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Foreword

This report assesses the potential for local economic growth offered by high-technology
industries, the types of programs used by State and local groups to encourage development
of these industries, and the implications of these programs for Federal policy. As such, it
is a companion to the continuing series of OTA reports on the international competitive-
ness of U.S. industry and the meaniny of industrial policy in the U.S. context. It was re-
quested by the House Committee on Science and Technology, and letters of endorsement
were also received from the House Committee on Small Business; the House Task Force
on Industrial Innovation and Productivity; the Joint Economic Committee; and the House
Committee on Banking, Finance, and Urban Affairs.

In recent years State and local governments, universities, and private sector groups have
become increasingly active in promoting technological innovation and technology-based
business development in their local economies. These efforts have resulted in productive
new forms of partnership and cooperation at all levels. While Federal programs have some-
times supported these efforts, and while recent changes in Federal policy have improved
the climate for high-technology development initiatives, in most cases both the initiative
and the ongoing leadership have come from imaginative State and local leaders. OTA hopes
that, by documenting these efforts, it can help Congress to take State and local efforts and
perspectives into full consideration in the formulation of national policy.

OTA was assisted in this assessment by an advisory panel of individuals representing
a wide range of backgrounds, including industry, finance, and State and local government.
In addition, hundreds of State and local officials have provided information and dozens
of reviewers from universities, private companies, and government agencies have provided
helpful comments on draft reports. OTA expresses sincere appreciation to each of these
individuals. As with all OTA reports, however, the content is the responsibility of OTA
and does not necessarily constitute the consensus or endorsement of the advisory panel
or the Technology Assessment Board.
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JOHN H. GIBBONS

Director
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CHAPTER 1
QOverview of

High-Technology Development

QTA's investigation of regional high-technology
development (HTD) suggests that high-technology
industry is so difficult to define and isolate statisti-
cally, and so interdependent with other sectors of
the economy, that to define Federal policy for re-
gional development based con distinctions between
“high technology” and “low technclogy” would be
artificial and possibly misleading. By any definition
uscd today, high-technology industries are expected
to grow somewhat faster than will overall employ-
ment over the next decade. Because of their rela-
tively small employment base, however, these indus-
tries will directly account for only a small fraction
of total employment growth. It is likely that their
largest employment impacts will come through the

diffusion and widespread application of their prod-
ucts by other industries, “smokestack” and services

alike.

In short, while high-technology industries may
contribute significantly to the productivity and com-
petitiveness of the overall economy, an emphasis on
those industries per se, rather than on the process
of technological innovation and diffusion, carries
a risk of distorting public policy and ignoring real
opportunities for promoting industrial competitive-
ness and sustainable economic development.

High-technology industries do represent an im-
portant component in some regional economies.
They are becoming more dispersed geographically,

Mhoto eradil: RCA

High-technology compiex
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but few communities are likely to develop large con-
cenmrations of microelectronics- and computer-based
firms like those in California’s Silicon Valley ¢
Massachusetts’ Route 128. New opportunities for
economic development are being created by other
emerging technologies, and even greater opportuni-
ties exist for the application of productivity-enhanc-
ing innovations in existing industries. Accordingly,
the greatest opportunities for most communities may
lie in encouraging busi..ess development and tech-
nological inaovation throughout the local economy,
rather than simply attracting high-technology busi-
nesses from other. regions.

State and local groups have taken the initiative
in launching programs to promote technological in-
novation in their economies. While some of these
initiatives were no doubt inspired by the successes
of other regions, they are usually se-n as logical ex-
tensions of traditional economic development activ-
ities. Most HTD initiatives attempt to mobilize avail-
able resources or to create the institutional netwc rks
that encourage innovation and entrepreneurship.
The diversity and flexibility of these initiatives re-
flect the inventiveness of local leaders, as well as the
need to adapt to prevailing needs and conditions
in widely different areas. These initiatives have con-
siderable potential to stimulate technological innova-
tion, and in some regions they have already proven
to be a useful complement to existing economic de-
velopment programs. To the extent that these State
and local initiatives can stimulate the national level
of research and development (R&D) and quicken
the pace of commercialization and diffusion of new
technologies, they may also contribute to the pro-
ductivity of the entire U.S. economy.

Federal policies and programs have contributed
to regional HTD, usually as an indirect result of at-
tempts to achieve broader national goals and pur-
poses. For example, innovation-oriented policies—
those intended to promote R&D and technologi-
cal change at the national level—often have signifi-
cant impacts on regional development. Similarly,

community and economic development programs—
e.g., block grants, business assistance, and educa-
tion and training—have sometimes stimulated tech-
nological innovation in local economies. Macro-
economic policies of the Federal Government have
had perhaps the largest and least intentional influ-
ence on regional HTD. Relatively little Federa! ef-
fort has gone toward promoting technological inno-
vation and regional development concomitantly; the
fewr Federal programs to do so have been largely ex-
perimental in nature, and designed to develop or
support State and local mechanisms.

However, OTA finds no evidence that an exten-
sive new Federal effort, specifically and directly
targeted on this aspect of economic development,
would be necessary to promote regional HTD. Sev-
eral recent changes in Federal policy promise to
create a better climate for State and local HTD ini-
tiatives. Many additional changes that have been
proposed for larger Federal policies and programs,
to achieve broader national objectives, might also
provide additional indirect benefits for regional

HTD.

Thus, it would seem most effective to continue
current Federal roles, and where possible improve
those roles by making Federal policies and programs
more sensitive to their regional impacts. Better in-
formation would help to identify and refocus existing
policies and programs that can contribute to regional
HTD; such information would also be useful to State
and local clients. Much could also be achieved
through improved coordin=*ion of existing policies
and programs, perhaps as pai* of a mechanism cre-
ated to pursue objectives relating to industrial pol-
icy, and/or improved coordination with State and
local mechanisms, which may provide an effective
means of achieving national goals in the area of re-
gional HTD. These conclusions are based on the
principal findings outlined below. Implications for
Federal policy are developed at the end of this
chapger.

15
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Findings

1. State and local groups have become increas-
ingly active in encouraging technological in-
novation and high-technology development.

Encouraged by the success of such areas as Silicon
Valley and Route 128, public and private sector
groups in other regions are launching initiatives to
promote HTD in their own economies. The grow-
ing competition for HTD has generated literally
hundreds of these initiatives by State and local
governments, univers ties, and private sector orga-
nizations. State and .ocal leaders are attracted to
HTD because they believe it promises new jobs,
clean industry, and rapid growth. Some also believe
that high-technology businesses can be a major force
in the revival of distressed regions and cities, espe-
cially in the Midwest.

These initiatives are seen as a logical and inevita-
ble extension of more traditional econamic devel-
opment activities. They vary in their goals and
results, in part because they must be adapted to the
prevailing conditions and available resources in
widely different areas. The diversity of these efforts,
and the flexibility with which specific programs have
been structured, suggest that they are usually based
on a careful evaluation of a region’s needs and its
existing industrial base. Many have considerable po-
tential to stimulate technological innovation, and
in some regions they have already proven to be a
useful complement to existing economic develop-
ment programs. in a number of specific program
areas, innovative State and local strategies appear
to be making a major contribution to regional HTD.
2. T!.e efforts of State and local groups to pro-
mote high-technology development in their
regions may have implications for the nation-
al economy.

High-technology industries are a key source of the
innovative ideas, products, and processes that are
essential to revitalizing older industries and main-
taining U.S. technological and economic competi-
tiveness. State and local HTD initiatives naturally
are primarily concerned with regional economies,
but to the extent that these activities increase the
level of R&D or quicken the pace of commercializa-

16

tion and diffusion of new technologies, they may
also ..ave potential for improving the productivity
and competitiveness of the encire U.S. economy.

3. Depending on the definition of high technol-
ogy used, jobs in high-technology industries
currently represent between 3 and 13 percent
of total U.S. employment.

According to three definitions used by the U.S.

Bureau of Labor Statistics (BLS), high-technology
industries represented 2.5 million, 5.7 million, or
12.3 million jobs in 1982, out of a total wage and
salary employment of 92 million.
4. Employment in high-technol' gy industries
grew at a faster rate over the past decade than
did overall employment, and it is likely to
continue doing so in the coming years. None-
theless, because high-technology industries
are a small sector of our economy, they will
directly provide only a small share of total
new jobs. h

High-technology industries increased their em-
ployment by 25 to 40 percent (depending on defi-
nition) over the decade between 1972 and 1982; dur-
ing that time overal. entployment rose by 20 percent.
BLS projections indicate the likelihood of a similar
outcome for the period through 1995, although be.h
growth rates are expected to be lower than in the
past. For example, the high-technology industries
included in the BLS’ midrange definition increased
their employment from 4.47 million in 1972 to 5.69
million in 1982 {an average growth rate of 2.4 per-
cent a vear), and are projected to increase their
employment further by 1995 to between 7.72 mil-
lion and 7.89 million (2.0 to 2.2 percent a year aver-
age growth rate); overall employment grew at an
average rate of 1.9 percent a year from 1972 to 1982 .
and is expected to grow by 1.5 to 1.8 percent a year
in the near future, adding 25 million new jobs by
1995. By this projection, 8 to 9 percent of new jobs
will be in high-technology industries (slightly more
chan 2 million out of the 25 million total).

It is important to note that the preceding projec-
tion of employment in high-technology industries
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High-technology irnovations can help revitalize oider U.S. industries; here, robots weld automobile subframes

does not fully account for the impact of high tech-
nology on employment: other new jobs will be cre-
ated elsewhere in the economy as a result of the use
of high-technology products, Unfortunately, this lat-
ter effect cannot be guantified.

BLS projections indicate that high-technology in-
dustries represent neither the fastest growing em-
ployment sector nor the one that will add the largest
absolute number of jobs. For example, employment
in construction is estimated to increase by 2.6 per-
cent a year, and in service, by 2.1 percent. The non-
high-technology portion of the service sector alone
is estimated to increase its employment by more than
9 million jobs.

5. Jobs in high-technology industries play a ma-
jor role in the economies of many States and
communities. .

»

Analysis of recent trends shows that some regions
and communities benefit more from HTD than
others. This is because high-techr.gjogy employment
is concentrated in a few Stat®”and within those
States in a few large metropolitan areas. Using a
“moderate” definition of high technology, corre-
sponding to about 6 million jobs in 1982, 60 per-
cent of high-technology jobs are located in the 10
States with the highest levels of high-technology
employment, and 40 percent in the top five States.
Within these States, moreover, as much as 90 per-

17
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cent of high-technology employment is located in
the five largest metropolitan areas, some of whose
labor forces are one-third in high-technology in-
dustries.

6. High-technology industry employment is
found predominantly in :arge multistate en-
terprises and became more dispersed geo-
graphically during the 1970’s.

According to one study, 88 percent of high-tech-
nology employment was found in large multiestab-
lishment firms, compared to 60 percent for all pri-
vate employment. During the period 1976-80, new
and expanding branch facilities were the source of
most high-technology employment growth. The
South and the West, with the smallest shares of
high-technology employment in 1976, had the high-
est employment growth rates during this period.
Another study found that 80 percent of high-tech:
nology industries became more dispersed during
1972-77, with some of them opening plants in as
many as 100 new counties. However, between 37
and 48 percent of high-technology employment has
remained concentrated in the top five States since
1975.

7. While the conditions that led to concentra-
tions of microelectronics firms in Silicon
Valley and Route 128 are unlikely to be rep-
licated in other areas, new opportunities are
being created elsewhere by advances in mi-
croelectronics and other technologies and in
the application of new products and proc-
esses by existing industries.

The emergence of these archetypes was caused by
the confluence of technological opportunity, created
by fundamental advances in microelectronics that
opened up a wide range of potential applications,
with the preexisting socioeconomic conditions in
each region. The result was cumulative, leading to
agglomeration economies that tended to enhance
the region's resources and encourage high-technol-
ogy entrepreneurship. In both regions, growth was
driven by “home grown" startups and local spinoffs
from firms already in the area.

Many of these conditions cannot be replicated
elsewhere, and few other communities are likely to
develop such large concentrations of microelectron-

36-7370~ 848 - 2 : QL 3

_ics and computer firms. Some of the conditions can

be replicated, however, and these areas do provide
lessons for communities seeking to expand the tech-
nological base of their local economies, Furthermore,
new technological opportunities are being opened
by advances in other fields, such as robotics and
biotechnology. Finally, the applications of new prod-
ucts and manufacturing technologies also create new
opportunities for basic industries and the regions
in which they are concentrated.

8. The most important conditions for “home
grown”’ HTD are the technological infra-
structure and entrepreneurial network that
encourage the creation of indigenous high-
technology firms and support their survival.

Many communities are trying to achieve long-
term, sustainable high-technology growth by mak-
ing the transition from branch plants to “home
grown” HTD, based on the creation of new firms
by local entrepreneurs. Indigenous HTD depends
in large part on the community’s ability to mobilize
and integrate the various resources—~scientific, finan-
cial, human, and insti.utional—that constitute the
region’s technological infrastructure:

¢ applied research and product development
activities at nearby universities, Federal labora-
tories, and existing firms;

¢ informal communication networks that provide -
access to information and technology transfer
from those R&D activities; '

e scientific and technical labor force, including
skilled craftsmen, newly trained engineers, and
experienced professionals (who also represent
a pool of potential entrepreneurs);

® a network of experts and advisors {often aug-
mented by university faculties) specializing in
hardware, software, business development, and
venture capital; 4

* a network of job shoppers and otl.or suppliers
of specialized components, subassembilies. and
accessories; and

® proximity to complementary and competitive
enterprises, as well as distributors and cus-
tomers.

Entrepreneurs, in general, tend to be moderate
risk-takers who function well in a supportive envi-.
ronment where they can obtain the information,
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resources, and assistance that will give their enter-
prises a reasonable chance of success. Regional and
local cultures can be especially supportive of entre-
preneurship: the spinoff and startup of new firms
drove the development of Silicon Valley and Route
128. This finding has clear implications for other
regions, in that all communities can create support
networks, access to information, and other types of
resources that may encourage entrepreneurs.

9. Venture capital is becoming more widely
available for high-technology firms, although
by far the largest amounts are still flowing
to firms in California and Massachusetts.

Venture capital plays an important role in the
process of HTD, through both investment and busi-
ness development assistance. Concerns have been
raised that gaps in venture capital availability may
hinder the creation and expansion of new high-tech-
nology firms. These gaps fall into three categories:
regional (location), sectoral {technology or indus-
try), and stage of development (especially at the seed
or startup stage). There is some indication that mar-
ket forces are working to correct—not exacerbate—
trends concerning these potential gaps. Recent data
indicate that investments have risen in almost all
regions, but it appears that California investors still
generate the most venture capital and California
firms still attract much of the investment from other
regions. Some State and Yocal programs are designed
to encourage local venture capital to “stay at home.”
- Seed capital, invested at the very early stages of a
new enterprise, is less well understood but may be
more of a problem for local HTD efforts than ven-
ture capital.

10. State and local initiatives often involve in-
stitutional innovations directed at the con-
ditions thought to be supportive of indige-
nous HTD.

State and local HTD initiatives - re aimed at new
starts as well as branch. plants. They differ from
traditional economic development strategies primar-
ily in their attention to the special needs of lyigh-
technology firms and in their emphasis on creating
the cooperative institutional networks that consti-
tute the technological infrastructure. These initia-
tives have resulted in new linkages between govern-

ment, university, and industry that are aimed at
developing and integrating the technical andgntre-
preneurial resources in their regions. They seek to
mobilize resources or remove barriers in six general -
areas:

® research, development, and technology transfer;

® human capital, including education and
training;

® entrepreneurship training and assistance;

® financial capital;

® physical capital; and

® information gathering and dissemination.

11. Federc! roiicies and programs have played
an important but usually indirect role in
State and local HTD initiatives.

The Federal role in regional HTD is usually indi-
rect, even unintentional, and largely incidental to
the pursuit of other and more central national goals °
and purposes. Moreover, little effort at the Federal
level has gone toward promoting techrological inno-
vation and regional economic development con-
comitantly. OTA’s investigation has identified four
specific areas in which the Federal Government in-
fluences regional HTD:

¢ R&D and innovation policies, including not
only Federal investments in R&D and tax in-
centives for private investments in innovation,
but also macroeconomic and trade policies and
regulatory policies in the areas of patents and
antitrust; i

¢ technology transfer programs that attempt
to increase innovation and growth of industrial
sectors by encouraging the diffusion and utili-
zation of federally developed technologies by
private industry;

» general regional development programs, in-
cluding block grants and technical assistance,
which provide flexible funding tools that have
been put to innovative uses in many State and
local HTD programs; and

® planning and demonstration projects that
facilitate new institutional linkages and en-
corrage or support the creation of new HTD

mechanisms at the State and local levels, some -

of which have been continued or copied else-
where with little additional Federal support or
intervention.
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A region's “technological infrastructure” —Iits sclentific, institutional, human, and financial resources—Iis important
for the deveiopment of indigenous high-technology firms

12. The lack of a single, generally accepted def-
inition of “high technology” constrains
analysis.

Some of the confusion surrounding the question
of HTD stems from the variety of definitions of
“high technology” and the vagueness with which
the term is sometimes used. For statistical purposes,
high-technology industries are usually defined as
those industry groups with higher than average
R&D spending and/or proportion of scientific and

A

technical workers. High-technology industry is far
from homogeneous, however; it is made up of dis-
parate kinds of firms, using varying levels of tech-
nology, and producing different kinds of jobs at dif-
ferent times and places. Some of these industries
have grown faster than average, others more slowly,
and still others have contracted in recent years.

No definition, however, captures adequately the
full process of technological innovation. “High tech-
nology” can be restricted to a small group of re-
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search-intensive industries that manufacture new,
sophisticated, technology-intensive products. Alter-
natively, it can be defined broadly enough to in-
clude any industrv that employs new methods or
machinery. This distinction is important because the
application of new products and processes usuall--
has larger économic and employment impacts than
_Eheir development,

13. Statistical evidence relating specific char-
acteristics of communities to regional pat-
terns of high-technology development re.
mains sketchy.

Efforts to correlate specific community character-
istics with patterns of HTD indicate that recent
population growth—a measure of the area’s eco-
nomic health and gerieral attractiveness—is related
to HTD. Other statistical research substantiates the
common wisdom that high-technology manufactur-
ing plants are likely to locate in large metropolitan
areas with concentrations of scientific and techni-
cal manpower. Such analyses, however, are gener-
ally unable to reveal convincing relationships be-
tween HTD and many of the factors commonly
thought to be important for location decisions of
high-technology firms, such as proximity to a univer-
sity or airport, cultural amenities, and business costs.
This inability may result from the high level of ag-
gregation in the availuble data, for both industries
and metropolitan areas, as well as the complicated
nature of the HTD process.

14, It is difficult to measure the effectiveness
of State and local efforts to attract high-tech.
nology firms, due to inadequate data, the

newness of the efforts, and the complex
%  nature of HTD.

Many economists and analysts question whether
these efforts have anything more than a marginal

impact on HTD. Others see in the rush to HTD
not only the risk of failure but also the danger of
ignoring opportunities that are better suited to a re-
gion’s needs and resources. The initiatives them-
selves are too varied and too recent to evaluate
systematically, and their most important effects may
be indirect and long term. However, the following
factors seem to increase the chances for success:

® identifying and focusing on local needs and
resources;

® adapting to external constraints;

® local initiative, leadership, and partnership;

® linkage with broader development efforts; and

® sustained effort, often for a period of decades.

In other words, HTD may be best served when
States and cities emphasize: 1) strengthening links
among financial, academic, and business communi-
ties; 2) improving the overall scientific and techno-
logical base of State and local economies; and 3) en-
couraging high-technology entrepreneurship and the
creation of new firms. These are in fact the center-
pieces of many programs. In addition, HTD pro-
grams may be more likely to benefit individual com-
munities and the Nation as a whole if State and local
efforts are supported or at least not hindered by pol-
icies and programs at the Federal level.

Implications for Federal Policy

The Federal Government already plays a signifi-
cant role in regional HTD. Current Federal policies
exert important influences on regional economies,

and a wide range of existing Federal programs have -
made useful contributions to State and local HTD
initiatives. However, OTA finds no compelling rea-
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son to launch an extensive new Federal effort to ex-
pand the Government’s role. First, small changes
in existing Federal programs could focus or enlarge
their contributions to regional HTD, and in most
cases the authority and mechanisms for doing so
already exist. Second, changes in Federal policy with
regard to taxes, R&D, technology transfer, and
other national goals have aiso helped to create a
more favorable climate for regional HTD over the
past decade. Third, several other changes in Fed-
eral policy that have been proposed to achieve
broader national objectives might also enhance the

roles now played by the Federal Government in re-
gional HTD.

Similarly, it might be desirable to establish a new
mechanism to coordinate Federal efforts to promote
technological innovation and industrial competitive-
ness. It might also be appropriate to make these ef-
forts more respotisive to, and supportive of, State
and local HTD initiatives, which have already dem-
onstrated their potential for promoting both tech-
nological innovation and regional economic devei-
opment. But to organize 4 new institution solely
around regional HTD, or to use regional HTD as
the organizing principle for sweeping policy changes,
would be to distort its relationship to larger national
goals and objectives.

In short, it would seem most effective to continue
the current Federal roles in regional HTD, and to
sharpen those roles by including a regional per-
spective in the making of policy and the implement-
ing of programs for other purposes—i.e., make
innovation programs more regional, development
programs more innovative, and macroeconomic pol-
icies more sensitive to both. This might best be pur-
sued through incremental improvements in those
roles when it is possible to do so without sacrific-
ing the original purpose of the policy or program
involved. This approach, however, imposes two im-

‘portant requirements:

* better information for policymaking and pro-
gram implementation, particularly with regard
to the impacts of current Federal programs and
the effectiveness of various State and local
mechanisms; and

* improved coordination, both among comple-
mentary Federal programs and between the
Fe-leral Government’s efforts and those of
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various State and local groups, which may pre-
sent an alternative to new Federal programs in
this area.

Better information

The most straightforward options for congres-
sional action would be to continue those Federal
programs that have provided indirect support for
regional HTD, or have been used for these purposes
by innovative local officials; to assess the potential
contributions of other Federal programs; and per-
haps to redirect agency efforts or reallocate fund-
ing to programs that can do so most effectively while
still achieving their primary purposes. To pursue any
of these options, however, will require better infor-
mation than is currently available on the role of
high-technology industry in regional economies and
the impacts of Federal policy on regional economic
change. Such information might take three general
forms:

s An information clearinghouse, containing a
comprehensive and up-to-date list of State and
local initiatives, as well as Federal programs that
have supported or influenced re_‘onal HTD—
directly or indirectly—in ways similar to those
identified by OTA. Periodic directories or on-
line computerized data bases could be used, for
example, but perhaps the most useful form
would be similar to the “project bank” estab-
lished by the White House Task Force on Pri-
vate Sector Initiatives. This would provide po-
tential users with information on what types
of assistance are available, how they have been
used by other communities, and what results
can be expected from different combinations of
programs in different regions.

* Monitoring and evaluation of Federal pro-
grams, both past and current, in order to iden-

-tify those that have made (or might make) the
most significant contributions to regional HTD.
This would include, at the minimum, retrospec-
tive evaluations of the regional impacts of spe-
cific Federal programs, similar to those normally
carried out by the General Accounting Office
(GAO). In particular, the National Science
Foundation (NSF) could be encouraged to eval-
uate and disseminate the results of its three “ex-
periments” in regional HTD, described in chap-
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ter 5. It might also include ongoing evaluations
of the implementation and impacts of recent
policy changes that may influence regional
HTD. Both GAQO and the Department of Com-
merce, for example, have recently released
reports on the implementation of the Steven-
son-Wydler Technology Innovation Act of
1980, although neither report directly addresses
the impacts on regional HTD.

In addition, State and local governments
would benefit significantly from comparative
analyses of two specific types: the diffe-cntial
impacts of the Federal programs in different re-
gions or situations; and the effectiveness and
transferability of different types or combinations
of HTD initiatives. Analyses of both types have
been supported in the past by the Economic
Development Administration’s (EDA) Eco-
nomic Research Division Development Admin-
istration in the Department of Commerce, al-
though that office currently lacks the budget
to publish a bibliography of its most recent re-
search. NSF has recently solicited proposals for
research on the effectiveness of State and local
HTD initiatives, and should be encouraged to
disseminate the results widely to State and local
officials.

o Statistical data on the structure and dynamics
of regional economies, which would be inval-
uable for monitoring economnic changes and for-
mulating economic policy at all levels of govern-
ment. Such data are currently collected by the
Bureau of the Census and Bureau of Labor Sta-
tistics, often on the basis of information sup-
plied by the States. However, compilations and
analyses of these data are not always available
to State and local development officials on a
timely basis or in a usable form. The results of
the 1982 Census of Manufactures, for example,
will not be available until 1986; the statistical
analyses conducted for this. assessment were
based on data for 1972 and 1977. Similarly,
modeling and other econometric studies of re-
gional economies, concentrating on structural
changes and the impacts of both technological
change and public policies, would have immeas-
urable value for designing State and local eco-
nomic development strategies. Several Federal
Reserve Banks now maintain models of their

region's economy and have made them avail-
able to local groups for planning purposes.

Providing these types of information would not
require a new Federal institution. It would probably
impose additional program costs in the form of new
reporting requirements for executive agencies, and
possibly on the recipients of Federal assistance. It
would increase costs very little in most cases. It also
has the advantage of familiarity—it would work
through existing mechanisms, where lines of com-
munication have already been established, partici-
pants are familiar with the procedures, and the costs
and benefits of the programs are (or could be) fairly
well determined. In addition, it would maintain the
variety and resulting flexibility of the existing Fed-
eral roles in regional HTD, which appear to con-
tribute to their usefulness. Finally, this option could
be implemented quickly, in a number of different
ways, and at a number of levels, some of which
would require no change in legislation or appro-
priation,

improved Coordination

Federal programs have had unsystematic and in-
direct but important impacts on regional HTD when
existing Federal programs are utilized in conjunc-
tion with a State or local HTD initiative. Thus, it
might be desirable to coordinate existing Federal
programs that benefit regional HTD (in order to give
them greater coherence) and to integrate Federal ef-
forts with HTD initiatives at the local, State, or re-
gional levels. This would increase efficiency by
avoiding duplication and increasing leverage. It
might also prove possible to implement Federal pro-
grams through mechanisms created by individual
cities and States, or by several States with similar
needs and opportunities.

Since most of these functions already exist, it
would not be necessary to create a new Federal
agency to carry them out. Several executive branch
agencies, notably the Department of Commerce and
the Small Business Administration (SBA), are al-
ready taking steps to coordinate their efforts with
those of State and local governments. In other cases
this could be accomplished, without new author-
ity, through increased coordination between Fed-
eral agencies at the regional level, For example, there
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is a natural complementarity between the research
activities of the EDA and those of the various Fed-
eral Reserve branches; similarly, much could be
gained by coordinating the complementary activi-
ties of SBA (business development), Department of
Housing and Urban Development (community and
economic development), and the Departments of La-
bor and Education (Jobs Training Partnership Act,
vocational education, and science and mathematics
initiatives for human resource development). Alter-
natively, lead-agency responsibility could be assigned
to an appropriate existing agency {e.g., Commerce,

NSF).

Nor would the creation of a coordinating mech-
anism at the Federal level be required for regional
HTD alone. If a mechanism is created for broader,
related purposes, however, then it might be appro-
priate to give it this additional responsibility. For
example, these functions could be assigned to an
agency similar to or subordinate to any of the nu-
merous mechanisms that have been proposed for
~ purposes of formulating and implementing a nation-
al industrial policy—e.g., regional subcouncils, as op-
posed to (or in addition to) the sectoral subcoun-
cils, foreseen for the proposed Council on Industrial
Competitiveness (H.R. 4360 and 4362). This mech-
anism might also provide a central location for
gathering and disseminating the types of informa-
tion outlined above.

24

Another alternative would be the “federalization”
of regional HTD through block grants or match-
ing funds to States and communities to support their
HTD initiatives. This option does not require the
creation of new agencies or programs at the Fed-
eral level, and the assistance need not displace ex-
isting community development programs. {t could
be limited to planning grants and startup costs, or
could include ongoing support ior State technical
extension services, seed capital mechanisms, and
other initiatives. This alternative would maintain
an explicitly experimental approach: it would rec-
ognize the many State and local HTD initiatives as
a testing ground, and mandate an explicit Federal
role in supporting, monitoring, evaluating, and
disseminating information on successes and failures.

By supporting the creation of many initiatives at
the State and local level, this alternative might lead
to greater innovation, variety, and specificity than
would be possible or appropriate at the Federal level.
It would also protect against the consequences of
a single, centrally determined policy or program de-
sign that turns out to be wrong-headed. The grants
could be made on a competitive basis, allowing in-
dividual areas to design what they feel to be most
needed or most effective for their economies. These
grants would probably include a strong matching
requirement to ensure both seriousness and prior
networking on the part of recipients.
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CHAPTER 2

Definition and Analysis of
High-Technology Industry

Definitions of High-Technology Industry

Technological innovation and
industrial Evolution

The lack of a generally accepted definiticn of
“high-technology industries” complicates the investi-
gation of the role these industries play in the econ-
omy and in national, State, and local development
policies. To some, the term “high-technology” refers
to a vague notion cof industries involved with com-
puters, telecommunications, electronics, biotech-
nology, and other emerging and rapidly evolving
technologies.

Researchers have attempted to define such indus-
tries with greater precision by classifying them
according to quantifiable criteria related to the in-
dustrial use of science and technology. Their job is
complicated by the fact that high technology itself
is constantly changing as innovations render earlier
advances obsolete. Certainly, many technologies
considered advanced 20 years ago—plastics or aero-
space, for instance—have matured and are now con-
sidered standard. Moreover, the structure and needs
of yesterday’s high-technology industries are quite
different from what they once were, and may also
be different from those of the “new” high-technology
industries.

Thus, the dynamic nature of the U.S. economy
results from the birth, growth, maturation, and de-
cline of various industrial sectors—and much of that
change is the result of changes in the current state
of high technology. Even if a uniform m«aning were
somehow assigned to the term, the factors that de-
fine high technology (and any policies designed to
influence high-technology industries) must reflect the
fact that industries and technologies evolve.

This industrial evolution, described by changes
in what is considered high technology and what is
considered standard, is driven by technological in-
novation, the process by which society generates and
uses new products and manufacturing processes.

27

This process consists of activities surrounding the
generation, research, development, introduction,
and diffusion of new or improved products, proc-
esses, and services for both public and private uses.
What do we know about technological innovation?!

e Innovation is a complex process.

® Its essence is uncertainty about the outcome.

e Innovation can be costly and time<onsuming.

® The economic and social impacts of innovations
occur through their diffusion and widespread
use,

e Basic scientific research seems to underlie tech-
nological change in complex and indirect, but
important, ways. ,

.® The innovation process differs from industry to
industry.

¢ Financial and manpower resources are neces-
sary, but not sufficient, for innovation.

e Both large and small firms play important roles
in innovation, and those roles differ from in-
dustry to industry.

e Investment in industrial innovation activities
responds, like other investments, to economic
forces.

Since concepts of technological advance and in-
novation implicitly drive discussions of high-tech-
nology industry, quantifiable measures of innovative
capacity or behavior are needed to facilitate analy-
sis. Since the innovative behavior of firms and in-
dustries is very difficult to measure, two traditional
measures of scientific activity are generally used as
proxies to classify industries by innovative capacity
or activity: 1) relative research and development
(R&D) spending levels, usually as a percentage of
sales; and 2) relative levels of scientific, engineer-

1Substance for most of these items can be found in Mary Ellen Mogee,
“The Process of Technological Innovation in Industry: A State of
Knowledge Review for the Congress,” in Joint Economic Committee,
U.S. Congress, Study on Economic Change, Research and Devel-
opment, vol. 3, 1980. See also Federal Support for R&D and Innova-
tion, Congressional Budget Office study, April 1984,

17
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ing, and technical (SE&T) personnel in the indus-
try’s total work force. In addition, some research-
ers hav. separated out fast-growing industries or
used measures of indirect R&D inputs.? These cri-
teria are then used to rank industries, as defined by
the Standard Industrial Classification (SIC) codes,?
and lines are drawn to distinguish between those
that, on average, spend a higher proportion of their
resources on R&D and/or employ a higher propor-
tion of technical workers.

Definitions Used in This Assessment

Bureau of Labor Statistics (BLS).—A recent
Monthly Labor Review article presented data on
three groups of “high-technology” industries devel-
oped by BLS. These three definitions illustrate the
differences that arise from applying different criteria,
and they provide some bounds for the analysis that
follows.*

® Group l.—Industries in this group employ a
proportion of technology-oriented workers
greater than .5 times the average for all indus-
tries, or 5.1 percent of total employment. In-
dustries with fewer than 25,000 employees were
excluded, resulting in a list of 48 three-digit in-
dustries. Three out of four industries in this list
are manufacturing industries.

® Group 2.—Industries in this group display ratios
of R&D expenditures to sales greater than twice
the average for all industries, or a minimum of
6.2 percent. Nonmanufacturing industries were
excluded from this analytical cut due to data
limitations. The resulting list included only six
three-digit industries,

® Group 3.—Industries in this group had to satisfy
criteria concerning both the relative R&D ex-

Sev, for example, Lester Davis. "New Definition of High-Tech Re-
veals That 1.8, Competitiveness in This Area Has Been Declining,”
Business America, Oct. 18, 1982, pp. 18-23; and F. M. Scherer, “In-
tenindustry Technology Flows in the United States, Research Policy
11, 1982, pp. 227-245.

181C codes are used to classify business establishment by their types
of business activities. Industries are divided into major groups, num-
bered 01 through 9. Each of these groups can be divided further, with
each leve! f detail adding anorher digit to the code. For example, in
the Manufacturing Division, Transportation Equipment is represented
by SIC 37, Motor Vehicles and Motor Vehicle Equipment by SIC 371,
and Truck Trailers by SIC 3715. These levels of disaggregation are re-
ferred to as the two-, three., and four-digit SIC codes.

‘Richard Riche, Damiel E. Hecker, and John U. Burgan, “High Tech-
nology Today and Tomorrow: A Small Slice of the Employment Pie,"
Monthly Labor Review, November 1983, pp. 50-58.

penditures and the proportion of technology-
oriented workers. In this case, the proportion
of technology-oriented workers had to be great-
er than the average for all manufacturing in-
dustries (6.3 percent), and the R&D-to-sales
ratio had to be close to or above the average
for all industries (3.1 percent). In addition, some
industries were excluded based on subjective
evaluations of their major products, while two
industries which provide technical services to
manufacturing industries were added. This
group includes 28 three-digit industries.

These three definitions (referred to hereafter as
Groups 1, 2, and 3) incorporate the features most
commonly used in establishing classifications of
high-technology industries. Moreover, they provide
a range of industry groupings within which most
other definitions found in the literature will fit. The
scope of Group 1, for example, is quite broad and
represents over 12 million jobs, while Group 2 in-
cludes a very narrow range of industries and repre-
sents fewer than 3 million jobs. Group 3, the “mod-
erate definition,” represents about 6 million jobs.
By comparison, total nonagricultural employment
was almost 93 million in 1982, and employment in
the manufacturing sector was about 22 million.

Group 3 corresponds closely to two other defini-
tions used to investigate the structure and regional
distribution of high-technology industry for this
assessment. One, used by the Brookings Institution
in conjunction with a Dun & Bradstreet data base,
includes 96 four-digit SICs and represents slightly
more jobs than Group 3.5 The other, used by re-
searchers at the University of California at Berkeley
in conjunction with data from the Bureau of the
Census, includes 99 four-digit SICs but represents
slightly fewer jobs than Group 3.6 These definitions
are presented in table 1.

$Catherine Armington, Candee Harris, and Marjorie Odie, Forma-
tion and Growth in High Technology Firms: A Regional Assessment
(Washington, DC: The Brookings Institution, under contract with
OTA). The analysis and data were prepared for the Nationa! Science
Foundation under grant No. IS! 8212970, with additional analysis pre-
pared for OTA under an interagency agreement with the Small Busi-
ness Administration. Original data development work was funded by
SBA contract No. 2641-0A-79.

SAmy K. Glasmeier, Peter G. Hall, and Ann R. Markusen, Reacent
Evidence on High-Technology Industries’ Spatial Tendencies: A Pre
lminary Investigation, University of California Institute for Urban and
Regional Studies, under contract with OTA. The development of the
data base and the majority of the descriptive analysis were done under
contract with the National Sdence Foundation, contract No. SES
8208104,

I';q .
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Table 1.—Five Definitions of High-Technology industry

: Bureau of Labor Statistics
SIC  industry ‘ : ‘ 1

2 3 Brookings  Berkeiey
131 Crude petroleum and natural gas ........................ X - - X -
1321 Naturalgas Hquids............... ... ..o riiunennnn - - X - -
162 Meavy consiruction, except highway and street ............ X - - — —
281 industrial inorganicchemicais . .................... e - —_ X X X
282  Plastic materiais and synthetics ..~ ...................... X - X X X
283 Drugs ... X X X X X
284  Soaps, cleaners, and toilet preparations . .. ............... X - X — X
285 Paits and allied proguets ...................0ovuu.., L X - X - X
286  industrial organicchemicais ............................ X - X X X
287 Agricuttural chemicals....................coiiiil il X - X - X
288  Miscelianeous chemical produets ... ..................... X - X X X
283 Petroieumrefining .. ............. ... . i, X - X X X
301 Tires and innertubes . ............ i, X - - - -
3031 Reclaimed rubber................ —_ - - - X
324 Cement, hydraulic .. ... e e e X - - - -
348  Ordnance and aCcosSOMeS ................oounin.ia..... X - X X X
351 Enginesandturbines................... ... ... i X -~ X X X
352 Famandgardenmachinery.................c.oovuvnn... X -~ - - —_
353  Construction, mining, and material handling machinery ... .. X - - X X
354 Moetaiworkingmachin®ry . ...................ooneinnn.. X - - - X
356  Special industry machinery, except metalworking .. ........ X - X - —
356  General industrial machinery ..........cooeviiinn. ... X - - X X
357  Office, computing and accounting machines . ............. X X X X X
358  Refrigeration and service Industry machinery . ............ X - - - -
381 Electric transmission and distribution equipment .......... X — X - X
362  Flectrical industrial apparatus . .......................... X - X X X
363 Household appliances ...............cvvnenrnnan.. X -~ - - -
364 Eiectric iighting and wirlng equipment.................... X — - - —
365 Radio and TV recsiving-equipment ....................... X - X X X
366 Communicationequipment.......................0oov... X X X X X
367 Eiectronic components and accessories .................. X X X X X
389  Misceilaneous glecirical machinery . ..................... X — X - —
371 Motor vehicies andequipment. .......................... X — - — —
372 Aircraft and PamMs ... . ... X X X X X
3743 Railroadequipment ... = - - — X
376 Quided missiles and space vehicles...................... X X X X X
381 Engineering, laboratory, scientific, and research Instruments X - X X X
382  Measuring and controliing instruments ... ... ..... s X - X X X
383  Optical instruments and 1enseS .......................... X - X X X
384  Surgical, medical, and dental instruments . ................ X - X X X
3851 Ophthalmic €oods ... o e - - - - X
386 Photographic equipmentand supplies .................... X - X X X
3872 Watches, ClocKS . ... ..o it - - ~ X -
483 Radioand TVbroadcasting............oovvs vevennnnn., X - - - —
489 Communication semvices, n.e.C. ............ovvrennn., X - - - —_
481 EleCtric sarnvices . ..., X - - - -
483 Combination electric, gas, and other utility services........ X - - - —
S06  Wholesals trade, electrical goods ... ..................... X - — - —
508  Wholesale trade, machinery, equipment, and supplies ...... X - - - -
737 Computer and data processing services .................. X - X X —_
7397 Commercial testing laboratories ......................... - — — X —
7381  Research and deveiopment faboratories .................. X - X X - .
881 engineering, architectural, and susrveying services ...... ... X - - - - .
882 Noncommercial educational, scientific, and research
organizations , .......... ... ... X - - X _
1880 employment total {miffions)......................... 12.8 25 6.2 6.7 4.80
84077 data B

NOTE: The Berksiey and Brookings definitions co not include smploymant in &) fourdigit SIC codes inciuded in the three-gigit SIC codes fisted.
SOURCE. Monthly Labor Review, November 1983; apps. B and C of this report.

29




20 » Technology, Innovation, and Regional Economic Development

Shortcomings of the Definitions

As discussed above, these definitions attempt to
capture aspects of the technological innovation proc-
ess. Although the measures employed—relative
R&D spending or SE&T employment of indus-
tries—allow analysis, they are imperfect proxies, so
the definitions are less than ideal. The definitions
share several characteristics that affect their useful-
ness. Some of these are discussed here.

Standard Industrial Classifications.—The lists
consist only of SIC codes, not individual firms or
establishments. While the industries on the list share
the relatively high reliance on R&D and SE&T
workers, they are far from homogeneous. Moreover,
the firms included in any particular SIC code can
vary in size, structure, and other characteristics that
influence their role in and their use of the techno-
logical innovation process. Furthermore, the criteria
are applied to industry averages, not firms. There-
fore, not every firm in each industry class on the
list satisfies the criteria, although they are more likely
to than firms in industries not on the list. The lists
simply reflect groups of firms that, while sharing a
common product and together sagisfying certain cri-
teria, can be quite different.

" Product vs. Process Distinctions.—Second,

" since the SIC codes are product-oriented, the lists
are too. Within this framework, therefore, the nar-
rower lists exclude some industries whose products
are not considered high-technology, and do not
spend a lot on R&D relative to their sales, but which
may nevertheless rely heavily on high-technology
processes or inputs. The agricultural and forestry
industries, for example. rely heavily on new chemi-
cals and innovative production techniques, yet are

excluded from the lists. Similarly, the shoe and tex-
tile industries are modernizing their production proc-
esses with computer-aided design and manufactur-
ing (CAD/CAM) equipment. To a large extent,
however, these process improvements represent the
outputs of other industries; developing a consistent
list that includes both the producers and users of
advanced-technology products and processes might
require different criteria from those used for the pro-
ducers and would pose some very difficult problems.
Moreover, such lists would still suffer from aggrega-
tion problems similar to those discussed above—
the firms within each SIC code are not homog-
eneous, and differences between firms’ use of tech-
nology would be obscured.

Service Sector.—Another important definitional
issue concerns recognition of a number of innovative
or “high-technology” firms in the service sector. The
production of computer software, for instance, is an
innovative, high-growth, and technology-driven
sector, yet it remains camouflaged in SIC 737, com-
puter programming services. Perhaps parts of the
software industry—like segments of the printing
industry—would be more appropriately classified in
the high-technology manufacturing sector. Further,
the relationships between the service industries and
other industries tend to be lost when c!.ssifying in-
dustries as above. To the extent that many service
companies can be considered extensions of firms
they support, their employment might be appropri-
ately credited to the supported industries. What may
appear-as a small definitional issue thus may have
important implications for comparing growth rates
between the manufacturing and service sectors, and
the producers and users of technology.

Size, Structure, and Growth of High-Technology Industry

The employment level in the so-called “high-tech-
nology” industries varies substantially depending on
the definition chosen. Table 2 shows the degree of
variability in size and growth for individual indus-
tries, while table 3 illustrates the effects of defini-
tions by comparing the BLS groups to national em-
ployment levels. Table 3 shows that in 1982, of the
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92 million wage and salary workers in the United
States, 2.5 million were employed in the industries
in Group 2, 5.7 million in Group 3, and 2.3 mil-
lion in Group 1. Even the broadest definition
(Group 1), which includes numerous nonmanufac-
turing industries, accounts for less than 14 percent
of all wage and salary workers. While that percent-
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Tabie 2.—Employment in High-Technology industries, 1972, 1980, and 1982 (in thousands)

High-tachnology
group® Empioyment Percent ¢hange

SIC  industry 1 2 3 1972 1980 1982 167280 197282
131 Crude petroleumand naturai gas ................ X 138.3 2186 2817 §7.7 1022
162 Heavy construction, except highway and street.... X 4851 8585 6339 - 33.0 281
281 Industrial inorganic chemicals................... X X 1412 1611 1538 14.1 8.7
282 Plastic materiais and synthetics ................. X X 2287 2048 1827 -~-100 -~-20%
288 DIUGS .. vttt i e X X X 1592 1961 16888 23.2 255
284 Soaps, cisaners, and toilet preparations .......... X X 1224 1409 2453 15.1 18.7
285 Paintsand alliedproducts ...................... X X 688 65.1 §8.7 -51 -130
286 {ndustrial organic chemicals .................... X X 1428 1741 1743 21.9 2.1
287 Agriculturalchemicals.......................... X X 56.4 72.0 87.% 27.7 18.0
289 Misceilaneous chemical produets ................ X X 90.0 83.3 81.5 3.7 1.7
281 Petroleum refining ........ et ettt X X' 1514 1548 1690 23 11.6
301 Tiresandinnertubes................cvvvunnnn. X 1221 114.8 101.9 60 -185
324 Cement, hydraulic ..............covvveivein... X 318 308 . 285 -31 -108
343 Ordnance and 8CCOSSOMES ... .oovvvvvn v vnenn. .. X X 81.8 83.4 714 ~286 -—128
351 Enginesand tumines...........covvviiinnnnn. X X 1146 1382 1148 18.0 062
362 Farm and gardenmachinery................. veo. X 1350 1681 1308 253 -39
353 Construction, mining, and material handiing :

MACRINBIY ... it ittt X 2837 3803 3409 326 16.1
354 Metaiworking macmnery ........................ X 2860 3731 3203 305 120
355 Specla! industry machinery, except metalworking .. X X 1768 073 175.4 17.2 1.4
356 General industrial machinery .................... X 2675 3237 283.2 21.0 59
357 Office, computing and accounting machines ...... X X X 2586 4322 4897 688.5 886
358 Refrigeration and service industry machinery...... X 1644 1742 1613 60 ~—19
361 Electric transmission and distribution equipment .. X X 1284 1225 1101 46 -—14.2
362 Eiectrical industrial apparatus ................... X X 2083 2388 2118 14.8 1.2
363 Householdappliances.......................... X 186.9 1632 1420 -127 -250
384 Etectric lighting and wiring equipment ........... X 044 2082 1869 24 -88
385 Radio and TV receiving equipment ............... X X 1395 1088 6486 -20 -322
366 Communicationequipment...................... X X X 4584 5414 5557 181 21.2
387 Elsctronic components and accessories .......... X X X 354.8 5536 - 5887 §6.0 60.3
368 Miscelianeous electrical machinery .............. X X 1317 1827 1413 155 7.3
371 Motor vehicles and equipment................... X 8748 7888 6900 -98 -21.1
372 Aircraftand pams . .........c i iiii e X X X 4548 8523 6118 31.8 238
378 QGuided missiles and space vehicles.............. X X X g256 1113 11273 203 375
381 Engineering, laboratory, sclientific, and research

instruments . .......... i X X 84.5 76.8 75.7 18.1 174
382 Measuring and controlling instruments ........... X X 15086 2453 2443 53.7 53.1
383 Optical instruments anc lenses.................. X X 176 B0 328 87.5 84.7
384 Surgical, madical, &and dental instruments......... X X 805 1555 1604 71.8 77.2
388 Photographic equipment and supplies ............ X X 1171 1346 138.3 15.0 18.1
483 Radio and TV broadcasting .......ovvvvnnnnnn... X 1427 1996 2164 389 51.8
489 Communication services, ne.cl................. X 29.7 66.4 810 1226 2084
491 EleCtriC SeIVICES .. ...t v ii i X 3120 3010 4181 25.3 330
483 Combination electric, gas, and other utliity services X 1834 1967 1984 7.3 8.2
506 Wholesale trade, electrical goods ................ X 331.2 4214 4349 212 31.3
508 Whoiesale trade, machinery, equipment, and

SUPPHOS .ottt ittt e e X 8688.6 1,307.7 1,344.8 50.6 54.8
737 Computer and data processing servicas .......... X X 1067 3043 3575 1882 2359
7381 Research and development @aboratories .......... X X 110.7 168.¢ 1827 473 47.0
891 Engineering, architectural, and surveying services . X 3393 5448 588.7 60.1 67.8
892 Noncommercial educational, scientific, and

research organizations ....................... X ) 1118 1135 1178 15 54

RGroup 1. Includes industries with & proportion of technology-orientad workens (engineers, iife and physical scientists, mathamatical specialists, enginesring and scisncs
technicians, and computer specialists) at least 1.5 times the average for ail indusiries.
Group 2. Includes industries with a ratio of RAD sxpenditures to net sales &t laast twice the average for all Industries.
Group 3. includes menufacturing indusiries with & proportion of technology-criented workars squal 1o or Jreater than the average for all manufacturing indusiries,
and a ratio of R&D expenditures to sales closs to or above the averags for 8l industries. Two nonmanufaciuring industries which provide technical support to high-
technology manufacturing industriss als0 are inciuded.

Dot sisewhare ciassifiad.

SQURCE: Monthiy Labor Raview, Novembaer 1083
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Table 3.—Empioyment in Three Groups of High-Technology Industries, 1872, 1830, 1982 (in thousands)

Employment Percent change

Employment grouping 1672 1680 1882 167280 1672-82
All wage and salary workerS. .. ........ccoeevineinienennss 76,5470 ¢26112 91,8501 210 0.1
11T 2 e 99897 12,560.1 12,349.6 256 23.6
Percent of totaiemployment ..................coviens 13.1 13.6 134 - -
11777 1 e 1,819.4 2,486.9 25430 36.7 39.8
Percent of total employment ....... ...t 24 2.7 28 C - -
B L4+ < T 4,468.9 5,664.8 5,661.1 274 7.3
- Percent of totalemployment ............. .ol 8.2 6.2 - -_—

SOURCE: Bureau of Labor Statistics.

age is not insignificant, Group 1 includes many in-
dustry groups generally not considered producers
of high-technology goods—heavy construction,
motor vehicles, electric services, farm machinery,
and wholesale trade in machinery and supplies, for
example.

At thz other extreme, Group 2 accounts for only
2.8 percent of the work force, but it excludes R&D
laboratouics, optical instruments, and many of the
chemical-related industries. Finally, Group 3, fall-
ing between Groups 1 and 2, accounts for 6.2 per-
cent of the work force. This definition is very simi-
lar to definitions commonly used by researchers and
those on which much of the statistical analysis for
this assessment was based.

These groups exclude some industries that might
otherwise be considered high-technology, include
some unexpected industries, and in general can be
changed with minor modifications to the criteria.
The distinction between high- and low-technology
industries may also ignore the interdependence of
these sectors.

In 1982, for example, U.S. business devoted one-
half of its capital spending—some $56 billion in 1972
dollars to computers, instruments, electronics and
communications equipment, up from one-third in
1977 and one-quarter in 1972.7 Basic industry is an
important customer for the products and processes
developed and marketed by the so-called high-tech-
nology industries. Indeed, a steel plant that invests
in advanced process technologies, modern instru-
mentation and control systems, and state-of-the-art
materials-handling equipment is a high-technology
undertaking. Some of the differences between high-
technology industries and others may be worth

™Shackles on Growth in the Eighties,” Fortune, Okct. 4, 1982,

noting, however—the size of firms and the employ-
ment growth rates, in particular.®

Firm Size

High-technology industries are composed of firms
that are on average larger, and rely more on branch
facilities, than those in low-technology manufactur-
ing and service industries.” Analysis by the Brook-
ings Institution shows that such establishments
employ an average of 60 employees, while those in
low-technology manufacturing and service industries
employ an average of 32, and those in other indus-
tries, an average of 13. Eighty-eight percent of em-
ployment in the high-technology industries is found
in firms with more than 100 employees. By contrast,
72 percent of employment in low-technology man-
ufacturing and service industries and 58 percent in
other industries is found in these larger firms. Fur-
ther, compared with 60 percent of all private jobs,
88 percent of employment in the high-technology
industries is found in multiestablishment firms.
Finally, while about one-third of jobs in low-tech-
nology manufacturing and service industries are
found in firms’ out-of-State affiliates, such affiliates
provide half of the jobs in the high-technology in-
dustries.!®

SUnless otherwise noted, data in this chapter concerning the struc-
ture and location patterns of high-technology industries come from
the work of Armington, Odle, and Harris, at the Brookings Institu-
tion and Glasmeier, Markusen, and Hall, at University of California-
Berkeley. )

*Low-technology manufacturing and service industries” are those
manufacturing and service industries that do not satisfy the criteria
for inclusion in the “high-technology” list, “Ocher industries” refers
to those not considered manufacturing or service industries, such as
agriculture, construction, wholessle and retail trade, and some min-
ing, for example.

1 Armington, et al., op. cit.
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Employment Growth Rates

Another difference between these industries con-
cerns employment growth ratec. Regardless of which
of the three BLS definitions is considered, the ag-
gregate employment growth rates of these groups
were higher than that of total wage and salary em-
ployment during .he periods 1972-80 and 1972-82
(see table 3). Like that in most other industries, the
growth in the listed industries was neither contin-
uous nor steady. Some of the industries included
in the listings had cyclical employment losses, espe-
cially apparent during the 1974-75 recession. Because
the industries are a relatively small percentage of
total employment, the magnitude of changes is also
relatively small. For example, during that pericd,
employment in Group 2 and Group 3 industries fell
by only about 200,000 and 500,000 respectively. Fig-
ure 1 shows the employment trends of each group
of industries from 1972 to 1982.

Figure 1.—Employment in High-Technology
industries, 1872-83

Thousands

-

1972 1874 1976 1978 1980 1982
Years
SOURCE: Bureau of Labor Statistics

High-Technology
Employment Projections

Although high-technology industries grew, in the
aggregate, faster than other groups of industries, they
will pro'sably provide approximately the same pro-
portior of jobs in the future. Projecting future
employinent trends is beyond the scope of OTA’s
assessment. An overriding difficulty comes from a
basic inability to see job types and industries that
simply do not exist yet. Complicating this is uncer-
tainty about the impact of automation on employ-
ment in basic industries and the ability of high-
technology industries to provide jobs for displaced
blue-collar workers. Also unknown is how many
jobs will go to lower cost labor markets in foreign
countries as high-technology production gears up.

Although projections are fraught with uncertain-
ty, the Department of Labor’s Bureau of Labor Sta-
tistics prepares employment projections of roughly
12 years. The latest BLS projections of moderate,
high, and low growth extend through 1995. For each

of the three groups defined previously and using =~

either 1980 or 1982 as a base, high-technology
employment is projected to grow somewhat faster
than total wage and salary under al] three growth
alternatives. As table 4 shows, the size of the total
pool of wage and salary workets is projected to grow
by between 26 and 3! percent between 1982 and
1995, depending on economic conditions projected.
Although emplcyment in the high-technology in-
dustries is projected to grow by between 32 and 39
percent, depending on scenario and definition, the
proportion of the work force in the industries re-
mains small.}!

"For Group 2, the low growth alternatives shows higher 1995 employ.
ment than the moderate alternative. This is because higher defense
spending is assumed in the low alternative than in the moderate alter-
native, and Group 2 has a high proportion of its employment in three
deferise-related industries; communications equipment, aircraft and
parts, and guided missiles and space vehidles,

Geographical Patterns of High-Technology
Industry Location

Although a few regions maintain a reputation for
large concentrations of high-technology industries,
these industries have been dispersing throughout the

Q
RIC 36-737 0-84- 3: gu 3

- T

Nation, along with the population and other man-
ufacturing activity. This spreading of high-technol-
ogy industries holds promise for areas that have not
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Table 4.—Empioyment in Three Groups of High-Technology Industries, 1972, 1980, 1562 and Projected 1995 (i thousands)

PR Projected 1985 amployment o Percent change
~ Employment aitermnatives 1880-95 1082-95
“Empioyment grouping - 1872 Low Moderate High Low  Moderate  High Low Moderats  High
. Alf wage and salary
-/Mars ............ 76,567.0 115,382.8 117,744.8 120,531.1 2486 271 30.1 25.5 28.1 311
careup . 8,983.7 16,260.7 166129 16,8318 206 324 34.8 31.7 4.5 37.1
 Percent of total p
empioyment ...... 3.1 14.1 14.1 140 - - —_ — . — -
Group 2.....00000vnnn 1,818.4 35175 34086 34528 41.4 37.1 38.8 38.3 34.1 358
Parcent of total
: employment ...... 24 30 29 - 28 © -~ - - - — -
TQroup 3 ...l 4,468.9 7,74868 7,7198 7,8%0.0 38.0 366 38.6 r 1 35.6 388
Percent of total
employment ...... 58 6.7 6.6 8.5 - —_ —_ - -— - -

' SOURCE: Bureau of Labor Statistics.

-
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previously benefited from HTD. Researchers at Uni-
versity of California-Berkeley have found that while
some high-technology industries contracted during
the 1970's, most often became more dispersed. On
average, they appeared in I8 percent more coun-
ties in 1977 than in 1972,

Regions.—Analysis by the Brookings Institution
reveals that the regional distribution of high-tech-
nology industry employment roughly parallels that
of total nonagricultural employment. The North-
east and perhaps the West have higher prenortions
of high-technology employment, and th.e South a
lower one, relative to the distribution of total
employment (fig. 2). further, more than two-thirds
of the high-technology employment in the South
is found in branches of out-of-State firms, while the
other regions average less than half. Of the four re-
gions, however, the South also had the highest net
rate of employment growth in these industries; the

West had the second highest rate of employment
growth, followed by the North Central and the
Northeast.

In general, the trend indicaies a convergence of

" the regional shares of high-technology employment.

Further, in all regions, employment growth from the
creation of new establishments and the expansion
of existing businesses was higher for high-technology
industries than for other industries (table 5). These

- regions are guite broad, however, and within them,

the distribution and growth patterns of high-

_technology industries can vary greatly.

States.—Once again, definitional issues compli-
cate analysis of the distribution of these industries.
First, the definition affects the rankings because in-
dividual industries are not evenly distributed: a State
with a large concentration of a particular industry
would be affected by whether that industry is in-

<

Figure 2.—Regional Shares of Migh-Technology (H/T) Employment and Ali industry Employment 1976, 1880
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Table §.—Employment Change by Type and Roqién for High- and Low-Technology Manufacturing and Business
Services as a Percent of 1976 Employment Within Region and Sector, 1976-80

‘ Net Formations Expansions Contractions Ciosures

U.8. Total

HIGN oo 19.4% 23.8% 24.6% -11.3% —~17.8%

LOW . e 11.7 18.0 210 -10.5 -17.7
Northeast

Migh ... .. e 7.5 16.3 21.3 -13.7 - 18.4

Low ... v 43 14.2 18.9 —-11.6 ~17.2
North Central:

HIGh ..o 125 19.6 18.2 -10.4 ~150

low ... e 85 16.3 18.6 —105 —-158
South:

High ...................... 341 34.2 27.9 -9.6 —-185

Low ..o 15.8 225 223 -10.0 —18.0
Waest;

Righ ..o i 203 284 335 -10.9 -217

LOW .. e 25.0 268 27.8 -9.6 -200

SOURCE: The Brookings instituiion.

Py

cluded.!? Rankings also vary according to the choice
of absolute or relative levels of high-technology
employment. Using the BLS Group 3 definition, for
example, the 10 States with the highest number of
workers in high-technology industry in 1982 ac-
counted for 60 percent of all high-technology em-
ployment; the top five States accounted for 41 per-
cent, a percentage that has remained fairly level since

1975 (table 6).*

The list of States with the highest percentage of
workers employed in high-technology industries,
however, is dramatically different. Table 7 shows
that high-technology industries represent a high per-
centage of the Delaware work force under Groups
| and 3, which include the chemical industry, but
not under Group 2. California, on the other hand,
ranks not higher than fifth under even the narrowest
list. In general, the top 10 States are dominated by
the New England region, where high-technology in-
dustries hold a large share of a proportionately large
manufacturing sector.

Metropolitan Areas.—just as the national and
regional data hide some patterns apparent at the
State level, high-technology concentrations can vary

HFor example, Ohio and Hinows fall within the top five States 1n
high-technology employment, if the BLS Group | definition (the
broadest definition, accounting for 14 million jobs) were used. This
can probably be attributed to the inclusion of motor vehicle and in-
dustrial machinery industries, among others. If those industries are ex-
Juded under the more reserictive Group 3 definition (acvounting for
abaut 6 million jobs), Hlinois drops to seventh place and Ohio falls
out of the top 10. Sev Riche, et al., op. cit.

HRiche, ot al, op ar, p. 5T
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within States and may have a major impact on Jocal
economies, even in a State not dominated by high-
technology industries. Analysis by University of
California-Berkeley researchers shows that the per-
centage of an area's labor force employed in high-
technology industries in 1977 varied from almost
20 percent to less than 0.05 percent for the 277
Standard Metropolitan Statistical Areas (SMSAs),
with a median of 4.4 percent. Table 8 lists the
SMSAS with the highest and lowest ratios for 1977.
Only one of the top 10 SMSAs—San jose, in the
heart of California’s Silicon Valley, is in a top 10
State under the comparable BLS Group 3 defini-
tion. A high ratio of high-technology employment
is not, however, a guarantee of prosperity: of the
50 SMSASs with the highest ratios in 1977, 12 had
high-technology employment losses during the
period 1972-77.14

Although the evidence points to growth of high-
technology industries throughout the country, re-
cent data from the BLS indicates that most high-
technology employment remains in the largest met-
ropolitan areas. In California, Texas, and Michigan,
for example, 91 percent, 75 percent, and 79 percent,
respectively, of the high-technology jobs are found
in the each State’s five largest SMSAs. In general,
this trend is similar Yo that found for all manufac-
turing, 64 to 74 percent of which is located in
metropolitan areas.'®

1 lasmeder, et al, op. ot
Riche, et al., op. at, p 56
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Table 6.—Employment in Three Groups of High-Technology Industries in 10 States With Highest Levels of
Migh-Technoiogy Empioyment, 1982 Annual Averages (in thousands)

Group 1 Group 2 Group 3
Total United States .. ...... 13,038.3 YTotai United States ......... 2.833.7 Total United States .. ....... 5,943.4
ToptOStates.............. 7,488.6 Top1OStates.............. 1,737.4 ToptOStates.............. 3,566.6
Catifornia ............... 1,5215 Califernia................. 8106 California ................. 833.1
Texas ................... 1,068.4 NewvYork ............... 205.3 NewYork ............... 453.4
NewvYork ............... 624.0 Massachusetls. .......... 160.7 TOX@S ... ..ovviirnneaas 3720
‘ Chio............o..o.... 683.0 Texas ................... 157.8 New Jersey.............. 316.8
‘ Minols .................. 672.0 New Jorsey.............. 116.9 Massachusetts........... 308.5
Michigan ................ 851.0 Fiorida... .............. 108.1 Pennsyivania ............ 2170
Pennsylvania . ............. §15.4 Connecticut ............. 88.5 inois .................. 261.5
New Jersey.............. 521.7 Hlinols .................. 86.2 Ohio ..., 2478
Massachusetts . .......... 4580.0 Pannsyivania .......... . 8383 Connecticut ............. 185.8
Florida.................. 378.5 Washington ............. 0.2 Florida . ................. $173.7
Share Share Share o

Topi10 ... ...l 574% Top10.......... ..., 680% Top1D.......... ... ..., 60.0%

TopS ... 374 TopS ... 47.5 TopS................. ... 407

S3ecauss fourth-quarter 1982 date were not avallable &t the time of pudiication, & S-month avevage was used.
SOURCE: Sureau of Labor Statistics.

Tabie 7.—High-Technology Empioyment as & Percent of Totai Nonagricuiturai Empioyment in Top 10 States
Under Three Definitions, 1982 Annual Average*

Group 1 Group 2 Group 3

Total United States ........... 13.4 Total United States ............ 28 Total United States ........... 6.2
Delaware .................. 24.0 New Hampshire ............. 72 Deiaware .................. 16.2
New Hampshire ..... ....... 216 ° Vemmont.................... 7.0 Connecticut . ............... 13.0
Michigan .................. 20.4 Connecticut................. 69 New Hampshire ........ ... 12.5
Connecticut................ 20.3 Arizona . .................... 8.8 Vermont ... ... 11.7
Vermont ................... 189 California................. .. 6.2 Massachusetts ............. 11.7
indiang . ................... 17.6 Massachusetts .............. 8.1 New Jersey ................ 10.3
Massachussetts ............ 17.2 Washington ................. 5.7 Caiifornla . ................. 95
TEXAS ... .. e 17.0 Kansas ..................... 4.7 Arizona . ............ ... 8.0
New Jersey ................ 16.8 Utah ... 42 Washington ................ 8.2
Fansas .................... 18.5 Colorado - .........cvvuv... 39 Kansas . ................... 78
ORIO ..o 16.5 -

SOUF?CE: Buresu of Ladbor Statistics

Tabie 8.—SMSAs With the Highest and Lowest Percentage of Empioyment in Righ-Technology industries, 1877

Highest parcentage . Lowest percentage
Rockford, tL ....... ..o 18.6 Killeen, TX ... ... .. . e 2
Meibourne-Titusville, FL................... 18.0 Columbia, MC ................. .. ... ... s
Wichita, KS.............. .. s i7.7 Grarkt Forks, ND-MN.................. .... .
SandJose, CA ... ... 174 Puebio, CO ..o 0.1
Binghamton, NY.......................... 62 Anchorage, AK........................... 0.1
Lake Charies, LA ..... ................... 14.6 Clarksville, TN.KY ........................ 02
Cedar Rapids, 1A ......................... 14.8 Monmolulu, Bt ....... ... .. . ... . 0.2
Bioomington, IN. ....... ... ... ... 12.8 Great Faiis, MT .......................... 0.3
Johnson City, INWV ..................... 12.8 McAllen Pharr, TX . ....................... 04
Longview, TX ... . ... ... ... ... ....... 12.7 Laredo, TX. ... 0.4
Median—4.4 X
3. less than 0.1 percent. - —_' s

SOURCE: Glasmeler, o1 &!
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Factors Influencing Patterns of
High-Technology Industry Location

Some aspects of traditional business location
theories can be applied to the location decisions of
high-technology industries, but statistical evidence
is sketchy. Firms and industries choose to locate in
certain areas for a variety of complex reasons. Re-
gional economic lifecycle theories suggest that each
community has different needs and can offer differ-
ent resources to firms. Similarly, each industry and
every firm requires its own mix of resources from
its location, and offers its unique mix of benefits and
impacts. Moreover, these needs and impacts change
as firms, industries, and communities evolve,!$

In general, factors affecting location of businesses
have been separated into two types: 1) those relating
to the costs of moving materials, products, people,
and ideas; and 2) those relating to the attributes of
areas. Traditionally, with industries relying on large
quantities of bulky raw materials, or the transpor-
tation of heavy products, the transportation costs
weighed heavily. To the extent that the high-tech-
nology industries are different from basic indus-
tries—in that they rely less on heavy raw materials
and produce goods that are costly relative to their
weight—their bulk transportation needs may be con-
. sidered less important than the need to attract and
transport people. Similarly, there may be some dis-
tinctions in the need for skilled or unskilled labor,
energy use, ability to pay taxes, or in any of the other
traditional location factors.

The results of two surveys that point to these dif-
ferences and the complex nature of location deci-
sions are shown in table 9. The first part of the table
shows that the factors considered important by high-
technology and non-high-technology plants are sim-
ilar, although perhaps weighted differently. The sec-
ond part of the table indicates that the search for
a high-technology plant location really consists of
two searches—first for a broad region, then for a
site within the region—and that the factors may vary
between stages. Moreover, not only can the factors
influencing location decisions vary by the kind of

1$john Rees and Howard Stafford, High-Technology Location and
Regional Development: The Theoretical Base, OTA contractor paper,
May 1981

firm and the stage of the site selection process, but

. they also depend on the type of facility, and whether

the facility is an expansion or relocation of an ex-
isting firm or a new business formation.” Accurate
generalizations about the factors that influence the
location of high-technology firms and facilities are
clearly difficult to make.

Statistical evidence to document the relationships
between characteristics of communities and high-
technology development from sources other than
surveys remains quite sketchy. The Brookings and
Berkeley studies show that, although data limita-
tions and aggregation problems plague such analy-
sis, statistical analysis can reveal some relation-
ships.® For the most part, however, the correlations
were weak. Brookings tested 13 independent vari-
ables against business formations and employment
growth for both high- and low-technology indus-
tries in a sample of 35 SMSAs for the period 1976-
80. Berkeley tested 19 independent variables in 219
SMSAs against three measures of HTD for the peri-
od 1972-77: ratio of high-technology to total employ-
ment, change in high-technology employment, and
change in the number of high-technology plants.

In general, these analyses “explained” differences
in high-technology formations (new establishments)
berter than differences in high-technology depend-
ence (share of local employment) or high-technology
employment growth. None of these patterns was ex-
plained very well, however, and the resulting corre-
lations cannot be considered statistically strong.
Data aggregation problems hindered the analysis,
but the lack of clear results also points to the com-
plicated nature of industrial location decisions. Cor-
relations from available data indicate that the fol-
lowing community characteristics are significantly
associated with HTD:

® Population growth during the previous 5 years,
an indicator of general attractiveness and growth
potential, had a strong relationship to forma-
tions and employment growth in both the high-
and low-technology manufacturing sectors.

