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ABSTRACT

The central goal of this thesis was to assess and evaluate the axport
activity of the producer service sector in Edmonton. To accomplish this
goal, a survey of selected producer service sub—sectors was undertaken.
The following producer service sub-sectors were included in the survey:
marketing, advertising, computer, data processing, management,
engineering, legal, and accounting services. It is postulated here that
these producer services help other firms to become more efficient and
competitive. Moreover, they export part of their output and, thus,
contribute directly to the export base of cities. They also may attract
other industries to the local econcomy.

The research design of the thesis was arranged in four stages. In the
first stage, the number, size, and type of producer service firms based
in Edmonton were det=zrmined. In the second stage a survey of a sample of
producer service firms was conducted. At this stage, the volume and
destination of exports of producer services from Edmenton was determined.
The third stage of the research was designed to determine who were the
customers of the producer service firms and wﬁat type of inputs were
being purchased. The fourth stage was designed to estaplish what were the
factors in the location of exporting firms.

The major findings of the thesis can be summarized as follows. Edmonton
has a large and diversified producer service sector. Seventy five per
cent of firms surveved exported at least 10 per cent of their services.
Over one third of the total revenue of the sector came from exports. In

monetary terms the export revenue reached over 800 million deollars in

iv



1987. Thus, the producer service sector contributed a substantial revenue
to the economic base of Edmontonr. The major sources of demand were
government and producer service firms themselves. The survey revealed
rhat the future of producer services in Edmonton depends on the
combination of demand from the government and service sectors.

There are three major policy i=plications of the thesis for the
producer service sector in Edmonton. First, the export of pruducer
services can be significantly increased. Second, the government can play
a key role in promoting export of these services. Third, reliability and
quality of some producer services should be improved in order to increase
exports of the sector.

The major success of this study is that the contributing role of the
producer service sector was assessed and evaluated. Although the thesis
focused on empirical testing of the assumptions relating to the export
activity of producer services, SOme policy recommendations were possible.
These results help us to understand the role producer services play in
urban economies of medium size cities and thereby open the way to improve
our understanding of the nature of complex changes in the eccnomies of

these cities.
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1. INTRODUCTION

In Canada, as in most other nighly industrialized nations, emplovment
in services has increased zteadily tnroughout the last century. More
recently, the increase in service employment has been accompanied by a
parallel decline in employment, relatively and absolutely, in
manufacturing and primary industries. The central role of commedities,
such as oil, electricity, steel, and chemicals, is gradually being
superseded by consumer services, public sector services, and knowledge
and information based services. There has been a major transformation in
employment since the 19803 in highly industrialized countries. Some types
of services, such as finance, management, or research and development,
rapidly have become the most critical inputs to the economic process
(stanback et al., 1981; Piore and Sabel, 1984; Ginzberg et al., 1986). In
canada these changes have had an important influence on the urban econonmy
and the urban system. Considerable debate has emerged over the long term
conseguences of these changes.

The increasing importance of service inputs, particularly services used
in the process of production, ied some economists to forecast a gradual
change to a new service economy. This new service eccnomy is closely tied
with the process of urban growth and agglomeration. The increasing
concentration of population and economic activities, particularly
producer services, within or near large cities, has implications for the
growth of medium and small cities, There is a growing consensus among
economists and geographers, that the future growth and develeopment of

cities will depend on the tertiary sector and producer services in



particular (Daniels, 1985a; Marshall, et al., 1987) . Producer services
are those which are used as inputs to other businesses. They are
increasingly exported from cities. For some large cities, service
commodities have become the major source of revenue. Noyelle (1983),
defined such cities as, 'diversified advanced service centers'. These
centers, on top of the urban hierarchy, monopolize the trade in producer
services and export them not only to national but also to international
markets. The service economies of highly industrialized countries have
created a network of ‘weorld-cities' that produce and distribute the most
advanced services. In other words, in modern spatial econemic systems the
settlement network is increasingly dominated by a very few large cities.
Examples are New York, London, Tokyo and Toronto. These cities benefit
the most from the new service economy. The cities at the lower levels of
the urkan hierarchy will face, in the near future, severe development
problems., As a result, it is anticipated that existing regional
disparities will widen (Noyelle and Stanback, 1984).

So far, these changes in the structure of the economy have not
attracted much attention from governments in Canada. The economic
peolicies of the federal and provincial governments are firmly entrenched
in the notion that only the primary, secondary, and tourist service
sectors contribute to economic growth (Economic Council of Canada, 1984).
Thus, policies aimed at the development of these sectors form the core of
decision—making. A continuation of such policies and further neglect of
the producer service sector's role in urhan economies, may be
particularly important for the Canadian cities located outside the

industrial core of the country (Economic Council of Canada, 1984).



The major reason for the politicians' indifference to the producer
service sector is the lack of economic theory clarifying the relationship
between economic growth and services. Economists and researchers from
other related disciplines such as regiocnal science, economic geography,
and urban geography, are to blame for the poor level of theoretical
research. Xacroeconomic studies tend to underestimate the contribution of
the producer service sector to urban economies and treat it as a
menolithic block of economic activity. The sector, in fact, includes a
multitude of economic activities. According to a recent collection of
studies (McRae and Desbeois, et al., 1988), producer services are
important to economic growth as they are intermediate service inputs to
the process of production. In the past, such services were produced
within the corporate organizations of firms. However, the increasingly
complex reguirements, as well as the advent of computer technology, made
such organization of production obsolete. The creation of producer
services has been undertaken to a major dedree by independent firms
competing with each other. Such an organizational shift reduced input
costs %o industrial sectors as well as introduced highly specialized and
esficient service firms. The producer services provide a vast variety of
knowledge and information inputs crucial to the process of production
(Foyelle, 1988).

The producer service sector is comprised of transportation,
communication, business services, FIRE (finance, insurance and real
estate), corporate services, and government (Hall, 1987). The focus in
this thesis is on a sub-set of producer services referred to as husiness

services. These include marketing, advertising, computer, data



4
processing, management, engineering, legal, and accounting services. It
is postulated here that these producer services play an impeortant role in
urban economic development. It is assumed, that they may help other firms
to become more efficient and competitive. Moreover, they may expeort part
of their output and, thus, contribute to the export base of cities. They
may also attract other industries to the local economy. The analysis here
will focus on the sub-set of producer services as it functions in
Edmonton.

Edmonton was selected because it provides an excellent environment for
the study of the role and contribution of producer services to the
economies of medium sized peripheral cities. In the 1870s, the resource
generated economic 'boom' introduced to the city and region large
revenues and hew employment opportunities. During that periocd, the
economic authorities in Edmonton attempted to broaden and diversify the
economic base of the city, which, to that date, had relied heavily on the
energy sector. These prospects, however, weakened considerably in the
1980s due to the decline in prices for oil and gas. The expectations that
the resource driven growth would give an impulse to a& manufacturing
sector did not materialize. The legacy of the period of rapid eccnomic
growth is, nevertheless, a more diversified and locally controlled
economy. Despite the downturn of the early 1980s, most service firms,
among them producer services, survived the economic slowdown to become a
permanent component of the city's eccnomic base.

As stated, municipal and provincial governments have not shown much
interest in producer services. The notable exceptions are reports by

Alberta Economic Development (1986) and Alberta Career Development and
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Employment (1987). However, no conclusive recommendations were made as to
the role of producer services in the economy of Edmonton. The central
purpose of this thesis is to determine the contribution producer services
make to the local economy of medium size cities, This thesis will then
provide a better understanding of the rele producer services play in the

economic growth of such cities.

1.1 Thesis Objective.

The goal of this thesis is to determine the role of export activity of
+he producer service sector in Edmonton. The rationale for this
examination is based on the assumption that producer services contribute
to the local econcmy through exporting. The aim, then, is to evaluate
empirically the export activity of the producer service sector in
Edmontor. To accomplish this goal, an empirical examination of selected
producer service sub—sectors was undertaken. The specific objectives are
as follows:

1. Review the literature to determine the role and contribution made by
the producer service sector to urban economies.

2. Determine the number, type, and size of producer service firms in
Edmonton.

3. Survey a sample of producer service firms in Edmonton to determine the
export contribution of this sector to the local economy.

4. Examine the structural attributes (size of firm, type of service, and
organizational status) of exporting firms.

5. Determine the geographical markets, input—output linkages, and

locational factors of exporting producer service firms in Edmonton.



In order to assemble primary data for this investigation, a self-
administered survey of a sample of the subset of preoducer service firms
was designed andé implemented. R series of interviews with managers of
selected firms were conducted. The curvey and interviews were
administered in Edmonton between November 1987 and April 1988. The
effective response rate was 46.3 per cent which represents approximately

10.3 per cent of the universe of producer service firms in Edmenton.

1.2 Thesis Outline.

In the next chapter, a review of the literature dealing with the growth
of the tertiary sector will be undertaken. The focus is on the role
services play in the transformation of the economies ©f highly
industrialized countries. An outline of the main themes of eccnomic
theory on services follows. & conceptualization of the specific
cbjectives of the research as well as a detailed outline of the research
desiygn comprises chapter three. In chapter four, the structure of the
producer service sector in Edmonton is examined. The sampling procedure
and review of the guestionnaire used in the survey of producer service
firms in Edmonton are presented in chapter five. The export sales,
geographical markets, and stractural attributes of exporting firms are
discussed in chapter sik. Input-output linkages of the producer service
firms and their factors of location are examined in chapters seven and
eight. & summary of the findings, pelicy implications, and suggestions

for future research are presented in the final chapter.
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2. SERVICES IN ADVANCED ECONOMIES.

2.1 Introduction.

Over the past thirty years or so, the majority of employment in highly
industrialized countries has shifted to the service sector. In most
countries, this shift was paralleled by air employment decline in
manufacturing and the other goods producing sectors. Many economists,
geographers, and sociologists exXpressed concern about the long term
consequences of this trend. These changes in the eccnomy at large have
had a profound influence upon the growth of cities in the western
hemisphere. Although thers are several competing theories attempting to
explain these changes and incorporate them in the mainstream of econcmic
theory, so far, no conceptualization has been entirely satisfactory.

In this chapter, the main characteristics of the transition from an
industrial to service economy are reviewed. Then, changes to the economny
in Western Canada are compared to these general trends. Finally, an
outline of the main currents of economic theory dealting with the growth
of the service sector and its role in modern market economies is

presented.

2.2 Service Economies of Highly Industrialized Countries.

International comparisons of the distribution of the labour force in
+he United States, Canada, Great Britain, France, Japan and Italy reveal
that employment in services has increased steadily in recent decades. In
the United States and Canada employment in the service sector exceeds

that of other sectors of the economy (Figure 2.1). Although there are
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marked differences between these countries, the trend towards growth of
the tertiary sector is very clear. There are several thecories explaining
this growth. However, all of them point to changes in the organization of
production ané technological progress as the principal cause of the
change. As a result of this shift into a service dominated economy, the
highly industrialized countries of the Western Hemisphere are, at
present, undergoing a transformétion of their economies into a new type
of 'service' economy.

The transformation from an industrial to service economy occurs at
present only in the highly industrialized countries of Western Eurcpe,
North BAmerica, and Japan. Although service employment growth in the
developing countries has been guite significant (Daniels, 1982), and was
approaching 5 to 6 per cent per annum in the mid 19705, the cause of this
growth is different from that in the industrialized countries. The
massive population movements from rural £o urban areas in the Third World
countries created formidabkle social and economic problems. Services, such
as retail trade, offered one of the major sources of employment because
they do not require heavy capitalization., However, most ©of these jobs
were low paid temporary employment in small shops, personal services, or
street selling. Bs a result, the occupations comprising the service
sector in the developing countries are quite different from those of the
industrialized countries.

The economies of the soviet—type centrally planned countries such as
USSR, Peland, Hungary, or Czechoslovakia are characterized by high levels
of industrial emplceyment, particularly in heavy industries. Their service

employment is well below the equivalent proportions in the Western



Fiqure 2.1 Employment by Sectors i959-1984 for Ush, Canada, Great
Britain, France, Japan and Italy.
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countries. Very recently there have been some attempts to reform and
revive tne undercapitalized service sectors, especially in Hungary,
Poland and USSR. However, the general pattern of underdevelopment still
prevails (Simai, 1688). The transition into service economies certainly
does not apply to these countries. It is also unlikely that without
implementing radical economic and political reforms, the situation will
change in the foreseeable future (Maciejewicz, 1988) .

The growth of service employment and the emergence of the new type of
service economy in highly industr-ialized countries is closely tied to the
growth of cities and the process of agglemeration in general. The
increasing concentration of population and economic activities, among
+hem service activities, within or near large cities, referred to as the
process of metropolitanization, is one of the most common phenomena
occurring in these countries. There is also the opposite trend of
deconcentration of manufacturing activities resulting from urbkan
congestion and increasing inefficiency of large urban areas as centers of
economic activity (Economic Council of Canada, 1984, pp.180-181). Also
the introduction of information technology enabled computer and data
processing firms to locate away from the core areas of large cities.
Nevertheless, large cities are still the most freguent locations for
services (Eceonomic Council of Canada, 1984). There is a growing CONsensus
among economists and geographers, that the future growth of large cities
will increasingly depend on the service sector (Daniels, 1985a; Marshall,
Wood, Daniels, McKinnon, 1987). Moreover, as a result of stagnation or
even decline in manufacturing employment (Figure 2.1), the future growth

of the economy at large, and smaller cities lacking a manufacturing base
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in particular, will increasingly depend on the service sector.

2.3 Services in Western Canada.

Western Provinces, along with the rest of Canada, are characterized by
a very high propertion of employment in the service sector. However,
changes in the sectoral composition of the labour force in Western
canadian cities were often overlooked by economists, gzographers, and
policy mak:vs. By and large they were concerned with the industrial core
of Canada or the Canadian urban system as a whole. Research on Western
Canadian cities focused on the primary and secondary sectors as the pPrime
stimuli of economic growth rather than on the service sector (Mccann,
1987) . The service sector has been left as a vast, unexploited area for
empirical research and theoretical speculation on its role and
contribution to economic growth. The lack of research on the service
sector promoted a view in which Western Canada was regarded as a mere
periphery of the Central Canadian industrialized core. Although such a
view is partly justified, it oversimplifies the significance of the
current processes occurring within the economy of Western Canada.

Historically, the major commodities of Western Canada including
agricultural, forest, and mineral products, have been the most important
sources of economic growth and rising living standards. In the 1970s, the
resource generated 'economic boom'1, introduced to the region a new
degree of economic maturity and strength (Smith, 1987). The same decade

gave the Canadian West new prospects for prosverity and hopes for

broadening and diversifying the economic base, particularly in resource

' This is particularly true for Alberta.
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processing and manufacturing industries. These prospects, however,
weakened considerably in the 1980s due to the decline in prices for
ratural resources on international markets. The eXpectations that the
rescurce—driven growth would give an impulse to the manufacturing sector
of the economy through a spin—-off effect, did not materialize. Moreover,
many economists pointed out that Western Canada will never become a major
area for manufacturing of finishéd goods due %o the insufficient size of
the local market, disadvantaged access to external markets, and
unfavorable climatic conditions. Kowever, by the mid-198B0s, Western based
firms controlled many economic activities servicing resource exploratien,
development, extraction, and marketing of the products of the primary
sector.

Large cities in this region may benefit the most from this trend
(Daniels, 1985b; Wood, 1987; Coffey and Polese, 1987b). The pioneering
study examining the role of the service sector in the economic growth of
Western Canadian cities was by the Economic Council of Canada (1984). Its
report has opened a vigorous debate, albeit confined to a few economists,
which continues to this date. It is the intention of this thesis to
contribute to this debate and, at least in part, to close the gap in
understanding the role the service sector plays in the economies of
Western Canadian cities. Before elaborating on the debate on the role of
producer services in the urban economies, the termineclogy used throughout

this thesis must be defined.

2.4 Defining the Service Economy.

As Coffey and Polese noted, '... the notion of the rise of the service
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sector as a monolithic shift within the economy is an unwarranted
simplificatioen ... for both policy and modelling purposes it is highly
inappropriate to treat this collection of separate and distinct
activities within a unifieé framework’ {(Coffey and Polese, 1987, P-73).
For -he purpose of this thesis, a classification of services proposed by
Fuchs (1968) and Gershuny and Miles (1983), has been adopted.

The full range of service activicies, however defined, is generally
referred to as the tertiary or service economy. The tertiary or service
sector comprises all firms and employees involved in preoduction ©f some
intangible commodity. Service products are outputs of the service sacLor
and service occupations. Service occupations include ail workers involved
in the production of services. That is, they include workers employed in
the tertiary sector as well as workers involved in the production of
services in the primary and secongary sectors.

There are essentially two ways of defining services. The first one,
classifies services on the basis of the role they play in the process of
production. The particular types of services are, therefore, named after
their function in this process. For example, transport services,
communication services, engineering services, and so forth. The second,
classifies services on the basis of the process of consumption. It
distinguishes between final and intermediate consumption. Thus, there are
final (or consumer) services which supply final demand (eg. retailing,
tourism, domestic and personal services), and intermediate (or producer)
services which are used as inputs to the production process by producers
and contribute to the value of the finished product. To reiterate, the

focus in this thesis is on the latter category of services and their
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contribution to urban economies through exporting.

2.5 Growth of the Service Sector.

At least three distinct views have been developed in the expanding
literature concerned with the service sector and its relationship to
economic growth. Followers of the first view, which can be traced back to
Malthus (1798), Adam Smith (1825), and other classical economists, regarad
the service sector as inherently unprocductive in terms of value creation.
Manufacturing and primary industries are considered the only sources of
economic growth., This view of the role of services in economic growth is
held by many economists and policy-makers. Accordingly, in the 1960s
several highly industrialized countries (eg. France, West Germany, and
Japan} tried to discourage employment growth in the service sector
through the introduction of selective tax peolicies. The principal goal of
these policies was to promote the growth of the manufacturing sector.

The second view, introduces the concept of stages of economic
development in which a shift of the labour force to the service sector is
considered to be the final stage. The most influential theoretical
frameworks incorperating the stage model of economic development were
Fisher—Clark's model (Fisher, 1925; Clark, 1940) and Daniel Bell's (1988,
1973) concept of the post—industrial society. Both frameworks, however,
were criticized for oversimplifying structural changes in the labour
force composition, especially those occurring within the service secstor.
This restructuring includes the very rapid increase in the proportion of
female workers and spatial shifts in the distribution of the labour

force. Furthermore, they do not provide a satisfactory explanation for
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the growth of employment in the service secteor.

The third view concerning the relationship of the service sector to
economic growth stresses the close interdependence between the process of
goods production and services. Specifically, preducer services which
mediate contrel, innovation flows, and management are regarded as crucial
to the producticn of goods. In the opinion of many economists, there is a
rapid chance in how production takes place rather than the decline in the
importance of manufacturing. Producer services are involved indirectly in
the process of preoduction. The processes leading to this change are
complex and not well understocd. Among the causes for change is the
growing complexity of the operational level of a production system in the
multidimensional corporate firm in the market economy. The specific
factors responsible for the emergence of producer services will be
reviewed in the next chapter in more detail.

Stanback (1279), in his analysis of the American economy demonstrated
that 26.7 per cent of all intermediate outputs of £irms in 1967 that were
purchased by other firms as inputs for further production, were producer
services. These services included wholesaling, finance, insurance, and
real estate (FIRE), and a range of services collectively called
'‘pusiness' services. The latter include advertising, marketing, legal,
engineering, management consulting, computer services, accounting,
aunditing, bookkeeping, and a variety of other services such as telephone
answering, janitorial work, and the provision of temporary office help.
In addition, several other sectors such as transport, communication, and
government provided a certain proportion of their output to the goods

producing sectors (Greenfield, 1966).
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Increasingly attention has been focused on the role of producer
services in economic growth. Some ecenomists have argued (Stanback, et
al., 1981), that producer services OCCUpY a strategic role in the
contemporary econemy. These economists estimated that in the 19705
producer services accounted for more than 25 per cent of GNP in the
United States. They accounted for more value added than all manufacturing
(stanback, et al., 1981) . The economic trends in Canada are similar to
those in the United States.

Picot (1986) compared industrial employment with occupational
distribution in Canada between 1951 and 1981. He identified the major
changes in eroloyment that have occurred during that period. The most
rapid growth of employment occurred in producer services. In Western
Canada, between 1971 and 1981, employment in producer services grew
faster than in the rest of the country (Economic Council of Canada,
1984) ., For example, employment in financial services in Manitoba and
Saskatchewan increased by more than twice the national average rate to
reach 5.1 per cent and 4.5 per cent of the total. Employment in these
services also increased nearly twice the average rate in Alberta, and
marginally less in British Columbia (Economic Council of Canada, 1984).
'For 10 years, then, employment in FIRE, and community, business, and
personal service industries grew considerably faster than the average in
every one of the Western Provinces' (Economic Council of Canada, 1984,
p.152). As a result, the share of the labour force employed in FIRE was
5.6 per cent in British Columbia, and 5.5 per cent in Alberta in 1981. It
was higher in these two provinces than the Canadian average of 5.4 per

cent, and lower only than Ontario which had 5.9 per cent of its labour
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force employed in these services in 1981.

T+ is understandable that producer services have received increasing
attention from those interested in urban and regional developmenc.
Producer services have been identified as a sub-set of the service sector
worthy of particular attention because of their potential role in urban
economies. The next chapter will address the issue of the role of

producer services in urban and regional economies.



3. TEE ROLE OF PRODUCER SERVICES IN THE URBAN ECONOKY.

3.1 Introduction.

This chapter has two goals. The first goal is to review the literature
pertaining to the role of producer services in the urban economy. The
second goal is to outline the research design of the thesis. The research
design is discussed in the sections of this chapter following the review
of the relevant literature. The first section of the chapter reviews the
role of preducer serviges in the process of production. The focus then is
on the relationship between producer services and an urban economy.
Specifically, the export contributicn of producer services to the urban
economy is reviewed. A detailed outline of the research objectives
follows. Three aspects of producer services are the focus: their export
sales, the input-output linkages of exporting producer service firms, and
the factors influencing their location. In the summary of the chapter,

the research design of the thesis is presented in a graphical form.

3.2 Producer Services in the Process of Froduction.

The emergence of producer service firms as separate economic entities
was caused by an increasingly complex and extended division of labour in
modern economies (Walker, 1985). The key factors contributing to
comparative advantage and to capital accumulation have shifted from
efficiency of labour directly involved in the production process to
inputs of producer services. Thus, producer services should not be
regarded as 'services' in the conventional sense, but rather as indirect

inputs into the production process. Their major functicn is that of

18



planning and development, capital allocation, control and management,
purchasing and franchising. In other words, there has been a major change
in the way the productive system of the economy is organized.

There are essentially two ways in which producer services are utilized
in the process of production. The first mode is through intra-firm
distribution of producer services, That is, the services are produced
tin-house' within the corporate organization of a large firm, and then
used as inputs in the productive process through intra-firm channels.
Some head-offices of large manufacturing establishments provide producer
services, made 'in-house', to all other departments and branches of the
same company. For example, Northern Telcom, a large Canadian
manufacturing firm producing telephone systems, employs only one fifth of
its work force actually inveolved@ in production. The rest is engaged in
designing, planning, programming, marketing, and problem—solving. Four
Fifths of the work force is involved in broadly defined producer service
activities (The Economist, August 22, 1587).

The second mode involves producer services produced by separate firnms
operating in competition with each other. This Process of
'externalization' of the provision of producer services led to the
emergence of the producer service sector.

Bs far back as 1956, Stigler (1958) suggested thaF there are two
factors which influence the decision to 'make' a producer service within
a firm or to 'buy' it on the external market. The first one ig referred
to as 'complementarity' and dencoces the extent to which a producer
service can be provided internally without raising the firm's costs of

carrying out other functions, that is, without competing with other
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functions for existing scarce resources within the firm. The second
factor is economies of scale. Keeping specialized service personnel on
the firm's payvroll may be justified only if the firm attains a certain
size or scale of operation. However, Greenfield (1966, p.57) provided
contrary evidence and cencluded that specialization rather than economies
of scale must be seen as the driving force behind externalization of
producer services. Only later in the development of a market for producer
services do scale ecconomies become a precondition for extending the
market to firms that otherwise would have been unable to purchase
services (i.e. by bringing prices down). More recently, Wood (1986) has
suggested that the decision to 'make' or 'buy' producer services is
increasingly arbitrary and depends on the internal organization and
management policies of individual firms.

The reasons for contracting out producer service inputs are, therefore,
complex and not very well understood, Nevertheless, according to Howells
and Green (19856a, 1986bH) the current trend is towards further
externalization of producer services. In the last thirty years the demand
for producer services has grown steadily and the trend is eXpected to
continue in the future (Gershuny and Miles, 1983).

There are at least two explanations for the growing demand for producer
services. First, the growth of demand is a result of changes in
organizational and institutional arrangements of the private sector of
the economy. Foremost has been the shift towards more complex and
advanced managerial structures resulting in a growing scale of
operations, size, and complexity of administrative, managerial, and

planning functiens of firms. The greater technical, spatial, and social
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division of labour within the medern econemic system, as well as on the
level of the individual firm, has increased requirements for coordination
and integration (Howells and Green, 1987). Lambooy and Tordoir (1985)
pointed out that the growing demand for producer services is dependent on
the division of labour and on the amount of interconnected elements at
the operational level of a production system. The increasing burden of
administrative and development functions posed new and urgent demands for
specialization of producer services. Demand is first within firms
themselves, and then, as it rises past certain thresholds, it stimulates
the development of firms selling on the market. This process, referred to
earlier as externalization‘, tresses one of the fundamental role of
producer services in modern economies, that of integrating or 'binding'
together the increasingly differentiated, and specialized parts and
functions of the firm.

Second, the growing demand for producer services has been caused by the
rising rate of product innovation and market differentiation in response
to quickly changing market conditions and a shortened product-life cycle.
'In large measure the expansion [of producer services] ... has resulted
from a growing need for intermediate services and human capital in an
economy characterized by an increased sophistication in terms of what it
produces and how it carries out production’ (Stanback, et al., 1981,
p.1). This, in turn, has necessitated greater utilization of such

cservices as research, design and development, marketing, specialized

training, finance and investment. Producer services became a 'strategic

1 Noyelle (1988, p.82), refers to this process as '‘vertical
disintegration’.
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economic activity' recause they put other firms in a better position to
make unpreogrammed adaptations such as new product development and
marketing, expansion inte new markets, mergers and takeovers. Services
such as advertising, public relations, strategic planning, forecasting,
product innovation, and management consulting, assist adaptation of a
firm. New 'managerial technology' includes a host of new technigques such
as inventery control, market analysis, product testing, cash budgeting,
financial control, and capital investment analysis (Stanback, et al.,
1981) . Financial service innovations assist the formation of new ventures
or facilitate the reduction of risks or transaction costs. Public
relations consulting provides liaison or lobbying services which deal
with various levels of government and procurement of governmental as well
as private contracts.

