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» Prospects for 1oca1 purchase of plants, resulting in
conmunity-emﬁloyee-ouned firms (CEFs), as an "alternative to

e stratégy involved iIn a commu

' along with the difficullties of estimating.costs, both social and

econonic.

of strengths, limitations, and how it applies to CEFs. A final
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.&G' '

LY

- /

Part” 3 evalusates cost-benefit methodology itself iy teras

from. both statewide and local yerspec tives, the study notas that (1)

local CEFs represent reassertion- of control ove
in an’increasingly centralized society, (2) eco\gZ?ste and policy

' makers have tended to belleve that corporate decisions to close

plants ate' based on sound economic calculus (though such decisions

e'e personal fate

.relate costs and benefits t& a company, not a community), (3) the
analysis in the report shquld serve as a model and as a t to ,
inform government officials who might support .or reject C ttemptsm

Tt shows the possibility that a company abandoned by a larger
f

corporation’can be run successfull

by a comuunity. gg)
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Lt Foreword - - L
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-Plant’ shutdowns havé a potentially devastating impact- on
individuals and communities. Often the use of federal and state '
.resources is. required to reestablishf employment stability and
. redevelop local economies. Social -and economic costs of
shutdowns are most apparent in small to modetate size °
communities v(here the "local labor- market- canpot absorb the  *
displated workers and the économie basc of the community is
undermined by the loss of income. In sorhe cases, workers and ¢

local resjdents have felt that the shutdown decision was an
, economic mistake on the part of thk absentee parent firm.

This study examines: thq prospects of community-employee

purchase of plants as one alternative to plant shutdowns. The

. authors analyze the costs and‘benefits which were critical to a

decision to purchase a plant in one such case. In addition, they

offer a methodological framework' for evaluating community-
employee purchase dttempts in other shutdown sﬂi}uations.

Facts and ohservations as presented in this monograph are the *
sole ‘responsibility of the authgrs. Their viewpoints do not
necessarily represent. positions of the W.E. Upjohn Institute for

_Employment Research .’ <«

A\ | E. Earl Wright
) ' ‘ Director -
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Preface

Recent public opinion polls have shown that the confidence of
Americans in the institutions of business and government is quite
low. Despite the variation in opinion poll¢ which may result from
current short-run changes in the economy or wqrld affairs, there is
an underlying critique of these institutions based on their
enormous size, power, and impersonality. Individuals fear that
they have lost control over their own lives and futures as
government regulates numerous activities and business acts

‘according to an economic calculus which often ignores social costs
and individual concerns.

The area in which loss of control is most apparent is the
workplace. Economic and social welfare,rest upon work in
organizations which include labor in their d&ision making .under
the assumption that it is ‘urtually equivalent to nonhuman mputs
The vulnerability of individuals to-cefporate calculations is never
so clear as in the case of plant shutdowns. Few individuals are
protected against a decision by 4 company to close a plant and
move South or over8eas. The company seldom provides assistance
to anyone except top managers, and unions have .not been
aggressive in bargdmmg for provisions proteumg ‘members in the '
event of shutdowns. In small to moderate size communities,’ the
impact of"plant shutdowns may be devastating. The supply of
local jobs will not absorb the displaced workers and.the economic
base of a community may be sorely undermined by loss of income.
lndlvnduals may be forced to move away to seek cmploymem and
commumty life as a whole deteriorates. ~

. vii . ’
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. In a number of recent cases of plang closings in small .. .-
' commupities, groups-of local workers and residents have come to-~ ~ *
. believe that the corporation’s decision to clpse was an economic .
mistake: Local groups have organized themselves to purchase the
L \ - plants which were to close and have saved jobs and preserved the
i " quality of community life- People have sought to regain control’
over their own lives by becoming owners of the places in which -
they work and the companies ‘whicl, ‘employ their friends and
- neighbors. e . '

'

In the course of studying ‘one 'of  these cases, we became
_intrigued with the idea that ‘‘buying your job’” was an act which
countered the difection of American economic development. -
Rather than increai?(?éntrglization' of the economy, local
purchases of plants pfomoted local autonomy and decentraliza-
tion of economic activity. We have undertaken a‘cost-benefit
analysis of one of these local purchases for three critical reasons.

, oo First, the purchase of a plant by local community residents

© represents the reassertion of control over personal fate by
individuals who are ordinarily subject to the decisions of distant
_corporate decision makers. The effort to reassert this control takes
considerable energy and has implications for the local quality of 2’
life far. beyond thefsimple protection of jobs. -

Second, economists, businessmen, and policy makers have
tended to believe that corporate decisions to close plants ire based
on sound economic calculus and are not usually undertaken until * * .

* all avenues of action are exasined. However, such decisions are - -
based upon examination of the monetary costs and benefits of a - b
closing to a company—not to the communjty itself. 1f spme
threatened closures’ may be efficiently prevented -by Ipcal -
purchases, community, gwnership must bé evaluated in the tefms

» which make sense to '"g':‘ponomists and businessmen.: Thus, a

+  cost-benefit analysis froth the community’s point of view is quite
. approprilite. The analysis should provide a methodology for

~ . evaluating the possibility that a company which a larger
e “cmpqra'tion could> not administer profitably may be fxn
_successfully by locally based owners. Even if community

. N
’ ‘ : .
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. e . . . . . . .
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purchases of a few threatened plants represent only d' fine tuning
.. - _of the system -of capital allocation, a- cost-benefit analysis will
show whether or not such purchases are eqonomxcally rational .
from the purchasers’ point of view. When such purchases art *
sensible, they should be suppovted by busmess, 'bankmg, and
govemment msutuuons \

N * Third, the analysns undertaken in this r\ort should serv'e'both o
- .., asa model for evaluation of other commumty purchase attempts .
and as a'tool to- inform government offm{nals who are in a position
“to support or reject efforts at community-émployee’ purchases
Despite the historical existence-of a great many cooperatives in the
"U.S., the idea of community ownership is novel to some and
- unnatural to others Demonstration of the economic and social =~ .~
- implications of Q:ese purchases may free bankers and governmefft -
agericies from their hesitance to consrder requests for loans and
techmcal assrstance . - T ¢

‘

As plant relocations become: ‘an increasing threat to the

Northeast-Midwest industrial corridor, logal actnqns to - protect
" communities against economic and social decline become a critical -

nece‘sslty Cdmmumty‘employee owned - firms- represent one

_ possible local action which merits evaluation. When conditions are

appropriate, this form of the reestablishment of local control over

‘Economrc £ate also merits a commumty effort.

I
.

»  Robert Stern -
November 1979 -\
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v N Commumty Based Efforts.-
T . inPlant Closmgs‘

"The March 29, 1976 announcemeht, of the plant.closing was ’

hardly out of the ordinary. Sperty Rand’s décision to close.a small

“unprofitable’” subsidiary would hot in itself make a ripple in the’

American economy, visibly alter the uriemployment rate, or merit
' more than 4 two column-inch insert in the Wall Street Journat, Of
coursg, the response in Hetkimer, New York was quite different,
Library Bureau, the largest- employer in tlie-three-town ared, was

to be closed which would further erode the withering economic -
~ base of the county. The Utica Observer Dispatch called "the °

.announcement a “‘blow to the area’’ that *“hit area officials like a
bombshell.”” . L4

The Amencan economy of the twenuqh century has produced

1' many such instances, contrasting the dismay of local residents with
the routin¢ dlsmtegest of the ntational business community. The

. most recent announcement drawing national attention was made
by the Lykes Corporation regarding its Youngstown Sheet and
Tube subsidiary. In spite of some attempts by corporations to ease

‘

the local burden of a plant shutdown, ¢communities are often:

. devastated, losing jobs, tax revenue, and local sales, all of which
"weakeri'the social fabric of the community. In the Library Bureau

case, however, the community response was far different. By ,

combining capital obtained from the Economic Development
’ Administration, bank loans, and a broad spectrum of community
Men&ers, the plant was purchased and op ed.as a community-




S ..,-_cmploycc owned firm - (CEF;) )Rather than ° acceptms “the .
s ~ consequences of’ a decision ade in a distant - corporate L
headquarters, a grass rootg effo was madd to obtam control ol‘. 3

FERIN the plant and save threatened joth, e N
. v Such efforts, however, mcuPccrtain co s, long with the" '
' ) presumed beneflts of stable employment. The local population

R ‘must ‘organize a sbbstanhal éffort, n;tdtviduals invest persornal

- savings, and local banks ‘make potenttally high' risk- 16ans, 1

g ', -‘addition, the federal government deyotes a portnon “of its limited .

program funds to- saving a plant in a small town: Any or all &f .

these resources could be put to alternative. uses; and t _

practicality of such ‘an investmo@t -must be evaluated car;full .

- especially when a plant {§ to/ be clOSed.due to economic-ineff’ icnency' )

or lack of proﬁtablhty ) -

The basic issue ltselfls easnly stated Abusmess decides to move T

its production facilities ohlose them down and those fmpl'Oyed by '

* the company must make adjustments Really understanding these
" events, howewler is a far more complex and, in some ways
_ problem. From . the perspective of the national ‘eco

inefficient plants shpuld be closed, because capital' must move' to

the place where scarce resources may be employed most

- efficiently, Social policy, mcluding extensivé transfer payments,
o has -been used to buffer individuals from the externalities
;O produced by thc_moblhty of private capital. The labor market is .

..“- supposed to reallocate work opportunities,. and workers: will
follow the dictates of the rarket. Thus, from a systgm-wide.
viewpoint, mterventlon to prevent plant closure makes sense ‘only
_ when the closure is & miscalculation -and actually reduces the
. _efficient use of resources. At the same tlme a social policy which
o obliged the firm to bear the costs of ¢losing, rather than passing
thern to semal welfare institutions, would result in reexamination
‘of the capital mobility question. What would appe§r to be a source®
. of inefficiency now, would become an cxcepte parameter of
o/ econgmic decisions. - a

. At the local level, the analysts ls far different. Locally invested
N capita] produces jobs which are the basis for local social and
A . | e | e L




+ " ofhe Jocat-work force. Capital ghich-is émployed ineffjciently- vl

- economic life..In large-urban-areas, the movemeflt of capital isa :

commonpjace event and larger labor markets have some abilityto™ ~ *

redistribute workers from single plan$ ‘ﬁm,s‘ings-and'to 'supplys *© .

- weorkers asmow facilities open. “Small towns and cities, however, s.

’_‘%@hot haverthe same ability Yo reabsorb labor; or{o recover easily g
ro

4

m the closing oPa plat which employs g substantial proportion ;-

frqip-an economy wigde perspective is, neverthejess, tritica olb_cal'_-_‘" -l
sifvival. Thus, the political,. social,’ and economic analyss-of .
plant closings in smaller communities differs radically based on .-
the level at which the analysis is undertaken. | o

This studyis designed to Jook at the issue from both the |
system-wide and local perspectivgs. ‘The object is a cost-benefit
“analysi$ -of a particular form of local response to‘a threatenél
_*plant shutdown. It asks, What is the relative i:ffectivcnes's' of a
community effort to purchase the threaténed plant in lieu of
traditional procedures for job relocation or retraining? -Cost-
benefit techniques are of course used with caution, both in light of *
" the differences which occur-across levels of analysis, and because
'~ several actual costs, avoided costs, and benefits are difficult#f not
impossible to quantify. What, for example, is the real cost of the.
reduced self-esteem which may be produced by job losg] After
*applying this evaluatipn technique to the_,community-emplo_yee
purchase which occurred in Herkimer, the usefulness of .th; L
evaluatione technique itself is considered. What information, is -, _.

" needed to carry out such an analysis, )nd how readily available are ‘s

the data? Is cost-benefit analysis a sensible approach to the” »- .~
problem?- ' : '

Plan of the 'Report

The study is presented in three major parts. Part I considers the T
nature of the plant location problen?‘ in terms of community-
industry relationships and the effects of a closing. Background
information on thie concept of a community-employee owned firm
is developed and the specific case of the Mohawi" Valley
Community Corporation (MVCC) described. Part 11 evaluates the
strategy involved in a community investment such as this through
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.y _.a cost-benefit approach, After’ examining ' 'the 'actual"cn.le. st
SR alternatives " are, cansidered and the difficulties involved ing -
estimating both social and economic costs examined. The segtion+ ™. .
S0 includes survey results reflecting worker beliefs in their abilityto: =~
1 " find slternative employment ‘had the plant actually closed. The..
: results are used to modify initial estimates, Part 11 evalugtes the
- methodologyitself in térms of strengths and'limitations, making’
suggestions concerning the utility of the cost-benefit technique. -

- In the final chapter, the community-employee owned firm is -

reexamined in terms of its ability to maintain 'lo"chlcoat'rol/'and :
establish worker participation in the long run. —
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_* Commusfities and the National
~~  ‘Economy: Decentralized
ﬁ "vs. Centralized Control
At \
.',Abéentee‘ OwnersI'ﬂp and

: Community-Corporation Relatio(nships

'

L]

“Social scientists have shown a cotfim;ing interest in the intimate
relationship between industrial structure and community life.
Beyond the local’. system of production, distribution, and
consumption, a community’s industrial base hag been related ¢ =
levels of income and education, housing conditiohs (Duncan anl ‘
Reiss, 1956), occupational distributions (Galle, 1963), local
political influence (Hawley, 1963) and levels of industrial conflict
(Stern and Galle, 1978). The classical sociological studies of
Yankee and” Illini cities both demonstrated the 'inl‘!xence of
indus@%organizatioh on local social: class relationships, ard 3

' Whyte (1946) discussed the parallels between the sta"s system in

the factory and that of the community. v

On the _economic' level alone, the mechanisms tying -the
community to its industrial base are manifold;:the productiqn
" process may require-either raw materials or intermediate godds
creating demand for local or regional suppliers, and employment
opportunities provide income which consumers spend on retail
goods "and seryiges. The industrial base also produces a tax
revenue for municipal services and supplies individuals with the
means to make charitable and civic contributions. However, the
multiplier of benefits to a healthyfindustrial sector of a community
also implies multiple levels of loss when a plant fails.

9
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- . Two fundamental changes have been" occurring

The cxxstence of ﬂle mdustrial base nltimately tests bn aseries of

. location decisions,made- y those, p confrol ﬁrms\md who - ¢
. usually consider such. decisions i(‘l terms of firm welfare qnd., o

-perhaps personal welfare as well. Form gnd Miller describe these.
initial location decisions i in terms of comparative advantages in -

,rqsoumes;u, labor, and markets. However, ~._ PR S
1 ' Asmarkets grew. ‘the. tendency WLM
~~ of the local plant and the labor force.-With the depletion .
- of local reéourccs, the discovery* of. new. resources, .
growth of natiqnal marketg and the rise in educational

( levels, the relocation of plants to ‘new areas/became
N, economically desirable. The shift from individual to

corporate ownership helped overcome~the force of .. .'
tradition in Keeping 'produ“on centrghzed and locaHy .
controlled (1961: 71). . . . e

Stein "emforces this point by relatmg the stoncs of Newburyport, ;
Massachusetts and St. Johnsbury, Vermont. In these cases the

- families which had built the companies providing . growth and

stability to the towns took an-opportunity.to obtain wealth which .’

" would be subject to little risk and require much less effort (1971

31-32). 'I'he businesses were sold to other mterests

Wamer extended the analysls further by lookmg at the pre¢1se
form of the. transformation of owncrs'hlp *which ’ccurrcd in
Newburyport

concomitantly, in recent years, in the social orgdnizatton
of Yankee City shoe factories. The first is the expansion
~of the hierarchy upward, out of Yankee City, through
the expansion of individual enterpnses and the
esta’blnsﬁment by them of central offices in distant large
«cities. The second is the expansion of the structure |
outward from Yankee City through the growth of
manufacturers® associations and labor unions, also wk£ :
héadquarters outside Yankee City and with unité-i

- many other shoemaking communities in New England
and elsewherc.. Both . . . decrease Yankee City’s control ' ‘

. 19
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" . with a. corresponding decline in' community cohesion and

- Ownership. passed to those whose interests- in_the location were

. purely economic. « The' ‘community  itself, became - simply an. R
‘investment cost to.the.absentee-owner and once that cost no longer -~ /"
represented an efficient investment, the investment whs with--

11978: 108-109) describing changes since the classic visits by the

the out-of-town board,r’oomsLof large national and international

. major theme in descr‘ibinaflc “great -change’’ in American

. serving specialized functions within the overall system of urban
~ centers (Duncanet al., 1960; Kass, 1973). This division of labor in

"its vulnerability to closure is partic\_llarly severe. Patterns of
. 4domihan'ce may provide & warping of potential future difficulties.

increases in production scale and the concentration of assets. This

~ over its own_fac?tbries-by, subjecting the factories or . Lo
segments of them, to more and more control exerted = -
* . from outside Yankee City (1947: 108).- : - S

drawn. Time magazine reiterated the point with a reent report of.
the study. ‘‘Middletown 111 by Caplow and Bahr (October 16,-

Lynds. “The local economy,’’ they say, “‘is now coritrolled from

L)

corporations—and from Washington.”
_ On a broader level, Auch.. transformations of ,ownership- -

represent a major change in communityleconomic life. Warren’s

communities Was the growth of extracommunity control. The
change “‘includes the ihcreasiWﬁon of local communi'ty
units toward extracommunity sys of which they are'a part,

bility of _communities' to influence their own fates, but also -
duced their self-reliance in the
arenas. S .

Zton‘()my” (1972: 52). Absentee control not only removed the

political and social welfare :

The Broag view highlightsgwo other issues involving the generAal"
integration of the economic system. First, cities may be viewed as

welfare of s “industries such--}Maghose in Ohio or’
Pennsylvania wiitll are tied to steel. ‘Where a community is -
spécifically dominated by production in a single industry or plant,

production sugggsti.that_s‘ome communigh will be tied to the

$econd,"the increasing integrationi of the economy i tied to _ -

.
»

~
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mcreasmg .concdntrﬂorlhas been the frequent f’”ﬁet or social i
" critics. Nadel (1976), for instance, pojnts out that the 200 largestu _; o

n0nﬁnqnc1al rporations ‘controlled G0 ' perc lé of US. ¥ k
" manufacturing assets in 1972, Moré intergsting; however, is the RGBS
frequency of ¢orporate mergers and the increase in. the' types o'f_ S
mergers “labeled conglomerate. Scher® (1970) dédentj Rs three- ¥

L .

waves of, mergers in U.S. economic histqry. 'I‘he t ocourred’ .
" around the'end of the nmeteenth and Beginning.'of the twertieth ~ v~
centuries and ldrgely consisted of herizontal combmations. was PRI
- follewed by a nuymber of vertical integrations and 3 few m rgers oo
‘for* dlverslﬁcatl from 1916-1929. . R : v

However, the Jmost substant,al and 1mportant in terms of the -
plant .shutdQwn issue is ‘the’ post- World ”War 11 "wave - of - -
conglomerate mergers. The development of legal conitraints on -
traditional horizontal and yertical mergers is at least partially - -

“responsible for the shift in the domlnant type bf mergers. The - .

Cellar-Kefauver amendment to the Clayton Act gave enforcement

_ agencies the ability to challenge’the traditional forms, and they did / o
'so between, 1950 ‘and 1970, but only 3 percent of the product /J _.
_ extension form of conglomerate mergers were challenged. These . T

mergers, in which both . firmg were functionally linked in
prod rdnstnbutnon-, but sold different prwucts becamed -
Strate?c choice fopavoiding government mtervcntioﬂLikewise,_,. B ¢
mergers in the government’s ‘‘other” category wheié the two - .
firms had no coimon or direct rélationship went: unchallenged
(Aldrich and Sproul, 1977). In addition, tax laws and accounting -
devices gave sngmfnca advantages to conglomerates For

./ continued ac'qursxtion ac |v1ty (Nadel, 1976). '

 Through 1968 nearl : all of the firms on the Fortune 500 list o
participated in -the merger movement. Most of them acquired y

; small firms - with under one million dollars" in dssets. The

nryortance of conglomerat,e mergers grew throughout {he pe iod
d, in 1968, they totalled 83° percent of all large manufact ing
-and mining firm acquisitjons (Aldrich and Sproul 19 7 34 '




= used to assure tl‘lat earnings atements.present the
" “success. An FTC. study,has‘:oncludedk that tax Jaws,
. those exemptifig exchdnge~of-sfock-from busingss. salesspa
.- creafe an {nstitutional incentive for-cbrporatlons to enter
: acquisxtlon and liqmdation gamc. < . _ SRRV o

- .
o . v

. 0 The process of gbngldmer,ate merggs.conmntrates assets, and . .
- leconomic power, but is particularly dangerolis to those whose Jobs s
“are traded from owner to owner because theassets themselves are
treated- simply as investments- to be sold” at- the appf@priate =
moment. Often the stlling comes lmmedlatcly upon acquiring: "~ .
" another firm’s assets. Te choice pieces are retained and the others .- ‘
released on the *‘big bat write-off “which Deborah Rankm (New
" York Times, Janugry 313 1978) ‘described recently When a new
chief executive of fler join®a firm, he may sell off weak assets to-
show his ability to produce results qiiickly. With only the best -
assets remaining, the ’ company’s ’rnmgs picture quickly
mprovgs Though market forces .are producing the desnng of
most plants acquired by overly Rcquisitive co%mcrateﬂ any
. such decisions are simply the result of corporate frateglesﬁ'n lch
are only loosely related to-production itself.

\ Coqglozbra,tu and. Pl'ani Closum R '-'_f Lo .' _"?;‘_? )

]

They issue is that these traded assets represent consnderablc
prodl;l:uve capacity, Yjobs, and the well being of communities in
whnch the acquired firms are located. Firfns which’might continue . -
operatmn mdependently are closed once they become subject to
the conglomerate’s overall business stratégy '
L ( .
v . Unfor unately, cntional wisdom has suggcsted that'
economic nonviabllity is the central reason for plant shutdowns
_Aside from declini product demand, major concgfns are those
o which increase the osts f production in a giveri lotation relatnvc!“
) ._to other potentialsites: In the northeastern and upper midwestern
“+ ®United States, these cost factors haye taken the form of highjlabor
costs (ofternt blamed on high degreps of unionization of the labor

force), hlgh taxes, energ costs and accessibnhty, transportation,
. L]

~'s
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and technologrcal obsolescence In 'numerous cases,« federal S

: regulatbry\pressure has fostered decisxbns close down plants = '

~ which were. c())rsidered mar,glnal or \vhrch corporate strategists

. viewed wrth ambivalence. Such regulatory presfure produced the~
decision by Generdl Aniliheand Film Corgoration to close its = -
asbestosa ming:in 'Lowell, Vermgnt, which’ was, reopenied .as the
" employee owged Vermont Aspe os Group. Srmilarly, U.S, Steel - .
had been.wavennf ver the fate of one of its plants in Cleveli’nd’ .
and decided to close it when facd with an Enf nxe\ntal -

Protectton Agency deadline.

' Conventronal wisdom, however usually hides as uch or more
than it reveals. These cost factors do not always ag:;car together
\and ire often weaker than news storiesssuggest. Ohe Massachu-
setts-study’ found that labog costs in the Northeast are not as
significant a contributor to costs as press co'vera"ge suggests, but .
that corporations often move to _escape the conytraints of

. uniofiization. The study recommendmg stepg which] might be
taken to retain industries in Massachusetts o suggested that
taxes, transportation, and energy. were real problems " (Katz, '
Myerson and Strahs, 1978), '] R . €

The cuuclal issues in plant ¢losing Sased] | however are the degree.-

- to which osirv decisions and divestituré decisions-repfesent
corporate misassessment and managerial priorities which result i in
the dosing olWy héMthy firms or those which only reqyire
minjrr)uni investments and the appropriateness of the criteria used
in the decision. How. often are the cost factors either misperceived
or used only as a convenient rationale for other "corporate

. agendag? Though the importance of the failure of capital markét

to allocate capital efficiently will be elaborated as part,»of the
cost-benefit frampework, several examples suggest that these
“‘mistakes”” ocgur with an alarming frequency, and that
conglomerate, bsentee owners:are particularly given to such

actions. _ / _ L
# Lo
The narrow decrsro making perspect any cOnglomerates
przducgs weak commr[ment to .an
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- ‘industry workers, was receg“ilng__ /ckturn. o ipv _
on : ings,” Jphnson: and Johnsen, the , -« 3.
_-.conglqmiérate ownér;-ebtained 16 percent and it décided to Hose - T

- tecent case, The 1,100-employee linen ma
_ part of a company which slowly becamé ifivolved i

*“retdrn on investment 'standards, mismanagement, degay of capital |" ;i .-

. - R . , ] . g~ Lo * - a Lo
- Chafsc-'-".'\ , )7 e R T J e SR
) . Rate of return réc Gmcnts‘p‘r’ovide )¢ mostivisible example.of .. |

how profitable facilitief. may be glpsed by, conglomerates. “

percent. In' other-product

Bates' Manufacturing ‘in ngiston, ~Maimprovid'es
acturin

field and felt that tie 7 percént return available in textiles was too - .
_similar story is related by Stefn (1971)-in connection with the .

c]o§ure was avoided in albthree cases by sale to local interests, the
_ conglomerates did not always cooperate in facilitating thesdleand

1+ often seemed. to prefer the closure, perhaps hoping to obtain. tax

.

- advantages and in some caSt;t‘oyl'minate COglpetition.

: ’ Purchase by-local interests is by no means assured, even when

. the plant appears to be profitable. There must be an _available,; .
motivated organizer or organized group to press for the purchase.
‘Many attemqpted purchases- have- failed for lack of necessary.

‘. knowledge (Stern arlHammer, 1978) rather than unprofitability.

It is not the case that all p‘gtentially profitable firms abandoned by .

“The lack of concern shown for particular investments ha
occasionally produced corporate mismanagement and resulting
firnd decline and closure. The Saratoga Knitting mill in Saratoga,
New York had been a profitable part of the Van Raalte Company,

" goods due to disinterest and the extractiof ‘of large overhéag < ©' .. _ -

Chicapee Ménuf;\ctur}ng ~wl,1ichj*§, ides 16 jobs for o Olhins—i;-* ,t"‘
giment.of. 12"~ X,

Vet

SO ""loyw:.' This- plant had been the -initial holding of the Bates: '_. R
;' - - Maiiufacturing Company, but as the cqmpgm"-divq_r"sifiedfa'nd Co e
‘ became-a holding company, theé?puglomerate psychology setin. A ~ ..

closing of Wesiviico’s Mechanicville, New York mill. ‘THgugh) . . -

“absentee owners will pe taintained by local interests. - ¢ S

~the plapt. Through a,risk pogling ar gement,‘a group of 21 o
S (saﬁnts banks agreed to | capital to- former managers who .. .~ T
. bought the plant (Katz, Myerson ap_’d__,__Strahs_,' 1978y " 5 e b
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—---*resulféd’ Duie to “long distange decisiog maKing, th

o runmng profitably This study WIII show t
o -by remoté” decision ‘makers. also‘ hmite the ﬁrofltablhty of the*

N '_ '7

l',

» desdhibéd a meat- packing firm owned b

b

_ {”... e e /‘

- purc v.sale’*ﬂummeted from $7
- -million’to: 820 million' a year, amd by 1974, 'an $}1- million\

, -Ppabody office‘pas:g{downﬂecnsrons which resulted in fnefficie

l use¢. of- knitting mafhine$~and disaster for the Van R Ité sefes s
ttttegy In..the low margih kpitting industry, these-

meanmtrbstamtlal losses One X.) h?m ‘which- w%;; to be l
-purchaseg by Tocal interests; in ding.the emp oyees,, ‘and’is now .
‘constraints 1mposed"-‘. :

a’ry Bureau sdbsndlary Sperry Rand.

subsndlarles. This return’

Conglomerates ofteﬁ exat corpOrate overhead f%) fr
‘on ¢{nvestment, ‘In

¢ Library 'BUreau msé; this fee was

substantial,- as it-hag been in other places, and the general feeling >

., AmONg. managers"m the‘plant was that the parent company
“returned little - m the way /of services for, the fee. Katz et al.,
\ng Temco Vo:ght
(LTV) which controlled it through its Wilson Foods and Sporting i
oods division. Scheduled losj g dueito losses of over $I' -
million a year in i‘ 76 and 197 e eompany had lost much of its

- market due to increased costs imposed by Wilson. Beside ov
"~ charges, the company h 1 forced to buy mterl\w
not

from Wilson=at¥inflat pnces (1978 49)
celebrated/ case, the Cefonial Press in Clinton, Massachusetts logt
- much of its market share under the lianagement of-auto parts and
‘vehicle manufacturer Sheller/Glope, which contiotled the com-
y through a series of meggers. White reducn{g employment and:
x atefy closing the co papy, the absentee cofporat -owner
extracted $900,000 per year in corporate overhead. (;onglomerate
owners lacking eXpe}Ience in a particular stry may manage to -
- show a profit for their acquisitiors at the/;‘;zchJ e time that the .,v'alue
of those assets (IS reduced\substantlally “

. The foregoing discussion i is not an mdnctn&nt of ( nglomerate
acquisition and divestiture actnvnty, but rather a statement of the

probjém poged for the communities \lrn which the exchanged assets ‘._'

25
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many ac‘“m‘l hiﬂh uality women’s ndergamfents After being -
d by Cluett:Pesbody 1968
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‘ e“)lust As forrﬂerﬁecuﬁ ¢ | _
- Willidm ™ Carey rematked; “many\ of the rapidly assemb ' ;_'
conglOmerates of the 1960s - ‘have (had “to. be taken: a.part \
. 4ubstantial social cost as the acquiring management prové itself
‘inept*’ (New York Tintes, June 23, 1978). The- problem 4s that ‘\1
communities; ' partncularly stnall ones doiinated by single -

“* " industries-or firms, are ncreasin “vulherable to. the decisions>” . ;
- made by distant corpbrations over hom,they liaVg né control. My T
R . These absente€owners do not nee o consider the lo¢al effects of,

- thetr decistons to dlvest ABsels rough sale or closuri

‘A

.. t

1 A Lt
e

|-.' ¢ ’ ’ ,_;' .
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The Employment Proble

Whlle there is potenttal
decisions by absen_tee owner
~ probably made «<orrecsly

.- However, the bulk of the
decisions seems to fall on th
“workers whose jobs are
" compensate. for labor me
and geographtc locatio
Those workers who a
+  tHeir communities

r less than optnmal capltal allocatlon‘ S
 the majority of clgsure déGisionsare’ .
rom thé -owners’ point of view.' -
osts r{:Inerated by these relocation =

communities which lose plants. The !
relocated are often assugied ta '
et changes by movement among jobs _
. This assumptlon is often unjustified.
younrgeér, skilled and “committed to - :
_ y-be able to move and obtain jobs_at
_ \_eompara_ble wages, put others, particularly the older, less skilléd,

‘and those with Atakes in the community such as housing - - _

mvestments, re tw& or long term social relationships, are less & *:
~ likely to ptck p and follow the shifting labosmarket. It is more '
i recognize that tbor market obility does. not
cqmpensate all displaced workers, especially when
opportumttes 4re "not available locally; opportunities- are -
‘.partlcularly hmlted in smaller cmes -and towns with relatively.. ’

hmnted economxc bases. S

1

LT " An exammatton of unemployment problems over time must be
S concemed‘ not only with total amount, but also with the duration |

/..

. <. There -is ho information -available on the extenj to which closuré '
" management “miscalculation of profitability. This study will make clear the complc‘)ﬁty of - /f
* converting tq worker or communlty ownership and the limited situations in' whidh this

strategy is Orable v




,‘.,.-. . A Fnd turnovel‘ componem* of unemployment T“I“FVW iS l .

“measure of the. number of .spells of unemployment or. the rate of

.~ flow' into 'and- out- of ‘the unemployed pool, whereas duration "

reflects- the length of time individuals are.. unemployed ‘Most -

R et 'analyses have focused-on the importdpce of avetage duration, but-
: C e -_1 the frequency ’of unemployment spellsls critical to’ the questibn of

lot:al ec0nomic and social stability

E Several analyses have shown the importance of turnover related Lo
"~ . unemployment caused by plamt-shutdowns and relocations. James _
-~ and Hughes analysis of employment location change in' New
Jersey concluded that “'the ‘picture that emerges “is one of .

tremendous flux” (1974::92). Duripg _just ‘a two-year period’

(1967-1968) over 10 percent  of the establishments in the 2049 -
employees- category “either - relOcated or went oyt of business. .
.- Struyk and James, studying manufacturlng'employmem in the
L Boston and Phoemx metropolitan areas, fou Jd that:” '

Tlle flux in both:areas of establishment locatlon and -
tdenttty is enormous, even 'duridg thc .relatively short
 three year observation period. Approxnmately one out of
... . four establishments operating in the two areas in 1965 A
» ", ecither relocated or .went out of business by 1968! . .
Bven measured in terms of employment, the degree. of
flux is startling; over five percent of all jobs were
- - involved irff some “relocatlon” actmty on an annual .
. basis (1974: 51).

- Twelve percent of employment in the central ctty of Boston in
1965 was in establts)tments which were defunct by 1968.

] ) ’

" Mick's (l975) study of the social and personal costs of plant :

 closures analyzed the\954-1970 period for the rubber and plastie
-lndustnes in Connecttcut The sector grew substantially—6,428

. jobs were created: by plant openings. But, 4,634 jobs -

disappeared through 145 Bffint 'shutdowns, ‘showing that even in -

 relative growth industries, dislocations affect many workers. The

-~ rubber and plastic indusies enlployed only about 4 percent of the

o Connecticut work force during the period and comprised slightly .

less than 4 percent of the state’s total of 5,600 plants. Mick

r ~

-




| ‘suggeété that, if these. 'fizurcs:"are'“ at all Vindicai't.ive of other

manufacturing sectors in Connecticut or even in New England,

“shutdowns must have been- a:constant. problem with. which

- thousands of people coped"’ (1975: 207).

Many of the older employment centers in the Northeast a‘aear'

" _to be characterized both by high turnover in the labor markets, |
long lags in.new job-worker matches, and by a net loss in jobs, -

-Some writers have attempted to link job loss in the Northeast and -

_Midwest to the increasing prevalence of multi-plant corpgrations,
including multi-nationals. They suggest that a mafor feature of the
‘complex of employment pgob‘lems in older industrial regions is
“industry shift” (Kelly, 1977). These ‘dnalysts concentrate
especially on apparent effect$ of absentee ownership and mergers.

Udell (1969), ‘for example,' ‘gathered data op ‘social and_
econgmic consequences of the merger movement in Wisconsin.
The study emphasized the effects on employment and payroll -

growth rates. He claims ‘that formerly .independent. Wisconsin
firms _which merged - with conglomerate corporations had
experienced significant decreases in post-merges compared to
pre-merger rates of growth in employment and ‘payrollé. Udell

_, «suggests that an important loss to the state is that merged firms

tend to changg to financial institutigns, with legal and accounting

services provided out-of-state. " ’

Booth (1972) studie‘dr changes in eniplpyment' for total
manufacturing and for the shoe -industry in Maine for both
out-of-state and local firms, Over the period 1958-1969, for -firms

with mpore thah 500 employees, the Maine firms increased their -

employees ih manufacturing by 82 percent, and in the shoe
industry by 110 percent, compared to the absentég owned firms’
comparable figures of 8 percent and -12 percent. '

rank and Freeman (1975) have given an "estim?ﬁe, wh?c‘h they
freely admit is ‘‘quite rough,” .that the.U.S. economy lost
1,062,517 jobs through 1974 .because of the- activities of U.S.
multi-national companies.? Organized interest groups opposed to

2. The jobs considered to b lost or displaced are those which would have been generated
in the production of goods which'the multi-nationals could have successfully marketéed in

the absence of overscas productior.l of the same goods by their foreign Mbsidiaries.

¢ .-

s
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. - taken many decisions out of local control. Although a great, rﬂany

o Ohu( bisedc ';poratrons, Dlmond Shamrock and Goodyear~; .
. Tire;: which have reduced - their- operations in that state and . "'
:»purcha' d. chemical plant and a tire manufacturer in Chile. -

However, in ger;eral these ithors correctly ote “majot e
- methodobegical problems and are cautious in their- conc@ons.
~ No firm evaluation of the effect of conglomerates on employment - - "
-can be made from this type"of data, especially from a socletal- .
vrewpomt. S R . ~

. . .

Nevertheless, lt is relatrvely cleor that all e: being equal
communities in which the major sources of ployment are
controlled by persons who have no cfucial reasoh to. give major -
wgfht to community-employee factors in decision making are. B

e vulnerable to instability than in tho-oppqme situgtion. The

great vulnerability of “e6mmunities whose economic base s
dependent on one or a few. employers. has -been documented
repeatedly by company town case studies (Lantz. 19'71 Stranse, S

1977) and dramatic’ storres of *‘town deaths.” ' s
S v

Commnnlty Conlr;ol and CEFs

The drscussron has established a number of points upon whrch
an examlnatron of community control of industry may be based L
There is an intimate _relationship between industry and -
community. This interdependence was.once contained within the
" local environment, but the hature ofindustrial admmlstratrorr has:

.-decisions to relocate plants are soundly based on economic o
vlabrlrty, there are a number of errors in capital allocation which. .~
may result from the distance between communities and absentee
. owners. Wheh these closing decisions are placed in tl\gcontext of
the difficulties created by high rates of change in job markets and
the evidence of the apparent job maintenance which occurs under
local control, the role of institutional mechanisms through which
. local communities mag come to own or control industries becomes
obvious. In cases where closing decisions are less than optimal or a
little aglclltiona’l effort or infestment may make a business viable,




o . communities should be able t0 save .iObS tht:ough a lOCﬂl lnltiative,"‘."_‘

g -including the establi?hment of locally based ownership An option T " 3
L _'_.__should be available i L P

n‘appry prlﬁte cases. -

?,eommumty-employec owned firm (CEF) is' one partlcular AV O

- stritegy which should be evaluated as a means.of returmnz control ..
‘ 'of firms to lOcal mterests Is it posslblc hat CEFs can
, ieconomlcally tmprovc employment stabnlnty y reducing the

- turnover component of local unemployment? . kK e

A community~employee owned firm i is a busmess;, enterpnse in. .
~ Which the employees and members of the local contmunity havé a
,sufficient degree of ownership to ensure that the effect an the
~ benefits received by employees and community members’is given
 significant weight in (at'least) major decisions of the enterprise .
~ and the opportunity exists for these groubs to participate in
'making these decisions. ‘‘Employees’ refers to those who are”
.. regularly employed or working for compensation in the enterprise
-~ and a majority. of the employees should share in owmtership.
. Following current practice in defining ‘‘community,” (Warren,
* . -1972; Hillery, 1955) the definition relies heavily on the notions of .
. territory and. jg_ngtton The areas which supply labor proyide a
boundary such that *‘ no area being analyzed should be srhaller
than that necessary to’ encompass the homes of ‘most of the
workers in the establishment(s) being studied” (Management and
Economic Research, Inc. 1978: 49). Thus, those who reside within
- this territory, as well as those. functionally. tied to the plant who
live within the area, are included. (
An analysis of the CEF strategy should be conc‘erned with the
quality as well as the quamity of jobs which might be affected in
comparison to alternative employment stability measures. Quality
includes traditional variables such as wage level, general working
conditions (including safety, etc.), and job secprity, as well as the
. job characteristics advocated by “quality of working life”
propbnents: self-direction and ereatmty (Qavis and Chems, .
1975). . :

Quality of jobs also includes conslderanon of the impact of
. eomn?unlty control /on area ee?nomlc development rather than




. . . . . . L . : - p"x'l/:‘
" restricting itself to the provision of jobs alone, As a recent impact -~ - - '
analysis of community development corporations hagemphasized, - i~ i

IR .
1 .

" .diffetent .types of jobs have substantially diffyli#€ili&cono

implications, particularly regarding multiplier b

1977). Public service employment can lower the urigifiployme

level quickly, but is often little help in providing long term . )

productive jobs. For exarmple, some: publie” programs hdve

attempted to increiise job démand by encoliraging tourism, but P

." after initigl employment increases in construction, ‘there are. .
minimal multiplier effects and much of thé new employment is = -

seasonal. . ' ' S B

- The employee-community purchase strategy should ,be con-

~ sidered “in terms Of economic development as well as jobs

maintained. In dreas with depressed. economies, where plant
closures and lost manufacturing jobs are a common occurrence, -
. CEFs represent-a'targeted anti-uncmploy_ment‘program, ‘and the -
need for targeting has been affirmed frequently in analyses of how

unemploymerit might be reduceds' without. added: . inflation-
(Dunlop, 1976; Gartner, Lynch and Reissman, 1976; R. Marshall,

1978). : . ' - e

: ’

An Illustration R T,

Underlying the evaluation of comtunity-employee ownership is —)
the premise that CEFs may provide increased employment . -
, .stabilit)'i.inacommunity, By redistributing ownership and Benefits -
locally, a -decision regarding plant location or employment
becomes (i matter of community political and economic activity. A,

0

decision to displace employees will give more weight to the costs to

the community and employees than a conventional -owner wouéa ‘
give. Crirefia other than simple business costs of profits would s L
given explicit weight in the decision process.. T, o

“Though the major events which occurre® in Herkimer are
related in the next chapter, the manner in which community
concerns enter into the decision caloulus may be illust_raté’d by an
early board of director’s decision. Soon after the Mohawk Valley
Community Corporation (MVCC) purchase of the Library

L4
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b Bureau, the company beuan to search f0r a new supplier of ‘ =._.-' -
. .fabncated steel book shclves. The book stacks had been suppllcd
"“ by a ubsidiary of Sperry Univac under a contract signed. at-the" v:,.
" time of the: ohanse in. owncrsh‘lpl MVCC was informed by Sperry .-
that the coritract would not be renewed after its Marth 1978 -
- scheduled termination.” The . board . deci\iled that .thé most. -
cc0nomlcal adtion would be thc purchase of a- small stcel'_
'-fabrlcatlng plant, - - ST , .