Mibid,
"Armington, et al., op. cit.; and Glassmeier, &t al,, op. cit.
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Table 9.—~Location Factors Influsncing New Manufacturing Plants

High-tschnology and non-high-technoiogy plants

Non-high-technology plants

Rank Migh-technology piants
1 Lader Labor
2  Transportation availability Market access
3  Quality of iife Transportation avaiiability
4 Markets access Materials access
5§  Utilities . Utilities -
€  Site characteristics Reguiatory practice
7 Community characteristics Quality of life
8  Business climate Business climate
8 Taxes Site characteristics
10  Devsiopment crganizations Taxes

SOURCE: M. A, Stafford, Suivey of 104 Plants, 1983,

High-tschnology plants

Rank Selsction of region

Selection within region

Lahbor skiils/availability

Ladar costs

Tax alimate within region
Acadomic Institutions

Cost of living

Transportation

Markets access

Regional regulatory practices
Energy cosis/availabiiity

10  Cuitural amenities

DO DN DD N >

Labor avaiiabiiity

State/iocal tax structure
Business climate

Cost of property/construction
Transport availability for people
Ampie area for expansion
Proximity to good schoois
Proximity to amenities
Transport facilities for goods
Proximity to customers

SOURCE: Joint Economic Commiites,
June 1, 1962, tabias ({15 and 6, pp. 23 and 25

® Proportion of the labor force in technical occu-
pations was strongly related to high-technology
formations and even more strongly to forma-
tions of tiny high-technology establishments (a
statistical proxy for new spinoff and startup
firms), but not to low-technology manufactur-
ing or other formations. Larger city sizes and
larger labor forces appear to be correlated high-
and low-technology formations alike.

High rates of population growth probably repre-
sent an amalgam of characteristics that seem to make
an area attractive for migration of pecple and busi-
nesses in general. The higher percentage of techni-
cal workers in an area could represent a variety of
situations, from an existing concentration of facil-
ities employing such workers to influences of col-
leges or universities. Other evidence suggests that
higher per-capita levels of Federal defense spending
go hand in hand with high-technology industries.
This may simply reflect the fact that the definitions
of high-technology industry tend to be weighted by
defense-oriented industries.

U.S. Congresa, Location of High Technology Firms and Ragional Econonmic Davelopment,

Only more disaggregated regional and industrial
data would allow more convindng statistical evi-
dence of the relationship between specific commu-
nity characteristics and high-technology develop-

ment. Whether such analysis would ever really be
convincing, however, remains unclear, because of
the complex nature of both economic development
and multifacetad characteristics of technology-based
industry. In addition, even when correlations be-
tween certain factors and high-technology develop-
ment are revealed, establishing causal relationships
is very difficult. Finally, since the available data are
dominated by large, multiestablishment firms, anal-
ysis of high-technology location patterns focus im-
plicitly on factors that influence the location of
branch facilities. The patterns and factors for the
creation of new firms may be slightly different, but
they are overwhelmed by data on the branching of
existing firms,
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CHAPTER 3

The Roles of Entrepreneurship and Venture

Capital in High-Technology Development

introduction

What role is played by new high-technology firms?
What are the conditions that iead to their creation
and survivall The large, expanding firms whose
branch plants appear to drive so much of high-tech-
nology development (HTD) were once small and
young, after all, and the success of California’s
Silicon Valley and Massachusetts’ Route 128 are
based in part on their role as “seedbeds” for these
new startups. In addition, research indicates that
small, new firms play an important role in the proc-
esses of technological innovation, new product de-
velopment, and job creation.!

This chapter begins with an exa.nination of exist-
ing high-technology centers and the theoretical ex-

1See for example Louis G. Tornatzky, et al., The Process of Techno-
logical Innovation: Reviewing the Literature (Washington, IXC: Na-
tional Science Foundation, May 1983).

planations for these geographic concentrations of
innovative activity. The combination of conditions
that make them so productive of new technologies
and new firms constitutes what has variously been
called the “technological infrastructure,” “agglomera-
tion effect,” or “entrepreneurial network.” There fol-
lows a general consideration of entrepreneurship,
the role it plays in the creation of new high-tech-
nology firms, and the reasons it flourishes in existing
centers of HTD. One of the most important rea-
sons may be a relative abundance of venture capi-
ta} in those regions. Thus, the chapter concludes
with an examination of the special role of venture
capital in high-technology entrepreneurship, the
growth and structure of the venture capital indus-
try, and recent trends in the availability of venture
capital in different regions.

High-Technology Complexes

Overview

Certain regions appear to offer a more promising
environment for new technology-based businesses
than others. The patterns identified by recent re-
search suggest, for example, that while high-tech-
nology growth in the South is dominated by the
formation of new branches by multistate firms,
growth in the Northeast and West is driven by the
formation of independent firms and local branches.?
The economic theories reviewed in chapter 2 sug-

Cathenine Armington, Candee Harris, and Marjonie Qdle, Forma-
ton and Growdh in High Technology Firms: A Regional Assessment
{The Brookings Institution, Washington, DXC, under contract with
OTA). The analysis and data were prepared for the National Sarence
Foundation under grant No. ISI 8212970 with additional analysis pre-
pared for OTA under an interagency agreement with the Small Busi-
ness Admunistration, Original data development work was funded by
SBA ontract No. 2641.0A.79,
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-

gest that this results from a “regional economic
development lifecycle.” That is, the iritial concen-
tration of high-technology firms reaches a self-sus-
taining “critical mass,” at which time sufficient ex-
ternal economies develop to ensure the furcher

growth of HTD.

Research on the origins and growth of existing
high-technology complexes—the “archetypes” of
Silicon Valley and Route 128—suggests that these
HTD success stories are essentially spontaneous and
idiosyncratic.’ That is, their emergence was caused

"Histones and comparative analyses of Silcon Valley and Route 128
can be found in the following sources: Peter J. Brennan, “Advanced
Technologv Center, Santa Clara Valley, California,” Scientific Amer-
ican, vol. 244, No. 3, March 1981, pp. $C-1-10; Nancy S. Dorfman,
“Route 128: The Development of a Regional High Technology Cen-
ter,” Research Policy. vol. 12, 1983, pp. 299-316; see also her Massa:
chusetts’ High Technology Boom in Perspective: An Investigation of
Irs Dimensions, Causes and the Role of New Firms, CPA 82-2(Cam.
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by the fortuitous confluence of technological oppor-
tunity, created by fundamental advances in
microelectronics that opened up a wide range of in-
novations and potential applications, with the preex-
isting socioeconomic conditions in each region. In
both cases, furthermore, a critical catalytic role was
played by a particular person, firm, or institution.
The result was cumulative, leading to sgglomera-
tion economies that tended to enhance the region’s
resources and encourge high-technology entrepre-
neurship. In both of these regions, growth was
driven by local startups and spinoffs from firms
already in the area.

Many of these conditions cannot be replicated
elsewhere, at least in electronics, because the regions
that have already developed such complexes pro-
vide a comparative advantage in the creation of ad-
vanced products and new high-technology firms.
Some of the conditions can be replicated, however,
particularly those involving components of the tech-
nological infrastructure such as informal commu-
nication networks and institutional cooperation. In
addition, the negative impacts of increasing concen-
tration, combined with the maturation of the tech-
nologies themselves, have led to the dispersion of
these boom industries out of their original seedbeds.
This creates opportunities for additional commu-
nities to attract production facilities, on which a
local scientific and technical base can be built. Fur-
thermore, similaf opportunities are being opened by
advances in other technologies, such as robotics and
biotechnology. Finally, the applications of new prod-
ucts and manufacturing technologies also create new
oppe :unities for declining industries and the regions
in which they are concentrated.

Technological infrastructure
and Agglomeration

The various resources—scientific, financial, human,
and institutional—on which HTD depends consti-

bridge, MA: Center for Policy Alternatives, Massachusetts Institute
of Technology, 1982): Robert Premus, Location of High Technology
Firms and Regional Economic Development, staff study prepared for
the Subcommitree on Monetary and Fiscal Policy, Joint Economic Com-
muttee, serial 94-670 O (Washington, IX: U.S. Government Printing
Office, june 1, 1982), app. A: and Annalee Saxenisn, Silicon Valley:
Regional Prototype or Historical Exception? paper pres -uted at the Con-
ference on Microelectronics in Transition: Industrial Transformation
and Sodial Change, University of California ar Santa Cruz, May 1983

tute the region’s technological infrastructure. Of in-
terest to the present investigation are the following:

¢ applied research and product development ac-
tivities at nearby universities, Federal labora-
tories, and existing firms;

¢ informal communication networks that provide
access to information and technology transfer
from those research and development (R&D)
activities;

® scientific and technical labor force, including
skilled craftsmen, newly trained engineers, and
experienced professionals (who also represent
a pool of potential entrepreneurs);

¢ a network of consultants (often augmented by
university faculties) specializing in hardware,
software, business development, and venture
capital;

® a network of job shoppers and other suppliers
of specialized components, subassembliés, and
accessories; and

® proximity to complementary and competitive
enterprises, as well as distributors and cus-
tomers.

A Sampling of Route 128 High-Technology Firms
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R&D activities appear to be particularly impor-
tant, and industrial R&D tends to be concentrated
in a few major urban areas specializing in particu-
lar technological applications. This gives an advan-
tage to firms in those regions developing related in-
novations, because of both technology transfer and
the demand for their products from existing firms.
Research at universities and Federal laboratories ex-
erts a decentralizing influence on the geographic
location of R&D.* This influence varies among in-
dustries, and appears to be greatest in biomedical,
computer, and energy R&D. In the past, universi-
ty and Federal R&D has not resulted in significant
agglomeration if industrial R&D was not also pres-
ent, but there i5 evidence that industrial R&D is
also becoming less concentrated. The most common
sites for decentralized R&D are production installa-
tions, and chapter 2 has shown that these branch
plants are also becoming more dispersed.

The resources provided by the technological in-
frastructure are particularly advantageous in high-
technology complexes, which are largely made up
of small, specialized companies that often depend
on other firms for supplies, services, and markets.
Concentration of these resources in one area en-
hances their productivity by creating external econ-
ornies of scale, in both production and marketing,
similar to the internal economies created by the size
and vertical integration of inuch larger corporations.
This agglomeration of new firms attracts and retains
skilled professionals in the region, promotes infor-
mal communication among them, strengthens and
diversifies the technological infrastructure, and
draws venture capital to the region by creating op-
portunities for profitable investment.’

Agglomeration also places entrepreneurs at the
center of competitive turmoil, where they are able
to identify new market niches and have the incen-
tive to fill them quickly. In addition, the agglomera-
tion appears to ehcourage entrepreneurial activity,
both by providing local role models and by provid-
ing a supportive environment that reduces risk and
uncertainty, either actually or subjectively. As a re-

*Edward . Maleckt, "Saence, Technology, and Regional Economic
Development: Review and Prospects,” Research Policy, vol. 10, 1981,
pp. 3L 334, see also Irwin Feller, “Invenrion, Diffusion and Industri-
al Lovatton,” in Locanonal Dy namics of Manufactuning Acenvaty, L
Collins and DL F, Waker (eds) (New York: Wilev, 1975), pp. 83107,

Dorfman, op. ae, p. 30K

sult of this “network of mutual dependency,” an in-
dustry undergoing rapid technological development
can be expected to show “a tendency . . . to grow
faster in a region the greater the degree of agglomera-
tion there, other things being equal."®

Other evidence underscores the importance of the
“threshold” phenomenon of the agglomeration mod-
el. A recent study of the formation of new and small
technology-based firms since 1975 reveals that the
principal determinant of the geographic distribution
of these firms is the presence of similar firms and
the presence of major research universities and in-
dependent research institutes. The strong positive
correlation between new and older firms indicates
that, if the economic conditions in a region are
favorable to existing high-technology firms, they are
likely to be advantageous for new firms as well.”

Smalil Firms and Innovation

In addition, a large body of research indicates that
small, new firms play an important role in the proc-
esses of technological innovation, new product de-
velopment, and job creation. In general, the rate
of innovation within organizations is positively cor-
related with its size; larger firms may have greater
innovative potential since they can operate larger
R&D departments and bring greater resources to
bear upon problems.® This generalization may not
hold for high-technology firms, however. Some re-
searchers claim a superior innovative potential of
small firms because they are more vigorous and re-
spond more quickly than larger firms to new ideas
and market conditions.® This is most likely to be

fToud., p. W07,

"Stephen G. Graham, “he Determirants of the Geographical Dis-
tribution of the Formation <./ New and Small Technology-Based Firnis,
doctoral dissertation, Department of Finance and Insurance, Michi-
gan State University, 1981,

8Everett M. Rogers, Diffusion of Innovations, 3d ed. (New York: Free
Press, 1981); Joseph Schumpeter, Capitalism, Socialism, «nd Democracy,
2d ed. (New Yark: Harper & Row, 1M2); John Kenneth Galbiraith,
The New Industrial State, 3d ed. (Boston: Houghton Mifflin, 1967).

Kenneth ] Arrow, “Innovation in Large and Small Firms,” in En-
trepreneurship, Joshua Ronen (edd.) {Lexington, MA: Lexington Books,
1883), pp. 15-28; Small Businesses Are More Active as inventors Than
as Innovators in the Innovation Process, PAD-82:19 (Washington, DC:
U.S. General Accounting Office, 1981); Lynn Boilinger, Katherine
Hope, and James M. Ustterback, “A Review of Literature and Hypoth-
eses on New Technology based Firms,” Research Policy, vol. 12, pp.
1-14; Pierre-Andre Julten and Christian Lafrance, “Towards the For-
malization of 'Small is Beautiful’: Societal Effectiveness Versus Eco-
nomic Efficiency.” Futures, June 1983, pp. 211.221; James Brian Quinn,
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the case in agglomerations, for the reasons outlined
above; it is because of their responsiveness to mar-
ket opportunities that existing high-technology com-
plexes have been such prolific “incubators” of new
firms and products.

Other research suggests that firm size may not be
a decisive factor in innovation, and indeed that a
variety of sizes—from very small to very large, like
that found in the agglomerations described above—
may be a key to continued innovation in an indus-
try and growth in a region.!® Because innovative
activity is “inherently untidy,” this variety within
an industry or region hedges against the possibility
that opportunities for innovation will be ignored
by a set of overly homogeneous firms.!! In addition,
many high-technology firms do not survive, and
even successful firms have shown a tendency to lo-
cate their production operations in areas outside the
original seedbed. As a result, the continued crea-
tion of spinoffs and other new starts will be neces-
sary to sustain the process of innovation and region-

al HTD.

Outiook for Other Regions

The above discussion, and the experience of ex-
isting high-technology complexes, make clear the
importance of entrepreneurship and startups in tech-
nological innovation and regional HTD. Mauav of
the conditions that led to these agglomerations can-
not be replicated elsewhere, at least in the particu-
lar areas of microelectronics—merchant semiconduc-
tors and microcomputers—in which Silicon Valley
and Route 128 specialize. Because of their self-sus-
taining concentration of complementary businesses,
these regions provide a comparative advantage in

“Technological Innovation, Entrepreneurship, and Strategy,” Sloan
Management Review, spring, 1979, pp. 19-30; Karl H. Vesper, Entre-
preneurship apd National Policy (Chicago: Heller Institure for Small
Business Policy, 1983); Stephen Feinman and William Fuentevills, In-
dicators of Internations! Trends in Technological Innovarion (Jenkin-
town, PA: Gellmann Research Associates, 1976). :

BGeorge Gilder, "Should We Sacrifice Our Future To Preserve the
Past!” INC., vol. 2, No. 11, November 1980, pp. 93-98; Devendra Sahal,
“Technology, Productivity, and Industry Structure,” Technological Fore-
casting and Social Change, vol. 24, 1983, pp. 1-13.

1iDevendra Sshal, “Invention, Innovation, and Economic Evolution,”
Technological Forecasting and Social Change, vol. 13, 1983, pp.
213-235.

Phoio cradit: ISM Corp.

Advances in robotics and other technologies provide
economic opportunities for a variety of regions

I

the creation of advanced products and new high-
technology firms in these high-technology sectors.'?

However, the technological opportunities in
microelectronics remain too numercus for any one
firm—or region—to exploit. Similar opportunities
are also being opened by advances in other tech-
nologies, such as robotics «nd biotechnology. In ad-

dition, the applications of new products and man-

ufacturing technologies also create new opportunities
for declining industries and the regions in which
they are concentrated.'? Finally, the negative im-
pacts of increasing concentration, combined with
the maturation of the technologies themselves, have

HDorfman, op. cit., p 310 Donald L. Koch, William N. Cox, Delores
W, Steinhauser, and Pemicla V. Whigham, “High Technclogy: The
Southeast Reaches Out for Growth Industry,” Economic Review, Fed-
eral Reserve Bank of Adanta, vol. 68, No. 9, September 1983, pp. 4-15.

DLynn E. Brown, “Can High Tech Save the Great Lakes States?”
New England Economic Review, November-December 1983, pp. 19-33.
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led to dispersion of these boom industries out of
their original seedbeds.

This creates opportunities for additional commu-
nities to attract production facilities, on which a
local scientific and technical base can be built. In
addition, some of the conditions that led to agglom-
eration in Silicon Valley and Route 128 can be rep-
licated elsewhere, particularly those involving com-
ponents of the technological infrastructure such as
informal communication networks and institution-

al cooperation. The efforts of other States and lo-
calities to create these conditions are discussed in
chapter 4. Their success in achieving long-term, sus-
tainable HTD may depend on their ability to mo-
hilize the resources created by branch plants as the
ingredients for “home grown™ HTD, and to encour-
age creation and expansion of indigenous firms by
local entrepreneurs. The following section examines

. the process of technological entrepreneurship and

the conditions that encourage and support it.

Entrepreneurship and High-Technology Development

Factors in the Promotion
of Entrepreneurship

The individual inventor/entrepreneur has been
respected, praised, and, during some periods in
American history, elevated to the status of culture
hero.!* Despite fluctuations, there is a clear trend
toward greater public appreciation of the entrepre-
neur following a partial eclipse during the 1960’s and
early 1970%.15

Favorable local and regional cultures can enlarge
the pool of potential entrepreneurs. In the classic
high-technology complexes of California and New
England, for example, entrepreneurial activity is
especially strong and highly respected: role models
abound, starting one’s own firm before age 35 is a
common ambition, and it is not unusual for em-
ployees to leave a firm and start their own after see-
ing the success of a former colleague. When the
entrepreneur becomes a local culture hero, the “cas-
cading” of entrepreneurial activity may become
almost explosive. An example is the 35 new firms

“spawned by former employees of Fairchild Camera
between 1957 and 1970 (see fig. 3).

Much of the literature on et¥repreneurship has
been devoted to describing the psychological traits
associated with successful individuals. Different re-

#Materuat 1n this section is based on the staff paper, “The Role of
Entrepreneurship in High-Technology Innovation,” December {683,
prepared for OTA by Professor Douglas Caulkins of Grinnell College
whilc serving as a faculty intern. N

BDavid €. McClelland, The Achieving Society (New York: Van
Nostrand, 1961}; Alex Inkeles, “The American Character,” The Cen-
rer Magazine, November/December 1983; Samuel Florman, Blaming
Technology: The Irrational Search for Scapegoats (New York: St
Martin's DPress, 1981).

searchers have emphasized different characteristics:
innovation {(the creation of new combinations of
products and processes);'® the search for novelty or
opportunity in a climate of uncertainty;!? or the
need for achievement.!® Entrepreneurs dislike repet-
itive work and tend to be nonconformists, but they
are only moderate risk-takers.'? Studies focusing spe-
cifically on high-technology entrepreneurs suggest
that dissatisfaction with previous employment is
often a factor in their decision to establish a new
firm.?° Extensive familiarity with the industry is the
norm, and high-technology entrepreneurs tend to
maintain widespread networks of informal contacts
in the industry, often including former employers.?!

This suggests that efforts to encourage HTD
should include assistance from a network of special-
ists engaged in different aspects and stages of prod-
uct creation, production, and marketing. This
should not be seen as a denial of the importance
of individual creativity and commitment, but instead
as a recognition of the need for a supportive social
environment for the entrepreneur.

‘eSchumpeter, op. dit.

"Ronen, op. cit., pp. 148-149; Yvon Gasse, “Elaborations on the
Psychology of the Entreprencur,” in Encyclopedia of Entrepreneurship,
Calvin A. Kent, Donald L. Sexton, and Karl Vesper {eds.} (Englewood
Cliffs, NJ: Prentice-Hall, 1982), p. 59.

McClelland, op.cit.

WM. F. R. Kets De Vries, “The Entreprencurial Persanality: A Per-
son at the Croseroads,” Journal of Management Studies, vol. 14, 1977,
p. 38; Robert H. Brockhaus, Sr., “Elsborations on the Psychology of
the Entrepreneur,” op. cit., Kent, Sexton and Vesper (eds ), pp. 41-43.

®Brockhaus, op. cit., pp. 51-52; C. Comegys, “Cognitive Dissonance
and Entreprencusial Behavior,” Journal of Smal] Business Management,
January 1976.

HBrockhaus, op. cit., p. 51.
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Figure 3.—Fairchild Begat Tree (1957-1970)
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1. Acquired by Raytheon in 1969,

2 Two founders wave from Semiconducist Cofp.
3. Assets of Molaciro acquired in reorgsnization of National which movad from Connecticut to Califomia.

4. Acguired by Ford-Phiico in 19686.
5. Other founders were from Circult Engineering & Design, Fairchild, GE, and Union Carbide.

7. Two founders from Falrohiid.

8 One founder from Phiico-Forg Microslectronics.

§. Thrae founders from AMI, and three from Hawlatt Pagkerd.

2. Four founders from Fairchild . and one fiosn {TT Semiconductor.

10. Two founders from Fairohild, and one from Semimetals, inc., and one from Peripheral Systems Corp.

SOURCE: From Kirk P. Draheim. “Factors infivencing the Farmation of Technical Companies” in Cooper snd Komives, 1872; with permission.
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" PORo Cradit: Ltah lanovation Center
inventor-entrepreneur, right, from the Utah innovation

Center, and his High Fraquency Jet Ventilator
for infants and newboms

Entrepreneurial Networks

The essential role of the entrepreneurial network
is to bring technological innovations successfully
into the marketplace. The entrepreneurial process
begins with the recognition of an opportunity for
a new product, but it ends (if successful) with the
routinized production and marketing of a commer-
cial product. Technological entrepreneurship may
begin with one individual’s ideas, but it will neces-
sarily involve many people and institutions before
the process comes to an end. It is useful, therefore,
to think not in terms of individual entrepreneurs
but of entrepreneurial networks, the components
of which are involved in different phases of the proc-
ess.22 Successful entrepreneurship within existing
firms depends on assembling an appropriate team
and creating communication networks across de-
partmental boundaries.?* For individual entrepre-
neurs, the region’s techpological infrastructure and
numerous contacts in the industry can supply a sim-
ilar support network.

Many entrepreneurial networks for new starts
have been assembled fortuitously. The first step in

Iionel A. Cox, "Transfer of Science and Technology in Successful
Innovation,” Forest Products Journal, vol. 24, No. 9, September 1974,
pp. 44.45.

DRosabeth Moss Kanter, The Change Masters: Inmovation for Pro-
ductivity ini the American Corporation (New York: Simon & Schuster,
1983), p. 28.
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the formation of new firms may occur when a po-
tential entrepreneur is not encouraged by his pres-
ent employer to pursue an innovation. In this case
the frustrated employee may “spin off”’ 2 new com-
pany to develop the product himself. This may ex-
plain the greater instance of startups in regions that
have a large number of existing firms in similar
SECLOrs.

The process of creating the firm—solving design
problems, developing a business plan, obtaining fi-
nancing, and assembling the needed management
and technical team—is often a perilous task. Many
high-technology firms do not survive beyond the
first or entrepreneurial stage, often because the
founding entrepreneur lacks the necessary manage-
rial experience or skills. Existing high-technology
complexes, because of their preexisting support net-
works and other agglomeration economies, serve to
reduce risk and uncertainty. This has led to their
reputations as successful “incubators” of new starts.

The experience gained during the past 30 years
in Silicon Valley and Route 128 has demonstrated
the importance of technological entrepreneurship
to regional HTD. It has also created a sufficient
knowledge base to support the deliberate cuitiva-.
tion of entrepreneurship and new starts.?* Many of
the functions that were previously performed infor-
mally, and even haphazardly, by components of the
entrepreneurial network have now been institution-
alized in the venture capital industry. In addition,
a number of universities, often in collaboration with
other public and private sector groups at the State
and local level, have launched programs to train and
assist potential entrepreneurs.

In an increasing number of cases, furthermore, ex-
isting firms encourage an employee to start a “spin-
out” firm by assisting with capital, laboratory space, .
and technical support. In these cases the parent firms
themselves become (or provide) members of the en-
trepreneurial network. Tektronix and Control Data
are among the firms which have assisted internal
entrepreneurs with spinout firms.

Finally, a number of large corporations—in some
cases early leaders in the high-technology field that
are concerned about losing their innovativeness—
have experimented with techniques for promoting

#The New Entreprencurs,” The Economist, Dec. 24, 1983, pp. 61.73,
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Fhoto cradit: Tennases Technology Foundation

Technology for Energy Corp. in Knoxville, a spinoff from the University of Tannessee and Oak Ridge National Laboratory

corporate entrepreneurship. Among the more suc-
cessful organizational experiments have been the
“venture management” or “incubator groups” set
up within major corporations such as Xerox, Ex-
xon, 3M, and IBM. These product-development
units can have a core membership of persons with
common skills, such as electrical engineering, with
other specialists joining and leaving as needed dur-
ing the development of an innovation. A second
approach is to bring together individuals with dif-
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ferent skills to carry the innovation through the en-
tire cycle of development. The latter approach has
generally been more productive of successful innova-
tions, in part because it tends to minimize the po-
tential discontinuity of the entrepreneurial net-
work.2*

BMichae! }. Brand and John Van Maanen, “Individudls, Groups,
and Technological Innovation,” Chemtech, September 1983, pp.
528-533. '




4

Venture Capital and Regional High-Technology
Development

Role and Structure of the
Venture Capital industry

Venture capital investment is primarily regarded
as the early stage financing of relatively small, rapidly
growing companies (see fig. 4).26 27 Since the reces-
sion of 1974, however, venture capitalists have taken
on an expanded role in business development pro-
viding expansion financing for young companies
that do not yet have access to public equity mar-
kets, and financing for leveraged buyouts in which
managers purchase divisions of major corporations
with the objective of revitalizing existing businesses.

Three key attributes characterize venture capital
investment:

* It involves some potential equity participation
for the venture capitalist, either through direct
purchase of stock or through warrants, options,
or convertible securities.

® [t is a long-term investment discipline that often
requires a period of 5 to 10 years for investments
to provide a significant return.

* Venture capitalists are active, ongoing partici-
pants whose experience and specialized skills
add value to their investment in a developing
business; they are not passive investors offer-
ing only capital.

¥The following sections are based on the contractor report, “Ven.
ture Capital Investment: Regional Variations,” prepared for OTA by
Venture Economics, Brian Haslett, principal investigator, December
1983, The statistics in the text and tables are derived from the Ven-
ture Economics data base, which contains information on the invest-
ments of venture capital firms and SBICs accounting for more than
80 percent of the industry's total investment activity and on more than
4,000 portfolio companies dating to the 1960's.

Early stage financing can be defined in finer stages:

®* Seed--a relatively small amount of capital provided to prove a busi-
ness or technology concegtt. It may inve! se product development
but rarely any marketing. '

* Startup - financing provided for use in product development and
mnitial marketing. Companies may have been in business a short
nme (1 vear or less), but have not sold their product commerciaily.

® First stage ~financing provided to companies that have expended
mitial capital {often in developing a protorype) and require funds
to initiate commercial manufacturing and sales.

In a sense, therefore, the venture capital indus-
try institutionalizes many of the functions, and ben-
efits, of the technological infrastructure or entre-
preneurial network. The assistance that venture

‘capitalists provide to entrepreneurs and young grow-

ing businesses is usually in such areas as:

® long-range planning;

® defining financial needs and arrangements;

® market planning and marketing assistance;

® recruiting and evaluating management;

® finding external technical expertise and vendor/
supplier relations; and

. ® contributing business experience through ongo-

ing counsel and support.

These skills are learned through an apprenticeship
process—younger associates speind years working for
more experienced venture capitalists until they gain
the requisite experience and credibility to form new
firms. These spinoffs from existing firms have been
a major source of growth in recent years, measured
in terms of number of venture firms.

The formal venture capital industry consists of
three major types of professional organizations:
independent private venture capital firms; venture
capital subsidiaries of financial and nonfinancial cor-
porations; and Small Business Investment Compa-
nies (SBICs) (see table 10). Independent private firms
include family groups and, to a greater extent, pro-
fessional partnerships funded by both individual and
institutional investors (see table 11). A number of
financial corporations, most notably bank holding
companies, have established venture capital sub-
sidiaries to invest in businesses that do not meet the
parent company’s usual investment or loan criteria.
In addition, many large industrial corporations (in-
cluding General Electric, Lubrizol, Texaco, Textron,
and Xerox) have venture capital investment groups.

Among the approximately 360 regular SBICs li-
censed by the Federal Government, some 200 are
involved primarily in venture capital investment
rather than loans to small businesses; this group of

a0
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Figure 4.—Profile of a Company Startup by Venture Capital
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SOURCE: Nature Magazine, vol. 307, Fed. 3, 1984, p. 403.

Tabie 10.—Estimated Organized Venture Capital Pool,

1882
~ Amount of capital
under management
(billions)
Private venture capitat firms .. .. ............ $4.4
Corporate subsidiaries
{financial ang nonfinancial}............... 1.9
Smal! business investment companies® ... ... 13
TOtA .ot i e §7.6

BThis includes only SBICS engaged primanly in squity investing.
SOURGE: Venturs Economics, inc.

SBICs includes many that are affiliated with bank
holding companies. Other sources of risk capital
available to entrepreneurs include the public new

issues market, wealthy individuals, and local inves-

tors with a few dollars to back an acquaintance or
relative. The term “informal investors” refers to the
latter—financially sophisticated individuals who of-
ten have previous experience with new ventures.?®

M#nformal investors ate an appropriate source of external risk capi-
tal for many ventures, but few data are available on informal invest-
ment activity. The data, analysis, and observations presented in this
chapter deal only with the formal venture capital industry.

Recent History of the
Venture Capital industry

As is the case with any industry, the structure and
behavior of the venture capital industry is greatly
influenced by external factors.?* Among the most
significant of these are Federal tax policy with re- -
spect to capital gains; laws and regulations affect-
ing pension funds and other major sources of in-
vestment capital; the market for new public stock
offerings by small companies; and the track record
of experienced professional venture capitalists them-
selves. Only a limited number of private venture cap-
ital firms existed in the 1950°s} several of which were
family funded firms. Passage of the Small Business
Investment Act of 1958, which created the SBIC
program, was a major influence on the development
of the venture capital industry in the United States.
By providing tax advantages, potential Government
leverage, and a vehicle designed for small business

3For a detailed exarnination of the venture capital industry, see U.S.
Genersl Accounting Office, “Government-Industry Cooperation Can
Enhance the Venture Capital Process,” GAO/AFMD-82-35, August
1682.
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Tabie 11.—Commitments to indepsndent Privats Ventun® Capital Firms

1882 {first six months)

Capital Capital

committed Percent committed Percent

Source {miliions) of total {miilions) of total
Pensionfunds ............... .0, $ 200 23 . $484 34
individuals and families ................... 01 23 283 20
Insurance Companies .............c e, 132 15 199 14
Foreign ... 80 10 197 14
Comporations . . ........coiiiiii 142 17 170 12
Endowments and foundations.............. 102 12 _gg 6
B+~ | 1 $1,423 100 $887 100

SOURCE: venture Economics, inc.

financing, the Act encouraged the formation of hun-
dreds of SBIC:s.

In the early 1960's, however, there were relatively
few experienced venture capital managers, and many
of these newly created SBICs failed. These failures
discouraged many potential investors, and a declin-
ing public market for new issues in the early and
mid-1970’s forced venture capitalists to operate
across a far broader spectrum of investment oppor-
tunities, particularly later-stage expansion financ-
ings, which provided adequate returns and a lower
risk exposure than early stage investments. Under-
writings fell from $1.4 billion in 1969 to only $16
million per year in 1974 and 1975, and high capital
gains taxes combined with agdepressed stock mar-
ket to create an unfavorable eNyironment for the
industry. The total pool of organked venture capi-

made risk-taking by entrepreneurs far more re
ing and attracted a substantial influx of funds to
venture capital firms. The total venture capital pool
managed by professional firms grew threefold, from
some $3 billion in 1977 to $9 billion at mid-year
1983. Moreover, recent changes in Federal regula-
tions have made it easier for pension funds to in-
vest in venture capital partnerships; as a result, ap-
proximately 30 percent of the new capital for
professional firms—some $924 million between 1978
and 1982—has been provided by pension funds (see
tabie 10). The successful track records of experienced
venture capitalists {(whose returns in many cases
have only been realized and reported since the mid-
1970’s) have also attracted the attention of investors.
. Established venture capitalists are now bringing in
record amounts of money.

The substantial increase in the venture capital
pool has had an impact on the size of venture capi-
tal firms and on the scale and dispersion of venture
capital investment activity. Several new venture cap-
ital “megafunds” run by small, well-respected man-
agement groups have attracted over $100 million.
Most general-purpose funds, by contrast, range be-
tween $20 million and $30 million. These larger
funds can make larger investments than have been
traditional and still achieve diversity in their port-
folios.

Factors Infiuencing Regional
Distribution of Venture Capital

Focusing by Stage of Business Develop-
ment.—1 he role of venture capital and the skills
required of the venture capitalist vary considerably
with each stage in the development of a portfolio
company. A venture firm that concentrates on later-
stage financing is generally dealing with more mature
companies which require less attention, but the
number of individual investments handled by each
partner is still small. When a firm concentrates on
early stage and startup investments, there are even
fewer portfolio assignments per professional, since
such investments usually involve more substantial
involvement and time.

In recent years, however, a new group of venture
capital “seed” funds have been formed to address
the financing needs of very early stage companies.
The financing of seed and startup ventures is an
essentially local activity. Some venture capitalists
cite, as an informal rule, that they do not wish to
look at secd or startup situations more than 250 or
300 miles from their office. Thus, a focus on seed

02
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and startup investment situations will necessarily
confine investments to the region where the ven-
ture firm is located. It follows, therefore, that en-
trepreneurs in an area with few or no venture capi-
tal firms focusing on seed or startup situations will
have a more difficult time accessing venture capital
than those in an area with numerous venture firms
focusing on early stage financing. Later-stage financ-
ing requires less daily involvement by the venture
capitalist, and thus investments can be sought from
a broader geographic area.

However, the growth of these seed funds has been
paralleled by the growth of informal “feeder” rela-
tionships between local seed funds, which often lack
the capital to provide successive rounds of financ-
ing rapidly growing companies, and larger national
funds that can provide portfolio firms with later-
stage financing. For the larger firms, which may lack
the manpower to identify and develop a large num-
ber of startups, this affiliate relationship is one way
to provide themselves with a continuing flow of
quality investments.

Focusing by Industry.—Venture capitalists often
focus on particular industries, primarily because it
is difficult to develop the req:. ite expertise in more
than a har.dful of sophisticated technologies. This
is particularly true for investment in electronics, bio-
technology, and other high-technology industries.

A review of investments during the early 1980’
indicates the following distribution of portfolio com-
panies:

® computer-related fields—between 30 and 40
percent;

communications— 10 percent;

other electronics-related areas—12 to 14 percent;
medical-related areas—7 to 8 percent;
genetic engineering—4 percent; and
industrial automation—3 to 4 percent.

The remaining 20 to 34 percent of investments were
in energy, industrial products, consumer-related
areas, and other manufacturing and services.

The industry focus of a particular venture firm
is a function of both the expertise of its professional
staff and its geographical location—i.e., industries
in the venture firm’s “home market” which offer in-
vestment opportunities. Some venture capital firms,
however, have hired partners with technical exper-

03

Phcio cradit: MoDormed! Douplas Automation Co.

tise to broaden their investment opportunities. Co-
investment syndicates have also developed, allow-
ing venture firms to expand their industry exposure
by sharing technical expertise as well as risk. The
expectations of the investors supplying the capital
can also be a major determinant of investment strat-
egy. Specifically, some corporate investors are look-
ing for “windows” on new technology and are thus
inclined to direct their venture capitalists towards
particular industries and particular technologies.

Technological Infrastructure.—Another factor
influencing regional variations in venture capital
activity is the presence or absence of the profession-
al, technical, and commercial services needed to sup-
port new high-technology firms. Those nceded
services include, but are not limited to, lawyers, ac-
countants, commercial loan officers in banks and
other traditional business lenders, R&D persunnel,
educators, large corporations, and responsive State
and local government. How these professionals and
institutions view the new business development and
venture investment process clearly affects entrepre-
neurial activity and the concomitant investment of
venture capital.
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How er, the outlook of lawyers, accountants,
and loan officers tends to be conservative in many
regions. Moreover, research staffs at large labora-
tories, major corporations, and leading educational
institutions can also constrain entrepreneurial activ-
ity by focusing on proven technologies and resisting
potential new applications. Business schools have
tenggd to emphasize the administration of the large,
established corporations rather than the processes
by which new businesses develop.’® Large corpora-
tions also frequently have the conservative biases
associated with any large bureaucratic institution,
and some seem., to have lost the entrepreneurial spirit
of their early days. Governments often use tax, land
use, and other regulatory policies to preserve existing
jobs and businesses rather than to create new en-
tities.

The result is that a whole series of professionals
and institutions with (often legitimate) consérvative
biases lack both the inclination to take risks—the
essence of entrepreneurship and venture investing—
and an understanding of this risk-taking process.
Entrepreneurs seeking assistance from such profes-
sionals and institutions may be discouraged in their

¥Robert F{, Hayes and William J. Abernathy, “Managing Qur Way

to Economic Decline,” Harvard Business Review, vol 58, No. 4,
July/August 1980, pp. 67-77,

efforts. Investors expressing an interest in venture
capital may be likewise discouraged.

A healthy venture investment climate in a region
requires the existence of a cadre of professionals and
managers in key institutions who understand the
venture investment process and the requirements,
particularly the risk-taking element, of the entrepre-
neurial and business-development process, Regions
with a limited history of venture capital activity
often need to develop this professional and institu-
tional infrastructure if they wish to expand the vol-
ume of entrepreneurial activity and venture capital
investment.

Traditional centers of venture capital activity and
HTD have this kind of entrepreneuriai network, and
efforts are under way to replicate it elsewhere. For
example, analysis‘of Route 128 and Silicon Valley
suggests that the Massachusetts Institute of Tech-
nology and Stanford University made a significant
contribution to the development of those two re-
gions. Awareness of their potential contribution has
led universities in other régions to become increas-
ingly active in stimulating local entrepreneurial activ-
ity and business development. Similar initiatives
have also been launched by State and local govern-
ments and by private sector groups throughout the
United States. These act:vmes are described in
chapter 4.

Recent Patterns of Venture Capital Investment Activity

Venture Capital Gaps and Efforts
To Fill Them

Concerns have been raised that gaps in the avail-
ability and accessibility of venture capital may hin-
der the creation and expansion of new high-tech-
nology firms.*! Two principal types of gaps are of
interest to the present investigation: stage of devel-
opment (especially at seed or startup stage), and re-

Y Venture capiral availability” refers to the amount of capital com-
mitted to venture capital firms and thus available for investment 1n
businesses. “Venture capital accessibility,” on the other hand, refers
to how readily this available capital can be obtained by entrepreneurs
secking funding. “Venture capital investment activity” refers to the
disbursement of that capital by venture capital firms 25 they make invest
ments 1N Compames.
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gional. Recent evidence suggests that market forces
are working to correct—not exacerbate—these po-
tential gaps.

Seed Capital Gaps.—There is a significant ob-
stacle to any rapid increase in professionally man-
aged seed capital investment: the limited human re-
sources of the venture capital community relative
to the demands of new ventures. The new venture
capital funds specializing in seed and startup capi- -
tal are narrowing this gap, but most of them are
based in the San Francisco and Boston areas. How-
ever, even large venture capital funds invest in one
or two seed financings each year; these investments
are the most time-intensive, but they often bring
the greatest financial returns.
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In 1982, about 5 percent of venture capital financ-
ings were in seed stage companies, compared with
about 19 percent in startups (product development
and initicl marketing), 44 percent in expansions
(firms already shipping a product), and 11 percent
in leveraged buyouts and other investments.?2 The
amounts invested were more heavily skewed toward
the later stages of development, but about half of
the companies that received expansion financing
had previously received seed, startup, and/or first-
stage financing from professional venture capitalists.
The percentages are likely to be somewhat biased
toward expansion financings because venture capi-
talists continue to support companies already in
their portfolios.

Regional Gaps.—As competition within the in-
dustry intensifies, venture capitalists are filling some
of the geographical gaps that have existed since the
mid-1970%. More and more new areas are being ex-
plored for investment opportunities, either by new
funds or by branches and affiliates of venwure capi-
tal tirms located in major centers. Although New
York, California, Massachusetts, and Illinois have
the greatest concentration of venture capital firms,
new partnerships have been formed since 1951 in
10 other States—Colorado, Connecticut, Georgia,
Maryland, Ohio, Oregon, Rhode Island, Texas, Vir-
ginta, and Washington.

In addition, an unprecedented 110 new venture
capital funds are currently seeking $3.5 billion of

CRor data on the peroentage breakdown of amount invested, see \ien
rare Capstad Jourmal, Tane TOS2 e 10

Table 12.—Sources of Venture Capitai Investment, by Region, 1980-82

new venture capital. Of these, two-thirds are located
in the four leading centers—the San Francisco Bay
Area, New York City, Boston, and Chicago. Fair-
field County in Connecticut and Minneapolis-St.
Paul account for another 14 percent. But 12 States
have potential new or enlarged funds: Colorado,
Florida, Georgia, lowa, Maryland, Michigan, Mis-
souri, New Mexico, North Carolina, Pennsylvania
Texas, and Washington.

A recent analysis suggests, however, that increas-
ing the amounts of venture capital heing managed
in a region will not, in itself, increase the amount
of venture investment activity there. Instead, the
impact of increased dollars on the number of com-
panies financed varied markedly from State to State
during the period 1977-82.% This supports the con-
tention that local capital is only vne of many im-
portant ingredients in the technological infrastruc-
ture necessary for new business development.

Venture Capital Sources

The geographical sources of formal venture capi-
tal are relatively concentrated and have not changed
significantly in the last 3 years, despite a 60-percent
increase in the size of the pool. Nevertheless, cer-
tain regions and States show an increased presence
as a source of venture capital. Table 12, which pre-
sents the regional breakdown for 1980-82, shows
that roughly 79 percent of formal venture capital
comes from three regions—California/Southwest,

MWVentare Capital Journal, September 1982 p. 9 see abso tables 14
and 13 below.

1980 1981 e82

Amount Amount Amount

invested Share invested Share invested Share
Region {mitlions) (percent) (mimonsL {percent) {miiilons) rgp_e_(gegt)
California/Southwest . ... ... $217 25.9 $ 272 25.1 $ 37 27.6
New York/New Jersey .. .. .. 234 28.0 301 27.8 355 26.4
New England .. . ............ 171 20.4 247 228 282 21.0
Midwest .. ...... .. ... .. o 116 13.8 134 12.4 177 3.1
Mid-Altantic . . ......... .. ... 83 75 72 6.8 62 4.6
Gulf Coast/Southwest .. ... .. 23 25 25 2.8 54 40
Pacific Northwest ... .. .. .4 0.5 10 0.8 18 1.4
Rockies ................... 3 0.4 2 0.2 13 1.0
Piains ... ... 3 0.4 9 0.8 7 05
South ... 5 06 12 11 6 0.4
Total from kr.own sodrces . .. $837 1000 $1,084 100.0 $1,346 100.0

SOURCE Venturs Economics. inc
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New York/New Jersey, and New England. The Gulf
Coast/Southwest, Pacific Northwest, and Rockies
showed significant increases in 1982, due primarily
to investments originating in Texas, Washingron,
and Colorado respectively. Investments from the
Midwest have increased steadily, while the Mid-At-
lantic, South, and Plains States declined in both
amount and share in 1982 after increases in 1981.

This pattern of concentration is confirmed in table
13, which compares the leading sources of venture

capital by State for 1980-82. The top eight States -

represent over 90 percent of the pool, the top four
States over 75 percent, and the top two States—Cal-
ifornia surpassed New York in 1982—account for
half of the new venture capital sources in the United
States. These States clearly dominate their regions,
as well: Illinois and Minnesota, for example, pro-
vided 88 percent of the new venture capxmi from
the Midwest.

Venture Capital Recipients

The regional pattern of venture capital distribu-
tion is even more concentrated than that of sources,
as shown in table 14. For most of the past decade,
venture capital investment activity has been con-
centrated in the California/Southwest region, spe-
cifically northern California. New England (specif-
ically Massachusetts) has been a distant second,
followed ar an even greater distance by the Gult
Coast/Southwest  (specifically Texas) and New
York/New Jersey (specifically New York). These geo-
graphic investment patterns did not change signifi-
cantly during the period 1980-82, although the total

amount of new venture capital investments in-
creased by 80 percent and the number of companies
financed by 50 percent. The top two regions in-
creased their dominance in 1982, accounting for 61
percent of the investments and 56 percent of the
companies financed by the venture capital indus-

try in 1982.

But as venture capital disbursements increased
from $1.1 billion in 1980, to $1.4 billion in 1981,
and $1.8 billion in 1982, even a constant percent-
age of the total investment means an increase in the
amount of venture capital received. Investments in-
creased significantly in the Midwest and Rockies,
and the Pacific Northwest increased its share of both
dollars and deals. The South and Plains have seen
relatively flat levels of investment activity, however,
and the Mid-Atlantic has experienced a steady de-
cline in venture capital investu. o activity.

Table 15 shows a similar pattern at the State level:
over 80 percent of all venture capital investment are
concentrated in just 10 States. The top five venture
capital recipients (California, Massachusetts, Texas,
New York, and Colorado) did not change during
the period, and their share of venture capital activ-
ity mcreased from 68 percent to almost 77 percent
of total investments. California steadily increased
its dominant position, accounting for almost 40 per-
cent of the companies financed and over 45 percent
of the amount invested in 1982.

The second tier of States are more volatile: New
Jersey has risen slowly from tenth to seventh place,
while Michigan suddenly appears in eighth place in
1982 on the basis of some rather large investments,

Tabie 13. -—Leading Sources of Venture Cap.. .. hy State, 1880:82

- 1980 -

Amoun: Share

State of mvestor D (m_:_mqg_s_)_____ , (p{eﬂ;‘ggg‘t_)___
California . e $216 258
New York .. ...... ... . .. . 223 26.8
Massachusetts .. ... ... .. .. 144 17.2
Winois. ............ . ... . 67 80
Connecticut .. ... . ... .. . 19 23
Texas ... ...... . . .. .. 19 23
Pennsylvania .. . ... 44 51
Minnesota .. ... .. ... ... .. .. .18‘ 2 2
Eight-State total .. ... .. .. 750 896
Total from known sources ... S837 1000

SOURCE Venture Econamics. inc

R - A - S
Amount Share Amount Share
_(millions)  (percent) {milfions) (percent).
$ 270 24 .91 $ 370 275
296 26.8 340 253
171 158 167 12.4
90 83 135 10.0
55 5.1 107 75
25 273 52 36
58 54 35 .26
28 2. 4_ 21‘ 1. 6
985_ A 90 9 1. 227 91 2
- $1084 o __%00.0 S1 346. S 1000 o

56
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Tabie 14.~ Distribution of Venture Capital investments and Companies Financed, by Region, 1880-82

Average amount
Amount invested per
invested Share Companies Share company

Region Year {miilions) (pascent) financed {percent) (millions)
CaiifornialSouthwest 1880 $§ 350 34.1 208 34.2 $1.7
1981 $ 589 425 247 344 $2.4
- 1682 $ 833 45.7 383 38.3 $2.4
New Engiland 1980 142 13.8 104 17.1 1.4
1881 239 17.0 138 . 192 1.7
1882 278 15.3 148 16.6 1.8
Neow York/New Jersey 1680 g1 8.9 55 8.0 1.7
1981 80 57 65 9.1 1.2
1682 178 85 80 8.9 2.2
Guif Coast/Southwes! 1680 132 12.9 62 10.2 2.1
1881 162 11.8 57 7.8 28
1882 158 8.7 76 8.5 2.1
Midwest . 1880 82 8.0 60 8.8 1.4
1881 109 7.7 73 10.2 1.5
L L 1882 124 6.8 72 8.0 1.7
Rockies 1830 68 8.6 3 5.4 2.1
1681 55 38 . 38, 50 1.8
- 1882 82 45 47 52 1.7
South 1680 54 8.3 ae 4.3 1.4
1681 59 4.2 35 49 1.7
. o 1882 62 34 38 4.2 i 1.6
Mig-Atiantic 1680 76 7.4 26 6.4 28
1881 85 4.6 35 4.9 1.9
_ o N 1882 52 29 44 4.9 1.2
Pacific Northwest 1630 20 2.0 18 3.0 1.1
1981 33 2.3 25 35 1.3
e 1682 50 2.7 32 38 1.6
Plains 1880 . 10 1.0 3 0.5 33
1681 8 0.6 7 1.0 1.1
- N i 1682 10 05 8 0.9 1.2
Unitad States 1980 $1,025 100.0 808 100.0 $1.7
1981 $1,408 100.0 718 100.C $20
1882 $9,822 100.0 8688 100.0 §$20

SOURCE Vanture Economics. in¢.

and Minnesota appears in ninth on the basis of a
larger number of smaller investments. lilinois, al-
though a growing source of venture capital (see table
13), experienced a decline in the share invested in
the State; Connecticut, on the other hand, is be-
coming more prominent as both a source and a re-
cipient of venture capital.

Interregional Flows

Muny of the differences between regions or States
as sources versus recipients of invesrment can be ex-
plained by the mobility of venture capital. Table 16
presents 1n matrix form the flow of venture capital
between regions in 1982. The California/Southwest

region owes its dominance to two factors: 75 per-
cent of the venture capital originating in the region
was also invested there, and it also attracted almost
one-half of the investments made by venture capi-
talists in other regions. On average, in fact, only
25 percent of the venture capital raised in other re-

. gions was invested in the same region; New England

invested only 33 percent of its venture capital in local
companies, Orily in the South and Pacific Northwest
was the majority of venture capital invested at home:
in the South, a2 number of small SBICs have con-
centrated their limited resources on investments
close to home; in the Pacific Northwest, one major
firm has made investment in emerging Northwest
companies a major focus of its strategy.
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Table 15.—Regiona! Fiow of 1882 Venture Capital invastment (mililons of doliars)

Region of venture capital recipient

New York/ Guif Coast/ Catifomia/  Pacific

Region of investor New Engiand New Jersey Mid-Atiantic South Midwast Southwest Piains Rockies Southwest Northwest
. NeweEngland.............. . ... $ 83 $ 19 $6 $9 § 7 $ 2 $1 $7 $118 $3
" New York/New Jersey .......... 61 66 15 11 15 31 3 14 3
‘Mid-Atlantic ........... ... ... <] 2 4 2 1 3 — - 1
South ... - - - 3 - 2 — 1 - -
Midwest ...................... 16 5 12 5 38 12 2 17 64 8
- Gulf Coast/Southwest ... .... ... 8 - - 4 1 24 — 5 7 1
CPRains ... - - - - 2 2 1 1 2 -
‘Rockies .................... .. —_ 1 — - -~ 1 1 3 7 -
. California/Southwest ... . ...... 33 7 1 2 5 22 — 13 280 8
‘ Pacific Northwest . .. ........ ... — — —_ —_ - — - 1 8 11
_Fomign investors .............. 10 1 2 4 10 3 — 2 26 j
“ Region unknown® . ... . . .. ... 51 81 13 22 44 38 2 19 134 14
¥ Total by region of recipient ... .. $278 $173 §52 §62  $124 $158 $10 $82 $833 350

= investment of iess than $1 million.
{o rounding, in some cases table sniries ¢o not Squal the row or column to: is.

- Noue
* DThis category includes investors for which no location is identitied as well 88 financing trom unidentitied investors. For sxampie, in & $5 miflion financing, iNree of tha venlure capita! investors may ba unknown
aceounting for $4 mittion but the sourcs of the additional $1 miliion may be unidentified, in some cases the unidentified investor may be 2 vanture capital fund which prefers o keap = low profile or a firm

. which only makes cccasional investmants.
SOURCE: vanture Economics, inc.

Table 16.—Leading Venture Capital Recipient States, 1980-82

e e o e

L 1880 1831 ) B 1982
Share of Share of
Share of  companies Share of companies Amount
investment  financed investmem  financed investsd Share  Companies  Share  per company
_jﬂ .._§?§‘,‘i {percent) {percent) State  (percen?) {percent) State  (miilions) (percent) financed (percent)
1 CA 337 33.1 CA 417 327 CA $ 829 455 349 3886
2 MA 120 13.8 MA 12.8 14.5 MA 224 12.3 114 127 29
3 TX 10.5 76 ™ 8.9 8.6 > 143 7.8 . 68 76 2.1
: 4 NY 8.5 49 NY 32 6.8 NY 134 7.4 58 8.8 2.3
‘ ] co 53 3.9 CO 31 38 cC 87 3.7 35 39 1.8
' 6 PA 4.1 23 cT 2.7 28 CT 38 2.1 23 28 1.7
7 iL 28 . 31 O™ 28 22 NJ 38 2.3 23 1.8
8 GA 25 1.6 NJ 25 2.2 Mi 34 1.8 1.4 26
g MD 24 0.7 iL 23 2.8 MN 32 1.8 26 28 1.2
10 NJ a3 38 PA ot 24 PA 30 1.6 7 1.9 1.8
10-State totai .. 821 750 828 75.8 $1,570 86.2 725 80.7 $2.2
US.total........ 1000 1000 1000 100.0 $1,822 100.0 888 1000 $20

s mﬂ:} "‘ﬁfl;lm---ECOlI\OmiéS. fnc
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Distribution

Only a relatively small number of pension funds
have invested in venture capital firms to date, but

as this investment alternative becomes more widely
accepted more pension funds are expected to par-
ticipate. Major corporanons are also recognizing
venture capital as a “window” on emerging tech-
nologies, and this recognition may also stimulate
capital inflow. Venture capital investment is also
becoming more international in scope: foreign in-
vestors have provided an increasing portion of the
funds raised in the last 3 years; in the first 6 months
of 1983, foreign sources supplied 21 percent of the
$1.15 billion raised, second only to pension funds
(see table 11). In addition, European investors are
increasingly investing directly in U.S. portfolio com-
panies along with U.S. venture capitalists, thereby
leveraging the domestic investment pool.

Underlying technological changes favorable to en-
trepreneurial activity also seem likely to accelerate,
thereby creating more investment opportunities.
Demographic factors will also affect entrepreneurial
activity, as a generation of American managers and
engineers reach the “entrepreneurial age bracket,”
between 30 and 45, when individuals have accumu-
lated the experience and capital needed to launch
a new enterprise. A continuing constraint on the
expansion of venture capital activity will be the in-
dustry’s human resource base, but as more individu-
als gain experience through the apprenticeship proc-
ess it should be possible to sustain the growth of
the industry.

have begun to focus their attention on entrepreneur-
ship and the venture capital process as part of their
broader economic development strategies. These ini-
tiatives, which are discussed in the following chapter,
often include efforts to increase the amount of risk
capital available to local entrepreneurs. Venture
capitalists have played an active role in designing
these programs, and very few of them involve gov-
ernment-run investment funds. This reflects an
emerging consensus that State-run funds would have
difficulty in securing private coinvestors, retaining .
experienced venture capital managers, or resisting
short-term pressures on investment decisions. In-
stead, most efforts involve public/private coopera-
tion to enhance the venture capital process itself.
Public sector roles in this effort have included:

® encouraging private investment by reducing
State taxes on capital committed to new com-
panies;

® enabling State employee pension funds to in-
vest in venture capital partnerships;

® helping venture capital firms to secure capital
from sources within the State;

¢ facilitating the seed capital process by provid-
ing local entrepreneurs with training, techni-
cal assistance, and help in preparing presenta-
tions to venture capitalists; and

¢ developing communications networks with the
nationa} venture capital community, in order
to bring local opportunities to their attention.
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CHAPTER 4

Stateand l:béal Initiatives for

High-Technology Development

introduction

In the past 10 to 20 years, several regions of the
United States have developed strong local econo-
mies based on fast-growing “high-technology”-ifi-
dustries. Encouraged by these successes, State and
local governments, universities, and private sector
groups are launching initiatives to promote similar
high-technology development (HTD) in other re-
gions.! They are optimistic because high-technology
industries are spreading beyond their original
strongholds, and because recent policy changes have
Wifted more of the responsibility for economic de-
velopment to the State and local levels. While high-
technology industries represent no more than 15 per-
cent of total U.S. employment, they play a major
role in many local economies and could be a force
in the revival of distressed regions and cities, espe-
cially in the Midwest.

The intense competition for HTD has generated
literally hundreds of State and local initiatives, but
it is too soon to tell whether they have anything
more than a marginal impact on HTD. Some critics
view such competition as a zero-sum game—i.e., re-
sources spent to entice a firm to locate in one city

IThese initiatives have been described in detail in two OTA back-
ground papers: Ceasus of Srate Government Initiatives for High-Tech-
nology Industrial Development, OTA-BP-ST1-21, May 1983; and En-
couraging High-~ ‘echnologv Development, OTA-BP-ST1-25, February
1984,

or State rather than in another are wasteful from
a national viewpoint since no new jobs result. But
States and cities are also beginning to take a num-
ber of actions to encourage technological innova-
tion and economic activity that would not happen
without government intervention.

These institutional innovations seek to strengthen
the linkages among the financial, academic, and bus-

iness communities; promote entrepreneurship; and 7"

improve the overall scientific and technological base
of State and local economies. In short, the initiatives
attempt to develop the cooperative support networks
that constitute the technological infrastructure for
HTD, either by mobilizing the necessary local re-
sources or removing barriers to innovation and en-
trepreneurship.

The initiatives are as varied as the locales in which
they were launched, but they seem to share three
common goals: job crearion, business development,
and economic diversification. This chapter exam-
ines the roles played by the principal actors in State
and local HTD and the interdependence of their
efforts. However, the main emphasis of the chapter
is on describing the goals and impacts of specific
types of initiatives. Although most of these initia-
tives are very recent, some successes can already be
identified. The final section of the chapter exam-
ines the factors that may increase the chances of
success.

The Actors

State and local governments, universities, and pri-
vate sector groups have all become more active in
encouraging HTD, and their roles are examined
Lelow. This organization is somewhat mislcading,
however—only rarely are the initiatives completely
independent. For example, State government pro-

grams usually involve the participation of univer-
sity, local government, and/or private sector groups,
just as university and local initiatives often seek to
create closer and more productive relationships with
private industry. Federal Government programs
have also played at least an indirect role: many of
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the initiatives were encouraged by Federal pilot stud-
ies, and others have made innovative use of Feder-
al funds, planning grants, and other development
tools. ‘

State Governmen

High-growth, technology-based firms and the in-
dustries they compose have become the targets of
increasingly numerous State economic development
strategies. In some cases, the strategies involve
organizational innovations designed to identify, in-
tegrate, and mobilize existing State resources for
technological innovation. The strategies also often
include the redirection of existing activities or the
creation of new programs specifically designed to
promote HTD. An OTA census conducted in Jan-
uary 1983 identified 153 State government programs
with at least some features directed toward HTD;
of these, 38 were specifically dedicated to the crea-
tion, expansion, attraction, or retention of high-
technology firms.?

In order to gather more detailed informaticn on
State government initiatives, OTA conducted a sur-
vey and comparative analysis of high-technology ini-
tiatives in 16 States—8 that had implemented dedi-
cated programs before 1981, and 8 that initiated
dedicated programs in 1981-82.3 The sample States
selected for the survey were:

Pre- 1981 Srates 1981-82 States

Califorma Indiana
Connecticut Hinois
Georgia Michigan
Massachusetts Minnesota
New York Missouri
North Carolina New Mexico
Tennessee Ohio

Pennsyivania Rhode Island

OTA found that these States approach HTT i
many ways. States with dedicated initiatives, ror ex-
ample, often had a sophisticated research base and
considerable high-technology industry before those
programs were established; their objective in part
is to strengthen and retain what is already there.
States whose cconomic base consists primarily of

‘Wensus of State Government Initiatives for High-Technology In
dustrial Development (Washington, DC: U8, Congress, Office of Tech
nology Assessment, OTA BP-STL21, May 1983).

\State Intiatives urvey, prepared for OTA by the Research Triangle
Institute, Alvin M Cruze, prinaipal investigator, May 1983,

older, basic industries tend to emphasize economic
diversification and the application of new produc-
tion technologies in traditional manufacturing sec-
tors. Still other States, notably the less highly in-
dustrialized ones, aggressively pursue the production
facilities of expanding high-technology firms in or-
der to bolster their industrial base and build a foun-
dazion for future development.

These approaches suggest that attention to HTD
is not distinct from economic development activi-
ties in general. In most cases, State officials consider
their high-technology initiatives to be a natural and

" even inevitable extension of their different economic

development strategies. In many cases, the office re-
sponsible for HTD emerged through the evolution
of a more traditional economic development agency.

OTA's investigation found that many initiatives
involved both short- and long-term goals, and that
most were well integrated with other State efforts.
Often a high-technology task force or commission
appointed by the Governor is the primary mecha-
nism for identifying needs and formulating policy
recommendations; the Governor’s office was the ini-
tiator of more than half the programs investigated.
Legislatures also play a role, since programs may re-
quire enabling legislation and legislative appropria-
tions. However, that role varies widely, from little
or no involvement to being the primary impetus in
HTD efforts. Similarly, the State economic devel-
opment office takes a lead policy role in some States,
but plays a less direct role in others.

Most of the State initiatives studied involved the
participation and support of university officials and
business leaders. However, local governments were
directly involved in fewer than half of these State
programs; they generally participated indirectly,
through their legislative representatives. The private
sector most often provided advice and consultation,
although that sector has been the primary initiator
of certain State programs. University officials also
advised, but they too have been the driving force
behind certain programs.

. About one-third of the programs in the survey
States were classified as “labor and technical assist-
ance” (primarily training programs). States with
older initiatives had a slightly higher percentage of
“high-technology education” programs, which may
reflect their greater university resources. States with
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more recent initiatives had a slightly higher percent-
age of “general industrial development” programs
with special provisions for high-technology firms,
as well as programs involving capital assistance.
However, while many financial assistance programs
help firms to locate seed or venture capital, very few
provide risk capital themselves.

Most of the 153 initiatives were launched between
1980 and 1983, and the vast majority (85 percent)
have undergone no formal evaluation. Nevertheless,
most survey respondents—State officials and high-
technology executives alike—would favor additional
initiatives by both State and Federal Governments.

The Task Force on Technological Innovation of
the National Governors’ Association (NGA) has
reported that, while most States are actively pursu-
ing short-term efforts to compete for technology-
based research and manufacturing firms, they are
also developing medium- and long-term strategies
to encourage modernization in traditional industries
and to create a favorable environment:for en-
trepreneurship and technological innovation. As a
result of these activities, according to the NGA re-
port, both the impetus for technological innovation
and “the real and effective initiative for economic
development and for the provision of jobs are shift-
ing from the Federal Government to the States.”
While the report asserts that “the preliminary results
to date have been impressive,” it acknowledges
that most of these State initiatives are too new to
evaluate.*

Local Government

Substate and local HTD efforts are driven by the
prospect of increased jobs and a stronger tax base.
The localities are often influenced by the tremen-
dous contributions that high-technology companies
have made to the local economies of Sili.on Valley
and the Boston area; indeed, some communities
have sought to promote themselves as “Silicon
Mountain,” “Silicon Coast,” or “Silicon Plain.”
OTA has identified five types of communities, based
on the degrees of difference between the successful

T ask Force on Tedhnological Innovation, Technology and Growth:
State Initsatives m Technologival Innovation (Washington, DC: Na-
tional Governors” Association, October 1983). See also Stare Initiatives
tn Technological Innovation: Preliminary Report of Survey Findings
(Washington, DXC: Natonal Governors' Association, February 1983),

IToxt Provided by ERI

high-technology models and the localities that seek
to emulate them:

* high-technology centers, which already have a
strong base of high-technology firms, research
universities, and venture capital;

¢ diluted high-technology centers, whose large
high-technology base is spread throu, 1 a larger
and more mature local economy;

® spillover communities, located near high-
technology centers, whose proximity allows
them to exploit the centers’ resources, amenities,
and high-technology base;

e technology installation centers, where the pres-
ence of a major research facility attracts spe-
cialized suppliers and creates a local base of
researchers and skilled workers that can be ex-
ploited for economic development; and

® bootstrap communities, which lack most of the
characteristics of high-technology centers but
offer low operating costs and high quality of life
that make them attractive for branch plants of
expanding high-technology companies.

In order to determine what types of local HTD
programs have been attempted, how well they have
worked, and their transferability to other commu-
nities, OTA analyzed 54 separate high-technology
initiatives in 22 communities:®

Huntsville, AL Binghamton, NY

Phoenix, AZ Cincinnati, OH
San Diego, CA Portiand, OR
Colorado Springs, CO Philadelphia, PA
Brevard County, FL QOak Ridge, TN
Orlando, FL Austin, TX
Chicago, IL San Antonio, TX
Lowell, MA Salt Lake City, UT
Montgomery County, MD Burlington, VT
Minneapolis, MN Seattie, WA
Albuquerque, NM Milwaukee, Wi

The most common types of substate and local ini-
tiatives identified in this investigation include the
following:

® land use, planning, and zoning;
® university improvements;

® vocational-technical training;

¢ incubator buildings;

® marketing programs;

Local High-Technology Initiatives Study., prepared for OTA by The
Fantus Co., Charles Ford Harding, principal investigator, April 1983,
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® high-technology task forces; and
¢ venture ca%ital.

While some iffitiatives sought to stimulate the cre-
ation of new ldécal companies built around in-
novative products, the localities directed their great-
est efforts toward attracting branch operations of
large high-technology firms, which pay more imme-
diate dividends in terms of job creation.

The programs of the 22 cotamunities studies have
not been subjected to rigorous comparative analy-
sis or evaluation, and thus their value in helping
to create high-technology centers cannot be
determined.

Universities

Colleges and universities play two major rofes in
technological innovation and its diffusion through
the economy. First, they train and educate scien-
tists and other technical personnel and expand the
base of scientific and technical information. Second,
they transfer this talent and information to the pri-
vate sector, thereby fostering the commercialization
and diffusion of innovation. This cooperation be-
tween the educational and industrial sectors is not
a new phenomenon—Stanford Industrial Park,
which dates from the 1940’s, andResearch Triangle
Park, developed in the 1950, are primary examples
of such cooperation

The need for this interaction is even greater today.
Universities, industry, and State governments have
developed programs to address not only the prepa-
ration of students but also the needs of new and
expanding high-technology businesses, particularly
the need for increased research and development
(R&D) and technology transfer and the need to pro-
vide technical/vocational skills to the local work

force.t As the growth of Federal R&D funding has

“The matenial relating to universites s drawn from the following doxc
e s

o U N General Accounting OMice, The Federal Role in Fostering
Universiy Industry Cooperation, GAQ/PAD 8322, May 1983,

o {11 Natonal Saence Foundation, Universitys Industry Rescar-h
Relationshups: Myths, Realities and Porentials, NSB 82.1, October
198,

o “Uinpversities Emerge as an Important Catalyst in the New Bust.
ness Development Process,” Venture Capntal Journal, vol. 23, No.
R, August JI83, pp, 7125 and

o National Governors” Assoc anon, Task Force on Technological
Innovation, Tochnology an irowth: State Imitiatives in Techno
Jonpcal Innovation, Ovtober 1983
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Oak Ridge Associated Universities, a nonprefit associa-

tion of more than 50 colleges and universities acting as

prime contractor for high-technoiogy research, training,
education, and information activities

slowed in the face of inflation and budgetary pres-
sures, the education sector has become more active
in soliciting research funds from industry. In turn,
industry supports university R&D because it re-
quires the long-term, basic research on which univer-
sities concentrate,

A study by the U.S. General Accounting Office
{GAO) concludes that these developing linkages be-
tween university and industry not only can enhance
technological innovation but also can stimulate
regional economic development.” Resea-ch and
science parks affiliated with universities artract new
high-technology firms to their areas, and they may
also provide seedbeds for spinoff companies. Tech-
nical centers and industrial extension services ben-
efit existing local businesses by increasing the rate
of innovation diffusion and increasing access :o fa-
cilities, equipment, and expertise. Cooperative re-
search activities provide industry with early access
to the results of university research and improved
training for scientific and engineering personnel,

according to the GAQ study.

Institutional differences between the university
sector and industry can make such cooperation and
collaboration difficult, However, several of the new-
est contract agreements between industry and uni-
versities reflect possible resolutions, including the
right of individual university researchers to publish
their findings. Another issue is the ownership of in-

IGAQ, op. at., pp. 19, 24, 40, 47-98.
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tellectual property, particularly in light of the in-
creased patentability of university-conducted applied
research.

