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RECENT CONIRIBUTIONS OF SNMALL BUSINESSES AND CORIOFATIONS TO RURAL JOB
CREATION. James P, Niller, Agricultyre and Rural Economics Division, Peonomic
Repearch Service, U.5. Department of Agriculture, Htaff Report AGESS61212,

ABSTRACT

Independent (single-establishment) businesses with fewer than 100 exployees
accounted for 31 percent of the net increase in private nonfars jobs in
nonmetro areas between 1976 and 1900, when the Nation's employment was

expanding rapidly. 7Those which were in operation less than yoars in 1980
created jobs at a net rate of 76 percent. Multi-eatablishment firms (called
corporations in this report) accounted for about 68 parcent of the net increase
in nonmatro joba during 1976-80. Smal) corporations created almost 14 percent
of the nev jobs and large corporations (those with 100 or more erployees)
croated 54 percent,

Keywords: Job generation, nonmetro, eetro, small business, corporation,
corporate affiliates.
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Recent Contributions of Small
Businesses and Corporations
to Rural Job Creaﬁon

Jameas P, Mitlar

INTRODUCTIOH

The traditional approach to uilding 3 strongar rural economy is to attract
induatry from the outsida, inducing national or regional corporations to
establish branches in rural areas. There has been 8 recent surge of interest
in the role small, locally owned businesses can play in rural development.
Some rural officials and businass leaders want to reduce the influence of the
large corporation in their coerunities by encouraging more local entrepre-
neurahip. They believe their community will be less prosperous and pore
unstable if it relies too heavily on branch chnts of large national
corporations instead of striving for more self-sufficlency by prosoting emall
businesses (.6'0 2. E,'

Several events have contributed to the interest in small business., The threat
of "deindustrialization™ In America has fueled the hope that an expansion of
srall businesses could offset a perceived not loas of employment in absentee-
owned corporate branches and subsidiaries. In recent yeats, many manufacturing
jobs may have been permanently lost in rural areas as national corporations
piased out and closed branch plants in favor of foreign locations offering
cheaper labor and fewer safoty and environmental restrictions. While thare are
no reliable estimates of gross job losses for rural areas, Bluestone and
Harrison estimated that during the seventies, “between 450,000 and 650,000 jobs
in the private sector in both manufacturing and normnutacmrln? wvare wiped out
?gwum;'g,lezm United States by the movement of large and emall runavay shops
2y po .

Birch, a researcher at the Massachusotts Institute of Technology, found that
zore than 80 percent of the new jobs (the net increase) in the United States
between 1969 and 1976 ware created by firms with fewer than 100 ezployees (4).
This tinding has been widely cited in speeches, newspapers, and journals to
help build the case for more local entrepreneurship and investment in small
business. A closer look at Birch’s results, however, reveals that only 56

1l.mci«:rsc:t:om‘.l numerals {n patentheses refer to items in the References section.

zmuo no reliable data exist on the impact of plant closings in rursl
communities, there is some evidence to suggest that small rural communities may
be hurt sore than other commnities. One closing of a textile plant in North
Carolina, for exasple, a plant that once hired 1,000 people, elininated 492
job: d:: t: ﬁl;;mity of 752 residents in a county that has only about 35,000

tes .



percent of the new jobs ware gunaratad by small businesses, that is, 3
ndependant (aingle-establishment) firms with fewer than 100 erployees,

’ﬁtmutglm mntitmh stim)ated lnta’rm in sm3)) busineae rfaﬁl;g; é;t;m iim
0 s "enterprise zona® concept, The concept as profow e In y Btuag
butler, a mgm econonlst, vas to bo an experiment in veduced government (1),
Tax incentives and d@te?\nuim would be used Lo encourage amall indigensus
businesses to develop within distressed urbsn core areac. Leglslatiocn to
creals entarprise sones has been proposed in Congress and several Liate
legislatures, The Reagan adminiastration’s entarprise zone bill (s5.86)/
h.£.4576), yot to be reported out of the House Ways and Means Comaitise, would
authorize 75 enterprise zones in the country over a Jeyear pariod; 24 of then
ate proposed for rural aress. The program would provide tax incentives and
relax Federal regulations to ku.mulate erall business investment in the sonss.

Beveral fitate enterprise zone bills have already been passed. Biates have
activated enterprise zones in areas ranging from inner cities to distressed
rural communities. Two States, Miasour{ and Kansas, have rural enterprise
zones.