*The result of the board’s decnston was thc purchase of a plant in, .
Vineland, New Jersey.in October 1977. It is very clear, however,
that the board gave significant weight to the. ‘community
- employment.implications of its decision. The’ boagd was not only
sensitive to COmmunity effects, but was also str cturally tied to. - .
local interests since community members outside the plant held' .
over 60 percent of the stock. . T

The first annual repOrt states “a&though there are many old.'

.‘?)lants in our area, none fitted ouf needs as far as time and
equlpment were concerned.”’ The board also explained that the
local utility company was unable to obtain the required n tural gas
allocation and that the Vmeland plant became availble at a -
‘convenient time on excellent terms. Apparently, consideration of
community employment was not a strong. enough force to
overcome:significant economic advantages. The business decision
was not sacrificed for community solidarity, but the commuﬂlty

- interest was given a hearing in the process......

At the same time, the decision to purchase a plant outside the
local areet produced criticism within the community, ‘‘Why hadn’t. ’
the board paid the community back for its efforts and invéstment
by expanding local employment?’’ There were phone calls, a few.

‘letters, and” considerable -*‘bar - room’’ gossip. Following these
episodes, the board decided to expand its membership to include
. two individuals. who. presumably represent community interests.
“The opportunity for community input ‘into business decisions
which is afforded by CEFs is apparent i in this episode. Community
welfaré can be considered without necessarily jeopardizing
economic. soundness, but the criteria used in- ordinary business
declsnons are clearly altercd




lnteresi in dtzzentr.alized control over economnc productlon llnd R

economic ' fate - co s from " 8 variety”of ' contemporary . and. -

*historical sources. Col peratives in ‘which each individual holds an

*, equal share of OWnershlp and’ind equal vote in decision making’._ o
are the most well. known similar form:of productive organization,.
‘Jones documents the importance of the cooperative jdea for - . @,

‘Bntnsh/economtc thought (1974). and examinés the incidence of -

 cooperation in the U.S. (Jones, 1977). Despite political and . i

economic critiques of cooperat;ve production by govemment

. labor and management, Aldrich and Stern (1978) have been able - .

‘to-document the existence of over 890 such organizations; in the
U.S. over the past 130 years. Some were part of Utopian

* commumnities in which cooperation was an ideological basis for

‘ work, but numerous others were: organized 'when . economic
conditions produced rising unemployment and depress\d wage‘é. o
Still others were formed as part of worker strategies to combat

employers who refused to recognize unions. Some indication‘is .

emerging that the broad” condemnation of cooperdtives as

economically inefficient was based on political interests and very
. little evidence (Aldrich and Stern, 1978). Cooperation shiuld not

be discarded as a phllosophy of decentrahzed economlc control.

- Alfred Marshall is said to have remarked thb\h

‘ Producer cooperation ‘is a very dlfficult ing to do,
: \ but it is- worth doing . Jand . ... the difficultiesof .
non-centralized cooperatlve productlon are just those at .
which it is best worthwhile to take a long pull, a strong
pull, and a pull all together (in Pigou, 1925: 246). w

More recently, a 1975 national poll by Hart Research found that

66 percent of respondents expressed a. preference for working.in an
employee owned organization as opposed ‘to investor .or

- -goverhment owned firms, and that other opinions supportive of
the employee ownership concept were widespread (see Rifkin,
.+ 1977). This form of local control may not includé community
ownership at the same time, but is a similar attempt to regain’’
control of one’s own economic fate: The incidence of employee




% |

resul of’ favorabl{tax structures (Stern and Comstock 1978)

| “Béblic_interest foups, rcgional development researchers and- ;T
‘L polmcal officials have given strength to the'idea of local control o
" and proposed a variéty of strgtegies similar.to the formation of

F CEFs. The National Conference on. Altérnative State ‘and Local

APOIICIQS and. the Corihnumty Ownershtp Organizing Project L

,promote more mdependently v:able and autonomous local

. commumtles

We propose, in shorg that change in cities needs to be
based on a program of: commumty ownership—of real’
estate prlmartly. but also of utilities and even some
businesses and industries. A city that owned itself—that

- was able-to tap directly the income: cr):ated by economic
activity within its boundaries—would no longer be poor. .
And the direction of major resources‘would be in-the
hands of the citizens not, as now, in the hands of the
largely nonresident managers and private shareholders
(Kirshner, 1974 23).

Underlymg many of these community control concerns is the -
_ notion that economic growth should be deemphasized, or at least -

that the social effects of economic and technologic.change should
"imply real constraints on economic - decisions. Th¢ popiilar
conceptions that ‘‘small is beautiful,” that less energy intensive
and capital intensive types of development are now neéceéssary, and
that large-scale business and government are out of control, are
also strong among those who advocate the more decentralized type

of socrety implied if community-employee ownership of firm’

became wrdespread Such advocates are aJso concerned’ with the
lack of participation and industrial democracy under conventional
ownership. They believe that a transformation in the control of

- property will increase the participation of employees in workplace

decisibns, reducing alienation and increasing individual commit-
ment, autonomy, and satisfaction. The evidence from current

owned: ﬁm“ is incmsinz rapldly due to: ideas m{d advloe on
"‘worke 's capitalism” prov:ded by md;vxduals such “as; Louis




o 26 s " -. ..
. cases of employee owned fimu.ia as ye; ungléar on the existenee of’i..;..:
m,t of these changes (c. g., Stem and Ham er. 1978) DR

Questions of decentralized control and community or employee'~ ..
ownel‘shlp have gainedpolitical attention, The Department. of. .
- Health, Education and Weifare awarded $300,000-funding for a . -

study of the feasibility- of restoring a partially closed steel plant, in- -
~ the" Youngstown, Ohio .area, ‘to full production through a2 : ~o<
- community-employee ownership plan. The partial . closing has - Y
directly cost 4,100 jobs and it is estimated that an additional 1,650 .
. . 103,600 jobs will be lost in other businesses. because of the change = . ..

" . in the area’s incomie base and copsumption patterns (Policy and

Management Associates, Inc., April, 1978). The Yourgstown .- %
study has examined- the Herkimer case as a model and has'-,";_
~ received constderable dttention from the press.. ' ' g

Public figures involved in the Herkimer community-employee-:__f .
plant purchase commonly receive inquiries from communities + . o
similarly threatened by closings. The communities want to know .-
how jobs wexse saved at the Library Bureau and seek an evaluation :
of the zommunity-employee ownership- approach The president :
" of ‘the Herkimer ,County legislature dramattcally stated 1%
stockholders at the first annual Mohawk Valley Commumty o
.Corporation meeting that *“it goes without saying that .. .you .- -
have set.an economic example through the State of New York and )
the entire country" (Herklmer Evening Telegram, January 20,
1978: 1), ' .

_In “March, 1978, the- Voluntary Job Preservation and
“"Community Stabilization Act was 'tatroduced i the House of
Representatives. The bill had 70 co-sponsors in ‘November, 1978 -
. and piblic field hearings were held in Jamestown, New York. The .
bill aims for an initial yearly fundmg of $100 million and is -
expressly designed to facilitate local actions such as the one which .
is the focus of this study. A similar bill is likely to be introduced in
the Senate whgre there is strong sentiment on the part of Senators
. Irong "and Gravel to encourage"employee stock ownershtp

‘arrangements.

v / 'L,' {\ - -
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Lelislatlon deslsned to reduce the neaatlve lmpact from plant:';i’- o
g ~closures has ‘also been introduced into the Ohio legislature, The - . . '
legislation requires that all plants with 100 or more employees give. " .
~ (a).two years notice of shutdowns, relocation, or major reductions = . .
Fin force; (b) an economic impact statement from employers
‘consrdermg such action; and (c) payment: by the employer.of a- .-

sum equal to 10 percent of the total annual wages of the displaced *.

cmployees into a *‘Community Assistante Fund.” A Michigan S "
state' representative hias proposed.legislation which would require

companies to ‘give employees affected by a shutdown the .
. apportunity to purchase the facrlrty, before of fermg it to any other h
prospectrve purchasers. = - :

Polltrcal rhetorrc\ras begun to reflect the growmg mterest in
thesc idgues. Vice President Mondale has remarked that

l s time to focus on an element ‘missing in the

rican economy—the right of workers, their familie3

and'the communities in which they live to some sort, of

. decent treatment and ‘concern when a company is. plan~
ning or considering the possrbrhty of closmg (quoted m\

Focus, April 1977, p. 6).

Grven the activity aimed at solvmg problems cr;ated by plant’
‘closings, concerns about unemployment, and sentiment for a .
decentralized ecanomy, economic and social evaluation of GEFs i
surely appropriate. Current ‘measyred, to solve unemployment
problems have not been particularly sudcessful if\the criterion of
success is the elimination of structura un\e\tr_tplbyment.’ While
CEFs may reduce unerfiployment levelsbiy-promoting employment .
stability in themselves. they also camplement othrer programs
which have demonstrated partial suctess. They fit the pattern

established through the creation of community deve_lop_mcnt R

3. Lipsey has defined structural unemployment as*‘that part of frictional unemployment . -
which is not acceptable eltherpecluse there would be a net mongtary gain in removing ftor -
because the social gains of removing it are judged to outweigh the net money cost of 30
" doing’ (1963: 215). Gordgn (1967) says the concept implies: (i) some degreg,of immobility
along one or More dimensins of the labor foree and (i) in some ot all of these sectors with
impaired mobilily, unemployment significantly ekceeds available vacancies even when there
is no deficiency of aggregate demand. ‘ ) R

1




.COr ranons (CDCs) whnch havc been: providers of employment
* under the Comm inity Emplbyment and Training Act (Commuh»
ity ‘Services Administration, 1977).. ‘President - Carter's “urban -
_* policy ‘emphasizes the - failure of prevrous federal ‘programs. |
~because  the - government lacked mformanon 'to - adiminister
© programs effcctively The new. polrcy concentrates on local
- involvement and"direction of programs such-as CDCs in order to -
" avoid the inefficiency of long distance, federal admml.;tr tion. The =
_ ongmal Humphrey-l-lawkms legrslatlon .sought stmrl:\con
“over public seérvice emplbyment through local ‘councils and .

boards. If CEFs are economically sensible, they will fit into other "

| _emerging programs aimed at combattmg unemployment through

local initiative,

This study" focuses upon the 8bl|lty of CEFs to avert structul‘al

. «sunemployment partlcularly in the’ northeastern and -midwestern )

United, States where a' syndrome of economic dechne is in motion.
The economies of tieclmmg regions are characterized by frequent -
factory clbsures, especially.by multi-plant firms. There is a chronic
lack of job.appottunities, particularly jobs which match the skills.
and abilities of the unemployed and offer acceptable wages. Some
of these commumtles and states are ‘offering. an ever mcreasmg :
degree of tax and other locational .incentives to attract and retain

“+  industry. But, these incentives are desperation measures because

they are highly costly to current residents and industries* and even

~ reinforce some of the .syndrome characteristics.” Tax breaks may

attract industry in the short term, althiough state and local taxes
are \typically only about 2-3 percent of companies’ costs and
generally rank low as a locational factor (Weinstein and Firestine, -
1978). H’owever, the lowered taxes can reduce community services, .
scho quuhty, and municipal viability to a degree which-

~ discourages industrial development. At some point the ratio of -

costs tq benéfits inherent in these incentive policies must become
lower than the alternatives. There is an awareness among some
gtoups in the- Northeast, ohtrcrans and academic analysts, that

- such a point has been reached (‘‘Federal Spending: The Nolth’

Lois is the Sunbelt’s Gain,” 1976; Bearse, 1977). Alternative

4, “Do Stales Neglect Old Plants for New? Industry Week, July 4, 1977, pp. 43-49.

trol . i




approaches are needed to bbeak the syndrome CEFs represent one |
. 'such possxbrhty which may be illustrated and partially evaluated

" through the events which occurred in Herkimer, New York in

1976; and resulted in the formation of the Mohawk :  Valley:

Community Corporation—a commumty-employee-owned firm,
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"The Regional Context DT A
" The popular press has madc nearly eVeryon aware of the . i

long-run economic decline of the northeastern secfor of the United

" States. The snowbelt-sunbelt conflict in the “‘new war: between the-' . '

" states” are two of the current labels. Most individuals seem to

- know the story of at least one company which has deserted the
¢old, old, epergyless, highly taxed North for the warm, modern,
energy rich, low cost South. As Houston and other southernt

* metropolitan areas grow, the cities of the Northeast and Upper ~

Midwest are pictured as bhghted and aecaying.

: Behind the headlmes is a picture of upehployment rates above
- national averages, net out-migration, declining nummbers .of -
manufacturing jobs in absolute as well as relative terms, and_

. decreasing relative levels of per capita-income. The related issues

‘of population-and job loss are illustrative. Net out-migration has

mcreasingly cut into- the populqﬂon of the northeastern census
_area, particularly New- York State (Sternlieb and Hughes, '1975:
'9-10). While net white out-migrgtion has been occurring since

1940, this trend was more than offset by in-migration ¢f blacks.

| From 1940-1970, there was a loss of 900,000 whites accompanled

by a fain of 1.6 million blacks. However, the outflow of whites
has now )}ncreased considerably and the black inflow has been
reversed. New York State lost 640,000 persons betweenr1970 and

w}\’
- 35

| 1976 (Wéinstein and Firestine, 1978: 5). At the sameYime, the

.743 .

| A Case Study of
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| - southem census, apeas’ have réversed a. long term trend of

: out-migration #nd showed a substantial population increase due to

migration from 1970 to'1976. . - . v /-

Correlated With pOpulatron movement are changes in employ-
ment opportumtyrespecially in the manufactunng sector, Though
‘total non-agricultural employment rose by 70 percent nationwide
between 1950 and 1977, it grew by only 28 percent in the Middle
Atlantic States with Ne\'v York trailing the group at 20.1 percent.
Of even greater concern is an absolute decline of 6.4 percent in the:

~ total number of jobs in New York State since 1970. This 'state,ia'-,

the only oné with an absolute decline in employment and contrasts- .
sharply with the average employment gr&wth of 37 percent in the

Mountain States yo

The loca'tlon of the Library Buyreau in llcrkimer. New York is .
part of Herkimer County im\ the Utica-Rome Standard -
Metropolitan Statistical Area (SMJA). The prlncrpal cities, Utica™
and Rome, are lqcateq in Oneida-Cotinty and almost 30 percent of

. the labor force in Herkimer commutes to Oneida County for

work. - . h

&‘ A rather complete economic history of the area has been
broduced by C¥afulli (1977) from whose work this description is
largely drawn. hough the focus here is upon the industrial sector,

_ the two coun®e¢s continue to produce substantial amounts of ;-i

agricultural goods. Oneida County is the third largest dairy
producer in the sgate. Crisafulli’s analysis shows that the industries -
which developed early and dominated, the econom¥up to World
War I hold only a slim position in the current economic prol'lle of
the area, Most development took place between the Civil War anx)

-World War L : , @

i

The single largest employer of labor was the textile industry :

- which consisted of 72 firms with 18,126 employees on the eve of
y the,ﬁi‘rSt Waorld W’r. This ingdusiry alone accounted for 43.6

percent of the area’s total manufacturing employment (Crisafulli,
1977: 105). The industry was centered in Utica and relied on steam
rather than water power, an alternative made possible - by
proxrmlty to Pennsylvania coal fields and the transportation of

KR




el on thesBrie Canial. The principal ‘products that nu«i thefff"f
" canal’s freight network were. various llnes of knitwear and other [ORRRIRI

. cotton goods. - |

g Second in size and importance to the textile group was the metal1 ROV
Tl ‘and machinery sector, In the. early: twentieth century, this sector . - " L
‘included 85 factories and employed 12,733 or 30,6 percent of all "

- thoge employed in. manufacturing The citiés of Sherrill, Rame, = "~ .

~ aind Utiea in Oncida Courity" weré the major centers of the '~ ' .
- industry, Utica specialized in the manufacture of- guns,. Stoves, - - Wl
"~ tools, "and boilers. In-addition, there were numerous primary
. metal foundries that catered ‘to. the railroad industry. Rome was =~ .
* the center for the production’ of copper and brass implements, . ..

- - while Sherrill specialized in silversmithmg at.the works begun in-
© 1848 by the. John Humphrey Noyes Oneida Community. . o

_ 'I‘he thlrd largest mdustry before World War 1 was the lumber" Lo 'I‘
. and furniture troup accounting for 2,245 émployees-or 5.4 percent .

of the area’s manufacturing employment Thirty-one such

- resources, much of which i |s part of the Adirondack Park System

“equipment.” This group. consisted of all t
" conhected with the Erie Canal and the regional railroad system.

“today. - , (0 .
A fourth mdustry was “tranSportation g?nd transportation

ancillary services

The canal was finished in 1825 and Utica became.a major
warehousing depot for its commerce. A similar develgpment -

' accompanied the expansion of the rail system as Utica becdme the

nexus of the rationalized New York Central Railroad with large

- frelght and redistribution depots N

o century. The Mohawk Yalley agricultural base casily:supplied this: -
- infant industry with a viried crop of fruits and vegetables, In 1912
~ there were 22 canneries in the ar (Crisafulli, 1977: 103).

" Two other industries were related to agriculture. The- dairy

products industry provided a stable elernent in the area’s economy

for nearly two centuries, and a second consequence of" agriculture

. was the canning industry. Oneida County was apparently on the

frontier of food-processing technology in the late nineteenth

"

- factories dotted the two-county area which had substantial forcst'; o

.)'.




5 i current statsleal proflle of lndumy In e SMSA. shows
s i that rione’ of the industries, sive the metals uoup. ﬂ.um L
" prominently inthe industrial mix, The eurller strengthsare nowon .-\ .-

o the periphery of economic activity and even the product mix of the =, .

. metal-producing sector has. radically ‘changed (Crisafulli, 1977: .

.. 106). Though table 3-1 dluuim this product mix trend because it .- . ,
- shows steady growth. for.the metals sector, the massive structural =

“change in the economic base which occurred in the interwar.and - Ll
pOstwar years can be seen partlculerly well in tHe deeth of the local

textile lnduetry

, Table 3-1 ' -
Distribution of Muuhcmln Employment
Utica-Rome SMSA, 1912, 1947, 1976

S eI T 1941 1976
. " _(percent) (percent) . (n_emnt)
Metals and machinery..... 306 w 414 613
,Other durables. ....... T 3 0 20 ¢ 70
Textile mill products . ..... 43.6 190 . 37 ', B
Other non-durables....... 10.9 18.6 280 ~.

Source: Criufulli. “Commerce and Industry,” in The Hmory of Oneklc County . o

(published by Onelda County, 1977), p.'106, - ¢

Although a pular local notion is thet the decline of the

Utica-Rome areq was a result of the movement of ‘textilé: ﬂrms to

the South just after World War 11, Crisafulli argues that the
decline was actually in several industries and had been in progress
for 40 years, but ha n disguised by the economic stimuli o
‘two world wars and the gegeral decline of the depression. As th
original industriee declined, \many dependent supplier firms and
industries suffered. The decli heyy resulted from a loss of the

‘local eagpomic base in general It was a long term decline of major

proportion (1977: 106-112),
The transformation of the regionel econOmy partially fits the

pattern ascribed to post industrial society (Bell, 1976). The loss in ) .

nénufacturing jobs has been accompanied by an increase, albeit a.
- smaller one, in non»manpfacturing employ’ment.’ Manuficturing




(at32.3 percent Qf total employment in I970) remains the basis of
the economy, but employment in the non-manufacturing sector
expanded by 28.4 percgnt between 1950 and 1970 (Crisafulli, 1977;
112). The largest advances were made in professional services,

. public ‘ad inistration, finance, insurance, real estate, communica-

tion and public utilities, and construction.’A second development
of the postwar period has been that government has become the
most rabtdly expanding industry, accounting for one of every four

" jobs in the area and having almost tripled its employment level

since the. end- of the Second World War\

“Table 3-2 presents an illustration of the devolution of . the
manufacturing sector, both in the durable and non-durable
- -components, and the relative *health of the non-manufacturing
‘sectors. “Lest the mention/of “*health”’ be deceptive, note that fotal
emgloyment in the SMSA in 1976 was 113,200, down 2,800 from
1975 amd representing the lowest level in the 1970s ‘(New York
State Department of Labor, 1977). Tracing the employment levels
in manufacturing hrough the table shows that the 1976 mark of
30 also csta%hed a ‘record low for the decade, and is
patticularly noticeable in the ‘*machinery, including electrical and’
-transportation equipment’’ category. Both durable and non- -
durable manufacturing sectors declined steadily over this ten-year
period; within the durable goods group ““all of the loss came in
" machinery . . . once the heart, now the heartbreak of the local °
economy’’ (New York State Department of Labor, 1977: 4). This
particular decline is considered the key to the économic malaise of
the area, a situation ¢xacerbated by plant closings and defense
cutbacks that halved the record employmment in this industry.set in
1969. Major losses after 1969 occurred through the closing of the
General Electric Radio Receiver plant, staff reductions at Griffiss
" Airforce Base, and thé closings of Kelséy-Hayes Drop Forge Tool

in Utica and the Univac division of Sperry Rand.

The precipitous drop in the last three yedrs is partially explained -
by the nationwide recession, but it also underlines a general
tendency toward contraction of employment in the manufacturing
sector, particularly in this region. A critical weakness in the
region’s principal manufacturing component is: also exposed. The

39 .
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e Tnblo 3-2
Employul in Non-Agrlmlllnl Iml

uau-nom sMsA. m&lm

N

(ln lhouundl)

blhﬁmu

..r.;[ i

,."‘

_ Industry category.

1978

u'n

Non-agricultural -, ‘..

wageand salary -
Manufacturing-

" Durable goods-
" Primary metal industries
Flbricmd metals,

- inc.ord.
Mnchlnery. inc. eleciri-
-cal lnd transportation

: cqulpmnnt .

‘\ther durable goods '

Non-durable 'oodl

Food andl kiridred products
“Textile mill products
“Apparel and other
finished fabgc products
Leather and leather
. products
. Other non-durable goods
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3.0
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postwar emphasis upon light manufacturing is ptirticularly.
sensitive to, cyclical fluctuations in the national economy.
Recovery will always lag behind national developments since

“much of the industry in this area acts to supply parts, or tools,
for larger manufacturers elsewhere in the coufitry. Before orders

-are placed with local employers, the inventories of the other

prodficers have {fo be depleted”’. (New 'York Stgte Dcpartment of
Labor, 1977: 4). - . a

Along with the increased employ'ment in the government sector ™
and services subdivisions, trade and finance have been fairly stable
and contract construcuon, public utilities, and tranSportatlon
have declined cohsnstcntly

Ty

The Labor Force and Unemployment

Population changes in the area ' have- paralleled economic
changes with high growth rates in the late nineteenth century and
declining rates throughout the twentieth century. A sensible
interpretation would have people fleeing a lack of employment
opportunity. -Table 3-3 shows the population of the Utica-Rome
SMSA by race and sex for 1970. The grand total amounts to an |
increase of 9,899 persons since 1960.

td

Table 3-3
Population by Sex and Race, 197@,,3,, _

Race or Ethnic Group Total "7 Female
Total............ e 340,670 - 175,042

White ...... e 332,094 170,756

Black .............. 7,686 3,818

Other Races . ........ ' 890 468

American Indian. .. .. 249 | 124 . -

PuertoRican ........ . 613 , 314

Source: Annual Planning Report, Fiscal Ytar 1976, p. A- lz

Herkimer County s share in this total figure is 67 633 and is
primarily located in that corner of the county near the industrial
centers of Utica and Rome (New York Stdte Department of
Labor\. 1975: 1-2). Whites account for 98.1 percent of the civilian

f
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labor force and 98.3 percent of the civilian employment for the
entire SMSA. Blacks constitute 1.7 pgrcent of the civilian labor
force and 1.6 pefcent of the civilian employment totals. Only 62 of

the 7,686 black males live in Herkimer County. ‘%

The Depgttment -of Labor has projected- that by 1980, the '
population/of the SMSA .will decline by 1.2 percent or 4,044

persons. The decline is expected in the preteen age group while an
increase /is - expected in prime-age workers (New York State
Department of Labor, 1977: 12). Table 3-4, showing the
percentageschange in the population of Herkimer County g'or the,
twent’feth century, lends support te. the projection. E

/ o ‘ Table 3-4 . :

Percent Change in Population, Herkimer County, State, Nation -
o , Percent Change .

Census Yesr United New York Herkimer

- _ ‘States ~ State County
1900-1910 ....... - +21.0 +25.4 +104
1910-1920 ....... +14.9 +14.0 +15.3
1920-1930 ....... +16.1 +21.2 - 1.5
19301940 ....... +'7.2 + 1.1 -1.0
194041950 ....;.. +14.1 +10.0 + 3.2 .

195041960 ¢......  +18.8 +132 -+ 8.1

1960-1970 ....... +13.9 + 8.7 + 1.9
1900-1970 ....... +1674 = +150.9 +32.5

Source: Economic Profile: Herkimer County, Fall 1975, p. C-1.
} : .

The projection of an increase in prime-age workers will increase
the number, of individuals unemployed unless an economic
turnaround is -accamplished. The current lack of economic
opportunity is harshly teflected in the SMSA statistical "series

" detailing the characteristics of unemployment insurance bene-

ficiaries. From 1970 to 1975, the percentage of males among those
individuals claiming unemployment insurance (UI) benefits rose
from 53 percent to 68.3 percent, indicating the progressively

higher proportion of primary wage-earners in the jobless total. An




analys:s of age cohorts shows that the largest increue 7‘& Ul
_beneficiaries has been in the 20:34 year old group (New York State .
Department ‘of Labor, 1978: 43-44). Blue-collar workers in the' -
SMSA were the chief Ul recipients, accounting for 75 percent of -
Lo total benefits for unemployed men in 1977. In conjunction with - e
¥ the general econornic decay of the postwar years, Crisafulli hoted® *~..""
that *“The area has.not known full employment more than a fifth '; K
of the years since World War 11, ‘and that “it has been classified - .
~as an area of ‘substantial labor’ surplus .for -as long as these. .. :: -
S:lassmcanons have been published” (1977‘ 106). Herklmer~-" et
. County, however, usually. runs a slightly lower unemployment rate o
than Oneida, . . .

The i mcome levels of manufactunng productlon workers have A
“increased annually in thé postwar ‘period but thic increment has - °
~ not always kept up witl the Consumer Price Index and wages have
. been consistently among the lowest of the eleven SMSAs in New
York State. The 1972 average weekly wage of a manufactyring .
employee was $185.72 in Néw York State; $167.32 in’ the
“Utica-Rome SMSA; $17}.02 in Oneida County; and $160.10 in
Herkimer ' County. (Department of Cammerce, 1976). Family
.income levels have also remained below statewide standards, and
actually decreased in real dollars from the 1974 high of $15,540.
" The figures for April, 1978 show that the average production
worker}y weekly wage rate was $231.96, which placed the . -
Utica-Rbme worker ninth in the scale of eleven SMSAs in the state '
(New York State Department of Labor, 1978:2),  ~

Two other indicators complete the proflle of economic
opportunity in the two-county area. An gnalysis of quit rates for
the 1970-76 period as ‘a¥surrogate assedsment {6f; the workers °
~ general attitude toward the security of theirgmployment and their. . -~
+ willingnessto risk seekmg work elsewhere shows that arca workers -
are becommg more tenac;ous and regard a steady job as a rarity.

" h
Y

“The sum of these e,ccmomic corditions must explain much of the
unioni2ed sector’s-inability to sustnm work stoppages. Crisafulli
attributes the short duration and narrow breadth of area strikes to |
the “statgsmanahlp" of labor, however prosaic economic factors

/-




- probably explaln more of the phenomanon. _While the MdhaWIt

“Valley has & higher rate of unionism than the national average, the " :

CRBR ‘number of workers involved and the number of man-dayslost due -, -

- ito ‘work- stoppages has been among ‘the 1owest in the state and‘
~~nat|on (Cmafullr, 1977 lIO)a . L :

'+ A final measurgsuggests the disparity m economic development S

.~ " between the counties of Herkimer and Oneida. Census data from™. |

5, 1970 showed that 28 percent-of Herkimer residents commuted to i
*. other counties for-their lwclihood ‘Ninety- pergent of that figure * -

~gcommuted to Oneida County. The corr dmg fi ures for '

Otgda County showed ‘that_only 4.8 percenf of: its' resrdents' T
€O

uted
* Herkimer countrcs (New Y0rk State Bepartment of Labor, 1978. S

o 12)

v :
Economlc qu\opment Eﬂorts .
: The: prmcrpal 2 ency in the area that coor:dmates mdustrral '

development schemes.is the Mohawk Valley Ecanomic Develop-.
ment District (MVEDD&q‘l:ch was established in 1965 under -

a,-_"

authority of the: Economic Development Agency (EDA) of the
federal government, an agency that was created under the Public .
‘Works and Economic Dev opment Act -of 1965 to “spur .

-¢lsewhere, chiefly - .to- ‘Madison, - Ohondaga, and

. economic and social growth in\economically dtstressed areas”’ -

- (MVEDD 'Overview: 1). The MVEDD encompasses the’ five-:
county atea of Fulton, Herkimer, Montgomer?, Oneida, and

Schoharie courties. In fiscal year 1976, the 6perating costs- of the =

agency were approximately $105,000, mioré than half of which
were coveted by:federal grants. However,«the dollar rmpact of the i
agency’s wonk was far greater. - :

Tho- methods used by the agency are. essentrally tWO-prOnge&/
Flrst lt cooperates with local governments at all levels to help -
them acquire matching federal funds for infrastructural supportto
. industry. These projects may range from establishing industrial.
- parks towpublic works, mcludmg the development of transporta- -
-tion systems (MVEDD Overview: 2). All of these ef forts are meant

to attract industry, but there are also programs cstablished _

[y




;- from the EDA or other sources to finance plant expansion or .

- provides a rough approximation of thepdistribution of :EDA-
- related loans and grafitssecured for the area y the. MVEDD. Of

this $17.25 million, $8.4 million was provi
during the decade o . . -
“ ' Tableds .1
Pl‘ojects Funded through MVEDD 1965-1975 .
- . " Total cost -
* General l"rojeo( Categlmg T (milllons)
Mndustrial Development (infrastructure) ....... v | Sll YA
JRb -Dévelopment (training and seasontl - L '
ublicemployment) .................. ... 2.3 -
-..........; ....... fooen, . .'.‘..r..: ...... ‘ v t 9
Businéss Development (loans to private firms) . .. o~ 3.
Plannin (including feasibility studies) .......... 25
Soume Mohawk Valley Economic Developmenl Dlslrlcl An Overview, part lll pp. I -3.
The develo‘;;reMusable industrial _gat' $ represents a
.~ .. redirected effort from the local development attems of the fifties

_«.  and early sixties. The Utica ndustrial Development Corporatron

N _in 1957 atgracted over 1,000 jObs in one maneuver by refurbrshmg
an obsoleté arms manufacturmg lant in thecity. Univac ‘division -
of Remington Rand acce the good.faith attempt to entice
them to Utica with a ready-made factory and!stayed twenty years, -
until March, 1977 when the 1,000 jobs were lost through a
corporate decision to close the facility (Crisafulli, 1977: 109)

: _Whlle the MVEDD does seem to have injected rational planning
measutes into area development programs, the accomplishments

* . .of the agency have been dwarfed by developments that are beyond

" its conLrol The total impact, in terms of jobs, of the MVEDD
programs in Oneida County during the ten years covered in table

. -3-5 has amounted to a gain of h\olver 1,000 jobs, ln three
¢ months, at the beginning of 1977, the cbunty lost that many jobs

through whrch existing private \companies may. ‘apply«f loans‘ ;

_shore up failing firms. The underlying rationale in-all-of .these-:' : :
“efforts is” the support for- increased employment.. Table’ 3- 3' et

local authornties B




% *"yith.the Univac ¢cloaing: The task: addressed by the;MVEDD has .
7 "The ‘ocial Impact -of; economic. dislocation s ewentially " -
..., immeasurable, however local legislators are annually confronted : "
. with the dollar value oftheir “social services®’ budget for the fiscal

. - . year. Those costs for Herkimer Courity alone jave heenmorcthan - - .

S

oo+ SOpercent of the total budget in recent years mt\;hoiv no signsof ;. 0
- diminishing (Herkimer County udget, 1977: 42, 55). With'a .. "~ .
. shrinking tax base and a relativelfflow property valudtion rate, the :
_economic viability of the area has been diminished. - =

g,_ﬁ.erkh'néi and the Library Baresy -~ R

Against this sefting Of"l’.elio::al decline, the aninounced closing '_ R

St "© “of the Library Bureau seemied to reinforce the area’s depression. -
*"°  The Library Bureau itself is located in Herkimé§New York and
draws.. its - workforce from the three contigious villages: of

Herkimer (1970 population 8,960), Ilion (9,808) and Mohawk -

7 (3,301) clustered a dozen miles east, of Utica. Of the 22,000 .
» 'persons in the villages, approximately 8,700 were employed in"
1970 with 80 percent of the jobs in the private sector and about 10

- percent in manufacturing. In relation to the rest of the state, the - .
population decline has been slightly more rapid and there is a clear -
dependence upon ‘a healthy private sector for employment. A

gross estimate of the economic situation is*apparent ih the 12.8 -

- percent unemployment rate at the time of ‘the announced closing '

_. whep'-;t'lié' national figure was 7.0 percent. ‘ S

Thgii'mpgrtanc'e of the Library Buieau to the local economy is
apparent ot only in the'¢fforts (to be des%ribed) to save the plant,
bug also in the average agé of employees (49 years) and average °
tenyre (17 years). The pattern of low tqrnover'-Whic_h existed in the. -

. plant at the time of the threatened closure suggests that the 170 * -
" local employees were not easily employed ¢lsewhere, in that they.
. possessed: specialized woodworking skills which were not
consistent with other local manufacturing activity. In 1975, 650
workers in the same craft had Beeri dislocated by the clobure of the, -
. Standard Desk Company in Herkimer. - - ' ST
b - , roo .
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Melvil Dewey. inventor of t

- 3pecia} collections. Library Bureau is report
respected manufacturer in its field Its product
‘institutions such as Notre Daime, Princeton, New York niversity,

" The Library Bureau (LB) is in thegminesc of designin: lnd

C manufacturing ‘high-quality wood and ‘metal ‘shelving-products .-
--and other library: fumishinaa, The concern. was found ig- 1876by .. i

¢ decimal catalogding iystem, in.an R

-effort to'improve library services through furniture and: hardwye "

improvements. Within'its specialized field;:the Libm_y Bureau has -
prospered, ' selling not only: Standard products, but designing, -

- supplying, and installing libranes in their .éntirety to- meet -the.

needs of educational and other institutions with -significant or -
'to-be- the. most .
can be found at -

and at' U, S embassies gnd relﬂed agencies throughout the world.

The Library Bureau took part in several mergers from the time

of its founding, and following the Second World War, relocated

e
B
. "

t F]

r I

-'_"Corponteﬂlmry L e e

-

,"‘ "

to the village of Merkimer, New York ina three-story plant erected - ;

at the turn of the century. It remained an ependent company

. from the time af its foun*lng by Dewey until’1923, when it merged.
- with Rand Kardex, whi _
- Typewriter Company in 1927, to form Rémington Ragd, Inc. In

in turn merged with the Remmgto_n

1955 Remington ‘Rand and the Sperry” Gyroscope Company
merged to form Sperry Rand. Subsequent mergers resultegd in the

- formation of the Univac division of Sperry which owned the
... Library Bureau. In summary, nearly haif a century of independent

operation was followed by a half century of contio® by -outside

- -owners, and finally after September 1976, the return of local’

for which they receiVe ‘cash payments"'Th\ese payments exceeded

' control

¢

This small,company has shown considerable succcss histor-" . -
c;_ _.

ically; one reasoh is its comparative advantage in bemg located

- close.to jts raw iaterial subply. Close to half of its sales are
denved from wooden products, ‘such s shelving, verticil “files,

card cases, and larger filing and shelving systems. These products

companiy in its own sawmill. Local fatmers contfacton an aanual

basis to supply the required number and quality of hardwood logs, .

; . Py

are manufactured from logs-Obtaihed locally and processed by the - - -

R II.
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ki .;,8-,,.000 in 1975 'm ..wmm and plem houu vartous mMm
.. for debarking' logs, rough cutting, ‘and planing boards.” Purther' .-
=< prdcessing Invblves removal of defects, finishing, application of .\
i ,.veneeu. or thin layers of hardwpods, refinishing, and varnishing .- .
“* . before astembly nto-the fynll product:by skllled cabinetmakers. - -

...BY ‘processing fits own 1

. A third of the Library Bureau’s sales are derived from steel i
~shelving products, which ‘were until recently supplied, under
“agreement from another subsidiary of Sperry Rand located in

Ohio. Remammg sale$ consist-of accessories subcontracted fo
other companies or bought outright ‘and resold at a profit, An

. earlier, short-lived venture into plastic furniture - items was

discontinued when thé company was unable to assure the quality

_ standards it met for its other products. nd

~

CA séco’nd important factor in Library Bureau’s business is the
manner in which it markets its prodyct. When' the. company

... ~merged with Sperry Rand in 1955, it became corporate policy to ... .. o

sell its products only within the United States. At the time, this

" caused some consternation within the: company, as planning had

already been dcvoted to filling an order for the King of Sweden,
who wanted a complete library installed. Furthermore, it was &

- long-standing company' policy to sell onIy to those libraties
employinybrofessional libratians. This meant that the majority of

its business was conducted with larger hbranes, usually those
supported by pubhc funds « .

57

wood materials the Library-Bureau = . %
. assures theutmality of its-final product. .Only 3 wercent of rawlog "~ -
- material is. actually used; 70.percent is resold to become pulpand - - -
. muich.products. The annual cutting season begins in October and . - .4
" lasts through the winter. The sawmill-did not process-woodsfor-.
. any other purpose. than supplying the Library Bureau until after .
- the recent conversion to local ownership. By.beginning fb process .
~ " "lumber for locdl contractors and Jumber. yards; previously idle = - - -
. time has beécome profitable. While value is added to the raw . -~ %,
" materfal during processing, large inventories,, annually amounting. -
“to$2 million, are required to keep the operation supplied. These SN
mvenlorles are a direct result of the nature of wood processing, . - - Ce
which requtres extended periods for drying and treatment, SN




A Wlth the eutbtcks ln federql cnd mte spendlm thnt occumd ln SRl

" - the lfge:1960s and through the 1970s, Library Bureau's market did- .

" not .expand. If ‘anything, ‘it shrank. The company's miarketing. ... .-
policies -also meant that orders.’ were budgeted and payments - -
‘assured " in advance of production. Customéfs made budget ' "
arrangements for purchases six months to two years in advance of =~ - 1

- expected delivery. This -implies a very low logs on ‘accounts = R
receivable, but & vulnerability to rapid bouts of lnflatlon. The = . -

‘company has had approximately 18,000 customers, and recent - S

‘annual- sales averaged $10 million, which amounts to a. healthy . '
15-20 percent of the U.S: markeét, with a profit of 67 percent * .
after taxes. As no single ‘customer accounts for more than 10 , -
perggnt of Library Bureau’s business, the’company is insulated .- . .
from drastic short-run changes in demand for its product The =~ -~
company’s age and specialization relative -to its competitors
provides experience in estimating the costs of completlng customer .
orders. S|n¢e sales largely derive from tompetitive bidding on '
open contracts, its ¢xperience and reputation -are valuable assetsy.
Nevertheless, as a result of the cutbacks in public spending'
described above, the company soughtto increase direct orders.. -
Under Sperry Rand, Library Bureau sales personnel were -
permitted ‘to operate out of the parent company’s - marketing
offices, but a fule was established limiting the access of Library
Bureau salesmien to those customers not being cultl'ated by
salesmen from other divisions of the conglomerate

The lerary ‘Bureau employed (in 1976) 276 persons: 170 in
manufacturing, S1 in administration and technical work, and 55 in
. sales: The production workers and clerical workers are represented
. by two locals of the International Union of Electrical, Radio and
- Machine Workers (IUE). Production employees receive payment *°
. - through +an incentive system based on individual productivity.
™ _Qperations in the plant are arfanged with highest Skills (final .
assembly and finishing) being allocated to the upper floofs of the
plant, and lower~skllled operations to the first floor, sawmlll and
‘ Iog yard. B S : |

The manufacturlng process is best described as a flow of
materlals from ’he sawmill on the ground floor to the"l‘lnlshlng _




'''''

e ,""inre hovi nnong vnrlour machlner. Tlme tnechlnu include toble " p
S saws, aulgmatic assembly equipment, ‘boring equipment, ‘multd-
5L head m ders, “edge-binders: (multi-head refers: to . the '

: { . single ‘machine.'to_petform ‘the ‘sgrié. ‘function "
busly on several pleces of raw material) Thele machin&s ,
one of at most two employees, o , .;

- practic ly unreplnceable. Normllly. machl ry deprocilted ln
- value ‘ovér- time, but the. reverse has occukred with Libiary
" Bureau’s ‘equipment. - These machines Were. manufactured -in. '.
. © Germany ‘and. Switzerland, countries - ‘which have experiencod

. favorable postwar currency shil‘ts with respect to the U.s. dollar.

