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interviewing included.officials;
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employed and unemployed industrial workers and

unemployed adults lacking industrial experience; and State and

Federal agency representatives.
recommendations were:

Based on the findings, major policy
(1) selected small towns found to act as large

labor market centers should be inclyded in EDA's growth center
development scheme with top priority given to identifying and

developing labor force potential and developing employment;

(2) if

Negroes are to be affected, current industry subsidization schemes
should be replaced by labor (wage) subsidies administered at higher
than local level; (3) better comprehensive programs and more progranm
coordination is needed in towns receiving EDA assistance; and (4)
leadership and planning capability must be improved within centers
and funds should be devoted to this within Development District

prograams.
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JINTRQDUCTION' Ty . ~
. y) Y - . )

The funding® of thisstudy resrﬂted from the desire of the Egonomlc Development Adrmms-

tration to receive empirical information which would.provide guidance regardlng the allocation

of federal assistance to rural areas. Since EDA's programs focus on economw development

through industrialization, a general evalyation of the industrialization process in rurhl areas

‘was requested. The inclusfon of field studies’in the\gesearch desigr was requested because

an explicit goal of the project was to analyze the ncr‘e%ranwm by which industrial development

takes place, and to dbserve the impact of thig process upon: the.major problems in rural areas.

<

~,

<

~

EDA ’s aétrvrty in rural and urban areas takgs place within the larger framework of a resource °
allocation problem which fices most federal agencies-the choice between urban and rural
investment. Comphcatmg,the problem is the fagt that the populationseeding assistance is '/ .
to some extent a moving target. Mlgranon from\rural to urban aregs, a-fiational phenomeno

has : assumed its most extreme form in a sQuth-to-north movenrent of blacks. So long as this

huge stream of voluntary migrants left 'low-payrng work in the South for high-paying {ork
* in the North no doubts weére raisgd. It was'assumed that the move was voluntary axd,"thére-
foré; ‘the destination areas must Have been preferred for what seem to Be better work oppor-
tunltlgs hlgher incomes/and supenortﬁvmg conditions. Moreover, the-obsérver of fiving
conglrtrons ifi the Sout o,ouchSee _with little difficulty that the Negro had a strong motive to

- ltave. The quallty of public service, of law enforgement, of schooling, of welfare, and of

health service is poorer fgr the Negro than for the white in the South, Nevertheless, there is,
do.bt over the wisdont of past and future migrations from thé rurai South The social dis--
ruption caused by. thé cancentration of black migrants in Northern ghettos forces one to

inquire whether there is a .way to bring the fruits of American prosperity to its black
citizens: The striking postwar growth of industry in the rural South suggests that migration
_might eventually dlsappcar . . ’

- ol RN
. ¢
,
N .
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°
.

.

The success of Southern industrial growth makes it necessary to question the need for con-

. tinued outmigration to the North. Why can’t Southern industry provide enough jobs to
keep rural migfints in the South? <Can the development of Southern mdus'try provrde a focus
and an alternative to the development of the North? Can the federal government, acting
through economic development programs, devise and carry out a rational program for regional
deVelOpment in the South which would mee‘ these goals? . . R .
These qut:strons have at times taken the form then, of arbargument between those advocating
treating the problem in the ghetto and those advocatrng investment/in the southern regions
in order to stem the rural-to-urban flow. If the lattér alternative is considered, a further o
question is ra in what (fties in southern regrons should federal assistance be focused, in -
order to have'ﬁehe greatest impact? Since EDA is in no position to adopt a northern-center-
-only strategy, it must consider, this second questlon Regional economlsts in response to
this scarce resource problem have proposed several variations of a “‘growth center” strategy:
often, minimum city sizes have-been suggested, below which. cities are less than optrmally

oV eff1c1ent and therefore represent less-than -optlmum 1nvestme’ﬁt environments. _

‘

- [ |
+
o eon S U A an A am

\

EDA, an agency which has provrded public works grants and loans, technical assrstance ’
. grants, -and busrness loans to cities ranging in size from very large to very small, is vitally
*  involved in this dlalogue because it wants to make cost-cﬁectlve allocations of limited funds.
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—— - - —motivated-to-locate brsubsrdres which aremormallrofferehrand*cannot*obtarnadequate*"** —

O

~ SMSA and the major northern uty—d,o n t‘,l’q 1 within the scaope of the study, but should

" The three major findrngs of this study are: B Lo = M

-towns which are found to act as large labor market centérs, Top priqrity should then be

it~ N\ . . a

t“
3
v

TFhis investigation of the impact of 1ndustr1allzat10n in yural areas, then, represents a look”
into one phase pf the over-all problem. This sfudy Lon‘dpntrates only on the é\eed‘s and
experiences of the smaller southern tawns; other two pieces of the guzzi¢ — the regional

be examined in the near future, in order to ascertain how the LOl’ldlthﬂS shown by this

study vary in lareer northern and southern cities. . R .
, VTN

SUMMARY OF CONCLUSIONS , e g . ‘ -

.

#
- am -

*

1. A small town (with popu‘atlon of 5000 to 20 000) having certain cl}nractenstlé‘si .
may act as the employment center of a sizable labor miarket. The‘iunctlonlng 6fduchia ! - '

town-as a labor market center is the prime mechanism for economic grow;h in some reglons,
and allows the town to achieve a near—aul%)mous growth, . -

LY
*

.

2. Although industry has enabled many| small towns to grow in terms of populatloi\ .
size arid total income, disadvaritaged groups.which are predomlﬁan tly black have not shared
in the benefits of this growth }o a satrsfactory extent. . -

D Y
i

3.A “market for industry” exlsts ~in Wthh a‘few towns Wlth made ate information  ~
about industry tend to offer, too high a price to attract industry; industry is not sighificantly

I

- wm s e

information on iabor market.potential, the possessron of whrch can be a prime inducement to
locate. P

Major policy recommendatrons base@ on these findings are:

" 1.EDA should include, in its “growth center” development scheme, selected small

-

given to identifying and developmg labor.force potential, and to developing employment for

+ 2.IfEDA programs are in tended to have an effect on the southern Negro, better .. .
comprehensive progradfs\nd more program coordlnathn 1s'needed in towns receiving EDA T - ,fl_
assistance. 4 .

3. Present industrial subsidization schemes are lnefﬁmerft and should be replaced by .o
labor (wage) subsndles administered at hlgher than local level.

4. Leadershrp and planning cdpability must be lmproved ‘within such centers. and
funds should be devoted t¢ this within Development. Dlstrlct programs. )
The findjngs of this report are principally contarned m Sectrons V and VI. Section V pre~
sents a critical view ofseveral “‘growth cénter’” strategres, including the District Center device
used by EDA. Section VI.presents program and policy recommendations. The analytical
Tindings whrch lead to these conclusions and recomimendations are found at the end of each

- u’ : - . '

i ’ : . : Lw




N Seoﬁon The reader who does not wish to read the ;ntire report, but only the review of con-
c‘fuswns may proceed after this introduction, to read these summary pages 36, 52, 72.97. » . ,
123. and 128, followed by Sections V ant V] A guxde to the organization of the report.

with references to conclusions reached. follows . .

. bl - " -
[

—

AY

Section | examines the basic premises of the growth center concept as advanced by the it~ <
.erature on the subject. - Since.a town'should function as somethlr}g of 4 growth center in ¥ '
order to upgrade the welfare of its population and the population in a surroupdx"ng aE2a,
EDA should know whether small towns can in any way be viewed as such centers. Find- PR
ings from applymg these criteria to the two smail towns and district cerfers studied are th|at It
some small towns act-as important centers for surroundmg areas, much as.the EDA District
Centers do. Of most significance is the ability of certain small towns to act as centers'for e
rural labor markets. Of possible mgmfuance is the fact that the small towns wereiot sng- /
nificantly dependent or) either the corresponding district centers nor'on thg clgsest SMSA
_j 'ﬁlthe region. Contrary to+ /e theoretical view of growth * “trickling down’” from centers to

aller cities in a region, then, the towns studied had developed quite :autonomously by ]
selling a prlme resouree-labor—and by-apgressivé salesmanship. Of great importance to this
‘o process were foundito be a progressive town leadership, a political base conducjve to indus-
trialization, and an information system which will adequately inform industry about the -
labormdrket . - P N o \ o

Section II examines the primary probf’em in rurdl areas im, .EDA s ferms:~ unemployment

and underemployment. Section I shows that relatively advancé’d industry will locate in rural

areas; this sgction analyzeb the extent tto which industrializatiorbhas solved the unemployment .

problem. The findings are that industry generally employs those wotkers with the hxghest ;

! skill levels, which entails attracting la oris from surrounding counties (both comrﬁutmg and

N in-migrating), from already-located 1mdustry, and from households, in addition to the unem-

" : ployed. This demand for skills is made more difficult for blacks by rac1al,~d1scnm1nat10n

which exists as well, both in the firms and in logal instiiutions which provide employment .

- servites. In addition to skill requirements, which are often set artificially high, and racial

v discrimination, both of#vhich block the spreading of growth benefits to a disadvantaged o

S - -population, the process of growth itself is threatened by an information s¢gtem which re- 7
~ cords and publicizes unemploymsnt rates which‘are artificially low. It is shown that a much !

v . greater labor force potential exists than locad institutions and firms realize. >

Giv¥h the promise and problems set forth in Section I and II, Section III examines public
services and assistance programs as solutions. It is shown that small towns are not admin- *
istratively equipped to.adequately transform the addmonal incomte brought by industry into
'/publle funds usable for services. F urthermore industrialization tends to skew a town’s
spendmg in the direction -of public works spendmg using resources which might otherwise
be spent on human dev=lopment. In addition. tax holidays granted to locating firms deprive -
b the town or county of this potential revenue increase for five to ten years.” Facing obsolescent
revenue-collection procedures and the strain which both industrialization and growth place
on publlc serviaes, the town turns to federal assistance. Tradltlonal ways 1n which this assist-
ance is delivered do not lead to an equitable distribution of resources, further handicapping
the disadvantaged. predon’lmantly black, population. : ¢
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cction IV surv?ils the past methods used by local, county, and state government of encouraging

thy growth of towns, iind analyzgs theframework within which the industry-solicitation :
precess takes place. It is found that resources have ‘been wasted on competition between towns
“torNndustry, and that a location ingentive which has been largely uriused to date in rural

areas—the wage subsidy—would be the most effective encouragement to inGustrialization; growth,

gnd to the hard-core.unenfployment problem. ’

- ..

" Fhe picture presented by the first four sectiofis, then, is that of a small tgwn which shas the ha
capacity to market a sizable labor force and thereby attract industry capable of significantly
augmenting area income. The town, while growing, cannot solve the problem of a large dis-
advantaged, predominantly black, population segment. Local institutions are not structured
so that the employability of this segment i§ upgraded. Meanwhile, blacks mi % to northern s
cities. A policy which awaits the everituat total outmigration of disadvantaged blacks from
southern cities is not acceptable because: assimilation in northern citiesis slow, and this adds \‘
to the national urban crisis; a large number of poor blacks do not show a opensjty to. .

_migrate. and unless given jobs promise to remain a blight on the southern fandscape; a ten-
. dency Yor blacks to return to the south exacerbates this; industrial firms are increasingly
sensitive to the poor image which a town with a large slum area displays: the incre ing unrest
) ,\gf_ remaisning blacks could result in violent social crises in many small towns and ‘dﬁ‘ises through- -
ut the South. :

N A
/G N

AN

Fd

~_Having come to these conclusions in Section V, we havé presented in Section VI program and
" policy recommendations for EDA. Thesé include: Ty

Rolicy: EDA should make a more explicit statement of its goals, to include a commitment . ,

. to the hard-cote unemployed, particularly blacks. “ . "‘ &

i
{

Research: EDA should conduct economic research in the areas Qf labor market information, (N
job accessibility, and black south-north ‘migration. o !
¢Resource Allocation to Program Types: Geherally, more techni?:’ | assistance grants are needed,
which will probably involve the shiftjng of funds from public works activities. Business ipans
are needed in small towns, but mor¢local ground-work is require{i tp stimulate opportunitgs. /

Technical Assistance programs sholild be instituted which train leaders in towns and cities
in economic and social development; it is also suggested tha towns and cities which are
selected.as centers receive funds which will partially or whol]‘y support a full-time planner.

' .
District Organization: The District Director needs a larger staff and more research funds, in
order to conduct the type of local research and planning that is iot now done. ,
A, : .

District Activity: - . .

Industrial Development Boary, and Employment. Service should plan and present/a common

strategy toward industry solicitation. This should entgil the use of wage subsidy programs

and the elimination of tax incentives on the state level.

Cooperation with local Agencies and Government: EDA shoyld establish a planning frame-

work with local government and important political bodies, within which would be regularly

discussed with industry the town’s employment prob%}}he industrial firm and town .

