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I. EXECUTIVE SUMMARY

The Overland Park Chamber of Commerce commissioned the Institute for
Public Policy and Business Research to do this study because the Chamber is
interested in developing some quantitative estimates of the economic
significance of service and administrative firms in the Overland Park area.
Service industries and administrative firms make up a very significant
portion of the Overland Park and Johnson County economies, but the community
is unable to provide hard facts about the specific impacts of these
industries on the city, county and state. The Chamber believes, as this
study confirms, that the impact of these firms on the local and state
economies is very significant. Thus, the purpose of this study is to obtain
economic impact data that can guide decision makers on issues affecting the
community.

This study analyzes the economic impact and significance of export-
oriented regional service firms and national and regional headquarters
located in Johnson County. It includes analyses of published data on the
Johnson County economy, data from a survey of service and headquarters firms
located in Overland Park, tax simulations performed for three hypothetical
firms, and the estimated tax revenue and total economic impacts of such
firms located in Johnson County. The major findings of this study are as

follows.

Key Characteristics of the Overland Park and Johnson County Economy

As a first step in this study, published data was analyzed to determine

the key characteristics of the local economy. In this analysis it was found



that Overland Pa;k and Johnson County have had very high rates of employment
and establishment growth compared with the state and nation in recent years,
This is particularly true for the services sector, and specifically the
business services subsector. Between 1977 and 1982, which are the latest
data years for cities, employment in the services sector grew 1967 in
Overland Park and 1367 in Johnson County, compared with 93% in Kansas and
75%2 in the United States. Employment in business services, which includes
such industries as advertising, computer and data processing services, and
management consulting and public relations, grew 4437 in Overland Park and
137% in Johnson County, compared with 42% in Kansas and 272 in the United
States over the same period. Between 1980 and 1985 (1985 is the latest year
for which comparable data by industry is available at the county, state and
national levels), employment in the services sector grew 642 in Johnson
County, compared with 17% in Kansas and 257 in the United States. Business
services grew 114X in Johnson County, 57 in Kansas and 437 in the United
States during the 1980-85 period. Thus, local growth in services greatly
exceeded that in the state or nation during this period.

Further analysis of the data was carried out to determine whether this
growth was due to national or state trends, industry trends or local trends.
Based on a comparison of employment growth rates in Johnson County and the
United States, the majority of the rapid employment growth in the county was
found to be related to the dynamic county economy itself. Through this
analysis it was determined that the rapid Johnson County employment growth
significantly exceeded the national or state growth and, therefore, Johnson
County's growth could not simply be attributed to overall national or state

employment growth rates. Nor could Johnson County's employment growth be
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attributed solely to its economic composition. Johnson County's economy is
made up of many high-growth industries, but when one sums up the increase in
employment growth which should have occurred, based solely on the types of
industries located in the county, Johnson County's employment growth still
exceeded what would have been expected. Thus, Johnson County's economy is
not just keeping up with the nation's or state's growth rates or performing
only at the rate to be expected based on the types of high-growth industries
it has. Its employment growth, during the 1980-85 and 1975-80 periods,
exceeded what would have been expected based on these influences alone.

Analysis was also carried out to determine the economic make up of the

local economy. Location quotients analysis was used to consider which
sectors of the local economy make up its economic base. The economic base
is the "backbone" of an economy - it is those sectors which are considered

primary industries because they bring new wealth in from outside the area
and create additional jobs directly in their own industry and indirectly in
secondary industries in the community. It is generally assumed that
subsectors which make up a larger proportion of the local economy than of
the national economy are subsectors which produce more goods or services
than are needed for the local market: therefore, they are considered export-
oriented subsectors of the local economy. Thus, according to this method of
analysis, these subsectors are the economic base industries.

Those economic subsectors which make up a greater proportion of the
Johnson County economy than of the national economy include durable goods in
the wholesale trade sector; general merchandise, apparel and accessories,
furniture and home furnishings and miscellaneous retail stores in the retail

trade sector; and credit agencies, insurance carriers, insurance agents and
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brokers, real estate offices, and holding and other investment offices in
the finance, insurance and real estate sector. They also include business
services, miscellaneous services, transportation services, communications,
printing and publishing, chemicals and allied products, electric and
electronic equipment, and the administrative and auxiliary sectors
(headquarters and division offices) in wholesale trade, services and
transportation and other public utilities. Other manufacturing sectors are,
by their nature, also generally considered a part of the economic base.

According to this method of analysis, the subsectors identified above
are the export-oriented or economic base subsectors of Johnson County. It
is interesting to note that this list includes many retail trade subsectors.
In most communities, retail trade subsectors are secondary industries which
support primary industries in other sectors; however Johnson County is
unusual in Kansas and the United States in that elements of retail trade are
among the export-oriented subsectors of its economy. Its location on the
state border and its ability to draw retail customers in from outside the
community make some portions of its retail trade sector part of the economic
base.

Published data was also used to try to answer another question
regarding the significance of service sectors: what is the worth of service
jobs as compared with manufacturing jobs or jobs in other industries
traditionally considered to be primary industries. The fear exists that
service jobs are low-wage jobs and that an economy which is predominated by
service industries is a low-income economy dependent on exports from
outside. An evaluation of payroll data by industry appears to partially

refute this notion. In Johnson County, payroll per employee in many
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business services has exceeded payroll per employee in manufacturing.
Payroll per employee in manufacturing was $21,091 in 1985, while it was
$27,106 in advertising, $27,021 in computer and data processing, $25,515 in
management consulting and public relations, and $32,278 in accounting,
auditing and bookeeping services, all of which are in the services sector.
Thus, the fear that a service economy means an economy dependent on low-wage
jobs is not well-founded if such business services and other high paying

services are an important part of that economy.

Employment and Spending Patterns of Export-Oriented Service Firms Located in

Johnson County

Many questions regarding the significance of service industries in
Overland Park and Johnson County could not be answered by published data. A
survey of local export-oriented service and headquarters firms was used to
get more in-depth information regarding their significance. Twenty firms
responded to the survey questionnaire, representing a 28 percent return
rate. The survey covered information on 4,373 employees and included firms
in retailing, wholesaling, advertising, finance, insurance, telecommuni-
cations, transportation, accounting, engineering and manufacturing. Results
were analyzed for the total sample of firms, as well as broken down into two
categories: smaller, regional service firms with an average of 66 employees
and larger, headquarters or division offices with an average of 418
employees.

Results of this survey of export-oriented service and headquarters
firms located in Johnson County, as undertaken in this study, reveal that,

on average, for each 100 employees, larger headquarters or division



establishments have higher overall expenditures, payroll and capital, and
utilize more office space than do smaller regional service firms. For every
100 workers, larger headquarters or divisions annually spend over $1,300,000
on the purchase of goods and services in Johnson County and over $1,500,000
in Kansas, including Johnson County, and smaller regional service firms
spend over $500,000 in Johnson County and over $600,000 in Kansas, including
Johnson County.

For each 100 workers employed, the smaller firms surveyed also annually
pay an average of approximately $1.6 million in payroll to employees who
reside in Johnson County and an additional $100,000 to employees who reside
elsewhere in Kansas:; the larger firms pay an average of approximately $2.6
million in payroll to employees residing in Johnson County and approximately
$400,000 more in payroll to other workers residing in Kansas outside of
Johnson County.

These results indicate that smaller, regional service firms and larger
headquarters and division establishments behave somewhat differently and
have different impacts on the county and state economies. The larger firms
have a greater economic impact per 100 workers than the smaller firms, but
both are wvery significant to the local and state economies. Smaller,
regional service firms are more prevalent in the local economy, as well as
in the state and national economies, than the larger, headquarters firms and
thus are very significant because of their number as well as because of
their individual economic contributions.

When the spending patterns for both the large headquarters and smaller
regional service firms are combined based on their proportions in the local

economy, the total annual expenditures by such a firm per 100 workers are

v
o



over §$600,000 to other Johnson County firms and ove-r $700,000 to other
Kansas firms. These are averages based on survey data. Annual payroll per
100 employees for the total set of firms is approximately $1.8 million to
employees who reside in Johnson County and an additional $100,000 to
employees who live elsewhere in the state,

According to the Kansas Department of Human Resources, total employment
in Johnson County was 190,299 in April 1988. Of these, based on proportions
in past years found in Bureau of the Census data, approximately 75 percent,
or 142,725, are service workers in transportation, communications,
utilities, wholesale trade, retail trade, finance, insurance, real estate,
and other services. 0f the 142,725 service workers, we estimate that
approximately 92,000, or almost two-thirds of service workers, are employed
by headquarters establishments or services which export outside the local or
state market. These 92,000 workers represent 48 percent of all employment
in the county as of April 1988. With the addition of 33,200 additional jobs
in the county which are indirectly related to the initial 92,000 jobs,
125,200 jobs in Johnson County are indirectly or directly caused by the
location of the export-oriented service or headquarters firm in Johnson
County. This represents 66 percent of county employment. These figures
include both retail trade workers and other service workers employed in
export-oriented service firms and include both local exports across the
state line and distant exports to other cities. Service sales across the
state line are major exports for Johnson County; this local export activity
makes the economy of this area somewhat unusual in the state.

0f the 92,000 jobs in export-oriented service or headquarters firms in

Johnson County, approximately 65,000, or 34 percent of total county



employment, can be directly attributed to the export of services outside the
local market and approximately 35,000 of these, or 18 percent of total
county employment, are directly related to the export of services outside
the state market. With the addition of county jobs which are indirectly
related to the export of county services outside the local or state markets,
46 percent of total county employment, or B8,400 jobs in the county, are
related to the export of Johnson County services outside the local market
and 25 percent of total county employment, or 47,600 jobs in the county, are
related to the export of Johnson County services outside the state market.
Based on averages from those firms surveyed for this study, of those
workers employed directly by Johnson County export-oriented service firms,
28 percent live in Overland Park, 75 percent in Johnson County and 85
percent in the state of Kansas. About 15 percent live on the Missouri side

of the line.

Estimates of Total Economic Impact

The input/output model of the Institute for Public Policy and Business
Research was used to estimate the total economic impact of the export-
oriented service and headquarters sector located in Johnson County. Based
on survey data and this model, total sales in the county due to 100 export-
oriented service workers are estimated to be $3 million. The total earnings
in the county are $2.1 million and the total number employed is 136. Total
sales in the state due to 100 export-oriented service workers are estimated
at $3.9 million. The total earnings in the state are estimated to be $2.3

million and the total number of jobs is 145.



About 33,200 additional jobs in the county and 41,500 jobs in the
state, including those in Johnson County, depend on the initial 92,000
export-oriented service jobs in Johnson County. Thus, total employment in
the state, created by the existence of the export-oriented headquarters and
regional services located in Johnson County, is conservatively estimated at
133,500 jobs or approximately 11 percent of total Kansas employment in 1988.

Based on the estimate of 133,500 jobs in the state which can be
attributed to export-oriented services located in Johnson County, total
sales in the state are approximately $3.5 billion and in the county they are
over $2.8 billion. Total earnings fer the 133,500 workers, are estimated at
$2.2 billion in the state and are $2 billion in the county.

The estimated total sales impact due to only the 65,000 jobs which are
estimated to be directly related to Johnson County service exports outside
the local market would be $2.5 billion for the entire state and $2.0 billion
for the county. The total earnings impact would be $1.5 billion in the
state with $1.4 billion of that in the county. Total employment due to the
65,000 jobs would be 94,300, with 23,400 additional jobs in the county and
5,900 additional jobs elsewhere in the state.

The estimated total sales impact due to the 35,000 jobs which are
estimated to be directly related to Johnson County service exports outside
the state market would be $1.3 billion for the entire state and $1.1 billion
for the county. The total earnings impact would be $800 million in the
state with §$740 million of that in the county. Total employment due to the
35,000 jobs would be 50,800, with 12,600 additional jobs in the county and

3,200 additional jobs elsewhere in the state.



Effects of Tax Laws on Export-Oriented Service Firms and Estimate of Tax

Revenue from These Firms

Other questions considered in this study were the estimated tax revenue
derived from Johnson County export-oriented service and headquarters
establishments, and the impact of tax laws on such firms. Our general
estimate of the total personal and corporate income tax and sales tax
revenues attributed to export-oriented service and headquarters firms is
$182 million dollars for the state, which is over 11 percent of the total
expected revenue in Kansas from these taxes for the July 1, 1987 through
June 30, 1988 period. This is based on the estimated 95,000 export-
oriented service workers in Johnson County and 41,500 other jobs in the
county or state indirectly attributable to the existence of the Johnson
County export-oriented service sector. It includes estimates of over $106
million in income taxes and $76 million in sales tax collected.

In order to consider the impact of area and state taxes on the firms
studied, tax simulations were conducted. Three industries were chosen to
represent service and headquarters firms and hypothetical firm profiles were
developed for a firm in each of these three industries. Tax laws were then
applied to each of these hypothetical firms based on its location in either
Johnson County, Kansas or Jackson County, Missouri. Taxes were estimated in
Kansas for both before and after reassessment. Missouri taxes were
calculated based on the current tax situation in Missouri. The Missouri
taxes did include the Kansas City, Missouri earnings tax and the property
tax effect of the decision in the school district desegregation case. A

capitalization adjustment was made due to higher property taxes in Kansas.
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Since economists believe that property values will adjust to differences in
property taxes, we reflect this with this adjustment.

0f the three hypothetical firms analyzed, only the results for the data
processing firm were significant for the effect on the total firm. For this
firm, Kansas taxes were 110.8% higher before reassessment and 89.0X higher
after reassessment than the Missouri taxes. However, the difference is
reduced, though still significant when total taxes to the state and federal
government are considered. Total taxes in Kansas before reassessment were
13.1% higher than those in Missouri and taxes in Kansas after reassessment
were 11.12 higher than those in Missouri. Net profit, after capitalization
of property taxes, was 6.0 lower in Kansas before reassessment and 6.82
lower in Kansas after reassessment than in Missouri.

For the telecommunications regional headquarters, the tax difference
was again significant for the Kansas and Missouri taxes. If the firm were
located in Kansas it would pay B85.12 more in Kansas before reassessment and
39.42 in Kansas after reassessment than in Missouri if it were located in
Missouri. Once again the difference is greatly reduced when taxes to other
states and the federal government are taken into account. All taxes to all
levels of government were 1.6Z higher before reassessment and 0.92 higher
after reassessment for the Kansas location than for the Missouri location.
Net profit, after a capitalization adjustment for property tax, was 0.4Z
lower in Kansas before reassessment and 0.92 lower in Kansas after
reassessment than in Missouri.

For the nonelectrical machinery manufacturing headquarters, taxes paid
to Kansas before reassessment were 45.6Z higher and after reassessment were

24.97 higher than taxes paid to Missouri. The difference in all taxes,
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including taxes paid to Kansas or Missouri, other states and the federal
government, was negligible - total taxes for the firm located in Kansas were
0.7Z higher before reassessment and 0.47 higher after reassessment than for
the firm located in Missouri. Net profit, after a capitalization
adjustment for property tax, was 0.57 lower in Kansas before reassessment
and 0.8% lower in Kansas after reassessment than in Missouri.

Of the taxes, state income tax, property tax, unemployment insurance
and workman's compensation were all higher in Kansas than in Missouri for
each of the three firms both before and after reassessment. The estimated
effects of reassessment raised property tax on commercial real estate about
250 percent and lowered the effective property tax on business personal
property by about 73 percent. The net effect on the three hypothetical
firms was lower total Kansas property taxes after reassessment because of
the relative amounts of the two types of property which each hypothetical
firm owned. Although the total Kansas property tax bills were more in line
with Missouri property taxes after Kansas reassessment, they were still
somewhat higher than in Missouri. The sales tax on equipment purchases for
all three firms were significantly higher in Missouri than in Kansas, as
were tax payments to other states and the federal government for the two
national firms - nonelectrical machinery and telecommunications.

Thus, the tax simulations show that there is a significant difference
in the total taxes paid to either Kansas or Missouri, depending on which
location each of the three firms might choose, but the significance is
greatly reduced when total taxes to all states and the federal government
are comparéd. The net difference to the entire firm of locating in either

Johnson County, Kansas or Jackson County, Missouri is relatively negligible
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for the two firms which have locations in other states - the nonelectrical
machinery and telecommunications firms. The difference is still somewhat
significant for the data processing firm, which only has one location in

either Johnson County or Jackson County.

Summary

One can conclude, based on the results of this study that the regional
service and headquarters firms located in Johnson County have a very
significant economic impact on the county and state eccnomies. There 1is a
substantial portion of the services sector of the Johnson County economy
which can be considered in the same regard as "primary" industries, such as
- manufacturing. Just as a manufacturing firm can draw wealth into a state by
exporting its product, create new employment in the state, and support
growth in other sectors of the economy, so too can certain types of service
firms. Not all services exist merely to support other local industries or
the consumption of the local workforce. Export-oriented services such as
business services and headquarters establishments do export their "product”
outside the community and state, draw in wealth and create additional jobs.
They also provide high-paying jobs for highly skilled and educated workers.
A service economy is not necessarily a low-wage economy, dependent on
imports.

Essentially, there are two types of services which exist - export-
oriented services, which are primary industries and part of a community’'s
economic base, and services, such as personal services, which are not
primary, aré not part of the base, and are dependent on the existence of the

primary industries in the economy. Within Johnson County, approximately
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three-fourths of the work force is made up of service employees. Of these,
about two-thirds, or 92,000 workers, are in export-oriented service firms,
and one third are in supporting service firms. As of April 1988, at least
48 percent of total Johnson County employment is in export-oriented services
and 11 percent of the jobs in the state can be attributed, directly or
indirectly, to the export-oriented service firms located in Johnson County.
The 65,000 Johnson County jobs related to service exports outside the local
market represent 34 percent of total Johnson County employment and the
35,000 Johnson County jobs related to service exports outside the state
market represent 18 percent of total Johnson County employment. With the
addition of indirect workers, Johnson County service exports outside the
local market account for about 88,400 jobs or 46 percent of total county
employment, and Johnson County service exports outside the state market
account for about 47,600 or 25 percent of total county employment.
Therefore, it can be concluded that the export-oriented service sector
. of Johnson County is of great significance to the county and state
economies. The economic well-being of the county, and to a lesser extent,
of the state are affected by the economic weil-being of this sector. The
significance of this sector should be recognized and public policy should

take knowledge of this significance into account.
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II. INTRODUCTION

The Overland Park Chamber of Commerce commissioned the Institute for
Public Policy and Business Research to do this study because the Chamber is
interested in developing some quantitative estimates of the economic
significance of service and administrative firms in the Overland Park area.
Service industries and administrative firms make up a very significant
portion of the'Overland Park and Johnson County economies, but the community
is unable to provide hard facts about the specific impacts of these
industries on the city, county and state. The Chamber believes, as this
study confirms, that the impact of these firms on the local and state
economies is very significant. Thus, the purpose of this study is to obtain
economic impact data that can guide decision makers on issues affecting the
community.

