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Local Ownership and Unemployment in U.S. 
Metropolitan Areas 

 
 
 
 
 
 
Abstract:  
 

Promoting local businesses has become an increasingly popular economic 
development strategy. In this paper, I examine whether metropolitan areas with a higher 
percentage of jobs in locally owned businesses have lower unemployment rates. Using the 
National Establishment Time Series (NETS) dataset, I compare several fixed effects models 
and find a moderate negative relationship between local ownership and unemployment. 
When I disaggregate local ownership by establishment size categories, employment in single 
employee establishments is negatively related to unemployment. Employment in small local 
firms (2-9 employees) is positive, while employment in larger firms is negative but not always 
significant. I also examine the role of metropolitan size. Local ownership in small 
metropolitan areas is more negatively associated with unemployment. In large metropolitan 
areas, employment in small and medium local businesses (2-99 employees) is positive while 
employment in larger local businesses (100+ employees) is strongly negative. Finally, I 
identify a connection between local ownership, social capital, and unemployment. Local 
ownership is negatively associated with unemployment in areas with low levels of social 
capital but is not significant in areas with high levels of social capital. 

 
  



4 | P a g e  
 

 
 

Table of Contents 

 

1 Introduction ....................................................................................................................................... 5 

2 Literature Review .............................................................................................................................. 8 

2.1 A Brief History of Local Ownership ...................................................................................... 8 

2.2 Local Ownership and Social Capital ..................................................................................... 14 

2.3 Firm Size, City Size, and Industry ......................................................................................... 18 

3 Methodology .................................................................................................................................... 21 

3.1 Introduction .............................................................................................................................. 21 

3.2 Hypotheses ............................................................................................................................... 22 

3.3 Model ......................................................................................................................................... 22 

3.4 Data............................................................................................................................................ 23 

3.5 The NETS Dataset .................................................................................................................. 24 

4 Results ............................................................................................................................................... 26 

4.1 Summary Statistics ................................................................................................................... 26 

4.2 Base Model ............................................................................................................................... 29 

4.3 Establishment Size ................................................................................................................... 30 

4.4 Industry ..................................................................................................................................... 31 

4.5 Metropolitan Size ..................................................................................................................... 33 

4.6 Social Capital ............................................................................................................................ 35 

4.7 Dynamic Panel Analysis .......................................................................................................... 37 

4.8 Robustness ................................................................................................................................ 39 

5 Discussion ........................................................................................................................................ 41 

6 Appendix .......................................................................................................................................... 44 

7 Bibliography ..................................................................................................................................... 47 

 

  



5 | P a g e  
 

1 Introduction 

 
Local ownership has been debated for many years; however, there is little consensus 

about the economic impact of locally-owned businesses on communities. One reason is that 

local ownership is difficult to define. Economic development strategies promoting local 

ownership include a range of policies, from supporting entrepreneurship and small 

businesses, to encouraging residents to ―buy local‖, to opposing a proposed Wal-Mart. 

Despite this diversity, the key premise underlying the local ownership debate is that place 

matters—that businesses embedded in the social and economic networks of a community 

will behave differently from businesses that are not. This thesis will examine whether 

metropolitan areas with a higher percentage of jobs in local businesses have lower 

unemployment rates. It will also analyze several factors—firm size, city size, industry, and 

social capital—that may contribute to a relationship between local ownership and 

unemployment. 

 Arguments supporting local ownership primarily fall into two categories. First, local 

businesses may have better local information or greater ability to coordinate with other 

firms. For example, local establishments may have more knowledge about local labor or 

product markets. They may also be more likely to buy from other local businesses, increasing 

local multipliers. These proposed benefits of local ownership have interesting parallels to the 

literature on social capital and will be discussed further in Section 2.2. The second assertion 

is that local firms may have a different decision calculus from firms that are not locally 

owned. They may be less likely to relocate, and more likely to internalize the impacts of their 

decisions on the community. They may also have more local decision-making capabilities, 
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particularly if employment decisions in absentee owned firms are made at an out-of-state 

headquarters.  

 However, there are also strong arguments against local ownership. First, an 

employer‘s connection to the community may not be the same as local ownership, a fact that 

sometimes seems implied by groups supporting local ownership. Local managers of national 

chains may have a strong bond to the community, while owners of local firms could be 

disinterested in community activities. Second, there is criticism of the theory behind local 

ownership. Promoting local businesses could be seen as protectionism, preventing gains 

from trade or economies of scale from being realized. Opponents believe that efforts 

―concerned principally with the health of specific places will inevitably conflict with efforts 

to revitalize the larger economy‖ (―A National Agenda for the Eighties‖, 1981, p.180). The 

key difference between the two groups is one of perspective: local ownership supporters 

believe that local businesses will promote stronger local economies because they have a 

direct stake in the community‘s outcome, while opponents believe that businesses can better 

maximize overall well-being if they do not consider the effects of place.  

Most empirical research has looked at local ownership within a single industry or 

geographic area; however, several recent studies (Kolko and Neumark, 2010, Fleming and 

Goetz, Forthcoming) use the National Establishment Time Series dataset (NETS) to analyze 

local ownership. NETS defines a local establishment as one that operates in the same state 

as the firm‘s headquarters. The Edward Lowe Foundation‘s YourEconomy.org website 

contains a version of NETS that includes local ownership data by industry, firm size, and 

metropolitan area. Specifically, I use the percentage of jobs in locally owned establishments 

as a measure of local ownership. This metric has the advantage of reducing measurement 

error for year-to-year employment changes in individual establishments. It can also capture 
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spillover effects if areas with more local businesses establish social norms about community-

business interactions.  

Comparing several fixed effects specifications, I identify a moderate negative 

relationship between the percentage of jobs in local establishments and unemployment 

within Census regions. When I disaggregate local ownership by firm size, employment in 

single employee establishments is negatively related to unemployment. Employment in small 

local firms (2-9 employees) is positive, while employment in larger firms is negative but not 

always significant. I also examine the role of metropolitan size. Local ownership in small 

metropolitan areas is more negatively associated with unemployment. In large metropolitan 

areas, employment in small and medium local businesses (2-99 employees) is positive while 

employment in larger local businesses (100+ employees) is strongly negative. I find some 

relationship between local ownership and unemployment across industries, although these 

findings are not consistent across all specifications. When I incorporate social capital, the 

interaction term between social capital and local ownership is negative. Local ownership is 

also negatively related to unemployment in areas with low levels of social capital but is not 

significant in areas with high levels of social capital. 
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2 Literature Review  

 
Understanding the history of local ownership can help to identify the economic 

implications of supporting local businesses today. This chapter will briefly describe the 

theoretical and empirical literature on local ownership. Section 2.1 will focus on the 

economic history of the local ownership movement. Section 2.2 will use the theoretical 

framework of social capital to explain how proponents believe local ownership can provide 

an economic advantage to businesses and communities. Finally, Section 2.3 will discuss how 

the effects of local ownership may differ by firm size, city size, and industry.  

 
2.1 A Brief History of Local Ownership 
 

Chain stores did not gain traction in America until the early 20th Century, increasing 

their share of retail sales from 4% to 20% during the 1920s. As they became more 

established, a coalition of small business owners, anti-monopolists, populists, and 

progressives resisted their expansion (Schragger, 2005, p. 1013). From the late 1920s to the 

1930s, more than 400 groups formed to oppose chain stores and more than half of states 

enacted specific taxes and regulations (Scroop, 2005, p.925). While some opposition from 

business owners was out of self-interest, there were also real concerns about the impact of 

chains‘ increasingly concentrated economic power. (Note: for a more detailed discussion on 

the philosophical and political history of localism, see Hess.) 

The academic study of local compared to absentee ownership began in the 1940s as 

researchers debated the growing impact of ―big business‖ on communities. While some 

researchers argued that larger firms would lead to greater efficiency and higher wages, others 

were concerned about the social impact of absentee managed plants. Historically, the 

business elite played an important leadership role in many communities, participating in local 
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government and addressing social issues. However, as corporations became detached from a 

specific place, there were concerns that absentee owners would ignore community interests. 

―Researchers not only viewed the loss of committed managerial elites as a decline in 

community welfare, but also recognized that communities were increasingly vulnerable to 

substantial changes in social and economic life resulting from decisions made by corporate 

elites located elsewhere‖ (Stern and Aldrich, 1980, p. 163). 

In a controversial 1946 report for the Senate Small Business Committee, Mills and 

Ulmer analyzed several pairs of cities (matched by region and size) that had high levels of 

manufacturing employment but different ownership patterns. They found that ―small 

business cities provided their residents a considerably more balanced economic life than did 

big business cities‖ and that ―the general level of economic opportunity was appreciably 

higher in the small business cities‖ (Mills and Ulmer, 1970, p.124). The authors attributed 

this finding to the role of small businesses in promoting civic welfare, writing that ―there is 

no economic incentive for officials of absentee owned corporations to be someone 

civically.‖ However, these findings were contested by other researchers. When Fowler 

replicated Mills and Ulmer‘s methodology on a different group of cities, he found that ―big-

business cities had higher welfare for reasons related to [their] monopolistically competitive 

and technically advanced nature‖ (Fowler, 1958, p.49-50). These studies also highlight one of 

the key challenges with researching local ownership: determining causality. Cities with 

stronger economies may have enabled a stronger small business community or greater civic 

engagement. 