In the center of these developments is competition. In the modern
industrial svstem it forces firms to be adaptive and responsive.
Competition compels firms to utilize elaborate intelligence gathering
enabling greater flexibility and responsiveness to change. 'Ability to
see new opportunities and to seize them rapidly is the most valuable
ability to have., And nearly all the occupations relevant to the
development and rapid adaptation of technical and managerial change are
service occupations' (Marguand, 1983, p.128).

Producer services are argued by some economists to be important in the

2

growth of contemporary economies“. The increasing size of operations,

often involving firms in different countries, has expanded markets

2 See Stanback, 1979; Stanback, et al., 19871; Stanback and Noyelle,
1882; Gershuny and Miles, 1983:; Noyelle and Stanback, 1984.
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outside the national boundaries {(for example the car, micro-chip, home
appliances industries). This expansion has created a demand for
sophisticated and specialized producer services to help deal with
changing economic cenditions, ingreasing competition, changing consumer
preferences, and trade laws and requlations in &ifferent countries. Not
surprisingly, the attention of many researchers concerned with urkan and
regional development has turned towards the contribution of producer

services to urban economies.

3.3 Producer Services in the Urban Economy.

Stabler and Howe (1988) reviewed the literature dealing with the role
of services generally and producer services in particular in urban and
regional economies. According to them, the possibility that producer
sarvices contribute directly to the economic base of cities, as well as
providing an essential environment for the development of exporting
sectors, was acknowledged already by North (1955, 1956) and Tiebout
{1956) . More recenily, economists and geographers focusing specifically
on the relation between the urban economy and producer services, stress
that at least a portion of the ocutput of the producer service sector is
exported from cities. However, there ig no single framework which
explains clearly the interrelationship between urban growth, the
development of producer services and exports of these services.

The most recent studies indicate at least three different ways in which
producer services can stimulate an urban economy. First, they contribute
to urban economies through the creation of new jobs. As alluged to

earlier, the producer service sector has been for the last twenty years
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the fastest growing sector of the economy in terms of employment {Wood,
1987: Marshall, et al., 1987; Gillespie andé Green, 1987; Ley and Hutton,
1987) . Second, producer services can contribute to the urban economy by
exporting some proportion of their output bevond the ceonfines of the city
in which they are located. In this way they may reinvest revenue in the
local economy and thereby contribute to the export base of a city. Third,
as discussed previously, they can contribute, through investment and
innovation, to the technical and organizational change in the process of

production.

3.3.1 Export Sales of Producer Services.

The focus in this thesis is con the exports of producer services. The
objective is to determine the size, structure, and expert contribution of
the producer service sector in Edmonton. According to recent research,
the major exporters of producer services are large, often international
companies located in a few large metropolitan centers. From such a
perspective, medium size cities such as Edmonton, located oni the
periphery of the national econcmy, will increasingly depend on imports of
producer services from larger metropolitan centers located in the
industrial heartland of Canada and the United States. The local producer
service sector in Edmonton, accordinag to this view, can be expected to be
small and relatively insignificant in terms of its contribution ¢ local
employment, revenue, and technological change (Michalak and Fairbairn,
1988) . In order to evaluate this notion a detailed examination of the
producer service sector in Edmonton was undertaken. The research design

is organized in four stages.
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in the first stage, the number, size, and type of producer service

firms in Edmontoh is examined. The research objective here is to
determine the size and structure of the producer service sector in
Edmonton. At this stage, a detailed list of all producer service firms in
Edmonton is compiled. The second stage of the research is designed to
determine the volume and destination of exports of producer services from
Eamonton. To this end, a sample of Edmonton based firms was surveyed. To
determine which firms in Edmonton are invelved in exporting preducer
services, the survey included questions about the structural attributes
of the firms. The third stage of the research is designed to learn who
are the customers of the producer service firms in Edmonton and where and
what type of inputs are being purchased. The objective of this
examination is to determine whether there are large differences between
exporting and non-exporting firms with respect to their input-output
linkages with other sectors of the local eccnomy. The final stage of the
research is designed to determine why producer service firms are located
in Edmonton. Specifically, why producer service firms, particularly those
which are exporting, decided to locate their offices in Edmonton. In the
remainder of this chapter, the details of the research procedure as well
as relevant literature pertaining to exports, input-output linkages, and
locational factors of the producer service firms are reviewed.

As stated above, the objective of the second stage of the research
procedure is to determine whether there are any firms in Edmonton which
export producer services. Conventiocnally, in formal trade and investment
economic models, services are viewed as non—tradcable. That is, they do

not contribute directly to the economic base. Because services are non-
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tradeable their output, prices, and input levels are determined in
response to changes in tradeable sectors of an economy, that is, to the
primary and secondary sectors. The demand for non-tradeable service
outputs, such as producer services, is regarded as being encirely local
in nature, and supported by the income generated by exporting sectors.
This view of the trade of services is predominant in most theoretical
work on services (McRae and Desbois, 1987).

This conclusion has been increasingly dquestioned in recent years.
Significant changes in the organization of production, discussed earlier
in this chapter, have advanced the tradeahbility of services, particularly
producer services. Advances in computer and communication technologies,
as well as changes in the organization of business have expanded
potential markets for producer services bevond local markets. It is now
possible for suppliers of such services as advertising, marketing,
engineering, information storage and retrieval, or management consulting,
in cne market area to serve directly clients in another, thus breaking
the need for buyers and preducers to lecate in the same geographic area.

There are several recent studies dealing with the export potential and
contrihution of producer services to the ecoenomies of medium sized
cities. Because the results of these studies are particularly relioevanc to
the investigation of the exporting function of producer services in
Edmonton, they are reviewed in more detail below., The results of these
studies were used to design a research procedure for an examination of
exports of producer services from Edmonton.

The summary of selected results of the studies relevant to this thesis

are presented in Table 3.1. ALl surveys reported between 23 per cent
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(Marshall, 1983) and &0 per cent (Daniels, 1984) of exports of producer
services outside the local market. Thus, the producer service firms
located in these cities contributed a large proportion of theilr revenue
to the export base. Although there were substantial differences in the
research designs, all authors tried to demonstrate the most important
differences between exporting and non-exporting firms. The
objective was to determine what structural attributes differentiate
exporting firms from the rest of producer service firms. To this end, the
sample of firms was examined using data on the structural attributes of
the firms (organizaticnal status, type of service, and size of firm) .

There was a strong association between the organizational status of a
firm and exports (Table 3.1). In summary, head-offices had much larger
export sales than other types of firms (Marshall, 1583; Daniels, 1984;
van Dinteren, 1987). Van Dinteren reported, that over 70 per cent of the
revenue of the head-offices in the Netherlands came from exports.
Bowever, in North America (Ley and Hutton, 1986; Beyers and Alvine, 1986
there was a much weaker association between organizational status and
exports (Table 3.1). In all studies, the strongest association was
between the type of service and exports. Generally, there were two groups
of producer service firms. The first group includes engineering,
management, computer, and research and development sub-sectors. All had
large export sales. The second group includes legal, accounting, and
employment services which had large local sales. Advertising servicsas
form a separate group with large local sales by North Bmerican firms but

predominantly export sales by European firms.
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Table 3.1 Sumrary of findings on export sales of the producer services,
Relationships between structural attributes
of firms and export sales
{strangth of association)
EXPORTS ORGANIZATIONAL TYPE OF SiZE OF EXPECTED
AUTHOR % STATUS SERVICE FIRM CHANGE
Ley and Hutton (19886) 29 fair strong strong 40% increase
Canada, Vancouver,
714 firms
Export sales head-offices engineering large firms
management
architects
Local sales branch firms legal small firms
advertising
accounting
employment
Marshall {1983) 23 strang strong strong -
UK, 3 cities,
378 firms
Export sales head-offices computer
management
advertising
Local sales branch firms legal
Daniels (1984) 30 to 60 strong strong strong negative -
UK, 8 cities,
304 firms
Export sales head-offices finance
independent firms insurance
Local sales branch firms  producer services
van Dinteren (1987} 43 strong strong strong negative -
Netherlands, 13 cities,
459 firms
Export sales head-olfices computer
engineering
advertising
Local sales independent firms fegal
branch firms employment
accounting
. Beyers and Alvine (1986) 555 no association strong no association 50% increase
USA, Seattle,
1,105 lirms
Export sales research
and
development
Local sales advertising

accounting
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Beyers and Alvine (1985) pointed out that it has been common among
economists to regard the local market as the main focus for small firms.
The major difficulty for a small firm to expand its sales beyond the
1ocal market is its limited marketing and promotion ability to penetrate
more distant markets. Large firms, on the other hand, usually have an
extensive marketing network or corporate organizational structure, that
enables them to penetrate sometimes very distant regions. Also, according
to Cannon (1980) and Birch (1987), it is coenventicnal thinking ameng
economists that service firms in general and small firms in particular,
tend to have only a local market focus since services cannot he
inventoried and shipped as are manufactured products. The belief held by
many econcmists, as well as entrepreneurs, is that small size is an
insuperable disadvantage to exporting (Cannon, 1980, p.143).

In his survey of two hundred producer service firms located in the
United Kingdom, Cannon (1980) attempted to identify the reasons for the
lack of faith in export preospects of many managers in small enterprises.
He concluded that small firms can be divided into three groups according
+o the manner in which they export. The three groups were:

non-exporters — where there were no records of, or knowledge of, the

firm ever meeting a direct export order (i.e. initiated by an
external customer);

passive exporters - where there was a history of meeting export orders

but without any direct sales or marketing effort to win an export
contract by the producer;

active exporters - where there was a pattern of winning an export

market through direct sales and marketing efforts Dy the producer.
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cannon found through his survey that the overwhelming majority of firms
were passive exporters. He alsc agreed with the arguments of the
economists supporting the hypothesis that the small size of firm is a
disadvantage in exporting.

The majority of managers in exporting producer service firms regard
exports as a process of selling already existing output (cannon, 1980,
p.144) . Moreover, all small firms invest little or no effort in market
selection. The small exporting firms are either relatively undiscerning
of the orders serviced or follow a large number of markets where
opportunities are believed to exist. The major reascen for this
unselective appreoach is a lack of resources and time to take advantage of
exXisting information. The majority of small firms particularly lack
management time to identify the payoffs from market research. The sheer
volume of relatively unstructured information available to most small
firms with little time to corganize it appears to be a major factor in
poor use of market intelligence. For these reasons, many researchers
concluded that small firms' managers make poor use of external sources of
information, advice, and assistance (Cannon, 1980). The combined effect
is their widespread belief that the small size of a firm is a significant
barrier to entry to export markets.

Contrary to this widely held opinion, Cannon (1980) found that a
surprisingly large number of small firms had highly geographically
diversified markets. Four other studies investigated the association
between the size of firm and exports. The results of these studies are
very different {(Table 3.1). Ley and Hutton (1986) and Marshall (1983)

suggested a strong positive association, while Daniels (1984) and van
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Dinteren (1987) found & strong negative correlation. In their large
sample of producer service firms, Beyers and alvine (1988) found no
correlation. In the opinion of Beyers and Alvine this was a very
significant finding which refuted earlier suggestions that small firms
cannot be successful in exporting producer services.

Two studies, Ley and Hutton (1986) and Beyers and Alvine (1986) ,
attempted to predict changes in exports of producer services in crder to
determine the potential revenue contribution of the sector to the
economic base. In both cases, almost half of all respondents expected a
significant increase in exports sales over the next five Lo ten years.
This finding led the authors teo conclude that the export contribution of
the producer service sector would increase in the future.

The studies reviewed above demonstrate that the level of regional
exports is a significant variable in determining the contribution and
significance of the producer service sector to an urban economy. The
results aise indicate that producer services may play an impertant
contributing role in the economies of medium sized peripheral cities.
Contrary to findings suggested by Noyelle {1983) and Novelle and Stanback
(1984), some provincial cities have substantial exports of producer
services. Six specific objectives presented below are designed to
determine the volume and destination of producer services' exports from

Edmonton (second stage of the research design p.25).

1. To estimate the volume of export revenue of the producer service
sector in Edmonton. The objective is to determine what proportion of

the total revenue of this sector originates from exports.



2. To determine where Edmonton based producer service firms sold their
services. The objective is to examine the geographical markets for the
producer services exported from Edmonton.

3. To determine whether there are any large differences in structural
attributes of exporting firms., Three attributes will be included: type
of service, organizational status, and size of firm. On the basis of
the earlier findings, it can be expected that there will be a strong
association between type of service and level of exports. Accounting,
legal, and employment services will have the most local markets.

The most export oriented sub-sectors will be engineering services,
computer services, and management consulting.

4. To examine the future export potential of the producer service sector
in Edmenton.

5. To evaluate the impact of geographical market strategies on export
sales of producer services.

6. To determine the reasons for selecting geographical markets.

3.3.2 Input—output Linkages ¢f Prodicer Service Firms.

There are at least two reasons for examining input-output linkages of
the exporting producer service firms. The first is to determine who are
the customers of the producer service sector. In this way, tne‘source of
the demand for these services can be identified. The second reason is to
determine whether there are variations in input requirements of exporting
and non—-exporting producer service firms.

The growth of the producer service sector is usually expiained in terms

of an increase in nurchases ¢f these services by the primary and
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secondary sectors. Marshall (1982) nas shown that the way in which goods
producing firms use producer service inputs has an important bearing on
their performance., For example, firms using management consulting
services achieved, through improvements in labour productivity, a
substantial return on their initial investment. Accordingly, most of the
research on the producer service sector has focused on the linkages
between the manufacturing and service sectors (Britton, 1974; Marshall,
1982) . However, Daniels (1984) and van Dinteren (1987) demonstrated that
producer service firms themselves have extensive input—output linkages
with other service firms which have an impertant impact on the local
economy. Although producer services are viewed primarily as suppliers of
intermediate inputs to other sectors of the economy, they are themselves
unable to internalize all their input requirements., Producer service
firms themselves are undergoing a process of specialization and
occupational restructuring. As a result, these firms have extensive input
linkages to labour, services, and tangible commodities. Damesick (1986)
suggested that a large proportion of the demand for producer services
originated from within the producer service sector itself, from local and
central governments, and also the constructicn industry. The demand from
the goods preducing sectors i1s not necessarily the most important
determinant of producer service sector growth. Morecver, not all service
firms, as it has been suggested in the previous section of this chapter,
are locally linked and dependent on the local industrial base. In other
words, the organizaticn and intra-sectoral input-output linkages within
the preoducer service sector can significantly affect the demand for these

gervices.
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Marshall (1983) found that some of the key linkages of exXperting

producer services are intra-sectoral rather then with other sectors of
the economy. A producer service firm is likely to externalize its demand
for inputs. This tendency explains the small average size of producer
service firms which prefer to subcontract parts of their contracts rather
than permanently enlarge their staff (i.e. internalize inputs).
Typically, in order to complete a contract, several small specialized
producer service firms temporarily form a 'business group' which works
together until a particular contract is completed. The same firm may be
involved, at the same time, in several different business groups.
Business groups may alsc hire independent 'foot-loose' consultants, make
short term appointments or utilize available higher education research
facilities. The life—span of such groups is usually guite short and does
not exceed the time necessary to finish a contract. The end result of
such a structure is a 'complex ©of corporate services'. This type of
organization replaced the simple partnership organization of preoducer
service firms characteristic of the early stage of development (Marshall,
1983) .

2 city's economy is influenced by the commercial linkages ©of businesses
and other firms through inputs and outputs, and by the organizaticnal
relationships of firms. The more inputs purchased by an exporting firm in
the same city where the firm is located, the larger its contribution to
the local economy. Exporting firms obtaining inputs from local rather
than non—-local businesses contribute part of their revenues to an urban
economy (van Dinteren, 1987). Those that are part of a larger

organization (branch firms) and other firms which do not draw on local
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ecenomic potential {(often importing goods and services), contribute to a
loss of potential revenue.

The distinction between indigenous and nenindigznous firms indicates
+the location from which a2 firm is controlled. Indigenous firms such as
head-offices and independent firms are controlled from within the city in
which they are located. Nonindigenous firms are controiled from an
external head-office located in some other city (Daniels, 1983; wvan
Dinteren, 1987). Nonindigenous firms not only contribute to the loss of
some proportion of revenue channelled back to a head—-office in some other
location but alsc are more vulnerable to fluctuations in economic
conditions. Also, personnel in nonindigenous firms are generally less
educated than in indigenous firms (van Dinteren, 1987, p.673). In the
case of nonindigenous firms, there is an important distinction between
internal inputs (i.e. inputs received through other segments of the same
firm) and external inputs. Van Dinteren (1987) suggested that
nonindigenous firms typically internaiize such services as accounting and
marketing but externalize inputs of goods (i.e. office furniture and
equipment). On the other hand, indigenous firms use more local inputs of
services and goods than branch firms.

The structure of the input—output linkages of exporting producer
service firms only recently became an area for research, Very little
theoretical and empirical work has focused, to date, on the importance of
these linkages to an urban economy. The results of three such studies are
summarized below. The purpose of this review is to formulate a detailed
research design for an examination of the input-output linkages of

exporting producer service firms in Edmonton.
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All three studies share the same research design. First, the focus is
on the output linkages of the producer service sector firms with their
customers. In this way, the sectors of the economy which use producer
services as inputs can be identified. Second, the input linkages of
producer service firms themselves are examined in order to determine
whether firms draw on local economic potential. Third, the input—output
linkages of exborting and non—exporting firms are examined in relation to
the structural attributes of the firms. In this way, it is possible to
determine the input requirements of the exporting firms.

Two studies examined ocutput linkages of the producer service sector to
other sectors of the economy (Marshall, 1983; van Dinteren, 1987). A
summary of the results is presented in Pigure 3.1. In both cases, the
largest proportion of the output was purchased by the manufacturing and
construction industries, followed by other customers. The latter category
included transport, wholesale, retailing, and a variety of domestic and
personal services. The output linkages to the primary sector were weak.
Both, Marshall and van Dinteren found strong linkages with government and
the producer service sector itself (Figure 3.1). The combined purchases
by the service sector were much larger than by the goods producing
sectors.

There were statistically significant differences in output linkages
(using chi-square as the measure of association) between various sub-
sectors of the producer service sector. Legal, architectural, and
accounting services had the strongest linkages with final consumers. All
other sub-sectors had a relatively low propeortion of output sold to this

market. The computer service sub—-sector had the strongest linkages with



Figure 3,1 Qutput Linkages of the Producer Service Bector To Other
Sectors of the Economy: Percent of Sales.
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Figure 3.1 Continued,
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the producer service sector. Zlso advertising services had relatively
strong sales to the producer service sector. However, the largest
purchases were made by the manufacturing sector. The engineering service
sub-sector had very strong linkages to the public sector, followed by the
manufacturing sector.

Daniels (1984) and van Dintersn (1¢87), focused on input linkages of
the producer service firms. Between 30 and 80 per cent of nonindigencus
firms purchased their service inputs internally, that is, from parent
head-offices located in other cities. The corresponding figure for
tangible inputs (i.e. office equipment and supplies) was between 40 and
45 per cent. Most of the external inputs were purchased within the same
urban area. However, the proportion of locally obtained tangible inputs
was, in both studies, higher than the proportion of local service inputs.
There was a significant association between the organizational status of
a firm and the volume of non-local service inputs. Indigenous firms had
larger local service inputs compared with nonindigenous firms. On the
hasis of these observations Daniels (1984) concluded that indigenous
offices were an important stimuli to the local economy since a large
proportion of their revenue was reinvested in local businesses. In
contrast, nonindigenous firms contributed much less to the local economy.
3 large proportion of their revenue was channeled hack to the head-
offices. Van Dinteren noted, that peripheral cities in the Netherlands
(eg. Bpeldoorn, Breda, Hellmond) in which employment growth in producer
services was significant, had a large proportion of nonindigencus firms.
However, in his opinion, in spite of the loss of potential revenue,

nonindigenous firms contributed significantly to leocal economies in the
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form of new employment opportunities.
In the light of these findings, and the theoretical concepts reviewed
earlier in this chapter, the research design of the input-output linkages

of exporting firms in Edmonton will consist of the following:

1. To determine the linkages {(i.e. volume of sales) of producer service
firms with their customers. It can be expected that a large proportion
of the output linkages will be with other producer service firms.

2. To determine the input iinkages of the producer service firms.

3. To analyze input—-output linkages of the producer service firms and
their relationship to the structural attributes of the firms.

4. To determine the reasoens for hiring non-local subcontractors by local

producer serwice firms.

3.3.3 Factors in the Locaticn of Producer Services.

Economists and geographers argue that corporate headquarters of large
companies play a dominant locational influence on producer service firms
(Marshall, 1982; stanback and Noyelle, 1982; Coffey and Polese, 1987).
The demand for producer services tends to be concentrated in head-
offices of large, often international multisite, corporations rather than
branch firms, In most highly industrialized countries, such ceorporate
headquarters are heavily concentrated in just a few large metropolitan

3

centers~. In other words, there are large disparities in the occurrence

of producer services bhetween large and medium sized cities.

3 A notable exception is West Germany which has several urban
centers characterized by high ceoncentrations of corporate
neadquarters (Schoeller, et al., 1884).
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The close relationship between the concentration of producer service
firms and corporate headgquarters is usually explained through some
variant of contact theory or theory of information d@iffusion (Tornguist,
1970; Pred, 1977). In Pred's information diffusion theory, the
availability of relevant information is the crucial determinant ¢f the
1ocation of office activities. The majority of studies concerned with the
iocational characteristics of producer services stress the importance of
interperscnal contacts and communication which are more effective in a
highly competitive economic environment than other forms of exchange of
information (Gottmann, 1970) . Face-to-face contacts are more effective
because specialized information, which is the basic commodity of preducer
servigces, is never universally available. In Pred's terminology,
information is 'spatially biased’ (P’red, 1977). 'That is, because of the
means by which different forms of specialized information circulate
through contact networks, the probability of a particular bundle of
specialized information peing known or acquired varies from place to
place at any given time' (Pred, 1977, p.20). Thorngren (1970} argued,
+rnat face—-to-face contacts are most effectively and efficiently
undertaken in the largest metropolitan cities. Thus, producer service
firms locate their offices in the downtown areas of the largest
metropolitan centers (Daniels, 1985a) .

The increasing concerntration of producer services in a few large
metropolitan cities is reflected in the growing polarization between
'producer services rich' cities on top of the urban nierarchy and
'‘producer services poor' cities at the lower levels of the urban

hierarchy. This polarization of cities in terms of their eccncmic
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characteristics and the position they occupy in the national hierarchy
has implications for the future development of an urban system. Coffey
and Polese {1986) posiulated that the concentraticn of producer service
firms in large cities will result in a further gravitation of new head-
offices of large firms towards these large metropolitan areas. This will
happen because producer services are able to meet the increasingly non-
standardized requirements of corporate offices. Thus, the large cities
have the best prospects for growth in terms of employment opportunities
and export revenues compared with smaller centers (Stanback and Noyelle,
1982; Noyelle and Stanback, 1984).

This conclusion has been increasingly gquestioned in recent studies. For
example, Beyers and alvine (1985) argued, that medium sized cities also
export some proportion of producer services outside the local market.
Therefore, producer servigces may play an important growth inducing role
at lower levels of the urban hierarchy as well. The guestion arises, what
factors of location led tc the development of exporting producer service
firms in medium sized cities. Although contact theory, or one of its
variants, account for some of the important locaticn factors, there are a
number of shertcomings to this approach. First, it cannot explain the
growth of producer services in smaller cities, In some cases, medium size
provincial cities do not have any corperate headguarters of international
companies. In spite of that, as empirical surveys have shown4, such
cities often have a well developed producer service sector with extensive
trade linkages to other urban centers. Second, it is virtually impossible

to test contact theory in practice. Its usefulness for empirical research

4 For example Marshall (1983), Daniels (1984), van Dinteren (1987).
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is very limited.

There are two other approaches to the location of preoducer service
rirms. The first one is based on Weberian type location theory and the
second is based on the behavioural apprecach o industrial location. The
Weberian type location model was originally intended for an analysis of
the location of heavy industries, such as iron and steel, that were in
the vanguard of nineteenth century industrial development (Weber, 1909} .
The emphasis was placed f£irmly upon the individual firm as the object of
study and upon the variables which should influence «he choice of
locations. A similar emphasis is apparent in the mehavioural approach
which, nevertheless, focuses directly upon the way in which the variables
jdentified by normative theory are actually perceived and interpreted by
those responsible for making locational decisions.

The least—-cost location model of producer services proposed by Coffey
and Polese (1987) rests firmly in the Weberian tradition. The approach of
the anthors is deductive. It proceeds from a2 set of basic propositions
regarding the objectives of decision-makers. It is also normative in that
it indicates the optimal outcome (i.e. minimal cost) for the entrepreneur
that may be expected under a clearly specified set of conditiens defined
by a series of simplifying assumptions. According to Coffey and Polese,
the factors influencing the location of producer service firms are not
fundamentally different from +hose that influence other t¥pes of econcmic
activity. What is to Dbe expected is some change in the relative
importance of particular 1ocation factors rather than a change in the
location factors themselves.

On the basis of Coffey and Polese's model it can be expected that head-
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offices of large corporations are the major market puil factor for
producer services. As in centact theory, the headguarters or large
companies largely define the points of market pull at which costs of
communication (both inputs and outputs) are minimized. vVarious types of
services have different locational considerations because of varying
input and communication requirements. Computer services, engineering
services, and management consultants are sensitive to city size, and
costs of hiring subcontractors. However, Coffey and Polese noted that
their model did not explain the concentration of some producer services
in smaller Canadian cities. although some producer services were highly
concentrated in the largest urban centers, Toronto and Montreal, a simple
hierarchical market oriented model, such as theirs, is not necessarily
appropriate to explain the location of producer services in smaller
cities. Locational factors operating at the local level in smaller cities
are not taken into account in their model.

The problem of regicnal ineguality in the distribution of producer
services proved difficult to explain by means of deductive medels derived
on the basis of classical location theory. The behavicural approach to
the location problem offers a complenmentary framework.

Profit maximization has long being considered a principal motive of
locational behaviour of decision-makers. This principle, together with
its wvariants such as the minimum cost location principle adapted by
Coffey and Polese, has been increasingly criticized. The assumptions
about the principal metives of enlrepreneurs are embraced within the
concept of economic man. Of course, in reality, ne individual can possess

the complete knowledge of all relevant economic information. Therefore,
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the optimal locations of normative models remain unattainable objectives.