The economic significance of service firms is often misunderstood and
underestimated. Some people believe that services are secondary industries
which exist only to support primary industries, such as manufacturing. They
believe that the manufacturers and other primary industries which produce
goods locally and sell them outside the community, thereby importing
additional wealth into the community, are the backbone of an economy.

Theoretically, an economy expands or shrinks, and income levels rise or
fall, based on an economy's ability to develop and maintain primary
industries. According to the prevalent idea, services are not primary
industries, services exist only to support the primary industries, such as
manufacturers, and services do not bring additional wealth into an economy -

they only recirculate the wealth imported by the primary industries.
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Manufacturing jobs are considered valuable, high-wage jobs which communities
eagerly seek, while service jobs are considered low-wage, unattractive jobs
which lower overall income levels.

The continuing shift in the U.S. economy from manufacturing to services
is viewed with fear by those who believe that high-paying manufacturing jobs
are being lost and are being replaced by low-wage service jobs which only
serve the local population and do not import any wealth. It is feared that
an economy heavily committed to services would be dependent on outside areas
for goods and would experience a drain of funds and declining income levels
because it would not have exports of its own.

Because of this general belief that service jobs and industries are not
worth as much to a community as those in manufacturing, public policies have
tended to favor the development of manufacturing industries and ignore the
development of service industries. Incentives are offered to attract
manufacturing companies to a community or state, whereas these incentives
are often not made available to service firms.

However, there is a growing recognition that certain service subsectors
perform the same role as manufacturers. Like many manufacturing companies,
which produce goods locally and export them, many services provide a
"product" produced by local employees and exported to those outside the
community. Services vary a great deal - from low-wage, localized janitorial
services to high-paying legal, consulting, research, engineering, accounting
and architectural services with regional, national and international
accounts.

A 1978 study of business services in New England supports this idea

that some service subsectors are export-oriented. This study surveyed
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advertising agencies; research and development laboratories; management,
consulting and public relations services; equipment rental and leasing
services; engineering, architectural and surveying services; and accounting,
auditing and bookkeeping services. 0f those companies responding, 21
percent sold over half of their output in the United States cutside the New
England region. (Ashton & Sternal, 1978) The percentage which sold outside
of their state or community was not determined, but could be expected to be
even higher.

Services make up a significant and growing portion of the economy at
the national, as well as at the state and local levels. In its broadest
context, the service sector is defined as all "nongoods producing

industries."” (Guide to Service Industry Statistics and Related Data, 1984)

This definition includes transportation; communications and utilities;
finance, insurance and real estate; wholesale and retail trade; government;
agricultural services; personal, business, professional, educational, social
and other services; and sometimes construction. Using a more restricted
definition which excludes government and construction, the percentage of
service industry employment of total employment in 1985 was 68.1 percent
nationally, 67.3 percent in Kansas, and 75.1 percent in Johnson County.
This is an increase from 62.1 percent nationally, 63.9 percent in Kansas,

and 72.4 percent in Johnson County in 1975. (County Business Patterns)

In addition to this significant growth in employment, services have
also grown significantly with respect to their contribution to the Gross
National Product (GNP) of the United States. GNP from total private sector
services was 48 percent of GNP in 1950. By 1980, services made up nearly 70

percent of the nation's GNP. (Guide to Service Industry Statistics and
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Related Data, 1984) Worldwide, the contribution of the service sector to
Gross Domestic Product averaged 58 percent in 1980. (Riddle, 1986).

Thus, it can be seen that services are a large and growing portion of
the economy, both locally and nationally. The remainder' of this report
seeks to demonstrate what the economic impact of services are on the local
and state economies and also to evaluate how tax laws impact these
industries. The following section describes the overall methodology used in

this study.
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I1I. BASIC METHODOLOGY

Many different techniques and methodologies were included in this
study, including a review of scholarly literature, shift-share analysis,
simple locational quotients, input-output modeling, projections using survey
data, direct sampling and hypothetical firm profiles. The study began with
a review of available data on employment, establishments and payroll by
industry in Overland Park, Johnson County and the State of Kansas. This
review sought to discover what information was already available and to
determine from it the the nature of the Overland Park/Johnson County
economy. This initial review of data included an analysis of historical
employment and establishment data to determine the statistical significance
of economic sectors and their relative growth, and it focused on
headquarters and business services which tend to have regional and national
markets. It also included a location quotient analysis to establish which
sectors make up the area’'s economic base and a shift-share analysis to
determine the reasons behind the area's employment growth. The results of
these analyses will be reported in Section IV of this paper.

The rest of the study went beyond published data so as to develop a
clear picture of the economic significance of the administrative and service
sectors of the Overland Park/Johnson County economy. Published data on
these sectors is very sparse and does not provide enough information to
develop a good estimate of the importance of these sectors. These sectors
are of much greater significance to the local and state economies than is

generally realized. Appropriate data is needed to demonstrate that to
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policymakers so that public policies do not damage the interests of sectors
which are really a part of the economic base of the community and state.

In order to generate a good estimate of the significance of the
administrative and service sectors, two main steps were taken as a part of
this study. A questionnaire survey was used to get detailed information on
employment and financial data of firms which are in the sectors this study
is concerned with and which are located in Overland Park, and an input-
output model of the county economy was developed in order to determine the
economic impacts these firms have on the county and state. This input-
output model provides multipliers which can be used to estimate the total
economic effects of the initial expenditures of such companies. The results
of the questionnaire itself will be discussed in Section V of this paper,
and the results of the input-output model will be presented in Section VI.
Section V also includes an estimate of the total number of export-oriented
service or headquarters workers in Johnson County based on location
quotients, used to estimate exports across the state line, and data from the

study on Business Retention and Expansion in Mid-Size Kansas Communities

(Krider & Maynard-Moody, 1988), to estimate distant exports to other cities
and states. The specific tax revenue implications of the economic impact of
such firms will be discussed in Section VII.

In addition to evaluating the economic impact of the administrative and
‘service sectors on the county and state economies, this study also seeks to
evaluate the impact of state and local tax laws on these sectors. As a part
of this study, hypothetical firm profiles were developed for service and
administrative firms and tax simulations were run on these hypothetical

firms based on their location in either Johnson County, Kansas or Jackson
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County, Missouri. 1In this way, the differing impact area and state tax laws
have on firms in the Kansas City area could be considered. There is some
concern that local and state tax laws might hamper the community's ability
to attract and retain service and administrative firms which are a part of
the area economic base. This study seeks to determine whether that may be
the case relative to the situation on the Missouri side of Kansas City by
applying tax laws to hypothetical firms. The results of these tax

simulations will be presented in Section VIII.
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IV. ANALYSIS OF PUBLISHED DATA

A. Types of Data Analyzed

This section of the study analyzes data on all major sectors of the
county, state and national economies, in addition to focusing more
specifically on data for headquarters and service firms. Data has been
collected from records published by the United States Bureau of the Census.
Annual data for the years 1970 through 1985 has been collected for the
county, state and national economies and includes all major industries.
Data specific to the Overland Park economy is more limited: data is not
available for all industries and is only published at five year intervals:
this data is also less detailed. Data on Overland Park has been collected
for the years 1972, 1977 and 1982, the three most recent years for which
data is available.

Since the origins of this study, several terms have been used to
describe the types of businesses which are the focus of this study. The
focus has been described as regional service firms, office jobs, and
regional or national headquarters. In order to analyze the relative size
and growth of these types of firms in comparison with the rest of the
economy, it is necessary to define the focus of the study in the terminology
that is used in the available data sources. These data sources are
collected and organized based on the 1972 Standard Industrial Classification
(SIC) code system of the federal government.

The structure of the SIC code system makes it possible to tabulate and
analyze data at several levels of industrial detail. Data is classified at

major sector, two-digit, three-digit and four-digit industry code levels.
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This report primarily uses the major sector and two-digit level codes
because a significant amount of data in published county and city records is
suppressed at the three-digit and four-digit levels in order to protect
establishments' privacy.

Among the two-digit SIC code categories, those which are most relevant
to this study are the categories of business services (SIC 73) and
administrative and auxiliary establishments. These categories most closely
approximate the types of firms dealt with in this study. The Standard

Industrial Classification Manual describes business services as

"establishments primarily engaged in rendering services not elsewhere
classified, to business establishments on a fee or contract basis.”
Business services include such businesses as advertising; management and
consulting services; commercial research, development and testing; and
computer and data processing services. Two related sectors, which are
included in the analysis and which fall under the miscellaneous services
category, are engineering, architectural & surveying services and
accounting, auditing & bookkeeping services. Business services is one of
the fastest growing subsectors of the economy, both locally and for the
nation. Between 1980 and 1985, employment in business services increased
42.8% in the United States and 113.8%Z in Johnson County. Between 1977 and
1982, business services grew 136.52 in Johnson County and 442.62 in Overland
Park.

The other SIC category this report focuses on is the administrative and

auxiliary category. The Standard Industrial Classification Manual defines

these types of firms as follows:

"A central administrative office is an establishment primarily
engaged in general administrative, supervisory, accounting,
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purchasing, engineering and systems planning, advertising, legal,
financial, or related management functions performed centrally for
other establishments of the same company. Central administrative
offices characteristically do not produce any products nor do they
provide any services for the general public, other companies, or
government.

"An auxiliary unit is an establishment primarily engaged in

performing supporting services for other establishments of the

same company rather than for the general public or for other

business firms. Auxiliaries include such diverse activities as

research, development and testing laboratories of manufacturing
firms developing new or improved products with the company's own
funds or on Federal contract: central warehouses for the company's

own merchandise; central pgarages for the company's own

vehicles;...and sales promotion offices."

To be classified as an administrative or auxiliary office by the Bureau
of the Census, an establishment must be part of a multi-location firm. It
is classified as a separate administrative or auxiliary office if it is at a
different location from the other establishment(s) it serves within the
company or if it is at the same location as one of the company's
establishments but also serves other establishments within the same company
and does not operate as an integral part of the establishment where it is
located. Therefore, a headquarters office for a firm which has all of its
operations at the same location as the headquarters is not categorized as an
administrative office for the purposes of the published data.

If an establishment meets the criteria of the administrative and
auxiliary category it is placed in that category within the major economic
sector of the firm it serves. For example, in the case of a trucking firm
headquartered in Overland Park, separate data would be collected on the
administrative and operations portions of the business at the Overland Park
location. The employment and payroll data for the operations portion of the
company would be classified under the subcategory of trucking and

warehousing within the major category of transportation and public
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utilities; the employment and payroll data for the administrative portion of
the company would be classified under the subcategory of administrative and
auxiliary offices within the same major category of transportation and
public utilities. There is a separate administrative and auxiliary
subcategory for most of the major sectors of the economy: mining; contract
construction; manufacturing:; transportation and other public utilities;
wholesale trade; retail trade; finance, insurance and real estate; and

services.

B. Basic Overland Park Data

Establishments, employment, payroll and establishment size data were
analyzed on Overland Park for the years 1972, 1977 and 1982. This data is
available at the two-digit SIC code level for two of the major sectors of
the Overland Park economy: retail trade and services. Less detailed
information is available for manufacturing and wholesale trade
establishments. Information is also available for business ‘services in
Overland Park; however, administrative and auxiliary information is not
available for the city.

Table 1, on the following page, compares employment growth in
manufacturing with the wholesale trade, retail trade, services and business
services sectors from 1972 to 1982 for Overland Park, Johnson County, the
state of Kansas and the United States. In this table and in all other
tables and discussion on published data in Section IV of this paper
Services is defined to include hotels, personal, business, legal,

educational, social and other services, but not the wholesale, retail or
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finance sectors. The figures in table 1 provide the percentage changes in
the number of employees, but do not account for changes in the number of
hours worked per worker in each industry. Therefore, these figures are a
peneral indicator of the employment growth in these sectors. A more precise
indicator would be employment adjusted for the number of hours worked, but
this information is not available; however, because of the dramatic
differences in the percentage growth at the local level compared with those
at the state and national level, even this general indicator is evidence of

the high local growth in services.

TABLE 1
REGIONAL AND NATIONAL EMPLOYMENT GROWTH
1972-1982
PERCENTAGE EMPLOYMENT GROWTH (PAID EMPLOYEES)
OVERLAND JOHNSON UNITED
INDUSTRY PERIOD PARK COUNTY KANSAS STATES
Manufacturing 1972-77 18.82 42.772 22.:2% 3.02
SIC 20-39 1977-82 2142 29.32 1.:5% -2.52%
Wholesale Trade 1972-77 97.97  75.52  20.6%  9.2%
SIC 50-51 1977-82 38.27 342 7.02 13.42
Retail Trade 1972-77 67.62 51.82 23.0% 16.32
SIC 52-59 1977-82 9.92 22.32 S.06% 10.92
Other Services 1972-77 58.82 48.921 20.92 19, 5%
(including Business 1977-82 196.02 135.82 02.5% 75.3%
Services)
SIC 70-89
Business Services 1972-77 32.2% 98.312 51.62 30.621
SIC 73 1977-82 442 .62 136,52 41.82 271 1%

Sources: U.S. Department of Commerce, Bureau of the Census,
"Census of Retail Trade,"
"Census of Wholesale Trade,"
"Census of Manufactures,"
"Census of Service Industries," 1972, 1977, 1982.
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As this table shows, during the 1972-1977 period, employment growth in
Overland Park exceeded the county, state and nation in the retail, service
and wholesale sectors. In manufacturing and business services, the city's
growth was lower than that in the county or state, but still exceeded the
nation's growth.

During the 1977-1982 period, growth in retail trade employment
diminished substantially, trailing the county and nation, yet exceeding
growth in the state. In all other sectors shown, Overland Park exhibited
high growth. Although the percentage growth in manufacturing employment in
Overland Park did not exceed the county's growth, it was significantly
greater than growth in the state or nation. Wholesale trade also showed
very high growth for the city and county. But it is services, and
specifically business services, which grew at exceptionally high rates
during the 1977-1982 period. During these five years, employment in
business services more than quadrupled in Overland Park, while employment in
the broader category of services doubled in Overland Park. The 442.6% gain
in business services employment in Overland Park compares with a 27.12 gain
for the same five years in the nation. These five years were a boom period
for business services in the city and county.

Table 2 gives figures for the same economic sectors for number of
establishments, sales, payroll, number of employees and establishment size.
Unfortunately, the number of establishments and amount of sales for services
and business services is not available for 1982, so growth in these sectors
cannot be compared with that in the other sectors. 1In terms of the size of
establishments, services and business services show the greatest growth.

Business services doubled in average size over the 1972-1982 period. The
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retail and wholesale sectors remained stable in size, while manufacturing

establishments declined in size over the period.

C. Basic Johnson County Data

Availability of Data. More detailed and recent information is
available for Johnson County than for Overland Park. Number and size of
establishments and employment information is presented for the
Administrative and Auxiliary sectors and the number of establishments,
employment and payroll are presented for the business services category.
Employment data is also presented and analyzed for all major and two-digit
SIC code level sectors for Johnson County. Unfortunately, for many of the
two-digit SIC code level sectors, including business services and
administrative and auxiliary establishments, data is frequently suppressed
in county figures to protect establishments' privacy. Thus, quantitative
analysis of the data series is not always possible due to suppression and,
therefore, payroll information for administrative and auxiliary firms and
establishment size information for business services are not presented.

High Growth Industries. Table 3 presents employment growth percentages
for Johnson County, Kansas and the United States over the 1980-1985 period.
During this period, Johnson County's growth in total private employment
exceeded that in both the state and nation: employment in the county
increased 27.8%, while state and national employment increased by 2.7% and
B.42, respectively.

Employment in all major sectors of the county economy increased over
the period, with the exception of contract construction. This was also true

for statewide employment in all major sectors except manufacturing and
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contract construction, which both declined. Nationally, all sectors
exhibited increases except mining and manufacturing, which declined, and
contract construction, which remained stable.

The fastest growing categories for the nation, in order of decreasing
percentage gréwth. were nonclassifiable establishments; agricultural
services: services; finance, insurance and real estate; and retail trade,
each of which increased in employment by over ten percent from 1975 to 1985,
At the state level, sectors which exhibited employment increases of ten
percent or more were nonclassifiable establishments; agricultural services;
services; and mining, in order of decreasing percentage growth. In Johnson
County, the fastest growing major sectors were services; finance, insurance
and real estate; wholesale trade; retail trade; and transportation and other
public utilities. Mining, nonclassifiable establishments and agricultural
services also had high percentage emploment growth, but the high percentage
growth in the agricultural services and mining sectors at the county level
did not have much significance given these sectors' small size. Growth in
the nonclassifiable establishments sector merely represents an increase in
the number of establishments which did not provide enough information about
the nature of their business so that they could be classified according to
SIC codes.

The services; finance, insurance and real estate:; retail trade;
wholesale trade; and transportation and other public utilities provided the
most significant additions to employment in terms of the number of net new
jobs. (See Table 4.) The services sector provided the greatest number of
additional jobs, 12,421, followed by retail trade with 5,244, finance,

insurance and real estate with 4,151, wholesale trade with 3,053,
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manufacturing with 1,111, and trangportation and other public utilities
with 1,099,

At the two-digit SIC code level, the ten fastest growing sectors in the
county during the 1980-1985 period, in order of decreasing percentage
growth, were hotels and other lodging places (1532), real estate (1292),
paper and allied products (127X), business services (114Z), transportation
services (1132), stone, clay and glass products (982), social services
(95%), auto repair (927), membership organizations (90%), and transportation
by air (85%). Those sectors which provided the greatest number of
additional jobs were business services, wholesale trade in durable goods,
health services, general contract construction, real estate, printing and
publishing, hotels and other lodging places, miscellaneous services, and
membership organizations.