Early arguments for local ownership focused on how economic diversity would 

promote a strong middle class and civic engagement; however, there was little differentiation 

between firm size, industrial concentration, and ownership. This was evident when Congress 



10 | P a g e  
 

passed the Celler-Kefauver Act of 1950,  an anti-trust act which ―sought to avoid lessened 

competition and further increases in economic concentration not merely—or even 

predominantly—because of the adverse ―economic‖ effects of concentration, but also 

because of its ―social‖ or ―political‖ consequences‖ (Brunell, 2006, p.187). Rep. Kefauver, 

one of the sponsors of the act, had a characteristic outlook: ―Shall we permit the economy of 

the country to gravitate into the hands of a few corporations…and the destiny of the people 

determined by the decisions of persons whom they never see, or even know of? Or on the 

other hand are we going to preserve small business, local operations, and free enterprise?‖ 

(Kefauver, 1950)  

In the 1970s, a new argument for local ownership emerged. Supporters argued that 

the decision making process of local firms was fundamentally different from that of absentee 

owners, who were only looking to maximize profits. They thought that local owners would 

be more likely to accurately value a community‘s non-monetary resources. Particularly as the 

environmental movement grew, promoting local ownership became a way to encourage 

companies to internalize negative environmental or social externalities. E. F. Schumacher, an 

early environmental economist, wrote in Small is Beautiful that ―it is, moreover, obvious that 

men organized in small units will take better care of their bit of land or other natural 

resources than anonymous companies‖ (Schumacher, 1999, p. 22). While Schumacher 

preferred small local firms, he also noted that larger organizations could incorporate 

decentralized decision making; one of his primary goals was ―to integrate large-scale business 

enterprises as closely as possible with their social surroundings‖ (Schumacher, 1999, p. 245). 

Note that Schumacher distinguishes between small and local businesses. This distinction is 

often ignored in local ownership debates; however, it has important practical implications 

that will be discussed in Section 2.3.  
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The argument about firm decision making was closely related to research that found 

manufacturing plants were less likely to relocate if they were locally owned. In 1980, Stern 

and Aldrich summarized the local ownership literature at the time, which was primarily 

composed of small scale empirical studies analyzing a single industry or comparing small 

groups of cities. They found that most research agreed that absentee owned firms had lower 

rates of job growth, were more likely to close, and had detrimental effects on communities. 

However, they argued that ―these studies do not lead to the conclusion that locally 

controlled business is economically more efficient or profitable. Rather, they suggest that 

conglomerate firms have greater capital mobility and access to resources. They can take 

advantage of locational opportunities to a greater degree than single plant companies. 

However, an acceptable rate of return to those with local capital is available. With equal 

access to resources, a firm committed to a local area might do just as well as the 

conglomerate, in addition to promoting local economic and social stability‖ (Stern and 

Aldrich, 1980, p. 168).  

In the 1970s and 1980s, another important trend in the local ownership movement 

placed the city as the focal point of economic analysis. Up to this point, many local 

ownership studies had concentrated on the effects of absentee owned manufacturing plants 

on small, rural communities. However, concerns about urban decay and the growing 

opposition to the urban renewal projects of the 1950s and 1960s led to new interest in the 

economic organization of cities. In her 1985 book Cities and the Wealth of Nations, Jane Jacobs 

argued that cities were the ―primary developers and primary expanders of economic life‖ 

(p.193), but that they had been neglected in favor of national economic policies. She believed 

that ―distinctions between city economies and the potpourris we call national economies are 
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important not only for getting a grip on realities; they are of the essence where practical 

attempts to reshape economic life are concerned‖ (Jacobs, 1985, p.35).  

Efforts to understand urban success increasingly incorporated research from a wide 

range of disciplines—from economics to geography, sociology, and political science—and 

included studies of agglomeration economies, industrial clusters, business networks, and 

entrepreneurship. A common factor in many studies emphasized how businesses, 

particularly local ones, were geographically and socially embedded in communities. In 

describing Sabel‘s work on industrial clusters in Italy, Jacobs wrote: ―The realities Sabel 

observed—the huge collections of little firms, the symbiosis, the ease of breakaways, the 

flexibility, the economies, efficiencies and adaptiveness—are precisely the realities that, 

among other things have made successful and significant import replacing a process 

realizable only in cities and their nearby hinterlands‖ (Jacobs, 1985, p.40). Locally oriented 

owners and managers who operated in this environment were thought to have an advantage 

because their connections with other firms would encourage innovation, a concept which 

dates back to Marshall‘s discussion of industrial districts in the 1920s.  

The debate over the future of the city intensified as globalization increasingly 

affected both urban and rural areas. Researchers like Saskia Sassen (2000) argued that ―global 

cities‖ like New York, London, and Tokyo would become even more important. Multi-

national corporations were seen as the ultimate absentee owned companies—organizations 

that were not rooted in a single city, or even a single country. As Kanter described one 

electronics company: ―We don‘t think of ourselves as a company based here; we could be 

operated anywhere. We do not depend on a local workforce or access to a local river‖ 

(Kanter, 1997, p.182). One reaction to globalization argued that cities had to compete with 

each other to attract jobs. Economic development policies should therefore focus on making 
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localities more attractive to companies that might relocate. ―For companies to thrive in the 

global economy, locals cannot turn their backs on it; they must determine how best to 

convert global trends into local advantages‖ (Kanter, 1997, p.197). 

The current local ownership movement began in the 1980s and 1990s as an 

alternative to economic development efforts that focused on attracting absentee owned 

corporations. In Going Local, Shuman argued that supporting local businesses could be an 

economically viable development strategy. He agreed with Jacobs, believing that 

―development led by import replacement rather than export promotion diversifies, stabilizes, 

and strengthens the local economy‖ (Shuman, 1998, p. 56). In other words, he thought that 

cities should take advantage of demand generated by their residents first, and then use this 

base to specialize and take advantage of export opportunities. This would establish a web of 

diverse producers who supported each other, economically and socially, and who would be 

more resistant to national shocks. This hypothesis was supported by several studies by Civic 

Economics, which found that money spent at local businesses was more likely to be spent at 

other local firms and remain in the community (2008).   

More recently, organizations like the Businesses Alliance for Local, Living 

Economies (BALLE) and the American Independent Business Association (AIBA), have 

organized to promote locally owned businesses nationwide. This has combined with a 

renewed interest in examining the economic impact of local ownership as researchers have 

taken advantage of new national data sources to perform more sophisticated econometric 

analyses (Kolko and Neumark, 2010, Fleming and Goetz, Forthcoming). Ultimately, research 

about local ownership tries to answer the question of how businesses interact with and are 

embedded within communities. This is a question with no simple answer; however, it is also 

one with a long history that can offer insight for current empirical research efforts.     
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2.2 Local Ownership and Social Capital 
 

Early supporters of local ownership were motivated by the possible relationship 

between local businesses and civic engagement. This section uses the framework of social 

capital to explore how embeddedness may provide an economic advantage to locally owned 

firms and communities. I also discuss empirical findings connecting local ownership, social 

capital, and community well-being. 

A common definition of social capital is the ―features of social organization such as 

networks, norms, and social trust that facilitate coordination and cooperation for mutual 

benefit‖ (Putnam, 1995, p.67). Robert Putnam, the author of Bowling Alone, offered this 

description as he tried to understand what he perceived as the growing fragmentation of 

American society. Putnam and other researchers saw social capital as essential to community 

and economic success. He argued that in areas with high levels of social capital, ―networks of 

civic engagement…facilitate coordination and communication, amplify reputations, and thus 

allow dilemmas of collective action to be resolved. When economic and political negotiation 

is embedded in dense networks of social interaction, incentives for opportunism are 

reduced‖ (Putnam, 1995, p.67).  

Social capital has typically been defined to exclude economic factors, focusing on 

social and political metrics such as trust surveys, voter participation, and association 

membership rates. However, given the similarities between the proposed benefits of local 

ownership and social capital, high rates of local ownership could be seen as a type of 

―economic social capital‖. For example, a common argument for local ownership is that 

local owners may establish stronger relationships with other businesses and community 

members; these relationships can improve their knowledge of local labor and product 

markets and facilitate coordination with other businesses. Researchers have made similar 
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arguments for social capital. Maskell argues that ―as well as its increasingly important 

contribution to innovation, social capital has mainly been seen as contributing to economic 

performance by reducing inter-firm transaction costs, bargaining and decision costs, and 

policing and enforcement costs. Lower search and information costs improve the efficiency 

of resource allocation…social capital helps reduce malfeasance, induces reliable information 

to be volunteered, causes agreements to be honored, enables employees to share tacit 

information, and places negotiators on the same wave-length‖ (Maskell, 2000, p.116).  

Most theoretical and empirical research suggests that social capital will tend to be 

higher in areas with more local businesses. Mills and Ulmer argued that civic participation 

was ―traditionally the province of the independent middle class small businessman. He 

benefited from contacts in government, community growth, and infrastructure investments. 