According to Simon (1957, 1959) and March and Simon {(1258), the concept
of satisfising behaviour offers a more realistil interpretation of
locational choices because of the assumption that the exact future is
unpredictable. As a result, an optimal location for profitc maximization
may subsegquently be overtaken by events and factors outside the contrel
of the decision-maker. Satisficing in this concept, is the idea that
decision-makers do the best they can on the basis of such information as
they acguire (March and Simon, 1958).

simon {(1959) recognized the importance of 'personal considerations’' to
the location decision and argued that the location decision consists of
two inputs: objective inputs and assessments, and subjective judgments.
The objective assessments correspond to profit-maximizing evaluation of
economic factors such as transport and communication costs, labour costs,
and agglomeration economies (i.e. market pull) . These correspond broadly
£o pull factors in deductive models. The subjective judgments arise from
the values and perceptions neld by individuals involved in locational
decision-making. These, in turn, arise successively through the
information obtained about the environment and by acting in the
environment (Persson, 1979). Daniels suggested, that '... objective
analyses may indicate several equally adequate locations, thus leaving
the final decision to subjective assessments ...’ (Daniels, 1984, p.117).

The fourth stage of the research in this thesis is to determine why
exporting producer service firms are located in Eémonton (p.25). The
approach adopted in this thesis is based on the behavioural medel, Thus,

rhere are two socurces of input to the locaticnal decision: objective
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assessment and subjective judgments. The objective assessment is referred
te in this thesis as an 'economic evaluation' because it corresponds to
the normative principles derived from the works of neo—classical
economists. The subjective judgement inputs to the location decision are
referred to as a 'non-economic evaluation'. They broadly correspond ko
the principles of location embodied in behavicural models.

Both inputs are considered to play egqually important roles in the
location decision (Chapman and Walker, 1987). A considerable literature
exists on factors which influenced location decisions of manufacturing
plants, but almost no equivalent work has been done on producer services.
Bevers (1984) included in his survey of the Portland region two guestions
referring to the choice of location. He was specifically concerned with
the impact positive and negative perceptions of the economic envircnment
in Portland had e¢n the choice of location (Table 3.2).

The most frequently cited reasons for locating in Portland region were
'good economy and potential for growth', and 'need for our service in the
region'. Over 50 per cent of all the firms in the sample cited these two
reasons most frequently. Both items referred to the economic evaluatiocn
of the location., The third most freguently chosen item, however, was 'the
quality of environment in the region'. In other words, the third most
important reason for locating in Pertland was a non—economic qualitative
factor reflecting judgments of the decision makers. Some 7 per cent of
respondents did not consider any location factors specified on Bevers's
list. 'Presence of specific industries in a region' as a positive
location factor was chosen by 6.7 per cent of respondents. Other economic

factcrs were chosen by only a small proportion of the respondents (Table
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3.2).

The overall pattern which emerged from Beyers's survey reflects the
'footlco., © hnature of producer service firms. Production inputs could be
met by a number of alternative locations. Economic location factors such

as compunication and transport costs, quality of the work force, presence

Table 3.2 Beyer's survey of Positive and Negative Perceptions of the
Economic Environment, Portland Region, 1584.

Positive Perceptions of the Portland Region

s

Good economy and potential for growth 28.6
Need for service in region 25.5
Quality of the environment 14.8
No perception 7.0
Presence of specific industries in the region 6.4
Population size (potential market) 3.1
Communication and transpert 2.8
Quality of regional workforce 1.1
Ties within firm in the region 0.6
Other positive perception 10.1
Negative Perceptions of the Portland Region A
Nothing negative 42.0
Lack of economic diversity and cyclical nature of

the local economy 9.2
Distance from major cities 6.0
Small size of the region 5.7
Competition 5.7
Poor economy in the region 3.6
Conservative business climate 3.6
Poor tax structure (high taxes) 2.7
Parochial attitudes in the region 1.5
Other negative 20.1

Source: Bevers (1984), Survey of the Portland Region.

of specific industries in the regicn, typically considered as very
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important in deductive models, were relatively insignificant for the
sector as a whole. The cost of such inputs played an insignificant role
relative to the perceived potential for growth of the local econemy and
the need for a specific service in the region. Other locational factors,
such as 'quality of environment', reflect the high importance attached to

non-econonic judgments about the potential location.

Table 3.3 Reasons for Locating Producer Service Firms in the Greater
vVancouver Region.

Economic Factors %

Size of the Vancouver market 63.4
Access to specialized labour pools 39.4
Access to production inputs 33.3
Proximity to other markets 30.6
Lower preoduction costs 9.9

Non-economic Factors

Founder lived in Vvancouver 4.7
Personal preference for the region 68.9

Source: McRae and Desbois (1987), (modified).

These observations have been supperted by results of a recent survey of
producer service firms in vancouver (McRae and Desbois, 1987}, (Table
3.3). Althouch the list of factors was not exactly comparable between the
two studies, McRae and Desbois found that the most frequently cited
locational factors were also non-economic. They were, 'founder lived in

vancouver' and 'personal preference for the regicn'. Only one purely
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economic factor, 'size of Vancouver market', was cited by over 60 ber
cent of the respondents. All other economic factors were cited much less
frequently.

Two aspects of the location of producer services are examined in this
thesis — first, factors of location, and second, images of the economic
environment held by the entrepreneurs. Four research objectives can be

formulated:

1. To determine the most important economic facters of location within
Edmonton.

5. To determine the most important non—econcmic factors of location
within Edmonton.

3. To examine images of the economic environment in Edmonton held by the
respondents.

4., To determine the extent to which these images influenced the ratings

of the factors of location.

The first part of this analysis will be based on the results of a
rating procedure. To this end, two lists of locational factors were
submitted to the respondents. A detailed description of these 1lists is
presented in the fifth chapter of this thesis.

The second part of the analysis focused on an examination of the images
of the economic environment held by the respondents. The sample of firms
was classified according to the type of image. For the purpose of this
thesis, an image of the ecconomic environment was defined as the sum of

the positive and negative percepticns of the eccnomic environment. Two
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sets of statements corresponding to such perceptions were submitted to
the respondents. Then, the fregquencies of citing each statement were used
as a basis for a classification of the images of the respondents. A cross
tabulation of these images with the mean scores of the locational factors
was used to determine the extent to which the images influenced the

ratings of the locaticnal factors.

3.4 Summary.

The research design of the thesis is presented in Figure 3.2. The
present chapter constitutes the first two stages of this design.
Secondary data were used to describe the employment and number of firms
in the producer service sector in Edmonton. These were compared with the
corresponding data for Calgary and Alberta. In the next stage of the
procedure a survey of the producer service firms in Edmonton was
implemented., The results of this survey were used as the primary data
source for this thesis. Three research areas were focused on in the
survey; expert sales of producer services, input—-output linkages of the
exporting producer service firms, and locational factors of the firms.
The research precedures designed to analyze the data are presented in
detail in Figures 3.3, 3.4, and 3.5.

The data on exports of producer services in Edmonton were broken into
two groups (Figure 3.3). The first group included firms exporting at
least 10 per cent of their output outside Edmonton. The second group

included firms exporting less than 10 per cent of their outputs. Then,

5 The 10 per cent limit was selected for reason of compatibility
with other studies (Beyers and Alvine, 1985).
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Figure 3.3 Research Deslgn of Export Sales of Producer Services.
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Flgure 3.4 Rasaarch Design of Input-output Linkages of Producer Service Flrms,
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Figure 3.5 Research Design of the Locational Facters of Producer Service Firms
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each group of firms was Cross tabulated with a number of variables. The
variables included in the analysis were geographical markets, structural
attributes of firms, changes in geographical markets, geographic market
strategies, and reasons for choosing local or non-local markets.

Input-outpbut linkages of the producer service firms in E@monton were
analyzed in two sep;rate stages (Figure 3.4). First, the output linkages
of the exporting firms to other firms in and outside Edmonton were
establishes. Second, input linkages of exporting firms were examined.
Three types of inputs were considered: inputs of producer services,
labour inputs, ané inputs of goods and other services. Inputs of goods
and services were broken down into local and non-local inputs. Non-local
inputs of producer services (subcontracting) were analyzed in further
detail in order to determine the reasons for hiring non-local
subcontractors. Boih input and output linkages were cross tabulated with
the structural attributes of firms.

The research design for the analysis of the locational factors of the
producer service firms is presented in Figure 3.5. The mean scores of the
factors of location and frequencies of che perceptions of the econonic
environment were cross tabulated with the structural attributes of firms.
Then, the images of the economic environment were cross tabulated with
the mean scores of the factors of location.

Finally, the results from the above research procedures were summarized
and referred back to the research objectives of the thesis (Figure 3.2).
Evaluation of the research objectives of the thesis was then used to
formulate the policy implications for the exporting producer service

firms. Suggestions for future research conclude the thesis.
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In the next chapter, the structure of the service sector in Edmonton is
reviewed. The objective of this review is to determine the number, size,
and structure of preoducer service firms in Edmonton. Then the structure
of the producer service sector in Edmonton is compared with the major
characteristics of the producer service sector in Calgary and Alberta.
The aim of this comparison is to determine the similarities and

differences between Edmonton and the rest of the province.



4. PRODUCER SERVICES IN ALBERTA AND EDMOKNTON.

4.! Intrecduction.

The objective of this chapter is to determine the size and structure of
the producer service sector in Edmonton. The review is based on an
analysis of the employment, number, and type ©f firms in each sub-sector
of the producer service sector. The first section ©f the chapter outlines
the major characteristics of the service sector in Alberta, the second
reviews in detail the producer service sector in Edmonton. The aim is to
determine similarities and differences between the producer service
sectors in Edmenton and in Alberta.

The producer services included in the study are:

- marketing services (advertising agencies, outdoor advertising agencies,
radio a2né TV representatives, marketing research
agencies, miscellaneous advertising, and direct mail
advertising)

- employment services {employment agencies, and temporary aid services):

- computer services (computer programming services, data processing
services, and computer related services);

- management and public relations consulting services;

- legal services;

- engineering consuiting services (engineering services, and non-
commercial researcn companies);

- architectural design services;

- accounting services (accounting, auditing, and bookkeeping services).

57
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The structure of this sector will be examined in terms of employment
distribution, number of firms, size of firms, and type of organizational
status of firms. Also, where data will permit, the déynamics of change
petween 1971 and 1986 of the sector will be investigated. Finally, the
distributicn of producer service firms between Edmonton, Calgary, and
rest of Alberta will be compared to set the relative strength of this

sector in Edmonton in the context of the Albertan economy.

4.2 Producer Service Employment in Alberta.

Employment in all service sectors (including the construction industry)
accounted for over 81 per cent of all the gainfully erployed labour force
in Alberta in 1984 (Table 4.1). Of the remaining 18.7 per cent of the
active labour force, 8.5 per cent was employed in the primary industries,
and 10.2 per cent in manufacturing. Produger services (business services
in the table), as indicated here, accounted for approximately six per
cent of the total employment in Alberta. This was a small proportion when
compared with the public sector, 13 per cent, community services, 15 per
cent, and the retail trade sub-sector which employed almost 14 per cent
of the labour force. These figures do not reflect the revenue
contribunion of each sector channeled back to the regional economy. For
example, the contribution of the primary sector was far greater than the
8.5 per cent share of employment would imply. Similarly, the contribution
of producer services to the economic base was much greater than their
share of employment (Economic Council of Canada, 1984) .

From a perspective of regional employment growth, producer services

were the fastest growing sector of Alberta's economy between 1571 and
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Tabie 4.1 Employment by Sectors in Alberta, 1984.

Number of Firms Employment Average Number
Number % Number % of Employees
Sector Per Firm
Goods Producing 13,857 15,1 175,552 18.7 13
Industries
Primary 5,406 10.2 79,655 8.5 8
Manufacturing 4,451 4.2 95,887 10.2 22
Service Industries 77,993 84.9 762,684 81.3 10
Construction 11,320 12.3 53,928 5.7 5
Wholesale Trade 5,598 6.5 55,480 5.8 9
Retail Trade 12,440 13.5 128,265 13.7 10
Transportation 4,665 5.1 46,233 4.9 10
Communication and

Utilities 289 0.3 27,903 3.0 97
Finance, Insurance,

Real Estate 5,419 5.9 53,165 5.7 10
Business Services 9,637 10.5 54,326 5.8 5]
Community Services - - 142,137 15.1 -
(both Comm. & Publ.Aé.) 22,660 24.7
Public Rdministration - - 126,191  13.5
Other Services 5,565 B.1 75,056 8.0 13
All Sectors 91,850 100.0 938,236 100.0 10

Source: Statistics Canada 1984) Business Micreo-Data Integration and
inalysis, Unpublished Data.

1981. This growth was much the same as similar increases in other Western
provinces (Table 4.2). The community, business, and personal service
sectors grew by almost 26 per cent in Alkerta in that decade (Economic
Council of Canada, 1984). These sectors contributed 30 per cent cf all

new jobs created in the province (Table 4.2).
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mable 4.2 Change of Employment by Industry and Province 1971-1881.

Alberta Manitoba Saskatchewan 8.C. Canada

Sector (Z of increase)
Primary 8.3 ) 5.3 5.7 3.6
Secongary 8.0 10.7 6.7 10.2 13.9
Services 82.6 .6 B7.% 84.2 82.4
Constructicn 13.8 3.3 11.6 2.2 5.8
fransport and
Communication 8.1 8.5 7.2 7.2 7.2
Trade 17.5 18.0 20.7 17.8 18.7
Finance, Insurance,
Real Estate 7.3 B.1 7.7 6.8 7.2
Community, Business,
Personal Services 30.0 41.0 33.1 36.4 36.8
Public
Administration 5.8 7.7 7.6 6.8 7.2

Source: Economic Council of Canada (1984), (modified).

in all sub-sectors of the producer services the index of employment
growth’ (Tabie 4.3), was above the national average. The fastest growing
were computer services which grew eleven fold between 18971 and 1981.
Kanagement consulting services followed closely and increased in
employment eight times. Also employment in services, architectural design
services, engineering consulting services, and miscellaneous services
grew three to four times faster than employment in other sectors.
Slower growth occurred in accounting, advertising, and legal services.

These expanded approximately two to three times faster than the average

! The index of employment growth was calculated by comparing the
industry rates of growth by province with the all-industry rate
of growth for Canada.



for all industries.

manle 4.3 Index of Employment Growth in the Community, Business, and
Persconal Services Sectors by Province 1971-1981.

Sector

Education

Health and Welfare
Recreation
Business Services

Employment © rvices
Computer Szrvices
Security Services
Accounting Services
Marketing Services
Architects
Engineering Services
Legal Services
Management Services
Miscellaneous

Personal Services
Accommodation and Food
Miscellanecus

Total

Alberta

58.8
100.5
96.8
352.4

438.7
1,143.2
284.3
204.0
296.3
435.8
362.9
287.9
865.0
332.0

19.3
180.5
203.5

127.5

Manitoba

Saskatchewan

B.C.

(311 industries average = 100)

121.6
243.1
214.2
510.5

416.1
3,022.0
458.7
285.3
444.5
152.8
614.7
369.7
1,269.3
720.2

-66.1
318.3
319.3

221.6

93.0
227.3
217.6
574.4

162.1
7,753.0
470.5
370.5
576.2
528.6
482.4
5358.7
1,636.1
885.5

-111.5
344.9
415.9

198.2

112.1
160.8
116.8
258.7

273.2
1,004.0
308.3
168.1
156.6
3%0.8
190.4
249.8
1,142.5
2621

5.2
190.8
184.0

152.8

Canada

89.0
168.1
208.7
332.4

384.2
1,466.6
308.4
227.0
205.4
251.3
287.5
246.4
1,079.1
391.3

6.9
258.2
280.3

162.6

Source: Economic Council of Canada (1984), (modified).

More recent data showed further employment growth in the producer

service sector in alberta {Table 4.4). hAccording to Statistics Canada

(1984) and (1986), employment in producer services grew Dy 31 per cent

between 1984 and 1986.
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Table 4.4 Employment in the Producer Service Sector in Alberta 1984 anad

1986,
1984 (1) 1986 (2) 1984~ 1986
Number % Number % % of change
Sub~sector (' 000) ('o00)
Marketing 0,9 2.0 1,4 2.2 35.7
Employment 4,8 i10.8 4,9 7.6 2.0
Computer 2,3 5.2 3,4 5.3 32.3
Kanagement 3,6 8.1 4,3 6.7 16.3
Legal 8,0 18.1 12,3 19.1 35.0
Engineering 19,0 £42.9 31,1 48.3 38.89
Accounting 5,7 12.9 7,0 10.9 18.86
Total 44,3 100.0 B4,4 100.1 31.2

Source: (1) Statistics Canada (1984).
(2) Alberta Career Development and Employment (1987).

The largest increase was in engineering consuliing services which
employed almost 40 per cent more workers in 1986 than in 1984. This was
followed closely by advertising, legal, and computer service employment
which grew by over 30 per cent in each case. Management consulting and
accounting services grew by 16 and 18 per cent respectively. The slowest
rate of employment growth was in the employment and personal service sub-

sector which increased by 2 per cent only.

4.3 Producer Service Firms in Alberta,
Accurate records showing the actual number of producer service firms in
Alberta do not exist. The exXisting sources are subject to sampling and

non-sampling errors caused by the variety of sampling technigues and
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metheodologies employed (Alberta Career Development ané Employment, 1987,
p.3-2). The producer service sector is characterized by a very high rate
of closures and openings of firms. In 1987 about 25 per cent of all firms
in this sector were new firms which replaced no longer active
establishments (Alberta Career Development and Employment, 1987). Also
the exact classification of producer service firms is cften very
difficult. Many firms specialized in several services and often changed
their specialization. For example, additional to their main area of
specialization, engineering firms often provided a variety of computer
related services as well as management consulting services. It is very
difficult for many firms to separate various services into clear cut
categories. The existing data are, therefore, at best an estimation of
the true number of firms in each sub—sector.

According to Statistics Canada (1984), 10.5 per cent of all firms in
Alberta were providing producer services (Tabie 4.1). The average number
of employees in a producer service firm was low (6 emplovees), compared
to other sectors (Table 4.5). Only the construction sector firms had, on
average, fewer employees than producer service firms. Over 30 per cent of
producer service firms in Alberta were specializing in engineering
consulting. The very high employment growth of this sub-sector indicates
the importance of engineering as the leading producer service activity in
Alberta. Miscellaneous services was the second largest group of firms,
15.4 per cent. The size of this 'catch-all' sub—-sector demonstrates
difficulties in categorizing producer service firms. The miscellaneous
producer service sub-sector included a large variety of services which

did not fit any other category. Examples of such services are auction
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services, interior design and decorating, waste disposal, escort
services, immigration and car storage. This group of services cannot be
considered a 'sector' in the same sense as the other more homogeneous

sub-sectors including firms which provide essentially the same type of

service.
Table 4.5 Alberta Producer Service Sector 15984.
Number of Firms Employment Average Number

Sub-sectors Number % Number % of Employees
Marketing 297 3.1 936 1.7 3
Employment 220 2.3 4,750 8.7 22
Computer 432 4.5 2,258 4.2 5
Management 1,397 14.5 3,586 6.5 3
Security 112 1.2 1,703 3.1 15

Legal 1,471 15.3 7,974 14,7 5
Engineering 2,941 30.5 18,996 35.0 7
Accounting 1,271 13.2 5,718 10.5 4
Miscellaneous 1,496 15.4 8,405 15.5 5]
Producer Services 9,637 100.0 54,326 100.0 -

Source: Alberta Career Development and Employment (1987}, (modified).

The third largest group were legal services, 15.3 per cent, followed by
management consulting firms, 14.5 per cent, and accounting service firms,
13.2 per cent (Table 4.5). A1l remaining sub—sectors were represented by
fewer than 10 per cent of the total number of firms. The smallest number
of firms were in the employment service sub-sector, 2.3 per cent.

In al1, the producer service sector employed 54,326 workers in 1984 in

Alberta (Table 4.5). The largest proportion, that is 35 per cent, was
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employed in engineering consulting. The second largest number of
employees was in the miscellaneous services sub-sector. The third
largest group of employees was in the legal service sub—sector which
employed almost 15 per cent of labour force engaged in progducer services.
Accounting services was the last sub-sector with a share of more than 10
per cent of the labour force in Alberta's producer service sector.

In summary, the emplovment data presented in this section demonstrated
that the producer service sector was the fastest growing segment of
Alberta's economy in the last two decades. This growth was much the same
across Canada (Economic Council of Canada, 1984) . More recent statistics
showed that employment in this sector continued to grow very fast,
relative to other sectors, in the three years from 1884 to 1986. There
were 20,100 new jobs created in this sector despite the overall slower
growth of the regional economy. The most significant gains occurred in

engineering censulting, advertising, legal, andé computer services.

4.4 Urban Distribution of Producer Services in Alberta.

In Alberta, over 78 per cent of all producer service firms in the sub-
sectors examined here were located in Edmonton and calgary (Table 4.6).
The least concentrated were offices of accountants of which 63 per cent
were located in the two largest cities. The most concentrated were
engineering, management consulting, advertising, and computer service
firms. Over 80 per cent of these firms were in Edmonton and Calgary
(Table 4.6). Such a very high concentration of economic activity reflects
what Coffey and Polese referred to as the sensitivity of producer

services to urban externalities (Cofrey and Polese, 1987). That is, the
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costs of producing and delivering producer services rises rapidly below
an urban size thresheld of approximately 500,000.

Export employment market shares, estimated on the basis of location

Table 4.5 Number of Producer Service Firms in Edmonton, Calgary, and
Alberta 1986.

Edmonton Calgary Edmonton and Rest of
Calgary Alberta
Sub-sectors Number % Number %  Numpber %  Number %
Harketing 80 37.0 105 49.0 185 86.0 30 14.0
Employment 40 29.0 57 42.0 97 71.0 40 29.0
Computer 121 31.0 204 52.0 325 g83.C 67 17.0
Hanagement 473 40.0 520 44.0 = 1= 84.0 189 16.0
Legal 658 41.0 531 33.0 1,190 74.0 418 26.0
Engineering 505 22.0 1,468 64.0 1,973 86.0 321 14.0
Accounting 43z 33.0 234 30.0 827 £3.0 486 37.0
Total 2,311 32.4 3,279 45.2 5,580 78.3 1,551 21.7

Source: Alberta Career Development and Employment (1987), (modified).

quotients (Table 4.7), show even higher concentrations of producer
services in a few very large Canadian cities. According to Coffey and
Polese's estimates, almost 95 per cent of 'export' employment (i.e. ab~ve
the national average for the sector) was concentrated in just six cities
in Canada. Almost half, 44.6 per cent, of export employment was in
Toronto. However, the second largest 'export center' in Canada was
Calgary, 17.6 per cent, almost one fifth of Canada's export employment in
producer services. In all, Western Canadian cities had a 35 per cent

share of the export employment in producer services. In view of the
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peripheral loccation of Western Canadian cities this was a very high share
of producer service employment.

Edmonton and Calgary togeiner accounted for 22.4 per cent of the
'export employment' in 1981. Particularly strong were the engineering

consulting, architectural design, and management censulting services.

Pable 4.7 Market Shares of Estimated Export Employment in the ProduceT
Service Sector for Six Canadian Urban Areas, 1981.

Market share %

Sub-sector Toronto Calgary Vancouver Ottawa Montreal Edmonton Total
Marketing 83.6 0.1 3.1 - 13.2 - 100.0
Employment 58.1 13.0 - 15.7 - 6.9 84.7
Computer 67.9 10.2 3.4 17.7 - - 89.2
Management 47.5 11.4 22.3 9.2 5.2 4.4 100.0
Legal 59.0 10.2 20.7 0.3 - 2.6 gz.8
Engineering c.7 45.0 21.4 9.6 2.1 12.8 91.56
Architectural 27.2 21.9 298.4 - - 13.4 92.1
Accounting 37.4 13.7 16.9 - 17.7 4.1 89.8
Total 44.6 17.6 12.9 7.4 7.2 4.8 94.5

Source: Coffey and Polese (1987a), (modified).

Edmonton based architectural design firms had the largest share of export
employment, 13.4 per cent, followed by engineering consulting, 12.8 per
cent (Table 4.7). However, these results have to be ireated cautiously
due to the limitations inherent in all measures of concentration (Hannah

ard Kay, 1977).
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4.5 Producer Services in Edmonton.

Edmonton was the sixth largest exporter of producer services in Canada
in 1981 (Coffey and Polese, 1987). This ranking indicates that the
producer service sector in Edmonton may contribute a substantial revenue
to the economic base of the city. In 1986, over 30 per cent of all
producer service firms in Alberta was located in this city (Table 4.6).
Engineering consulting and architectural design firms, which in 1981 had
12.8 per cent of export employment in Canada, were represented by 505
offices in Edmonton. This amounted to 22 per cent of the engineering and
architectural design firms in Alberta. The location quotient calculated
for number of firms in Alberta, Edmonton, and Calgary (Table 4.8),
revealed that Calgary had by far the largest concentration of engineering
consulting firms in Alberta. Edmonton had t-~Tee times fewer engineering
firms than Calsary (Table 4.6). Despite this it still can be expected, on
+he basis of Toffey and Polese's results, that the 505 engineering firms
located in Edmonton coniributed substantially to the export revenues of
the local economic base.

Management consulting firms located in Edmonton were estimated to have
a 4.4 per cent share of the Canadian mariet (Taple 4.7). Edmonton had
also the largest proportion of management service offices in Alberta
(Table 4.8). I¢ can be expected that this sub-sector also will be very
important (in terms of revenue contribution) to the economic base of
Edmonton.

Coffey and Polese's estimates indicated (Table 4.7), that marketing
firms located in Edmcnton were not significanc in interregicnal trade. It

can be expected, therefore, that marketing services will generate over 90
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per cent of their revenue from local sales (i.e. in Edmerton). This

Table 4.8 Location Quotients for Producer Service Firms in Alberta,
Edmonton, and Calgary, 1986.

Sub-s¢7T*F alberta Edmonton Calgary Edmonton and
Calgary
Marketing 1.150 1.064 1.0989 0.842
Employment 0.902 0.906 0.904 1.344
Computer 0.854 1.133 1.08%8 0.787
¥anagement 1.236 0.958 1.073 0.736
Legal 1.266 0.718 0.945 1.197
Engineering C.680 1.354 i.089 0.644
Azcounting 1.019 0.653 0.805 1,704

Sourrne: Table 4.6.

hypothesis will be tested in the sixth chapter of this thesis.

It can be assumed that ascounting, legal, ané employment services will
be directed towards final consumers rather than an intermediate market
(see section 3.3.2). The location quotient results {Table 4.8),
demonstrate that firms providing these services were not distributed
evenly between Edmonton, Calgary, and the remainder of Alberta. For
example legal service offices were highiy concentrated in Edmonton (Table
4.8). The location of such a large number of legal service firms in
Edmonton may be explained by the market pull of the large public sector
in this city. It can he expected that government at all levels will be a
major market for legal service firms in Edmonton. Thus, most of the
transactions in this sub-sector will be local. Scme early support for

this explanation can be found in Coffey and FPolese's estimates {Table
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4.7). Legal service firms, in spite of their presence in large numbers in
Edmonton, hac¢ a low 2.6 per cent share of export employment in Canada.
Most transactions hrve to be local. un the other hand, Calgary wi;h far
fewer legal service firms had a much larger proportion of export
employment in this sub-sector, 10.2 per cent. Thus, legal service firms
in Calgary were much meore active in non-local trade than legal service

firms located in Edmonton.