Administrative and Auxiliary Establishments. The annual data series
for the number of administrative and auxiliary establishments is complete,
without suppression, for the 1970-1985 period (see Table 5). As of 1985,
the United States Bureau of the Census categorized 132 Johnson County
establisments in this classification. This represents a 202 inérease during
the 1980-1985 period for the county, compared with a 9 increase in the
number of administrative and auxiliary establishments for the nation over
the same period.

These establishments have met the criteria of the U.S. Bureau of the
Census, as described earlier in this report, in order to have been included
as an administrative and auxiliary establishment. Although other Overland

Park establishments may also be headquarters for their firm, they are not
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included as an administrative establishment if the headquarters is also the
only location of the firm, or if the firm could not provide enough
information on the separate headquarters functions of the business. This
data must be interpreted in light of these criteria.

As categorized according to the U.S. Bureau of Census' criteria, those
administrative and auxiliary classifications which have been increasing in
number of establishments in Johnson County in the last five to six years are
manufacturing and services. The number of administrative and auxiliary
establishments classified under transportation and public utilities, retail
trade, and finance, insurance and real estate has remained relatively
stable, whereas the number in wholesale trade has fallen in the last two
years shown.

Employment figures are much harder to analyze due to data suppression
(see Table 6). As of 1985, administrative and auxiliary establishments in
retail trade and manufacturing had the greatest number of employees. Each
had between 1,000 and 2,499 employees involved in administrative and
auxiliary functions. They were followed in order of decreasing number of
administrative and auxiliary employees by wholesale trade; transportation
and other public utilities; services; finance, insurance and real estate;
and mining.

From the data which is available, a trend toward decreasing
administrative and auxiliary employment can be seen in manufacturing and
transportation and public utilities. Administrative and auxiliary
employment in the services grew between 1980 and 1981 and appears to have

remained fairly stable since then. Finance, insurance and real estate also
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appears to have remained stable in terms of administrative and auxiliary
employment. The range of the total number of Johnson County employees in
administrative and auxiliary establishments was somewhat lower in 1985 than
it was in either 1975 or 1980; however, because the ranges are so large it
is impossible to determine whether county employment in administrative and
auxiliary establishments has decreased, remained stable or increased.

Despite the suppression of data, trends can also be seen in the figures
for the average number of employees in some types of administrative and
auxiliary classifications (Table 7). Administrative and auxiliary
establishments in manufacturing and transportation and other public
utilities have decreased in average size in the past ten years.
Administrative and auxiliary establishments in finance, insurance and real
estate doubled in average size sometime during the 1978-1983 period, and
those in services appear to be fairly stable at about 30 employees per
establishment. For other administrative and auxiliary classifications not
enough information is provided to determine a trend.

Business Services. In previous sections of this report, it has been
established that business services are one of the fastest.growing sectors of
the local economy. Tables which follow provide more detail on the growth of
business services over the 1970-1985 period in Johnson County. Six of the
three-digit or four-digit SIC code subsectors of business services are
included and two related three-digit SIC code subsectors which fall under
the miscellaneous services category - engineering, architectural, and
surveying services and accounting, auditing, and bookkeeping services - are

also included. Data on the number of establishments, number of employees,
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and annual payroll per employee are presented for the eight subsectors and
also for the total business services category.

Table 8 shows a record of the number of establishments in the business
services subsectors in Johnson County for the years 1970 to 1985. These
percentages show that, among business services, the fastest growing
subsectors, in terms of the number of establishments, have been management
consulting & public relations and computer and data processing services.
The number of these types of establishments has increased over five times
during the 1975-1985 period, compared with a 102.9% increase in the total
number of establishments in the county for the same period. Every business
service subsector analyzed, except for credit reporting and collection,
increased at a faster rate than the total for all county establishments, and
all business service subsectors analyzed increased faster at the county
level than at the national level.

High growth in computer and data processing services is also apparent
in employment data for Johnson County. Employment in computer and data
processing services in Johnson County increased over six-and-a-half times
during the 1975-1985 period. (See Table 9.) Mailing, reproduction and
stenographic services also showed dramatic growth with a 586.6% increase in
employment. Compared with the rest of the county economy, the subsectors of
business services showed very dramatic growth: private employment for the
entire county increased by 107.7%. Compared with national employment
growth rates in these subsectors, only the management consulting & public

relations subsector did not grow faster than the national rate.
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Table 10 presents annual Payroll per employee figures for the business
service subsectors for the 1974 to 1985 period. For the entire business
services category (SIC 73 only), growth in payroll per employee closely
matched that for the nation from 1975 to 1985. Among the subsectors,
advertising; mailing, reproduction & stenographic services; computer & data
processing services; engineering, architectural & surveying services: and
accounting, auditing & bookkeeping services all had greater growth in
payroll per employee over the period at the county level than at the
national level.

And, on the basis of annual payroll per employee, advertising: computer
& data processing services; management consulting & public relations; and
accounting, auditing & bookkeeping services all had higher annual payroll
per employee in the county in 1985 than in manufacturing. Payroll per
employee in manufacturing in Johnson County was $21,091 in 1985, compared
with $27,106 in advertising, $27,021 in computer & data processing, $25,515
in management consulting & public relations, and $32,278 in accounting,
auditing & bookkeeping services. Thus, according to these figures, there
are several sectors among the services which are high-wage and have payroll

levels which exceed those in manufacturing.

D. Location Quotients

By exporting goods and services outside the community, a sector imports
wealth into the local economy and provides a base for the existence and
growth of the rest of the local economy. Wealth imported into the local

economy by the base sectors becomes multiplied as it is spent and respent on
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local secondary goods and services, such as retail goods and personal
services.

Location quotients are an inexpensive method for estimating which
sectors of = regional economy are base or primary sectors, i.e., the
exporting sectors which make up a part of that economy's "economic base."
Location quotients are calculated by dividing an economic sector's share of
local employment by the sector's share of national employment. If the ratio
is greater than one, or in other words, if the sector makes up a larger
share of the local economy than it does of the national economy, that
economic sector is assumed to be a primary industry and part of the region's
economic base. The theoretical argument for accepting this criterion is
that a ratio which is greater than one implies such a sector is producing
more than is likely to be needed for local consumption and is therefore
likely to be exporting some of its goods or services outside the community.

Table 11 represents an application of this theory to the Johnson County
economy. The percentage share of total employment for each two-digit SIC
code level sector has been calculated for Johnson County and the United
States. If the Johnson County percentage is greater, then this sector is
theoretically an exporting sector and a part of the economic base. For
those sectors which are at least ten percent greater in Johnson County,
asterisks are marked to the left of the sector’s name.

Locking at this table, one can see that, among major industries,
agricultural services, wholesale trade, retail trade, and finance, insurance
and real estate had a greater share of employment in the county than in the
nation in 1985. Theory indicates that this is because the sectors exported

outside the county. It is unusual, both within the state of Kansas and

)
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TABLE 11
LOCATION QUOTIENT ANALYSIS
JOHNSON COUNTY AND THE UNITED STATES, 1985

EMPLOYMENT (I OF TOTAL)

JOHNSON UNITED LOCATION
SIC INDUSTRY COUNTY STATES QUOTIENT
-- TOTAL 100.00z 100.002
-- * Agricultural Services, Forestry, Fisheries 0.642 0.472 1.36
-- Mining 0,332 1.)6% 0.29
13 0il and Gas Extraction o 0.592
14 * Nonmetallic Minerals, Except Fuels 0.15% 0.122 1.20
-- Administrative and Auxiliary 3 0172
-- Contract Construction 5.88% 5.52% 107
15 General Contractors & Operative Builders 1512 l.432 1.08
16 Heavy Construction Contractors G 0.852
12 Special Trade Contractors 3.402 3.212 1.06
-- Manufacturing 17.662 23.962 0.74
20 Food and Kindred Products 0.892 1. 75 0.51
23 Apparel & Other Textile Products G 1.392
24 Lumber and Wood Products 0.242 0.812 0.29
25 Furniture and Fixtures B 0.612
26 Paper and Allied Products 0.492 0.762 0.65
27 * Printing and Publishing 3.382 1,752 1.94
28 * Chemicals and Allied Products 1.702 1.062 1.60
29 Petroleum and Coal Products c 0.162
30 Rubber and Miscellaneous Plastics Products 0.852 0.941 0.90
a1 Leather and Leather Products B 0.192
32 Stone, Clay and Glass Products 0.41z2 0.672 0.62
33 Primary Metal Industries c 0.961
34 Fabricated Metal Products 0.542 1.85% 0.29
35 Machinery, Except Electrical 1:.23% 2.592 0.48
36 * Electric and Electronic Equipment 3.402 2.571% 1,32
37 Transportation Equipment B 2,187
38 Instruments and Related Products 0.552 0.762 0.72
39 Miscellaneous Manufacturing Products 0.282 0.472 0.61
-- Administrative and Auxiliary G 1.592
-- Transportation and Other Public Utilities 5.232 5.942 0.88
41 Local and Interurban Passenger Transit E 0.332
42 Trucking and Warehousing 1.612 1.59% 1.02
45 Transportation by Air 0.322 0.602 0.54
46 Pipe Lines, Except Natural Gas 0.002 0.022 0.00
47 * Transportation Services 0.412 0.342 1.20
48 * Communication 2.167% 1.582 1.37
-- * Administrative and Auxiliary 0.462 0.242 1.91
-- * Wholesale Trade 10.09= 6.935 i-:g
50 * Wholesale Trade-Durable Goods 6.642 3.9012 'Db
51 Wholesale Trade-Nondurable Goods 2.79% 2.683 1.83
-- * Administrative and Auxiliary 0.662 0.362 1;
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TAELE 11
LOCATION QUOTIENT ANALYSIS

JOHNSON COUNTY AND THE UNITED STATES, 1985
EMPLOYMENT (2 OF TOTAL)

JOHNSON UNITED LOCATION
SI1C INDUSTRY COUNTY STATES QUOTIENT
-- ¥ Retail Trade 22.842 20.772 .18
52 Building Materials & Garden Supplies F 0.722
53 * General Merchandise Stores 3.19: 2.39% 1.33
54 Food Stores 2.402 3.202 0.75
55 Automotive Dealers & Service Stations 2:192 2298 0.96
56 Apparel and Accessory Stores 1.79% 127 1.41
57 Furniture and Home Furnishings Stores 17232 0.782 1.59
SE Eating and Drinking Places 6.15% 6.54% 0.94
36 ~ Miscellaneous Retail 3.942 2.63: 1.50
-- Administrative and Auxiliary G 0.96%
-- ¥ Finance, Insurance and Real Estate 11.90% 7.407% 1.61
60 Banking 1.27% 1.96° 0.65
61 » Credit Agencies Other than Banks 1.27% 0.92° 1 <38
62 Security, Commodity Brokers & Services Q,.385 0.42° 0.84
63 * Insurance Carriers 4.39° 1 .54 2.84
64 * Insurance Agents, Brokers & Service 1 «528 0.68" 2,23
65 * Real Estate 2 453 1.41° 1.72
67 * Holding & Other Investment Offices 0.51% 0.24 2.14
-- Administrative and Auxiliary 0,152 0223 0.72
-- Services 24,432 26.56% 0.92
70 * Hotels and Other Lodging Places 1.597 1.56: 1.02
72 Personal Services 177432 1.325 1.32
73 * Business Services 6.65% D272 1.26
75 Auto Repair, Services & Garages 0.78> 0.83% 0.9«
76 Miscellaneous Repair Services 0,312 0.40: 0.78
78 Motion Pictures C 0.28%
79 Amusement & Recreation Services 0.91% 0.95% 0.96
80 Health Services 5.772 7815 0.74
Bl Legal Services 0.55% 0.842 0.65
B2 Educational Services 1.062 1872 0.57
83 Social Services 0.91% 1.592 0.57
86 Membership Organizations .77 1.91z 0.93
B9 * Miscellaneous Services 1.88% 1.58% 1:0idi8
-- * Administrative and Auxiliary 0.352 0.30z 1.186
-- Nonclassifiable Establishments 1.012 1.282 0.78

"*" Indicates that percentage employment is higher for

than for the United States

Suppressed Data:

Johnson County

A:0-19; B:20-99; C:100-249; E:250-499; F:500-999; G:1,000-2,499;
H:2,500-4,999; I1:5,000-9,999; J:10,000-24,999; K:25,000-49,999;

L:50,000-99,999; M:100,000 or more.

Source:

U.S. Department of Commerce, Bureau of the Census, "County Business Patterns.”
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within the United States for the retail trade sector to be an export-
oriented sector; however, elements of Johnson County's retail sector do act
as export-oriented sectors when they draw consumers in from outside the
community and from across the state line. In fact, the location quotients
method does not account for the amount of Johnson County trade created by
its location on the state line. In this respect, the location quotients
method is an understimate of the export activity of the county. It is also
an underestimate of the total expert activity of the county, whether local
or distant, because it estimates exports net of imports not gross exports.

Those subsectors for which the location quotient was significantly
greater than one in 1985 were printing and publishing, chemicals and allied
products and electric and electronic equipment within manufacturing;
communications and administrative and auxiliary establishments within
transportation and other public utilities; durable goods trade and
administrative and auxiliary establishments within wholesale trade; general
merchandise, apparel and accessory, furniture and home furnishings, and
miscellaneous stores within retail trade: credit agencies, insurance
carriers, insurance agents and brokers, real estate, and holding and other
investment offices within finance, insurance and real estate; and business
and miscellaneous services (including engineering, architectural & surveying
services and accounting, auditing & bookkeeping services) within services.
Thus, these sectors are the exporting sectors of Johnson County's economic
base according to the location quotients method.

However, these conclusions may need to modified in light of other
influences. Some of these sectors may have made up a larger share of the

county's economy because of overall county economic and population growth,
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not because the sector is exporting. The real estate sectnr is one example
of this. And certain other subsectors, such as those in manufacturing, are
by the nature of the product produced, export-oriented, even though their
share of employment is smaller locally than nationally. In addition,
differences in the average number of hours worked per employee in the
various industries in the county and in the nation can cause some
differences in the proportions the industries take in the county and
national economies.

0f the administrative and auxiliary categories, those within
transportation and other public utilities, retail trade, wholesale trade and
services had a greater share of employment than in the nation in 1985.
Because of data suppression, one cannot determine if this was also true for
mining and manufacturing. Under finance, insurance and real estate, the
administrative and auxiliary category had a smaller share in the county than
in the nation.

Due to suppression, it is also not possible to come up with an exact
figure for the number of Johnson County employees in administrative and
auxiliary establishments in 1985. It is possible to calculate a range: the
number of administrative and auxiliary employees (using the specific
Standard Industrial Classification code definition) in Johnson County in
1985 was between 5,247 and 7,346. This represented 4.02 to 5.7 of total
employment in the county, based on U.S. Bureau of the Census figures in

County Business Patterns. Nationally, based on the same data, 3.BZ of all

employees worked in administrative and auxiliary establishments in 1985, so
the total administrative and auxiliary sector made up a larger share of the

county's economy than the nation's. Since a majority of the administrative
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and auxiliary establishments within Johnson County are located in Overland
Park, the percentage of total private employment in administrative and
auxiliary establishments in Overland Park could be expected to be an even
higher percentage than that for the county economy, and proportionally would
be even more significant a part of the city's economy.

In summary, the location quotient method indicates that Johnson
County's economic base is made up of manufacturing sectors, communications
firms, all wholesale trade sectors, some retail trade stores, several types
of finance, insurance and real estate firms, some major service industries,
and many of the administrative and auxiliary categories. Those two-digit
SIC code level sectors which particularly stand out are printing and
publishing, wholesale trade in durable goods, insurance carriers, insurance
agents and brokers, real estate, and business services. In particular, the
insurance carriers sector had a share of total employment that was three

times as large for the county as for the nation.

E. Shift-Share Analysis

Another method used to compare regional and national employment
patterns is shift-share analysis. With this method one can compare local
and state, state and national, or local and national employment growth
patterns and analyze the reasons behind the growth patterns. Employment
growth for the smaller area is compared to that in the larger area. The
employment pgrowth is broken down to determine whether it is due to a
national or state trend, an industry-specific trend, or a local trend.

Using this method, employment growth in Johnson County is compared with

growth in the state and nation. Actual growth in a county economic sector
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or industry is compared witﬁ growth that could have been expected if that
industry or sector had grown at the same rate as the total national or state
economy. For example, if the national employment growth rate for the entire
economy was 10 percent for the years 1980 to 1985, the national growth
effect for the county would be found by multiplying the county's employment
in 1980 times 10 percent to find what county employment would have been in
1985 had the county grown at the same rate as the nation. The state growth
effect is found by using the growth rate for the entire state economy. This
can be done for the whole county economy or for specific sectors of the
county economy. These are the state or national growth effects.

The industry mix effect is found by using the national or state growth
rate for a particular industry. For example, if the trucking and ware-
housing industry grew 8 percent from 1980 to 1985 at the national level, one
would multiply the county employment figure for trucking and warehousing in
1980 by 8 percent to find what the employment figure should have been in
1985 given the industry mix effect. The total industry mix effect for the
county is the sum of what the industry mix effects for each separate
industry were based on state or national growth rates for each industry.
The county industry mix effect represents the overall mix of types of
industries in the county. If the county has many industries which are
growing fast at the national level and few of the industries which are
growing slowly at the national level, the industry mix effect will be large.

The local share effect represents the effect of the dynamics of the
local economy itself. If a county economy gained 25,000 jobs between 1980
and 1985, and only 10,000 of those jobs could be attributed to either the

national growth effect or the industry mix effect, 15,000 jobs could then be
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attributed to the dynamics of the local economy. A local economy which is
growing faster than would be expected due to overall national growth or
growth in the types of industries which make it up has a positive local
share effect. The three effects together - the national or state growth
effect, industry mix effect and local share effect - add up to the change in
employment for the county for the period.

Table 12 is a shift-share analysis comparing Johnson County and United
States employment growth over the years 1980 to 1985. Of the 28,244
increase in employment in Johnson County, 8,533 jobs, or 30.2%, could have
been expected if Johnson County employment had grown at the same rate as the
total national economy; 18,953 or 67.1% could have been attributed to faster
growth rates in county industries than in national ones. The 758 jobs due
to the industry mix effect indicate that although the county economy is made
up of many fast growing service industries, their effect is dampened by
manufacturing sectors which are low-growth.