In contrast, the welfare of large corporations does not depend on personal local contacts… 

In big business cities, the middle class tended to be salaried employees of the absentee 

corporations and the independent middle class was substantially reduced‖ (Stern and 

Aldrich, 1980, p.165). Local companies are also more involved in community activities. A 

Harvard Business School study that examined 180 companies in Boston, Cleveland, and 

Miami found that ―locally headquartered companies do most for the community on every 

measure,‖ and had ―the most active involvement by their leaders in prominent local civic 

and cultural organizations‖ (Brunell, 2006, p.162).  

Empirical research also suggests that local ownership will matter more in areas with 

lower levels of social capital. Intuitively, this makes sense if local ownership helps to 

establish or maintain ties between individuals that would not otherwise exist. In a study 

replicating Mills and Ulmer, Lyson finds that ―most of the negative effects of big business 

on social and economic well-being are mediated by the presence of an economically 
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independent middle class and the level of civic engagement in the county‖ (Lyson, 2006, 

p.1016). Similarly, in a study of the environmental impacts of ownership, Grant et. al. find 

that locally owned manufacturing plants pollute less, and that this effect is strongest in 

communities with high levels of social capital. He argues that local institutions ―smother 

absentee managed plants…with social pressure to behave appropriately in the absence of 

strong local connections. Thus, they compensate for the lack of such ties‖ (Grant et. al., 

2004, p.196).  

On the other hand, social capital is not necessarily associated with positive economic 

outcomes. While Rupasingha and Goetz (2008) found supportive results at the county level, 

Casey and Christ (2005) found negative or insignificant results for most indicators. The 

effects of social capital may also depend on the social structure of the community, which 

could pose a challenge to quantitative methods of analysis. For example, another network 

study found that ―the health of community oriented non-profits was unrelated to corporate 

density…but was influenced most heavily by the structure of connections among members 

of the community‘s elite. While a more cohesive local elite had positive effects…having too 

cohesive an elite has a detrimental effect on local civic organization‖ (Marquis and Davis, 

2003, p.2). Other critics argued that like local ownership, social capital was difficult to clearly 

define; researchers have used it to measure factors like social networks, group membership, 

and generalized social trust that may be better understood as separate phenomena.  

Finally, embeddedness may be particularly influential in how the owners of locally 

owned companies make employment decisions. Tolbert suggests that ―locally oriented 

businesses have stakes in the local labor market, the local economy, the local infrastructure, 

and usually the local product market…persons owning, managing, and working in these 

establishments rarely employ a multinational or corporate perspective. The worldview is 
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local. To lay off workers in slack times, for example, would mean taking jobs from relatives, 

friends, and neighbors‖ (Tolbert, 2005, p.1311). Employment decisions are made in 

communities, where potential externalities are more likely to be internalized, instead of at 

corporate headquarters. Casey and Christ also observe that higher levels of social capital 

were moderately related to state level unemployment. They argue that areas with ―dense 

networks of social interaction should be expected, therefore, to thrive in just those measures 

of economic performance, such as employment, that are most conducive to improvement 

via greater community organization and connection‖ (Casey and Christ, 2005, p.843). These 

findings further motivate my choice of unemployment as a dependent variable. 
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2.3 Firm Size, City Size, and Industry 
 

Social capital provides a broad framework for the economic advantages that local 

ownership may provide to firms and communities. However, as Westlund argues, the effects 

of ownership may vary based on ―the firm‘s size, alternative locations, space-bound capital, 

type of production, type of customer, type of labor, etc. In general, a small firm with spatially 

fixed capital and production for the local market has great incentives to build a strong social 

capital with the local environment. A big, global firm with alternative locations, low 

investments in space-bound capital and production for the world market has much smaller 

incentives‖ (Westlund, 2003, p.9). This section discusses empirical findings on the effects of 

local ownership, focusing on differences by firm size, city size, and industry. 

As seen in the history section, there are important parallels between ownership and 

firm size; some studies have even used small firms as a proxy for local firms. However, it is 

important to be cognizant of differences between the two. An example is manufacturing, 

where researchers have found mixed evidence for local ownership. Romo and Schwartz 

(1995), as well as several studies in Wisconsin (McGranahan, 1998) and Iowa (Barkley, 1978) 

find that local plants are less likely to close than absentee owned plants. A more recent 2007 

study by Bernard and Jensen on firm exit confirms this, showing that absentee firms are 

more likely to close once they control for firm size. However, they also note that local 

manufacturing firms are usually smaller than non-locally owned firms and smaller firms are 

more likely to close. This has led to some debate over whether size should be controlled for 

if policymakers are interested in the overall effects of local businesses.  

Other research has looked at local ownership across different city sizes. Tolbert 

(2005) found connections between locally owned retail and manufacturing firms, social 

capital, and community outcomes in the rural south. Otto et. al (2001) found local 
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ownership to be one of several social capital measures that were associated with successful 

rural development. In another study looking at small towns, Tolbert et. al (2002) found that 

nonemployer (self employed) businesses were particularly important in explaining variation 

in unemployment. There has been less research on larger cities; however, Castro finds that 

medium sized cities with higher levels of local ownership were less likely to decline on social 

capital measures after similar losses in manufacturing jobs (1997/1998). A Civic Economics 

study looking at metropolitan areas with high rates of independent retail sales also finds that 

―larger MSAs generally score higher than smaller MSAs.  Indeed, the only population class 

that averages an Index above 100 is the very largest cities, with populations in excess of three 

million.‖ However, they also note that ―the top of the national rankings is dominated by 

some of the smallest MSAs, with populations below 250,000‖ (Civic Economics, 2011).  

The two local ownership studies using NETS also provide some indication of the 

effects of firm size and city size. Kolko and Neumark (2010) use longitudinal establishment 

level data to examine whether local businesses are less likely to reduce employment in the 

presence of negative region or industry shocks. They find relatively few differences between 

local and non-local businesses; however, employment in headquarters appears to be 

particularly resilient. In terms of firm size, they find that single establishment firms respond 

better than non-local firms to region shocks, but worse to industry shocks. When they look 

at local chains, they find that smaller chains ―exhibit the same insulation from downward 

regional shocks as do single-establishment firms, but neither amplify nor mute downward 

industry shocks‖ (Kolko and Neumark, 2010, p.112). There is less discussion of city size by 

Kolko and Neumark, who only use data from metropolitan and micropolitan areas; however, 

they find that adding rural data for each state does not affect their results. 
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Fleming and Goetz (Forthcoming) examine whether counties with more local firms 

per capita have higher per capita income. They find that looking at U.S. counties, the 

number of local micro and small firms per capita in 2000 (firms with fewer than 100 

employees) had a significant positive relationship with 2000-2007 income growth. Likewise, 

absentee owned medium and large firms (with more than 100 workers) had a significant 

negative relationship with income growth. There was no comparable relationship for small 

absentee firms or large local firms. In terms of city size, Fleming and Goetz found relatively 

consistent results for small local firms regardless of a county‘s position on the USDA‘s 

urban-rural gradient. They do find that nonresident medium firms have a greater negative 

effect in high population metropolitan areas while nonresident large firms have a greater 

negative impact in more rural areas. Micro local firms are the only aberration; these firms are 

only significant in large metropolitan areas, where they have a negative relationship with 

income growth. 

There has been less research comparing the effects of local ownership across 

different industries. Early work often looked at local ownership in specific industries, 

specifically, manufacturing and retail. Fleming and Goetz controlled for industry 

concentration and found that it did not significantly alter their local ownership findings. 

Kolko and Neumark found that local establishments respond more strongly to employment 

shocks in industries that focus on national or international production. However, no studies 

have looked at the rates of local ownership within industries. Overall, local ownership may 

matter more for industries that rely on specific local information or produce for a 

community directly (Westlund, 2003); however, beyond these factors, it is difficult to make 

concrete predictions.    
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3 Methodology 
 
 
I begin this chapter by outlining the main challenges in researching the relationship 

between local ownership and unemployment. I then present my hypotheses and model in 

greater detail. Finally, I describe my data, including an additional section on the National 

Establishment Times Series dataset (NETS).   

3.1 Introduction  
 

The major challenges with researching the relationship between local ownership and 

unemployment are omitted variable bias, measurement error, and endogeneity. First, while I 

have panel data on local ownership, I have limited control variables for all of the years 

available. Omitted variable bias will be present if there are variables influencing both local 

ownership and unemployment that I do not include in my model. To address this, I compare 

models with no geographical fixed effects to models with regional and with MSA fixed 

effects. I also create a dynamic panel model, which adds the lag of unemployment to my 

model. 

Second, there are many different ways to measure local ownership. My measure 

based on headquarter location may not be able to fully capture the effects of local 

ownership. Some degree of measurement error is inevitable; however, I will try to minimize 

this by running several robustness tests. Finally, endogeneity is a concern because a 

community‘s unemployment rate may influence the percentage of jobs in local 

establishments. My dynamic panel model may address some endogeneity concerns. I also use 

the Arellano-Bond system general method of moments (GMM) estimator; however, 

inconsistent results suggest that further research is needed. 
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3.2 Hypotheses 
 
I am interested in testing the following hypotheses: 

1. Communities with a higher percentage of locally owned businesses have lower 

unemployment rates. 

2. Local ownership has greater effect in smaller cities and for smaller firms. 

3. The effect of local ownership on unemployment differs across industries.  

4. There is a positive relationship between local ownership and social capital, but the 

effects of local ownership are stronger in communities with lower levels of social capital. 