In addition to the enterprise zone agproach, States and municipalities have
moved rapidly to eastablish other incentive prograns m?om to amll business,
abrella fssues of induatrial revenue (IRD‘s) are teing used to,
provide loan funds for emall businesses needi atartup or growth capital.
Sovaral Btates have chartered development credit corporations that *pool” iocans
from several lenders to help finance amall businesses, Incubator facilities
have been opened to provide low rent space, centralized services, flexible
leases, and management advice to very small, young tusinesses.

This report describes the structure of the job qcmntimmu in r.ral
areas during a period of rapid emp) t growth; the r of jobe that
small businesses, htr i t ingases, and corporate affiliates
mu{a wt?n stability o Uws: fobo x: at i toh;‘had light gn
several questions. When exployment s expand raplidly important are
smll businesses as sources of new jobs in rural arcas? 'Arc they pore ). kely

’)unnq data from Dun and Bradstreet, Birch shows that akhaut 82 percent of the
net ewlv{umt (1969-76) was genarated by small (fewer 190
ezployees) establi ts. However, not all of these establishments are smsll
local firms with no ocutalde corporate ties. Of the 32-percent share of growth,
sbout 26 percentage points were due to small affiliates of large companies.
Sz=all lndogerdmt (single-estzblishment) firms thus generated only 58 percent
of net erployment growth,

“sﬂn companies with short track records in the business world are t{plc&lly
limited to traditional high-interest debt financing through commercial lending
institutions. An uzbrells bond {ssue i an alternative method for finsrci
small businesses. Tex-exespt IRB's are led into a single issue to provi
low-interest loans for several small business projects. A bank lett~r of
cteglag{ credit insurance is used to back the {ssue to make it more.

marke °.

S‘n\ls report uses the terms “rural and uzbe" intecct ly with "nonmetro®
and *metro.” Metro counties sre those designated as be ng in Metropolitan
Statistical Areas (NSA’S) by the U.5. Office of Kanagement and Budget in 1980.
Of the 3,141 U.S. counties, 725 were metro and 2,416 vere nonmetro.



to genarate jobs than affilistes of lefge corporations? Will these busineases
{ the joba Lhey create) still) 1.3 around 5 yeara Jatec?

The tabulations were developed from & Jarge data base--U,8. Zstab)ishment and
tnterprise Ricrodata (UBEEN)=-crested by the Brookings institution far the
Amall dusinees Adnintstration (0 exanine the growih behavior of wall
businesses in the Unitad Blates, The USETM files contaln mierodara on
eseentially the universe of but ness eatablishments in the private
soclof==about $ million establishments==for 1976 and 1380, The files weie
derived from Dun and Bradstreat (Durs Market Identifier) files.”

frNLL AND CORPOPATE BUBINERSZS DEFIRED

“Emall business®™ in thie sreport refers to an Independent (single-establish-
pent) fiem vith fever than 100 esployees. Given the limitations of the bun and
Bradatreot Mlmwm‘. wo believed seall establishments not sffiliated with
a multi-estably nt firm sccutately ceprosent the target group of most small

busincss develcpment programs; small, i nt tirms, locally owned and
oparated, with no outside ey ties.” This smal)l busineas definition
excludes all fes with affiliates (branches and subsidiaries) and all

ird@?m.mt singlo-establisheent firms vith more than 100 employees, '
Mmiti~establisheent companies are referced to as corporations in this report
for sase of exposition and because most of these businesses are incorporated,

The fimm inatead of the establishment is used here a8 the unit of
clasaification becaune it 1o Uw mutg that owns, controls, and operates
business eatablishmenta, The siwe of firm is measured the number of
axployees in the entire fim's work force in all Its affidiates. The rationale
for focuaing on sine of Lire instead of size of cctablishment to track
xl nt grovth in small businesses has been clearly set forth by Armington

, gle vhila at the Drookings Institution:

it is the parent Lim that m ks the business lkz decisiona that
determine much of the behavior of the nei £ tanch of the
departaent store, the business office of tel vy, ©F the
local cannery of a la food-processing company. Similarly, most
Iwamt policies affecting inesses are directed at the legal and

inancial entity, the perent fim. Co al the nusher of erployees st
the establishaent location may be the opriste unit of measure fot
studies of ent techniques or sociology of the work place, the size
of the entite fimm's work force i the praeferable measure for evaluating
the eifects of public policy on small business and assessing the impact of
the small-business sector on the econcmy (2, p. 14).