A look at the local share effect for every major industry in Johnson
County during the 1980-1985 period shows that the majority of employment
growth in each industry was due to dynamics of the local economy. A fast
growing sector such as services, which could have grown by 3,283 jobs in the
county based on the national growth rate, grew by 7,516 jobs due to the fact
that service industries were growing much faster in the county than in the
nation. Only nonclassifiable establishments, a category which represents
businesses which cannot be classified by SIC code because of lack of
information, would have been larger based on the national industry's rate

than it turned out to be at the local level.
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The analysis comparing Johnson County and United States employment
growth for the 1975-80 period, as exhibited in Table 13, shows much the same
picture. A majority, or 62.1%, of the county's 39,172 net additional jobs
could be based on the dynamics of the county economy. The overall national
employment growth rate would account for 14,817, or 37.8%, of the county's
additional jobs. Only 63 jobs, or 0.02%, could be attributed to the
county's industry mix effect.

In comparison with the state, the county's economy was pgrowing even
faster. (See Table 14.) During the 1980-1985 period, 25,092 jobs out of
28,244, or BB.6%, could have been attributed to faster growth in the county
than in the state. If the county's employment had grown at the state's
rate, it would have only increased by 2,754 jobs. In terms of industry mix,
once again, Johnson County's high employment growth could not be attributed
to keeping up with growth rates in individual state industries. The majority
of growth was based on the booming county economy.

During the 1975-1980 period, the Kansas economy showed greater growth
than it did during the 1980-1985 period. The shift-share in Table 15 shows
that 44.22% of the growth in county employment could have been attributed to
the state’'s growth rate and 57.32 of the growth was due to a faster growing
county economy. Only 17,315 would have been gained if the county's
employment had grown at the state rate; instead, 39,172 jobs were gained.

Thus, the four shift-share analyses - two comparing county employment
growth with the nation’'s and two comparing it with the state's - all show

the same result. The county's employment grew at a very fast pace because
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of economic conditions specific to the area's economy . The overall
national or state economies were not a major influence in the county's
economic growth, nor was the industry mix effect - the county's growth could
not be attributed merely to having a lot of sectors which are growing fast
no matter where they are located in the nation. The majority of Johnson
County's economic growth was due to the dynamics of the area economy and its
ability to grow faster than the state. nation, or mix of industries would
suggest it should have. Even some sectors which were low-growth nationally

were high-growth, in relative terms, in Johnson County.

F. Summary

In summary, this section of the study has presented basic series of
employment and establishment data for Overland Park and Johnson County and
analyzed this data to construct a picture of the local economic base and
evaluate its recent growth. Basic data for Overland Park and Johnson County
shows that city and county employment by sector has gprown at high rates
compared to that for the state and nation during recent years. This is
particularly true in the services, and specifically the business services,
which expanded at exceptionally high rates in the city and county during the
1977-82 period. 1In terms of the average size of establishments, these two
sectors exhibited a tendency toward larger establishments.

Data on administrative and auxiliary establishments is not available at
the city level, and only partial data for this category was available at the
county level. An analysis of this data indicated that for all categories of

administrative and auxiliary establishments combined, the county had
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increased by a greater percentage of number of establishments during 1980-
1985 than the nation. Sectors which increased their number of
administrative and auxiliary establishments were services and manufacturing.

Data on business services and its subsectors indicated that the number
of establishments in all of the subsectors analyzed, increased by a higher
percentage in Johnson County than in the nation during the 1975-1985 period.
Employment also increased by a higher percentage at the county level in all
subsectors of business services which were analyzed, except for management
consulting & public relations. Annual payroll per employee in business
services increased by approximately the same percentage both at the county
and national levels overall. Payroll per employee in advertising, mailing,
reproduction & stenographic services, computer & data processing services,
engineering, architectural and surveying services, and accounting, auditing
& bookkeeping increased faster at the county level. In addition, average
payroll per employee in advertising, computer & data processing services,
management consulting & public relations, and accounting, auditing &
bookkeeping services all exceeded that in manufacturing.

The location quotient method was applied to 1985 employment data by
sector for the county and nation. According to this method by comparing the
percentage share of total employment for each sector of the county and
national economies, one can develop an approximate list of which sectors
make up the local economic base. Those sectors which had a significantly
greater share of county employment than of national were a few manufacturing
sectors, the communications sector of transportation and public utilities,
all wholesale trade sectors, several retail sectors, insurance and other

sectors of finance, insurance and real estate, and personal, business and
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miscellaneous services within the setvice industry. The share of
administrative and auxiliary employment in the county also exceeded the
nation's and so this sector was a more important sector for the local
economy than it was for the nation's.

The two kinds of firms that this portion of the study is focusing on,
administrative and auxiliary establishments and business services,
contributed between 13,898 and 15,997 jobs to the county economy in 1985.
This represented between 10.7Z and 12.3% of the county's total employment in
1985 - more than one out of every ten jobs in the county was a job in a
headquarters, auxiliary or business service firm. This percentage could be
expected to be even higher in the Overland Park economy, since the majority
of Johnson County's administrative, auxiliary and business service firms are
located within Overland Park.

Four out of every five jobs were in either services (using the broader
definition of services which includes transportation; communications and
utilities: finance, insurance and real estate; wholesale and retail trade:
agricultural services: and other services) or administrative and auxiliary
firms. This represented 79.1 to 80.82 of employment in Johnson County 1in
1985, compared with 69.8% nationally and 68.2% in the state.

In addition to the analysis of the composition of the county's economic
base using the location quotient method, county employment data was also
analyzed to determine the amount of and reasons for employment growth in the
sectors of the county economy. Shift-share analysis was applied to
employment data in order to compare county employment growth with that in
the state and nation for the 1975-1980 and the 1980-1985 periods. The four

resulting shift-share analyses provided much the same results: in all four
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cases it was determined that the majority of employment growth in the county
could be attributed to dynamics particular to the county economy, not to the
influence of national or state employment growth. This pattern was also
true at the level of individual economic sectors for most industries in the
Johnson County economy: the majority of employment growth was attributed to
the dynamics of the local economy. Local industries grew faster than their
national or state counterparts.

Thus, the data series, as described and analyzed above, indicate that
the Overland Park and Johnson County economies have been growing at much
faster rates than the state's or the nation's. This data indicates that the
classifications of administrative and auxiliary, business service and
service establishments make up a significant portion of the local economy .
The information also indicates that some subsectors within services pay as
well or better than the overall manufacturing sector. This analysis
confirms the importance of these sectors of the area's economy and the need
for a study focused on these sectors to highlight their importance to the
local, as well as the state, economy. This analysis provides a background

for the remainder of this study.

65



V. QUESTIONNAIRE RESULTS

A. Description of the Survey

A list of export-oriented service and administrative firms located in
Overland Park was developed from information in several business directories

and publications: Standard & Poor's Register of Corporations, Directors and

Executives, Sorkins's Directory of Business & Government, The Overland Park

Chamber of Commerce's Membership Directory and Buyers' Guide, Firms

Headguartered in Kansas, and The World of College Boulevard. An attempt was

made to identify as many administrative, headquarters, auxiliary and export-
oriented service firms as possible located in Overland Park. In general,
establishments with fewer than 25 employees were not included: however,
because of a lack of information on number of employees at the Overland Park
location of a company, not all small companies were eliminated.

From this search, a list of 112 companies was developed and
questionnaires were sent to all of these companies. The questionnaire
included detailed questions on employment, sales, payroll, expenditures and
taxes. Because of an inadequate response to this initial form, a second.
shorter questionnaire was mailed to non-responding companies. The
questionnaire is included in Appendix A. The sampling response rate was 28
percent.

0f the firms‘which completed the survey, 20 fit the necessary criteria
to be considered an export-oriented service firm or headquarters firm of a
company. The following statistics are based on these results. The number
of employees in the 20 establishments is 4,373 - an average of 219 employees
per establishment. In comparison with the size distribution of service

firms found in U.S. Bureau of Census data for Johnson County the sample is
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over-represented by larger, headquarters and administrative firms and under-
represented by smaller, regional service firms. Of the 20 firms responding,
nine, or 45 percent, were large national or regional headquarters with an
average of 418 employees in the Overland Park location surveyed. Eleven
firms, or 55 percent, were smaller, regional firms with an average of 66
employees in the Overland Park location surveyed.

Survey results for the larger, national headquarters and regional
division establishments were separated from those for the smaller, regional
service establishments and analyzed separately to determine the differences
in the initial economic impact of the two types of firms. The total initial
economic impact for all regional service and headquarters firms combined has
been calculated by using a weighted average of the two types of firms based

on their estimated employment proportions in the Johnson County economy as

found in U.S. Bureau of Census data in County Business Patterns.

Approximately 13.5 percent of service/administrative firms are larger,
headquarters-type firms and approximately 86.5 percent are smaller, regional
service firms. Results from these three categories will be discussed here.

The use of these statistics in the input-output model will be discussed in a

separate section.

B. Description of Results

Tables 16 and 17 show the results of the questionnaire in terms of the
assets and expenditures per 100 workers in regional export-oriented service
firms and headquarters firms. The results have been calculated separately

for the smaller, regional service firms and the larger, national or
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TABLE 16
ASSETS AND EXPENDITURES IN JOHNSON COUNTY PER 100 EMPLOYEES IN AN EXPORT-
ORIENTED JOHNSON COUNTY SERVICE FIRM

REGIONAL LARGE TOTAL
SERVICE HEADQUARTERS (weighted
FIRMS FIRMS by size)*
CAPITAL ITEM
L!Qd ) $81,226 $288,688 $109, 441
Building 122,989 1,358,178 290,975
Office machinery & computers 298,973 448,359 319,289
Office furniture 234,932 486,856 269,194
Commercial and industrial
machinery and equipment 1, 027 16,463 3,126
Automobiles 2,174 14,764 3,886
CFPAEE BRALE = seesescssssssmmadasesessnsasan
Office space rented (sg.ft) 17,730 10,494 16,746
Office space owned (sq.ft) 7,568 20,000 9,259
Total 25,298 30,494 26,005
ANRUAL EXPENDITHRER = = sesdssumsasarsmsssamrsmendan Do
Office machinery & equipment $17.555 §126,155 $32,325
Office furniture 9,333 86,400 19,814
Commercial and industrial
machinery and equipment 0 0 0
Automobiles 0 1372 187
Other personal property 0 67,750 9,214
New construction 4,348 543,733 77,704
Rent payments 216,368 173222 210,772
Interest payments 14,257 0 12,318
Business services 72,674 64,698 71,589
U.S. Mail 37,161 48,788 38,742
Other mail & .phone 41,274 24,611 39,008
Air travel 8,348 53,070 14,430
Restaurant 7,939 9,723 8,182
Insurance 18,891 95,878 29,361
Utilities (all except phone) 13,336 10,758 12,985
Office supplies 36,188 20,416 34,043
Motor fuel 5,737 332 5,002
Total expenditures $503,409 $1,328,906 §615,677
except payroll
Payroll per 100 workers $1,938,600  $3,829,000 $2,193,804
Payroll remaining in
§ohnson Countyg $1,686,582 $2,630,523 $1,814,014

*weilphting explained in text

Survey for the Overland Park Study of Service and Administrative

Source: '
Institute for Public Policy and Business Research, 1988.

Firms.
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TABLE 17
EXPENDITURES IN KANSAS PER 100 EMPLOYEES IN A JOHNSON COUNTY EXPORT-ORIENTED
SERVICE FIRM

TOTAL
SMALL LARGE (weighted
FIRMS FIRMS by size)*
ANNUAL EXPENDITURES
Office machinery & equipment $17,555 §132,373 §33,170
Office furniture 9.333 86,400 19,814
Commercial and industrial
machinery and equipment 0 0 0
Automobiles 0 21,996 2,991
Other personal property 0 101,624 13,821
New construction 4,348 565,799 80,705
Rent payments 218,554 175,222 212,661
Interest payments 14,257 0 12,208
Business services 135,592 107,848 131,819
U.5. Mail 37,561 48,788 35,088
Other mail & phone 51,879 85,636 56,470
Air travel 8,348 53,070 14,430
Restaurant 7,939 9,723 8,182
Insurance 21,374 96,886 31,644
Utilities (all except phone) 15,151 14,355 15,043
Office supplies 64,828 24,430 59,334
Motor fuel 7,783 9,648 8,037
Total expenditures $614,502 $1,533,798 $739,526
except payroll
Payroll per 100 workers $1,938,600 $3,829,000 $2,193,804

Payroll remaining in Kansas $1,704,029 §3,032,568 $1,883,382

*weighting explained in text

Source: Survey for the Overland Park Study of Service and Administrative
Firms. 1Institute for Public Policy and Business Research, 1988.
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divisional headquarters, as well as for the total sample. These figures
represent the initial impact of 100 service workers employed by an export-
oriented service or headquarters firm on Johnson County (Table 16) and
Kansas, including Johnson County, (Table 17) before the additional effects
of the respending of expenditure and payroll dollars. The tables show the
amount of companies' expenditures made in the county and state.

The results for small firms and large firms, when compared, show that
the larger firms own considerably more capital, have much higher overall
expenditures and utilize more office space per 100 workers in both the
county and the state. Larger firms tend to own more of their own land and
buildings than smaller firms: smaller firms rent a higher percentage of
their office space.

The results also show that, among expenditure items, larger firms make
higher expenditures in the county and state for most items than do smaller
firms per 100 workers. Payroll per 100 workers is higher in larger firms
than in smaller firms. Smaller firms do make higher average rent, interest,
business services, utilities and office supplies expenditures within the
county and state than the larger firms per 100 workers. The smaller firms
also spend more in the county on telephone and non-government mail and
shipping services. For many of these items this is true because smaller
firms utilize other local businesses more than larger £irms, not because the
smaller firms have higher total expenditures for surh items. The large
firms in the survey do not tend to borrow money locally or use local
business services and utilities as much as small Ffirms. Many large.
divisional headquarters obtain insurance, office supplies, legal, accounting

and other business service assistance through a natiamal headquarters which
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is out of state. Even so, the end result for total expenditures in Johnson

County and Kansas is greater for the larger firms than for the smaller

firms.

C. Estimate of the Total Number of Employees in the Export-Oriented Firms

Before being able to estimate the total economic impact or total tax
revenue impact of regional service and headquarters establishments located
in Johnson County, it is first necessary to determine the approximate number
of workers in these firms. Total employment in Johnson County in April,
1988 was reported as 190,299 by the Kansas Department of Human Resources.
Based on the U.S. Bureau of the Census' estimates, the proportion of all
service workers (including transportation, communications, utilities,
wholesale and retail trade, finance, insurance, real estate, and other
services) in Johnson County in 1985 was approximately 75 percent. Using
this same proportion, one can estimate that the total number of service
workers in Johnson County in April 1988 was approximately 142,725.

In order to determine the number of these workers who are employed by
service firms which export to other cities and states, data from a previous
survey of businesses in mid-size Kansas communities was used. The survey
covered 498 service firms (including transportation-communication, trade,

finance and other services). Data from this study, Business Retention and

Expansion in Mid-Size Kansas Communities, indicates that approximately 59

percent of service workers were employed by companies which exported some or
all of their sales outside of the local or state markets, and approximately
39 percent of service products were exported outside the local market and 20

percent were exported outside the state market. Using these same

v
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percentages, the number of Johnson County workers employed by service
companies exporting outside the local or state markets would be 84,200
workers, the approximate number of jobs related to exports outside the local
market would be 55,700 and the approximate number of jobs related to exports
outside the state market would be 28,600. However, these numbers do not
include many of the administrative and auxiliary workers which should also
be included because they are service workers which are working to support
export-oriented firms. Thus, using this method, the total number of
employees working for export-oriented service or headquarters firms in
Johnson County which provide their services to other cities and states can
be estimated at about 89,000, an approximation of the number of jobs which
are related to exports outside the local market would be 61,000, and an
approximation of the number of jobs which are related to exports outside the
state market would be 35,000.

It should be noted, that these are still underestimates for two
reasons. Johnson County service firms can be expected to be more export-
oriented in nature because of their location in a metropolitan area with
better access to transportation and communication systems and because of
their location near the border of another state. For these two reasons, the
above estimates can be considered lower bounds of the number of export-
oriented service and headquarters workers in Johnson County; because these
figures are based on data on mid-size Kansas communities which are nct on a
state border they do a fair job of estimating distant exports toc other
cities and states, but do not adequately cover local exports across the

state line.
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In order to provide a better estimate which alse includes service

emplo
pioyment caused by local exports across the border and to other parts of

the me i i
tropolitan area, the location quotients method is used Location

q t r t as r f Su.rp us (o] i h
uotien S are used 0O ca ulate 1he numbe (o] I W Ikets N eac

service industry.
ry We calculated the number of surplus workers

economy from the

fumber of workers which actually are in the local industry.  The surplus

workers are an estimate of the net export-sriented workers in an economy.
Then, to develop a crude estimate of the number of these which are involved
in local exports, one subtracts the projected number of export-oriented
workers using the data from the business retention study from the surplus
workers using the location quotients method. The excess workers are a rough
estimate of workers involved in local exports.

Using this method, it is estimated that there are approximately 1,973
jobs related to local exports which can be added to the above estimate of
89,000 jobs in export-oriented service and headquarters firms and there are
approximately 4,230 jobs related to local exports which can be added to the
estimate of 61,000 jobs due to service exports outside the local market.
These are still somewhat conservative estimates because the location
quotients method of calculating surplus workers represents exports net of

imports, not gross exports. The extent of local gross exports is harder to

estimate with either the data from the business retention study or with the
location quotients method and is probably understated by both methods:
92,000 will be used as a best approximation of the total number

therefore,

of workers employed by export-oriented service and headquarters firms in
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Johnsnn County for the remainder of this report. An estimate of»65,000
workers whose johs are related to exports outside the local market and an
estimate of 35,000 workers whose jobs are related to exports outside the
state market will also be used. The figure of 65,000 workers whose jobs are
related to exports outside the local market includes the 35,000 workers
whose jobs are related to exports outside the state market.

In order to get better information on the extent of local expoerts,
extensive direct surveys of consumers and firms in Johnson County could be
conducted. Time series studies of sales in Johnson County by Standard
Industrial Code as a function of income ratios and taxes could also be
conducted with more resources.