 
 

3.3 Model 
 
My base model compares three different fixed effects specifications:     

(i) ui,t = β1(LOi,t) + β2(jobsi,t) + β3(indi,t) + β6(ηt) + εi,t 

(ii) ui,t = β1(LOi,t) + β2(jobsi,t) + β3(indi,t) + β4(regioni) + β6(ηt) + εi,t 

(iii) ui,t = β1(LOi,t) + β2(jobsi,t) + β3(indi,t) + β5(msai) + β6(ηt) + εi,t 

 
 
Table 3.1 Description of Variables 

Symbol Description Unit 

ui,t Unemployment MSA, Year 

LOi,t % Local Jobs MSA, Year 

jobsi,t Total Jobs  MSA, Year 

indi,t Industry Composition MSA, Year 

regionj Region Fixed Effects Dummy – 9 Census Regions 

msai MSA Fixed Effects Dummy – 359 Metro Areas 

ηt Year Fixed Effects Dummy – 1993-2008 
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I begin by looking at the relationship between unemployment and local ownership 

while controlling for total jobs, industry composition, and year fixed effects. I compare this 

model to two fixed effects regressions looking at local ownership within regions and within 

metropolitan areas. Next, I run these regressions using a version of the local ownership 

variable that is disaggregated into different establishment size categories. I also look at the 

effects of including the percentage of local jobs in different industries. 

I then look at effects of local ownership by population, focusing on the smallest and 

largest quartiles of MSAs. Next, I investigate the effects of social capital, including social 

capital in my base regression and creating an interaction term between local ownership and 

social capital. I then examine whether local ownership matters more in communities with 

different levels of social capital, again focusing on the highest and lowest quartiles. Finally, I 

run a dynamic panel analysis, including using the Arellano-Bond estimator. I conclude with 

several robustness tests comparing single and multi-state metropolitan areas, the effects of 

employment in headquarters, and an alternative measure of local ownership by Civic 

Economics. 

3.4 Data 
 

I am measuring local ownership using the National Establishment Time Series 

(NETS) data set, which will be discussed in detail in Section 3.5. This panel data set is 

particularly useful because it can compare local ownership patterns across U.S. metropolitan 

areas by firm size and 2-digit NAICS industry categories from 1993-2008. NETS considers a 

locally owned business to be one where the establishment is in the same state as the firm‘s 

headquarters. Specifically, the local ownership variable is calculated by dividing the number 

of jobs in local establishments by the sum of jobs in local and non-local establishments. 

When I incorporate establishment size into the regression, the local ownership variable is 
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separated into five stages. These five stages are establishments with: 1 (self-employed), 2-9, 

10-99, 100-499 and 500+ employees; added together they equal the overall percentage of 

local jobs.  

I use average annual unemployment from the Bureau of Labor Statistics as a 

dependent variable. For control variables, I include the total number of jobs and the share of 

jobs in each industry for each metropolitan area from NETS. I also use population data 

from the American Community Survey 2005-2007 when looking at local ownership in the 

smallest and largest quartiles of metropolitan areas. Region dummies are based on the US 

Census Geography Bureau‘s region definitions. Social capital is more challenging to 

accurately measure. I will use 2005 data by Rupasingha and Goetz (2008), who use a 

principle components analysis of voter turnout, census response rates, and the density of 

social and professional associations. They use the first principle component to gauge social 

capital on a county level; I take the average value for multi-county metropolitan areas.  

 
3.5 The NETS Dataset 
 

The National Establishment Time Series (NETS) dataset contains employment data 

on 33 million businesses (16 million currently active) in the United States from 1993-2008. 

Data is collected through an annual survey of businesses in the United States by Dun and 

Bradstreet. It is then collated into a longitudinal dataset by Walls & Associates. I am using a 

version of this dataset hosted by the Edward Lowe Foundations‘s YourEconomy.org 

website that includes the number of jobs by ownership, firm size, and industry for 359 

metropolitan areas. NETS separates employment data by resident, nonresident, and 

noncommercial jobs and establishments. In this analysis, I am concentrating solely on 
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resident and nonresident jobs, as noncommercial (public sector) jobs contain a relatively 

small share of total employment and are highly concentrated in a few of industries.  

While NETS is a relatively new data source for answering questions related to local 

ownership, there has been some analysis comparing this commercial database with 

government data sources. Kolko and Neumark found that NETS employment levels are 

higher than found in the Current Population Survey and the Current Employment Statistics. 

This occurs because NETS covers all establishments that Dun and Bradstreet can identify 

through business surveys, telephone calls, and other searches. They also include businesses 

which do not have any employees besides the owners, unlike government data. Both of these 

factors allow for a better count of small businesses. NETS is also revised each year and 

updated if previously unavailable information becomes known. 

One challenge with NETS data is that measures of employment changes may be less 

precise on a year-to-year basis. Kolko and Neumark note that employment measurements 

are often rounded or imputed if exact data are unavailable. Quantitatively, ―for 1-year 

employment changes by county and industry, the NETS-QCEW correlation is only 0.53. 

However, at a lower frequency the correlation is much higher; for example, 0.86 for changes 

over 3-year intervals‖ (Kolko and Neumark, 2010, p.114). Given that I am aggregating over 

metropolitan areas, these measurement errors should not substantially bias the data.   



26 | P a g e  
 

4 Results 
 

 4.1 Summary Statistics 
 

Using the NETS definition of local ownership (an establishment that operates in the 

same state as its headquarters), most firms are locally owned. However, there are important 

variations in the percentage of jobs in locally owned establishments across metropolitan 

areas, establishment sizes categories, and industries. The following tables and figures provide 

a summary of the NETS local ownership data. For more summary statistics, see Appendix 1.  

Table 4.1 Basic Summary Statistics 
Variable Count Mean Median St. Dev. Min Max 

       

Unemployment 5744 5.256 4.804 2.423 1.225 30.61 

Total Jobs in MSA 5744 278,534 88,449 685,881 6313 9,794,720 

Population 5744 450,654 154,314 1,028,988 37425 1.26E+07 

Social Capital 5712 -0.5093 -0.4850 0.9287 -3.275 1.984 

Percent Local Jobs 5718 0.7509 0.7536 0.06770 0.4322 0.9263 

Local Ownership Disaggregated by Establishment Size 

Stage 0 (Self Emp.) 5718 0.03261 0.02887 0.01461 0.009351 0.1155 

Stage 1 (2-9 Emp.) 5718 0.2091 0.2016 0.04461 0.1112 0.4343 

Stage 2 (10-99 Emp.) 5718 0.2910 0.2877 0.03700 0.1676 0.4174 

Stage 3 (100-499 Emp.) 5718 0.1141 0.1144 0.02699 0.02637 0.2147 

Stage 4 (500+ Emp.) 5718 0.1041 0.09777 0.05372 0 0.4087 

Local Ownership for each Industry 

11-Agriculture 5744 0.9523 0.9888 0.09925 0 1 

21-Mining 5744 0.7487 0.8497 0.2793 0 1 

22-Utilities 5744 0.8027 0.9166 0.2495 0.002056 1 

23-Construction 5744 0.9518 0.9628 0.04965 0.5273 1 

31-Manufacturing 5744 0.6010 0.5857 0.2144 0 1 

42-Wholesale Trade 5744 0.7544 0.7632 0.1684 0 1 

44-Retail Trade 5744 0.6290 0.6362 0.2035 0 1 

48-Transportation 5744 0.6765 0.7130 0.2420 0 1 

51-Information 5744 0.5360 0.5779 0.2915 0 1 

52-Finance and Insurance 5744 0.6525 0.7336 0.2953 0 1 

53-Real Estate 5744 0.7886 0.8896 0.2948 0 1 

54-Prof., Sci., Tech. Services 5744 0.7108 0.8736 0.3597 0 1 

55-Management 5744 0.7444 1 0.4168 0 1 

56-Administration 5744 0.6999 0.8531 0.3536 0 1 

62-Health Care 5744 0.5967 0.8623 0.4336 0 1 

72-Accom. and Food Service 5744 0.5400 0.7525 0.3954 0 1 

Notes: The count differs for some variables based on data availability. Local ownership for industry 
codes 61 and 92 are not included because they are considered noncommercial (government) employment 
by NETS.  Local ownership variables are shown as decimals; .75=75% local jobs. 
Sources: National Establishment Time Series Dataset (NETS) provided by the Edward Lowe 
Foundation‘s YourEconomy.org, Bureau of Labor Statistics Local Area Unemployment Statistics, 
American Community Survey 2005-2007, and Social Capital data by Rupasingha and Goetz, 2008. 
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Figure 4.2 Percent of Jobs in Locally Owned Establishments by MSA and Region, 
1993-2008  

 
Sources: National Establishment Time Series Dataset (NETS), provided by the Edward 
Lowe Foundation‘s YourEconomy.org website, US Census Bureau, Geography Division 
(Census Regions). 
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Figure 4.3 Percent of Jobs in Locally Owned Establishments by Establishment Size, 
1993-2008. 

 
 Source: National Establishment Time Series Dataset (NETS), provided by the Edward 
Lowe Foundation‘s YourEconomy.org website. 
 