In addition, several States are working with their
public universities to set up programs to stimulate
innovation and business development. A number
of community and junior colleges, in collaboration
with their Stare, local government, or local indus-
try, are providing training in technical skills needed
by high-technology industry. In some cases, these
programs take the form of a general training course;
in others, these institutions work directly with a local
firm to train the labor needed for expansion. The
private sector also is cooperating with State and local
governments to improve the quality of math and
science education, and to provide training, retrain-
ing, and employment development.

The Private Sector

Private sector participation is an important feature
in the design, operation, and success of HTD initi-
atives at the State and local levels.® These HTD ef-
forts, after all, are aimed at influencing the decisions
of individual entrepreneurs and firms about where
to start, expand, or relocate their business activi-
ties. Increasingly, however, corporations and indi-
vidual executives are participating as a stimulus or
collaborator in HTD efforts of State governments,
local communities, and universities, Business is
directly affected not only by business conditions but
also by conditions in the external environment. Dur-
ing the 1970%s, State and local governments and the
private sector began to assume a larger role in com-
munity development, and the early 1980's have seen
further reductions in Federal funding for economic
development and a further transfer of responsibility
to local jurisdictions. The effort to secure additional
public and private resources has led to the creation
of local partnerships involving Government, com-
munity groups, and the private sector. This trend,
reinforced in many cases by similar changes in State
policies, is expected to continue.

Studies by SRI International indicate that this
changing environment represents both a challenge

*The tollowing matenial 1« hased on the contractor report, Private
Sector Intatives: High Technology and the Local Economy, prepared
for OTA by Renee A Berger with research assistance by Robert
Cruskind, Aprid fusd
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Photo cracit: Massachusetis institute of Technology

MIT's fusion research laboratory is named after Nabisco
Brands, inc., which donated the laboratory buliding

and an opportunity for the private sector: local
governments sometimes lack the manpower and ex-
perience to deal with the complex problems of HTD,
while corporate action or public/private partnership
has proven especially successful in such areas as eco-
nomic development, job creation, and education
and training. SRI also found that there are several
different approaches that any company can under-
take, regardless of its size.®

YTom Chmura, ot al., Redefining Partnership- Developing Public/Pri-
vate Approaches to Community Problem Solving: A Guude for Local
Officials (Menlo Park, CA: SR International, January 1982), p. 6. See
also SR International, “Developing Public/Private Approaches to Com-
muhnity Problem Solving,” Management Information Service Report
{International City Management Association), vol. 14, Na, 7, July 1882,
whole issue, Both reports are biased on research conducted by the Public
Policy Center of SR International, with funding from the Office of
Community Planning and Development of the U.S. Department of
Housing and Ulrban Development.
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Business involvement in regional HTD often re-
sults from company policies that reflect the personal
beliefs and commitment of théir executives. In other
cases, business involvement addresses community
problems that affect the general business climate or
a particular firm's operating costs and profits: ade-
quate public services and facilities in order to oper-
ate and grow; a well-trained labor force; and a rea-
sonable local tax burden. An important byproduct
of public/private ventures is the improved commu-
nication and understanding that results btetween
participants from local government and the busi-
niess community.

Private sector firms and executives have a wide
range of resources that can be applied to problem-
solving and economic development in their com-
munities. Different types of firms possess different
kinds of resources, and these resources often deter-
mine the roles firms play, the problems they address,
and the specific initiatives they launch. In general,
however, these strategies can be classified asYollows:

® business investment and operations, notably site
location decisions, but also including targeted
bank deposits and real estate development, pref-
erential hiring or procurement practices, and
expanded employee services;

® cducation development, including philanthrop-
ic contributions, loaned personnel, donated
equipment, technology transfer mechanisms,
and cooperative research arrangements;

® business development and risk capital, including
entrepreneurship training and assistance, small
business incubators, and geographic investment
pools for venture and seed capital; and

® husiness/civic advocacy, usually through trade
or business executive associations, to express
support for public leaders or policies, encourage
participation by other firms, and promote com-
munity involvement by individual employees.

These four strategies are generic to all businesses,
but the resulting initiatives show distinctive patterns
associated with particular industries. Financial in-
stitutions, for example, find investment and busi-
ness development a logical extension of their nor-
mal activities; their decisions are motivated by profit,
but they also take into consideration the special
needs of the community, such as housing or neigh-
borhood revitalization. Nonfinancial corporations,
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on the other hand, are more likely to use philan-
thropic contributions as the mechanism for com-
munity involvement. In addition, patterns of in-
voivement often reflect the particular self-interest
of the firm: pharmaceutical companies make dona-
tions to medical schools, accounting firms give to
business schools, and high-technology {irms focus
their donations on engineering or computer science
programs.

High-technology firms have made use of all of
these strategies. As nonfinancial institutions, they
seldom use special investment strategies, but high-
technology businesses have made substantial con-
tributions to educational institutions, often com-
mingled with investments in cooperative R&D pro-
grams. Company size affects the firm’s ability to
draw upon internal resources: large, well-established
firms such as IBM, Honeywell, Sperry, or Xerox are
able to draw upon vast amounts of capital, person-
nel, business experience, and a longstanding net-
work of contacts. Also, as with other corporations,
high-technology firms tend to focus their involve-
ment near the headquarters, although there are nu-
merous examples of company involvement at branch
sites. C

Federal Government involvement

Representatives of the Federal Government have
participated directly in the initiatives of several cit-
ies. For example, the High Technology Task Force
in Chicago was chaired by the director of the Ar-
gonne National Laboratories. Major Federal R&D
installations frequently have provided the base
around which high-technology programs are built.
In fact, the reduction of Federal support for such
installations has provided the impetus for some local
economic development programs directed at high-
technology companies. Also, military bases have
proved to be good sources of skilled labor for high-
technology companies located (1 an area. In such
cases, the Federal Government has in effect subsi-
dized technical training for workers who subse-
quently feed into the local private economy.

In addition, many of these State and local HTD
initiatives made extensive use of funding and de-
velopment tools provided by the Federal Govern-
ment. [n its survey of 54 local HTD initiatives, for
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example, OTA found that the 22 communities sur-
veyed had made use of several Federal programs:

Urban Development Action Grants ....... ... . . 9
Industrial Development Bonds ............... ... 5
Economic Development Administration grants. ... . 4
Community Development Block Grants ......... . 3
Comprehensive Education and

Training Act programs. . ...................... 2
Free Trade Zone ............. ............... .. 2
Appalachian Regional Commission programs ... ... 2
Small Business Administration loan programs . .. .. 1

These Federal programs were not designed spe-
cifically to help with regional HTD. Block grants,
training programs, plapning grants, and loan funds
are highly flexible instruments and have been used
for a variety of projects, depending on the needs or
desires of different communities. When used imag-_
inatively and in conjunction with other efforts by
entrepreneurial local leaders, these programs have
proven to be an effective adjunct to regional HTD
efforts. (A more detailed discussion of the role of
Federal policies and programs is presented in ch. 5.)

. The Initiatives

The preceding section suggests the diversity, as
well as the interdependence, of the roles played by
State and local groups in promoting regional HTD.
In most cases, however, their efforts are aimed either
at mobilizing the necessary local resources or at re-
moving barriers to HTD. The emphasis of the re-
sulting initiatives falls into six general categories:

® research, development, and technology transfer:
® human capital;

® entrepreneurship training and assistance;

® financial assistance;

® physical capital; and

¢ information gathering and dissemination.

Research, Development, and
Technology Transfer

Perhaps the most fundamental initiatives are those
that aim to quicken the flow of innovation itself.
Since most basic research is still performed by uni-
versities, many of these initiatives focus on improv-
ing linkages between universities and industry.
Some, such as joint research ventures and research
consortia, involve formal, long-term collaboration
between a university and one or more companies.
Others, such as research centers and technical ex-
tension services, provide technical assistance or per-
form short-term research for local firms in exchange
for fees or other support. In other cases, alumni
groups have become active in patenting and com-
mercializing the results of university research.

In all of these cases, the object of the initiative
is to make university resources more widely availa-
ble, to raise the level of formal and informal com-
munication between academic and industrial re-
searchers, and to increase the speed with which
resqzirch results become available to industry. Re-
cent studies suggest that, given strong leadershyip and
a stable source of funding, such initiatives can con-
tribute to regional economic development by re-
orienting university research to.vard the needs of
industry, hy attracting outside firms to the region,
by improving the productivity of existing firms, or
by encouraging the creation of new firms,°

The OTA census found a number of State high-
technology initiatives directed toward research, de-
velop:nent, and technology transfer. For example,
the Pennsylvania Technical Assistance Program of-
fers technical information and assistance to all State
businesses, particularly in the area of technology
transfer. Other initiatives offer services to a specific
set of industries or businesses involved in techno-
logical innovation. The Biomedical Research Park,
a joint effort between lllinois and Chicago, is set
up to assist biomedical firms with innovation and
development.

University initiatives in industrial R&I are driven
in part by the need to diversify funding sources, re-
tain faculty, and attract students, However, chang-

ing technological and economic conditions have also
o

IONSFE, op. cirt, p. 11
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led to a greater emphasis or ommercializing. re-
search results, particularly wher the university has
royalty rights. These university initi~tives include:

® research and sciehce parks, clustefs of research-
‘ntensive firms and facilities on a site near a
university; '

® research and technical centers that disseminate
information, provide technical assistance, and
perform short- or long-term research for local
businesses in exchange for fees and other sup-
port; and ’

® university/industry collaboration, including
-cooperative research ventures and research con-
sortia.

University-based research centers perform applied
research in exchange for fees and other support,
allowing firms to pool their resources and thereby
avoid duplicated expenses for facilities and equip-
ment. The university benefits from the fees ana in-
creased research activities and from improved stu-
dent training. The concentration of technical
know-how can make these research centers fertile
ground for creation of new high-technology busi-
nesses. Because these centers also have been cited
as a major factor in the development of high-tech-
nology complexes, a number of States have begu'~
to encourage their development.

For example these research centers inciude the
North Carolina Center for Microelectronics, the
Center for Applied Microelectronics at the Univer-
sity of Wisconsin, and the California Microelec-
tronics Innovation and Computer Opportunities
(MICRQO) research center. The University of Min-
nesota has joined the ranks of microelectronics re-
search centereby raising $6 million from businesses
in the State. The Surface Science Center at the Uni-
versity of Pittsburgh will provide basic and applied
research results applicable to industal technologies,
and the University of Wyoming set up an In-
dustrial Fund to provide aprlied 1 .earch results to
area businesses.

Several universitics have also set up special offices
or technical centers to provide short-term techni-
cal assistance t, local businesses, including patent
ecarches, technical staff, and other research serv-
ices. Rather than establishing long-term research
agenda, these centers tend to emphasize technolog
rransfer and censulting services. Such centers car

be particularly helpful in communities with frag-
mented industrial bases where firms are unable to
pool their resources effect}yeiy.

The Center for Industrial Cooperation at the State
University of New York at Stony Brook, for exam-
ple, provides research and technical assistance on
specific industry projects for 15 dues-paying indus-
trial affiliates. Another technical center is the George
Mason Institute at George Mason University in Vir-
ginia, which provides technical assistance to high-
technology business and education groups in the
State. The Delaware Technicai and Community
Coliege (with funding from the U.S. Economic De-
velopment Administration) is setting up a similar
center to work with technology-based businesses in
Delaware; the school also is working with General
Motors to develop a joint training and retraining
~-~~ram for auto workers. The University of Mis-

_Jri aiso is working closely with the auto industry
to train and retrain workers for the new technical
demands of automated manufacturing. The Univer-
sity of Wisconsin has an Industry Research Program
that provides business with information on the re-
sults of its research.

Several university/industry research partnerships
have been formed to match the special technical
needs of high-technology industry and the unique
resources of the educational sector. The two most
common forms of cooperative ventures are joint ven-
tures between.a university and a single firm, and
research consortia involving several companies and/
or universities. Such arrangements can take many
legal forms, including long-term research contracts

Photo cradit: George Mason University
George Mason institute in Virginia
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and limited partnerships. Recent Federal legislation
enables industrial partners to obtain tax credits for
investments in university research, in addition to
capital gains treatment for profits on the products
of the researh.

Cooperative research ventures represent a very
small portion of university research, although sev-
eral substantial ventures have been launched in the
last few vears. The most visible and substantial agree-
ments have been signed between Harvard Univer-
sity and Monsanto; Washington University and
Mallinckrodt; Harvard Medics! School and Ses-
grams; Massachusetts Institute of Technology and
Exxon; Carnegie-Mellon and Westinghouse; and
Washington University and Monsanto. The rela-
tionships vary from simple corporate grants to com-
plex contracts giving the industrial partner control
over intellectual products.

The dzrut grants approach is cxemphfxed by the
$6-million, 5-year immunogenetics program spon-
sored by DuPont at'Harvard; the $7-million, 10-year
combustion science grant from Exxon to MIT; and
the $5-million, S-year tobot development project
sponsored by Westinghouse at the Carnegie-Mellon
Robotics Institute. These grants are targeted for spe-
cific research and have a turn-back arrangement so
that the corporation can benefit from inventions.

A few universities, seeing the potential for income
from cooperative research, have become entrepre-
neurial. Stanford VJniversity in 1981 created
Engenics, a tor-profit company to develop large-scale
chemical processing techniques, and the Center for
Biotechnology, a nonprofit research organization
provided with $2 million by the six corporate sup-
porters of Engenics. Stanford holds 30 percent of
the equity in Engenics.

Other university programs sponsored by individ-
ual firms focus on particular academic problems. For
example, IBM has a launched a $50 million program
of grants and equipment donations to improve man-
ufacturing engineering, and Exxon sponsors a $16.8-
million engineering faculty assistance program to
supplement junior faculty salaries.

.

Recently, several companies have organized into
consortia to pool resources for several universities
and special programs. For example, the 10 major
makers of semiconductors (including Honeywell,

Hewlett-Packard, and IBM) have established the
Semiconductor Research Cooperative, which will
idehtify generic research needs and work with uni-
versity research departments.

Research consortia may i:.ciude either one com-
pany and several universities, several companies and
one university, or several companies and several uni-
versities. An example is the research center at Pur-
due University in Indiana, jointly sponsored by five
corporations, to develop computer prototypes. Sim-
ilarly, Pennsylvania State University has 20 indus-
trial sponsors for a cooperative program in recom-
binant-DNA technology. Other examples include
the Caltech Silicon Systems Project, Stanford’s Cen-
ter for Integrated Systems, the Polymer Affiliates
Program at Drexel University, and (perhaps the most
complicated example) the Center for Biotechnology
Research.

The Center for Biotechnology Research is spon-
sored by Engenics Corp. (itself a Stanford spinoff)
along with six other companies: Bendix, Elf Tech-
nologies, General Foods, Kopvenco, Mead, and
MaclLaren. Three universities are involved: Stan-
ford, the University of California, and MIT. Result-
ing patents will be held by the universities, with the
center receiving royalties, and the contributing cor-
porations having exclusive rights to the patent li-
censes. The object of the center is to provide multi-
year funding for university research and to enhance
the effectiveness and efficiency ot basic and applied
research. It will also altow universities to benefit from
a product’s financial success, as well as providing
industry with incentives to justify long-term research
Investments,

Technology transfer, thiough patenting and li-
censing, has traditionally been handled by univer-
sity administrators, but recently this important com-
mercialization function has also been assumed by
private nonprofit alumni foundations. Some of these
foundations are independent of the university, but
all of them rely on university research capability for
inventions that can be commercialized.

The Wisconsin Alumni Research Foundation is
the largest and oldest university technology-transfer
operation. It is a multimillion dollar operation. Its
1929 patent of vitamin D has provided $14 mxlhon
in license income.
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More typical is the University of Virginia Alumni
Patent Foundation. Funds for the program were pro-
vided initially by the alumni foundation, but subse-
quent funds were raised from the private sector and
from &yalty and licensing agreements. Patent in-
come averages between $50,000 and $100,000 per
year. The foundation has processed approximately
200 faculty and alumni inventions, working with
patent attorneys, arranging for licensing, and iden-
tifying market opportunities.

The Washington Research Foundation (WRF), a
nonprofit organization established in 1982, seeks to
increase Washington State’s share of the market in
high-technology products and processes. WRF plans
to work closely with the State's universities as well
as other research centers. A bank loan of up to $1
million has been guaranteed by pledges from indi-
viduals, law and accounting firms, and manufactur-
ing establishments.

Human Capital Development

Other nitiatives focus on developing the human
capital that is needed to exploit these technologi-
cal innovations. Two important secondary :ffects
of the university/industry coliaboration discussed
above are: 1) improving science and engineering
training, and Q) providing continuing education for
those already Z%pkvyed by induzz.y. For many ini-
tiatives, however, these are the principal goals. Some
universities, for instance, provide student internships
in high-technology companies or, in cooperation
with State governments and local employers, offer
special training or retraining programs for techni-
cal workers. Local governments frequently lobby for
engineering programs at nearby State colleges or de-
velop special "magner” high schools or technology-
based curricula in their vocational education
programs.

Several high-technology companies also contrib-
ute funds, equipment, or personnel to upgrade
siience and mathematics instruction in the local
public schools. In other cases, local initiatives focus
on creating employment opportunities for engineers
or techpical workers who might otherwise leave the
area because of cutbacks at a nearby rescarch in-
statlation,
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An OTA survey revealed that about half of all
State HTD initiatives invoive high-technology train-
ing or education programs.!! Training programs,
which made up one-third of those surveved, often
operate through grants to other organizations, and
many of these programs have obtained funding from
Federal sources. Some States are analyzing the use
of customized job training (i.e., specificaily tailored
to the needs of potential employers) in connection
with new Federal efforts under the job Training Part-
nership Act of 1982 discussed in chapter 5.

High-technoic):gy education programs represented
almost one-fourth of the initiagives in the survey
States. An example is Calitornia’s MICRO program,
which provides funding for graduate fellowships and
faculty research projects, and is supported by match-
ing grants from private industry. Several universities
have also established industry internsh.p programs
designed to provide students with practical experi-
ence in technology-based businesses. Lehigh Univer-
sity in Pennsylvania, for example, has a coopera-
tive master's and Ph.D. program that combines
professional work (directed by industry advisors)
with study and research conducted at the universi-
ty. Similar programs exist at Carnegie-Mellon Uni-
versity and the University of Detroit, among others.

A number of local communities have also devel-
oped engineering programs at local universities.
These initiatives, which gan be used to develop a
technical work force in technology installation and
bootstrap communities, include efforts to create an
engineering department at a university that has not
had one, add graduate programs, upgrade the overall
quality of a program, or attract faculty members wirh
specializations in areas of importance to local indus-
try. Local governments in diluted centers, teghnol-
ogy installation centers, and bootstrap communi-
tics have also used vocational-technical training
initiatives to attract high-technology firms. These
initiatives have taken the form of adding specific
training programs required by local industry or the

development of high-technology “magnet’-kjgh
schools.

7

f

sxrare funatves Survey, prepared for OTA by the Research Triangde
Institute, Alvin M. Craze, prinvipal mvestigator, May 1983
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Business executives—working as individuals, par-
ticipating on advisory councils, or as members of
a business organizations—have also focused their at-
tention on strengthening educational institutions.
Corporate practices regarding education can be
viewed as initiatives to create the innovations and
intellectual infrastructure—the raw materials—they
need to survive. Many high-technology firms con-
tribute funds to universities, and several trade asso-
ciations have issued policy statements encouraging
their membership to give at the “Z-percent level.”
For example, the American Electronics Association
has set a goal of 2 percent of each member firm’s
annual research budget to be contributed to univer-
sities for supplementing faculty salaries and devel-
oping research facilities. The Massachusetts High
Technology Council asked its members in January
1982 to raise their level of support for higher edu-
cation to 2 percent of their annual R&D expendi-
tures. In December 1982, they announced they had
met their $15 million goal.

Another method of providing resources is lending
personnel whose technical skills can assist educa-
tional institutions. High-technology companies such
as IBM and Xerox have been leaders in this area,
particularly for training programs.

The Harris Corp. operates an extensive progrom
with local junior and senior high schools in Florida.
Company personnel give lectures and work with
schogd pers: ~nel to promote interest in science and

atics. Harris’ activities are motivated by a
désire to rotain their present employees (whose chil-
dren attend these schools) and engender positive at-
titudes toward technology among high school stu-
dents {(who are potential future emplovees).

Honeywell is involved in the creation of a new
magnet program in a local high school in Minnesota.
This program will focus on science and math skills
but also will promote a broad skills base. Honeywell
has work«d with the school system to develop a stra-
tegic plan for technical skills development, and the
company has contributed funds as well as lending
personnel.

Donating equipment represents a comparatively
small but growing component of private sector ini-
tiatives by high-technology firms. According to In-
dependent Sector, an association representing non-
profit organizations, the value of corporate noncash
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giving {equipment and materials) was appreaimately
$6 billion in 1983. Deductions created by the Eco-
nomic Recovery Tax Act of 1982 are expected to
increase corporate equipment donations. Corpora-
tions also view donating equipment as cultivating
a market for their high-technology products.

Entrepreneurship Training
and Assistance

A special subset of human capital is entrepreneur-
ship, and many HTD initiatives are designed to pro-
vide training, technical and management assistance,
and other support needed by those who create new
technology-based companies. The OTA census iden-
tified 15 State initiatives, undertaken in conjunc-
tion with State universities, that were designed in
part to equip inventors or entrepreneurs with the
skills needed to commercialize emerging technolo-
gies. These 15 programs are only a fraction of the
training efforts of U.S. colleges and universities: the
number of entrepreneurship courses grew from fewer
than 10 in 1960 to more than 200 in 1980, and in
1984 as many as 400 colleges and universities offered
courses in the creation and management of small
businesses.!? In some cases these programs are sup-
ported by the private sector} which sees in them an
opportunity to promote thel values of capitalism as
well as the university’s role in technological innova-
tion and business development.

The University of Texas, for example, has not
only a Chair of Free Enterprise (established in 1976)
but also an Institute for Constructive Capitahsm,
funded by Mobil, Sheli, Tenneco, and other cor-
porations. Similarly, two leading venture capitalists
have recen:ly endowed a chair at the Harvard Busi-
ness Schoc! devoted to the creation and manage-
ment of new business ventures.

Wichita State University established a Center for
Entreprencurship and Small Business Management
in 1977. The initiative is suppmﬂed by over 50 area
businesses, and the force behind its creation and
development is a professor who is also a successful
entrepreneur. In addition tu seminars and publica-
tions, the Center is about to start a small business
incubator.

UUnaversities Emerge o< an fmportant Catalyst in the New Bus
ness Development Process,” Vientu-e Capreal Jouenal, vol. 130 No. 8,
Augast 1983 po 8
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In addition to courses for fuil-time students, many
universitigs also provide seminars and conferences
on business development topics, notably on how
to raise venture capital, or provide technical and
management assistance to local entrepreneurs and
inventors. Baylor and Case Western Reserve, among
other universities, provide innovation evaluation
programs in addition to courses and seminars. Car-
negie-Mellon and the University of Pittsburgh joint-
ly sponsor the Pittsburgh Enterprise Corp. to fos-
ter new business development. The MIT Enterprise
Forum, sponsored by the alumni association, con-
ducts "incubator forums” in several cities. These ef-
forts have been successful in involving local profes-
sionals—lawyers, accountants, bankers, consultants,
and government officials, as well as university offi-
cials—in the local entrepreneurial network.

Onc of the most highly developed set of initiatives
for promoting high-technology entrepreneurship
and small business development has been created
by the private sector in Minnesota, in coopera*ion
with the University of Minnesota and State a.'d
local governments. StarCo (Start-a-Company,,
sponsored by the Minnesota Business Partnership
is a program through which established firms assist
in the creation of new small businesses through tech-
nology spinoff, management consulting, and/or
equity investments. Some 35 large corporations have
already committed to assist in the startup of two
new companies apiece, and smaller firms will assist
in the startup of one new company. A related initi-
ative is the Minnesota Project Innovation (MPI),
launched in November 1983, which in addition to
technology spinoff and entrepreneurship assistance
will help the State’s small high-technology firms
compete for grants under the Federal Government’s
new Small Business Innovation Research (SBIR) pro-
gram. MPI, created at the recommendation of the
Governor's Commission on SBIR grants and ini-
tially funded by a State grant, will be coordinated
through and use the resources of the Control Data
Business and Technology Center in Minneapolis,
Private sector participation in such initiatives is en-
couraged by State legislation passed in 1983 that pro-
vides tax credits for technology transfers or invest-
ments in qualified small businesses, as well as for
contributions to private sector organizations like
StarCo, MPL, the Minnesota Cooperation Office,
and the Minnesota Seed Capital Fund.
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Financial Assistance

Thirty-four-of the 68 State government initiatives
surveyed by OTA provide some form of financial
assistance to high-technology firms. Most of this
assistance is indirect, taking the form of tax credits,
industrial revenue bonds, or loan guarantees. While
many State programs help firms to locate seed or
venture capital, very few provide risk capital them-
selves.

Most of the local representatives interviewed in
the course of the OTA assessment recognized the
importance of venture capital to HTD, but few ex-
pressed satisfaction with their initiatives to fill this
need. Planned and existing efforts included seminars
or conferences for venture capital firms and local
entrepreneurs, the identification of local venture
capital resources, and consulting assistance in pro-
curing venture capital. Several cities, including
Cleveland and Cincinnati, were also developing
local venture capital funds. However, effective local
venture capital programs presuppose a substantial
number of high-technology innovations in a com-
munity each year, something few communities ex-
perierice.

Many colleges and universities have begun to take
a mere active role in financing new technology-based
comnanies.!’ These investments are usually made
from the university’s endowment or alumni fund,
with capital gains rather than new business devel-
opment as the object, In some cases, universities in-
vest directly in companies that have spun off from
research and technical centers. Examples include
Boston, Brown, Harvard, Lawrence, and Stanford
Universities; the Universities of Chicago, Notre
Dame, and Rochester; Rensselaer Polytechnic [n-
stitute; and Grinnell College in Iowa. In other cases
universities work to make capital available to new
starts by investing in venture capital partnerships.
About $350 million has been invested in such part-
nerships, most of it since 1980, by such universities
as Harvard, MIT, Stanford, and Yale. Other univer-
sities (including Carnegie-Mellon, Georgia Tech,
Case Western Reserve, and the University of Penn-
sylvania’s Wharton School) are supporting the for-
mation of local seed capital funds for startups and

”virhid., op. b, pp. 1112,
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spinoffs, often in connection with their incubator
facilities and entrepreneurship assistance programs.

However, formal venture capital is still dominated
by independent firms and corporate subsidiaries,
which tend to resist geographic requirements. These
investments tend to go where the returns are ex-
pected to be greatest, which in recent years has
meant California and Massachusetts. Several univer-
sities and local governments have tried to attract
these investments to their areas by holding venture
capital conferences. In addition, several State and
local governments, in cooperation with local busi-
ness groups and foundations, have recently estab-
lished venture capital funds with explicit geographic
reqquirements.

Seed capital, invested at the earlier and riskier
stages of a new venture, does tend to stay local, but
only about 5 percent of venture activity is targeted
for seed efforts, and there are only a few firms—per-
haps 3 or 10 nationwide—that specialize in seed in-
vestments. One example is the Bay Venture Group,
which was established and completed its first deal
in 1976. The limited partners are individuals with
a net worth in excess of $40 million. They assume
that from concept {seed) to public offering will take
from 8 to 12 years. Their deals are made on the mar-
ket promise of “several hundred million dollars” in
sales per year. Ideas are found “word of mouth,”
and the firm provides significant technical assistance.
Another, A'pha Fund, is based in Palo Alto and
raised $13 million from individuals, corporations,
ai. 4 endowment funds to support seed investments,
primarily in the San Francisco Bay Area.

The local economic impact may be even more pro-
nounced for informal seed capital investments,
Where there is little local risk capital activity, the
private sector has sometimes sought to establish a
presence by creating investment vehicles to pool
local risk capital and encourage local entreprencurs:

® The Minnesota Seed Capital Fund was an out-
growth of the Minnesota Business Partnership,
a statewide business executives group. The fund
has attracted capitalization of $10 million from
pension funds and individual investors. It tar-
gets its investments instate to firms in the start-
up and early development stages. It works close-
ly with the Minnesota Cooperation Office, an
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independent nonprofit organization that pro-

vides technical assistance to new businesses.
® The Michigan Investment Fund (MIF) is a lim-
ited partnership that was initiated by the
Charles S. Mott Foundation. The Foundation,
working with a nonprofit small business expert,
developed a blueprint for a limited partnership
to serve primarily the economic needs of the
State. MIF plans to direct 60 percent of its in-
vestment instate, but not all the funds will be
invested in high-technology firms. The remain-
ing 40 percent will be used to establish relation-
ships with out-of-State venture firms in hopes
that those investments will lead later to capi-
tal returning to Michigan. (The Mott Founda-
tion has a blueprint for a similar endeavor that
will involve three Michigan counties. Presently
in the planning stage, the Flint River Capital
Fund will work closely with the General Mo-
tors Institute on new technologies.)
The Cincinnati Chamber of Commerce, with
the aid of the Gannett Foundation, is in the
planning stage of creating a venture capital firm.
The firm will not be required to invest in Cin-
cinnati. The Chamber feels that a local pres-
ence will enhance the likelihood of promoting
entrepreneurship but will not be directly respon-
sible for generating this capability.
In Cleveland, the Gund Foundation sponsored
a study of the city’s economic profile that rec-
ommended the creation of three entities—one
for research coordination, one for technical
assistance, and one to provide local venture cap-
izal. The first two are in the planning stage; the
Primus Fund has capitalization of $30 million
and will start making investments in 1984.
These investments will be limited to Ohio, with
an emphasis on the greater Cleveland area, and
will be targeted for “high-growth” opportunities.

Physical Capital

Local governments often seek to encourage HTD
through changes in land use and zoning, as well as
the provision of public services and facilities. Re-
search and science parks—parcels of land set aside
for research-inter »ive firms and facilities, with vary-
ing tax incentiver and eligibility requirements—are
the most common form of this type of initiative.
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These parks are usually accompanied by improve-
ments in local utilities, transportation systems, and
other infrastructure. More than 150 research and
science parks have been developed in the United
States since the 1950's, and all five types of commu-
nities identified earlier have engaged in this type of
initiative.

Research and science rarks have also been built
by universities on sites adjacent<o the campus, often
in conjunction with entrepreneurship programs or
technical centers. Four basic benefits can result from
locating a research or science park near a univer-
sity. First, increased interaction and easier commu-
nication between university and industry research-

~ ers helps to broaden the mutual understanding of
problems and needs. Second, business gains quicker
access to new developments through increased in-
formation and knowledge transfer. Third, business
also gains access to student workers and faculty con-
sultants, as well as to laboratory, computer, library,
and other resources. Finally, the increased interac-
tion opens opportunities for creating new businesses
and new university/industry programs.

The Stanford Research Park in California is often
cited as the model for university/industry science
parks, as is the Research Triangle Park in North
Carolina, although it was originally a State govern-
ment initiative. A more recent exampie of this ini-
tiative is at the Washington State University, which
recently established a research and industrial park
to provide cor sulting opportunities for faculty, em-
ployment opportunities for students, and enhanced
rese’ -ch funding for the university. The University
of Utah has a science park specializing in biomedical
research and development. Rensselaer Polytechnic
Institute, a leader in university/industry coopera-
tion, has a new high-technology industrial park 15
minutes from campus. The University of Illinois is
working with the State to set up a high-technology
research park on land donated by the city of Chi-
cago. Similar efforts are underway in Florida, Mich-
igan, New Jersey, Connecticut, and several other
States.

Science and research parks are not without risk,
however: they take a long period of time to become
successful (often 15 to 30 years); carrying costs can
be high if suitable users are not attracted quickly;
and the parks can monopolize large tracts of valu-
able land that might be put to other productive uses.

ERIC

IToxt Provided by ERI

Research Triangie, NC

Durham
Duke University

Chapel Hill
University of
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Some communities ultimately have had to relax
their usage criteria to attract nontechnological users,
but once undermined in this manner the research
parks fose much of their appeal to technology-based
companies. Recent studies suggest that as many as
50 percent of all high-technology parks have failed
to achieve their intended goals because of poor plan-
ning, insufficient promotion, or lack of ties with
nearby universities.!* Even among parks that were
started by or closely affiliated with universities, only
6 out of 27 were clearly successful; 16 to 18 were
failures because they had attracted no industry or
less than planned, and the remainder were still in
some stage of development.!$

Incubator facilities, which provide low-cost office
and laboratory space for entrepreneurs and strug-
gling firms, are another physical capital initiative
of local governments. These facilities are most often
built in areas where the quantity of high-quality
speculative space for small users is limited. Such
areas include inner-city portions of diluted centers
and smaller communities without a large high-tech-
nology base. Incubator facilities require experienced
real estate management, and (as with research parks)
carrying costs can be high if they are not utilized.
In addition, technology-based tenants often require
technical and management assistance.

"*Charles W. Minshall, An Overview of Trends in Science and High
Technology Parks, Economics and Policy Analysis Occasional Paper
No. 37 {Columbus, OH: Bartelle Columbus Laboratories, October
1983), pp. 18-21.

158ourhern Regional Education Board, Sites for High Technology
Activities, draft based on report by Batrelle Institute, june 1983,
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Several universities also have established incuba-
tor facilities to make their resources available to new
businesses or entrepreneurs developing a new prod-
uct or process. Such a center recognizes and {or-
malizes the university’s role as a seedbed for new
technologies and new technology-based companies.
This approach incorporates and exploits several
resources of the ‘university, including low-cost of-
fice and laboratory space, as well as access to capi-
tal, business planning, and management advice from
faculty members and local professionals. While some
of these centers extend eligibility to qualifying small
business, their emphasis is on the enterprising stu-
dent or faculty member who needs a start in com-
mercializing a promising innovation.

The oldest such facility is the University City Sci-
ence Center in Philadelphia, founded by 23 colleges
and universities in 1967, but similar centers exist
at Rensselaer Polytechnic Institute, Georgia Tech,
Carnegie-Mellon, MIT, Wichita State, and the Uni-
versity of Missouri. The Utah Innovation Center,

set up by the University with an NSF grant in 1978,
has continued as a private concern following the
loss of its Federal funding. (See ch. 5 for a discus-

sion of the NSF Innovation Center Experiment.) .

Moreover, recent data on the role that small bus-
iness plays in innovation and job creation have
sparked interest within the private sector regarding
incubator facilities and technical assistance centers.
These facilities often orovide technical and finan-
cial assistance as well as low-cost office and labora-
tory space for high-technology firms in the seed and
startup stages.

For example, the Advanced Technology Devel-
opment Center at the Georgia Institute of Technol-
ogy is a new effort to promote indigenous high-
technology industry in the Atlanta area. The effort
is State-initiated, but the private sertor will contrib-
ute $1.7 miliion of the projected $5.1-million budget.
Facilities now under construction will provide low-
cost space for entrepreneurs. As of 1982, the Cen-

N g
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ter had worked with 30 companies. One of its most
successful programs is an annual venture capital con-
ference that brings together startup hopefuls with
potential investors.

Control Data Corp.’s Business and Technology
Centers (BTCs) approach the need for incubators
as a profit-making opportunity. BTCs provide en-

trepreneurial firms with technical assistance and

basic shared services at reasonable rates. The original
Control Data BTC, established in St. Paul in 1979,
has been highly effective in promoting the survival
and growth of small entrepreneurial fi;ms: out of
126 new companies representing over 1,000 new
jobs, the survival rate is 88 percent over the first
5 years. BTCs have already been established in 12
other U.S. cities, and Control Data plans to open
as many as 13 additional BTCs during 1984.

information Gathering
and Dissemination
The first step in almost any State or local high-
technology strategy is the creation of a task for.e
or commission, usually with university and private
sec tor participation. Task forces serve to focus local

attention and often have a pronounced network- -

ing effect. They also perform a valuable service in
gathering information about the needs and prob-
lems that can be addressed through HTD; the in-
stitutional and economic resources that can be
brought to bear; the kinds of actions that might be
undertaken; and the experience of other States and
communities withvsimiiar initiatives.

OTA identified several instances in which task
force recommendations were the basis for subse-
quent State initiatives, and in some cases the task
force itself became a permanent council or founda-
tion charged with implementing and overseeing
these activities. Examples include the Connecticut
Product Development Corp., created in 1972 by leg-
isiation growing out of the State’s Full Employment
Task Force; Georgia's Advanced Technology Devel-
opment Center, created as a result of a study com-
missioned by the Governor in 1979; the Bay State
Skills Corp., which evolved from a gubernatorial
plan to meet Massachusetts’ need for more skilled
ard trained workers; and the Tennessee Technol-
ogy Foundation, created as a result of recommen-
dations of the Governor’s Technology Corridor

Task Force.

Local task forces usually are appointed by mayors,
although they are sometimes an adjunct of the
chamber of commerce. They generally include rep-
resentatives from industry, education, and govern-
ment. They are distinct from other initiatives in that
they are not designed to overcome some limitation
in a community’s ability to attract or retain high-
technology companies. Instead, they have a design-
ing function and, in some cases, participate in im-
plementation. They also have a pronounced net-
working effect and serve to focus local attention and
resources on high-technology economic devel-
opment.

High-technology information dissemination usu-
ally takes the form of government marketing pro-
grams aimed at target firms and industries. The
OTA census found that the services most frequently
offered by dedicated State programs involve infor-
mation dissemination—17 programs link industry
and university resources, and 8 others involve pro-
motional activities aimed at high-technology pro-
spects, in part to inform them of the existing HTD
resources and activities in the State. These initiatives
often involve extensive cooperation with individual
communities.

At the local level, virtually all communities con-
duct marketing programs to attract new industry.
However, those localities with the most sophisticated
programs directed at high-technology companies
tend to be those that already have experienced the
greatest success in attracting them. These include
communities in all categories, with the exception
of the high-technology centers themselves, but the
programs differ in their focus depending on the type
of community involved. For example, the spillover
communities are most likely to direct their efforts
toward companies located in the city to which they
are adjacent, while bootstrap communities primar-
ily seek to attract branch plants of expanding tech-
nology-based companies. The key ingredients of
these initiatives are the identification of specific firms
for which the community would have the greatest
appeal, the improvements to the required infrastruc-
ture or amenities, and a concerted marketing effort
through mail, telephone, and personal visits.

Business groups also undertake promotional cam-
paigns, usually advocating desired changes in pub-
lic policy but occasicnally aimed at increasing the
development efforts of member firms. These advo-
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cacy programs build consensus and bring private
prestige to bear on public problems, just as public
advocacy programs give recognition to the contri-
bir.ions of business groups and individuals. National
trade associations tend to focus on Federal policy,
although as the locus of governmental responsibil-
ity for economic development shifts to State and
local governments, State business groups can be ex-
pected to gain in influence.

The Massachusetts High Technology Council
(MHTC) is one of most successful business/civic ad-

Additional

Whether the initiatives investigated by OTA hold
promise for promoting both technological innova-
tion and regional economic development is unclear.
Most have been launched in the past 3 to 5 years,
and the majority have undergone no formal evalua-
tion or comparative analysis. Moreover, given the
differences in their goals and mechanisms, absolute
criteria for success will be difficult to determine—
some are designed to attract new industry in the
short run, while others are building the technologi-
cal infrastructure for growth in the future. Many
involve institutional changes that might take dec-
ades to bear fruit,

In fact, since their most important effects may be
indirect, the effectiveness of these initiatives will
always be difficult to measure. In some cases, rela-
tively mature initiatives have been very slow to pro-
duce any significant results, while more recent pro-
grams elsewhere are already considered successful.
Furthermore, many of the States and communities
investigated by OTA had already experienced a con-
siderable amount of HTD before launching their ini-
tiatives, and other regions have experienced a great
deal of HTD even without a dedicated initiative.

No single factor explains why some communities
and regions have been more successful than others
in nurturing and benefiting from HTD. For every
locational determinant identified in economic theory
or impiidt i government practice, examples can be
provided of cities that have several or all of the in-
gredients but have not yet achieved success. The
traditional factors— .irong  research  university,

vocacy organizations in the Nation. In 1979, the
Council established a “social contract” with the
Massachusetts government to create 60,000 jobs if
the State brought total taxes to a level competitive
with the 17 other States against which local high-
technology firms competed for technical talent.
Taxes have dropped, and MHTC has fulfilled its

part of the contract.

Factors

skilled labor pool, available financing, the presence
of corporate headquarters, transportation, good cli-
mate, and cultural amenities—may not always be
enough. OTA's investigation suggests that the fol-
lowing additioral factors may also be important for
State and local HTD initiatives:

identifying local needs and resources;

® adapting to external constraints;

® local initiative and partnership;

linkage with broader development efforts; and
® sustained effort, often over a period of decades.

In short, it appears that cooperation and commit-
ment by public and private individuals and organi-
zations may provide the necessary catalyst to bring
the ingredients together.

ldentifying Local Needs and Resources

Successful HTD initiatives generally reflect a sense
of the region’s distinctive attributes and potential.
Different regions have different needs and different
resources with which to address them. As a result,
no single approach or program design will work in
all settings. Although individual States and com-
munities can learn from the successes of others, im-
plementation must be region-specific, This requires
a detailed knowledge of local conditions and a clear
recognition of the local attributes, both strengths
and weaknesses, that will influence a region’s ability
to attract or spawn high-technology industry.

Analysis of this type is typically conducted by
high-technology task forces representing govern-
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ment, university, and industry. In some cases, this
function has been performed by economic develop-
ment officials or by outside consultants. In any case,
successful initiatives have required careful planning,
and some of them have been based on comprehen-
sive, long-term master plans. At the minimum, the
analysis should identify explicitly, in advance, not
only what the community can realistically expect
to achieve through HTD, but also the resources that
will be required to achieve these goals.

In many cases, successful initiatives simply redirect
or build on preexisting resources and activities, often
by creating new institutional linkages. The increased
emphasis on the roles of universities and entrepre-
neurs, for example, reflects a recognition that they
constitute an important and possibly underutilized
resource for regional economic deveiopmenySimi-
farly, most State initiatives reflect an awareness of
the existing industrial base and the role it plays as
both the source of technological opportunities and
a potential market for new products and processes.

Adapting to External Constraints

Thee ax many factors over which a community
has little Sntrol. These include physical factors such
as climate, terrain, and proximity to existing high-
technology centers, as well as a variety of policies
and regulations imposed by higher levels of govern-
ment. Successful States and communities recognize
these external constraints and adjust their objectives
and strategies accordingly. By doing so they also
avoid the conflicting goals and inflated expectations
thut might otherwise lead to constraints within the
community.

Those without an existing high-technology base,
for example, typically focus their initial marketing
efforts on branch plants rather than on research-
or technology-intensive establishments. Over time,
as these branch plants create a skilled labor force
and technical infrastructure, the communities may
be able to attract more sophisticated operations and
encourage local spinoffs. The time required for this
process is another constraint. Even when initiatives
are successful, HTD does not represent a quick fix
for regional economic problems. In addition, no suc-
cessful State or community focuses its efforts exclu-
sively on these industries; most HTD initiatives are
components of 2 broader economic development
strategy.
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Local Initiative and Partnership

_High-technology development efforts have gen-
erally been most successful when they are initiated
and implemented locally. Some communities receive
substantial help from State governments in devel-
oping university resources and complementing the
local marketing program. Others have found inno-
vative uses for funding and development tools made
available by the Federal Government. But in most
cases, the objectives and strategies are developed
locally, and local representatives play a major role
in the design and implementation of the initiatives.

While the organization responsible for the pro-
gram or the degree of collaboration may vary be-
tween initiatives or communities, institutional col-
laboration is almost always present in successful
initiatives, In fact, the form the initiative takes may
be less important than the reordering of institutional
relations it engenders. This cooperation or “part-
nership” among government, "1niversities, and local
business groups emerges most easily at the local level,
where the public and private sectors are less distinct.

Stable political climate and local government with
an efficient, pro-business image have a positive in-
fluence on the level of institutional involvement and
cooperation. So too does the existence of organiza-
tional mechanisms or a network of intermediaries
and brokers to bring together pubic and private
leaders. Also important is the past history of public/
private initiatives in the community: a strong his-
tory of collaborative efforts provides a foundation
of positive experience, as well as building trust and
understanding between business, government, and
community groups. States and communities that
have benefited most from these factors have three
characteristics in common:

® A social and organizational culture that pro-
motes an underlying conusensus—a common
civic perspective and a positive attitude about
the region’s attributes and prospects.

® An environment that nurtures entrepreneurial
leaders, both public and private, who combine
an established track record for innovation, a
broad view of their community’s promise, and
the ability to recognize and exploit changing
opportunities.

o A network ot business/civic advocacy organi-
zations that attracts the membership of top
officers of major companies and receives from



Ch. 4—State and Local Initiatives foRHigh-Technology Devlopment 71

them the commitment of time and effort to
work on issues of mutual concern, including co-
operation with the public sector.

Linkage With Broader
Development Efforts

Successful high-technology initiatives are seldom
undertaken in isolation, and the most substantial
results often come from multiple initiatives and those
that are compor..nts of a broader deyglopment serat-
egy. This requires complementarity betwegn HT®
programs and more traditio..al econpmic develop-
ment activities, as well as coordination between the
HTD initiatives of different sectors. This restructur-
ing of institutional relationships, aimed at mobiliz-
ing the technological infrastructure for HTD, is in
fact the principal difference between HTD and gen-
eral ecédnomic development initiatives.

Most State officials consider their high-technology
initiatives to be a logical and perhaps inevitable ex-
tension of more traditional economic development
efforts. This attitude apparently is correct—the ma-
jority of high-technology executives who stated that
their location decisions had been influenced by a
State program identified a general economic devel-
opment or training program, rather than a high-
technology initiative. Efforts to attract high-tech-
nology branch plants, for example, are generally part
of a broader effort to strengthen or diversify the in-
dustrial base. Similerly, most local strategies involve
niot only incubator facilities and technical centers
but also more traditional iritiatives to make the
community more attractive to technology-based
firms, such as training progran{s, educational im-
provements, or the constructio§ of a cultural cen-
ter. Likewise, efforts to i .crease Yocal venture capi-
tal activity are usually tied to university
improvements, entreprencurship assistdnce, and
technical extension services. The failure to create
such linkages between university and industry was
a leading cause of failures in science and research

parks.'® L

Minshall, op.
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The same may be trize of the role of Federal pro-
grams in State and local HTD initiatives. Block
grants and tax-free bonds aye highly flexible in-
strtuments and have been used for a wide variety
of projects, depending on the needs {or desires) of
different communities. Their influence is usually in-
direct and diffuse: they provide funds and develop-
ment tools that can be very effective when used im-
aginatively, in conjunction with other efforts, by

entrepreneurial local leaders.

Sustained Effon

HTD does not represent a quick fix for regional
economic problems, and few States or communities _
have developed large concentrations of high-tech- ™
nology establishments in a short period of time.
Route 128 and Research Triangle Park, for instance,
might have been considered failures if their results
had been measured too soon. Based on the few ini-
tiatives that have been in place for a significant
period, a minimum of 10 or even 20 years may be
required to translate these institutional innovations
into a significant number of local firms and jobs that
can be attributed to products created by indigenous
entrepreneurs or research establishments. As a
result, success will depend in part on sustained ef-
fort and commitment, including stable long-term
funding.

Different initiatives have different time horizons,
however. Some regions have been able to strengthen
their economies quickly by attracting branch plants
of technology-based companies. More immediate
benefits can be achieved through short- and me-
dium-term strategies, such as administrative reforms
and infrastructure improvements that lay the foun-
dation for subsequent private investment. Educa-
tional and venture capital initiatives, on the other
hand, take longer to show results. This suggests the
possibility of a staged, incremental approach to HTD
in which different organizations launch complemen-
tary initiatives with different time horizons that
build on one another. The exact timing and mix
of mechanisms in such a strategy are sub]ects for
further research.
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CHAPTER 5

The Federal Rble in Regional
Hiah-Technology Development

: introduction

Fiscal, monetary, and other broad Federal policies
influence the general economic climate for State and
locai development efforts, just as they affect the envi-
ronment for all economic activities In addition, Fed-
eral policies have had important impee*s on regional
high-technology development (HTD) when existing
Federal programs or resources were utilized i~ ~on-
junction with a State or local HTD init: -~ In
some cases the Government's role was rel. -
rect: Federal officials served as members of task ... ..
and commissions in several communities, and other
initiatives were supported by Federal planning
grants. More frequently, however, the Federal role
has been an indirect or even unintentional result
of the pursuit of an agency’s primary mission.

Major Federal research and development (R&DD)
installations, for example, frequently have provided
the base or nucieus around which high-technology
initiat.ves have been built. In addition, many State

and local initiatives have made innovative use of

block grants, training programs, loan funds, and
other development tools provided by the Federal
Government. These Federal programs provide high-
ly flexible instruments that have been used for a wide
variety of projects, depending on the needs of dif-
ferent communities. They were not s.. cifically de-
signed to assist in regional HTD, but they have
nevertheless proven to be an effective adjunce to re-
gicnal HTD efforts when used imaginatively, and
in conjunction with other efforts, by entrepreneurial
" leaders.

A's investigation has identified four different

s or areas in which the Government influences

regional HTD. The first of these roles is very broad
In nas ires

® policies to encourage R&D and technological
innovation, including not only Federal inves.

Q
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ments in R&D and tax incentives for private
investrrents in innovation, but also macroeco-
nomic and trade policies and regulatory policies
in the areas of patents and antitrust,

These basic national policies exert a profound in-
fluence on the economic environment for all busi-
ness activity, especially technological innovarion.
However, the broad impacts of the policies are be-
yond the scope of this assessment. They are dis-
cussed briefly below, but more atteation will be
given te three other roles in which the regional im-
pacts of Federal policies and programs are more di-
rect and more easily identified:

¢ cchnology transfer programs that attempt to
increase innovation and growth of industrial
sectors by encouraging the diffusion and utili-
zation of federally developed technologies by
private industry;

& general regional development programs, includ-
ing block grants and technical assistance, which
provide flexible funding tools that have been
put to innovative uses in many State and local
HTD programs; and

¢ planning and demonstration projects that fa-
cilitate new institutional linkages and et.courage
or support the creation of new HTD mecha-
nisms at the State and local levels, some of
which have been continued or copied ‘elsewhere
with little additiopal Federal support or in-
rervention,

The following sections discuss the nature o these
Federal roles and provide exar.ples of programs
whose acdivities have influenced regional HTD or
supported State and local HTD initiatives. Recent
changes in these policies, and proposed changes em-
bodied in pending legislation, are also discussed.
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R&D and Innovation Policies

The Federal Government eneourages R&D and
technological innovation through two activities:
funding R&D directiy, and creating an economic
Jimate conducive to private investment in R&D
and innovation. ! Direct funding of R&D is usually
justified in terms of public goods, for which the
Government is the principal customer, or social re-
rurns from basic research in which the private sec-
tor is likely to underinvest. However, private firms
are the major actors in the commercialization and
diffusion of new technologies, and the Government
also encourages technological innovation through
policies that make pitvate R&D investments more
attractive. These policies are directed at the U.S.
economy as a whole, rather than the needs of par-
ticular industrial sectors or geographical regions, and
identifying their impacts on regional HTD is beyond
the scope of this assessment. Nevertheless, their gen-
eral influence on regional HTD may be greater than
that of any specific program discussed in this
chapter.

Direct funding represents the most visible Govern-
ment role in encouraging R&D and innovation. In
recent years the Federal Government has funded
about halt of the R&D conducted in the United
Seates, most of it for public goods related to the mis
sions of particular agencies. National defense is the
archetypal public good, and defense-related spend-
g claims an increasingly large share of the Feder-
a1 R&D budget—from 48 percent in 1980 to 70 per-
cent in he fiscal year 1984 budget request, the
highest defense share sinee 1962 (sec figs. 5 and 6).
Defense-related R&D is heavily oriented toward de-
velopment activities {over 80 percent) and is con-
centrated primarily in the acrospace and electronics
ndustries, Commercial spinofts from defense R&D
have benefited the semiconductor and computer in-
dustries in Sificon Valley and Route 128, but these
Givilian applications are long-term, and unpredict-
able, and tend to be minor relative to the Federal
RaD mnvestment 1m public goods !
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Direct funding of R&D also provides social re-
turns in areas where private industry is iikely to
underinvest, particularly long-term basic research
i1y which the risks are high and the private returns
smaller than the social returns. Universities carry
out over half of the basic research conducted in the
United States, and funding university research is
also an aspect of the Government's educational re-
sponsibilities. A major trend in recent civilian R&D
budgets has been a sharp shift away from develop-
ment and toward basic research, reflecting the Ad-
ministration’s belief that applied R&D should be
left to the private sector. Applied research funding
has changed little in recent R&D budgets, despite
its key role in transforming laboratory research into
commercial products and processes.’ This trend may
be partially offset by increases in private sector ap-
plied research, often in collaboration with univer-
sities.

In addition to direct funding, the Federal Govern-
ment also promotes innovation throrigh policies that
encourage increased private sector investment in
R&D and new technologies. Fiscal, monetary, reg-
ulatory, procurement, and trade policies—all have
indirect effects that, collectively, may have more in-
fluence on technological innovation and regional
HTD than programs specifically targeted on R&D.#
Changes in tax policy with regard to capital gains
and in regulations affecting pension fund invest-
ments, for example, contributed to a tripling of the
formal venture capital pool between 1978 and 1983.
The regional impacts of this increase have been
mixed: while investments have increased in most
regions, venture capital activity remains concen-
trated in a few States, and it is unclear whether there
has been a corresponding increase in local seed cap-
ital activity.

Recent changes in tax policy, notably the Eco-
nomic Recovery Tax Act of 1981 (ERTA), have also
increased the attractiveness of investment in new
plants and equipment, thereby speeding the diffu-

Schorsch, op . 50

For ageneral overview of this subyect, see Pllot Schwartz, The In
Justrial Policy Debare iWashington, DU S, Congressional Budget
(Ohfoce, December 1933 and Philip Webre, Federal Support of US. .
Busness s Washington, DX Congressional Budget Office, January 19841
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Figure 5.—Federal, Private, and Total R&D,
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process technologies. ERTA also in-
creased the incentives for cquipment donations to
universitios, which figured prominently in many of
the university/industry initiatives investigated by
OTA, and instituted a 25-percent incremental tax
credit for mcreased R&D expenditures. Private sec-
tor investment in R&D has in fact accelerated since
the late 1970, but this trend predates the recent
changes in macroeconomic policy. Its causes prob-

~on of e

“ably lie imoindustey's belief 1in the importance of

Q

R&D for imrernational competitiveness.®

A recent analysis by the Congressional Budger Of-
fice (CBO) suggeses that the overall impact of R&D
mceentives bas been relarively small bur that, with
some specitic changes, the incremental tax credit
mivht usefully be extended beyond its scheduled
termination at the end of 1985.¢ Similarly, some
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reconsideration of antitrust #nforcement might be
desirable, particularly with regard to joint R&ID ven-
tures, but such changes should be carefully evaluared
t determine their effect on competition, as well as
their technological impacts.” These new institutional
linkages are key components in several of the re-
gional HTD initiatives described in chapter 4.

Debate on national R&D and innovation policies
is seldom concerned with regional HTD efforts, but
Federal R&D does have differential effects on re-
gional economies through patterns of high-technol-
ogy procurement, the distribution of university
R&D expenditures, and the location of Federal
R&IDD facilities. Government procurement can pro-
vide a large stable demand, establish pilot produc-
tion factlities, or set design and performance stand-
ards that require the use of new technologies,

fod g N T e
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For example, the Department of Defense (DOD)
contributed to the growth of high-technology com-
plexes in Silicon Valley and Route 128 by concen-
trating research and procurement contracts there
during the 1950’s. These practices have also been
used by DOD to promote the machine too! indus-
try during the 1970's and the robotics and super
computer industries during the 1980's. Similar prac-
tices also promoted the development of new energy
technologies in the 1970's. However, CBO has
found little evidence that procurement can play the
same role in civilian technologies where the Govern-
ment does not dominate the market.®

State and local groups have little control over pro-
curement patterns and are more likely to lay the
foundations for regional HTD through university
improvements that attract additional Federal re-
search funding. Indeed, many of the university re-
search institutes investigated by OTA derive a large
share of their operating budgets from Federl re-
search contracts. As civilian R&D shifts from ap-
plied to basic research, however, it has become in-
creasingly important that universities also strengthen

Shd L opp s
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their ties with industry, in order to generate tech-
nologies with local business and employment po-
tential.

The location of Federal R&ID laboratories and en-
gineering facilities can have a major effect on local
economies, though not necessarily on HTD, by
bringing jobs and technically trained personnel to
a community. MIT’s Lincoln Lab, for example,
played a large role in the initial development of high-
technology industry in the Boston area, just as Oak
Ridge has contributed to HTD in eastern Tennessee
and MASA's Marshall Space Flight Center to that
of Hunwsville, AL.he Environmental Protection
Agency became the largest employer in North Caro-
lina’s Research Triangle Park, and helped to ensure
the Park’s success, when it decided to locate its 1,500-
employee Research Center there in 1965. Other Fed-
eral R&D facilities, however, have had only a slight
impact on local economies. Many were located in
remote areas for security reasons, and others never
developed active linkages with local universities and
businesses. While these Federal installations may
provide a valuable resource on which State and local
initiatives can build, their contribution to regional
development really depends on how active they are
in transferring new technologies to private firms.

Technology Transfer Programs

Except for the few instances where industrial de-
velopment s regarded as a national security con-
cern, the Federal Government most directly stimu-
lates technological innovation irvprivate industry
through technology transfer programs, which make
available the result. of federally funded R&D or sup-
port their application. Funds spent on disseminating
knowledge gained through Federal R&D are con-
aderably smaller than the amounts expended to gain
that information, as one would expect. The fruits
of technology transfer are beneficial to the national
cconomy, hut the precise benefits have been diffi-
cult to quanntysand it is difficult to say how impor-
tant technology transfer is to regional HTD. These
programs are nationwide, so their regional impacts
are determined by the extend to which rhev are used

hy firms 1n one area.
le

)

However, Federal technology transfer programs
are more likely to contribute to regional HTD than
are Federal R&D programs, for two reasons. First,
the more than 700 Federal laboratories and technol-
ogy development centers are located throughout the
Nation, in communities both large and small, ur-
ban and rural. To the extent that technology trans-
fer takes place on a decentralized basis, therefore,
Federal R&D facilities can become a vital compo-
nent in the technological infrastructure of the areas
in which they are located. Second, many of the
HTD initiatives launched by State and local govern-
ments and universities focus on technology trans-
fer and improved linkages between academic re-
search and industrial applicatiofh. As a result, these
State and local mechanisms are in a better position
to act as a clearinghouse or broker for information
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about Federal technologies and access to Federal per-
sonnel.

OTA has identified three general modes of Fed-
cral technology transfer, as well as numerous exam-
ples of successful interaction between Federal, State,
and local efforts. With regard to direct technology
transfer, the three typical approaches have been:

® technical information, usually in the form of
" newsletters, directories, or computer data bases
that list Federal technologies available for licens-
ing and use by private firms;

o rechnology brokering by agency staffs, who
either seek out potential users of existing fed-
erally owned rechnologies, or provide refer. dl
services for inventors seeking technical or finan-
cial resources; and

e technical extension services, which provide con-
sultants to assist firms in solving technical prob-
fems in a certain field of specialization.

A fourth form of technology is engineering dem-
onstratior ., in which an agency takes the responsi-
bility for demonstrating the feasibility and commer-
cial potential of a new technology. Demonstration
projects have been most common in defense- and
energy-related industries; they have less general po-
tential for promoting regional HTD based on civil-
ian or consumer technologies.

Technical information

The main effort of technical information services
is the dissemination of research results, usually in
primcd form. For example, the Department of In-
teriot’s Bureau of Mines issues a newsletter; NASA
publishes selected abstracts of technologies and a
selection of useful computer programs; and DOD
has a single facility (the Defense Technical Infor-
mation Service) that holds all the technical abstracts
its contractors or potential contractors might need.
The largest data base of this type is maintained by
the Department of Commerce'’s National Techni-
cal Information Service (NTIS), which catalogs most
of the federally funded techneology available for
licensing by the private sector.” Each agency serves

*As many as 33 other agenaes support technology trarstfer programs
that center on the dissemimation of informanon, medudir g the followim

+ Narional Oceanic and Atmospheric Administration;

* Department of Energy Technwal Informution Centers:

» Department of Agriculture Cooperative Extension Service, Tech

diffe.ent clients and provides differzat services, usu-
ally as a result of the agency’s mission. In most cases,
however, technology has been transferred primari-
ly to industry, rather than to State and local govern-
ments. In addition, the transfer function has been
essentially passive—the information is available to
all comers, but it is up to the user to identify those
with commercial potential.

A major change is being brought about by the
creation of a Center for Ultilization of Federal Tech-
nologies (CUFT) in NTIS and Offices of Research
and Technological Application (ORTAs) in Federal
laboratories, both of which were mandated by the
Stevenson-Wydler Technology Innovation Act of
1980 (Public Law 96-480). While still founded on the
idea that the simple communication of technical in-
formation will lead to commercialization, CUFT and
the various ORTAs also involve an explicit com-
mitment to technology evaluation—active attempts
to identify and assess R&D projects with potential
application to the needs of State and local govern-
ment or the private sector, CUFT serves as a cen-
tral clearingbouse for this information and for subse-
quent licensing activities. CUFT also helps State and
local governments to identify both a product or
process they need and a manufacturer that will de-
velop and/or package it for the governments to buy.
CUFT also notifies small business associations and
State innovation groups of the availability of Fed-
eral laboratory technology.'®

Technology Brokering

Technology brokering programs differ from tech-
nical information programs primarily in providing
direct contact between Government researchers anid
industrial end-users of federally developed technol-
ogies. When agencies broker technologies, they ac-
tively seek out potential users of federally developed
technologies or provide such technologies in re-
sponse to problems posed by industry. Technology
brokering is thus more effective at transferring tech-

mical Informatinn Systems, Patent Licenses Program, and Saience
and Education Admimistration; and

s Depariment of Transportation Fechnolopy - Sharag Diagas . .

{which concentrates on disseminating transportation technologies
to State and lcal governments).
N The Stevenson-Wydler Technology Innovation Ace of 1950 A Re-
port to the President and the Congress (Washington, DC: LS. De-
partment of Commerne, February [989), pp. 2026,
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nologies than are passive technical information serv-
ices, but the additional cost of providing one-to-one
assistance to firms also makes it much more ex-
pensive.

NASA's Technology Utilization (TU) program is
one of the best known of this type. Initiated in 1962
to bring new aerospace technologies to the atten-
tion of American industry, TU’s first efforts were
in the publishing and distribution of NASA R&D
resuits. By the mid-1960’s, TU staffers had ‘ound
that the availability of technical information alone
would not transfer technolngies effectively, so they
began a process called “people interaction”—match-
ing potential users to information and skills at
NASA installations.!! In 1971, NASA became even
more active i technology brokering through tech-
nology adaptation, the re-engineering of NASA
technology for other uses, such as a firefighter
breathing system based on spacesuit technology.

Another part of the TU presram with particular
relevance to regional HTD initiatives is NASA’s
nine Industrial Applications Centers. All are located
at universities, where they offer information serv-
ices, workshops, and technical assistance to indus-
trial clients, most of which are smal! manufactur-
ing firms. Fees cover about half the cost of these
centers; NASA's subsidy averages about 28 percent,
with the balance coming from university funds. In
Florida and Kentucky, the State governments match
the NASA subsidy for their centers in exchange for
exclusive assistance to businesses located in those
States, '

Extension Services

Extension services are distinguished from technol-
ogy brokering by their decentralized structure and
interactive operation. They provide much the same

Hlames | Haggerty, SPINOFF 1983 (Washington, [DXC. National
Actonautics and Space Administration, Technelogy Utilization and
Industey Affairs Division, May 1983), pp. [34-135. Two programs not
menuoned i the presentanon seem to it into this category. The Cor-
porate Assouates Program s a joint effore of NASA and the Amers-
can fnstiture of Acronauties and Astronautics, whereby the AIAA i
tondus s nonaeropace firms o NASA, s technologists, and 1ts
activities, The Technual R&D Exchange Agreements program exposes
trme to NASA aonunes, and NASACTU offices 1o firms, through
personnel exchanges

Taut Brockman, Ray Whirten, and Leonard Aule, presentation to
the Federil Inreragens s Coordimating Group of the Federal Labora

tory Cotsortpgm, Dec 10, 1983

8

8

services as technology brok.zs, actively seeking out
potential users of publicly owned technologies and
providing technical solutions to questions posed by
client firms. But most technical extension services
are based at State universities and colleges, rather
than at a few Federal facilities, resulting in closer
and more widespread linkages with regional econ-
omies. In addition, they have an interactive rela-
tion with their clients: extension services not only
respond to client requests, but a'so try to convince
firms to adopt technologies that will increase pro-
ductivity,

The most extensive, best known, and probably
most successful of these is the Cooperative Exten-
sion Service of the U.S. Department of Agriculture
(USDA), founded in 1911, which is part of an inte-
grated national system of agricultural research, de-
velopment, and technology transfer that traces its
origins to the Morrill Act of 1862. Recent attention
to the needs of technologically advanced manufac-
turing has led to proposals for a Federal exténsion
service modeled after USDA's. While technical ex-
tension to manufacturers may work, however, the
model of agricultural extension may be faulty.

Both NASA's TU program and the State Tech-
nical Services (§TS) program have been compared
to USDA’s extension efforts, usually unfavorably.
To seme extent the relative lack of success in non-
agricultural technical extension has been due to
underfunding—NASA’s entire technology transfer
budget was $9 million in fiscal year 1983, and STS
expended less than $11 million during its 1965-69
lifetime, while USDA's extension budget was $334
million ir fiscal year 1984 alone.

However, differences in scale may be less impor-
tant than differences in the nature of the technol-
ogies, user groups, and markets that are involved.
Technical assistance to manufacturers requires an
added effort to adapt existing technologies to spe-
cific applications because of the diversity of manu-

acturing firms.'?

MEverett M. Rogers, J. 1. Eveland, and Alden S. Bean, Extending
the Agriculviral Extension Model, Institute for Communication Re-
search, Stanfurd Unversity, September 1976, NSF contract Na. 75
SP-0265, p. 117: see also Williom A. Hetzner, Louts G. Tornatzky, and
Katherine Klein, "Manufacturing Technology in the 1980's: A Survey
of Federal Programs and Practices,” Managemen: Science, vol, 29, Naov
8, August 1383, pp. 951961,
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In addition, technical problems are not the prin-
cipal cause of failure for manufacturing innovations.
Research has shown that new products from small,
high-technology firms are more likely to fail because
of inadequate management, unfavorable markets,
or both.’* This suggests that entrepreneurship assist-
ance, of the sort already provided by many State
and local HTD initiatives, may be more effective
than technical agsistance from the Federal Gov-
ernment.

Recent Policy Developments

When Congress required NASA to disseminate
the as-yet-unknown benefits of space exploration
{(National Aeronautics and Space Act of 1958, Public
Law 83-568, sec. 203), it became the first and, until
1980, the only Federal agency explicitly required to
engage in technology transfer. In the past decade,
however, there has been increasing congressional
attention to technology transfer. Congress first ad-
dressed the issue of Government patent policy after
research showed that only 5 percent of federally
owned patents were ever commercialized, compared
with 33 percent of university patents.!* Congress

yassed the Patent and Trademark Amendments of
8

1980 (Public Law 96-517), which allowed small bus-
inesses, universities, and nonprofit research insti-
tutes to retain title to discoveries made under Gov-
ernment contract. Legislation was introduced but
not passed by the 97th Congress that would apply
these rights to all Federal contractors. Patent rights
were extended to all Federal contractors by Presiden-
tial Memorandum on February 18, 1983, and bills
to make this extension law have again been intro-

Jduced in the 98th Congress: the Uniform Patent
Procedures Acis (S. 2171 and H.R. 4964).

Patent rights for extramural inventions made with
Federal assistance represent a relatively minor facet
of technology transfer, however. Before Public Law
96-517 was signed into law, the Federal Government
received le: < than 8 percent of the more than 70,000
domestic patents granted each year.!® Of broader

'\xmmu \isu\ and Eldon B Sweezv, "Why Innovations Fad,” Tech
nology Beview, vol X0 Noo 6, March " Apnl 1978, p 41

“Wdliam Boseman, Government Patent Policy:
Tventions Resulting From Federally Funded R&D (Washington, TYC:
IS Libeary of Congress, Congressional Research Service, April [984),
IB %07 see abo LS Department of Commerce, op v p. A

Aep Gerald G Udeld ed ), “Imphications of the Innovation Process
foor Dbl Podics to Sumulate Technologicat fnnovaaon,” in The Oregon
Innosation Center Expersment; 197311978 (Eugene, OR: Univervry

b Oregon, December O8O, vl 1 p 16

The Ownership of

public policy importance is the transfer of the results
of Federal intramural R&D to industry. A formal
Federal laboratory role in technology transfer co-
alesced in 1974 with the formation of the Federal
Laboratory Consortium, a voluntary association of
technology transfer officers. Among the over 700
Federal research installations, however, technology
transfer efforts varied widely. Especially within the
numerous DOD labs, prominence of technology
transfer depended on its position on an individual
administrator's or organization'’s agenda.