Cooperation with State Agegcies: Insofar as possible, EDA and state agencies l&}athé“ L

)

y

e

-

!
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“should contlnually attempt to find joint solutions to-the employment problem with the

- assistance of EDA and federal and state labor institutions.

Cooperation with other Federal Agencies: Since the success of EDA programs often de-
pends on the activities of other federal programs it is essential that a regularcoordination
and joint planning occur. -
District Centers: It is recommended that the Development District Center concept be ex-
panded to include the designation of other "target centers” in  the district,-which would be

-

{

\
&

v o selected small towns which have shown sugccess in becoming centers, of labortm‘arketg "These
centers shoyld receive most EDA funds allocated to the District. —
* . ) .
: - - "
RESEARCH METHODOLOGY )

3

The research decision whlch was the major determifiant of the form which this report has .
taken was the decision to incorporate field studies into the research design. EDA requested
that a number of field studies be combined with a review of relevant literature. It isfelt that
the findings from the many other studies reviewed han served-to strongly support find-
ings from our own fleld work. T e ‘
The research team chose to concentrate the field work in one region, southeastg‘_m United
States, so that regional difference would not be a factor in analyzjng similarities and diff- *
erences among the few field studies. EDA and the contractor jointly agreed to interpret v
“rural areas” as a small town (between 5 and 20 thousand population) surrounded by an
- agncr;hunl hinterland; ateast 50-milesfrom-an"SMSA; which had undergone rapid indus-
. trialization in the last decade. EDA specified the Southeast Coastal Plains region, which
had already had a Regional Commission forthed under Degartment of Commerce auspices,
and the Mississippi Delta region, for which such a Commissign was envisaged. The contractor
originally agreed to study three small towns, butdater modified this, with EDA’s agreement,
N te a study of two small towns, one’in each reglon' and the corresponding growth centerin
each region. R .
The towns and cities chosen are disguised under the names S.C. City, S. C Town Miss. City,
. and Miss. Fown. Much of the interview material would be sensitive if it could be ascribed to
specific individuals; the uniqueness within the town of those individuals who were ipterviewed
‘would make anonymity impagsible. Furthermore, the value of any lessons learned from these
p interviews does not depend on jdentifying the interviewees specifically. For all these reasons, *
it was thought best not to rev€al the'actual names of the towns studied. ‘“The Tawns” will
refer to the two small towns; *‘the Cities” to the twqQ larger cities.

)q\-

L
The major field study technique used was the open-ended interview. Questionnaires were de-
signed, but continually modified and seldom used in the same way twice. Interviewees were

Interviewees fell into six maJor groups:

. , . . l
. - 3
. - .

-
1. Local offici mayors, city managers, others in city government
2. Representatlv of formal local institutions: Schoolprmcrpals, C hamber of Commerce
heads, etc.
3. Knowledgeable 1ndrvrduals not representing an ofﬁcml institutional viewpoirit: Clergy-
. qmen, Doctors, Newspaper editors, etc.
‘ 4 Plant managers.and personnel managers.
" :
. s
. L . v

encouraged to contribute information and yiewpoints which may not have been actively solicited.

ot
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5. Employed and un‘employed 1ndustr|a1 workers aqsunempioyed adl}its having no indus--
trial experience. . oo :

6. Representatlv,es of state"and federal agencies active in the area. . . PO
E . \ . > "

S . Small 4ownts were chosen by: . } . '

e

.

1. Visiting EDA field representatlves in North Carolina, South Carolina, Georgia, and v
. Mississi pr to discuss the speed ang extent of industrialization in towns within those states.
< » State eIopment. Boards were also contacted, as well as other research organizations.

‘ (East Carolina College, Georgia*Tech., Mississippi Research and Development Cepter.)

2 Screemng high growth towns for: *
A ]l ) *a. non-proximity to large urban centers . .
' . b. diversity-of industry » : » “
- ~ ¢. predicted: reception by local citizens :

. d. absence of major-growth stimulus other thin industry(military base etc.)
: e. psedommantly agrlcultural periphery .. * <

L3

«

The South Carolina small town was visited fmst and used to gain a first-hand knowledge of the
, small town and mdustrialization and to shape $tudy methodology. Working together in the .

. Cfield dunng the year’s project were one social psychologist and four economists. Team com-
: position was varied from tip to trip, to encourage the interaction of different viewpdints.
_ ‘ Basrcally, the field trips took place in three stages. The first visit to each community was made .
S '+ -7 to gain an understanding of major community institutions and problems, the major popu-
' " Jation sub-groups and their living conditions, and to gain an initial impression of the hature

of the area’s industrialization ptocess. The second visit went into more depth in analyzing the
| ‘ fuhctioning of local government, formal and informal institutions, and the provision.of public
- rvices'and industries. The third visit concentrated on the employment _situation, from the
o points of view of both.management and the work force.
| 7 . « .

-

- “The research des1gn utilized hag both strengths and weaknesses Among the strengths are:
/' - the ability to focus on the mech&nism of development, and to analyze how critical decisions
in the development process are made; the ability to generate nbw questions and hypotheses’
durmg the course of thé study, rather than merely try to validate a limited number of hy-
potheses adopted in the beginning; and therefore the ability to free the research from pre- l
' conceived notions and begin fresh with an exarnirtation of a system containing four major -
actorgypes: industry, local government, and federal agencies, with a disadvantaged population ‘ 'r
‘l
\

t ‘” respondmg to actions taken by the others

P Weaknesses are: the inability to state with certamty cause and effect relatlons}ups the poten-
~tial for the four cities being unique s rather than representative; the inability to gather
" in-depth data on all topics, because o expenditure’ of research funds on field studies and
' L a broad range of questions. _ .

-

. &

We feel that the advantages of the approach used cutweigh the dlsaduantages in éerms of the
__goal of this study, which is tg evaluate the effectiveness of EDA programs in solving small- =
. . town prbblems The inability of this-research to praduce detailed and current migration
information is a short-coming¥however, a major achievement is the very complete /ﬂalySlS based
- on interviews with industry management, of how employment decisions are made, part:cularly
vis-a-vis ungkilled and semi-skilled blacks.

‘ . M i
i .
*
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. .
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' GROWTH CENTER CHARACTERISTICS POSSESSED BY. SMALL TOWNS
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I INTRODUCTION ' L }
Growth centers, as described in the literature and by EDA, are cities with certain economic
characteristics by which they are enabled to provide services to a surrounding area. This
section will examine the two towns and two district centers studied in the light of these
characteristics. If small towns can be looked upon as growth centers in any meaningful sense

(and they have not been to date), this would indicate that the provision of federal funds to
them should be considered favorably. ' .

Geographic Location of the Town in the Region ‘'

. . -,
The “central place” theorists have depicted an ““order of central place” and a hierarchy
of cities in which the *size and shape of trade areas are influenced by location relative
to metropolitan centers.” !’ Two aspects of this analytical approach are interesting with
regard to the two small towns studied: one, thé predominant economic function of the
center. discussed below; the other, the significance of relative vs. absolute population size,
and the distance existing between cities and towns.

Viewing the ,“7de)ep South” from the MiSsissippi River to the Atlantic Ocean as a single region

" (ignoring for the moment the Regional Commission distinction between Southeast Coastal — ——- “

Piain and the rest of that area) the territory can be seen to possess a crescent of large urban

* centers which ““‘contains” most of. the region and serves to delineate the deep South {r@w

the Ozarks and Appalachia.

These large cities have traditionally acted as transportation terminals through which goods
have passed between “northem centers™ and the smaller cities within the South, and which have
acted as comn’igﬂ}l, political, and cultural centers for the region. Thus, Memphis was tradi-
tionally the find¥ftTal and transportation center for the cotton economy in the Mississippi Delta
to the south, and Atlanta served as a trading and transportation center of major importance.

The two districts sh.)died fit into the regional geography roughly 1ke this:
Memphis ‘ @ Charlotte
¢ MISS. TOWN | e SC.TOWN
@ MISS. CITY ~ ’ o ® S.C.CITY

+ !Berry, Brian J., and Pred, Allen, CENTRAL PLACE STUDIES: A BIBLIOGRAPHY OF THEORY AND

APPLICATIONS, Philadelphia, Pennsylvania: Regional Science Research Institute, 1961.

See also Berry, Brian J. and Barnum, H. Gardiner, “Aggregate Relations and Elemental Components of
Central Place Theory,” JOURNAL OF REGIONAL SCIENCE, IV (1962), Berry, Brian J., MARKET
CENTERS AND RETAIL DISTRIBUTION, Prentiss-Hall, Englewood Cliffs, New Jersey, 1968; Berry,
Brian J., Barnum, H. Gardiner, and Tennant, Rebgrt J., “Retail Location and Consumer Behavior,”
PAPERS AND PROCEEDINGS OF REGIONAL SCIENCE ASSQCIATION, 1X (1962; Berry, Brian J.,
*“Cities as Systems within Systems of Cities,” in Friedmann, John and Alonso, William, REGIONAL
DEVELOPMENT AND PLANNING, Cambridge: M.L.T. Press, 1964.
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Thus, in terms of a hierarchy of cities, Memphis and Charlotte would probably be viewed
as second order centers with respect to the first order centers of New York, Detroit,
Chicago, and St. Louis. Mississippi and South Carolina Cities would be po more than
third or fourth order centers, and Mississippi and South Carolina Towns would probably
not even be mentioned in a typology of this kind. : ’ ‘

If Memphis and Charlotte, separately, are considered centérs which hdve served 16 **connect”
the North with the South, the distinguishing characteristic possessed by-both Mississippi

and South Carolina Towns is that both lie on major transportation routes between the
regional center and points south - between the “core” and “‘periphery”. Neither small town
is endowed with major natural resources; Squth Carolina Town’s river-based water supply

is significant, however, and distinguishes it from the immediately surrounding area;more so

than does the rich farmland of Mississippi Tpwn from the equally rich farmland surrounding
it. « * . . 3
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The évailability and. form of transportation network has been unquestionably a prime&
. factor in the cmes developmnent, and in the formation of(rfl‘}lonshlps with the hinterlany

.

<

and with othei cities. Three phenomena observed were prost instructive- First, two citi¢s

had owed their earlier development in part to their riverside location, based on a cotton

farming economy which has since dwindled in importance. After the river ggased to be

of importance for shjpping a primary product, it regained importance for\ts water supply

aspects. In the meantime, an excellent highway network developed which has played a

Y major role in the attraction of highway-oriented industry. In addition to these Fesources,

.k\e rail connections are excellent. :

In Mississippi, the river that played an 1mportant role in Mississippi City’s deVelopme as

a means of shipping its primary product, continues to be an~egonomical means of tra

port for many of the City’s industrial producers Highways are not as well developedfas

in South Carolina. Mississippi Town is not on the river, and thus is handicapped by an

absence of that mude, combined with road and rail networks which are weakened by long

delays at regional transshipment centers. AN o ’
g‘ - \ ¢

River and rail transportation-have played a much less important role in attracting now in-

. dustries since 1960 than before. Almost ali of the industrial firms which have located in
the last decades are primarily users of truck transportation. The technological changes
which have radically altered freight movement patterns over the last two decades between
America’s large cities have had just as much impact on freight movement in smaller towns
and rural areas. At the same time, firms which primarfiy®processed raw materials — usually
lumber or food stuffs — cdfitinued to use rail and- water transportation, where available.

-~

. - . ;
. .
.
>

u

1

/

Memphis and other large centers at an early date acgulrelr.l an insfitutional and physical

infrastructure which served a resource-based hintérland,’ Delta cotton was financed by,

and shipped through, Memphis. This infrastructure stlll exists, and is one of the reasons
J why a goal of economic efficiency would indicate the wisdom of ipvestment in large
cities where scale economies can be achieved. With the above described improvements
in transportation, however, most industries are less dependent upon the big city rail
networks; financial institutions still dominate the hinterland because little local insti-
tutional development has occurregl in small town finance.! There are no real

* impedinents to local infrastructure of this type developing. Much of the domination of
big city over small in this region is historic and now techhologically irrelevant, Further-
more, the transportation network w}nch is still used is outmoded; one of the most often
cited impediments to the development of diversified economic activity in the Mlssmlppl
Delta is the time required to clear goods through Memphis. In addition, East-West trans-
‘portation is extremely inadequate, so that shipments to an East coast market are slow and
costly. .

.t

This would indicate that the alleged supéxor efficiency-of large urban centers in this
region is actually less than stated, that the supposed inefficiency of the smaller towns
could be lessened easily, and therefore that the loss in efficiency suffered by placing
funds in small rather than much larger cities is not as great as is claimed. As will
become clear, we are not saying that larger cities are not more effment Investment
in ‘smailer towns will be justified on equity and social ‘velfare grounds. The argument
against investing in small towns, however, has been shown to be not as strong as it
has been assumed to be. o .

1Sc,e discussion of “The Trading Center,” page 25.