Figure 4.4 Percent of Jobs in Locally Owned Establishments by Industry, 1993-2008 

 
Source: National Establishment Time Series Dataset (NETS), provided by the Edward Lowe 
Foundation‘s YourEconomy.org website. 
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4.2 Base Model 
 

I begin by comparing the three regressions in my base model. The regressions use 

panel data to compare models with no geographical fixed effects (column 1) to models with 

regional (column 2) and MSA (column 3) fixed effects. A negative coefficient means that 

higher rates of local ownership are associated with lower unemployment rates, and vice 

versa. Within regions, time series variation in local ownership is significantly associated with 

lower unemployment rates; however, the local ownership coefficient isn‘t significant across 

all metropolitan areas. Within a single MSA, time series variation in local ownership is 

negative but not significant. In terms of magnitude, a 10 percentage point increase in local 

ownership is associated with a .12 unemployment rate decrease within regions. (The standard 

deviation for local ownership is 6.8%.) This suggests while there may be a moderate negative 

relationship between local ownership and unemployment within regions, the overall effects 

of local ownership are relatively small.  

For my control variables, total jobs is positive overall and within regions, but 

negative within MSAs. There are significant effects for industry composition and year 

dummies that are similar across specifications (see Appendix 2 for full results).  

Table 4.5 Base Model   
Equation:  

Unemployment = Percent Local + Total Jobs + Industry Composition + Year Dummy 

 (1) (2) (3) 

  Region Fixed Effects MSA Fixed Effects 

     

% Local 0.295 -1.206*** -0.352 

  (0.481) (0.442) (0.610) 

Total Jobs 4.16e-07*** 3.15e-07*** -2.44e-07*** 

  (3.54e-08) (3.16e-08) (5.13e-08) 

     

Observations 5,718 5,718 5,718 

R-squared 0.384 0.444 0.825 

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1 
Sources: National Establishment Time Series Dataset (NETS) provided by YourEconomy.org, 
US Census Bureau, Geography Division (Census Regions for Region Fixed Effects) 
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4.3 Establishment Size 
 
To examine local ownership by firm size, I disaggregate the percent of jobs in local 

establishments into five stages. Added together, these stages equal the overall percentage of 

local jobs in a metropolitan area. I find the strongest results analyzing the smallest 

businesses. Overall and within regions, single employee establishments are strongly 

negatively related to unemployment, while small establishments (2-9 employees) are 

positively related to unemployment. Looking within MSAs, however, single employee 

establishments are negative but not significant. For larger businesses, medium (10-99 

employees) local establishments are negative and significant overall and within regions; larger 

(100-499 employees) local businesses are negative within regions and MSAs. The largest 

(500+ employee) businesses are only negative and significant within regions.  

Interpreting these results depends on the share of employment in each stage. For 

example, looking within regions, self-employment would need to increase its share by about 

one percentage point (i.e.2.4% to 3.4%) to be associated with a one percentage point change 

in unemployment, while Stage 2 establishments would need to increase local ownership by 

about 5 percentage points (i.e. from 25%  to 30%). (The standard deviation for self-

employment is 1.46%; for Stage 2 it is 3.70%.) This is a significantly greater effect than 

looking at overall local ownership.  
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Table 4.6 Establishment Size   
Equation:     

Unemployment = Percent Local (disaggregated by size) + Total Jobs 
+ Industry Composition + Year Dummy 

 (4) (5) (6) 

  Region FE MSA FE 

Stage 0 (1 Employee) -87.19*** -96.04*** -6.179 

  (5.805) (5.522) (4.198) 

Stage 1 (2-9 Employees) 25.07*** 21.21*** 6.972*** 

  (1.418) (1.344) (1.567) 

Stage 2 (10-99 Emp.) -2.574** -4.310*** -2.049 

  (1.016) (1.014) (1.438) 

Stage 3 (100-499 Emp.) 0.254 -2.430** -4.689*** 

  (1.172) (1.190) (1.642) 

Stage 4 (500+ Emp.) -0.537 -1.965*** -0.927 

  (0.579) (0.558) (0.679) 

     

Observations 5,718 5,718 5,718 

R-squared 0.445 0.494 0.827 

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1 
Sources: National Establishment Time Series Dataset (NETS) provided by YourEconomy.org, 
US Census Bureau, Geography Division (Census Regions for Region Fixed Effects) 

 

4.4 Industry 
 

When I include the percent of local jobs in different industries, the relationship 

between overall local ownership and unemployment becomes more negative overall and 

within regions, but increases slightly within MSAs. I find significant associations between 

local ownership in different industries and unemployment rates; however, most are not 

consistent across the three fixed effects specifications.  

For all models, higher local ownership rates for construction are associated with 

lower levels of unemployment, while more local ownership of wholesale trade, information 

and administration are associated with higher unemployment rates. Across all MSAs and 

within regions, higher rates of local ownership for agriculture and manufacturing are 

associated with higher unemployment. Mining, transportation, and real estate are associated 

with lower unemployment rates. Looking within MSAs, manufacturing, retail trade, and 
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professional, scientific and technical services are associated with lower unemployment, while 

wholesale trade and transportation are associated with higher unemployment rates. 

Table 4.7 Industry 
Equation: 

Unemployment = Percent Local + Percent Local by Industry + 
Total Jobs + Industry Composition + Year Dummy 

     
     (7) (8) (9) 

  
Region Fixed Effects MSA Fixed Effects 

% Local Jobs -0.635 -1.678*** 0.0925 

 
(0.559) (0.507) (0.695) 

11-Agriculture 1.119*** 0.964*** -0.223 

 
(0.270) (0.279) (0.281) 

21-Mining -0.342*** -0.244** 0.0541 

 
(0.0996) (0.0953) (0.0985) 

22-Utilities 0.102 0.197** 0.0852 

 
(0.0996) (0.0947) (0.102) 

23-Construction -5.489*** -4.319*** -2.236*** 

 
(0.687) (0.692) (0.562) 

31-Manufacturing 0.411** 0.352* -0.487** 

 
(0.194) (0.184) (0.202) 

42-Wholesale Trade 0.867*** 1.009*** 0.334* 

 
(0.190) (0.187) (0.183) 

44-Retail Trade 0.258 -0.403 -1.000*** 

 
(0.269) (0.254) (0.295) 

48-Transportation -0.658*** -0.411** 0.311** 

 
(0.177) (0.170) (0.130) 

51-Information 0.475*** 0.251* 0.474*** 

 
(0.134) (0.131) (0.112) 

52-Finance and Insurance 0.223 0.281* 0.109 

 
(0.154) (0.145) (0.110) 

53-Real Estate -1.033*** -0.538*** -0.107 

 
(0.206) (0.194) (0.144) 

54-Prof., Sci., Tech. Services 0.492* 0.393 -0.409** 

 
(0.273) (0.257) (0.196) 

55-Management 0.283* 0.178 -0.00233 

 
(0.156) (0.151) (0.0938) 

56-Administration 0.804** 0.696** 0.781*** 

 
(0.328) (0.306) (0.209) 

62-Health Care -0.637* -0.0560 -0.155 

 
(0.332) (0.304) (0.283) 

72-Accom. and Food Service 0.922** 0.0400 -0.463 

 
(0.362) (0.349) (0.332) 

    Obs. 5,718 5,718 5,718 

R-squared 0.411 0.460 0.828 

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1 
Sources: National Establishment Time Series Dataset (NETS) provided by YourEconomy.org, 
US Census Bureau, Geography Division (Census Regions for Region Fixed Effects) 
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4.5 Metropolitan Size 
 

To examine the effects of metropolitan size, I run the three base regressions for the 

smallest and largest 25% of MSAs by population. Table 4.5.1 and Table 4.5.2 examine local 

ownership and local ownership disaggregated by establishment size; Table 4.5.1 also 

incorporates percent local ownership within industries. For the smallest 25% of MSAs, the 

coefficient on local ownership becomes more negative within regions and MSAs. Including 

the percent of local jobs in different industries strengthens this result. The largest 

metropolitan areas have a positive association between local ownership and unemployment 

except when looking within metropolitan areas. However, once local ownership in different 

industries is included, the overall local ownership coefficient decreases significantly, 

becoming even more negative than in the smallest MSAs.  

Firm size results are generally consistent with Section 4.3; however, there are 

important differences looking at the largest metropolitan areas. In these areas, the effects of 

self-employment and small businesses (Stage 1) are similar to the smallest MSAs. However, 

while medium (Stage 2) is negative in the smallest MSAs, it is positive in the largest MSAs. 