Congress acted to standardize this role with the
passage of the Stevenson-Wydler Technology Inno-
vation Act of 1980 (Public Law 96-480). It was de-
signed to establish a national policy to enhance tech-
nological and industrin! innovation by stimulating
technology transfer a:.d encouraging the develop-
ment and diffusion of industrial technologies. It in-
mrporated several suggestions from President Car-
ter’s Industrial Innovation Message of October 1979,
including the creation of CUFT to coordinate the
dissemination of all intramural R&D results. Among
its other provisions, Public Law 96-480 required fed-
erally funded laboratories to establish ORTAs; to
set aside 0.5 percent of their R&D budgets for tech-
nology transfer activities; and to assign a full-time
staff person in laboratories with annual budgets over
$20 million (sec. 11). It also called for the creation
by the Department of Commerce (DOC) and the
Nationa! Science Foundation (NSF) of Centers of
Industrial Technology (CITs), to pursue generic tech-
nologies and promote linkages between university
and industry (secs. 6, 7, and 8); and for the estab-
lishment of a program for exchange of scientific per-
sonnel between universities, industries, and Federal
laboratories (sec. 13).

Recent evaluations indicate that Federal agencies
are implementing some but not all provisions of Pub-
lic Law 96-480. A recent survey by GAQ found that
most Federal laborarories are covered bv an ORTA,
and that the agencies surveyed have spent the re-
quired 0.5-percent set-aride for technology trans-
fer—an estimated $177 mlﬂxon in fiscal year 1982.17
GA vdid not evaluate the effectiveness of section
{1 ir. enhancing technology transfer, but its survey
reveals séveral features of agency implementation
that might constrain the Act’s contribution to re-

UFederal Agencies’ Actions o Implement Section [ of the Stevenson

Widler Technology Innovation At of 1980 (Washington, DC: LS,
Government Accounting Office, forthcoming), GAQ/RDED84-60.
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gional HTD by restricting both the scope and the
degree of interaction with State and local instiatives:

® Four agencies collectively representing 85 per-
cent of the Federal R&D budget—DOD,
NASA, DOE, and NSF—have requested waiv-
ers of the staffing requirement, primarily be-
cause ORTAs would duplicate existing technol-
ogy transfer activities.

Although laboratories with an ORTA show a
higher level of technology transfer than labora-
tories without them, only 45 percent of the 236
laboratories surveyed were covered by ORTAs
at the local or facility level, while 36 percent
were covered by an ORTA at the centralized
or headquarters level, and 19 percent of labor-
atories were not covered by any ORTA, often
because of personnel limitations or uncertainty
about agency policies,

QOver half of the fiscal year 1982 funds avail-
able to ORTAs were spent on technical infor-
mation dissemination, while a lack of resources
for adaptive engineering was cited as an obstacle
1o providing technical assistance to State and
locai governments.

A broader review of the implemertation of Pub-
lic Law 96-480, conducted by DOC ncludes that
the Administration has “made substantial progress
in carrying out the intent of [the] Stevenson-Wydler
Act.”'® It has done so, however, through a “com-
prehensive strategy™ based on “noninterventionist”
initiatives, including tax incentives, changes in pat-
ent and antitrust procedures, and reallocation of

Federal R&D funding.

DOC has not implemented the ClT's and accom-
panying grants called for by sections 6 and 7, citing
budget constraints and the greater ¢ffectiveness of
antitrust legislation {(speciically the National Pro-
ductivity and Innovation Act of 1983, H.R. 3878/
S. 1841) in achieving this purpose.'? Indeed, many
cooperative or joint R&D initiatives similar to the
CITs have been undertaken by universities and the

private sector, DOC concludes that “the Govern-

BT I’c;wr“uua' ot Uommumeroe, o ot
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ment has a significzmt opportunity Lo support the
intent of section 6 by providing technical assistance
for . . . universities and other nonprofit organiza-
tions that request it.”"?® NSF's University/Industry
Coc -erative R&D Experiment, begun in 1973, is
counted by both DOC and NSF as creating CITs
under section 8 of the 1980 Act.

Pending Legislation

Several other bills now pending and likely to be
reintroduced in the 99th Congress also address the
Federal role in technology transfer and the devel-
opment and diffusion of commercial technologies
in ways that might increase the Federal contribu-
tion to regional HTD. The Manufacturing Sciences
and Technology Research and Development Act of
1983 (8. 1286/H.R. 4415), for instance, would per-
mit DOC to establish and support Centers for Man-
ufacturing Research and Technology Ultilization sim-
ilar to the CITs authorized by Public Law 96-480.
The Advanced Technology Foundation Act (H.R.
4361) would establish a new Federal agency to ini-
tiate and support cooperative applied research
through loans and grants, and would wlso create a
Federal Industrial Extension Service.

The National Professions and Technology Foun-
dation Act (H.R. 4245) would also create a new Fed-
eral agency, combining some of the functions of
DOC ar.d NSF, that would promote not only tech-
nology transfer but also development of scientific
and technical manpower and of a national infor-
mation and statistics policy. The National Techni-
cal Clearinghouse Fund Act (H.R. 2514/S. 808)
would establish a central clearinghouse to enhance
technology transfer to private industry and the gen-
eral public. Another bill (H.R. 2525 would estab-
lish a National Commission on Technological In-
novation and Industrial Modernization to develop
a national industrial policy, incuding analysis of
public policies that hinder industrial competitive:
ness and strategies for the development and exten:
sion of new technologies.

Sl g 1
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Regional Development Programs and Tools

While R&D and technology transfer programs
have provided an ffective stimulus to cooperative
HTD initiatives involving universities and private
industry, OTA's investigation suggests that the Fed-
eral Government has more frequently contributed
to HTD initiatives by State and local government
through grants and other assistance to community
and economic development. In a survey of 54 local
HTD initiatives in 22 communities, OTA found that
local governments had made use of the following
Federal programs:

Urban Development Action Granes ... ... ... 9
Industrial Development Bonds ... .. .. %
Economic Development Admumistration ;,r;mt.x. o4
Community Development Block Granes .. . 3

Comprehensive Education and Traning Act
programs

Free Trade Zone

Appalachian Regional Commission programs .

Small Business Administration loan programs ..

Ll B N SV 1

There are currently almost "7 programs provid-
ing nearly $100 billion in grants to State and local
governments for a wide variety of public services and
activities {see table 17). One justification given for
this Federal involvement is that States might under-
invest in activities whose benefits spill over into
other States. Other rationales tor Federal assistance
are benetits trom centralized coordination, whether
m cttectivenes or efficiency, and equitable distri-
bution of resoarces for providing public goods and

services, whether for particular recipients or for
States and localities generally,?! Because Federal as-
sistance programs have grown considerably over the
past 20 years, the current Administration has pro-
posed a massive realignment of responsibility be-
tween the Federal Government and the States.

These Federal programs offer State and local gov-
ernments flexible tools for regional economic devel-
opment, including funds, technical assistance and
information, planning assistance, and job training
or retraining programs. Block grants, training pro-
grams, planning grants, and loan funds have been
used for a wide variety of projects, often in ways
unanticipated or unintended in the original legis-
lation, depending on the needs or desires of differ-
ent commuaities. These programs were not designed
specifically to promote regional HTD, and in gen-
eral their influence on regional HTD is indirect and
even serendipitous. Nevertheless, they have proven
to be an effective adjunct to regional HTD initiatives
when utilized imaginatively, and in conjunction with
other HTD efforts, by entrepreneurial local leaders.

Pnr an extended discussion of this topic, see Sandra Chnstensen,
Roberta Drews, Patnon Ruggles, and Suzanne SChnader, The Feder.
al Government uy a Federal System: Current Intergovernmental Pro-
grams and Options for Change (Washmgron, DO US, Congressional
Budeet Offce, August 1983y,

Table 17.—Growth in Federai Outiays for Grants, by Function (in millions of current dollars)

Percemage Percentage
growth in change in
o ... . Outlays eaiterms 1982 real terms
Program areas 1960 1970 1980 1960-80 outlays 1980-828
Intrastructure and deveiopment
Energy .8 65 $ 25 $ 499 2,420 $ 509 7
Natronai resources and envamnment . 108 428 5,362 1,404 4,871 -17
Transportation .. L 2,869 4,538 13,087 32 12,171 15
Communitly and regional deveiopmem o 108 1,780 6,488 1,703 5,379 24
Education, training, and social services .. Hh28 6,390 21,862 1,101 16,582 -36
Income secufity and heaith
income secunty . 2,835 5,819 18,495 186 21,830 +2
Health ey 234 3,850 . 15,758 +, 819 18,838 --3
General purpose fiscal ass:stdme o 159 430 8,478 1,441 6,347 - 37
Other ¢ o ... 264 753 1445 58 1559 9
Total cutidys for grants $7, 020 $24, 014 Sg‘i 4?2 334 SSS 194 -7

Meclges grants too catinngl detense aghcuitu e

SR (Otheg it Mangornest

ERIC

Aruitoxt provided by Eic:
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OTA’s investigation of the impacts of these Fed-
eral programs on regional HTD concentrates on two
of the categories listed in table 17:

e community and regional development, specifi-
cally development grants and business devel-
opment programs that have contributed to
high-technology industrial development initi-
atives: and

o cducation, training, and social services, specif-
ically science and mathematics education, vo-
cational education, and training programs that
have contributed to high-technology manpower
initiatives.

The resulting list and the specific examples provided
are not comprehensive; in fact, although several di-
rectories of such programs exist, there is at present
no central, user-oriented soutce of information for
public officials who might wish to undertake simi-
lar proje-ts.22 OTA's intention is instead to provide

#See, for erample, LS. Office of Management and Budget, Caralog
of Federal Domestis Assistance, 17th ed. {Washington, DC: U.S. Gov-
ernment Printing Office, June 1983). The Catalog, first published in
1963, contains 963 assistance programs of all types {including economic
Jevelopment offered by 31 different Faderal agencies; it describes briefly
the types of projects funded, but provides neicher descriptions of in-
novatn e program uses nor combinations emploved by other commu:
nues,

A more focused and usable source for local officals may be The 1987
Gutde to Government Resources ko Economic Development (Wash.
ington, DU Northeast-Midwest Institate, December 19823, which pro-
vides desc riptions of over 80 Federal assstance programs, ctossindexed
by type of need. and detaled examples of the uses, including HTU
projests, to which they have been put by State and local govertiments.
The Gunde alw contams descriptions of other Federal resoutces, in
Cuding procurement, tax crediss, revenue bonds, and the location of
Federal taalities, which may also contnibute to regronal HTD. In ad
Jinon, 1t contains i Jirectory of nonFederal resources, such as State
coonamin deselopment programs and private sector involvement, that
can be used for docal programs,

A dire tory that fix uses specifically on high-technology business assist.

©amve w Henry Greenwald ed)), Source Guide of Governmens Tech:

nofosy amd Finanaal Assstance (Welleslev Foills, MA: Capitat Pub.
October 19821 This source hsts Federal programs for
ftormation assistance, technology transder, R&IY support, and gen
eral business finan, g, as well as State government programs for high-
technology trme, along with descriptions of asers” expeneices wirh

ishing Co

them,

A fourth dires oy, whi honcludes a detwled of State programs only,
o the Direcrory of Incentives for Business Investment and Develop-
ment m the Unired States A State-bs -Seate Guade (Washington, 1XC
Ulrbon Tnstitase Press, P compiied by che Uirbun Insttute imcon:
fune rion with the Notwonal Association of Stz Development Agen
ces and the National € ouncl for Urban Economae Development. This
Jiteenty contains e reference to Federal programs.

THROXC WOt e ot Producnviey, Technologe and Inpovation s wur
rently compuling ¢ more focused directory of Federal, State, and pric
vty assstance progranes for small, technologically sophusticated firme,
SBA has cablinhed silar diecronies i the past, onented toward the
need of private carher than pubiic usees

Q
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illustrative examples of the interaction between Fed-
eral policies and State and local HTD efforts, in or-
der to reveal areas in which their interaction might
be strengthened or improved.

Community Development

Numerous Federal programs, administered by sev-
eral different agencies, provide financial support for
community development or business assistance ac-
tivities through grants, direct loans, loan guarantees,
and technical assistance. In fiscal year 1982, the Gov-
ernment spent about $8 billion for community and
regional development and several billions more in
loans and loan guarantees to small business, The
Federal programs that most frequently contribused
to HTD initiatives investigated by OTA include:

e Community Development Block Grants
(CDBGs), administered by the Department of
Housing and Urban Development (HUD),
which provide about $3.5 billion annually to
some 1,900 communities in support of housing,
infrastructure, and other locally chosen projects;

e Urban Development Action Grants (UDAG:S),
also administered »y HUD, which provide $0.5
billion annually t> stimulate commercial and
industrial development in distressed commu-
nities,

e 4 variety of grant, loan, and assistance programs
administered by the Economic Development
Administration (EDA), which promote the
long-term recovery and growth of communities.
adversely affected by economic change; and

e business development programs, including both
financial and management assistance, admin-
istered by EDA and the Small Business Admin-
istration, plus tax-free Industrial Development
Bonds (IDBs) that must be approved by the De-
partment of the Treasury.

Community Development Block Grants.—The
CDBG Program was created by the Housing and
Community Development Act of 1974 (Public Law
93.383) to consolidate a number of categorical assist-
ance programs established by the Housing Act of
1049, 1954, 1955, 1956, 1965, and 1966. As such
they represent part of a trend toward consolidation
of Federal assistance programs in the 1970's that led
to greater flexibility in resource allocation and great-
er reliance on State and local administrative ma-
chinery. CDBG is the largest development assist-
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ance program, with funds provided on a formula
basis for improvements such as housing rehabilita-
tion, streets and roads, waterworks, and other public
facilities. It was originally designed to provide hous-
ing and expanded economic opportunities for low-
and moderate-income neighborhoods rather than
industrial or commercial development.

. Changes made in the program by the Housing and
Community Development Act of 1977 (Public Law
95-128) expanded eligtbility to include grants to non-
profit neighborhood organizations, local develop-
ment corporations, and Small Business Investment
Companies. Only a portion of CDBG funds—$400
million, or about 10 percent in fiscal year 1981 —
were used for economic development activities.
However, amendments contained in the Omnibus
Budget Reconciliation Act of 1981 (Public Law 97-
35) further expanded eligibility to include private,
for-profit firms engaged in economic development,
and gave local jurisdictions greater discretion in how
they spend program funds.

As a result of these changes, CDBGs have become
a more useful tool for HTD initiatives that empha-
size financial as well as physical capital. OTA has
identified the foliowing examples of CDBGs used
for HTD initiatives:

* Philadelphia Industrial Development Corp.--
CDBG money was used to set up a revolving
loan fund.

* Phoenix SBA Loan Program.—The city fi-
nances its loan program through CDBG funds
and by selling debentures.

* Cincinnati, Chio, Venture Capital Fund.—
CDBG funds were used to provide a venture
capital pool.

Recent emphasis by the Administration and Con-
gress has been on further consolidating and reduc-
ing the CDBG program and decreasing Federal in-
volvement in its operation. The 1981 amendments,
tor example, transferred responsibility for the Small
Cities program from HUD to the States, on the con-
Jdition that the States consult local officials on how
the funds will be used, provide planning and tech-
nical assistance, and provide 10 percent matching
tunds from State resources.

This could serve to increase linkages between State
and local government efforts to promote HTD, but
concern has been expressed that the needs of ur-

ban areas may be ignored in State governments
dominated by rural and suburban interests. By re-
ducing the reporting requirements, the amendments
may also have reduced both accountability and the
availability of valuable information on project de-
sign and effectiveness. The most recent amend-
ments, contained in the Housing and Urban-Rural
Recovery Act of 1983 (Public Law 98-181), reauthor-
ized CDBG for 3 years at reduced and flat authoriza-

tion levels.

Urban Development Action Grants.—The
1977 amendments also created the UDAG Program
to assist distressed communities that are undertak-
ing economic revitalization programs designed to
generate jobs and increase tax revenues. UDAGs
are designed to improve the feasibility of otherwise
marginal projects by leveraging private sector finan-
cial participation, typically at a ratio of about 6 to
1. This requirement can contribute to the success
of HTD initiatives like those investigated by OTA
by stimulating local networking and partnership and
by creating stronger linkages between local, univer-
sity, and private sector HTD efforts. This has prov-
en most useful in developing physical capital for
HTD, such as incubatcr facilities and technology-
based industrial parks.

OTA identified the following applications of
UDAG funds to HTD initiatives:

® New Haven Science Park.—UDAG funds were
used for site preparation at Science Park, a large
tract of land being developed near Yale Univer-
sity for companies engaged in R&D on new
products and processes, and related manufac-
turing.

® San Antonio, TX, Vista Verde South Devel-
opment Area.—Control Data has constructed
a 60,000-square foot building in a 145-acre
urban redevelopment area located in San An-
tonio’s inner city and employs 300 people mak-
ing electronic components. Th project was
funded by an $18.8 million UDAG and a $4
million CDBG.

¢ Chicago, Biomedical Research Park.—Both the
City and State have worked closely with Ap-
plied Molecular Genetics to secure a $2 million
UDAG and an $8 million IRB. The Univer-
sity of Illinois, the city, and the State are coop-
erating in a joint ventuse to acquire 46 dcres
of land adjacent to the University's west side

93
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campus and its genetics research center. The
site is planned as a high-technology park.

¢ Lowell, MA.—The city obtained a $5 million
UDAG, which was loaned to Wang at 4-per-
cent interest as an incentive to locate in Lowell.

® Philadelphia, University City Science Cen-
ter.—Federal urban renewal funds were used to
prepare the site for this 16-acre urban research
center, and a $5 million UDAG has been re-
ceived for construction of a residential and con-
ference center.

¢ Philadelphia, Business and Technology Cen-
ter.—Control Data purchased a 300,000-square-
foot building, with the help of a $1.3 million
UDAG. The building will be renovated and
leased to other companies, and serve as an an-
chor for HTD in the surrounding 60-acre in-
dustrial park.

¢ Milwaukee, Hilltop Parish Research Park.—This
30-acre site on the city’s northwest side was
rezoned for research activities only, and the city
acquired a $200,000 UDAG for site prepa-

ration.

Economic Development Administration
(EDA).—EDA was created by the Public Works and
Development Act of 1965 (Public Law 89-136) to
support the long-range economic development of
areas with severe unemployment, low family income,
and/or significant population loss. EDA was primar-
ily concerned with rural development unti} 1969,
when it began to offer assistance “r urban economic
development as well. Amendm..nts passed in 1976
{Public Law 94-487) greatly expanded EDA’'s man-
date by reducing the population requirements for
eligibility and adding several new assistance pro-
grams. EDDA activity reached its peak in 1979, when
the agency administered over $1.0 billion in aid,
much of it aimed at private firms. By 1983 its budget
had been cut by more than half, and the Adminis-
tration has recommended abolishing EDA.

Although the HUD economic development pro-
grams—~CDBG and UDAG—have a much larger
budnet than the EDA programs, all of EDA's pro-
grams are focused on economic development, whilc
only small portions of total HUD funds are spent
on activities whose specific purpose is to promote
cconomic development. OTA has identified four
EDA programs that have encouraged or supported

State and local HTD initiatives.
94

EDA’s Public Works and Development Facilities
Program provides grants and loans for physical cap-
ital improvements, public services, and the acquisi-
tion and rehabilitation of property for development.
Eligible public works projects include industrial parks
and sites, vocational or skill training facilities, recrea-
tion projects, and hospitals. As a result, these grants
can contribute to local HTD initiatives involving
both physical and human capital. Following are

examples of EDA Public Works projects promoting
HTD:

e $2,075,000 to the city of Boston in March 1978
for development of the Crosstown Industrial
Park. The Digital Equipment Corp. has located
a plant in the park which employs several hun-
dred local workers.

e $1,125,000 for a skill training center at Lowell,
MA, to offer instruction in computers and elec-
tronics.

® $820,000 to the Occupationa! Industrialization
Center of Roxbury, MA, for renovation of a
building for a high-technology skill center.

e $700,000 to the Occupational Industrialization
Center of Port Chester, NY, for another skill
center for high-technology instruction.

® $500,000 for the construction of a computer skill
training center at Springfield, MA.

EDA’s Special Economic and Adjustment Assist-
ance Program supports a wide range of economic
activities, with eligibility based on need resulting
from “sudden and severe econamic dislocation” or
“long-term economic deterioration.” Adjustment
Assistance funds have heen used not only for in-
dustrial land banking infrastructure and for neigh-
borheod revitalization, but also for economic plan-
ning and to establish revolving loan funds. CTA
has identified three major revolving loan funds for
HTD that were capitalized in part by EDA grants:

¢ $3 million to the Massachusetts Technology De-
velopment Corp.;

® $! million to the Connecticut Product Devel-
opment Corp.; and

® $1 million to the New York Science and Tech-
nology Foundation,

EDA’s Technical Assistance Program (TAD) pro-
vided $8.3 million for 154 grants in fiscal year 1982,
among which were 36 university business assistance
centers that provide feasibility and marketing assist-
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ance to existing businesses and help establish new
business. In fiscal year 1983 there were 38 centers
receiving $3.5 million in grants out of a TAP budget
of $3.0 million. A few of these cewuters are particu-
larly active in technology transfer and loca!l HTD
initiatives, notably those at Florida, lowa, Oregon,
and Pennsylvania State Universities; the Universities
of Michigan and Southern California; and the Geor-
gia Instituce of Technology. A fiscal year 1983 TAP
grant also supported the efforts of the National
Council for Urban Economic Development to estab-
lish a comprehensive information and technical as-
sistance program aimed at helping cities prepare new
strategies to meet the needs of high-growth firms.
TAP grants have also supported the U.S. Confer-
ence of Mayors’ Research and Education Founda-
tion, which hopes to strengthen local economic and
techiology development strategies through better
cooperation between cities, universities, and Fed-
eral Laboratories.

Business Development

In addition to assistance to State and focal govern-

ments, the Federal Government also provides sup-

port for local economic development through busi-
ness assistance programs administered by EDA and
the Small Business Administration (SBA). These in-
clude not only loan and loan guarantee programs,
but also equity and bond programs that provide a

* pool of investment funds for local financial*capital
initiatives. Tax-free industrial revenue bond (IRB)
authority, granted by the Department of the Treas-
ury, also falls in this category; IRBs were in fact the
second most frequent form of Federal participation
in local HTD initiative investigated by OTA.

EDA Business Development Loan Guaran.
tees.—This program provides loan guarantees for
firms in depressed areas, and also guarantees leases
held by a business enterprise. The program has re-
cently been reduced in scale and changed from a
loan and guarantee program to one providing only
guarantees. In fiscal year 1982, 14 loans were ap-
proved for guarantee, but in fiscal year 1983 only
Z were approved and none has been approved thus
far in fiscal year 1984, with funding at $33 million.
Exampiles of high-technology companies using this
program include:

IToxt Provided by ERI
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® Univox Corp., a Los Angeles company that
makes sea water purification devices, primar-
ily for defense purposes, received a $2 million
direct loan in fiscal year 1982, when the direct
loan program still existed.

® Systems Management of America Carp. (Nor-
folk, VA), a defense contractor that makes com-
puter equipment for submarines, received a $5
million loan guarantee infiscal year 1983.

Small Business Investment Companies
(SBICs).—This program, established in 1958, has
evolved into a system in which locally organized pri-
vate investment companies licensed by SBA are eligi-
ble to obtain funds from either the Federal Financ-
ing Bank or SBA. Such companies must have a
minimum capitalization of $500,000, and they re-
ceive Federal funds at rates of interest ¢lose to or
below that which the Governmem pays for the
money. SBICs are obligated to use the funds ob-
tained for equity investments and long-term capi-
tal loans to small or disadvantaged businesses.

. State governments have not been allowed to put
capital in these firms, although some States have
either established public corporations that invest in

SBICs or given tax breaks to SBICs so that they

may assist high-techncfogy small businesses. Some
of the more successful SBIC-fiiianced companies in-
. Advanced Micro Devices; Amdahl; Ameri-
«. » icosystems; Computer and Cdmmunication
Tecnnology; and Teledyne. The Administration has
imposed a moratorium on the licehsing of new
SBICs, although legislation has been mtroduced to

increase the funding available to this program (H.R.
3020, S. 1323). {(See ch. 3 for « further discussion
of SBIC:s in local seed and venture capital markets.)

Section 503 Certified Development Compa- -
nies.—SBA 503 loans are designed to assist small
businesses by providing long-term financing (not to
exceed 25 years) through the sale of debentures by
the Federal Financing Bank. Loans are to assist small
businesses in the acquisition of land and buildings,
construction, expansion, renovation and modern-
ization, machinery, and equipment. Several local ini-
tiatives investigated by OTA have used the SBA
503 loan program to assist fledgling high-technology
firms.
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Small Business Revitalization (SBR) Program.
—HUD and SBA are cosponsors of this economic
development program, through which States can le-
verage private sector investment. Each participat-
ing Governor establishes a coordinated small busi-
" ness job creation system, based on private sector
financing and local leadership. The system is de-
signed to deliver financial assistance to all parts of
the State—especially to small and rural communities
that may lack the staff or technical expertise to
assemble loan packages. Thirty States have now cho-
sen to provide part of the funds and participate.
Phytofarms of America, Inc., a high-technology agri-
business in DeKalb, "_, secured a $2 million loan
through the SBR program to save 30 jobs, create
60 new ones, and purchase an existing plant from
a Fortune 500 company.

Small Business Development Centers
(SBDCs).—Under the SBDC program, States can
match their shares of a $65 million Federal author-
ization to run university-based management assist-
ance centers for small business. Unlike many other
SBA programs, SBDCs have a legislative mandate
(Public Law 96-302) to assist in technology trans-
fer, make use of Federal laboratory facilities and
equipment, and coordinate and conduct research
they deem worthwhile. Since the States decide how
SBDC money is spent, the program also offers an
opportunity to concentrate business development
efforts on high-technology firms. Texas has proposed
doing this through an SBDC at the University of
Texas at Arlington.

It is not known how often SBDCs assist high-tech-
nology firms, but evidence suggests they are a mi-
nor beneficiary. For instance, one evaluation of the
program tound that only 10 percent of SBDC clients
were in manufacturing, and that only 4 of the 18]
SBDC offices established by October 1983 were
based in university engineering or technical depart-

wents. 2t An informal OTA survey of six large Fed-
cral Laboratories found that only one had been con-
tacted by the SBDC, although in that instance the
SBDC was apparently an effective liaison between
scientists and businessmen.

S entaut Aseonttes, I An Evaluanion of the Econonn Impa
ot e Sl Bosness Development Center Dropram (W ashinmton, Do
SHA Contracr No ) TMA ":). o
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Industrial Revenue Bonds (IRBs).—The interest
from these State and local government bonds is ex-
empted from Federal taxes by the U.S. Treasury.
IRBs have been used extensively by municipal gov-
ernments to attract investment for industrial sites
that include high-technology firms, such as Science
Park in New Haven, CT. Totaling almost $20 bil-
lion in fiscal year 1981, IRBs.dwarf all other forms
of State and local developmen} resources, and they
represent a crucial element in gfany HTD initiatives.

Education and training are fvndamental for de-
veloping the human capital néeded to exploit in-
novations and providing a technicalily skilled work
force for regional HTD. About half of the State gov-
ernment HTD initiatives identified in OTA's census
involved education and training programs. Many
private sector initiatives also involve education im-
provements, often through loaned personnel or
donated equipment. These State and local efforts
are supported by Federal policies and programs in
three areas: science and mathematics education;
vocational education; and training or retraining
programs.

Science and Mathematics Education.—Public
education is a constitutional responsibility of the
States, but its quality affects the Nation’s economic
productivity. The launch of Sputnik in 1957
prompted concerns similar to those voiced today
about the quality of U.S. math and science educa-
tion. Congress responded at that time with a massive
Federal education program, the National Defense
Education Act of 1958. After the Sputnik crisis,
however, Federal education policy shifted its focus
from the quality of education to equality of access.
Now, faced with issues such as the level of innova-
tion, economic productivity, international competi-
tiveness, and the impact of new technologies on the
work force, artention has again been directed toward
math and science education. A number of commis-
sion reports have raised concern about the quality
of UL.S, education, specifically such problems as a
shortay, of qualified math and science teachers, in-
sufficient high school math and science course re-
quirements, and a lack of priority for excellence in
education.
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Legislation now pending and likely to be reintro-
duced in the 99th Congress includes proposals for
initiatives such as tax incentives for companies
donating computers and technica! equipment to
schools; loans and incentives dividuals to
become science and math teachc. rograms for
joint teacher/industry employment; and funding for
staff development programs. Two bi'ls  ve emerged
as the major packages of education legisiation in the
98th Congress: the Emergency Mathematics and
Science Education Act (H.R. 1310) passed the House
on March 2, 1983; the similar Education for [co-
nomic Security Act (S. 1285) was reported to the
Senate in June 1983 but no further action has been
taken. Both bills authorize $425 million for a vari-
ety of new programs designed to improve teaching
and increase the number of both engineering per-
sonnel and science and math teachers at all educa-
tional levels. The two bills, however, have structural
differences. While both ‘~quire the sharing of admin-

_istrative responsibilitic oy the Department of Edu-
cation and National Science Foundation, different
programs and roies are assigned to each organiza-
tion. Also, a second major difference is the man-
ner in which the formula grants are distributed to
State and local entities, with population the major
factor in the Senate bill, while poverty level and
school-age population are given equal weight in the
House bill.

Vocational Education Programs.—The Depart-
ment of Education, which administers the Vocation-
al Education Program (VocEd), has no_dedicated
high-technology training programs. VocEd has been
criticized in the past both for training for obsolete
skills and for using outmoded equipment. However,
a number of local VocEd programs have been di-
rected toward skills needed for high-technology in-
dustries, such as:

s Triton College, Rivergrove, [L (CAD/CAM
training);

¢ Piedmont College, Greenwood, SC (robotics);

¢ Tri-County Technical College, Pendelton, SC
(microelectronics);

® Rivard Community College, Rivard “ounty,
FL (robotics); and

o Lively Area Vocational Technical Center, Tal-
lahassee, FL (laser optics and electronics).

VocEd is awaiting reauthorization this year, and
several of the reauthorization bills specifically ad-

dress high-technology training. The House has
passed the Vocational Technical Education Act of
1983 (H.R. 4164), which extends vocational educa-
tion for 5 years and attempts to correct these prob-
lems by authorizing appropriations for activities such
as industry/education partnerships for training in
high-technology occupations; adult training, retrain-
ing, and employment development; and entrepre-
neurship programs. Other reauthorization bills
would consolidate vocational and adult education
programs through block grants to the States (S.
1039/H.R. 2940), amend the program to emphasize
high-technology training (H.R. 4793, S. 1094), or
provide additional incentives for equipment dona-
tions (H.R. 3280 and H.R. 4244). Funding levels
were $729 million in fiscal year 1983 and $738 mil-
lion in fiscal year 1984.

Training.—Federal training programs are gener-
ally justified on the grounds of providing equity to
poor and disadvantaged individuals; easing and .
quickening the transition of displaced workers; and
training the work force to use new technologies effi-
ciently. Major policy questions surrounding train-
ing are the criteria that should be used to determine
eligibility for training programs (e.g., poor, disadvan-
taged, handicapped, displaced, or minority) and the
appropriate level of involvement for the public and
private sectors, Currently, Federal training programs
account for only .7 percent of total {raining expend-,
itures in the United States; State and local programs
account for meast of the government-sponsored
training.

Private industry currently spends about $30 bil-
lion on job training and retraining, according to the
American Society for Training and Development,
an amount equal to three times the level spent by
Federal, State, and locai governments combined.
The 200 or 300 largest companies account for the
majority of training programs. Still, many believe
that U.S. industry underinvests in human capitat
and should spend more on worker training. Hence,
a number of proposals now before Congress call for
additional incentives to private industry to increase
their investments in human capital.

The first Federal civilian job training initiative
since the New Deal was the Area Redevelopment
Act of 1961 (ARA). As part of its provisions to help
economically depressed localities attract new indus-
tries, ARA authorized a limited amount of train-

37
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ing to ensure the availabiiity of a skilied work force
for newly created jobs. Persistently high unemploy-
ment rates led to the enactment, in 1962, of the
Manpower Development and Training Act
(MDTA), which authorized a broader array of train-
ing services and allowances and replaced the train-
ing programs of the ARA. In 1964 Congress passed
the Johnson Administration’s Economic Opportu-
" nity Act, which instituted a wide range of programs
designed to eradicate poverty, including training
programs targeted for the poor, minorities, and
youth. Training and retraining are also available to
displaced workers under EDA’s Trade Adjustment
Assistance, a result of legislation dating to 1962, but
this training provision has seldom been used.*

The proliferation of training programs during the
late 1960's led to the enactment in 1973 of the Com-
prehensive Employment and Training Act (CETA),
which consolidated many of the existing work and
training programs. CETA was amended in 1974,
when a public service jobs program was added, and
again in 1976 when the public sector employment
program was expanded. The last rewrite of CETA,
in 1978, targeted training toward low-income and
disadvantaged individuals, but added a Private Sec-
tor Initiative Program to involve industry in rain-
ing activities. CETA. was frequently criticized for
creating too many public sector jobs and having too
little private industry involvement. Examples of
CETA projects that were part of local HTD initia-
tives include:

¢ Colorado Springs, CO, Institute for Business
and Industrial Technology.—IBIT is a skill cen-
ter that has been in operation for nearly 2 years.
It trains students to fill entry-level technical pos-
itions and offers an associates degree in electron-

#Steve Charnovitz, “Trade Adjustment Assistance: What Went
Wrong?" Journal of the Institute of Sociceconomic Studies, vol. 9, No.
{, spring 1984, pp. 26-39.

ics. The Institute was funded by CETA until
Cctober 1983, when the Job Partmership Train-
ing Act took over.

Montgomery County, MD, Upgrading Skills
Training Program.—This program is run by the
County Department of Economic Development
with CETA/JPTA funds. It involves all types
of firms, including high-technology. It identifies
firms that need to upgrade their employees’
skills and then works with the company to de-
sign a curriculum and select employees for the

program.

The Job Training Partnership Act of 1982 (JTPA,
Public Law 97-300) replaced CETA in October 1983.
Like CETA, JTPA is meant to train and employ
the chronically jobless, especially disadvantaged
youths and the structurally v nxemployed. The main
differences between the two are that private indus-
try councils {PICs), rather than local government,
will decide what training will be provided (based on
what jobs are available); and that no public sector
jobs will be created. Like recent changes in general
development programs, described above, JTPA thus
represents a consolidation and reduction in Federal
assistance to State and local governments, combined
with increased State and local responsibility for pro-
gram administration. However, by also increasing
private sector participation through local PICs,
JTPA may also contribute to local networking and
institutional cooperation, which OTA has found
to contribute to successful HTD initiatives.?

BFurther discussion of education- and training-related issues in high-
technology industry can be found in the following OTA publications:
Informational Technology and Its Impact on American Educarion
{OTA-CIT-187, November 1982); Automation and the Workplace: Se-
lected Labor, Education, and Training Issues—A Technical Memoran-
dum (OTA-TM.CIT-25, March 1983); Computerized Manufacturing
Technology: Employment, Education, and the Workplace (OTA-CIT-
235, April 1984); and Technology and Strictural Unemployment: Re-
training Adult Displaced Workers {ongoing).

Planning, Demonstration, and Models

In addition to the more general programs de-
scribed above, a small number of Federal programs
have contributed more directly to regional HTD ini-
tiatives by encouraging State and local groups to

g8

establish new institutional linkages or administra-
tive mechanisms. These programs have been very
small in comparison with CDBG or CETA, and

only a few were longstanding. Nevertheless, they
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have allowed local groups to experiment with dif-
ferent approaches to regional HTD, and in some
cases they have developed or demonstrated models
for State and local HTD initiatives that have been
successfully replicated elsewhere.

It is difficult to determine precisely how effective
these programs have been in promoting HTD, since
they have yet to be evaluated in a rigorous or com-
parative fashion. However, the fact that they have
been considered or adopted by other States and lo-
calities suggests that the Federal Government has
played a useful role in encouraging these experi-
ments. The principal examples of this role iden. .ied
in OTA’s investigation were the State Technical
Services Program (STS) and several cooperative pro-
grams supported by NSF.

State Technical Services Program

STS was one of the few Federal programs specifi-
cally designed to assist States governments in im-
proving their capabilities for dealirg with problems
involving science and technology. STS was designed
to accelerate the utilization of new technologies
through locally planned programs to put them di-
rectly in the hands of business and industry. Estab-
lished by the State Technical Service Act of 1965
(Pulic Law 89-182), STS had given grants to all 50
States, totaling $10.9 million, by fiscal year 1969.
Thers: were few restrictions on use, and in fact one
criticism of STS was that it provided little guidance
to States on how to assist high-technology indus-
try. Some States, like Peninsylvania and North Caro-
lina, started industrial extension services modeled
after agricultural extension; others, like New York,
formed science and technology organizatio.s mod-
eied after NSF. Many States, however, failed to es-
tablish permanent programs.

An evaluation of STS by A. D. Little, Inc., found
that benefits to firms from the three or four most
successful cases in sach State were at least three times
the total Federal expenditure for the extension serv-
ice in a year.?® The eventual benefits and return in
taxes were estimated to be well above the cost of
the program. The evaluation recommended that
Federal support be continued and even increased,

WAnhur D. Little, Inc., Piogram Evaluation of the Office of State
Techrica' Services, prevared for DOC's Office of Program Planning,
contracc No. 9-35333, October 1969, pp. 17, 24, and 29.

and that greater attention be given to increasi.:g
communication between States in order to facil tate
exploitation of useful results and techniques. Never-
theless, few of the efforts begun under STS were suc-
cessful enough to receive further State funding after
the end of Federal support. The exceptions were
notable, however—several of the prograins identified
by OTA's census of State government HTD initia-
tives were founded under STS, and several others
were based on these successful models.

¢ The Pennsylvania Technical Assistance Pro-
gram (PENNTAP) is one existing vestige of STS.
PENNTAP offers assistance to industry through
field offices at 24 campuses of Pennsylvania
State University. PENNTAP generally reacts to
requests rather than initiating technology trans-
fer, a mode that both PENNTAP administra-
tors and NSF observers say works best, in part
because extension officials may not know the
needs and constraints of potential clients.
PENNTAP was in turn the precurscr of Penn-
sylvania’s ambitious Ben Franklin Partnership
initiative. )

National Science Foundation

OTA also identified three NSF programs designed
to develop and demenstrate HTD mechanisms. Two
were directed to university settings, while the other
(like STS) was aimed at State and local governments.
All three have been successfully replicatad.

Innovation Centers Experiment.—NSF’s Inno-
vation Centers Experiment was initiated in 1973 to
increase university coursework and clinical experi-
ence in the commercialization of new ideas, and thus
heighten the entrepreneurialism of participating
students. The program also experimented with in-
direct aid to high-technology entrepreneurs through
three different types of university-based assistance
programs: product testing and evaluation services;
technical extension; and incubation facilities. A total
of 10 Centers were funded by the end of the pro-
gram in fiscal year 1981. Total NSF grants amounted
to about $5.2 million; a small amount of fiscal year
1981 funds is still available, since the Innovation
Centers received funding for 5 years to ensure sta-
bility. NSF has only recently begun a final evalua-
tion of the experiment, which was terminated in

99
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1981 in favor of the University/Industry Coopera-
tive R&D Experiment.

Of the three original Centers, one concentrated
on student entrepreneurship (MIT), one provided
an incubation facility for small local firms (Carnegie-
Mellon), and one sold consulting services to private
innovators (University of Oregon). Six of the later
Innovation Centers concentrated on new product
and new business development, rather than prod-
uct evaluation or student entrepreneurialism; the
seventh was an extension service {University of
Arkansas). Later facilities concentrated more on
assisting local entrepreneurs by providing technical
assistance and incubator facilities, space on campuses
for business offices, and laboratories near students
and faculty. As such, they represent models of sev-
era] types of HTD initiatives described in chapter
4: R&D and technology transfer; entrepreneurship
training and assistance; and physical capital.

An interim NSF evaluation hailed the experiment
a success.?’ In the first 4 years the Innovation
Centers participated in the creation of over 30 new
ventures, of which 23 have reached the market. Sales
total of these firms c:ceeded $30 million, approx-
imately 1,000 jobs were created, and more than $6
million in tax revenues were generated. More than
2,000 students gained instruction or experience in
the entrepreneurship, invention, or innovation proc-
esses. T he study found the major factors determin-
ing program success included the caliber of direc-
tors, the quality of work, the attitudes of established
university departments, stability and flexibility
through 5-year block funding, and NSF's yielding
of patent rights to participant firms.

The incubator facilities at Universities of Utah and
New Mexico are widely considered to be the most
successful centers; MIT’s center has also been called
a success, although it no longer concentrates on stu-
dent entrepreneusship. Only one innovation center
has become financially successful, and several fac-
tors have contributed to the problems experienced
by other centers: the Federal Government’s expend-
iture gained it no rights to innovations at the
centers, and the Federal subsidy was often com-
peting or generating competitors with existing pri-

1 Analyses of Five National Science Foundation Experiments To Stim-

ulate Increased Technological Innovation in the Privace Sector, NSF
82-32, 1982,
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vate sector business consulting firms. University ac-
quisition of equity through the Innovation Centers
might also create an additional problem: conflict of
university interests if it both educates entrepreneurs
and takes an interest in their businesses.

Facilities similar to the NSF Innovation Centers
have been established by other State governments,
universities, and private sector groups in recent
years. None have been modeled directly on these
10 centers, although numerous delegations have
visited and studied them to learn whatever lessons
might be applied to their own regions and situations.
Innovation centers elsewhere that have consulted

NSF include:

® (eorgia Tech's Advanced Technology Devel-
opment Center, which has an incubator facili-
ty akin to the Carnegie-Mellon Innovation
Center model.

® University of Wisconsin at White Water, which
has established an invention evaluation facili-
ty that learned from the unsuccessful Univer-
sity of Oregon Innovation Center.

® University of Michigan at Ann Arbor, Insti-
tute for Research and Technology, Industrial
Development Division, which operates a man-
agement and technical assistance center akin
to the extension service NSF supported at the
University of Arkansas.

¢ University of Missouri at Rolla, which is devel-
oping a multip'e service center including incu-
bator, produc: evaluation, and technical and
management services, which combines elements
of several NSF centers.

University/Industry Cooperative Research
Centers.—This experiment, which was begun at the
same time as the Innovation Centers in 1973, was
designed to promote innovation through R&D and
technology transfer rather than entrepreneurship
assistance. Cooperative R&D attempted to move
technology to the marketplace by matching unive:-
sity research capabilities with the needs of indus-
try, which shares the cost of the research with the
Federal Government. NSF initially funded three
centers from among 14 university and corporate ap-
plicants who received planning grants in 1973, Cri-
teria for selection were the institutions’ ability to
plan the cooperative effort, obtain industry com-
mitments (like UDAG:s, the grants require proof of
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private participation), and agree on allocation of pat-
ent rights. NSF guaranteed 4 years of funding and
Federal declination of patent rights resulting from
the research conducted at the centers.

MIT, North Carolina State University (NCSU),
and the Mitre Corp. received awards. MIT per-
formed cooperative polymer processing research,
while NCSU operated an extension service to assist
the furniture industry, and Mitre acted as a broker
to bring together university and industry expertise
for energy research. Since 1973, Mitre’s center has
closed, NCSU'’s has switched its focus from furniture
to signal processing, and 10 additional centers have
been funded, ali of them located at universities. In
the first 5 years, NSF spent $2.4 million on three
centers, which was matched by about $3.0 million
from 24 private firms. By the end of fiscal year 1982
there were 13 centers, to which NSF had obligated
approximately $5.7 million, matched by approxi-
mately $16 million in research funding from in-
dustry.

State Science, Engineering, and Technoiogy
Program (SSETP).—NSF’s Intergovernmental
Science and Technology Program (ISTP) was estab-
lished in 1967, but through fiscal year 1972 it had
spent only $2.6 million on a number of small State
and local projects. President Nixon's Experimental
Research and Development Incentives Program in-
creased ISTP’s funding significantly in the early
1970'.28 One program, Technical Assistance Grants

"President’s Message to Congress on Science and Technology, Mar.
16, 1972,

to State executive branches and legislatures, sup-
ported staff or consultants to provide technical assist-
ance in State policy or research offices. It was
enhanced through the addition of SSETP in fiscal
year 1977.2°

SSETP’s goal was to improve the policy manage-
ment process through studies of the present and
planned use of scientific and technical resources in
49 State executive branches and in 42 legislatures.
Eight executive branches and seven legislaturos were
given follow-on awards to implement the recom-
mended changes in their mechanisms for provid-
ing technical expertise. Seventeen similar awards
were planned but not made in fiscal year 1981 be-
cause of budget cutbacks. In many cases, however,
State governments implemented the recommended
changes without Federal funds, and many of the
State initiatives identified by OTA trace their origins
to this and other NSF programs. The total budget
for SSETP was $5.1 million for fiscal year 1977-81.3
Overall, ISTP had awarded $41 million by fiscal year
1983, including $7.2 million to State executive
branches, $3.9 million to State legislative branches,
and $20.6 million to local governments.

L egisiative mandate for this program is found in the committee re-
port on H.R, 12566, the NSF authorization for fiscal year 1977

¥Survey of nine State science and technology foundations. Study
funded by NSF, “While these science foundations did not spark the
degree of economic development desired or expected, the successful
~nes .otracted at least four new de ent doilars for each founda-
tion dollar. The additional taxes § - «d from these new develop-
ment dollars have at least equaleg ... .oundation's eppropriations.”
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APPENDIX A

High-Technology Location and Regional
Development: The Theoretical Base*

Summary

Two major bodies of economic theory shed light on
the potential impacts of high-technology incustrial devel-
opment initiatives. Theories of regional economic devel-
opment provide a better understanding of the role of
high-technology complexes in the growth of regional
economies, but they do so on a macroeconomic leve! and
explain only partially or implicitly the factors that influ-
ence the creation of those centers. Industria] location
theories, on the other hand, identify the determinants
of business site selection and location decisionmaking on
a microeconomic level. To the extent that they address
the decisions of high-technology firms, therefore, they
can provide an understanding of what conditions or at-
tributes of particular communities will make them most
attractive for high-technology development.

Regional economic development theories deal with
technological change and the role of high-technology in-
dustry in a variety of ways. Export base theory suggests
that the more successfu} interregional and intraregional
export industries are technology-intensive, and that
high-technology industries thus have higher multiplier
effects that hasten the process of regional economic
growth. Factor price equalization theories explain that
capital and labor flow between regions seeking their
highest return; this may have been a factor in high-tech-

nology Sunbelt growth over the past 20 years, but per-”

capita income convergence in the United States may
soon reverse this trend. Growth pole theory recognizes
the importance of propuisix«e, high-technology sectors in
the urban growth process, ggid explains how such centers
can perform as incubators or seedbeds for the birth of
new companies. Product lifecycle theories recognize that
products, firms, and industries have different locational
requirements at various stages of their technological de-
velopment: while new product development tends to take

place in R&D-intensive locations like Boston or San

Francisco, mass production techniques allow production
to take place in more peripheral low-cost areas like the
Sunbelt or the East. Diffusion theory demonstrates that
the speed with which productivity-enhancing innova-
tions spread between regions can play a critical role in
accelerating the economic growth process. When growth

*The material in this appendix is based on the contractor report, “A Review
of Regional Growth and Industrial Location Theory: Towards Understanding
the Development of High-Technology Complexes in the United States,” pre-
pared for OTA by John Rees (Syracuse University) and Howard Stafford (Univer-
sity of Cincinnan), May 1983,

pole and product lifecycle theories are integrated into a
regional lifecycle theory, they provide a particularly
appropriate explanatory framework for understanding
the development and impacts of high-technology com-
plexes: growth centers in the Sunbett are seen to be new
economic structures that have bypassed the obsalescent
technologies of the old industrial heartland, but increas-
ing inflation in these growth areas may result in a new
regional equilibrium and the reemergence of the indig-
enous technological potential of the older heartland.

Industrial location theory indicates that the executives
of high-technology companies make their locational deci-
sions in much the same way as executives of other com-
panies, but that the factors that attract them to a com-
munity {or at least the priority given to various factors)
can be different from other types of industry. Appropri-
ate labor, for example, is by far the most important single
factor in high-technology location decisions, but with the
skill level of the labor force replacing general availabil-
ity and wage scales as the determining criterion. On the
other hand, high-technology firms put less weight on rela-
tive costs of rransportation, since they are less closely tied
to the location of materials or markets than other in-
dustries.

Because of the increasing competition for high-technol-
ogy jobs, it has become evenngrc important recently
for communities to be aware of the location factors that
are important to corporate executiyes. Community de-
velopment officials need to assess their locational at-
tributes in a realistic manner, matching their character-
istics with the factors that are considered important by
particular industries and concentrating their develop-
ment strategies on rectifying their deficiencies or build-
ing on their strengths, as appropriate. This does not mean
that a community has to simply look at a laundry list
of important factors and fill in the blanks in order to
attract high-technology development. In most cases, how-
ever, based on the needs of high-technology firms and
industries, communities would probably wish to investi-
gate potential linkages with their existing base and to fos-
ter one or more of the following: manpower training or
retraining, technical and financial assistance, and im-
proved access to cultural and recreational amenities,

introduction

Many State and local governments, as well as univer-
sities and business groups, have established programs to
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stimulate the creation, attraction, and retention of high-
technology businesses. In general, these initiatives are in-
tended to increase the level of technological innovation
in a specific region or community, or to make the area
more attractive to high-technology industries in order
to influence the location decisions of individual §rms and
entrepreneurs. To be effective, such programs should be
based on an understanding of the factors that determine
the geographical distribution of high-technology indus-
trial development, its potential role in regional economic
development, and the attributes that influence the busi-
ness location decisions of high-technology firms and
entrepreneurs.

Two major bodies of economic theory shed light on
how and why high-technology industrial complexes de-
velop around the country: 1) theories of regional eco-
nomic growth, and 2) industrial location theory. This
appendix begins with a review of several partial theories
of regional economic growth, each of which deals at least
implicitly with the role and impacts of technological
change in regional economies. Because these theories deal
with regional development at 2 macroeconomic level,
their usefulness in understanding the patterns of high
technology depends on the cumulative effect of location
decision by individual firms. Theories of industrial loca-
tion, in turn, shed light on what conditions or attributes
of particular communities are most likely to influence the
location decisions of high-technology companies.

Regional Growth Theories
and the Development of
High-Technology Complexes

Introduction

Most economic theories that purport to explain re-
gional economic growth address the role of technologi-
cal change, at least implicitly, and there is growing
evidence that the factors influencing technological
change may vary between regions in a systematic man-
ner.” A review of these theories to determine how they
deal with technological change and its role in the devel-
opment of high-technology complexes suggests that there
is no single, acceptable, comprehensive regional growth
theory, bur rather a set of partial theories that explain
different aspects of the regional development process.?
There have been attempts to synthesize these partial

'john Rees, "Fegional Industrial Shifts in the 1.8, and the Internal Genera.
tion of Manuf r.turing in Growth Centers of the Southwest,” in Interregional
Movements and Regianal Growth, W, Wheaton (ed.) (Washington, DC; Urban
Institute, 1979). Others noting this factor include Thomas and Le Heron (1975),
Qakey, Thwaites, and Nash {1980), Joint Economic Committee {1982).

'P. Lloyd and P, Dicken. Location in Space: A Theoretical Approach to Eco-
nomic Geography (New York: Harper & Row, 1977). Also, Weinstein and
Firestine (1978).

theories into a single regional growth theory.? They
nevertheless remain difficult to operationalize for policy
guidance in designing high-technology industrial devel-
opment initiatives. These partial theories involve:

® the role of a region’s export base,

* regional income convergence or divergence over

time,

® growth pele theory,

® regional diffusion processes, and

® product and regional lifecycles.

Export Base Theory

Several researchers have stressed the role of exports
as the initial trigger for regional growth.* At iss simplest,
export base theory states that a region’s growth rate is
a function of interregional und international export per-
formance:

This ability to export induces a fiow of income into the
region which, through the familiar multiplier effect, tends

to expand the internal markets of the region for both ng-

tiona! and region-serving goods and services. . . . As the

regional market expands a:.d region-serving activities pro-
liferate, conditions may develop for self reinforcing and
self sustaining fegional growth, and new internal factors
may become important in determining the rates of region-
al growth, such as external sconomies associated with
social overhead capital and the agglomeration of indus-
tries, and internal economies of scale.’

The resource endowshents of a region can therefore de-
termine its competitive advantage over other regions, and
such endowments can be modified through technologi-
cal change as well as changes in the labor force or capi-
tal pool. For example, Texas Instruments was originally
founded by three individuals who had relocated from the
Northeast in the 1930's in search of oil, and, due to the
lack of indigenous technology, began building their own
instruments and equipment,

Export-producing industries result in a regional
balance-of-payments surplus, and they also tend to have
strong forward and backward linkages with other indus-
tries in other regions. This in turn helps to integrate the
developing region into the national economy. Further-
more, ‘export industries tend to be technologically ad-
vanced and to operate at higher levels of productivity
. . . lgenerating income that] filters through the region
and helps to spur development of residentiary [nonex-
port] industries.” Hence, export base theory recognizes
the higher multiplier potential of high-technology sec-

*H. Richatdson, Regiona! Growth Theory {London: MacM:tan, §973).

*H. Perloff and L. Wingo, “Natura! Resource Endowment and Regions! Eco-
nomic Growth,” in Nacural Resources and Economic Growth, . Spengler (ed.)
{Washington, DC: Rescurces for the Future, 1961). Also, North {1955).

Perloff and Wingo, op. dt., p. 200.

B. |. Weinstein and R. Firestine, Regional Growth snd Decline in the United
Seates (New York: Praeger Publishers, 1978), p. 62.
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tors, although the exact nature of such multipliers has
not been determined through empirical research.

Regional income [nequality Theories

Two types of theories explain regir . 4l growth in terms
of income inequality, usually focssing on developing
countries or growth regions in moe e advanced economies.
These theories suggest that th.e regional development
process, once triggered by some initial stimulus, tends
to be cumulative in nature.

Factor Price Equalization Theories.—The notion
‘of convergence in regional incomes exgerged from the-
ories of international and inten'egic:é;& trade. These
models assume that factors of produdtion—capital and
labor in particular—are “free” to move betwee:, regions
to seek their point of highest return. The flow of invest-
ment capital from Northern to Southern States in the
1970%s, for instance, can be seen as movement from ateas
of low return to areas of high return.?

Interregional flows eventually reach an equilibrium
where per-capita income is equalized between regions,
and evidence shows that a significant regional income
convergence took place in the United States over the last
50 years.? In 1925, per-capita income in the Southwest
was only 53 percent of the U.S. average, but by 1976
this had reached 84 percent of the U.S. average. During
the same time period all but two of the industrial States
of the Northeast and Midwest showed relative declines
in per-capita income, with drastic declines in New York,
Connecticut, and Delaware. Since the Sunbelt States
were the largest recipients of both physical and human
capital over this period, the attempts of both industrial
companies and individuals to maximize income do seem
to be causing income convergence between regions.

Patterns of capital mobility within regions, however,
are more complex. “Income analysis of economic and
population trends during the seventies indicates that a
powerful decentralization of activity was occursing . . .
{but] important qualifications need to be made about the
periphery, for it was not an economic monolith.” Un-
equal growth rates among the Sunbelt States may reflect
large differences in their industrial structure:

The dominant industries in the Carolinas, Tennessce,
and Texas have included textiles, gzpparel and foud
processing—all comparatively labor intensive and '.w-
wage industries at the mature end of their technolegv
cycles. Nearly 42 percent of the South's manufacturing
employment are in low-wage industries as compareci to
only 20 percent for the U.S. as 2 whole. The South em-

W, Wheaton {ed.}, Interregions! Movements and Regional Growth (Wash:
ington, DC: Urban Institute, 1979),

#Weins-ein and Firestine, op at.

*W. Keinath, “The Decentralisation of American Economic Life: An Income
Evaluation,” Economic (Geogra Yy, vol. 58, 1982, p. 356,

ploys only about 25 percent of its manufacturing work-
ers in high-wage industries as compared to 37 perceiit for
the United States.!?
The regional income convergence between North and
South, in other words, appears to have been led by the
decentralization of relatively low-technology industries,
or by low-technology sectors of high-technology indus-
tries. This trend can also be explained as a regional man-
ifestation of the product lifecycie model, discussed below.
Unbalanced Growth Theories.—While factor equali-
zation theories see regional convergence as the mecha-
nism by which growth is transmitted throughout the na-
tional economic system, advocates oi unbalanced growth
strongly dispute the effectiveness of these spr2ad effects.!!
One theory of unbalanced growth centers on the nction
of “cumulative causation,” wherein market forces tend
tO attract economic activity to areas that acquired an ini-
tial advantage through location, technology, or some
other factor. Peripheral regions will experience some
growth through spread effects, but lagging areas are de-
bilitated by “backwash eifects”: labor and capital migrate
to the growth center, while low investment in public serv-
ices inhibit the development of peripheral areas. Only
when spread effects are stronger than the backwash will
new economic centers emerge as the foundation for future
regional growth.

Growth Pole Theory

The notion that regional growth initially occurs around
one or more regional centers of economic strength can
be traced to the French:economist Francois Perroux,
whose original conception of growth poles referred to in-
dustrial sectors rather than their spatia. manifestation.
Growth poles were transformed into a spatial concept
by regionai planners under the term “growth center,”!2
Polarization—growth of such poles—depends on propul-
sive institutions such as fast-growing industries, in-
novative companies and research universities. Such in-
stitutions drive the growth of their economic sector, but
“there [also} appear to be significant spatial polarizing
influ:nces present in the working of the multiplier.”ts
These geographical forces include the operation of scale
factors (specifically agglomeration economies), the spatisl
clustering of innovations and the nature of i wdustrial
dicisionmaking (discussed below).

Growth pole theory therefore recognizes the link be-
tween technology, innovation, and regional economic
growth more explicitly than the other theories reviewed
so far:

1*Weinstein and Firestine, op. cit., p. 51,

NG, Myrdal, Rich Lands and Poor (New York: Harper & Row, 1957). Alse,
Hirschman (1958).

4, F, Darwent, “Growth Poles and Growth Centers in Regional Planning:
A Review.” Environment and Planning, vol. 1, 1969, Also, Hansen (1972).

Uiloyd and Dhcken, op. cit., p. 406,
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s

Thus one may envisage the situation of a growing, suc-
cessful economic system, say an induserial city, drawing
to it the ideas of spatially dispersed inventors searching
for sponsorship, pulling in the skills of migrants, investing
its own funds in the search for invention, and using its
accumularing capital and labor to convert this flood of
new technology into effective use.'*

This centripetal movement accelerates local growth by
enhancing the potential for invention and innovation.'’
The major advantages of large urban areas, in fact, may
not lie in their economic base, in the traditional sense,
but rather in their capacity to innovate, as reflected in
universities and research institutions with an explicit con-
cern for creativity.!6 This would help to explain the role
of the Massachusetts Institute of Technology and Stan-
ford University in the creation of Route 128 and Silicon
Valley, respectively. And since most new businesses tend
to stay in areas where their founders were initially lo-
cated, it is also likely that large urban areas will spawn
more new companies than small communites: their ag-
glomerations serve as seedheds or incubators for the cre-
ation of new firms.!

There is little empirical evidence on how urban growth
poles act as industrial seedbeds, but there is evidence that
firm creation and innovation diffusion may be highly re-
lated to personnel movements between firms in the same
and related sectors. Research on the spinoff process in
the San Francisco area reveals that small firms have
higher spinoff rates than large firms, but this may not
hold true over time or over space.'® One key variable
that has received little attention is the role of organiza-
tional structure and corporate policy in the spinoff proc-
ess. In this respect, one can classify spinoff firms accord-
ing to how they came about:

* Competitive spinoffs, where employees leave a
parent company and establish their own companies,
whose products compete directly with those of the
initial parent. Because many buyers require a “sec-
ond source,” the need for duplication and standardi-
zation of products can be a major stimulus for spin-
off here,

® Backward linked spinoffs, where employees set up
their own company to supply the parent with needed
materials or services. This may result from a con-
scious policy decision by the parent company to buy
rather than make a product it needs, i.e., where the
spinoff is directly encouraged by the parent.

Uld,, p. H9.

1A, Pred, “Drffusion, Organuzational Spatial Seructure and Ciey-System De-
velopment,” Economic Geography, vol. 51, 1975,

#Wilbur Thompson, “Internal and External Factors in the Development of
Urban Economies.” in lesues in Urban Economies, . Perloff and L. W.ngo (eds.)
(Baltimore; Johns Hopkins Press, 1968).

7R. Struyk and F. James, Intrametropolitan Induserial Locstion {Lexington,
MA: Lexington Books, 1975). Also in Cooper (1971} and Danilov (1972).

A, C. Cooper. “Sg.n-Offs and Technical Entreprencurship,” IEEE Trans:
actions on Engineering Management, EM-18, 1971.
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® Forward linked spinoffs, where employees set up a
company to market products on which they worked
for the parent. This may occur where an employee
identifies a potential use for a product and decides
to market the idea himself. This could have a major
effect on the diffusion and adoption of a particular
product. '

Corporate policy can also influence regional rates of
firm creation, since large firms can limit the number of
external spinoffs by encouraging internal spinoffs for risky
R&D ventures. Texas Instruments, for example, finds
and keeps technical entrepreneurs through a small busi-
ness development scheme within the company; this may
be one reason why the number of spinoffs in the Dallas
area (where Texas Instruments is the leading electronice
company) is low in comparison with the number of spin-
offs from Fairchild in the San Francisco Bay area. One
would expect the larger urban growth poles to be the
most fertile spawning grounds for new high-technology
companies, but the faster growth of small and medium-
sized growth centers in recent years suggests that agglom-
erating tendencies are also at work in these smaller com-
munites. High-technology complexes can apparently de-
velop in a wide variety of locations, and the next round
of high-technology development may w2l be away from
large growth poles (e.g., Boston, San Francisco, New
York, Dallas, and Phoenix) and towards medium-sized
growth centers—places like Austin, Albuquerque, Col-
orado Springs, and Portland, which are small enough to
offer a superiot quality of life but still large enough to
provide necessary services and economic bases.

Diffusion Theory

Studies of rechnology transfer and the diffusion of in-
dustrial innovations often ignore the regional context of
innovations.i? Conversely, geographers who study the
innovation diffusion process usually focus on consumer
rather than industrial innovations.?® There thus exists
a need to integrate appropriate elements of both eco-
nomic and spatial models of innovation diffusion. Four
different approaches have been pro 121

® the adoption approach, which focuses on the proc-

ess by which adoption occurs, mostly as a function
of the learning or communications process;

® the market and infrastructure approach, focusing on

the ways in which adoption conditions ire made
_available via diffusion agencies and adoption
strategies;

E. Mansfield, et al., The Production and Application of New Induserial Tech-
nology (New York: W. W. Norron, 1977). Also, Geld (1977},

N7, Hagerstrand, Innovation Diffusion as & Spatial Process {Chicago: Univer.
sity of Chicago Press, 1967). Also in Brown (1980).

81, Brown, Innovation Diffusion (London: Methuen, 1980,
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® the economic history perspective, which emphasizes

the dynamic, evolving nature of innovations; and

e rhe development perspective, which focuses on the

impact of diffusion on employment and regional

disparities.

Based on these four approaches, four models of innova-
tion diffusion models can be identified:

® The epidemic diffusion model, which emphasizes

distance-decay factors and the logistics curve, where
diffusicn is seen as a function of the contact system
of adopters. The “friction of distance” implies that
the diffusion or spread of innovations is most effec-
tive in areas close to the point of origin (see below
for more detail).

¢ The hierarchical diffusion model, in which innova-

tions filter down the urban size hierarchy; this does

not necessarily imply a rigid progression from larger
to sinaller urban centers for all types of innovations,
since the organizational strucrure of multilocational
companies can cause diffusion to flow from small city
to large or from large city to even larger, or between

cities of approximately the same size 2
® The interindustry diffusion model, erophasizes the

sectoral environment of a firm and the importance

of variables such as market structure, profitability,
access to capital markets, and age of capital stock
in explaining the diffusion process.??

® The interorganizational diffusion model focuses on

the internal characteristics of firms as determinants

of diffusion, together with attitudinal and informa-
tion variables.

These models have not yet been integrated into a com-
prehensive diffusion theory because they operate at dif-
ferent levels of analysis:

The epidemic and hierarchical diffusion models, strictly
viewed, deal with the question of how a phenomenon
develops in time and space, while only the industry-specific
and firm-specific models attempt to answer the question
of why a particular diffusion pattern emerges. . . . If one
thus questions the influence of space on the diffusion of
innovations one must proceed from both of the last-named
models and investigate how the validity of these models
is modified by the fact that the economic subjects are ex-
posed to varying locational environments.?*

Product and Regional Lifecycie Theories

Building on growth pole theory, and recognizing the
propulsive nature of technology in changing regional eco-
nomic structure, regional researchers in the 1970's turned
to the product and technology lifecycle models for more

PPred. op wrtLp 256

PMansfield, op. ot

#H J. Ewers and R W Wernrman, "Innovation-Oriented Reglonal Policy.”
Regronal Studies, vol, 14, 1980, p. 109,

appropriate explanations of the changing locational re-
quirements of firms whose products are at different stages
of maturity.?

Briefly, the product cycle model is based on the prem-
ise that products evolve through three distinct stages:

® an innovation stage, where a new product is devel-

oped and manufactured in the home region and in-
troduced in a new markesgarea by exports;

® a growth stage, in which external demand (inter-

regional or international) expands to 2 point where
direct investment ir: production facilities becomes
feasible and when process technology can be trans-
ferred; and

® astandardization stage, when production may shift

to low-cos. locations.

This model has an explicit locational dimension, since
each stage of the product cycle has different locational
requirements. The innovation stage, which needs a high
input of R&D, is usually carried out in high-cost areas,
as in the case of mini- and microcomputers in Califor-
nia and Massachusetts. The standardization phase, on
the other hand, favors low-cost locations, typically pe-
ript eral areas where labor costs and the level of unioni-
zation are low. This part of the theory explains the early
loss of nearly | million production jobs from the Manu-
facturing Belt to the Sunbelt and foreign locations be-
tween 1947 and 1963.

As production operations accumulate in peripheral
growth centers, however, external economies will increase
in those locations, particularly agglomeration effects, and
service infrastructure. When demand in the receiving re-
gion grows 2o a critical threshold, industrial growth takes
off on its own through an indigenous seedbed effect—
large branch plants begin spawning small new companies,
particularly in high-technology sectors.

Aiding this growth process in the new region is the
immigration of entrepreneurs. Evidence of such develop-
ments can be seen in the once-peripheral growth centers
or “sunspots” of the South and West, such as the Dallas-
Forth Worth area.? This spatial manifestation of the
product cycle implies that, over time, regions can change
their roles from recipients of innovation via branch plants
to generators of innovation through indigenous growth.

The Manufacturing Belt has traditionally served as the
seedbed of innovation for the American industrial sys-
tem, but the diffusion of *echnology-intensive growth sec-
tors to peripheral g+ wth centers suggests that the in-
novation potential of the Manufacturing Belt has been
eroded and that of the periphery enhanced. Shift-share

-analysis shows that the Manufacturing Belt specializes
in nationally declining industries, whereas the industrial
mix of peripheral areas showed a greater share of tech-

PRees, op. cit. Also, Norton and Rees (1979), and Thomas (1980)
Plind.
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nology-intensive growth industries.?” Cyclical changes

‘resulting from the recessions of 1975 and 1982 may have
exacerbated this structural change, which could mark the
decline as the turning point for the Manufacturing Belt
as the dominant industrial core of the country. However,
the position of any region on its growth curve is the re-
sult of counterbalancing forces from the push of innova-
tion adaptation, on the one hand, and the pull of iner-
tia protecting existing structures, on the other. Recent
studies of the locational concentration of R&D and adop-
tion rates for new production technologies suggest that
the 8ld industrial heartland still has more indigenous po-
tential for economic revival than is generally accepted.?8
Evidence from the recent revival of New England is fur-
ther testimony to this.

Recently, therefore, it has become poputar to think in
terms of long cycles {or waves) of growth and decline,
but this time in a regional context.?® The notion of a
regional economic lifecycle has its antecedents in Kon-
dratieff’s long waves and Schumpeter’s notion of “creative
destruction,” in which new economic structures in new
regions bypass existing structures that have become func-
tionally obsolete. Using this framework, New England
was the first Frostbelt area to enter a long economic
slump, and therefore would be expected to recover first.
But one has to treat such generalizations with care.
“There are two economies going on in the New England
states,” according to one view, “the high-tech area but
also the continuing struggle of the old mill towns.”*® The
large number of part-time and low-wage jobs in the re-
gion has led some researchers to view New England as
a dual economy with a “missing middle . . . of skilled jobs
within part‘cular industries which traditionally employed
the largest number of skilled and semi-skilled blue collar
workers,"!