4.5.1 Size of Producer Service Firms in Edmconton.

The majority of producer service firms in Edmonton were small. Only 7.9

Table 4.5 Distribution of Firms by Size and Producer Services Sub-sectors
in Edmonton and Calgary 198%.

Edmonton Calgary
small medium large small medium l2rge
Sub-sector 1-25 26-100 >100 1-25 26-100 >100

{As % of the total)

Marketing 93.3 6.7 - 95.6 &.4 -
Employment 895.2 3.8 - 97.5 1.6 0.8
Computer 90.2 7.5 2.3 89.6 7.5 2.5
Management 94.9 4.2 0.9 83.3 5.7 0.9
Legal 83.9 6.1 - 92.2 4.6 3.2
Engineering g87.3 10.¢9 1.9 87.6 B.9 3.5
Accounting 96.8 2.4 0.8 94.4 2.8 2.8
Total 92.1 6.8 1.1 91.3 6.6 2.1

Source: Contacts Influential (1986).

per cent of the firms emploved more than 25 workers (Table 4.9). There

were no significant intra-secteral differences in the distribution of
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service firms by size. The engineering consulting sub-sector had more
than 10 per cent of medium sized firms. The largest proportion of large
£irms were in the computer service sub-sector, 2.3 per cent.

The expor:t activities of small service firms has not been well
researched. To date the only example is a study by Beyers (1984) who
found mo relaticnship between size of a firm and its level of eXxport
rransactions. It can be expected on the basis of his study that a large
number of small firms located in Edmonton will have a significant (i.e.
over 10 per cent) proportion of their sales for export. This hypothesis
will be tested using a survey of producer service firms in gdmonton (see

section 6.4.4).

4.5.2 Types of Producer Service Firme in Edmonton.

The largest group of producer service firms in Edmonton was comprised
of independent firms, 76.2 per cent (Table 4.10) (see p.35 for
definitions). The seceond largest group were pranch firms, 17.8 per cent,
and third were head offices, 6.0 per cent. The low proportion of head
offices in Edmonton compared to Calgary, 9.8 per cent, is probably the
major reascen why Calgary had a much higher share of export employment in
producer services.

There were significant Gifferences between sectors in terms of types oI
firms. The highest proportion of head offices was in the engineering
consulting sub-sector, 8.7 per cent. This sub-sector alsoc had a
significant propertion of branch offices, 15.7 per cent. The highest
proportion of branch offices was, however, in the computer service sub-

sector. Almost one third of all computer service firms in Edmonton were
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branches of larger firms located outside of the city (Christy and
Ironside, 1987). A small propertion, only 6.8 per cent, of computer
service firms could be classified as head offices, and most likely, a
large proportion of the branch firms' revenue was channeled back to their
parent head offices.

The highest degree of local control was in the producer service sub-
sectors focused on the local market, Over 95 per cent of all legal
service firms in Edmonton were locally controlled. Nearly the same degree
of local control was in accounting service firms where only 5.5 per cent
ef firms were branch cutlets. The small proportion of branch offices in
this sub-sector does not reflect the share of the local market captured
by the large international accounting firms located in Edmonton such as

Price Waterhouse, Peat Marwick, Touche Ross, or Deloitte's. The exXact

Table 4.10 Organizational Status of Producer Service Firms in
Edmonton and Calgary 1986.

Edmonton Calgary
Independent Head Branch Independent Head Branch

Sub—sector Firms Firms

Karketing 76.2 5.7 18.1 67.3 10.6 22.1
Employment £9.8 5.7 24.5 84,5 5.8 29.7
Computer 61.9 6.8 31.3 81.4 9.8 28.8
Management 75.1 5.8 19.1 75.4 9.9 14.7
Legal 93,9 2.0 4.1 91.5 5.7 2.8
Engineering 75.6 8.7 15.7 71.6 13.4 15,0
BRecounting 91.3 3.2 5.5 85.3 4.9 9.8
Total 76.2 6.0 17.8 71.5 9.6 18.0

Source: Contacts Influential (1986).
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data are difficult to obtain due to confidentiality of most of the
records concerning the transactions of these companies. However, it can
ne assumed that to justify their presence in Bdmonton they have had to

capture a large share of the local market.

4.6 Summary.

in terms of employment producer services was the fastest growing sector
of Edmonton's economy between 1871 and 1986. The larges:, by number of
£irms, were the following sub—sectors: engineering consulting, management
consulting, architectural design, marketing, and legal services. Nearly
ail, that is 92 per cent of all firms, employed fewer than 26 workers.
The independent local firms were the most numerous. However, there were
significant differences in the orsanizational status of firms. The
engineering consulting sub-sector had the highest proportion of head
offices, forinwed by the computer service and the management consulting
sub-sectors. It is to be expected that these sub-sectors contributed the
most to the export component of Edmontorn's economic base through their
interregional trade. The possible exception is the computer service sub-
sector which was characterizea by a high degree of external control. This
sector had the highest proportion of branch offices in Edmonton.

Edmonton in 1881 was the sixth largest exporter of producer services in
canada. However according to Coffey and Polese's {1987) results., Calgary
firms made a far greater contribution to interregional trade. Producer
service firms located in Edmonton and Calgary had together a 22.4 per

cent share of the 'export' employment in Canada. It was a very
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significant contribution to interregional trade considering the
peripheral location of these cities relative to the 'heartland' of the
Canadian urban system ané the theoretical implications of such a
peripheral loca+tion.

In this chapter, the major characteristics of the producer service
secter in Edmonton were reviewed. It is apparent that Edmonton has a
large number of producer service firms providing a broad range of
services to their customers. Eowever, it was not possible on the basis of
the seccndary data used in this chapter, to determine the contribution
the sector mwade to the local economy. To this end a survey of a sample of
producer service firms in Edmonhton was cesigned and implemented. The
design of this survey is reviewed in the next chapter. The primary data
aggregated from the survey were used to determine exports of producer
services from Edmonten, their input-output linkages, and factors in the

location ©f the exporting firms.



5. SURVEY DESIGN.

5.1 Introduction.

B survey was carried out between November 1987 and April 1988, It was
not possible to interview all producer service establishments in
Edmonton. The study, as discussed earlier, focused on selected types of
services rather than on a small number of establishments in all producer

services. The sub-sectors were selected on the basis of the following

criteria:s

1. They were providing advice and expertise to other producer firms.

2. They were identified in previous survey work by Marshall (1983),
Daniels (1983), and Beyers and Alvine (1985) as exporting sub-sectors.

3. The service was selected if it required a high level of non-routine
input involving specializZed knowledge, expertise, skills, and
resources. For this reason, business services such as equipment
rental, services to buildings, or photo services were excluded from
the survey.

4. Each selected service had to be represented by a substantial number of
nffices in Edmonton (minimum 50) sc¢ that the sample could be of a

sufficient size.

The producer services selected are listed in section 4.1 of the

previous chapter.

75
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5.2 Sampling.

A list of service establishments in the selected categories was
compiled using the Yellow Pages directory (Eamonton Telephones, 1987),
Dun & Bradstreet data base (Dun and Bradstreet, 1987), Contacts
influential directorv {(Contacts Influential, 1987), and Consulting Index
(Alberta Economic Development and Trade, 1986). The universe of 1,676
producer service establishments was compiled. Since this number was much
too large for the survey it was reduced to a2 list of 816 establishments.
Each sub-sector was sampled using random numbers tables. To verify the
list all 816 establishments were contacted either in persoen, 138, or by
telephone, 678. The results of this procedure are listed in Table 5.1.

Four hundred and forty-two of the businesses were deleted from the list

for one of the following reascns:

140 firms refused to participate in the survey. A particularly high
number of refusals was by law, accounting, and management
consulting firms.

- 120 firms were no longer active. This reflected a substantial, 14.7

per cent, rate of closure, and reorganizations in Edmonton.

- 42 firms moved t¢ other locations and could not be found, or changed

their economic specialization.

- 56 establishments were listed more than once in the directory. This

does not necessarily imply error in the directories consulted. Many

firms, particularly those organized as partnerships such as legal
and accounting businesses, are officially registered as independent

economic units. They operate from within the same office. Thus,
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they responded to the survey as one firm. Also, many computer
service firms were listed in the directories more than once since
they alsc specialized in engineering, accounting, or architectural
sarvices.

- 31 firms were incorrectly coded in the directory or changed their
specialization.

~ 53 firms could not be contacted. The most frequent reasons were: the
office was temporarily closed for holiday, the managerial staff was
out of town for an extended period of time, the managerial staff
did not have time t¢ reply.

The final list included 374 firms which agreed to the survey.

5.3 Response Rates.

In all, 319 establishments were surveyed by means of mailed
guestionnaires, and 55 were appreoached for an in-person interview. Of the
total, 134 guestionnaires were returned (128 were usable), and 45 in-
person interviews were completed. The total of 173 usable guesticnnaires
were processed which was & 46.3 per cent overall rate of return (Table
5.2).

There were large differences in the response rates between the sub-
sectors (Table 5.2). Three sub—-sectors, computer services, engineering
censultants, and accounting services returned over 50 per cent of the
guestionnaires. All cther sub-sectors returned less than 50 per cent. &
particularly low response rate was from the emplovment service sub-
sector. Follow-up telephone calls failed to improve the final response

rate of this sub—sector. 3 mnajority eof the non-respondents were ejither
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'too busy' to fill in a questionnaire or were 'not interested in the

project'. The majority of the non-respondents in other sub-sectors

Table 5.2 Response Rates.

Population Sample Response Rate
Sub-sector # # A
Marketing 23 i0 43.5
Employment 12 3 ~ 25.0
Computer 38 20 52.6
Management g0 35 43,7
Legal 32 14 43.7
Engineering 86 50 58.1
Architects 50 21 42.0
Accountants 53 27 50.9
Total 374 180 48.1
Total Usable 173 46.3

Source: Contacts Influential (1986), and Survey of Edmonton 1388.

regarded guestions in the survey as not relevant to their profession. A
useful suggestion for future surveys of producer service firms is to
design a separate questionnaire for each sub-sector. The guesticons should

be modified to reflect the specificity of each sub-sector.

5.4 Representativeness of the Sample.

The 173 responses represent 10.3 per cent of all producer service firms
in Edmonten (Table 5.3). There were, however, large differences in the
proportion of each sub-sector covered. Three sub-sectors, architectural

services, engineering services, and accounting services had particularly
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high propertions of firms reprecented in the survey. The lowest coverage

was in the employment service and the legal service sub-sectors.

Table 5.3 Representativeness of the Sample.

Universe Sample Per cent of the Universe

Type of Service o # %

Marketing 103 10 8.7
Employment 51 3 5.9
Computer 246 20 B.1
Management 381 33 B.7
Legal 314 14 4.5
Engineering 264 46 17.4
Architects o3 21 22.6
Accounting 224 26 10.3

Organizational Status

Independent Firms 1,338 105 7.9
Head-offices 82 40 48.8
Branch Firms 256 28 10.9

Size of Firm

i-5 1,102 87 7.5
6-10 268 28 10.5
11-25 203 33 16.3
26-50 60 10 16.7
51=100 3c 5 z0.0
1C1-250 8 & 50.0
251-500 5 0 0.0
Total : 1,678 173 10.3

Source: Contacts Influential (1987) and Survey of Edmonton 198§.

A large number of legal firms refused to participate in the survey.

Marshall (1983) proposed an explanation suggesting that solicitors and
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barristers do not consider practising law an activity that should be
marketed. The majority of non-respendents and those who refused regarded
questions in the survey as not relevant to their profession.

There were large differences in the representation of firms classified
by organizational status (Table 5.3). Only, 7.9 per cent bf independent
firms returned questiconnaires. On the other hand, almost half of all
head-cffices in Edmonton are represented in the sample.

Similarly, there were large differences in the representation of firms
classified by size. In general, large firms are much better represented
in the sample. Only 7.8 per cent of the small firms {employing between 1
to 5 workers) are represented. This is a very small proportion compared
with 50 per cent of firms employing over 100 workers. However, the
largest firms (employing between 251 and 500 workers) did not reply tc
the survey at all. Thus, it is difficult to claim that the survey results
are applicable to the entire population of preducer service firms. The
results then are suggestive rather than conclusive in several cases.

To assess representativeness of this sample the results were compared
with other surveys recently complieted in Canada and abroad (Table 5.4).
The present survev covers a higher proportion of producer service firms
than surveys by Beyers ané Alvine (1985), McRae and Desbois (1987),
Alberta Economic Development and Trade (1586a), and Alberta Career
Development and Employment (1987). Only surveys by van Dinteren (1s87)
and Alberta Economic Development and Trade (1986b) included a much higher
proportion of their populations. It is therefore justifiable to conclude
that the present survey is as representative as studies of the producer

service sector elsewhere.
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5.5 The Questicnnaire.

The questionnaire bocklet consisted of 12 pages including guestions,
directions for self-administered answers and tables (see Appendix). A
total of 31 quesiions incliuding 120 items, were asked. Space was provided
at the bottom of the last page for comments or suggestions from the
respondents. The guestionnaire was divided into four major sections:
structural attributes of firms, locational facktors, input—output
iinkages, and exports of services. Each of these sections will Dbe

reviewed helow.

5.5.1 Structural Attributes of Firms.

This was the shortest section of the gquestionnaire. It was designed to
capture three basic economic characteristics of the firms surveyed. The
first guestion asked respondents tp indicate the organizational status of
their firm. Three possible choices were provided and in the case cf
pranch firms a following guestion requested specifying the location of
the head office. The next two questions were to identify the service(s)

provided by the firm and the number of employees.

5.5.2 Locational Factors.

The aim of this section was to determine why producer service firms
located in Edmonton. The type of questions was guided by the research
objectives outlined in section 3.3.3 of this thesis. In all, seven
questions were included. The questicns also introduced respondents to the

format of the gquestionnaire (see Appendix) .
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- Econcmic factors of location.

The first three questions were included to determine the most important
economic factors of location. The first guestion was: 'Was this city
deliberately selected on the basis of an eccnomic evaluation as the best
location for your firm ?'. If the answer was affirmative a list of
factors was provided for rating on a five point scale. The range of the
scale was from 1, 'not at all important', to 5, 'very important'. Eleven
economic factors of location were included on the list:

1. Low rent.

2. ProxXimity to clients.

3. Proximity to competition.

4. Proximity to suppliers.

5. Access to transport and communication systems.

6. Good profit making prospects.

7. Geod labour relations.

8. Good potential for expansion.

9. Good prospects for the growth of the city's economy.

10. Access to highly skilled labour.

11, Good export potential.

The econonic factors of location were included on the hasis of the
research reviewed in section 3.3.3 of this thesis. The third guesticn
asked the respondents to identify their first and second most important

economic locational factors.

- Non—-economic factors of location.

Two questions were included to determine the importance of non-economic
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factors of location. No filtering yuestion was included, therefore, all
respondents were asked to rate non—economic factors on the five point
scale. They were:

1. Amenity of the environment.
2. The size of the city.
2. Perscnal preference.
4, Family ties in the city.
5. Local education.
6. Good connections to business community.
7. Good knowledge of the locas market.
8. Prestige location.
g9, No other alternative.
Bgain, respondents were asked to select the first and second most

important factors, here non-economic .

- Images of the economic environment in Edmonton.

This section of the questionnaire was designed to determine how
respondents evaluated the economic environment in Edmonton (see section
3.3.3). Two questions were included. The first gquestion asked ‘What was
perceived that was positive about the city when the firm began (or moved
to the city) 7?'. The following list of answers was provided:

1. Quality of the environment,

2. Good economy ana potential for growth.

3. Need for our service in the c¢ity and region.
4. Specific industries in the city.

5. Ties with other offices of this firm to the city.
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6. Quality of city's workforce.

7. No perception.

8. Other.
The second question asked, 'What was perceived that was negative about
the city ?'. Again, a list of answers was included. The poss.ble answers
were:

i. Small size of the local market.

2. Distance from other large cities.

3. Quality of the environment.

4, Lack of economic diversity.

5. Cyclical nature of the local ececnomy.

€. Poor economic prospects for the city.

7. Poor tax structure/ high taxes.

8. Conservative business climate,

9. Parochial attitudes in the region.

10. Competition.

11. Nothing.

12. Other.
Trhe respondents were asked to select as many answers from the list as
they felt appropriate to their situation. From the combined freguencies
of the two sets the respondents could be classified according to the
similarities o©of their responses. Both positive and negative perceptions
defined an 'image of the economic environment'. The resulting groups of
firms were then cross tabulated with the ratings of the non—econemic
factors of location. The objective of this procedure was to determine the

influence, if any, of the images on the ratings of the locational factors
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(see section 3.3.3).

5.5.3. Input—output Linkages.

The objective of this section of the guestionnaire was to exanine
input—output linkages of the producer service firms in Edmonton (see
section 3.3.2). Three types of input linkages were the focus. Inputs of
producer services, inputs of labour, and inputs of goods and services

ther than producer services. The second part of this section was
desigrned to examine output linkages of the prodvear service firms with
their customers. An introductory note specified that all guestions

referred to the 1987 fiscal year.

— Input linkages.

In all, seven guestions were included in this part of the
guestionnaire. The first guestion was 'Do you subcontract part of your
business to other firms 7'. If the answer was affirmative, the
respondents were asked to estimate the amount of meoney they spent on five
categories of producer services: financial and legal, computer anad
engineering, management ané marketing, egquipment rental and transpert,
and other producer services not specified above. This total was to be
divided between two groups of firms to which subcontracting was made,
located in and outside Edmonton. Two ijdentical tables were provided with
three ranges of expenses: less than 10 per cent, between 11 and 50 per
cent, and more than 50 per cent. The intreductory note explained how the
calculations should be made.

The next question sought the reasons for hiring non-local (outside
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Edmonton) subcon:tractors by local producer service firms. The wording of
the guestion was put in a conditional form to filter respondents who
subcontracted outside Edmonton. The guestion was, 'If you hired
subsontractors outside Edmonton how would vou rate the importance of each
of the following factors 7?'. Ten reasons were included and a five point
scale identical to the scale used in the previous section. The reasons
were:

1. Necessary contacts as a part of exporting.

2. Competitive reasons.

3. Company/ Industry specific 1link.

4. Because of contacts within the firm.

5. Service not available locally.

6. Rccessibility.

7. Competitive prices.

8. Reliability.

9. Communicaticn costs.

10. Other.

B blank line was provided for specification of other reasons not included
in the list.

Examination of inputs of lapour was the aim of the next question. The
guestion was, 'Have you hired new employees in the categories listed
below in 1987 ?'. Eight specific categories of employees were included:
managers and administrators, professionals, technicians, marketing-sales,
labourers, craft workers, operatives including transport workers, and
oth2r service workers. Respondents were asked to mark the appropriate

category on the list provided in a tabular form below the question.
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Following the discussion of input linkages outlined earlier in this
thesis (see section 3.3.2), two guestions were designed to determine
inputs of goods and cther services to the producer service firms.
Respondents were asked to estimate their total expenses in five
categories: furniture andéd office supplies, computer hardware and
software, printing services, trucks and cars, and other goods and
services. They were then to allocate the total between inputs purchased
in and outside Edmonton. Two identical tables were provided with three

ranges of expenses. The ranges were the same as in the previous guestions

in this section.

- Qutput linkages.

The objective of this part of the gquestionnaire was to examine the
output linkages of the producer service firms with their customers. Only
one gquestion was incliuded. Respondents were asked to estimate the
proportion of their total sales (local and non—-local) made to each of the
nine categories of customers (markets) specified in the table provided
below the guestion. The nine categories were:

1. Agriculture, mining, oil and gas (the primary sector).
2. Manufacturing (the secondary sector) .

3. Construction and transport.

4. Commerce.

5. Finance, insurance, and real estate.

6. Business services.

7. Government.

8. Individuals.
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8., Other.
Three ranges of sales were provided: less than 10 per cent, between 11
and 50 per cent, and mere than 5C per cent of the total saies. The
question concluded the section of the guesticonnaire dealing with input-

output linkages of producer service firms.

5.5.4 Export Sales of Producer Services.

The design of this section of the guestionnaire was based on the
research cbsectives outlined in section 3.3.1 of this thesis. The general
objective was to estimate and examine local and exXport sales of producer
services in Edmonton. In all, thirteen areas were included in this

section. Each will be reviewed below.

- Geographic market strategy.

The objective of four guestions included in this part was to compare
past, present, and future geographic market strategies of producer
service firms. The first question was, 'What was the firm's original
geographic market strategy when it was founded or moved to the city ?°'.
Four possible answers were provided: concentration on the local market,
concentration on the external market, both, and no geographic strategy
when it was founded. Respondents were asked to choose only one answer.

The next question was the same as the previous one except that it
referred to the present geographic market strategy of the firm. The third
guestion asked respondents to estimate how their geographic market
strategy will change over the next five years. Three possible answers

were provided: will ke more local, will be more non-local, and no change.



Finally, the last question asked respondents whether they have an

employee (s) who is (are) exclusively responsible for marketing (yes or

no).

- Distribution of sales by geographical markets and revenue estimate.
The objective of the one question here was to determine the
distribution of sales to the gecgraphical markets of the producer service
firms. The guestion asked respondents to estimate in percentages the
aistribution of their sales between f.ve geographical markets specified
in a tabular form below the guestion. The five geographical markets were:
1. Edmonton.
2. Calgary.
3. Rest of Alberta.
4, Dther provinces.
5. Outside Canada.
The two latter categories were provided with three biank lines to specify
the province(s) and country (ies) to which sales were made. Five ranges of
sales were specified in the table: less than 10 per cent, beiween 11 to
25 per cent, between 26 to 50 per cent, between 51 to 75 per cent, and
more than 75 per cent of the total sales. Respondents were asked tc mark
the appropriate columns in the table. An introductory note defined the
terms 'local market' (within Edmonton) and 'non-local or export market’
(outside the city's limits not necessarily ocutside Alberta or Canada).
Finally, a statement was provided helow the table asking respondents to
specify in dollars the total value of their sales in 1987. The objective

of this question was to estimate the value of export and local sales of
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the producer service firms.

The remaining eight gquestions were divided in two sectisns for
'exporting' and 'non-exporting’ firms. Following the arbitrary definition
of 'exporting' firm introduced by Beyers and alvine (1985) a filtering
gquestion was included. In this gquestion respondents were asked whether
the proportion of the firm's sales outside Edmonton was greater than or

equal to 10 per cent of the total sales.

-Export potential of 'exporting' firms.

The two questions included in this part of the guestionnaire were
designed to determine the future export potential of the 'eXporting'
producer service firms. The first question asked respondents to estimate
any changes in the geographical distribution of the firm's sales in the
last five years. Three answers were provided: mere local, more non-local,
and about the same. Respondents were askeé to mark only one answer. A
following question asked for an estimation of any expected change (s) in
the geographical distribution of a firm's sales in the next five years.

Three answers identical to the previous guestion, were provided.

- Reasons for selecting non-local markets.

The objective of this part of the questionnaire was to determine why
'exporting' firms selected non-local markets. Respondents were asked,
'Why did the firm develop its sales outside the city ?'. A list of seven
reasons was provided:

1. Specialization/ Local market was not sufficient.

2. Regional office strategy.
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Government contracts.

'Desire’ to develop expert markets.
Networks with firms in other regions.
Opportunities.

No reason.

Respondents were asked to choose a maximum of three reasons from the

apove 1ist. A similar procedure was used in the nexc question. The

question asked, 'How did the firm get involved in non-local sales 7'.

Respondents were to choose a maximum of three answers from the following

list:

1.

5.

6.

Began as exporter from contracts developed prior to the founding of
the firm.

Initiated contacts with clients outside the region.

Used local contacts to develop external contacts.

Performed services for a leocal firm doing business outside the
region.

Through acgquisition of government contracts.

Cther.

This gquestion concluded the questionnaire for ‘exporting' firms. The last

three questions were designed specifically for 'non-exporting’' firms.

- Reasons for selecting local market.

The objective of the next question was to determine reasons why 'non-

exporting' firms focused on local markets. Tne question was, 'Why did you

choose to focus on the local market 7', Eight possible reascons were

specified below the gquestion. They were:
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1. Specialization/ Insufficient export market potential.
2. Regional office strategy.
3, Local government contracts.
4. Competition.
5., Barriers to entry to other markets.
6. No specific reason.
7. Lower communication costs.
B. Other.
Respondents were then asked to choose a maximum of three reasons from the

above list.

~ Export potential of ‘'non-exporting' firms.

To determine the export potential of 'non-exporting' firms respondents
were asked to estimate changes in the geographical distribution of a
firm's sales in the last five years. As with the questions dealing with
the export potential of ‘'exporting' firms, respondents were provided with
three possible answers: more local, more non—-local, and no change. The
next gquestion asked for an estimation of the expected change in the
geographical distribittion of sales in the next five yvears. The choices
were identical to the previcus guestion. In both questions, respondents
were asked to choose one answer.

The last guestion was optional. It asked respondents to specify their
job title, company's name and address. This concluded the content of the

cuestionnaire,



5.6 Test of the Questionnaire.

Aan earlier version of the gquestionnaire was pre-tested. The test was
conéucted in the form of interviews with 15 producer service firms in
Famonton. Two Firms in each service category were approached for an
evaluation. Only one employment agency was intarviewed. On the basis of
this test numerous changes were made to the wording of some guestions.
Questions requesting statistical information had to be introduced by a
detailed statement describing how the calculations were to e made. The
length of the guestionnaire had to be substantially reduced.

Thne initial version included 55 questions in all. However, respondents
stated that it was too time-consuming. Six redesigned versions were
prepared and evaluated. Finally, a version including 31 guestions was
adopted. This number of questions required less than the maximum amount
of time (set to 20 to 25 minutes) to complete. Also the layout of the
questionnaire was changed.

A pilot survey was implemented in Xovember 1987. Fifty randomly
selected offices were mailed a guestionnaire, a covering letter, and a
stamped return envelcpe. On the basis of this survey, the covering letter
was revised ané the wording of two guestions was changed.

In order to further improve the design of the guestionnaire and to
elaborate on selected guestions, a series of in-person interviews were
conducted in December 1987. As alluded to earlier in the section
discussing sampling procedure, 35 firms were approached for an interview.
Over 80.0 per cent of the firms approached agreed to the half an hour
interview. Interviews in 45 firms were conducted usually with eXecutive

presidents, partners, or market managers. The interviews led to a number



o7
of minor revisions in the wording of guestions and the overall design of
the gquestionnaire. It was suggested bv the interviewees, that the
guestionnaire booklet should not be reduced to the smaller size which
initially was envisaged as a way of reducing postage costs. As a result,
the survey was conducted using full size (8.5 X 11.0 IN) guestionnaire

bocklet, reprinted in the appendix of this thesis.