Likewise, while Stage 3 and 4 are negative and significant in the largest MSAs, they are 

generally not significant in the smallest MSAs. Intuitively, this suggests that larger employers 

matter more in larger metropolitan areas. I also run the regressions in Table 4.5.2 including 

local ownership across industries and find that the effects of establishment size are similar. 
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Table 4.8 Metropolitan Size  
Equation: 

Unemployment = Percent Local + Total Jobs + Industry Composition 
+ Percent Local for each Industry (For Equations 13,14,15,19,20, and 21) + Year Dummy 

Small MSAs (population<25th %= 90,196) 

 
Without Local Ownership By Industry Including Local Ownership by Industry 

 
(10) (11) (12) (13) (14) (15) 

  
Region FE MSA FE 

 
Region FE MSA FE 

% Local 0.977 -2.364*** -1.921** -0.943 -3.350*** -2.233* 

  (0.710) (0.785) (0.932) (0.834) (0.899) (1.176) 

       
Obs. 1,411 1,411 1,411 1,411 1,411 1,411 

R-squared 0.352 0.468 0.789 0.425 0.518 0.802 

Large MSAs (population >75th % = 358,541)  

 
Without Local Ownership By Industry Including Local Ownership by Industry 

 
(16) (17) (18) (19) (20) (21) 

    Region FE MSA FE 
 

Region FE MSA FE 

% Local 1.641* 1.916 -4.577** -2.746*** -4.571*** -9.290*** 

  (0.895) (1.186) (2.092) (1.044) (1.263) (2.666) 

       
Obs. 1,424 1,424 1,424 1,424 1,424 1,424 

R-squared 0.603 0.628 0.810 0.640 0.665 0.819 

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1 
Sources: National Establishment Time Series Dataset (NETS) provided by YourEconomy.org, US Census 
Bureau, Geography Division (Census Regions for Region Fixed Effects), American Community Survey 2005-
2007 (Population Data). 

 
Table 4.9 Metropolitan Size by Establishment Size  
Equation: 

Unemployment = Percent Local + Total Jobs + Industry Composition + Year Dummy 

 Small MSAs (population<25th %) Large MSAs (population >75th %) 

 (22) (23) (24) (25) (26) (27) 

   Region FE MSA FE  Region FE MSA FE 

Stage 0 (1 Emp.) -45.37*** -63.39*** -23.46*** -61.92*** -55.51*** -3.726 

  (7.397) (7.337) (6.742) (9.480) (9.820) (13.31) 

Stage 1 (2-9) 23.71*** 20.35*** 10.42*** 17.91*** 15.22*** 4.876 

  (2.360) (2.543) (2.730) (2.610) (2.784) (3.848) 

Stage 2 (10-99) -4.596*** -7.723*** -6.616*** 6.560*** 6.922** 15.46** 

  (1.646) (1.730) (2.133) (2.386) (2.989) (6.324) 

Stage 3 (100-499) 1.201 -2.187 -3.247 -9.797*** -13.33*** -27.78*** 

  (1.716) (1.794) (2.081) (2.822) (2.949) (5.907) 

Stage 4 (500+) 0.620 -1.477* -1.974* -0.945 -2.576* -8.203*** 

  (0.928) (0.870) (1.013) (1.349) (1.556) (2.427) 

       

Obs. 1,411 1,411 1,411 1,424 1,424 1,424 

R-squared 0.406 0.513 0.795 0.647 0.666 0.823 

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1 
Sources: National Establishment Time Series Dataset (NETS) provided by YourEconomy.org, US Census 
Bureau, Geography Division (Census Regions for Region Fixed Effects), American Community Survey 2005-
2007 (Population Data). 
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4.6 Social Capital 
 

To examine the role of social capital, I add a social capital variable (regressions 28-

30) and social capital with an interaction term (regressions 31-33). The interaction term 

examines the joint effect of local ownership and social capital. I find that the local ownership 

coefficient is positive with no geographic fixed effects, but not significant when an 

interaction term is included. Local ownership is negative and significant within regions for 

both specifications.  

Social capital is negative and significant for the first three regressions; however, it is 

only significant within MSAs when the interaction term is included. The interaction term is 

strongly negative both overall and with regional fixed effects. Using MSA fixed effects, the 

interaction term is positive, although the effect of social capital becomes stronger. While not 

conclusive, these findings generally support my hypothesis that there is a positive 

relationship between local ownership and social capital.  

 
Table 4.10 Social Capital  
Equation: 
Unemployment = Percent Local + Total Jobs + HS + Industry Composition + Social Capital + Social Capital 
Interaction ( Equations 30 and 31) + Year Dummy 

 
Social Capital Social Capital w/ Interaction Term 

  (28) (29) (30) (31) (31) (32) 

  
Region FE MSA FE 

 
Region FE MSA FE 

% Local 1.633*** -1.198*** -0.327 0.535 -1.784*** 0.340 

 
(0.448) (0.430) (0.611) (0.414) (0.414) (0.559) 

Social Capital -0.862*** -0.885*** -5.958*** 0.961** 0.295 -7.214*** 

 
(0.0382) (0.0490) (0.625) (0.437) (0.433) (0.808) 

Interaction Term 
  

 -2.412*** -1.557*** 1.710** 

   
 (0.579) (0.568) (0.717) 

   
 

 
  

Obs. 5,686 5,686 5,686 5,686 5,686 5,686 

R-squared 0.473 0.502 0.825 0.477 0.503 0.825 

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1 
Sources: National Establishment Time Series Dataset (NETS) provided by YourEconomy.org, US Census 
Bureau, Geography Division (Census Regions for Region Fixed Effects), and Social Capital data by Rupasingha 
and Goetz, 2008. 
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To further examine the relationship between local ownership, social capital, and 

unemployment, I run the base regressions for different percentiles of social capital. I focus 

on the highest and lowest 25% of MSAs. Overall and within regions, I find that local 

ownership is negative in the MSAs with the lowest levels of social capital. While local 

ownership in positive within MSAs, the effect of social capital is also particularly strong. 

Local ownership is not significant in the MSAs with the most social capital. Social capital is 

negative and significant for all specifications except when using MSA fixed effects in areas 

with high levels of social capital. These results also generally support my hypothesis that 

local ownership matters more in areas with lower levels of social capital.  

Table 4.11 Social Capital Percentiles 
Equation: 
Unemployment = Percent Local + Total Jobs + HS + Industry Composition + Social Capital + Year Dummy 

 Low SC (<25th %)  High SC (>75th %)  

 (33) (34) (35) (36) (37) (38) 

   Region FE  MSA FE   Region FE  MSA FE 

% Local -2.893** -6.044*** 3.555** 0.277 -0.0276 0.381 

 (1.396) (1.143) (1.753) (0.506) (0.506) (0.717) 

Social Capital -2.499*** -2.899*** -8.221*** -0.718*** -0.608*** 3.632*** 

 (0.190) (0.198) (1.099) (0.0761) (0.0816) (1.140) 

       

Obs. 1,419 1,419 1,419 1,410 1,410 1,410 

R-square 0.679 0.710 0.883 0.454 0.515 0.809 

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1 
Sources: National Establishment Time Series Dataset (NETS) provided by YourEconomy.org, US Census 
Bureau, Geography Division (Census Regions for Region Fixed Effects), and Social Capital data by Rupasingha 
and Goetz, 2008. 
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4.7 Dynamic Panel Analysis 
 
  One challenge with analyzing the relationship between local ownership and 

unemployment is that the factors that influence unemployment in a given metropolitan area 

may be persistent over time. This type of omitted variable bias means that time and region 

fixed effects may not fully control for year-to-year changes in unemployment. I address this 

by creating a dynamic panel, which adds the lagged level of unemployment to the right hand 

side of my model.  

  Comparing dynamic fixed effects models, the coefficient on the lag of 

unemployment is quite high (.8 to .9) suggesting that dynamic panel bias is likely present. 

Dynamic panel bias ―inflates the coefficient estimate for lagged employment by attributing 

predictive power to it that actually belongs to the…fixed effect‖ (Roodman, 2006). While 

fixed effects can‘t eliminate dynamic panel bias, Roodman argues they can provide a likely 

upper and lower bound on the effects of past unemployment. My data confirms this, with 

both unemployment and local ownership having the highest coefficient without geographic 

fixed effects and the lowest coefficient using MSA fixed effects. Even though the effects of 

local ownership are small, they are negative for all the dynamic panel regressions and 

significant within MSAs. They are also relatively consistent across different firm size 

categories, with coefficient estimates that are similar to my base model. 

  Another challenge with my model is endogeneity, where unemployment could 

influence current levels of local ownership. It is not immediately clear what direction this 

bias would take. I could underestimate the effects of local ownership if absentee owned 

firms were attracted to areas with low unemployment. On the other hand, I could 

overestimate local ownership if local firms were more likely to close in areas with higher 

unemployment. The dynamic panel may address some of these concerns; however, I attempt 
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to further address endogeneity by using the Arellano-Bond estimator, which is a general 

method of moments (GMM) one-step difference estimator.  

  The Arellano-Bond estimator uses the past values of variables within the model to 

instrument for the endogenous variables (in this case, local ownership and unemployment). 

It is particularly useful for estimating ‗―small T, large N‘ panels‖ with ―independent variables 

that are not strictly exogenous‖ and fixed individual effects (Roodman, 2006). Unfortunately, 

I find relatively inconsistent results using the estimator and have some concerns about its 

validity. Specifically, my results fail the Sargen and Hansen tests, suggesting that the 

instruments I use may not be valid. I do not include the Arellano-Bond estimator results; 

however, with better instruments, this may be an interesting area of future research.  

Table 4.12 Dynamic Panel Including Establishment Size 
Equation: 

Unemployment = Lag of Unemployment + Percent Local (Disaggregated by Size for 
Equations 40,42,44) + Total Jobs + Industry Composition + Year Dummy 

 
(39) (40) (41) (42) (43) (44) 

  
 

Region FE MSA FE  

% Local -0.0615 
 

-0.196 
 

-0.661* 
 

 
(0.156) 

 
(0.161) 

 
(0.379) 

 Stage 0 (1 Emp.) 