Others are skeptical that the industrial Midwest will
go through the same kind of economic transformation
as New England, due to inertial factors like high levels
of unionization and relatively high wages.

The future direction of the industrial heartland’s life-
cycle, and the reliance on high-technology industry as
the engine of revival, are clearly open to question. The
technological imperative that drove the revival of New
England may not be present in other areas, at least not

R, D. Norton and }. Rees, “The Prexduct Cyxle and the Spatial Decentraliza-
tion of American Manufacturing,” Regional Studies, vol. 13, 1979,

1. Urterhack, “The Dynamics of Product and Process Innovation in Indus
wy,” in Technological Innovation for @ Dynamic Economy, C. Hill and J. Us-
terback (eds.) (New York: Pergamon Press, 1979).

G, Sternlieb and J. W. Hughes (eds), Revitalizing the Northeass (New
Brunswick, NJ: Rutgers University, Center for ' 'rhan Policy Research, 1978).

WThe Nations! Journal, Feb. 26, 1983, p. 436,

UB, Harrison, “Rational *stion, Restructuring and Industrial Reorganizaion
in Older Regons: The Economic Transformation of New England Since World
War 11" Working Paper 71, Joint Center for Urben Studies, MIT-Harvard
University, 1982, p. {17

to the same degree. However, the industyial heritage of
the Manufacturing Belt, the quality of output associated
with its companes, and increasing wage inflation in Sun-
belr regions may in time shift the comparative advan-
tage back to America’s older industrial regions.

Industrial Location Theory
and the Location Decisions of _
High-Technology Companies

Overview

The growth theories reviewed so far deal with regional
economic development ity a macro sense. Whether or not
they are applicable to understanding the location pat-
terns of industry is dependent on‘the cumulative effect
of individual investment decisions and how individual
decisionmakers react to their own perceptions of reality.
To date, industrial location theary can be divided into
two major schools of thought: least-cost theory and max-*
imum-demand theory.?? Dissatisfied with the unrealistic
assumptions of these theories, however, regional research-
ers have argued that a more appropriate understanding
of business location can only be achieved by examining
the decisionmaking process in its corporate context.}

Selecting the location for a new plant is typically a deci-

sion made by relatively few senior executives of a firm, ¢

based on the objective and judgmental balancing of cor-
porate goals and a variety of location factors. The loca-
tion search typically proceeds sequentially: a region of
interest is delimited; subsectior.s of the general region are
evaluated; towns that meet the minimum requirements
for the plant are identified; and firally a specific town
is selected and the building site is purchased. The loca-
tion factors change in relative importance with each
thange in the geographical scale of the search.
Location factors may be separated into two general
types: 1) those relating to the friction of distance, and 2)
those relating to the attributes of areas. Friction-of-dis-
tance variables are those which measure the costs of mov-
ing materials, products, people, or ideas across space,
The : costs may be measured in terms of miles, or money,
or time, or even psychologically as ease or conveniegice.
The second category is concerned not with how far one
place is from another, but rather'with the characteris-
tics or attributes of the area itself. Included are variables
such as labor, agglomeration and infrastructure, power,
water, and the quality of life. Specific factors vary in refa-
tive iuaportance according to firm, pléce, and time; each
situation is unique. Location theory has traditionally em-

Lloyd and Dicken, op. cit. Also Smith {1980).
© VH. A. Stafford, Principles of Industrial Fecility Location {Atlanta: Conway
Publications, 1980).
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phasized friction-ofdistance variables, but the attributes-
of-area variables are becoming more important for many
plant location decisions. The factors most often consid-
ered relevant, however, are access to markets, access to
materials, transportation facilities, labor {especially avail-
ability and productivity), utilities, business services, taxes,
and local “quality of life.”

The Location Factors That infiuence
High-Technology Industry

The popular concept of high-t'.chnology industry most
closely corresponds to firms or plants that produce high-
technology products. Compared with most manufactur-
ing companies, these firms tend to be relatively small and
new. In conducting site searc hes, they are likely to engage
in an informal, top-down <tyle of decisionmaking (due
to the lack of internal specialists) and have limited search
spaces, preferring to locate new activities close to existing
operations.**

Friction-of-distance factors are relatively unimportant,
because they manufacturs }uyh value-added products for
which unit transportatio . “hz:ges are low, because their
input materials come from - variety of sources and loca-

R, Oakey. A. Thwaites, and P. Nash, "The Regional Distribution of In-
novative Manufactuting Establishments in Britain,” Regional Studies, vol. 14,
1980.

tions, and because their markets aiso tend to be spatially
scattered.

Table A-1 indicates the relative significance of the 10
most important location variables according to various
ranking schemes, by high-technology and non-high-tech-
nology plants, and by location decisions at thc regxonal
and within-region scales.

Labor.—Labor stands out as the most important loca-
tion determinant in the search for a new plant site. This
is especially so for high-technology plants: a recent survey
found that 79 percent of high-technology decisionmakers
mentioned labor as an important factor in their selec-
tion of a branch plant location and this was the only
factor mentioned in more then half the location deci-
sions.” Ir an earlier survey conducted by the Joint Eco-
nomic Committee (JEC) of Congress, fully 89 percent of
the respondents indicated that Iabor skills and availabulity
were “significant” or “very significant” at the regional
scale, with 96 percent the comparable figure at the within-
region scale,

While labor costs are of some importance, it appears
that the availability, attraction, and retention of skilled
technical and _ rofessional personnel are the primary con-

Bacafford, op. cit.

%loint Economic Committee, U.S. Congress, Location of High Technology
Firms and Regional Economic Deveiopment (Washingron, DC: U.S. Govern-
ment Printing Office, June 1982).

Tabie A-1.—Location Factors Infiluencing New Manufacturing Plants

Determinants for high-technoiogy v. non-high-technology plants

Rank High-technoiogy plants

Non-high-technciogy plants

RN WA -

- Yo" | S0
Transportation availability .........
Qualityofiife....................
Markels access ........covvvnnn.
Utitities . .....co i i e
Site characteristics ... ...........
Community characteristics ........
Businessc¢limate.................
BT . T
10 Development organizations . .......

... Labor

... Market access

... Transportation availability
... Materials access

... Utllities

... Reguiatory practice

... Quality of life

... Business ciimate

... Site characteristics

... Taxes

SOURCE: H. A, Stafferd, Survey of 104 Plants, 1983,

Desterminants for high-technology plants between and within regions

“Rank  Selection of region

Selection within region

1 L.abor skilis/avallability . ...........
2 Llaborcosts ...l
3 Tax climate within region .........
4 Aca jemic institutions ............
5 Costofliving....................
6 Transportation ...................
7
8
9

Marketsaccess ..................
Regional regulatory practices ......
Energy costs/availability ..........
10 Cultursi amenities................

... Labor avaliabiiity

... Statefiocai tax structure

... Business ciimate

... Cost of propanty/construction
... Trans..! availabilily for pecpie
... Ample area for expansion

... Proximity to good schools

... Proximity to amenities

... Transport facilities for goods
... Proximity to customers

SQURCE: Joint Economic Comimittes, U.8. Congress, Location of High Technaiogy Firms and Ragional Econoimic Development,

June 1, 1982, tabies 1.5 and §, pp. 23 and 25.

36-737 0 - 84 - 8 : QL 3
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cerns when high-technology firms locate or expand pro-
duction facilities. Even highly skilled labor tends 1o ex-
hibit a significant degree of spatial inertia; in this sense,
high-technology industries are not truly “footloose,” be-
cause thev are constrained by the uneven distribution
of relatively immobile labor. As a result, the R&D centers
of la. 'e corporations are most often located in urban
areas that are rich in information, skills, and manage-
ment.)? .

Academic Institutions.—Several studies have indi-
catéd the importance to high-technology industries of

- nearby colleges and universities, especially those that

E

focus on scientific and technical education. These educa-
tional institutions are directly influential because they
are repositories of technical information and they train
the needed engineers and technicians. They also are im-
porant in attracting and retaining skilled workers who
want continuing educational opportunities. Furthermore,
to the extent that new high-technology firms are spin-
offs from existing enterprises, they are more likely to be
born and survive in the technology-rich environments
spawned by nearby universities. The importance of near-
by academic institutions is consistent with the over-
whelming locational importance of skilled abor, as are
the quality of life and cultural amenities variables.?®

Quality of Life and Amenities.—For all industries,
the human factor has become a more important location-
al variable in the past two decades. For some it has meant
a search for low-cost labor areas, but for high-technology
industry it means areas that, because they are attractive
to highly skilled workers, are thereby more productive
snvironments. Quality of life and the existence of suffi-
cient amenities, both cultural and recreational, are diffi-
cult variables to measure, but there is little doubt that
they are critical in locational decisions.’® In table Al
these include not only “quality of life” and “proximity
to amenities,” but also “academic institutions” and “prox-
imity to good schools.” A plant started in a community
which ranks low on the livability scale will soon have
difficulty in attracting, or even transferring, engineers and
managers.*

Access to Markets, Materials, Transportation, and
Agglomeration.—Industrial location theory has tradi-
tionally emphasized the costs of moving materials to the
plant and products to the consumers. These friction-of-
distance considerations are relatively unimportant for
high-technology firms, which produce irems for which
transportation costs are a small proportion of delivered

YE. Maleckt, “Corporate Organization of R .nd D and the Location of Tech-
nological Activities,” Regional Studies, vol. 14, 1980.

ME. P. Deuterman, "Seeding Science Based Industry,” New England Business
Review, 1966, Also Gibson (1970), and Joint Economic Commirmee (1982).

®Seafford, op. ac, p.o 100,

#R. Schmenner, Making Business Location Decisions (Englewood Cliffs, NJ:
Prentice-Hall, 198, p 38

Q .

Aruitoxt provided by Eic:

price; transit time is more ctgical than cost. They also
utilize a wide variety of inputs which are not conveniently
localized, so the advantages of locating near one supplier
are neutralized by the distances from others. Transpor-
tation is, however, a factor of some locational impor-
tance, but more in terms of the requisite modes and fre-
quency: high-technology firms need easy access to high-
level, rapid transportation facilities (e.g., air travel) for
the movements of managerial and technical staff. Mar-
ket access is & variable of moderate importance to high-
technology plants, but again the emphasis is on ease and
speed rather than cost. Access to customers is more im-
portant when the sale contract calls for service or when
there are significant reciprocal information transfers.

Taxes.—No issue is more debated in the industrial
location literature than the influence of taxes on site
selection. Decisionmakers frequently mention the impor-
tance of regional and local tax differentials in their loca-
tion decisions, but analysts usually conclude that taxes
are of relatively little importance, especially when regions
of interest are being determined. One consultant suggests
that industrialists often use taxes as rationalization for
opposing labor unions and other costs, real or imagined,
associated with an unsatisfactory regional image; based
on his company’s studies, the consultant concludes that
“it is apparent that in every case State taxes are the least
significant of all factors.” Other researchers have also
concluded that taxes are a relatively minor locational
variable, and that taxes are often as much an emotional
issue as a financial one.¥? Low taxes may be somewhat
more valued by high-technology industries since they are
less locationally constrained by other factors.*? The JEC
survey indicates that taxes are the sa=cond most impor-
tant locational determinant for high-technology firms,
ranked “very significant” or “significant” by 67 percent
of respondents at the regional scale, at the within-region
scale rising to 85 percent.** A more recent survey, how-
ever, places taxes as a minor locational variable: only {4
percent of the high-technology respondents even men-
tioned taxes as a location factor.®® The issue remains un-
resolved, but further complications are introduced when
it is noted that low taxes usually are negatively correlated
with several other attributes which high-technology firms
value, includ'ng public services, infrastructure, good
schools, and cukural amenities.

Financial Capital.—Although access to financial cap-
ital is a key variable in R&D trends and innovation gen-
eration, very little is known about geographical differ-
ences in its availability. Industrial location literature

“H. L. Hunker, Industrial Development (Lexington, MA: Lexington Books,
1974, p. 119,

28chmenner, op. cit. Also, Stafford (1980, p. 109,

“Ibid., p. 50.

HIEC, op. cit.

“Safford, op. cit.
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traditionally assumed uniform accessibility to financial
capital, and thir assumption has become part of the com-
mon wisdom without appropriate empirical testing.*
Given the different banking systems in the United States,
ranging from branch banking to unit banking as modi-
fied by multibank holding company acquisitions, the
assumption is probably faulty, particularly in the current
context of deregulation in the financial sector.

Because of the importance of venture capital in the gen-
eration and commercialization of innovations, particu-
larly by small companies with higher risks attached to
them, regional and temporal variations in access to cap-
ital may be a more significant factor than has been
shown. For example, a recent study of the financing dif-
ficulties encountered by 2,000 companies found that
smaller firms have more difficulty than larger firms and
rural companies have greater difficulties than urban or
suburban firms; but when firms were aggregated by cen-
sus region, there were few discernible differences in their
difficulties in obtaining capital.¥

Applying Theories to High-Technoiogy
Development Programs

Because of the increasing involvement of States and
local communities in intense competition for high-tech-
nology plants and jobs, it has become even more impor-
tant for them to be aware of location factors that indus-
trial decisionmakers consider important. Above all, they
must assess their region’s attributes in a realistic fashion
and then match them up with the factors valued by in-
dustry, as part of their economic strategy in their area
development programs.

The Need To Assess and Mobilize
Local Potential

There will be intense competition over the next few
years for a few selected high-technology industries, and
the job creation potential at the end may still be low.
Because the rewards may be small and the game highly
competitive, each locality needs to assess its existing po-
tential in order to establish realistic goals for attracting
high-technology industries, One of the most effective
tools for this purpose is the “target industry screening
method” developed by the Battelle Institute in 1970.48
Developed as an alternative to the “shotgun approach”
of many community marketing efforts, the screening ma-
trix method provides a more systematic way of match-

D) A Smich, Industrial Location (London: John Wailey, 1980,

O\ Kariman, "The Case Against Bailing Qut Distressed Areas,” in Fublic
Policies for Distressed Areas. S. Redburn and T. Buss {eds) (Lexington, MA:
Lenington Books, 1982), p 33

#Bareelle Invtitute, The Regional Potential Model (Columbus, OH . Bactelle

Memortal Labe, [970).

ing the attributes of a community with the needs of an
industry.*® This approach assumes that it is important
for future industry to be related to the existing economic
structure of an area in terms of industry linkages and
resource base. This implicitly recognizes the importance
of current attributes in attracting further development,
as explained by export base and growth center theories
described above. .

After careful consideration of an area’s comparative
advantages and current economic conditions, industries
whose location criteria most nearly match the commu-
nity’s attributes are identified as the highest order pros-
pects for its recruitment efforts.

The types of locational criteria that should enter the
screening methodology in the context of high-technology
industries should include the following factors discussed
in earlier sections:

o The existing economic base, particula:ly the pres-
ence of high-technology sectors or companies with
direct links to high-technology sectors. This ap-
proach could include input-output analysis and
would identify potential industries for import sub-
stitution:.

e The scientific and technical environment, including
access to major universities and research institutions.

e [ abor factors, including occupational mix (propor-
tions of professional, skilled, and unskilled workers),
labor cost, and productivity as they relate to the la-
bor intensity of existing industry.

e Financial variables, including local property and in-
come tax rates, the role of commercial banks and
savings and loan banks, and the presence of other
financial institutions with access to development
capital.

e Amenities, particularly access to recreational and
cultural opportunities. ‘

& Access to local and national markets via different
forms of transportation.

Only through systematic assessment can the commu-
nity assess its comparative advantage for attracting spe-
cific industries. A regional marketing plan should, how-
ever, look out for conflicting goals. For example, it is
conceivable that industries with a high propensity to at-
tract suppliers (backward links) may result in the cluster-
ing of firms that could put excessive demands on certain
types of labor. Th's in turn could result in higher rates
of wage inflation in the area, which could prove unat-
tractive to other industries. An understanding of an
area's industrial base, plus an objective screening proc-
ess, is one of the few sound ways of attracting future eco-
nomic development, whether technology-intensive or
not. Without such systematic procedures, community
resources may be wasted.

D). (0. Sweet, "An Industrial Development Screcning Matnix.” Profesaonal
Vieographer, May 1970,
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APPENDIX B

Formatlon and Growth in High-Technology
Firms: A Regional Assessment”

Summary

Recent publicity about rapid growth of employment
in high-technology industries has caught the attention
of policymakers at all levels of government. Many State
and local goverpments have already created programs
to encourage location of new high-technology businesses
in their regions. While there is no shortage of policies
promoting emphasis of local development efforts on en-
couragement of high-technology industries, there is a
dearth of empirical information on the efficacy of such
programs. This study attempts to provide an empirical
description of the high-technology sector, its regional
growth patterns, and the relationship of particular char-
acteristics of metropolitan areas to high-technology
growth.

A large business microdata set, the U.S. Establishment
and Enterprise Microdata (USEEM) files has been de-
veloped at The Brookings Institution for the Small Busi-
ness Administration with additional support from the
National Science Foundation (NSF). Several properties
of this new data set recommend its use for this type of
analysis. Most important is the facility to specify groups
of business establishments and examine details of their
behavior over time, differentiating—e.g., business forma-
tions, closures, expansions and contractions. The pres-
ence of information on organizational status of establish-
ments (e.g., whether an establishment is a2 branch of a
lavger business or an independent euterprise) permits the
analysis of the employment changes in establishments
within the context of their owning enterprises.

Adopting a broad, but rigorous, definition of high-tech-
nology industries, based on minimum levels of profes-
sional, scientific, and technical workers in each indus-
try or of research and development (R&D) expenditures,
tabulations of matched records from the USEEM files
for 1976 and 1980 were prepared to provide data to ana-
iyze the size and distribution of the high-technology sec-
tor in 1976 and its growth from 1976 to 1980.! Data for

*This contractor report was prepared for OTA by Catherine Armingron, Can-
dee Harris, and Marjorie Odie of the Business Microdata Project, The Brook.
ings Institution, Washington, DC. The anafysis and data were prepared for the
National Science Foundation under grant No. IS 8212970 with addiional anal-
ysts prepared for OT A under an interagency with the Small Business
Administration. Oviginal data development werk was funded by SBA contract
No. 2641-0A-79.

"This definition of the high-technology sector included 88 industries in manu-
facturing and business services, most of which rely heavily on evolving tech-
nologies.

the high-technology séctor are contrasted with that for
the rest of the manufacturing and business service in-
dustries (called “low technology”) and with that for
“other industries” (excluding manufacturing, business
services, and government). Employment growth and busi-
ness formation data were extracted from these tabula-
tions and integrated with other socioeconomic data for
a sample of 35 metropolitan areas. These aggregate data
were then used in a regression analysis examining the
relationships between the characteristics of the metro-
politan areas in the sample and the formation and growth
of both high-technology and other business estab-
lishments.

The descriptive analysis of the tabulations and the re-
gression analysis addresses the following questions, What
are the characteristics of high-technology establishments
and their patterns of employment growth? How does the
distribution and behavior of high-technology establish-
ments differ from that of establishments in other indus-
tries? Are high-technology industries dominated by large
corporate enterprises, or do independent establishments
flourish in the atmosphere of innovation and growth?
Firms in these industries are subject to ever-shortening
technological lifecycles requiring them to innovate or die.
Which establishments are succeeding in their pursuit of
change and growth?

While this analysis is not designed to demonstrate cause
and effect relationships among these factors, it provides
important baseline data on the magnitude, location, and
growth of firms in the high-technology industries. In ad-
dition, the analysis advances the discussion of the sources
of employment growth by testing many popular hypoth-
eses against actual data for the period 1976-80 and by
reformulating several hypotheses consistent with the
evidence.

The High-Technology Sector

Although the high-technology sector, as defined in this
study, included only 2 percent of the business establish-
ments in the United States in 1976, it accounted for 7.4
percent of all private sector employment. High-technol-
ogy industries comprised 11 percent of establishments,
with 21 percent of the employment in manufacturing and
business services in 1976. The average size of high-
technology establishments (69 employees) is more than
rwice that of the low-techniology manufacturing and busi-
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ness services and five times the average establishment size
in “other industries.”

Almost 90 percent of high-technology jobs are in firms
with at least 100 employees, compared to the national
average of 64 percent. Furthermore, the organizational
composition of the high-technology sector is heavily
skewed toward branches of large firms. More than 88 per-
cent of the jobs in high-technology industries are in mul-
tiestablishment firms. )

The distribution of high-technology jobs across four
broadly defined regions of the United States is generally
the same as that of employment in all industries. The

* Northeast has 29 percent, the North Central has 28 per-

cent, the South has 24 percent, and the West has 19 per-
cent. Diverging from the other regions, the South’s high-
technology employment is disproportionately in affiliates
of firms whose owners are located in different States.

In sum, the high-technology industries comprise a rela-
tively small sector of the economy, concentrated in large
branch establishments of multiestablishment firms, Half
of the employment is in affiliated establishments which
are owned and operated by headquarters located in dif-
ferent States, which are frequently engaged in more than
one major industrial activity. The regional distribution
of high-technology employment is much the same as that
of employment in all industries.

Regional Growth Patterns

The previous section has provided a “snapshot” of the
current status of high-technology firms in the United
States. It is also important to identify trends or changes
in that status by evaluating the formation and growth
patterns in these industries. Are these reinforcing or
restructuring the established profile of the high-technol-
ogy sector] High-technology industries exhibited two im-
portant characteristics in the broad regional assessment:
1) they have generally high employment growth rates,
and 2) differences in regional growth rates tend to offset
existing inequities in the distribution of employment in
high-technology and in other industries.

Employment in high-technology industries in the
United States grew a total of 19.5 percent between 1976
and 1980, an average annual growth rate of 4.5 percent
« ompared to the all industry rate of 3.6 percent. The per-
centage employment growth rate in high-technology in-
dustries was a third higher than in the low-technology

" part of the manufacturing and business services. Of the

net increase in private sector employment between 1976
and 1980, high-technology industries contributed 9.5 per-
cent, about 30 percent more than its 7.4 percent share
of employment in 1976.

Within each of the four regions, the growth rate of
high-technology empioyment exceeded that of the other
two industrial sectors. The discrepancy was greatest in

the South where high-technology employment increased
at a rate almost twice the overall average. However, the
interregional differences in high-technology growth rates
followed the same general pattern as growth rates for
other industrial sectors. In other words, the distribution
across regions of high-technology growth did not differ
markedly from that of other industries.

The regions which experienced the highest rates of
growth were those which previously had the smallest
shares of high-technology employment. Although the
South and the West held only 43 percent of the total
employment in high-technology in 1976, these two re-
gions accounted for 70 percent of that sector’s growth
between 1976 and 1980. This distribution of growth in
high-technology employment roughly paralleled that in
all industries, indicating a general trend towards equaliz-
ing the distribution of both high-technology ard other
business activity across regions of the United States.

Formations of new business establishments are a ma-
jor component of net employment change. Within each
region, the formation rates for the high-technology sec-

. tor range from 30 to 50 percent higher than those for

the “other industries” sector. Low-technology formation
rates were almost identical to those of the “other indus-
tries” sector in the Northeast and the North Ceneral re-
gions, but were stronger than “other industries” in the
South and West.

During the 1976-80 period, a region’s shares of forma-
tions and its shares of associated new employment were
nearly the same for each of the three sectors. This share
was 19 percent for the Northeast, 23 percent for the
North Central, 34 percent for the South, and 24 per-
cent for the West. Consistently, the Northeast and North
Central had formation rates below the U.S. average for
all three of these industry groupings while the South and
West had above average rates, of both business and jeb
creation.

Rates of job loss from closings and contractions were
similar across regions. Much of the decline in the older
industrial regions was attributable to lower rates of for-
mation of new business establishments. Therefore, it is
not surprising that the regional differences in formation
rates are quite similar to differences in the rates of net
employment change. Again the tendency toward a re-
distribution of economic activity is reducing the skewed
nature of existing distributions.

A shift share analysis of manufacturing employment
growth, which separates employment growth into com-
ponents attributable to national (average) growth, region-
al (competitive) differences, and industrial composition
(mix) differences, revealed some interesting aspects of re-
gional growth patterns between 1976 and 1980. Look-
ing first at the regional, competitive component of em-
ployment change, the neg:tive impact of the Northeast’s
languishing economy was s + large that its net growth was
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only one-third as high as it would have been if the re-
gional economy had performed as well as the national
average. The region suffered below average growth rates
in every industrial sector. Both the South and the West
were strong in all industrial sectors, but the West was
almost twice as strong as the South.

Industrial composition effects were more startling, espe-
cially compared to those found in similar analyses of man-
ufacturing employment growth between 1963 and 1972
and between 1972 and 1976.2 While the Northeast used
to have g a large enough share of high-growth industries
to more than offset its very high share of low-growth
manufacturing, the mix in the 1976-80 period was just
barely balanced. This trend of decreasing advantage of
industrial mix is even stronger in the North Central re-
gion.? The South continues to have a relatively small
share of the high-growth industries, in spite of its over-
all excellent economic health. Resteting the point made
above, although the South had by far the highest growth
rate for high-technology business, it had the smallest pro-
portion of high-technology empioyment.

Regional differences in employment growth were at-
tributable more to general regional economic perform-
ance than to specific differences in industrial composi-
tion in the shift share analyses for each ¢! the petiods
between 1963 and 1980. Consistent with these findings,
it has recently been suggested that the major problem
issuing from the economic changes of the 1970’s is not
“one of declining industries or declining competitiveness
but one of declining places.” The decline of certain in-
dustries concentrated in the North and its relative loss
of population would not be so important if other indus-
tries were moving in to take up the slack. As pointed
out above, the Northeast had the lowest formation rate
in all three industrial sectors affording insufficient
counterweight to employment losses in its declining in-
dustries. The general weakness of the Northeast’s econ-
omy has been exacerbated by an erosion, during the past
two decades, of its previously advantageous industrial
mix. The West, on the other hand, is developing an in-
creasingly favorable industrial mix, with a dispropor-
tionately large share of high-growth, high-technology in-
dustries, buttressing its strong regional performance.

See John Rees, “Regional Industrial Shifts in the U.S. and the Internal Gen-
eration of Manufactunng tn Growth Centers of the Southwest,” in Internegiona!
Movements and Regional Growth. William C. Wheaton {ed.) (Washingron, DC:
The Urban Institute, 1981).

TThe negative industrial mix components affecting the northern regions is prob-
ably understated due to the leve! of aggregation of the industrisl sectors used
here. This analysis uses only three industrial sectors as mix componenss: 1) high-
growth, high-technology industries; 2) low-growth, high-technology industries;
and 3) low-technology industries of “cther manufacruring and business services.”

*Shirley P, Burggraf, “Overview and Critique of Revitalization lasus,” Policy .

Studies Review, vol. 2. No, 4, May 1983, p. 674.

High-Technology Formations
in Metropolitan Areas

To better understand these regiona! patterns of high-
technology development a more detailed analysis of for-
mation and employment growth in metropolitan areas
was conducted. Business fermations constitute an impor-
tant, if not determinant, force in net employment growth.
Through a regression analysis of business formation rates
on several metropolitan characteristics, it was hoped that
certain policy relevant relationships might be unearthed.’

.t was hypothesized that each of the dependent vari-
ables would be related to some or ail of the following
factors:
the pool of potential entrepreneurs,
the relative costs of doing business,
the level of activity in that industrial sector,
regional economic conditions,
the quality of the labor force, and
general attractiveness of the city,

Business formations were expected to have strong pos-
itive associa-ions with the pool of potential entrepreneurs,
the economic health of the area, the general attractive-
ness of the ares, the quality of the labor force, and the
level of extant activity in the same industrial sector. Only
the costs of doing business were expected to be negatively
related to formations.S The relative attractiveness of the
city both to people and to business, as measured by the
rate of population growth in the first half of the 1970’s,
was the factor most strongly associated with metropolitan
differences in formation rates. Each difference of 1 per-
cent in the total population growth rate was associated
with close to a 4-percent difference in the rate of busi-
ness formations in both high- and low-technology sec-
tors. There was a corresponding 2.5-percent difference
in formations in the “other industries” sector.

Another proxy for attractiveness of the city and cul-
tural amenities, city size {1975 population), wss also asso-
ciated positively with both high- and low-technology bus-
iness formations, even after using total labor force as a
normalizing variable. Each 4-percent difference in city
size was associated with a 1-percent difference in the num-
ber of business formations in both the low- and high-tech-
nology sector.

Three measures of business costs were included: wage
rates, electricity costs, and local taxes. Each of these
variables was related negatively to formation rates in
every industrial sector, when differences in population

SFor analyzing metropolitan differences in business formations, the actual aum-
bes of formations should be maled by some measure of the size of the ares’s econ-
omy to create easily comparsble formation rates. Preliminary segressions on the
sumber of formations confistued thae the size of the total Jocal tabor force was
2 more appropeiate scale factor than the number of businesses.

$Description of the various indicarors adopted as proxies for these factors is
provided below.
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growth were not taken into consideration. Their explan-
atory power was strongest in the low-technology sector,
followed closely by the high-technology sector, and finally
by the “other industries” category.

As expected, differences in local economic conditions
were reflected roughly proportionately in differences in
formations in each industrial sector.” However, the high-
technology sector was somewhat less sensitive than the
other two sectors to local economic conditions,

The existing literature on high-technology firms pos-

tulates a more specific link between their formation and

growth and such variables as the availability of techni-
cal and scientific workers or the preseuce of an extant,
kealthy high-technology sector. As hypothesized, a sig-
nificant positive relationship was found between techni-
cal skills and formation rates in high-technology indus-
tries. A I-percent difference in the technical occupation
share of the labor force was associated with about 2-per-
cent difference in formation rates. Though positive, the
relationship was only half as strong for the low-technol-
ogy manufacturing and business services sector. For the
“other industries” sector, the relationship was negative
and insignificant,
- Itis frequently assumed that there is a large agglomera-
tion effect in formations of high-technology businesses.
That is, new businesses will tend to locate near extant
successful firms in the same industry in order to take ad-
vantage of the established pools of support services and
of trained workers and managers. There was no measur-
~ able association of high-technology formations with the
share of local employment in high-technology industries.
Nor was there a discernibie relationship with the abso-
lute size of the high-technology sector, which would have
indicated that spinoffs from existing businesses contrib-
uted significantly to tota} formations. These two expected
relationships might be measurable with less aggregated
industrial groupings.

Finally, two firm size classes were considered in this
analysis: tiny firms (fewer than 20 employees) and large
firms (100 or more employees), representing divergent or-
ganizational types, as well as size classes. Tiny firms are
primarily independent businesses (single-establishment
firms) and are usually founded in the city where their
entrepreneur resides. Therefore, tiny high-technology for-
mations were expected to be more sensitive than large
firm formations to intermetropolitan differences in the
supply of potential high-technology entrepreneurs (share
of work force in scientific and technical occupations) and
to differences in local economic conditions (employment
rate and overall growth rate). Large firm formations are
usually branches of existing enterprises, which are more

"Measures of current economic conditions used were the SMSA's employment
cate in 1976 (one minus the unemployment rate} and overall employment growth
(1976-80).
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likely to base their location decisions on relative busi-
ness costs (wage, tax, and utility rates), on availability
of an appropriate {abor force, and on the general attrac-
tiveness of the area {previous period population growth).

For both size classes the relationships of formations to
each of the independent variables were generally of the
expected direction. Tiny firm formations were indeed
more sensitive to the measure of technical skills than were
large firm formations. They were also more sensitive to
variations in the measures of business costs, which were
statistically significant only for formations of tiny firms.

Compared to large firm formations, a larger portion of -

the total variation in tiny firm formation rates was ex-
plained by the metropolitan characteristics. Contrary to
expectation, the strength of the local economy, as meas-
ured by overall employment growth, was not significantly
related to high-technology formations in either size class.
It was significantly related to formations in the low-tech-
nology sector.

‘ Metropolitan Characteristics Associated

With Empioyment Growth

Net employment growth in a sector is a rather volatile
concept. It is usually a small number which represents
the balance between a large positive amount {new jobs
from business formations and expansions) and a large
negative amount (jobs lost due to closings and contrac-
tions). Rates of job loss are more similar across regions
than rates of job gains, so the analysis of net changes
is primarily the analysis of differences in formations and
expansions. Though influenced by many of the same fac-
tors, decisions to expand or contract employment in ex-
isting facilities generally reflect location decisions of
earlier periods and current fluctuations in economic con-
ditions. In view of this, separate equations were formu-
lated using the rates of net employmeit growth, for each
of the three industrial sector between 1976 and 1980 as
the dependent variable.?

Not surprisingly, many of the factors observed to be
important in explaining differences in business formation
rates are also significant in explaining differences in em-
ployment growth rates. In the high-technology sector,
growth rates were more sensitive to variarions in metro-
politan characteristics than in the low-technology or
“other industries” sectors. The level of education and
technical skills in @ metropolitan area was closely associ-
ated with differences in high-technology growth rates,
but not with those of the low-technology nor the “other
industries” sectors.

An interesting small, but consistent and significant,
negative association was found between growth rates and

‘Employment growth rates were measured as the ratio of 1880 sector employ-

ment to 1976 sector employment, or the difference berween the logarithms of
1980 and 1978 employment.
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sector shares. In other words, in locales where the high-
technology sector had a relatively large share of total local
employment, its growth rate was somewhat lower than
average. For each 3-percent (not percentage points) in-
crease in the employment share of the high-technology
sector, its growth rate was 1 percentage point lower., Low-
technology and “other industries” were only half as sen-
sitive to sector share size differences, but they were still
negatively related.

Tiny firm employment growth rates in both high- and
low-technology industries were generally much higher
than those of large firms. While the relationships between
large firm formations and the business cost variables were
not significant, large firm employment growth did exhibit
a significant negative relationship to the business cost
variables. Employment growth rates of existing tiny firms
are generally less sensitive than large firm rates to all sig-
nificant metropolitan variables.

Employment growth in large high-technology firms is
particularly responsive to variations in the strength of
the local economy and in'the supply of technically skilled
labor. More notably, large firm growth rates in the high-
technology sector show a significant negative association
with sector share, while tiny firm growth was virtually
independent of that factor. Again a disaggregation to the
four-digit industry level might reveal an agglomeration
effect for either size class.

Introduction
Purpose

Concern engendered by the recent recession and per-
sistent high levels of unemployment has produced a mass
of local, State, and Federal programs which attempt to
use “high technology” as a solution to many economic
ills.

These programs hope to provide a new era of growth
spawned by the emergence of new industries and the
transformation of traditional manufacturing industries
through technological innovation. Concurrent with the
popularization of this prescription for economic health,
almost every State governmen: has created or consid-
ered creating programs to encourage innovation and the
formation of high-technology firms. Policies and pro-
grams with similar objectives at the Federal leve! have
also been proposed to Congress. The few highly publi-
cized locales, such as “Silicon Valley” in California and
Route 128 in Massachusetts, which have benefited from
the rapid development of the electronics industry in the
last decade, have become the paradigms for economic
growth or recovery for many cities in the Nation.

As is often the case, the advocacy of policy changes
has proceeded more quickly than the accumulation of
empirical information on which to base these policies.

Whether attempts to imitate known concentrations of
high technology are either feasible or desirabte is a ques-
tion that economists and policy planners are not yet pre-
pared to answer. Too little is known about the innova-
tion process, the formation decisions of new firms, the
plant location decisions of large firms, the dynamics of
product development, the connections between high-
technology firms and other firms which form complex
supplier-customer relationships at both the local and the
national level, and the effectiveness of alternative strat-
egies for promoting such development.®

Most previous attempts to investigate the interaction
of innovation, formation of high-technology businesses
and regional economic development have been very lim-
ited in scope—focusing on single industries, specific com-
munities or a single factor among the many which may
encourage innovation and growth. Neither the analysis
of the aggregate behavior of all businesses in an indus-
try nor studies of single businesses can provide much use-
ful guidance. The relevant unit of analysis is a group of
establishments or firms with similar characteristics of eco-
nomic behavior. The missing body of knowledge might
be termed “industrial group dynamics”"—the medium-
term behavior of business establishments grouped by in-
dustry, region, size, firm structure, age, and other such
factors.

The objective of this current undertaking is to provide
a better foundation for the assessment of the potential
of high-technology firms to increase local employment
and for the design and implementation of policies to max-
imize that contribution. Through comparative analysis
of regional patterns of location and growth of firms in
high-technology industries contrasted with other indus-
try sectors, this study attempts to identify special char-
acteristics of high-technology businesses, of its new firms
and branch establishments, and of the communities in
which they choose to locate.

Data Resources

Until recently, policy analysts and scholars who have
tackled questions in this area of industrial group dynam-
ics have been severely limited by the lack of appropriate
data. Thus, their investigations must either start with
the collection of basic data by surveying a small sample
of businesses or be limited to the factors distinguishable
in cross-sectional aggregate data on businesses,

The recent development of a very broad microdata
base for U.S. business establishments now provides t* e
flexibility in aggregation which is needed to construct
appropriate statistical bases for analysis of the dynamics
of industrial groups. The USEEM files have been devel-

*For a review of the state of the art, see Louts O, Tornatzky, et al., The Proc
ess of Technological Innovation: Reviewing the Literature (Washington, DC:
National Science Foundarion, May 1983).
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oped at The Brookings Institution for the Small Busi-
ness Administration with additional support from NSF.
Each file represents a reasonably complete census of U.S.
business establishments with employees, with data on in-
dustrial activity, employment, location, age, and organi-
zational status and on characteristics of its owning firm
if it is part of a multiestablishment enterprise. The
USEEM files now cover 1976, 1978, 1980, and 1982, but
weighted longitudinal data for analysis of changes in the
U.S. business population are available only for the 1978
80 and the 1976-80 periods.

Several properties of this new data set recommend its
use for this type of analysis. In particular, the detailed
standard industrial classifications (four-digit SIC) in these
microdata will eliminate some of the more significant
problems of aggregation afflicting the definition and anal-
ysis of the high-technologv sector.

A related major feature of this data base, in fact its
raison d’etre, is the facility to specify groups of business
establishments and examine their behavior over time.
The presence of information on organizational status of
establishments (e.g., whether an establishment is a
branch of a larger business or an independent enterprise)
permits the analysis of the growth behavior of establish-
ments within the context of their owning enterpriscs. !
Not only are the basic descriptive characteristics of the
owning enterprise available (e.g., employment size and
predominant industrial activity), but also the location
of the enterprise headquarters. This allows the employ-
ment growth resulting from local initiative to be dis-
tinguished from that actributable to tk: location and
expansion decisions of larger, multiestablishment enter-
prises. A discussion of the basic data and its aggregation
into the high-technology growth tables and Metropoli-
tan Area Aggregate Data Base is found below.

Scope of Analysis

In order to develop a comprehensive perspective on
the nature of high-technology firms and their role in re-
gional economic development, certain questions must be
systematically addressed. First, what is a “high-technol-
ogy” industry? To many State and local development offi-
cials, it simply means any industry using electronics
which has high growth potential, preferably employment
growth. For the more rigorous demands of empirical re-
search, the definition of high technology must encom-
pass the notion of innovation in products and processes,
accompanied by relatively large expenditures on R&D
performed by a cadre of scientific and technical person
nel. Recognizing that any definition of high technoloygy

“lmplicit in such an analytic breakdown is the need to distinguish between
enterprises {i.c., the legal and economic entity or “Arm,” including affiliaces) and
establishments (i.c., geographic afly distinct operating units eithes independent
or tied legally and financially to 2 larger entity).

based on groups of firms by industrial classification is
flawed, this study uses an explicit minimum on the pro-
portion of scientific, engineering, and technizal person-
nel relative to total staff or of R&D expenditures to sales
as the criteria for “high technology.” This criterion iden-
tifies 29 of the 158 three-digit standard industrial classes
in manufacturing and business services as the “high-tech-
nology” sector. These are broken out into 88 four-digit

classes, which are further discussed below.

Given this definition of high-technology industries,
what are the characteristics of high-technology estab-
lishments and their patterns of employment growth? How
does the distribution and behavior of high-technology
establishments differ from that of establishmenis in other
industries? Are high-technology industries dominated by
large corporate enterprises, or do independent establish-
ments flourish in the atmosphere of innovation and
growth? Which kinds of establishments are succeeding
in the pursuit of growth?

Tabulations of the USEEM files provide important de-
scriptive information on the magnitude, location, and
growth of firms in the high-technology industries, which
can be used to answer thase basic questions. Changes
in establishment populations and employment and data
for business formations are detailed for high-technology
industries and for two comparison groups of non-high-
technology industries by varicus categories of business
characteristics.

For example, one popular assumption is that growth
within the high-technology sector is concentrated in
small, independent businesses, operated by dynamic en-
treprencurs.!! In order to examine this aspect of high-
technology development, types of establishments were
distinguished in the tabulations as follows: independent
firms, owners of other establishments, affiliates (branches
and subsidiaries) of local (instate) firms, and affiliates of
national {out-of-State) firms, Establishments were also
classified by three enterprise (firm) employment size
classes: under 20 employges, 20 to 99 employees, and 100
or more employees. In addition to totals for the United
States, information has been compiled for a sample of
35 Standard Metropolitan Statistical Areas (SMSAs) and
for the four major economic regions of the United
States—the Northeast, the North Central, the South,
and the West, Patterns of high-technology development
across the four broad regions are discussed in general and
with reference to thase various categories of business.

In the next part of the analysis the information on busi-
ness formations and employment growth in high-tech-
nology industries for each of the 35 SMSAs is analyzed
in relation to the sociceconomic characteristics of these

1David L. Koch, William Cox, Delores W. Seeinhauser, and Pamela V. Whig-
ham, “High Technology: The Southeast Reaches Out for Growth Industry,” Eco-
nomic Review, Federal Reserve of Atlants, September 1983, p. 4.
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metropolitan areas. While this regression analysis is not
designed to demonstrate causal relationships, it advances
the discussion of the sources of employment growth by
providing accurate empirical data on high-technology de-
velopment and noting the association or lack of associa-
tion between that development and certain metropolitan
characteristics. Similarities and differences in the patterns
of high-technology development are again compared to
the patterns in the rest of manufacturing and business
services (“low-technology”) industries and in all other in-
dustries. Finally, this analysis considers two different
employment size classes and reveals some interesting dif-
ferences in the behavior of small independent firms and
that of establishments which are part of larger firms.

Data Sources and Organization
Overview

Previous attempts to anulyze the interaction of innova-
tion, the formation of high-technology businesses and
regional economic development have been very limited
in scope. The most common units of analysis employed
in such studies have been either single industries, spe-
cific communities, or a single factor among the many
which may encourage innovation and growth. The rele-
vant unit of analysis in this field is actually the particu-
lar sets of firms or establishments exhibiting similar eco-
nomic behavior. To focus on the behavior of business
establishments classified by certain industrial, geographic,
or organizational characteristics, we must have access to
data with the appropriate flexibility and level of disag-
gregation. Microdata on the status and behavior of in-
dividual businesses, or very narrowly defined groups of
businesses, over time serves this purpose. In addition to
enabling us to identify the specific components of growth
which constitute the net changes in the business popula-
tion and employment levels, only microdata permit the
accurate measure of change attributable to sets of busi-
nesses whose characteristics change over time. Compar-
isons of cross-sectional aggregate data not only mask the
components of change, but seriously distort the appar-
ent behavior of groups of businesses that shift from one
category to another between observations.

The remainder of this section describes our primary
data source, the U.S. Establishment and Enterprise
Microdata Base, and the means by which it was trans-
formed and supplemented for this analysis. From the orig-
inal data, a condensed longitudinal data base was first
constructed to permit efficient data processing of employ-
ment and population change data for the'1976-80 period.
This condensed data base was then used to generate sum-
mary tables of descriptive data for metropolitan and re-
gional areas. Finally, aggregate figures on employment,
employment change, and business formations were ex-

tracted from the summary tables and merged with various
indicators of socioeconomic characteristics of metropol-
itan areas derived from other statistical sources to form
a Metropolitan Area Aggregate Data Base. This Metro-
politan Area Aggregate Data Base was used in conduct-
ing the regression analyses on factors associated with the
formation and growth of high-technology firms in pat-
ticular areas of the United States.

U.S. tstablishment and Enterprise
Microdata Base

Qur capacity to explore the location and growth of
high-technology firms is dependent on our access to and
familiarity with the USEEM base, which was developed
at The Brookings Institution with support from the Small
Business Administration and NSF.!2 Derived from Dun
& Bradstreet’s DUNS Market Identifiers files, the
USEEM have been restructured, edited, and supple-
mented with data from other sources. They now con-
tain information for individual business establishments
(i.e., geographically distinct operating units), which are
linked to enterprise data for their owning firm (i.c., the
legal and economic entity, including branch and subsid-
iary establishments). Consequently, these microdata
allow us ro analyze not only aggregate trends in indus-
try groups, but to identify the characteristics and track
the behavior of particular firms or types of firms within
an industry (e.g., by employment size, ownership, etc.).

Providing a virtual census of U.S. businesses with em-
ployees, USEEM files currently span 6 years. They con-
tain records for 4.2 million business establishments in
1976, increasing to 5.5 million in 1982. The data files
can be processed separately for cross-sectional analysis
or longitudinally, matching records for each establish-
ment across files. In developing the USEEM files, appar-
ent errors were corrected and missing variables were im-
puted where possible. For example, employment figures
for the 2 to 3 percent of establishments that did not re-
port that data were estimated by calculating median em-
ployment levels by State and four-digit standard indus-
trial classes using the Bureau of Census’ County Business
Patterns data.

Perhaps most importantly, a major effort was under-
taken to reconcile various indicators of organizational
status, relational pointers, and employment figures be-
tween member establishments of multiestablishment en-
terprises. In other words, a “family tree” was constructed
for each business enterprise, containing every branch and
subsidiary within the legal frm. These family trees were
then analyzed to assure completeness and consistency in

HFor a detailed description of the USEEM dats base see Candee S. Harris,
U.S. Establishment and Enterpeise Microdata (USEEM): A Dara Base Descrip-
tion, Business Microdats Project, The Brookings [nstitution, June 1983,
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their hierarchical structures, Having ascertained the
proper structure of each complex business, the two em-
ployment figures provided (one for each establishment
and one for the enterprise as 2 whole) could then be
analyzed for consistency. Discrepancies between the ag-
gregated establishment employment and the reported
firm employment were then corrected by: 1) increasing
the enterprise employment to reflect the total of all af-
filiated establishments; or 2) imputing proxy branch es-
tablishments to represent affiliates suggested by the total
enterprise employment, but not reported.!’

For longitudinal analysis, more extensive editing is ap-
plied. Deficiencies in the original data set recommend
caution in defining those records which represent accu-
rate measures of employment change over time. The most
important problems affecting longitudinal analysis can
be categorized as follows: 1) a large portion of the file
is not updated between observation years; 2) a few rec-
ords exhibit unreasonabie rates of employment change,
indicating possible coding errors; 3) there is a lag in reg-
istering business formations and closings; 4) coverags is
incompliete, but expanding in certain industries; and 5)
proxy records obviously cannot be tracked over time.
To compensate for these probiems, records which are not
updated or which exhibit excessive employment change
are excluted from longitudinal analysis. Records for im-
puted proxy branches, those with estimated employment
figures, and those which indicate they are new coverage
of existing businesses are also excluded.

The remaining esta’)lishment records with measurable
growth are considerec' a nonrandom sample (about 60
to 70 percent of the onginal population) whose popula-
tion distribution is comg. ared to that of the cross-sectional
files in the beginning and ending years of the analysis.
Accepting the cross-sectional USEEM file as represent-
ative of the universe of U.S. businesses with employees,
weighting factors are developed as a function of indus-
try division (one-digit SIC), organizational status, estab-
lishment employment size, and enterprise employment
size. The formulae used to calculate the weighting fac-
tors explicitly consider the problems of reporting lags
related to formations and failures, and of expanding cov-
erage. During longitudinal processing of the data, a
weight is applied to each record in the more reliable sam-
ple, bringing their aggregate employment up to the totals
in the cross-sectional data.' It is this weighted subset of
the USEEM which is the basis for longitudinal analysis.

HFor any cross-secuional file, these proxy branch establishments represent ap-
proximately 9 percent of all establishments and contain about 22 percent of total
employment.

"This weighiting scheme assumes the use of large samples. Studies focused on
narrowly defined populations should bear this in mind. For an extensive discus-
sion of the weighting techmiques see C. Armington and M. Odle, “Weighting
the USEEM Files for Longitudinal Analysis of Employment Growth,” Working
Paper No. 12, Business Microdata Project, The Brookings Institution, Apri] 1983,
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Condensed Longitudinal Data Base

As discussed above, the USEEM comprise an extreme-
ly large data set containing millions of records for indi-
vidual business establishments. Processing the entire set
of files is exceedingly expensive and time consuming;
therefore, an extract of the data for both 1976 and 1980
was drawn from the USEEM to facilitate manipulation
of the data for this analysis. Containing only the sam-
ple of records with measurabie growth, the records in
this extract were restricted to inciude a subset of the
variables from each establishment’s USEEM record, an
appropriate weight, the location of the establishment
{county or SMSA) and the location of the establishment’s
owner (State). The numeric representation of the SMSA
location of the establishment was derived from the
USEEM for the county and State, with reference to the
Bureau of Economic Qnalysis’ definitions of the SMSAs
in the United States for 1980, The State location of the
owner was drawn from an auxiliary file containing infor-
mation for multiestablishment firms. It was constructed
from the original DUNS Market Identifier data. The re-
sulting data base is ordered by four-digit SIC codes, allow-
ing efficient analysis at any level of industry aggregation.

Metropoiitan and Regional Growth Tabies

Descriptive tables were developed to provide aggregate
data on employment and employment change for the va-
rious industrial sectors under examination and for 35
selected SMSAs (see table B-1). Summary tables are also
provided for the four major geographic regions of the
United States and for the national totals. These tabula-
tions are valuable sources of summaty information on
the distribution of business establishments and employ-
ment and on changes in these measures between 1976
and 1980, Classified by several dimensions reflecting the
characteristics of the individual establishments in each
geographic area, these tables provide a rich source of
descriptive information in themselves, as well as input
data for the regression analyses described later in this
paper. The characteristics used for classifying establish-
ments for aggregation are given in table B-2.

Metropolitan Area Aggregate Data Base

The USEEM along with auxiliary variables for 35
SMSAs were used in regression analyses to empirically
determine those factors most important in e; plaining the
growth of high-technology establishments. The general
rule used in the selection of these 35 SMSAs required
that a wide range of values for each of the auxiliary
variables be represented in our sample. For example,
metropolitan areas at both the high and low ends of the
average wage scale were selected. Also, SMSAs of differ-
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Tabie B-1.—1976 Empioyment and ?916-80 Employment Growth for Selected SMSAs Anaiyzed

. Furcent employment growth
- 1876 total High-technology Ail Kigh-technoiogy

SMSA listing empioyment .  empioyment industries industries
Albuguergue, NM ........ ... . il 133,048 14,01€ 417 334
AnRROIm, CA ... ...t 615,167 102,150 465 ° 375
Atanta, GA.. ... e 899,761 31,362 6.8 329
AuStn, TX. .. i 135,811 7,788 335 182.4
Baltimore, MD ......... ... i 710,828 27377 15.6 63.3
BatonRouge, LA....... ... ...l 139,616 7,004 413 48.8
Boise City, 1D........cooi e 43,203 679 33.2 135.3
Boston, MA-NM ....... .. .. e 1,682,753 208,358 10.5 269
Buffalo, NY................ e, 513,174 28,815 29 185
CNICRgO, Il e e 3,439,570 336,837 29 -56
Cincinnatl, ON-KY-IN . ... oot 584,622 41,371 93 ‘5.8
Denver-Boulder,CO ... ... ....coovnviinnin 682,577 41,522 34.7 64.4
Detroit, Ml ........... . . 1,490,361 73,297 6.9 15.7
Mouston, TX . ... ... i 1,368,504 126,131 18.9 476
Kansas City, KAMO ..................... ... 545,141 37,807 27.2 56
Louisville, KY ... .....ccviiiiie e 380,616 21,664 39:2 -58
Miamt, Bl .. i i e 702,456 15,222 50 .. a8.2
Mitwaukee, Wl .. .. ... ... .. ... civiiiiie. 629,013 70,446 8.3 4.3
Minneapolis-St. Paul, MNWIE. ................. 871,042 84,489 5.5 ~5.4
New HMaven, CT .........iiiiiiieneaieaanaen 280,972 23,518 11.1 225
Omaha, NE4A ............. goee e 253,527 11,345 11.8 10.4
Philadeiphia, PANJ .............coiiiiianien 1,777,038 215,875 1.4 ~276
PhOENIX, AZ ... i i e 380,035 38,457 368 43.7
Pittsburgh, PA ... ... ... ..o e 897,280 44,883 47 10.7
Portiand, ME ... .. ... ... . i 65,660 2,114 265 £§5.0
Portland, ORWA . ... ... ... it 446,097 18,214 24.3 18.3
Raleigh-Durham, NC .. ........ ... ..ot 168,138 17.613 18.5 58,1
Rochester, NY ............ciiiivenenn.. o~ 342,548 73,755 -2.1 ~38.3
St Louis, MO-IL ........ ... ..o E 881,855 66,826 $4.9 2289
Sait Lake City, Ogden, UT .. .................. 262,302 21,233 44.5 304
SanDIego, CA ... e 481,782 62,334 253 8.9
AN JOSE, CA .. coit ettt §21,405 154,809 236 . 28.7
Seattie, WA . ... . ..o 585,387 48,286 41.7 160.1
Tampa-St. Petersburg, FL .......... feeeiae 432,427 17,728 . 276 728
Wiimington, DENJ-MD. ........... ...l 183,634 31,857 1.4 ~14
SOURCE: Ottice of Technology Asssssment. ' e

ent population sizes were chosen carefully from each geo-
graphic region to ensure each region’s fair representation
in the sample. '

Five of the variables were extracted from the USEEM
Condensed Microdata Base. These were base year (1976)
employment and establishment counts, end-year employ-
ment and counts (1980}, and the number of new busi-
ness formations {1976-80). These four variables were ag-
gregated for each of the four industry groupings: the
high-technology with high growth sector, the rotal
high-technology sector, the low-technology manufactur-
ing and business services sector, and the “other indus-
tries” sector. Further, cach of the four aggregates was
compiled for three employment size classes (see table de-
scription above). The remaining variables were obtained
from a variety of sources of data on SMSAS, as described
below. Transformation of these USEEM aggregates led
to the following additional variables for the regression
analyses: overall employment growth for 1976-80 for each
SMSA, the high-technology sector's share of this employ-
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ment, the low-technology share of employment, and the
other industry share of employment.

The data for the variables describing socioeconomic
characteristics of the metropolitan areas were drawn from
several sources including published data from the Census
Bureau, published data on wages and the labor force from
the Bureau of Labor Statistics (BLS), and a recent study
published by the Advisory Commission on Intergovern.
mental Relations on local taxes by metropolitan area.
Table B-3 details the measure and source of each variable
in the data base.

High Technology: Definition
and Description

“High technology” has become a phrase frequently
used and ambiguously applied in both the professional
and popular literature. The term's possible interpreta-
tions range from a small grouping of “new age,” research-
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Table B-2.—USEEM Establishment Characteristics

A. Organizational status:
1. independents —~singie-establishment firms
2. Tops~owners of muitiestablishmaent firms
3. Local affiliates—branches or subsidiaries whose
owning finm is iocated in in the same State
4, Naticnal affiiigtes—~Dbranches v subsidiaries whose
owning firm is not located in the same State
8. Firm (entesprise) smployment sire:
1. Tiny establishments—in firms with fewer than 20
empioyees
2. Mid-smali establishments—in fiims with 20 to 89
empioyees v
3. Large estabiishments—in firms with 100 or more
smpiovees
C. Primary industrial activity:
1. High technology (see definition below)
2. Other manufacturing and business services
3. All other industries—ie,notintor 2
D. Type of longituiinal change:
1. Formation—initial startup of & new establishmen!
2. Closing—cessation of operations of existing
astadiishment
3. Expansion—continuing establishment with
increasing empioying
4. Contraction—continuing establishment with
dacreasing empioymsnt
5. Stabis—continuing estabdlishment with no
employmaent changs
focation:

1. SMSA—35 Standarg Metropotitan Statistical Areas

2. Region—four regions (Northeast, North Central,
South, West)

3. National totais

SOURCE: Office of Technology Assessmant.

intensive industries with sophisticated new products,

such as computer hardware and software, to a broader
set of industries, including all manufacturing activities
which are implementing new methods or machinery.

Even the academic literature evidences little consistency

or rigor in defining “high-technology” industries. Obvi-

ously, establishing criteria for systematically identifying

those industries to be included in the “high-technology”

genre is a prerequisite to studying their characteristics

and growth patterns.

In order to assess the broad impact of high technol-
ogy on business formation and growth, some precision
must be sacrificed in its definition. At best, businesses
can be classified by the four-digit SIC code indicating.
their predominant industrial acrivity, Significant aggrega-

tion problems arise from three sources: 1) withinagiven -

class of industrial activity there are products and proc-
esses which are not in an innovative phase, 2) particular
firms engage in activities outside the primary industrial
activity by which they are classified, and 3) the period
of high growth associated with a specific innovation may
last much less than a year or may continue, fueled by
related innovations, for many years.

Any analytic technique which attempts to categorize
industries into “high technology” and “low technology”
is bound to be flawed. All operational definitions cur-
rently in use employ data that are at least ordinal in
nature and often continuous. Schemes to reduce such
information to a nominal categorization, such as “high”

Tabie B-3.—Metropolitan Variables

Type Variable

Measure

Sector growth Sector formation (1)
' Sector formation rate (1)

Sector growth rate (1}
Employmant growth (1)
Empioyment rate (3)
Electricity costs (2)
Wage rates {b)

Local tax per capita {(4)
Population (2)
Poputation density {2)
Percent manufacture {2)
Population growth (2)

Strength of economy

Business costs

City characteristics

1976-80 new estabiishments in sector
1976-80 new establishments in sector/1876 empioyment
1880 sector employment/1976 sector employment

1880 SMSA smployment/1876 SMSA amployment
1.00 minus 1976 SMSA unempioyment rate

Average monthly commercial payments in 1876
1976 average wage for production workers
ACIR capacity index/effort index

1975 SMSA population

1975 SMSA population per square mlie

1975 manufacturing smpioyment/fSMSA empioyment
1975 population/1670 population

Sector strength Sector size {1) 1976 sector employment
Sector share {1) 1976 sector employment/1976 SMSA sector employment
Labor guaiity Percent college (2) 1875 population with 4 years of college/aduit population
Percent technical (2) 1875 scientific, professional and technicsl employses/
total empioyed iabor force
SOURCES: “_

1. USEEM, Business Microdata Project, The Brookings institution, 1963,
2. Bureau of the Cansus, City and County Data Book: 1877, 1980

3. Bureau of the Cenaus, Melropoiitan Area Deta Book: 1982, 1083

4. Advisory Commission on |
5. Bureau of Ladbor Statistics, Employment and Earnings, fall 1977

tal Reiations, “interstate Tax Computation,” dratt 1983,
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and “low,” sre essentially arbitrary.!® Most serious is the
problem of aggregation in industry classifications men-
~ tioned above. Since each business establishment can pro-
duce numerous products and services, there is possible
pollution of its primary industrial classification due to
secondary products and sctivities. Furthermore, alterna-
tive production processes can span the range of availa-
ble technologies associated with a particular product or
service, producing at best an agglomeration of somewhat
heterogeneous operations within a given industry

grouping.

Criteria for Selecting
High-Technology industries

Bearing in mind these deficiencies inherent to the task,
previous efforts to identify those industries which can
most clearly be identified as high. technology were re-
viewed. An examination of the existing literature re-
vealed two relatively rigorous approaches to defining
“high technology” based on available statistics. One ap-
proach draws upon data on the occupationa: composi-
tion of industry classes as described by the BLS industry-
occupation matrix constructed for the standard indus-
trial classifications {(three-digit SIC) from the Occupa-
tional Employment Survey. The other utilizes informa-

tion on expenditures for R&D activities collected and -

published by NSF.

Researchers at Northeastern University, using the in-
dustry-occupation matrix from the 1980 Occupational
Employment Survey, defined as high technology those
industries with more than 8 percent of their employees
in scientific, engineering, and technical occupations and
at least 5 percent in the more narrow class of scientific
and engineering occupations.!® These breakpoints were
determined by the average proportion of such high-tech-
nology jobs in durable goods manufacturing, which em-
ploys the largest number and highest proportion of high-
technology workers of the major industrial groups in the
economy. The resulting list of 32 industries (three-digit
SIC) encompasses several service, transportation and
communication, and mining industries, as well as man-
ufacturing industries. Utilization of this labor content
criteria focuses the analysis on the technology embodied
in the production process, rather than the characteris-
tics of the material inputs or products.

“For a discussion of the imprecision afflicting definitions of high technology,
see Donaid Tomaskovic-Devey and S. M. Miller, “Can High-Tech Provide the
Jobs?” Challenge, May-June 1983, Encouraging High-Technalogy Development
(Washingron, DC: U.S. Congress, Office of Technology Assessment, OTA.BP-
STI1.25, March 1984); and Amy Glasmeier, Ann Markusen, and Peter Hall, “De-
fining High Technology Industries,” Working Note No. {, Institute of Urban
and Regional Development, University of California, March 1983,

14Richard Greene, Paul Harrington, and Robert Vinson, “High Technology
Industry: Identifving and Tracking Emerging Sources of Employment Strength,”
New England Journal of Employment and Training, fali 1983,

The second approach to defining high technology has
relied on information on the expenditures for applied
R&D for particular product lines relative to some meas-
ure of their worth—e.g. value-added or value of ship-
ments. Most analyses using this measure have limited
their consideration to direct technolegy inputs of the final
producer, excluding the technological composition of in-

“termediate inputs. To circumvent the {{mitations of meas-

ures of direct R&D, Lester Davis developed an index
ranking industries on the basis of both direct and indirect
R&D expenditures as a portion of product sales for the
manufacturing product classes for which NSF collects
detailed R&D date.!? Estimates for the indirect R&D
input and the resultant total R&D for each product field
were generated by an input-output matrix for the U.S.
manufacturing sector. The use of total R&D, rather than
just direct, significantly changed the rankings of the 32
NSF product classes. To determine a breakpoint above
which product classes would be considered high technol-
ogy, Davis assumed that there should be a discernible
point of discontinuity indicating substantially greater
technological in tensity in the next higher rank. Such
a break was present in a 30-percent jump between the
motor vehicle equipment class and the plastic materials
and synthetic resins class. Thus, Davis identified a total
of 10 NSF product classes, representing 18 three-digit SIC
classes, as high-technology industries.

Fourteen of Davis’ 18 industries are also in the North-
eastern University's listing of 20 manufacturing indus-
tries. However, the additional six in the Northeastern
list based on occupational composition represent almost
29 percent of Northeastern's total high-technology em-
ptoyment. Four of Davis’ industries were missing from
the Northeastern list. These two groups are presented
below:

Low R&D, high-technology High R&D, low-technology -

occupation occuparion
Industrial organic chemicals Radio and TV receiving
Miscellaneous chemical equipment

products Surgical, medical and dental
Petroleum refining equipment
Construction machinery Ophthalmic goods

General industris] machinery Watches and clocks

Electrical industrial apparatus

Accepting the necessarily arbitrary nature of defining
high-technology industries, the definition based on oc-
cupations! composition was adopted, but supplemented
with the four additional categories with high R&D ex-
penditures, but lower proportions of scientific and tech-
nical personnel than the established cutoff. The resulting
definition is more comprehensive, covering several non-
manufacturing industries whose products (and services)

?Lester Davis, “New Definition of ‘High Tech’ Reveals That U.S. Competi-
tiveness in This Areg Has Been Declining,” Business America, Oct. 18, 1982,
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are technologically intensive and whose potential con-
tribution to employment is significant. Some further
modifications were made to the list of high-technology
industries produced by these criteria. The manufactur-
ing and business services sectors contain most of the in-
dustries passing the high-technology criteria. A few high-
technology components of the transportation and com-
munication sector were excluded because much of their
industrial group dynamics between 1976 and 1980 was
influenced by Federal and local regulation and deregula-
tion. The petroleum extraction industry from the min-
ing sector was retained due to ambiguities in the assign-
ment of firms between this and the petroleum refining
industry in manufacturing.’®

The data set used in this analysis provides detailed in-
dustrial classifications, so all the high-technology indus-
tries identified at the three-digit level with the North-
eastern University'’s criteria were expanded into their
four-digit SIC components. This procedure made the
problem of aggregation in industry classifications move
obvious. While few would argue the high-technology sta-
tus of an industry like SIC 348: Ordinance and Acces-
sories, one of its components is SIC 3482: Small Arms
Ammunition, which is not really within the concept of
high technology. In order to respect the rigorous defini-
tion, no four-digit manufacturing industries were elimi-
nated from the list, so it remains comparable to most
based on three-digit classifications. However, the busi-
ness services classifications comprised such a heteroge-
neous set of industries with such a large number of em-
ployees that it was determined necessary to further
modify the definition.

Exploratory tabulations indicated that those business
service industries which one would intuitively classify as
high technology accounted for only 10 percent of the
employment in the aggregated set of business service in-
dustries identified with the occupational composition cri-
terion. By sheer volume, the other industries with 90 per-
cent of the employees would have dominated the
behavior of the entire aggregate high-technology sector.
Retaining all the four-digit business service industries in-
cluded in the three-digit classes identified with the ac-
cupational composition criterion would seriously distort
the aggregate data. Therefore, eight four-digit business
service industries were eliminated. Two of these eight en-
compass a highly diversified set of miscellaneous serv-
ices—"business services, not elsewhere classified” and
“services, not elsewhere classified.” Two others employ
large proportions of engineering and professiona! person-
nel, but rely primarily on established techniques—engi-
neering and architectural services and general manage-
ment consulting. The remaining four provide narrowly

HThe classuficanon problem afflictirg this industry is manifested in all Federal
and private data sources,

36-737 0 - 84 -~ 9 : QL 3

_defined services, which in themselves do not embody

evolving technologies—detective * agencies, equipment
leasing, photofinishing labs, and trading stamp services.
The final list of the 88 four-digit industrial classes in-
cluded as high-technology industries for this study, as
well as the qualifying industries that were excluded, are
listed in table B-4 along with their 1976 employment and
1976-80 growth rates.

High-Technology Industries in Perspective

Describing the high-technology sector and assessing its
potential contribution ro regional development requires

‘a perspective on its economic role relative to other in-

dustrial sectors. In this study, two different broad classes
of industries are used as bases for examinat:on of the rela-
tive importance and growth performance of high-tech-
nology industries. Since the definition of “high techriol-
ogy” has been confined primarily to manufacturing and
business services, excluded industries belonging to these
industry groups provide the best basis for comparison,
henceforth termed “low-technology manufacturing and
business services” or “low-technology industries.” The
other reference population comprises all nongovernmen-
tal industries not classified in manufacturing and busi-
ness services, termed “other industries.” Attempts are
made to be as explicit as possible in referring to the appro-
priate base population, while avoiding tedious repetition.
Having now defined the industry sectors of interest, let
us examine their characteristics and distribution in the
economy.

Less than 2 percent of the business establishments in
the United States in 1976 fell under the heading “high
technology.” Employment in high-technology establish-
ments in 1976 was 5.6 million, or 7.4 percent of the pri-
vate sector total.!® One-fifth of all employment in man-
ufacturing and business services in 1976 was in high
technology. The attention received by the high-technol-
ogy sector is merited by its potential for growth, not by
its current employment size. The high-technology sec-
tor’s share of value-added is somewhat larger than its
share of manufacturing employment.?°

The organizational composition of the high-technology
sector differs importantly from the rest of the business
population. Several aspects of this difference are appar-
ent in table B-5. Although 60 percent of all U.S. private
sector jobs are in multiestablishment firms, the high-tech-

"While excluding those establishments explicitly classified as “government,”
the USEEM base (and therefore the total employment figures) does include many
other public sector establishments, such as State universities and health service
establishments.