0f the estimated 92,000 workers, approximately 28 percent live in
Overland Park, 75 percent in Johnson County and B85 percent in the state of
Kansas.  About 15 percent live on the Missouri side of the line. These
percentages are averages derived from information from the companies who
participated in this survey. These companies responded to a question
regarding where their payroll dollars go based on the residence of their

employees.
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Vi. RESULTS OF THE INPUT/OUTPUT MODEL

A. Concepts and Methodology

An input-output model is a tool for regicnal economic impact analysis.
It is a method of "arraying, processing, and analyzing data to enable an
understanding of the interindustry structure of the economy and the
implications of the unique structural independence that prevails.-”
(Bendavid-val, 1983) Such a model includes input-output (I1-0) tables which
are accounting frameworks that show industrial distributions of inputs
purchased and outputs sold by an industry. Such a framework can be used to
estimate the overall economic impact on a region from changes in
expenditures in an industry. A total-requirements table is developed to
show total purchases of inputs required throughout the economy per unit of
output sold as a final purchase by an intermediate supplier. Such a table
captures the total effect on a regional economy due to output sold by an
industry - it captures the initial effects of the sale itself, as well as
the secondary and later effects on the regional economy because of the sale.

A total-requirements table can be used to determine the multiplier
effect of an initial economic change, such as an increase of 100 employees.
A regional multiplier represents the total economic effect occuring in a
region per unit of the direct economic change that caused the effect. This
includes the direct effect brought about by the economic change, the
indirect effect of jobs and production needed to support the production
associated with the direct effect., and the induced effect of jobs and
production needed to fulfill the household demands for goods and services

generated by the wages of the emplcoyees associated with the direct and
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indirect changes. These effects cause additional ripple effects which lead
to additional, but ever-decreasing further effects.

Several types of regional multipliers can be calculated. Each kind of
multiplier represents a ratio of a total effect (both direct and indirect)
to an initial (or direct) effect. The units are different for the different
multipliers. OQutput multipliers show the total sales or output resulting
throughout the economy from an initial unit of exported sales or output
purchased from a given industry. Earnings multipliers show the total
earnings of households throughout the economy resulting from a dollar of
exported output in a given industry. Employment multipliers show the number
of jobs throughout the economy which result from one job producing exports
in a given industry.

This study focuses on the economic impact of the administrative and
service sectors on the rest of the Johnson County economy and on the state
economy through the use of the input-output methodology. Ideally, an input-
output model is developed through a direct survey of businesses to determine
their demand for different kinds of locally produced inputs. These initial
impacts or local demands for inputs can be used to calculate the secondary
and additional rounds of inputs required. The multipliers developed can be
used to analyze the economic impact of a particular sector within a local
economy .

In practice, input-output models at the local level are usually
developed by adapting survey data from national sources. The particular
input-output model used in this study has been developed by using values
from the national input-output model developed by the Bureau of Economic

Analysis of the U.S. Department of Commerce. Adjustments were then made to
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make the model specific to Johnson County. In particular, the location
quotient technique was used ton compare the relative importance of a sector
in Johnson County to the relative importance of the same sector nationally.

For a fuller description of the input-output model and the tables of

multipliers, see Appendix B.

B. Results from the Input-Output Model

Talles 18 and 19 show the total sales, and additional earnings and
employment effects caused by the respending of the initial dollars spent on
goods, services and labor by an export-oriented service or headquarters firm
Per 100 employees. Table 18 shows that for every 100 expurt-oriented
service or headquarters employees, approximately $1,700,000 is initially
spent by the company and the workers on goods and services in Johnson County
which causes about a total of $3,000,000 of sales in the county due to the
multiplier effect. 1In addition, for every 100 of these workers, there is
about an initial $1,500,000 of earnings plus $600,000 of additional earnings
due to the multiplier effects, resulting in total earnings in the county of
about $2,100,000. The total employment effect is an additional 36 jobs in
the county for every 100 initial jobs.

Table 19 shows the effects on the state of Kansas. For every 100
export-oriented service or headquarters employees located in Johnson County,
there is an initial expenditure in the state of ahout $1,900,000 and a total
of $3,900,000 of sales in the state on goods and services due to the
multiplier effect. The initial earnings due to the 100 workers are
$1.600,000'p1us $700,000 due to the multiplier effect, for a total earnings

effect of $2,300,000 in the state. The total number of additional jobs in
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TABLE 18

TOTAL ECONOMIC IMPACTS PER 100 EMPLOYEES IN
EARNINGS AND EMPLOYMENT IN JOHNSO

ON EXPENDITURES,

AN EXPORT-ORIENTED JOHNSON
N COUNTY

COUNTY SERVICE FIR

INITIAL ANNUAL TOTAL ADDITIONAL
o EXPENDITURES SALES EARNINGS Qﬂgigiagﬁg
Sector Description PER 100 PER 100 PER 100 PER 100
EMPLOYEES EMPLOYEES EMPLOYEES EMPLOYEES

Iivestock 5463 5773 87
crops §1,234 $2,271 sgss g.oo
forestry 50 $0 S0 e
agricultural services $330 $691 $160 8'80
metal anq nonmetalic mineral mining $0 S0 S0 o'oé
coal mining 50 $0 50 o'oo
cil and gas production S0 S0 $0 0.00
stone, gravel, and clay S0 S0 $0 0.00
construction $77.704 $§153,653 7 ,
food processing $54,1309 $97,452 §§§'§92 é-iz
tobacco processing S0 50 ' $0 0.00
fabrics and apparel $29,277 $65,105 $13,584 0'85
lunber and wood $165 $293 "$62 0.00
furniture and fixtures §20, 546 $41,513 $10,028 0.56
paper products $36,332 $67.153 §12.067 0.71
printing §10,450 §24,518 §5,897 0.33
chemigals . $1,350 $2,733 $297 0.012
plastic materials and synthetics S S0 SO 0.06
drugs and preparations $18,523 §40,719 86,777 0.33
paints o S0 S0 S0 0.00
petroleum refining §28,598 $43,490 §2,222 0.10
rubber, rubber and misc. plastic prod 85, 577 $10,250 $2:18A 0:13
leather products S1,488 $2,887 $642 0.04
glass, stone, and clay products 5982 §2,010 $453 0.02
iron, steel, and other metals 56 S$11 §2 0.00
metql products, ordinance, structural $1,230 $2,158 $493 0.02
engines and machinery $853 $1,597 §391 0.02
computers, computing equipment $32,717 $71,102 $16,720 0.80
electrical equipment and appliances $15,964 $32,573 $7,653 0.40
electronic equipment and parts $405 $893 $234 0.01
motor vehicles, aircraft, trans. equi $1,180 $2,043 S445 0.02
scientific and photograhic equipment $2,833 $5,781 $1,500 0.07
misc. manufacturing $16,607 $31,769 $6,783 0.37
transportation and warehousing §$45,638 $90,041 $19,674 0.98
communications except radio and T.V. $100,286 $179,430 $48,899 1.95
radio, T.V., business services $B9,294 $153,684¢ §32,834 1.83
electric services, utilities $15,986 $23,821 $25 551 0.11
wholesale and retail trade $228,102 $433,765 $114,658 6.56
finance, insurance $86,663 $194,820 $55,979 2:72
real estate and rental $405,586 $554,789 $39,359 2.29
hotels, personal services $35,289 $66,726 $17,407 1.48
eating and drinking places $79,52¢4 §148,591 $28,079 2.90
automobile repair and services $23,883 $40,02¢4 $6,284 0.34
amusements $11,058 §21,970 $4,733 0.41
health, education, social services $180,781 $396,610 $131,051 7.53

TOTALS $1,661,044 $3,007,711 $637,895 36,32

Source:
Institute for Public Policy
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TABLE 19

TOTAL ECONOMIC IMPACTS PER 100 EMPLOYEES IN AN EXPORT-ORIENTED JOHNSON
ON EXPENDITURES, EARNINGS AND EMPLOYMENT IN THE STATE OF KANSAS SN BhRCE BiR

INITIAL ANNUAL TOTAL ADDITIONAL AD
L EXPENDITURE SALES EARNINGS Eﬁgigiggﬁg
Sector Description PER 100 PER 100 PER 100 PER 100
. EMPLOYEES EMPLOYEES EMPLOYEES EMPLOYEES
livestock 52,044 55,735
\ ' $638 0.02
Egggztry saéﬁi $16,942 $2,277 0.07
agricultural services $174 giég ggg 5.61
metal and nonmetalic mineral mining 0] ) S0 8'35
coal mining . §45 $88 $18 0.00
oil and gas production $0 $0 S0 '
stone, gravel, and clay $0 S0 S0 g'gg
comaruction $80,705 §173,287 $35,470 1.94
ood processing §120,078 $352,296 §44,707 2.26
tobacco processing S0 $0 " 50 0.00
fabrics and apparel $13,288 $25,656 $4,960 0:34
lumbgr and wood §309 $658 5127 0.01
furniture and fixtures $§22,500 S48,344 $10,875 0.66
paper products $63,383 $142,168 823,157 1.29
printing §11,843 $30,881 $6,823 0.40
chemlgals ' §1,530 $3,722 §375 0.02
plastic materials and synthetics S0 $o $0 0.00
drugs and preparations $20,993 $48,301 $7,417 0:38
paints o $106 $280 $39 0.00
petroleum refining $61,608 §141,848 $7,325 0.37
rubber, rubber and misc. plastic prod §7,227 $14,723 $2,864 Bi;1.5
leather products $361 §725 $149 0.01
glass, stone, and clay products 52,212 §5,625 $1,128 0.06
iron, steel, and other metals S14 $28 ' 55 0.00
metgl products, ordinance, structural §1,743 83,444 $72¢9 0:04
engines and machinery $1,662 $3,518 $804 0.04
computers, computing equipment $33,403 $68,153 $14,954 0.76
electrical equipment and appliances $6,665 §13,369 $2,933 0.16
electronic equipment and parts $168 §3g2 $92 0.01
motor vehicles, aircraft, trans. equi $§49,502 $115,561 $23,675 1.08
scientific and photograhic equipment $1,470 $3,104 §749 0.04
misc. manufacturing §17,796 §35,470 §7,063 0.43
transportation and warehousing §49,177 §112,220 $21,557 1.15
communications except radio and T.V. $119,177 $215,.514 §55, 714 2.45
radio, T.V., business services $143,708 §247,928 $50,116 3.17
electric services, utilities §74,720 $176,444 $16,83° 0.81
wholesale and retail trade §238,746 §471,783 $116,304 7.91
finance, insurance $80,784 $175,260 $47,905 2.63
real estate and rental $349,598 $460,599 $29,011 1.83
hotels, personal services £2B,272 $55,637 $13,428 1.23
eating and drinking places $B1,046 $200,197 $33,303 3.65
automobile repair and services $26,083 $52,670 $8,083 0.49
amusements $9,356 $§19,192 $3,824 037
health, education, social services $177,435 $409,512 $125,948 B.75
TOTALS $1,907,304 $3,851,885 §721,496 45.00

Source: Survey for the Overland Park Study of Administrative and Service firms.
Institute for Public Policy and Business Research, University of Kansas, 1988
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the state due to the initial 100 service jobs is 45, with 36 of these jobs
in the county and 9 elsewhe;e in the state.

Because the total number of workers employed by export-oriented
service and headquarters firms in Johnson County has been estimated to be,
at least 92,000 (see section V.c. of this report), all of these impacts can
be multiplied 920 times to estimate the total impacts of the export-oriented
service and headguarters firms currently located in Johnson County. The
total number of jobs which are supported by the 92,000 employees in Johnson
County are approximately 133,500 in the state, There are about 33,200
additional jobs in the county and 8,300 in the state caused by the initial
92,000 jobs. The total expenditures caused by the location of these firms
in Johnson County are approximately $3.5 hillion in the state and $2.8
billion on the county. The total earnings effect on the state is
approximately $2.2 billion and $2 billion on the county.

The approximate number of jobs actually due to service exports outside
the local market is 65,000. Therefore, the economic impact estimates per
100 workers can be multiplied by 650 to estimate the total economic impact
of the jobs which can be directly attributed to service exports outside the
local market. Based on this figure, there are an additional 29,300 jobs
throughout the state which are indirectly due to the initial 65,000 jobs in
Johnson County. Of these 29,300 jobs, about 23,400 are in the county and
about 5,900 are elsewhere in the stats, Total sales in the state due to
these 65,000 jobs related directly to service exports outside the local
market are about $2.5 billion and total sales in the county due to these

jobs are about $2.0 billion. Total earnings in the state due to these jobs
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are about 51.5 billion and tota] earnings in the county due to these jobs
are about $1.4 billion.

The total number of Johnson County service workers which are directly
related to service eéxports outside the State market was estimated above to
be approximately 35,000. Based on this figure, the total number of jobs
throughout the state which are directly or indirectly due to Johnson County
Service exports outside the state is about 50,800. Of the 15,800 jobs which
are indirectly related to Johnson County service exports outside the state,
about 12,600 are in the county and about 3,200 are elsewhere in the state.
Total sales in the county due to Johnson County service exports outside the
state are approximately $1.1 billion and total sales in the state due to
these exports are approximately $1.3 billion. Total earnings in the state
due to these exports are approximately $B800 million and total earnings in

the county due to these exports are approximately $740 million.
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VII. TAX REVENUE IMPLICATIONS

A precise estimate of the tax revenue impact on the state of Kansas
attributable to the export-oriented service sector is beyond the scope of
this study. Instead an approximate estimate based on the proportion of
employment in this sector is calculated.

The total impact is made up of several taxes. The main ones paid by
the export-oriented service and headquarters firms are corporate income tax
and sales/compensating use tax. There is also an impact on the amount of
taxes paid by individuals since these firms employ a significant number of
individuals. The largest portion of taxes paid by individuals are income
tax and sales tax. The impact of other taxes is relatively small and is not
considered here.

All of these taxes, since they depend on income, will vary from year to
year depending on national business conditions and conditions in Kansas.
Since the rate of corporate income tax increases with income, the amount of
tax collected also depends on the size of the firms, and personal income tax
rates also increase with income. By considering tax revenue attributable to
export-oriented services and headquarters as relatively proportional to
employment in these sectors, one can use the percentage of total employment
in Kansas to estimate the general tax revenue impact. This estimate is
biased downward, that is, the actual amount is expected to be greater than
this estimate. Since payroll in these industries is higher than the overall
average in Kansas, and because of the progressive income tax. the

contribution to total tax revenue will be greater than the estimate

indicates.
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The estimate of the number of individuals employed in export-oriented
services and headquarters is 92,000. Since these companies and the
employees of the companies spend a portion of their earnings in Johnson
County and Kansas, the effect of these jobs is greater than just the initial
92,000 would indicate. From table 19, the Kansas multiplier is estimated to
be 1.45. Thus, the amount of employment in the state of Kansas which is
attributable to export-oriented services and headquarters located in Johnson
County is 133,500. This is approximately 11 percent of total employment in
Kansas, as of April 1988. Based on the assumption that this is proportional
to tax collected, income tax collected due to these firms is approximately
$106,600,000 and sales tax collected due to these firms is approximately
$76,300,000. The estimated total sales and income tax impact would be
$182,900,000.

Using the same proportions and assumptions, the estimated sales and
income tax impact of the 94,300 jobs which can be directly (65,000 jobs) or
indirectly (29,300 jobs) attributed to service exports outside Johnson
County's local market would be approximately $129,200,000. The sales and
income tax impact of the 50,800 jobs which are estimated to be either
directly (35,000 jobs) or indirectly (15,800) related to Johnson County
service exports outside the state would be approximately $69,600,000.

A major influence on the tax revenue impact from sales tax collections
from a county like Johnson County is the state and local sales tax rate
(Mikesell, 1970). Increases in the state and local sales tax rate have been
found to reduce the level of retail activity and employment on the side of a
state border on which the increases were made. Consumers appear to be more

sensitive to the easily observable general sales tax than other taxes that
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may indirectly raise business costs (Fox, 1986). Thus, the amount of tax
revenue from the wages of export-oriented service workers and the amount of
export activity of service firms to consumers and businesses on the other
side of the state border appears to be most influenced by the sales tax
rates. The only tax which appears to affect cross-border sales is the sales
tax. Currently the total sales and use tax in Overland Park is 5.5 percent,
and in Kansas City, Missouri it is 6.5 percent. Therefore, the existing
Kansas and Missouri sales tax structures are relatively more favorable to

retail trade in Johnson County than in Jackson County.
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VIII. TAX SIMULATIONS

A. The Tax Situation

The total tax burden which a firm faces is made up of various taxes.
The major taxes are corporate income, property, sales, compensating use,
franchise and unemployment insurance taxes, and workman's compensation
payments. Kansas and Missouri have different tax rates, allow different
deductions, and have different incentives for economic development.
Therefore, it is not possible to discuss the overall differences in the rate
of taxes paid without some structure for analyzing the tax environments.
This is carried out by considering the amount of taxes a hypothetical firm
would pay in Kansas and Missouri. Because the relative taxes vary depending
on the type of firm, three different hypothetical firms have been chosen.
In the remainder of this section, there is a brief description of the major
business taxes in Kansas and Missouri. The following section discusses the
results of tax simulations based on hypothetical firm profiles. The
methodology used in these tax simulations is based on that developed by
Oslund (1987).

The corporate income tax rate for Kansas is 4.5 percent plus a 2.25
percent surtax on taxable income over $25,000. Missouri imposes a flat 5
percent corporate income tax. For both Kansas and Missouri, taxable income
for a multi-state firm is determined by the level of activity in the state.
Kansas currently uses a three-factor formula with each factor having an
equal weight. The three factors are the amount of sales in the state as a
percentage of total sales, the value of property in state as a percentage of

total property, and the payroll expenditure in state as a percentage Of
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total payroll expenditure. The three-factor formula for Kansas can be

expressed as:

Kansas Sales Kansas Property Kansas Payroll Apportionment
-------------- = Ratio

Total Sales Total Property Total Payroll
Net income for the firm is multiplied by the apportionment ratio to
determine Kansas taxable income.