" In addition, importation taxes on such equipment have risen
considerably. These economic factors, and the fact. that the lead -
time for the replacement of such machinery is two years.or more, "

, -glve Library Bureau favorable footing azainst competitors spekinu ;

' to enter the. markei | __— . A

" \The preceding account reveals a company wrth easy access to
@ resources, a stable, market, and a reasonable. . return on . 7.
- investments, based on conservative marketing. Neverthelm. Jos o
O - Sperry Rand reached a decision to liquidate -its holdings in this:
o firm. Though very, little information is available to ‘ccount for .
“§" decisions which were taken at Sperry Rand concerning the Library
£ Bureau, there is information sufficient to suggest-that-Sperry had
7 a marginal commitment ta the Bfant regardless of profitability.
" Library furniture production was inconsistent with .most of .
Sperry’s activity and ‘thé return on investment available in this
indu!try was below that of investments in electromc technology

. i, .
“Community tmh and Moblllutlon L en

On March 29, l976 Speryy . Rand made formal public
~ announcement of its intention .to liquidate its holdings in the
“ Library Bureau and to terminate the division within) twelve, -
- months. Inthe conglomerate’s 1975 annual shareholder’s report, a*'
,sum of 32 million had been alloc‘ed to financing the anticipated




) c)ose down From the ule of LB inventodes, equipmqm. ‘ndf;-
facﬂftlés. Sperry ‘éxpectéd 10 reallze $7-million, Although the ©. \-

pany’s intentions had béen manifest to- local bmin smen and

oth s/fr some years, the-public’ dlecloi.ure was. dece bed u . j?'r ".i.__

- "sudden-event fn the local press.: -

During the years 1992.1975, on four different occasnonl, Sperry e
Rand had been approdched by two distinct | groups seeking to. - .
_ purchase the LB. One group ‘was made up of represeiitatives of "= - -

. "senior LB management and the other of local business investors, . . > .

- Though the general public’s awareness had not been droused, .=
~ these locally-based efforts establtshed' certain contacts. and.
crystallized interest in @ purchase -attenpt- among important . .7
" members of the community, prtor;r to the formal announcement of ST

March 29.. DA

However, the rssue may not' have been 50 clear to those '
_ repre%entmg Sperry In 1974, the merger between Sperry Rand and
- Univac resulted in the new Univac division taking control of the.
Library "Bureau. The process of merger® may- have affected
managenal focus on the LB and suspended Sperry's policy making
with respect to 'that division. By the, time of the public
announcement of liquidation, LB had become only one part of a -
general plan common to the merged companies‘ to  divest

themselves of less profitable, older divisions, or those employing. .

technologies fcss consistent with the major products of Sperry
Rand. At the time of the announcement concerning LB, these
plans had already shown concrete results in the closing of a Univac
plant in Utica in 1975 and the announcement df intentions to close
three: more in the state.. . N :

In any case, the separate attempts between 1972 and - 1975 by LB

management and the group of local investors had not borne fruit.

It is not known whether Sperry was approached during this -
period, or during subsequent negotiations, with representations by
competing businesses or interests other than those arising from LB

, management or the.community. Any approach of this kind might

* have had the effect of raising or lowering, in either case of fixing,
Sperry's expectations ‘with re$pect to what it could realiZe from the

> -,




llquidation of LB tnd would mve .mcted :uhuqucnt
- negotiations: with the:local ‘groups” described. abave, ‘Despite. -/ #
" engaging in neaotimons with: these. groups, prior to March 1976, - - - s
Sperry had' not committed - itself to selling the’ dlvlsion as an. T
t...i -operating concern.: Indeed, ‘the March 1976 annou ent spoke. .-~ . "
e of & phdsing out of operntldm\and separate liquj ation-of ‘the el
~-various LB assets, implying_that LB jobs.would be lost'to the = - -
LS+ . community reuardlqss of whether offers: were received for the' ' @ /. i
" w7 _entire LB operatioh. The issue of lost jobs and public reaction-did- = & = -
el not enter into the various negotiationsh:rior to the announcement ] .-
in_ frch 1976 that the iLB- dmsiontwould be- phased out and_: el
: termmatcd by March 1977. T ~ .

Upon receiving word of Sperry‘l announcement in - his .~ .
.. Washington offices, "Representative Donald J. Mitchell" from s
District - 31—which Includes Herkimer :Coungy—attempted ‘to =~ .
'way Sperry from its décision. It is not known whether he -
attempted to influence the decision Sperry had taken to sell, or.. - .
only -the decision to close down the LB. Presumably, hevwas = =~
concerned that a closedown would affect employmént, whereasa =~
sale would only put the LB jobs at risk, under whatever policy the -
subsequent owners adopted. Howevér, he learned that Sperry’s
« decision was ‘*‘irrévocable.”” Mitchell contacled Richard Rifen-
~ burgh, then in Florida on business, and urged him tocontact
Sperry executives, in turn, to further reason with them. Mitchell
and -Rifenburgh were co-chairmen of the Mohawk - Valley's
Business Assistance Committee, a’ group-of community and -
~ business leaders formed to -aid industry in the pconomlcally_ -
depressed Mohawk Valley. The committée had a continumg and, .
special interest in bringing pressure to bedr on absentee owners
intending to withdraw industries and business from the area.

Rifenburgh maintained. other interests Wthh ticd himto LB nd - -
* the Herkimer area. He persopally led the- group of local investbrs
which had, in 1975, made the most recent overture
Univa¢ to purchase  the LB. His group had comilssib
commercnal credit study of the berary Burean at that:t
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0 "from Sperry. While credit: on' these’ assets would have been . |
77 available, the sum'did dot bégin to meet Sperry’s 1975 price of . i
. $5gmiliion which represented a considerable drop from the $11- . ..
-m on-quowd‘!n;l_m‘z. This.substantial in llkinlpﬂaﬁ“ PRSI ?':l":'{
due to changes in Invéntories.and accounts récelvable. Neverthe- - . £

less, in June 1975, .Rifenburgh’s group had-deveioped a financing - b
- plan, “working throufh’ an ‘independent Florida-based ‘gasoliné ™ .-- .-
**distribution company of which Rifenburgh was a. director, The -~ o

plan -was based on commercial banking loans, federal loans
. (BDA),-and public subscriptions, and contained: the Mea that

. employées and the local public would be fndependent owners of a
"+ new LB. This plan would surface again in 1976, following the - ..~

Sperry Rand afinouncement._ . )

~ Rifenburgh had formerly been a member of management in
Spetry’s Univacdivision; he had quit in the éarly’1960s to promote 4 -
his own' business interests. In 1976, these interests included
. ownership of Moval Management Corporation, director and
" officer of various other companies, as well as chairmanghip of the .
40-company Computer Industry Association. -An early venture in .

data gontrol systems financed with overseas capital culminated in o

Rifenbutgh and seven others becoming-miltinaires. Howevet, the
company they mapaged subsequently suffered heavy losses in
trading on the international money market. Although Rifenburgh
" was financially ‘successful and held important . ties to locals
business, his earlier entreprencurial efforts-had. gained him .a
s(i)t;:ewhat harsh local geputation as Sdmeone prone fo taking high
risks. . : ¥ .

¢

. . When Rifenbufgh contacted Sperry Rand ,o;\ behaif of Mitéhell_ -
. and the Business Assistance Committee, he received. much theq _
- same response that Mitchiell had. That is, Sperry’s deci'ilio’n wag -

¥

sets sold

firm: the plant would: be phased out and the variou
enburgh,

h ‘sepagately. When Mitchell received this news from

. early in April, he arranged an emergency meeting between mself,

‘Rifenburg and othess; and representatives of.local, stale, and ,
: federal agencies. These included the Small Businéss Admiristra-
o -;‘;tioq, the Federal Housing Authority, the Econgmic Development.
’Administration, the New York Statc Commerce Bureau, the Job

.
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Developmem Authority, end the Fermers Home Adminhtr’ltlon. e
‘Those present expressed. willingness to-support- L local effort to., L 5-;
purchue the LB: division from Sperry, but it was not- readlly
- apparent how a sufficient amoiint of equity. cou);l be raised’ to
meet the terms: of various public ‘and..private credit, ‘sources.
‘However, the meetin; led “commynity” Ieeders to .doubt the
.. inflexibility of Sperry's phase-out plans.. Thase involved: workcdy

., .under the assumption Qrat Sperry would‘conrider any *offer t\m

. < was made in. good faitq L .

Following  Marchj 9 announoement by Sperry. represente- S
tives of bot the “man gement group and the group of local
investors (including Rifenburgh) reviewed their separate efforts to: -
~negotiate with Sperry. ‘The only tie between these two groups, -
~ besides their common interest in ‘purchasing the LB, was in the ~
_person of John Ladd, director of the Mohawk Valléy Economic
Development District. He had been advising both_groups since -
their initial ifiterest in purchasing the plant in 1972. Ladd had been. -
approached because his non-profit organigition, the MVEDD,
had ‘local jurisdiction under the Economic Development
Administration to administer loan and grant funds to Mohawk .
" Valley- businesses and programs, and had the. mandate and -
- expertise to guide this kind of applicgtion to the proper agency
officials. Ladd himself was a successful businessman, ‘with ‘
- ownership interests in several short line railroads and freight dars =
- Which he leased to large taiiroads. Most important was the respect
which both groups held for_his Judgment

.~ The LB management. group, headed by Robert" May. the

ditector of marketing for LB, knew the business well, but had little

grasp of the financing problems involved in the proposed

\purchase In contrast, the local group @f investors had ‘a better
grasp of'the ﬁnanems problems, -but knew little of the routine X

- operation and business of LB It was clear that the two groups had

. "e ~ to cooperate in seeking to purchase the company; each was too

weak to act alone. .

_ Ladd and others saw an opportumty de‘lopmg in whnch these S e
_ groups could be joined jn the attempt to purchase LB {rom Sperry. _

' +




'l'he Sperry annduncement forced people to rapld declelons and"-'.."".' ,. }

"~ commitment to some action. Though the two groups: had sought -

 exclusive control for thegnselves, a rapid-merger was required in" - -
* order to present a quick’ response to, Sperry, especlally singe- the'_,-
- ‘Sperry announcement did not include provisions for the sale of LB_' IR

' as an operatmg concem. R

Erght days after the announcement, on Tuesday, Aprll 6 1976

- the Evening T egram and the Observeq Dispatch carried headlines - T

announcing th ation of the Mohawk Vallly Community

 Corporation “to save the Library Bureau,’’ and noted the backing SRS
. of the LB union locals, Althoug!¥ the corporate charter papers ;

* were filed that day, the Mohawk Valley Community: Corporation
~did’ not gain legal status as a corporation until April 15th.
However, in announcing the filing of the corporate charter on
April 6, the local press also publicized the MVCC’s request to
Sperry to delay the planned closing of the LB, and to come to.
terms over possible purchase offers that might be made. * - «

The formation of the Mohawk Valley Community Corporation .
and its exposure in the press was only partially the prodact of-
motives based on saving the community; it was also the, result of
heatedybargaining between the two groups. Rifenburgh was named -
chairman’ of the fledgling corporation, which was staffed by
representatmes of investment, LB management. and commumtyv y
mterests ' y ,

The merger of competmg groups into the new corporatron was
produced through the mediating role of Johp Ladd, director of
MVEDD. In a series of dramatic meetings, Ladd forced the two '
groups to .come to terms with each other and to recognize their