¥In a study, Roberr Lawrence estimated that in 1980 high technology ac.
counted for 33 percent of manufacturing empioyment and 38 percent of total
value added. See Robert Lawrence, It Trade Deindustrialiting Americal” in
Brookings Papers on Economic Activity, 1:83, G, Perry and G. Burtiess (eds.)
{Washington, DC: The Brookings Institusion, 1983),
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Table B-4.~High-Technology industries

1976

1878-80
nationai national

1876 1976-80
nationai national

industries smploymant  growth rates Industries employment  growth rates
1311 Crude petrolsum and 357¢ Calculating and accounting :
naturgi Qas................ 289,618 ~5.7 machings ................. 17,234 8.4
1321 Naturai gas fiquids ........... 6.018 8.8 3576 Scalesand balances .......... 8,731 13.0
2812 Aikalles and chiorine .. ... ... 27,974 -158.0 3579 Officeamachines .............. 33,768 17.0
2813 industrial gases.............. 21,800 78 3622 industrial controls ............ 87.561 26.3
2816 inotganic pigments ........... 28,405 28 3628 Welding apparatus. ... ....... 21,335 25.4
2821 Plastic materiais, synthatic , 3624 Cardon and graphite products 14,887 17.1
rasins, and nonvulcanizabie 3626 Electrical industrial apparatus ... 33,199 11.4 .
slastomers .. ......... ... 144,346 12.4 3651 Ragioand TV receivers . ....... 115,758 -17.3
2822 Synthetic rubder ............. 23,453 28.8 3652 Phonograph records and tapes 26,794 21.7
2823 Celiuiosic manmade fibers. . ... . 33,376 -35.3 3661 Telephone and telagraph
2824 Synthetic organic fibers ... ... 69,843 -41 appanalus................. 164,883 25
2831 Biological products ........... 14,828 -0.5 3662 Radio-TV transmitting ......... 338,865 15.7
2833 Madicinal chemicals ang 3871 Radio and TV sisctron tubas 12,120 -10.9
botanical products .. ........ 27,735 10.2 3672 Cathode ray TV picture tubes ... 13,279 -8.1
2334 Pharmaceutical praparations 184,195 8.5 3673 Transmilting, industrial elactron :
2861 Gum and wood Chemicals . ... .. 10,853 13.1 WDES ... 18,158 2.0
2865 Coal tar, crudes and cyciic 3674 Semiconductors .............. 153,123 28.2
intarmediates, dyes and 3675 Electronic capacitors . ..., ... .. 21,380 —585.2
organic pigments ........... 16,285 37 3676 Rasistors for sisctronic
2881 Adhesives and sealants . ... ... 23,816 -26  apparatus................. 4,688 57.4
2892 VeS ....... e 24,998 —24.8 3677 Hactronic colis, transformers 8,153 28.5
2803 fPrintingink ............. ... 14,080 14.2 3678 Connaclors for edectronics .. .. .. 4,415 74.8
2895 Carbomblack ................ 9,813 ~62.4 3679 Electronic components, n.e.c 262,215 . 330
2898 Chemicals and chemical 3721 Aroraft. . ... 243.436 35.3
preparation, n.ec. ......... 64,841 10.2 3724 Aircraft engines and angine
2011 Petroleum refining . . ........ 128,751 395 RS .. ... 71,504 41.2
3482 Smali arms ammunition . ....... 12,870 -0.6 3728 Alrcraft parts and equipment,
3483 Ammunition .. ... .. ... ... 29,760 13.7 ROC. .. 118,586 18.0
3485 Smaliarms......... ....... 24,569 —~16.2 376% Guided missiles and space
3485 Ordinance and accessonies ... .. 6,018 ~0.8 vehicles .................. 61,043 24.7
3511 Stsam, gas, hydraulic turbines . 76.777 328 3764 Guided missiles and spacs
3518 intamnal combustion engines .. .. 80,638 13.8 propulsien units............ 10,043 —76.4
3531 Construction machinery and ) 3768 Guided missiles and spacs paris
* equipment ..... ... ... .. 159,515 18.2 and squipment, n.e.c. ... .. 545 75.7
3532 Mining machinery ....... . ..., 30,663 4.3 3811 Enginsering, lab, science '
3533 Oif machinery................ 81,185 21.5 ressarch Instruments. ... .. 69,962 25.4
3534 Elevators and moving 3822 Automatic contmisformgu&aﬁng
stairways .. ... ... .. 20.634 -8.0 residential and commercial
3535 Conveyors .................. 38,020 24.7 savironment ...... ... ... 83,806 8.0
3538 Hoists, industrial cranes ... ... 24,308 7.8 3823 industrial Instruments for
3537 ndustrial trucks, tractors, maasuring and controi of
trailere, stackers ... ... .. ... 45,043 6.4 process varigbles ... ...... .. 45,850 43.8
3581 Pumps and pumping 3824 Totalizing fiuid meters and
equipment. . ... ... ... ... .. 65,685 48.3 counting devicss ........... 15,011 -84
3562 Bali and roljer bearings ... ... .. 83,513 20.3 3820 umumg and controliing
3563 Alr and gas comprassors . ..... 18,1567 2806  cevices................... 17,384 273
3564 Biowsrs and exhaust and 3832 Dpﬁw instruments and lenses .. 23,508 23.5
©ventilationfans .. ... ... 44 689 0.5 384t Surgical and madical
3565 Industriat pattemns ... ........ 12,321 2.7 instruments ............... 47,023 87.6
3566 Speed changers, industrial high- 3842 Orthopedic and surgical
speed g8ars . ... ..., 55,840 1.8 supplies .................. 60,428 22.8
3567 industrial process furnace and 3843 Dentaiequipment...... ....... 18,120 17.6
OVOAS . oo 26,085 18.3 3851 Ophthaimicgoads .. .......... 36,915 30.6
3568 Mechanical powsr transmission 386t Photographic equipment .... .. 103,480 —19.8
Gsﬂuwmeﬁ? et mactinany 72»222 gg-g 3873 Watches, clocks ............. 34,235 1.8
3565 Generai industrial mery . , . SaNVices
3572 TyDOWHOrS . ............... 18378 -2.1 g Somntter programming and
3573  Electronic computing 274,698 .5 other services ............. 85,870 88.9

squipment. .. ... . ..., S

128




App. B—Fommation and Growth in High-Technology Firms: A Regional Assessment * 121

Table B-4.—High-Technology Industries (continued)

1976 1976-80 1976 1975-80.
national national nationa nationai

Industries employment growth ratss Industrias employment  growth rales
7374 Data processing equipment . . ... 162,753 54.4 7393 Detective and protection
7378 Computer related service, SOIVIESS .................. 299,226 25.0

ROC. ..o 43,433 47.5 7334 Equipment rental and leasing ... 204,468 32.8
7381 Ressarch and deveiopment 7385 laboratories. .. ... 84,092 18.3

@S 314,988 20.6 7386 Trading stamp services . ....... §238 - -136
7387 Commercial testing labs ... .... 61,513 35.8 7398 Business services, nec. ...... 595488 36.8
8922 Noncommercial educational and N 8911 Enginssring, architectural, and

science ressarch Survey services ............ 707,753 344

organizations .............. 80,161 8.9 8599 Servicss, nec............... 104,183 454
Total high technology ............... 5,618,285 16.4

Qualifying industries excluded from the high-technology sample

7392 Managament.consuitant, public
relations . . ............. ... 611,887 45.7

SOURCE: Défice of Technoiogy Assassment.

Table B-5.—1876 Shares of High-Technology Estabiishments and Employment by Affillation and Firm Size (parcent)

Multiestabiishment firms Large firms® Tiny firms®
Estadbiishiment E@p!oyment Establishment Employment Estabiishment Empioymen_g_
High technology....... 438 88.4 285 88.0 83.4 4.2
Low technology ....... 28.9 - 72,7 16.8 750 66.9 10.6
Other industries .. ..... 25.3 B1.¢ 87 57.7 80.5 253
All industries ......... 282 80.0 124 684.0 78.0 200

& arge firms have 100 or mone empioyess firmwide, most ane muitisstadlishment.

BYiny firms have iess than 20 amploysas firmwiae; most are indepsndents.
SOURCE: Office of Tachnology Asssssment,

" nology sector is even more dominated by such firms (88
percent of jobs). Abrut one-half of all high-technology
jobs are in national affiliates (branches and subsidiaries
of firms headquartered out-of-State), while the average
for all industries is only one-third.

The average number of employees in high-technology
establishments (69) is twice that of the low-technology
manufacturing and business services (32) and more than
five times the average in other industries {13). Almost
90 percent of high-technology jobs are in firms with more
than 100 employees compared to 75 percent for low-tech-
nology and 58 percent for all other industries. The high-
technology sector comprises 1.6 percent of all tiny firm
employment, 3.2 percent of mid-small firm employment,
and 10 percent of large firm employment.

While the distribution of high-technology employment
across the four regions of the United States roughly paral-

lels the distribution of overall employment, the regional
share data in table B-6 show that the Northeast and the
West have more than their proportional share of high-
technology employment, while the South is short, This
is more clearly evident in the variation in the sectoral
shares within each region. The employment share of the
high-technology sector varies from 5.8 percent in the -
South to 8.9 percent of all jobs in the Northeast. The
West has a high-technology sector which is somewhat
above average, but it is considerably below average in
the size of its low-technology manufacturing and busi-
ness services sector.

There is remarkable variation across regions in the or-
ganizational composition of the high-technology sector,
particularly with respect to muitiestablishment firms,’
which is shown in table B-7. Employment in high-tech-
nology affiliate establishments in the South exhibits the
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Table B-8.—Distribution of Total Privats Sector Employment by
Region and Industrial Sector, 1878 {percent}

_Sector within region Regional share
Region High-technology Low-tachnology High-technology All industries
Northeast ............... 8.8 X6 203 248
North Central ....... weees 74 0.8 276 278
South.......oovvvvvnnnns 5.8 273 23.8 30.6
West .........coc0vnnen 84 23 18.3 17.0
: 28.2 100.0 100.0

Table B-7.—Distribution of Righ-Technoiogy Employment by Organizationai Type,
1976 (percent)

Local National
Region independents Tops sffiliates affiliates
Northeast ............ 129 211 23 43.7
North Centrai ......... 10.4 24.7 174 47.4 -
South ......oovvivenen 10.1 12.9 94 876
West................ 13.0 16.0 217 483
US.total ........... 116 i8.2 178 515

greaiest diverpence from the mean. Whereas less than

50 percent of high-technology employment in the other

regions is in national affiliates, in the South out-of-State

headquarters control about 68 percent of all high-tech-

nology jobs. Though less exaggerated, affiliate employ-

ment in other industrial sectors in the South has a simi-
lar trend.

Regional Aspects of
High-Technotogy Development

Overview

Recent recession and record unemployment levels have
- prompted policymakers to look increasingly toward the
fast-growing high-technology sector of the economy ss
an important source of new jobs. In view of the remark-
able growth in some, especially computer-related indus-
tries, many local planning and development agencies are
directing their resources toward attracting these indus-
tries to their areas. Yet very little is known at present
about the plant location decisions of high-technology
firms or even about the characteristics of growth in high-
technology industries. In the previous section the high-
technology sector and its distribution by region and
organizational status in 1576 was described, This section
focuses on the locus of growth in the high-technology
sector between 1976 and 1980.

Did the patterns of smployment growth between 1976
and 1980 erode or reinforce the existing distribution and
composition of employment in the high-technology sec-

tor? Employment in high-technology industries in the
United States grew a total of 19.4 percent between 1976
and 1980, an average annual growth rate of 4.5 percent.
The growth of employment in high-technology indus-
tries was a third higher than the employment growth in
the low-technology part of the manufacturing and busi-
ness services, Consequently, the high-technology sector
increased jts 21-percent share of the manufacturing and
business sector service employment to 22 percent by 1980.
Within the high-technology sector, the subset of high-
growth industries grew from 65 percent of all high-tech-
nology employment to 71 percent due to their average
growth rate of 31 percent, Over this same period, the
low-technology manufacturing and business services sec-
tor grew almost 12 percent, while the “other industries”
sector grew 16 percent. '

High-technology industries contributed 9.5 percent of
all net paw jobs between 1976 and 1980, of which 72.4
percang were in large businesses. The low-tzchnology sec-
tor's share of net new jobs created between 1976 and 1980
was 21.7 percent; “other industries” was 68.8 percent.
This growth in the fow-technology manufacturing and
business services industries raises doubts concerning re-
cent claims that traditional basic manufacturing indus-
tries are dying out in the United States.

As shown in table B8, the two regions with the lowest
shares of high-technology employment in 1976 experi-
enced the highest ratés of growth during the 1976-80°
period. Although they held only 43 percent of total em-
ployment in high technology in 1976, the South and the
West together accounted for 71 percent of that sector’s
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Tadle B-8.—Empioyment Growth Shares and Growth Rates by Region and by Sector, 1678-80 (percent)

Migh technoiogy Atl industries
Share of Share of Growth Share of Share of Growth
Region emplioyment growth rate empioyment _growth rate
Northegst.......... 203 11.3 75 24.8 10.4 6.4
North Central ...... 278 178 125 276 216 119
South ............. 238 41.8 34.1 306 38.1 188
West.............. 19.3 29.1 203 17.0 209 26.7
UsS.totat ........ 100.0 100.0 18.4 100.0 100.0. 15.2

growth between 1976 and 1980. Thus regional shares of
high-technology employment are tending to converge,
balancing the distribution across the four regions. This
regional distribution of growth in high-technology em-
ployment roughly paralleled that in low-technology man-
ufacturing and business services.?!

The Northeast and the West had relatively strong high-
technology sectors reflected in the larger shares of high-
technology employment relative to overall employment.
The North Central had proportional shares of national
employment in both sectors, while the South had a rela-
tively small high-technology sector. Given the noted
tendency toward a more balanced distribution of high-
technology employment, it is not surprising that the
greatest excess in high-technology growth rate relative
to the region’s overall growth rate was in the South (34
percent v. 19 percent). Obviously, the regions used in
this analysis are very broadly defined, and the high-
technology employment within those regions may be
highly concentrated in particular States or metropolitan
areas. Regional analysis at a more disaggregated level
would illuminate such intraregional discrepancies.?

Analysis of Regional Shifts
in Employment Shares

Employme growth in the high-technology industries
for a given area comes from a variety of sources. Region-
al employment growth may resuit from a number of fac-
tors, in addition to simply reflecting national economic
trends. Particular regional characteristics might be attrac-
tive to businesses in general, regardless of their level of
technology or innovativeness. Such factors would include
abundant and inexpensive energy or labor resources.
Other regional characteristics might be of particular rel-
evance to high-technology firms, such as a large pool of

——

it Another more detailed regional analysis for the period 1967-78 found a sim.
ilar tendency toward convergence in regional shares of manufacturing employ-
tnent. See Gregory Jackson, et al., Regional Diversity: Growth in the U.S., 1960-
1990 (Boston: Auburn Publishing House, 1981),

8¢, for example, Andrew Wyckoff and Nancy O'Connor, “Patterns of
Growth and Structural Change in High Technology Induseries in the New Eng-
land States,” Business Microdats Project, The Beoolings Institution, August 1983,
{mimeo).

36-737 0 - 84 - 10 : QL 3

technical and scientific workers. Third, growth in a re-
gion’s high-technology sector could result from expan-
sion within existing high-technology firms or the forma-
tion of new high-technology establishments resulting
from a nationwide incressed demand for their products.

What is the relative impact on regional employment
growth of their competitive advantages versus that of
their particular industrial structures? Shift share analy-
sis is a useful technique for addressing this question.?*
This analysis divides growth of a region into a national
component {the national average growth rgte), an indus-
trial mix component {expected deviations from the
national average attributable to the composition of the
regional economy in terms of fast- and slow-growing in-
dustries), and a regional competitive component (differ-
ences in regional growth rates compared to national
growth rates for particular industry groups). This tech-
nique assumes homogeneity within regions and within
industry groups, to the level of aggregation used. Obvi-
ously industrial groupings are not homogeneous, as dis-
cussed earlier with respect to the problem of defining
high-technology industries.?* However, the areas com-
prising our regions and the four-digit industry classes
grouped in two of our three industrial categories were
chosen for their internal consistency in growth rates, so
the technique should still be useful at this crude level
of aggregation.?

The first four columns of table B-9 summarize the find-
ings of a more disaggregated shift share analysis of em-

BFor a discussion of shift share analysis see Juckson, et al,, op. cit.; or L. D,
Ashby, Growth Pateerns in Employmers by County, 19€0-50 and 195060 (Wash-
ington, DC: U.S. Government Printing Office, 1965).

#This i true of broad clawes such s the three employed here: high-tech.
nology/high-growth, high-technology/low-growth, and low-technology many-
factyring and business services. See M. Qdle, “High Technology verss High
Growth Industries,” Small Business Research Conference Papers (Waltham, MA:
Bentley College, 1983},

¥The annual percentage change in nonagricultural employment between 1970.
and {977 for the divisions comprising our four regions are given below:

Northeast South
New England . .......... 0.5 South Adlsntic .. ...........2.87
Mid-Adantic ........... 0.15 East South Central ... .. ... 3.3
North Central West South Ceneral. . ... .. 4.26
East North. Ceneral . ... 122 West
West Novrth Cenersf ... .. 2.23 Mountain .................5.26
Pacific. ... 3.00

SOURCTE: Adapted from tsble 4.1 in Jackion, et ai., op oy,
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Table B-9.—Shift Share Analysis of Changes in Manufacturing Employment
(estimated sffects in thousands of smployees)

1963-72% 1672.78* 1978-80° Total
Region Compaetitive Mix Competitive Mix Competitive Mix change
Northeast.......... — 054 93 - 386 8 -615 2 369
North Centrai ...... - 178 141 -76 60 -302 -24 744
South ............. 884 -29 502 ~78 488 -52 1,457
West.............. 35 -7 158 _ ~5 431 75 1,034

Bagapted from John Rees, “Raglonal Industrial Shifte,” tadle 3.

DYna 1576 dase inciudes manutacturing employses (21,77 miliion), petroleum extraction employees (0.20 miition) and business services employees (4.93 mitton).

SOURCE: Office of Technology Assesament.

ployment growth in manufacturing for two earlier peri-
ods.’® The reiatively slow growth in the traditional
manufacturing regions, the Northeast and North Cen-
tral, in contrast to the faster growth in the newer manu-
facturing centers in the South and West is apparent in
all three time periods shown in table B-8. The traditional
manufacturing regions have consistently large negative
competitive components. In the most recent period the
competitive component of employment loss attributable
to the Northeast’s weak economy was nearly twice the
size of the actual net gain in employment. If the naticnal
growth rates for the mix of industry sectors had prevailed
in the Northeast—i.e., if the regional competitive effect
had been zero, rather than negative—then its employ-
ment growth would have been nearly three times as large
as it actually experienced.

The competitive regional advantages of the South and
the West appear to be in transition. Since the 1963-based
analysis, the South's competitive component has been
decreasing, while the West's has been increasing. In the
most current period the employment gains attriburable
to differences in their regional economies were nearly the
same, although the South is almost twice as large (in em-
ployment) as the West.

Trends in the industrial mix effects are more startling.
While the Northeast used to have a large enough share
of high-growth industries to more than offset its very high
share of low-growth manufacturing, the mix is now just
barely balanced, This trend of decreasing advantage of
industrial mix is even stronger in the North Centrai re-
gion, whose earlier advantageous industrial composition
effect was almost large enough to offset its disadvantage-
‘ous competitive effect. In the recent period, both effects
were negative. Both of these regions’ negative mix effects
are probably understated because the low-technology sec-
tor was not disaggregated. These regions would tend to
include the older, slower growing industries within that
industrial sector.

#“The figutes in tahle B-8 represent che expected change in the region's employ:
ment in thousands refative 1o the national growth rate for alf industries and
given its particular industrial mix. The lagt column is the actual net change in
employment for the 197680 period.

The South continues to have a relatively smali share
of the high-growth industries, in spite of its overall eco-
nomic health. This is a restatement of the point made
above, that although the South had by far the highest
growth rate for high-technology business, it had the
smallest proportion of high-technology business. The
West, on the other hand, appears to be the paradigm
for every regional development council. In addition to
the substantial competitive advantage of its regional econ-
omy, the West shows . n increasingly favorable industri-
al mix in the recent period. The industrial structure in
the West has shifted, so it has more than its expected
share of high-growth industries.

Two general conclusions from the shift share analysis
are particularly clear. First, the regional competitive ef-
fects overwhelm the industry mix effects in all these peri-
ods. Second, in spite of some shining examples of the
contrary, the older manufacturing areas are losing their
advantageous industrial mix in manufacturing. This
might be due to a shift in the locus of innovations and
development of new product lines, or it might reflect =
change in the pattern of location of branch plants in low-
or wage areas as high-technology products enter the stage
of larger scale, standardized production. Some evidence
for the latter effect was found in the organizational com-
position of high-technology growth, particularly in the
South. {See discussion below.)

Composition of High-Techinology
Employment Growth

Components of Employment Change.—The data
used in this analysis allow us to differentiate employment
growth behavior for different types of firms within the
high-technology sector. These data track individual firms
over time, permitting classification of establishments
according to the their type of employment growth: for-
mations, expansions, contractions, and closures. The
figures in table B-10 show high-technology ihdustries
have higher growth rates than low-technology industries
in all regions. This was true for both formations and ex-
pansions. The greatest contrast in the performance of

130




v
8

App. B—Formation and Growth in Nigh-Technology Firms: A Regional Assessment * 125

Table B-to.—Emponmon! Change by Type and Region for
High- and Low-Technology Manufacturing and Business Services
(percent of 1878 employment with region and sector, 1978-80)

Net Formations  Expansions Contractions Closures

Northeast

Migh ............ 75 16.3 21.3 - =137 —-$6.4

Low .....vvvnnt, 43 14.2 188 —-1186 —-47.2
North Central

High ............ 25 196 19.2 —104 - ~158

low .......ovvnn 8.5 16.3 186 -105 -15.8
South ‘

High ............ 34.1 34.2 278 ~8.6 ~18.5

LOW ..oovivvnnnn, 15.8 25 223 —10.0 -18.0
West .

Lo High ..ol 203 284 335 -108 -21.7
LOwW ............. 25.0 268 278 —-9.6 -20.0
U.S. total . :

High .......... 18.4 238 246 -11.3 -17.8
Low........... 11.7 19.0 210 ‘ —105 -17.7

SOURCE: Office of Technology Assessment.

high- and lqw-technology sectors was experienced in the
South. In that region, the rate of employment change
associated with formations in high-technology industries
was 50 percent higher than that in low-technology in-
dustries. This was the strongest determinant of the ex-
ceedingly high net employment growth rate for the high-
technology sector in the Scuth.?” Contraction and clos-
ing rates were almost identical for both high- and low-
technology industries in every region.

Organizational Aspects of Employment Growth.—
High-technology firms can also be classified by organiza-
tional structure. As pointed out in the section describ-
ing the high-technology sector, most of the employment
in these industries is in affiliates of large multiestablish-
ment firms. Data in table B-11 are separated into four
types of business establishments based on their affilia-
tions. Independents are establishments that are not
legaily connected to other business establishments. Tops
are the owning establishiments in rmultiestablishment en-
terprises. An interesting distinction can be made between
the two types of affiliated establishments of multiestab-
lishment firms. Local affiliates are branch or subsidiary
establishments of firms whose owning company is located
in the same State; national affiliates belong to out-of-State
owners.?8

Although employment in independents in high-tech-
nology industries grew rapidly (36.9 percent between 1976
and 1980), their share of the high-technology labor force

7These findings are consistent with carlier regional analyses that indicate the
growth companent most responsible for regional differences in net job growth
was fo.rmations. See, for example, John Rees, “Regional Industrial Shifts,” or
David Brch, “CGenerating New Jobs: Are Government Incentives Effective’”
Commentary (Washington, DC: Councif for Urban Economic Development,
July 1979), L’

#This is the organNational status in 1976, except for formations which are
Jassified by their status in 1980

s
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{11.6 percent) was relatively insignificant compared to
the share of employment in high-technology affiliates of
multiestablishment firms (88.4 percent). Of the employ-
ment growth that took place between 1976 and 1980,
about 22 percent was in independents, almost twice their
share of base year employment in 1976. Regionally, the
ratio of independents’ growth shares to base employment
shares ranged from 1.6 in the South t0 3.2 in the North-
east. For the low-technology sector, this ratio for inde-
pendents hovered around 1.6 in all regions except the
Northeast. In that region, independents made a positive
contribution to a net loss of employment in the low-tech-
nology sector. Despite the predominance of large affiliates
in the high-technology sector, independents performed
better on average in high-technology industries than in
low-technology industries.

Affliates of multiestablishment firms accounted for 69
percent of employmer.t growth for the period, approx-
imately equal to their share of high-technology employ-
ment in 1976, In the Northeast and the North Central
regions, high-technology affiliates’ shares of employment
growth were higher than their shares of 1976 employ-
ment. The reverse was true in the South and the West.
For each type of establishment, regional growth rates and
growth shares were inversely related to the size of the
high-technology sector relative to the fegion’s total
employment. Thus the overall pattern of convergence
in regional shares of high-technology employment is
manifested consistently in all types of establishments.

Local v. National Ownership.—In 1976 in the
United States, more than 60 percent of affiliated estab-
lishments in the high- and low-technology sectors of man-
ufacturing and business services belonged to ourof-State
firms. These national affiliates had nearly three times the
employment of affiliates of local (instate) firms. The
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Tabie B-11.—~Nat Employment Growth Rates in Migh-Technology Establishments by

Organizational Type, 1876-80 (percent)

Local Nationa!

Region Ali types  independents Tops affiliates affiliates
Northeast ....... 8 24 —~4 11 6
North Central . . .. 13 22 2 30 e
South........... 34 §3 28 a2 33
West........... 29 57 26 43 17
U.S totai...... 19 ) 37 8 26 18

ARsfects organizational tatus in 1878, sxcept for formations which are ciassified by status in 1980

SOURCE: Office of Technoiogy Assassmant.

employment growth between 1976 and 1980 diminished
these discrepancies. In the low-technology sector, local
affiliates grew 20 percent more than the national affiliates
during the period. In every region except the South locel
high-technology affiliates were growing at two to three
times the national affiliates’ rate. In the South, local and
national affiliates grew at roughly equal rates.
Translating the various employment shares (table B-7)
and growth rates (table B-11) into shares of net growth,
the relative importance of local v. national affiliates in
the job-generation process is more clearly evident. In: the
Northeast, the North Central, and the West, the num-
ber of new jobs was approximately evenly split between
affiliates of local firms and aftiliates of naticnal firms. In
the South, however, about 300,000 of the 340,000 new
jobs generated in affiliated establishments were in affili-
ates of out-of-State firms. Much of this new employment
in national affiliates was due to formations of new busi-
ness establishments.”” Given the importance of forma-
tions in determining net growth rates, let us ook at this
component of employment change in more detail.

Regional Differences in Formations

For the 1976-80 period, a number of important regional
trends are evident in the pattern of high-technology for-
mations and their associated new employment. As with
net employment change, the rates of formations of new
high-technology establishments and their employment
contributions are inversely related to regional shares of
high technology in the base year. Again, since closing
and contraction rates are fairly constant across regions,
formation rates account for much of the difference in
overall regiona! performance. Consistently, the North-
east and North Central had formation rates below the
U.S. average for all three of these industry groupings,
while the South and West had above average rates, both
of establishment formations and job creation (see table
B-12).

#This probably underrepresents the strength of out-of State firms because no
account has been taken of thelr acquisition of [ocal affiitates or independent es
tablishments between {976 and 1980,

As shown in table B-13, each region’s share of forma-
tions and associated employment was relatively constant
across all sectors, indicating thar chere was little varia-
tion in the average size of new high-technology estab-
lishments across regions. Their constancy across indus-
trial sectors also suggests that location decisions of
high-technology firms are not significantly different from
those of firms in other industries at this broad regional
level. As noted above, this distribution tends to offset
existing inequalities in the regional shares of total na-
tional employment in the high-technology sector.

The intraregional variations in formation rates across
industrial sectors were quite similar. In each region, the
formation rate for the high-technology sector was about
30 percent higher than that for the “other industries”
sector, except in the South where high-technology for-
mations were nearly S0 percent higher. Low-technology
formation rates were almost identical to those of the

“other industries” sector in the Northeast and the North

Central regions, but low-technology formations were
stronger than “other industries” in the South and West.

Turning to the impact on employment, in each region
the rate of employment growth from formations was ap-
proximately the same in the high-technology ss in the
low-technology sectors (see table B-12). The South ex-
hibited a considerably higher rate of high-technology job
creation. However, recall that the South had the smallest

- high-technology sector (5.8 percent) relative to its total

employment and a smaller share of national high-tech-
nology employment compared to its share of total na-
tional employment.

Organizationa! Aspects of Formations.—Represent-
ing 56 percent of alf high-technology establishments in
1976, independent establishments in all regions ac-
counted for an average of 54 percent of formations in
the high-technology sector. Their share ranged from 51
percent in the Northeast to 59 percent in the West. The
role of independents in the high-technology sector is rela-
tively weak compared to their 70 percent shares of pop-
ulation and formations in the two other industrial sec-
tors. The distinctive position of independents in the high-
and low-technology sectors was more striking in forma-
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Tabie B-12.—Establishment Formation Rates by Region and industriai Sector, 1976-80 (percent)

.8, totai Northeast  North Central South West

Rate of esiablishmant formalions:

Allindustries .. ...l 322 26.1 285 349 40.6
Hightechnology ....................... 43.4 338 376 80.3 816
Low-technology manufacturing and

business services . .................... 33.8 254 287 38.8 43.3
Ctherindustries ... .............conun... 31.7 260 28.3 338 38.8

Raie of employment change in formations:

Alifndustries ...................c...c.... 219 16.0 19.2 253 28.7
Hightechnology .......oovvvivieninan., 235.8 18.3 198 34.2 28.4
Low-technology manufacturing and

business services . .................... 19.0 14.2 16.3 25 26.8
Otherindustries............... ........ 229 16.9 28.3 256 28.3

SOURCE: Office of Technoiogy Asssssment.

Table B-13.—~Regicnal Shares of Establishments and Empioyment:
Net Change and Formations by industrial Sector (percent)

Northeast

Establishment Jobs Establishment

High technology:

Formations ......... 19 20 21

Netchange ......... 14 11 18
Low technology:

Formations ......... 0 20 2

Netchange ......... -] 10 19
Other industries:

Formations ......... 19 17 24

Net change ......... 4 11 17

North Central South Waest
Jobs Estabiishment Jobs Establishment Jobs
23 34 34 28 23
18 38 42 28 26
26 32 35 25 18
22 38 40 36 286
24 34 38 23 23
722" 7 36 37 43 30

SOURCE: Office of Technoiogy Assess jent.

Iy

tion of new jobs. From their 11.6 percent share of high-
technology employment in 1976, independents contrib-
uted 11.9 percent of jobs in high-technology formations
between 1976 und 1980. The independents’ share of
employment from formations in high-technology indus-
tries was consistently only one-third to one-half of that
of their counterparts in the “other industries” sector in
all regions.

The complementary shares of national affiliates in high-
t chnology formations was two to three times their shares
of employment and establishments in formations in the
“other industries” sector. The South’s formation rates
gave it a 39 percent share of the national affiliate forma-
tions, consistent with its 35 percent share of such high-
technology establishments in 1976.

Size Class Patterns in Employment
Growth and Formations

How did the employment growth and formation be-
havior compare for different firm size classes in the
various industries and regions! Size class distributions of
population and employment growth parallel to a large
extent the organizational distribution. That is, most

employment in aftiliates is in large firms (100 or more
employees), while moat tiny {fewer than 20 employees)
firms are independents (compare table B-14 with table
B-5.)

The average high-technology establishment (69 em-
ployees) is five times the average size in the “other in-
dustries” sector (13 employees). In 1976 less than 4 per-
cent of all high-technology jobs were in firms with fewer
than 20 employees {tiny firms); another 8 percent were
in firms with fewer than 100 employees (mid-small firms)
for a total of 12 percent in the smaller two size classes.
In contrast, these two size classes comprised 28 percent
of employment in the low-technology sector and 42 per-
cent in the “other industries” sector.

Expectedly, tiny firms experienced the highest percent-
age grow:h between 1976 and 1980 of the three size
classes. This pattern and the generally higher growth
rates for the high-technology sector as a whole combined

to produce extremely high-growth rates for tiny high- -

technology firms, ranging from 54 percent in the North
Central region to 91 percent in the West. High-technol-
ogy growth rates for mid-small firms average about half
that of tiny firms, while growth rates of large firms were
about half that of the mid-small group. The relative mag-
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Tabie B-14.—Empioyment Growth Rates and Shares by Firm Size and by Industriai Sector, 1976-80 (percent)

~ Number of empioyees in owning firm

All 0-19 2089 100+ Al 0-19 20-89 100+
Indurtry sector Growth rates Growth shares
Migh technology...... .19 70 35 16 100 15 12 73
Low technology ....... 12 . 44 14 7 100 40 17 43
Other industries ... .... 16 23 18 14 100 37 16 47
SOURCE: Otfice of Technology Assessment.
nitude of growth: rates in mid-small firms compared to Summary

large firms in the other sectors did not exhibit a similar
pattern.

The highly concentrated organizational composition
of the high-technology industries was reflected in the dis-
tribution of net employment growth. Although the small-
est firms contributed only 15.2 percent of net employ-
ment change in high-technology industries, this was
about four times their chare of 1976 employment in that
sector. More than 72 percent of the new high-technology
jobs were in firms with 100 or more empioyees. This
sharply contrasts with the structure of employment and
growth in the other sectors, in which tiny firms contrib-
uted close to 40 percent of growth and large firms less
than 50 percent. Consistent with their dominant posi-
tion in the high-technology sector (89 percent of all high-
technology employees), large firms accounted for 86 per-
cent of the employment in high-technology formations.
In the low-technology sector, large firms contributed only
65 percent of formation employment, considerably less
than their 75 percent share of that industrial sector’s
employment. The share of high-technology formation
employment was about 7.5 percent for tiny establish-
ments, whose share of 1976 employment was only 4 per-
cent. In low-technology industries, tiny firms contributed
almost twice as many jobs as would have been expected
from their share of 1976 employment.

A general pattern of a 20- to 30-percentage point spread
between the formation rates in the high- and low-tech-
nology sectors holds in each region for both the smallest
and largest size classes. The mid-small class {(establish-
ments in firms with 20 to 99 employees), showed little
variation in regional formation rates between the two
industry sectors. While the establishment formation rates
are similar for tiny and large firms, the rate of employ-
ment increase in formations in the smallest size class
ranges from 50 to 80 percent higher than in the largest
size class across regions. This differential in growth rates
largely reflects the small size of the tiny firms' employ-
ment base in 1976. The employment increases of the mid-
small class compare more closely with those of the largest
class, generally about one-half the rates of the smallest
size class.

The high-technology industries comprise a small, rela-
tively concentrated sector of the economy. Their 7.4 per-
cent share of the Nation's private sector employment is
based in large affiliates ¢ { large multiestablishment firms.
Only 11 percent of high-technology employment is in
firms with fewer than 100 employees. The distribution
of these jobs across the four broadly defined geographic
regions of the United States fits the same general pat-
tern as that of employment in all industries.

Employment in the high-technology sector grew 19.4
percent between 1976 and 1980, about 66 percent faster
than the low-technology manufacturing and business
services secter. The regions which experienced the high-
est rates of growth were those which previously had the
smallest shares of high-technology employment. Al-
though the South and the West held only 43 percent
of the total employment in high technology in 1976, these
two regions accounted for 70 percent of that sector’s
growth between 1976 and 1980.

Since rates of job loss from closings and contractions
were similar across regions, net employment growth per-
formance is largely a function of formation and expan-
sion rates. Similar to net employment growth, the for-
mation rates for the high-technology sector are
consistently about 30 to 50 percent higher than those
for the “other industries” sector. The Northeast and
North Central had formation rates below the U.S. aver-
age for all three of these industry groupings while the
South and West had above average rates of both busi-
ness and job creation. These distributions of net growth
and formations in high-technology employment roughly
paralleled those in all industries, indicating a general
trend towards equalizing the distribution of both high-
technology and other business activity across regions of
the United States.

The shift share analysis of manufacturing employment
changes in four geographic regions confirmed the trends
apparent in the tabular data.’ In the analysis of dara

®The three industrial sectors included low-technology manufacturing and bust-
ness services and the high-technology sector, which was divided into “lowgrowth
rate” and “high-growth rate subsectors for this part of the analysis.
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for the 1976-80 period and in the findings of another
study for two earlier periods (1963-72 and 1972-76), the
most important observation is that the competitive ef-
fects of regional employment growth performance over-
whelm the mix effects of regional industrial composition.
In all three periods competitive effects were negative for
the northern regions and positive for the South and
West, reflecting a general shift of new economic activity
to these more recently developed areas. Furthermore,
while the northern regions are losing their previous
advantageous mix of manufacturing industries, the West
is increasing its proportion of higher growth manufac-
turing industries. '

Employment in the high-technology sector is predom-
inantly in large establishments of large businesses. Never-
theless, the relative performance of small independent
firms compared to larger affiliates was much better in the
high-technology sector than in the other sectors. Despite
this very strong performance of small and independent
high-technology firms, their small share of high-technol-
ogy employment prevents their making major inroads
into the dominant position of the larger firms. Conse-
quently, the organizational and size distributions of the
high-technology sector in 1980 remained very much like
existing structure of the high-technology sector in 1976.

High Technology in
Metropolitan Areas

What regional or metropolitan characteristics foster the
formation and continued growth of high-technology bus-
inesses! Business formartions and employment growth
were analyzed for a sample of 35 metropolitan areas to
identify characteristics associated with high-technology
development. The “low-technology” and "other indus-
tries” sectors were also studied in comparison to the high-
technology sector to identify any unigue characteristics
in its growth behavior. Finally, differences in the pat-
terns of formation and growth of very small high-tech-
nology businesses compared to high-technology sffiliates
of large firms were also examined.

Many economic and demographic factors contribute
to differences in growth rates. A set of factors was cho-
sen which would adequately explain a large portion of
the variation in growth across metropolitan areas. Fac-
tors which might be significant for one industry, but not
for the majority of industries sector level.

Decisions regarding the location of new business es-
tablishments are probably based on different criteria than
those determining expansion, contraction, or closings of
existing establishments, which together determine net
employment growth. Though associated with many of
the same factors as formation choices, decisions regard-
ing existing facilities reflect location decisions of carlier

periods, current fluctuations in economic conditions, and
the dynamics of particular firms and industries. In view
of this, separate equations were formulated using as the
dependent variable either: 1) the rates of formation of
new business establishments, or 2) the rates of net em-
ployment growth, for the period 1976-80.%! Nonetheless,
business formations constitute an important, if not deter-
minant, force in net employment growth which should
render the relationships qualitatively similar, but perhaps
quantitatively weaker for the net growth rates.

The relationship of the dependent variables to the
metropolitan characteristics was also expected to vary
across industrial sectors, so the two equations were esti-
mated separately for each of the three industrial sectors:
high-technology industries, “low-technology” (other man-
ufacturing and business service) industries, and “other
industries.” The subset of high-technology industries
which had above average growth was also analyzed sep-
arately. However, the results were so similar to those for
the whole high-technology sector that they are not ex-
plicitly presented in this appendix.

Variablies and Their Relationships
to High-Technology Development

It was hypothesized that each of the dependent varia-
bles would be related multiplicatively to some or all of
the following factors:*

e the pool of potential entrepreneurs,

e the relative costs of doing business,

® the level of activity in that industrial sector,

e regional economic conditions,

® the quality of the labor force, and/or

e general attractiveness of the city.

What were the expected relationships between these fac-
tors and the measures of growth and how were they oper-
arionalized?

In general, business formations should have a strong
positive relationship to both the pool of potential entre-
preneurs and the economic health of the area. Other fac-
tors that should be positively related to formations are
the general attractiveness of the area, the quality of the
labor force, and the level of extant activity in the same
industrial sector. The only factor in this list that should
discourage formations (i.e., be negatively related to) is
the cost of doing business,

YiFormation Tates are calculated as the gross number of new establishments
opened per 1,000 workers in the metropolitan area in 1976, Employment growth
rates were calculated as the ratio of employment in 1980 to employment in 1976
for each metropalitan area for each industrial sector,

HThe multiplicative form assumes that the percent differences in the independ-
ent vanables are related to the percent differences in the dependent variables.
Thus, the coefficients may be interpreted as clasticities. A coefficient of two, for
instance, on a vatiable measuring educational jevel in a formation equation means
that each one percent change in education level is associated with a 2 percent

change in formations, on average, allowing for the simultaneous effect of the
other independent variables.
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Of the measures included in the Metropolitan Area
Aggregate Data Base described earlier, several can be con-
sidered indicators of the size of the pool of entrepreneurs.
For all industrial sectors, the proportion of the adult pop-
ulation with college degrees and city size should be rele-
vant. The proportion of workers in scientific, technical,
and professional occupations is probably the best indi-
cator of potential high-technology entrepreneurs.

The measures selected as independent variables are not
discrete proxies, but often overlap as indicators of more
than one of the metropolitan characteristics. Both the
educational variable and the technical skills variable also
provide a measure of the quality of the available labor
force, which should be important for both formations
and growth in high-technology industries. The propor-
tion of the labor force in manufacturing and the share
in the relevant industrial sector have been suggested as
detter indicators of the supply of appropriately skilled
labor.

Differences in the strength of the metropolitan econ-
omy would be reflected in the differences in growth in
each sector, ceteris paribus. Since the high-technology
sector is a very small portion of the total (7.4 percent
of total employment on average), it is reasdnable to as-
sume that the two different measures of the strength of
area economies used, area employment growth rates and
area employment rates are exogenous.?® This assumption
cannot be made for the “other industries” sector.

The association of high-technology growth and demo-
graphic characteristics of the metropolitan areas has been
the subject of much speculation and little testing. It has
been suggested that a higher population implies the avail-
ability of a broader range of goods and services which
are needed to support high-technology growth. The rela-
tionship of population density to high-technology growth
could be either positive, as an indicator of desirable con-
centration of support services, or negative, as a measure
of stagnation and lack of expansion potential of a city.

Differences in the proportion of employment in man-
ufacturing have similarly dichotomized interpretations.
They might represent dependence on older, declining
fanufacturing industries with a large proportion of
~ unionized, high wage labor or, conversely, the greater
availability of skilled manufacturing workers, support
services, and other desirable infrastructure. In “other in-
dustries” diff~rences in population growth rates were ex-
pected to be proportional to differences in employment
growth rates since that sector provides consumer goods
and services for the expanding population.

Assuming businesses try to maximize profitability by
minimizing costs, the rates of formation should be in-
. versely related to the indicators of business costs. Three
business cost measures were used—average hourly wages

HEmployment rates were calculated as one minus the unemployment rate.

for manufacturing production workers in 1976, average
monthly commercial electricity bills in 1976, and an in-
dex of per-capita local taxes in 1977. Wage rates were
expected to exhibit the scrongest negative association be-
cause they represent a much larger portion of variable
costs than the other measures used here.

The level-of existing activity in each industrial sector
{or sector strength) was expressed either in terms of size
(number of employees in the sector) or in terms of sec-
tor share (proportion of 1976 employment in that sec-
tor). A large agglomeration effect in high-technology busi-
ness formations was anticipated in the form of a strong
relationship between sector size and formations. New
high-technology businesses were expected to favor locat-
ing near successful establishments in the same industries,
where they could take advantage of the concentration
of specialized support sepvices, supply arrangements, and
technically trained wtge‘rs, as well as keep abreast of
the activities of thei petitors.

The general formulation of the equations, which are
specified by the coefficients in tables B-15 and B-16, did
exhibit excellent statistical explanatory qualities. The
measures of relative business costs, however, were over-
whelmed by the measures of regional economic strength.
Overall employment growth is related to the business cost
variables in much the same way as business formations
are—i.e., the three business cost variables may be thought
of as partial predictors of employment growth rates.’ Pre-
vious period population growth likewise eliminated the
significance of two of the three business ~ost variables,
Consequently, alternative models were estimated in or-
der 0 evaluate szparately the relative importance of the
business cost differences. Version A of the equations
omits the employment growth variable and includes all
three of the business cost variables. Version B of the

- equations includes the employment growth variable and

the population growth variable (for formations), but
drops the insignificant business cost variables. Only the
electricity cost variable was retained in the formation
equations. Making explicit use of employment- growth
alternately in place of or in addition to business cost
variables has the effect ogxplaxmng sectoral de viations
from average growth ra N
Although the two measures of regional economic
health showed very similar elasticities, the employment
growth variable performed better. However, its usefulness
deteriorates with increases in the sector size. It has little
actual significance in the formation and growth eque-
tions for “other industries” because that sector is so large
that its growth is almost identical to the total growth.

“For all sectars together in our sample.

In growth = 129 — .17 (In electra costs) = 0.12 (In local tex) —~ 0.22 {In
wages); but this only accounts for 40 percent of the varistion in metropolitan
employment growth rates.

i
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Tabie B-15.—Regression Coefficients for 1976-80 Business F .rmations*

Migh technology

Low technoiogy

Other industries

Version A: )
Technical skills. . ............ 2.27 {5.86)
1976 Wages . ................ -0.96 (—2.13)
Localtaxes ................. -0.25 (—1.27)
Electriccosts ............... ~0.46 (—2.09)
Citysize.................... 0.25 (2.98)
Rsquared .................. 0.8

Varlation B:
Population growth ........... 3.82 (8.19)
Technicai skills.............. 1.88 {7.48)
Employment growth.......... 0.74 (1.08)
Electriccosts ............... -0.23 (—1.64)
Citysize.................... 0.28 {(5.87)
Rsguared .................. 0.86

0.75 (2.08) 0.04 {0.14)
~1.10 (—2.62) ~0.61 (—1.74)
—0.50 (—2.64) ~0.31 (—2.01)
~0.53 (—2.60) ~0.28 (—1.72)
0.19 (2.41) -0.07 (—1.09)
0.50 0.45

4.14 (7.80) 258 (5.5¢) -
0.34 (1.56) -0.31 (— 1.65)
© 0.88 (261) 1.03 (3.08)
—0.28 (—2.38) -0.09{—0.82)
0.21 (4.89) ~0.04 (- 1.00)
.84 0.82

in parantheses.
SOURCE: Office of Technology Assessment.

Tabie B-16.—Regression Coefficients for Employment Growth*

-

High technology

Low technoiogy

Other industries

Version A:
Technicai skills ................ 0.38 (1.37
1976 Wages . ... ... —0.86 (—2.2%)
Locai taxes .................... -0.28 (—1.92)
Electriccosts ... ...l —-0.38 (- 2.52)
Rsquared ................ou.u 0.45
Variatinn B
Technicai skills . ............ ... 1.07 (3.83)
Employment growth ............ 0.88 (2.89)
Sactorshare ...............uunn —0.34 (—5.36)
RSGUANBO .......ovvvvnrnnnnns 0.66

0.28 {2.57) 0.14 (1.40
-0.13 (- 1.05) ~0.18 (—1.33)
~0.07 (—1.18) ~0.08 (—1.26)
-0.16 {—2.68) ~0.15 {(~2.21)

0.41 0.31

0.03 (0.30) ~0.11 (-2.070)

0.56 (4.60) 1.06 (14.46)
~0.16 (—2.57) ~0.12 (—1.59)

0.65 0.90

2 0g inesr TEgNISSION Was used On the ratic of 1980 to 1878 employment: tharefore, the coefficients are slasticities. Tha t statistics are shown In parsntheses.

SOURCE: Office of Technoiogy Assessment.

The principal two alternative measures of labor quality
also behaved similarly. The technical skills measure clear-
ly explained more of the variation in high-technology
growth and formations. Further, it better differentiates
the behavior of the three ir.dustrial sectors, sc the alter-
native measure (proportion of adult population with at
least 4 years of college) was dropped from the equation.

Finally, most analyses of employment growth have used
sector size as the scale variable for growth. That implicit
assumption of proportionality was tested; sector size,
along wich the other independent variables was used to
explain variance in the number of employees in 1980.
Indeed, sector size had an estimated multiplicative co-
efficient very close to one for all sectors. Consequently,
it was shifted to the left side of the equation, converting
growth to growth rates, with virtually no change ir. the
rest of the estimated coefficients.

Both versions of the formation and growth equations
estimated for three different industry sectors and for two
extreme firm size classes are presented in tables B-15

through B-18. Only for the high- and low-technology sec-
tors were business size distinctions investigated. The two
firm size classes examined were “tiny” businesses {estab-
lishments in firms with less than 20 employees) distin-
guished from “large” businesses (establishments in firms
with at least 100 employees). These two size classes are
highly correlated with discrete business organization
types: most tiny businesses are independent single estab-
lishment firms, and most large business establishments
are affiliates of multiestablishment firms. Thus differences
between the size classes can also be interpreted as differ-
ences in behavior of these two organizational types.

Business Formations in Metropolitan Areas

The number of new business formations and the net
increase in the number of employees in a metropolitan
area should both be proportional to the size of the me-
tropolitan area. When estimating equations for the num-
ber of new business formations in an industrial sector,
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Table B-17.—Regression Coefficients for 1876-80 Business Formations®

High-technology establishments

Low-technoiogy estabiishments

: Tiny firm Large firm Tiny firm Large firm
Version A;
Technicat skills ........... ... o vt 2.54 (5.27) 1.74 {3.96) 0.88 (2.24) 0.15 (0.48)
1078 WageS . . .. e -0.68 {~1.76) —-0.76 {(—1.48) ~1.18 {-2.5%) -0.61 {(—1.68)
Local takes .. ... ..ot i i ~0.34 (- 1.34) =0.10 {(—0.44) ~0.52 (—2.54) ~0.40 {—2.45)
Electric costsS .. .. .o —0.61 {—2.25) -0.32 (—1.27) —0.59 (2.64) -0.26 (~1.45)
CRRY Si20 ... e 0.28 (2.80) 0.21 223 C.18 (2.17) 0.13.(1.90)
Rsquared ...............cciiiiiiinnn., 0.57 0.40 0.580 0.32
Variation B:
Populationgrowth . ........................ 4.65 {5.62) 2.86 (3.28) 4.43 (7.32 2,75 {5.09)
Technicaiskills ................ ..., 2.13 {8.33) 1.31 (3.70) 0.45 (1.82) —~0.20 {—0.88)
Empioyment growth . ...................... 0.59 {1.00) 1.07 (.71) 0.99 (2.29) 1.04 {2.69)
Elsctriccosts ..o, -0.42 (—2.21) ~0.04 (—0.19) —0.33 (—2.41) -0.07 (—0.55)
CRysize ... 0.33 {5.14) 0.28 (3.83) £.20 (4.27) 0.16 {3.75)
ReqQuared ...t 0.81 0.68 0.83 0.71

31 og linear ragression was used on the ratio of businsas formations to local employmaent in 1876; therefore, the cosfiiciants are siasticities. The t statistics are shown

i pareniheses.
SOURCE: Office of Technology Assessment.

Table B-18.—Regression Coefficients for Employment Growth

High-technoiogy estabiishments

Low-technoiogy establishments

Tiny firm Large firm Tiny tim Large fim

version A:

Technical skifls ................ ..o, 0.58 (3.47 0.38 (1.24) 0.21 {2.17) 0.28 {2:22)

1976 WaBES . . ... e e -0.38 ({—2.10) —0.68 (—1.99) —0.06 {-0.59) -0.08 (—-0.81)

Local taXes . . ... i 0.12 (1.38) ~0.33 (-2.01) —0.08 (—1.45) -0.05 (—0.70)

EBlectriccosts .......... ... ............. ~0.23 {(-2.51) -0.38 {-2.30) -0.10 (~1.81) ~0.18 (—2.69)

Rsquared .. ... ... .. ............ccco.uu.. 0.41 0.42 0.33 0.34
Variation B;

Technical skifls .. .............0vvuneiin... 0.31 {1.43) 118 3.7 0.07 {0.75) -0.02 (-1.4)

Employmentgrowth ....................... 0.71 {3.02) 0.90 {2.58) 0.47 (3.70) 081 {4.13)

SECIOT BRAIC . ... o it e e 0.03 (0.67) -0.38 (-5.25) -0.056 (-0.76) ~-0.13(—1.74}

Rsquared ... ...........civiiiniinininn. 0.41 0.64 0.47 0.55

SLog linedr regrassion was used on the ratio of 1880 to 1876 employment; therefore, the cosfficients «fe elasticities. The 1 statistics are shown In parenthesss.

SOURCE: Office of Technology Assessment

the overall level of employment in 1976 had a coefficient
very close to one for all sectors.’ This was not true for
the number of establishments in the sector in 1976, which
is the customary scale variable used to create formation
rates. Therefore, the 1976 employmer.t was moved to the
left side of the equation and forinations per 1,000 work-
ers were analyzed. Both versions_of the equations ac-
counting for metropolitan differences in formation rates
are shown in table B-12 for the industiy sectors.’®
Previous period population growth was the facto- most
strongly related to business formations in both the high-
and low-technology sectors. Representing an amalgam
of amenities—climate, perceived job opportunities, and

“This measure of gross formations is quite different from the net increase in
number of establishments, which would be derived from comparing aggregate
data for two observation points.

WRegression results for formations in the high-growth, high-technology sector
were essentially identical to those for the whole high-technology sector,

138

other attractions, population growth exhibited the high-
est coefficients (elasticities) in the regression equations.
Each 1-percent difference in this variable accounted for
a 4-percent difference in formation rates. The high-tech-
nology formation rates were slightly less sensitive than
the low-technology’s to differences in previous period
population growth. Formations in the “other industries”
sector were not related to previQus period population
growth. The consumer goods and service establishments
which dominate that sector miyht perhaps be more
strongly responsive to the increas:d demand associated
with concurrent population ex: insion.¥?

YA recent study of the relationship between population migration and job
migration found that during the 1960's, "jobs followed people quite strongly,
and pecple followed jobs less completely.™ See Katharine Bradbury, et i, Ur-
han Decline and the Future of American Cities (Washington, DC: The Brook-
ings Institurion, 1982), pp. 103.104.




Q

'ERIC

Aruitoxt provided by Eic:

App. B—Formation and Growth in High-Technoiogy Firms: A Regional Assessment ¢ 133

The quality of the tabor supply and the pool of poten-
tial entrepreneurs, as measured by the proportion of
workers using scientific and technical skills, were expected
to be more important in explaining differences in high-
technology formations. The results strongly supported
this expectation; each percent {not percentage point) dif-
ference in the local share of technical occupations ac-
counted for a 2-percent difference in formation rate in
high technology.?® As anticipated, in the low-technology
sector the effect was much smatller, and in the “other in-
dustries” sector it was insignificant and close to zero.

The three business cost variables used in Version A
all had the expected negative coefficients, and all were
significant in both the high- and low-technology sector
equations, except for impact of local taxes. The negative
impact of local taxes was significant in the low-technol-
ogy and the “other industries” sectors, but not signifi-
cant in the high-technology se~tors. The relationship of
local taxes to business development is unclear both theo-
retically and empirically. It is possible that local taxes
have no measurable effect on high-technology formations
because their negative impact in terms of business costs
is offset by the symmetrical positive impact of local gov-
ernment expenditures. Nonetheless, this lack of astrong
relationship corroborates the findings of other analyses
concerning the relationship of local taxes and business
formation rates.” Loca} differences in wage levels were
inversely proportional to differences in high- and low-
technology establishment fo.mations. Formation rates
twice as sensitive to wage rate differences as to the other
measures of business costs, For the “other industries” sec-
tor, the relationship of formations to these business cost
variables was similar, but of smaller magnitude. Again
this lower sensitivity to local differences is probably at-
tributable to the large proportion of this sector which
serves local markets, making prin-ipally intrametropoli-
tan location decisions. ‘

When metropolitan employinent growth was added to
the equation to create Versien B (see table B-19), it cap-
tured most of the business cost differences, leaving only
small coefficients for electric utility rates. In other words,
overall employment growth is strongly related to these
business cost variables in the same direction as are busi-
ness formations. Utility rates did have an impact in ex-
cess of that assumed by employment growth differences
in the manufacturing and business service sectors, but
not in the “other industries” sector, which are less de-
pendent on energy inputs.®

“Eor example, there 1s a Spercent difference in rechnical shares between a
Gy with 2O pereent tedhnical and with 21 pereent techmical,

Swee, for example. Michael Kieschnick, Tsxes and Growth: Business Incen:
tses and Evonomie Development (Washington, DC- Counail of State Planning
Agencies, 19811, and Denms W Carlton, “The Location and Employment
Chotees of New Fiems. An Econometsic Model With Discrete and Continuous
Sndogenous Varables.” Review of Economics and Statistics, September 1983,

+ Alwr, ren all that the “other mdustries” witor s domnated by predominantly
el lxal operations which give Jess consideration o alternative locations

New business formations as a whole were roughly pro-
portional to employment growth, as expected, since they
are a major component of net employment growth. High-
technology formation rates varied three<quarters of 1 per-
cent for each I-percent difference in the strength of the
local economy, measured by employment growth rates.*
While the regional analysis above indicated a strong and
close relationship between regional employment growth
rates and high-technology growth rates, that relationship
became less clear at the metropolitan level. The simple
correlation of high-technology formations with metro-
politan employment growth was small and negative.
However, it is reassuring that the regressions, which
simultaneously take into account other important fac-
tors, reconfirm the close association between high-tech-
nology development and net employment growth rates.

City size had a small, but significant, positive associa-
tion with formation rates in both the high- and low-tech-
nology sectors. The impact and significance of city size
increases greatly when previous period population growth
is also taken into consideration. The larger of the expand-
ing metropolitan areas experienced more high- and low-
technology formations, City size is highly correlated with
cultural and social amenities often cited as significant at-
tractions to high-technology firms and their prospective
employees. The greater diversity of goods and services
available in larger cities apparently provides more advan-
tages to new manufacturing and business service estab-
lishments than the offsetting small city advantages, such
as lower land costs, better city planning, and less con-
gestion. City size had no measurable impact on forma-
tions in the “other industries.” This divergence in the
behavior of the manufacturing and business service sec-
tors from that of the “other industries” sector is note-
worthy because of the dominant size of the "other in-
dustries.” A recent study-of urban decline for a larger
samnple of SMSAs found city size to have a significant
negative impact on intermetropolitan business location
decisions.*?

The expected agglomeration effect was not discernible
in terms of a relationship of differences in formations to
differences in relative size of the sector.*’ Neither the
high-technology sector as a whole, nor the smaller subsec-
tor of high-growth/high-technology industries exhibited
a strong relationship to sector share. Nor was there the
expected association between differences in the absolute
level of employment in the high-technology sector and
the business formation rate, atter taking into uccount the
other differences between the metropolitan areas. It is

— i

1 As mentioned earlicr. the high:.echnology sector employment is such a small
portion of the total fabor force thar net employment growth 10 a metropohitan
arex ¢an be considered exogenous to it

“Bradbury, et al, op. ut., pp. 209-210

©'The employment tn high technology establishments as a petcentagye of the
total private sector employment in all nongovernmental industries in the SMSA.
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possible that the scientific and technical share of local
employment, which is already in the equation, captured
any agglomeration effect present. Relationships to rela-
tive sector size might surface in an analysis of growth
dynamics for more narrowly defined, individual indus-
tries.

The other two demographic variables, percent of em-

ployment in manufacturing and population density, were
not significant in any version of either the formation or
growth equations.* Differences in city size might sup-
plant the relevant aspects of these urban structure
variables.

The Version A equations, which exclude the variables
for metropolitan employment and population growth
rates, still explained well over half of the variation in
. high-technology formation rates and in low-technology
formations. The proportion of scientific and technical
occupations and the average wage levels together ac-
counted for 45 percent of the explained differences in
high-technology formations, but only 16 percent of the
explained differences in the other two industrial sectors.
Version B effectively addressed the deviation of some sec-
tors’ formation rates from the overall metropolitan
growth rate. Sector deviations resulted, principally, from
differences in sensitivity to previous period population
growth rates and the availability of technically skilled
labor. These two factors, aiong with city size and elec-
tricity costs, explained over 80 percent of the variation
in each sector’s formation rates. In sum, high-technology
formations were distinguished from formations in the
other two sectors by a much greater sensitivity to the
share of scientific and technical occupations in the work
force and a somewhat greater sensitivity to city size.

Employment Growth in Metropolitan Areas

It is more difficult to explain the differences in employ-
ment growth rates, because they frequently represent a
rather small net difference between large positive flows
{of jobs from formations and expansions) and large neg-
ative flows (of job losses from closures and contractions).
The negative flows are less variable than the positive flows
so the intermetropolitan differences in net growth rates
may usefully be viewed as a function of their gross for-
mation and expansion rates.** Thus one would expect
many relationships to be similar to those found for the
formation rates, but generally weaker. Sector employ-
ment in the area was used to scale the growth numbers.
Growth rates are expressed as the ratio of 1980 employ-
ment to 1976 employment, centering the measure on 1.0,

*“Population density was also found to be unimportant with respect to busi-
ness location decisions in Bradbury, et al., op. cit, p. 103,

“S¢e the regional analysis above and Catherine Armington, “Further Exami-
nation of the Sources of Employment Growth,” Working Paper No. 12, Busi-
ness Microdata Project, The Brookings Institution, March [683.

so the percent changes in growth rates are similar to per-
centage point differences.

As with the formations equations, two versions of the
mode] explaining net employment growth are presented
in table B-15 for each industrial sector.*® Version A, ex-
cluding overall metropolitan employment growth rates,
shows the business cost variables are generally significant
with negative coefficients. Most of the coefficients are
smaller than their counterparts in the formation equa-
tions, indicating that net employment growth rates were
less sensitive to costs than were formation rates. Electri-
city costs had significant, negative coefficients'for all three
industrial sectors. Local tax rates were insignificant for
all three, and wage rates were significant only for the
high-technology sector.

The technical skills variable is much less important in
explaining net employment growth in the high-technoi-
ogy sector than it was for high-technology formations.
This probably results from the different characteristics
of the firms, or industries, dominating these rwo meas-
ures. Employment growth in the high-technology sector
would primarily reflect entry into or expansion of large
production facilities which require relatively smaller pro-
portions of scient.S¢ and technical personnel. In contrast,
formations are numerically concentrated in smaller in-
dependent operations, which in the high-technology sec-
tor would rely heavily on such skilled employees.

Interpreting Version B as an explanation of the devia-
tion of sector growth rates from the overall metropolitan
growth rate, it is not surprising that the technical skills
variable remains the most important distinguishing fact
or in explaining high-technology development.*?

In the employment growth equations, sector share sur-
prisingly had a negative coefficient. If a sector is 3 per-
cent (not percentage points) larger than average, the net -
employment growth rate would be expected to be 1 per-
cent lower than otherwise, While it is tempting to label
this a negative agglomeration effect, the leve! of indus-
try aggregation is possibly too broad to measure accu-
rately agglomeration economies. Furthermore, the inclu-
sion of the technical skills variable, measuring the
proportion of the total work force in scientific and tech-
nical occupations, may capture a significant portion of
such effects. This negative relationship to sector share
more likely reflects a tendency towards some optimal mix
of industrial sectors or shifts of certain high-technology
industries (or firms) across stages of the product lifecycle.
Those areas with large existing high-technology sectors
may suffer from a relative scarcity of technically skilled

“Again the regression results for the high-growth, high-technalogy subsector
were essensially the same as for the entire high-technology sector. The propos-
tion of variation explained was somewhat lower, The lowgrowth, high-technology
subsector fost 1.3 percent of its employment between 1976 and 1980,

“Remember that differences in growth rates are 2 function of the positve
growth components (formations and expansions).
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labor to support further profitable development. Addi-
tionally, shifts into the mass production stage may ele-
vate other considerations above the desirability of locat-
- ing near an existing nexus of high-technolpgy businesses.

Special Characteristics of
Small High-Technology Firms

Businesses with different organizational and managerial
structures might be expected to employ different sets of
criteria in deciding on locations for new operations. A
multiestablishment firm, with a scope of operations span-
ning severa! States and industries, may not be influenced
by the same factors as a smali-scale entrepreneur seek-
ing to set up a new independent business, Existing busi-
nesses frequently chose to expand their aperations by
opening new branch establishments. Such formations
may supplemert or replace the firm's capacity in their
current business activity or extend their operations into
new industries «r product lines, If a firm opens a new
branch establishiaent in the same State in which its oper-
ations are center ed, the location decision is likely 2 mat-
ter of producticn necessity or managerial convenience.

On the other hand, larger muitiesteblishment firms.

which choose to open branch establishments in distant
locations should be making such decisions on the basis
of profit-maximization. Metropolitan differences in these
formations of new establishments by large firms would
then be more closely associated with factors measuring
the relative busifiess costs and benefits.

For establichaient formations in large firms in the high-
technology sector, the most important associated variable
was the previous period population growth (see table
B-16.) This was followed by the technical skills variable
and the overall employment growth measure. The rela-
tionships between the rate of formations and these fac-
tors were strongly positive and significant. The remainder
of the explained variation was attributable to a small pos-
itive relationship with the city size (1976 population).
Contrary to expectation, formations in large firms were
not strongly related to variations in business costs, as
measured by lo-al taxes, wage rates, and electricity costs.
Though the relationships were all of the proper nega-
tive direction, only the wage-related costs approached
significance. For large firms in the low-technology sec-
tor, the pattern of association between establishment for-
mations and the metropolitan characteristics was simi-
lar, with the notable exception of the technical skills
variable. Formations in large low-technology firms were
negatively related to the proportion of jobs in scientific,
technical, and professional occupations, but this was a
weak and insignificant relationship.

Smaller businesses, which include most independent
establishments, usually locate in the locale familiar to the

entrepreneur. Distant alternative sites are rarely consid-
ered for initial locations. The primary factors expected
to be associated with variations in formations of small,
independent businesses are those affecting the supply of

potential entrepreneurs and their financial ghility tostart

a business, Reflecting the pool of potential entrepreneurs,
a strong positive relationship was anticipated between
the formaticn rate of tiny high-technology firms and the
percent of the labor force in technical and scientific oc-
cupations and the previous period population growth.
Formations in tiny firms were further expected to exhibit .
the relationships to business costs and other variables -

demonstrated to be significant for the business popula- R

tion at large.

Indeed, the results of the regression anaiysis for the
populatian of establishments in tiny firms supported all
the expected relationships. New formations in tiny firms

in both high-technology industries and low-technology ke

manufacturing and business services had a strong posicive
relationship to previous period population growth. Inter-
metropolitan differences in the formation rates of tiny
firms are also related to differences in the levels of tech-
nical skills. These relationships were significant and much
stronger for tiny firm formations than they were for large
firms. This supports earlier findings that indicate large
firms are less dependent on the existing technical exper-
tise in selecting their sites for new operations.

Formations in tiny firms were consistently negatively
associated with the variations in wage rates, electricity
costs, and local tax rates. High business costs may be
more constraining to small firms than to large firms,
Large firms often have a financial and managerial infra-
structure that permits them to absorb higher costs or to
pass them through in the form of higher priced output.
Furthermore, their volume of business enables them to
obtain certain concessions which might not be available
to smaller firms.

Formatxons in tiny firms are more sensitive to differ-
ences in many of the metropolitan characteristics. These
factors accounted for 81 percent of the variation in tiny
firm formation rates, but only 66 percent of variation
in formations of large high-technology firms. The most
important predictor for both size classes in both the high-
and the low-technology sectors was previous period popu-
lation growth. Although it had only a small effect, city
size was also significantly related to formations, more
strongly for large firms than for small. In the high-
technology sector, formations in both size ‘classes were
very sensitive to the availability of sientific and techni-
cal workers. Business costs were much more important
in explaining variations informations in tiny firms than
they were for formations in large firms in both high- and
low-technology industries. Finally, high-technology for-
mation rates in large firms were twice as sensitive to our
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measure of local economic strength—overall employment
growth 4 :

In both high- and low-technology industries, employ-
ment growth rates were generally much higher in tiny
firms than in large firms (see table B-17). While the rela-
tionships between formations in large firms and the busi-
ness cost variables were not significant, employment
growth did exhibit a significant negative relationship to
the business cost variables. Employment growth rates in
_ existing tiny firms are generally less sensitive than the
rates in large firm establishments to all significant metro-
politan variables.

In high-technology establishments of large firms,
growth is particularly responsive to variations in the
strength of the local economy and in the supply of tech-
nically skilled labor. More notably, their growth rates
show-a significant negative association with sector share,
while tiny firm growth was virtually independent of that
factor. This discrepancy in the relationship of small and
large firm growth to the size of the high-technology sec-
tor is possibly a reflection of product cycle differences.
Employment growth in large high-technology firms is
most likely manifested in the establishment of large man-
ufacturing plants, once production has become stand-
ardized, Such production facilities would likely reap more
benefits from inexpensive factor prices than from an es-
tablished concentration of high-technology businesses
competing for the same manufacturing production work-
ers. Again a more disaggregated analysis at the four-digit
industry level for more narrowly defined geographic areas
would help to clarify some of these issues.

Summary of Analysis

Recent publicity about rapid growth of employment
in high-technology industries has caught the attention
of policymakers at ail levels of government. Many State
and local governments have already created programs
to encourage the formation and growth of new high-tech-
nology businesses in their regions. While calls abound
for policies promoting development of high-technology
industries, there is a dearth of empirical information on
the efficacy of such programs. This study has provided
an empirical description of the high-technology sector,
its employment growth patterns, and the association be-
tween the locus of high-technology growth and particu-
lar characteristics of metropolitan areas, utilizing the U.S.
Establishment and Enterprise Microdata (USEEM) re-
cently developed at The Brookings Institution,

0 ¥her studies have found large firms to be more sensitive to cyclical fluctua
tions in general economic activity than small business. Sec, for example, Victor
Zarnowits, “Cyclical Aspects of Incorporations and the Formation of New Bus.
ness Enterprises,” and Victor Zarnowitz and Lionel Lerner, *Cyclical Changes
in Business Failures and Corporate Profits,” in Business Cycle Indicators: Vol
ume 1. Geoffrey Moore (ed.) (Princeton, NJ: Princeton University Press, 1961).