In Missouri, firms may choose one of two apportionment ratios. Firms
may use the three-factor formula based on sales, property and payroll, or
firms may use a one-factor formula based on sales. The three factor formula
is the same as that used by Kansas. If the one-factor formula is used, the
apportionment ratio is the sales in Missouri as a percentage of total sales.
Missouri allows federal income tax payments to be deducted before computing
taxable income. Kansas does not allow this deduction. In Kansas City,
Missouri an earnings tax of 1 percent of the net income attributable to
Kansas City, Missouri is imposed. To determine the amount of net income
attributable to Kansas City, Missouri, the three-factor formula is used for
sales, property and payroll in the city.

Both Kansas and Missouri have a sales tax or compensating use tax.
This is a tax which is paid on purchases that are used in the state. In
Kansas, the rate is 3 percent. 1In Missouri, the rate is 4.225 percent and
after July 1, 1990 will be 4.125 percent. Cities and counties in Kansas and
Missouri have the option of imposing a sales tax. 1In Kansas this tax can be
either 0.5 percent or 1 percent depending on the choice of the city or
county. In Missouri, the additional sales tax may not exceed 3 percent,
except for S5t. Louis County which may levy up to 3.375%1 sales tax in

addition to the state sales tax. The total state, county and city sales and
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compensating ‘use fax in Overland Park is 5.5 percent and in Kansas City,
Missouri it is 6.5 percent.

Both Kansas and Missouri have a business property tax. Kansas and
Missouri both assess property tax on business land, buildings, machinery and
equipment. Goods in transit are exempt. Missouri does not tax inventories
and, beginning January 1, 1989, Kansas will no longer tax inventories:
currently Kansas does tax inventories. Firms may be exempt from a per-
centage of this tax; the percentage of exemption is equal to the amount of
interstate trade as a percentage of total trade. Since the firms considered
in these tax simulations were either service firms or headquarters, no
inventories were included.

The property tax depends on the mill levy, the assessment ratio and how
the property is assessed. The mill levy is the dollar tax per 51,000 in
assessed value. The assessment ratio is the ratio of assessed value to the
market value of the property. The mill levy is composed of mill levies for
various applications such as schools, fire protection and flood control. The
mill levy may vary a great deal, even within one county, making it very
difficult to compare tax rates. The mill rate varies between a low of
111.14 and a high of 232.23 in Johnson County, with an average mill rate of
146.80. The average mill rate will be used in the tax simulations. 1In
Jackson County, the mill rate varies between 47.12 and 70.49 per thousand,
with a mill rate of 52.64 in the Kansas City, Missouri school district. The
Kansas City, Missouri mill rate includes the effect of the increase in taxes
due to the U.S. District Judge Russell G. Clark's decision regarding

desegregation in Kansas City, Missouri schools. The mill rate of 52.64 for
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the Kansas City, Missouri school district will be used for the tax
simulations for the Jackson County locations of the hypothetical firms.

These mill rates are somewhat difficult to compare since the valuation
of the property also varies. 1In Kansas, property is valued as it would have
been in 1968. 1In Missouri, property is currently assessed as in 1985. The
property will be reassessed in 1989, As a result of reassessment, in
Missouri, the increase in property tax must be "reasonable."

In Kansas, the statutory assessment ratio is 30 percent. On January 1,
1989, the statutory assessment ratio will be 30 percent for commercial-
industrial property and 20 percent for commercial-industrial machinery. 1In
Missouri, the statutory assessment ratio is 33 1/3 percent for commercial
personal property and 32 percent for commercial real estate. In the tax
simulation, Kansas taxes are simulated for both the pre- and post-assessment
situations.

Corporate franchise tax in Kansas and Missouri are based on a firm's
capital value. Kansas imposes a tax of 1/10th of one percent, with a 520
minimum and a $2,500 maximum on shareholders equity attributable to Kansas.
Missouri imposes a franchise tax of 5/100ths of a percent with a §25
minimum. For a multi-state firm, in Kansas the apportionment of franchise
tax is based on the three-factor formula. In Missouri, the apportionment of
the franchise tax is based on the percentage of total assets which are in
Missouri.

Unemployment insurance rates are firm specific and vary with the
balance in the states’ funds. In Kansas, the entry rate for clerical and
office wo;kers is 3.48 percent. 1In Missouri, the entry rate for the same

classification is 2.7 percent. After three years of operations, the
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unemployment insurance rates are adjusted based on the firm's history of
hiring, dismissing and layoffs. 1In Kansas, the average rate of unemployment
insurance is 2.48 percent. The rates based on S5IC codes are not available.
In Missouri, the average rate of unemployment insurance for a firm in
business services is 1.47 percent of payroll.

Although workman's compensation cannot be considered a tax, a brief
discussion is included since the rates between states can vary and firms are
obligated to provide coverage for workers. For Kansas and Missouri, the
rates are very similar. For clerical workers, the rate of workman's
compensation is .24 percent of earnings in Kansas, and in Missouri, the rate

of workman's compensation is .25 percent of earnings.

B. Tax Simulation Methodology and Assumptions

This portion of the report considers the level of taxes paid by three
hypothetical firms. The level of taxes varies according to whether the
firms are located in Johnson County, Kansas or Jackson County, Missouri.

The purpose of this section is to provide an easy comparison of the
financial effect on a corporation from locating in either Johnson County,
Kansas or Jackson County, Missouri due to differences in taxes. Differences
in profitability from locating in these areas may rgsult from a wide variety
of factors. The focus of this study is to compare the change in the tax
burden which the firm must pay. Because the level of taxes a firm must pay
is made up of various taxes, based on different variables, and not
independent, it is difficult to compare differences in the tax burden

without some structure. The hypothetical firm provides this structure.
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Three types of hypothetical firms have been created and considered to
operate in Johnson County, Kansas and in Jackson County, Missouri. The
amount of taxes the hypothetical firm would pay in Johnson County is
compared to the amount of taxes the firm would pay in Jackson County.

The three hypothetical firms are based on national data and are created
to represent a broad range of firms. Three hypothetical firms are
considered since diversity between these firms will result in the firms
paying various percentages of their income in taxes. The resulting amount
of taxes each of the three hypothetical firms pays in Kansas relative to
Missouri can be considered a measure of how competitive Johnson County is,
relative to Jackson County with regard to taxes, for firms which fall into
these three categories. Two of the three hypothetical firms are service
firms. These are based on three digit SIC codes. The third firm is the
headquarters of a manufacturing firm and it is based on a two digit SIC
code.

The approach of this study is to consider types of firms which
currently exist in the area and which can move across the state line with
relative ease. Firms which can move more easily will be more easily
influenced by such differences as changes in tax laws may cause. Many
service firms can move quite easily, however, many manufacturing firms may
not fit this criteria. The production facilities of a manufacturing firm
may reguire a great deal more expense to move. In order to consider a wide
variety of firms and still consider types of firms which can move with
relative ease, only the headquarters or administrative portion of the
manufacturing firm is assumed to move, whereas for the two hypothetical

service firms, the entire firm is assumed to be easily moved.
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The SIC codes which the firms are based on are chosen based on four
criteria. First, they must represent industries currently operating in
either Johnson County, Kansas or Jackson County, Missouri. Second, the
firms must be export-oriented. The hypothetical firms must represent firms
which provide services outside the region so that if the service firm moved
into the region, it would increase the level of employment in the region
rather than displace a service firm currently operating there. Since only
the headquarters of a manufacturing firm is considered, this provides a
service to the company and therefore if a headquarters moved into the region
it would not displace workers already there. Third, there must be
sufficient data so the simulation is feasible. This rules out considering
firms such as a hypothetical insurance firm even though they are an
important part of the Johnson County economy. And fourth, the firm must be
in a sector which shows potential for future growth and is well-suited for
location in the Kansas City area.

The two hypothetical service firms chosen are a telecommunications firm
(SIC 481) and a data processing firm (SIC 737). The hypothetical manu-
facturing firm for which a profile has been developed is in nonelectrical
machinery manufacturing (SIC 35). According to the Midwest Research

Institute’s Kansas Economic Development Study Target Industry Analysis of

1986, all three of these industries are good target industries for the state
of Kansas because of their growth potential and characteristics which make
them well-suited for location in Kansas. The nonelectrical machinery
category was chosen specifically as a target industry for Kansas' urban

areas in the Midwest Research Institute’'s report.
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The three hypothetical firms are based on data from the survey
conducted for this study and from a variety of state and national data
sources. The "same” firm is assumed to operate in either Jackson County or
Johnson County. Since the focus of this project is to consider the effect
of taxes on a corporation's decision as to where to locate rather than how
variations in the tax structure result in changes in other location factors,
the hypothetical firm is assumed to have the same sales and the same size
regardless of where it is located. Costs to the firm, other than non-tax
costs are assumed to be the same on each side of the stateline. That is,
costs such as wage costs and land prices are assumed to be the same.

These are strong assumptions and some care must be taken when
interpreting the results. These assumptions ignore an important feedback
effect between property taxes and property values. A business site in a low
property tax area will generally cost more than a similar business site in a
high property tax area. The effect of property taxes on property values is
referred to as the capitalization effect.

To better understand the capitalization effect, consider comparable
sites in Kansas City, Missouri (denoted by M) and in Johnson County, Kansas
(K). The yearly cost of using a site in Missouri is approximated by an
interest rate times the property value plus the associated property taxes:

Cy = i * (site value)y + property taxy.

Similarly, the yearly cost of a Kansas site is:

Ckg = i * (site value)y + property taxy.

Suppose that initially Kansas yearly property costs exceed those in
Missouri. Over time, property users will start to move to Missouri. As

demand for sites in Kansas decreases, property values in Kansas start to
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fall relative to those in Missouri. When a market equilibrium is reached,
comparable sites in the two states should have the same yearly costs. The
two equations above imply that

i * (site value)g - i * (site value)y =

property taxy - property taxy.

In equilibrium, the property tax difference between the locations is
balanced by differences in site values. Thus, the net profit calculations
in the tax simulations tables are adjusted to correct for the capitalization
effect. 1If Missouri property taxes are lower than those in Kansas, Kansas
property values will be lower than in Missouri. The cost to the firm for
the Kansas property will be less and profits will be higher because of this
lower cost.

Property taxes will also be compared under both pre- and post-
assessment conditions for Johnson County, Kansas. It is assumed in this
simulation that total property tax collections for the county for property
currently owned will remain the same. It is also assumed that perscnal
property and public utilities are currently appraised near their market
value. To calculate what the mew appraised value of real estate will be
after reassessment, state reports of ratios comparing sales value to
assessed value were used. In this way market values were calculated for the
different types of property and the new assessment ratios were applied to
come up with the new assessed valuations for different types of property in
the county. A new mill rate is then calculated which will keep tax
collections constant for the county.

The effect of reassessment can be seen in the effective tax rates shown

in Table 20. These rates are calculated by multiplying the mill rate by the
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TABLE 20
EFFECTIVE TAX RATES

KANSAS BEFORE KANSAS AFTER MISSOURI

REASSESSMENT REASSESSMENT
COMMERCIAL REAL ESTATE 0.72 1.82 1.7z
BUSINESS PERSONAL PROPERTY 4.47 1.22 1.72
PUBLIC UTILITIES 4.47 1.82 1.72

Source:
Overland Park\Johnson County Economy."
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assessment ratio. With the new assessment ratios and with the mill rates
estimated using the above methodology, the effective tax rate for Kansas
commercial real estate increases from 0.7 percent before reassessment to 1.8
percent after reassessment and the effective tax rate for public utility
property decreases from 4.4 percent to 1.8 percent. The effective tax rate
for Kansas business personal property decreases from 4.4 percent to 1.2
percent.

As for other costs to the firm, it is assumed that the firm will pay
the same wage regardless of whether the firm is operating in Kansas or
Missouri. That is, it is assumed that variation in personal income tax will
not result in variations in wage demands so that the employee's after tax
wages remain unchanged. It is also assumed that the firm can draw on the
same pool of workers whether it operates in Kansas or Missouri.

In addition, it is assumed that other non-tax costs of operation do not
change, and it is assumed that the cost of materials and the cost of office
machines do not vary. Considering the proximity of the two regions, these
seem like reasonable assumptions for some items; however, costs do differ
for some inputs such as gas, water and electricity. But, by making these
assumptions, one can isolate the effect of the differences in tax

requirements in the two areas which is the issue of relevance here.

C. Tax Simulation Results

The hypothetical data processing firm (SIC 737) is a firm with one
location, in either Overland Park or Jackson County. Its total employment

is 50 employees. It is an export-oriented service fimm, selling a major

portion of its product outside the local market. Table 21 presents &
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TABLE 21
TAX SIMULATION RESULTS
DATA PROCESSING FIRM, SIC 737

KANSAS BEFORE KANSAS AFTER MISSOURI
REASSESSMENT REASSESSMENT
ASSETS
LAND $15,750 $15,750 $15,750
BUILDINGS $157,500 $157,500 §157,500
EQUIPMENT $367,500 §367,500 §367,500
TOTAL NUMBER OF EMPLOYEES 50 50 50
(ALL IN KANSAS OR MISSOURI)
PAYROLL $1,250,000 $1,250,000 $1,250,000
EMPLOYER'S BENEFITS PAYMENT $93,750 §93,750 $93,750
SALES $3,500,000 $3,500,000 $3,500,000
OTHER COSTS $1,050,000 $1,050,000 $1,050,000
DEPRECIATION $96.868 $96,868 596,868
INTEREST PAYMENT $23,946 $23,946 $23,9456
TOTAL RENT PAYMENT $140,000 $140,000 $140,000
FEDERAL TAXABLE INCOME $699,833 $709,637 $722,101
TAXES
FEDERAL INCOME TAX $237,943 $241,277 $245,514
KS/MO STATE INCOME TAX $38,246 $38,790 $11,072
KANSAS CITY MO. EARNINGS TAX $3,355
KS /MO UNEMPLOYMENT INSURANCE
& WORKMAN'S COMPENSATION $34,000 $34,000 $21,500
KS/MO PROPERTY TAX §17,333 $7,529 $6,448
KS/MO FRANCHISE TAX $301 $301 $270
KS/MO SALES TAX ON EQUIPMENT
PURCHASES $4,594 $4,594 §5,742
TOTAL KS/MO TAXES $89,881 $80,620 $42,646
TOTAL ALL TAXES $332,418 $326,490 $293,902
NET PROFIT $423,643 $429,571 $462,159
NET PROFIT AFTER CAPITALIZATION
ADJUSTMENT $434,529 $430,651 &
KANSAS TAXES AS A I OF MISSOURI TAX 210.82 189.02
TOTAL TAXES FOR KANSAS LOCATION AS A
I OF TOTAL TAXES FOR MISSOURI 113.12 111.12
KANSAS NET PROFIT AS A I OF MISSOURI
NET PROFIT (AFTER CAPITALIZATION) 94.0% 93.21

Source:

Overland Park\Johnson County Economy."

Business Research, University of Kansas, 1988.
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profile of this firm. Because of the nature of the data processing
industry, a large portion of its cost is the labor cost. Therefore, the
workman's compensation and unemployment insurance rates are particularly
significant when considering the differences in the tax burden when this
firm is located in either Overland Park or Jackson County. These rates are
generally firm specific since they depend on a firm's history. Thus, rates
used in the simulation are rates for a new firm. The rates an individual
firm may actually pay can vary a great deal among firms and could easily
change the results depending on the individual history of the firm.

The hypothetical telecommunications firm (SIC 48l) is a major location
of a multi-location firm which is an expecrt-oriented service firm providing
services to customers in a multi-state region. Occupations of the work
force at this location are primarily administrative and clerical. It is a
firm with 314 employees at this location and 3000 in the entire firm. Table
22 provides a profile of this firm and its tax payments based on the
profile.

For the hypothetical non-electrical machinery manufacturing firm (SIC

35), only the headquarters or administrative portion of the firm is

considered. The headquarters of the firm has 100 employees and total
employment for the firm is 2,000 employees. (See Table 23 for this firm's
profile.) This hypothetical firm is located on at least two sites - the

manufacturing portions of the firm are located in a state other than Kansas
or Missouri and the headquarters and administrative portions of the firm are
located in either Overland Park or Jackson County. The tax burden from
locating the headquarters portion of the firm in either of these two

locations is then compared.
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TABLE 22
TAX SIMULATION RESULTS

TELECOMMUNICATIONS REGIONAL HEADQUARTERS, SIC 481

KANSAS BEFORE KANSAS AFTER MISSOURI
REASSESSMENT REASSESSMENT

ASSETS (TOTAL COMPANY)
LAND $5,773,621 $5,773,621 §5,773;621
BUILDINGS $85,347,178 $85,347,178 $85,347,178
EQUIPMENT $1,418,941,027 $1,418,941,027 $1,418,941,027

ASSETS (THIS LOCATION)
LAND $604,088 $604,088 $604,088
BUILDINGS $8,929,794 $8,929,794 $8,929,794
EQUIPMENT §12,083,069 $12,083,069 $12,083,069
NUMBER OF EMPLOYEES 5000 5000 5000
IN KANSAS OR MISSOURI D23 523 523
PAYROLL $154,085,289 $154,085,289 $154,085,289
EMPLOYER'S BENEFITS PAYMENT $9,275,934 $§9,275,934 $9,275,934

SALES

COST OF MATERIALS
DEPRECIATION
INTEREST PAYMENT
TOTAL RENT PAYMENT

FEDERAL TAXABLE INCOME

TAXES
FEDERAL INCOME TAX
OTHER STATES' TAXES
KS/MO STATE INCOME TAX
KANSAS CITY MO. EARNINGS TAX
KS/MO UNEMPLOYMENT INSURANCE
& WORKMAN'S COMPENSATION
KS /MO PROPERTY TAX
KS/MO FRANCHISE TAX
KS/MO SALES TAX ON EQUIPMENT
PURCHASES
TOTAL KS/MO TAXES
TOTAL ALL TAXES

NET PROFIT
NET PROFIT AFTER CAPITALIZATION
ADJUSTMENT

KANSAS TAXES AS A I OF MISSOURI TAX

§556,353,836
$142,476,080
$67,418,676
$63,211,890
$19,634,494

$69,662,815
§23,685,357

§20,910,764
$776,088

$465,920
$952,011
$2,500

$60,415
$2,256,934
$46,853,055
§42,293,526

$42,88B1,403

185.12

TOTAL TAXES FOR KANSAS LOCATION AS A

1 OF TOTAL TAXES FOR MISSOURI

101.62

KANSAS NET PROFIT AS A I OF MISSOURI

NET PROFIT (AFTER CAPITALIZATION)