These researchers discovared that many zobs that ar to be in small
businesses are actually jobs in small affi)iates o lat?q corporations. In the
United States, cmall establichments (fewer than 100 employoes) genorated about

Sror noce information on the Dun and Bradstreet files and the Brockings USEDM
extract, readers are encouraged to refer to (1 and 11),

7m:\ and Bradstreet uses three codes to identify an establishment’s ovnership
status: (1) not milti-unit affiliated (single tion), (2) headguarters
locatgn of multi-unit operation, and (3) branch location of :alti-unit
operation,

6
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70 peieent of Uhw pfivale-soctor Jobs betwesn 1978 and 1950) howevsr, sbist 40
peroent of these jobw were crested by sna)l affidistes of darge corporations,

BRALL BUSINEES VERSUS THE

frall businesses gensrated approvirately 31 percent of the pel Incresse in
privale secior jubs in normetlio areas duiing the (apid 1976-80 Bp) Rt
giovih, Corporsie affilistes seterated €6 fefionl af Whe Inzredse, vhile Jarge
mWi brms (mofe Lhan 100 enployses) conteibulad enly ) peroent

(table 1), Brall businessss contributad less to pet employment qrovih in
nonmatio areas than did corporate affilistes in all major industey divisions
excepl contiact construction during 1976-80 (fig, 1), "In the thres industries
that generated sosl of the jobs IR vura) counties (ssrvices, mamifaciuring, and
Lisda), the small business conteibution t5 growth wae 33, 39, end 25 peroent,
raspactively (fig, 2). The pattern w35 sirilar in the ather major industiies
;&c;pﬁ construction vhere small fiems generated about 60 percent of the tural

Bmal) lusinesses during 1976-80 contrituted more to net employment gromth in
L0 Lhan nonmetio counties, about 40 parcent ef the tatal, oonpared vith 3
ﬁarmt. Theit contritmtion 3o job ?fmn vatied by major industey but was
igher in melro than nonnetro areas in al) industries sucept one (fig, 2). Yhe
greatest difference was in manufacturing shere the small fimms’ ahare of pet
grovth vas absut 46 parcent in metio counties and only 18 percent in nonmetro

counties.,

The transportation, commnications, and public utilities sector was the only
nmt sector vhete anall, indepandent fitms were Jeas Important in creating

3 in metro than in nosmatio counties, These flems accomted for 15 peroent
of the net job grovth in metro areas and 25 percent In nonmetio counties.

IFORTINCE OF THE CORPORATE FIRN IN BURAL JOB GRO4TH

Feom 1976 Lo 1980, smal) corporations cecated net new jobs in their branches
and subsidiariea at nearly double the rate of smll indens t {irms in
nponmetio counties, 29 percent compared with 15 percent (table 1), Affiliates
14 ht?e corporstions expanded employment by 20 porcent, whereas the rate for
large independent firms was less than 2 percent, The overall rate of incresse
in rural corporate firms was 21 peroent, compared with an overall rate of 12
percent in independert firms,

Corporations created jobs at a slower pace In metro counties (15 percert) than
in nonmetro counties (21 parcent). The rate of expansion by small metso
businesses, however, approached 22 percent, compared mith less than 16 peroent
by small nonmetco businesses.

The corporate share of esployment growth in metro counties was 63 peroeny,
compared with 68 percent in nonmetro counties., Affiliates of 1atge
corporations generated approximstely S1 peroent of the pet grovth in metro
counties, less than thelr SS-percent chare in nonmetro counties,

These findings on the source of mlegwm gtowth in the late seventies lend
Sappott to *incubator/tilter-down® hypnthesis svhich holds that corporations
st 3 certain stage of their industry’s product life cycle tend to brancth out to
lovwage surburban and rural locations, vhereas small indepondent
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busipstees—erpecially 1hose tust 81811iRg Wa-=ate mite Jibely 15 Jocate in
Urban aceas. Pecsuse of their snall sive and Jinited repources, many anadl ,
bosinesses nead access 10 witen facilities sad safvice petworks saldom found ia
ural areas) these include yentable of fice space, ousfent infoisation on
oustome (s and suppliers, Jgm) and firancia) sejvioes, and o Jados saply vith
the sight Blend of abidla,”

A5 CROMTY AND BTRBILITY
CoHPoIaLions In RoRMELID OoWities created an additioral 4 aillion Liag, bt

€9 peicent of 1916 emplopment, Ihiough the bicth and expaneion of bhranchea and
subsidiaries betvesn 1976 and 1980, AL the same Uine, they Yost & Jittle ovsr
2 willion jobs (about 28 percent of 1976 employment) thiough elosings and
wgle;mﬁt: suthscks tiable 11, Spall usinesses created jobs at a sjower pace
{40 pereent); bt 1380 o8¢ 3% 31RG8! Ui saie (315 28 cofpofstions