 
-5.408*** 

 
-7.605*** 

 
-5.958** 

  

 
(1.671) 

 
(1.933) 

 
(2.699) 

Stage 1 (2-9) 

 
1.833*** 

 
2.266*** 

 
4.582*** 

  

 
(0.593) 

 
(0.602) 

 
(0.970) 

Stage 2 (10-99) 
 

-1.142*** 
 

-1.615*** 
 

-3.342*** 

  

 
(0.362) 

 
(0.406) 

 
(0.832) 

Stage 3 (100-499) 

 
0.940** 

 
0.710 

 
-0.215 

  

 
(0.400) 

 
(0.452) 

 
(0.935) 

Stage 4 (500+) 

 
-0.137 

 
-0.340* 

 
-1.233*** 

  
(0.199) 

 
(0.199) 

 
(0.391) 

       Unemp. Lag 0.914*** 0.909*** 0.910*** 0.903*** 0.810*** 0.808*** 

 
(0.0142) (0.0148) (0.0159) (0.0167) (0.0225) (0.0225) 

       Observations 5,359 5,359 5,359 5,359 5,359 5,359 

R-squared 0.934 0.934 0.934 0.935 0.938 0.939 

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1.  
Sources: National Establishment Time Series Dataset (NETS) provided by YourEconomy.org, 
US Census Bureau, Geography Division (Census Regions for Region Fixed Effects). 
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4.8 Robustness  
 

Civic Economics, an economic consulting firm, published an ―Indie Index‖ ranking 

metropolitan areas by the size of their independent retail sector. This is a useful robustness 

check to see if my measure of local ownership matches a more deliberately calculated metric 

of business sales that are local and independently owned. There is a moderate correlation of 

about .2 between the two local ownership measures. Next, I replace the percent local 

variable in my base regressions with the civic economics ranking. I don‘t include MSA fixed 

effects because I do not have panel data from Civic Economics (which would be needed to 

examine changes in local ownership within MSAs). The results are similar to my basic model; 

the index is negative and statistically significant in the region regression, but not significant 

overall. The magnitude of all these results is small.  

Table 4.13 Civic Economics 
Equation: 
Unemployment = Civic Economics + Total Jobs + Industry Composition + Year Dummy 

  (45) (46) 

  
Region FE 

Civic Economics Index -0.000410 -0.00793*** 

 
(0.00133) (0.00151) 

   Observations 5,744 5,744 

R-squared 0.383 0.445 

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1 
Sources: National Establishment Time Series Dataset (NETS) provided by 
YourEconomy.org, US Census Bureau, Geography Division (Census Regions for Region 
Fixed Effects), and the ―Indie Index‖ by Civic Economics, 2011. 

 
Another potential challenge with my local ownership variable is that some metro 

areas include multiple states or multiple counties. As a second robustness check, I compare 

the results for these groups. I find relatively consistent results, with most of the differences 

explained by differences in size between the MSAs. The one difference is that local 

ownership matters more for MSAs that cover multiple states. This makes sense if a local 

ownership definition by state would tend to underestimate the local businesses in this type of 
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metropolitan area. However, patterns by firm size are similar and neither of these factors 

would seem to significantly alter my conclusions.  

One final possibility is that there might be a headquarter effect. There are several 

internal checks on this possibility, as well as the Civic Economics results. First, headquarters 

employment is generally contained in the NAICS 56 category, Management of Companies 

and Enterprises. The industry dummy is positive overall and for region effects, but negative 

for MSA fixed effects. However, the coefficient for of local ownership in this industry is 

minimal and not significant at the five percent level in all three specifications, suggesting that 

it does not substantially affect my results.   
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5 Discussion 

 
In a study analyzing how locally owned firms interacted with communities, Varghese 

wrote: ―Missing from the comparative work of absentee versus local ownership is a careful 

analysis of the features of local ownership that lead to more socially desirable outcomes‖ 

(Varghese, 2006, p.507). This thesis has addressed this gap by examining the relationship 

between local ownership and unemployment through the lenses of firm size, city size, 

industry, and social capital. While my initial results are promising, it is clear that additional 

research is needed using more nuanced measures of local ownership. Specifically, it will be 

important to differentiate the structural characteristics of ownership (such as cooperatives or 

employee owned companies) from the social factors that illustrate embeddedness (such as 

how long a company has been in a community). 

I run several fixed effects specifications and identify a moderate negative relationship 

between the percentage of local jobs and unemployment within regions. However, the small 

magnitude of this relationship suggests that policymakers who may be interested in pursuing 

a local ownership strategy should target specific categories of local businesses rather than the 

overall percentage of local jobs. First, when I look at local ownership by establishment size, 

self-employment and jobs in larger local firms are associated with lower unemployment 

rates; however, jobs in the smallest local firms (2-9 employees) are associated with higher 

unemployment rates. While many local ownership efforts focus on small, independent firms, 

my results suggest that increasing the number of jobs in these firms may not reduce 

unemployment. 

Second, I find that local ownership in the smallest 25% of metropolitan areas is more 

negatively associated with unemployment. In larger metropolitan areas, the relationship is 
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positive, although this appears to be mainly a function of local ownership rates within 

different industries. Another interesting finding is that in the largest metropolitan areas, 

employment in larger (100-499 employee) local businesses is strongly associated with lower 

unemployment rates. This suggests that relative firm size, not overall size, is important when 

discussing local ownership. It also indicates that local ownership efforts may be more 

productive in smaller cities.  

While local ownership in individual industries is often significant, there is no 

consistent relationship across all specifications of my model. However, even when I include 

local ownership within industries, the overall percentage of jobs in local businesses is still 

negatively related to unemployment. When I incorporate social capital, the interaction term 

between social capital and local ownership is negative. Local ownership is strongly negative 

in areas with low levels of social capital, while it is not significant in areas with high levels of 

social capital. These results suggest that social factors are important in understanding the 

relationship between businesses and communities. They also imply that a local ownership 

strategy may be most effective in communities with the lowest levels of social capital. 

  My results appear relatively robust after addressing omitted variable bias using fixed 

effects modeling and dynamic panel analysis. I also address measurement error through 

several robustness tests. However, my attempt to correct for endogeneity bias using the 

Arellano-Bond estimator fails several tests for instrument validity. More research will be 

necessary to analyze the direction of causality between local ownership and unemployment. 

Future research could take the following directions to address these issues and aid in better 

understanding the effects of local ownership. 

First, unemployment could affect the percentage of local jobs if local and absentee 

owned firms respond differently to high or low unemployment rates. Kolko and Neumark 
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(2010) examine firms‘ employment responses to industry and region shocks. They find that 

overall, local firms do not differ from nonlocal firms; however, single establishment firms 

have stronger reactions to negative industry shocks and weaker reactions to negative region 

shocks. This suggests that endogeneity bias may primarily influence smaller firms. 

Unemployment may also influence self-employment, connecting to research on whether 

people are more likely to start their own business when unemployment rates are high 

(Meager, 1992). Micro-level research, such as using the Kauffman firm survey, could be 

particularly useful in analyzing the relationship between unemployment and local ownership.  

  Another endogeneity concern is that unemployment could influence firm location 

decisions. Absentee firms may be more likely relocate to areas with low unemployment, or 

leave areas with high unemployment. Future research could address this by examining the 

geography of local ownership. I find that local ownership is correlated with lower 

unemployment in smaller MSAs. Past research has also suggested that local ownership 

matters most in rural areas; however, small cities could be a new area of inquiry. Studies on 

firm relocation may also be helpful, particularly since industry-level data on this topic is 

available through NETS.  

While my results are supportive of local ownership, they are limited to my model, my 

definition of local ownership, and the time period of my data, 1993-2008. These are 

important limitations, and as such these findings should not be used to definitively argue for 

or against local ownership. However, they can serve as a baseline for future research, 

catalyzing discussion on how factors like social capital, firm and city size, and industry can 

interact with a firm‘s ownership structure to affect community well-being.   
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6 Appendix 