ommon interésts. The management' group had been holding -

meetings with its awn lawyer to determine the best course of aotion. o

open to it. Similarly, the investors’ group was dusting off its 1975 "
* financing plan. On the Saturday .three days following Sperry’s
- anmouncement, the management group meeting in Utica was
atténded by Ladd who had-convinced the investors group to attend -

~~~<as well. When Ladd had the members of both groups present

togethér, he convinced them by force of argument to-join forces.

v




ST am ounoed on Aprll 8th its weement in princlple to sell the LB-.__,;';.
" div jonasan. operating concern, and thus to postpone the closing. . .
s andYo negotiate. However, Spetry repdrtedly intgnded to. pmceea '

*'with’its announced ‘plans to turn away further orders for'L

’-products, and to dnssolve the- $S-member LB markettng force, -

‘This, in the words of one observer, would have ‘‘reduced (the " . T

purchaser’s) potency as a corporation to zero,’” as the new’ og?\ers-_ SRER

of the LB would gome into control without any ‘backlog of ofders SRR o
. - for equipment drf@ without the: marketing team required to pbtain-. - .,
. new- business. .S{ch a-policy would make it difficult:for the = . .. -
. potential buyeér’ t& develop investors’® confidence: and’ financial: ~ -
- backing, as the LB would have continuing operating expenses - " -
under new management without a guarantee of future income to .. .
meet them.' Furthermore, Spetry made it clear that it would delay’ A
~its original plans to begin phasing out the LB only, nf a purchase -~
- agreement could be reached in a mptter of weeks. . A ’

Some obgervers questioned whether Sperry’s offer was made in -
. 8ood faith. The offer was interpreted as an appeasement of public
opinion which had béen aroused ¥fainst-the corporation for the 4
recent LB annoyncement and the Univac closedown in Utica the .
- preceding year, The offer was also criticized because it held 'out
-dittle cause for investor confidence in a Library Bureau under new.
. management. But in'its own immedigtexinterest Sperry could not
. hold out the promise™of indefinitel delaymg its decision, given
that it had determined that the shutdqwn was required; to keep the
sales force occupied would have megnt increasing orders. Even if -
orders had been limited to short-rdn production activities, such
action'would have meant a delay in'Sperry’s ultimate objective. In
addition, Sperry’s earlier experience with local purchase attempts -
promised anything but‘lotal ability to conclude a sale. However,
. those observers: who were involved from’ the community 8 side =~ .
have mterpreted Sperry’s conditional agreement to negottate and
its ensuing actions as a form of obstructionism. Short deadlines
and demands for down phyments suggested that _§pen_-y wanted

’ \
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-~ /[ In the interim, the combined investment group developed 4 | BT
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.-/ channeled through the MVEDD, another $2 million in mortgage

‘ * result of the mutual suspicions they aroused. - . ) &«’

* . |Thé MVCC ws. without ‘capital of. operating. M@h‘}bﬁtv-’*{ T
pRposed to make-aii-offer. to Sperry- for- the. purchase of LB, o

Atjother meeting was called, with 100 or so concerned community . ,,,
ers invited, to lay out the plans of the ¢orporation and to ask .. -

.for donations. The'chairman of the Herkimer County legislature, .- -, "
the mayor of Herkimer, investors, LB ‘union and ‘management . .
leaders, and numerous citizens, including LB employees and their: : W
_f%milie’;. were present. e 0 orh o
a /targ_et' financial plan from the plans drawn up in 1975. They - L
_/ proposed to raise capital in equity and loans through a loan of$2 .=
/ million from the Ecomomic Development . Administration, .

/ loans from area banks, and $1.8 million raised by selling commion - - B
stock in’ the MVCC to willing investors. Before the EDA or the. -
banks could be approached, it would have to be shown that there
was interest in such MVCC common stock. The issuance of
common stock would require a prospectus,” or offéring .to the
public, which in turn required a cash outlay to-cover printing,
mailing, ‘and otherjcosts. People would be needed to staff the '
stock subscgjption rive. _ o P

These problems were presented to the assembled community: ., . :
meeting, and the response was very positive. Numerous individual!
¢itizens, among them many LB employees arid their relatives,’

. - pledged their fime to support the subscription drive: A Concerned .
Citizens’ Committec was formed to raise a targeted $15,000 to
cover the expenses of the drive. Within three weeks, the committee

gd raised $16,000, Sl-}.OOO of which arrived within 24 hours of ¢

* the committee’s formation. These donations came. from locab -

“

1. It is interesting to consider whether ‘such perceptions served the cause of the A
community or niot. If the community group required a closing of ranks to succeed, and it '

" appears that this WJthe case, then perceptions of hostile intentions on Sperry's part may L
have (orged public (and investor) opinion against a common enemy. However, it can be !

9 have slowed negotiations in the long run, aa

srgued that such hostile perceptions ma

.
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§ . mefi ants: and°privm citizens. and the eommunity meotinu It. L
=+ He mer'Community College bocamq '] rallyina POlnt in thei"‘:.
S _-oommunily effort. 2 T, . SRR

7" About. the ‘same time, Sperry unnounced ‘ts conditiqml
o A,'-.willingness to sell the: plant, and négotiations over o findt ing - .
~ " price were taking gjpce between Spertyrepresentatives and MVCC - -
- at Sperry headqumcrs A prospectus offering. common stock in- = .-
the MVCC:was under preparation, and by the first week in May,\‘x.. BRI
- 1976, the. EDA" had. copditionally approved  the. propoud $2 v iy
- . million’ Ioan The condition, ‘however, was the rajsing of .-\’
. $2,000,000:in local equity capital throuah MVCC comgmon stodk &
f"’-‘.ﬁur.chaaes. R W“ .

+ . .Work-on the BDA losn apphcation had been superviud by -
"‘.‘-Ladd ‘and ‘othiers, but much of the actual work was carriedoutbya .
.7 ‘retired djrector of: the MVEDD jhq agreed 'to assemble ‘the
< materisl and write the applicatnon He *‘shut’ himself in a .
basement”’ of the MVEDD offices for two weeks, and directeda
" .small _staff ni researching the information required by the
"~ -application.” His efforts added to' the local mythology building -
round the community’s attempt to save the Library- Bureay. -
anciai information for a feasibility study was casily available
useL.B management and Rnfenburgh’s ifivestment group had .
e airqitdy gathered.the necessary degails in their previous attempts to -
e p;.uﬁ ase the LB plant. Similarly, an EEOC com?liance plan was
- '_ S gasily f uvailable becausé Spérry had ordered one’wrjtten for LB, - .
e gﬂa thls ‘Was appropriated for the application. Help was -also
' proyided by the Technical Assistance .Center at the State
PR University of New York at Plattsburgh. This center was funded by
o “theEDA and existed to aid economic development organization§
"7,,,’ " like the MVEDD in-northern New York. The two-inch thick final
applicatlon. mbled in only two weeks, was itself a somewhat
hegoiq effort- wc‘omBarison to the norm. jin creating such
document; i ‘.,;‘." .

Durmg thisi same penod the MVCC was negotiating with local.
—~commerqiai ‘banks to-obtain the third proposed block of vcapital
Ladd, in” reviewing thns penod recalls that it was difficult to -




S convince the banks and commerciul inveetors of‘the paendel for. - -

. 'MVCC's . success. Ladd, the management ‘group, and thef”: G
:+ . investor’s group were known to the local banks, as they had t R
approached ‘by the. former during’ the -unsuccessful - 1972-1975" SRR
gpurchase attempts. This 'kind of skepticism: ‘was shared by ther . '

EDA and the banks ahke, in Ladd’s words, .= .- -

It got to be the same hy with the banks. So when we
finally got this thing together, we really had to do | some_
serious convincing. Not that these people were angry-at
us, but they had heard the same story so many ‘times,
and of $o many innovative ways to. d&this thing which

- had never come to pass, that we had now to go in and E
“really pound on their heads and say really this time it s .
‘ gomg to work. . .

“Up'to this point, the effort had proceeded smoothly However,',
on-Monday, May J7th in the words of one observer, *‘suddenly
.Sperry made waves.”’ Sperry anffounced in Philadelphia that ‘it
would require MVCC to produce a $250,000 down payment, one

which wow not be refundable even in the event that the proposed

sale did not suceeed. In addition to a reluctance to abandon its
original policy to close down LB and separately liquidate its assets,
Sperry how believed that the cost of protracted negotnations and
the uncertain promise that MVCC could raise the required equity
made it mandatory to force the issue. Furthermore, Sperry refused
- to. meet the MVCC negotiating demand that the LB marketing
force be kept intact and the value of LB’s assets in inventories and
~ backorders be maintained w‘ MVCC attempted to meet the =

financial and legal contingen quired by the EDA thp banks

and those involved in preparirfg The stock prospectus’ Negotiations
- broke off immediately when MVCC representatives percejved that

Sperry had reconsidered its original agreements. '

When word of Sperry’s negotiating stance reached. Ladd, -
Rifenburgh, and otliers, they moblhzed every means available to
them t& brmg pressure to bear on Sperry. They contacted
Herkimer’s mayor, the ‘chairman of the county legislature,

« Representative Mitchell, Commiissioner Dyson of the New York




State Commerce Bureau, congressional candldate Anita Maxwell o

Senators Jacob Javits and James Buckley, and New York
Governor Hugh Carey. Indiyidually and collectively, these

p individuals contacted Sperry’s chairman of the board, Paul

. - Layettq, and other Spcrry representatives. Laygt}e insisted that

Sperry would hgve to see tangible evidence backing MVCC's good

. faith verbal statements. In turn, MVCC representatives argued-

that $250,000% simply wasn’t, avarlable to - the corporation,
g espd@ally when they were forced to acknowledge “to potential
_investors that the value' and marketing potential of the LB could

i - be drasucally altered in-the mldst of the negotiations. . »

Representatlve Mltchell recalled the other plant closmgs Sperry ~

nd was undertakingin New York State and pointed to the poor
publicity Sperry would receive if another plant were to close in the

face of such obvious public enthusiasm for the survival of LB.

. Congressronal dandidate Maxwell, who was campaigning against
Mltc h%dsupmrters in the Natmnal Farmers’ Orgamzatlon
She pomted out that. her potentlal constrtuency in Herklmer was

_heavily represented by farmers, for whom the payments received i
from logs delivered to the LB sawmill were an important source of -

«. ' incoms. She threatgned that if Spérry continued to obstruct the

' negotiations for the sale of LB, then she would attempt to

v organize a national boycott, through the farmors orgamzatron of
Sperry’s farm products line. . .

Durmg the lapse in negotiations,* while Sperry was bemg
privately pne}fsured certain chariges'occurred in tha makeup of the

. —~MVCC’s board, which suggested a “tightening in“the ranks."’
Early in May. the county legislature’s chairman resrgned from tjre

~ board of directors of MVCC. When this was announced nL,;he
May 6th Utica Observer Dispatch, the item stated that he had
resigned “not because of dissatisfaction, but because he felt that a

/

J conflict of interest might fevelop Because of lis chalrmanshrp of”
*the county legislature.’’ In addition, Richard Karpen, whg was to -

have been president and chief operating . officer of the new
corporation, also resigned +i$§ position on the board and took
A -another executive position outside the community. Although the
L "'Evemlfg TeIegram reported Karpen s promise .that he would be

8
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so1" " chnges appear to have improved the public image of the MVCC ' ..
o7 i original dompeting groups. T Lo R R

"
’

(5 ailst the new cotporation during ts formation, the .~

: o - . [ Vo L
{77 On the 28th of May, negotiations were reopened between the =~
-“MVCC and Sperty, All the pressure brought to bear on.the - .-
'compﬂqud {ts executives did not result in Sperry’s withdrawing .- .-
. its demand for a down. payment, although the lesser figure.of .
~ $200,000 was agreed upon. However, Sperry did: agroee to refrain - ..
from breaking up thesales force and promised to-keep inventoriés . '
and back orders fron?dwindling: With this substantial concession - !
in hand, MVCC executives set out to raise the down payment. Asa .. . T
first step, they called a meetirig of LB employees on the evening of
" June 2 to-discuss ways of raising the money. . . R

They explained the situation to LB employees in terms of
immediate capital requirements. Short term intereést bearing notes
would be exchanged for loans to the MVCC. These notes could be

" converted at a later time into stock purchase options at one-half
the market price for MVC shares when the shares came to the

- market. The employee response was overwhelming, and $193,000
was raised from the loans of more than 200 LB employees within
two days. The only security they received for these loans were the
promissory notes. Each employee investor took a substantial risk
since the money was not refundable if the negotiations- between
Sperry and the MVCC ultimately failed.‘uowcver. this money -
indicates that the employees’ were committed. to supporting the -
purchase, . | -

The LB’s two unions, locals of the WUE representing clerical and
blue-collar production employees, were indispensable in the diive
to raise the down paymerg, Karl Vogel, the employee with the " o

 longest tenure in the plant. (WPyears’ service),'whs president of thé .
production workers’ local. Earl Phillips with 10 years’ service was '

_ president of the clerical workers’ logal. Vogel had attended meet-
ings in the period 1972-1974 when manggeinent was disc,ussi'hs___qn

* attemipt to ‘'buy the LB plant from Sperry and knew . of  the
threatened closedown, but the: matter had never be;or-e ‘gone
beyond the discussion stage. . , CO |

'l
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SR \vhen the ectual ennounoemem fthe closlns ceme. the unlon

" representatives and the employees Were shocked and frlghtened. L

Management intentions to purchase t e LB first caused. confusion
within the union’ and comiderable indecision. Ladd planned to .
‘address a meeting' of union members and non-union employees
soon after the Sperry. mnoqncemem and was dismlyed to learn.
that the union -officials lad not invited union: members. He
contacted . the union international and sought to’ calm and
persuade; union. cooperation was essential.: The union, however.
was unsure of its future role under employee ownership. Phillps -
. argued that representation and neggtiation of pay, seniority, and ‘
“benefits would still réquire the ﬁnion Somie coaxing of the
mternauonal was required bd‘ore full pamcipatlon of the locals '

. - occurred.

The union skepticism is understdndable given the advetsary
nature of its relationship with management and the efforts of an

unknown group of investors to buy the plant. Members of the

. MVCC board made it plain that continuai&ce of the union was not
in question, but the continuance of kB was—unless the union, as
representatnves of employees, would throw its' weight behind the

" effort. The MVCC board of directors was so convinced of the

-importance of securing the uniop’s support for the campaign and

,of assuring the union a sense of belonging that two seats on tfle.

_board of directors were offergd to the union. These were not
accepted because board mémbership was not envisioned under

“union rules, and the international level of the union deared the
creation of a conflict of interest. Even so, the union’s role in plans -

\to purchase the LB seemed a complicated question. The union was

" not permitted to purchase stock as'a union, because it could not
use its dues. or other funds for this purpose. '

Vogel has remarked that the call to raise the down payment did '
_not seem problematlc since the crisis overshadowed older relations
"between management and the union. The union could not spend
its own funds, but nt could provide direction and encouragement‘
to its members:, : :

This was kind of a spot to be put on, but 1 said “if we
~, .don't (raise the down payment) we’re sunk; we’re losing:

]




- our jobs and the aréa ia solng to euffer. hut give mea
. -few hours and I'll get the ball rolling.”’ So 1 immediately *
went right through the plant and got everyone enthueed
and.in two days we. v.me up: with $193, 000 '

Sperry had specified a 45-tay time limit during. which its offer. B
© to negotiate and sell, woul,d remain open. Strangely, Sperry was. . - .
evidently not prepared for such a speedy response with the down . i~
payment. When MVCC representatives tried to deliver the check :
for $193,000 they could not find anyone. to-accept it, and-the -
" transfer did n@t occur for another 10 days. The 45-day. period was
closing rapidly, and acceptance of the down payment put Sperry in
the difficult posmon of holding $193,000 in nonrefundable: -
community , money *while ‘pressing for ‘its deadline to be met. -
Eventually’ the 45-day period was extended by another 45 days.

The of'fering prospectus was almost complete when it was i

realized that Securities and Exchange -Commission (SEC)
regulations pertaimng to successor corporations were an obstacle,
‘Successor corporations, like the MVCC.,asecking to purchase
companies through a stock offering, are required by the SEC to™
provide certified financial documentation covering the previous E
‘three years of business. *Since: the major proportion of the
MVCC’s assets would be held in tlie LB, the regulations meant -
that MVCC would have to publish financial information on ‘the
LB which Sperry itself was unwilling to pPovide. Though MVCC's
own accounting firm believed that the LB’s operating statements
were adequately phonitored and trustworthy (members of the
MVCC including-Robert May had supervised the LB's operating

. budgets in their capacity as LB executives), the SEC Pequired -
Sperry’s independent certification of .the information. Spefry was
unwilling to make such representations because it feared
contingent liability suits .f the LB did not succeed under new
management. As a result, MVCC found itself unable to put forth
an offering document to the public. The promised EDA, and bank

( loans, as well as the $193,000 raised by employoes. were in

 jeopardy. - . :
A solution to the problem %gs'-'f‘ou nd when it was suggested that

the MVCC contact the New
v

k State Attorney General’s office




- about the possrbility of an intre-state offering. Unlike the federel L

government, the State Attorney General was authorized to waive . . R

. certain requirements ina public stock offering. The New York .. . ..
- State Department. of Law "agreed -to "assist MVCC: in: the - .-

- registration of its offering document. and lccepted the operatins .

_statements. The-only restriction that MV,,QC would suffer was the
- stock could:not be bought or sold outside the ‘state for a period of *
# one year. The intra-state prospectus, filed ‘April- lﬁthp became
effective July Ist, 1976, and under the deadlines. st ‘by" Spetry,’
MVCC had until August l&h\tq raise the $1.8. miljuon required
before the commercial bank and EDA 1oans could be executcd¢ :

Al of the MVCC's effortswere now tumed to promotmg the
sale of its own stock.- From the ‘qutset, it was policy that the new

. LB would be ‘‘wholly owned by the people of the v&lley, mostly by °
the employees.” l{estnctions were placed on the number of shares

which could be. owned by any one person (25, 000 of the 1,000,000
shares 1ssue‘d) Such a policy, it was hoped, would ensure that the
- L:B, was, managed in the interests of the community. But the

'prob}em of raising the caprtal in-a short period was enormous ln .

: ‘Ladd § words,

-+ We started to sell stofk and |f you have never tried to sell, =
* $2 million worth of stock in 45 days in an area like ours,
a depressed grea, try it sometime. We brought in some-
experts who had been in sales . , . and they advised us
‘that we should concentrate on the Imle guy in {he street,
What we call street financing. :

To encourage the individual mvcstor, local brokers Wi
comacted and informed of.the sale,’ and they agrecd io’ :

by Rifenburgh -who urged that loans be made t6 indiv

seeking to purchase stock, even if they presently held lodns v had "'f'.'l;; :
“insufficient collateral. During the first day of the offerin . the '

‘banks loaned $40,000 to private: individuals. for
‘investing in the stock Sjr’mlﬁr présSure had bee

\i
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" Library Bureau Committee sent out. mo(e than 6,000 letters., q .\

" county school systems, and over 9, letters were. malled o
-hbranans ans affiliates in New York S hte.. \ i T

g Represemai%v Mitchell, to

. public opinion was swayed, -took Qhe opportunity of purghm’ng

" concessions on the purchase of shares, and setting limits on the - .
‘  number of shares to be purchased by\ any one investor, MVCC

rhe campaign to brinn the stock ule to the publlc ) attention‘_-:_'--
was directed at every person workingor living within the Mohawk " .. i
Valley. The campaign was staffed by volunteers; many-of whom
'were the wives of senior LB employees. These: voluntem alone . .
were responsible fof deljvering over 13,000 copies bf the 26-me SR
prospectus. The local Chambers of Commerce distributed coples
of the prospectus to their members.. The, Concemed Chlzem or. S

explaining the campaign ; edu ators in the five surrouhdinﬁ '

‘‘‘‘‘

dio media cooperated\f _ \
¢tkimet, who had-a 1k,
é&{ mv‘ted sts. i“ﬁq ing: b

Local tele ision and ra

' board,memibers, Lt. Govetnor | : Mafy "Ann. Ki, sabk, |
speak to the public.” Individal .. A
' investors bought stock by ‘miail, by phone, or delivered "hdir-,'
- | stbscription's 'on foot. In reviewing the campaign later, Ladd - :
- remarke at, it appeared as though many of the smaller investors
"were not w%w or did hot understand the meaning of a stock sale, .

and thought they were donating money'to support the LB.
Larger mvestors such as Utica Club -Brewenes. wh\aw how .

lirge amounts bf stock and received publicity for- it.” Other
potential commeycial invesgors hoped that the MVCC could be
- induced to grant special concessions. against the promise of =
- purchasing "the maximum 25,000 shares, Thus, MVCC was
approdched with proposals .from insurance companies seeking
" exclusive contracts, These were turned down. One 'local
entrepreneur sought to have the lease for his warehouse, which LB -
had used for several;years, extended a full five years'in exchange
for stock purchases, When MVCC refused his offer, he refused to
buy stock; and ultimately the MVCC moved out of the warehouse.
By maintaining a policy of issuing no preferred shares, no -




: community ere not able to dominute the company. . \‘ |

»

. strateg for the equity-raising drive:
~ show that the Drive Committee. had
“review of the first draft of the pros s to the inception of the -
fund-raising period, The minutes show _that tactical objectives
‘were established to draw support from all organlzad elements in,

The media; a) ‘tombstone’ announoements of the loss of LB to .
the community would ‘appear in- “_prcss in Utica, Rome,
‘Syracuse, Herkimer, Little Falls, Johnstown, Buffalo, and
Albany;. b) appointments would be scheduled for MVCC board

~ members to appear on: rgdnt)o and TV talk shows

Special programs: a) contacting New York State librarians by

Club made of selected names from members of the. community °
with individual Drive Committee members assigned to provide
personal contact; ¢) a businessmen’s kick-off luncheon to canvass
the earliest contributors to the Concerned Citizen’s Committee in
May and the Business Assistance Committee in June to generate
interest in the business community; d) an employees’ meeting—
after, working hours—to encourage employees to locate * six
potential investors each; ¢) area éducators; f) the unions; g) civic
‘organizations, such as Lions, Kiwanis, Rotary; h) a Mayors’
Conference encompassing all the Mohawk Valley: i) a special

. Doctors and Lawyers Drive; and j) general public drive.

o
l'

| tried \to ensure ‘that speciql intemts wlthin .or- onuidc the ;{_'r"_". .

""" How was public support genérated? Ceminly, the'pmenoe of-' |
- LB empldyees in the community, the genérous covérage given.to . =~ -

"~ the. and the MVCC-Sperry, negotiations ‘and Sperry’s
neﬂlmrﬁwme valley all helped, Nevertheless, the, campaign - -
was spearheadéd by a carefully detailed plan to contact localelites - * L

- and civic and comimercial organizations. In the middie of June, - -
“shortly “after Sperry had™ accepted the initial down payment, -
: - leaders of the ‘MVCC tampaign, including MVCC -board = .
" . membegs, local businessmen, and civicleaders met to decide on &’ e
inutes from the meeting AR
tly scheduled goals from ' -

-~ the community. P <

" letter and through stock vendors; b) establishment of a $5,000

I A L SRS S L
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" The minutes of the Drive Commlttee also detailed mtct mnd
raising goals, and’ theae are reproduoed in full i

©'$5,000Club T, . $ 200,000
Employeesl)rivq : ,-i - 480000
“_ Herkimer Busingssmen .. 150,000° ,
. Dootors\andLawyersDrive L1100, 000 i
dors Drive ;. *. . - 300,000 .
- L_ rarians Drive = .~ 1200,0000 . T rn
' BACand Utica Businessmen 500,000 '\ .- ..
. Frankfort Businessinen - .. 50,000 ' R
Ilion Businessmen g 100,000 S
Mohawk Businessmen . .~~~ 50,000 = -
_~ Little Falls Businessmen . 100,000 ~ |
' Public Drive Busipessmen - 400,000
Yoo ik $2.630000 .

The campalgn was simnlar to a Umted Way: or Com@mi;y Chcst
drive. .

-

On June 30th, LB’s 100th blrthday, the public subscnption _

prospectus became effective. The Observer Dispaich reported on

July 1st that the purchdse price of the LB stood at $5.1 miillion, :

and that the stock offering sought a maximum of $1.8 million ora "
mmnmum of Sl 3 mnlhon in stock purchases

Early on August 15th, the day before the deadline, accountants

for MVCC found that it was still $370,000 short of nts minimum |
.'goal. MVCC offices had remained open until 8%h.m. gach night

during the last week of the campaign, and. would do @@ the 16th.
The best estimates projected that between $200,000 and $300,000-
would be raised, but the momentum of the subscription drive had

béen very unstable, increasing daily during the last week. Durlng S ": _'
the same period, 123 TV and 500 radio spot. advertisements had =~ - |

been used..to attract the public. 810_0 000 in mail subscriptions
wete expected on the 16th and perhaps another $200,000 was

~ expected in the form of walk-in purchases, but even with these
. ‘generous estimates, the MVCC would still fall short of nts,goal by
" an estimatcd 370.000

\p,.
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“" " "The MVCC till had unused resoufces sk its disposdl. I order to - .

" thetotalhas to be.obtained from local development agencles, The: -
- MVEDD, under John Ladd; apparently did not properly meet the .-
.- local agency requirement, as it was. formed-under the'regional .
_ + jurisdiction of the BDA itself. The only organization which. did. .. .
. fulfilf : the - requiréments “was: the ‘Herkimer ‘County Area " . .."
" Development Corpotation. (HCADC), under -the direction- of
" Henry Gaffey, who had supported Ladd in his earlier efforts on - ! . /i
behalf, of LB in 1972-1975. The HCADC had-wiregguragteed to” ' . """
meet the § percent minimum requirément: Now the MVCC turned ~ -
again to the HCADC and #sked if that organization would receive = . * %
funds on behalf of LB if the Herkimer County'legislature could be = .~ -
conviriced to vote up to $150,000 to purchase LB stock. N

" getthe EDA to-approve loan applications to localities, § percentof <"

. "The county legislature itself was not empowered to- purchase
stock, but MVCC-made a request that the-legislature’s chairman - .
arrange the Stock purchase through a grant to the HCADC. In . >~ oo
addition to these moves, MVCC had approached Sperry ‘with a _
request for it to purchase up to $150,000, which at $2/share meant
that 71,000 shares would be held by the previous: owner, This -

 request was made at the latest possible moment, and ran contrary
" to the MVCC’s stock distribution policies. However, the request’ -
_might also be seen in the light of the improved climate-in the
. pegotiations. If Sperry would buy, then the Herkimer County, "
legislature would not have to vote any funds to the HCADC.

By noon on the 16th of August, Sperry had not responded to
'MVCC’s request. Consequently, the legislature was alerted to be 4
in session at 9 p.m. This would leave three hours in which to settle
on a sum to put MVCC over its minimum, requirement before the __ -
offering closed at midnight. Without the minimum $1.3 million,
MVCgB would have; to return more than--$1.1 million in
subscriptions. Discussions between MVCC, the, legislature, and =
Sperry h{nged uponr MVCC’s ability to buy ‘back $150,000 in

" shares inthe future. . Vo

\ By 9 p.m., tensions; cased somewhat w'hen.MVCC’S s‘hortfill_
was calculated at some\‘(ting under $100,000. Word arrived from -




». _"Sperry tlut lt wouldbac '2‘ cC lf eoemry leninluure was "
... contacted and the: elev hour plan set. ul MVCC’S futurc'v,-_»_ ey
- secmed guamlteed - 3

R By midnlght however, MVCC had reoelved }100,(!!) mqre than R

it needed in subscriptions, and Sperry was released from its last RIS
- minute: pledge. More than $500,000 had been raised in the final 24~ . L
~ hours. MVCC was very pleased with the support it had achleved&. o
. 3,500 stockholders: from within the: Mohawk Valley region and*:{:/%%
~ . other points in the state would bg)the new owners of the LB when @
the sale was finalized Septem r28, 1976 over 30 percent of these i
G Vwere LB employees

On August 27, 1976, Robert May, president of LB, infortied - “‘”‘“ X
the regional EDA office that the dxsmbutnon of shareholding was
'as follows . .

Share A_.mol_lnta_ _ No. ot Snbacrlben

»

100 - - 2,265
101- S0 . 1,000
501- 1,000 " -
,500 A
)1 - 55000 8
: )1 - 10,000 _ 1
overlﬂOO/(llOOO) [

.Approximately 3.5 percent of the shares were held by of ficers and
~ directors. Thirty-ﬁve percent of the initial distribution was held by
.mdwnduals working in the plant. '

The \detajled account of the effort to. purchase the lerary
Bureau \ndicates the massive amounts of energy and coordination
- which are needed to comple;e a community-employee purchase.
The importance of community leaders and organizational skills
are shown repeatedly in the need to raise funds, negotiate between -
potems\ally conflicting groups and set up corporate structures. In
ommupities where these skills are unavailable, community- .
ﬁmuloyce purchases may not be a viumd strategy to meet'a plant
shutdown threat. The combination of leadership skills available in -
Herkimer may‘l\ave been an anomaly. but the existing supply of

4
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skills in other communities is unknown. Where leadership does
hot appear, purchase attempts are unlikely to succeed. The model
of economic.activity which relies upon a supply of entreprencurial
talent to explain innovation seems Karticularly approprinate with

respect to the CEF strategy.

Subsequent Events }

_ Although this study explicitly focuses upon the initial purchase ,
decision, the long run performance of the firm i§ important.
During the first year under community ownership (ending
‘September 1977), MVCC showed a healthy profit of 34¢ per share
and put aside $300,000 for the Employee Stock Ownership Plan.
This represents $315)006 profit and $300,000 to the pension fund
on sales of $11,192,905. During the year, the company purchased
a steel bookstack manufacturing firm from a competitor and.
‘bought out two competing lines. of library furniture. In the second
year of operation, the company faced difficulties due to high

_ start-up costs in the steel plant and difficulties in producing the '
new lines. An operating loss of 83¢ per share resulted in a
decision to abandon production of thegewly pufchased lines. By
the beginning of the third quarter of ﬁ‘), the profit picture had
‘improved. The improvements were also a result of efforts to close

a substantial number of accounts recewable_;-;ﬁ_etéil)ed information
¢ is available in the Report to Stock%rs.i EER 3




_ ve Comlig of Post Indusiria Society: A Venmre in Socw' o
Forecasting. N ' : '

| &Y%y Basic Books, 1976, | 5
L e 476*’9'5;: : |
Crisafulli, Virgil.-X! :and lndustry ’ in The Hi.mry of Oncia'a ,
County Published™

neida County, 1977

, Department of Commerce, Mahawk Valley Ared Proj%{e of | Busines}and
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Herkimer County Budgdet: 1977. As adopted by the County Legislature, o
. December 13, 1976. - .

Mohawk Valley Economlc Development District: An Overvlew. ,

New York State Department of.Labor. Manpower Planning Secretariat,
£Mnomlc Profile: Herkimer County, New’ York, Fall 1975.

New‘ York State Department of Labor. Annual Planning Report Fiscal _
Year 1976, Utica-Rome- Labor Area. ~

New York State’ Department of Labor. Annual Plannmg Report, Fiscal'
Year 1977. .

'~ ‘New Yor(< State Department.of Labor. Labor Area Summary,.November
1977. :

New .York State Department of Labor, Division of Research and
Statistics, Bureau of Labor Market Information Annual Planning
Report, Fiscal Year 1978, Unca-Rome Labor Area. Albany, June '
1977.

New York State Department of Labor. Labor Area Summary, July 1978, -
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itan Decline and Inter-Regional Job Shifts. Néw Brunsw:ck NJ
Center for Urban Policy Research, 1975.

S Wcmstenn,‘Bernard L. and R.E. Firestine. Regional Growth and Decline
in the United States. New York: Praeger, 1978. '
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' A Theoretical\Framework

\ : . E
An evalyation of the CEF strategy is necessarily complex
becausé of the variety and scope of issues which must be
considered. For example, there is little basis to determine whether
anévaluation should be aimed pnmanly at a long-run optimal
solution for the ¢ economy as a whole or at a solution for a specific
subsector or regnon The mobility of capital may beneflt the
overall system, "but create acute regional problems at the same
time. Other issues raised by researchers include the allocation of
social costs or externalmes (Kapp, 1950); the apparent conflict
between economic moblllty and social integration (Olson, 1968;
. Warren, 1970; Crysdale, 1965; Haber, et al., 1963); and how to
evaluate the many psychologlcal (Manuso, l977 Strange, 1977;
. Wilcock and Franke, £963); soqtopolmcal (Brenner, 1976; Aiken,
Ferman and Sheppard, 1968; Mick, 1975; Pellegrin and Coates,
1956); economic (Holen, 1976; Haber, et al., 1963); and
AN psychophysiological (Selye, 1 1958; Kasl and Cobb, 1968) effects of
unemployment at both individual and aggregate levels.

In addition to the teconomic, fiscal, s()c1ological, and
" psychological issues themselves, each of them differs in the degree
~ to which it may be quantified. Some aspects are measurable in .
either monetary or non-monetary terms, but others are only.
identifiable. The quantified-benefits appear in the form of avoided
costs as well as direct gains. Avoided costs are the losses which

would pave occurred in the community if the plant had closed. For

- ~
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g example. the dtfference bétween she wage and salary: income -
obtained by’MVC(} .employees and the income they would have -

. obtained otherwise is an avoided cost, Other examples are the'
avoided drop ‘in local: tax payments, and an avoidance of an

. increase in local social serviec outlays. Hewever, anincréase in the"

" amount of the firm’s income which;accrues locally is a direct gain,

At the same time, the community has presumably ggined by
’increasrng its control over rts economrc base—--a bcncfit whxch is ..~
uriquantrﬁable

. (ﬁyt-neneﬂt Analysls N

Cost-benefit analys is is a; e¢|sion makrng tool which attempts

- to ¢ondense wrthinxsdme jasily decipherable form (normally a.

- ratio) the important advantages and tlisadvantages of any, given .

- project, and asa result, to aid an assessment of whether to prd'cccd -
with such a project as opposed to-an alternative, The benefits and .

costs are normally identified according to their accrual over a’ R

specified period of time and,'to eriable ‘the ‘commensurate 7 -

-measurement necéssary for a ratro, are presented in monetary o

. terms . , s ot

4 1, N o B

Whrle quantiﬁcatron of costs and ‘benefits in monetary terms

has been the norin, pragtitioners have recogfiiged that many items

relevant to an assessment of a project cobuld not be monetized. A

- 1923 edition of.Engineering Economics discusses such items as °

““irreducible data’’ swhich are also known as *‘judgment factors,”
'Jemponderables." and ‘‘intangibles’* (Grant, Ireson and «Leaven-

" Morth; 1976: 132). The-classic passagmfzom the Flood Cqnitrol-Act -

.of -1936 which. is. cited,as a basis of the Cost-benefit approach

recogmzes both uantifiable and non- quantifiable - criteria. It - :

states ‘that* a ‘projeét should_be undertaken ‘‘if the benefits to, - ..

whomsoever theymayhccruc are in excess of the estimated costs’*- .

g “if the lives-and so¢ial ‘security. of people are otherwise’
dmsely affected”’ ( . Code, 1940 ed 2694). :

The crrtrques of cost-benefit analysrs, both in theoretrcal terms
"and'in practice, kave been numetous afid often well-founded (e.g., ' o -
Lt Somers and Wot}g 1969). Prest and Turve)’ (1969)- divided the

[v e . e < ': LA t
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, S
.+ limitations of cost-benefit analysis (conq‘c_mq;a'ti%?‘he usualld - . |

.« . more problematic benefits side) into four datego eg;;;; g R

(1) enumeration, i.c., merely identifying- fully the ‘glin’rs'e? SR
benefits and beneficiaries can be very difficult, particularly - el
with respect to the central question of whose viewpointistd ..~
be used and the secondary problem of avoidance of the = "
double counting of benefits; R
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.(2) evaluation, i.e., “the vast jungle . . . of the measurability'of = /
utility’” (Prest and Turvey, 1965: 729) is an issue which S
includes the priiblems of allowing for market imperfections
and extetnalities even when market prices are available as

_ benefit measures, questions of acpountinpversus oppor-.-

. ity costs, and valuation of collective goods; '

¢ (3) choice-of -an °zzppropriate' discount rate, the manifold
) . problems- of which can be summarized into the statement
- that *“The ideal solutions . . . require knowledge of . . . yet
j . unkno’ﬁ;n answers’” (Prest and Turvey, 1965: 729); and

L (4) allowing (systématically) for uncertainty. Intetest rates and = * [ .
. ' inflatior may change, making cost and benefit estimates oLt
% < inaccurate. ; ' . B : ‘

Y Itis also necessary to recognize that cost-benefit analysis is only

4 technique based upon a particular framework of constraints and L

; consideration’s (budgetary, physical,. legal, administrative) which
. @,.have"\generally been decided upon in advance. It has rationality,
but it is-a limited rationality, based upon specific, assumptiot"

which are often arbitrary. - . e TR

A further critique is that cost-benefit analysis tends to ignore.the
distributional aspest of projects. The technique.comcentrates upon .
whether the present value of benefits exceeds the present value of .
costs over some time perigd. It pays little or no attention to the - . o
persons or groups who hgcrue thé* benefits and incur the ¢costs. p -
v Mishan points out that the useaof cost-benefit criteria oy K
" “«implies a.concepf of social betterment that amounts to .a -
potential Pareto improvement’’ (1976: XIf, his emphasis). For
: examPle, in this evaluation, the matter of main concern is to be
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L whether, l'or the whole local community area of Herklmer. the "
« benefits outweigh the costs; this ignores equity or other '
3 8' erations regarding the specific. persons with he commua,- Dl it

i ppropriate the benefits. ,

Y
'Tﬂe '

historical background. Cost-benefit analysis too .often dppears

arbitrary. It is arbitrary in the sense of being the result of a. - .~ .
particular paradigm. The evaluation obtained by a centain._,'" R
-paradigm may have little basis for-acceptance by those who have DR
different preconceptions or.who value different constraints. -

There are several mechanistns which may be uged:to diminish L
‘some of these faults.. The values -of critical, bt problematic,

factors can be varied. within the whole .range. of relevant

'possibilities. Such a sensitivity analysis-permits an assessment of = |

the manrier’in which uricertain factors in the analysis may change
the overall evaluation. The analysis may be produce

viewpoints, of specific parties who are affected and gtov

(and costs) may be explicitly weighted in the analysis accordmg 10
equity considerations. -Foy example, in "the evaluation of
-community development corparations, Harvey Garn has sug-
gested & scheme of *‘community welfare weights” (1975 1-4).

Also, practitioners of cost- benel‘it analysis are usually careful tos. ~ :

-stress tht the results should be" seen as only one of several inputs.
“into & decision making prosgss.

. Despite ils shortcomings, cost-benefit analysis pro'vndes hn' o
I excellent ﬁqmeWork for critital analysis. and inderstanding. of -
' econémic and social’ program optlom Itforces an enumeration of . '

_relevant decision factorp and focuses attention.upon comparisons
s &t a given point in time. Future benefits'
€red in terms of theif pérceived values at the
"be que The result of such an dnalysis is

time a decnslows;i

easlly undfstood and is lntuttively appealing These analysesg:

‘4
\ :

~

L st trenchant criticism. owever, Is alSo the most aeneral Sl
.~ that such’ analysis is simply. unrealistic. Factors are chosen and = .-
. quantified, ahd benefit-cos), ratios obtainied, without sufficient’ ‘
*~ theoretical justification and. without necessary - Sociopolitical and . -

om the .
lnsight. .
into"distributional aspects®of- tl)e program under revlew. Benefits




-°_‘" B assist in brinaihs evidenee lmo polltical declsions and avqidins the o

R “pork barrel” approach whicly has characterlzed some federal
.~ government cconomic develop‘nem proarams (Kovhrik and

. | Dcvolites, 1977)’ oo

Levcl ol Anslyss B

b

. ,H-
‘. { '

“Most cost-benefit analyses are taken from thc

“viewpoint. The object is an evaluation from the perspective of the

entire social system, but the ideal is seldom reached because even -
the most significant social and economic ramifications of specific -

" .programs are difficult to- trace' throughout the socie@ The =
concérn here js with community strategy in tie: face, of plant -
shutdowns and an evalyation of the rationality of CEFs for the
. commniunity first, and only afterwards does the societal level
become the focus. This regional viewpoint mean$ that the costs..

and benefits will appear radically different from _thosé of a societal

analysis. In fact, the benefits side for the‘community will include

-some items which a macro level analysls must view as costs. At the

same time, moving the analysis ta thé community level permits.

precise examination of impacts and facilitates the illustration of

the cost-benefit methodol()SY. U‘Oth in ldentifymg relevant factors_
, and measuring them, -A “

‘. This analysis also departs from common practice because of its -
multIQismphnary nature. Economic perspectives provide bases for ;.
" calculating monetary costs’ and benefnts involving wages, taxes.. '

- discount rates, etc., but psychology adds éxamination’ of the

mental and physical health implications of job loss (Selye, 1955;
~ Cobb, 1974)y The sociologist’s perspective on’ commumty elite.
~ networks (Laumann and Pappl, 1976). and the organizational' '

‘structuré of communities also suggests non-monetary consider-
ations. The result is a broad analysis of the CEF strategy with the
cmphasis upon evaluation in. the sense suggested by Weiss (1972:

' 29) that the importance of a program lies in its viability under.

particular environméntal gpnditions. Do CEFs actually help create

or mainlain employment' at avredasonable cost to a community and Y

to the social and. economnc system? . /.

8
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Long and Short Term Perspectives on Savlng Jobs

. . A fundamental issue confronting this evaluatnon is whether it i 1s_..
correct to attempt to save jobs at all. Regardless of shorf:run costs

and benefits, society may be better off’ Bver a longer period by

. allowing capital to' move unrestrained to uses which provide a
- higher financial return for private firms. Although ecohomists

regularly point to inefficiencies and market imperfcctlons, the
conventional presumption. is that society’s long-run welfare is

increased by capital continually allocating itself thpugh a decision -

making ‘process in: which private firms maximize their financial

returns, and by labor resources moving from areas of insufficient -

demand to areas of sufficient or eXCess demand. . .

Schumpeter provides a classic formulation of this a ument in
his description of the “‘process of Creative Destruction,’’ Which is

\“the esscntlal fact about capitalism'’ (1950: 83). He argues that

. First since we“are dealing with a process whose every
element takgs considerable time in revealmg its true.
féatures angd ultimate effects, there is no point in
appraising the performance of that process ex visu of a
given point/of time; we must judge its performance over
time, as jt/unfolds through decades or: céqturies. A
system—ghly system, economic or other—that at every
given point of time fully utilizes its possibilities to the .
best advantage may yet in the long-run be inferior to a
system that does so at no given point of time, because
the latter’s failure to do so may be a condition for the
level or speed of long-run performance. Second, since
- we are dealing with an organic process, analysls of what
_ happens in any particular part of it—say, an individual
concern or industry—may indeed clarlfy details of
-mechanism, but is inconclusive beypnd that. Every piece
of business strategy acquires its true significance only
against the Tckground of that-process and within the

situation credted by it (1950: 83-84). T

~

odel of economic change. The fitness of Organisms f{or survival

There is an analogy here to a populatlon -ecology or’ systems
'f ‘“.

8y T



. 7" .at'a given point.in time varies with environmental conditions." t e
"~ ""Capital is the basis upon which variation is built into the economic - .. """
" - system and that system must maintain the *‘requisite variety” to- -+ v
-+ . 'meeting changing conditions. The short-run life-or death-of 8 - .-~
-7 ‘particular unit contributes ultimately to fhe success of the overall - "7 ©
""" system in the long run by ensuring the survival of units with-the *

. capability of adapting to environmental change. . L

- Although costs are incurred by ‘the society becaus¢ of firms’ .
"+ activities, the unhindered performance of firms may result-in'a.
degree of long-run achievément that more than compensates for
the short-run social costs. Presumably firms move, i.e., capital is
~ reallocated, because changes in factor ‘prices, changes in tastes,’
changes in technology, etc. alter the means throygh which capital
obtains its highest monetary return. This relatively free movement N
of capital theoretically enables satisfaction of demand for goods
and services and efficient production by adaptation to changed
" conditions. The market mechanisms active. in the U.S. economy
may constitute a ‘‘gale of . .. destruction’ in -Schumpeter’s
terms, but also ‘‘créate’’ new, mgre efficient economic units -
_ (1950: 84). The implication is that the proposed shutdown of a
" " 7*plant is prima facie evidence that the jobs involved should not be
-saved. S '

These arguments are compelling, but must be challenged if only
for their over-simplistic nature. Economic change also involves
fiscal, organizational, psychological, and sociopolitical elements,
each possessing both cost and benefit aspects, The Schumpeter
model does not explicitly deal with the long term fitness of society
on these topics. Neither is there a clear mandate giving long-run -
fitness a primary consideration over any short-run cost. . . |

A hertinqnt example is provided by current capital reallocations
to the South because of higher energy costs in the North. The
capital flow presumably enables lower cost products for society ..
than would otherwise be the case, but the reallocation also means
that a society’s long term investment in infrastructure in particular
areas, désigned partly for the support of industry, is underutilized.
A dwindling number of members in a community remain to pay




for transportation educetion, and energy systems mtended to TR
* service now-departed firms. This waste of resources is- less than "
Parcto-optimal (Muller, 1975: 266). Further, individual workers » -‘;,.,j.,;;,:
"« may obtain higher wages by migrating to areas of growing demand = .-
~ . forlabor, but others have to accept Jower rates and/or substantial
unemployment. Migration may allow - psychological srowth “
» through new experience, but it can also destroy a ‘sense. of
o ~community and of rootedness. Theé list of ‘possible factors and Lo
. their conceivable permutations is quite lehgthy and.the evaluation o g
; ~ .of such a list is both complex and controversial. ~

'Confllctlng Dlsclpllnes° 'l‘lleoretlcal Bases for Analysls ) R } - ,

. - The issues-of time perspective -and the non-economic effects of.
capital movement provide a basis for conflicting paradigms for - -
analysis. By creating stereotypes of the economists’ and: \

~ sociologists’ viewpoints, the conflict is not only made clear, but a
basis for theoretncal synthesis also becomes apparent :

“Explicit recogmtlon of the soclological~econom|c conflict has' - *. B
come from economist Mancur Olson (1968). Economjsts and
sociologists carry ideal models of the functioning of society which,
in several dimensions, are fundamentally incompatible. The

“economist’s polar ideal focuses' upon’ obtaining the optimal
allocation of resources through mobllity (of capital and labor) and =
innovation. Some sociological views (drawn largely from Parsons)
value the maximization of social stability, institutional integration .-

- and avoidance of individual alienation. Olson argues; *

only different, but polar opposites: if- either one were

attained, the society would be a nightmare in terms of
: . theother. . . . The economic ideal required that there be
- -an optimal allocatlon of resources at any moment in
time and rapid innovation over time. An optimal alloca-
tion of resources requires that a series of marginal con-
ditions be satisfied throughout thesociety; the marginal
rates of substitution of any t‘;o factors of production
must be proportional to the ratio of their prices and the

The economic and sociological ideals described are not )
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"“_‘ same inallemployments. endsoon But if ﬂ\ere s upid oo
nowth,medmnds for different aQods. the methods .
"of . production, the Jocation ‘of production, * an the-.j,
 marginal products of particular. factors of produ R

- will change: incessanitly. A Pareto-optimal allocation of o
‘resources wﬁl therefore require constant reallocations. of . ..
- resources.: This will mean that factors ofmrodnetion,.. .
‘including -labor, must frequently move from.firm to = .
firm, industry to industry, and place to.place. Since
. methods of production are rapidly changing, the same
* combinations of labor and other resources won’t be. .
needed very long; new groupmgs of workers are needed
. as the economy changes. . .'. Both social and geograph- .
ical mobility are at a maxnmum in the economically . .
‘ “ideal"l society, and there can:be few, if any, stablq
group relations, aplrt from thgse in a nuclear. family i
“which only one member is in ghe labor force. There can . .
. be no group loyalties or org inizational coqstraints that A N
limit mdnvndual mobility in r*sponse to changmg incen- |
. - tives. ‘There _can be- no organizatlons or other .
A mechanisms that give those whose legitimate expecta- T
com tions ate frustrated by the pattern of change the power M .
to defend their interests, for this will (except where T
“normally infeasible. *“lump sum’ transfers can beL '
arranged) pervert the pattern of incentives- needed to
bring about the resource reallocation which is entailed
by the economic ideal. No group with a role in‘the.
produgtlve process can restrict mobility by regulating - /'
- entry, "given privilege for seniority, or ‘‘feather- - -
~ bedding’" (1968: 114 115). )

The economnsts and somologists paradigms tend to see