99.62

$556,353,836
$142,476,080
§67,418,676
§63,211,890
$19,634,494

$70,225,721
$23,876,745

$20,934,260
$782,364

$465,920
$389,105
$2,500

$60,415
$1,700,304
$46,511,310
$42,635,271

$42,660,243

139.42

100.92

99.12

$556,353,836
§142,476,080
$67,418,676
$63,211,890
619,634,494

$70,420,430

$23,942,946
$20,942,388
$460,198
£35,928

$277,295
$364,133
$6,284
$75,519
$1,219,357
§46,104,691
$43,041,890

Source:

Tax Simulations for the study of

"The Nature and Significance of the

Overland Park‘\Johnson County Economy." Institute for Public Policy and

Business Research, University of Kansas,

1988.
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TABLE 23
TAX SIMULATION RESULTS

NONELECTRICAL MACHINERY MANUFACTURING HEADQUARTERS, SIC 35

KANSAS BEFORE KANSAS AFTER MISSOURT
REASSESSMENT REASSESSMENT
ASSETS (MANUFACTURING LOCATION)
BUILDINGS $20,653,232 $20,653,232 §20,653,232
MACHINERY $36,247,062 $36,247,062 $36,247,062
ASSETS (HEADQUARTERS LOCATION)
BUILDINGS 52,008,940 $2,008,940 $2,008,940
EQUIPMENT $1,684,526 $1,684,526 51,684,526
NUMBER OF EMPLOYEES 2000 2000 2000
IN KANSAS OR MISSOURI 100 100 100
PAYROLL S4B, 744,450 S4B, 744,450 S4B, 744,450
EMPLOYER'S BENEFITS PAYMENT $6,106,800 $6,106,800 $6,106,800

SALES $207,952,964
COST OF MATERIALS $127,683,120
DEPRECIATION $5,129,634
INTEREST PAYMENT §2,009,545
TOTAL RENT PAYMENT $1,600,000
FEDERAL TAXABLE INCOME $7,918,990
TAXES
FEDERAL INCOME TAX §2,692,457
OTHER STATES' TAXES $4,240,705
KS/MO STATE INCOME TAX 831,242
KANSAS CITY MO. EARNINGS TAX
KS /MO UNEMPLOYMENT INSURANCE
& WORKMAN'S COMPENSATION $89,553
KS/MO PROPERTY TAX $8B,626
KS/MO FRANCHISE TAX $2,190
KS/MO SALES TAX ON EQUIPMENT
PURCHASES $14,748
TOTAL KS/MO TAXES §226,358
TOTAL ALL TAXES $7.159,518
NET PROFIT AFTER TAXES $4,673,945
NET PROFIT AFTER CAPITALIZATION $4,698,0980
ADJUSTMENT
KANSAS TAXES AS A I OF MISSOURI TAXE 145.6%
TOTAL TAXES FOR KANSAS LOCATION AS A
2 OF TOTAL TAXES FOR MISSOURI 100.72
KANSAS NET PROFIT AS A I OF MISSOURI
NET PROFIT (AFTER CAPITALIZATION) 99,52

$207,952,964
$127,683,120

$5,129,634
§2,009,545
$1,600,000

$7,951,241

$2,703,422
$4,242,828
$31,371

$89,553
$56,375
$2,190

$14,748
$194,237
§7,140,487

$4,692,977
$4,685,762

124.92

100.42

99.22

$207,952,964
$127,683,120

$5,129,634
$2,009,545
$1,600,000

$7,974,406

$2,711,2098
$4,243,895
$13,158
$2,648

$56,629
$63,590
£1,122

$§18,361
$155,508
$7,110,701

$4,722,764

Source:
Overland Park\Johnson County Economy."
Business Research, University of Kansas, 1988.
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0f the three hypothetical firms analyzed, only the results for the data
processing firm were significant for the effect on the total firm. For this
firm, Kansas taxes were 110.BZ higher before reassessment and 89.0I higher
after reassessment than the Missouri taxes. However, the difference is
reduced, though still significant when total taxes to the state and federal
government are considered. Total taxes in Kansas before reassessment were
13.1% higher than those in Missouri and taxes in Kansas after reassessment
were 11.1% higher than those in Missouri. Net profit, after capitalization
of property taxes, was 6.02 lower in Kansas before reassessment and 6.82
lower in Kansas after reassessment than in Missouri.

For the telecommunications regional headquarters, the tax difference
was again significant for the Kansas and Missouri taxes. 1f the firm were
located in Kansas it would pay 85.12 more in Kansas before reassessment and
39.47 in Kansas after reassessment than in Missouri if it were located in
Missouri. Once again the difference is greatly reduced when taxes to other
states and the federal government are taken into account. All taxes to all
levels of government were 1.62 higher before reassessment and 0.9 higher
after reassessment for the Kansas location than for the Missouri location.
Net profit, after a capitalization adjustment for property tax, was 0.4
lower in Kansas before reassessment and 0.97 lower in Kansas after
reassessment than in Missouri.

For the nonelectrical machinery manufacturing headquarters, taxes paid
to Kansas before reassessment were 45.6% higher and after reassessment were
24.91 higher than taxes paid to Missouri. The difference in all taxes.
including taxes paid to Kansas or Missouri, other states and the federal

government, was negligible - total taxes for the firm located in Kansas Were
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0.7 higher before reassessment and 0.4 higher after reassessment than for
the firm located in Missoufi. Net profit, after a capitalization
adjustment for property tax, was 0.5 lower in Kansas before reassessment
and 0.8% lower in Kansas after reassessment than in Missouri.

0f the taxes, state income tax, property tax, unemployment insurance
and workman's compensation were all higher in Kansas than in Missouri for
each of the three firms both before and after reassessment. The estimated
effects of reassessment raised property tax on commercial real estate about
250 percent and lowered the effective property tax on business personal
property by about 73 percent. The net effect on the three hypothetical
firms was lower total Kansas property taxes after reassessment because of
the relative amounts of the two types of property which each firm owned.
Although the total Kansas property tax bills were more in line with Missouri
property taxes after Kansas reassessment, they were still somewhat higher
than in Missouri. The sales tax on equipment purchases for all three firms
were significantly higher in Missouri than in Kansas, as were tax payments
to other states and the federal government for the two national firms-
nonelectrical machinery and telecommunications.

Thus, the tax simulations show that there is a significant difference
in the total taxes paid to either Kansas or Missouri, depending on which
location each of the three firms might choose, but the significance is
greatly reduced when total taxes to all states and the federal government
are compared. The net difference to the entire firm of locating in either
Johnson County, Kansas or Jackson County, Missouri is relatively negligible
for the two firms which have locations in other states - the nonelectrical

machinery and telecommunications firms. The difference is still somewhat
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significant for the data processing firm, which only has one location in

either Johnson County or Jackson County.



X. SUMMARY

One can conclude, based on the results of this study that the regional

Service and headquarters firms located in Johnson County have a very

significant economic impact on the county and state economies

Approximately 92,000 workers in Johnson County are directly employed by

export-oriented service and headquarters firms, approximately 65,000 jobs

are directly related to Johnson County service exports outside the local

market and about 35,000 jobs are directly related to Johnson County service
exports outside the state market.

Based on the estimate of 92,000 workers directly employed by export-
oriented services and headquarters located in Johnson County, 133,500 jobs,
or about eleven percent of the employment in the state, are related,
directly or indirectly, to the export-oriented service and headquarters
firms in Johnson County. Over eleven percent of income and sales tax
revenues can be attributed to the existence of these firms in Overland Park.
Given the pace of change, these proportions are expected to increase.

The results of this study indicate that, for every 100 additional
employees in a regional service or headquarters firm located in Johnson
County, about an additional 45 jobs will be created in the state of Kansas,
including 36 that will be created in Johnson County. The total expenditures
in the state per each additional 100 workers would be expected to be at
least §3,900,000, including 53,000,000 in the county. The total earnings

created per each 100 workers would be §2,300,000 in the state, including

$2,100,000 in the county.
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The estimated sales due to the total impact of the 92,000 workers would
be §3.5 billion in the state and $2.8 billion in the county. Estimated
earnings for the total impact would be $2.2 billion in the state and $2.0
billion in the county.

The estimated total sales impact due to only the 65,000 jobs which are
estimated to be directly related to Johnson County service exports outside
the local market would be $2.5 billion for the entire state and $2.0 billion
for the county, The total earnings impact would be $1.5 billion in the
state with §1.4 billion of that in the county., Total employment due to the
65,000 jobs would be 94,300, with 23,400 additional jobs in the county and
5,900 additional jobs elsewhere in the state.

The estimated total sales impact due to the 35,000 jobs which are
estimated to be directly related to Johnson County service exports outside
the state market would be $1.3 billion for the entire state and $1.1 billion
for the county. The total earnings impact would be $800 million in the
state with §740 million of that in the county. Total employment due to the
35,000 jobs would be 50,800, with 12,600 additional jobs in the county and
3,200 additional jobs elsewhere in the state.

Thus, there is a significant portion of the services sector of the
Johnson County economy which can be considered in the same regard as
"primary” industries, such as manufacturing. Just as a manufacturing firm
can draw wealth into a state by exporting its product, create new employment
in the state, and support growth in other sectors of the economy, so too can
certain types of service firms. Not all services exist merely to support
other local industries or the consumption of the local workforce. Export-

oriented services such as business services and headquarters establishments
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do export their "product” outside the community and state, draw in wealth
and create additional jobs. They also provide high-paying jobs for highly
skilled and educated workers, A service economy is not necessarily a low-
wage economy, dependent on imports,

Essentially, there are two types of services which exist - export-
oriented services, which are primary industries and part of a community's
economic base, and services, such as personal services, which are not
Primary, are not part of the base, and are dependent on the existence of the
primary industries in the economy . Within Johnson County, approximately
three-fourths of the work force is made up of service employees. Of these,
64 percent, or 92,000 workers, are in export-oriented service firms, and
about one third are in supporting service firms. As of April 1988, at least
48 percent of total Johnson County employment is in export-oriented services
The 65,000 Johnson County jobs related to service exports outside the local
market represent 34 percent of total Johnson County employment and the
35,000 Johnson County jobs related to service exports outside the state
market represent 18 percent of total Johnson County employment. With the
addition of indirect workers, Johnson County service exports outside the
local market account for about 88,400 jobs or 46 percent of total county
employment, and Johnson County service exports outside the state market
account for about 47,600 or 25 percent of total county employment.

For the entire state, the 133,500 jobs which are related directly or
indirectly to the export-oriented service and headquarters firms located in
Johnson County are 11 percent of total state employment. The 93,400 jobs in
the state related directly or indirectly to the Johnson County services

exported outside the local market and the 50,800 jobs in the state related
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directly or indirectly to Johnson County services exported outside the state
represent 7.5 and 4 percent of total state employment, respectively.
Therefore, it can be concluded that the export-oriented service sector
of Johnson County is of great significance to the county and state
economies. The economic well-being of the county, and to a lesser extent,
of the state are affected by the economic well-being of this sector. The
significance of this sector should be recognized and public policy should

take knowledge of this significance into account.
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APPENDIX A
QUESTIONNAIRE

Institute for Public Policy and Business Research

Overland Park Study
Survey Instrument

I. IDENTIFICATION

Name of firm Date

Address

Mailing address

Company Representative's name & title

Phone number Interviewer

II. NATURE OF FIRM

Name of unit(s)/division(s) at this location

Type of establishment at this location (check those which apply):
national headquarters regional division district office
sales/distribution for your firm other auxiliary (e.g., R&D, service,
repair) line operations/production

Number of other locations of the firm? Total Other Overland Park
Total Johnson County Total Kansas Total Kansas City, MO
metro

What do you produce or provide?

This location

Elsewhere

What is the major SIC code of this location? What other SIC codes

apply to this location
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What other SIC codes apply to your company

I11. EMPLOYMENT

Total This All of Total Total
Company Location Overland Johnson Kansas
Park County

Number of
employees

Total
Kansas
City, MO
area

Percentage of laber force at this location devoted to:
headquarters, administrative, & staff activities
line/production activities

other

IV. ANNUAL SALES, BY LOCATION OF CUSTOMERS (for most recent fiscal year)

Estimated Percentages by Location

(Total Sales this Location = 100:%)
Total Total for %z Sales 2 Sales % Sales % Sales
for the this to to Rest to Rest to Kansas
company location Overland of of City. MO
(in $000) (in $000) Park Johnson Kansas Area
County

Dollar value of
sales, billings,
or receipts

V. PAYROLL, BY EMPLOYEES' RESIDENCE

Estimated Percentages by Location

(Total Payroll this Location = 100%)

to Kansas
City, MO
Area

Total Total for z Payroll z Payroll 2z Payroll2 Payroll
for the this to to Rest to Rest
company location Overland of of
(in $000) (in $000)  Park Johnson  Kansas
County

Payroll
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VI. VALUE OF CAPITAL OF ENTIRE FIRM, BY LOCATION

Estimated Percentages by Location

(Capital at this Location

Total Total z In 2 In

for the for this Overland Rest of
company location Park Johnson

(in $000) in ($000) County

(Estimate the following by location of use):

Total personal
property

Office machines

I In
Rest of
Kansas

100%)

Z In
Kansas
City, MO
MO Area

& computers

Office furniture

Commercial &
industrial
machinery &
equipment

Automohiles &
other vehicles

Other personal
property

(Estimate the following by location of real estate):

Land

Buildings

V1I. SUPPORTING DETAIL
Total Rest of Rest
in Overland Johnson of
Park County Kansas

(Estimate the following by location of real estate):
Square feet of

office space
rented

Kansas
City,
MO Area
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Square feet of
office space
owned

Square feet of
industrial property
rented

Square feet of
industrial property
owned

Acres of land
rented

Acres of land
owned

XI11. CURRENT ANNUAL CAPITAL EXPENDITURES FOR THIS ESTABLISHMENT, BY LOCATION

Estimated Percentages by Location

(Estimate the following by location of vendor):

Office machines
& computers
Office furniture

Commercial & industrial
machinery & equipment

Automobiles &
other vehicles

Other personal
property

(Estimate the following by location of real estate):

Purchases of land
& buildings

New construction &
improvements

Total for 2 To 2 To z To r To
this Overland Rest of Rest of Kansas
location Park Johnson Kansas City., MO
($000) County Area
e
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IX. CURRENT.ANNUAL OPERATING EXPENDITURES FOR THIS ESTABLISHMENT, BY

LOCATION

Estimated Percentages by Location

Total for T To Z To

this Overland Rest of
location Park Johnson
($000) County

Rent (by property owner's

I To
Rest of
Kansas

z To
Kansas
City, MO
Area

location)

Interest payments made (by
location of financial
institution)

(Estimate the following by location of service-provider):

Temporary employees

Professional services
(legal, accounting,
consulting)

Janitorial services

Computing services

Advertising services

U.S. Mail

Other Mail & Shipping

Air Travel & Rental Cars

Restaurants

Insurance (employee

benefits)

Insurance (company
liability)

Other services
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Estimated Percentages by Location

Total for 2 To Z To Iz To + To
this Overland Rest of Rest of Kansasg
location Park Johnson  Kansas City, Mo
(5000) County Area

(Estimate the following by location of utility-provider):

Telephone/other carrier

Gas/Electricity/Water

Other Utilities

(Estimate the following by location of vendor):

Office Supplies, Materials
& Parts

Motor fuel

Other goods (list)

Other operating
expenses (list)

Estimated Percentages by Location

Total for 2 To 7 To Z To * To
this Overland Rest of Rest of Kansas
location Park Johnson Kansas City, MO
paid in County Area

Kansas ($000)
(Estimate the following by location of taxing authority):

Sales & compensating use
tax for equipment

Corporate
income tax
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Personal income
tax withholding

Estimated Percentages by Location

Total for 7 To I To I To T To
this Overland Rest of Rest of FKansas
location Park Johnson  Kansas City, MO
($000) County Area
Property tax paid
(except rental
property)
Motor fuel tax
Franchise tax
Workman's compensation
Unemployment insurance

Other taxes (list)
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APPENDIX B
METHODOLOGY OF THE INPUT-OUTPUT MODEL

The purpose of this study is to determine the impact of headquarters
and service establishments on the Overland Park and Johnson County
economies. One way of measuring the impact of an an industry is through the
demand it creates for goods and services within the economy.

Headquarters establishments stimulate the economy directly through
their purchases of goods and services, and through the consumption of their
employees. This first round of spending produces income for a second group
of firms within the economy, enabling them to make purchases and pay
employees. The second round firms in turn produce income for a third round
of firms. The direct impact of the headquarters establihments are magnified

by what is known as a multiplier effect.

A Simplified Multiplier Model.

A simple multiplier model relies on a basic supply-demand equality.

Algebraically,

(1) X = Dp

where X is an nxl vector of Johnson County outputs by sector, and Dy is an
nxl vector of total demands for Johnson County produced products.

A key to the multiplier model is that demand for Johnson County
products in part depends on the level of output in the county. The level of
output helps to determine income and hence consumption. Furthermore, the
level of output determines the demand of firms for materials and components.

often referred to as intermediate goods. Finally, the level of output will
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help to determine the firms' demand for new investment goods. The
dependence of demand on output can be expressed in a simple algebraic way:
(2) Dt =X + F
where ¢ is an nxn matrix of constants and F is exogenous demand--the portion
of demand which is independent of output. Once demand has been written in
the form specified in equation (2), equation (1) can be solved for output:
(3) X=(I-¢-1F
where I is the nxn identity matrix. The matrix (I - p)-1 is known as the
multiplier matrix. The multiplier matrix can be used to summarize the
impact of a change in exogenous demand on Johnson County output by sector:
(4) X = (multiplier) F ( indicates change).

Several components of demand contribute to the multiplier matrix, as

detailed below.

Components of Demand.

Demand for Johnson County products can be broken down intoc a local and
an export component. Local demand for Johnson County products consists of
total demand originating from Johnson County firms and consumers, minus the
amount of goods these customers import from outside the county. Export
demand refers to purchases from any customers outside Johnson County,
including state and federal government agencies. Algebraically,

(3) Dy =(Dy - M) +E

Dj : demand from Johnson County firms and
consumers (nxl)

M : imports (nx1)

E : exports (nx1).
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Several different types of demand can be identified within total
Johnson County demand: consumer demand (C), intermediate demand (Int),
investment demand (J), inventory demand (V), state government demand (S),
local government demand (L) and federal government demand (G). It is likely
that all of the sources of demand except state and federal government depend
on Johnson County production. However, this study makes the simplifying
assumption that only consumer and intermediate demand depend on county
output. Other components of demand are exogenous, that is, independent of
current output. Since the model ignores links between investment and

output, it is classified as static.