6. EXPORT SALES OF PRODUCER SERVICES.

5.1 Introduction.

Tne objective of this chapter is to analyze the export sales of
producer service firms in Edmonton. The specific research objectives are
1isted in section 3.3.1 of this thesis. The first section of this chapter
deals with the export revenue of the sector. Llso the method used to
estimate the monetary value of the export revenue is presented. Then, the
geographical distribution of sales is examined in order to determine
where Edmonton based firms sold their services. The next section of this
chapter is designed to determine whether there are any large differences
in the structural attributes of exporting firms.

In order to examine the export potential of the sector, geographic
changes in sales in the last five Years as well as the next five years,
are analyzed. To evaluate the influence of a geographical market strategy
on export sales, changes in eXport sales were Cross tabulated with the
+wo variables 'marketing employee' and 'geographic market strategy of the

firm'. Finally, reasons for selecting a specific geographical market are

examined.

6.2 Revenue of the Producer Service Sector in Edmenton.

Respondents were asked to estimate their total operating revenue in the
fiscal year 1987, Table £.1 presents the results for the selected
producer service sub-sectors in Edmontorn.

Two measures of sales were used. First, the volume of sales to nine

geographic regions (Western Canada includes Manitopa, Saskatchewan, and

o8
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British Columbia; Central Canada includes Ontario and Quebec; Northern
Territories includes the Yukon). The volume of sales 1s expressed both as
a value in dollars and as a percentage of sales to each region. The
second measure was the destination of sales shown by the freguency of
each region cited by respondents. This measure was used following the
method of estimating service sales developed by Daniels (1984). A ratio
of the volume of sales to destination of sales was calculated to examine
the average volume of sales toc each region.

The total revenue of the producer service sector in Edmeonton was
estimated on the basis of the sample. Establishments in the sample were
divided into four groups according o the number of emplovees. The groups
were: 1 to 5 employees, 6 to 10, 11 to 50, and 51 and more employees. The
average revenue for each group in the sample was calculated and then
multiplied by the total number of firms in each group in the universe of
Firms in Edmonton (see chapter four).

The total revenue of the sample of firms was egstimated as 221 million
dollars (Table 6.1). The revenue for the whole sector was 2,384 miliion
dollars. This figure can be compared with other estimates of revenue
available for 1986 from Statistics Canada (statistics Canada, Cat.No. &1~
205 and 61-206) and Alberta Bureau of Statistics (Rlberta Retail and
Sservice Trade Statistics, 1986) (Table 6.2). Due to different
classificatory procedures used in these sources it was not possible to
calculate the contribution to the Gross Domestic Product (GDP) of Alberta
by the producer service sector as defined in this thesis. According to
Statistics Canada, services, including community, pbusiness, and personal

services, contributed 18.3 per cent, that is 10,275 million dollars, to
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Table 6.2 Gross Demestic Product in Alberta at Market Prices in 1986.

Sector GDP in $ ('000,000) %
Bgriculture 2,460 4,4
Forestry 122 0.2
Mining 9,608 7.1
Manufacturing 4,383 7.8
Construction 2,876 5.1
Transportation 4,108 7.3
Utilities 2,470 &, 48
Trade 5,065 8.0
Finance 11,448 20.4
Services (1) 10,275 18.3
Public

Administration 3,330 5.9
Total 56, 145 99.9

value of Retail and Service Trade in Alberta and Edmonton in
1986.
Alberta Edmonton

Value in $ 21,275,000,000 5,880,000,000

(1) Services include community, persconal, and business
services.

Source: Statistics Canada, Cat.no.61-205 and 61-206.
Edmonton Economic Development Authority and Alberta Bureau of
Statistiecs, Alberta Retail and Service Trade Statistics, 1986.

the Albertan GDP in 1986. The value of retail and service sector revenue
in E@monton was estimated by the Edmonton Econcmic Development Authority
as 6,880 million dollars in 1986. The total revenue of the producer
service sector was, therefore, approximately one third of the total value

of retail and service revenue.



6.3 Geographic Distribution of Sales.

The principal export market for the producer service firms located in
Edmonton was the 'rest of Alberta' (excluding Calgary) (Table 6.1). Over
20 per cent of sales were to the Albertan hinterland. The second most
important market was Calgary which accounted for 7.0 per cent of the
trotal sales. Thus, 90.9 per cent of sales were to customers located
within the province of Alherta.

The largest markets outside Alberta were +he Western Provinces, 2.8 per
cent, the United States 2.2 per cent, Central Canada 1.7 per cent,
Northern Territories 1.4 per cent, and ali other destinations 1.0 per
cent. Although the proportion of sales ocutside Alberta was small, 9.1 per
cent, it represents a substantial value in monetary terms, estimated as
217 million dollars. This revenue when combined with the value of sales
to Alberta, represents a contribution of over 865 million dellars to the
local economy of Edmonton. This figure clearly demonstrates that producer
service firms located in Edmonton exported a large proportion of their
output ocutside the city.

The ratio of the sales volume to the destination of sales (V/D) shows
the average value of contracts awarded to Edmonton based f£irms. By far
the highest average value of contracts was from customers located in
Edmonton (Table 6.1). The second highest average value of contracts was
from customers in Central Canada, followed by the rest of Alberta, and
other countries. The lowest average value of contracts was from customers
in Western EZurope, South-East Asia, the Unite@ States, Calgary, ané
Northern Territories. The United States, Calgary, Western Provinces, and

Northern Territories were cited much more frequently than Western Europe



103

and South-Zast Asia as destinations of output.

in summary, Edmonton based producer service firms exported in 1887 a
large propertion of their output. Almost one third of their total revenue
came from export markets located outside Edmenton. This finding is
significant in that it clearly demonstrates that the producer service
secteor in Edmonton was involved in the intra- and interregional trade of
services. It is worth noting that the estimates presented in this chapter
can be considered conservative since they do not reflect intra-firm trade
of preducer services by head-offices of non-service firms (Coffev andé
Polese, 1987). Thus, in monetary terms, the contribution of this sector
to the local economy was, most likely, even greater than reported here.

The producer service sector includes a range of very different firms.
The major differences between these firms are described by their
structural attributes. It can be expected that the individual export
contribution of each firm will vary significantiy {see section 3.3.3).
These differences between exporting firms are examined in the next

section.

6.4 Structural Attributes of Exporting Pirms.

As alluded to in chapter three, several researchers noted regularities
in the structural attributes of exporting firms. The following section
exXamines the associations between export sales and three structural

attributes of firms in the sample.

6.4.1 Type of Service and Export Sales.

The percentage of exporting firms in each sub-sector is presented in
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Figure 6.1. Over three gquarters of all surveyed firms, 75.4 per cent, had
export sales equal to or exceeding 10 per cent of their revenue. There
were large differences between the sub-sectors in terms of the number of
expeorting firms. Two groups of producer services can be determined. The
first group includes sub-sectors with a high proportion of exporting
firms. They are computer and data processing, engineering services, and
architectural services. The second group includes sub-sectors with nuch
fewer exporting firms. This group COmprises legal services, accounting
services, employment services, marketing and advertising services, and

management and public relations consulting.

6.4.2. Geographical Xarkets and Type of Service.

There were large differences in the geographical markets of the
exporting firms in each sub-sector. No clear regularities in markecs
could be determined (Table 6.3). Thus, each sub-sector is examined
separately.

almost half of the reverue, 43.7 per cent, of the marketing and
advertising sub-sector came from exXport sales (Table 6.3). The largest
share of this revenue came from the province of Alberta, 15.4 per cent,
Central Canada, 13.8 per cent, and Calgary, 11.8 per cent. BR1ll other
destinations played a minor role.

A large proportion of the revenue of the computer service sub—sector
came from export sales, 46.9 per cent (Table 6.3). Again, alberta
contributed the largest proportion of the export sales, 13.2 per cent.
However, the sub-sector also had large export sales heyond Alberta.

Particularly worthy of note are the export sales to Central Canada, 5.9



Figure 6.1 Exporting and Non-exporting
Firms by Type of Service.
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per cent of the total sales, and to the United States, 5.7 per cent. The
sub-sector also had export linkages with the Northern Territories, 4.2
per cent. The data demonstrate that computer service firms located in
Edmonton successfully expanded their markets in North America. This is an
indication of the large export potential of these firms and, thus, their
importance to the local economic base.

The management and public relations sub-sector had strong expert sales,
49.5 per cent of its total sales (Table 6.3). As with the sub—-sectors
reviewed above, the largest proportion of the export revenue came from
Alberta, 25.1 per cent. However, the second largest market for these
services was in Calgary, 16.2 per cent. Notable are the export sales to
the United States, 4.0 per cent.

The largest total export sales were reported by the engineering service
sub-sector (Table 6.3). More than two thirds of the total revenue, 68.8
per cent, came from markets outside Edmonton. The largest sales were to
Albertan customers, 33.2 per cent. The remainder came frocm other regions
of Canada, the United States, Western Europe, South-east Asia, and 'other
countries'. The value of the export sales as well as the geographical
diversity of the engineering sub-sector's markets, indicate a large
export potential for this type of service. The sub-sector, together with
the computer service sub-sector, constitutes the core of the export
oriented producer services in Edmonton.

In contrast to these sub-sectors, almost three guarters of the revenue
in legal services came from the local market in Edmonton (Table 6.3). The
only significant export sales were made to Alberta, 18.9 per cent, and

Calgary, 6.9 per cent., Clearly, the sales of legal service firms are
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concentrated on the local market. Nevertheless, the relatively high sales
of these services to Calgary indicates that not all legal services were
s01d locally. In other weords, the sales of the legal services are less
spatially constrained than suggested in earlier studies (p.27).

Architectural service firms sold almest half of their output outside
Edmonton, 46.1 per cent. The largest export sales were mide to Alberta,
and Calgary (Table £.3). The only significant market outside the province

£ Alberta was in the United States, 4.0 per cent of the total sales.
Thus, the majority of export sales in +his sub-sector were intra-
provincial. However, sales +0 the United States suggesi that
architectural firms located in Edmonton are competitive internationally.

The volume and geographical distribution of export sales of the
accounting sub-sector were very similar to those of legal services (Table
6.3). Over three guarters, 78.3 per cent, of the total sales were to
firms in Edmonton. The only significant export sales were to Alberta,
19.3 per cent. There were no significant export sales to any other
geographical region. The sub-sector appears limited in its ability to
expand export sales.

The export sales of each sub-sector are presented in Figure 6.2. The
export sales in percentages were converted into percentage deviations
from the mean sales of the whole sector. The markets with the highest
sales can be identified by a positive percentage deviation from the mean
value of sales in all sub-sectors.

The results of this procedure show that local sales were the least
important for the engineering and management service sub—sectors. AS

indicated earlier, the legal and accounting sub-sectors were the most
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Figure 6.2 Export Sales of Producer
Service Sub-sectors.

0 Standard Deviatlon

Edmonton Alberta Canaca Foreign

Type of Service
[} Mmarketing B Computer Management Englneering
Legal [ arcnitects EEE Accounting

Source: Survey of Edmenton 1988.
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dependent on the local market. The largest proportion of engineering and
management services were sold to the Albertan hinterland. The computer

and data processing service sub-sector had large export sales to the rest
of the Canadian provinces. The largest foreign export sales were made by

the engineering and computer service sub-sectors.

6.4.3 Organizational Status and Export Sales.

The export sales of exporting firms were cross tabulated with their
organizational status. The results of this procedure are presented in
Figure 6.3.

The category of head-offices had the highest proportion of exporting
firmg, 90 per cent or 36 firms. This finding is readily explained since
head-offices are linked to their branch firms outside Edmonton. The
principal function of the branch firms is to sell services outside the
tocal market (i.e. Edmonton). A large proportion of the revenue genarated
by branch firms is channeled back to their head—cffices in Edmonion (eq.
Associated Engineering Alberta Ltd., EPEC Consulting Group, Delcan Deleuw
tather Western Ltd.). As a result the export component of head-offices 1is
usually much higher than that of any other type of firm.

The second largest group of exporting firms were branch firms while
independent firms (Figure 6.3}, had the lowest proportion of eXporting
firms, 70.9 per cent. Although the difference between the proporticn of
exporting branch and independent firms was small, this finding is
revealing. According to the case studies reviewed in chapter three (see
section 3.3.1), branch firms are least likely to export producer

services. No straightforward explanation can be proposed here. However,



Figure 6.3 Exporting Firms by
Organlizational Status.
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in Edmonton a large number of independent firms provide legal and
accounting services. As alluded to earlier, such firms usually do not
sell their services beyond Edmonton. Thus, the category ¢f independent
firms includes a large number of non—exporting firms.

over 70 per cent of branch firms had jarge export sales. In other
words, contrary to conclusions pased on case studies reviewed in section
3.3.1, branch firms in Edmonton were not tied to the local market. This
is a significant finding. It refutes the conclusion proposed by Daniels
(1984), that branch firms are selling principally on the local market.
However, most of the revenue of these firms, including export revenue,
leaves Edmonton through intra-firm channels. Therefore, it can be
expected that branch firms o not reinvest much of their revenue in the

local economy.

£.4.4 Size of Firms and Export Sales.

In this section the strength of the relationship between the employment
size of the firms and export sales is examined.

First, a cross tabulation of exporting and non-exporting firms in five
size classes was constructed (Table 6.4). Although there were minor
differences in the number of exporting and non-exporting firms in each
size class, no statistically significant associations were found. It was
found that the largest proportion of exporting firms had offices
employing between 6 to 10 workers. The smallest number of exporting firms
were large firms employing between 51 to 250 employees. This suggests a
reverse relationship between the size of firms and their exports.

Po further clarify the relationship between the two variables, a



Table 6.4 Comparison of Exporting and ¥on-exporiing Firms by Size
of Firm.

% of Exporting % of Non—-exporting Number of

Size Firms Firms Firms
1-5 72.9 27.1 87
g=-10 82.1 17.9 28
11-25 78.8 21.2 33
26-50 80.0 20.2 10
51-250 70.0 30.0 10
All Firms 75.4 24.6 168(1)

(1) 5 cases missing.

Source: Survey of Edmonton 1988.

mable 6.5 Correlations Between Export Sales and Size of Firms.

size of Firm Pearscon's Cerrelation Coefficient
1-5 027
6-10 067
11-50 - 044
51=-250 - .021

Geographical Markets

Total EXports .027
Exports in Alberta .067
Exports in Canada - .044
Exports Abroad - .021

Source: Survey of Edmonton 1988.
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Pearson correlation coefficient was calculated. Two sets of data were
utilized. The first set was grouped for number of employees and per cent
of export revenue of each firm (Table 6.5). All correlation coefficients
were very low and were statistically not significant. The second set
comprised ungrouped data for the number of employees and the per cent of
export sales to four markets: total exporis, exports to Alberta, exports
to Canada, and foreign exports (Table 6.5). Again, all correlation
coefficients were not significant. Thus, there was no statistical

relationship between the size of firm ané its export sales.

Table 6.6 Regression Results for Export Sales and Size of Firm by Type
of Service, and Organizational Status.

Pearson's adjusted Standardized

Correlation Coefficient Regression

Coefficient of Coefficient
Sub-sectors r r Beta
Marketing .2398 - .2567 - .2398
Computer .3386 .0514 . 3386
Management . 1048 -~ .0440 - 1048
Engineering .B687 . T&80%* . 8687
Legal .64586 .3256 .5496
Architects .3808 .0793 . 3808
Accounting .B946 . 7893+ .8946
Organizational Status
Independent Firm .4723 . 7893%* .B8946
Head Offices .2874 .0581 2974
Branch Firms .0001 - .05286 - 0001

% Significant at p = 0.01

Source: Survey of Edmonton 1988.
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Finally, +he linear regression model was applied using the value of
exports grouped into two broad categories. Exports for each sub-sector of
the producer service sector were regressed first against size of firms
(number of employees), and second, their organizational status (number of
firms of each type). The results of the regression analyses are presented
in Tatle 6.6.

In three out of ten cases the linear regression model fitted the data.
The highest standardized regression coefficient (Beta) was for the
accounting, auditing, and bookkeeping service sub-sector .8945, followed
by engineering consulting .8687, and legal services .6486. In these three
cases the linear regression model predicted well the expected values for
experts on the basis of the independent variable, size of firm. Rlso
there was a relatively good fit for independent firims, Beta .8946. The
relationship between exports and independent firms in the accounting sub-
sector and in legal services can be explained by & high propeortion of
noen-exporting independent firms in these two sub-sectors. However, the
good fit between engineering consulting firms and their export sales is
difficult to explain. It can be suggested, that engineering consulting
requires higher capital investment in equipment than 4o the other sub-
sectors. Such investment can be justified only by substantial export
orders and sales. Thus, larger engineering firms tend to have higher
exports than smaller firms in the same sub-sector.

There were no significant associations between the remaining variables
and exports. In short, there was no relationship between exports and the
size of firms for the sector as a whole. However, there appear to be

substantial differences at the level of individual sub—sectors.
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6.5 Geographical Change of Export Sales.

The purpose of this section is to determine the export potential of
producer service firms in Edmonton. To this end, respondents were asked
o indicate changes in local and non-local sales over the past five years
and the next five years (see section 5.5.4)., Next, the differences in
responses between exporting and non-exporting firms were analyzed.

Table 6.7 presents the results for exporting firms. Over 75 per cent of
respondents had not experiencea and did not expect, any significant
geographical shifts in their sales. However, 70 per cent (30 firms) of
those firms which had experienced a significant increase in export sales
in the last five years, expected a continuation of this trend in the

future.

mable 6.7 Cross Tabulation of Past and Future Geographical Change in
Sales of Exporting Firms.

Next 5 Years
Will Be More Will Be More Will Be About

Past 5 Years Local Non-local the Same Total
69
Were More Local 20.4 32.1 30.4 17.7
(7 (@) (7 (23)
Were More Non-local 7.1 71.4 21.4 32.3
(3) (30) (9) (42)
Were About the Same 6.2 18.5 75.4 50.0
(4 (12) (49) (&5}
Total 10.8 39.2 50.0 100.0
(14) (51) (e5) (130)

Source: Survey of Edmonton 1988.
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Llmost 40 per cent of the firms which had experienced a significant
increase in local sales in the last five years, expected to increase
their export sales in the next five years. Alsc 18.5 per cent of firms
which had not experienced much change in the last five years, exXpected to
increase their export sales in the future. The aggregate result of these
changes will be a significant decline in the number of experting firms
which had increased local sales in the past and expected a continuation
of this trend in the future. At the same time, there was a marked
increase in the number of exporting firms which had increased their
exports in the past, 32.2 per cent, and expected to increase exports in
the next five years, 39.2 per cent. The number of firms which did not
report any significant changes in the past and expected 1o changes in the
future, remained constant at 50 per cent.

These data demonstrate that the majority of those producer service
firms which already export thelr services, expect a further increase of
their export sales in the future. Only 7.1 per cent of exporting firms
that had increased their export sales in the past, expected an increase
in their local sales rather than exports. Overall, over 50 per cent of
all exporting firms either expected an increase of expoft sales in the
future or had experienced such an increase in the past and forecasted a
continuation of this trend in the future.

In contrast, over B0O per cent of non-experting firms 4id not report any
significant changes in their geographical distribution of sales and
expected a continuation of this tendency in the future (Table 6.8). Also
42.9 per cent of non-expeorting firms which had increased their local

sales, expected a further increase in local sales. On the other hand, all



118
non-exporting firms which reported ar increase in export sales1, expected
an increase in such sales in the future. This finding indicates that
there were two groups of non-—exporting firms. The first group includes
firms which expect a continuation of local sales in the next five years.
The secend group consists of firms which expect an increasing involvement
in exporting in the future. The trend becomes evident by comparing the
number of firms that increased export sales, 10.8 per cent, and f£irms
that expected to increase them, 21.6 per cent. There was only a small
decline, from 18.9 to 16.2 per cent, in the numper of firms which already
increased their local sales and expected a further increase in the

future.

Table 6.8 Crogs Tabulation of Past and Future Geographical Change in
Sales of Non—-exporting Firms.

Next 5 Years
Will Be Mcre Will Be More Will Be About

Past 5 Years Local Non=-local the Same Total
()

Were More Local 42.9 28.6 28.6 18.9

(3) (2) (2) (7)

Were More Non-local - 100.0 - 10.8

(4) (4)

Were About the Same 11.5 7.7 80.8 70.3

(3) (2) (1) (26)

Total 16.2 21.6 62.2 100.0

(6) (8) (23) «¥)]

Source: Survey of Edmonton 1988.

1 Non-exporting firms exported less than 10 per cent of their total
output.
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It can be concluded that the majority of exporting producer service
firms in Edmonton expect a similar level of export sales cor a significant
increase in the future. This finding indicates that a large number of
producer service firms in Edmonton acguired expertise and marketing
skills necessary to penetrate export markets. A continuation of this
trend, in the long-term, will significantly change and diversify the
economic base of Edmonton. As could be expected, only a small proportion
of non-exporting firms experienced, in the past five yzars, a shift
towards export markets. This situation is unlikely to change in the near
future since most of these firms provide services (eg. accounting,
auditing, legal services) to local customers only.

The structural attributes of exporting firms were cross tabulated with
their geographical changes in sales. The purpose was to determine whether
the firms which expected a further increase of export sales differed from
less active firms. However, no statistically significant associations
were found. These results show, that the geographical changes in sales
were not relaced to the particular type of service, size of firm, and

organizational status of firms.

6.6 Marketing Strategies of Producer Service Firms.

It has been suggested (Cannon, 1980, p.148), that a more careful market
selection and consequent concentration on potential key markets can
significantly increase the returns from export efforts. In many cases the
success or failure of a small firm in expanding its markets contributes
significantly to the overall performance of a producer service

enterprise, As pointed out earlier in this chapter, over one third of the
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total revenue of the producer service sector in Edmonton originated from
exports. Thus, it can be expected that a large number of exporting firms
would have developed a comprehensive marketing strategy aimed at
expanding or sustaining centacts with customers outside Edmonton. In
order to evaliuate this hypothesis respondents were asked about their
past, present, and future geographical market strategies. additionally,

they were asked if a person in charge of marketing was employed.

Table 6.9 Geographical Market Strategy of Exporting and Non—-exporting

Firms.
Exporting Non—-eXporting
Firms Firms
N e N A
Past Market Strategy 128 100.0 42 100.0
Local 5E 45.3 28 68.3
Export 7 5.5 1 2.4
Both 30 23.4 3 7.3
No Strategy 33 25.8 G 22.0
Present Market Strategy 129 100.0 42 100.0
Local 43 33.3 25 61.0
Export 9 7.0 1 2.4
Both 63 48.8 11 26.8
No Strategy 14 10.9 4 9.8
Future Market Strategy 129 100.0 42 100.0
Local 40 31.0 & 10.0
Export 10 7.8 7 17.5
No Change 79 61.2 29 72.5

Source: Survey of Edmonton 1988.
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Ls shown in Table 6.9, there were large Qifferences between strategies
of exporting and non-exporting firms. Very few firms had a marketing
strategy focusing entirely on export sales. Only a few more firms had
such strategy at present.

There was a high proportion of exporting firms, 45.3 per cent, which,
in the past, had a marketing strategy designed to increase local sales
rather than export sales. This could be explained in the context of
Cannon's description of passive exporting (Cannon, 1980). Passive
exporters are characterized by an 'ad-hoc' approach to exports (see
section 3.3.1). It is only over time that entrepreneurs of the smaliler
firms make an effort to increase exports in a planned way. This tendency
is shown in the data as a decline in the proportion of firms which
designed a marketing strategy to increase local sales, from 33.3 to 31.0
per cent. A large proportion of exporting firms, 48.8 per cent, and non-
exporting firms, 26.8 per cent, had marketing strategies aimed at
increasing export sales.

Over cne guarter of exporting and non-exporting firms reported, that in
the past they did not have any geographical market strategy. This
proportion is significantly smaller at present. Only 10.9 per cent of
exporting firms and 9.8 per cent of non-—exXporting firms have ne
geographical market strategy. This decline confirms the hypothesis that a
comprehensive geographical market strategy is essential for the
successful operation of a producer service firm.

The majority of firms, 80.5 per cent, did not have any employees
specializing in marketing (Table 6.10). However, a much higher proportion

of exporting firms had such emplovees, 29.7 per cent, than non-exporting



firms, 19.5 per cenc.

Table 6.10 Change in Sales of Exporting Firms by Marketing Employee.,

change in the Distribution of Sales

Marketing Were lore Were More Were About Total

Emplovee Local Non-local the Sanme

Yes N g 18 12 38
% 21.2 47.4 31.6 29.9

No N 14 23 52 89
% 15.7 25.8 58.4 70.1

Total N 22 41 64 127
% 17.3 32.3 50.4 100.0

Expected Change in the Distribution of Sales

Yes N 2 20 18 g
% 5.3 52.6 - 42.1 29.7

No N 11 31 48 S0
% 12.2 34.4 53.3 70.3

Total N 13 51 &4 128
% 10.2 39.8 50.0 100.0

Source: Survey of Edmonton 19B8.

There was also a relationship between an increase in export sales and
the presence of a marketing employee. Almost half of the exporting firms
which had a marketing employee, 47.4 per cent, increased their eXport
sales. Also 52.6 per cent of exporting firms which had such an employee
expected a large increase of exports in the next five years. A large

proportion of firms, 31.6 per cent, which had a marketing emplcoyee, had
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not experienced much change in sales, and 42.1 per cent did not expect
any changes in the future.

There was a large decline in the number of exporting firms which, in
the past five years, increased local sales rather than exports, 21.1 per
cent, and were expecting a further increase in local sales in the future,
5.3 per cent.

In short, about half of the total number of exporting firms which had a
marketing employee hac¢ either already increased export sales or were

expecting to do so in the next five years.

6.7 Reasons for Exporting.

The objective of this section is to determine the reasons for selecting
export markets by exporting firms and local markets by non—exporting
firms (see section 5.5.4). Table 6.11 presents frequencies of responses

for exporting firms.

Table 6.11 Reasons for Exporting.