Adopting a broad definition of high-technology indus-
tries, based on minimum levels of professional, scientific,
and technical workers or of R&D expenditures relative
to total sales in each industry, a total of 88 high-tech-
nology industries were identified in manufacturing and
business services. Longitudinal tabulations of the busi-
ness microdata provided data for analysis of the high-
technology sector 1n 1976 and its growth from 1976 to
1980. Employment growth and business formation data
were extracted from these tabulations and integrated with
other socioaconomic data for 2 sample of 35 metropolitan
areas. These aggregate data were then used to examine
the relationships between the characteristics of the metro-
politan areas in the sample and the formation and growth
of high-technology establishments. Data for the high-
technology sector were contrasted with those for the rest

‘of the manufacturing and business service industries

{called “low technology”) and with “other industries” (ex-
cluding manufacturing, business services and gov-
ernment).

Through descriptive analysis of the regional tabulations
and regression analysis of metropolitan data the follow-
ing questions were addressed: What are the characteris-
tics of high-technology establishments and their patterns
of emiployment growth? How does the distribution and
behavior of high-technology establishments differ from
that of establishments in other industries? Are there par-
ticular characteristics of metropolitan areas thatseem to
favor the formation and growth of high-technology in-
dustries?

Analytic Findings

The high-technology sector contains only a small part
of the Nation’s jobs; it employed 5.6 million workers in
1976 and 6.7 million in 1980. Business services accounted
for around 15 percent of the high-technology employ-
ment. Aside from their shared dependence on evolving
technologies, the industries in the high-technology sec-
tor are far from homogeneous. As in neatly all indus-
tries, most high-technology businesses are very sima:l,
more than half of the high-technology establishments are
in firms with fewer than 20 employees. However, far more
than other industries, the high-technology sector’s em-
ployment is concentrated in large firms, spanning both
producers and consumers of high-technology products
and processes. Statistically, the dynamic entrepreneurs
with small high-technology companies are overwhelmed
by large-scale, high-technology production in existing
businesses.

® The sector includes industries and firms within in-

dustries in every phase of their product cycles, from
the innovation and testing phase to large-scale,
standardized production.
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® About 90 percent of high-technology employment
is in firms with at least 100 employees, High-tech-
nology establishnrents are on average five times the
size of establishments in"other industries,

® More than half of the sector’s employment is in
branch establishments of firms which are head-
quartered out-of-State.

e The distribution of high-technology jobs across the
four regions of the United States fits the same gen-
eral pattern as employment in all industries.

® Within regions the impcrtance of high-technology
industries in the local labor force ranged from 6 per-
cent in the South to 9 percent in the Northeast.

High-Technology Employment Growth.—~The in-
terest in high-technology industries has centered largely
on their potential for generating new employment oppor-
tunities. Indeed, employment in that sector grew 19.4 per-
cent between 1976 and 1980, about 66 percent faster than
the low-technology industries. However, patterns of re-
cent employment change vary widely for industries with-
in this sector. Some experienced mercurial employment
growth (e.g., computer programming grew more than 75
percent in the 4 years) and others dramatic shrinkage
(e.g., electronic capacitor manufacturing which reduced
employment by more than 50 percent).

Dividing the high-technology industries into high- and
low-growth subsets, the 55 industries in the high-growth
subset grew 30.6 percent between 1976 and 1980.4° The
low-growth, high-technology subset lost employment, in-
dicating that technological advance is not necessarily
associated with employment generation. This wide varia-
tion in growth rates across industries reflects changes in
labor requirements as firms within these industries move
through their different stages of their product lifecycle
and also the rapid processes of technological change
which can render certain product lines obsolete. In sum,

& Growth rates in the high-technology sector were 66
percent higher than in low-technology industries,
but the small size of the sector limits its current con-
tribution to net job creation (about 1.1 million of
the 11.5 million created between 1976 and 1980).

® ‘Within the sector, employment growth rates vary
widely across industries. Despite high average growth
rates for the sector, almost one-fourth of the high-
technology industries experienced net losses of em-
ployment between 1976 and 1980.

Regional Aspects of Growth.—Employment growth
rates vary more widely across regions than across indus-
trial sectors. In other words, the performance of the re-
gion tends to overshadow differences in industry perform-

“Defitred ua abxve or below the allindustry average of 152 percent

CFor a thorough dis ussion of various employment effexc ts sssociated with tech-
nodogi sl change, see O Freeman, | Clark, ot al | {nemployment and Techno
fogeal Innonation (New Haven, OT: Oreenwixxd Press, J9R2)
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ance. If a region is experiencing relatively high growth
in the high-technology sector compared to the national
average, it is likely to have higher growth rates in other
sectors.

The regional trends in the growth of high-technology
employment conformed with development theories of re-
gional convergence due to factor price equalization. The
regions which experienced the highest rates of growth
were those which previously had the smallest shares of
high-technology employment—i.e., the South and the
West. Regional growth in the low-technology sector was
similarly distributed.®' The tendency toward equalizing
the regional shares of high-technology employment ob-
served here is similar to findings of other studies of re-
gional development in the 1970'.52

Since rates of employment Joss due to business closings
and contractions are relatively constant for all regions,
regional differences in high-technology growth are largely
a function of formation rates. Each region’s share of busi-
ness formations was similar across industrial sectors. The
Northeast, for example, had 20 percent of all high-tech-
nology formations, 19 percent of all low-technology for-
mations, and 20 pertent of all “other industries” for-
mations.

To reiterate, the major findings regarding the broad
regional distribution of h:gh technology growth are as
follows:

® A region’s high-technology growth is largely a reflec-

tion of its overall economic performance.

® There appears to be a redistributive effect in that

those regions with the smallest shares of high-tech-
nology employment experienced higher growth rates.

* Growth depends primarily on business formations;

a region tends to capture approximately the same
share of formations in each industry sector.

Organizational Aspects of Growth.— A popular con-
ception of the high-technology sector links its rapid ex-
pansion of employment to successful small independent
firms.5? In fact, independent firms in all industrial sec-
tors did have much higher growth rates than affiliates
of larger firms. Moreover, the performance of highstech-
nology independents far outstripped their counterparts
in the other sectors. The evolutionary nature of this sec-
tor seems to favor independent firms more than the ma-

Mt should also be noted that these regions have o comparative advantage in
terms of energy supplies and Costs. Some studies have fournd energy costs 1o be
sgnificant in explaining the redistribution of populanion and econamic activity
in the 19705, See Shirley P Burggraf, “Imphications of Energy for Economic De-
velopment Planning,” Monograph, Natonal Coundt for Urban Economic De
velopment. Julv 198].

$See Jackson, et al, op. uir; and John Rees and Howard Stafford, A Review
of Regional Growth and Industrial Location Theory: Towards Understanding
the Development of High Technology Complexes in the ULS,” paper prepared
under contrat for the Office of Technology Awsessment, May 1983,

9% D. Koch, ot al, "High Technology: The Southeast Resches Out for
Groweh Industry,” Ecopomic Review, Federal Reserve Bank of Arlanta, Sep-
tember 1983, pp. 416
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ture, stable structure of the industries in the low-tech-
nology sector.

Despite their dynamism, the independent firms still
contain only 12 percent of the high-technology sector's
employment. Though much of the innovation and the
competitive stimulus in high-technology industries is
probably in independent firms, the appreciable incre-
ments in employment derive from the implementation
of these innovations at later stages in the product takes
place in affiliates of large firms, Formations of national
affiliates accounted for more than 60 percent of the em-
ployment in new high-technology establishments. Afili-
ates of instate firms contributed another 25 percent of
such new high-technology jobs.

This study provides some evidence to support elements
of the product/regional lifecycle theories, These theories
suggest that certain stages of the production process have
different locational requirements.® For instance, the
high-technology sectors in the Northeast and the West
have larger proportions of independents, and above aver-
age net formation rates for independents. The greater
presence of independents in these regions in which
high-technology industries were historically conceived
and concentrated could be evidence of the “seedbed” or
incubator effect often discussed in connection with the
high-technology sector. In the R&D phase of the prod-
uct cycle, firms would be more likely to benefit from the
clustering of highly trained research and technical per-
sonnel and facilities that exist in these regions.’® On the
other hand, the South’s high proportion of large pro-
duction facilities owned by out-of-State firms and its
higher rates of growth in such establishments probably
reflects decisions o locate large, standardized production
- facilities in areas with low labor costs and low unioniza-
tion. Further research with more detailed industrial and
regional breakouts would be necessary to confirm this
hypothesis.

For the present, the findings regarding organizational
structure and high-technology growth can be summarized
as follows:
© ® Independent firms have much higher growth rates

than affiliated establishments, but they hold less
than 12 percent of the high-technology sector’s em-
ployment.

» Affiliated establishments had similar growth rates in
both the high-technology and “other industries” sec
tors, but independent firms grew three times as fast
in high-tachnology compared to “other industries.”

o The South has an exceedingly high proportion of
employment in national affiliates in all industrial sec-
tors, particularly in high-technology industries.

SEncoursging High-Techmology Development, op. <it., app. B,'p. B-14.
$5Gee . Freeman, The Economics of Industrial Innovation (Cambridge, MA,
MIT Press, 1982).

¢ The high-technology employment growth rate of
local affiliates was more than 50 percent higher than
that of national afliates. Only in the South were
national affiliates growing more rapidly than local
affiliates.

Formations and Metropolitan Characteristics.—
An analysis of metropolitan business formation and
growth in the three sectors in relation to several
metropolitan characteristics was conducted to illuminate
the dynamics behind these regional trends and perhaps
to identify characteristics that communities might devel-
op to foster high-technology development. As other
studies of high-technology have found, high-technology
businesses behave much the same as other businesses in
choosing sites for their operations. Businesses are at-
tracted to areas with lower business costs, with heaithy
lc;c?f:mnomi&, and with a relatively amactive quality
o

What differentiates the location dedisions of high-tech-
nology firms is the greater importance of an educated,

 skilled labor force and local amenities. This again coin-

cides with numerous studies surveying high-technology
firms, in which they identified labor considerations as
their primary concern.’?

e Each sector’s formation rates were inversely related
to local business costs—wages, local taxes, and elec-
tricity costs.

¢ Metropolitan differences in business formations in
all sectors were proportional to the size of the city’s
labor force and to the strength of the local economy.

® Previous period population growth, an indicator of
general attractiveness and growth potential, had the
strongest relationship to business formations, par-
ticularly in the high- and low-technology sectors.

@ The proportion of the labor force in technical occu-
pations is strongly related to high-tachnology forma-
tions, but not to ‘other sectors. '

* Both high- and low-technology formations are fa-
vored slightly by larger city population sizes. City
size is unrelated to formations in the “other indus-
tries” sector.

¢ After accounting for differences in the technical oc-
cupation share of the local labor force, the relative
size of the extant high-technology sector was not
related to business formations.

* Formations in the subset of high-growth, high-tech-
nology industries behaved virtually the same as the
entire high-technology population in relation to the
metropolitan variables,

$City size Is used hete 88 a proxy for foca! amenities.

918ec Joint Economic Committee, U.S. Congress, Location of High Technal-
ogy Firms and Regional Economic Development (W DC: U.S. Govern
ment Peinting Office, June 1982), and Encoursging High-Technology Develop-
ment, op. <it., app. B.
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Employment Growth and Metropolitan Character-
istics.—Since business formations play an important part
in employment growth it should not be surprising that
the results of the analysis of employment growth were
similar to the formation equations. In general, the
metropolitan characteristics explained less of the varia-
tion in net employment growth rates than of the varia-
tion in formation rates. Coefficienrs {elasticities) are
lower, and fewer variables are significant.

¢ Business costs were negatively related to growth in

all sectors, but were significant only for the high-
technology sector.

¢ The proportion of scientific and technical workers

was again most important and significant for the
high-technology sector.

® Surprisingly, sector share had a significant ncgative
association with high- and low-technology growth.
This lends further support to regional convergence
tendencies mentioned above.

¢ The high-growth, high-technology subsector be-
haved essentially the same as the entire high-tech-
nology sector, but less of the variation in its growth
was explained.

Business Size Considerations.—Businesses with dif-
ferent organizational and managerial structures might be
expected to employ different sets of criteria in deciding
on locations for new operations. Therefore, relationships
were separately estimated for tiny firm formations and
for establishment formations in large firms in high tech-
nology.’® The direction of the relationships was gener-
ally the same, but the elasticities were consistently higher
for tiny firms than for large firms:

e Formations of tiny high-technology firms were
almost twice as responsive as formations in large
firms to variations in previous period population
growth, the share of scientific and technical work-
ers, and most business cost variables.

® Formations in both size classes of high-technology
firms showed the expected strong relationship to
technical skills; that factor was insignificant for low-
technology formations.

o Overall employment growth, the exception, was
more strongly related to formations in large firms.*°

Employment growth rates in tiny firms were much
higher than in large firms in both the high- and low-
technology sectors, which is partly a function of their
smaller base employment. Contrary to the tendencies in
formations, establishment employment growth in tiny

MThese two size classes are approximately equivalent to the organuzational cat-
egories of independents and affiliates, respectively.

"This might be expected since formation and failure behavior of large firms
tends to be much more sensitive to fong term and to cyclical flucruations in the
economy. See Candee Harris, “lcebergs and Business Statistics: A Comparison
of Data for Fallures and Dissolutions,” Business Microdata Project, The Brook-
ings Institution, +i ft, September 1983,
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firms was less sensitive than that in large firms to almost
all the significant metropolitan variables. Also, less of
the variation in net growth was explained for tiny firms.
Growth of high-technology employment in establish-
ments in large firms was particularly responsive to varia-
tions in the strength of the local economy and in the
supply of technically skilled labor. Unexpectedly, large

- firm establishment growth showed a small, but signifi-

cant, negative relationship to relative sector size. As dis-
cussed above, this could reflect the stage of the product
lifecycle at which large employment increases occur.

Data Limitations and
Analytic Considerations

The initial difficulty encountered in studying high-tech-
nology development is the selection of a satisfactory def-
inition of high technology and the criteria for choosing
the industries to be included in that category. Business
data are primarily available aggregated by industrial
classifications. Industry classes comprise groups of firms
producing a wide variety of products with production
processes of differing technological content, thus obscur-
ing important differences among firms within each in-
dustrial grouping. _

With this shortcoming in mind, a definition based on
occupational composition of industrial classes was
selected—one which in turn has its own limitations. The
occupational data are only available at the three-digit
level of stundard industrial classification. Some of these
three-digit groupings contain four-digit component indus-
tries which would not qualify as high-technology indus-
tries. The absence of moré detailed data on occupational
composition led to a subjective editing which eliminated
eight of the four-digit industry classes in the three-digit
business service groups identified with the established cri-
terion. These subjective adjustments somewhat diminish
the rigor of the definition of high technology used in this
analysis. No such adjustments were made to the system-
atic selection of manufacturing industries.

Other problems arise from industrial classification prac-
tices. In newly emerging industries, businesses may
assume indistinct classifications until revisions in the in-
dustry codes provide more appropriate alternatives. For
example, the two largest robotics manufacturers are in
different four-digit SIC groupings; one is in a general “not
elsewhere classified” category. In sum, industrial classes

are not the most desirable unit of analysis for the defini-

tion and study of innovation and development in high-
technology industries, but data availability currently dic-
tates their use.

Further problems of aggregation arise in analyzing the
“high-technelogy sector.” The common feature of the in-
Justries making up this sector is their utilization of evolv-
ing technologies and/or production of new products. The
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differences among these component industries are often
more striking than their similarities. The heterogeneity
of the sector is apparent in their differing rates of employ-
ment change during the 1976-80 period. Some high-tech-

‘nology industries experienced employment growth in ex-

cess of 75 percent, while other contracted their work force
by as much as 50 percent. Clearly, this reflects 2 wide
range of changes in demand, product mix, and produc-
tivity. While businesses in some industries are racionaliz-
ing their production of goods facing slackening demand,
others are expanding employment rapidly in response to
consumer pressures. Disaggregating the high-technology
industries could reveal some important differences
masked by the broad grouping.

A partial step was taken in this direction by dividing
the sector into high- and low-growth industries based on
their divergence from average employment growth rates
between 1976 and 1980. The high-growth subset of the
high-technology sector accounted for 75 percent of the

" business formations and all of the net employment

ﬁ

growth for the period studied. The 35 slower growing
industries as a group lost 1.3 percent of their employ-
ment. However, among the high-technology industries
experiencing low or negative employment growth are sev-
eral industries with growing levels of output. For exam-
ple, electronic capacitors increased output by 16 percent
between 1976 and 1979, despite reducing its employment
by more than 30 percent. Similarly, synthetic fibers
marked a 4-percent decline in employment, but an 18-
percent increase in output and a 6-percent increase in
productivity.® Further analysis is needed of the dynamics
of component industries of the high-technology sector,
taking into account differences in their predominant state
of production.

Another limitation of this study derives from the pro-
cedures for classifying business establishments. Enterprise
employment size, geographic location, orgenization type,
and industry are determined by the 1976 dats on estab-
lishments. New business formations were not in the 1976
file; therefore, the characteristics of formations and their
owning firms are drawn from the 1880 file. Consequently
newly formed affiliates of multiestablishment firms are
categorized under the size of their owning firm in 1980,
somewhat distorting the firm size distribution of growth. ¢!
Consequently. this analysis did not address conversion
of ~stablishments to business activities in different indus-
trial sectors, relocation of plants, or changes in owner-
ship structure. Probably the most important of these
omissions is the acquisition of high-technology businesses
by national conglomerates or by local entrepreneurs is

()8, Department of Labor, Buresu of Labor Seatistics, Productivity Mess-
* ures for Selected Industries, 195481 {Washungron, DC: U.S Government Print-
ing Office, December 1982),

S Acquisition of the base vear duta for firm nze requires costly, complex peoc-
essing of the daea files. Preliminsry analysis indicated thar the degree of distor-
tion would be minimal given the broadly defined large firm size class.

a common means of expanding current activities or enter-

ing markets or industries. However, in themselves, such

aoquisitions neither increase nor decrease aggregate em-

ployment. Future studies of the dynamics of high~tech-

nology development should consider the role of such
in organizational structure.

The broadly defined regions used for comparative pur-
poses may also be obscuting some important differences
in growth patterns, Intraregional varistion is lost as the
characteristics of one subregion are offset by those of
ancther in the aggregate. Less broadly defined regional
groupings, such as the regional divisions defined by the
Bureau of the Census or States, would certainly reveal
more information on the patterns of high-technology for-
mations and growth.

The sample of metropolitan areas used for the regres-
sion analysis was small and was not randomly selected.
Since the SMSASs were chosen on the basis of diversity
in the characteristics of interest, the “fit” of the regres-
sions may be better than that produced with a random
sample. The 323 SMSAs defined in 1980 include many
rapidly developing areas whose populations have onlv
recently become large enough for inclusion as SMSAs.
QOur sample probably underrepresents small and newer
metropolitan aress because comparable business cost data
were not available for many of these.

The variables 115ed for the sociceconomic characteris-
tics of the meiropolitan areas are often averages for broad
classes. For example, the tax index is calculated from a
composite of all State and local taxes per capita. It is not
a precise measure of the actual tax burden faced by a
new business and does not explicitly take into consider-
ation any special benefits offered by local governments
to induce businesses to locate there. The wage varisble
is also an average for all manufacturing production work-
ers, which may not accurately reflect intermetropolitan
differences in wages for high-technology industries. As
more detailed data become available, further research
may clarify many of these ambiguicies.

Finally, some mention must be made of the period of
observation used in this analysis, which encompasses
changes between December 1976 and December 1980.
The secular and cyclical trends prevailing during this
period include a retreat from record high inflation rates,
gradually increasing unemployment and rapid increases
in interest rates to record highs. Gross national product
grew 5 percent between 1976 and 1977, but suffered a
real decline of almost 2 percent during 1980, The rate
of business failures increased from 28 per 10,000 firms -
from December 1976 to December 1977 to 42 per 10,000
for 1980, while the index of new firm formations declined
by 5.4 percentage points over the period $

©These sre formations and failures of enterprises, not establishments which
are the primary unit of analysis in this study. Seatistics sre drawn from the Sta-
tistical Abstract of the United Stares 1932-83, p. 532.
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It is often claimed that high-technology industries are
“recession-proof,” but this is likely based on the simple
contrast to certain fow-technology industries, such as
automobiles, which are extremely recession-sensitive. In
addition, the newness of products can generate demand
in spite of cyclical tendencies. One can only speculate
on the differing impact of cyclical conditions on and busi-
ness formations in each of the three industrial sectors.
Data will soon be available for the analysis of each 2-
year period between 1576 and 1982, which will shed some
light on the limitations of the single, §-year observation
period used in this study.

Policy implications

Policymakers are anxious for assessments of the poten-
rial of high-technology development to ameliorate the
persisting problems of high unemployment, a declining
manufacturing sector and economic distress concentrated
in particular cities and regions of the country. The per-
ceived qualities of high-technology industries which are
relevant to domestic employment problems are:S*

® high rates of job generation (direct and indirect);

® better quality jobs; and

» independence of geographic constraints (i.e., hope

for distressed areas).
Before suggesting policy measures gimed at promoting
high-technology development, let us examine the evi-
dence regarding these supposed benefits.

As a group, the high-technology industries have ex-
hibited impressive growth rates in recent years. The high-
technology manufacturing and business service industries
grew 19.4 percent between 1976 and 1980, compared to
about 12 percent for the low-technology sector.5* High-
technology manufacturing industries comprised about 20
percent of manufacturing employment in 1976 and more
than 40 percent of growth in that sector through 1980
Though the smaller employment base of this sector re-
quires the creation of relatively fewer jobs to achieve
high-growth rates, its very high share of the net employ-
ment increase validates its significance. Findings of
another study for a longer period confirm these trends.
Between 1970 and 1980 the employment growth rate in
high-technology manufacturing industries was more than
10 times that of the low-technology sector.®®

Despite the impressive growth performance of the high-
technology industries in the aggregate, the sector com-
prises a diverse set of industries undergoing rapid tech-
nological change with differing impacts on employment.

$1For 2 discussion of the advantages of high technology for manufacturing com-
petitiveness and international trade, see Lawrence, op. cit. .

#The low-technology secror's growth was copsiderably bolstered by the inclu-
sion of the non-high-technology businesses services. Employment groweh in the
low-technology manufscruring industries was closer to 6 percent.

L awrerce, op. cit., p. 141

In some industries the introduction and diffusion of new
products is rapidly expanding manufacturing and sup-
porting service jobs. In others, reductions in demand
and/or increased productivity are resulting in net reduc-
tions of the work force.% Of the high-technology indus-
tries anlyzed in this study, one-fifth actually reduced the
number of jobs they provided between 1976 and 1980.

A number of other factors can diminish the job creat-
ing potentia! of high-technology industries. Based on the
application of evolving technologies, many high-technol-
ogy products face high rates of obsolescence or failure.
Adoption of new processes can lead to productivity in-
creases, and new product lines can capture mierkets for
existing goods, both leading to displacement of workers
in other industries. Stuch offsetting tendencies must be
incorporated into assessments of the job-generating po-
tental of high-technology industries.

Although this analysis did not directly address the
quality of jobs being generated by the high-technology
sector, a few words regarding this suggested benefit seem
appropriate. It is often assumed that the new employ-
ment opportunities created by the expansion of high-
technology industries are better paying, less hazardous,
and more personally satisfying. Again in the aggregate,
the figures for high-technology industries are encourag-
ing. In 1980 high technology's average rates of compen-
sation of both manufacturing production workers and
of all employees were higher than those in low-technol-
ogy manufacturing industries. In 1980 high-technology
production workers earned about 50 cents more per hour,
and the average high-technology employee made $3,500
mare per year than their counterparts in the low-tech-
nology manufacturing sector.7

As with most aggregate statistics, these figures disguise
enormous discrepancies in the occupational structure and
employee compensation within the industries. The pro-
portion of scientific, engineering, and technical workers
to total employment in the high-technology industries
is about 18 percent.® It has been argued that the scarce
human capital embodied in this 18 percent plus a rela-
tively small number of other highly skilled workers, com-
mands extremely high salaries which offset below aver-
age compensation paid a majority of production workers
in the high-technclogy sector, As high-technology indus-
tries (and firms within industries) move through the prod-
uct cycle, their employment requirements vary radically.
In early stages, a small but highly trained body of scien-
tific and engineering personnel is required. However,
large employment increases most likely occur in the mass
production stage, calling primarily for semiskilled work-

#See Freeman, Clark, et al., op cit.; and Doreen Masscy and Richard Meegan,
The Anstomy of Job Loss {London: Methuen, 1982).

7L gwrence, op, ot

“Cskculated for the threedigit SICs idendfied in Greene, ot al., op. at.
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ers for assembly or more skilled workers for equipment
maintenance. Furthermore, the demographic character-
istics of the high-technology work force suggest that npw
jobs created in these industries may not abscrb the blue-
collar production workers being displaced in declining
manufacturing industries.® Although the evidence justi-
fying this pessimism is by no means conclusive, such fac-
tors must be taken into acount when considering devel-
opment programs targeted at high-technology industries,
particularly by regions with high concentrations of de-
clining manufacturing industries.

Another benefit claimed for high-technology businesses
is their apparent independence of geographic constraints,

which renders almost any locale eligible for development.

High-technology industries serve national, rather than
local markets, so they are theoretically less vulnerable
to local economic conditions. The high value to volume
ratio of their products results in low transportation costs
per unit. Finally, as a group they are less energy-inten-
sive than low-technology industries, freeing them in part
from regional constraints associated with the cost and
availability of energy resources.

Once again the empirical information confronts us with
the heterogeneity of the high-technology sector. The in-
dustries within this sector range from highly concentrated
{(geographically) industries, which are resource-intensive
or efficient at very large scales of procuction, to indus-
tries whose establishments are scattered across the coun-
try.” Furthermore, just as the employment requirements
of high-technology industries vary with the stages of the
product cycle, so can their locational requirements. As
pointed out earlier, some of the variation in these loca-
tional preference functions are reflected in the different
behavior of small, primarily independent firms and large
branch facilities. Formation rates of small, independent
firms appear to be higher where there are existing con-
centratior.s of people employed in scientific and techni-
cal occupations, Given this diversity, generalizations
about the locational behavior and growth of high-tech-
" nology businesses must be interpreted cautiously,

In spite of their footloose reputation and their signifi-
cant presence in a multitude of communities, high-tech-
nology industries, as a group, did demonstrate some pref-
erences in their locational behavior that might affect the
success of different areas in fostering its development. In
this analysis, formation rates of high-technology busi-
nesses were particularly sensitive to two factors which

#See Lawrence, op. cit, pp. 152.155; and Eileen Appethaum. * ‘High Tech'’
and the Structural Unemploymene of the Eighties,” unpublished paper presented
at Annual Meeting of the American Economic Association, Washingzon, DC:
Dec. 28, 1981,

"For 2 discussion of the geographic dispersion of high~echnology manufec.
turing production, see Amy Glismeier, Peter Hall, and Ann Mackusen, “Re-
cent Evidence on High Technology industries' Spatial Tendencies: A Prelimi-
nary Investigation,” Institute of Urban and Regional Development, University
of Cabfornia, app. O to this report.

are not especially amenable to policv manipulation—pre-
vious period population growth and city size. Business
formations and growth between 1676 and 1980 in both
the high- and low-technology sectors were most strong-
ly related to the rate of population expansion between
1970 and 1975. Evidently, the same metropolitan chat-
acteristics attracting new residents to these expanding
communities are attracfing new businesses.”! Peopie are
being drawn to areas with milder climates, lower energy
costs, and perceived greater economic opportunity, while
they are leaving areas with high population density, high
costs of living, and high unemployment. There has been
a clear redistributive element to the regional patterns of
the changes in population and economic activity. Those
regions with relative high incomes experienced lower
rates of per<apita income growth, those with large con-
centrations of employment experienced slower employ-
ment growth, and those with smaller high-technology sec-
tors experienced more rapid growth in high-technology
industries.’?

In the initial formulation of the model, city size had
a small positive association with formation rates in the
high-technology sector, but its impact and significance
increased greatly when previous period population
growth was also taken into consideration. It is the larger
of the expanding metropolitan areas (i.e., of those with
the characteristics mentioned above) which experienced
higher rates of high-technology formations.

In many respects the high-technology sector behaved
like the low-technology and the “other industries” sec-
tors. However, consistent with the findings of other stud-
ies, the one factor especially important to high-technol-
ogy developmesnt was the proportion of employment in
scientific, engineering, and technical occupations.” The
formation of small, independent firms was most sensitive
to this factor. Formation and expansion of high-technol-
ogy businesses in an area can be constrained by the lack
of qualified entrepreneurs and technicians, The impor- -
tance of this variable must be underlined since it is
somewhat amenable to public policy. Quality education
from the primary to thepostgraduate level can be an im-
portant factor in attracting prospective entrepreneurs,
firms and employees in high-technology fields. The gap
between the skills of the unemployed and of new entrants
to the work force and the demands of the labor market
will continue to grow unless substantial improvements
are made in the quality and distribution of educational
resources.

""The wording here implies that it is primarily & function of mgration pat-
terns; however, natural increase plays 2o important role in explaining differences
in growth rates.

"8ee Jackson, et al,, op. cit.; Bradbury, ex al., op. cit., pp. 89-90; and Burg-
gaf, “Implicasions of Energy for Economic Development Planning,” op. cit.

"The proportion of the adult population with 4 or mere years of college was
also strongly related to high-technology development, but its effect was captured

by the technical occupations measure.
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In the wake of intense criticism of previous education
and training programs, researchers have recently com-
pleted seversi studies reviewing these earlier efforts and
suggesting effective avenues for pursuing educational
goals. With regard to secondary and postsecondary train-
ing and education, the programs deemed most effective
in achieving the desired match between individual skills
and economic needs are those which directly empower
the individual.™ It'is argued that educational institutions,
which have been the primary recipients pf Federal aid
in the past, are less responsive to the shifting demands
of the labor market than are the individuals seeking train-
ing. Empowering individuals, by directly subsidizing their
choice of appropriate educational and training invest-
ments, would be more effective.?

A final comment on another factor with some policy
relevance for high-technology development. In this anal-
ysis, local tax rates were found to have no significant ef-
fect either on high-technology formations or on net em-
pioyment growth. This lends further support to a growing
body of evidence showing tax differences to be unimpor-
tant in explaining differing levels of business develop-
ment.’® Furthermore, the provision of tax incentives en-
tails sometimes significant opportunity costs. Since there
is little proof that such incentives lead to the creation
of business establishments that would not otherwise have
located in that locale, the community effectively subsi-
dizes firms at the expense of foregone revenue.?’

In conclusion, the efficacy of policies aimed only at in-
fluencing high-technology development is questionable.
~ There is ~o guarantee that the high-growth industries
of today will be those of the next decade. In fact, the
industries included under the rubric “high technology”
are an ever-changing set. Narrowly focused programs
which subsidize particular groups of businesses may ac-
tually result in losses to communities through distortion
of costs, foregone revenue, and other unanticipated ef-
fects, Undoubtedly, the high-technology sector is gen-
erating many employment opportunities, but the dynam-
ics underlying this net effect are complex and must be
taken into consideration if employment objectives are
of tantamount concern. Policies encouraging economic
growth in all sectors might be preferable to “targeting”
development efforts on high technology or on any in-
dustries that are remarkable for their possibly ephemeral
growth. Communities should prepare their institutions

4See Bradbury, et al., op. at., pp. 279286,

"¥The educational program embodied in the (5.1 Bilf is just such a program,
and it cost effectiveness has been lauded by researchers and policymakers. A
comprehensive proposal for creating such 2 program is presented in Roger
Vaughan and June Sckera, “Investing in People,” Policy Srudies Review, vol.
2, No. 4, May 1983

#See Kiesch ek, op, it

1See Bennet Harrison and Sandra Kanter, “The Political Economy of States'
job Creation Business Incentives.” Journal of the American Institute of Plan-
ners, October 1978, p. 429

-

and residents to respond to the ever new social and eco-
nomic contexts produced by rapid technological change.
The results of this analysis indicate that improving the
quality and access to education and training are a good
place to begin. :

Clearly, the ability of communities to stimulate local
development depends in large part on the national eco-
nomic climate. Macroeconomic policies which encourage
entreprencurship and investment in all sectors of the
economy are a key ingredient for success in smaller geo-
graphic contexts. Policies aimed broadly at promoting
research, innovation, and investment in human capital
and at reducing impediments to economic growth would
increase total output and thereby the potential for local
development. '
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APPENDIX C

Recent Evidence on High-Technology
Industries’ Spatial Tendencies:
A Preliminary Investigation™®

introduction

In recent years—amidst & serious recession, post-De-
pression levels of unemployment, and major plant clos-
ings—local, State, and Federal policymakezs have looked
to high-technology industries as the primary source of
new jobs. Efforts to attract high-technology employment
have resulted in a variety of job-creating strategies under-
taken by all levels of government. As the Office of Tech-
nology Assessment’s recent study shows,! 22 States have
some type of development program designed to create
and maintain new high-technology jobs. An interesting
finding of this study is that for a majority of States the
definition of high-technology industry remains elusive,
resulting in incentive programs targeted toward any in-
dustry that creates employment.

The general assumption—that a positive relationship
exists between high-technology industries and employ-
ment growth—has, with a few exceptions, gone untested
to date. In order to examine the incidence of high-
technology employment growth and locational tenden-
cies, we developed a data base which is highly disag-
gregated on both a spatial and sectoral basis. Using the
1980 National Occupational Employment Statistics Ma-
trix, which reports detailed industry occupational pro-
files, we selected a set of 29 three-digit industries which
had greater than the national manufacturing average of
scientific and technical occupations. These 29 industries
could be disaggregated into 100 four-digit sectors.

Using the 1972 and 1977 unpublished Census of Man-
ufactures Plant Location tapes, we compiled county-level
four-digit industry tallies of manufacturing plants by
employment size category.? In conjunction with pub-
lished employment data, we estimated industry employ-
ment levels from the tapes. Cross<hecking with pub-
lished national industry employment and plant totals

*This report was prepated by Amy K. Glasmeier, Peter G, Hall, and Ann R,
Markusen, at the Insutute for Urban and Regional Studies, University of
California-Berkeley under contract with (OTA. The development of the data
base and the maginity of the descriptive analysis was done under contract with
the National Science Foundation, contrast No. SES 8208104,

"Technaogy Innovation and Regions! Evonomic Development: Census of State
Crovernment Initiatives for High-Technology Industrial Development - Back-
grourkd Faper (Washington, DC: U.S. Congress. Office of Technology Assess-
ment, OTA BP.ST1.21, May 1983).

fEmployment size categories were used to esumate employment for individual
industries. No further analysis was perforinerd using the size categories.

confirmed the stability of our results: estimates across the
100 industries showed less than 1-percent variation be-
tween the two employment counts. Individual industry
employment estimates varied by less than 10 percent.

With this detailed data base we have been able to ex-

plore a number of commonly held views about high-
technology industries. Specifically, w= have examined the,
degree to which high-technology industries are homoge-
neous both in terms of their locational tendencies and
growth patterns. In this regard we have explored the de-
gree to which these industries are in some way distinct
and tested the assumption that certain areas have gar-
nered new high-technology employment growth. In ad-
dition we have examined the degree to which high-tech-
nology industry concentrations, and changes in them
over time, can be expiained by characteristics of the la-
bor force and metropolitan business climate.

in each phase of this research our basic hypothesis has

been that these industries exhibit much greater complex-

ity, diversity, and ambiguity in their growth performance
and locarional behavior, making generalizations more
hazardous than sanguine policvmakers and the business
press would imply. For example, in simple growth terms,
one-third of the 277 metropolitan areas, as designated
in 1977, experienced net job loss in the 1972-7 period.

In the sections that follow we take up each of these

issues in turn:

1. What is the nature and diversity among high-tech-
nology industries in both growth performance and
locational tendencies!?

. 2. Which metropolitan areas exhibit the greatest high-
technology dependency and which have experienced
the gieatest rates of plant aad job change?

3. What spatial factors appear to be most closely asso-
ciated with these industries!

The Growth and Locational Diversity
of High-Technology industries

A major fault with the burgeoning literature on high-
technology industries is its tendency to treat them as a
rather homogeneous group. One of our fundamental hy-
potheses is that high-technology industries are excep-
tionally diverse in two ways. First, they vary widely in
plant and job creation potential. Second, they display
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widely different locational patterns, both in degree of
dispersion and in tendencies toward increasing disper-
sion over time. A related hypothesis—one that has pro-
mpted us to pursue a highly disaggregated data analysis—-
is that the constituent members of two- and three-digit
high<echnology industries are dramatically different. The
documentation of these variations in growth and spatial
tendencies has crucial implications for economic devel-
opment and planning. If subscantial variation does ex-
ist, then high-technology job creati n strategies will have
to be finely tuned to individual sectors.

Growth Rates

High-technology industries produced widely divergent
employment growth rates over the mid-1970's (see table
C-1). The best performers were sectors like Computers
and Petroleum Refining, which created total net new jobs
of 47,900 and 46,000 respectively. Smaller, innovative
sectors in the Scientific Instruments and Measuring and
Controlling Instruments fields posted even higher per-
centage job growth rates. For instance, the Fluid Meters
industry expanded at the phenomenal rate of 80.68 per-
cent. These extraordinary performances are what both
policymakers and the press envision when they hanker
after high-technology economic development.

What is less popularly understood is the degree to
which growth in these sectors is in part countervailed
by job and plant losses in other high-technology sectors.
Among our set of 100 four-digit industries, a total of 34
actually declined in em; loyment over the period, while
another 8 grew by less than the national manufacturing
average. Taken together, these relatively poor performers
constituted 42 percent of our industrial set, accounting
for 30 percent of total 1977 high-technoiogy employment.
Indeed, the betrer-than-average growth sectors had to
create 167,802 gross additional jobs to ensure a net gain
of 377,895 in all high-technology sectors,

Divergent growth rates are sometimes the product of
substitution of new rommaodities for older ones. In some
cases, these occur in quite different plants. For instance,
the development of robotics has resulted in some job
growth in computing equipment, electronics and even
service sectors like computer software displacing some
employment in machining sectors and other assembly-
type production processes. In other cases, the substitu-
tions are more closely related, even within three-digit cat-
egories. For instance, the growth of semiconductors is
directly linked to job loss in electronic tubes and tran-
sistors, as the product of the former displaces that of the
fatter)’

FAS we shall we bedow, these distmcioms are impaottant beaause the focatan
of seraconmductors oguite different from thac of the product st has replaed

Q

RIC

Aruitoxt provided by Eic:

interindustry Patterns of Dispersion

Similarly, the degree of geographical concentration is
quite distinct across high-technology sectors and varies
almost as much within industrial groupings as across the
entire set. In order to detect the variation among our
100 high-technology industries for both 1972 and 1977,
the index provides a measure of the degree of dispersion
or concentration in each industry across ail 3,140 coun-
ties its the United States for the given year. A value of
zero implies total spatial dispersion, while a value of
8.16 implies total concentration of the industry in one
county.® Entropy indexes were computed for both plants
and employment. Comparing the 2 years gives us a clear
indication of the tendencies toward further dispersion
or concentration among high-technology sectors.

Individua: high-technology industries show extraor-
dinary drgrees of dispersion across U.S. counties. The
Jisversio : rankings Jdiffer slightly depending on whether
incidence of plants or employees by number of counties,
entropy index for plants, or entropy index for jobs, is
used (see table C-2). In 1977, the most highly concen-
trated industry in terms of employment was Miscellane-
ous Missile and Space Vehicle Parts (SIC 3769). Its nearly
10,000 jobs, concentrated in just 31 counties, gave it an
entropy index value of 6.22. A companion sector, Guided
Missiles and Space Vehicles (SIC 3761), posted the
highest concentration of plants, at 5.38, its 94,000 jobs
located in just 21 counties. On the basis of absolute
county incidence, the most highly concentrated indus-
try was Tanks and Tank Components (SIC 3795), whose
12,000-plus jobs could be found in only 19, or less than
I percent of all U.S. counties.®

The industry with the most highly dispersed employ-
ment in 1977 was Fertilizers (SIC 2875). Its 12,000 jobs
were distributed across 469 counties. Its employment dis-
persion value was 2.65 and plant value was 2.08; both
were the lowest in the set. On a county-by-county basis,

Dies and Industrial Molds (SIC 3544) could be found in

“The entropy index s caliulared by the following foemula:
whete Itv)is the overall ULS entropy index of spatial mequality for industry,
1,y 1% the share of the ' county of ol US, employment in indusery 1+ R s the
total number of counties (n the United States (R = 3,14

Since the log of sero s undefined, this equation deals with the numeraus cases
of counties with no employment by setting the expression to the night of the
summatinn sign egual to 2ero, since the logged portion will in each cax be tnal
vphed by a zere and an undefined value umes zero s zero,

The entropy index was first developed by Theil (19671 and has been used by
locational resenrchers, primarily in Britain {Keeble, 1976 25.30; Marun, 1872,
Chisholm and Oeppen. [973: 34-0).

‘The absolute values of the indeses are less interesting than their comparative
size ar ross industrses and Changes i them over nme We would nor expedt all
industries to be egually distnibuted acrose ULS. counties and not surprisingly.
the maost ubiguitous of the set was to be found inonly 799 out of the 3,140 coun-
tes 10 1977, while second place went 1 an industry faynd 10 521 counties

*An industry with the greatest inadence by number of counties can be less
dispersed than othees, as v the Case here, when e plants and-or jobs reman
heavitv concensrared i onlv a few of those counties
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Table C-1.--High-Technology industries Growth Performance, 1872-77

1677 1877 197 77 1972.77 Percent

Number of Numberof Netnew Net new Percentjob  piant

SIC  Industry name jobs plants jobs plants change change
2812 Alkalies andchiorine................... 11,831 48 -1,500 1 -11.3 2.1
2813 Incustrial Gases .......... e 7,332 562 -2,100 58 -22.3 117
2816 inorganicpigments ................ ..., 12,003 106 - 700 -8 -55 -70
2818 Industrial inorganic chemicais, nec®.... 78,182 564 15,000 180 233 469
2821 Plastic materiais, syn. resins ............ 57,111 397 2,400 74 4.4 229
2822 Syntheticrubber....... ...t 11,538 63 -1,800 4 -135 8.8
2823 Cellulosic man-made fibers ...,......... 16,224 25 -1,100 7 -8.3 389
2824 Syn. organic fibers, ex. ceflul. ........... 74,0687 66 ~4,200 5 -54 8.2
2831 Biologicaiproducts ............. .. ... 18,408 310 5,600 128 43.4 703
2833 Med. chem. botanicat prod. ............. 15,730 177 8,600 37 723 26.4
2834 Phamaceutical preparations ............ 126,445 756 14,400 0 12.9 0.0
2841 Soap, otherdetergemts ................. 32,621 638 800 3 1.8 08
2842 Spec. cleaning, polishing prep. .......... 22,941 1,022 -~3,000 -84 -11.6 -76
2843 Surface active finishing agents . ......... 6,851 175 - -3 ~4.2 -17
2844 Perfumes, cosmetics, toilet prep. ........ 80,775 693 2,7 0.48 56 74
2851 Paints, vamishes, iacquers, enamels .. ... 61,343 1,579 4, —~19 7.9 -1.2
286% Gum, wood chemicals.................. 4717 119 -1,1 -20 -18.8 —144
2885 Cyciic crudes, intermediates, dyes ....... 35,489 181 7,500 17 26.7 98
2866 industrial organic chemicals, ne.c. ...... 112,426 569 8,800 56 8.7 108
2873 Nitrogenous fertitizers.................. 12,443 152 2,700 79 27.7 108.2
2874 Phosphatic ferthlizers. . ................. 15,704 o1 =500 -54 -3.1 -37.2
2875 fertilizers, mixingonly ................. 12,401 673 1,000 49 838 73
2876 Pesticides, agr. chem. nec. ............ 18,131 409 2,800 21 228 54
2861 Adhesives, sealants.................... 16,647 573 1,800 110 12.1 238
2882 EXPIOSIVES .. ......cverii e 11,546 a7 —8,300 5 -35.3 54

2893 Printing ink ......... . o i 10,106 448 500 40 5.2 99
2805 Carbonblack.. ... ...ty 2,601 31 -~ 400 -6 -13.3 -16.2
2899 Chem., chem. prep.,nec. .............. 35,382 1,639 -1,800 34 ~4.8 2.1
2811 Petroleumrefining ............ ... ... 102,388 349 46,000 26 80.1 8.0
3031 Retlaimedrubber...................... 1,008 21 0 1 0.0 50
3482 Smal} arms ammunition ... ... L 12,198 85 -3,600 3 -228 48
3483 Ammunition, except smali arms, ne.c. ... 20,588 81 - 36,000 -14 -83.6 -14.7
34B4 Small amMms ... ... i e 17,495 112 1,400 30 8.7 368
3488 Ordnance, accessories, ne8.C. ........... 19,042 89 -1,000 13 -4.8 174
3511 Steam, gas, hydraulic turbines .......... 40,871 83 -5,400 8 -11.8 10.7
3518 internal combustion engines, n.e.c. ...... 88804 232 18,90C 54 27.0 303
3531 Construction mach., equipt.............. 185,128 §22 21,500 175 16.0 234
3532 Mining mach., equipt................... 31,312 344 10,100 104 474 43.3
3533 Oii figld mach., equipt."................. 58,489 478 22,700 163 83.4 5v.7
3534 Elevators, moving stairways ............. 10,214 152 ~ 4,800 -2 -32¢0 -13
3535 Conveyors, conveying equipt ............ 32,928 616 5,700 124 08 25.2
3536 Holsts, ind. crangs, monorail syst. ....... 15,820 242 -500 54 --3.1 28.7
3537 ind., trucks, tractors, trailers, stackers.... 28,383 475 3,000 a5 1.7 25.0
3541 Mach. toois, metaf cutting types. ... ..... 58,432 819 7,000 25 13.3 28
3542 Mach. tools, metal forming types . -...... 23,154 428 - 400 46 -1.7 12.0
3544 Spec. dyes, die sets, jigs fix., ind. molds . 106,175 7.152 7,800 536 7.8 8.1
3545 Mach. too! accessories, measur, devices . 54,177 1,412 7,400 181 15.8 14.7
3546 Powerdriven hangtools ................ 27,667 124 .4,800 36 19.9 40.9
3547 Roiling mill machine eGquipment ...... .. 8528 63 —2,500 16 ~227 34.0
3548 Metalworking mach,nec............... 18,086 534 5,800 141 43.7 359
3567 Pumps, pumping equipment ............ 63,025 613 7.500 54 13.5 8.7
35682 Ball, rolierbearings .................... £0,286 149 -300 14 06 104
3563 Air, GRS COMPressOrs. .........oovvnnny 31,916 175 9,100 91 39.9 108.3
35564 Biowers, exhaust, ventil. fans ........... 28,415 482 4,500 86 18.9 21.7
3585 industriaipattemns ..................... 8,352 1,002 800 -19 83 -1.8
3566 Speed changers, ind., high drives, gears .. 24,572 327 -200 -19 -0.8 -55
3567 ind. process furnaces, ovens ............ 16,260 327 1,600 61 10.6 228
3588 Mech. power transmission equip. n.e.c.... 32,564 226 4,800 7 173 458
3589 General ind. mach. equipt. nec.......... 58,6821 1,646 20,500 746 53.8 828
3573 Electronic computer equipment ......... 182,510 832 47,900 332 33.1 55.3
3574 Calc. acc. mach. ex. eiec. compt. eGuipt. . 15,474 84 --5,400 -5 -259 -18.0
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Table C-1.—High-Technology Industries Growth Performance, 187277 {continued)

1677 1977 1972-77 1572-77 Percent
Number of Numberof Netnew Netnew Percentjob  plant

SIC industry name jobs plants jobs - plants change change
3576 Scales, balances, ex. fab. ............... 6,738 103 400 ] 6.3 6.2
3579 Offico machines, nec. ................. 42,398 218 7,900 3 229 1.4
3612 Power, distr. special transformers ....... 43,360 279 ~3,500 63 =75 29.2
3613 Switchgear, switchboard apparatus ...... 72,214 668 2,800 100 4.0 176
3621 Motors, generators. .. ...... ... i, 96,851 447 8,600 2 7.3 5.2
3622 Industriaicontrols ..................... 56,408 726 4,100 143 78 245
36823 Woeiding apparatus, efectric ............. 17,408 176 2,000 10 13.0 6.0
3624 Carbon, graphite products .............. 12,086 74 800 2 7.1 28
3628 Elec. ind. apparatus, nec............... 16,4890 223 4,300 35 353 18.6
3651 Radio, TV raceiv. sets, ex. comm. typas .. 74,639 581 - 11,900 211 -43.8 57.0
3652 Phono reccrds, pre-recorded MagTape.... 23,131 709 2,800 142 13.7 3.0
3861 Teiephone, teiegraph apparatus ......... 124,345 264 - 10,000 82 ~74 30.7
3662 Radio TV transmit, signai, detsct. squipt. . 333,008 2,129 14,800 350 4.7 19.3
3671 Cathode ray tubes, nec. ............... 36,808 146 -9,202 -8 -20.0 ~52
3674 Semiconductors, reiated devices ........ 114,011 545 16,400 218 16.8 87.2
3675 Electronic capacitors................... 28,647 118 1,300 5 4.8 4.4
3676 Resistors for electronic app. ............ 24,918 101 800 ] 3.3 52
3677 Raesistors, efectric apparatus ............ 22,424 284 -3,500 54 -13.5 25
3678 Connectlors, electronic app!s. ........... 26,020 133 7,90 42 436 462
3679 Electronic components, nec............ 125,988 3,118 25,400 1,276 25.2 69.3
S72% Alrcraft ... .. i 222,805 176 -9,100 8 -39 4.8
3724 Aircraftengines, pans.................. 108,222 269 1,400 37 1.3 189
3728 Aircraft parts, auxiliary equipt.,, ne.c...... 101,800 728 -200 34 -0.2 49
3743 Raliroad equipt. . .......oiiiii ... 56,356 201 5,500 38 10.8 233
3761 Guided missiies, space vehicles ......... 83,833 40 ~ 24,400 -29 -208 —420
3764 Guided missiles, space veh. propul.units . 17,013 % -2,200 -3 ~-11.4 —~10.3
3768 Guided missiles, space veh. parts ne.c. .. 10,189 42 - 13,700 -6 -57.3 —1286
3795 Tanks, tank components................ 12,122 24 6,500 2 145.8 9.1
3811 Eng., lab,, scientific, research inst........ 42,178 786 5,897 47 15.6 . 8.4
3822 Auto., controls reg. resid., comm. env. appl. . 38,078 201 B,300 70 27.0 53.4
3823 ind. instr. measure, display . ............... 46,480 426 8,800 239 7.0 1278
. 3824 Fiuid meters, counting devices ............ 16,032 $11 7,100 50 78.5 . 829
3825 instr. measuring, testing elec. elec. sigs. .. .. 66,822 871 11,800 % 215 40
3828 Measuring, controliing devices, nec........ 32,175 870 7,700 77 318 13.0
3832 Optical instru.,lenses .................... 29,883 545 11,200 51 58.5 10.3
3541 Surgical, medical inst. apparatus . .......... 43,206 65% §,700 145 25.2 287
3842 Orthopedic, prosthetic, surgical appl. ....... 52,967 1,154 10,000 284 21.3 326
3843 Dentai equipt, supplies................... 16,673 850 3800 123 30.5 282
3881 Photographic equipt., supplies............. 111,568 780 15,700 156 16.4 250

2.0 . —not eisswhare classified.
SOURCE: Offics of Techn Mogy Assessment.

799 (or 25 percent) counties, and Miscellaneous Electron-
ic Components (SIC 3679) in 521 {or 17 percent). How-
ever, in both these sectors the distributions of plants and
jobs were highly skewed among these few counties, so
that they exhibited less real dispersion with the entropy
index than did Fertilizets.

Several gencralizations can be made about factors caus-
ing this wide range of spatial behavior. First, there ap-
pears to be little relationship berween the size of an in-
dustry and its tendency to disperse. Some very large
employers are highly concentrated, while other sectars,
with only modest national levels of employment, are
quite dispersed. Scale economies within sectors probably
play a much greater role in the tendency for some to con-
centrate, irrespective of total industry size.

Second, industries appear to concentrate or disperse
by type of product, major customer and resource depend-
ency. For instance, two types of industries are prominent
among the concentrators. Defense and space-oriented
high-technology manufacturers are extraordinarily con-
centrated. Of the 18 sectors with job entropy values
above 5.0 in 1977, eight produce weapons, tanks, space-
craft, airplanes and related parts. It is difficult not to draw
the conclusion that military and space spending patterns
and procurement practices have been a major contribu-
tor to the spatial concentration of an important segment
of high-technology sectors in a small number of counties.

A quite different set of industries which appear to be
highly resource oriented are also heavily concentrated
spatially. These sectors account for another seven of the

154




App. C—Recent Evidence on High-Technology Industries’ Spatial Tendencies: A Praliminary Investigation ¢ 148

1

Tabie C-2.—Dispersion indexes for High-Technology Industries B

1672 dispersion 1977 dispersion
indexes for indexes for
SIC industry name Piants Empioyees Pilants Employees
2812 AlKalies and ChIOFNG .. ... .. ...oonvriieen e 4.3 5.1 45 52
2813 INAUSIHIAI GaBBS. ........iotiit it 27 3.2 26 3.1
2816 MOTGANIC PIgMONLS. ... ... vt 3.8 4.7 29 -4.5
2819 industrial inorganic chemicals, nec® ............ ..l 238 3.7 28 a7
2821 Piastic materiais, G TOSINS . .. .o vt eieei i 3.2 38 3.1 36
2822 Synthetic TUDDBT .. .. ...ttt 45 56 43 56
2823 Celiulosic manmade fiDOrS .. ... ... i 5.2 5.7 48 58
2824 Synthetic organic fibers, exceptcefilose.....................c00 4.1 46 38 44
2851 BiologiCal PrOGUCES ........cvritiiiaia i e 35 4.7 3.1 42
2833 - Medica! chemical, botanical produets ..ot 4.0 5.4 36 48
2834 Pharmaceutical DIEPRTAHONS ...........vvviriiiceanenneinnannnes 3.2 490 39 39
2841 Soap, Other detergentsS ............viireeantiiiiiiiiieaas 33 4.1 33 40
2842 Specisi cleaning, polishing preparations ..ot 30 *3.8 30 3.7
2843 Surface active finishingagents .......... ... 40 . 44 40 4.4 e
2844 Perfumes, cosmetics, toilet preparations .. ........... ..ol 38 43 37 4.3 =
2851 Paints, vamishes, jacquers, enamels ................ oo 3.4 36 29 34
2961 Gum, woOS ChEMICAIS ... .. ... ittt 35 48 3.7 45 o
2885 Cyclic crudes, intermediates, dyes ..................ocoiiiennts 3.7 4.2 36 43 L
2869 industrial organic ChEMICAIS, NB.C.........oriiuee i iiiininns 30 38 3.0 ‘38
2873 Nitrogenous fertilizers ...............coi i 38 4.3 3.3 40
2874 Phosphatic fortilizers ..............ovvvi e 35 - 43 38 .- 48
2875 Fortilizers, MiXiNGONIY ... ... ..ovteierrriiiriirioinnaaieeeens 213, 27 2.1 27
2878 Pesticides, agricuitural chemicals, n.@C. ............ooiiiieeinien 2.8 39 238 40
2801 AChESIVES, SERIANIS ... oo verveerrnereirnenriae ey 35 38 33 37 ’
2882 EXDIOSIVES .. ..ottt 38 5.0 38 4.7 U
2868 PHRUING IMK «oonererrerreeeeneeineinnainaaaaiaaeaneaeeees 3.8 42 - 36 4.1
2BOE CaDON BIACK .. ..ottt it it i i it e e 4.2 5.2 49 5.1 -
2808 Chemicals, chemical preparations, Ne.C. ............ccooiiraeinae 28 33 28 3.9
2011 Petroloum FEfiNING ..........ovnrirr i e 3.1 40 3.1 40
3031 Reciaimed rubber .. ... ... i e ... 53 8.1 5.1 8.0
3482 Small arms @amMmMUMION . ... oo v it ie it 42 87 42 58
3483 Ammunition, except Small 8§, NB.C.. ... cove et 40 48 38 48
BABA ST RIS . v v v ot e eeietn it ie e e e 43 55 . 4.3 54
3489 Ordnance, ACCOSSOMBS, NB.C. .. ... virrr i i 40 5.4 4.1 53
3511 Steam, gas, hydraulic turbines . ..o, 4.1 re 4.0 8.2
3518 intamal combustion engings, Ne.C. ... .. ... 3.7 35 45
3531 Construction machine oquipment ............... ..l 25 dv 24 &5
3532 Mining machinery, 8QUIPMENTt . ... ... .. oo 32 4.1 3.4 38
3533 Ofi field machinery, equipment .............. ..ot 45 55 42 5.3
3534 Elevators, MOVING SLRIIWAYS ........ ...t ienen, 38 46 3.7 44
3535 Conveyors, COnveying equipment ...... ..o, . 30 36 28 a3
3538 Hoists, industriai cranes, monoraif system .................o e 35 46 3.3 40
3537 industrial trucks, tractors, trallgrs, stackers ............ ool 28 4.2 . 2.8 4.0
3545 Machine tools, metal cutting typPesS .. ......... . 35 42 33 4.1
- © 3542 Machine tools, metal formingtypes ............. .. 38 43 33 42
3544 Speciai dyes, die sets, jigs fix., Industrial molds ................... 29 3.2 28 3.1
" 3845 Machine too! accessories, measuring devices ..................... 35 39 33 38
3548 Power driven DEN0 (ODI8 ... ... .o v 4.3 49 38 46 :
3547 Roiling mill machinery, equipment ............. oo 48 56 45 5.4 .
3540 Metalworking MAchinery, Ne.C. .....c...cvririiiriiiaaia 3.4 - 38 30 3.5
3561 Pumps, pumPING BQUIPMENT . .. ... ... i 3.0 35 29 35
3562 Ball, roler DOARINGS .. ... v 38 4.5 36 43
3563 Alr, GRS COMPIEBSOTS .. ... .o0oueeureriuranaarrnrarastccssan, 4.1 T A8 37 45
‘ 3564 Blowers, exhaust, venthiationfans .. ...t 32 38 3.0 35
— 3585 InduStrial PAUBINS . ... ... viitie it 3.1 35 30 34
3566 Speed changers, industrial high drives, gears. ..................... 38 45 35 4.3
3567 fndustrial process furnaces, OVENS . ............conioeerenronns 37 43 36 A
3568 Machine power transmission equipment, nec. .......... P 38 4.3 3.3 4.0
3569 General industrial machinery squipment, nec. .................... 30 34 27 3.0
3573 Electronic computingequipment.... ... ... ... 38 4.3 3.7 4.1
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Table C-2.—Dispersion indexes for High-Technoiopy industriss (continued)

1872 dispersion 1977 dispersion
indaxes for indexes for
SIC industry name Piants Employeses Plants Empioyees
3574 Caicuiating, accounting machines excapt eiec. computing equip. .... . 4.2 54 44 53
3576 Scales, balances, exceptiaboratory ............ ... i, 43 5.4 39 47
. 3576 Office machings, Ne.C. .........c.ciiiv i, 37 4.8 37 48
3612 Power, distr. special transformers ....................cvvuennn... 33 §.2 3.2 40
3613 Switchgear, switchboard apparatus. ..., 3.2 40 36 3.7
3621 MOLOrS, GONMBIAIOIS .. . ... ittt 3.1 34 30 33
3622 industrial controls ... ... ... e 3.2 4.3 3.1 38
3823 Weilding apparatus, electric ................ e e 48 4.6 338 47
3624 Carbon, graphite ProduetS. . ........ ..o, 4.3 54 44 5.3
36829 Etecmcai industrial apparatus, Net. ....ooviiiri it 38 4.4 3.6 43
3651 Ratio, TV receiver sets, except comm. types ...................... 3.7 4.6 33 4.4
3652 Phono records, pre-recorded MagTape .................c.oeun..., 44 47 43 47
3661 Telephone, totegmph APPAIAIUS .. ... e 36 4.4 38 44
3662 Radio/TV transmitting, signat detection equipment ................. 3.1 3.7 3.0 36
3671 Cathode ray tubes, Ne.C............iiiin e, 49 6.0 38 49
3674 Semiconductors, related devices . ....... ...t 39 4.7 3.7 48
3875 Electronic capacitors ........... S et e e 40 4.2 42 44
3677 Rosistors, electric appaMtus ..............oiiiiiii . 37 38 36 38
3678 Connectors, electronic appliances ............................... 45 5.0 4.2 4.7
3678 Electronic cOmpPOneNtS, MB.C. .......ovviere et 3.1 34 3.0 34
72t AIRCIaI ... .. e 39 52 4.0 5.1
3724 Aircraft engines, engine PaAS ... o i e e 490 49 3.8 48
3728 Aircraft parts, auxiflary equipment, nec........ooi i .. 4.2 45 4.0 48
3743 Ratlroad eQUIPIMIBN .. ... ... . it 3.8 4.7 35 4.7
3761 Guided missiies, space vehicles .............cei i, 4.9 5.6 5.4 5.7
3674 Guided missiles, space vehicles, propulsionunits.................. 5.0 55 52 58
3768 Guided missiles, space vehicles parts, ne.C. ...................... 4.9 55 4.9 6.2
3795 Tanks, tank COMPONONS ... ... . .ttt 53 6.4 5.2 6.1
3811 Engineering, {aboratory, scientific research institutions .. ........... 3.3 38 3.1 38
3822 Auto. controls for reguiating residential commercial environment .... 38 49 3.5 47
3823 industrial instr, measure, dispiay ..................... ... ..., 4.0 4.9 35 4.4
3824 Fluid meters, cCOunling devices ... ....oovi vt 4.3 49 3.8 48
3825 instr. measuring, testing 8lec. €1€C. Sigs.. ..ot it 34 4.1 3.3 40
3829 Measuring, controlling devices, N.e.C.............oeiuii i, 33 4.4 3.2 43 -
3832 Optical instruments, 1@NSES . ........oouitiiniiiineannennnn.. 36 4.4 3.4 4.2
3841 Surgical, medical instruments, apparatus ......................... 3.3 3.8 3.2 3.7
3842 Orthopedic, prosthetic, surgical appliances........................ 28 36 2.7 35
3843 Dental aquipment, suples . ...t e 38 4.2 33 4.1
3861 Photographic equipment, SUppHes .....oviv e, 3.7 5.1 3.5 4.8

&4.0.c.~not eisswhere classified.

NOTE: With this data, an index of 8.2 implies total concentration, an index of zaro implies total dispersion.

SOURCE. Gissmsier, ot &l

top I8 highly concentrated industries and run the gamut
from oil field machinery to raw materials-related com
maodities like carbon products, alkalies and chlorine, syn-
thetic rubber, and manmade fibers..In some cases, such
as oil field machinery, it is demand from a resource sec-
tor that has drawn the industry to a small set of loca-
tions. In others, it is the supply of a raw material or a
primary processing sector input which seems to account
for its concentration.

In both these two types of sectors, the “age” of the in-
dustry appears to have less to do with its ocational con-
centration than its product type and client relationships.
In addition, plants in these industries are often quite large
scale in nature, either because their product is immense

(aircraft, missiles) or because continuous-process technol-
ogy facilitates very large economies of scale. Therefore,
a few big plants serve most of the market.

At the other end of the spectrum, a set of relatively
mature, producer goods sectors dominate the rankings.
Many of these highly dispersed sectors produce heavy
or bulky material inputs for a relatively dispersed set of
industrial or agricultural consumers (fertilizers, paints,
chemicals). Others produce custom-made equipment for
relatively dispersed industrial users (dyes, motors, elec-
tronic components, conveyors). In both instances, mar-
ket orientation seems to be drawing the industry.

In the middle range lie many of those high-technology
industries which are most innovative and fastest grow-
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ing. Computers, semiconductors, biological products,
measuring devices, industrial controls, optical instru-
ments, and machine tools are all only moderately dis-
persed compared to the average for all high-technology
industries. This may be 2 function of youth and the need
to cluster in certain places in order to watch competitors,

draw upon secondary business services and a skilled la-

bor pool, and be close to the centers of action. Yet it
is still true that sectors like semiconductors could be
found in a total of 182 counties in 1977, and computers
in 203, suggesting that decentralization of at least some
innovative high-technology production activities was
fairly advanced. |

A final type of interindustry variation is the extent to
which the counties hosting high-technology plants and
jobs in a particular sector are ciosely associated
geographically. One measure of this is the degree to
which county incidence corresponds to the Standard
Metropolitan Statistical Area (SMSA) incidence. (Of
course, this comparison is complicated by the fact that
some SMSAs have more counties on average than
others.) The second column in table C-2 shows the num-
ber of SMSAs in which each industry is represented. The
lowest is for Carbon Black, which was produced in only
10 SMSAs in 1977. This same sector ranked 6th in
county concentrations; the implication is that the coun-
ties in which it is found are more apt to be included
within the same SMSAs in contrast to other highly con-
centrated sectors found in few counties but propor-
tionately more SMSAs. The industry to be found in the
most SMSAs is Dyes and Industrial Molds (SIC 3544),
which occurred in 209 SMSAs in 1977. The defense and
space-related sectors discussed above showed s high de-
gree of concentration in a few metropolitan areas: Guided
Missiles and Space Vehicles and Parts (SICs 3761 and
1764) were found in only 18 SMSAs, while Tanks (SIC
3795) are produced in only 12.

Intraindustry Patterns of Dispersion

Sectors normally grouped together in two- and three-
digit industries showed quite dramatic variation among
them in degrees and rates of dispersion. There were very
few three-digit industries whose constituent members had
similar entropy index values. The least variation was to
be found in two groups. First, relatively similar rates of
quite high concentration were found in the space and
defense-related sectors: Ordnance (SIC 348), Aircraft and
Parts (SIC 372), and Missiles (376). Second, the Measur-
ing and Control Devices category (SIC 382) had relatively
similar dispersion patterns among its five component sub-
sectors. However, other types of scientific instrument
subsectors had quite disparate patterns.

A few examples will illustrate the extent of these varia-
tions within broad groupings. Within Industrial Inorganic

Chemicals (SIC 281) subsectors, Alkalies and Chlorine
were highly concentrated while Industrial Gases were
quite dispersed; of our 100 sectors, the former ranked
84th in degree of job dispersion while the latter was 2d.
Within Metal Working Machinery (SIC 354), Dyes and
Industrial Molds was the third most dispersed high-
technology sector in our set, while Rolling Mill Equip-
ment was 91st. Among Electronics sectors, Scaniconduc-
tors ranked 78th while Miscellaneous Electronic Com-
ponents ranked 6th. The point is that one four-digit
sector is often very unlike another sharing the same um-
brella designation.

Changes inPattems of Dispersion, 1872-77

Over the period studied, there has been an overwhelm-
ing tendency for both plants and employment to disperse
across U.S. counties. In only 14 of our 100 sectors did
the plant entropy index increase, indicating cases of great-
er concentration. The job entropy index increased in 22,
or about one in five, sectors. If anything, the degree of
differentiation among industries increased. Almost uni-
versally, dispersed sectors became even more dispersed,
while the highly concentrated ones were as apt to inten-
sify their plant concentrations as they were to disperse.

More specifically, the vast majority of sectors which
did increase their plant concentrations fall into the two
groups mentioned above—military-related sectors and
bulk materials processors. Here, the forces originally
working toward concentration seem to be continuing
that trend. This is particularly striking in the military
equipment and supplies case, where tank:, small arms
ammunition, guided missiles, space vehicles and parts,
aircraft, and aircraft parts were found among the minor-
ity of sectors that intensified either plant or job con-
centrations.

Product cycles theories suggest that the more innova-
tive and fast-growing sectors tend to cluster initially
around a few sites of entrepreneurial initiative and spe-
cialized labor pools. Once the product is standardized
and market penetration becomes a dominant business
strategy, jobs will tend to disperse toward users. Once
markets are saturated and competition becomes intense,
production jobs may reconcentrate in the lowest cost
locations, far from the original centers of production.’
Although our data base does not permit us to test these
hypotheses in the appropriate longitudinal form, a num-
ber of cautious insights can be gleaned from the com-
parison of dispersion tendencies over this short period.

.

"For a full development of this evolunonary model and its spatial implic ations,
see Ann R, Magkusen, “Profit Cwles, Obligopoly and Regtonal Transformstion.”
Working Faper No. 397, Instieute of Urbsn and Regional Development, Univer
sity of Califorma, Berkeley, January 1983
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Generally, the more innovative, growing high-
techrniology sectors tended to disperse along with other
sectors. However, variations within these groups appear
to be greater than for other groups. In a few cases,
employment continued to concentrate at existing sites,
supporting a product cycle interpretation which
hypothesizes concentration'in initial stages. Semiconduc-
tors is an outstanding example. While plants dispersed
in the 1970’, and the industry increased its incidence
from 120 to 182 counties, jobs actually became more con-
centrated spatially. Several other electronic sectors also
became more concentrated (resistors, telephone equip-

ment). Most other rapid-growth sectors showed a mod-

est tendency toward decentralization from original

growth centers.

The only other sectors which showed a tendency to
increase locational concentration rather than to disperse
were a set of relatively highly automated process sectors,
whose initial locations were already relatively dispersed.
Examples are industrial inorganic chemicals, pesticides
and agricultural chemicals, cosmetics, phosphatic fertil-
izers, and finishing agents. The tendency to reconcen-
trate here is often a result of rationalization—selective
plant closings and relatively larger scale plants in new
or existing locations.

