if the assumption regarding the nature of the

error variance Is correct, constant variance (Koutsoyannis,

1977). A Goldfeld-Quant test applied to the transformed model

indicated this null hypothesis of homoscedasticity could not be
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rejected (.05 level of significance). This the model was used

for further discussion.

Since both sides of the equation are multiplied by the same

quantity the relationships between variables are not altered.

Thus, the coefficients do not need to be transformed in order to

indicate the relationship between variables.

However, the observations from large counties are given

greater weight in determining the regression surface. This Is

justified by giving more weight to those observations thought to

provide a more accurate idea of the regression surface. Those

observations which exhibit less variation In error terms (I.e.

larger counties) are given more weight then those observations

in which there is greater dispersion (small counties)

(Koutsoyiannis, 1977). This weighting should thus result in

more efficient parameter estimation.

Autocorrel at Ion

Because of the arbitrary order of the observations in this

cross-sectional analysis no autocorrelation of error terms is

expected. A Durban-Watson test was consistent with this

expectation: no significant (.05 level) autocorrelatlon was

detected.

Test of Assumptions: Employment Instability

In order to test the validity of the assumptions of ordinary

least squares, the instability models were tested for
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multicollinearity, heteroscedasticity, and autocorrelation. For

each of the four models, the partial correlation coefficient of

each pair of explanatory variables, holding the other

explanatory variable in the model constant, were computed in

order to detect multicollinearity. For the models Investigating

the relative effects, the partial correlation between any two

variables was found to be less than .50. The partial

correlation between A69 and PSZ69 was found to be .495 and

.453 in the MI and NFl model, respectively. This level of

correlation was judged to be acceptable to meet the assumption

of Independence of the explanatory variables.

High partial correlation coefficients between the AOE and

LOE variables were found In models investigating the absolute

effects of absentee ownership on employment instability.

Partial correlation coefficients of .906 and .909, were found

between the variables in the NFl, and NFl model, respectively.

It was decided not to omit the local ownership variable in order

to avoid specification bias resulting from exclusion of a

relevant variable from the model. See Chapter VI for further

discussion of this correlation.

Other than the correlation between the ownership variables,

the highest partial correlation between explanatory variables in

the absolute-effects model was between PSZ and E variable in

the NFl model. This partial correlation was found to .521.

In the absolute models, and in NFl relative model, omission

of variables that exhibited partial correlation greater than .4,



250

were not theoretically essential, and had t-values less than one

were omitted from the model in an attempt to reduce

multicollinearity. However, it was found that re-estimation of

the model using the reduced set of explanatory variable resulted

in increased heteroscedacity. Therefore the original models

were used for the remainder of the analysis.

The use of ordinary least square regression assumes

homoscedasticity, that is, common variance among residuals.

Research by Thompson (1965) and Kort (1981) suggested that

larger residuals might be expected in smaller, less diversified

counties. Thompson argued that "large urban economies tend to

have diversified industrial structure and, therefore, tend to

replicate the national degree of cyclical instability; the

smaller urban economies exhibit a much greater range of cyclical

instability, as some tend to specialize in the more unstable and

some in the more stable industries" (p.80).

The small college town and state capital exemplify the

latter type of small economy that is specialized and relatively

stable. Other small economies, for example, one specializing in

durable manufacturing, might be expected to be quite unstable.

In a study in which he regressed a measure of instability

against measures of industrial diversity for 108 SMSAs, Kort

(1981) found decreased variability in the instability measure as

population increased, as Thompson hypothesized. This implies

heteroscedasticity might be exhibited, resulting in inefficient
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estimations of parameters and inaccurate statistical inferences

if t-tests or F-tests are used (Pindyck and Rubinfeld, 1981).

In order to determine whether such a relationship existed in

the present study, graphs of the instability measure against

total employment, 1969, and of the residual of two regressions

against 1969 employment were analyzed. No dramatic difference

in variability of the instability measures or the residuals was

observed between the smaller and larger counties. A

Goldfeld-Quant test based on dividing the observations by 1969

employment confirmed this observation. Although greater

variability was found in smaller counties, the F-test indicated

no signifiant (.05 level) difference between sum of squared

residuals of the smaller and larger counties.

Autocorrelation, implying lack of independence among

residuals, was not expected as the observations were

alphabetically ordered, and no reason existed for correlation

among error terms. A Durban-Watson test confirmed this. The

tests results did not allow rejection of the null hypotheses (no

serial correlation), at the .05 level of significance.




