Catalogue no. 11-624-MIE — No. 014
| ISSN: 1708-0169
Ml | SBN: 0-662-43754-3

Analytical Pap u

Insights on the Canadian Economy

Head Office Employment
in Canada, 1999 to 2005

by Desmond Beckstead and W. Mark Brown

Micro-economic Analysis Division
18th floor, R.H. Coats Building, Ottawa, K1A 0T6

Telephone: 1 800 263-1136

1«1

el S S Canada



Head Office Employment in Canada,
1999 to 2005

by
Desmond Beckstead and W. Mark Brown

11-624-M|E No. 014
| SSN: 1708-0169
| SBN: 0-662-43754-3

Micro-Economic Analysis Division
18-F, R.-H.-Coats Building, 100 Tunney’s Pasture Driveway
Ottawa, K1A 0T6
Statistics Canada

July 2006

How to obtain more infor mation:
National inquiries line: 1-800-263-1136
E-mail inquiries: infostats@statcan.ca

Published by authority of the Minister responsible for Statistics Canada
© Minister of Industry, 2006

All rights reserved. The content of this electronic publication may be reproduced, in whole or in part, and by any
means, without further permission from Statistics Canada, subject to the following conditions: that it be done solely
for the purposes of private study, research, criticism, review or newspaper summary, and/or for non-commercial
purposes; and that Statistics Canada be fully acknowledged as follows: Source (or “Adapted from”, if appropriate):
Statistics Canada, year of publication, name of product, catalogue number, volume and issue numbers, reference
period and page(s). Otherwise, no part of this publication may be reproduced, stored in a retrieval system or
transmitted in any form, by any means—electronic, mechanical or photocopy—or for any purposes without prior
written permission of Licensing Services, Client Services Division, Statistics Canada, Ottawa, Ontario, Canada
K1A OT6.

La version francaise de cette publication est disponible sur demande (n° 11-624-M | F au catalogue, n° 014).

Note of appreciation

Canada owes the success of its statistical system to a long-standing partnership between Statistics Canada, the
citizens of Canada, its businesses, governments and other ingtitutions. Accurate and timely statistical information
could not be produced without their continued cooperation and goodwill.



Abstract

This paper provides an analysis of trends in business sector head office employment in Canada
from 1999 to 2005. It investigates changes in the number of head offices and head office
employment over this period. The paper also examines the effect of foreign ownership on head
office employment. It asks how much foreign-controlled firms contribute to Canadian head
office employment and employment growth and what happens to head office employment when
control of a firm changes from domestic to foreign. The paper also looks at the rate at which
head offices enter and exit over time with aview to ascertaining whether the loss of a head office
IS a rare occurrence or a relatively common event. Finally, the paper presents trends in head
office employment across metropolitan areas over the past six years.

| ntroduction

In the late 1990s and early 2000s, concern had emerged in Canada that a rising number of
foreign takeovers of Canadian companies was resulting in the ‘hollowing-out’ of Canadian
corporations. As aresult, it was aleged that corporations would no longer demand the services
of financia markets or key business services. Since financial and business service industries are
among the fastest growing and highest paying sectors, this phenomenon was seen to decrease
Canada’'s growth prospects. Recently, this concern has re-emerged with a second wave of
takeovers.!

Hollowing-out is also perceived to be associated with the decline of the management function. In
particular, it is related to the movement of head office employment out of Canada, especially
senior management functions. In this paper, we ask once again whether the statistical evidence
supports the contention that the head office function isin decline.

In our previous study,? we provided an analysis of head office employment from 1999 to 2002. It
showed head office employment increased over the period, suggesting head offices were not
decamping en mass. In this study, we extend our previous work by adding three years of data.
This provides a better perspective on longer term trends, while also providing a more up-to-date
picture of head office employment in Canada.

In addition to looking at longer term trends, this study examines the effect of foreign ownership
on head office employment. Much of the concern expressed in the past about the alleged
hollowing-out of corporate Canada centred on the influence of rising foreign ownership on head
office employment. It was hypothesized that foreign firms would consolidate in their home
countries the management functions of their newly purchased Canadian operations. In this paper,
we test this proposition directly. We ask what happens to head office employment when control
changes from domestic to foreign. We also examine the extent to which foreign firms contribute
to head office employment and head office employment growth.

1. Erman (2006).
2. Badwin, Beckstead and Brown (2003).
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Concerns about head office employment extend from the national down to the local scale as
cities are often anxious to expand their head office base. This interest stems from three factors.
First, head offices are thought to bring with them prestige that adds to a city’s image. Second,
head offices generate demand for financia and business services, which form an increasingly
important part of urban economies. Finally, head offices provide relatively high paying jobs that
add to acity’ s economic base.®

Because of these interests, concern is often generated when a city loses a head office. But
whether a city should view the loss of a single head office as a significant event depends on the
frequency of the entry and exit of head offices. If head offices enter and exit only rarely, then a
lost head office might not be replaced. On the other hand, if head offices enter and exit regularly,
then a new head office is likely to emerge to replace any lost head office. In order to assess the
importance of head office turnover, we measure rates of entry and exit of head offices.