. B} . ‘

3
0017




-+

.
%

. THE MANUFACTURING CENTER: ECONOMIC BASE AND LOCATION OF !NDUSTI{Y

Returning to the growth center literature, the activity of growth center definition has re-
volved around concepts of manufacturing center and trading center. Traditionally, growth
centers have been thought of as manufacturing centers. Small towns and rural areas have
been discounted as gM centers, because they were thought to be attracting agricultural,
agricultural processing, and resource - extracting econdbmic activities. At best, they might
be expected to gain a low-wage textile plant. The four towns studied here are striking, be-
cause they violate this generality. The economic growth of each has been caused prifarily
by the attraction and expansion of non-agricultural, manufacturing activities. Moreover,
the manufacturing industries are not rgsource-orientefi. The small towns possess’electronics
assembly firms, the branch plants of major chemical and pharmaceutical corporations, and
firms specializing in the assembly of metal anggsteel products, as well asithe traditional textile
plant. Since this study was specifically directed toward the impact of industrializgtion, a

large part of the field research was concerned with an investigation of the manufacturing base.
A fengthy discussion of this follows, accompanied bx supporting material imthe appendices.
In a separate discussion below, theg¢rading center aspect wilkbe briefly cops%ered.

. : |
The Types of Industry in the Study Areas ‘

, - ‘ )

-A town’s industrial growth can come about in a number of ways. Firms already in the town

-can grow in line with the general growth of the national economy, a not insigrificant source
of new jobs and income given the rapid expansion of the national economy in th@l%O’s. .
Second, the town could gain a greater share of the national employment withih an industry,
whether through the location of new firms or through the superior competitiveness of exist-
ing firms. Last of all, the town could enjoy, the presence of firms in an industry that is it-
self growing faster than the nhional economy. What growth i Southern small towns has

occurred over the last two Ae des has essentially been of the lf]irst and second category — in

of the South as a whole. ) .

0

gyl%'éeping with the experiem
4 .

"

‘, a) Export vs. “Residen
4b) Capital vs. Labor inten%ive
‘¢) Growth Trends A
d) Wage Level Predominant
e) High vs. Non-High Techhology ) :
These partjcular characteristics are listed because they are suspected of being determinants
of future city growth, as well as explanations of past growth. Briefly, the reasoning is:
1. An industry exporting fom the area is responsive to a large natj nal market, and is thus
not dependent on local purchases. It can thus grow much faster tharj the local econgmic
or population base. At the same time, the industry is vulngrable to ¢ lical moverrézrt?s of
the national or regional economy. The commitinent of the Federal Gdyernment in the 1960’s
to use Keynesian fiscal/monetary policyé to dampen cyclical movementsyias been a major aid
to the growth of depressed axgas. ‘ .o
2. It is generally felt that the more capital-intensive the firm, the higher
the wages due.to a higher avefage product per worker. On the other hand; the more labor
intensive, the greater the corfribution to employment in the area. with more jobs per dollar
invested than in other, less labor intensive firms. '

A\ number of indusﬁjal charscteristics are relevant in determiming the town’s growth potential:
*

by
Py

ts

0013

-

-

fa,

-




&

L 4

-

. capital-labor ratio in turn affects the firm’s impact upon the local economy.

- with partially oligopolistic positions within their markets and thus some command over the

»
.

3. Any kind of job is preferrable to no job, but it is desirable as well for a city to attract
firms in industries which will grow in market demand for the product. Thus, to the extent
that the firms export from the area, the area will grow somewhat proportionately to the de-
mand for the “‘growth industry” products.

The higher the wages paid by the firny, the more the income (and presumably the .
re) of the area is increased, both directly. and through the multiplier.

A “high-technology’ industry is assumed to involve both highe?\vage levels (dis-

ed separately below), and implicit upgrading of locahskifls, and a provisionfor upward
ility for the workers who can acquire the educa@%nal requirements (as opposed to “‘dead-
end” occupations). At the samatime, given the low education levels in depressed areas, a
high technology firm x;‘night well have to impoft much of its l-ab%from outside the area.

When a firm bran&hes into'southern rural areas, it brings with it the capftal-labor ratio, type
of machinery. operating procedures, labor mix and managerfal policies that it had used at
its previous.ocation. v * ' .

The capital-labor mix of the firm will vary greatly depending on the product of the firm and,
the current market prices of the factors the firmr requires for production. Th%natur'e‘of the ~

5 irst, the higher -
the capital-labor ratio within an industry, the greater tends to be the productivity. of a worker.
In theory, such productivity in a perfectly competitive market would be reflected in lower
product prices. In fact, however, high-capital-labor ratios are often associated with firms. .-

prices of t::eir product. Such firms gan be forced, if labor is organized, to divert the higher
productivjty gains from profits to wages. Second, industries with high capital-labor ratios also
tend to be emplayers of relatively higher skills than other industries. The-recipients of spch
jobs are likely to be the better educated and skilled members of the labor force. Third, in
the current U.S. economy, the growth industries and the more successfully competitive firms
in all' industries have tended to be industries with relatively high capital-labor ratios. Thus, -
the higher the ratio, the more likely that the firm or its industry will e a source of growth
over time for the local economy. Fourth, as a result of the previous pattern of growth and/-
or successful competition, the firms with ¢he means to secure the best management personnel
nave tended to be firms with relatively high\gapital - labor ratios. Since the profitability ofs,
a company and thus its ability to pay higher|wages and provide stable and increasing employ-
ment is as much dependeht on the acumen of management as upon the productivity of work-
ers, good management in a firm is as/important an asset to the local economy as the number
of jobs the firm initially provides. Good management can keep abreast of technological in-
novatfon, irnplem%qt sophisticated adminisgrative t&chniques, and make the right sales and *




-

advertising decisions so that productivity and profits will be increased. .Flt'th firms with
high capital - labor ratjos, especially if the capital componentis fixed stock, tend to be more
location - tied. The town doesn’t have the anxiety that the firin is likely to pick up and leave
. durm& the night if a better lowtlou’ appears.
L 3

ludustry Characteristics of Firms Interviewed

The industry characteristics of the firms in the towns sur@‘ed are summarized in Tables
1 - 4. Generally. the firms interviewed had higher investments per workers and higher aver-
age wage rates than the set of a/l industries within the towns. The firms interviewed were

o representative of either the chigf industries within the tcwns, r the kinds of industries.-
which had been coming into the towns in recent years

-

-

The analysis that follows is based on nazlon.al ddtd and refers t& mdustry types, on a 4 digit

SIC code basise It does not then provide information on individual firms, but rather presents
. mtormatx}w on practives existing in their national industries, in 4962: (with the exception of

the comments on exporting from the region).

‘v

Export vs. Residentiary Firms. -
(

Overwhelmingly. the firms interviewsd were selling the majarity of their products outside
the area and outside the region. Only two firms were producing for a regional market; the
rest were producing for a national market. Thus, when a national corporation establishes
a plant in these reglons - contrary to the common belief - it.is not necessarily decentralizing
production for a particular market to save transport costsy ‘The branch firms which locaged
s - in our four towns specialized in particular lines of production for their natfonal corporations.
but did so for all markets served by the corporation. The lo;atlon was motivated by labor
costs, not market size. .
L o
Capital vs. Labor Intensive .
- It is apparent from Table 1 that the majort?;y of plants, and of employment in plants, falls
within the “medium” category. Considering that this “medium® category rpay be lg8s mean-
ingful than the extremes, it may be significant to note th all cases but g%:uth Carolina
Town, the “high’’ psrcentages are greate: than the f‘low%ing a relatively high capital
intensity. (S.C. Town has a high proportion of firms in the {€xtilg industry.) . ¢

~, - . s

.%  Labor Intensity
s
¢ ¥
In examining labor intensity, there is a less clear pattern. Referrmg to the total number of
 plants interviewed, the labor intensity varies substantially from city to city. The only gen-
eralization possible seems to be that the firms examined were not consistently highly labor-
intensive, as southem industry was not foo long ago thought of being. ) ’

s Growth Trends . ’
- S

higher figures reff€ct the presence of industry-types not, in fact, generally expected to-locate

It is seen fron;}?e 3 yhat there are high-growth industries locating in smaller towns. The
in saller citie€and ryral areas: in S.C. City, chemicals: in Miss. Town, pharmaceuticals.

! .
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Table I-1

~

' :

. Percent of Firms and of Employment in Firms, in Areas Studred (1968) in ngh

Medlum and Low Investment Pef Worker Industrlal Categories,

N Total
Number
, ) of yirms
.- S.C. Town | B m 18
" Restof County 24

Total County . - = 42
Neighbering County 31
Total Labor Market Area 73

S.C. City ’ 52
. Rest of County - 29
Total County 81

Neighboring Coiinty . 37
Total Labor Market Area 118

-

Miss. Town A VA
Rest of County ‘ 5
Total County - s 22
) Mis% City ~ ' 51
Rest of County - 10
Total County _ 61

IJ‘I"= Investment over $7500/Empjoyee; M =

interviewed fi
the set of all fi

*

$3500 - $7500: L = Less than $3500

A sin?ilgir tabulation for firms interviewed can be found in Appendix I. Generally, the set of
s is more capital-intensive in each town using emplQyment as a base, than is

Source: Area Re}ievelopment Administration industrial characteristics applied to all firms
locatedfn areas studied. Area Redevelopment Administration, UsS, Department of

!

rce, GROWTH AND LABOR F ORCE CHARACTERISTICS OF MANUFAC TUR-

*»

/

.Percent Dis- - Percent Dis-
tribution = Total Total tribution

CH M L Employment H M L
17 50 33 ‘100 2389 15 53 32
17 42 41 100 1666 , 3,47 50
17 45 38 100 4055 10 50 40
29 °52 19 100 5245 A 1276 12
22 48-30 100. 9300 11 65 24
27 54 19 100 6402 20" 58 22
17 59 24 100 ‘@616 . .7 12 61 27
2356 21 100 11018 12 74 14

30 43 27 100 7597 20 68 12
%6 56 18 - 10Q 18615 26 63 11
29,71 0 100. 1376 37 63 0
40 20 40 100 _ 385 17 13 170
325 9 100 1761 5 33 52 1S
37 43 20 lou 4273 20 43 37
30 50) 20 #100 444 21- 53 26

437 44 19 100 4717 20 44 36

v\ 4

100

Total

100
100
100 . ®
100

160
100 -
100
100
100
100
100
roo
.

100
160
100
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/ it ~ TableI-2 : ,
§_ ) ’ Percent of Firms and of Employment in Firms, in Areas Stpdied, (1968) .
e in High, Medium, and Low Labor Intensity Industrial Categories ) N
Total No. ' Percent Distribution Total Percent Distribution
\ ~ of Fims H M L Total Employment H M L Total
S.C. Town 18 © 12 ‘63 25 100 2389 T 78 11100
Restof County 24 . 22 56 22 100 _ 1666 12 78 10 100
Total County 42 17 59 24 100 4055 Y9 72 19 100
Neighboring County: 31 - 13 52 35 100 5245 7 69 24100
*  Total Labor Market Area  73. ,15 56 29 100 9300 9 66 25 100
S.C. City : s2 19 60 21 100 6402 39 37 24 100 -
| Rest of County 26 1455 31 100 4616 Y 9 71 20 100
Total County 81 17 58 25 100 11018 27 51 22 100 .
ANeighboring County 37~ °. 30 43%27 100 7597 ©20 68 12 100
Total Labor Market Area 118 22 53 25 100 18615 . 24 58 18- 100 .
Qiss. Town * 17 52 24 24 100 1376 26 39 35 190’.‘
Restofqbunty s . 40 20 40 f00 385 28 55 17 100
<. Total County 2 7 . 50 22 28 100 1761 27" 43 30 100
Miss City - sl 37 33 30 100 4273 _ - 20 58 22 100 |
) Rest of County 10 . 50 20 30 .100 444 62 5 33 100
Total County 61 39 31 30 100 4717 23 53 24 100

1]
4

H = Labor costs are over 30% of total costs; M - 20-30%; L = Under 20% o
A similar tabulation for firms interviewed can be féund in Appendix 1. No clear pattern emerges -
as to differences between the sets of all firms and interviewed firms using employment as a base.
v The set of interviewed firms arq more labor intensive in S.C. G§ y, less labor intensive in both’
Miss. towns, and al;out the same in S.C. Town as the set of all & ,

(g

»

Source Area Redevelopmcnt Admlmstratlon industrial characteristics applied to all flrms »
located in areas studied. Area Redevelopment Administration, U.S. Department of
Commerce, GROWTH AND LABOR FORCE CHARACTERISTICS OF MANU-
FACTURING INDUSTRIES, Washington: GPO, 1964
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Table 1-3 5

Percent of Firms and of Employme’nt in Firms, in Areas Studied, (1968) -
in High, Medium, arid Low Growth f,xperience Industrial Categories