- different factors when they evaluate economic change or tend to :

~ value the same factors differgntly. When the eleméits of both
perspectives are used at once, there is usually a percenved trade-off
{ » _ betweenthe achievement of the values of each. Economic benefits,
'+ " such as lncreased goods and services, lowest cost production,
growth and innovation appear to, be negatively Irelated to the

S ";,' . : / .

. "‘. .
.




decomposed them into (1) automation; (2) changes in machinery;

(3) shifts inproduct- demand; - (4) mergers ‘and consolidntiom. S
~ "(5) changes in plant locational advantages; and ©) scientlfic' R
_-management or time and motion study resplts.’ T "

~In addition, there is & trade-off bétween long—mn benefits of oy
technological change, such as productivity increases, faster
economic growth, more jobs, and higher employee benefits, and *

the serious short-run adverse effects on individual workers and
sub-sectors of the economy. ' : .

Because of t?he overall long-run efficiency of market-determined -
decisions, this trade-off is such that sogiety’s welfare is increased =~

by tryingto resolve the short-run conflicts through facilitating the

adjustment of individudl workers to the necessary and eventually K

beneficial change.

As a result, the general approach of economic analysts is the one .
described in Wilcock and Franke’s (1963) study of the closing at

an Armour meat packing plant. The short-run: “social and
economic costs are handled by retraining workers, relocation
assistance, labor' market information and unemployment insur-
ance (Shultz and Webster;, 1966). :

Socnologlsts also récognize the trade-off but view such economic

~ disruption with dismay because the strain placed on social

relations produces alienation .and d|smtegrationt Economic
dominance over social relations is a reminder that lworkers #re

basically - treated as instruments of production and several
neo-Marxist writers. argue that this subjugation of the worker -

prevents. individuals from achieving their human capacities
(Meszaros, 1972; Lefebvre, 1972). Economic mobility is thought

- to result in the isolation of individuals and families. It destroys "

emotional contacts and positive attachments which promoge a .
sense of belonging (Recard, 1973). Economists have tended to

9

: ability to. achieve benet'its such as social stnbility. integration, -

- rootedness, and-avoidance of stress. The trade-off iy produced by .. . |
changes which require new combinations of inputs to production.

. Haber et al. (1963) viewed these changes which often ptodueed'. B

. plant. shutdowns as the “'impact ‘of technological change’.and ..

e
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7 downplay these- soeiau costs becausc busincss dectons uauany o
-'"r.,iullorethemaswell ) - AU A

'.‘-.:Evldeuec Tor the Tmle-oﬂ e] CL N R
- Roland Warren (19‘70) arguéd for a normative model in which ey
- 'society placed a value on the integrity of communities as a basic .~ - " : ;°

*vbomponent of social structure. Communities must hiave autonomy -~ ..
".. regarding their economic’ fate, viability in the sense of a capacity - ... ..

to address. problems from “the .community level, and wide -
distribution of decision making wer among citizens. Commun-j -
ity integration and stability is thought to derive from the power of
self-maintenance rather than dependencc upon oytside control

Empirical work reinforces this theoretical position. Strange' ’
(1977) stuc\ed a plant closing in a company town in Southern -
Appalachia’and came to the conclusion that ’

\

the plant closing in Saltville stripped that community of

- what had been .its primary mechanism of social
integration . . . it seemed to us that with its closing,
Saltville lost not only its economic base and primary
symbol of purpose and continuity, but behaviorally, the
set of relagtlonships which, beyond home -and church,
had traditiondlly related those men to each other and to
“the broader community. In othér words, what seemed .
lost here was not only a job in a narrower sens¢, but a -
t.ime-honored interaction network (Strange, 1977: 31).

A detailed study by Slote (1969) of the shutdown of a plént in
Detroit found that the loss of the familial atmosphere in the plant
plus other corollaries of job displacement were apparently related

~ to negative psychological and psychophysiological .effects.
Subsequent effects found included  alcoholism,: hypel‘lension,
heart attacks, and ulcers. Several men dled during the ~closing,.

states that:

this stu 9ws that there appears to be a serious ,
' contrad ction/ between the ﬂexlbility and mobility :/

including two suicides. J o f
Crysdale, in/his study of th }Llal effccts‘o pl?nt' relocatiop o
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- Sheppard, 1968), and Long (195

- 1. Frank Valenta, Testiinony before t

required in rapidly changing indus‘t?iai‘xciety and active ‘ "

“participation iri social and deni atic processcs
(19650 ll)d - - " . . '

Other researchers have found

relationship between job L

displacement and political . aliéngfion (Aiken, -Ferman and -

claimed that ‘incteases .in

absentee controlled business remov

leadership and domination by corporanon interests,

Several studies have made the trade-off between econOmic and'

social -~ welfare explicit. Mick. analyzed shutdowns  in . the

. Connecticut rubber and plastics industry concluding ' that

‘‘shutdown costs,-shutdown frequencies. and lack of shutdown

- _protection suggests personal hardship is incurred whenever a plant
closes its doors’ and that ‘‘at some point, the social and personal ‘

costs of shutdowns will have to be weighed against economic
costs’’ (1975:208). . .

Kapp's book on social costs drscusses the real or apparent X

conflict between rapid industrial change (and presumably-growth)

- and the majority of peoplé¢’s preference to maintain the status quo
~ and avoid instability.(1950: 19). Lui’s statistical analysi of ‘the

quality -of life in the United States notes that ‘‘growth, it is

charged, distorts national priorities, worsens the distribution. of .
income, and irreparably. damages the social and natural L
- environments in which we all live’” (1976: 37)

A United Steelworkers’ union official, testifymg in favor of
proposed Ohio legislation which would, amongst other things,

require companies. which close plants to compensate the

community affected with a payment equal to 10 pegcent of its

.. dislocated employees’ yearly gross wages, complained bitterly of

communities bemg treated like “‘throw away containers.””’
Labor economics studies' also tend to reinforce the idea of

economic gains to workers who relocate after a shutdown, a large

Committee on Ways and Means, Ohio State
Senate, Columbus, Ohio, February 14, 1968 oy g

economic gains accruing in %he face of so¢ial losses. Despite ¢

4 | the business elite:from real".;." .
" community participation, creating a vacuum  of .co unity




. majority are unlikely to move (Haber ot al.. 1963 Holen. 1976)
..+ Smithand Fowler (1964) obtained interviews with 145 workers out, -
" of 1,100 affected by a'Ford plant closure in Buffalo, New York

“market - ¢onditions in Buffalo. likelihood of lower ‘monetary

only 20 percent of their sample had taken the. transfir offer about”
“thrée months after the closure. They concluded that the high
" degree of immobthty, which was seemingly 1rrationai from ‘an °

: (l) a value system, as expressed in a life pattern of stabrlity.
. which made stability an end in itself and predetcrmmed the
o non-lmmlgratlon answer;-

concentrated rather than diffused over a larger area, and

.(3) economic positions which were meanmgfully part of 4!3,e

local community pattern rather than part of 'y reglonal op’
national one (p. 47). v

workers’, belief that- their overall welfare. is maintpined by
immobility, and that a large reason for this is maint: benefits.
of the kind defined here as social. Americdn society-in aggregate is

‘consensiis on an appropriate measure of the quali
. permits criticism of the positiop that moblhty provides an optimal
the ability of a_solution to |
. reinjtegrate dispga'ced'worke}rs

]

" and found that, despite-the strorig incentives of adverse labor

" income, jind guaranteed jobs in a new location (Lorain; Ohio), -

“economic point of view, was largely a fesult of: RS I

(2) social ties and tdentlficatlons whlch were locally strgng and o

- . which were not attached to mobile occupattonal or ethmc ,‘ _'
. gtoups; | R < L

These reasons point to many workers’, especi ly older

. remarkably mobile, but most of the people affected. by the
* shutdowns-discussed here do not want to move and often will not. .

o

Despite the apparent importance of social co(sf." there is no
of social life,
+ - but an evaluation such as this gne must take a broader view which =

solution™in plant closings. Ong posslble crrterlon of evaluaﬂél) is. '

N
i
»
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* social loss, but the idea itself provokes intriguing questions, Is the
- trade-off inevitable, leaving society with little ‘choice but the

. drsplacement but nevertheless produce social costs? Olson ( 968

_- lu tl:e Trade-ofl lnevltable?

o There are. a number. of speciﬁc issués regnrding the Ion;- and
- short-run nature of this trade-off between net economic gain and. -

: applrcatron of partial. ‘solutions ' which 'ease the. burd

" suggests the trade-off itself may always éxist in theory, but. that--j:.-
. there are opportunities to avoid both economic and social loss, ™" i
. These opportunities occur when society’s resources are managed : RN
© so inefficiently, that ‘both social and economic benefits are’ .. =~
42Vailable through change. There is still a trade-off, but there are -
net gains to both social and economic welfare A

Commumty~employee ownershrﬁ might provideamechanlsm to
improve both social and economic performance in some cases, To -~
- do this, however, CEFs would have to affect the parameters which = - ,
_determme performance -in ‘such a way that output could be
- increased without offsetting social losses—a result which has hot ~
been possible under conventional strategies for dealing with plant -
- closings. Improved performance might come about throuzh. e
. .increased employee commitment, job involvement and produc:
.. uvrty a} s well as corrections of potential errors in capijtal allocation. ;

- lowing discussion considers economic welfare in terins of J
Iabor and capital effrcnency and social welfare in terms "of "
c0m7unity stabrlity . S

Ecouomc WBI;FARB .

Labor lnputs

Lerbenstem (1966) argued that srmple reorgamzatron of firms . .

could produce greater. efficiency. Studies by McNulty (1977) and .-
Shelton (1967) support His. contention, and objections by .

- economists such as Stigler ((}976) haye focused upon Leibenstein’s ...

‘desire to:revise microeconomic theory rather than disnreement r

with the idea that effidiency gains are available. |(CEFs may have- ,

" particular advantages in-achieving some of tHest efﬂciency gains |

.., because of the manner fin which they alter the rela |onsh1p between |

: workers and the means of production = .
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MOtivation tueory and evjdence on JOb redesign suggest that'-'

when the interests of organization. participants are congrlent,

91

rewards are directly tied to perfarmance, and when high levels/bf . .

- commitment are present in an organization; performance willl be’
- increased, other things being équal (Vroom, 1964; Lawler, 1977;.

U.S. Department of Health, Edacation.and Welfare, 1973; Davis

and Cherns, 1975). Becker (1960) and Fox (1971) have argued the

importance of ‘‘stake’’ to the nature of Qommrtment, and Salancik '

and Pfeffer state that

-1t has been~repeatedly found that when indwiduals are |
* commrtted to a situation, they tend to develop attitudes
consistent with their commitment and their commrttmg

L8

behavior (1978: 230) S e o

~ The employees’ shares in.a CEF gwe them a greater stake than. -

in conventional firms. Thls stake ties personal gain  to
orgamzatronal gajn and may. produceJ attltudes and beha\/}or
consistent wrth increased productivity. .j\ ‘

. Though empmcal findings which dir¢ ly address thrs issue are
Jimited, there is some evidence from studies offemployee 'owned
firms. mployee owned plywood .companies ‘studied by Berman
(1967) have higher productivity than comparable«conventlonally

. owned firms. The Inteinal Revénue Servite actually gpestioned
" the high wages paid by these fitms relative to others because the -

- IRS thodght it was a ploy to avoid corporate taxes. The ply ood
~cooperatives were able to show in court. that. th;l:r)‘ers-‘

productivity w s far enough above plywood industry-standards to
justify higher wage rates.

A lathe manufacturing . plant m'South Bend, Indiana was

_ bought from its conglomerate owner through an Employee Stock
Ow ekshlp Plah (ESOP), using.an Etonomic Development

Ad inistration | loan channeled throug{ local community.

~-'Pr duc ;mty among its 500 workers is reportedly up 25 peroent
Wall<Stréet Jo rqal JAugust 16, 1976).

The most sophnstr ated study to date is reported. by Mnchaetl'

.' " "Conte and Arnold Tannenbaum, of the University of Michigan’s
Surve@ Research Cénter, who rec:ently publishegd ‘data from a
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survey of 98 employee owned firms in the United States (1978).
Sixty-eight.of the companies have employee ownership under an
Eqpboyee’ Stock.,Ownership Plan (i.e., via a trust) and 30 have
. “direct'ownership. Almost half of the firms had sales of at least $25-
millien during the year previous to the survey. Employees as a
- whole own at least half 6f the equity in about 7§ percent of t{le
companies. - . -

: of particuiar interest is the profitability data, obtained from 30
firms. Conte and Tanhenbaum calculated the ratio of pretax =
profits to salcs-'for each.Company and then divided the results by
the 1976 ratio for* each industry, represented. The dverage
- adjusted? profit ratio for the 30 companies was 1:7; the-unadjusted
ratio being 1:5. The authors claim these results *‘indicate greatér -’
profitability among employee owned companies than comparable
sized companies in their respective industries’ (p. 25). Statistical
significance is not achieved, however, as the sample is small and
includes relatively large va:i}ncc in profitability. - /

_ Regression analysis of cmploycc/ownership-rclatcd predittors of
profitab__ility found that, although a large amougy of variance was—-..
explained by the predictors, only the percent equity owned by. AN
non-ni¥nagerial employees had a statistically significant relation- '
ship. The results are given in Table 4-1, )

“The authors pointou\n that the presence of negative assocjations
with the Other predictors does noteimply (even if they were .
statistically significant) that such factors have a negative effect op,

*  profits except.under the conditions of this regression analysis. In /
- G reality, Jhese factors may be tied to percent_equity held &
- workers, and it is only by statistidally controlling the latter factor ,

_that the others arc fourld to have the negative r/elai.ionships. This

*" point applies to four of the other predictors, as shown by the table

- of zero order correldtes. ,

> »
- {‘\ . . ¢ . . . . ' ~
2. For five directly owned companies, the profit figures had to he adjusted because they
distributed a portion of their “profit’ as wages. The sum of average wagc ‘differentials \
hetween work® owners and nonowner workers was added to the formal profit figures in
cach of these cogmnnf@s’.
)

¥ )
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*

" Regjestion Coefficients for the Predictors

of **Ad g:hed" and “Unadjusted’’ Profitability - ~ )
" Predictor Adjusted Unadjusti
ESOP (=0) vs. 'd'irect : . ‘ i
» ownership(=1) ..7........0..* -22 -‘3'4 ' o o
Percent erﬂployeos ' . o
_ participatinginplan........... -.30 -.31 .
A Percent equity owned internally . - =31 -.19
Percent equity owned by workers ~1.02% . 8. /‘\ -
Worker representatives - . ‘) :
on board ofdirectors . . ........ -.18 ' -18
Employee stockholders vote . . . ... -.05 \ -.24
Multiple ro.. ...t T2 4.,

Source: Conte and Tannenbaum, Employee Ownership, 1978, p. 25,

- Note: The data necessary to Talculate the adjusted profitability ratio was unavailable in
o« five companices of the subset and five companies Md not provide information concerning all
ol the predictors in this regression. The number of cases in the adjusted and unadjuslcd
cells are therefore 20 und 25. respectively. ‘ .

pC.2

.
’\The analysrs is partl ularly noteworthy because it supports the
common scnse idea that lower-level workeess are ‘only more
~ . productive when it is dnrectly in their interests to be so. The other
predictors, without the crucial factor of workers owning much of
the equity, are characteristjc attributes of employee participation’
sehemes and of situations where the managers rather than the
workers, are the major beneficiaries of the firm’s activities (i.e.,
“percent owned internally” factor). The 'Qplication is ‘that
articipation schemes without a substantial component ofgihe
€cneﬁts accruing to workers will, not be much, help in rajsing
profits. Appraisals of participation plans by Brithim (1972, . 975.)
and Nord (1974, 1975) furthes support this contention. CEFY
provide such a benefit for the W(zrkcr owners and might be fible to

impreyve pgﬁo?’amc | N
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Correlations Among Aspects of Employee Ownership and Profjtability
. - . . ) . . '
« . N
» Stock plan Percent - Percent of ercent of ' -
‘ Profit Profit vs.direct *  employees  equityowped  equity owned Workers on
. 7 ! (ndjusted) (uandjusted) ownership " participating intermally by workers board |
Charncteristics (N=20) (N=25) (N=78) ., (Nm78) (N=75) (N= 15)‘ (N=T78)
ESOP (=0) vs. ' . Tl L
direct ownership . . : . . .
- (=1) 48 27 no
.Percent employees : ‘ o : , S T
participating .33 .29 .3 < . .
Percent of equity . ) - " o : ‘ o
Wowned internally =~ -.02 -.06 19 284 . ; ' oot
Percent of equity ' . . ' .
owned by workers .60* 31 68* - 4 344 e
Workers on boar'd L .08 R T3 .08 04 . XL
‘ Employee stock- > g _ - _ LN
holders vote .30 A8 P .. -68% A1 ~ .1 A7° 220 ,
. Source: Conte and Tannenbaum, Employfe nershipa1978; p. 26. o . ’ .
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Conte and Tannenbaym were also concerned with managers’ . =

subjec;&e appraisal of employee ownership. In general, managers -

in the firms thought employee ownership had a positive-effect -
on workers’ attitudes, productivity,. and firm profitability. They -

. also mmrt a detailed study of a firm which had recently adopted.
‘v AN employee owners’hlp plan Company records showed that -

o gnevanccs and waste had declined, and that .productivity and ’

v profitability had risen ip/ the period immediately after the .
mtroductlon of the plan. Thc autho}rs conclude: . A

»

If employee ownership does have.an effect on the eco-,
. .nomic performance of a company, as the data of this -
. _study tentativlly suggest the explanation may be found, .
: : at least partly, in the effect of ownershlp on the

“

- employees themselves (p. 28).

Further evidence is provided by a study comparing ‘12 lsraeh/
nfanufacturing firms, half conventionally run by ‘‘management’’ '
and half*‘cooperatively’” run by Kibbutzim (Melman, 1975). Six y .
Ty matched pairs of firms, mcludmg ‘tool manufacturmg, die casting, S
-« * 'plastics, machine sh0p, and -canning - were compared * on
., productivity of labor and capital, as well as proflts per worker amf
costs of administration. Table 4-3 summarizes the.comparisons by
- listing the better performing firm in each mdustry or both if equal
performance was apparent. .

Though the study examines only a small number of cases at a
singlé point in time, the results at least suggest that ‘“‘coopegatively -
administered industrial enterprises can be as efficient, or more .-
efficient, than managerially controlled units’”’ (Melman, 1975:

212), and an analysis of the capital assets of the firms supports
organization structure rather than snze as the explanation for the
Jindings. : ‘

Two case studies by rgfearchers in the New Systems of Work . '’
~and Participation Progmm at Cornell University provide some
addmonal insights. Long s (1978) study of @ trucking company in
- Canada owned by most of its employees showed substanngl
improvement in orgamg\tonal performance. Labor turnover
declined 30 pereent and damage claims by 60 percent in tlie first o

Y I
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Summary'Ranklnmﬂlanagerlal (M) iersus Coopentlve (C) Y
) En(grprlaes by Crllerh of Eﬂlclency .
: Sales per  'Profit per ‘P.roTIt/ 'Salgs/ _J . Administrators/
Industry man hour ) worker = | . capital -'auétQ _ production workers
1 s * . . v ¢ P L]
Tools M M M. KC.CM} M
Instruments M C ° M .M : . C
Diecasting M-C C C - c cM .,
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” two Years of operation. Freight handler productivity improved by
5 percent, and a substantial profit was made compared to losses
qe\previous five years. Loy also found higher levels of worker.
integration, involvement, commitment, and satisfaction. More-
\.0ver, participation in plant decision making had not changed,
permitting Long to attribute many of these improvements to th
y oy)nerﬁhip change. _ ?
- [ ¢ .
' Similar improvement. in the quality of upper and lower level e
employee xvput has been found in the study by Gurdon (1978). In
ghis c{ se, fa_small knitting mill owned by a- medium-size
corporation had performed well until it was sold to a much larger
corppration, Cluett-Peabody, in 1968. By 1974, after some major .
managembnt errors, sales volume had dropped about 70 percent,
" the mill suffered d loss of $11 million, and Cluett-Peabody decided
to cut back the work force-and eventually close the plant. Under
the direction of the top manager, a group of the employees bought
the firm in 2975. The company president, freed ‘from the
constraints and mistakes of Cluett Peabody, made changes- which
* have restored -the mill’s profitability. Regardmg lower level
employecs there’ lfave reportedly béen significant cost savings m_
quallty control, .wastage, plant cleaning, and pllferage

*

I

Analysis of labor product‘mty is partlcularly dif flcult to obtain,
anid direct evidence is not available on the MVCC case, though the
.-firm has certainly been in an improved position since the
ownership change. The exact cause of the improvement may only
. be inferred. The issue raised here, however, is éhat ‘CEFs may
benefit from their owners'hlp structure in ®rms of labor
productivity. If so, the CEF’ strategy in plant shutdowns would
- minimize the trade-off by imprdving economic outputs without
- incurring social loss. .- N N
, -y
“apital Inputs ' ‘
The process of plant closx)e and loss of jobs is triggered by the
functlomng of the capital allocation market. The assumption that

cotrect decisions ar¢ made ‘in this market is questionable, and
. CEFs provide a- possible mechanism to improve market

"

¢ “
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performance by correcting several types af capjtal market ‘failure.

The assumption of proper functioniig may be criticized on"the
~grounds that (1) the allocation process does not make correct
- decisions even according to its bwn criteria, and (2) the allocatioq

process itself is samehow incorrect. .~ PO

Stephan Michelson (1977) develops these critiques in an analysis
of four types of capital market failure.'He begins by categorizing

production costs conventionally as monetary or non-monetary
and internal or external. The costs are classified according to their”

appearance in calculations regarding a firm’s production process,
and internal-external refers to the inclusion of a cost in the firm’s

"internal monetary costs. Micltelso

,accounting system. Most compa&i‘es are concegned--only"witf\.

hen aefine_s the four types of

market failures. ¢ ¥

to place capital where it makes a maximum internal moneta

1. Market Failure 1 (MF]) occurs when the capital market fai'l(s -
y

return through ignorance-of the opportunity.
L ¢ .

2. Market Failure 2 (MF2) occurs when the .cap'i;al market.does

N

maximize internal monetary return, but by other criteria (the:

other costs of production),the capital allocation is ‘‘wrong.”

3. Market Failure 3 (MF3) occurs when an actor in the capi}al
market is aware of the opportunities tb increase internal
monetary return but is constrained ffom doing so. . '

4, _Market_Failure}(MF‘f) o_ccmﬁs when' the capital, whether

maximjzing only internal monetary return or social return,
givennx\e resources available to it, fails to produce the return
it would ‘without additional cost through a change in-some
legal form such as ownership and contgoL(l-97’. 11-12).

These analytic categories are not: exclusive, and'a situration may
involve some or all of such failures. An -evaluation of community-
employde ownership is important "to this anz_iiysis because
§uggestive evidence of all these types of failures-can be seén in the
case being studied. Can the circumstances in this case and the CEF
form of ownership produce more efficient use of capital? -

N




- ownership one. Conventional private, but. local, ownership wil

._MarketFallurel L ',, ;

f\

of CEFs may be the lowest in regard to MF1. The argument is

based on the idea that persons with local or speclahzed knowledge . -
may- see. 0pportunities not heeded by the conventional -capital -

“allqcation process dominated by large corporations. Al;hough thns _
: a‘ivantage is presumably a facet of CEFs, it deriv '

local process rather than solely from bemg a commumty-emplo

presumably also have this -advantage. Thus, s evaluations must
properly consider differences between aiternatives, the advantages /.
of CEFs especnally lie in correcting other types of .allur

only one avallable to estabhsh local ownershnp
There are. indications of MF! in the MVCC .

" motivation behind Sperry Rand’s decision to close down' the .

“Library Bureau is not entirely clear, but may ‘have resulted

-partially from ignorance of the means by which their return on .

capital could be increased. The new management increased ‘the
firm’s profitabilityf and probability for-its future prosperity by

“acting on _their intimate knowledge of -the library “furniture

industry and market. Their market position was strengthened by

“ purchasing a competitor’s product line. The new management saw

b

that a new drying kiln would both aid-their productivity and -

'provnde additional revenue (through selling dried lumber not used

in the plant). Information was obtained on new majgkets, andythe
firm began selling overseas (Middle East) an'apromotmg amew
line of voffice fu?mture - . : e '

v Lack of mformatnon and actnon may have operated on two
levels. Sperry’s - top management ‘was primarily involved in
electromcs and may have beén disinterested in a small library

“ furniture factory i in upstate New York, which was .obtained asa

: py-product of a mérger. The information on which the MVCC
_ acted was available to Sperry; in fact, expansnon to the Middle

The $ituation where capital allocahons are inefﬁcietf becausc of . |
. inadesquate information regarding opportum{ies for their useis the - .
“most conventional fgzm of failure. However, the relative efﬁcacy A




East had been suggested. earliér but the top Sperry Rand ,'
._'leadershnp was not interested in gekmg it out.

P ’ Ignorance of opportumms may also be associated wnth Sperrys - "
" useof the Library Bureau as a:training ‘ground for Sperry Rand-
. . management. According to reports of current firm managers, .
. .there was a continual processnon of management personnel, none ..
v .. -of whom stdyed long enough to becom&ully knowledgeable of -

., the business, or, who had little motivation to. make substantial
»> . changes bccause*”they would not be there long qnough to
‘ personally profit from them.

Matket fallures whnch occur because of lack of mformatlon on
opportunities suggest that some plant closures might be avoided if - _
the relevant decision makers were less ignorant about opportun- . >

-, ities to increase returns. Thelevidence in the MVCC case
exemplifies this form of failure in the sense that opportunities .
were ignored, but full information might not have altered Sperry S
partlcular decision. Sperry may- have obtained higher returns in
the electronics industry thani in the library f urniture mdustry, even
with a firm in thedatter operatmg under the most ndeal conditions. -
In this situation, the correct decision according-to conventional
firm-oriented criteria is to switch capital from a use such as the

- Library Bureau to a means of gaining higher returns. This type of '

Y smarket failure, though perhaps the one most likely to be exploited
" by CEFs in the near fuguré fis I€ast applicable to an evaluation of
.the differences between CEFs and. m\gre conventional approaches

to job saving.

Market Faqure 2 . ’Q ) .
Market Failure 2 is more ormcal to an evaluation. of CEFs * )
because it argues that capital allocation based only on mternal =
monetary criteria is ‘‘wrong’’ in the sense that it ignores the other
costs of production which are generglly termed. ‘*social’' (Kapp,
-1950) or "Externalmes.” Assuming that these cf)sts should be
counted, CEFs are rinich less liable to MF2 errors. CEFs will take .
_social costs into account because such factors' affec;, the interests

of the parties compnsmg the firm ownership. . - »
. R :
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}Tl\e)raditlonal (Schumpetenan) objection to use of social costs‘

is that- long-run_ firm performance, unhindered’ by, social cost
- concerns, will make up for the costs imposed, Lack of evidence for

both the traditional and social. cost acco ntmg viewpoints makes -
" the -issue highly debatable A substantigl body of literature has:

developed which argues shat Schumpeter ‘was incorrect aiid that
better social aecounting wnll show. the crucnal 1mportance of soélal
cost consnderattons o -

‘The contemporary analysts of social costs is gencrally\traced to..

Kapp, who defined these costs as “those harmful eonsequences
and damages which third persons orthe community sustain. as a
. result of a productive: process and for which private entrepreneurs
"~ are not easily held.accountable’ (1950: 14). While he recognized
the short-run optlmahty of externalizing costs, he” qucsttoncd the

costs were likely to oppose the productive  process. Changes
regarding pollution regulations, workefs’ : compensation and
unemployment insurance represent a ;ecognltton of these costs.

. \ Y
' More precise social accounting criteria have been suggested by

- the American Institute of Certified Public Accountants in a book
titled, J heMeasurement of Corporate Social Perfarmance (1977).

It suggests that flrms begin to collect information on “

(1) participation in community service anc’quahty of life "

- activities;
, (2) plant location and relocatton,
(3) direct employee-related effects (mcome, psychologlcal

- opportunities. given, etc.); , _ L
_.. (@) utilizatign of"local businesses; ' T - .
" '(5) impact oh the physical environment; ) T
i (6) impact on soéiOpolmcaI infrastruggure and culturttl acttvmes
(1977 162- 3). . .

Smce plants often relocate rather than simply close; the
accountants suggest a procedure which ‘‘would show both the
positive and negative effects on the two communities afd the net
consequence to society’’ (p. 160). v

o
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stability of such a system becalise those asked to pay the social )
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There has bcen a constant stream of research reports “whlch &
* algue , for social “audits,- corporate responsrbihty and  human =
_ resource ‘accounting (e.g., Brummet, Pyle and Fl mholtz, 1968;

* Chastain/ 1973; Davis and Bromstrom, 1975; Edmunds, 1976).
Firms are sometimes forced o’ provrdc some compensation ‘for
' these’costs, part icularly when faced with public outcries and union
contracts. Sogs€ states are beginning to require severance pay, but
such factors are clearly subsidiary in the decrsron makmg process

regardmg plant closures._ _ 0’77

o For example, Whrtman and Schmldt (1966) pub@sfiedadctal\ed

‘ - study of the process by which General Foods Corﬁo;gtlon closed

down four older plants and tonsolidated their opel‘at,iqns atanew - -
location. The.study is regularly cited as showing ghe ideal, for AN
corporate behavior in such situations (Management and Economlc Co
Research, Inc., 1978) The social cogy,concerns weé have been
discussing are dealt with in the chapter “on .public relations.
Similarly, Sperry Rand appears to have-seen the community

effects of plant closmg as bemg pnmarlly a pubhc" relations
problem .

~ This is not to suggest that the social sanctions implied in the
concept ofa public relations problem are not real. In fact, through
the strong threat of political repercussions by political representa-
tives, Sperry Rand was forced to take account of social costs and
ultlmately removed a tnajor blockage to the MVCC purchase.
~ However, during the same period as the lerary‘Bureau purchase, -
Sperry Rand also decided to clos% a large Univac plant in nearby .
"Utica, A major campaign, including pressure from the,state
senatobs, the governor, and local politicians (as well as'substantial
ﬁnancﬁl incentives) had no apparent effe¢t on Sperry’s decision.
- The plant was phased out in early 1977 th the direct loss of
aboiit 1,000 manufacturihg sector jobs. The social costs imposed
had no major role in the* decrsron making process by which the
X capital needed to provide the jObS wds reallocated.

¢ L4
— In coﬁast a CEF would have had to give more weight to the
' costs associated with social demands, at least to the extent those
'costs are 1mposed on the local community anﬁ the employees. The

L4 L4
.
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-« - case for considering socigtfcosts'is-fl strong one, and’thes¢ factors

" have been_included in the cost-benefit -analysis. Differences - -
between CEFs and alternative  job™saving methods. regarding
* concern for sogial ¢dsts are important to the evaluation. '

' .
“ ”

Market Failure 3 . ° - 7 SRR R

[

Michelson points out-that thef‘c’onventional capital allocation
~ process sometimes fails to maximize returns, _.not'be&us.e of :an
inability-to identify opportunities or not wanting to act upon -
_ them, but because of legal, social, or size constraints. He notes..

* that: .- .y o Do

- A 4 : . . . .
_ Inability to put land- packages -together, inability to -
 finange, or countervailing forces (environmental protec- . - !
tion or costs imposed by a militant population, -for -
exdmple), sometimes block the placement of capital.
The public power construction done by the Tennessee
Valley Authority is an example of govérnment action in
the..face of Market Failure 3. -Redlining, another
. example, occurs when individual banks, fearing that
~ * other banks will not lend in an area, themselves refuse tQ
risk investment. This might be considered a problem of
scope, an inability to control the total flow ot tabitgh in
. an area or a “‘fallacy of composition.”’ Each. instig tion
fears that other capital may not be forthcoming;-add, to
avoid risk, withdraws. Looking back, their action wilj.
have -been justified, even though, overa’l,,proﬁtabl(
opporgunities ac'tgally did exist (1977: 4). ° .

. MF3 is appropriate in tWVC‘C case because. one of the
constraints which. affected capital movement, and thus job’
availability, was sizé. Local private buyers individually had neither
sufficient cé}sit'al nior.enough political support to make the/Library
Bureau purchase; a combin#d communhity effort was needed. The"
.community, #cluding the employees, together were a large .
enough grdup to supply the necessary risk*money and equity. The
~ combined entity was large enough both in the sens¢ that the

‘ re,sou?ces'could",be obtained, and:in the sense that it could take the

lh
-
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. r’nk beq;eﬂw‘ investment bf any ;wen indwidual was st:tbtll‘ ‘”f'he
commuﬂty-wide efﬁrt Q,tta,med a degfes of lemtimacy w.hlch

't¢ obtain. A conyentiohal priy 1é drganization or ‘one with’a °
B S ﬁ\arrow ‘support ‘base would Kot have obtgmcd the. widespréad
-, ‘Votuntary.»help whigh enabled. the & tl'aordmary “Sive the LB"
. .';._ canfpmgn or the gen’.-ral public s sy&ppth? and u)terest oot

gartly based-&n slze, and partly on its umque base of support The-‘
l entrepr'eneurs who wer'e aware of the returns fo be obtained
-, fronrthe Lﬂ‘.were toosmal}in terms of finhncial sesdurces to.make

. . . o, ] s - et i N (. .
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- »' X '.: made the vital political suppott and government ﬁnancinz etdern .': ;

'[’hg: MVCC does appear, to have bvercome a market deﬁcnchcy.-. "

«!"* the purchase. Orgatizations - la‘ge enough to buy the ‘Liprary ~

B saved the Jobs o ‘;/ e

EE
L

", where conventional qrganizations are constrained, but limited at
. othier points: Small firms face the chronic problems of small

.. -limitatjons on the total amount of capital which could be raised.
‘Thus, buying a steel plant, such as Youngstown Sheet and Tube, is
‘far more complex and the org,nzatmnal form of the CEF may
require adjuStment

At the same time, the CEF ptovides an 3'ption which was usually
1_0utsnde a compmunity's range of solutions to jOb creation and
maintenance. Similar locally based commumty development

‘ corporatlons have sometimes been able to overcome difficulties
resulting from area racial composition. lnvolving local residents i in

East Los Angeles Commumty Unton

" ~ Market Failure 4 t

: - This form of capital mlsallocatton has the most mtngumg
onomic ‘and pOlltl(.al implicatlon chhelson suggests that

!

._Bureau were uninterested. or. unaware; The CEF fi lled thc gap and .

Whether the size anq flexnbnlity of a CEF is alway appropriate-
is. problematlc This organizational form has-Somé¢ advantagés

buginess development has - been successful in the Bedford- .
- Stuyvesant Réstoration and Development Corporation and the_

business such as the- inability to absorb miscalculations ‘or take .
agvantage of economies of scale. There are probably severe -




« " greater returns might be availt_ib.le'gf the form' of ownership were
" changed. He asks ‘‘whether: thﬂ;urn to the activity is the same

“ . When outsxders ate owners’’, (1977310). In a argument consnstenl
. with the notiqn that local contfol ! will increase productwnty,
+  Michelson remdrks that different rates of return may come to an_
.. eritérprise underdnffercnt ownets. ln thls case: . - .
« ' The capltal ‘market is’ correct 10 l¢ave and the workers . ° %
. are correct to. purchas€. This is a :potentially powerful
.. argument, It says that by restructurmg the omlcrshlp of .
' a stock of physical capital the capltal can become more

productive. ; : . Jn terms of real regources, dhanging the -.
. - form of ownershlp ay get ﬂ)u somethmg for nothing
(p. 10). R VO , .

" This is precnsely the argument advanced by other wnt,s such as'
. Louls Kelso (1958)° who "have” advocated. Employee Stock
J ' Ownershlp Plans, but it inglso consistent with the lcfef*hm local
.7 ownership and control, with or without the workers ay be more
effective than fbsentee ownefship. - t',/\J '

: M~Potent|al gains to worker controlle,p firms discussed earlier
this" chapter must be weighed against pétential dlfﬁcultles, .
particularly when workers - are first’ bec?mmg involved' in .
decisions. Worker owners may over=aHoca(e current cdmpany !

N income to consumption, nskmg investment capability. Collcctlve

decision making requires‘practice to avoid slow reaction time and .

_ ""h * excessive conflict; and workers may resist technological thanges

which threaten jobs, thus perpetuating obsolete technology.

-~

N
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Size and Technology ' N

DlSCUSSlonS of orgamzatlonal productivity mevntably mentlon

the lmportancc of firm size and the technology of production, but

L these variables have ambiguous effects or are inapjropriate for a
-7 casestudy such as this one. Size contributes to techyical efficiency
S through cgongmies of scale (Bain, 1968), but the contribution may
' . reach Xg maximum at a fairly small size (Stein, 1974). Most
: employee owned firms are fairly small and claim advan )ages in the
. psychological health of workers (Komhauser, 1965; Klrsch and

R * .4 ;
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. Lcngermann. 1972 “Kohn. 1976), increaseJ Qexibnlity. and-

o reduced administrative costs. At the;samc timg, they suffer the
- disadvantages discrsSed earlier regarding capital and the abilityto -
- absorb @vcrsnty The relevant issue for -comparative study is .
. “whether the cmploycoor emp]oyec-commudnty form of owpership .

i

. : L /pn be adapted to.a large scalc ﬂrgannzﬁﬁc{\ " '__‘., K
‘ q;l' échnt)logy prpscnts a snmllar problem since it is largcly .
ernlined. by the type of output-the organization \xishes to
- produce and the capital invested. Most cooperattvcs have been in
labor_ intensive mdustncs, and the critical issue is whether the
_-gooperative fdrm itself can exist in capital intensive production or
if the capital required has simply been too large for most of t
organizations. There is no'glear theoretical rationale for ar ng
_that the size or technology in a plant threateried with closure will
"+« alter the production transformation curve. However, comparatlvc
studies focused upon these variables. might show that size and
technology constrain the ability tq initiate a CEF. This case cannot‘
/adequately address the lssues involved. .
4 , N

Socm Waumnn

_ The positive benefits which accrue socnally are more dlffxcplt to
. enumerate because most social indicators of the quality of’ l,fe Ve
“appear ag avoided costs in this analysis. That i is, economic welfare - _'
. might increase, but social welfareZemams constant by avoiding
the stigma of unemployment, the ificrease in psychological stress, «
. marital disputes, etc. Avondmg social costs is a benefit in itself
. comparegd to other shutdown cases, but such benefits are available
from standard retraining, supplementary income, and relocation
assistance. However, one critical benefit derives from . the
¢ particular form which the establishmgnt of a CEF takes. ‘ v

The community sociologist argues for commumty viability in
terms of local tnhty to cope with local problems. Communities
should have the abjlity to determine their gwn economdt fates to
the greatest degree possible. Absentee control - prcsumably
decreases this ability and &aves commumties in the hands of
national or at least extra local actors. The ability to solve local _
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:problems jsa funcuorr of iocal resources consisting of capital..~

knowledge, and the capagity to mobilize these resources. The last’

~out the abrhty to draw on these resources and use them effectively.

~ abilityto coordinate ef

A

orgamzauonal basis for action; little is accomplished - e

Organizational capaclty is & critical element.in polrtical confhct K N
at all levels, from local decision making: through interest group . -
efforts. to influence legislatures to revolutions. Influencing’

L. . 3 i“ o
. , y
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" factor is most ifgportant as capital sitting ‘in-banks and mattresses . - e
* or knowledge of how to obtain fedefal l?nds are of little use with- '

" The ixse of resources re}gurres a supply of human energy &nd the o
ort. Without organizational skllls and an.

community decisions requires an organizational basis of power

from which to mobilize population. Laumann and Pappi (1976)

. show the importance qf clite‘organizational connections in the
German community they studied, and. Crain, Katz, and Rosenthal -

(1968) provide evidence of the 1mportance of orgamzed intefests in
ﬂuorrdatlon controversres ' .

-

"Current interest in a resource’ mobilization approaoh to social-

movements is more to the point. Organizations are required for
““mobilizing supporters, .neutralizing -and/or transforming mass
. and elite publics into sympathizers, achieving’ change in targets’’

(McCarthy and Zald, 1977: 1217). Revolutions apparehtly resulb\
not only from high levels of discontent (which always exist), but
also from the ex‘lstence of organizations which may be used to
‘mobilize population resources (Oberschall, 1973). The infrastruc-
ture of organizational relationships controls the ability of a social
umt such as a comgnunity or political mterest to act.

As a result, a community with few organizational units or a
number of organizations controlled outside, the community will
los¢ the ability to act' i

threatened plant.nigre difficult, but when the effart has been

" made, as in the establishment of a CEF, new relationships have

been created and orgamzational capacity increased. Thus, the
suceeszul mohhzauon effort:leaves the community m a better

, position to handle fytyre crises in terms of knowledge, skills and

- . -
e e
» . - Lo ) .

' 14

/"its own behalf. Low levels of
orgarrzatronal capacity would make community action to save a .

. . . . , 3 ' . 3
. ’ f ‘o ' ' ' . ' . . . ) '
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i welfare bears rcexammatlo

the ability to mobilize resources. The creation of a CEF may-

produce an increase in social welfare without cost to thc economic

'sndc / .o

 COoNCLUSION - L vy

-

The theoretical perspective _propdsed_ here sugg'qsts that the

traditional unalterable trad:\off between economic and ‘social

transformation curve. The discussion is s tzll largely theoretical,
but it provides one possible answer to Mic

and Ianguage which permits communmes to explain why the
community should be the basis of economic-activity. Local control
through CEFs may result: in: (.I) better mfo‘rmatmn regarding
investment opportunities; (2) the consideration- of social Casts;
(3) increased productivity; and (4) improved abllity of ‘the
community to meet future crises, ’ B : ’ ’

i At the same time, the traditional trade-off view has developed
evidence supporting the notion that plant closings reflect correct
m t réactions to changes in taste, technology and production
%nd that.in the’ long run, society is better off by leaving
economic.change to occur unencumbered. Even if market failures

. exist, correcting them could represent gnly minor, fine tuning of

the capital market and scarcely merit drtention. Social costs are

: wndwled by society and, given time, the social systemr adjusts.

Though the cost-benefit 'analyms addresses many of theg
'-qucs(\ons. itis 1mpossnble for a single case study to resolve all f
the points raised in the (ﬁSCUSSlon -Such questions are only
resolvable by society’s expressions of preferences for econo
and social goods through thé political process ang_ipdividual
choices. What this cost Jbendfit analysis doe$ is give an oxample of

* Which factors cart be considered, what methodology is appropnate

for ~evaluating them, and what conclusions may be drawn
rc}_ardmg the specific-events in the Mohawk Valley.,
' »

. ¢ . ' N
’ . ’ ..

T T T T T

and that CEFs may provide an-
" opportunity to move the output -of benefits to a higher product

elsop’s argument that
‘community-based economic development requires a .framework -

Codlge L S/
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y 7 In this chapter, com‘ﬁdr(mity-em loyee purchase of firm;}ﬁ;_ a
- an

»

means %o .maintain creafe -jobs, is evalfmted through a

- cost-benefit. analysis “of _the. Mohawk Valley > Commiunity
"‘Cqrporation purchas( of theg.irary Bureau. The criterion in this

form of evalnatnon is whether/or not the ratio of benefits to costs,

& s.een“‘a{ the time of the purchase decision, &yeater than one.
[4

" Cost-benefit analysis generaHy requires considération- of th?
fesible alternative fburs‘es of a}on Two basic alternatives will

- be analyzed here:

(1 purchase and_ operati f: the plant under COW

B commumty«z«\gfoyee wnership; /

(2) complefe shutdownof the Library Bureau, as planned by the -
Sperry Rand Corporation. t.

. T e
-~ .. -

- No other altematlves were likely/ ThCre were no ofher prospectlve

buysis with- sufﬁcnent resources. _ J

The costs and beneflts arg estlmated for a five- -year pglod from

# the date of purchase. Though the ofiveyyear_period is somewhat ®

arbitrary, it also reflects the possibility- thag‘the community will

sell its finarrcial interests i the compaﬁ'y after sederal years,

Within the ﬁelé of community economi a‘évelgpment a
developing strategy in declining areay is the governmental or
quasi-governtiental organization of an enterprise which is sold = -
once it has attained viability—that s, a. "Spm 6f f? approach In I

s ! .
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T the pammnart:ase o f'ﬁeﬁcf,.an Bmployee Stock Ownershnp S
- . Plan has been instituted which:may cventually buy many,gf the \ ;-',j ,:

- ,shares now: held by the commumty at ,large rather than b e
Tlme is no assurance that suelra stock transfer wnll ocgur, but Vi

this asspmption . ento.l,l?s a\funher dif.fer‘entlatlon between the '
evalugtion of this particular case and the sitnation in which the - ._
- “distributiogiof sharés-is fixed by the orxannzaﬂon"& charter. When * '~ -
. distributions of ‘ownerskip are fixed:(sce Long, 1978), the CRF " .- .
" remains indefinitely owned jointly by:the communiéy in gentral, as‘-
well as- the -employees. Such an arran“‘e‘ment may be quitey, .
important because’ many - of the" relative advantages of ‘a CEF
“accrue in the longterm. For example, a CEF faced with the need.. 3
to make a new allocation of capital locally or-elsewhere is more™

" likely to invest locally and maintain community jobs'»because df g ,"
- ghe basic congruence of interests between corporauon and, i .; _
'commumty In quantifiable cost terms, atong term vnew increases' ‘.

“the favorability of a CEF because-the he: purclq\se cost ‘is
incurred early, whereds the expectation is that ‘the bene{its vgill
accrue as long as the company survives. Howev r, the long term
effects (beyond five years)are not consider /ed’ in this past of the
evaluation..A relatively short time period is used because Qf the -
doubtfulness of predicting the success of enterprlses'subject to the

-+ market, and the.intention of provndmg a conservative estlmate of :

" benefits, rélative® costs. A , .~

i

ce

The analysis assumes that .the feaslblllty studles completed
during ‘the decision to purchase the firm' are an accurate
representatron of the expectgd value® of the financial stream of .
“benefits accrumg from the continued operatlon of the plant under
the MVCC It is not the lntentnon of the present study to perform a

B . e~ ¢

o
1. “Preliminary lnformauon for Proposal to Purchase. Library Bureau division of
- Sperry Rdnd Corporation,” Moval Management Corporation; Marchd1, 1976, mimeo;
and Economic:Development Administration loan application documems, June 24,1

mimeo.
* 2. The expected value is obtained by assngning probabnhties to th&)ossible r{ge of /f
benefits and obtaining a weighted average as the benefit' figure. This procedurc a?so makes

-

an adjustment for the perceived riskiness of the prolect - _ " .

1

M
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fuli.scale convennonal feasibility study of the firm. Such «ﬁhay is ~ .,
.an’ obvious ‘first -step for * communities  ‘and/or " employees .~ -
“considering a plant acquisition, but thé techniques: are quite well-

.. ‘known and do not require" repetinon ‘here.- The feasibtiity' S
“evaluation is taken as a stepping off’ p&}nt ‘and the costbenefit .. [
“ahalysis of the acquisition. is made. frgm an unconventiorfal S

o vnqw‘ﬁomt-—-that of the community, Conséquently, the presenta:

" tion of costs and benefits.are somewhat different from the usual -~ -V

o format ‘An - elaboration “of thes rnodlfications required in the . . 0w
;'g. - traditional approach to costs an/d bengftts appears in Appendix A'. ‘ :

N tothnschapter R e o
el * | M

Much of this aiysis rehes upon communlty “economic base _
theory,” a modzr cominonly used by community and regional
deveiopment economlst/s This theor’y posits that a community’s
.. economic coridition-is'particularly contingent upbn it§™bapsic” ‘or -
. “export’’ industries (e.g., Duncan and-Reiss; 1956), that is, those
" which market' thieir “products outside the community. The
development effects of manufactunng ifitustries. are especially
_emphasized, 'but /?her community employment and income
soutces, 1ncludmg agncultural establishments, military bases, an}\
_ transfer payments, may “be part’ of the base. Early literdtu ‘
(W’elmeraand Hoyt, 1939) concentrated on establishing ratios of
- basic to rfon-basic, or service sector employment and income using
only ‘static analysis. Recently, researchers have ‘emphasized
_differential "effects of segments:of. the base¢ within a dynamic
framework (Welss and Goodmg, 1968 Garmck 1970).

The -aims of the theory are the effect of a change in economlc
_base on the provisioil of services in the area. Theeffects are
- categoyizet] as direct, that is those immedrately associated with the:
© change in the economf‘?)ase’?ndfrect, the immediate interindustry, v
linkageeffects, and induced the second and. subsequent rounds of -

effects. g ‘ . S