A Summary of Industry Growth
and Locational Diversity Findings

The extraordinary degree of diversity across and among
industries in growth and locational tendencies vindicates
our hypotheses about large differences and supports our
choice of four-digit SIC categories as appropriate for spa-
tial analysis. Growth rates range from the phenomenal
{110 percent) to the negative. While some hiéh-technoi
ogy sectors are found in as few as 10 metropolitan areas,
others—often with lower numbers of total employees—
can be found in more than 100—even 200—SMSAs.
Product type, client characteristics, and production proc-
ess seem to be stronger determinants of comparative
dispersion patterns than maturity of the industry, na-
tional employment size, or three-digit SIC grouping. (The
lack of similar entropy values for industries in the given
years is not an adequate test of a product lifecycle
hypothesis, which argues that jobs and plants in any one
industry disperse over time; cross-sectional comparisons
of industries at different degrees of maturity are not a
good proxy for a longitudinal comparison.)

Most high-technology sectors did disperse over the
1970’s period studied, even when their growth rates were
modest. Exceptions (i.e., sectors which became more con-
centrated by 1977 than in 1972) were in military and
space-related manufacturipg, sectors with highly auto-
mated production processes, and occasionally, highly in-

novative sectors such as some types of electronics. In ad-
dition, a few declining high-technology sectors became
more spatially concentrated asa result of spatially selec-
tive rationalization.

The Range of High-Technology Presence
Across Metropolitan Areas

A central hypothesis of our work on high-technology
industries is that—whether measured by plant and job
incidence, growth rates, or significance as a portion of
the economic base of individual regional or metropolitan
economies—they are quite complex and diverse from
place to place, The most commonly cited example of a
fast-growing, “high-tech” center is Sili. on Valley, coter-
minant with the San Jose SMSA. In fact, our research
indicates that Silicon Valley is an extraordinary place,
the exception rather than the rule by almost any meas-
ure. Generalizations about places that lack or have ex-
perienced negative growth rates in high-te~hnology plants
and jobs are also difficult. New York did turn out to be
one of the most dramatic losers, but others in this posi-
tion were surprises. But in both growth and decline cases,
some definite answers about the size, region, and type
of SMSA most likelv to lead the group can be given.

To explore our contentions about complexity, we de-
veloped profiles of the 10 highest and 10 fowest metro-
politan performers. We used the 264 SMSAs as defined
in 19778 for this analysis, because a county-by-county
analysis was beyond our present resources and because
metropolitan comparisons would convey more about the
patterns of high-technology spatial change to the lay
reader. Over 80 percent of all high-technology employ-
ment was located in these metros, Five measures of high-
technology industry incidence were computed: the ratio
of high-technology to areawide employment in (977, the
percent chang= in plants, the percent change in employ-
ment, the net absolute change in nuribers of plants from
1972 to 1977, and the net change in absolute numbers
of jobs for the same period. While we computed these
values for all SMSAs, we have chosen to analyze com-
paratively only those on the tail end of the distribution,
believing that the extremes give the best shorthand pic-
ture of the range of high-technology experience.

VAlthough there were 277 SMSA; in 1977, six were not part of this analysss.

The SMSAs in Puerto Rico were not included as well as Burlington, VT, and
Cheyenne, WY. These latter two were excluded because metropolitan socioeco-
nomic data were not available for them, The remaining six were New England
SMSAs which were collapsed into New England County Metropolitan Areas.

New England States present s particulsr problem when trying to aggregete
up from counties to SMSAs. In a number of cases, Northeastern SMSAs are
composed of honcontiguous counties, cities, and townships. To simplify spatial
analysis and aggregation of data on places, New England county metropolitan
gress were instituted. This research uses the Buresu of Economic Analysis 1977
definition of NECMAs. Thete include: Boston, MA, Bridgepert, CT, Hartford,
CT. New London, CT, Worcester, MA, snd Fall River, MA.
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Before looking at each set of leading gainers and losers,
it is worth summarizing briefly our findings on the basis
of size, region, and type of metropolitan area. For the
latter, we have grouped the leaders in three categories:
1) big-city SMSAs (those which focus on one of the tradi-
tional top 20 central cities); 2) adjacent, or suburban,
SMSAs {those which are contiguous to one of the previ-
ous class); and 3) indepenxdent SMSAs (those which fall
into neither of the previous two classes),

First of all, we found that big<ity SMSAs dominate
the rankings of metros with the greatest absolute job loss.
Paradoxically, the same type of SMSA dominates the
rankings for absolute plant gain. As a result, we found
anomalies such as the fact that the Los Angeles SMSA
was ranked among the top 10 job losers but was also
found among the top 10 plant gainers. T N

Adjacent, or suburhan, SMSAs along with the newer
big-city SMSAs, are relatively more prominent {n the cat-

egory of absolute job gain. This implies that these types

of SMSAs, like Anaheim and San Jose, CA, and Wetces-
ter, MA, are attracting bigger size plants thaudder big-
city SMSAs. But in terms of absolute plafit losses, nei-
ther bigcity nor suburban SMSAs make much of a show-
ing among the leading ranks. Big numbers of plant clos-
ings are surprisingly concentrated in small and
medium-sized independent SMSAs like Lansing, M,
Johnstown, PA, and Muncie, IN.

But if big-city SMSAs are most prominent among the
places that account for the greatest absolute gains and
losses, they do not dominate the rankings of percentage
change. Here, small to medium-sized places are remark-
ably strong. For instance, in the percent gain in employ-
ment, not one bigcity SMSA shows up in the top 10
and only one, Santa Rosa, CA, is suburban. Among
ieading percent job losers, places like Eau Claire, Wi,
Decatur, IL, and Gadsden, FL, crowd out larger places.
Only Miami among the bigcity SMSAs shows up with
a leading net job decline rate. The implication is that
high-technology gains and losses are proportionately
much more dramatic and perhaps, traumatic, for these
medium-sized, mostly detached SMSA:s.

What “. also quite clear is that the most high-technol-
ogy dependent places, i.e. those with the greatest per-
cent of their labor force in high-technology industries,
are also the smaller and medium-sized SMSAs. Only San
Jose, CA, among major metro areas shows up as having
a high ratio. The other top places are not apt to be those
people think of as high-technology dominated. Further-
more, the leading high-technology dependent centers are
more apt to be found in the Midwest and South than
in other parts of the country.

Regionally, other anomalies turn up. Texas, which is
often thought of as a high-technology State, has three
of the least high-technology dependent SMSAs in the

1

country—i.e., Killeen, McAllen, and Laredo. Frostbeit
locations do account for the worst absolute plant losses,
but Sunbelt SMSAs like Los Angeles and Miami are
prominent among the biggest job losers. Furthermore,
some Frostbelt bigcity SMSASs are leading percent plant
gainers, like Minneapolis, Chicago, and Detroit. South-
ern and Midwestern SMSAs are more prominent among
percent job losers than Northeastern SMSAs. Nor did

. States host high-technology growth evenly across their

metro areas. All of these points underscore the degree
to which spatial generalization is a hazardous task.

A final summary point is that the presence of high-
technology activity does not ensure an area an expan-
sionary future. Over the 1972-77 period, fully one-third
of the 277 metro areas in the U.S. lost jobs. On average,
these job losses were larger in magnitude than were aver-

age job gains.

High-Technology Employment Ratio

3

High-Technology Dependence: The Top Ten.—
The high-technology employment ratio consists of total
high-technology employment divided by the metro la-
bor force for each metro area. It is a2 measure of relative
high-technology industry dependence across all metropol-
itan areas. 1he higher the ratio, the more prominent
high-technology jobs are in the a real employment base.
Given popular impressions of high-technology leaders,
we expected to find places like Boston, San Jose, and sev-
eral Texas SMSAs high on this list. And, we expected
most to be found in Sunbelt, particularly Southwest, -
locations.

In fact, the places with highest and lowest high-tech-
nology dependence are a highly geographically diverse
group, as table C-3 shows, Among the top 10, only San
Jose fits the popular notion of a high-technology center.
Knowledge of the metropolitan industrial base and the
degree of military-government influence help explain this
diverse group of 10. For example, the extraordinary high-
technology dependence of Melbourne-Titusville, FL, is
targely due to Cape Canaveral and the NASA Kennedy
Space Center, as well as other nonspace, military-related
facilities locoted there. In another case, Wichita, KS, is
a small aircraft production center as well as the location
of Boeing and Lockheed's plane storage and maintenance
center. This diverse group of metro areas are not
predominantly concentrated in one region at the expense
of another. The Midwest and South account for six of
the top 10 locations. Nor were the least high-technology
dependent places 2 homogenous group.

High-Technology Dependence: The Bottom
Ten.—The 10 metro areas with the lowest high-technol-
ogy ratio were all Sunbelt and non-Northeastern loca-
tions. Several, like Grand Forks, ND, and Great Falls,
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Table C-3.—SMSAs With the Highest and Lowast High-Tachnology Ratio, 1977

Highest percent L.owast parcent

Rockford, IL.............................. ... 0.19617 Kitlean, TX ... 0.00043
Melboume-Titusville, FL .. ... .. P 0.17956 Columbia, MO ............................... 0.00054
Wichta, KS ............... .. . 0.17670 Grand Foks, ND-MN ......................... 0.00081
Sandose,CA ........ ... ..., 0.17358 Puedio, CO ..., 0.00%02
Binghamton, NY ................... 0o .. 0.15218 Anchorage AK ........... e 0.00118
lakeCharles LA ..................... e 0.14670 Clarksville, TNKY.............. ... 0.00173
CedarRapids, 1A ............................ 0.14600 Honolulu, b ... 0.00228
Bloomington, iIN ............................. 0.12615 Great Falls, MY . ............................. 0.00328
Johnson City, TNWV ........................ 0.12817 McAlien Pharr, TX ............ ... ... ........ 0.00385
Longview, TX. . .............................. 0.12702 taredo, TX.......... ... . 0.00388
Median ..............c.. i £.04364

SOURCE: Oftice of Technology Assessmaent.

MT, are predominantly agricultural centers. Anchorage’s
economy is wrapped up with natural resource extraction-
related activities. Honolulu, HI, is 2 combined trade,
administration, and tourist center, while Columbia, MO,
is primarily a big university town. These latter two cases
demonstrate that educational and State government
centers do not necessarily ensure an even modest dose
of high-technology employment. Whereas no State was
represented more than once in the top 10 metro areas,
Texas has three of the 10 metro areas with the lowest
high-technology ratio.

Percentage Changes in Plants, 1972-77

Rankings by percentage change in plants also yield an
unexpected array of high-technology locations. Medium-
sized noncentral city metros predominate in both top and
bottom rankings. Regional incidence is somewhat skewed
on a Sunbelt-Frostbelt basis. table C-4 presents the top
10 gainers and losers of high-technology plants in the
mid- [970.

Percent Plant Gainers: The Top Ten.—A set of
non-Northeastern medium-sized metros dominates the
percent plant winner category. The use of percentage

changes highlight places with small high-technology bases
in the first period. With the exception of Oxnard, CA,
which had 55 plants-in 1972 and added 63 more by 1977,
the top 10 locations all began with bases of less than 23.
As a group, these areas with the highest percentage in-
crease in plants are non-big-city SMSAs. Several, such
as Oxnard and Sauta Cruz, CA, are adjacent to other
large metro areas such as Los Angeles and San Jose. Half
are in the Sunbelt, while the remainder are predominant-
ly Midwestern.

Percent Plant Losers: The Bottom Ten.—The metro
areas with the greatest percentage loss in plants present
a striking contrast to the plant winners, Eight of the 10
are older Midwestern and Northeastern industrial metro-
politan areas. Again, ac with the winners, the relatively
small economic base of these areas explains the signifi-
cance of their losses. Four of the 10 locations had less
than 20 plants in 1972. A loss of two or three plants may
register as a 10- to 20-percent decline. All the top per-
cent plant losers are thus medium-sized metro areas out-
side the urban core. As we shall see below, none of these
percent plant losers was among the top 10 in percentage
employment loss. This implies that the average plant clos-
ing was smaller than in other, larger, metropolitan areas.

Table C-4.—The Top Ten Gainers and Losers of High-Technoiogy Percent Piants Change, 1872.77

Number of plants

Percent Number of plants Percent 7
Winners change 1972 1977 Losers change 7 1972 1877 _
tawton, OK.............. 80G.00 1 6 Emira, NY .............. -3482 26 17
St. Cloud, MN .. .. ....... 214.29 7 i5 Anchorage, AK........... -20.00 10 8
taredo, TX .............. 150.00 2 3 Pensacola, FL ... ....., -20.00 15 12
SantaCruz, CA .......... 137.50 18 22 Muncie, IN .............. —-1800 50 41
Champaign-Urbana, IL .... 118.18 11 13 Kokomo, IN ............. ~17.88 28 23
Oxnad,CA.............. 114.58 55 63 Johnstown, PA....... .. ., 18.13 31 26
Fort Myers, FLL........... 110.00 10 11 Aitcong, PA ............. —14.28 14 12
Billings, MY .......... ... 100.00 7 7 Terra Haute, IN .......... $4.29 35 3
Cedar Rapids, IA ., ... ... . 100.00 23 28 Witiiamsport, PA ... ... .. 14.29 21 i8
Panama City, FL . ........ 100.00 3 3 Pine BIuff, AR ........... ~12.580 8 7

Median ............... 18.18 $1

BOURCE: Otfice of Technoiogy Assesament.
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Percentage Changes in Employment

Percent Job Growth: The Top Ten.—SMSAs with
the greatest percentage growth in employment were gen-
erally suburban, medium-sized metros rather than either
smaller non-adjacent, non-big<ity associated places or
large central city metros. All of the 10 areas with the
greatest percentage increase in high-technology employ-
ment are located outside the industrial Northeast (see
table C-5). This group encompasses sites of both new
high-technology growth as well as expansion in existing
locations. But percent gain does not necessarily imply
the greatest number of new jobs. As we shall see below,
with the exception of Lakeland, FL, none of the top per-
cent gainers scored in the top 10 in terms of absolute
job gain. However, urlike plant gainers, a metro did not
have to be small in order to post healthy high-technology

job growth rates. Santa Rosa, CA, Lakeland, FL, Lub-

bock, TX, and Savannah, GA, all had big high-
technology job bases ip the first period. The most signif-
icant local growth rates in high-technology employment
did not occur in the smaller locations but rather in subur-
ban medium-size metro areas.

Percent job Loss: The Bottom Ten.—Approxi-
mately one-third, or 86, metropolitan areas had net high-
technology employment losses between 1972 and 1977.
The net employment losers are relatively less geographi-
cally concentrated than job gainers: four of the 10 were
in the South and four were in the Midwest. As we shall
see below, three of the top 10 losers were also among the
top 10 losers in absolute employment: Decatur, iL, Mi-
ami, FL, and Parksburg, WV-OH. Rankings by percent-
age change underplay the extent of absolute job loss tak-
ing place in a numbser of locations. For example, Miami
fost almost half its high-technology employment base cr
8,000 jobs, during the 5-year period. But its percent loss
was smaller than that of Brandenton, FL, which lost a
net 310 jobs in the same period.

i

Net Changes in
High-Technology Empioyment

Absolute Job Gain: The Top Ten.—A total of 180
SMSASs, or about two-thirds, had absolute increases in
high-technology employment. The median increase was
248 employees. As seen in table C-6, the ensemble of the
top 10 metro areas with the greatest absolute change in
high-technology employment comes closest to resembling
the popular notion of high-technology centers. The top
five ranking is predictable with San Jose (Silicon Valley)
leading the group, followed by Anaheim, Houston, San
Diego, and Boston. The remaining locations present two
surprises;: Oklahoma City, OK, and Lakeland, FL.
Regionally, two Boston-area SMSAs prevent the
Frostbelt from completely losing out. SMSAs in Texas,
California, Florida, and Massachusetts dominate net 3ob
gain rankings.

Absolute Job Loss: The Bottom Ten.—A total of 86
SMSAs, or one-third, lost high-technology employment
between 1972 and 1977. The median employment loss
was 741 employees. The State of New York was the big-
gest loser, with the metres of New York and Syracuse
posting a combined loss of 14,491 jobs. Two Sunbelt
metros, Miami and Los Angeles, also suffered significant
losses during the period. The group of losers is relatively
homogeneous when contrasted to the winners in that
they are predominantly older bigcity industrial
metropolises. In three cases, Miami, FL, Decatur, IL, and
Parksburg, WV-OH, absolute losses in employnient
transiated into large negative percent changes as well.
Eighty percent of the largest high-technology losers can
be loosely characterized as older Northeastern industrial
cities. But the inclusion of Los Angeles and Miami metros
in this group shows that adverse high-technology loss is
also a phenomenon in mature Sunbelt big-city SMSAs.
This is true despite big job gains in surrounding metro
areas in both California and Florida.

Table C-5.—The 'fop Ten Gainers and Losers of High- Tochno!ogy Jobs, Percent Employment Change, 1872.77

Percent Number of piants Percent Number of piants
Winners change 1972 1977 Losers change 1872 1977
Lawton, OK .....oovveinnns 2,268.97 5 130 Columbia, MO ........... —-82.48 161 28
St. Cioud, MN .............. 1,265.66 85 1,173 Eau Ctaire, W! & .......... -87.20 2,728 889
Boise, 1D ........ ... ..., 728.31 73 607 Newport News, VA ....... —6461 52357 2,381
Santa Rosg, CA............. 360.58 834 3,842 Parkemburg, WV-OM . ... .. -51.1% 7,188 5,564
Lakeland, FL. . ............ 26668 3,005 11228 Decatu, th .............. —-455.85 6,827 5,080
Lubbock, TX................ 237.44 1,284 4,368 Bradenton, FL ........... —55.83 691 381
Topeka, KS................. 237.35 175 594 Clarksville, TN-KY ........ —41.08 141 83
tarede, TX ... ... .l 220.84 36 117 Grand Forks, ND-MN ... .. ~40.80 62 37
Savannah, GA .............. 204.78 2,783 8,482 Miami, FL ............... -40.38 18,308 §723
McAiien Pharr- Edinburg, X . 181.54 110 311 Gadsden, AL ............ -38.87 1,225 78

SOURCE  Office of T.chnology Assessmant.

36-737 0 - 84 -~ 12 : QL 3
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>
Table C.8.—The Top Ten Net Employment Winnars and Losers, 1872.77

Winners Losers
SanJdose, CA ... ... ..., 3%,909 NewYork, NY . ...t - 8,875
Anahelm, CA ....... ... i i, 30612 Philadelphia, PA ....................... ferees —8,588
Mouston, TX ............. Cedev i i et 18,862 Ciewgland, OR ............................... -8,170
SanDiego, CA .. ... i e 16,782 Miami, FL ... . —~6,584¢
Boston, MA . ........ ..., 16,173 Syracuse, NY . ... - 5,521
Dalias, TX ... e 12,067 Baitimore, MD ............. ..., — 4245
Worcester, MA ... 9,888 Jersey City, NJ . ... .., -4,082
Okiahoma City, OK .. ... ... ... i, Parkersburg, WW-OHN ......................... -3,684
Lakeland, FL ... ... ... i ittt 8,132 loesAngeies, CA....................ciinnn. -3,220
PhoeniR, AZ .. ... e 7,876 Decatur, b .. ... e -3,130
Mediangain ...t 248 Median IosS.............covviiiiiiiiinnn... 740

Net Changes in High-Technology Plants

Net changes in high-technology plant locasion offer an
approximate measure of the location of new high-
technology growth. This group strongly resembles those
places with the most significant net employment changes,
though there are several anomalies. To begin, the me-
dian net change in plants across both gainers and losers
was nine additions. Most metros gained plants—214 out
of 264. Another 17 places experienced no plant change,
while 33 others had net plant losses.

Absolute Plant Gain: The Top Ten.—Half of the top
10 plant gainers matched their prominence in job gain:
Anaheim, San Jose, Dallas, Houston, and Boston. How-
ever, another five did not gain employment in propor-
tion to new plants. Los Angeles, for instance, was the
ninth largest job loser even though it was the second
largest plant gainer. This suggests that Los Angeles is still
hosting the growth of small, experimental or specialty
high-technology plants while losing out in the competi-
tion to maintain larger scale, more standardized oper-
ations. '

Three new entrants to the top 10 high-technology
gainers are in this group: Detroit, Minneapolis-St. Paul,
and Chicago. Two of the three are particularly surpris-

ing: Detroit and Chicago. In all three cases, it appears
to be smaller plant growth that accounts for higher plant
than job gains. Detroit’s performance must be weighed
against losses in the auto industry, which is not included
in the high-technology set. Furthermore, our findings are
limited to the mid-1970s period, prior to the worst
reverses in the auto industry.

Absolute Piant Losers: The Bottom Ten.—The top
net plant losers, with the exception of Port Arthur, TX,
are predominantly Northeastern and Midwestern. As
seen in table C-7, New York shows the biggest plant loss
with three of the State’s 10 metropolitan areas—New
York, Albany-Schenectady, and Elmira—losing a net
total of 175 plants. Among this group the magnitude of
loss differs dramatically: New York metro lost 159 plants,
almost 10 times as many as the next loser, Jersey City,
NJ, with 17. Thus within regions and across States, trends
may be of different orders of magnitude.

State and Regional Comparisons
of Net Empioyment Change

Popular discussions of high-technology growth often
treat certain States and regions as winners or losers, im-
plying 2 high degree of homogeneity within them. Qur

Table C-7.—The Top Ten Net Piant Winners and Losers, 1972.77

Winners Losers

Anaheim, CA ... ... . e 464 New YOrK, NY oo e e - 159
Los Angeles, CA . ..... ..o i i 387 Jersey City, Nd....................oiia, -17
Sandose, CA ... i e 338 Emirg, NY .. o e -9
Dallas, TX . ... e 276 Muncie, IN .............. ... .. ., -9
ChCREO, I .. e e 224 Albany-Schenectady, NY ....................... -7
Houston, TX . ... e 204 Port Arthur, TX .. e e -7
Boston, MA .. ... ... ... . .. 191 East Lansing, MI ........... ... -7
Minneapolis, MN . ........ ... ... ... i 158 Wilmington, DE ............. ... ... .. .ol -8
San Francisco, CA ... ... e 1561 Johnstown, PA . ........... ..ot -5
Detroit, Ml .. ... i e e e 145 KoKOomo, IN. ..o e -5
Mediangain .................. i iiiiiiiinnnn., 8

SOURCE: Office of Technoiogy Aszsssment.
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data indicate that this generalization is not warranted,
particutlarly on a State-by-State level. A number of sup-
posedly high-technology States, such as Texas, Califor-
nia, and Massachusetts, show extraordinary internal
variation in plant and job change across metropolitan
areas. Table C-8 ranks States on the basis of proportions
of SMSAs experiencing positive high-technology job
growth, In California, for instance, five of its 17 SMSAs
posted job losses in high-technology sectors between 1972
and 1977, Similarly, in Massachusetts, two of its five
SMSAs were high-technology losers.

A brief glance at the regional distribution of high-
technology metro employment loss underscores the dis-
tinct variability of high-technology employment change
described above. However, by imposing regional group-
ings there is 2 modest support for generalizations about
broad interregional divergence as seen in table C-8, Using
a Joose regional breakdown which puts Texas in the
South and the Plains States in the Midwest, the four re-
gions stack up as expected, with the largest number of
metro net employment losers concentrated in the North-
east, followed by the Midwest. Contrary to the literature
on regional antagonism, however, the West rather than
the South had the fewest number of metropolitan losers,
though the difference is small. If we were to classify Texas
in the West rather than the South, the difference would
be considerably greater. Given these findings, perhaps
the war between the States breaks down on an East-West
rather than a North-South axis.

Why High-Technology Industries
Are Where They Are

A third major question is, what explains the existing
array of high-technology economic activity and what
forces are redistributing it across the country? We have
demonstrated that there is indeed great diversity in high-
technology job and plant patterns and that dramatic
shifts in location have occurred in the 5-year period stud-
ied. Explaining these distributions and changes in them
was the final task of our project.

The literature on high-technology industries suggests
that a set of locational characteristics are most apt to at-
tract high-technology activity. Some of these factors are
common to all manufacturing; others are assumed to be
unique to this group of industries. In constructing a
model of high technology attractiveness and job/plant
shifts, we included five sets of variables intended to rep-
resent the major forces hypothesized in the literature.

First, we modeled in three features of labor supply:
wage rates, unionization rates, and area unemployment
rates. We expected to find the first two negatively corre-
lated with high-technology job and plant shifts and the
latter positively correlated, on the supposition that high

Tabie C-8.~—Regional Comparison of Metro Ares

Net Employment Change
Number of
metropolitan Employment  Plant
areas loss loss
West:
Afizona............... 2 0 0
Color 90 ............. 5 Q 0
Hawaii ............... 1 ¢ 0
idaho ... 1 0 0
Nebraske ............. ] 0 0
Nevaga............... 2 0 0
South Dakota ......... 1 0. 0
eah .. ... 2 0 0
Alaska ............... 1 1 0
California............. 17 5 0
Montane.............. 2 1 0
New Mexico .......... $ 1 0
............... 3 1 0
Washington. .......... 5 2 ¢
North Dakota ......... ¢ 0 0
Wyoming ............. 0 0 0
Westtotal .......... 446 11 0
Percent metros that lost empioymant =0.2§
South:
Mississippi ........... 3 0 0
Okishoma ............ 4 0 0
Alabama.............. 8 2 ¢
Flosids ............... 16 5 1
Geowgla .............. 8 3 1
Kentucky ............. 3 2 ]
iLoulsiana............. 7 2 0
North Carolina ........ 7 2 0
South Caroling ........ 3 1 0
Tennessse . ........... . 5 3 0
TOX&S . ...t 2% 3 3
virginia .............. 6 2 1
Wwest Virginia ...... ... 4 1 [
AKansas ............. 3 0 0
South total ......... 87 26 7
Percent metros that iost empioyment = 0.26
Midwest:
fifinois ... ..., ] 3 2
Indiang. ........... ... 12 7 4
oWR ... e 7 1 0
Kansas ......... ...... 3 Y] 2
Michioan ............. 12 4 2
Minnesols .. .......... 8 1 0
Missourt. .. ........... 4 2 1
ohle........oivvnenn 14 6 2
Wisconsin . ........... 8 4 b
Midwest total .. ..... 75 28 13
Percent metros that fost employment =~ 0.37
Noriheast:
Connacticut .......... 4 1 0
Delaware ............. 1 0 1
Maine................ 2 1 0
Maryland ............. 2 1 0
Massachusetts . ....... 5 2 1
New Hampshire .. ..... 1 0 0
New Jjersey ........... 8 5 2
NewYork............. 10 8 4
Pennsylvania........ .. 12 7 3
Rhods istang. ......... 1 0 0
vermont... .......... Y Q 0
Northess!t tolai . ... .. 45 3 1%

Percent metros that lost employment = 0.48

SOURCE: OHice of Technoiogy Assessmaent.
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wages, labor militance, and tight labor markets all

discourage high-technology job growth.

Second, we modeled in a set of three business climate
features: presence of specialized business services, pres-
ence of first-rate research facilities and talent, and inci-

dence of defense spending. We expected that high leyels_

of business services, research talent, and defense spend-
ing would all be positively related to net high-technology
job and plant gains as well as to high levels of high-
technology dominance in regional economies.

Third, we added a sét of basic infrastructure features:
transportation networks, both air and highway, and util-
ity rates. We expected to find that access to superior free-
way and airport facilities would positively coneribute to
high-technology job and plant shifts, while relatively high
utility rates would discourage them.

Fourth, we modeled in a set of amenities features which
are widely believed to be particularly attractive to a high-
technology labor force, particularly the professional/tech-
nical personnel and entrepreneurs. These included avail-
ability of a superior cultural environment, reasonable
housing prices, a relatively unpolluted atmosphere, a mild
climate, good schools for children and post-secondary
educational options. In each case, we expected high-
technology plant and job growth to be related to &
positive ranking.

Finally, we included a set of sociceconomic variables
which we suspected might be related to high-technology
growth and enclaves based on case study work in Califor-
nia. These included the percent of minority workers in
the population, to which we expected high-technology
performance to be negativel" related, and the propor-
tion of relatively conservative voters in the population,
which we expected to be positively related. A list of the
precise formulation of each of these variables, and their
data source, appears at the end cf this appendix.

In order to capture high-technology spatial patterns,
which is what we wished to analyze with these metropol-
itan features, we formulated three different endogencis,
or dependent, variables. First, we constructed a ratio of
high-technology dependency (discussed in the previous
section) which captured the degree to which individual
SMSAs were highly or not at all dependent on high-
technology industries for their vitality. Second, we con-
structed an employment change variable by simply sub-
tracting the total employment for each SMSA for 1972
from that for 1977. Because we had a large number of
cases, especially at the disaggregated industry-by-industry
level, of no high-technology employment in the initial
period, we decided not to employ percent changes as a
method of measuring job shifts. (We considered throw-
ing out all such cases, but this would bias our sample;
however, & preliminary run to compare the results in-
dicated that we would not significantly increase the de-
gree of explanation by using percentage changes.)

Third, we constructed a similar variable for analyzing
plant shifts. Because in these latter two cases we would
be regressing absolute job and plant shifts on a number
of relative (e.g., per-capita defense spending) measures,
we corrected for the influence of sheer size of SMSA by
adding in on the right-hand side, as an explanatory va-
riable, total size of the labor force. This variable would
pick up the effects of differential size—i.e., it would ac-
count for the fact that a large SMSA like San Jose could
be expected to post more absolute job growth than a
small one tike Grand Forks, ND.

Methodology

Although we had a number of general hypotheses guid-
ing the regression analysis, given the large number of pre-
sumed explanatory variables, we chose to use a stepwise
regression procedure, rather than specifying a complete
model before hand. Stepwise regression allows the re-
searcher to explore the relationship between the inde-
pendent and the dependent variables. In the context of
this project we used a forward stepwise inclusion proce-
dure supported by the SPSS statistical package for the
Social Sciences. Using this procedure, the computer
selected variables in descending ordep based on preex-
isting statistical criteria which we specified. The order
of inclusion using this procedure is determined by the
respective contribution of each variable to explained
v-riance. In other words, the variable that explains the
greatest amount of variance unexplained by the variables
already in the equation enters the equation at each step.

Three parameters were set to guide the inclusion of in-
dependent variables in our regressions (N size, F statis-
tics, and T tolerance). N size refers to the number of va-
riables to be included in the equation. We specified that
any or ali of the 19 variables could enter the equation
as long as they met the remaining criteria.

The second parameter, F, relates the F ratio computed
in a test for significance of a regression coefficient. In step-
wise regression, at each step of the analysis, F ratios are
computed for variables not yet in the equation. This pa-
rameter was set to the default as prespecified by the sta-
tistical program. |

The third parameter, T, refers to user-specified toler-
ance. The tolerance of an independent variable being
considered for inclusion is the proportion of the variance
of that variable not explained by the independent vari-
ables already in the equation. This parameter was set to
allow all variables into the equation in which the pro-
portion of variance not explained by other independent
variables enceeded 0.1 percent. In this analysis, we chose
to apply rather liberal statistical c.iteria in order to en-
sure that the maximum number of variables would be
included in the individual industry and aggregate regres-
sion resuits.
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Explaining the Geography of Aggregate
High-Technology Industries

In order to test for association between aggregate high-
technology activity and the characteristics of metropoli-
tan areas described above, we ran three regressions. First,
we looked for relationships between metro features and
the 1977 high-technology ratio. The results from this
regression tell us something about what features high-
technology-dependent metros display. Second, we looked
at r employment change over the period 1972-77. This
regression tells us which features of métro areas are most
strongly associated with positive and negative job shifts.
Tl.ird, we regressed net plant change over the same
period on the same set of variables, to find out the direc-
tion and strength of relationships dominating plant shifts.

Factors As - . '« | With
High-Technoiugy Oependence

Only five metro features were found to be significantly
associated with high-technology jobs as a proportion of
arca labor force. Together they explained only 18 per-
cent of the variation across the 218 metros for which.we
had data for all 19 independent variables. The single
strongest factor was defense spending, which displayed
the expected = - ¢ correlation with heavy high-tech-
nology denr e It accounted for one-third of the ex-
plained variavon. Percent Hispanic was the second most
important factor; high-technology dependence was neg-

arivelv related to the presence of this group in metro

areas. Percent black was similarly negatively correlated
with high-technology dependence, which also confirmed
our hypothesis. Both these findings suggest that heavy
reliance on high-technology is not associated spatially
with minority populations. This finding is interesting in
light of the fact that minority composition was nog sig-
aificant in either the aggregate or individual cases of
change in high-technology plants and jobs.

The final two factors which were significant in explain-
ing high-technology dependence were industrial utility
rates and unemployment. In each case, the variable ex-
plained less than 2 percent of the total variation. How-
ever, both had signs opposite of what might be expected.
Strong high-technology dependence was positively re-
lated to high utility rates and low unemployment rates,
We think that in the case of this particular dependent
variable, that high-technology activity may be creating
jobs, therefore lowering unemployment, rather than in-
dustries migrating to areas with surplus labor.

Explaining the Geography
of High-Technology Job Shifts

Qur results for the regression in which employment
change over the period 1972-77 was regressed on the set
of independent varial les were somewhat better than for
high-technology dependence in 1977. Overall, we were
able to explain 29 peicent of the variation across 218
metro areas. Nine, ot exactly half, of our variables con-
tributed to this explanation, although sometimes the
direction of the relationship was unexpected.

Housing prices, freeway density, and per<apita defense
spending together accounted for half of the explained va-
riation. Defense spending was positively related to job
shifts, as expected. However, the other two variables
showed the opposite of the predicted signs. Housing
prices were positively associated with high-technology job
shifts, rejecting the hypothesis that high housing prices
drove high-technology jobs away from certain areas in
the period studied. This finding might change if we used
a different year to compute housing price, although we
would have to assume that the relative differentials in
housing price across metros changed in order to make
this exercise meaningful. More likely, high-technology
job growth places upward pressures on housing prices,
reversing the causal relationship implied in the model.
The negative relationship found between freeway den-
sity and high-technology job growth may simply be the
result of a misspecification probiem, on which we specu-
late in the final section.

Six other factors each contributed less than 3 percent
apiece to explaining total variation. Several of these—
unionization rates, percent black, educational options,
and 1977 labor force—all had the expected signs. High-
technology job shifts were negatively related to high levels
of unionization and to large proportions of blacks, and
positively related to metro educational options and the
size of the 1977 labor force. The relatively low degree
of explanation added by this last variable suggests that
a great deal of high-technol ob growth is not hap-
pening proportionately to si% of place. Some degree of
multicollinearity reduced the significance of the estimates
for the minority and educational options variables when
the full set of independent variables were included in the
regression.

Two additional variables, the arts index and the pol-
lution index, both contributed tQ explaining high-tech-
nology job shifts, but both had ufiexpected signs. High-
technology job growth was negatively associated with a
high rating on the arts index, suggesting that the super-
metros which have the greatest cultural advantages are
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not attracting net job growth in high-technology indus-
tries. A high pollution rating was positively correlated
with high-technology job growth, suggesting that poor
industrial air quality is not a significant deterrent to new
high-technology job growth in the aggregate. This may
be because many high-technology industries are “light”
in nature and do not add much to environmental degra-
dation.

Explaining the Geography
of Aggregate Plant Shifts

The regression relating net change in high-technology
plants to the features of metro areas yielded much bet-
ter results. Almost 68 percent of total variation was ex-
piained by nine of the place characteristics. Six of these
were the same ones which turned up in the job change
regression, with the same signs in every case. However,
their order of importance was quite different.

Size of the labor force in 1977 explained fully 26 per-
cene of all net plant change. This simply means that abso-
lute net gains in plants were grea®¥st in places where the
labor force was largest. This was to be expected, since
it was our way of dealing with the impossibility of using
percentage changes in plants as the dependent variable.
The second most important factor was presence of For-

. tune 500 headquarters, which explained an additional
24 percent of the variation, but in the opposite direc-
tion than that expected. Metropolitan areas which were
large ner plant gainers are those which lack corporate
headquarters, while those metropoliran areas which do
host them have lost out in high-technology plant shifts.
This suggesis that the bulk of high-technology manufac-
tucing plants are not linked spatially to corporate head-
quarters functions. While this would not be surprising
for manufacturing in general, it is somewhat contrary to
popular impressions of the location of innovative sectors.
Of course, as we shall see below, this variable does in-
deed exert a strong attractive force on a minority of sec-
tors taken individually.

The rect of the variables which were significant in this
regression all contributed only modest amounts to ox-
plaining total variation—-in every case, less than 3 per-
cent. The arts index was again negative, house prices
positive, and freeway density negative—all opposite to
the model's presuppositions, just as was true in the job

change regression. Defense spending, percent black, and

unionization rates were all significant and showed the
expected sign. Educational spending made its first show-
ing in this regression, but it had an unexpected negative
sign. High-technology plants are not as a whole moving
toward places with relatively high per-capita school
spending.

Summarizing the Aggregate Findings

Overall, only two variables are consistently significantly
related to different measures of high-technology loca-
tional patterns. Per-capita defense spending and percent
black population contribute to explaining high-technol-
ogy dependence as well as changes in jobs and plants over
time. In each case the characteristic yielded the expected
sign. Comparing job and plant shifts alone, labor force
{(which was not included in the high-technology depend-
ence equation) and unionization rates were also signifi-
cant and in the expected direction. Three unexpected
influences—housing prices positively, freeway density and
arts index negatively—also turned up as significant for
explaining both plant and job shifts. Pollution and educa-
tional options helped to explain job shifts but not plant
shifts, while Fortune 500 headquarters and educational
spending per capita were significant for plant but not job
change.

However, the most important fact to underscore in
summarizing these results is that overall they are not very
impressive. Discounting the labor force variable, which
is really an attempt to convert absolute to relative
changes, in none of these cases did the total degree of
variation explained by significant variables exceed 37 per-
cent {(see above). While this is on average quite good for
cross-sectional analysis, we were unable to explain the
remaining variation in high-technology spatial patterns.
While our yneasures of the features of places may be im-
perfect, due to data limitations, the relatively poor resul:s
must be taken seriously because the phenomenon we are
trying to explain—high-technology spatial activity—is
captured with extraordinary richness of detail on both
an industry and a place basis in our analysis. We believe
that these resuits offer strong support for our view that
individual high-technology industries are highly hetero-
geneous and display quite disparate spatial tendencies
which can only be understood by analyzing disaggregated
sectors,

Furthermore, great caution should be used in referring
to those charaéteristics which did turn out to be signifi-
cant as “determinants” of high-technology location.
While per-capita defense spending did turn cut to be
positive, significant, and present in all three regressions,
it is important to remember that it accounts for only 6,
4, and 2 percent of total variation respectively. The coef-
ficients on unionization rates are similarly significant and
negative, but contribute less than 2 percent in each case.
Other than labor force, Fortune 500 headquarters is the
only variable which explains more than 10 percent of
total variation and it appears only in the plant shift
results. Since it is unexpectediy negative, it tells us much
less than we would like. Knowing that corporate head-
quarters are mofe ap: to be negatively rather than posi-
tively associated with net plant change does.not give us
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a great deal of insight into why high-technology plants
locate where they do.

Expiaining the Locational Tendencies
of individual High-Technology Sectors

The results of the four-digit industry regressions show
a great deal of variation—both across industries and
across dependent variables. Using net employment
change as the dependent variable, only 29 of the 100 in-
dustries had explained variation greater than 20 percent.
Of these, labor force accounted for more than 10 per-
cent of the explained variation in 12 of the 29. Since o~
results for net plant change were better than the ravher
poor results using employment change, we focus in the
following discussion on the former. It portrays the model
in the best possible light.

Contrary to our original expectation, moving to & more
disaggregated sectoral level did not produce universaily
better results with our independent variables. While re-
gressions were computed for all 100 industries using plant
change as the dependent variable, 39 industries had less
than 20 percent explained variation and are consequently
not reported here. On the whole, the remaining indus-
try regressions were less informative than<expected; in
all but four cases less than 51 percent of the variation
was explained. These four exceptions were General In-
dustrial Machinery, 3569 (R? .7721), Instruments 3823
(R2.719}, Electronic Components, N.e.c. 3679 (R?.700),*
and Industrial Chemicals 2899 (R? .532). In all but In-
Jdustrial Chemicals, 2899, labor force explained more
than 50 percent of the variation.

Among these four industries all were consistent across
significant independent variables. In the cases where ia-
bor force was highly significant, arts were negatively cor-
related. In three of the four industries, Fortune 500 head-
quarters was also negatively correlated, suggesting that
net plant change was away from large metro areas. House
spending was significant and positive in three of the four
industries. A third variable, major university, was also
unexpectedly negative—providing vet more reinforce-
ment for the negative major metro association with these
industries. In two of the four industries, both climate and
percent black were significant and in the expected direc-
tion. On the whole, this group of four industries showed
surprising similarity in factors associated with spatial
location.

A second gtoup of industries with between 40 and 50
percent explained variation lacked the degree of consist-
ency found in the previous group. In three-quarters of
these 14 industries, more than half of the explained varia-
tion was accounted for by labor force. In the four indus-

-~

*N.e...”" 1s an ahbreviation for "not elsewhere classified.”

tries where labor force accounted for less than 25 per-
cent of the explained variation, the direction of the
variable loadings were consistent across three of the four.
Fortune 500 headquarters were strongly negative in all
four industries.** In three of the four industries, 3841,
3675, and 2851, airport access was significant but in the
wrong direction in two of three cases. The same sign
reversal was found in the pollution variab!b“bne indus-
try, Paints and Varnishes 2851, had the je:‘mected sign,
but Electrical Capacitors showed a negative relationship.
In two of the four cases, Surgical and Medical Inseru-
ments 3841 and Electronic Capacitors 3675, industrial
utility rates were negatively associated with plant dif-
ference.

The lack of explained industry variation was disap-
pointing and suggests that high-technology industries
individually may be responsive to locational factors dif-
ferent from those commonly assumed. The lack of expla-
nation led us to carefully examine those industries
popularly thought of as “high-tech” to see if the attributes
most commonly assumed to be associated with high-tech-
nology industry growth held for at least this set. By
“popular” we mean industries which have a shared set
of characteristics: high employment growth rates in the
current period; high proportions of professional and tech-
nical personnel in the labor force; and large R&D ex-
penditures as a proportion of industry sales. Seven in-
dustries were chosen to report on here—Computers 3573,
Semiconductors 3674, Biological Products 3831, Telecom-
munications Equipment 3661, Missiles 3761, Aircraft En-
gines 3724, and Engineering Instruments 3811.

On the whole, the results for these high-technology
industries were less illuminating than expected. In only
one industry, Computers, was more than 40 percent of
the variation explained. In this industry, 23 percent of
the explained variation is accounted for by labor force.
In four of the seven industries, labor force was strongly
positive and significant; in the remaining three, labor
force was negatively related. This negative relationship
may in part be explained by the relatively dispersed
nature of these industries as seen in the entropy index.
In this case, smaller as well as big metros have earned
large net plants additions.

Somewhat unexpectedly, more than five of the seven

- “popular” high-technology industries appear repelled by

metropolitan forces. That is, these industries were not
attracted to places that had positive ratings on the For-
tune 500, Arts, and Labor Force variables. As with the
aggregate industry regression, four of the seven indus-
tries were negatively related to Fortune 300 headquar-

** A5 suggested in the discussion of the aguregate industry regressions, this im-
plied that these four industries are not associated with super metropolitan areas.
This supposition 1s reinforced by the negative relationship between the arts in-
dex in two of the four industries.

167



162 » Technology, innovation, and Rsgional Ecenomic Deveiopment

ters. Only Missiles had a positive and significant rela-
tionship to this variable. A third variable accounting for
significant variation within industries was defense spend-
ing. Two of the three industries had the expected sign:
Telecommunications and Computers, with explained va-
riation of 10 and 2 percent respectively. Missiles showed
defense to be negatively related to plant change. This
negative reiationship can be explained in part by sug-
gesting tha (issile employment, which declined overall
during the period (—65 percent), has diminished precisely
in those areas where defense spending remains high.

While both the business press and selected State pol-
icy analysis suggest that high-technology industrial loca-
tion is motivated by low housing prices, in general this
was not borne out in this analysis. In three of the seven
industries, house spending was positive and strongly sig-
nificant. House spending was the single most important
variable in explaining Engineering Instruments, account-
ing for 16 percent of the explained variation.

Another popular notion—that there is a positive rela-
tionship between high-technology industry location and
education opportunity —-was not found to be consistently
sigiificant across the industries examined. As originally
hypothesized, educational options were positively asso-
ciated with only three of the seven industries. And
whereas we expected that industries such as Semicon-
ductors and Computers would be particularly sensitive
to the availability of educational resources, the individual
industry results imply that, relative to other variables,
educational options were not significant. They were sig-
nificant and positive, however, in explaining Biological
Products, accounting for 16 percent of the variation.

These results suggest that popular notions of what in-
fluences high-technology location are not universally
borne out by individual industry regressions. Perhaps in
the case of house spending and educational options, high-
technology plant changes are independent of these in-
fluences because individual mobility compensates for
them.

At the outset we expected that detailed four-digit in-
dustry regressions would be particularly amenable to ex-
planation using the place-based variables included here.
To our surprise the results, despite the detailed nature
of the data base, were not conclusive, and in a number
of cases the explained variation was in the opposite direc.
tion to that hypothesized. These results suggest that to
understand the location of this very heterogeneous group
of industries, disaggregated industry and place-based anal-
ysis is the more appropriate means,

For example, the model used here clearly ignores char-
acteristics assoctated with places such as geographically
concentrated entrepreneurship, which we know from
other evidence to explain the location of high-technology
industry in @ number of popular high-technology centers
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such as Phoenix, AZ, and San Jose, CA. Despite the lack
of explanation found in the industry regressions, the lack
of significance associated with variables such as unionism
and wage rates confirms our expectation that all indus-
tries face these factors and that it is only the marginal
case which uses such individual variables to make the
location decision.

A Review of the Performance
of the Explanatory Variables

The results of the individualYour-digit industry regres-
sions offer us a chance to remark on the incidence and
direction of influence of our independent variables. Over-
all, we can throw out approximately half of our variables
as almost universally lacking in significance. Among the
rest, rankings can be constructed on the freqency and
consistency of their influence on individual high-
technology industry shifts.

insignificant Factors

First of all, we can eliminate 10 of our 19 independent
variables from consideration at the disaggregated level.
In the 61 industries where we could explain more than
20 percent of total variation, these 10 variables were sig-
nificant—but in only 5 percent or fewer cases did they
contribute more than 2 percent to the explanation. This
was true for both job and plant regressions. These vari-
ables are listed in table C-9.

Among these, several exhibited the expected sign quite
consistently in those few cases where they did show up.
Unionization was generally negatively related, while cli-
mate, percent Republican, and educational options were
almost universally positive when present.

The extremely poor showing in individual industry
cases of variables such as unionization rates, educational
options, educational spending, and percent black under-
scores the fact that the sum is often more than, or dif-
ferent from, its parts. Each of these appeared at least once
as significant in the regressions on aggregate job and plant
shifts. Educational options might be explained by its rela-
tively high rate of correlation with two other variables—
airports and arts—-both of which showed up frequently

Table C-8.—Variablas Insignificant in Expliaining
High-Technoiogy industry Locations

Unempioyment rafe
Percent Republican
Percent Hispanic

Educational options

Educationa! spending
industrial utility rates
Manufacturing wage
Unionization rate

Climate index Percent biack

SOURCE- Office of Technology Assessement.
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in the case of individual industries. However, in the cases
of the other three, we must assume that they often act
as relatively minor influences critical for only a very few
industries. ‘

The composition of this set of 10 poor performers sug-
gests some tentative speculations about the relative im-
portance of our original groups of characteristics. The
labor force variables (wage rates, unionization rates, and
percent unemployed) have all been eliminated. The socio-
economic variables (percent black, percent Hispanic, and
percent Republican) have also been eliminated. Half of
the “amenities” variables also disappear. Overall, this sug-
gests that labor-associatecd features are not important de-
terminants of high-technology locational change, at least
not for explaining change in the period studied. Perhaps
they might be more important since 1977, but we will
have to await publication of the 1982 Census of Manu-
factures for confirmation. A possible interpretation of
this finding is that in this era of high labor mobility,
employers find it relatively easy to create a labor force
in locations to which they are drawn for other reasons.
People, in other words, readily follow jobs in high-tech-
nology sectors rather than vice versa.

On the other harid, several of these variables may be
better discriminators of high-technology changes within
metro areas and between metro and nonmetro sites. We
anticipate, for instance, that educational spending,
unionization rates, percent Republican and percent
minority are more important in explaining whether high-
technology industries locate in inner cities versus subur-
ban or exurban areas than they are across metros. In
other words, they may determine intrametropolitan,
rather than intermetropolitan, shifts, Similarly, we
believe that educational options, wage rates, and indus-
trial utility rates may explain more of the variation across
metropolitan, small town, and rural locations than they
do among metros. Confirming these hypotheses lay be-

yond our current resources and, in the latter case, avail-
able data.

The Most Common Factors Associated
With Metropotitan High-Technology Shifts

Nine of our independent variables turned up frequently
and contributed more than 2 percent to total explana-
tion in the 61 plant shift regressions. These variables,
listed in descending order of frequency, are listed in table
C-10. This table also ranks the same variables in descend-
ing order on their support for the hypothesized sign of
the modeled relationship. Those at the top of this list
consistently confirmed the expected relationship, while
those at the bottom consistently reversed the expected
direction of association. Those in the middle are variables
which, while often strong determinants, had contradic-
tory effects on different industries.

Labor force, as expected, wus the most commonly con-
firmed associate of absolute plant gain. Thus, in large
metropolitan economies plant gains were generally pro-
portionately large, all else being equal. However, in a
minority of cases (21 percent), the opposite was true; in
these sectors, metros with large labor forces experienced
relatively smaller gains or negative plant shifts compared
to smaller economies. For the most part, these exceptions
occurred in heavy industries such as paints, carbon black,
ammunitions, motors, industrial patterns, and electrical
industry apparatus. However, several relatively new and
fast-growing sectors also fell into this group: Space Vehi-
cle Parts 3769, Engineering 3811, Laboratory and Scien-
tific Instruments, and Measuring Instruments 3823. Fur-
ther qualitative research might be done to explain why
these sactors are attracted to metros with smaller labor
forces.

Fortune 500 was another frequent contributor to in- .
dividual industry locational explanation. But as in the
aggregate case, the relationship was negative in the ma-
jority of cases (72 percent). It was the exceptional high-
technology industry that was attracted or maintained by
Fortune 500 headquarters metros. Several of these are
clearly business service-related—e.g., Photographic Equip-

Table C-10.—Most Commonly Occurring and Consistency Ranking of Variables Explaining Net Plant Change

Freguency Percent cases
Most common rank® (number of cases) Consistency ranking® sign expected
Laborforce 1977.. . ... ... ... P 48 AIPOTS {+) ... oo 80%
Fortune 500 . ... ... ..o e 36 Defense spending (+) ... ...t 83
ARS INGEX . o e 22 LaborforCa{+). o ovvvrviir i 79
Major universities .. ........... ..o 14 Maior universities {(+) ............. ... .. 57
Polfutionindex ...y 13 Polution (=) .. .o 38
Housing prices ...........coo i 13 Fortune 800 (+) ........ ... vt 28
Freeway density .. ... ....... ... ....... 11 ARS(F) oo 27
Airports ranked ........ ... 10 Ereeway density {(+) ................... 0
Defense spending ................ L 8 House prices {—=) ..........c.vivi .o, ¢

Variables which wére significant at the 0.10 level.

e fraquency rating shows the number of successiul indivigual industry mgrcsm?ns (N =~581) in which this variadbie was a significant contrid

ut;r_tai-om oxpf:nﬂlou, .

bparcentages here show the percentages of cases in which the variablg displaysd the expectsd aign in the ragression.

SOURCE Office of Technology Asssssment.
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- ment 3861, and Office Machines 3579. But machining
sectors, such as Industrial Patterns 3565 and Metalwork-
ing Machinery 3549, were also strongly oriented toward
Fortune 500 cities, perhaps because both produce rela-
tively custom-made items that are often designed in cor-
porate headquarters. Harder to explain are the orienta-
tions of the heavier industries of Petroleum Refining 2911,
Cyclic Crudes 3865 and Ammunition 3483 to Fortune
500 metros. Perhaps a few places like Houston, San Fran-
cisco, and Los Angeles explain the oil-related cases. But
more importantly, the rest of our high-technology sec-
tors seem to be repelied by Fortune 500 headquarters
cities.

The third most frequently appearing factor was the arts
index. It was quite similar to the Fortune 500 variable
in having an unexpected negative loading in 73 percent
of the cases. Since the arts index is also an expression
of supermetro status—indeed, its correlation with For-
tune 500 is the highest in the set—we speculate that it
is picking up the same spatial tendency. That is, a rich
cultural environment is not a significant pull facior for
high-technology plants and is more apt to be associated
with other features repelling (or inviting shutdowns of)
high-technology plants. .

Two additional factors—major university and pollution
index—were frequent contributors to explanation but
with contradictory effects on different sectors. Major uni-
versities had the expected positive effect on net plant
change in only 57 percent of significant regressions. These
were a heterogeneous group of industries which might
be associated in some way with university research labs.
They included synthetic fibers, industrial patterns, and
measuring and control devices, which might be spawned
by or drawn to the research labs of chemists, engineers,
and medical schools respectively. The sectors which were
repelied by university armospheres include special clean-
ing substances, explosives, miscellaneous machine tools,
and driving gears. The interpretation here might be that
these sectors require few innovations and no other char-
acteristics associated with major universities.

Pollution is the other variable with strong dualistic pat-
terns. [t is a significant discourager of net plant change
in only 38 percent of the cases. These included what ap-
pear to be particularly obnoxious conversion processes
such as oil refining, ordnance production, special clean-
ing substances, and the production of industrial trucks
and tractors. On the other hand, high levels of industri-
al pollution were not a deterrent to—in fact were posi-
tively associated with—net plant additions in calculators,
semiconductors, engineering Iab instruments, fluid me-
ters, and other measuring devices. These are all relatively
light manufacturing processes and thus would not be dis-
couraged from locating in relatively poor industrial air-
quality areas. However, missiles and machine tools also

fall into this category. It may be the case that other fac-
tors associated with environmentally taxed industrial

.metros are so critical to these industries that they will

locate there despite the potential increase in degradation
and despite high environmental cleanup compliance
costs.

Four other variables are relatively common contribu-
tors to explaining sector change, aithough they occur in
fewer cases than those described so far. Every one of
them, however, has a purer record for consistent sign
than do those occurring more frequently. Two, airport
access and defense spending, have a very consistent in-
cidence of positive association with high-technology plant
growth—90 and 88 percent respectively. On the other
end of the spectrum, freeway density and housing prices
both had a universally perverse sign. Freeway density,
which was expected to be positively correlated with high-
technology growth, was. negative in every case where it
was a substantial contributor to an industry’s explained
plant shift. As noted above, this may be a problem with
the variable's construction. Housing prices were univer-
sally positively associated with high-technology plant ad-
ditions, a fact we have already attributed to a reversal
in the causal relationship.

In sum, the set of independent variables performed
quite disparately in the individual industry regressions.
Only three (airports, defense spending, and labor force)
were both frequent significant contributors and consist-
ent in supporting the model’s original suppositions. Two
others, freeway density and housing prices, were frequent
contributors, but consistently contradicted the model’s
hypothesized direction of impact. Four others—major
university, pollution, Fortune 500, and the arts index—
were often significant but operated quite variably in both
repeiling and attracting high-technology plant shifts. The
performance of each in explaining job, rather than plant,
shifts was relatively similar although much smaller in
magnitude.

These more powerful factors in explaining high-
technology locational change fali much more frequently
into the broad categories of conditions of doing business
{Fortune 500, major university, and defense spending)
and transportation and communications (freeway den-
sity, airports ranked) than do those associated with the
labor force. The amenities variables that mattered (arts,
housing price, and pollution) were among the most highly
contradictory or consistently unexpected in sign; another
fact that reinforces the speculation that it is not employee-
related features that draw high-technology industry but
other factors that influence profitability, on both the
supply and demand side.

Although some high-technology industries are increas-
ingly having a hard time surviving in places where hous-
ing prices are relatively high and transportation is con-

oy
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gested, as is the case in Silicon Valley, this may be a
relatively freak or precocious case. Or, the agglomeracive
needs of a new, highly innovative industry may keep it
in a supermetro even though some of its costs, direct or
indirect, are beginning to rise.

Conclusions

Our conclusions can be set out succinctiy:

1. Homogeneity. High-technology industries are not
a homogeneous group; they are highly diverse in their
rates of growth (or decline), their potentiai for plant or
job growth, and their patterns of location.

2. Growth. While some high-technology industries
{Computers, Petroleum Refining) added large numbers
of jobs between 1972 avd 1977 and others (Scientific In-
struments, Measuring and Controlling Instruments)
achieved very high percentage growth, over one-third of
these industries lost jobs and more than two-fifths grew
at less than the manufacturing average.

3. Geographical concentration. While some high-
technology industries (Miscellaneous Missile and Space
Vehicle Parts; Guided Missiles and Space Vehicles;
Tanks and Tank Components) were highly geograph-
ically concentrated on one or another of the measures
used, others (Fertilizers; Dies and Industrial Molds;
Miscellaneous Electronic Components) were highly dis-
persed. The main explanation seems to be type of prod-
uct, character of major consumer, and dependency on
natural resources. Thus, defense and space-oriented man-
ufactures were highly concentrated, presumably because
of spending and procurement policies; resource-based in-
dustries (Carbon Products; Alkalies and Chlorine; Syn-
thetic Rubber; Manmade Fibers) were also concentrated;
but industries producing heavy or bulky inputs for dis-
persed customers (Fertilizers, Paints, Chemicals) were
highly dispersed. Many fast-growing high-technology
industries—Computers, Semiconductors, Biological Prod-
ucts, Measuring Devices, Industrial Controls, Optical In-

struments, Machine Tools—were moderately dispersed. -

Constituent parts of major industrial groups tended to
have different degrees of concentration-dispersion than
the groups themselves. Between 1972-77, the great ma-
jority of industries tended to disperse; the sole exceptions
scemed to be military-related sectors and bulk materials
processing. Though most innovative, fast-growing high-
technology industries followed the general dispersion
trend, a few—Semiconductors, Resistors, Telephone
Fquipment—further concentrated.

4. High-technology-dependent SMSAs. These are a
diverse group, some not well-known (Melbourne-Titus-
ville around Cape Canaveral in Florida; Wichita, KS,
an important base for aircraft maintenance and produc-
tivr). SMSAs with the lowest high-technology base are

all—contrary to myth—in the Sunbelt; Texas has three,

5. Growth and change, 1972-77. This is very diffi-
cult to generalize because the patterns are different—for
absolute and for percentage growth, for plants and for
employment, Absclute plant growth was predictably
greatest in some bigger SMSAs, four of which—Detroit,

Minneapolis-St. Paul, Chicago, Boston—were in the older

industria} belt. But percentage plant growth and percent-
age employment growth were fastest in medium-sized,
free-standing SMSASs outside the Northeast, Biggest abso-
jute employment gains were recorded in SMSAs with a
high-technology reputation, led by San Jose (Silicon Val-
ley), "Anaheim, CA, Houston, San Diego, and Bos-
ton--plus two surprises, Lakeland, FL, and Oklahoma
City. Within supposediy high-technology States, there
is surprising variation: thus 5 out of 17 California SMSAs
posted high-technology job losses. '

6. Explaining the aggregate patterns. A basic hy-
pothesis underlying this study—that the distribution and
growth of high-technology industry could be statistically
explained in terms of a number of key locational fac-
tors—has been resoundingly disproved. Out of 19 factors
used for the analysis, only five (defense spending, per-
cent Hispanic, percent black, industrial utility rates, and
unemployment) were significantly assoctated with high-
technology concentration of employment—and even they
explained only 18 percent of the pattern. For employ-
ment change, the result was little better: nine variables
explained 29 percent of the pattern. Plant changes pro-
vided the best level of statistical explanation, with almost

68 percent of aggregate variation explained by nine of
the variables. But of this, size of labor force explained
26 percent—and this could be somewhat discounted since
it must be related to absolute change.

7. Explaining the patterns: individual industries.
Repeating the analysis for individual industries produced
no better result. Indeed it appeared to dispel certain
popular myths about high-technology industries: they do
niot appear attracted to areas with lower housing prices
or areas with good educational options, or to be sensitive
to trade union organization or wage rate differences. Nine
of the factors—educational spending, industrial utility
rates, manufacturing wage, unionization rate, climate,
unemployment rate, percent voting Republican, percent
Hispanic, and educational options—appear to have little
or no relationship to growth of plants in individual high-
technology industries. Only four—{abor force, airports,
defense spending and, less strongly, major universi-
ties—were significant contributors and also consistent in
supporting the hypothesized relationships. Others—
presence of major corporate headquarters, pollution,
good arts availability, a well-developed freeway network,
and low house prices—were significant, but the relation-
ship was the reverse of that postulated. Overall, the most
powerful factors seem to be business-related {lack, not
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presence, of major industrial headquarters; presence of
major university; high defense spending) or transporta-
tion and communication-related (presence of major air-
port; lack, not presence, of highly developed freeway net)
rather than amenity-related (arts provision, housing
costs, pollution), which seem to be either contradictory
or perverse in their relationship to high-technology plant
growth: the general tendency is for high-technology plant
growth to be related to lack, nor presence, of arts provi-
sion; high, not low, housing costs; presence, not absence,
of pollution. This reinforces a specularion: that high-
technology industry is not drawn—as often supposed—
to locations attractive to employees, but rather is influ-
enced by other factors that affect profitability. But this
is somewhat speculative.

8. Overall conclusion and policy implication. The
research has chus been rather less useful for what it has
proved, than for what it has evidently failed to prove.
Certainly, a whole host of factors—generally thought to
be important and even critical in attracting high-
technology industry—do not appear from this analysis
to have much, or indeed any, significance. This may be
surprising and even disappointing, but is clearly impot-
tant in its negative way for policy formulation. Our most
important conclusion is that the location and growth of
high-technology industry is a very varied and disparate
process which will require highly disaggregated indus-
try-by-industry analysis.

Independent Variable Description

Air Pollution Index. This index consists of a ranking
of metropolitan areas on the basis of measurable par-
ticulate pollution. Areas received a rating from 1 to
6 indicating insignificant to extreme levels of pollu-
tion. The variable was rescaled by reducing the ia-
creasing increraents from 100, 200, etc., to 1, 2, 3, etc.
The data was taken from the Environmental Protec-
tion Agency, “Air Quality Data: 1976 Annual Sta-
tistics."”

Airport Access. This index of accessibility allocates a
rating from 0 to 4 to areas with airports having the
following designation: no airport, nonhub, small hub,
medium hub and large hub. The numerical values as-
signed to the index are based on the percentage of
U.S. passenger traffic handled. The values for the
scaled increments are as follows: nonairport = 0; 1
= < 0.05 percent of total U.S. passengers served; 2
= 0.05 t0 0.24 percent of total U.S. passengers served;
3 = 0.25 percent to 0.99 percent passengers served;
4 = I percent or more carried from the airport in
1978-76.

It is important to note that some areas, adjacent to
large metros such as New York, do not have their own

airport facilities but rather rely on the adjacent inter-
national airport services available. We considered
assigning the same designation to these places with-
out airport service as their adjacent metros. Areas
which were less than 26 miles from the major airport
were considered for inclusion, but upon closer exam-
ination we chose to list them as having no airport.
A more complicated measure of transportation access
based on a gravity model could have resulted in bet-
ter, or at least different, results.

Arts Index. This index ranks places on the basis of avail-
able arts and cultural resources. Areas are ranked on
the following characteristics: major university enroll-
ment, symphony orchestras, opera companies, dance
companies, theatres, public television stations, fine arts
radio stations, museums, and public libraries. The in-
dex is additive, and was drawn from Rand McNally's
“Places Rated” Almanac. The data comprising the in-
dex were collected for the 1977-78 period.

Black g.opulation 1970. The 1970 black population raw
count was divided by the total population. The data
were taken from the U.S. Bureau of Census, “State
and Metropolitan Area Data Book, 1977.”

Climate Index. Areas were rated on the following cli-
matological characteristics: the numbe, of very hot
and very cold months; seasonal temperature variation;
the number of heating and cooling degree days; the
number of freezing days; the number of zero degree
days; the number of 90 degree days. The index was
constructed by initially assigning places 1,000 points
and then deducting points for negative attributes. The
data were published in “Places Rated” Almanac and
were collected for the year 1978.

Defense Spending Per Capita. Metropolitan defense
spending over $10,000 in contract value was divided
by the population. Data source was the State and M-
ropolitan Area Data Book and was for 1977.

Educational Options Index. Metropolitan areas were
rated on the basis of available educational options.
This index includes information on the following
items: the number of 4- and 2-year public and private
colleges and universities, the availability of evening
classes, the availability of professional schools. An in-
dex of educational options was constructed from a
scale of places rated AAA, AA, B, C, and nonavail-
able resource. Data source was the National Center
for Education Statistics and data were collected for
the year 1977-78.

Educational Spending. Dollars per student spent orrele- -
mentary education. Source was U.S. Department of
Health and Human Services; data were collected for

1977.

Fortune 500 Headquarters. Raw count of the number
of Fortune 500 headquarters located in metropolitan
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areas. Data were taken from “Fortune” magazine and
collected for 1977-78. Forty-five Fortune 500 com-
panies were not included because their headquarters
are not located in major metropolitan areas.

Freeway Densitv. The number of freeway miles in met-
ropolitan areas divided by the metropolitan land area.
Data were collected from the U.S. Department of
Transportation for the years 1977 and 1978,

House Spending. The average sales price for a home in
metropolitan areas in 1976. Data were taken from the
annual U.S. Bureau of the Census’ survey of average
house sales price in the U.S. metropolitan areas. Data
were collected for 1976,

Labor Force 1977. The raw count of metropolitan la-
bor force, 1977. Data source was the State and Met-
ropolitan Area Data Book, 1977.

Major University. Dummy variable constructed using
the highest ranked engineering and business schools
in the country. Statistics compiled by the the U.S.
Department of Education. Data were collected for
1975.

Spanish Population 1970. Raw count of Spanish-sur-
named individuals in 1970 divided by 1970 popula-
tion. Dat» “ource was the State and Metropolitan area
Data Book, 1977. This variable was particularly prob-
lematic because in 1970 there was no agreed-upon def-
inition of “Spanish-speaking” person. 1980 Census
population counts are supposed to be significantly bet-
ter than those reported in 1970.

1977 Unempioyment Rate. Percent unemployment in
metropolitan areas. Data source was the State and
Metropolitan Area Data Book, 1977

Percent of Unionized State Labor Force. Union mem-
bership as a percent of nonagricultural and military
employment for 1976. Data were only available at the

State level. Therefore, this measure is the percent of
unionized labor force for States. Data source was the
Handbook of Labor Statistics, 1979,

Industrial Utility Rates. Average State industrial utii-
ity rates, based on the average kilowatt-hour charge
for industrial electrical supply. Data were for 1980,
We used the data, despite the recent date of origin,
because we felt that the utility rate trends were not
likely to deviate substantially between the earlier and
later periods. More importantly, we were interested
in marginal rather than absolute differences. Data
source was the State and Metropolitan Area Data
Book, 1977.

Percent Voted Republican. Percent of the voting pop-
ulation who voted for a Republican presidential can-
didate in 1976. Data source was the State and Met-
ropolitan Area Data Book, 1977. In cases where
dominant party was Democratic, the difference was
calculated and then assigned to the area.

Average Manufacturing Wage, 1977, Average week-
ly number of hours worked divided by the average
weekly gross wages for manufacturing workers. Data
source was the Employment and Earnings State and
Area Series, U.S. Department of Labor, 1977, A sec-
ond sourcey The Census of Manufacturers, table 4,
was consulted in those cases where the data were not
reported by the Department of Labor. The range
across areas varied from approximately $4 to $8 per
hour,
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Office of Technoiogy Assessment

The Office of Technology Assessment (OTA) was created in 1972 as an ana-
Iytical arm of Congress. OTA's basic function is to help legislative policymakers
anticipate and plan for the consequences of technological changes and to ex-
amine the many ways, expected and unexpected, in which technology affects
pecple’s lives. The assessment of technology calls for exploration of the physical,
biological, economic, social, and political impacts that can result from appli-
cations of scientific knowledge. OTA provides Corgress wich independent and
timely information about the potential effects—both beneficial and harmful—of
technological applications.

Requests for studies are made by chairmen of standing committees of the
House of Representatives or Senate; by the Technology Assessment Board,
the governing body of OTA,; or by the Director of OTA in consultation with
the Board.

The Technology Assessment Board is composed of six members of the House,
six members of the Senate, and the OTA Director, who is a nonvoting member.

OTA has studies under way in nine program areas: energy and materials;
industry, technology, and employment; international security and commerce:
biological applications; food and renewable resources; health; communication
and information technologies; oceans and environment; and science, transpor-
tation, and innovation.
A
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