A

k) -
N Total No.  Percent Distribution Total Peércent Distribution
. of Firms H‘ M:+S D Total Employment H M S D Total
. . D d . -
S.C. Town 18 20 47 27 6 100 2389 . 26 25 45 s 4 100
} Rest of County . 24 26 21 37 16 100 1666 67 3. 18 12100
TotalCounty ~ , = 42 . 24 32 32 12 100 4055 42 16 34 8 100
" Neighboring Couhty 31 14.41 36 9 10075245 5 34 59 2 100
Total Labor Market Area 73 20 36 é4 10 100 *9300 31 22 41, 6 100
SC.City 52 © 31 200 36 13 100 6402 39 15 40\6,.160
» Rest of County 29 12 17 42 29 100 4616 > 10 53 34 100
_ Total County < 8l 24°19° 38* 19 100 11018 23 1/’48 22100
wNeighboringCo&mtyZ%? 28 19 "28 25 100 - 7597 56 / 25 12 100
Total Labor Market Area 118 25 19 35 21 100 18615 377 38 18 100
Miss. Town 17 43 7 50 0 100 1376 52 1 47 0 109
Rest of County 5 35 25 0 50 100 385 16 63 0 21 100
Total County 22 39 11 39 11 100 1761+ - 45 13 37 5 100
Miss. City . 51 31 12 44 13 100 4273 30 12 53 5 100
. RestofCounty 10 25 0 63°12 100 444 - 9 0 8 2 100
5 100

"TotalCounty 61, 30 10 47 13 100 4717 28 11 36

H = 1962/1947 ratio for value added by industry exceeds by over 110% the ratio or all
manufacturing; M =ratio = 85-1 10%; S = ratio = 5 1-85%; D = ratio = less than §

A similar tabulatlon for firms interviewed can be found in Appendix 1. No clear pattern
emerges as to differences between the sets of all firms and interviewed firms, using employ-
ment as a base. The set of interviewed firms has a poorer growth record in S.C. Town and Miss.
City and a better growth recg;d in 8.C. City and Miss. Town than the set of all fums

Source: Area Redevelopment Administration industrial aharactensncs apphed to all firms .
located in areas studied. Area Redevelppment Administration, U.S. Department of
Commerce, GROWTH AND LABOR FORCE CHARACTERISTICS OF MANU-
FACTURING INDUSTRIES, Washington: GPO, 1964
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Tablel-4
. Percent of Firms and of Employment in Firms, in Areas Studled (1968) .
« in High, Medium, and Low Avenp Wnp Rate lndustrul Cate;onq ’ - ¢
e > N i
- - Total No. Perc;nt Distribution Total Percent Distribution
| - I~ " ofFims H M L Total Employment H M L Tota
e : . . N
" SC.Town 18 yI1 39 50 100 2389, 75 19 76 100
‘ Rest of County . 24 . 8 25 67 100 1666 2 .4 94 100
Total County 42 9 31 60 100 4055 .. 3 13 84 100
, Neighboring County 31 13 *42 45 100 5245 4 47 49 100
a Total Labor Market Area 73 11 36 53 100 9300 : 4 32 64 100
S.C. City 52 . 8 S0 42 100 6402 28 19 53 100
Rest of County 29 7 21 72 100 4616 0 9 91 100
“ Total County _ 81 "7 40.53 100 11018 16 25 59 100
, ¢ * NeigixboriﬁgCoumy 37 © 16 41 43 100 7597 8 49 43 100
Total Labor Market Area 118 110 40 50 100 18615 13 .29° 58 100
» Miss. Town . 17 35 .47 18 100 ° 1376 7 90 3 100
. Rest of County 5 20 60 20 100 |, 385 . 14731 55 100
‘ Total County 22 32 50 18 100 /176} ¥ 9 77 1§ 100
Miss. City 51 22 47 31 100 ' 4273 11 49 40 100
.~ Restof County ' 10 <10 50 40 100 _ 444 1 39 80 100
Total County | 61 -~ 197 47 34 00" 4717y, 11 49..40 100

-

v L

H = Ovér $2.75/hour: M = $2.00 - 2.75/ hour: L = $2.00/hour

" A similar tabulation for firms mtemewcd can be found in Appendix I. Generally, the set of
interviewed firms had higher average wage rates than the set of all firms.
Sourck: Area Redevelopment Administration industrial characteristics applied to all firms

- located in areas studied. Area Redevelopment Administration, U.S. Department of .
Commerce, GROWPH AND LABOR FORCE CHARACTERISTIC S OF MANU-
FACTURING INDUSTRIES, Washmgton GPO, }964
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There are several reasons why the existence of industries with lower historical growth rates
should not necessarily mean that the town has little chance of growing. The first and most
obvious reasom is that the past growth trend does not necessarily determine the future trend
(the textile industry is undergoing rapid technological change.) Second, the area may have a
comparative adva‘ntage in resources which the firm needs, and therefore, regardless of growth
rate in markets, an increasing share of production for the market may be generated by the
town. Third, this predominant industry may cause higher growth firms to enter, through the
labo; force which it has prepared, or through input or output linkages. The: textile industry
in S.C. Town is a good example. It is by far the town’s largest employér-type, with 4 firms
at the time of the study (another has entered since). Large amounts of water and labor have
been the prime attract’lons A second generation of smaller firms have been stimulated which
are in turn providing employment and income in the community. These ipclude an ?n-plant
food supply firm. and a number of manufacturers of itéms like draperies, which purchase
from the textile mills. .

Wage Rate

Table 4, like the rest, draws from national data ori the type of industry surveyed.. It shows
that the types of industry predominant in the four cities studied were neither extremely low-

-wage nor high-wage industries, with the exception of S.C. Town, where the impact of tex-

tiles again appears. Since this statement, however, is made about these industries on the basis
of their national record, this is not to say that many of these industries which pay medium
to high wages nationally may not be paying lower wages at their southern plants.

Interviews with the firms produced some data on their wage practlees although eomplete in-
formation on wage structures could not be obtained. From the information obtainable, the
following points can be made: In the two Towns, production workers had little to hope for
in terms of income gaing even if their skills were upgraded. In the largest firms in each of the
two Towns, the top wage rate to which the work force, 70% of whont had high schogl de-
grees in both cases, could aspire was $2.40 and $2.20 an hour, respectively: Those firms
were regarded by the general laboring population as presenting the best employment oppor-
tunities in the town. In Miss. Town, the other two large employers in the town had top wage
rates of $2,20 and $2.00 an hour respectively, the latter firm being in a metals-working in-
dustry. Firms in S.C. City were offering $2.80 as the top rate for the same skills. The average
wage rate at the biggest employer in S.C. Town was $1.95. Top rates at other firms in the
town ran from $1.80 (cut and sew) to $2.25 (textile) to $2.40 (textile). In keeping with the
significant trend recently documented by Victor Fuchs! for all city sizes, S.C. City and Miss.
City as larger cities had far higher rates on the average than their respective Towns. The
starting rate at firms in the Towns was inevitably the minimum wage, $1.60/hr. 1n both cit-
ies, many of the larger employers had starting rates of $#80/hr. Top rates in city firms ran
usually from $2.80 to $_3 20 (mpost of the major S.C. City firms) to $3.60 (metal working
firms in Miss.). In Miss. City, thg disparity between top rates among firms was great. Tim-
ber product firms had top rates of $2.20 and $2.60/hr. Metal-wolking firms ranged from
$2.40 to $3.60/hr. in their top rates. On the other hand, cut-and-sew and other labor-inten-

. sive firms hiring primarily women offered no higher rates in the Cities than in the Towns.

“

Fuchs, Victor R.,*Differential in Hourly Earnings by Region and Clty Size, 1959” National Bureau of
Economic Research, Occasional Paper No. 101, 1967
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i The wage for 50 - 70% of their work forces was the $1.60 minimum wage, and top rates ¢

were about $1.80/hr. - N

, J .
Even if a worker could potentially earn a high wage - é'nd most firms did not offer that po-
tential — his chances of actually earning that wage wese centingent to some extent on the
job structure of the firm’s employment, i:e. how Many top-paying jobs were available in the
plant. To measure this to some extent, the percenfage of all production jobs which were
classified as for foremen and craftsmen was estimfted for each plant.that gave raw break-
downs of its job structure. The percentages for all firms in eaeh of the cities, €xcluding cut-.

and-sew firms, was as fqllows: ™~
S.C. Town - 7 48,11,9, 8, 6, would not say
—___ .S.C.City | i 45,19, 12, 2, wduld not say )
Miss. Town. ; 18,11,9,6 “ o
Miss. City 84, 33,32, 29, 29, 21, 19, 16 i

As another measure of upgrading opportunities, the ratio of the total of wmanagerial, technical,
production foremen and craftsman jobs,to operative-unskilled production jobs was estimated.
Since in some firms, foremen on the assembly line were at times upgraded into lower-- and
middle - level white collar managers, this ratio measures the maximum upgrading potential

- of the firm. It also'measures the quality of jobs in the firm’s employment structurt as they

would appear to a resent hi.gh school graduate. N
$.C. Town: 19,12,7, 3, 3, 1, would not say (1).
S.C. City: . . 20, 13, 3, 1, 1, would not say (1) ~ .
Miss. Town:. 3,3,1,0,0 ) <
Miss. City: - . 12,10, 10,6,6,2,2,1,0
‘ o, i
" High vs. Low Technology ‘ 4 . .

- ”’w‘{here is a noticeable and universally - récognized shartage of highly traimed labor and tech-

nicians in the areas surveyed. It is no surprise, therefbre, that there are relatively few high-
technology-- process firms in the areas, with some interesting exceptions.
Interestingly, few managers interviewed perceived great flexibility in substituting capital for
labor in response to changes in labor cgsts. This perception was quité contrary to their '
firm’s recent experience, however. This experience of substitution is important, since the
minimum wage hds been frequently and significantly increased over the lagt decade, and since
- some commentators have claimed that automation and the cybernetic rev8lution have been
drastically ‘increasing the skill levels required for modern industrial employment, thereby
adding to the difficulty of employing the rural poor. Of the 28 firms interviewed, some 12
or 43% of the firms (representing about 62% of the total employmefit of the interviewed
firms) reported an upgrading of skill needs during the last eight yegrs. Thre€ firms reported
labor - displacing automation over the past three years. Two of the firms estimated that 75
and 30 jobs respectively were automated out of &istence. In both cases, the cause for the
switch was cited as'the in¢rease in the minimum wage. Three firms reported plans for future
~~-labor - displading automation affecting between 75 and 100 jobs. Three of a total of five
firms reportink past.or future job - displacing automation were in timber - related industries,

12
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+‘characterized by a relatively unskilled labor-force. Nine other firms undergoing changé were
replacing existing machinery with better muchinery rather than substituting machinery for
labor. In ¢uch of those firis. current production workers were upgraded tffrun the new
machinery: no difficulties in retraining were reported.!

. i e

Comparisons Amoffg’ Locations

-

.
P

Aside from this gnalysis of what prospects may exist for all four cities in general, it is in-
structive to note what differences exist between states, between each town “and its rural
hinterland, and between the bigger and smaller towns (i.e. the Cities and the Towns.)

-

Tables 1 - 4 have shown the industry characteristics of the firms {n the towns. their county
hiaterlands, and ih the case of South Carolina - where major emplogment opportunities

exist nearby, but in another county - neighboring counties. The im,gortance of the industry . »
characteristics for the employment opportunities confronting theswork force is this: The /
higher the past growth rate and the higher the labor - intensity, the more likely that the firm
(in fact the industry) will provide a larger number of jobs. The higher is past growth, the
higher are average wages:; the higher investment per worker, the more likely that the jobs
provided by the firm will-be “goodjobs”, i.e. jobs with higher and/or increasing pay. As

can be seen in Tables 1 to 4, industries represented by firms in Mississippi seem to have bet-
ter*iong term growth records, higher investment per worker, higher labor - intensity, and .
higher wages than firms in South Carolina. In terms of industry characteristics alone, the
firms which have come to Mississippi are more suited to filling EDA’s objectives in the area
than are the firms which have come to South (,:}a:olina. (This does not consider firm be-
havior within industries.) .

. ’ T ]
v B .

In terms of the urban - rural split, the firms in all four places have better growth, higher in-

« vestment, and higher wages than those in their rural hinterlands. Such findings illustrate why.
laborers in rural areas might well view the four towns as ‘“‘growth centers” or centers of the
best employment opportunities in their areas even though the four towns vary widely in size.
Interestingly, there is a difference between the two states in the urban versus rural pattern
concerning labor - intensity. In Mississippi, the hinterlands have the more labor - intensive

- industry, while in South Carolina, the cities do. Ceterus paribus, t}he South Carolina cities

0

| l |
t
2

»

1 Indeed, one of the larger metals working firms reported that the impact of technology in his industry had
been essentially to, raise the skill requirements o‘f what had been the higher skilled workers, while lowering
even further the skill ncec‘i,s of the average machine operative. - .