Detailed Demand Equations.

Intermediate Products Demand

Intermediate demand linkages between industries are described by an nxn
matrix of technical coefficients A. A typical element of A, ajj. indicates
the dollar amount of good i which is typically used as an input to produce
one dollar's worth of output of good j. The A matrix allows estimates of
intermediate demand by commodity:

(4) Int = A X.

The source data set for calculation of the A matrix is the BEA 1981

update of the U.S. 85 industry/commodity Input-OQutput model, available in

the Survey of Current Business, January, 1987, pp. 42 - 5B. Ideally, we

would like to implement the Johnson County model based on the B5 industry
scheme. However, this detail of modeling requires state and county level
data such as payroll and employment at four digit S.I.C. detail

Unfortunately, a significant amount of detailed information on employment,
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payroll, and other important variables is suppressed at the state level for
reasons of confidentiality. An even greater amount is suppressed at the
county level. To minimize data suppression problems, we grouped BEA 1/0
sectors, which eventually reduced the number of sectors in the Johnson
County model to 45. The make and use matrixes were initially aggregated
according to these definitions.

The national technical coefficients matrix was then inferred according
to the formula
1. A = (use matrix) * (make matrix)-l.
The Johnson County A matrix was assumed to be identical to the national
matrix. The scarcity of four digit detailed employment information
prevented weighting the national matrix to produce a region specific result.

Consumption Demand

A basic assumption used in the Johnson County mecdel is that consumption
depends on personal income after taxes. National data allows the
calculation of a vector a ratios between consumption by type of commodity
and personal disposable income. The Johnson County model assumes that
consumers follow the national pattern. A more difficult task in
construction of the model is relating Johnson County personal disposable
income to output.

Conceptually, personal income can be broken into two components
depending on whether the income is dependent on current production.
Unfortunately, few data sources exist to implement the breakdown for a
regional economy. For the Johnson County model, we assume that wage and
salary earnings vary directly with output: we include all payments to labor

in the "dependent” category. The relationship of Johnson County property
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type income to Johnson County output is less clear. 1If the owners of real
estate and capital live outside Johnson County, the income they receive from
their assets leaks out of the local economy, and any second round
stimulation of the economy is short circuited. Since detailed information
on the ownership of capital was not available for the Johnson County study,
we were forced to make some generalizations. For agricultural sectors, we
assumed that all property type income was distributed to local owners. For
manufacturing and service sectors, we assumed that only labor-type income
stayed within the local economy, and that rents and profits were paid to
out-of-area owners.

Formally, the relationship between consumption and personal disposable
income is summarized by the equation:

(5) C= (1-t) 8 ¥'X + c*.

In the above expression, ¥ is a vector of coefficients representing the
fraction of income from production of each type of good that flows back into
the community, & is the vector of consumption coefficients, t is the average
income tax rate, and c* is the amount of consumption that is independent of
current income.

Consumption cof each type of good as a percentage of total consumption
was calculated from the personal consumption column of the 1981 U.S. Input-
Output update. It is assumed that these coefficients are the same across
location (U.S., Kansas, or Johnson County), and across time (1981 or 1985).
Total consumption as a percentage of personal disposable income was

calculated from personal income detail in the Survey of Current Business.
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The consumption coefficients do not necessarily sum to one. Implicitly,
there is an additional category for goods such as noncompetitive imports
which have not been included in the current models.

Import Coefficients

Imports of each commodity are assumed to be a fixed percentage of
demand for that commodity.
(6) M=m (Dj)
But from equations 1 and 3,

(7) D;

3 = X - E + M

In reduced form, we can define an import coefficient,
ﬁ = El(l-ﬁ). such that
(8) M=y (X-E).

Import coefficients were calculated using a modification of the
location quotients method, correcting for foreign trade and differences
between regions in intermediate product use. The coefficients were
calculated for a base year of 1985. An import coefficient of 1 indicates
that demand for the product was satisfied completely through imports during
the base year.

Output Multipliers.

The basic supply-demand equation for a regional economy can now be

expanded by including demand terms which depend on output.

(9) X = AX + (1-t)BY’'X -pX +(1+4m)E + Fy

where F; contains all exogenous demands except for exports. Simplification
of equation 9 results in the multiplier equation:

(10) X = [(I-A+ (1-t)0y "+p )71 (14p)] E +

((I - A+ (1-t)0y "+p )"1] Fy
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The first bracketed term is the multiplier for expogts and the second
bracketed term is the multiplier for other exogenous final demands, for
example, exogenous consumption. The multipliers for the two types of
expenditures differ because a fraction of nonexport final demands will be
satisfied by imports. For impact analysis, the first multiplier is relevant
if changes in final demand have already been adjusted for imports.

Earnings Multipliers.

The multipliers in equation (10) measure impacts in terms of changes in
output. Alternative multipliers can be constructed to show the effect of a
change in final demand on community income, or to show the effect of an
exogenous change in income on total community income.

Employment and Payroll Data.
Employment and payroll data for 1981 and 1985 were pulled from tape

records of County Business Patterns. Suppressed CBP data for employment was

estimated by the midpoint of the specified employment range. Deleted Kansas
payroll data was approximated by first multiplying the number of employees
in the Kansas industry by the U.S. payroll per employee rate for that
industry, then adjusting the results by a ratio of average Kansas to U.S.
payrolls. A similar procedure was used for deleted Johnson County payrolls,
adjusting by the ratic of average Johnson County to U.S. payroll per
employee.

The concept of payroll used throughout CBP includes wages and salaries,
tips, wvacation pay, and other compensation paid to employees before
deductions for income and social security taxes. It does not include most

benefits or the employer's share of social security payments.
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Agricultural Sectors.
Agricultural data was derived from two main sources, Economic

Indicators of the Farm Sector (EIFS), U.S. Department of Agriculture, and

Kansas Agriculture: Annual Report and Farm Facts (KA), Kansas Department of

Agriculture.

Ideally, we wanted data on the value of production of crops and
livestock. Surprisingly, a preliminary search of federal government
statistics revealed no apgregate data on production values at the national
level. We found production values for individual crops (about 100) and
types (about 15). We will eventually create aggregates from the individual
data. However, for the purposes of this project, we chose to use proxies
for production. EIFS contains statistics on various components of farm
income for the U.S. and states. The variables "cash income from marketing,
crops" and "cash income from marketing, livestock" were used as proxies for
U.S. and Kansas agricultural output.

Since "cash income from marketing is not published at the county level,
we turned to county data from the Kansas Department of Agriculture. KA
provides estimates of the value of crop and livestock production for the
state and for Kansas counties. We constructed "cash income from marketing”
for Johnson County by multiplying production statistics by the statewide
ratio of cash income to production.

Output by Sector.

Ratios based on the 1981 U.S. Input-Output update were used to estimate
1985 output by industry for the U.S., Kansas, and Johnson County. We first
converted all data to a modified set of sector definitions. For all

industries except agriculture, we calculated the ratio of payroll (from CEP,
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1981) to output (from the input-output table); for agriculture, we
calculated the ratio of cash income from marketing (1981) to output. Output
of each industry for 1985 was estimated by dividing the appropriate proxy
(payroll or cash income from marketing) by the 1981 ratio for the industry.

Taxes.

National data from the Survey of Current Business was used to find the

average federal income tax as a percentage of personal income for 1985
(about 12.2 percent, after adjustment of personal income for nontaxable
transfers, benefits, and the employer's share of social security taxes). An
additional 7 percent tax is included as an estimate of the employee's share
of social security, for a federal tax share of 19.2 percent.

Information to calculate the average state income tax came from two

sources. Local Area Personal Income: 1979-84 provided personal income

information for Kansas (1984 was the most current information available).

The Kansas Department of Revenue Annual Report supplied information on total

state personal income tax collections. Overall, the state tax burden was
estimated as 2.1 percent of personal income.

The combined federal and state income tax bite was estimated at 21.3
percent of personal income.

Personal Income Coefficients.

The size of the multiplier for an economy depends on the amount of
income from production which is recycled locally. For industries other than
agriculture, we assumed that only wage and salary income remained local.
For agriculture, we estimated net farm income percentages as the ratio of

value added minus depreciation to output.
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Earnings Coefficients.

Earnings Coefficients are estimates of the fraction of the wvalue of
total output which recirculates in the community as personal income. The
earnings coefficients contain primarily wage and salary income. We have
assumed that the earnings coefficients for Kansas and Johnson County are
identical. The earnings coefficients have not been adjusted for income
taxes.

Kansas and Johnson County Multipliers.

For each sector in the model, we calculated the impact of a $1 change
in export type demand on total output, total earnings, and total number of
employees. Differences in import coefficients account for multiplier
differences between the county and the state. With a few exceptions, county
multipliers are smaller than state multipliers. Fer Johnson County,
multipliers range from 1.27 (oil and gas) to 2.45 (plastic materials and
synthetics). For the state, multipliers fall between 1.24 (oil and gas) and
2.93 (food processing). The small multipliers for oil and gas production
are probably due to the failure of the model to account for property type

income flowing to Kansas resource owners.
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TABLE Al
MULTIFLIERS FOR OUTPUT,
THE STATE OF KANSAS

Sector Description

livestock

crops

forestry

agricultural services

metal and nonmetalic mineral mining
coal mining

o0il and gas production

stone, gravel, and clay
construction

food processing

tobacco processing

fabrics and apparel

lumber and wood

furniture and fixtures

Paper products

pPrinting

chemicals

plastic materials and synthetics
drugs and preparations
paints

petroleum refining
rubber, rubber and misc.
leather products

glass, stone, and clay products
iron, steel, and other metals

plastic prod.

WDy W=

25

metal products, ordinance, structural m26

engines and machinery

computers, computing equipment
electrical equipment and appliances
electronic equipment and parts
motor vehicles, aircraft,
scientific and photograhic equipment
misc. manufacturing

transportation and warehousing
communications except radio and T.V.
radio, T.V., business services
electric services, utilities
wholesale and retail trade

finance, insurance

real estate and rental

hotels, personal services

eating and drinking places
automobile repair and services
amusements

health, education, social services

trans. equip.

27
28
28
30
31
32

OUTPUT
MULTIPLIERS

2.8058
2.0515
1.8509
2.3546
2.2209
1.9667
1.2351
2.3066
2.1472
2.9339
1.6322
1.8308
241267
2.1486
2.2430
2.6074
2.433]1
2.8333
2.3008
2.6400
2.3024
2.0374
2.0082
2.5432
2.0269
1.9762
2.1160
2.0403
2.0057
2.2707
253345
2.1114
1.9932
2.2820
1.8084
1.7252
2.3614
1.9761
2.1695
1.3175
1.9679
2.4702
2.0193
2.0514
2.3080

EARNINGS AND EMPLOYMENT BY 45 SECTORS FOR

MULTIPLIERS

EARNINGS
MULTIPLIERS

0.3123
0.2757
0.2194
0.4905
0.4788
0.3998
0.0700
0.5844
0.4395
03723
0.1802
0.3733
0.4120
0.4833
0.3653
0.5761
0.2449
0.3339
0.3533
0.3680
0.1189
0.3964
0.4119
0.5099
0.3507
0.4185
0.4835
0.4477
0.4401
0.5481
0.4783
0.5095
0.3969
0

0

0

0

0

0
0
0
0
0
0
0

e v 1

EMPLOYMENT
MULTIPLIERS

.0000114500
.0000085932
.0000145262
.0000355693
.0000224897
.0000178261
.0000034978
.0000295632
.0000240910
.0000188316
.0000053879
.0000254694
.0000270403
.000029319¢
.0000203631
-0000340007
.0000126422
.0000166382
.0000181004
.0000194808
.0000059535
.0000201896
.0000305725
.0000255742
.0000150586
.0000226047
.0000253110
.0000228501
.0000243024
.0000355861
.0000218805
.0000288073
.0000239630
.0000234159
.0000205909
.0000220396
.0000108282
.0000331268
.0000325711
.0000052418
.0000434059
.0000450500
.0000189461
.0000399501
.0000492947
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TAELE A2

MULTIPLIERS FOR OUTPUT, EARNINGS AND EMPLOYMENT BY 45 SECTORS FOR

JOHNSON COUNTY

Sector Description

livestock

crops

forestry

agricultural services
metal and nonmetalic mineral mining
coal mining

oil and gas production
stone, gravel, and clay
construction

food processing

tobacco processing
fabrics and apparel
lumber and wood
furniture and fixtures
paper products

printing

chemicals

plastic materials and synthetics
drugs and preparations
paints

petroleum refining

rubber, rubber and misc. plastic prod.

leather products

glass, stone, and clay products
iron, steel, and other metals
metal product, ordinance,
engines and machinery
computers, computing equipment
electrical equipment and appliances
electronic equipment and parts

motor vehicles, aircraft, trans. equip.

scientific and photograhic equipment
misc. manufacturing

transportation and warehousing
communications except radio and T.V.
radio, T.V., business services
electric services, utilities
wholesale and retail trade

finance, insurance

real estate and rental

hotels, personal services

eating and drinking places
automobile repair and services
amusements

health, education, social services

WONOWL e W -

o
= o

25

structural mt26

27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
L3
L4
45

OUTPUT
MULTIPLIERS

.6687
.8399
.7150
.0928
.8012
.6974
#2653
.9591
L9774
.8000
.3942
.2237
il B3 E
.0205
.B4B3
.3463
-0250
L4493
.1983
.2983
.5208
.8380
.9406
L0464
.6819
.7540
.8720
«1732
.0405
.2028
« F3L3
.0406
.8130
.9730
.7892
.7211
L4901
.9016
.2480
.3679
.B909
.B685
.6758
.9868
.1939

NHEEEENHEHEREREREHERDERORNRN R R R R R R R R R e e R b b

EARNINGS
MULTIPLIERS

0.1872
0.2721
.2250
L4B4LY
L4437
<3733
.0766
.5642
L4372
L2475
.1581
L4640
.3756
L4881
-3321
L5643
.2201
L3146
36359
.3500
.0777
.3916
L4317
4614
.3210
L4007
.458B3
.5110
L4794
L5774
.3768
.5294
L4084
L4311
L4876
L3677
.1596
.5027
.6459
.0970
L4933
0.3531
0.2631
0.4280
0.7249

0000000000000 000000000000 0000000000000 O0

EMPLOYMENT
MULTIPLIERS

0.0000066352
0.0000082137
0.0000088245
0.0000333601
0.0000094031
.0000082696
.0000035484
.0000215053
.0000210966
.0000136750
.0000045827
.0000291181
.0000248468
.0000273574
.0000195634
.0000311335
.0000105040
.0000107638
.0000177959
.0000114741
.0000035826
.0000226784
.0000296344
.0000253709
.0000159799
.0000196688
.0000222895
.0000244461
.0000248936
.0000341196
.0000159352
.0000251463
.0000222289
.0000215312
.0000194708
.0000204640
.0000069835
.0000287592
0.0000312868
0.0000056515
0.0000418923
0.0000365089
0.0000143238
0.0000375070
0.0000416460

0000000000000 00000000000000000000



TAELE A3
IMPOET COEFFICIENTS FOR™ KANSAS AND JOHNSON COUNTY
(Calculated Using Modified Location Quotients Method)

Sector Description § KANSAS
IMPORT

COEFFICIENT

livestock 1 0.0000
crops 2 0.0000
forestry 3 0.7330
agricultural services 4 0.5355
metal and nonmetalic mineral mining 5 0.9329
coal mining 6 0.772¢9
cil and gas production 7 0.0000
stone, gravel, and clay 8 0.0000
construction 9 0.1647
food processing 10 0.0000
tobacco processing 11 1.0000
fabrics and apparel 12 0.6876
lumber and wood 13 0.5060
furniture and fixtures 14 0.7213
paper products 18 0.4140
printing 16 0.0000
chemicals i 0.0000
plastic materials and synthetics 18 0.9508
drugs and preparations 19 0.0000
paints 20 0.5930
petroleum refining 21 0.0000
rubber, rubber and misc. plastic prod. 22 0.0000
leather products 23 0.9546
glass, stone, and clay products 24 0.0000
iron, steel, and other metals 7453 0.6987
metal products, ordinance, struc. metal 26 0.8721
engines and machinery 27 0.1138
computers, computing equipment 28 0.7376
electrical equipment and appliances 29 0.6316
electronic equipment and parts 30 0.8033
motor vehicles, aircraft, trans. equip. 31 0.0000
scientific and photograhic equipment 32 0.6920
misc. manufacturing 33 0.7286
transportation and warehousing 34 0.1018
communications except radio and T.V. &5 0.0753
radio, T.V., business services 36 0.4075
electric services, utilities 37 0.0000
wholesale and retail trade 38 0.0765
finance, insurance 39 0.2026
real estate and rental 40 0.3798
hotels, personal services 41 0.2931
eating and drinking places 42 0.1121
automobile repair and services 43 0.0364
amusements b4 0.5792
health, education, social services 45 0.2406

JOHNSON CO
IMPORT
COEFFICIENT

0000000000000 000000000000OHOHOOOOOOHOOOOHKHOKMOO

ol a1
.8305
.0000
.0000
.0000
.0000
.6867
.0000
.0000
.48¢20
.0000
« 2198
.7006
.8139
6246
.0000
.0000
.0000
.0000
.0000
.5008
1254
. 7881
L4968
.B454
.6577
LLB46
L4892
.0000
L4635
.9758
«3273
L4279
.0857
.0000
.0000
.9430
.0000
.0000
.0000
.0000
L0147
.0000
L4363
Mo & B o)



APPENDIX C
PARTICIPATING FIRMS

We would like to thank the firms which participated in the survey for
this study. The foilowing firms are among those which participated:

Central Telecom

United Telecom

Western Life Insurance

St. Paul Fire and Marine Insurance Company
Allstate Insurance
Doubletree Hotel

Metcalf State Bank
Tippin's Restaurants, Inc.
Chevrolet Motor Division
Sun Publications, Inc.

Met First Financial
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