Appendix 1. Full Summary Statistics 
Appendix 1: Full Summary Statistics 

Variable Count Mean Median St. Dev. Min Max 

    Overall Statistics 

Unemployment 5744 5.256 4.804 2.423 1.225 30.61 

Total Jobs in MSA 5744 278,534 88,449 685,881 6313 9,794,720 

Population 5744 450,654 154,314 1,028,988 37425 1.26E+07 

Social Capital 5712 -0.5093 -0.4850 0.9287 -3.275 1.984 

Percent Local Jobs 5718 0.7509 0.7536 0.06770 0.4322 0.9263 

     Local Ownership Disaggregated by Establishment Size 

Stage 0 (Self Emp.) 5718 0.03261 0.02887 0.01461 0.009351 0.1155 

Stage 1 (2-9 Emp.) 5718 0.2091 0.2016 0.04461 0.1112 0.4343 

Stage 2 (10-99 Emp.) 5718 0.2910 0.2877 0.03700 0.1676 0.4174 

Stage 3 (100-499 Emp.) 5718 0.1141 0.1144 0.02699 0.02637 0.2147 

Stage 4 (500+ Emp.) 5718 0.1041 0.09777 0.05372 0 0.4087 

     Industry Composition 

Industry 11-Agriculture 5744 0.01987 0.01159 0.02488 0 0.2236 

Industry 21-Mining 5744 0.00779 0.001461 0.02142 0 0.2266 

Industry 22-Utilities 5744 0.01069 0.006955 0.01210 0.000388 0.1831 

Industry  23-Construction 5744 0.07899 0.06700 0.03968 0.02213 0.3439 

Industry 31-Manufacturing 5744 0.1945 0.1639 0.1285 0 0.7688 

Industry 42-Wholesale  5744 0.05936 0.05159 0.03574 0 0.3386 

Industry 44-Retail Trade 5744 0.1478 0.1391 0.06268 0 0.4331 

Industry 48-Transportation 5744 0.04099 0.03609 0.02533 0 0.2161 

Industry 51-Information 5744 0.02410 0.02061 0.02019 0 0.1872 

Industry 52-Finance, Ins. 5744 0.04253 0.03717 0.03168 0 0.3732 

Industry 53-Real Estate 5744 0.02648 0.02579 0.01574 0 0.2252 

Industry 54-Prof, Sci, Tech 5744 0.05027 0.04853 0.03697 0 0.2874 

Industry 55-Management 5744 0.001251 0.000444 0.002816 0 0.0358 

Industry 56-Administrative 5744 0.04698 0.04503 0.03452 0 0.2364 

Industry 61-Education  5744 0.06930 0.06856 0.04965 0 0.3722 

Industry 62-Health Care 5744 0.08533 0.1046 0.06709 0 0.3303 

Industry 72-Accom., Food 5744 0.05217 0.06137 0.04772 0 0.4909 

Industry 92-Public Admin. 5744 0.04167 0.02347 0.06853 0 0.6652 

     Local Ownership for each Industry 

11-Agriculture 5744 0.9523 0.9888 0.09925 0 1 

21-Mining 5744 0.7487 0.8497 0.2793 0 1 

22-Utilities 5744 0.8027 0.9166 0.2495 0.002056 1 

23-Construction 5744 0.9518 0.9628 0.04965 0.5273 1 

31-Manufacturing 5744 0.6010 0.5857 0.2144 0 1 

42-Wholesale Trade 5744 0.7544 0.7632 0.1684 0 1 

44-Retail Trade 5744 0.6290 0.6362 0.2035 0 1 

48-Transportation 5744 0.6765 0.7130 0.2420 0 1 

51-Information 5744 0.5360 0.5779 0.2915 0 1 

52-Finance and Insurance 5744 0.6525 0.7336 0.2953 0 1 

53-Real Estate 5744 0.7886 0.8896 0.2948 0 1 

54-Prof., Sci., Tech.  5744 0.7108 0.8736 0.3597 0 1 

55-Management 5744 0.7444 1 0.4168 0 1 

56-Administration 5744 0.6999 0.8531 0.3536 0 1 
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62-Health Care 5744 0.5967 0.8623 0.4336 0 1 

72-Accom. and Food  5744 0.5400 0.7525 0.3954 0 1 

11-Agriculture 5744 0.9523 0.9888 0.09925 0 1 

21-Mining 5744 0.7487 0.8497 0.2793 0 1 

Notes: The count differs for some variables based on data availability. Local ownership for industry codes 61 
and 92 are not included because they are considered noncommercial (government) employment by NETS.  
Sources: National Establishment Time Series Dataset (NETS) provided by the Edward Lowe Foundation‘s 
YourEconomy.org, Bureau of Labor Statistics Local Area Unemployment Statistics, American Community 
Survey 2005-2007, and Social Capital data by Rupasingha and Goetz, 2008. 

 
Appendix 2: Full Base Model 
Equation:    Unemployment = Percent Local + Total Jobs + HS + Industry Composition + Year Dummy 

 
(1) (2) (3) 

  
 

Region Fixed Effects MSA Fixed Effects 

%  Local Jobs in MSA 0.295 -1.206*** -0.352 

  (0.481) (0.442) (0.610) 

Total Jobs in MSA 4.16e-07*** 3.15e-07*** -2.44e-07*** 

  (3.54e-08) (3.16e-08) (5.13e-08) 

Industry 11-Agriculture 43.97*** 39.83*** 35.02*** 

  (2.698) (3.190) (4.784) 

Industry 21-Mining 4.151*** 1.150 9.483*** 

  (1.145) (1.227) (2.110) 

Industry 22-Utilities 14.92*** 18.04*** 2.052 

  (2.524) (2.618) (1.932) 

Industry  23-Construction -10.24*** -9.171*** 1.924* 

  (1.239) (1.358) (1.119) 

Industry 31-Manufacturing -3.229*** -2.885*** -1.357** 

  (0.540) (0.543) (0.654) 

Industry 42-Wholesale Trade -0.584 2.224* -1.224 

  (1.450) (1.350) (1.362) 

Industry 44-Retail Trade 0.418 0.436 2.329*** 

  (0.747) (0.699) (0.763) 

Industry 48-Transportation 2.780* 3.504** -1.786 

  (1.501) (1.428) (1.318) 

Industry 51-Information -8.877*** -8.531*** 4.166*** 

  (1.398) (1.311) (1.447) 

Industry 52-Finance and Ins. -10.68*** -7.476*** 3.984*** 

  (0.860) (0.859) (0.852) 

Industry 53-Real Estate -13.63*** -13.41*** -1.187 

  (2.001) (1.865) (1.354) 

Industry 54-Sci., Prof., Tech. -12.93*** -15.11*** 4.899*** 

  (1.127) (1.014) (0.978) 

Industry 55-Management 15.16* 27.03*** -22.38*** 

  (8.886) (8.234) (8.584) 

Industry 56-Administrative 11.76*** 12.68*** -3.672*** 

  (1.185) (1.131) (1.211) 

Industry 61-Education Services -2.310*** -1.151 3.244*** 

  (0.853) (0.843) (0.823) 

Industry 62-Health Care -2.048*** -1.338* -3.263*** 

  (0.787) (0.738) (0.968) 

Industry 72-Accom. and Food 2.924*** 2.769*** 3.413** 

  (0.798) (0.819) (1.600) 

Industry 92-Public Admin. 0.295 -1.206*** -0.352 

  (0.481) (0.442) (0.610) 
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1994 Year Dummy -0.813*** -0.809*** -0.708*** 

  (0.188) (0.179) (0.0949) 

1995 Year Dummy -1.237*** -1.228*** -1.075*** 

  (0.189) (0.180) (0.0966) 

1996 Year Dummy -1.398*** -1.379*** -1.243*** 

  (0.192) (0.183) (0.0984) 

1997 Year Dummy -1.763*** -1.793*** -1.860*** 

  (0.193) (0.186) (0.101) 

1998 Year Dummy -2.154*** -2.184*** -2.269*** 

  (0.194) (0.187) (0.102) 

1999 Year Dummy -2.436*** -2.481*** -2.568*** 

  (0.188) (0.181) (0.100) 

2000 Year Dummy -2.580*** -2.731*** -2.970*** 

  (0.158) (0.150) (0.0906) 

2001 Year Dummy -1.840*** -1.985*** -2.237*** 

  (0.158) (0.150) (0.0927) 

2002 Year Dummy -0.985*** -1.138*** -1.402*** 

  (0.162) (0.154) (0.0956) 

2003 Year Dummy -0.673*** -0.700*** -1.104*** 

  (0.155) (0.148) (0.0903) 

2004 Year Dummy -1.142*** -1.180*** -1.420*** 

  (0.154) (0.148) (0.0899) 

2005 Year Dummy -1.592*** -1.625*** -1.671*** 

  (0.156) (0.151) (0.0979) 

2006 Year Dummy -2.103*** -2.125*** -2.126*** 

  (0.156) (0.152) (0.101) 

2007 Year Dummy -2.177*** -2.182*** -2.160*** 

  (0.158) (0.154) (0.104) 

2008 Year Dummy -1.197*** -1.199*** -1.061*** 

  (0.173) (0.167) (0.117) 

Census Region 2 
 

0.200** 
   

 
(0.0977) 

 Census Region 3 
 

-0.0968 
   

 
(0.0877) 

 Census Region 4 
 

-1.721*** 
   

 
(0.118) 

 Census Region 5 
 

-0.130 
   

 
(0.0894) 

 Census Region 6 
 

-0.0325 
   

 
(0.0976) 

 Census Region 7 
 

0.397*** 
   

 
(0.126) 

 Census Region 8 
 

-0.00509 
   

 
(0.120) 

 Census Region 9 
 

1.097*** 
   

 
(0.162) 

 Constant 7.948*** 8.622*** 4.510*** 

  (0.641) (0.604) (0.791) 

Observations 5,718 5,718 5,718 

R-squared 0.384 0.444 0.825 

Notes: Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1 
Sources: National Establishment Time Series Dataset (NETS) provided by the Edward Lowe Foundation‘s 
YourEconomy.org, Bureau of Labor Statistics Local Area Unemployment Statistics, American Community 
Survey 2005-2007, and Social Capital data by Rupasingha and Goetz, 2008. 
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