Intewestingly, two very large employers with a working force of mare than 600 each reported an extensive
upgrading of production worker skill requirements due to the institution of sophisticated quality and man- i
- agemen't control systems. Prior to the system, the production workers merely performed manual oper- &_f
ations amidst the machines! After the system, workers had to count and record on paper every few hours

their production rates, the reasons why machines broke or slowed down, etc. Educational standards were

being raised in the firm’s hiring policies not because of the use of sophisticated machinery, but because of -
the need for thé worker to keep up the paperwork demanded by modern management systems. This im-

pact of technology has received little attention to date from those interested in unemployment and labot.
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_thuscan function as growth centers in their areas with a slight advantage relative to the Miss.
cities, where the number of jobs may be slightly low given the industrial base, even though
the jobs which are available would be, industry wide, of higher quality.

When the smaller Towns are compared with the larger Cities as to capability of functioning
as growth centers, state differences again emerge. Both Towns demonstrate better long run
past growth in the industries of their firms. In South Carvlina, the City’s firms are in indus-
tries with higher wages, investment per worker, and labor - intensity than are the Town’s °
firms - in keeping with the belief that the Cities are sources of better jobs than the Towns. In
Mississippi, however, the opposite is the case. The Town’s firms have higher wages, higher
investment, and higher labor - intensities, as industry characteristics, than do the City’s
firms. Thus, the Town in Mississippi is more efficient as a growth center in comparison with
its neighboring City, than is the Town in South Carolina as compared to its City.
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Changing Trends in Location

There are a series of national trends in the locational pz;ttern of irfdustry which affect the
smaller Southern towns and theirrural hinterlands. First of all, there is a sixty-year old

trend toward regional decentralization out of the Northeast, where almost two-thirds of the

nation’s nfanufacturmg labor force was still located as of 1960 to the South and West.!
Second, there is a thirty year trend toward local decentralization out of the large cen-

tral cities.2 Originally, manufacturing plants locatgd in large cities in order to enjoy the
large labor force. local access to materials and services, and efficient inter-city transport-
ation facilities available there.?> Autos and trucky have made decentralized location feasible
in recent years, while traffic congestion and premium central city land costs may be making
decentralization desirable. Most decentralizing firms have moved to the suburbs or periphery
of their original urban location. Some, however, have favored smaller industrialized areas
and even rural towns. Coupled with the increased dispersion within industrialized areas,

the overall trend favored increased concentration of industry in the major industrialized
areas, whether Northeast or South, as compared to secondary industrial areas. A third trend
focused on the structure of industry rather than shifts in location. This trend consists of
increasing market - orientation in the location decisions of the firms. The trend results partly
from the greater growth of market - orfented industries (manufacturing and especially con-
sumer - goods - producing firms) in the national economy relative to resource - oriented in-
dustries. When regional markets surpass the threshhold of size permitting economical oper-
ations, parent companies erect branch plants for that market. Once one company in an in-
dustry branches, competitors are often forced to follow, lest the regional market be lost.

The trend also partly results from the decreasmg importance of raw materials in the product-
ion processes of most plants. Thi$ decline in importance stems from technological and taste
changes which produced a relative increase in processing costs and the decline in transpor-
tation long-haul costs generally.

.

The impact of these trends upon the smaller towns and their rural hinterlands has been mixed.

The decentralization of industry has pushed industry in the regional direction of the towns.
The local decentralization or dlspersmn of mdustry has worked to the advantage of those
towns near large industrial cities. The increasing market orientation of industry has pushed
industry in the regional direction of the towns, but has worked against the towns by giving
incentives to industry to locate in the larger cities of the towns’ regions and sub-regions.

Small towns in rural areas have essentially two assets which thgir large neighboring cities may
lack: raw materials (whether food products, timber, chemicals, etc.) and labor surplus. Only

Iperioff, Harvey S., Dunn, Edgar S., Lampard, E.E., and Muth, R.F., REGIONS, RESOURCES AND ECONOMIC

GRGWTH, Resources for the Future, Johns Hopkins Press, 1960 »

2Creamer, Daniel, CHANGING LOCATION OF MANUFALTURING EMPLOYMENT, New York:
National Industnal Conference Board, 1963 N

3There reccntly has been debate as to whether the case of inter-or intra-city transportation was the key
factor in central city location. Firms gould locate in suburbia and still be on inter-city rail lines in the 19th
century. Such a dispersed location would have isolated them however fromeaauto-less labor force since
public transport would have been financially unfeasible for low volume moving to and from the plant site.
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the latter asset has much effectiveness in attracting industry to the town and away .
from larger cities in the same state or region. Good transport connections, plentiful
water, and cheap electricity are necessary facilitating assets, but are not sufficient to
recommend the towns over their larger rivals to industries. The obvious exception to
this statement lies in an extractive industry such as wood products.

Faé(ors in Location Decisions - Interview Results

The great majority of significantly large industrial firms located in the towns studied
were branches of firms with headquarters elsewhere. Of the twenty-five firms which
commented at some length on the chief factor in their decision to locate in the general
region, five were resource-oriented (timber in every case), 15 stressed the labor factor
as dominant, and five were firms started by native inhabitants of the areas. Questions
were also phrased in terms of why the firm decided to locate in the town of their
present location as opposed to some other town in the same state or general area. For
17 of the 20 non-native firms, the existence of good transportation was considered an
important facilitating, but not determining factor. Eight of the twenty non-native firms
said that they had located solely on the basis of labor supply.
Many firms admitted they could have gone to a number offplaces at the time of their
decision, even giveh their needs for labor, water, power, et. Five firms—all located
either in S.C. Town or in Mississippi City—stressed that the salemanship of the town or
county was the dominant factor influencing their decision. In S.C. Town, the firms
acknowledging the decisiveness of local salesmanship accounted for more than 85% of
the current employment of firms interviewed and 75% of the current total industrial |
employment$h the area—some 2900 jobs. !
2,

.

location de&@sion. For that firm, which hdd made the regional choice ( outh) because
of cheap labog, the financial inducements offered by the town were th/e dominant con-
sideration in dhoosing to locate in the town. (As-an employer of 250; that firm was
neither insignificant in terms of the local economy, nor was it critical.) One othér firm
noted that it was impressed by the low tax rates in the state and local areas but that
labor was the dominant factor. Only three of the non-native firms were branches pro-
ducing for a regional market. The other 16 non-native:firms were producing for a
national market, whether as an independent or as a branch of a national firm.

One must be wary of conclusions from such scattered interviews, but some observations
can be made. First®local salesmanship is a critical element in the location process.
Towns can have labor, water, power, good transportation, and other attractions, and yet
fail to elicit the attention and then the interest of outside firms for want of a concerted

Only one firm mentioned financial induc?ents offered by the town as a factor in their

1 There were a few location reasons given which broke with the general pattern: One cut and sew
firm located in the town because the son of the chief owner and manager of the parent company had
worked in the town for several years for & plant in a different industry and had recommended the
townstrongly to his father at the time the decision was being made between several equally viable
labor-abundant locations. Another firm, manufacturing tile, located in Miss.Town as the second
largest employer at the time because leading town citizens banded together to purchase a major por-
tion of thesfirm’s stock with the express intention of bringing the firm into the town. The firm ini-
tially had planned a location at the other side of the state, but had been relatively indifferent between
locations. After changing its location plans, the firm consistently failed to turn a profit or issue a
dividend. The citizen stockholders were left disappointed, having nothing to show for their invest-
ment except philanthropic pride at having helped their town and fellow citizenry.
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_sales eftort. A town committed to industrialization and with dynamic leadership—-su’& as
S.C. Town-can achieve great growth through intensive salesmanship. Second, most of the

tfirms which have come to the towns since 1950 and especially since 1960, have conre primarily
because of the availability of cheap labor. The timber and local firms-with one exception-
located long before 1950 and were the core of industrial employment up to 1950. Third,
water and transportation—though facilitating and not determining factors—were important in
location decisions. Without such assets, the towns even with their labor surplus would not have
grown nearly as fast. Most of the non-cut-and-sew plants could not have come without such
attractions. Fourth, financial inducements to the firm from the town did not appear to be
major factors in the location decisions of most of the*firms, even though firms were questioned
as totheir choice between particular towns in the same general area. Fifth, market proximity *
was seldom a dominant factor in the particular town location of the firms within the region. -
Sixth. 'when firms came in search of labor, they looked for labor available at low wage rates,
rather than for specified skills. R
I
An observation can be made Lomerrh\g the preoccupation with “footloose™ industries that -
has existed among economists-during” ‘the last decade.! Of the twenty-eight firms interviewed,
only one could in fact be termed footloose, or capable of moving almost overnight at minimal
cost to a new location.? Several firms were footloose in a different sense at the time of their
initial lpcation, i.e. since they had decided to absorb a certain cost in nmjoving, and since they were
not tied tg any resource or market, they were capable of moving to almost any location. These
firms, once located, however, had such extensive fixed capital investments that they could not
have relocated without prohibitive expense. Interestingly, the one footloose firm that was dis- '

+ covered was showing signs of preparing to move out of the country in response to the.rising

minimum wage. Expansion had been stopped at the current plant and a new plant had been
opened in Jamaica. There were indications that the firm was no!ﬁtﬁnﬁtjﬂg to replace employ-
ees who left via normal turnover. Complaints about the present Ssite flowed.readily from the,
plant mangger. The loss of the plant would be a severe blow to the town’s employment market,
since the firm had once employed some 1500 unskilled women. The firm was by far the largest
employer in the town as well as in that criti;al sector (unskilled female) of the labor x@ket.

What appears to take place then, is a decision to locate in the region because of labor availa-
bility and lower wages paid. At the same time, the less frequent emphasis on labor as a prime
motivation when the choice of town is questloned the sizable response on transportation being
facilitating, and the lack of focus on any one thing as being determining, would indicate that

a rather wide range of location motivations comes into play on town choice. Recent location
surveys would support this<.___,, -

lwalter isard in LOCATION AND SPACE ECONOMY defines “footloose™ as *...industry that hasi‘no in-
clination to locate at any particular site.” (MIT Press, Cambridge, 1956), p. 8. Edgar M. Hoover i’
LOCATION OF ECONOMIC ACTIVITY terms “footloose” those “industries for which neither procure-

ment nor dxstnbutlon cost is an over-ruling locational factor.” (McGraw Hill, New York, 1948), p. 36N.

‘-Intcrestmgly. although the firm by its own admmston and by. the appralsal of informed observers was
“footloose,” its industry characteristics as described in the ARA document, GROWTH AND LABOR
CHARACTERISTICS OF MANUFACTURING INDUSTRIES, featured a medium investment per em-
ployee and low blue collar component of the labor force. In short, the footloose quality of the firm
would not have been inferred from its industry characteristics.

U.S. Department of Commerce, Area Redevelopment Administration, GROWTH AND LABOR FORCE
CHARACTERISTICS OF MANUFACTURING INDUSTRIES, U.S. Government Printing Office, Wash-
ington, D.C., 1964. ,

3Mace, Ruth, INDUSTRY AND CITY GOVERNMENT, Chapel Hill: University of North Carolina. 1963.

0031

17



s , -
Figure I-1
Summary of Responses to Questiﬁon Motivation for Locating in Areas Studied

25
Firms Responding to
Location Question

tig

20
Branch Plants

Firms Responding to L .
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Labor Town Salesmanship Other-Mlxed
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Summasw - Manufacturing Base and Industrial Location Trends )
=0 ' ¥
' A few re:‘(arks are sufficient to draw these points on’the industrial basé together. First,
with a steady increase in the quality of transportation facilities, particularly due to the
interstate highway program, the emphasis on ppximity to market has declined substan-
tially. This has led to many firms locating in small towns from which they ship their
product long distances. These.“export” firms show no marked propensity toward either  ~
capital or labor intensity; there is considerably more capital and less labor intépsity than
indicated by those who have cited the dominance of “‘footloose,” low-investmgnt-per-
worker firms in the rural ‘South. The export firms which have located in these 2reas are
representative of both high and not:so-high growth firm.; this would tend to contradict
the conventional wisdom that firms locating in southern rural areas are those in trouble.
Wages are not universaily low in these firms, and some are in high technology industry;
however, branch-plants in these industries in southern locgtions are probably paying lower
wages than are their northern counterparts which employ §nion labor.

.

. B
.

<

The pri £’y reason firms located in the areas studied appear¥, to be the availability and
low ptice of labor; the narrowing of a decision to a specific town is based on labor plus
a broad range of other factors, with adequacy of transportation as a constraint. Firms
tend to choose towns whith are ““sold’ aggressively. g

As for providing the manufacturing base for growth centers, then, t‘his industrial compo-
sition,can be evaluated in this way:
‘Most of the employment provided in these areas is provided by firms which export their
products from-the region. ‘ B
-These firms are therefore dependent for their gf'owth on the national demand for théir goo%s;
« sizable number of these firms gre in high-growth industries; the growth prospects of the
industries as a whole are fair ed.