Since head office employment in Canada tends to be concentrated in a few key metropolitan
areas—Toronto, Montréal, Calgary and Vancouver—we also provide evidence of the evolution
of their head office employment. Our previous research identified distinct trends in head office
employment across Canada’'s major head office cities between 1999 and 2002. In Eastern
Canada, Toronto’'s head office employment steadily rose while Montréal’ s declined. In Western
Canada, Calgary had emerged as the most important head office centre, supplanting Vancouver,
which experienced declining head office employment.

There are many questions about how these head office centres have performed in the intervening
years since these results were published. Has Vancouver continued its decline or has its recent
boom led to a revival? Has Toronto’s growth visibly slowed in the face of Calgary’s rapid
growth? Has Montréal continued its slide or has its relatively buoyant economy led to a revival
in its head office sector?

The remainder of the paper is organized as follows. The next section outlines the nature of the
data source used for the analysis. Thisis followed by an analysis of national trends in head office
employment. The performance (in terms of employment and head office counts) of
domestically- and foreign-controlled head offices are then compared, as well as how head offices
performed after control of the firm switches from domestic to foreign. Next, the analysis looks at
the entry and exit of head offices. It asks whether these are rare occurrences or whether they
occur quite often. Finally, the paper looks at trends in head office employment across Canada' s
major head office centres. The paper ends with a brief conclusion.

3. Klier and Testa (2002).
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Data

In order to address the research questions outlined above, we make use of Statistics Canada’'s
Business Register (BR). The BR keeps track of Canada’'s companies and their respective
production units. For each production unit, the BR also keeps track of employment levels.

In the BR, head offices are treated as a type of production unit. A head office is only recognized
asaproduction unit if it islocated in a separate physical location. A head office that is co-located
with a production unit (e.g., a manufacturing plant) would not be counted as a separate unit.*
Given that most enterprises in Canada are small, encompassing one production unit, most do not
have separate head offices. Therefore, the analysis presented below includes predominately
large, multi-unit enterprises.

With the implementation of the North American Industrial Classification System (NAICS), the
BR now contains a more accurate picture of head office units. Greater attention has been paid
both to establishing the existence of head office units and in providing an estimate of their
economic performance, as measured by employment. For this reason, this paper focuses on the
period from 1999 to 2005.

Despite these improvements, it should be recognized that we are using the BR data for purposes
for which they were not originally designed. A register does not always provide a rea-time
picture of changes. The operational composition of many firms is updated annually, but others
are updated over a longer period of time. Consequently, there will be lags in the updating of
some information on the register.

In addition to providing information on employment in head offices, the BR includes information
on the location of head offices. Hence, it is possible to identify the metropolitan areain which a
head office is located. For this analysis, we use Census Metropolitan Areas (CMAS) to define
metropolitan aress.

Throughout the paper, we restrict our analysis to the sub-sample of head offices that operate in
the business sector. This isamore restrictive sample than that used in our previous study because
all public sector industries have been excluded.”

Finally, the BR contains information on the enterprise with which head offices are associated.
This includes information on the country of control of the enterprise, which alows for the
identification of domestically- and foreign-controlled enterprises and their respective head
offices. As a result, the BR is able to track the number of, and employment in, foreign- and
domestically-controlled head offices. Most importantly, because the BR follows enterprises and
their head offices over time, it is possible to identify the effect of a change of control from
domestic to foreign, and visa versa, on head offices.

4. Armstrong (1996).
5. See Baldwin, Beckstead and Brown (2003).
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National trendsin head office counts and employment

One of the questions we are seeking to answer is how Canada s head office sector has performed
over the past six years. Head office employment may be increasing because the economy is
growing or because technological change allows firms to consolidate their management
functions in their head offices rather than dispersed across their production units (e.g.,
manufacturing plants). Alternatively, head office employment might be in decline as investments
in new information technologies help to streamline the management function and/or because
head office jobs are being moved abroad.

The head office function continues to grow in Canada, be it measured in terms of counts of head
offices or employment in head offices. After a decline in the number of head offices between
1999 and 2000, the number of head offices has risen since, albeit with a slight decline between
2004 and 2005 (see Figure 1). Counts of head offices grew by 4.2% between 1999 and 2005.

Head office employment followed a similar pattern to head office counts (see Figure 2). Like
head office counts, employment fell between 1999 and 2000 and then grew afterwards. However,
unlike head office counts, there is no apparent slowdown in head office employment in 2004 and
2005. Employment grew by 11% between 1999 and 2005. Thisis dlightly less than the growth in
business sector jobs over the same period (14%).°

Figure1l Countsof head office unitsin Canada, 1999 to 2005
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Source: Specia tabulation of the Business Register, Statistics Canada.

6. CANSIM Table 383-0008, Indexes of labour productivity, unit labour costs and related variables, seasonally
adjusted, quarterly (index, 1997=100).
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