Exporting Firms

% N
Opportunities 38.6 90
Local market was
insufficient 24.9 58
Government contracits 14.6 34
Networks with firms 8.6 20
Desire to export g.1 18
Regional office strategy 4.3 10
No reason 0.9 2
Total N 100.0 233

Source: Survey of Edmonton 1988,
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The most freguently cited reason for exporting was 'opportunities’,
38.6 per cent. This finding is consistent with Cannon's (1980) conclusion
that producer service firms usuaily do not have any comprehensive
marketing policy specifically designed to increase export sales. The
majority of these firms are very small (fewer than 5 employees), and they
lack time and other resources necessary for systematic monitering of the
markete and marketing their products.

almost one guarter of exporting firms cited 'specialization because
1ocal market was insufficient' (Table 6.11), as the major reason for
expeorting producer services from Eémonten. This finding implies a certain
maximum level of local sales beyond which the supply of producer services
exceeds local demand. In cannon's terminology, such firms could be
ciassifie@ as 'active' exporters because they develop a policy toward a
specific expert market. The third most frequently cited reason for
exporting was 'government contracts'. This demonstrates the importance of
government assistance in winning contracts outside the local market. In
other words, a large proportion of exXport contracts is dependent on the
purchases by the local (municipal and provincial) government which then
transfers the contract to its branches outside Edmonton. Such assistance
is particularly important for small firms that lack resources and
expertise in dealing with customers outside Edmonton. Almost four fifths
(Taple 6.11), of exporting firms cited these three reasons as the most
frequent rationale for exporting.

The reasons for exporting were cross tabulated with structural
attributes of firms. All sub-sectors were simitar and ne important

differences could be identified.
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To examine whether there were any differences in the methods of
exporting between firms of various types, respondents of exporting firms
were alsc asked, 'How did the firm get involved in non-local sales ?'.
The frequencies of the responses are listed in Table 6.12. The most
frequent answer was, 'initialized contacts with clients outside the
region'. This demonstrates that an active search for clients outside
Edmonton was the most frequent way of finding a new market. Joint
ventures with local firms already servicing export markets was the second
most frequent answer {(Table 6.12). dcquisition of government contracts
was the third most frequent method. Finally, supplying services to cther
local firms which were exporting their services was the fourth most

freguent method of exXporiing.

Table 6.12 The Most Frequent Methods of Exporting.

% N
Initiated contacts with clients outside the region 34.1 72
Used local contacts to develop external contacts 24.6 52
Threugh the acquisition of government contracts 13.7 29
Performed services for a lecal exporting firm 13.3 28
Other 7.6 16
Began as an exporter 6.7 14
Total 100.0 211

Source: Survey of Edmonton 1988.

The reasons for selecting the leocal market by non-experting firms are

listed in Table 6.13. The results are, to a degree, similar to the
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answers of the exporting firms. The most frequently cited rationale for
selecting the local market was 'no specific reason'. As in the case of
exXporting firms, non-exporting firms did not have any specific geographic

market strategy.

Table £.13 Reasons for Local Market Sales.

Non—exporting Firms

A N
No specific reason 26.1 12
Export market was
insufficient 17.4 8
Government contracts 13.0 &
Other 10.9 5
Competition 10.7 5
Regional office strategy 8.7 4
Lower communication costs 8.7 4

Barriers to entry to other
markets 4.3

[

Total N 100.0 46

Source: Survey of Edmonton 1988.

The second most freguent reason was, 'specialization because exporc
market potential was not sufficient' (Table 6.13). This implies a
deliberate evaluation of geographical markets in order to determine the
potential sales. The third most frequent reason wWas ‘government
contracts'. This finding shows that both non-—exporting and exporting
firms relied heavily on government orders for their source of revenue.

'Other reasons' and 'competition outside Edmonton' were cited by only a
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few firms.

6.8 Summary.

in summary, Edmonton has a large and diversified producer service
sector. A large number of firms in this sector export services beyond
Edmonton. Over one third of the total revenue originates from export
sales. It amounted to over 200 million dollars in 1987. The total value
of producer services' sales was close to 2,400 million dollars. The
principal market for producer services exported from Edmenton was the
province of Alberta. Seven per cent of export sales were to Calgary. The
largest sales outside Alberta were to the Western Provinces and the
United States. These results confirm the hypothesis advanced in sectien
3.3.1 that producer services play a contributing role in the economies of
medinm sized peripheral cities. Contrary to conclusions proposed by
Stanback and Noyelle (1982), Fdmonton exports a large volume of producer
services.

There were large differences in export sales between individual firms.
The most freguently exported services were engineering, architectural,
and computer services. Other types of producer services were exported but
less freguently. Particularly low were the export sales of legal and
accounting services, Head-offices were the most important experters
followed by branch and independent firms. Contrary to Daniel's (1984)
results, branch firms were experting a large proportion of their output
beyond the local market. For the sector as a whole the size of the firms
was not significant for the export sales. However, differences emerged

between individual types of services. The engineering, accounting, and
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legal services sub-sectors' exports were related to the size of the firm.

The export revenue of the preducer service sector in Edmonton will
increase in the future. A large number of firms already exporting
forecast a significant increase in export sales in the future. Moreover,
over one f£ifth of non-exporting firms expect a significant geographical
shift of their sales toward exXport markets although most will remain
local in orientation. Although geographical market strategies helped
£irms to expand or increase their sales o markets outside Edmonton, only
a few firms have such a strategy at present. The majority of £irms
attempted t0 increase their sales in and outside Edmonton simultaneously.
However, managers of most firms indicated that they will develop such a
strategy in the future.

Over one third of exporting firms develop their export sales as a
result of copportunities rather than a planned effort. The insufficient
size of the local market and governmental orders were two most freguently
cited reasons for seeking customers ocutside Edmonton. The government's
assistance in meeting export contracts was particularly important for
small firms.

The results presented in this chapter demonstrate that in spite of the
peripheral location of Edmonton, the producer service sector generates
large export revenues. On the evidence presented here, the significance
of this sector to the local economic base should increase in the future.
In the next chapter, the linkages of the exporting firms with their
customers and suppiiers are examined. The purpose of this analysis is to
determine whether there are any regularities in the input-output linkages

of firms that export.



7. INPUT-OUTPUT LINKAGES OF PRODUCER SERVICE FIRMS.

7.1 Intreduction.

This chapter focuses on the input—output linkages producer service
firms have with other secters of Edmonton's economy. There are two
objectives to this analysis. The first objective is to determine who are
+he customers of the producer service firms in Edmonton. The second
objective is to examine whether there are any differences in the input
requirements of exporting producer service firms. The specific research
objectives were outlined in section 3.3.2 of this thesis.

dccording to recent studies, reviewed in section 3.3.2, a large
proportion of the demand for producer services originates from within the
sector itself as well as from the public sector and the construction
industry. Thus, the hypothesis here is that the growth of the sector may
not be as dependent on the direct demand from the primary and secondary
sectors as previously suggested (Stanback and Noyelle, 1982) . To test
this hypothesis, the output linkages of the producer service firms with
their customers are examined in the first part of the chapter. A
following section examines output linkages of the exporting sub—sectors.
The objective is to determine whether the output linkages of the
exporting sub-sectors differ from those of the non—exporting sub-sectors.
The third section of the chapter focuses on the input linkages of the
exporting firms. The objective is to determine what are the input
requirements specific to the exporting firms. To achieve this objective,
input linkages of the exporting firms are compared with those of the non-

exporting firms, The reasons feor hiring subcontractors from outside

129
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Edamonton are examined alsc. The objective here is to identify the types

of services and why they are imporited by producer service firms located

in Edmonton.

7.2 Output Linkages of the Producer Service Sector.

In this section, the major customers of the producer service sector are
identified. The proportion of total sales made to each type of market was
determined from the survey (see section 5.5.3}. The results were
aggregated, Table 7.1 Shows the percentage of sales and an estimate of
tne sales value made to each market in the fiscal year 1887. The

frequency of response is included.

Table 7.1 Output Linkages of Producer Service Firms in Edmonton.

Sector A vaiue $ ('000) N
Primary 12.4 216,413 8B
Manufacturing 4.6 80,282 75
Construction and

Transport 10.4 181,508 87
Commerce 7.1 123,914 73
FIRE 7.7 134,386 75
Producer Services 15.7 274,007 87
Government 26.2 457,260 116
Final Consumers 11.8 203,842 100
Other 4.1 71,556 3g
Total 100.0 1,745,527 73%

Source: Survey of Edmonton 1988.
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The most iwmportant customer of the producer service sector in Edmonton
was the government (Tabie 7.1). Over one quarter of the whole output,
estimated at close to half a billicon dellars, was sold to the public
sector. The second largest customer was the producer service sector
itself. Over 15 per cent of the total output was purchased bv producer
service firms. This amounts to over one quarter of a billion dellars. The
value of producer services s0ld to the primary sector was over 200
million dellars. Only marginally smaller was the value of the contracts
with final consumers (individuals). Over 10 per cent of the total output
was abscrbed by the construction and transport sector (Table 7.1)}. These
five markets purchased over three quarters, by value, of all producer
services sold in Edmonton in 1887.

Thus, the data showed that the public sector and other service sectors
purchased the bulk of producer services in Edmonton while the goods
producing industries consumed relatively little of this output. The
growth and future development of this sector in Edmonton depends on the
level of demand from the government and from other service sectors., In
other words, a manufacturing base is not a prerequisite for developing
the producer service sector. The producer service sector can develop in
response to demand from other sectors as well. In the case of Edmonton,
the key source of demand is the government. However, there may be other
sources, for example the high-technology industry, agribusiness,
transportation, and service sectors (Daniels, 1985a). The data also
support the hypothesis outlined in section 3.3.2, that producer service
firms, as defined here, function as suppliers of intermediate inputs to

other sectors of the economy. As such, they reduce imports of producer
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services from outside Edmonton by substituting local inputs of preducer
services. An example is the engineering sub-sector which provides local
inputs of services to government. the construction industry, and primary
producers of oil and gas products. Typically such inputs regquire
substantial capical which is lost to the subcontractors outside Edmonton.
Local producer service firms that provide such inputs to local firms

reduce capital outflow and indirectly reduce the need for intermediate

imports.

7.3 output Linkages of Exporting Sub-sectors.

It can be expected that there will be large differences in the
s=ructure of the output linkages betueen exporting and non—exporting sub-
sectors (see section 3.3.2). This section of the chapter identifies the
major customers of the sub-sectors exporting a large proportion of their
services from Edmonton. These sub—Sectors were identified in section
£.4.1 of this thesis as engineering, computer, and architectural
services. The exports of each will Dbe discussed in turn.

The following observations can be made about Table 7.2. The engineering
service sub-sector shows an exceptionally high degree of dependence on a
narrow segment of the market, namely the government. Rlmest half of the
output of this sub-sector was purchased by the government. The second
largest source of demand for the engineering services was the primary
sector, followed by the construction and transport sector. These three
sub-sectors accounted for over 80 per cent of the total output of the
engineering services. Such a high degree of dependence On & nNarrow

segment of the market shows the importance of government contracts to the
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exporting sector of Edmonton's producer services.
The output linkages of the architectural service sub-sector were
similar to those of the engineering service firms (Table 7.2). The
most important customer was the government, followed by the construction

and commerce sectors. These three sectors accounted for over 70 per cent

Table 7.2 Output Linkages of Producer Service Sub-sectors.

(% of total sales)

Sector Ma Em Co Mg En Le Ar Ac Total
Primary 15.4 15.1 6.8 6.5 21.4 2.3 3.8 10.4 2.4
Manufacturing 6.5 22,2 4.1 2.2 5.8 3.6 1.9 5.7 4.6
Construction and

Transport 2.5 7.0 10.0 2.0 16.1 0.9 2i.5 10. 10.4
Commerce 4.9 7.0 9.7 3.2 2.5 9.1 186.7 11.1 7.1
FIRE 14.0 1.0 5.8 16.6 2.5 17.4 0.% 6.1 7.7
Producer Services 27.2 7.0 i3.4 17.2 6.1 19.0 15.9 28.0 15.7
Government 17.0 7.3 30.5 21.7 42.8 7.7 32.6B 7.8 26.2
final Consumers 2.5 33.5 7.0 24.1 1.4 37.4 5.1 11.4 11.8
Other 10.0 - 2.3 6.5 1.5 2.7 1.7 .4 4.1

Note: (Ma) Marketing Services, (Em) Employment Services, (Co) Computer
Services, (Mg) Management farvices, (En) Engineering Services, (Le)
Legal Services, (Ar) ArchZ#eccural Services, (Bc) Accounting
Services. o

Source: Survey of Edmonton 1988.

of the total output produced by architectural firms. However, unlike the
engineering service sub-sector, architectural firms had significant sales
to final consumers (Table 7.2). The architectural sub-sector was less
dependent on the government than were engineering firms. Nevertheless,

almost one third of the total output was sold to the government. Thus,
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the government also plays an important role in the exports of this sub-
sector.

The most important market for computer services was the government
(Table 7.2). The second most important customer was the primary sector
followed by firms within the sector itself. The strong linkage of this
sub-sector to the government reflects the high demand by government
institutions for specialized computer and data processing services. Firms
involved in resource extraction and processing also showed a relatively
high demand for computer services. The structure of the output linkages
of the computer service Iirms shows that the government, the goods
producing sectors, and producer services themselves were the major
consumers of the producer services.

In contrast, the most important customers of the non-exporting sectors,
for example management and legal services, were final consumers. Producer
service firms were the most important customers for the marketing and
accounting sub—sectors (Table 7.2). Employment service firms are
underrepresented in the sample (see section 5.3), therefore, the results
for this sub-sector are suggestive rather than representative., Over two
t+nirds of their total output was purchased by final consumers. This
indicates that the majority of firms in Edmonton did not use employment
service firms in their staff hiring practices.

In conclusion, there were large differences between exporting and non-
exporting firms in their output linkages. The major customer ©f exporting
firms was the government while a relatively large proportion of the

output of the non-exporting firms was sold to final consumers.



135
7.4 Input Linkages of the Producer Service Firms.

The major objective of the analysis of input linkages is to determine
whether input reguirements of exporting firms differ from the
requirements of non—exporting firms. Three types of inputs were the
focus, inputs of preoducer services, inputs of goods and services other
than producer services, and inputs of labour. Local and non-local
suppliers of goods and services were determined (see section 5.5.3). Each

type of input will ke discussed in turn.

7.4.1 Inputs of Producer Services.,

Cver half, 54.3 per cent, of the producer service firms in the sample
did not report any inputs of producer services. The rest of the firms had
extensive service inputs in 1987. Figure 7.1 shows the percentage
distribution of inputs by tvpe of service of these firms.

Exporting firms purchased over 20 per cent of all producer services
from cutside Edmonton compared to 12.1 per cent by non—exporting firms.
The largest difference was in the category of the financial and legal
services. EXporting firms purchased much less financial and legal
services compared to non-exporting firms (Figure 7.1). The extensive
input linkages of non-exporting firms with the local financial and legal
service firms contributed to the significantly higher level of local
service inputs (87.9 per cent - non-exporting firms, 79.4 per cent -
exporting firms) for these firms. It is difficult to determine whether
the lower inputs of financial services of exporting firms were caused by
a lower demand for these services or lower availability of such services

from the local banking and financial institutions. The latter explanation
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is supported by the results of a survey of service firms in Alberta by
Zlberta Economic Development and Trade (1986). The survey found that
1scal financial institutions considered export ventures of small producer
service firms too risky. As a result, local banks and financial
igstitutions were reluctant to back finance preojects of a large segment
of the local producer service sector. Consequently, exporting firms
sought other forms of financing outside the local banking and financial
institutions. According to the survey, the alternative financing was
provided mainly by lccal government, venture capital, and joint projects
with other firms outside Edmonton. The difficulties of local producer
service firms in financing export ventures creates & serious barrier to
expanding and increasing export sales of the sector.

EXxporting firms had larger inputs of locally supplied computer,
engineering, management, and marketing services, than non-exporting firms
(Figure 7.1). These firms also purchased more producer services
outside Edmonton., The largest importers of producer services,
particularly computer services, were large head-offices. The smallest
imports of producer services were made by branch firms employing between
25 to 50 emplovees. However, smaller firms employaing fewer than 11
workers imported a similar velume of producer services irrespective of
their organizational status.

The aggregated results indicate the reasons for purchasing producer
services outside Edmonton. They are listed in Table 7.3 (see section
5.5.3). The highest mean score was 3.90, the lack cf the 'reliability of
subcontractor'. The reliability of subcontractors was rated high because

of the significant rate of closure of firms in Edmonton {see p.63). Many
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firms turned to subcontractors outside Edmonton with established
reputations and records of high gquality services. The second most
important reason was 'service not available locally'. It indicates that a
nicne exists in Edmonton in the preducer services market whnich, to uate,
has been filled by subceontractors located outside the city. It also
demonstrates that there is a room for expansion for entrepreneurs in this

segment of the

Taple 7.3 Reasons for Hiring Non—local Supcontractors.

Reason Mean Scores Rank
Reliability 3.90 1
Service not available locally 3.84 2
company/Industry specific link 3.49 3
Competitive prices 3.40 4
hoccessibility 3.38 5
Contacts within the firm 3.28 6.5
Competitive reasons 3.28 6.5
Other 2.95 8
Communication costs 2.93 =]
Necessary contacts as part of exporting 2.35 10

Source: Survey of Edmonton 1988,

economy. Such a development of the local producer service base could
considerably help other producer service firms expand their markets.
The third reason for purchasing services outside Edmonton was
‘company/industry specific 1ink'. It demonstrates the importance of
intra—firm linkages of branch firms with their head—offices. In some
cases, branch firms located in Edmonton were unable to make decisions

concerning purchases of producer services. The links between head-offices
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and their branch firms are usually of the service input type.

The data presented in Table 7.4 show the input linkages of the sub-
sectors. The producer service inputs varied significantly between the
sub-sectors. The expor:ting sub-sectors, engineering, computer, and
architectural services, had higher inputs of computer and engineering
services than non-exporting sectors {Table 7.4). They had also much lower
inputs of financial and legal services. The two exporting sub-sectors,
engineering and computer services, purchased a& large percentage of
producer services outside Edmenton. However, architectural service firms
purchased a lower share of their producer service inputs outside Edmonton
than the other sub-sectors. Computer and engineering services were the
major inputs imported by the exporting sub-sectors (Table 7.4).

There were large differences in the reasons for hiring non-local
subcontractors by each sub-sector (Table 7.5). The most important reason
for engineering firms to seek subcontractors outsige Edmenton was that
the service was not available locally. This was followed by
'reliability'. These reasons indicate that engineering firms which eXport
rheir services had considerable difficulties in finding appropriate
computer and engineering subcontractors in Edmonton.

The major reason for hiring subcontractors py computer firms was
‘reliability' (Table 7.5). The term 'reliability' refers here to the good
reputation and quality of the products provided by the subcontractors.
According to tne results of the survey, many local subcontractors were
unreliable due to frequent foreclosures and poor quality of their
products. This recurring rationale for importing producer services needs

addressing by the economic development authorities in Edmenton and the
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local Chamber of Commerce. This point is discussed in more detail in the
summary of this chapter. The second rationale for subcontracting by
computer service firms was 'company/industry specific link'. This is
readily exrlained by referring back to section 4.5.2 of this thesis. The
computer service sub-sector has the highest percentage ¢f branch firms in
Edmonton. Llse, in section 6.4.3 it was established that branch firme
exported a large propartion of their output. As a result, hranches of
computer service firms located in Edmonton which exported their services
from Edmonton, imported a large proportion of their inputs. As such their
contribution to the local economic base is reduced since non—-local rather
than local subcontractors are hired.

Architectural service firms imported only a small proportion of their
inputs (Table 7.4). The major reasons for hiring non-leccal subcontractors
were 'company/industry specific 1ink' and 'other reasons' (Table 7.5).
Llthough relatively few architectural firms are branches, there are
extensive linkages between these firms. Offices of architects are usually
organized as formally independent partnerships. Such crganizational
arrangements allow them to penefit from economies of scale whenever a
need arises to aggregate resources. Such arrangements often involve firms
in different cities. Thus, linkages between +hem are the major reascn for

subcontracting outside Edmontoen.

7.4.2 Inputs of Goods and Other Services.
From Table 7.6 two observations can be made about the inputs of gocds
and other services to producer service firms. First, the majority of

these inputs were supplied by local firms. Second, there were large
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differences between exporting sub-sectors in their input requirements
(Table 7.7). Each of these observations is discussed in turn.

Table 7.6 shows the inputs of goods and other services of exporting and
non-exporting firms. Over 80 per cent of these inputs came from Edmonton.
Exporting firms, however, purchased a marginally higher percentage of
goods and other services from outside Edmonton. The bulk of purchases,
for both expeorting and nen—exporting firms, consisted of furniture,
office supplies, computer hardware and software, and printing services.
The largest percentage of inputs purchased cutside Edmonton were computer

nardware and software.

Table 7.6 Local and Non—local Inputs of Goods and Cther Services for
Exporting and Non—exporting Firms.

(% of total spending)

Exporting Nen-exporting

Firms Firms
Local Inputs 80.7 83.3
Furniture and Office Supplies 24.9 23.6
Hardware and Software 18.9 24.7
Printing Services 19.2 22.3
rucks and Cars 7.8 g.0
Other o.8 4.7
Non-local Inputs 19.3 16.7
Furniture and Office Supplies 3.0 4.1
Hardware and Software 6.8 6.2
Printing Services 3.2 4.0
Trucks and Cars 2.1 1.2
Other 4.2 1.2

Source: Survey of Edmenton 1988,
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The computer service sub-sector purchased over one third of its goods
and other service requirements from outside Bdmonton. The largest imports
were computer hardware and software. These reached 22 per cent of the
total inputs. Engineering firms imported a much lower percentage of their
inputs, 18.5 per cent. Again, the largest share of these purchases
consisted of cemputer hardware and software {Table 7.7). Architectural
service firms obtained over 90 per cent of goods and other services from
Edmonton. This was the highest level of locally purchased inputs of all

sub-sectors.

7.4.3 Inputs of Labour.

The last category of inputs examined here is inputs of labour.
Respondents were asked to indicate what type of employees they hired on a
full time basis during 1987. Figure 7.2 shows the frequencies of their
responses,

It is evident from these data that the most frequent labour inputs were
professional and technical employees. There were, however, large
differences in these inputs between the exporting and non-exporting
firms. Over 60 per cent of all new employees hired by exporting firms
were technicians and professionals compared with about 40 per cent hired
by non-exporting firms. EXporting firms hired fewer managers than non-
exporting firms. Marketing and sales employees were hired more frequently
by exporting firms. This finding reflects a tendency for exporting firms
te internalise marketing and advertising services. Those producer service
firms that freguently export their services reguire marketing and

advertising expertise much more frequently than firms that ¢o not export.



Figure 7.2 Labour Inputs: Percent of New
Employees by Occupation for Exporting
and Non-exporting Firms.
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B5 a result, it is cheaper to hire marketing and advertising staff
permanently.

As could be expected, both exporting and non-exporting firms hired
relatively few blue-collar workers. However, non-exporting firms hired
twice as many such workers as exporting firms. This finding demonstrates
that the bulk of producer services exported from Edmonton reguired highly
trained professionals. Their inputs are thus embodied in the cutput of
producer service firms. The data reviewed here indicate that exporting
firms require substantially higher inputs of highly trained and
specialized labour than neon—exporting firms. Examples of such inputs
incliude computer aided design, data processing and analysis, survey

research, laboratory testing, and other forms of specialized knowledge.

7.5 Summary.

Over one guarter of all producer services were purchased by the
provincial and municipal governments. The increase in subcontracting is
due to the recent efforts of these governments tc reduce public sector
employment (Government of Alberta, 1984). The main areas of
subcontracting are engineering, computer, and architectural services. The
second largest sales of producer services were to the producer service
sector itself, These results show that the growth of producer services in
Edmonton was not primarily associated with the direct demand from the
primary and manufacturing sectors. The growth was due to the intermediate
demand for these services by the government, and to linkages to the
producer service sector itself. Although sales to the primary and

manufacturing sectors were significant they were comparatively less
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important than the demand for producer services Dy other sactors.

In contrast, the output linkages of the non—exporting firms were mostly
with final consumers and with the producer service sector. Government
contracts were far less important for non-exporting firms than for
exporting firms. This leads to the conclusion that exports of producer
services from Edmonton depend largely on the demand by the provincial anc
municipal governments. The government sector 1s the major subcontractor
of preducer services which are then distributed through governmental
channels outside Edmonton. This finding has important policy
implications. The growth and @iversification of Edmonton's producer
service sector depend on the active involvement of governmental
institutions. Thus, if the objective of the regicnal economic development
policy was to increase the export of producer services, these
institutione should address financial and marketing needs and input
requirements of expeorting producer service firms.

More than half of all producer service firms in Edmonton obtained
necessary producer services 'in-house'. No purchases were made from other
firms. The rest of the firms have wide input linkages with other sectors
of the economy. Over 80 per cent of all inputs of the producer services,
goods and other services, were purchased from producer service firms
located in Edmonton. However, exporting firms bought a substantially
higher proportion of preducer services from outside Edmenton. The bulk of
these imports were engineering and computer services, and computer
nardware and software. The principal reason for these imports was the
unreliability of the local subcontractors. Tirms in each exporting sub-

sector indicated that the unreliability of local suppliers was the major
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problem for them. The high rate of closure of producer service firms in
Edmonton should become an area for concern for local economic development
organizations and the Chamber of Commerce. An improvement in the
reliability and product quality of local firms, particularly computer
software services, could be achieved through the establishment of
industrial parks subsidized by the government. The objective of such
assistance should be the provision of reliable high guality computer
services. Such investment will likely exXpand the exXport petential of
iocally operated producer service firms. The second reason for importing
producer services is the lack of some specialized services in Edmonton.

There wWere no other regularities in the input regquirements of exporting
firms. Inputs of goods and other services were specific to each sub-
sector. Although the majority of input requirements was satisfied
locally, again exporting firms had a higher proportion of imports of
goods and other services than non-exporting firms.

There were large differences in the labour inputs between exporting and
non-exporting firms. The knowledge-intensive occupations, such as
technicians ané prefessionals, constitute 60 per cent of all labour
inputs of exporting firms. In contrast, non-expeorting firms hired twice
as many blue-collar emplovees as exporting firnms.

In the next chapter, the factors in the location of producer services
in Edmonten are investigated. The objective of this investigation is to
determine what factors of leocation are important to exporting firms.
These factors have important policy implications for the development of

Eémonton's producer service sector.



8. FACTORS IN THE LOCATION OF PRODUCER SERVICES.

8.1 Intreoduction.

The objective of this chapter is to identify factors which are
impertant to the location of producer service firms which export. The
analysis here is in the aggregate. No inferences are made about the
factors in the location of individual firms. The purpose of this analysis
is to determine the average ratings of locaticnal facters as rated by all
firms which export their services Irom Edmonton. The specific objectives
and research design of this chapter are outlined in section 3.3.3 and 3.4
©of this thesis.

Regional inequality of producer services has proved difficult to
explain by deductive models derived from classical location theory. The
actual location of producer services does not follow the simple
hierarchical order implicit in such models. The behavioural approach
adopted in this chapter offers a complementary framework (see section
3.3.3).