{26 pereent),

Figuie 1
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l?runt for el dmlrt aetitioners (o be aare of the stabllity a5
13 )
aare

w the quantity of § 1 burimesses have cioatad, ‘kar also nead 1
be sware of Lhe performanve of latge, independent firms, and small and large
malti=establishment firms vhich weo fefer 10 A8 corporations,

Our arulysis of miciodsis derived by the mabufgs mstiturion fom proprictary
Tocords Of the Dun and Bradsttert Corporation, which covers 3 period of sapid
. sxpansion, indicates:

9 _ ‘ ; et ne e
*Horwrt 6o Ares job losses in independent fiems vereus corpofate affiiiates
wmmwgntoﬂ}wgh ,
he gteater enployment stability cheerved in corporste affiliates contd also
be attritatad to corporate takaovwers of smll tusinesses, rany jJobs i small
businesses Lhat arpoar lost in our talulations myy have baen actaally
translerred 1o corporations by acguisitions and megers,

3 11



(1) Smald Dasinesbes (irdependent £iime stk fowi Sian 100 smplopees)
{NW&M At 3] geionit of ThE Bl LEIshEe IR PEhvats RoRfOIW Bikk
A RONMLED ATehe betweed (3T and J360, By oomtiaet, affilinies of

13190 COIPETIONE (ML T -S#1al) utmnt £iime) aodinnned for 68

peiveny durifg 137680, dayge, Independent $3ime aocoueded fol aeiy 3

»

periant of Lhe hed POAWLIS Jobt,

121 Bl bustheties WRith had beon {8 apeietion Jere Than 5 yesia dud
extimely Righ umovel (80ee 18 B90H AOAMCLIS ANE MOLED S16RE PECweas
1976 and 1980, Yhey crediad My JUbe VR fev, Bl TEMMINEY s
Subkaguently 1081 8 sisabile srare of Lhese Jobk deikuee 81 Kigh
talivie and CORUIRCIIOA [Ales. Bves 85, Utmie small, sew Bpisssres
soront el foy ever B2 peirent of the het aoresse IR pylvste Auming
Johoh IR Btk PoRLID M) MELTD dfens Petwean J9TE and 960,

(3) The mIcrodsta twwal 2 miand B .tuis alont the felative Jwgoitense of
wall Luslnessss in Ponmetlic Al melio sisak. The duaie of pfilvets
aoniain saplopment ia enall lsieetees in 1376 was B peiponl ia
LI ATeME, Tonpaired with 37 peyeant IR BRUID RieRE, Howevel,
add DusiARLEeSs 1B PORMLID Sitas accowted foF 3L peroest of the
197540 incieade In Aew Yo, Iets Lhdn the 20 petoent R aelie dieas,
Based o8 econamisc Lhedry Al PIevious b stulies, emll Builsesies,
srperially the aore (mpavative orws, would e mgema 15 “freibarta®
Teliay 18 LD UNh Aostetio alens betpuie of Vs Jaiged wai- und
greatay sl Labilicy of Spacialited Disiieih Selvicas »vl ool

Vhe contiibtion of sml) Dutinesied (o el eaploprest Giowim sy weli &
Sitfarwnt daring & priiod of apld emplopmest Fowith wah s The peilal sludied
heiw, un duilng » prilod of sluggieh grovh whioh bee scowiwd alhoe 980,
further fopenizh 18 reedid 10 delermihe vhelle! Lhese Eatiaing Kave been
Bartalned thiough the early eisilies,

tooal planners, whan Sapping ol A erononie devalepment Rratedy, &howld
consider Uhe advantages and disadvantages of bath sl Buslnesses and
affilisves of Large corporstions, iarge coiporstions offed the porantial for
Cealing many Pew Jobh in 8 aingle stiche. Yt, Uw utdowm of & Jorse bisnon
plant can devasiatle 2 smll rursl comemity, O% Ue othed hand, Lhe tisslion
of nev and small Jacsl businessss oon Belp vial commasiLiss sgand enployment ,
vt Lhough Ueie fallure 1ate is someviat hither (tan fof establinted
builrestrs, Raidl commmities aled oan diversify Uwir lom) irdattial base
and reduoe Uit walrwisbility (0 sdvetse developmmats in & &iEgle Flem o
industry by encouis3ing small tusiness SUa51upe,
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