-Although skills are 1 d An these areas, a number of relatively high-teghnology‘firms have
ocated. The capital inyéstment per worker is perhaps higher than was expected. Wages are not
niversally low in thee industries, nation-wide, although these indusfge? are offering lower
ages at their southern than at their northern locations. What the natitinal wage analysis does
11 us is that those firms are in industries which are not “sick” or footloose. On the con-
ry, what may be indicated is that companies with reasonable growth potential, inre-
sponse to gipwing markets, are branching into areas with good transportation facilities and
ample labor, and are delighted to be able to pay the labor less than at their other locations.
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JOURNEY-TO-WORK AND THE SIZE OF THE AVAILABLE LABOR FORCE

./ In addition to receiving services from the cent{r, the suburban and ex-urban residents
of that county and of surrounding counties rely on the center for employment oppor-
tunities. In this way, the area over which the growth center ]&s predominant influence
is roughly measured by the bounds of its labor force. Other than for this definitional
usage, this concept is useful in indicating the growth potential of the center. The city’s
employment can obviously grow only as fast.as its labor " supply. The labor force grows

. Y : : ;
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in five ways: non-residents of the,area migrate in; the bound§ of the “‘area” are ex-
tended, perhaps tbrouzh a better information system or a tran§gortation improvement;
the participation rate rises, for instance through the entrance into the work force of

housewives or other non-registered residents; through natural population increase
(excess of births over deaths); or out-miﬁ‘ation declines.

An additional option is open to better paying employers: Underemployment in rural

s - areas is pervasive. For an industrial employer, the underemployed represents perhaps
the largest gment of the labor force he will be able to exploit without raising the price
of labor for given skill positions. )

The second of these events, which concerns the geographic bgeadth of the labor market,
is of paramount importance in the growth center literature, and regarding this, our field
_studies have yi¢lded some valuable insights into growth center strategy.

Some instructive and useful work has been done recently in recording and analyzing
commuting patterns as indicators of patterns of regional economic activity. The
Office of Business Economics at the U.S. Department of Commerce has produced
state nraps showing county-to-county commuting patterns as they existed in 1960
. (from census journey-to-work data). Brian Berry, within a project at the Center for ¢
Urban Studies at the University of Chicago, has produced maps which define the comm-
SN utmg fields of major metropolitan centers. From this mformatlon, he has analyzed
‘the degree of participation in metropolitan labor markets, with an hypothesis that -
\ihrs is the key variable in what we will term the ‘regional welfare syndrome’, indexing
he gradient of urban influence on surrounding areas.” 1 The analysis shows a high
correlation between this key variable, which decreases with distance from urban centers,
and various welfare measurements, including: average value of farm land and buildings, ' 3
- median famﬂy income, median school years completed, rate of population increase,
percent gain in the population through migration, and unemployment rate. The coh—
. clusions drawn from this analysis are criticized in Section V. The analysis is very useful,
R however, and it is interesting to examine the counties in the areas studied, regarding
1960 d¢mmuting patterns.

- The following table summarizes 1960 commuting, by number of workers, into and oy -
of the counties containing the four cities 4nd two growth centers. It is immediately
evident that Memphis and Charlotte are important employment centers. Once this is -
. said, some interesting patterns remain. The ratio of in-commuters to out-commuters
for the county containing S.C. City is positive, though with a value approaching 2, as
. opposed to Charlotte’s 6. On ghe other hand, Miss City (County) did not have a

1 Berry, Brian J.,, SPATIAL ORGANIZATION AND LEVELS OF WELFARE DEGREE OF
METROPOLITAN LABOR MARKET PARTICIPATION AS A VARIABLE IN ECONOMIC DEVELOP-
MENT, Paper prepared Tor the EDA  Research Conference, Washington, D.C., February, 1968.
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nto 4789 264 351 . 12,801 1416 . 563

. Referririg to the abstract map earlier in this section, one would expect to see a commuting

.S.C. Town to Charlotte : 0 70 miles

S.C. Town to S.C. City - - 0 40 miles

Miss. Town to’Memphis - 0 75 miles -

Miss. Town to Miss. City “ . 141 40 miles .

. The lack ofscommuting between small towns and large urban centers is largely de‘termined

No. Commuting \
.S.C. City to S.C. Town . 31
Miss. City to Miss. Town R 139

somewhat:

positive ratio. This, combined, with the very small numbers moving between counties in
Mississippi generally indicates a very short distance commuting pattern, a phenomenon
supported by the field studies. 3 ,

> ‘Commuting in 1960, by Counties containing:

- '

v Memphis Miss. City Miss. Town Charlotte SC City S.C.hTown

Outfrom ‘2738 315 383 2,369 ° 832 1064

.
- LS

dependency of the small town in each region on either the large urban center or on.the dis- .
trict center. -The 1960 pattern was: oo
] S e
By County

No. Commuting  Distance between cities \ -

+

by the deliberate choice of field study towns which are well separated from SMSAs. Never-
theless, the absence of very little commuting between either small town and any other town
of significant size is striking. In contrast, there was mdre movement, overall, in the opposite
direction! . A r

The ‘extreme picture painted by this analysis is somewhat misleading bécause: data is by
county, so that the effect of cities is implied rather than explicit; and we have shown only

the cpunties containing the towns studied. In the case of South Carolina, if the next most
industrial county contiguous to that containing S.C. City is included, the picture changes .

No. Comr;xuting
S.C. Town to S.C. City (2 counties) 388

2 counties around S.C. City to S.C. Town 121

ks
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Overall, however in 1960 there was not much’ coinmuting dependency of the small
towns on significantly-larger towns. Commuting, instead, was to numerous other ‘
small towns. Sipce 1960, the towns have increased their power as employment centers,
and we would therefore expect to find even less dependency on the larger centers.

.
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Unfortunately, the latest data available for such an‘analysis is from the 1960 Census, .
Since much of the industrial growth in the towns studied has occurred in the last eight

years, comparative current data would be very useful. In the absence of such data, , R
interviews conducted with the firms reveal the present characteristics of the breadth
of'the iabor market in and ardund each tqwn

L

v

The labor market has geographic bound:,.mes and these Boundanes are measurable in

two ways. First, witht size area do firm managers believe they are capable of drawmg
labor from? Second, what size area is a firm presently drawing its labor from, in terms
of commutmg patterns" Both definitions have important implications. The first defini-
tion is indicative of the area in which a firm will actually try to recruit. It also indicates
the area which will be identified to industry prospects who are contemplating relocation,
as their prospectivg labor market. The larger the perceived area, the larger the geographic
area on which firms are likely to have an impact in the labor market and the greater

the economic assets with which the town has to bargain in the market for new industry.
The second definition is indicative of the labor supply which could be even better develop-
ed as 4n attraction to new industry and is also a major indicator of the town’s “welfare
radius”. Both definitions have obvious relevance for the adoption of any growth center
strategy. When used jointly for a town, they suggest the gap between the potential and
actual geographic labor market bemg utilized in that town. When either is used to compare
the towns, it can suggest differences in the economic attractiveness of the towns to an
outside mdustry, as well as-differences in the extent of exploitation by communities
of the economic resources at their command. Such differences can be qz: to variations
in Iransportatron quality, in gedgraphic proximity to other COmpetmg,éenters of employ-
ment, in the quality of community léadership and/or recruitment institutions, or in

. the quality and/or behavior of workers distributed over the geographic area around the
town, .

%
.

K

Interviews with firms led to a consistent set of conclusions. Employers in the larger

city of the pair in both states perceived a larger labor market and reported commuting

that was more frequent and longer in distance than employers reported in the smaller

towns. These findings suggest that the larger town already serves more intensively as
an*employment center for a given expanse of hinterlands than do smaller towns, and

that the larger town ,can serve as an employment cepter for a larger geographic area than

do smaller towns. This difference probably results from the better existing transportation

network which services the larger towns, the higher wage rates which are paid in larger

towns ! (which can compensate for greater expenditures by the worker on transportatlon)

and the better organized and administered recruitment institutions in larger towns”

»

IThis phenonmenon has been most recently do mented by Victor R. Fuchs, DIFFERENTIALS IN
HOURLY EARNINGS BY REGION AND CITY SIZE, op. ¢it. Fuchs controlled for race, sex. education.
and age of the labor force and still found a sizable differential in wages agcnibable to city size.
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(the Employment Security Offices, the Chumber of Commerce, and the communica-
tions media.) A behavioral quirk of the suppliers of labor may also be a factor. It may .
well be that a worker fooking for a job considers primarily the tgal number of jobs
available at a town, believing that the larger this number, thegfeater the probability

_that he will find a job to match his skills. The worker may overlook~because of ignor-

ance or because the costsiof obtaining the information are too high—~the numbers of
workers competipg for these jobs.!

The difterences between city and town in South Carolina were marginal, while the
differences between city and town in Mississippi were large. The strength of S.C. Town
in exploiting its hinterland suggests that it may be acting as a growth genter for its
geographic region on a‘level comparable to S.C. City. Except for the transpartation
factor discussed below, however, there would appear to be no major difference in the
natural attributes of S.C. and Miss. Town. The differences that do in fact exist may very
well be due to the quality of leadership in S.C. Town and its relative openness to utilizing
the Negro labor in the hinterland. .
’ . “3 ) . .
Another finding that emerged from the data is that firms in both the City and Town in
South Carolina perceive geographically larger labor markets and and report commuting
of greater frequency and for longer distances than do firms in Mississippi.2 Indeed, a
firm in S.C. Town appears to be able ta recruit effectively in as large or larger an area
as-does the average firm in Miss. City. This state difference suggests that given present -
conditions and practices, towns in Mississippi will not function nearly as effectively as
growth centers for their region as will towns in South Carolina. The chief reason for
this appears to be the greater resistance of community leadership in Mississippi to changes
which would define a broader labor force, including many rural Negroes, and the lower
quality of the transportation network around the cities studied in Mississippi. In a state
in Which the allocation of road funds has highly political overtones, the towns studied
in Mississippi have fairly consistently voted for losing candidates for statewide office.
The lower incomes of rural residents in Mississippi as compared to South Carolina
restricts the relative private transportation resources (autos, money for fares) at t{

-

command of Mississippi residents.

Workers hired by firms in Mississippi may have tended to move their residence to the
town of their employment, while workers in South Carolina tended to commute indef-
initely from their residence at the time hired. The trend of the Mississippi region
towards large land units, tenant ownership, and non-land owning rural labor~in con-
trast to the South Carolina pattern of small farms individually owned-~would have

_facilitated such a pattern. Reports by plant managers‘also tend to support the thesis

of more extensive intra-state migration in Mississippi than in South Carolina. The

1 This behavioral quirk was suggested by our interviews with Southern workers, and by the empirical
findings of various survey and economic studies of migration; further investigation would be interesting.

2 In both S.C. Town and City, more than 70% of the firms—10 of a total of 13 firms responding--
perceived a labor market area greater than 25 miles in size. Four firms, all in S. C. City, qited arcas above
35 miles and as large as 50 miles. In Mississippi, on the other hand, only 3 of the 13 firms responding
reported a labor market area of greater than 25 miles. Indeed, none of the firms in Miss. Town saw much
chance in finding laborers beyond 20 miles or so. The city firms in both states reported a larger area than
those in their respective towns. S.C. Town, however, generally perceived a larger potential market than even
Miss City. (Two firms in Miss. City did perceive themselves, however, as competing for higher gkilled
workers with several major cities more than 60 miles away.) The commuting patterns of current employees
gave similar results. Generally, workers tended to commute further in South Carolina than in Mississippi,
and City employers were typically able to draw workers further than firms in the Towns.
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managers of many firms in Mississippi reported sizable changes in residence by their
" employees after being hired. Firm managers in S.C. City d1d not have such a pcrceptlon,
'whlle managers in S.€. Town did.

\ !

hd

Summary J ourney-To-Work . e

Generally, the small tbwns studied do not seem to depend s1gmﬁcantly on job oppor-
tunities existing in larger towns. It appears that a growth center can functiqa in three '
different ways: as a stimulus to short distance migrations (Miss. City, Miss. Town), *

* asa focus for widescale commuting (S.C. City), or as a stimulus to both migration and
commutmg (S.C. Town). Relatively small towns can command broad labor markets if -
they are located far enough from much larger cities. It should be noted that each of these
patterns has very different.implications for the impact industry has on the public
service sector and the population, and for the design of accompanying federal programs.

»
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* THE TRADING CENTER

The ability of a city to act as a “‘center’’ implies that a range of services is supplied by the
center to residents in the area surrounding the center. Public service provision, unique in
several ways from the supply of other services (and deserving of special attention since
E.D.A. has a vested interest in water and sewer projects) is covered below  a separate sec-
tion. The commercial functlons (“‘tertiary” or “non-basic” economic activities) are com-
mented briefly on here. < ‘

The retail sector of Mlss Town, with probably one-third more people than S.C. Town, is several
times the size of the latter.” This would indicate that either there is greater purchasing power
inside the town, or that more people outside the town are utilizing it. One additional factor
which explains some’ part of this is the college in Miss. Town, which provides an infusion of .
outside income not enjoyed by S.C. Town. The wholesale sector is similarly better-developed

in Miss. Town than in S:C. Town, since the former has become an agricultural machmery center
of considerable magnitude.