- This analysis treats the likely direct and indirect- commumty loss
_ of wage and saTary income*and the estimated loss of income from
" locally-supplied raw materials, resulting from a Library Bureau -
shutdown, as a decrease in the' community’s base-related income.




The esnmated Iosses in these: xtems whnch were avoided through PR
- the CEF are shown as benefits in table $-1. Thie losses would also - .'
- haye- had. negative ‘induced effects,’ and " the" "estimate’ -of
. avoided induced logs is aiso shown asa benefit. Further discussion .
of #ie model behind these estimates is given in the list of Meﬁts
which follows: and in- Appendi;( A to thns chapter. .

‘Costs angd benefnts are assessed from the viewpoint of thef s

commumty’ because we negard it as the dec‘s} on.making entity. -

A primanly relevant to creating employment through thd develop-. - B
ment of CEFs, Other possible. levels of analysfs whi¢h could. be -

~ used inglude the societal, the governmental and the individual. A
" societal viewpoint is the tradntiénal ideal because it would include
. the effects-on all persons in' swkty, rather than just.a subsection.
An evaluation from the view of the¢ federal government is o
relevance because plant shutdown costs of increased social servnce
payments, lost tax payments, increased support of local - _
governments, etc. may be' incurred at this leyel, and because

. communities.are likely to look for federal help to develop CEFs. '
" Indjviduals faced with job loss due to shutdowns heed to assess .
whether their resources are better allocated  saving their ' jobs
through a CEF or to. alternatives such as relocanén, retraining -or

° savings. However, this unique strategy is directed toward .

) commumty welfare and must first be evaluated from that .
.perspective. Other actors in “the social .system (government,

’ mdwnduals) must also evaluate (hls strategy «in accOrdance with
thenr own mterests : , : Ce

R

The analysns presented in this chapter is based upon the set of
assumptions regarding relevant factors, estimated values, and
discount rate8 which seems most. plaus‘ble. However, a variety of _
estimates must be made and there is little opportunity to test their . -
precision except within some range of values.. The songitivity of the

y, . : , . o 4.
, \ B! .
‘ i v " n

3. Community is defined_in both territorial and functional terms. Territorially, it'is the
inhabitants of the contigupus towns of Hetkimer, Mohawk, llion, and the village of
Herkimer. An ‘additional criterion of significant functional ties enabled the Incluslon of
firm employees not resident in the above community and farmers and loggers who provi&e ,
the. nrm s main raw material and oopemte in the hlnterlands of Herklmer (see chnpter 2).

{ )




to var] tions in the range of values a factor may t ke is

consldered in aﬁ\e arate analysis prncmed ajtcr the mai i results.

fof 3 percent and 15 percent rates in the se
analysis. A dlscount rato is applied in cost-benefit analysis

-decision maker if the funds were Invested in, the: next best
alternative.- The choice of a 6 percent rate and the method of
dealing with price changes are discussed more fully in- Appendix

A ‘1n, brief, constant prices and a dlscount ra&e adjusted for.

expectations of inflation wer ere used.

The analysis is done as if the community had undertaken it at ..

the time of the shutdown threat. PBasing calculations and

judgments upon information available and canditions prevailitg™

at that time provides an illustration of how other communities
might carry out such a study. The beginning date for the five-year
evaluation period ‘is August 1, 1976.

The cost and benefnt factors in the whole evaluation are
categdrized -as either (1) economic; or (2) “‘social, " that is,

psychological, psychopMysiological, socnqloglcal,‘and political .* =

The economic results covered in this ,chapter are presented as

i .follows: (a) quantified. (monetarily valued) benefits; (b) quanti-

fied costs; (c) non- quantlfled benefits; and (d) non- quantlfied
COsts

R . o

4. The term “‘social’’ is not fully satisfactory because, in the cost-benefit analysis
literatyre, it customarily refers to taking a national or society viewpoint. However, the only
apparent alternative, ‘‘non-economic,” has the connotation that these factors are in a
suh category and of lesser significgice. An emphafs of this study is that evaluations such
hs this must give full significance (5 factors beyond the economic, Consequently, ‘"social®
will be used here, despite its deficiencies, The national penpeuive is referred to here by
. employing the term “‘socletal.”
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The quantified beneﬁts and costs a;'e summanzed in tables 5 l
5-2, and 5-3. As prevnously discussed, the results show the present
-value of the costs- and benefits from the viewpoint of the
. community over a five“year penod using a 6 percent rate of
difCount. The present values have been calculated as if all cost and
benefit payments after the initial date occur in lump sums at the

. end of each of ‘the five yearly periods. This procedure aids
calculations and, as all items are treated- copsistently, will not

substantially affect the relative magnitudes/ of the- +costs and

benefits. Gra’(t Ireson, and Leavenworth’s (1976) standard text on

cost-benefit analysis argued that completg precision is unnecessary
as long as an accurate répresentation is provided of. the costs and

benefits, especially when significant factors in the decision makmg

are not reducible to monetary values.

n

The wage apd sTlary estimates have be’én adjusted for federal
and state income-tax payments and social security deductions.

Twenty percent was deducted from the rwages projected for
MVCC lower level employees and 25 percent for top managemeént..
Roughly proportional. lower reductlons were made in the estimates

of the incomes former Library Bureau employees would have -
obtained if the-plant had been closed. Similar adjustments were

made for other persons whose wage incomes would have been'
: dlrectly affected by a shutdown,

* QUANTIFIED Ecoﬁdmc, BE;«BHTS'
I)Irecl \?ﬁgc and Salary lncome

The difference betwedh an estimate of the wage and salary
income stream of the MYCC employees, glven that the company

operatés as predicted, and ‘the income stream of the former -

Library Bureau employecs, if the plant Had shut down, was
calculated. The total represents the avoided loss to the community
of the wage and sa!_ary'incomc, i.e., a benefit.

The MVCC income stream was estémated using"the September -
1976 employment and wage ar}d salary levels ds bases, and
assGming a § pe;/ent rise pey.year in cach. The September 1976




local Qmployment »was 250 Based on detailed plyfoll lnformttlon
" made available, -a 1976 meéan gnnual wage level a9,

o computed-for 240 of the. employees. The mean anif} '-T

- for 10'top management was calculated to-be $20; A aehe
- “wages. and salaries- are adjusted downward to aocb‘ i‘ ’ t‘or. the
. pertion of them which flow out of the community as income taxes

R ':-'.and social secunty deductions S L "> o

_ - The: incgme stream if the plant had not continued throush

" community~employee ownership was much more cOmphcated to ..
calculate. Information on the probable labor market experience of -
terminated Library Bureau employeés was obtained from federal -

~and New York State Department of Labor reports pertment to'the L .

* Utica-Rome SMS market.® Sunday editions.of a major local
newspaper for thoseptembpr l976~September 1977 period were
scanned tp ascertain job openings not notified to the Department -
of Labor. Current MVCC, employees were,surveyed to establish if
they were aware of any local job openings in the woogiworkms
industry at the time of the proposéd: plant shutdown, and to-
estimate the likelihood that a worker expected to have to move
away from the community o ) - |

“The extensive Iabor economics - Iiterature on plant closures e

(summtinzed in Haber, Ferman and Hudson, 1963 arid Holen, M,, >

1976) was reviewed to aid the estimate. Using this information .
plus knowledge of the skill, ténure, and demographic characteris-
tics of the émployees, &nd the techriology and size of the backlog"
orders of the firm, estimates were made "of the likely. labor market
* experiences of former Library Bureau employees. ‘Six majgr
employee subgroups were used, primarily categorized according to
occupatio \9} group and date of termination, in addition to a,
projection of the likely experiences within each subgroun “These, ™
estimates formed the basis of the projected income stream into the

s Labor Area Summary (formerly. Manpbwer Rcview). Jenuery 1975~September 1978,
Vol 1f No, 1-Vol, 11 No. 9; JOBFLO: A Report on Demand Gccupations, Utica-Rome,
- August 1977; Applicants and Openings; Utica-Rome Meiropoiltan Area, May 1977, Hiring

Specifications, New York State, May 1977, pp. 79-9); Employient and ls'arnlngs,
September.1976-September 1977; Characteristics of the ln.mned (/nemplowd. Utim-Romc
V- Area; April-June 1977,

Ld

'
L
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community if the plant had close:d. The likelihood of obtaining
unemployment -insurance benefits, pensions, social seturity

“payments, withdrawing from the workforce, and relocatmg were
: _all taken into account. ‘

' Unilike a study utilizmg a societal ory govemmcntal level of
analysis, un mployment insurance ‘benefits and social security
payments were not treated as a loss resulting from the plant
closure. From a community point of view, such benefits and. -
payments are a positive addition to its income stream when
emplpyees become unemployed or retire. Conversely, the. income
that persons forced to relocate by the plant closure would have

R received in'the community if it had not shut down is regarded as a
loss. Different levels of analysis can reverse these treatments or
-« disregard them as bemg only transfer effects.

\ In present value terms adJusted for taxes and deductions, the
total wage and ‘salary income obtamed within the community by
. » the MVCC employees if the plant continues operations.as expected
: ¥ (direct MVCC income) is $8,788,853. The coinparable figure if the
' plant had closed and the former Library Bureau employees had to
obtain income through alternative employment or other means -
(direct non-MVCC income) is $5,616,731. The difference between
these is $3,172,122, and this is the amount entered into table 5-1 as
a benefit. The non-MVCC direct income represents a- 36, percent
loss compared to continued, operation of the plant. under
community-employee ownership. S

Sixty-three percent of the estimated direct wage and salary
income-loss of $3,172,122 is a result of the relocation of §7 persons
. outside the community. The other portion of the loss is the
. decreased income suffered by the persons who remained and .
became unemployed, .were employed at lower wage rates
withdrew from the wor_kforce. or retired early relying upon
pensions and social security benefits. The average incgme loss for
these former employees who remained in the commupity is

_ approximately 17 percent.. This aggregate figire masks wide -

. variations. For example, the calculations assume that the younger .
professional employees who remain suffer little or no income loss,

12g
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. whereas many _of. the' older workers with few skills or
' mdustry-specrﬁo skrlls incur losses.in the r ¢ of.30-percent.
" The calculatrons are illustrated usrng\n} skilled and
_ semr-skrlled productlon workers as an example. ‘Based primarily
“\ on knowledge of the firm’s technology and amount of backlog at
* the time of the shutdown annourcement, 32 unskilled -and 8 D
. semi-skilled, relatively low tenure younger employees, would have *
been terminated.at the beginning of August, 1976. Utilizing - -
~~  Department of Labor statistics on the conditions in the local labor ,
* market, the economic literature on plant closures, and worker

<estimates which roughly confrrm the figures, the following
changes would occur: ,

(1) 10 ternvinated employees would leave the community;

- (2) 7 would have income of 4 weeks of unemployment ipsurance
(at $95.00 per week) and obtain employment for the
remainder of the 5-year evaluation period at a wage level 10
percent lower than they would have obtained if the MVCC
maintained their. jobs (3 percent overall loss comphred to
- MVCC income stream); .

(3) 13 would recéive 26 weeks of unemployment insurance and
have wage losses in’ their jobs of 10 percent relative to the
MVCC (7 percent loss); ,

(4) 10 would have 52 weeks of- unemployme\ insurance and
experrence 15 percent relatrve wage losses (13 percent loss).

The assumed relative wage losses take into account (1) the
common occurrence of terminated employees experiencing several
temporary jobs before being able to obtain steady income; (2).4
downward adjustment to recognize the higher riskiness and thus, -
lower. expected value of the chances of former Library Bureau
employees obtaining’ employment through the labor market
compared to the riskiness of the alternative MVCC i income; (3) the '
week-10ng waiting period(s) experienced before unemployment
insurance payments can be obtained; and (4) increased commuting
-gosts for those who do not relocate, but are forced to work outside .
the community. : : //

-+
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- Similar calculations were 'perfodncd for othér subgroups but
different conditions were assumed for some subgroups and
seftions of subgroups. For example, it was assumed that a lower,

- pfoportion of the older, ‘blue-collar employees would relocate, -

‘gompared to the group just described, but a higher proportion of
top management and professional personnel would leave. Further
* details are given in Appendnx B. The sensitivity analysns which

follqws presents results ‘usmg alternative assumptwns for these -

calculations. »

n

Indirect Income

The MVCC’s loan a) phcatlon to the Economlc Development
Administration states that 36 local jobs would be directly:affected
by a Library Bureau shutdown—15 in sawmills, 15 in logging
crews, 3 security guards, and 3 cleaners. These figures assume that
the lumber industry is able to largely adjust and find new markets,

but does experience some downturn. Consequently, the calcula- .

tions are made under the assumption that 10 jobs are eliminated as
- a direct result of the LB shutdown. If this occurred, and these
workers had similar ‘unemployment and reemployment experi-
ences as th¢ former LB workers, the community would have
sustained a loss of $112,873, in present value termis over the five
years. ‘ “ :
Local Purchases of Raw Materials . R
This item is comprised of the likely avoided losses related to the
plant’s purchases of locally obtained lags and sawn lumber.
Approximately $625,000 is paid out locally to logging crews who
obtain the wood under contracts with farmers, and lumber yards
wi'purchase wood locally through direct contracts with farfers.

Though loss of income to logging crews has been counted, the
loss of the Library Bureau’s 'purchases would have depleted the
income of local farmers and lumber merchants. There are other
ifdustrial wood-users in the vicinity, but they would not have
increased demand to compensate for the LB closure, and the
competitors of LB are too distant from Herkimer to dirgetly




B replace the lost demand. lnfomtion from the eompany suuests SR
‘that only -the - ‘clgse "vicinity - of the plant made WOod-selling R

‘ economically sensible for t‘atmers who generally ha've only smallﬁ L
" stocks of lumber. . | " N

+« Nevertheless, lumiber dealers assume: that some’ marlret for the ¥
~ wood could :have been-found, especially if lower: prices were

. .'accepted and. higher transportation costs absorbed. A 20- percent

loss is " estimated - over tThe evaluation period compared to -
maintaining the plant’ through a CEF. (The s'ensxtivrty analysis: -

'assumes a 10 percent loss.)

N

Other Loeel Purehases o

~The company estlmates that $50,000 per year is spent locally on - '

constructlon and maintenance work, advertising, office materials,
vehicles, and other minor purchases. Eighty percent of this has

beert included as an avoided 1oss. The underlying assumption is

that these procirements can only be sold locally and that their

" only substitutes are other locally produced and sold goods, rather. | ]
- than goods which are imports from the community viewpoint. lf -

" the 'sellérs to- the' LB lowered ‘their prices- subsequent to..

shutdown, and the presumed increase in-volume sold enabled them -
to recoup,therr losses, the shift in market constitutes a transfer of -
~ ‘community income to purchases of these goods instead of others

"sold by the community. That is, the loss has simply been

transferred.

\lnduced lncome L ‘

| Economlc base theory suggests that t\change ina commumty $
- export-related ‘émployment and income wrll have a direct

" multiplier effect. A plant closure depletes a community’s stock of -

jobs evén if those workers -directly affected are able to be
‘reemployed. A type of ‘‘bumping-down” process occurs. The
"effect is reduced by ‘‘leakages’ ‘in the form of relocations,

L workforce withdrawals, and switches from community to .
" non-community jobs, but is still substantial, especially in a

+

- commumty where the s7ply of Jc(t:s is stagnant or even declinmg
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. For e;(ampfe. wotkers first entering the labor force are more likel)y _
to leave the community and women who might otherwise have

~ joined_the workfor¢e do not do so. There.is a net loss in
community employment. o : ' :

The decline in export incorﬁe also ha effects through loivefing

sales of service firms and of ‘‘second round” and subsequent

suppliers (i.e., beyond those showh in the 'abo‘ sections as direct

and- indirect effects). The induced income item estimates the.
cumultive effects of these processes. As rated previously, a -

description of this model and. its application to the analysis is
provided in Appendix A. :

Net Value of A}uu . -
A}_'additibnal item is included to account for the possibility that

compunity owners may sell-the glaﬁt‘ 0 a non-community owner

afted five years. The benefit realized At that point is valued by
estimating the market price obtainable for the enterprise less the
cost of the EDA and bank loans still payable.The price paid to
Sperry Rand by the community is the best estimate of the market
price obtainable, that is, $4,663,000. This figure assumes that the
disbenefit to be deducted is the amount which would have been
paid if the buyer took over the same loan payments. This is the
most likely .occurrence. The reasoning behind treating loans
_payable as a disbenefit rather than § cost and the results using the

~ ‘latter alternative are shown in the \sensitivity analysis. Concern’
. over the interest of community members in relinquishing (ocal

control is considered in chapter 9.

The six economic benefits detail\d above are summarized in the
following table. '




Table 5-1

Qmunewcmnlenmﬁnu 5
. L Pmontﬂne
| . Benefits - . 8 '
Direct wage and salaryincome....;.;..._ L 3,172,122 '_
-~ Indirectincome ............. Vieeereevess s 112,873
... Local purchases ofraw matcrials...,gi, ...... - 526,500 . .
Other local procurements . ... ..... eveeens 168,480 ¢
: A‘lnducedmcome...'.--.__‘.-.......,......;._... 1,057,466
Net valueof assets .. .............ooveeeee 1,933,825
Total i e 6,971,266
Shareholders Equity '

The MVCC first Ammal Report states that the company had ..

* raised net proceeds of $1,584,452 from the sale of short term notes

‘and- common stock to enable the acquisition of the Library
: .'Bureau ‘Using the economist’s concept of opportunity cost, the-
true cost of this outlay to the community is the income which it
foregoes through thisamount being invested in.the MVCC. If it is
assymed that the community would have obtained a return from

. this-_sum at a 12 percent per annum rate, then the cost of this
. outlay is $950,671 over the five years, ‘or $800,845 in present value

terms. The sensitivity analysns presents results utlhzlng a
: somcwhat higher opportumty cost. :

. Acquisition. Campalgn Expensu , _
' Commumty businessmen donated approximately $15,000 lnto a

fund deslgnated as a ‘‘War Chest,”’ to provide working capital for .

the campaign to save'the plant. The Herkimer County Legislature
Proceedings. for 1976 reports that the executive director of the -
Mohawk Valley. Economic Development District, Inc. requested
an extra $3,000 funding for his organization due to unusual costs
resulting from ‘the campaign to save the Library Bureju.
Descriptions of the community drive to obtain the acquisition note
many meetings and communications of local businessmen,
politicians,” and othen influential persons, as - well as much




_.,voluntary work by umpn officer and company executjves and . °

* their wives. A somewhat ar\Bi ' valuation of $2,000 is placed on

.\ this activity. The total campangn costs are thus estlmated to be -
-\ $20,000. :

Ay,

Again, using the concept ot‘ opportumty cost and an alternatlve :
veturn of 12 percent, the real cost to the community of the .
campangn is $10,019 in- present value. :

"Leans
0 total of $3.6 mllhon was obtained through four promlssory

banks in Utica. The yearly amounts of principal and interest
payable over five years was calculated and converted into present

-sum nzed in table 5-2. . L

“ N
- | B . Tables2
! | o  Quantified Economic Costs
_ | : . - .
v ' \ Costs. p _ " Present Value.
Shareholiers equity . . A e Cew e $ " 800,845
/ACQUISIU ncampaign expenses ..... et 10,108
('Loans-..}.... e ST 2,250,016
‘Total".l....... e $3,060,969

" The ratio of the Lenefits"and tosts covered above is given in
table 5-3. It shows that (in present value terms) the benefits total

" notes held by the Economic Development Administration and two -

values. These economic costs of the plant‘ purchase are




. Table” R S

Comparlson of Quantlned Economlc Benefits and Com L

U . - PmentValue
) ¢". R Belleﬂ\l 8

Dnrectwageandsalaryincome..'-.r,j..',.- el 3 172, 122
Indirectincome ...... P 112,873 °
Local purchases of raw materials........... 526 500
Otherlocalprocurements.._,,'. cedeev veie. . 168,480
lnduce?ncome .. S .. 1,057,466 .
Netval eofassets et evevensee 1,933 825‘

..o 6,971, 266 - -
A 'PresentValue
- s

Shareholde;s equity.......... e ' 800,845
Acqulsmon campaign expenses _ 10,108
‘ . 2,250,016

3,060,969
2.28:1

: SBNsnnvuY ANALYSIS -
The aim of this additional analysis is to show how alteratlons in
" major and problematic parameters can change the cosf®enefit
. results. One such parameter is the ‘discount rate. Results follow -
which are derived using 3 percent and - 15 percent rates, as well as’

-

~the 6 percent rate chosen as the best estlmate S

There are a"l‘nultitude of concelvable permutatlons of ( ‘this,:
- analysis for which benefit-cost ratios could be obtained. However,
the aim of sensitivity analysis, unless being used to compare across
. separate projects, is to establish whether the ratio becomes less-
" than unity within a plausible range of variation in the project’s
componems. This analysns presents results of & theoretical ““worst

.
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- that the resylts using 3 percent-

_13'2. " R . B LS

. : . Y .' —«---.-

case’’ estimation. That is, the most unfavorable figures from the *
- viewpoint of finding a ratio favorable to the CEF alternative are
-used. This estimation employs the lower bound assumptions

regardin’g benefits and the highest possible estimates with respect
to costs. Within this format, the use.of parameter values betweer
those of the most likefy case and the worst case values is only

-required if a benefit-cost ratio of less than 1 was found in the
‘worst case;. no such ratio was found.

Thé analyses also assume that the loans payable iteth is a cost, -

rather than a disbenefit, as in the main tex{; elaboratnon follows

~ the table. - y . .
<7 Tables4 - "
Sensitivity Analysis .o
R Discount Rates o
4. Assumed Cases 39 © 6%~ 15%
1. Most likely case . 2.19:1 2.28:1 2.23:1

'2Loanspayablcasacost 1.73:1 1.85:1  1.96:1

3. Worst case ' 1.34:1 1.41:1 1..48:1

Most Likely Case -

This is simply the same analysis as'given in the main text except

throughout are -also shown.

Loans Payable as a Cost

- The classification of loans payable as a disbenefit was made
through interpolation of the rule-of-fhumb that outlays by. the

entity'implementing a project are costs, whereas benefit-reducing

effects borne by the general public are treated as disbenefits.
Classification in this case is complicated by the high overlap
between the operating’entity and the general public. Lowering the
final ‘‘salvage value’’ benefit by the amount of loans payable is-
different from counting costs incurred initially or during current

d 15. percent discount rates .

B Y 2%




_'f‘*' " ‘iz Recognizing that (bis choice is debatable, . the-ratios"prevented -
e mploy the sltemstive clsssifieation. with lll else~ remeininu

unchansed S SR
- WontCue I TN T

mwm estimates of costs were calculated. As one aspect. of -
.~ this adjustmegt, :the likely" ‘post-shutdown experiences of the
' ;;,; « former LB employees were seen in the most optimistic light -
)ustifieble, lowering the relative benefit of the CEF alternative. By

A total community loss for the 40 workers{terminated in September,
: ‘1976 was decreased, in present value terms, at aé percent discount
© arate, /from "$442;257 to $350,460. For: the: 10 “meghber top
" manasezlent group,the worst case (for the purchase) assudnes that -
.only 2 fould leave the commupity subsequent to closure, that 6 -

* . would be able to obtain local §6bs providing the same income. and

-.Appendix B) “The worst case assumptrons regarding top
management result il a benefit of $147,274, compared to the most

[ the CEF. were made for other directly and ‘indirectly affected

Y .exporturellted income previbusly obtained through the Library
.Bureau. compared: to the earlier’ assumption of ‘80 percent. The

. replacement proportion for the other procurements item was
7 in eased from 20 percent fo 40 percent _— -

oy -

: ripd remains unchanged in this analysis. This figure is a best

" estimate for which ap alternative projection wopld be too
; ' arbitrary, as the only data available is the previous sale price. The
‘worst case continues to treat the loans payable as a cost . rather
han a disbenefit as in the main text. ., :

- that 2 others would also obtain lochl jobs, but with 20 _pércent
. income losses oxgrall. In the.main text'case, the numbers assumed
« " “were 6, 3, and 1, respectivély (for’ reasons which are given in-

employment Lumber seliet:s wereable to replace 90 percent of tbej .

opemions ot‘ the plsnt under g:mmunity-emplom ownership. -. o

“For. this " analysis, minimized esnmates of. benet‘its. and

lomring the assumed lenuths of unem sloyment spells, etc., the L

likely case amount of $302,779 (using the 6 percent discount rate). - "~ .
' Similar downward adjustments in wage and salary benefits of ‘ '

he estimated sale price of the firm at the-end of the evaluation i
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Thc lnduced lnoome beneﬂt \m ulcumed emp'loylng tha umc AR
'model but with a greatly reduced export-lneome drop mmurln.

. .. the.exogenous chante, Thls multéd in, lowcriu the. lMucod
. benefit by 44 percent. : :

the cost figures were incmud by mumin‘ the equr ty nnd- : A
_campaign-related fesources had an oppdrtunltycouequllto those " ..
‘resources obtainin; & 15 percent retyrn in' alternative: um. Ve
- . compared to the 12 percent earlier ised. The cost of loans already

~paid is actual—~not estimated—and {s unchnn;ed inthh andlysis.
- . The costs side in this-case is substantially lncreaud by lncludlnz i
' loans payable o . . ) _-},_;

Yo Aol
. - . .g'
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Non-Qumﬂmn Ecouomc Bnunrm

This section inqludea economic effects whihlwere not uble to be ,
quantified ‘within' ‘the scope . of the’ study. . The: lack - of .
quantification in no way: dlminishes their signmcance to the: :
- evaluation. On the contrary, the benefits analyzed here regarding -
* local taxes and, especially,’ the gain in community control of iu
economic base are of major comm\ﬂty signiﬂcance. . .

, e, .- T
Property 'l‘ax Beneﬂu , o
. One likely résult ot‘thg closure is a reduction iA the real estate .
~ "taxes paid to the village for the land and buildings of the- closed
- down plant. However, a predsc accounting-of this loss is quite f
difficult. Despite the closure, Sperry Rand would, still\initially
" have been liable for the same-taxes. The taxes are based on the
, assessed value of the land and buildings and whether or not a
business is operating, is, in theory, irrelevant. There may even be a
short term gain to the community government. Revenue woulM

the same with fewer people and lower demand for some_services.

‘Nevertheless, in general, a cessation of opcratﬂons in a large old
plant in an economically depressed gegion is likeiy to lead to lowq
. tax revenue.from the property. , ' ™

There are several ways in which this can occur. A conf’p.uble
case is provided by the shutdown several years earlier of another --

. U,t "I T
.‘, 5 ! -




Lo, ureement to pay-ofly a pg

. -the. first year of the a§
S jc&\dltio% _
~ but then“Stan

old wooﬂworklnu comptny ln the vlllm of Ho}ltlmm th. SRR
éumdard Deésk Company factory. In thatcm,the companymade : -

epn
ents ocCurred for two'years (fiscal years 1973-75)

became .owned by the local lndustrial dev;lopmeht - Agency.

" Property owned by the agency is tax exempt. The slte and bulld ng
. have’ remain : unuaed over the past few. years, - : L

PR

- This type of process is- common in (depressed. areas wlth llttle ' r"' S
is '

o growth and few, if ‘any, buyers. The polar example
- commercial building and housing abandonment in ghetto arcas:
Admittedly, complete abandonment -is unifkely - in ‘Herkimer,

although there are éxamples in the region in the nearby city of
" Little Falls. Sperry Rand would not want the.adverse publicity of -

.an abandopment and is completely capable of alntalnlng tax

payments, However, the corporation is unlikelyto'be content with."
- continuing outlays' when- the. property has ceased to provide -

income.

/

onof ity tax iability (10 percent In . - S
] use of its poor financial . .. -

ard Delk was uhable to continue, ahd the property. -

i Whitman nnd Schmidt (1966) have published a case study guide

to appropv‘iate corporate policy for plant relocations. They suggest °

that a preferable move ira case such as this is to sell the property

to the ogmmunity at a bargdin price or even give it away: They |

mention' tax loss advantages and a- puﬁz c. relations gain. The
_ community obtains a property, but- it’.;epresents a loss if the

property is placed in a tax exempt category or it sits unsold and
undeveloped. Even if a buyer is found or some other form of

.development occurs, néw businesses in such situations are- -

regularly glvcn tax breaks. o~
The sproblem of tax: éxemptlons on propérty s lmpomnt to

communitles such as Herkimer, In 1977, the total assessed value of -
. property in the village was $27, 893 743, but exemptions ptnlled to

$14,663,347.* The resulting tax base is only 47 percent of the total

agsessme The (varylng) exemptlons the village is obllned to give

LIS

6 immlew with Felicia Qriffen, Clcrk o( the Village of Herkimer. ‘ g‘ ‘
. ‘ ‘ N * ) . ,:
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~ in lower property tax revepue, °

.7+ include- those. for ‘property owned - by ‘local, “state and' federal - - N
-+ governmgnts; schols, Véterans, fraternal and church organizs~* < i’
.. . . |tions, Herkimer.County Industrial Devélopment{Agency; Penn- - " -
.~ " Central Railroad, and the omes of citizens.over 65 arid veterans. /.. » .
© The loss-of: revenuc-producing properties, ‘such as'the Standard
- Desk orthe' Library ' Bureau, 'is-a crucial component ‘of ‘the
-~ shrinking tax base often discussed with regard to comsnunities in -
©.the Northeast, =~ .. oot

-+ I, instead of the property reverting to- the_village in some = "
manner, Sperry sold .the machinery and other equipment’ (as it e
" intended), and sold the property separately, it would have been for s
& low price. The low value placed on}it by the market ‘would :
encourage a request for lowered -usessn&e;lt; If th;'pr‘c‘)pefty had © "

simply been left over the. five-year peri
vandalism.and other deteriorati

- .

./

Plant closute also has substantial impact on property taxes -
icollected by the village because of forted migration and other
- .'l0wer9d'cpmmlnlty direct income effects. However, transferred
effects remaingmportant, Net out-rnigration would havg lowered i
village property, tax collections by the amount these emigrants -
would have paid (all else being equdl). This loss is not an
additional loss t6 the comrhunity beyond the migration-related

direct income loss because the local tax payments are only a
transfer. of\community incame: ' '

Those who remained and suffered direct income losses woalj
also suffer dosses in the value of their h(mshig_ over the five-ye
period because the economy of the area was unlikely to grow. The.

demand for new homes and_incentives for home improvement
" would be likely to decline and-acthal deterioration could oceur.
The effects may  have produced some lard or -housing o

abandonment or an inability to meet the tax obligations, The
miﬁlmum likely effect is a lower rate of growth in assessed value of
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of this analysis, then . -~ "
‘would have occurred resulting
complex options prevent any = =
“adequate estimate. of the propérty tax ".loss to the village.
. Nevertheless, some cost was likély and has been avoided by saving
* the plant. e : : '
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¥ °°“‘“‘“““U"°P“‘V ownd by thoe ety attocted, Tncontrast,

... thecommunity members not directly affectéd face the prospectof .. .’
,' _ higher-taxes. Eower tax collections because of sbandonmenits or’ .- |

" . lower assessments.implies lower services or increased rates. Either "~

imposes a cost on persons not directly affected by the shutdown. * .

| - However, 'this-is not an additional cost in- cost-benefit analysis’

- terms. The increased payments or lowered services suffered by . DR
“ those not diréctly affected repreum a '!preading of the dit ect: ,

income loss ulready included

A similar argument appliés in principle to propeny mx
-payments to the school district. Both have the same tax assessment

basis, but the school system is subject to different regulations and

" the process of loss differs, In addition, state aid, which provides
.63 percent .of -the district’s estimated . revenues: for 1977-78, is

- primarily based on weighted daily average attendance. If a plant

" closure results in pupil-loss, then less state aid is received, -

producing a tommunity income loss. Fewer students means Tess -
demand for services, but school systems generally have fixed costs
which -cannot ‘be quickly adjusted downward because of lower-
revenues. Of course, the situation is actually more complex..For
example. New York State had a “‘hold-safe’’ law undet-which'mo

school district could obtain less state aid than in the previous year.

However, this law has now been changed in the face of declining
enroliments, and other states do not have such guarantees. The -

" complexifies again prevent confident estimate of real losses.

Nevertheless, the general observation that poorer are,s with
declining and weak tax bases generally have lower quality school

_systems can be applied. The community avoided costs to its school .-
~ gystem ttﬁough savmg the plant with, community-employee

ownership

o ’ . . 'l"'

" Planning Bepefits _ -\'.-

Because the LB will remain in the community and greater '
information, is now locally available on its operation, local
development agent:ieg and governments have -received the
‘substantial benefit of irhproved planning capabilities. Community
_investrfients in infrastructure are generally long term, and
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mis-estimates can be very costly. An example within the same *
SMSA is the city of Rome’s allocation of resources for a new road
. and educational facilities under the assumption that the nearby
air force base would maintain approximately the same workforce. "
When a major cutback was unexpectedly announced, one

objection of the city was that its infrastrué}uraﬂ vestment would
be wasted. To the extent that community contro;’ of its economic

base enables better projections of service requirements, the CEFs"

provide an additional fiscal benefit to the cdmmunity.

Similar considerations apply to individual planning. Obviously,
the likelihood of certain jobs being available is crucial to
individual decision making regarding investments in skills,
home-buying, etc. All such long term choices are less likely to go
awry the more reliably future employment can be predicted.

Economic Base 'Beneﬂ}s

>

Previous sections evaluated benefits®y illustrating what might

have -happened economically to the community if the plant had
ceased. operations. Studies pursuing the same approach have

- shown that, beyond the direct income loss effects, communiles
which experience permanent major losses of employment are

afflicted, after/some lag, by a downward n')ultlpher‘effect
Complex chaing of negative interactions occur; for example, a

plant closes, the community loses income and people, a dwindling

population hag to pay higher local tax rates or services decline,
these latter occiyrrences result in more persons and firms leaving,
the community s more income . . . and so on. Similar chains
could be shown for o
community becomes a ghgst town. More commonly, because bf
economic stabilizing and cqunteracting forces (such as govern-
" ment transfers) and because the-pedple affected by plant closur
are generally immobile, the community stabilizes at a lower leve
of welfare, rather than spiraling ever downward. Lantz (1971)
‘“reports that sweatshop-type industries developed after the coal

“mines declined in Coaltown, and similar developments occurred in -

'wld textile mill towns in New England. After Sperry Rand closed

its Univac plant it Utica in early 1977, the only local employer |

r economic factors. In extreme cases, the

R O L




‘e "+ The pro

offering si iﬂclm num ers of slmilar jobn wu non-unlon and
./ paid subs ntiully wer than the machlnists union-ornnm
"+ ‘Univag.!. .

Awar?ieu of this process of community decline is common, "
!

em is to stop it’or to-obtain the'means of adjusting the - - S

rate to. jone-in Wccord ‘with a full accounting:of the..costs  and " SO &

benefitg involved.”A major; benefit-of a CEF is that it provides a

. meanS/By which g community can adjust the rate of change of its o .,
" economic institptions in " conformity the . community’ s '

preferences.{althp igh still, of course, basically subject to. market

N constraints),.Seeial and économic change may occur gradually and' P

© avol some of the traumatic events of rapid changes.

‘.

NON-QuAnmmD Economc Com .

he sﬂgniﬁcant economic costs of the CEF have. been relatwely '

ple to identify in monetary terms,"and the costs remalmng are
few. The single mon-quantifiable cost which analysts must
coijsider is that thé. community’s economic future is now more
crucially tied to the plant than, it was before. If the CEF is not a
sudcess, community savings as.avell as jobs have been lost. The -
consequences of this may be worse than the shutdown under
normal conditions. The riskiness of having both job and ‘savings
dependent on an enterprise must be considered.® This especially
\apphes to the employees where there is a high degree of employee

| ownership Prominent union leader William Winpinsinger has
identified this problem as a major impediment to employee
. ownership, and most North Américan and European unions

concur with this view.” Apart from this noteworthy issue, - all .

. ‘major economnc costs have been quantiﬁed

7. Interview wllh Geor;e Joseph, former president o}\the lntemnthnal Auocmlon of

Machihists union local at the Univac plant, March 18, |§78

8. Inclusion of this risk as a separate cost item can be'seen as double—coumln. The

riskiness of the project has already been taken into account in thé income stream

projections. ‘However, because of the difficulty of estimating risk and the major

importance of this fisue, it was judged. that this factor cequired explicit' recognition.

. Howevér, the fear of workers losing everythlng in vain attempts to salvage non-viable firms

is reduced by the CEF approach (compared to solely employeé ownership) because the
Investmenl and risk iy spread commupity-wide. ”‘\

9, Interview with George Joseph.
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Couruuson OF Nou-Qummmn
Economc Bnnnms AND Cos’ls

( “The community has ‘made an importam gain in its ablllty to
-+ control its economic future. It has also avoided further erosion of
the tax base. Community ang employee share-buyers risked -
resources, but the risk was a calculated one. '

The inability to quantify these factors precludes a definitive
conclusion. Nevertheless, the benélits discussed here appear to
carry more weight than the one additional non-quantified cost. |

, Evaluating these factors, the community-employee decisien to ..

purchase the Library Bureau was apparently correct, - C
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o '.__f.*-_cm-nmm Auw- Format muolm e
- The community outluy ot‘ approximttely Sl 6 milllon maln- AR
= tained the income flow into the community of the ﬂrm's total sales '

“revenue, The bulk' of this reyenue is distributed locally and is

- shown itegp by item in the list of- bénefits (although: the bentﬂ;

- ‘figures themselves are actually only the differences between the:

_maintained benefits and what these 'income flows would be -

without the CEF): This list of benefits does not account for all the
distribution of revenue, and allocations to ngn:logal beneficiaries
- take most of the .remainder. Examples of suchi items are the :

'.prinmpal and interest payments on the loans, whichiare included In,
the list of costs, payments to a non-local utilit y company, -
corporate taxes paid to governments outside the community, and .
salaries paid to non-local employees, all- of whlch are excluded
“from- the table of cost items. - o

A more convennonal feasnbihty study would list thcse latter

three items as costs, and also show the sales revenue on the credit -

side. However, the aim of this study and the form. of prese tution
are designed to highlight the costs and benefits to thé local
community. Consequently, many non~local debits against -the
. gross sales revenue benefit need not be shown. Instead, all CEF

* community income inflows and outflows not listed in the .
_ coSt-benefit table are treated as internal operations of the firm

which will cancel out except for some small residual (unless the
firm breaks even). This residual is not estimated because it is

subject to too many unknQwns (including accounting .decisions
"~ within the firm) and is unlikely .to be of a size which would

 significantly affect-the cbst-benefit analysis results.

Conceptually, this residual affects the net value of the assets -

_ item. This item is a type of resitiual benefit obtained at the end of
the evaluation period, generally called ‘‘scrap value’’ or ‘‘salvage
value” in the language of cost-benefit analysis. If the internal

study), the calculations underestimate the benefits of the CEF

145

" ) t operations residual is positive (as suggested by the local feasibility -

R




142

. . . . R
a M . \
AONEY .o <.

N W . :"‘__/ .

because this residual is not added onto the assets, and ﬂce versa
The -calculations shown implicitly assume’ that the internal
-operations debits and credits not presented in the cost-benefit
table have a break-éven result. - e |

'; +- - Discount Rate’

t

The: 6 percent rate émployed is designedqto account for-

inflation. Howe (1971: 55) notes that there are two ways of dealing .
.+ with future\prjce‘ changes in cost-benefit analysis. One is 16 predict -

L all relevant price changes and use a market rate of-interest as a

discount rate. It is assumed that the market rates are adjusted

upward in accord with persons’ expectations regarding inflation.

Alternatively, the analysis can use an assumption of constant

prices and a' discount rate which does not include an inflation

component. For example, if it isthought that the relevant decision

maker wants a 14 percent return, but this is partly because he/she

‘expects 8 percent inflation, then a ‘‘real’’ discount rate of 6

" percent is appropriate. The latter alternative has been chosen here.

Apart from the inflation rate, the desired rate of return
applicable to the resources in this case is dependent on two
opposing considerations. First, most of the money outlaid by the
community would otherwise have gone into such items as
consumer - durables, recreation, housing improvements, etc.
Consumers, especially those with low- to mjddle-leyetiricomes, are
generally thought to have a high degree of preference for

" _satisfactions now rather than later. This implies that a high rate of
return should be applied.

Opposing this view is information from participants in the ..
share-selling campaign. They suggest that many buyers saw their
outlay akin to a.donation for the general welfare of -tfie
community, and expected little or no return. (Reportedly, some of
the money was even musty, as if it had been storéd away unused.) -
Reinforcing this understanding of the outlays in the information
provided stockholders that, under the provisions of the MVCC
loan agreements with the two banks, dividends wolld not be
declared until the'loans were repaid (up to seven and a half years).

* This information suggeésts a low desired rate of return,
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The inﬂetlon me was ebout 9 peteem in 1976 but thet was
hjstorieally high, and the. eommunit peemlon mly heve been STt
- for-a lightly (lpwer me.. o0 T s T

12 percent and-a'6 percent inflation rate would be app clble. nil . ﬁ;.

N o
Teklns the.above points into eecbunt. a desired rate, f: retum of
thus a 6 percent discoum nte npplies, '
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lndneed luconle . ,
The measured. shutdown impact partly reﬂects economic base

-and multiplier theory. This  literature: has concentrpted on - - ‘-‘l?

processes: of economic growth:: There is a° dearth of r
~ literature related to commiunity, decline, Wit

" . é&ffects of ‘military_base fbsures {Lynch,
' However, ulthough community - decline is not S
. symmetrical opposite of growt the processes are simll rand base
. theory findings can be utilized. . o 5 .,:f '

" This analysis felies explicitly on the worlg of Park (1970), who *
related monthly base changes to employment and statistically
distinguished between interindustry and induced effects, and
- McNulty (1977), who obtained income multipliers for six segments
“of" the base for seven different time periods. The former author: -
em loyed | daté from the St. Louis SMSA; the ‘latter used.-
. information from 41 SMSASs in the southeastern United States. ,*

The induced loss occurs through employment and lncomJ
effects. With respect to employment, the literaturé on plant
closures (in the field of labor economics) has mainly concentrated
* on losses sustgined by the workers directly affected. This approach
underestimates negative effects. In Herkimer, many employees
_terminated by the Library Bureau would not have fared-too badly,

' Looking just at gconomic factora. the calculations assume that .
many former LB worker; ‘would have obtained other jobs through

- migrating, commuting, " or local ‘opportunities which entailed

* workers need to be takgn into account. A bumping-down process

either little or no loss of income. However, where former LB
employees obtained positions which would othérwise have been
filled by other community members, the losses to these latter.

CIREE U




would have oecurred resultmg in those at the end of the job\queue S
not obtaining employment. Plant closure means a rundown of the = '
community’s stock of jobs, a matter especially crucial where there -

is no offsetting inward flow. This situation js common in relativ'ely

static or declining areas such as Herkimer.

Fhe closure-related loss of i income resuits in a downturn of sales
in the non-basic sector and a consequent fall in income beyond the
initial decline. Community economic base thcory attempts to
quantify, albeit crudely, these multiple induced effects.

There is considerable debamte in the literature on the size of
‘multipliers, the factors affecting their size, the appropriate time
lag, the long-run and short-run effects, and other specific points
.of the theory. The literature in this area $uggests a time lag of one
year and an induced sfcct after four years equal to an income -
multiplier of 1.8. This model was applied to the yearly drops in -

. base sector income Wthh were projected to occur subsequcnt toa -
shutdown "

For cxample, in the flrst ycar of - the evaluation period (m ‘ (,\

constant dollars) the community would have experienced an '
« estimated’ loss of export sector wage and gplary fhcome of
$665,965, a drop in lumber sales of $125,000, #d a drop in other
purchases directly limked to the LB valueq at $40,000. The
multiplier of 1.8 was applied to this total §xogenous ‘income
decline of $830,965 to show that after four yehrs the community
would have experienced an income loss, beyond the initial decline,
of $664,772, To obtain present values, this induced loss was
ortioned between the four years, in accordancé with the results
-of McNulty (1977). - ‘ . :

" £, :
The export income declines for other %ars of éllc cvaluatlon
) . period were treated in the same manner, except, of course, th
reduced effect is calculated for a shorter time because of the
period cut-off at five yedrs. For instance, the base income loss in
the foyrth year is calculated to the only a small ($62,271) induced
‘impact both becatise it only has one year in which to operate and
. because wnthm McNulty’s model the short term multlphcr is
mlmmal '
\ /




N _ LmnMumenmncu L

T The propowd closure of the Library Bureau within one year was.

S announeed by Sperry on March 29, 1976. At that time the LB
© o - employed- 276 personnel. -Sperry intended to . immiediately. ° .
N terminate the 26field ‘sales representatives, who were scattered. .

. throughout the country. As the emphasis of this study is on the - -

jcommunity. that is Herkimer and surfoundings, the unemploy- = .

- ment experience of the salés force is not estimated. This Jeavesthe -

‘zso persons employed actually in Herkimer':m blueoéollnr. the =~
'wh}te\-collar. nnd the management groups are examined in tum. D

| Blue-ColllrWorken IR ." S e

-~ The firm normally operated with a six month to two year time': S
* lag between orders taken and the expected délivery:In March 1976 = B
" there was a backlog of orders worth $8,011,000; which'should be
" compared with the\usual yearly sales of around $12 million. The
enterprise normally keeps large stocks of disassémbled standard
. library furniture compdnents which would have been drawn on
' ’; and not replenished.. Howe\:r. the components still need to be
assembled and much of the production consists of 'non-standard A
items. The technology involves a stage by stage integrated process. .
Bven in the first. stage of the ‘production process, immediate .
. layoffs would have been unlikely becduse the minimal: kiln-
- capacity did not allow a substantial backlog:of raw material to be
established. (The firm expanded its kiln capacity in 1977.) -

* The usual blue-collar workforce of about 159 men would have' '
been maintained for six months. After that point the analysis
assumes that an initial sharp drop in the workforce would ha
occ lp;red (September 1976), -involving 40 of the lowest seniority _
men-ip:the early and. relatively peripheral parts of the produttion . - ;
. process. These are younger men, employed in ‘the lesser skilled - S
. jobs such as lumber handler, packer, cleaner, and stock clerk. = " >

This h} thetical shutdown schedule furthef assumes that 34
~ . would have\been termindted in December 1976, and. that the
o rémaining 65 IUe-collar workers all would have lost’ their jobs in _
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February 1977 These groups\of terminations woulﬁ ve‘ iné ! l .

7 volved, in general, men of successively higher age and akilllevels.

L . ; "

Wlllte-Colllr Worltm

_ (incly ding 37 women), the staff involv
L Vorc(e]:‘-takins, and-some less vital admmiatratwe functiontr,wodld
. quicklybe eliminatéd—49 in Septémber, 1976, These would have .

- -

‘With’ respect to theﬂ-white-collar. non sement employees .
arketing, design, )

been abdut half women, primarrly general ofﬂce clerks n
. TopMunmment m" e o
- "+ The projections assurne/ that the fen persons classified a3 top
management kept therr posrtions unnl the closure o )
Auumed Schedule ot Termlnatlons L o
| Appcndlx table B-1 befow shows the LB workforce, at the tlme o
of the proposed closing, divided into occupational and skillevél -
groups: The ﬁgures are based on payroll data provrded by the . .