In the first section of this chapter, two types of locational factors
are examined. They are the objective assessments of the traditicnal
economic factors and subjective judgements held by individvals involved
in the location decision. Since most of the producer service firms in
Edmonton are small, the individual preferences of the key decision-makers
in such firms are likely to be very important in the choice of location
(Beyers and alvine, 1985). The secon® section of the chapter examines the
relationship between these perceptions and the factors used to locate in

the city.

150
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8.2 Economic Factors in the Location of Producer Service Firms.

A filtering guestion asked whether ESmonton was deliberately selected
on the basis of an economic evaluation (see section 5.%5.2). This question
was included in the survey to filter out only those respendents whe
explicitly considered econcmic factors. Almost two thirds of the
respondents in the sample indicated that they did not undertake such an
evaluation prior to the location decision. The following section examines
only the responses of 63 firms which considered economic factors. All
percentages used in this section refer to this sub-sample as 100 per

cent.

Table 8.1 Mean Scores of Economic Factors of Location.

Economic Factors of Lecation Mean Score N Rank
Low rent 2.90C 58 7
Proximity to clients 4.12 60 1
Proximity to competition 2.26 61 =)
Proximity to suppliers 2.08 80 10
Access to transport and communication 2.98 80 5
Good profit making prospects 3.87 62 2
Good labour relations 2.72 61 8
Good potential for expansion 3.76 3 3
Good prospects for the growth of

city's economy 3.7 &1 4
Lecess o highly skilled labour 2.95 63 &
Good export prospects 2.03 62 11

Source: Survey of Edmonton 1988.

Eleven economic statements on lorcation were listed in the questionnaire

(see p.85). The mean scores of these factors are presented in Table 8.1.
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Four statements were regarded as important by the majority of
respondents. They were: 'proXimity to clients', 'good profit making
prospects', 'good potential for expansion', and 'good prospects for the
growth of city's economy'. Bll of these statements correspond to market
pull factors in the formal neo-classical medels of location {Chapman and
Walker, 1988).

The majority, over 60 per cent, of these respondents considered three
factors as not important. They were: 'good export prospects', 'proximity
to suppliers', and 'proximity to competition'., The low mean score on
tgood export prospects' shows that the location decision of producer
service firms was based on an evaluation of the local rather than export
market. Proximity to suppliers and competition were not considered
important. The mean scores on the remaining statements were aifficult to
interpret because there were an almost egual number of high and low
ratings. For example, 'access to transport and communication systems' was
rated as important by 48.8 per cent of the respondents who rated economic
factors and by 36.7 per cent as not important.

An ensuing question asked which of the factors were ceonsidered most
important and secong most imporfant. It waS necessary to ‘force' a rating
of the factors in this manner because of the probability that the
respondents might rate all or most of the factors as 'very' or 'somewhat
important'. Almost haif of the respendents rated 'proximity to clients'
as the most important economic factor. This factor was equally important
for exporting and non-exporting firms. Two other factor:, 'good profit
making prospects' and 'good potential for expansion', were cited together

by 31.6 per cent of the respondents. Thus, €0 per cent of the respondents
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rated one of the three factors as the first most important economic
factor.

The second most important factors were 'good profit making prospects',
17.5 per cent, 'good potential for expansion', 17.5 per cent, and
proximity to clients', 14.0 per cent. This indicates that almest half of
the respondents who considered economic factors chose one of these three
factors as the first or the second most important factor in the location
of their firm.

In conclusion, only one third of all respondents considered economic
factors in their location decision. Two thirds of these respondents rated
Edmonton as the city with a sufficiently large local market. The city

offered to them good profit making and growth prospects.

g£.2.1 Economic Factors in the Location of Exporting Firms.

There were too few responses from the employment and legal service sub-
sectors to ¢ross tabulate the results with ratings on the economic
factors. All other sub—-sectors returned sufficient number of
guestionnaires to calculate the mean scores on each factor. The resulis
are presented in Table 8.2.

The computer and engineering service firms rated economic factors
similarly. The computer service firms rated 'proximity to clients' as the
most important economic factor in their location decision. The second
highest mean score was 'good potential for expansion' (Table B.2). This
finding demonstrates that computer service firms located their offices in
Edmonton because of the growing demand for their type of ™ ~vices in the

city. 'Good profit making prospects' was also rated highly among the most
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important eceonomic factors. a1l other factors were not significant in the
location decision (Table 8.2).

The mean scores of the engineering service firms were almost the same
as the computer service firms (Table 8.2). The highest t{hree scores were
on the same factors, although 'good profit making prospects’ was rated
higher. The firms in the architectural services sub—sector rated the
factors differently. The highest score was 'good prospects for growth of
the city's economy'. The second highest score was 'proximity to clients'
followed by 'goeod peotential for expansion'.

All exporting firms rated 'proximity to clients' and 'good potential
for expansion' as very important in selecting their locations. On
average, 'good expor: prospects' scored very low. Thus exporting is not
an important economic factor for £irms locating in Edmonton. This is a
significant finding in that it shows that new firms locate in Edmonton
mecause of the size of the local market. The export component emerges
only after the new firm is established on +he local market. This
demonstrates the diffictlties in designing a policy aimed at increasing
export sales of the pcooducer service sector in Edmonton. The major motive

£ the local producer service firms seems to be to increase local saies
rather than export sales.

Table 8.3 presents the mean scores on the economic factors for
exporting and non-expeorting firms. The major difference between the two
ratings is in one factor. 'Good profit making prospects' was the most
important economic factor for non-exporting firms. 'Good prospects for
the growth of city's economy' was less important for non-exporting firms

than for the exporting cones. The highest mean score for exporting firms
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was on 'proximity to clients'. These data demonstrate that profit making

was a major locational consideration for non-exporting firms. Although

Table 8.3 ¥ean Scores of Economic Factors of Location for Exporting
and Non-exporting Firms.

¥ean Scores

Exporting Non-exporting
Economic Factors of Location Firms Firms
Low rent 2.84 3.07
Proximity toO clients 4.15 4.00
Proximity to competition 2.30 2.14
Proximity to suppliers 2.17 1.77
Access to transport and communication 2.93 3.14
Good profit making prospects 3.72 4.33
Good labour relations 2.76 2.60
Good potential for expansion 3.73 3.87
Good prospects for the growth of

city's economy 3.74 3.60
Access to highly skilled labour 3.04 2.67
Good eXport prospects 2.1 1.80

Source: Survey of Edmonton 158B.

exporting firms rated this factor highly, three other factors were ore
important (Table 8.3). The apparent lack of concern about & broader
economic context is perhaps the major reason for low exports of services

by many producer service firms.

g.3 Non—economic Factors in the Location of Producer Service Firms.
Nine non-economic statements on location were included in the

guestionnaire (see section 5.5.2). The mean scores on the non-economic
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factors are presented in Table 8.4.

Five factors were rated as important in the location decision. The
highest mean score had 'good connections to the business community',
followed by 'good knowledge of the local market', 'personal preference’,
‘size of the city', and 'family ties in the city'. All other factors were

not important (Table B.4).

Table 8.4 Mean Scores of Non—economic Factors of Location.

Non-economic Factors of Location Mean Scores ¥ Rank
Amenity of the environment in the city 2.97 166 =]
The size of the city 3.46 166 4
Personal preference 3.80 166 3
Family ties in the city 3.30 166 5
Local education 2.81 166 7
Good connections to business community 4.12 166 1
Good knowledge of the local market 4,02 165 2
Prestige location 2.36 166 B
No other alternative 2.25 166 ]

Source: Survey of Edmonton 1988.

These scores suggest that in the average opinion of the respondents a
successful producer service firm in Edmonton reguired a very good
knowledge of the local market coupled with a network of personal contacts
in the publi¢ and private business community. This finding supports the
concliusion reached by other researchers that the producer service sector
depends, to a large degree, on personal face-to-face contacts (see

section 3.3.3). Moreover, two factors, 'personal preference' and 'family
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ties in the city', indicate the significance of subjective factors in the
locational decision. In this sense, producer services are 'footloose’
because their locational requirements can be met by a number of
alternative locations. The perception of the city's environment, as well
as factors personal to a decision-maker, play an important reole in this

decision.

g2.3.1 Non—economic PFactors in the Location of Exporting Firms.

apart from employment service firms all other sub-sectors returnec
enough guestionnaires to compute statistics. The mean sgores on the nen-
economic factors grouped by type of service are presented in Table 8.5.

The non-economic factors were rated similarly by all firms. 'Geod
connections to business community' and 'good knowledge of the local
market' were the most important factors for all firms except the legal
and accounting services (Table 8.5). 'Personal preference' and ‘family
ties in the city' played, on average, a more important rele for these
firms than any other factor.

Computer and data processing firms rated 'good connections to business
community' and 'good knowledge of the local market' as the most important
locational factors (Tahble 8.5). The other two important fastors were
'personal preference' and 'size of the city'.

The factor the engineering service firms considered the most important
was 'good knowledge of the local market'. This was followed by 'good
connections to business comminity', 'perscnal preference', and 'family
ties in the city'. The most important factor for architectural service

firms was, again, 'good connections to business community'. This was
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followed by 'size of the city', 'good knowledge of the local marke:', and
'personal preference’.

There were no important differences in the ratings of the non-economic
factors between exporting and non-exporting firms. In other words, the
choice of location is not affected by the export orientation of the
firms. This finding is consistent with the earlier observation (see
section B8.2.1) that exporting is not a significant facter in locating

prodgucer services,

8.4 Perceptions of the Economic Environment in Edmonton.

The purpose of this section is to determine the images of the economic
environment of Edmonton held by the respondents. The location decisien is
subject to some objective inputs and assessments referred to in this
rnesic as economic factors of location., While the importance of these
objective inputs is not to be underestimared, the location decision also
involves many subjective judgments {Persson, 1879; Daniels, 1984)1. These
arise, for example, from traits of the individual, their evaluation of
the environmental attributes of possible iocations and the quality of
amenities in the vicinity, the prospects of good labour relations at cne
location rather than another, or factors personal to the individual
making the location decision. Objective analysis of economic factors may
indicate several equally adeguate locations, thus leaving the final
decision to subjective assessments of, for erample, the relative

environmental attributes of the alternatives.

! almost 100 per cent of the respondents inciuded in the survey
indicated that they considered non-economic factors of location
while only one third considered economic factors.
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There is a growing recognition in the field of producer services
research of the value of behavioral research (see section 3.3.3). The
success of this research will depend on a thorough understanding of
individual decision—-making by groups of individuals within an
organization, and of the decision—making process in organizations
themselves. The link between environmental images and cheoice of location
is not easy %0 measure and remains a matter for considerable speculation.
There is no attempt in this thesis to solve these problems.

The image of the economic environment is measured here on the basis of
two lists of statements (see section 5.5.2). The first set, 'positive
perceptions', is a list of favorable economic conditions. These
statements were determined on the basis of previous research as having a
positive influence on the producer service firms. The 'negative
perceptions’', which comprise the second list of statements, are economic
conditions which have a negative impact on the new firm. Respondents were
asked to choose statements most closely corresponding to their images of
the ecconomic conditions and environment which they held prior to their
decision to locate & firm in the city.

An important limitation of this method is that all respondents, in
fact, already had made their decisions. Thus, it can be assumed that
their positive perceptions of the economic conditicns in Edmonton
outweighed the negative ones. In order, at least partly, to overcome this
problem an introductory statement was included in the questionnaire which
explicitly stated that the ensuing question refers to perceptions prior
to making the decision (see section 5.4.2). Nevertheless such a provision

was not entirely satisfactory. The combined positive and negative



perceptions of all respondents form an asgregate image of the economic
environment in Edmonton,

Frequencies of the positive perceptions of the economic envireonment are
shown in Tabie 8.6. Two statements were cited most frequently 'good
economy and potential for growth', 71.4 per cent, and 'need for our
service in the city', 67.9 per cent. The third most frequently cited
statement was 'quality of the environment, 20.2 per cent. Frequencies of

all other perceptions were low {(Table 8.6).

Table 8.6 Frequency of Positive Perceptiocns.

Positive Perceptions % N
Quality of the environment 20.2 34
Good economy and potential for growth T7i.4 120
Need for our service in the city 67.5 114
Specific industries in the city 1.3 19
Ties with other offices 13.7 23
Quality of city's workforce 3.6 <]
No perception 6.5 11
Other 6.5 1
Total 168

Source: Survey of Edmonton 19E8.

Tne range of positive perceptions was between one and five (Table 8.7).
Most of the respondents cited either one, 30.9 per cent, or two
perceptions, 44.6 per cent. In other words, more than 73 per cent of the
whole sample cited no mere than two perceptions. The najority of thenm

were managers of independent firms employing fewer than 1! workers.
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Larger firms, employing more than 10 workers, cited more perceptions than
small firms. 'Ties with other offices' and 'specific industries in the
city' were cited more frequently by large firms. Also branch firms cited
more perceptions than any other type of firm. 'Ties with other offices'’
was cited more frequently by these firms. In all cases, 'good economy and
potential for growth' and 'need for our service' were the most frequently
cited statements. Nine respondents, the majority of them accounting
firms, indicated that they had no perceptions at all. All of these firms
employed fewer than 6 workers. All other statements were cited by a very

small number of respondents.

Table 8.7 Range of Positive Perceptions.

Range (X)
Positive Perceptions 1 2 3 4 5
Quality of the environment 1 S 18 3 3
Good economy and potential for growth 15 66 29 7 3
Need for our service in the city 16 61 27 7 3
Specific industries in the city 3 4 5 5 2
Ties with other offices 2 8 =] 3 L
Puality of city's workforce - - 3 1 2
No perception g 2 - - -
Other 5 - 2 2 1
Number o©of Respondents N 50 75 31 7 3

Source: Survey of Edmonton 1988.

Almost all entrepreneurs considered the economic environment in

Edmonton as favorable for the growth of producer services. Although the
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«erm 'good econemy' is ambiguous, its more precise meaning was determined
from in-person interviews with individual managers and presidents of
firms (see section 5.6). The interviewees stressed the long term
prospects for a steady increase in the demané for producer services in
the city. Thus, the term 'good economy' was synonymous with 'steady or
increasing demand for our service' in the long term perspective, usually
i0 to 20 years. The second statement, 'need for our service in the city'
referred to short term perceptions of the mariet conditions and demand
for producer services in the city. The third most fregquently cited
perception corresponded to personal preferences of th2 respondents. Those
who selected 'quality of the environment' expressed a personal preference
for the natural en-ironment in and around Edmonton. These three
perceptions of the economic environment constituted the core of the
positive image of Edmonton.

The frequency of citing negative perceptions of the economic
eanvironment are shown in Table 8.8. Five statements were cited most
fregquently. They were, in order of frequency, 'cyclical nature of the
local economy', 'lack of economic @iversity', 'nothing', 'distance from
other large cities', and ‘competition'. All other statements were cited
less fregquently, although, in contrast to the fregquency of the positive
perceptions, the differences were much less wronounced, For example,
'poor tax structure' and 'small size nf the local market' were cited by
13 per cent of the respondents.

The range of negative perceptions was between one and siX statements
(Table 8.9). However, no respondent cited five statements and only one

cited six. Thus, the majority of respordents perceived between one and
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Table 8.8 Frequency of Negative Perceptions.

Negative Perceptions

Small size of the local market

Distance from other large cities

Quality of the environment

Lack of the economic diversity
Cyclical nature of the local eccnomy
Poor economic prospects for the city

Poor tax structure

Conservative business climate

Parochial attitudes in the region

Competition
Nothing
Other

Total

-}

-

—

w N
- L] . L]
= NIt - OB OO W

[N =
SJWOWOWY WwWw - 0w Ww

Source: Z.orvey of Edmeonton 1588.

Table 8.9 Range of Negative Perceptions.

Negative Perceptions

Small size of the local market
Distance from other large cities
Quality of the environment

Lack of the econemic diversity
Cyclical nature of the local economy
Poor economic prospects for the city
Poor tax structure

Conservative business climate
Parochial attitudes in the region
Competition

Nothing

Other

Number of Respondents N

TO;m 1wk

)
WO R

D
w

7
10

20
20

M ] b Wwo W

44

Range
3

6
12
3
16
16
1
LY
4
10
12

2

29

[P N T SR N NN

I w = b

—

] = a0

| N

Source: Survey of Edmonton 1988.
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four negative factors of Edmonton's economic environment. In other words,
there was & considerable number of combinations of negative perceptions.
2lmost half of those respondents who cited only one statement had no
negative perceptions of the economic environment in Edmonton. Since the
survey included only those f£irms which already hacd offices in Edmonton,
i+ could be expected that there would be a relatively large number of
such responses.

The second most fregquently cited statements were 'eyclical nature of
the local economy', followed by 'competition', 'small size of the local
market', 'lack of economic diversity', and 'poor tax structure'. Of those
who cited two perceptions, almest half cited '*lack of economic
diversity', and 'cyclical nature of the local economy'. Two other
perceptions were cited fregquently 'qistance from other large cities', and
‘poor tax structure'. The largest number of combinations of the negapive
perceptions were in the category of those respondents who cited three
statements. The most frequently cited statements were!l 'lack of economic
diversity', 'cyciical nature of the lccal econony', 'distance from other
iarge cities', 'competition’', and ‘parochial attitudes in the region’.
Those respondents who cited more than one statement selected 'lack of
economic diversity', ‘'and cyclical nature of the local economy' most
fregquently.

The positive and negative perceptions were cross tabulated (Table
8.10). The statement 'cyclical nature of the local economy' was cited
most frequently by respondents who also cited 'guod economy and potential
for growth' as well as 'need for our service in the city'. The same

responses were cited by those who selected 'lack of economic diversity'.
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Tahle 8.10 Cross Tabulation of Positive and Negative Perceptions.

Negative Perceptions

Positive Perceptions 1 2 3 4 5 = 7 B 9 10 11 12
1 & 8 - 12 14 - 6 3 B 5 5 -
2 14 22 3 37 44 2 14 10 14 23 28 9
3 1€ 2t 5 33 38 & 14 t0 13 17 26 9
4 4 4 - 7 7 1 4 1 3 4 2 -
5 4 3 2 10 8 3 1 1 - 5 4 i
6 - - - 2 3 = 1 = 1 2 2 -
7 1 3 1 = 2 - - 2 - 1 4 1
8 2 2 - 4 2z - 1 1 - 1 3 3

Positive Perceptions:

(1) guality of “he environment.

{(2) Good eccnomy and potential for grow:th.
(3) Need for our service in the city.

(4) sSpecific industries in the city.

(5) Ties with other offices.

(6) Quality of city's workforce.

{7) No perception.

(8) Other.

Negative Perceptions:

(1) sSmall size of the local market.

(2) pistance from other large cities.

(3) gQuality of the environment.

(4) Lack of the economic diversity.

(5) Cyciical nature of the local economy.
(6) Poor economic prospects for thc city.
(7) Poor tax structure.

{8) conservative business climate.

(9) Parochial attitudes in the region.
(10) Competition.
(11) Nothing.
(12} other.

Scurce: Survey of Edmonton 1%88.
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Thus, the most freguently cited negative perceptions were selected by
those wWho cited the most freguent positive perceptions. In other words,
most of the respondents held similar perceptions of the economic
environment in Edmonton. The aggregate image of the local economy held by
the entrepreneurs consisted mainly of two positive and two negative
perceptions. First, the positive long term perception of the economic
prospects for Edmonton's economy and increasing demand for preducer
services. Second, the negative perception of high dependance of the local
economy on the energy sector and the associated economic fluctuations.

There were no significant differences in positive and negative
perceptions within the sample. That is, contrary to the hypothesis stated
in chapter three (see section 3.3.3), there were no distinct groups of
respondents who either rated Edmonton favorably or pocorly. This suggestis
that there were no significant differences in the images about the
economic conditions in Edmonton among respondents. Thus, the differences
in ratings of the factors of location, discussed earlier in this chapter,
result from specific requirements of different types of firms rather then
images about the economic environment held in the aggregate by the
entrepreneurs. Particularly importakt to the location decision are the
preferences of the individual entrepreneurs. The perceptions of the
economic conditions were, within certain margins, the same for all
entrepreneurs.

The positive and negative perceptions were analyzed in terms of the
structural attributes of firms. Only minor differences were found between
the sub-sectors. There were no differences in positive and negative

perceptions between exporting and non-exporting firms. Respondents in all
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firms held very similar images of the city's economic conditions.

£.5 Summary.

In this chapter, an attempt was made to determine the importance of
certain econgmic and non-economic factors in the location of producer
services, Then, the aggregate image of the economic environment held by
+he entrepreneurs was assessed., The significance of the locational
factors was evaluated on the basis of mean scores on a five point rating
scale.

Only one third of the respondents evaluated economic factors prier to
locating in Edmonton. This supports bDaniel's (1984) suggestion, that
traditional factors of location are less significant for preoducer service
firms than classical models imply (Coffey and Polese, 1987) . Those who
considered such factors decided to locate their firms in Edmonton because
of the large local market and associated favorable prospects for making
profit and expanding business. The export of services from Edmonton
played no significant role in the decision to establish a firm in this
city. This apparent lack of interest in a broader economic context
deserves further attention in future studies. It was suggested earlier
(see Introduction), that the lack of understanding of the role producer
servigces play in the urban economy on the part of the government and
local economic authorities, is a major obstacle in their development. The
examination of the economic factors of location presented here shows that
many key decisicon-makers in producer service firms also underestimate the
role of exporting. This finding demeonstrates that the future growth of

the sector in Edmonton depends, to a large degree, on the wider
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recognition by the business community of the role producer services play
and can play in its performance.

There were no significant differences between exporting firms in the
ratings of the non-economic factors of location. Good connections to the
pusiness community coupled with good knowledge of the local market were
considered by the majority of respondents as the most important factors.
211 other factors reflected the individual preferences of the
entrepreneurs. This f£inding shows that Edmonton was selected by many
fFirms as the best location because of personal preference or the family
ties of the decision—-makers rather than for purely eccnomic
considerations.

zlmost all entrepreneurs considered the economic environment in
Edmonton as favorable for the growth of producer services. The
respondents stressed good long term prospects for a steady increase in
£he demané for their services. The negative perceptions focused on the
cyclical nature of the local economy and lack of economic diversity
preventing producer service firms from entering new markets. There were
no distinct groups of respendents whe either rated Edmonton favorably or
pocrly. All respondents held very similar images of the economic
environment in Edmonton. Thus it was not possible to assess the influence

of different images on the ratings of locational factors.



9. CONCLUSIONS.

increasing attention is being focused on the role producer services
play in urban economies. In the past, much economic theory and practice
was structured around the influence exercised by the material and goods
producing industries in urban economies rather than producer services. It
is only recently that producer services have attracted sericus attention.
although debate on the impact of structural changes on the urban economy
and the economy at large is far from over, the emerging consensus among
researchers is that producer services play an important role in
development. The importance of these activities lies not only in the
enployment they offer but also in the role they perform in facilitating
production and their contribution to the economic base of cities. The
central argument of this thesis is that producer services can contribute
to the economic base through exporting. The goal of this study was to
determine whether producer services are being exported from Edmonton, who
are the exporters, where are they being exported, and how much is
e¥portad. The theory outlined in the introductory chapter of this thesis
tresses the role the producer service sector plays in the economic
growth of Western Canadian cities. The intention of this thesis was to
contribute through an empirical analysis to the debate on the role of
producer services in urban growth. This goal was achieved through several
specific research objectives presented in chapter three. They are briefly
summarized below.

First, the relevant literature was reviewed to determine the function

of producer services in urban eccnomies in Canada and abroad. Secondary

171
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data were then compiled to determine the number, type, and size of
producer service firms in Edmonton. A similar database was collected for
Calgary and Alberta so that comparisons could be made with the producer
service sector in Edmonton.

To determine the export sales of producer services a Survey of a sample
of preoducer service firms in Eadmonton was undertaken. Then, the major
characteristics of exporting firms were examined to determine their
structural attributes.

The output linkages of exporting firms were examined and compared with
+he output linkages of non-exporting firms. The objective was to
determine who were the customers of the producer service firms which
export and to find the cause of the high rate of employment growth in
producer services in Edmonton. Input reguirements of exporting firms were
investigated in order to estaklish whether there were any differences
between exporting producer service firms. Finally, factors which are
important to the locaticn of exporting producer service firms were
examined. Two types of locational factors were investigated. The
objective assessments of the +raditional economic facters and subjective
judgements held by individuals inveolved in the location decision. In the

fpllowing section, the major findings of the study are summarized.

9,1 Summary of Empirical Findings.

Edmonton has a large and diversified producer service sector. In 1986,
over 30 per cent of all producer service firms in Alberta were located in
this city. For example, engineering consulting and architectural design

firms were represented by 505 offices in Edmonton. Moreover, producer



173
services was the fastest growing sector of Edmonton's economy in terms of
employment between 1971 and 1981. The majority, that is 92 per cent of
all firms, were small and employed fewer than 26 workers. The most
frequent type of firm was an independent office managed by a local
entrepreneur. There were large organizational differences between the
sub-sectors. The engineering consulting sub-sector had the highest
proportion of head-offices, followed by computer service and management
consulting firms. The computer service sub-sector had the highest
proportion of branch offices in Edmonton.

The survey of a sample of producer service firms revealed that 75 per
cent of them export services beyond the ioccal market in Edmonton. Over
one third of the total revenue of the sector came from export sales. The
export revenue reached over 800 million dollars in 1987. This compares
with the retail trade revenues in Edmenton of 4,500 million dollars in
1981, while the value-added to manufacturing goods amounted to 1,800
million dollars in 1983. The whole service sector represents nearly 58
per cent of the provincial GDP while the mining industry accounts for 27
per cent (The City of Edmonten, 1987). Thus, it can be concluded that the
producer service sector significantly contributed to the economic base of
Edmonton. Although its export revenue was smaller than the teotal revenue
of other sectors, the total revenue of the preoducer service sector was
close to 2,400 million dollars; that is more than the teotal value of
manufactured goods produced in Edmonton.

The largest market cutside Edmonton was the rest of Alberta, including
Calgary; the latter city accounted for 7 per cent of export sales by

itself. Kore than 9 per cent of sales were to customers outside Alberta.
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The largest sales were to the Western Provinces and the United States.
Thus, contrary to conclusiens proposed by others, Edmonton exports a
large volume of producer services in spite of its peripheral lecation and
lack of a large manufacturing base. However, producer service firms
located in Edmonton are largely confined to the intra-provincial market.
Sales outside the province, with the notable exception of engineering
services, piay a minor role.

There were large differences in export sales between individual sub-
sectors. The most fregquently exported services were engineering,
computer, and architectural services. Other sub-sectors were selling
their services to customers in Edmonton. Legal and accounting services
were largely local. The largest exporters of producer services were head-
offices. Branch firms and independent firms exported a much lower
proportion of their output. It was established, however, contrary to
Daniel's (1984) findings elswhere, that branch firms in Edmonton were
exporting a large procportion of their output. Size of firm was not &
significant factor for export sales. The results showed small firms can
be as effective exporters of producer services as iarge firms. 3 notable
exception were the engineering firms whose exXports increased with the
size of firm.