~

AIthough both Towns are sumlarly distant from the Cities studied, and although both Towns’
employers share to some.extent their labor markets with the Cities, the Towns differ in their
linkage to the Cities as trading centers. S.C. Town is somewhat subordinate, a consumer of
S.C. City’s higher trading functions. Miss. Town, on the other hand, is not as strongly
dependent on Miss. City’s functions.

Y

3

Both Miss. City and S.C. City are the major retail centers for residents within 50-100 miles.
Their competltlon is perceived to be the largest cities in adjacent states, rather than other
towns in their region. Residents of S.C. Town reportedly travel to S.C. City several times a
year to buy suits, cars, appliances, etc. Residents of Miss. Town on the other hand travel
several times a year to Memphis and to a town of equal size but with a well developed retail
sector, some 40 miles away.

One must be wary of accepting too readily the current trading activities of towns and cities

as their natural economic lot. Much current activity may be constrained by capital market
imperfections, rather than by market size. Neither the towrs nor even the cities offer entre-
preneurs the higher order service of finance capital. Capital generated in the area is primarily
invested by the local banks in the National money market, where rates of return are higher
and more importantly where risk can be minimized. Where local entrepreneurs wish to build
new service shops or expand old ones, where small home-grown industry wants to expand, or
when a local developer wants to.build several new housing units, money often must be borr-
owetl from out-of-town or out-of-state. (There were exceptions seen, but these generalizations
hold, in the main, for the areas studied.) The failure of local banking institutions to provide
the needed finance capital for development of the secondary, tertiary, and housing sectors has
been a major factor in limiting the diversity and quality of retail, wholesale, and service op- ,
portunities which the towns and cities can offer the region.

.
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The explanation for the banks’ behavior is readily available from monetary theory and em-
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pirical research.! Because even the potential market for a retail merchant is obviously more .
limited in smaller cities than in larger cities, a loan to such a merchant entails higher risk.
Regional banks with branches in smaller cities have strong incentives to invest as much cap-
ital as possible in the national money market where less risky opportunities are available.
The lack of competition among banking institutions in smaller cities - as reflected by their
number - removes the incentive to cater to clients’ credit needs. The relatively small vol- .
ume of assets means that risk aversion is high. The size of the portfolio is also not large
enough to justify significant volumes of local (higher risk, lower return) investments. In
addition, the ability of bankers in smaller cities is also probably more limited than bankers

in larger cities. In any event, there is much testimony that they are “very conservative,” i.e.
their risk aversion is higher than that of bankers in larger cities. The combination of these
two factors - higher risk aversion and higher risk - probably increases even more, in the towns
and cities surveyed, the discrimination against lending to small business, which has been doc-
umented nationally. Two other behaviors are also hypothesized to exist. First, a city size
interest rate differential probably exists, to complement the regional interest rate different-
ials which have been documented in research on the national money market. In other words,
the larger the city, the lower the interest rate for an investment of given rate of return. Sec- ol
ond, the customary behavior of banking institutions in rural areas and small cities is probably

to allocate finance capital relatively more by credit rationing than by interest rate. This prac-

tice would reduce the city size interest rate differential, although the differential probably
continues to exist. These banking behaviors in smaller cities or rural areas have never been
researched in a rigorous fashion, although-the need for such research is great.

-

. “

The malfunctioning of these banking institutions has important implications for groth center
strategies. Two point: must be stressed.

First, the behavior of these institutions is not optimal in terms of resource allocation. That-

is, the risks entailed by investments in the retail, wholesale, and housing sectors are not so

great as tc watrant the conservatism of local banking institutions. This is clearly shown by

the willingness of ‘banks in larger cities to finance the better local projects, after local banks
have refused. Most of the major retail and wholesale expansions are financed by non-local

“

lgee in support of the above observations: Paul A. Meyer, *“Price Discrimination, Regional Loan Rates, .
and the Structure of the Banking Industry,”” JOURNAL OF FINANCE, 19 (Dec., 1964); Franklin Ed:
wards, “Concentration in Banking and Its Effect on Business Loan Rates,” REVIEW OF ECONOMICS
AND STATISTICS, 46 (Aug., 1964), 294-300; and FINANCING SMALL BUSINESS, Report by the
Federal Reserve System to the Commiftee on Bankingand Currency ang the Select Committees on Small
Business, 85th Congress, 2nd Session, 1958. Interviews in the Towns and Cities with bankers; businessmen,
merchants, etc., yielded a consensus as to the “facts” (e.g. local husiness borrows out of state, local banks
invest their capital in national money market and carry on marginal local credit operations; banks have high
risk aversion by own admission; banks appear conservative to borrowers or gbservers having experience in
larger cities).

*
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banking institutions. After local efforts had failed for a decade, outside interests came into
S.C. City and built the lagge shopping center with capital borrowed outside the area. The
center became the chief retail center of the city. Its rivalry forced the complacent down-
town merchants, whose receipts were reduced 50%, to undertake rehabilitation of the down-
town retail section, which had remained unchanged for three decades. The plight of its
chief depositors forced local banks to become more generous in lending for local improvement.
Smularly in Miss. Town, the complacent merchants in the downtown retail sector were hit
hard by the arrival of a large discount store/shopping center, developed by outsiders with
outside money. The retail opportunities in Both towns were there in abundant quality;
local banks {and older merchants) had grossly exaggerated the risks and home grown entre-
preneurship had been stifled. Similarly, most new housing construction in all four towns
is done with money borrowdkin the state capitol or out-of-state. Local independent developers
seldoin construct more than 3 or 4 units a year, thus, the major housing developers in S.C.

City are agents of out-of-state interests. One of the chief causes has been the conservatism of
local banks.

Second, the problem is not that insufficient capital is available in smaller cities for secondary,
tertiary .and quatenary sector development, but rather that capital which is available is not
used for such development and is invested outside the area. If the problem were one of non-
available capital, one could simply conclude for policy purposes that one has found another
reason why only largeg cities are feasible as growth centers. The actual situation - available
but nonused capital - suggests that policy, with retafively marginal effort, might be able to
significantly alter current behavior and greatly increase the effectiveness of the Towns and
Cities surveyed as growth centers. ’

* Why might a change in local banking institutions significantly enhance the capability of the

Towns and especially the Cities as growth centers? First of all, capability as a trading center
would probably be greatly expanded. The current absence of many (and/for better) retail
and service activities is due primarily to the absence of fitnance capital, rather than the

absence of a large enough customer market. The theory of central place hierarchies has

ignored the capital market and assumed that market size was the dominant factor in deter-
mining whether or pot a place offered various services. Capital market imperfections may be
just as €entral a factor, however. The minimum threshholds of adequate market size to
support various activities may well be far lower than central place analysts have hitherto in-
Jerred.

Second, the housing sector would be greatly strengthened. The low rates of new house
construction are a major,gcierrent to migration, new industrial locations, and expansions.
Most firm maragets in S.C. Town and City and Miss City complained vigorously about the
lack of “good” middle and upper income housing for managers and professionals. Com-
plaints were strongest in the branch firms of national corporations which had expanded, and

" thus had had to house new managers, professionals, and technicians sent South by their

national offices. Managers also admitted that the representatives of industry prospects, who
in recent years were increasingly turning the towns down, frequently phoned them for eval-
uations of the housing market. Some managers who complained of labor market tightness
agreed, on questioning, that the housing shortage made it difficult for the firm to hire work-
ers from farther away; skilled workers would find it difficult to find housing worthy of the
rent they were capable of paying. Similarly, it is clear that the laggard housing sector has
been a major constraint upon population growth in the towns, and upon the capability of
the towns to function as growth centers in terms of migration. This important role of

L)
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local banking institutions in constraining the housing supply and thus the migration to, pop-
ulation growth in. and industrial development of smaller size cities is critical to the problems
| of rural development.
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MIGRATION

Of critical importance to both the questions asked and the arguments made in this report
is the movement of people within regions and between regions. To some extent migration
trends can be taker®for granted, and used as a backdrop for action; in other words, we can
assume that there is an inexorable flow from rural to urban areas,l and must shape our
programs to be consistent with this inevitable flow. A variation of this assumption is thrat .
migrants flow progressively through a series of cities of ‘increasing size, for instance, a
medium-sized city of 100,000 is an intermediate stop where former rural residents will
stop tor a few years, making a rural to urban transition.2 On the other hand, the policy-
maker can accept the goal of shaping this flow (and in the extreme case, reversing it) with
public programs. Particularly regarding public assistance to small towns, public investment
can influence population movement, and/or the impact of the investment may be altered
by population movement.

The growth center, or the town with growth cenfer potential, would be expected to have
shown that it can attract population flow from surrounding counties and/or that it can
reduce a previous flow of migration from a multi-county area (residents may remain in
nearby counties, but commute to the town-see the options under journey-to-work, above).

We will first discuss the pattern of migration in the South as a whole, and then consYder
the spedial cases of Mississippi and Sputh Carolina. For the South as a whole, we will
review the findings of other studies./ These studies rely in part on census data, and in
part on survey data. When we discy$s migration in South Carolina and Mississippi, how-
ever, census data must be relied up n exclusively.

Migration [n The South ‘
ﬁ S

The basic pattern of net migration in the South has existed unchanged for many years.
It is a movement of population out ef the rural areas, and into the urban areas of
South and of the North. Since the 1920’s the South has lost at least one mﬂllorx f 1ts
population through net migration every decade. 3 At the same time, the rural popula-
tion as a proportion of the total population has been steadily declining, despite its.
very high rate of natural increase. More fecently, however, the process has accelerated,
and the rural farm population has sufffered substantial declines in absolute terms. The

!

culture, is complemented by the “pull” of employment oppottunities in the cities.
Not éveryone responds to these forces; migration is a highly selective process. It is
useful to consider the special characteristics of migrants. The most easily measured
characteristic is the age distriblition. The migrants include a dispropottionately large
number in the prime working ages.4 The population left behind will have a higher

}Calvin Beale, for instance, feels that the sociological reasons for (particularly) young people desiring more
urban amenities have often been overlooked, and that we can expect this flow to continue despite invest-
ment efforts in the rural areas. See Beale’s remarks in THE RURAL TO URBAN POPULATION SHIFT,
National Manpower Conference, Oklahoma State University, May 17-18, 1968. .

2Chapm, F. Stuart, and Weiss, Shirley F., URBAN GROWTH DYNAMICS IN A REGIONAL CLUSTER OF
CITIES;New York: John Wiley, 1966.

- 3Kain, John'F. and Persky, Joseph J., THE NORTH’S STAKE IN SOUTHERN POVERTY, Program on

Regional and Urban Economics, Discussion Paper No. 18, Harvard University, May, 1967.

du.s. Department of Commerce, Area Redevelopment Administration, Economic Development Research,
MIGRATION INTO AND OUT OF DEPRESSED AREAS. Washington, D.C., Government Printing Office,
1964, p. 19.
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increased “push’ on the farm population, originating from the mechanization of agri- %
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dependency ratio than otherwise; tl'gfére will be many old people and children, but few
workers. It will also have a lower birth rate, because the migrants include a dispropor-
- tionate number in the prime reprodxuctive ages (20 to 30).

The migra@gre generally better eg“flucated than those who remain behind. They are
also more likély to be professional People, business managers, or ot“t"ic,ials.I Thus the
areas of net out-migration S&s‘e the most productive elements of thejr populations. If
the process of emigration ¢ tinuei for several years at a high ratefthose who remain
will be those with a low propensity|to migrate. Increased incentiyes would be necessary
to maintain the outward flow of migrants.

!
Because of data limitations, net mi'gration figures are ised for most
there are some data on gross migration available from anational su
the rates of gross emigration ffom depressed areas are actually lower Fgn for other areas.
The depressed areas have higher rates of net emigration, however, becausp there is almost
no gross in-migration.2 The same survey also provides information on return migration.
Since 1950, about 20% of all migration has been back to a place of prevjous residence.
Of this. half has been back to the place of birth.3 :

alyses. However,
y.  These show that

So far, these characteristics of migration hold for both blacks and whites. Patterns of
migration in the South vary widely by race, however, and it is useful to note differences
in the migration behavior of whites and blacks. The most striking difference is in the
destination of migration. The blacks migrate out of rural areas in the South, and almost
exclusively into the large metropolitan areas of the.North. They may move to a southern
city as the first stage to their migration to the North, but their net movement has been
out of the southern cities. The whites migrate from the rural areas of the South, both

to more urban areas in, the South, and to the North, particularly to medium-sized ¢ities.4
Ninety per-cent of the blacks leaving the South have gone to metropolitan areas of population
at least 250,000, compared to only 60% of the whites.5 In selected Mississippi counties
between 1950 and 196#, blacks were about 10% more likely than the whites to migrate
out, or {ess likely to migrate in. Only the most urban counties show a net gain for non-
whites.