chP%“)' C _ voo
TableB-1 * ' v
len\’m-AMpatlonal and: Sle}Level Groupl =
-1. Blue-collar ~ :
. Y o Unskilled o Kg ’ s y
T Semi-skilled > SRR -
C - Skilled . ... .. 58 ] .
- Foremen S ) 7. [
- | 159 ¢ o
2. Whjte-collar o
Office clerical o 57
Technicians - 9
Professionals - . 4 -
a Swpervisors .1 -
. - 8 v
v 3. Topmanagement - 10 \
- 0 . . Total ' 250
- -
B




e A pleurlble eetlmew of the lehedule of emplo!ree mﬂm; i
I!hed on knowledge of the backlog of orders, the technology, tnd _,_
, the oeeupqtionel mublnn is dven ln the followmz tlble. S : -’

v Temlntlouse‘edule-
: .~ Occupational Groupe
l Blue-collar .‘ g
September 1976}
“December 1976
deruary 1977

Y\Vhite-collar ,
. September 1976,
February 1977

-3, Top Menagement‘ g
February1977: . 10

.",

" Labor market effects are apparent when the data are rearranged
‘ chronologrcally .
‘ . " . "
' " Table B-3
Termlnatlon Schedule - Chronologlcel

1. September 1976 _ L.
,Unskilled blue-collar o 32
_ Semi:skilled blue-collar . 8
White-callar .
. 2. December 1976
ngr-sldlled blue-collar | [ 54 -

3. February 1977 . e
Skilled blue-collar S 1.
- Foremen : ; 7 -
* White-collar A
vl . Top management
v I ’ ‘

>
. .




" "‘.?Auumins thm eaumm n u.,
.+ .unemployment expiriencc of tlu LB
: '-;;cloued 1s projocted

yoe DA'rASouncu |

area-specific data for the local labor’ market, and the acadetnic
, literature on plaht shutdowns, Federal and state Department of

. allows's détailed picture of the labor market which faced former .

. .LB employees and other aﬂ‘ected workers. We scannggl Sundly
/" editiond of a major local newspaper which provided data on job
_openings not reported 4o the Wepartment of Labor. A survey of "
current MVCC employees ascertained knowledge of woodworking
‘industry openings at the:time of the proposed closure and

- studies of plant shutdowns betwoen 1929 and }961 are summarized
.in_The Impact of Tech xogical Changcs aber, Ferman and
Hudson, 1963), and anofffer seventeen recent studies condensed in

of the Literature (Holen, 1976). Both studies were used to ~
proj t labor market expericnees. ».. . |
Ducr!pllon of the Utlu-llome Labor Market -

: / . The Utica-Rome SMSA labor market over the perﬂ;d in which
/’ : the LB workers would have become unemployed was dlsmal The '
.'Department of Labor (DOL) data are a litany of record lows i in

b,

10 Utica- Rome Labor Ared Summary (formerly Manpower Revkw). Jnnulry
ot v . 1975-8eptember 1978‘ JOBFLO: A Repdri on Demand Occupations, Utica-Romie, August,

Year 1978, Uticd-Rome Labor Area, June 1977; Employment and Eamings, Sepiembsr
1976-September 1977, Economic Proﬂlc. ‘Herkimer. County, New York, Fall 1978, As
noted in’ chapter J, the, relevant labor .market is considered to_be thg whole SMSA.
_Twenty-elght percent of the Herkimer County labor force commuted 1o Ondda Coumy

(primarily Utica) in 1970 . R

“Labor information on the Utica-Rome SMSA and its subMona" ;

. T
. i
L)

‘

! ’.

¥ 1977, - Applieants anid Openings, Utica-Rome’ Metropolitan: Area,’ May 1977, Hiriny
' ~Specmmﬂo';? New ‘York ‘State, May 197, pp. 19:91; Annual, Planiiing Report,” Fiscal -

. . - { L. ' . P . ‘e
' ' L T : 2t St ! .

- - " estimates of the belief that local jobs were unavailable. Seventeen

""n. ‘point " the nmdy;;.,,-
o b th plast boe -

The two mnin avenues to be, foﬂowed in thls mmment are

¢

.La&ses to Workers Displaced by Plant Closure or Layoff A -

. "6'.

T




d 34 ppércent in dverage employment
o ~ to ‘1969, and‘tthe non-durables
" -emp oy ent was at a record low, In February 1977, the predicted -

| " lowest monthly total since the current data series be;an In 1958. .
- The unemployment rate in the SMSA in February | 7 was 12.4

. 10.0-11.9 percent) and the 1977 tate was 9. 7 percent (7.3-12.6
-percent). The 1976 average quit rate was 0.7. per hundred '
. employees—the lowest in the decade. The ailing condition of the
18bor market was exacerbated by the shutdown of a Utica plantin -

the Univac division of Sperry Rand, in early 1977. About 500
workers were terminated in January and anpther 700 over the next

“employees with regard to age and skill and would: have been
competmg with them dnrectly :

The local economy was slow to recover from the reccnt
recessron and in 1978, employment opportumties were only

~ slightly improved compared to the record loss in- 1976-77 One
. year after the postulated February 1977 shutdown date, total -

* +- non-agricultural’ employment in the SMSA ‘had -only risen 6
‘percent. Manufacturing employment in this period increased only

-, ..improvement nonetheless). In February 1978, -the rate of
unemployment (not seasonally .adjusted) in the SMSA was 8.6 =
_percent “and 9.7 percent in Herkimer County:" A nitional
'recession, widely predicted for . 1979, is likely to have a
) proportionately worse effect on the Utica-Rome area.

The understanding of the likely labor market experience of
former LB and other affected workers was also developed through

' *. " Il. Urica-Rome Labir Area Summay, 2, 4, 1978, p. 4 table 1.

P uemployment oppprtunltlu. »Total employmem averaaed 113 200 CRINEE
_' R .;in 1976, 5,800 below 1974:and a record low since the data series ~~ . = '
s began-in 1970, The. mahufaeturlns pay’ rosters were 30,000 in. - .
~+ 71976, s record-low in the daty series begun, in 1958, and-a 30 -~ - .-
- -perdent drop sinde 1969, In 1976, the diirables goods sector of * =" .1

- month’of most LB terminations, manufacturing jobs were at their -, X

* * percent. The area’s mean 1976 rate ‘was 10.5 percent (range of "

two months. Many of ‘these workers are similar to the LB

1,900 jobs, still far' below 1974 ‘and \late 1960s levels (but an - - o
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xamination of more diuureuted data. fpr” éumple. the o

Applicants and Openings source, referred to previously, shows --." -
. that during the October 1, 1976-March 31, 1977 period there. were . =~ .-
" - 8,340 persons registered for work in the occupatioml groupsof .-
. processing, machine trades, bench. work, structural work, and =~ "7,

" miscellaneous (truck drivers, servicc station' attendants, pack- :

agers, etc.) compared to 1,566 openings notifieg to the DOL for "~ = .
+ these occupations. This is a ratio of 1:5.32 and the DOL suggests - -...-
Y that occupations with a ratio of 1:2 or above have a substantial . "

surplus of labor. (This source. also provided data on prcvailinz AT

wage rates.) .
The examination of the )ob opportunities advertisgd through

the local newspaper revealed very few openings related to the:

woodworking skills possessed by the LB production employees ,
For' lesser-skilled employees, jobs with acceptable wages. and .
conditions were unavailable, White-co]lar employees would fare
somewhat better, especially téchnicians and those with profes-
sional skills, However, the overall and occupation-spccific dgta
sources indicated a substantial - oversupply for white-collar -
employees, especially clerical workers. In line with these findings,
“the survey of curréent MVCC employees was cons with these

. assessments because it showed veryfittle knowledfe of altemative
job opportnmties if the plant had closed. . { ..

Information from the relevant academic literature suuests that .
laid-off LB employees would have had substantial problems.in
gaining reemployment, suffered wage rate ‘reductions, and '
incurred other losses. For example, Jacobson (1975) finds that
earniings losses due to a 3 percent employment decline are 63

- percent higher if incurred after a period of decreasing employment
rather than. after a®period of increasmg or stable' employment.
Other studies similarly find the state of the labor market crucial,

Findings of Previous Research

o

often outweighing the effects of demographic and skill variables

(Shultz.and Weber, 1966; Haber, Ferman and Hudson, 1963).
Small communities are especially sensitnve to these effccts
_ (Levinson, 1966) :




AN --:shering e cumuldnvc effecu of the long tcm‘l decllne in-the AR
-+ Northeash dnd ally Utica-Rome which was. funher eroded - -~ o

s clitlical Mcessionary. ‘downturn ‘which was ut ‘its.worst. . .

: 975-76." That. is, as - well as; facins no growth | DRI
emplo int opportunities and very: few persons voluntardly. - "

leaving

ir jobs, they would have had to compete for scarce jobs ™ -

o with a rhc number of people who had already been unemployed.f'
- for substantial periods. - SRR

“The lablor economics literaturé on job loxhl‘ows widely varylna, IR

subsequent unemployment rates, but it te

" . percent unemployment’ one year later. Although the median'

.- duration of unemployment tends to be short (less than 10 weeks in

to project abput 20, | \.::

" Miernyk’s study of textile workers, 1955), a number of studies. " .',A
_report substantial numbers with extremely long duratlxs, upto - ‘. A

and exceeding a year (Bureau of Labor Statistics, 1964;

Webster, 1966; Tolles, 1966). Most studies show that workers who .-
are older, more ;enured less educated, less skilled, and female . - ‘

_tend to suffer the greatest losses, Thes groups tend to -find
'~ reemployment more difficult and have | rger income reductions. .
. . The_indications «from both the labor ‘market information and
comparable academic studies, suggest that a large number.of LB
workers; would experience long term: unemploymcnt,lapd suffer
substantial wage and other losses. .

' .
9

THE AsSUMED CONDITIONS,

Based on this information, as well as knowledge of the skill,
"tenure, and demographic €haracteristics of the employees, and’
technological and size of backlog considerations, the labor market-
.experience of displaced LB workers was d§imulated. The conditions
assumed for the cost benefit analysns pmvided in the main text are.

as follows: \

" Thirty-two Unskilled and Etght Semi- Skllled Empioyeegs
Terminated September, 1976 - -~

.- 1) 10 terminated employees ieqge thc community mmcdiately
after the closure; Y -

4
A
I
¥

»
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2) 7 employees huve an income of 4 weeks of qnemploymcnt T
insurdice (at $95. .00 per week) and obtain em loyment for ;"""
' tpe remainder of the 5-year evnluati‘on period d%a wage level'
_ of 10 percent lower than- they had-at their LB jobs; . v~ -
7 3)°13 receive 26 weeks Ul and have wage. losses in tltcir jobl of S

10 percent relative to the LB:

4) 10 reccive 52 weeks Ul and experfence 15 pcr%t relatiVe

- wage losses. @ -

F(fty-four Semi-Skilled Employees
. "Terminated December, 1976 '

1) 10 leave the community. immediately., |

. 2)- 44 receive 39 weeks Ul and obtain jobs entailing a |5 percem S

.drop in wage incomc

Stxly~five Skilled Employees
. Terminated February, 1977

1) 10 leave- the community;

2) 35 receive'Ul for 52 weeks, then one year with a pension (25_ o B

years service ‘assumed), and subsequently the penston plus
social security payments; N '

3) 30 people obtain Ul for 60 weeks, and then have jobs ata 20
percent lower wage.

" Forty-nine White-Collar
Terminated September, 1976

1) 9 leave the commuriity; - -

2)11 experience one year Ul, one year penslon only (cleven

o Years service assumed), and the remainder pension plus social
security; v

3) 13 have 52 weeks UI and then wnthdraw from the workforce, -

4) 16-are paid unemployment insurance for 26 weeks and obtain N
jobs with a lO percent relative wage 1oss.

Thirty-two Whlle-Collar t w
Terminated February, 1977

1) 12 leave the coqnmunity;
+2)15 experience 30 weeks Ul and alo percent wage loss;




3) 5 obtain 52 weeks UI, 30 weeks of a pension only (11 years
service) and the remainder obtain social security as well asa
_ pension. =

Ten Top Management . _
Terminated February, 1977 d

1) 6 leave the community; :
2) 3 obtain. local jobs at the same pay;
3) 1 obtains a local job but with a 20 percent drop in salary

Thesqgssumptions are oply gross approxrmatrons They are
~ estimates of average labor market expenence over the five-year
. evaluation period. For example, it is assumed that a subgroup will
" receive 39 weeks of UI, but this assumption does not suggest that
workers will necessarily have a long ‘continuous peridd. of
unemployment after the shutdown. The common occurrence for
displaced workers is to have several jobs before an adequate one

can be found, and thus have several spells of unemployment. The -

39 weeks figure is an estimate of the total of these spells. (This
implies that different Ul pay scales should be used for later
- unemployment periods. The difficulties of doing s0 outweigh the
beneﬁts )

Another example is that the percent relative wage loss estimates
not only express likelihoods of different pay scales but also factors
such as increased commuting costs and periods of not working and
not obtaining UL.

Despite their hypothetical nature, the assumed conditions are
being realistic, or even understated as representatlons of the likely
labor market expenences of former LB and other. affected
workers, and the consequent community income loss. g

f

\
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R 6
~ Cost-Benefit .
. Analysis: So alj |

3
-l

Because techniques of social accounting are relatively undevel-
‘oped, the social elements of - the cost-benefit analysis are .
particularly problematic. The difficulty is exacerbated by’ the .
insistence of administrators, policy makers, and many economic
analysts that monetary values be attached to important factors’in
the analysis. Otherwise, determination of mental, physical, and
“social pathology could be measured by counting changes in the
incidence of such behaviors. Thegmissues are far less critical in the
particular case of the Mohawk Valley because the economic
analysis produces a ratio favorable to the CEF strategy. Had the
- results been ambiguous or slightly opposed to the project, the

social costs and benefits would be.gritical. Because the¢ CEF
strategy must be examined in a var;e&gi community contexts, the
analysis proceeds on the assumiption that -social factors are as
important to a decision on commu?nty strategy as economic ones,

“

SOCIAL BENEFITS

Avoided Costs ‘ \

Although-most benefits-again fall under the rubric of avoided
costs, there are some which accrue through the action of
mobilizing the commurpty to meet the shitdown crisis. The
"factors which are important ‘to-the analysis are both individual
(psychologlcal and physiological) and commumty ‘(sociological
, and. political) level. :

159
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A substantnal numbe of studies have confnrmed ‘the adversc :

individual effects of unemployment and have focused explicglyon

", the issue of plant. shutdown Harvey Brenner’s report, Estimiating

the Social Costs of National Economic Policy: Implications for .. -

Mental and Physical Health and Criminal Aggression (1976),
commissioned by the Congressional Joint Economic Committee,
“is a comprehensive look at ‘the social costs of unemployment,
inflation, and pet capita income. Using data covering the period

from 1940 to the early 1970s, Brenner found relationships between .
" economic changes and (1) general mortality, (2) cirrhosis of the E

liver, (3) suicide, (4) homicidé, ®) mental hospital admissions,”
(6) cardiovascular and renal disease mortality, and (7) 1mpnson-
~ment. :

Of particular interest are the relatlonships between these social
indicators and unemployment. In one cross-section
analysis hé found significant increases in all the measurfs of social
pathology in relation to the 1.4 percent increase in un
which occurred in 1970. Table 6<1 shows the pr portionate
increases which appeaf in his regression models :

@ ) . .
Table 6-1 ' T
_ Impact of a 1.4 Percent Increase in Unemployment in 1970 -
Social Indicator " Percent Change

General mortahty ................. C 2.7 ‘
Suicide .......................... .57 :
Mental hospltal admlssnon .......... - 4.7
State prisori admlsslon ey 5.6
Homicide .. .{.................... 8.0
Cirrhosis of the hver ............... 2.7

~ Cyrdiovascular and B

' . renal failure mortality ...........

27

Despite some statistical problems™n projecting these national
estimates to thb city. level, Pohcy and Management Associates
(1978) have doné so in esttmatmg the impact of the closmg of
. Youngstown Sheet and Tube on the Youngstown Warren SMSA.

162
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. | _'With a Moht\vk alley population of only 30 000, the actunl‘
chagge in these social indicators was likely to have been small, but ™

" nevetthelghs, the increased unemployment inag “f“dy d""””df ..
. -area, would have had a'real cost.” * . . |

" Considerable research: and' anecdotal evldcnoe onﬂrm‘f

ot

..',‘ B ’ Brenner 8 conclusno s. Kasl, Cobb and . Brooks (l eld -
experiment. examiniidl two groups of middle-aged men with stable -

- work histones. One &roup consisting of’ igdividuals who had lost.
their Jobs in"a, plant shutdown. showed higher cholesterol and -
serum “uric, acid levels than those who remained employed. °
‘Members- of the laid fo group returned to pre-shutdown levels of

" blgod:: ch’emlstry once reemployed. Kasl.and Ci (1970)
'rcconﬁrm these results in another study using blood préssure asa -

physnologlcal measure .and Cobb (1974) later shows: that - -

- termination due to plant closing exacerbates chronic medlcal :
dlsorders. S . ST

e Gale studles provnde dramatic- rallying points for those who -
wish to show the nnportance of emiployment for mental health, -
~ but dre. evén tnore useful in. illustrating the linkages ‘between
" employment and social relationships. Strahge’s (1977) in-depth
<nterV|ews with. 30 employees displaced- by the closirig of a
mical- plant in a company town in Appalachia called Saltvilje
e sho\y that-the closure produced (1§ increased alcohql consump-
'# _'-- tlan, 2) dimmished appetite and’ weight loss, (3) ulcer . develop-
- 'me t, (4) psychologncal withdrawal, (5) loss of ‘self-confitlence,
?6 n@ﬁihty to adjust t6 new work, (7) sqcial ‘isolation, (8) mid- .
;Ié"éﬂscs =and (9) loss of sense of meaningful continuity to life.

Yok

B H'ovyever, Strange finds social effects beyond these individual
ones The loss of the interpersonal network provided by the shared-
e wo"kplace fed back onto Saltville’s social structure in the form of® .
" *'.*'.""i'; ‘4 dcercascddcnit‘of interpersonal trust and social control in the - -
i “town. He arg that " this occurrence_ is comparable to Kai _
.~ Brikson’s, (1976 “finding that a state of “‘collective trauma”’
.« existed in thccdmmunity remaining after the Buffalo Creek. flood.
disaster¢ Erikéon argues that the flood resulted in “a blow to the
—1issues"¢f soc:al life that damagcs the bonds linking *people




. of disaster to the'flood.

-

together and impairs the prevailing sense of community” (quoted

in Strange, 1977: 67). Strange saw the loss of the plant which’ had
been the core of Saltville’s existence for 75 years as a parallel form

The steel plant layoffs in Youngstown.have also been described .
in these terms, ‘‘Many of the victims . . . have expetienced shock
as severe as if they had beén in a natural disaster.”” (Policy and
Management Associates, 1978: 82). Foltman’s (1968) study in®
Buffalo uses the vocabulary of a cataclysmic disaster and a
description of the Kasanof’s Bakery closing in Boston discussed
the feeling 6f ‘‘coming home to find- youg house burned down” -

V(Boston-Phpenix Observer, April 20, 1977).

The catastrophe is the loss of community, of social relationships -

_and of the central activity of ordinary lives. Work has a major
" impact on a variety of aspects of life beside individual mental and
" physical health (Meissner, 1971). Obviously, stress and mental

health problems affect other relasionships including family, social

.participation, and alienation. The Youngstown impact analysis

argues thet': ' =

The inactivity and boredom which often result from
unemployment can lead to such hostile behavior as wife
beating and child abuse. Indeed, an increased tendency

* toward marital conflict is viewed as a direct consequence

of extended unemployment. Furthermore, numerous
_studies have shown inverse relationships between socio-
economic status on the one hand:'and divorce rates,
desertions, and ‘illegitiymak on the other (Policy and
Management Associatesy : 83).

In an examination of the economics of early child development,,

Fein points out that' child-rearing-conditions where parents are

under stress, with disruptive, unstable family life are associated.
with: (1) reduced levels of intellectual functioning; (2) poor school
performances; (3) social aggression; and (4) intergroup conflict.

" She comments that “aftgr»lo years of Eostly' socio-educational
_programs we have yet to find an inexpensive, efficient reversal _

strategy’’ (1976: 45). -

¢ -~




L SIS

A seeond socltl cost of unemployment end plent, ;hutdowns la-".;:,t:
the social disintegration which results. from rapid changes such'as ' v v
.- those' which Durkheim associated with industrialization and . ="

"urbanization. Plant shutdowns disrupt workers” lives without -
A~~~ permitting them the opportunlﬁy to control the ‘economic process;
V' they are treated as instruments of productlon “Phis form of -

. aliehtion 'is evident in Aiken, Ferman and ‘Sheppard’s (1968)"
. “ study of an autd®plant shutdown. Worker attitudes of alxenathn '
., gnd pﬂltical extremism were increased’by the-job loss: *

7 1 ’Flnally, social w:thdrawal is a result of Job loss. Crysdale 5

Lt

®, ."(1968) tudy of an. electric plant in Canada notes the centrality of = - *
' * job§'to social stability and self-identity. He finds that job loss, and " - «
¢ uenit status loss. resultin, withdrawal  from secondary -

- associations (church, clubs, etc. ) and to either apathy or extremes R

in political behavior. ot e | iio5 TN

- Res consistent with thesé were found by Pope (1964)-_
Y 1hrou nterviews with high seniority; older blue-collar workers -
- and. low-income white-collar workers. He.showed ‘a significant*. * _
. tiegative relationship between months. unemployed or laid offand , * ¥
, the level of formal and informal voluntary social participation. :
Clague,’ et- al., alsg/ noted what. they termed ‘‘the growth of
antl-socnal attitudes’’ (1934 112) subsequent to plant closure

L e

Communlly Control Beneﬂts .

These unieasurable avoided costs are not the only. benel‘lts ,

which emerge?ftom the establishment of & CEF. P&sntive benefits* =, ./

v %&cur in two ways. First, control over the local economic base is« - ¢ / '
y reéturned to the local -community -and common interests are /
\e created. Second the #ct of mobilization to meet a commurtity BRAS
' ' crlsls creates: the lntegratlon, knowledge, and orgamzational )
zlnfrastructure needed to meet future crises. .y S

. The benel‘nts of a close commtmlty-lndustl’y relatbnsln were"
' elaborated in discussions by Warner and Low (1947). The intérests
- of industry and commugity coincide and mutual accommodatlon -
. ‘ocouks in problem solving. With absentee control, policies are:
o 'tfeelded"wnht)ut locel lnput and corporate policies often’ dictate

¢

¢ 1(‘\ S Yy '-'_‘
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) reduced mvolyement with-local banks, suppliers, dnd consumers.
One study of this issue by Mills and Ulmer (1946) found that cities
with small industries and stable émployment displayed high levels
of ‘‘Civic spirit,”’ educational opportunities and recreational
facxlmes ‘Walton (1968) showed that control from outside the
Jcommumty causes more conflictual local political structures and

distupts the local norms of political and social activity.

The rem.tegramon of industrial and social life not onlyi increases
the accountability df the firm to community interests, but also '
leads to the creation of collective interest itself. Jacob and
Toscanq"s book on thg integration of political communities asserts
that “‘the essence of the integrative relationship is seen as collective
action to promote mutual interest” (1964: 5). Kanter finds the
same principle of communality in the utopian communities she
studied (1972). . »

-

Reintegration and the creation of collective community interests
~are evident in the Mohawk Valley case. The ‘‘Save the Library

~ Bureaw” campaign was a clear episode of collective action which
created common interest in the face of the potential disruption of
the Sperry Rand decision ta>shut down rather than sell the plant.
Community accountability is evident in the controversy over the
decision to purchase the steel shelving plant outside the Valley and
subsequent decisions to increase local employment as business
expands. Further, common ownership led the workforce and
mandgement to meet a one month slack geriod caused by the
initial announced closing with an “acrossngle board”’ four-day
work week rather than layoffs by seniority. “The seven member
board of directors contains four outsiders, two of whom are v
community business represéntatives,” and $one an ﬁconomic
development officer. The Library- Bureau is the topic of much
interest in the Mohawk Va“and its opera_tlons are followed
throug,h community newspapers, “bar room* discussion,™- and
dinner table conversation. - - . ’

The second major beneﬁt of the commumty mobilization to *
purchase the plant and community eoneern over 1ts fate is of.
longer term and perhaps more mgniﬁcant consequence The
community has acted in a manngr whlcn Wgounters the

- . R [ R o P oo . R IR
e R . . . T . o, . ) . ' o .




'contemporary trend toward absentee control of local economtes :
_and the. resultant incapacity to deal w community erises. S

When Warren (1963) d others descnbed the changes in.
American community s ucture ‘which -occurred - sincé the
_ beginning of the .20th dentury, they described the vertical
" integration of communities into the overall system of economic *
- production. Communities became linked into a system of -
- interdependent relationships which - were. largely controlled by
clements outside the community. These vertical linkages affected -
the relationships between elements within cotmunities which were
termed horizontal linkages. Comrgunity groups, local govern-
ments, and individuals became dependent - ‘upon community
members whose allegiance: lay outside the community. Depen-
dence upon absentee controlled corporatlons destroyed the locally
committed populations’ ability to act'on its own. The weakening
of horizontal linkages in ¢ommunities is analogous to the trained
incapacity - of some bureaucrats (Merton, 1968). When a new
situation arises in which the extra local interests are either removed
or disinterested, the local population cannot act. It has lost the
infrastructure of organizations and skills which are needed to meet
‘cuftrent needs. Walton (1968) hypothesized that greater vertical
ties imply a smaller scope for local power groups and that
coordinated commumty action |s more dif ﬁcult L

“ Thus, Warren defines community development as “‘a deliberate
. -and spstained attempt to strengthen the horizontal pattern of the
community’’ and quotes Sanders’ ‘descnpﬁon of this de¥lopment
Jprocess as

change from a conditlon where one or two people or a

. small elite within or without the focal communhity makea .
decision for the rest of the people to a condition where
thé people themselves make "these decisions about
matters of common concern; from a state of minimum
to maximum cooperation; from a condition where few
participate to one where many participate; from a
condition where al] resources and specialists come from
outside to one where local people make the most use of

v ‘thenr own resources (Warren, 1963 324). '

Loy
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" been.

The eyents which occurred in the ﬁchm of the Library '
'Bureau are an instance of Warren’s community development,. The S
‘community. Eooled its resources to achieve a result not possible "

nce upon outsiders. The community learning which =

: Federal zovemment policy which Encour tthe emblishment* RSN
o 'ot‘ local economic development agencies partlally develops loca) .o iy
-organizational capacity to act, but devclopment agencies do pot - .- -
particularly emphasize locally. sontrolled business:'A commti’ﬁity.
~ based effort toward': .camunity-employee - ownershtp cremtes & ¢ .
different type of organizational development and. capacity t'rom‘ C
that based on a development agency alone, V- -

took place through the change in‘ownership represents an increase |

in knowledge wnich is as important a part. of - economic

developmgnt as creating an industrial park might be and is more . =~ "

e

important than having found another absentee buyer would have

When the Standard De‘sk Company closed several years earlier,
the community had not had the capacity_to act. In the Library

" "‘Bureau case, the orgamzatit)nal capacity of the community was

increased and knowledge of the mechanisms for obtaining
government assistance’ was developed. Not only were the local

economic development district and county arga development"
agency offices in place, but there was-a businessmen’s assistance

committee and a management consulting firm which' studied the -
economi¢ viability of the company and developed a financing
plan. Local e:rt,rrreneurial talent, which- ha? been crucial to
employee ownership efforts, was commitiéd to the project (Stern
and Hammer, 1978). The developmen?’&?t?t office ssupplied -
knowledge and resources for obtaming federfil assistance and the
business assistance committee ralsed funds for campaign costs.
The business leaders devgjoped a f’und raising plan similar to that
uséd in a United Fund dfive.-The plan depended on the existence
of organized groups in the community which could bg mobilized

for commitments of time and capital. In short, the organizational
infrastructure of the community permitted the newly created

organization, the Mohawk Valley Community Corporation, to

raise the capital required for the plant purchase.

leg EE s
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The importance of community organizational capacity and the
ability to mobilize resources is critical. It is the same capacity o
which is at the basis of social movements (McCarthy and Zald, R
1977) and revolutions (Oberschall, 1973). It is analogous to the :
organization which emerges _in community disasters. The
community both used its existing organi;atigns and created new
ones. to accomplish the local purchase, and the mobili;ation ,
experience has left critical residues. First there is the increased = |, v
organizational capacity of the community; second, “the local *" .
population developed confidence in local leaders and:the ability of °
the community to meet local crises; third, knowledge and skills fgr T
utilizing available government resources merged from the . o
experience. oL , ' N e

Figure 6-1 pictures the model.of community fegsponse to crisis
through organizatiorial capacity. The result of the increased
organizational capacity and mobilization skills of the community
is its lessened vulnerability to decisions made primarily through
‘méans and according to criteria which can be crucially different
from its own. The community-emplayee ownership of a vital
segment of the local economic base and the action of obtaining
that ownership, gives the community greater ability to deal with
fluctuations in economi§ activity in the larger society. The local
population is committed to continuity of: local employment and it
has developed the skills needed "to help itself. While the
community is still subject to the economic'pressures of the market, N
" theé increase in community autonomy and economic security isa  LgPT
clear benefit of the CEF strategy. : . N W T

Ve .

We initially suggested that increased worker participatioﬁ,"illl"- '
firm decision making was an additional benefit, pamwrﬂ'y in "
light of evidence provided by studies in the U.8. (Conte and "I
Tannenbaum, 1977), Israel (Melman, 1975), and-Chile (Espinosa !
and Zimbalist, 1978). Participation presumably affects not only [,
production but also spills over to pdﬁtical and soctal activities - ;-
(Pateman, 1970). ERT "

However, the potential b nefit of having a more pa?(‘lI fipatory
firm is another factot in| which the theofetical po?gibilitics
associated with a CEF need to be differenfiated from the case A

’

!
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being studied. The MVCC has retained a basically conventional -

day-to-day decision making process, although a higher degree of

consultation, especially with the two union presidents, does occur. -
The integrative collective .action to promote mutdal interésts -
found so beneficial in the community during the acquisition

campai $ not been continued into, the everyday activity of the
firm. This si n is not surpnsmg, and & number of possible

explanations eXist. For a start, despite the change in the formal

structure of the organization, patterns of behavior and attitudes
learned under the previous structure tend to persist even after a
change. Usual behavior and attitudes were to.an extent put aside
duringathe crisis atmosphere of the acquisition, but since then
“busirdess as usual’’ has .generallyfierevailed. Whether other
reasons exist beyond custom- an hether this situation is
preferable, are separate issues from decision to purchase the
firm. '

William.F. Whyte's examination of this and similar cases leads
him to suggest that the apparent contradiction between ownership
and decision making power will be transntory (1978). The local
unions of the firm have begun to discuss the disparity between
their ownership rights and actual influence within the firm. Over
the five-year period assumed in the evaluation, the community
may yet be able to coynt increased employee participation in
everyday decision making as a benefit. However, the uncertainty
of this participation is such as to greatly discount its possibility as
a benefit in this analysis.

SociaL Costs |
'y
The establishment of the CEF mecarts that the economic base of
the community changed ownership, but otherwise remained the
same as before the threatened closing. So long as the.community

has’not invested its resources in an enterprise which is irrevocably

headed for economic failure, social costs are very speculahge if

they actually exist at all.

One possibility is that the community drew heavily on a limited

supply of political influence, which may be unavailable at some
HPDYY A ’ v
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period in the future. The workers and resndents appealcd to all -
local politicians, their U.S. senators, and the governor. Qne U S,

senator in particular had to use considerabl¢ pressure to obtain
Sperry Rand’s cooperation in the change of ownership.: -Such

“dctions are not without ¢ost. For the community, the use of .its .

influence for the CEF may hinder obtaining a future objective, or
a political debt may have to be repaid.

Alihough the theoretical -discussion suggests the possible
mtegratmg effects of a CEF, there may actually be fpore conflict
in the community. Previously, the community, especi

those working in the plant, were united against a common external
enemy. Deficiencies regarding the operation and conditions in the
plant and its treatment of the community could previously be

'blamed on Sperry Rand. ‘Now that the community is itself
" responsible, it has more.areas for dispute and divisiveness, in a
~much less well-defined situation. Both management and workers,

and the firm and the community now have more reason for =

interaction, and this alone may lead to conflicts (Coser, 1956). As
. Coser emphasizes, the conflict may have beneficial functions, but
it is worth noting as a possible cost to the comniunity.

The possibility of conflict may be exacerbated by various
expectations having been raised through the change of ‘ownership
which, if not fulfilled, can lead to greater dissatisfaction than
exists in more conventional firms. The whole situation may result
in stfess because of readjustment problems, a less defined
situation, more responsibility, and increased group, pressure to
perform. As.noted earlier, stress can have negatlve wchologlcal
and psychophysnologncal ef fects

At the present ‘time, however, these speculatlve costs seem
outweighed b& the community and individual benefits of having

maintained the Library Bureau and placed it under local

ownership.
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System Level Analysis

-This cost-benefit analysis began by violating the common
: practlce of examining cests and benefits from an economy wide
point of view. Often such a view presents an analysis from the
perspective of governmental agenci¢s designed to assist specific
projects or from the relative costs and benefits to some mythical
taxpayer. The community level analysis certainly shows that the
CEF strategy was reasonable from the perspective of the towns in
the Mohawk Valley, but the purchase required two million dollars
in loan{ from the Economic Development Administration. Is the
benefit to the community a cost to the federal government or is it
an investment which in turn provides the benefits of community
survival, tax flows, and a stronger economy?

Alternative Strategies for Government
Assistance in Plant Closures . .

The federal outlay must be evaluated in terms of alternative uses
for these funds. The question is not one of broad: social priorities
- such as the trade-off between investing in community jobs and
producmg an additional piece of military equlpment ‘Rather, the
issue is the availability of alternative uses of government funds
aimed at job creation or job stability. -

An evaluation study is obliged to compare all feasible
alternatives, ‘but’ this study has basncally., evaluated only. one
altcrnatlve retaining the plant through community- employee
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ownership. Theje were no other'means of continuing the firm and
the comparisons were made with the, likely consequences of a
closure in mind. However, there are approaches to dealing with
plant shutdowns and shutdown-related - unemployment which
provide alternatives to the CEF strategy for rqtaining;thc plant.

~An ideal evaluation would compare the CEF to all feasible

.community and societal approaches tg .closures, using commen-
_surable criteria. Though thé CEF has a'favorablg benefit-cost ratio

in this case, other alternatives may provide equally attractive

ratios. Unfortunately the magnitude and difficulties ‘of a full

comparative evaluation are enormpeus. The most significant

. _ » .
obstacle is obtaining commensurate measures of results for the -

large number of disparate existing programs. .-Though compari-
sons may assist in setting priorities for resouréfe}?"allocation,
judgment is c6mp]icated by the complementarity of many of the
programs; they are seldom completely alternatives.""-l

However, a broad-gauge, qhalitative evaluation of relevant
alternatives is possible. Strategies focqs upon either the demand or

the supply side of the labor market. Job demand, or job creation, .

programs meet plant closures and unemployn{ent'through Jocal

-booster groups, tax incentives, the Economic “Development

Administration (EDA) programs, public service employment, and
influences upon aggregate demand. A job supply strategy suggests
the prdvision of retraining, relocation aksisgance, and informatiod
to facilitate workers’ transfer to new greas or occupatfons when
plant shutdowns occur. ’ -

altermatibes has been implied in the discussion of the continued
structural unemployment of economically depressed areas. Many
of the alternatives fail to deal with structural unemployment
problems. The CEF strategy does not solve all the difficulties
inherent in the alternatives and.is not necéssarily superior to them,
but it is sufficiently beneficial to merit inclusion in the arsenal of
measures available to counter some.cases of community economic
decline. The 4¥ailable alternatives to accepting plant shutdowns
suggest policy changeJ which would aid communities-faced with
the prospect of lost jobs. ' '

Comptrison between the CEF strategy and several of “these




Federal Losns and Gunu SR |
Commumty-employec ownership is a strq;egy aimed at the

South'Bend; Lathe, and Okonite, have relied upon the Economic

.. The agency generally concentrates on obtaining new cmployment
Opportunities through infrastructural or gompany-level aid. .

incidence of poor ‘projects is above an ‘acce
authors of that evaluationglaim that often EDA P
benefit for. upper middle-class businessmen and local governments
rather than the unemployed or those with low income. In short, ,
“the $2.5 billion the agency has expended has had little impact on
the- unemployment problem of the country’ - (Kovarik and
Devolites, 1977: 9). Of most significance, Tlowever, is the finding

applications. Thus, no comparison with alternative uses of the
funds is possible and the opportunity cost of any given loan is
effectively zero. Comparison between alternative projects is not
made formally. One poséible interpretation is that funds allocated
on a regional basis are distributed with some principle of equity in
mind. On the other hand, Kovarik and Devolites provide data
~ which suggests.that pqlrtrcai‘mf}uence is a srgmﬁcant facilitator of .
loan funding.

Pressman and Wildavsky ig Implementation (1973), ‘give a

- comprehensive description of a disappointing EDA project, .
Briefly, private businesses obtained capital on the promise of

" providing minority employment, ih Oakland, Calrfornla, but did

not fulfill. the commitments. The project became enmeshed ii

-unsuccessful attempts to enforce the promises through bureau-.

cratlc means after the capital was already distributed. ‘

Thc EDA has generally worked to lower unemployment through

-

L

business development. Thrs approach can go awry because the
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‘Development Administration (EDA) in order ‘to obtain capital. .

. that EDA’s ‘national office only keeps records on approved |

demand side of the labor market. This particular case and those of

'S .

One evaluation of EDA charges that m ch fp_rom:t selection is - -

the relativgly indirect means of promoting the preconditions for -




.mterests of the businesses are not nebessanly congruent with‘those L
of. the unemployed and the declining communities. When common

: mtenests ‘do_not. exist. it is difficylt- to force the .desired
development through burcaucratio mdgns, Where ‘a - firm is
commupity-employee owned, the ED& s aid may . be more’
cffective because.the target population presumably has more -

- control over its use. A CEF is accountable and has mteMs more
drrectly compatible with economic development. '

sFederal policies have o(ten been criticized because the intended »
recipients do not always obtain the benefits intended for them ¢
since they do not control the process of resource use and
~ distribution. Moguloff (1970) reviewed federal policies and
" . practices regarding citizén participation' and found that although
. many programs noted its desrrablllty, theré “was little crﬂzen s
partrcrpatron in practice. “Piven and Cloward’s (1971) crltique of
programs for-the poor. fqcused upon the lack of organizational -
~ capacity and skills among those who were supposed to benefit and [
.-a resultant inability to benefit from the” funds made avallable '
. under federal welfare programs. CEFs sffould be able to improve
* target, populations’ control over ®some economic development
" programs. The stake and commitment provided by ownership and
higher knowledge level through daily emnl e involvement and
stockholder informational requlrements) will better ensure the
desired implementation and outcome levels ' :

L Faux (1971) porffts to the case of the Department of Labor. in
-+ J967-68 providing $5 million to firm, promrslng to locate in the.. .
East Los Angeles bartio and hlre 1,500 local residents. "After the
‘scheme falled the federal government report stated that the basic
defect, was, that the commumty had no control over it. Similar

n-ermques have been made of Small Buslness Admlmstratlon and’
Facmers Home Administrgtion proérams |
{ P

° ¢ : C \ ,"-

} 1. Partitlpalion iy defined by[Moguloff as “‘an get or a series of acts by w uh the

: ‘cltizen’ has the ogpo, flmily to influencg the distribution of benefits o logses which fhay be

_ (\ visited upon him (or pon those péo kb.frepresemsl as a relmll of Federally s ported
activity'* (p. 2) L S N
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Loya_llonal Incentives % x .:,53 > b ,‘).

“A major strategy of job creation has been the offering of tax

incentives or loan guarantees for locating a plant in a p'artic'\?lar -
community or state. Some cost-benefit analyses of these incéntives
find that when a new firm locates in an area, the economic payoff .
outweighs the cost in taxes to the community. Marginal businesses '
* may be able to survive a short time longer with tax relief, but a

- ~-business which is economically unviable will not be helped muqh;

. - ¢
"There are two flaws in the cost-benefit assessment of tax / ;
incentives. The first jgthe assumption that state and local taxes are -
imporant in locationdl decisions. Studies suggest that labor, raw
material,  and market play a much larger role than taxes in .
determpining company location. Taxes are feldom Morethan 1 or2
. pcrc% of total costg (Harrison, 1974) and are given far more
_+ publicity thaii their business, reality warrants (Schmenner, 1975).
Similarly, Stiliwell (1978) reports on an Ohio study of 98 .
_companies closing down plants just as the state instituted a series -
of facational tax Breaks. Only three companies indicated that Ohio
“tax policies were aafactor in their relocation decisions. Tax
incentives appear to work in creating jobs in a very limited number
- of cases. Similarly, industrial parks may. go unoccupied or . v
"t* . underutilized, becomthg a drain on local resources.rather thana. '
-~ * .mechanism of growth. Haber, Ferman and Hudson’s (1963) -
~‘review of plant shutdown studies found local booster campaigns
. relatively -ineffective. Bearse, examining economic planning in
" . “NewYersey argued that ’ S

it is. very unlikely that in any given year the .major ( -
. investment decisions' of more than a very few firms
would be influenced by the availability of subsidized _
~ loans. Nevertlfeless, a large number of firms take ad- |
vantage of sych loans. The opportunity costs of current e
programs may thereforc be very high (1977: 191).

L)

- .
. Stillwell quotes the Clﬂveland Growth Association, an industry
group wh}'L’ch formerly pushed for tax abatefhents, as saying that

“““tax abatgment is not an incentive to prevent a relocation from .
; A ) > . . . " .
y . ] \ ’ .
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tho to Alabama or Texas. . . . Taxes probably would not play a
major role" (1978: 46). ' o ' o
s Ho ever, tax 1ncent1ve plans and booster prog.ms contmue to
pular and suggest a second flaw in the locational incentive
‘strate y. Everyone is trying to use it. Thus, local and state
governments believe that they will lose industry and weaken their -
: economic bases if they do not offer incentives. The result is what
sokne call a ‘‘pure give awhy’’ (Bearse, 1977: 25) as corporations
push for tax, breaks or locally financed mfrastruCturc- such as
industrial parks. One byprodiict is that the_tax breaks for new
industry place the burden of local tax support on oldér plants
(Sheridan, 1977) and communities and states have a harder time
. paying for the servicés they must provide. The 70 Ohio school
~ districts. on the brink of financial insolvency are a partial
testimony tq the problem (Stillwell, 1978). In the. case of Sperry’s.
Univac plant which closed-in Utica the year before the threatened‘
. closing in Herkimer, a generous proposal of tax.relief and free *
_land was insufficient to alter the corporate decision. For some
communltles, the tax incentive is believed to hav‘e{ked but

overall, results of this approach: are minimal "yt actually
negative. Though a community may wish to indfitut€ an overall
program of incentives, CEFs are ‘unlikely o require them glven
- that community. members own the company. :

N

r

Public Service Employment :

hY

The federal government has been involved in two partlé\tlar job -
creatipn efforts Whlch receive pubhc attention. The Employment‘

" Tax é"::dn program.provides incentives for employers to create
new jobs and has cos Psproximately $2.5 bllllon per year.
Unfortunately, the assessment of this program in President

", Carter’s urban policy statement is that there has been little impact
on hiring decisions. Jhe Wall Sfreet Journal reported on August
11, 1976 that not cvgn the 7 billion dollar a year lnvestment tax

\ credlt had succeede in creating néw jobs.

The other or attempt at job creatton—pubhc service
employgnent (l? ‘)-—-has also been severely cntlclzed. The




_* program obvnously has great impact' the number of peuons

+ "~ employed under it nearly doubled from fiscal years 1977 to 1979,

reaching 750, 000 with-an expehditure of $12 billion. But, Carter

has criticized it as short-run and regards econgmic development as ,

~ the long tefm answer. A General Acconzmmg Offige evaluation of, . %

» Department ‘of  Labor PSE programs for 1974-1%6 mcluded - Y

criticisms that: (1) relatively few. participants obtained Wg

unsubsidized jobs; (2) the programs were sometimes noWu

. create hew job opportunities; (3) incligible participants got into
- the program (Comptroller General 1977).

Local boards or Community Development Corporat n (CDC!
types of organizations should have more ‘cpntrol d¥er PSE. "
Similarly, CEFs may be a useful vehicle for PSE because they
would combine local accountability and responsiveness with

’ prowdmg capital equipment complementary to the PSB
“makework" otgght to be minimized. ()

Some- long~run ant|~unemployment proposals are parallef in =~

many respects to CEF forms of devejopment. One example is the

recently established Massachusetts Community Development

Finance Corporation (CDFC). The CDFC will act as a private

ventyre capitalist, but will provide equity and debt financing only

to ventures controlled by community devel opmen orporations in

depressed areas. Canada has made similar initiatives, such as t e

Local Employment Assistance Program, begun in 1972, Wthh N

funds CDEL type development. _

_ CDCs have been enthusiastically hailed by sdme Observers since
- their earliest development (Faux, 1971). More’ recent authors have
extensively: elaborated their economic and political potential
advantages (Goldrich, 1978). ‘Although evaluations have shown .
mixed outcomes, they can be adequately summarized as mdicatmg N
that “‘the positive results attained by some show that the concept
. can . work”’ (Subcommittee of the Committee on Ggovernment
' Operatlons. 1977: 23). The performarice 6f CDCs has been marred
by poor manageriient and low cap tahzation in CDC business,
ventures, and less than desired local area-participation Td mterest‘ e

_in some CDCs. These problems may be lessened by CDCs

n -\. o 2 | B
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canforming moré to CEFs, because of the possible }nOtivational
productivity, resource-pooling,. and stake-producing advantages
" discussed &arlier. v . .

The federal government has also aﬁempted to influence job
supply by adjusting aggregate demand in the economy. However,
monétary and fiscal policies have been inadequate td remove
unemployment in important age, sex, race, occupational, and
regional subgroups,' giveh inflation and other constraints. Such
policies certamly have not alteréed the plant shutdown problem.
More specnﬁc local solutions are réquired. :

~ Labor Supply SR .

'

Ap;i}oaches to unemployment and shutdowns which stress th
supply side of the labor market usually include training anx
retraimng programs. The evaluation and comparison of these
programs is very-difficult because studies have often ignored
secondary émpfoyment effects of .displacement. Plant ‘closure
studies show [the overwhelming fmportance of labor market
demand in determining reemployment rates. Training is little use if
jobs are not Available. -

" There are/piore fundamental objections to anti-unemployment
approachegAvhich work on the supply side, particularly regarding
_ shutdown-related unemployment. Advocates of training and '
. relocation assistance, believe that societal welfare is increased by

higher geogr labor mobility. While there are undoubtedly
benefits gained from geographic mobility, these are difficult and
costly to obtain and conventional conclusions regarding the
desirability of labor mability are ‘based upon narrow economic
and individual level criteria alone. These types of arguments,
elaborated earlier, suggest the need for detnand side approaches
such as those represented by CD(:s and community-cmployee
ownership- . : _ .-

Income maifitenance expenments, social services, unemploy-
ment insuran¢e and spécialized \ aid such as the Trade -
Readjustment Assistance Act are designed fo ease the unemploy-
ment problem but do not address the funlamental question of

-

. B
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. how to. maintain employment and give individuals some control
over their own fate. All.else being equal; there . should be a
‘preference for allocating rcsouroes toa productive activity such as
a CEF. . | " ;

- . protection which does exist is post hoc, not preventative—the
' most common provision is interplant transfer. Most of the other