The export sales of producer services will increase in the future.
Exporting firms expected a significant increase of export sales in the
next five years. Also, over one fifth of firms which exported less than
10 per cent of their output (defined here as non-erporting firms)
expected a significant geographical shift towards markets outside

Edmonton. Few firms, however, developed a marketing strategy aimed
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specifically towards customers outside Edmonton. Thus, a typical
exporting firm in Edmonton can be described as a ‘passive exporter'. Over
one third of all exporting firms developed their export sales because of
opportunities rather than a planned effort. This finding is indicative of
potentially much larger export sales than is the case now. The next
section of this chapter elaborates on this point.

Over one quarter of the total output of the producer service sector was
sold to the government. This sector was also the main customer of the
engineering, computer, and architectural sub-sectors. The second largest
consumers of producer services wWere other service sectors including
commerce, finance, insurance, real estate, and producer services. Thus,
the growth of the producer service sector in Edmonton is not associated
with the demand from the primary and secondary sectors as studies
reviewed in chapter three imply. The development of the sector in
Edmonton is tied to final demand for producer services by the government,
and to complex linkages within the various service sectors. The
importance of demand for producer services from the primary sector should
not be underestimated. However, the futurn of producer services in
Ecmonton depends on the combined demand from the government and ssrvice
sectors. This finding also demonstrates that a large manufacturing sector
is neot a prereguisite for the successful development of locally based
producer service firms.

More than half of all producer service firms in Edmonton did not
purchase any producer services from other firms. The remainder of the
firms had extensive input linkages with other firms. Most produvcer

services were purchased from firms lecated in Edmenton. Over 80 per cent
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of all other inputs, that is material goods and other services, were
obtained from f£irms located in Edmonton. This finding implies a high
degree of integration of the producer service sector with the local
economic base. It also shows that producer service firms, most likely,
spend a large propeortion of their revenue with local firms. However,
firms with the highest potential to contribute to the local economy, thac
is exporting firms, imported almost twice as many services and geoods as
non—-exporting firms. The bulk of these imports were engineering and
computer services, and computer hardware and sofiware. Because of the
importance of this leakage of revenue reasons for importing were
examined.

The major reason for imports of services was the low reliability of
local subcontractors. Bll exporting firms indicated that the reliability
and quality of some locally managed firms were major problems. These
problems are addressed in more detail in the policy implications section
of this chapter.

Thnere were also large differences in labour inputs between exporting
and non-exporting firms. Exporting firms hired almost twice as many
professionals and technicians as non—-exporting firms. Thus, the pool of
skilled labour was an important input factor for exporting firms.

Traditional economic factors were less significant for the location of
exporting firms than nec—classical models imply. Over twc thirds of the
entrepreneurs surveyed didé not consider such factors in their locational
decision. Instead they considered a variety of subjective factors such as
personal preference, quality of the environment, and family ties. This is

a2 significant finding which implies that future modelling efforts should
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be dirested towards behavioural rather than the formal classical approach
to location. Those who considered economic factors located their firms in
Edmonton because of the large local market and expected prospects for
making profits and expanding their operations. Exporting of services did
not play any significant role in the location decision.

The majority of firms rated non-econeomic facteors in a similar manher.
All key decision—makers considered geood connections to the business
community and a thorough knowledge of the local market to be the most
important factors in the location of producer services. All other
considerations stressed the individual preferences of tie entrepreneurs.
This finding demonstrates the importance to the location decision of the
individual businessman's personal preferences and family ties. Almost all
entrepreneurs considered the economic environment in Edmonton as
favourable for the growth of producer service firms. Long term prospects
for growth and a steady increase in demand were considered by the
majority as the principal positive feature of Edmonton's economy. The
negative perceptions focused on the cyclical nature of the local economy
and lack of economic diversity. In aggregate, the majority of the
managers and entrepreneurs held similar images of the economic

environment in Edmonton.

9.2 Theoretical Synthesis.

These findings have important implications for any future theoretical
work aimed at linking the growth of the producer service sector with
urban economic growth. In the introduction to this thesis it was steted

that no theory articulates clearly the interrelationships between urban
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growth, the development of producer services, and exports ¢i these
services. Such a theory must include the following empirical
generalizations arising from the findings in this thesis.

First, the producer serﬁice sector provides a stimulus to local
economic growth through the creation of new jcb oppertunities. Secdnd,
+ne producer service sector contributes directly to the economic base of
cities through non-local and export sales. Third, the producer service
sector's role lies in its contribution to other sectors in terms of
enhancing their productivity, and facilitating innovation, investment and
technology transfer. The type of linkages petween producer services {i.e.
engineering, computer, management services) and their clients suggests
tnat this type of service may help to maintain or increase the
comparative advantage of industries located in a particular region.
Fourth, a manufacturing base is not a prerequisite for the development of
a producer service sactor.

additionally, a theory of urban growth in a post-industrial economy
must address the following broad guestions, each related to a different
scale of analysis. The dynamic analysis of the employment shifts in the
economy should incorporate the notion of a direct transition from a
resource based to a service based ec-momy. The finaings presented here
clearly demonstrace that such a scenario is not only possible but is
already in evidence in Edmonton. The prime stimulus for the development
of the local producer service sector and assnciated non-local sales is
another sarvice sector, the government. Therefore, the existing theories
which ignore the government's involvement, such as the theory of stages

of econcmic develcpment and the Fisher—Clark medel, have to be modified.
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At the interregionél level the traditional core—periphery framework,
nierarchical model of flows, and theory of services' trade have to be
revised. Cities such as Edmonton occupying the middle ground betwsen very
large metropolitan centers and the lower levels of the urban hierarchy,
sell their locally produced services to other urban centers. Thus, the
notion of an essentially non~tradeable character of services has to be
abandoned. The evidence presented in this thesis indicates that the
direct contribution of producer services to the local economy will
increase in the future.

At the regional scale two opposite processes Seen to be at work. First,
contrary to earlier predictions, producer services are increasingly
concentrated in a few relatively large cities, Thus, the two primate
cities in Alberta, Edmonton and Calgary, dominate almost the entire
intraregional trade of producer services. However, the opposite trend of
deconcentration operates at the inter—-provincial level. The producer
service firms tend to be distributed between large and medium sized
cities in each province.

These three levels of enquiry should be addressea in the
conceptualization of the post-industrial or service-dominated phase of
urban growth and development. This thesis provides strong support for the
need to re-evaluate and re-think the theory explaining the growth of
cities in the service econony.

The findings outlined here have important policy implications for the
producer service sector in Edmonton. The following section of this

chapter focuses on the practical policy implications of this study.



180
9.3 Policy Implications,

Three major policy implications for the producer service sector in
Edmonton result from the present study. First, the export of producer
services can be significantly increased. Second, the government can play
a key role in promoting the export of producer services. Third,
reliability and quality of some producer services should be improved in
order to increase exports of the sector as a whole. Each of these issues
is addressed in detail below.

Although the effect increased service inputs and innovation have had on
urban economies is not resolved satisfactorily, the gradually emerging
body of research implies that producer services can and will increasingly
play a major role in the development of cities. 'Given the role of
Producer services in the growth of productivity and international
competitiveness, it may well be that spending a given amount of subsidy
on producer services generates more employment, output, and productivity
in all of Canada and in specific regions than does the more standard
spending on production facilities and social overhead' (Grubel and
Walker, 198S, p.259). The focus of this thesis was on the export
contribution of these activities to the economic base of Edmonton., The
results nave shown that despite a peripheral locaticn and the lack of a
manufacturing base, producer service firms located in Edmonton export a
large proportion of their output. Thus, an eXpansion of the export
markets and an increase of export sales could significantly influence the
composition oi the economic base of the city.

As Grubel and Walker point out, 'The policy implications of these

characteristics are clear in principle. Peolicies which encourage
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industries that use producer services will ctimulate demand for them as a
by-product. However, policies which encourage the development of producer
service firms can also be e¢xXpected to stimulate the growth of the
industries using thew. The difficult problem is to know empirically the
conditions under which it is more advantageous to subsidize producer
service production rather than its use [...] If development policies have
to be undertaken in the absence of solid empirical knowledge about
relative rates of return, they should be neutral in their relative impact
on the two sectors' (Grubel and Walker, 1989, pp.193-194).

At the moment, however, there is no specific economic policy in
Blberta focused on this type of econcmic activity. The long term proposal
for an industrial strategy in Alberta and Edmonton (Government of
hlberta, 1984) did not make any explicit reference 1in its pelicy
obhjectives to producer services. Even though the long term goals of the
economic policy set in this document were to diversify the Albertan‘
economy, only primary and high technology industries were considered to
be worth further attention.

Even more revealing is the fact that entrepreneurs and managers of the
producer service firms are also largely unaware of the exprort potential
of the sector. This appareni lack of a broader economic perspective is a
serious barrier to increasing export revenue of the sector. Thus, if
broadening of the local economic base through development of the producer
service sector is to be effective, future economic policy must explicitly
acknowledge the role of exporting in this development. The awareness of
the potential benefits of exXports of producer services has to be

increased both among governmernt officials and policy makers, as well as
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local entrepreneurs themselves.

It i3 postulated here that government should help private producer
service firms to expand export markets through an assistance program
aimed at designing market strategies. The government should alsoc
introduce a financial subsidies scheme whose objective would be to
improve reliability of the local suppliers of inputs to producer service
firms and promotion of the producer service sector's proaucts outside
Edmonton. This last suggestion leads to the second pelicy implication.

The major customer of the producer service sector in Edmonton is the
government. This finding has broad policy conseguences. First, the
government might provide assistance in identifying potential markets
outside Alberta. This policy objective could be achieved jointly with the
private sectcr firms specialiZing in marketing research. Second, local
economic development authorities should develop an investment policy
providing financial assistance or tax exemptions for projects involving
producer services. Particular attention should be given to knowledge and
human capital intensive ventures. Third, the purchasing policies of the
local government should favour purchases from local producer service
firms. This policy, however, should retain an element of competitiveness
toc avoid distortion of the market mechanism. Fourth, the government
should financially assist projects involving exports of producer
services, The role of the government should be limited to the initial
stages of the project. After successful penetration of a market
government assistance should be minimized. This suggestion is
particularly important considering the apparent reluctance of the

financial institutions in Edmonton te finance export ventures of small
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firms. Fifth, the government should help selected firms in engineering
and computer service sub-sectors to broaden the range and quality of
services. The aim of this policy is to create a reliable base cof producer
service firms supplying a broad range of high quality services to firms
exporting services. This last suggestion leads to the third policy
implication. It was established through the present study that the
principal reason for imports of engineering and computer services was low
reliability and quality of locally supplied services resulting from the
high rate of closures in Edmonton. This rate of closures of producer
service firms should become an area of concern for local economic
development authorities and the Champer of Commerce. The improvement of
the reliability and gquality of local suppliers will increase export
potential of locally operated firms.

The combined effect of the recommendations made here should increase
competitiveness and thus the export of producer services in Edmonton.
Moreover, a significant diversification of the local economic base should
be achieved. However, the producer service firms can contribute to the
iocal economy in other ways. The systematic research of the growth
inducing role of producer services should become a major objective of the
future research in this area. The specific¢ suggestions for future

research in this area are discussed next.

9.4 Suggestions for Future Research.
There are four groups of recommendations for future research. First,
there is a need to replicate this study in other Western Canadian cities.

Second, other ways in which producer services con-ribute to urban
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economies should bke investigated. Third, the effect of policies discussed
in the previous section (if implemented) should be examined. Fourth,
models of the location of producer services should incorporate
behavioural factors

The results presented in this study demonstrate that a medium-sized
peripheral city can successfully develop a broad range of preducer
services. While there is good reason tc believe that exporting producer
services is common to most Western Canadian cities (Beyers and Alvine,
1985; Ley and Hutton, 1987}, there is clearly a need to verify the
generality of this finding. Particularly pressing is the need to
replicate the study in Calgary, using the research design presented here,
As shown in chapter four of this thesis, Calgary had in 1986 cver 64 per
cent of all engineering consulting firms in Alberta. Because of the lack
of comparative data it can only be assumed that Calgary based engineering
service firms are also involved in exporting. This assumption is strongly
supported by the fact that Calgary had three times as many firms in this
sub-sector as Edmonton, a very high number for a city slightly smaller
than Zdmonton. It is unlikely that the demand from the numerous oil
companies headquartered in Calgary could justify the presence of almost
1500 private enganeering consulting firms in this city. A verification of
this hypothesis is needed if the nature of competition for primacy
between Edmonton and Calgary is to be understood.

The focus of this thesis is on the exports, that is, non-local trade of
producer services. There are, however, other channels through which
producer services can contribute to the urban economy (see chapter

ihree), Producer services are a dynamic force driving the production of
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goods. According to a recent study by Grubel and Walker (1989), service
industr.es are the vehicle by which new technology is introduced into tne
goods processing process. The new technology and technigues introduced in
such a way can lead to the lowering of production costs, the development
of improved and new products, and new and efficient methods for the
distribution of goods and resources. Thus, the inputs of producer
services contribute significantly to the competitive advantage of one
region over another in the production of goods. The end r2sult is the
increased productivity of geoods preoducing industries which, in turn,
export their products outside the local market. The bulk of producer
services have numan and knowledge capital as one of the main inputs.
Thus, their output provided to other firms embodies this human and
knowledge capital. As these outputs are used as inputs inte the further
production of goods and services they end up included in goods and
services for final consumption and in exports. The difficult task of
gquantifying the effects which increased service sector inputs and
innovation have had on the goods producing sector should be a top ranking
item on an agenda for future research.

The investigation of the link between goods producing and producer
service sectors is particularly important since, theoretically, there is
no limit to the proportion of services embodied in the value of goods,
short of the full 100 per cent. Goods and services in the final use and
export will consist of ever-increasing amounts of embodied human and
knowledge capital. Thus, the understanding of the interdependence between
the two sectors is a researcnh problem of prime impcrtance,

The third research agenda should focus on the effects government
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policies have on the producer service sector. As indicated earlier, it is
not clear whether such policies should be aimed at the users or producers
of the producer services., Theoretically, both types of policies should
have an effect of increasing employment in producer services, contribhute
to the productivity of the users, and increase competitiveness of both
sectors. However, no such policies exXist at present in Canada. If
implemented, their effects should become the focus of systematic
monitoring.

Finally, the existing and future models of location of producer
services should incorporate the behavioural approach. While the role of
purely economic factors should not be underestimated, the present study
clearly demonstrated the importance of non—economic factors to the
location of producer services. The focus of future studies should be on
the role of the individual entrepreneur in the location decision. The
particular influence of personal preferences to this decision should be
the focus. It is postulated here that such an approach will significantly
improve our understanding of the location of producer services.

Although the present study focused on the empirical testing of the
hypotheses relating to the export trade of producer services, some
practical recommendations for policy design for the producer service
sector were possible. However, the major success of this study is that
the contributing role of the producer service sector was verified. It is
hoped that these results will help us to understand the role producer
services play in urban economies and thereby open the way to better
understanding cf the nature of complex changes in the economies of the

Canadian cities,
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THE QUESTIONNAIRE IS DIVIDED INTO SEVERAL SECTIONS. THE FIRST FEW QUESTIONS
ARE CONCERNED WITH BASIC INFORMATION ABOUT YOUR FIRM.

Q1. What is the orgentzationel status of your office ? (Circle one number)
| INDEPENDENT OFFICE 2 HEAD-OFFICE 3 BRANCH-OFFICE

If your office is a branch-office in which city is the head~office 7

Q2. Which of the following best describes the services provided by your firm ?
(Circle meximum three {tems)

Advertising
Credit reporting and colliection

Blueprinting and photocopying

Employment services

Computer programming

Dats processing

Computer installation and maintenance
Computer related services

Research & Devslopment Laboratory

10 Menagement consulting

11 Marketing

12 Public relations consulting

13 Dstective and protective services(security)
14 Equipment rental and leasing

1S Photofinishing services

16 Commaercial testing laboratory

17 Legal services

18 Lendsceping and erchitecture

19 Enginsering consulting

20 Architecturel consulting

21 Accounting, suditing, bookkesping

22 Gther (speciry)

O DU DN —

03. How meny employees do you have now at this office ?
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NOW HERE ARE SOME QUESTIONS ABOUT THE LOCATIONAL CHOICE OF YOUR FIRM.
PLEASE READ EACH QUESTION CAREFULY, THEN CIRCLE THE NUMBER THAT CORRESPONDS
MOST CLOSELY TO YOUR OPINION ABOUT THE ITEMS LISTED.

THIS IS WHAT THE NUMBERS MEAN IN QUESTIONS 5,7, AND 16,

1 {ndicates that the 1tem spacified i3 {n your opinicn not at all important

2 Indicatea that tha Stem specified i3 in your opinion not too important

3 Indicates that the {tem specified 13 in your opinion neither impartant nor unimportant

4 Indicetes that the {tem specified is in your opinion somewhat important but not very important
S Indicates that the item specitied is in your opinionvery important

Q4. Was this city deliberately selecled on ths basis of an sconomic svaluation as the
best location for your firm ? (Circle one number)

1 NO (skip to Q7)
2 YES

Q5. In dsciding where to locate your firm, how did you rate each of the foliowing
factors when your firm was established in this city 7 (Circle the sppropriste
number for each item).

Not at all  Not too Neutral GSomewhat Very

important important important important
(1) Low rent 1 2 3 4 5
{2) Proximity to ciients (markst) 1 2 3 4 5
(3) Proximity te competition | 2 3 4 5
(4) Proximity to suppliers (subcontrectors) ! 2 3 4 5

(5) Access to transport and communication

systems 1 2 3 4 5
(6) Good profit making prospects i 2 3 4 5
(7) Good lsbour relations 1 2 3 4 5
{8) Good potential for expansion 1 2 3 4 5
(9) Good prospects for the growth of the city's | 2 3 4 S
sconomy
(10) Access to highly skilled l1abour } 2 3 4 S
{11) Good export prospects 1 2 3 4 5
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Q6. which of the factors listed in Question 5 do you regard as the most important and
second most important ? (Write the item number in the appropriate box)

[:I MOST IMPORTANT CONSIDERATION
El SECOND MOST IMPORTANT CONSIDERATION

Q7. How did you rate each of the following fectors when your firm was established
in this city ? (Circle the appropriate number for each 1tsm)

Not at all  Not too Neutral Somewhat Very
important {mportant important important

(1) Amenity of environment in the city 1
(2) The size of the city i
(3) Personel prefersnce 1
(4) Femily ties tn the city 1
{5) Local education i
(6) Good connections to business comunity 1
(7) Good knowvledge of the local market 1
(8) Prestige locetion 1
(9) No other alternative 1

NNNRNRNDRODRN NN
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Q8. Which of the considerations listed in Question 7 do you regard es the most
important and second most important ? (Write the item number in the appropriate
box)

D MOST IMPORTANT CONSIDERATIGON
D SECOND MOST IMPORTANT CONSIDERATION
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Q9. When the firm began {or moved to the city) what wes perceived that was positive
about the city 7 (Circle as many numbers as appropriate)

O ~dOoOUl DA —

Quality of the environment

Good economy and potential for growth

Need for our ssrvice in the city and region
Specific industries in the city

Ties with other offices of this firm to the ity
Quality of city's workforce

No perception

Other (Please specify)

Q10. what was perceived that was negative about the city ? (Circle as many numbsers
as appropriate)

OO~ U L WD —-

Small size of the local market
Distance from other large citles
Quality of environment

Lack of sconomic diversity

Cycilcal nature of the local economy
Poor sconomic prospects for the city
Poor tax structure/ high taxes
Conservative business climate
Parochial attitudes in the ragion
Competition

Nothing

Other (Please spacify)
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INTHIS SECTION THERE ARE A FEW QUESTIONS ABOUT THE REGULAR CONTACTS WHICH
YOUR FIRM MAY HAVE WITH OTHER FIRMS AND SUBCONTRACTORS (ALL QUESTIONS
REFER TQ TRANSACTIONS [N 1987).

Q11. Do you subcontract part of your business to other firms ? (Circle one number)

I NO (Skip to Q19)
J 2 YES

Please consider your totel subcontracting expenses as 100 per cent. Then, divide this
total Into two categories: expenses {n Edmonton (Q12) and expenses outside the city
(Q13). The total of Table Q14 and Q15 should equal 100 per cent.

Q12. To what firms in Edmonton do you subcontrect part of your business ? Please
estimate the major areas of your expenses and mark the appropriate cotumn
in the table below.

per cent of expenses

Less than | 11-50| More than
10% < S0%

(1) Finencial & 1egal services

(2) Computer & engineering serv.
(3) Management & marksting serv.
(4) Equipment rentel & transport
(S) Other (Please spacify bslow)

Q13.To whel firms outside Edmonton do you subcontract part of your business ?
Pleasa sstimate the major areas of your expenses snd mark the appropriate
column in the table below.

per cent of expenses

Less than | 11-S0| More than
10% B 3509

(1) Financial & legal services

(2) Computer & enginesring serv.
(3) Management & marketing sery.
(4) Equipment rental & transport
(S) Other (Please specify below)
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Q14. If you hired subcontractors outside Edmonton how would you rate the importance
of each of the following factors ? (Circle the appropriate number for each 1tem)

Not at all  Nottoo Neutral Somewhat  Very
important important imporiant important

(1) Necassary contacts as e part »f exporting |
(2) Competitive reasons 1
(3) Compeny/ industry specific Mnk 1
(4) Because of contacts within the firm 1
{5) Service not aveilable locally )
{6) Accessibility 1
{7) Competitive prices 1
(B) Reliability 1
{8) Communication costs 1
(10) Other (Please specify below) 1

MNMMNMRNRODNNPDRNDNDRD
Gl A AW W
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U o g

Q15. Have you hired new emptoyess in the categories listed below in 19677
(Check ‘v’ the appropriete space in Lthe table below)

New employees

Managers and adminisirators
Professionals

Technicians

Marketing-sales

Labourers

Craft workers

Oparativaes incl. transport
Other service workers




200

Pleoss gstimate Jour total expenses on equipment and services specifiad In the tabls
below. Then, divide your total into equipment purchesed in Edmonton {Q16) and outside
Edmonton (G17). The sum of both tables should equal 100 per cent.

Q16. Equipment and services purchased {n Edmonton ( Mark the eppropriate column)

per cent of costs

Less than | 11-50 | More than
10% B 30%

(1) Furniture & office supplias
(2) Hardwers & softwars

(3) Printing services

(4) Trucks, cars

(5) Othar

Q17. Equipmsnt and services purchased outside Edmonton

per cent of costs

Less than | 11-50 | More than
108 ® S0%

(1) Furniture & office supplies
{2) Hardware & software

(3) Printing ssrvices

{4) Trucks, cars

{S) Otner

Q18. Please estimate the proportion of your totel sales (local and non-local)
made 10 each of the following markets. Mark the appropriate column table

balow
per cant of totel sales

Less than [ 1150 | More than
108 ko 50%

Sales to ather private and public establishmeants

(1) Agriculturs, mining, oil and gas
(2) Menutacturing

(3) Construction and transport

{4) Commerce

(5) Finance, insurance and real estate
(6) Business services

(7) Government

Sales Lo individuals

{8) Individuals
{9} Other




019. What was the firm's original geographic market strategy when it was founded or
moved to the city ? (Circie one number)

1 Concentration on the locel market

2 Concentration on the externel market

3 Both

4 No geographic sirategy when It was founded

Q20. what is the firm's geographic strategy now ? (Circle one number)

i Concentration on the local market

2 Concentration on the external market
3 Both

4 No geogrsphic stretegy

g21. Do you think that your geographic strategy will change over the next 5 years 7
(Circle one number)

1 Will be more locel
2 Wili be more non-local
3 No chenge

Q22. Do you have an emptoyee(s) who 1s (are) exclusively responsible for marketing ?
(Circle one number)

1 NO
2 YES
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THE NEXT FEW QUESTIONS DEAL WITH THE GEDGRAPHIC DISTRIBUTION OF YOUR SALES
BETWEEN THE LOCAL MARKET (WITHIN THE CITY IN WHICH YOUR FIRM IS LOCATED) AND
NON-LOCAL OR EXPORT MARKET (PLEASE NOTE THAT THE TERM 'EXPORT' MEANS 'SOLD
OUTSIDE THE CITY LIMITS' NOT NECESSARILY OUTSIDE ALBERTA OR CANADA).

023. Please estimate in percentages the distribution of yourseles in 1987 betwesn the
following geographic markets (Merk the eppropriate column in the tabls below)

psrcent of revenuss by ragion

Less than | 11-25 | 26-30 | S1-75 | More than
10% % £ B 5%

(1) Edmonton
(2) Calgery
(3) Rest of Albsria

(4) Other provinces
(specify)

{95) Outside Canada
(spacify)

What was the total value of your sales in 1987 7 ('000%)

Q24. Was the proportion of your sales outside the city limits grester then or equal to
10 par cent of your total sales ?

1 YES
2 NO (skip to Q29)

Q25. Please estimate any changes in the geographic distribution of your sales in the
last 5 years (Circle one number)

I More local
2 More non-local
3 About the same
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026. Please estimale the expected change in the gsographic distribution of your sales
in the next 5 years (Circle one number)

1 More loca!
2 More non-local
3 About the same

Q27.why did the firm develop its sales outside the city ? (Circle maximum three items)

Specialization/ 1ocal market was {nsufficient
Regional office strategy

Government contracls

‘Desire’ to develop axpart markets

Networks with firms in ather regions
Opportunities

No reason

~N O U b N -

Q28. How did the firm gst involved In non-local sales ? (Circle maximum thres items)

Began as an exporter from contracts developed prior™to the founding of the
firm

Initiated contacts with clients outside the region

Used 1ocsl contacts to develop external contacts

Performed servicas for a local firm doing business outside the region
Through the acquisition of government contracts

Other {specify) -

h A WK

THESE QUESTIONS ARE FOR NON-EXPORTING FIRMS ONLY.

Q29. Why did you choose to focus on the local market ? {Circle maximum thras items)

1 Specialization/ Insufficient expaort market potential
2 Regional office strategy

3 Local government contracts

4 Competition

S Berriers to entry te other markets

6 No specific reason

7 Lower communication costs

8 Other (P1sase specify)

10



Q30. Pleass estimats changes in the geographic distribution of your salss in the l1ast
5 years (Circle one number)

1 More local
2 More non-locsl
3 No change

031. Please estimate change in the geographic distribution of your sales in the next
5 years {Circle one number)

! More local
2 More non-local
3 No change

THE LAST TWO QUESTIONS ARE FOR ALL FIRMS.

Respondent's job title

Company's name

Address

THANK YOU. WE LOOK FORWARD TO RECEIVING YOUR ANSWERS. YOUR CONTRIBUTION TO
THIS PROJECT IS VERY MUCH APPRECIATED.
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