three-quarters of the U.S. workforce which is not unionized is
likely to have, at best, no more protection.  *

Poucv Cousmmumons

policy shggcstions and initiatives in Congress. Policy considera-
tions related to 'this study fall into’ two categories: those which

facilitating employee or community-employee ownership.

Plant Shutdown Proposals |

Automobile Workers, United Steel Workers, and International
Association of Machinists made a study tour of Europe to

regarding plant shutdowns. They found that nearly all European
countries provided greater protection for workers than the’U.S.

regarding, shutdowns and severance pay. They were particularly
production geographically and were encouragéd by the planning

systems of large corporations which drafted and updated five-year
development plans and provided greater control over the level of

184

Trade unlons irf.this country generalgly providé' little help'for' T

" shutdown-related problems. Mick’s review of contract provisions -’
- for bargaining units with at least 10,000 employees shows that ‘‘at. *

best only one-fourth of organized labor appears.to be covered by -

any provision related to plant_ movement”. (1975 207). Even the

- These issues have gttractcd considerabie attention including

address the plant shutdown probicin and those aimed at .

In the summer of 1978, representatives of the United -
examine the policies and practices of other industrialized countries - -
does and in particular, noted requirements for advanced notice -

impressed with Sweden s investment in government approved
projects designed to smooth the distributj ‘on of economic

R S T
. PP
L S
v
)
183 " * '
!

" f




.

-

184

. ) o . . a
job opportunities. A set of policy recommendations for labor and
government has been produced (May, 1979).

Within E:Unlted States, the Conference on Altemative State
and Local Public Policies, the Ohio Public Interest Campaign, the .
National Commission on Neighborhoods, and' a number of other
- groups have carried out studies of commumty level economic
developmer* problems. :

1. In general. these assessments agree that corporate relocations

" and closings should be regulated. These regulations should include

mandatory notice to the government, unions, workers, and th
community of the intention to close a plant. Wisconsin currently
requires 60 days notice, but this périod appears to be inadequate
for individual community or government action. Some groups,
such as the Qhio Publi¢ Interest Campaign, advocate two years
advanced notice (Kelly, 1977). Compensation to displaced workers
including transfer rights, retraining, and maintenance of health
insurance should be guaranteed. The community costs should
become costs to the corporation as well. A proposed Ohio law -
would have the corporation pay an amount equal to 10 percent of
its annual wage bill into a state redevelopment fund. Other
proposals suggest lump sum payments to affected communities.
These proposals would partially convert the externalities which
corporations have left to the public into internal costs to be borne

, by the corporation wishing to move. Labor unions should begin to
negotiate such payments through collective bargaining if general
legal changes are unlikely. : *

2. Tax laws must be modified. U.S. plant shutdowns are )

encouraged by several current tax regulations. Changes in the,
+ Trade Act of 197 ced tariffs on goods produced in some
developing ¢ountries. The result has been both a competitive
advantage for foretgn goqds, and more critically, an incentive for
U.S. corporations to mdye to countries such as South Korea,
Taiwan, and Mexico. Second, the ability of multinationals to
defer. tax payments until earmn&s age returned to the U.S. has

further encpuraged the flight of nulfinationals, and-payments of
taxes;to fofeign governments are tsually directly deductible from
. : -

¥

.‘ 155‘ R

a7

/ e

)




- development in the U.S. is currcntly practiced as an e

taxes 'owed in the U.S. The third\d perhaps ‘most lmbortant'_ S
o " domestic-issue is the ability of & ‘compary to chargé the lossof &~ .~ -
“.closed plant- against profits in.calculating taxes, then eduict the . -
‘cost ‘of building a new plant as a business expense. Such-a tax- .- - - ..
" provision doe‘ encourage new. investment but with the current . -~
regional energy and labor advantages it also -

imbalance in | ges it
encourages the abandonmient of plants in one region for growth in

‘another area, Stillwell (1978) points out that these tax laws have

contributed to a réduction in the proportion of federal revenue -

- contributed by corporations from about 25 percent in the late

1940s to 15 percent today. These laws encourage the abandonment
of plants rather than the reinvestment and rebuilding of existing
facnlitles .

3. Regional d(fferences should ' be mlm’mlzed ‘?ustrial'

trepre-
neurial game. Each state and co munity attempts to show that it
has the best business climate. Jn addition to the tax incentives
discussed above, states and cmbs compete fot the distinction of
having the weakest labor umdns or the greatest tolerance of
environmental pollution (Kelly; 1977). Analysts suggest- that -
priorities must be set first. If interstate competition:is to continue

“then little can be done, though a Multistate Tax Commission has -
been formed to assure that corporations with multistate fgcilities

do not transfer profits from high tax states to those with lower tax
rates. However, should the economic.development goal be a :
national one with fewer regional fluctuations, several changes '
seem critical. States should agree to ‘‘no-raiding’’ pycts under
which advertising. dl&ctly criticizing neighboring state policies and

‘business:climate would be removed. One possibility recommended

by the uniqn xeseafch team is the institution of federal taxes to
offset, :.g?rentlal tax breaks ‘provided by state¥and local
govern ts. Finally, a variety of analysts have suggested that
some of the migration to the *‘sun belt’’ would be stemmed by the -
repeal of Taft-Hartley secfion 14B, though labor attempts at

producmg this change have failed: fépeatedly.

4. Merger, takedver, and bankruptgy rules bear reexamination. |
This study argues that the merger and opcrations pohcncs of

; A ~.‘; :
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conglomerate cgrporations are.at least partially responsible for
some unnecessary plant shutdowns. A number of analysts suggest
that the Federal Trade Commission consider the unemployment
and job loss impacts of corporate mergers. Further, small to
medium-sized firms which commonly have community ties are
~ disappearing in the current wave of conglomerate acquisitions.
Takeover legislation is needed to provide the corporation being
sought an opportunity to consider the purchaser’s bid, and obtain
information on the company’s plans for the target. The.critical
feature must be dlsclosure of plans for llquldatlon, or ‘continued
operation.

Finally, bankruptcy law administration has provided little
concern for the protection of either the workers or communities
affected by a bankruptcy. closure. A wider vision of the
responsibility of bankruptcy courts is needed. Some proposals

" have also.suggested change in the administrative policies of state
regulators - in determining the distribution of bank charters,
branches, and relocation requests. The availability of capital,
particularly in' the case of local efforts to maintain threatened

_plants is critical. When capital is concentrated in urban centers,
distant from the- community in which it is needed, banks are
hesitant to invest and may in fact miss opportunities for profitable
loans. This situation is illustrated by Katz, Myérson and Strahs
(1978) who describe efforts to save the Colonial Press in Clinton,
Massachusetts through negotiations with banks headquartered in
Worcéster, Massachusetts.

(

5. A variety of proposals were elaborated by policy consultants
Smith and McGuigan in a report on ‘‘Thé Public Policy
Implications of Plant Closings and Runaways.”. They add to the
above array by elaboration of the suggestions made by public
interest groups, but seem to place greater emphasis on targeted
federal procurement as a mechanism for preserving industry in
declining areas. Such a program would provide a market for firms
which might otherwise fail and is particularly important for firms
/whose output may be critical during military-emergencies.

[
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._" .Commuhitnyhﬁloyee Ownﬁnhlp ,
" The public interest.and union groups have also'recommended
. changes which would encouraggemployee or community-employee. . - ...,

s

»

owned firms, but the recommshdations have been quite tentative.

_ Unions are concerned -with the ambiguous role they would play .+
* negotiating on behalf of members’who are also owners and the

“trade union movemerit has a history of distfust of cooperatives.
The Ohio Public Interest Campaign recommends community-
employee ownership, but warns of problems with trying to save

_obsolete plants, losing markets which existed because of -

" integration into alarger company and long term capital shortages. -
The hesitance seems to stem from both lack of experience. with -
CEFs resulting in uncertainty about how they work and lack of

. .informatjon about thern. However, Michigan recently enacted a

law which provides technical assistance to groups seqkin’g ta
establish employee ownership to counter plant closings.

- This study has not addressed itself to the'internal functioning of
these firms but a variety of literature is emerging which addresses

"~ such questions (Long, 1978a, 1978b; Hammer and Stern, .1979;

Bernstein, 1976; Perry, 1978). Instead, the*aim.of this evaluation
is understanding the merits of communjity members investing ina
‘local corporation particularly as a mechanism for -preserving the

" jobs based in that plant. The possibility hat production lost due to
~ _the closing of a plant in one location~will “be. picked up by

production in another location is given little weight. The issue is
community survival. Legislation regarding plant shutdowns is
currently pending in 11 states (in addition to Michigan's law). Two
pieces of federal legislation are particularly important with regard
to local efforts.‘ _ _ ‘ '
1. The Voluntary Job Preservation and Cémngunltj Stabiliza-
tion Act is designed to provide direct loans and technical
assistance to community-employee groups attempting to-purchase
plants threatened by closure./ Though th; legislation does not
_require corporations to pr vide early /warning of ‘intended

" closings, it does provide two ¢rucial resources which communities
require in order to amurchase threatened plants. First;

b . !

Les




" - attempting to run their own company. Such problems are -

ot funds and technical assistanec would be available for the o
completion of fehsibility studies to” detennine the prospects.for. - ..~ -
financial success of the firm and capita uirements. Second, . .. .M
capital required for the purchase could b { ed to local groups * - '
under the proposed program. Capltal ﬁahWnthe critical missing ©
mgredlent in a number of attcm{ed purchases. Banks have been - | N
hesitant to risk loans to enterpMses which large conglomerates =

have judged to be unprofltable or to take. a chance oh workers. -

discussed more thoroughly in chapter 8, but the questnon of
avallable venture capltal is gritical.

By March 1979, hearings on this bill had been held in the House

of Representatives and companion pmposals ‘were beginning to -
appear in the Senate. One such proposal would incorporate early
warning of planned closures and severance pay into the bill. Some

‘ support has been forthcoming from the White House which is .
considering incorporating provnsions of the original bill into the
Economic Development Administration ‘reauthorization legisla- -

' tlon ~ : ‘

2. A second important piece of leglslatlon is the Small Business
Employee Ownership Act which has been introduced in the Senate -
with bi-partisan support. It is designed to force the Small Business -
.- Administration to make loans to employee owned firms and to
accept employee stock ownership trusts as qualified for loans or
loan guarantees. The support of Russell Long has propelled this
‘bill toward passage and he has given it his support because of his . \
" belief in Employee Stock Ownership Plans (ESOPs). ‘Such plans.
are becoming increasingly popular as vehicles for financing
corporations, providing - fringe. benefits to employees, and
minimizing ' taxes (Stern and Comstock, 1978), Though a
comrunity-e ployee owned firm might have such a plan, as the
Library Bureau does, it ls a mechanism for distributing stock to
employees rather/than other community members. If this bill and
its companion in/the Housc should pass, additional capital for the | |
operation of CEFs woulc} become available. -, [

Changes npust occur at* Ievfls other than federal Iegislation in
order to encourage successful’ use of the qEF strategy. Dial ue

I
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must be opened with labor union leaders on the implications of
" employee ownership. Though union leaders have not yet puplicly
opposed the “Voluntary Job Preservation Act, they have
considered doing so and are not yet suppéfitive. Much of their
-ambivglence will be resolved as more unions actually participate in
employee owned firms, but until that time questions of the role of
collective bargaining, protection of union scale wages, and the
viability of such firms prevent strong union support. Unions have
supported efforts toward the establishment of employee owned

" firms only when all other alternatives were exhausted and Wcals

have often had to insist, against international headquarters
hesitance, that employee ownership was the only way to save jobs.

General beliefs in the legitimacy of employee ownership could
also tolerate some improvement. Though some individuals se¢
socialism or ‘‘un-American activity”’ in workers taking over
plants, the reality is anything other than. an illegal ‘“‘takeover.”’
Community-employee ownership of firms through stock purchase
is simply the spreading of a conventional form of property
ownership to a wider class of individuals. Popular belief on this -
subject underscores the importance of personal values in' the
establishment of CEFs. This stody has taken the ppsition that
local community autonomy and fate control is a posifively valued
outcome. The data suggest that at least "in the sHort-run, the
establishment of a CEF may be an economically {and socially

[

reasonable solution. ' K
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. WILL COMMUNITY-
_ EMPLOYEE OWNERSHIP
WORK?
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' Cost-Beneflt Methodolog_y
- and Commumty Cnsns

L4

similar cost-benefif assessment when faced with the prospect of
the closure of a lo¢al plant. Which factors arc important and how
might data be gathercd" ' L Ao ,

We must now Ensidcr how a commuhity might undertake a

4 y

Experience in. Est blishing Employee
o a‘nd Communi(s Owned Firms

There is a rapidly growing number of firms which are employee
owned in some manner. Corey Rosen of the §enate Small Busine$
.Committee lists some 30 firms, while the study done by Conte’ aK
Tannenbaum (1978) found 98 firms with some degree of stock
ownetship by employces. Thirty of these involved difect -stock
ownership and 68 had ESOPs. Stern and Hamrher (1978a, l978b)
examined fourtekn attempts at conversion of threatened U. S.
plants to cmploycc or community-employee ownership. In a
" comparison of eight successful afd six unsuccessfyl conversions, a

number of factors emerged which appear critical to success. )

The cases ged in table 8-1 show that employce ownershné\m not
restricted to small companies alone. Neither is it restricted to labo™
intensive industries as some analyses of producers’, cooperatives in

" the:'U.S. have argued it must be (c.g:, Shirom, 1972). Despite the
' cmphdsls in this study on the economic decline in the northeastern
U.S., the cases also represent a wide geographic distribution.- A
more complete list of cmployee owned companies would show

even tlder geographic dispersion. ' N
' 4 )
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' : Table 1 :
Founeen U.S, Cases of Attempted Conversion to Employce ;
ror Communlty-Employee Ownmhlp

-I

.

Tonawanda, NY

v

A \ e ) A , Nnnilmol' . . Successful
iso. Namé Product Locatipn _ Employees Acquisition
" Library Burea\r Library Furniture " Herkimer, NY. | E 260 ‘ T Y
Saratoga Knitting . YarnGoods -~ “Saratoga, NY 120 Yes .
Vermont Asbestos ~ - N M
Group . Asbestos. Lowell, VT ‘178 Yes
Webb’s City ‘Retail Trade . Tampa, PL 450 Yes
South Bend Lathe Metal Fabncatlhg South Bend, IN . -, 500 ! ~ Yes,
Chicago and North- ' ' L
western Railroad Railroad Chicago, IL 13,000 . Yeso
ilatcs.Fabrics A « Linen Lewiston, ME , 1,100 Yes
Okonite ,  WireandCablé¢  Northern, NJ' 1,00 Yés_
Universal Atlas (' Gement Hudson,NY /| 215 No °
Intérnational Paper Paper North 400 No

861




_ r e e
! l‘ ‘-)‘ \N " ‘
\" v - , . ..
Hubbard Manufacturing Metal.Fabricating  E. Oakland, CA L 100 +
) Edward Hines Plywood , Westfir, OR | £ 340
. . “ .
Kasanof’s Bake Goods ~ Boston, MA T 285
Colonial Press Printing " Clinton, MA, 750-1,800°
*At one time this flrm employed 1,800, workers but the éonhiomerate'pwner Sheller-Globe had laid off“?’l
declined. : T _ At
h .
' Y
¢ .
N ! ! '.,r' i
*»
(\
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\. '! ' . | B
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The process of conversion has four basic components "which
influence one another: (1) feasibility study and estimated level of
capitalization! (2) cost-benefit analysis, (3) negotigtion with
cursent owner; and (4) mobilization of resources. However, the
fSur components depend upon the existence of entrepreneurial
and expert leadership. In successful conversions leadership roles

. have been played by businessmen, workers, and economic

development directors, bpl such roles have always been critical to
Jthe process. The leaders must be capable of organizing resources, -
Qroviding chnical expertise or at least knowing how to obtain the
information and skills which are required. In one failed attempt, a
production worker who appeared to lead the purchase effort

. A . . . .
' lacked information on how to qualify for government assistance

~(\)'l; how the finances of the -plant were organized. No economic
{ . . .
development officer was available and little local support could be

- mobilized. The entrepreneurial role is crucial in the complex

negotiations Which seem to accompany communitycemployee
purchases. In the Herkimer case, John Ladd knew the government
. regulations and had organi;n’hg skills, Richard Rifenburgh was a
financial- entreprencur and’ the managers of the company joined
the local effort in providing technical skills. v
. ‘

1. Feasibility Studies and Capitalization Requirements. The
initial decision to attempt a plant purchase is clearly contingent
upon an assessment that the company can be run profitably.
Though some might argue that maintaining a plant which is likely
to present problems of chronic economic loss gis temporarily
worthwhile if such a purchase eases the burden upon local lgbor
markets by allowing gradual absorption of workers, a community
is unlikely to proceed without good economic prospects. Such
studies are, of course, conceérned\with dcmand\fpr the company’s
product, the state of capital Yoods, debt, and prospective
government regulatory requifements along with the ability of the
firm to maintain current comsunity income streams, employment |
levels, and local purchases.” Investors will want some idea of
potential return on investment and bankers wilt want the
feasibility study as a basis for loan negotiations.

’

1. ‘() \9‘
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Conventional -economic asSessments a\t‘: weually done ' by
management or economic consulting firms that often specialize in
particular industries. However, the success or failure of an
employee purchase may depend "upon specific elements of the
assessment which merit special attention. :

The financial data required for an adequate feasibility study is
often hard to develop,particularly if the current owner is either
more interested in a closure than a sale or is hostile to the idea of
employee ownership. Irr Herkimer, the data was available because
the former Sperry managers aided the Iocal effort,but the Sperry
central office refused to certify the figures and this refusal ~.
ultimately restricted the company’s ability. to sell stock. At the
Atlas Cement Plant, U.S: Steel refused to provide any financial
data to the local group and most of the }han'agement team had
already been transferred out of the area. Opposition to the local
group was apparently based on the probability that a reopened
plant would compete with other .U.S. Steel cement facilities and
that the local union would supply the financial datd to other locals
of its international which still bargained with the company
(interview with Kenneth Blum, Assistant Plant Superintendent,
September 30, 1976). The data necessary for a complete
application to either, a bank or a government agency was
unavailable. Lack of cooperation by the currgnt owner appears to
be related to potential competition with th® new firm and the
importance of the planks output to: other owner production
facilities. Pd@nts which are unintegratefl, satellite components of a
larger corporagion sheuld face less difficulty in procuring financial

data. \

A second critical issue is the required capitalizatjon for the firm.
Banks are hesitant when the debt/equity naino is 3:1 or greater and
perceive community-employee ownership as an additional risk.
Either negative responses or indecisiveness on the part of private
bankers seems largely responsible for the failures at Colonial

B Press; Hubbard Manufactuting, and perhaps Kasanof’s despite

feasibility studies Suggesting profit potential. An extreme example
of sthe qcbt/equny problem occurs in the feasibility study
undertaken in the massive closings in the Youngstown Ohig area.

-
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The study investigated reopening of theé Campbell Works under
commumty~employee ownershnp and recommended reopening
with a 9:1 debt/equlty ratio (National Cénter for Economic
-Alternatives, 1978). The amount of capital required is so large that
.\ federal intervention on a massive scale would be required.

The . debt/equity problem is particularly critical where
substantial capital is needed. In Herkimer, the local community
contributed nearly two million dollars to establish the firm’s

. equity position. Mechanisms for bunldmg or leveraging .private
investment into larger amounts of capital are required. Federal
. interest rate subsidies, tax exempt bonds, stock, loan guarantees,
= and grants have been syggested as equity establishing mechanisma.
The Voluntary Job Preservation’ Act would develop equity capital
through loans to employees who would repay such loans through a
deduction from wages. The critical nature of this problem is
apparent in the successful purchases as well as the failures. In one
case the major banking institution involved retained the right to
., approve the company’s choice of chief executive and An another
case the company agreed to forego payment of dividénds until the
initial loans were repaid. v

A third rather mgjor issue involves the product market itself. -
Often an announced closing is preceded by sales cutbacks and -
refusals to takc new orders; former customers may seek alternative
suppliers. Loss of market was an apparent problem for the
Colonial Press and order cutbacks forcéd a temporary workforce
reduction in Herkimer eight months after the purchase of the
plant. Feasibility studies must place importance on the nature of
the client-organization relationship. How doees the salcsfo?ce
operate" How :much effort will be requnred. to develop “or
redevelop markets? This issue underscores the lmportanco bf early
‘wdrnmg of impending closures Speed-is essential in refaining a

* viable orgamzatnon A" strong potential for success-is highly
vulnerable to the loss of chentele during even short dlsruptlons'of
servnce _ ) L, {

. ] . : _ py
‘Some employee groups have found (themselves lacking the

.cequrt/'qe to, make either technical or financial assessments. In

S A
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addition to raising funds to pay for professional asscssments,
- * community groups ¥hould seek help from professionals who are
_ willing to contribute services on behalf of cornmunity welfare, .
' with reduced fees or in lieu of future considerations. ;-rhe
. Economic Development Administration. has established. several
" regional technigal assistance centers, Ope such center " in

~ Plattsburgh, New York aided in preparatioh of the Herkimer :
- application to EDA. In the North Tonawanda case, a professor
o \-from_ a nearby university donated his time to assess local forest

~ resources and production processes in the plant. University
‘extensiony services of faculty willing to assist in exchange for - -
research data should not be ovérgked.-ln still another case, am . .
_~~executive placenient service offer to locate and put togethera - = '
" management team without charging normal-fees if the new
company would agree to use this placement service in the future. A
community threatentd by economic catastrophe can often obtain
help' from proféssionals who are. committed either to_the— ¢ -
‘community itdelf or to professional service despite the commun-.
ity’s shortage of respurces. ~ ° R = IR

2. Cost-Benefit Analysis. The feasibility study becomes both an
input to,a community cost-benefit analysis and a stimulus for it.
The ftudy provides. information on capital requirements and

_ possible sources of funding, ari#l if its conclusions suggest that the

threatened plant has a reasonable probability of operating '["f\',

profitably, a more complete cost-benefit assessment should be

made. : | . o

* I . . [} B |
Part ]I of this report Riustrates an appropriate cost-benefit

' methodological model for the assessment, A second model which

actually appears to be an impact study rather than an ‘explicit

* cost-benefit analysis is the “‘Socioecopomic Costs and Benefits of

the Community:Worker Ownership Plan to the Youngstown-

Warren SMS4,’* written by Policy and Management Associates

(1978) with respect to the closing of the Campbyll Works of

Youngstown Sheet and Tube. - = - . , " A
. ’ P ' ‘ t
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Both studies indicate the nced for assessments of a wnde range of

characteristics. _
(D) Dcmography of the area workforce . /A .
(2) Tzabor ‘market conditions . :
. (3) Impacts of closure upon S "y
. " (a) employment levels o . \

(b) local economic base R
(c)personal income " ._ : - \ e
(d).tax bases T ' . 3 :
(e) local purchasmg
(4) Lecaf purchases from the plant -
{ (5) Available ‘economic adjustment resources
' (a) unemployment insurance
(b) trade readjustment assistance
(c) supplemental unemployment benefits .
(d) severance pay - ) ; . s
.(6) Mental and physical health 1mpacts -
(7) Mobilization potential '

. \
(8) Entrepreneurial skill base ' .

A

The major difficulty in preparing such an evaluation is .the

gathering of the material peeded to construct the document. The _

.. problem of firm tecl:)(a/l”and financial information has already >
been discussed, but evercoming the gesistance of former owners
/ may require the use of polmcal influence as it did in Herkimer. A
change in corporate dlSClOSUl‘C laws would provide this

lnformatxon A ~3 . v

- Several docume;ntsfare avallaﬁle to-assess local demographic and
labor market conditions. This study relied Feavnly upon New York
State area labor reports on job openings; hiring speci ficauons, and .

\ the unemployed. Many of these documents are available because -
of U.S. Department of Labor reporting requirements. Much of
the Youngstown Warren study is based on documents frog Ohio
State Departments of Employment, Economic apd Community .

v Development and Taxation. Both studies utilize mfom‘tlon
provnded by area development agencies. s . A

°. L I
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: Desplte the simphcity of thesc suggested sources of mateml .
they are worth mentioning because, of the events in scveral ofthe "+ [

N ‘cases stu;i%ed Local “businessmen and p%rncularly leaders -~ - —

emerging-from among producnon workérs have little knowledge o

- “of the vast amount of mform@tnon prqvnded by state and federal

" agenciés. The group at Atlas Cement knew. that local economic- . . -
“conditions were miserable but had no more technical information =~ #

_than that provided by the newspapers until other mdivnduals with

appropriate skills and\jnformation began- to partng,;gate in the -
effort. The owners ofa\\vkeb{’s{Cny Department Stc&pgomplamed

- to their local congressman who dnrected them to. tﬁe,ﬁ A,

‘The integration of local, state, and n tnonal governméﬁts wnthln L
t'he current economy means that most- ocal groups wnll be able to-,L \
locate appropriate government bodies to obtam information and
, perhaps assistance. However, time 1s~ﬂmc Al in a ‘threatened .

. closing, and community groups may save timeYWhich would be
spent searching for required information by developmg knowledge
" of government informatiom services. Researchers and community
groups may also benefit from consultation With other research
programs, public intergst groups, and study centers m have .
dealt with the issue of" plant.ﬂosnngs. As the issue of plant/ closnngs
" and employment effects becomes increasingly important, ‘moré
information and perhaps specific programs will become available.

" ‘Suggested Resources .

~ X : :
; L' ® NATIONAL CENTER FOR Econd_mc ALTERNATIVES
» "+ 2000 P Street NW ‘ ‘

Sufte 515 . S ;
Waghington, DC 20036 ‘ ™
This group is largely responsnble for the evaluation work on
the closing of- the Campbell Works of Youngstown Sheet and
“Tube. The $‘Socioeconomic Costs and Benefits . . .”’ study .
referred to above was done by Policy and Management v
* Associg¥s, Inc. which was working with the center. Another
group concerned with plant closings working with the center. is
‘Technology Development Inc. ‘which ‘has prepared a report .

titled ““The Public Pohcy Implications of ‘Plant Closlngs and
Runaways.” . A .

L
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. . e CONFBRBNCB/ALTBRNATIVB STATB AND LocaL l‘nUBuc,Poucnss !
» 1901 Q Street NW , '
Washington, DC 20009 T

This group produces resoyrce papers and leglslatlve proposals :
aimed at changing public policy toward local’development and . ..
government. On€' recent paper, ‘‘Industrial Exodus,”” * "by m
Edward Kelly, resedrch director of the Ohig Pyblic Interest
Campaign, is particularly helpful in discussing public policy
strategies for control of the “runaway” plant problem. '

In cooperatior} with the Ohio Public Interest Campaign a
report titled ‘“Plant Closings’*® has been issued. It is- a
compendium of newspaper and magazine articles along with -
{ _ severa] position papers. There is a thorough examination of the
. problem of plant closings and a variety -of solutions.

-O‘C'&R ASSOCIATES ) : ’ N
Chapel Hill, NC 27514 . W

o

Rick Carlisle and Michael Redmond have prepared literature
o review and bibliography. with selective annotation on Pplant
' closings under caontract from the Federal Trade Commission.
The paper, ‘‘Comynunity Costs of Plant Closings: Bibliography
and Survey of the therature,”"§ a helpfutgutdd to*variables - .
. “which should be consndg;ed and gives a detailed companson of
S several cases. ¢ M :

¢ CENTER FOR COMMUNITY ECONOMIC DEVELOPMENT
639 Massachusetts Avenue
Roong316 . 41 . ,
Cambridge, MA 02139 ’ . o N

The center provides researcﬁ papers and pamphlets which can
assist ‘in learmn)g how to utilize federal programs and what
commun\y ownership alfernatives are available.

. ’
\ - ® CENTER FOR EcoNomiG STuDIES -
-+ 4 P.O, B&% 3736 ([
L Stanford, CA 94305 . | ,

. The center should be able to provide informatidn analyzing
- the problem of plant shutdowns in terms of the number and
|mpacts of closures. : -

’

-
\
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. . 'l‘he J beruaxy, 1979 issuo of the Pub'llc Admin{mu- el
_ tfon RevidW has a symPosium gn***Poli: Analysis in Stateand. . ;' i

e Local Government”” which incluties a siort; but helpful, section - ".‘ : '

by Elizabeth” David, on “Benefit-Cbst‘ 'Analysis in Statt and RN ERE

Lbcal'lhvbstment Decisibns V AR PR --.-;-"T‘f'.;'f?'."L

L

L]

T, o NEw Systams oF WoRK Arm PARTI ATIQN Prookiu - * e

* New. York State School of Industris sand Labar Relatlons‘ T
. Cornell University % " . ST, Lot s
“Ithaca, Nv\ysgs S L s

This £rQujs cdn supply” research report;' on’ thc process of
RS éstablishing co:mnumfy(-enﬁ)loyeq owned firms, materiél dn -
.-+ current legislation and detailed accounts of the pLogress of some
' cases of commumty-employee or anloyee owner,

B A-list f. related groups and topi!s is pfovided |n Daniel e,
" Zwerdling's book "Demgcracy. at. Work  published’ by the”
. Association. for Self Management and in an article by Derele* ‘
shearer in Mother Jones (April, 1978)

-3, Negotmting with the Previous Owner. Though this topic -
+ ‘might not ordinarily merit special attention. because it appears on '
thie surface to be a matter of strikmg a bargain acceptable to both
sides’in a sales transaction, a community purchase appears to be _
qmare complex. First, selling corpoﬁtlons tend to doubt both the, SR
managenal and findncial ability of commypity groups. Second, -
. comniunities usually assemble complex palkages for financing
urchases in ‘which: the entrepreneunal leaders must juggle
_government agencms, §everal private banks, and community fund
raising all at once. There are: numerous pomts at which difficulties ,
may emerge and selling corporations have tended to set deadlines <
for -sales which create crisis situations for commumties Thus, "~ .
ncgotlations become comphcated byi issues of tlme limlts%s Well as
price. The examples are numerouys.

In Herkimer, Sperry Rand demanded a non-refundable depos:t,

. then gave a time limit for the payment of the remaining capital. In
) this case, the commumty had to file EDA applications, get bank
Jtl’?ﬁﬁrovds and then had 45 days in Whlch to raisc 1.8 million

R )
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- dollars through the sale of stock. Thiee hours béfore the déadline,

S the money had not yet been raised, but several arrangements were.
, - made o raise the final sum,: includjng a-compjex loan from the -

coumy legislature to the area d elopmem corporatnon. The *
. . owner of Kasanof’s Bakery decided not to wait beyond a specifi¢ |
- .~ daté for a required fifty thousand.dollgr dowil payment and that
«  offort failed. Sirilarly, the bank{ which held the notes” om
-.  Hubbard Manufacturmg decided to auction the plant’s equlpmem

+ rathet than wait for the lacal group to: drganize itself to raise

addmonal funds. In the cstabllsh-ment of the National Tanning

and Tradmg Corporation, political pressure was used to specd
EDA approval-of the pthn.because of deadline pressure applied by
the Esmark Corporahon&v‘vhich owned ‘the company. Polmcal
pressure to extend the deadhine for bankrupicy filing by the parent
company in the Webb’ s City case is yet another examplep -

The negotiations for est bhshmg the communify-employeéé
owned firm are often unorthddox and the ability to meeﬂinancmg
package deadlines is an important consideration - both in J
cost-benefit ana’ksns and the actual 1mplementatlon of a purd%

.-attempt. .

4. Mobilizing ResOurces. The efforg.which 'f' nally determim:s~
the outcome of a community-empl g,purchjsc attempt is the
activity about which economics has much fess to say than political
science and sociology.” The crucial issue is, the mobilization ‘of -
resources, mcludmg mdnvnduals’ time and energy as well as

'h capital. Mobilization of a commumty 10 save jObS in a threatened
plant closing situation is similarto the resource mobll}zatlon task
faced by a social movement seeking change. In this case, the
change is in the form of ownership of the threatened company.

McCarthy and Zald’s elabora¥ion of the resource moblllzatnon .
strategies of social movements -illustrates the gommunity’s
problem (1977). From the standpoint of those'wishin'%to purchase
_ the plant, the individuals and organizations in the co munity may ,
/" be categorized in two .ways.- They may either be adherents to
, (believee&n) the social movement’s gopals, or constituents (those

© who actually contribute to the movement). They may ‘also. be

VIR .
<06 .
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s « ofthe movement’s aims, There are likely talbe-some agv.cr'sa'rie% to

~ them whetHer they give time and capital or do not. The benefit of AR
-+ saving the plant is a com;i}ugty or public good and’ some. . T

L I ":f-'r-". e )
=, "™ Individual§ whodo not benefit a¥ectl _ 'o;n\ai'l_ dotivity-offen "«

J | ..-"' .. . “\. . ,o"

divided into bengficiaries oF nombeneficiaries (direct ang indirect)

_the movement, hut the 3ject for members of the movement and
* movement organizations is to ekher neutralize these adversariesor
convert them-to gdimrchte. . " Yo "

Ly B
e "
T
.

. belieWFthat those who receive the ‘benefits sfiould also bear the , ' 3
_ costs, Individuals may perceive personal benefit if a plant i3 saved  *: ... ~

»

- but simultaneously recognize that these. benefits will accrue to - Ce g

igdividuals, though adhering to the cause, prefer a *‘free Tide"yt, v
(Olson, 1968). e ‘ v

. o " »
~.In this particulat. social ‘movement, thos& actors in the .
community who actively segk the change in plant ownership must _
turn adherents and *free riders” intg contributing constituents.. ¢ . *
They must move individuals whose benefits are indirect (the
, community prospers) to contribute ‘time and capital to the
- preventjon of the plant closing. These individuals are unlikely to
lose their own jobs and may not see any personal loss despite the
direct loss-of jobs suffered by others. The active organizers of the
moyement must make the issue salient to a large segment of thé -
population, r;duce the required individual contribution as much '
“.s possible, and make uncommitted ipdividuals feel that theit™ = *°
individ&aﬂ' contl‘i%‘i(on to the effort is {mportant. L ®

. In,Herkimer, television, radio, and newspaper information and
advéttieing werg used to make the issue salient. The loss of the ,
plant was pictured as an economic disaster for everyone in the
community and the idea of helping neighbors and friends save-
their jobs, homes, and family was prominent as well. Participation
costs were lowered by asking for an investment of only $200 with
no commission charges on the sale of stock, and transportation to
purchase locations was provided. Contacts were made »with
individuals who were members of local organizations of all types
in order to obtain block support and to increase the use of”
interpersonal friendship networks as a mechanism for making )

Yy
b
v
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indnvxdual contributions. secm important to the effort. In effect, ’
social netwbrks were'used to mobilize the commumty effort. The
importance of .organizational infrastructure and interpersonal '
/. nctworks has been described by Oberschall (1973) with respect to
pcasant societies and by Gamson (1975).in’ cxammmg social
.. protest moventents in the U S. . n

-

For the community" ‘faced with a ‘shutdown crisis and thc ,

. potential for community-employee ownership, the .resource

mobilization perspective suggests several issues which must be -
addressed in evaluating the possibilities of 'obt’atrr ng community

member commitment. The issues ‘mvofve questions of orgamzms ‘
strategy in planning a fund raising campaign. - ( '

. (a) Consideration must be glven to the composition of the

organizing group because the “inclusion of business, civic, and

" social elites with connections to local organizations is crucial.

Individuals are needed who are willing to act on behalf df.the

mobilization effort. They must be the central points in a netwark

* of organizations and individuals cngaged in ralsmg funds and
coordmatmg information flows. .

(b) Potentlal opponents of the effort should be identified,
. particularly if they are organizations which afe already the focal
N » points of organizational networks. Organized opposition is \
particularly difficult to overcome when the community is being.
asked to mdke a riskysfinancial commitment. -
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. phxsnologlcal) variables wete taken into account;,

. Y

The aims of this study haVe been to evaluate community-
2}npldyee owned firms as a'means-of job-saving and to illustrate
“"the methodology for suth an evaluation by a community. These

. aims were pursued primarily through examination of one CEF .
ease—the acquisition of the Library Bureau division of Sperry
‘Rand Corporation by the Mohawlc Valley Comnrunity Corpora-

tlon in Herkimer, New, York
The evaluation emphasnzes the commumty viewoint but CEFs

- were also discussed from & societal perspectivc. THe: asseSsment

mcthodology is that of cost-benefit analysis.” Both economic and .
non-economic’ (sociological, political, psychologi ~Ipsycho-’
w_evcr, only

the cconomic variables were valued monetarily.

’

The 1 measure of monetanly valued economic’ benefits was

. ‘bas*cially obtained by estimating the difference between' the

(higher) income stream into the conmmunity as'a result of the
M-VCC *enabling the plant to continue operations and the income .
stream if the threatened shutdown had actually occurred. That is,
an “avoldcd cost’’ concept of benefits was- utilized. Non-mone.
iy valucd economic benefits, such as an increase in the
community’s control of its economic_base and likely avoided
losses .in local government and school’ district revenue, were also
important. This analysis drew heavily upon the literature of
regional ¢conomics to understand the impact of a manufacturing

| i | : '213‘-" o
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. plant on community income flows and on the findings of labor

economics to show likely effects on the displaced employees.

The non-ecomh? actors also largely follow an avoided
cost concept. They inclyde avoidance of sociological, psycholog-
ical, politicgl, and«psychophysiological costs which have been
directly correlated with job loss and unemployment- rates.

However, there are. additional non-economic benefits derived

from mobilizing the local population to establish locally owned
rather than absentee owned industry. The community develops
itself- by increasing its capacity to act in its own behalf. Skills are -
obtained and new organizatiims created. _ o

The costs involved are mainly the opportunity cost} of the

community resources allgcated to acquiring and maintaining the -

MVCC, such as the $1.8 million o_utla'i? for equity capital in the
firm. .

"The ratio of monetarily valued economic benefits to costs is
2.27:1, using the analysis assumptions regarded as most
justifiable. The sensitivity of this favorable result to changes in

¥

. imporfant parameters was considered and the benefit-to-cost ratio.

emains more than one even when assumptions least favorable to
he CEF alternative are employed. The overall evaluation results
rom the community viewpoint are favorable to-the CEF
alternative. - ' "
From a societal perspecti\"e, however, the theoretical framework
suggests that the issue is more problematic. Perhaps the core of the
problem is whether the capital reallocations involved in plant

shutdpwn decisions by large cotporatigms, acting under the
_cu:zft system ¢ arket -&n’straints% ““correct’” for the.
sogitty. There be malket failures, either because firms’
capital allocations do not competently adhere to the rule of

'maximizing internal monetary return, or because this rule is

incorrect in not giving signifigant enough weight to externalities

* and non-fhionetized factors. If market failures are judged to exist, -

then the benefits of appropriate changes must.be weighed against
the costs. ‘This study has made an exploratory attempt to examine

| 4




7 ~\whether there are arket faﬂures related to‘plan cloj;zes: and is ° J{, e
© ., @imed at assessi g one. ‘means of addressing ’he failures, - T
‘Though the gﬁe@yconclusion of th g:osbbeneﬁt analysis i, " - ¢
... that oommlmtty-emplo ee ownership is aliviable strytegy in\plant L
L P ' shutdown sttuatnons, the e\valuat.iqn un‘l‘ortunately fogd‘es anly -
" upon the immediate decision, and effort fo purchas’e the plantt'A R
" complete examindtion of CEFs, requises a long:run consideration .- .-
- . ,of their economic, success and the maintenance qf the | al S
" ¢ autoriomy gained t‘rough the purchase Analysis mast be done of -
~ both the econorflic success of guch firms over time apd the
 _development. of\the communitL ‘which purshase the firms.
: ‘Further, 'the unigue combination of talent and monetary resources
“available in Herkimer- may not be available elsewhere. The

o " situations in which the’ CEF strategy in applicable(may be qutte
s limited. RIS

Two cntlcal questions remain Whlch effect long-run success and
community autonomy. ., - _ L

Employee Partlclpatlon - \

" The'e mﬁmtxon of employee ownenship in chxter argued s,
that preductivity ﬁhts were available in CEFs be\%use of - ¢
increased worker gommltment to . the firm through nancial
investment and partlcipation in decision making. ‘The increased

financial stake. is assured by the purchase -of stock, but _
> articipatlon through meaps other than voting one’s shares is §y - ..~
no6 means assured. In fact,/ shares owned through employee stock

ownership plans are not/always voted by the stock owners but » _
rather by the trustees of the plan.- : \, ) s

id the crisis atmosphere of a threatened closing, most

mdi;‘ dual workers are concpmed with saving jobs and hot w
their decision making rights/n the yet to be reborn firta-F orms‘f

~ organizatiopal control ar¢ rarely discussed in such § uu io ~
“(Stern and Hammer, 1978). (However,: ail control options ‘wquld.

- be discussed with the pur¢hasing group under the terms of the Yob .

_ - - Preservation- and Community Stabilization Act.) Furthermore,

1  many workers lack an interest in making decisions on company

o ‘ : .
C i - A , X “_.:
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«.  policy (Locke and!chwclg 1978; Hammer and te 1980) ,

\ _They have had little pr. cnée in dcclﬁommakmgald prcfeqto leave
decisions in thrrv hands of expert managqrs Gurdon (1978\)\?aund

that ‘little change ih decision raking practices occurrc,d in the
X Saratoga Km(tmg Mill after the worke:' purchase. ..

)

: One cause qf this ldck of mterest in pammpatlon is the lack of .
5 practlr):md skill in dccnsnon making. Education and- practice are.
. - needed to promote worker desire fols power equalization
"¢ (Pateman, 1970). Perhaps a greater reason for the minimal interést
. .in change is that the organization is the sz;me.-one whlclrxnsted
¢ before the”crisis, ang only the distribution of ownership has
changed. The organizjtiofi falls comfortably into the patterns of
past ‘practice. The difficulty, ‘however, is that expectations ‘may
have changed while bebavior patterns are unalteped. The result--....2°
after some perl of Wme miy be thwarted expectatlons
concerning ? tnershlp among _workers, managers, and
community bers, and pressure for ghange may result. Recent K
activityregarding the stock held in trust®or workers at the Library
. Bureau revealed uriderlying tegsion concerntwnhe vymg of
4 ‘shares Union-officers felt that management wa oring t?e fact
that the company was employee owned. Labor relations were Seen
. as similar to those which existed under the absentee owner. Failure
3t maragement— to acknowledge the partnership of managcmeni
labor,’and community seem to underlie current tension.

Meeting the job thxeat drew at}ention away fr(;m the implica- o
tions of spreading owndzship to those who usually work only as »
employe&s Changed ownership altered expectations of power

. sharing, \but n%mally lyiduals were unsure of their nghts as ¢
‘owners, lincertdin @s to whegher they would like to patticipate in
d‘ecision making, and ‘thankfaT~that jobs had| been saved.
Participation may not<become organizational practice and them
potential benefits avallatZle through shared control may be jost. In
tfmure cases, a solution to this problem may lie in the introduction -
of the issue of participation before the plant is actually purchased. -

The danger of course is that power and control easily hecome ®
divisive issues and unity of purpose is requlred to be successfyl i in '

the purchase attempt.
\ A}
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2 '« The strongest focml benefit argued for bEFs irthe retunf of 3
.~ control gver the ‘econbmic fate to. the-1ocal level. Communlty- T e
.. employeg ‘owned firms must Tépot to Tocal néeds more ‘clogely =~
...t than absenfee ot{ned mpahies 'do."The difficulty ig that. success- |
~_ ful CEFs may not rej atm locally- owned. 1f community leaders arel

- .. satisfied with only- saving jobs, they ‘may be tempteéd fg retum - ‘_'-;\f’

RN control to outside owners once the crisis is past,.or they may R
advantages in being part of a~larger. corporatton vith greater

* access to capital and resources to: buffer the&company at_net_ short

~terim adyersity. e YT

- }-listory provtdes nyme “i examples of the dtfﬁcnlty of".'_' R

. mamtammg local control. Bernstein (1976) describes the problem . -

SRV l* examination o ~plywgod cooperatives of the U.S.. ./~ 7%
-, Northwest, The success of the worker owned fikm drovg up the-_ Y

" § value of shares in the company, When worker dwners reached =

B retirement age, replacement workers.could not afford to purchase . - .

- the highly valued ‘shares. In so c cases, large companies from® ‘- .

. outside the aréa were the only ones with-tjie capital to purchase . -

shares and colvipanies passedfrom worker to tmdttional cor!&_ate W

" ownership. 3 2 : U B

*Bern!tem deN:rd tw after the ownership chansg:& '_ .

ult;mate control © employment. and other decisions pas

_ : letely out of the communities for which the plants are a .
‘ jor- source of employient opportunities; (2) productivity is. 1

« : w have dogreased; (3) 100 workers were laid off at one- ‘ . :
planfand (4) the uahty of work is: judged by the workers to have o

o "decline (1976) ) . . . . : -

. Thls situation phay have aoccurred because each wquer ina /
- cooperative owns'pnly one share of stock, but the ‘loss of control o
O occurs in other ways. yte (19‘78) describes the plight of ‘the.

. large loans in order to eXpand the facilities to meet‘ o - ) -
. potenttal demand 'they were able to get ‘the necessary ‘
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©.of & su suctessful job saving purct

. Company plant in Tiffifi, Ohio in £963. By pooli i resouyces the.,
,workers purqhaseq the plan£lreﬁ

9 Tiff‘ -Art-Glasd Corpo

o ?'h -l“

- credu only through sellinwut tom-xvate in4 oy

.7 e P o

e e

The reald;fficm/ﬁ‘ Qrought close to the point by an example €
Dy workers at a U, S. Glass -

atmeetmg local cnses as Wel as pnde in its ability to deféld 1tself B

economieally, but it has‘relinquished. the’ degrec of dontrol whigh- .-
. .: was gained. through local initiafive. As long ‘as.concefn-focuses - -
= only upon strategies for saving jobs, the long-xln ownershnq of th

company may nat appedr- critical, but the Rhancial security

_becoming a subsidiary ofa largc corporauoms a trade-off against L ,
the vulnerability to corporate liqn;s whnch subsndiary status_‘. S
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e Commumty—employee ‘ownership is a vnable strategy for
. communities facing plant shutdowns when thie plant itself mlght .
. ~be made ‘profitablgé through a change in ownership, some
refinancing or limited amounts of new investment. It is a strategy. -
with_potential economic and social benefits to local communities
~ including maintenance of economic base and income which may ..
. actually induce further economic growth and the development ‘of
community skills, pride, and autonomy. However, it is also a -

strfitegy with considerable hazards.and some difficult costs.

. Fifancing is complex and requires coordination of the activities of
nimerous. indivnduals, local organizations, and govcrnment .
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com ny ioContmental Can whicl»irﬁurh sold it to' the Interpace - ,-' .
rparation m 1969 (Kel 20) The Ohig- Pulﬂié 1nterest.’ -
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;5<\ forms of egsmg the impact of plant closi whbn the local ‘— .

- cotyr lseems agnl .onceythe crisis is Past.
b
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enctes “Yhe saving of jobs and‘.the develobment of loc
cconoimccontro] -are somewhat mdepe{tden however, and loca

nizing’that the-CEF stra7 tegy is vnable, this study
hasize that thé straegy is only appropridd¢ in v

‘ quond rec
--l ' ld also e

. \ hmttcd ‘situations. It requires, that co munities cagefully evalaate. .+

B _-‘ the cconomic prospects of threateffed firms and turn to other

CoJmpany is in fact economncally dxsadwntaged
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