Many of the counties with rapidly growing employment in manufacturing are expériencing
net immigration of whites at the same time as net emigration of blacks. The growth of
urbanization and manufacturing in the South seems to offer little attraction to the black
man, and much to the white.®6 The massive net out-migration of blacks from the South
is due to circumstance, not inclination. For various reasons, the blacks have a lower pro-

* pensity to move than the whites. Some of this is due to their lower educational and occu-
pational level and some to the additional risks of moving associated with discrimination.

lys. Department of Commerce, op. cit., p. 20. . N
~ 21bid.,"p. 10. : !
3us. Department of Commerce, Area Redcvclopl\cnt Administration, NEGRO-WHITE DIFFERENCES IN
GEOGRAPHIC MOBILITY, Washington, D.C., Government Printing Office, 1964.

4Kain, John F., and Persky, JSseph J., op. cit.
S5Kain, John F., and Persky, Joseph J., Ibid, p. 20. .
61bid, p. 31.
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. Blacks who have experienced steady unemployment are as likely to move as whites in
the same situation. But blacks who have been steadily employed hardly ever move, in
b _ contrast to whites with steady employment who move just as readily as unemployed whites’ I
When bldeS do move, they are more likely than whites to’ fove to a city where they have
relatives. 2

Migration In Mississippi and South Carvlina

-

. Analysis of census data for South Carolina and Mississippi from 1950-1960 and;r\
Mississippi since 1960 shows that the pattern of migration at the state level adhered
l closely &o the pattern for the South as a region. The mechanization of agriculture
" prompted a major decline in the rural farm population. In Mississippi. the rural farm
‘ population fell by 46% between 1950 and 1980, while in South Carolina, the cor-
l responding drop was 50%. The population decline was.accompanied by migration
from rural to urban areas, and a large net out-of-state migration. Out-migration was
- heaviest in both states within the working age population, and among non-whites as com-
pared to whites. Indeed, in South Carolina, more than 95% of net out-migrants were
I non-whites, while in Mississippi, the percentage of non-whites ranged from 68 to 82% of
total net out-migration. ’ﬁ?s)difference is due largely to differing non-white proportions
by age groups be‘ween the twg states. Switching the emphasis to internal migratiofi, one
l observes that in both states, most of the migration of whites is within the state, while
almost all of the migration of non-whites is out of the state. Rural counties lost both
whites and non-whites, while urban counties gained whites and lost non-whites. The ten-
dency is for ““families” to move within the states, while single persons move out of state.
' It must be noted, again, that the statistics are for net migration. Hidden within the net
figure might very well be the pattern of major internal migration of non-whites from rural
areas to urban areas, accompanied by emigration from urban areas within the state to -
' urban areas in the North. There is simply no way to test the hypotheses that blacks. as
a rule do, or do not, migrate directly from rural areas to northern cities, from Census het
statistics. -

(' The counties containing the four towns stndied also followed closely the state and regional
patterns. However, the level of magnitude of net out-migration was much lower between
1950 and 1960 for the counties containing the cities than for their adjacent counties or

l the counties containing the towns. This fact probably indicates that new jobs in the cities
are holding back out-migration and are attracting migrants from other areas of the state:
in short, the cities are functioning as growth centers in terms of the migrationdefinition.

I No'such major difference in the magnitude of net out-migration is apparent for the towns,
as compared to adjacent counties. Yet, since the population within ¢own boundaries grew
rapidly during the decade-controHing for boundary changes, the towns obviously were func-

4. tioning as migration magnets. Their attraction was not sufficient, however, to stem the

l heavy out-migration from the rural sections of their counties. In the 1960’s, the period
in which much of the towns’ industrialization has occurred, the pattern appears to be
different. Data for the county containing Miss. Town for 1960 to 1966 indicates net out-

I migration far below that of neighboring counties and of the county containing Miss City.
The 1970 Census may then reveal that the towns func}ioned-as growth centers (in terms of

I migration) in the 1960’s similar to the ways the cities functioned in the 1950’s.

Ubid., p. 20-21. ' S

‘ 2See URBAN GROWTH DYNAMICS, op. cit.
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PUBLIC SERVICE PROVISION

A characteristic of growth centers assumed by the literature is that the city acts as a
public service center for a hinterland of some size. In order to examine the relevance
of this to the cities stydied, the broad range of public services can be categorized in this way:

1.  Fixed Service. Population must live im or very near the city providing certain
services in order to enjoy it. This service-type includes water supply, sewers, and housing.
2. Service-mobile, limited. Within a limited range, certain services can be provided
~ to population outside the city limits: sanitation, ambulance, and pollce/fire services

are among these.

3. Service-mobile. The welfare service, usually provided from a county office, in-
cludes case-workers who drive considerable distances to dlspense'ihe service.

4.  Population-mobile, frequent. Children and adults can theoretically travel con-
siderable distances on a regular basis to partake of certain publicly provided services:
schools and training programs are most relevant here

S.  Population-mobile, infrequent . Doctor and hospital visits are not made on a regular
basis as visits to school; the populftion can therefore conceivably be located further
from the service to which it mustftravel.

Thrge questions are of interest? Do rural residents become urban residénts because of the
attraction of urban services? Do higher quality services in the center benefit those outside?
What is the most efficient way to provide social services?

Logically, a pergon living in a rural area with very low public service quality will want to
locate nearer to better services, if he has reason to perceive a need for those services,

and if the cost of obtaining therp does not exceed the benefits expected. It is not readily -
apparent, however, that a long-time rural resident, full-time employed in farming, will be
drawn a considerable distance to relocate in a city providing the services above, with the
_exception of education and training. Farmers hgye long since provided their own wells

and septic tanks and have become accustomed to living without nearby pajice and fire
protection. Poorer rural residents, black tenant farmers for instance, seemfpot to have

been responsive to any demonstration effect, and they reacted finally not t&poor serv1ces
but to disappearance of income. .,

When rural residents began to take part-time jobs in cities, however, this independent
outlook may change. Without detailed research on this question, it is virtually impossible
to hypothesize which service might be most motivating. From random discussions, how-
ever, with residents’in the four towns, it is strongly suggested that proximity to place of
work is a more important relocation motivation than proximity to a service.

On the second question, as to whether services in the center substantially benefit those
living outside, we will have to exclude service type 1 above. Of the rest, all have been
seen to have a limited effect, and the effect seems to be least in the smaller towns. First,

" on limited-mobility, city-run services, there appears to be little “spread” effect on sur-
rounding rural residénts# Sanitation, police and fire department services are available to
city taxpayers and to other units which may contract with the city-for the services.

]
-
-
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Certain volunteer groups exist—for instance, a “‘rescue squad” in S.C. Town-that will
answer distress calls of various sorts on a county-wide basis, but these are exceptions.
Services to which population must travel regularly, such as education. can yield a benefit
;o attending surrounding area residents. Instruction in the larger city school will be
i superior becausg of the larger tax base in the urban school district, the greater pressures
-for quality education which come from a more highly educated parent gopulation, and
the presence on the teaching staff of wives of industry executives.

The impact of hospital service'ion those in the hinterland seems to be of sufficient impor-
. tance to merit separate attention. There has seemed to be an historical reluctance on ‘

the part of both small towns to assume a responsibility for health care in the surrounding |

county. The evidence for this assertion is the record of discussions surrounding the |

financing of the county hospital now located in S.C. Town, and the existence of very ‘

serious health conditions a very few miles from Miss. Town. The situation is decidedly

not merely a lack of concern for neighbors. Rather, a major factor is also the lack of

resources for such altruism in towns which are themselves poor. Yet when political legders

are asked to list priorities, health facilities were not high on the list. (The political ilr??i—

cations of growth center strategy go into more detail on this problem, below.) Health and

hospital facilities wete considerably better developed in Miss. and S.C. City, and there

was evidence of S.C. Town residents utilizing facilities in S.C. City.

A‘third question is that of efficiency in provision. There is little doubt that many of the
services mentioned above can be more efficiently provided on a scale larger than what is
possible in towns of 10,000 and below. The universal movement in rural areas to con- .
solidate schools into more efficient units would indicate that there is little controversy :
on that subject. Empirical studies of primary and secondary education have generally
indicated a horizontal average cost curve for school operations,2 but a U-shaped cost
curve for school administration with optimun size at about 44,000 pupils.3 Studies of
*- police protection indicate horizontal average cost curve§;4 studies'of fire protection

-

I'These wives are captive imported workers, whose educations are generally far higher than the teachers
which the rural area could‘generally afford with its meager salaries. In several towns surveyed, the School
Board acknowledged that the wives of managers and technicians brought into the area by the new indus-
trial firms were becoming the mainstay of the teaching corps. They generally taught the “enriched
courses” and were used also to troubleshoofas the teachers of newly integrated classes.

2I(ietling, Herbert J., “Measuring a Local Government Service: A Study of School Districts in New York
State,” REVIEW OF ECONOMICS AND STATISTICS, Vol. 49, p. 356-367, August 1967, and Hirsch,
Werner Z., “Expenditure Implications of Metropolitan Growth and Consolidation,” REVIEW OF EOCNOMICS
AND STATISTICS, Vol. 41, August, 1959. Thefe is an exception to the finding of a horizontal average cost
curve, however. John Riew, for secondary education, derived a U-shaped function with optimum size of
about 1675 pupils: “Economies of Scale in High School Operation,” REVIEW OF ECONOMICS AND
STATISTICS, Vol. 48, August, 1966. Another study by Nels Hanson, purported to discover some economies
of scale although not sizable ones, in school expenditures. Hanson failed to adjust for service quality,
however, and thus his unit cost calculations are lacking: Nels W. Hanson, “Economy of Scale as a Cost
Factor in Financing Public Schools,” NATIONAL TAX JOURNAL, Vol. XVII, No. 1, March, 1964.

3Hirsch, Werner Z., op. cit.

4Schmandt, Henry, and Stephens, G. Ross, *“Measuring Municipal Output,” NATIONAL TAX JOURNAL,
*Vol. XIII, No. 4, December, 1960.

)

#

s
»

33

0047



rd

suggest U-shaped cost functions with optimum size varying from 100,000 to 300 000.!

The only study of refuse collection produced a horizontal average cost fur;ction.2 Less
ambiguoug;l)", studies of electricity, sewerage,4 and gas,5 have indicated continuously
declining unit cost curves. The numerous macro studies® of the determinants of munici
pal expenditures should be generally ignored, because of their failure to separate the demand
from the cost elements of their independent variables. Nevertheless, in such studies, popu-
lation size consistently did not emerge as a significant variable explaining much of the
variance. Reviewing the analysis to date of the hypothesized economies of scale in public

N .

- services, a chief scholar on the subject, Wernek Hirsch, has concluded that, -

-

“Most government services require relatively close geographic proximity of service
units to service recipients; this prevents the establishment of huge primary Schools,
fire houses, police stations or libraries. Urban government services are also labor intensive,
with wages and salaries often accounting for more<than two thirds of the current costs.
The resulting concentration of manpower can increase the bar{aining power of labor
and this, in turn, increases costs. While there are some economies resulting from bulk
purchases of supplies and equipment, such savings can be outweighed by inefficiencies
resulting from top-heavy administration and the ills of political patronage in very large
governments. Therefore,-in terms of economies of scale, governments serving from
50,000 to 100,000 urbanities might be most efficient.”
Thus, given the efficiency of service provision—and in sharp contrast to the assertions of
many growth center advocates—towns the size of S.C. City and Miss. City may be close
to most efficient size for usé as growth centers. : : - v

- s g == om

In addition to the conventional services, a broad range of newer services available to |
communities, largely funded by new federal programs, accerituates interest in the most
efficient and effective way to disperse them. The OEO Community Action Program

and DOL Concentrated Employment Programs usually focus their attention on a “target
neighborhood” within a large city. In a more rural environment, however, they broaden the
target population to include several towns and their hinterlands withii{a depressed rural
area. The concept of “package’ or “one-stop” service provision begun with these programs
has been picked up and developéd further by a pilot federal program in larger cities of
Neighborhood Service Centers.

1 Hirsch, Werner Z., “Expenditure Lmplications...” op. cit.; Will, Robert E., *“Scalar Economies and Urban
Service Requirements,”” YALE ECONOMIC ESSAYS, Spring, 1965.

2Hirsch, Werner Z., “*Cost Functions of an Urban Government Service: Refuse Collection,” REVIEW
OF ECONOMICS AND STATISTICS, 47, February, 1965.

3Nerlove, Marc, RETURNS TO SCALE IN ELECTRICITY SUPPLY, Institute for Mathematical Studies
in the Social Sciences, Stanford University, 1961; Johnston, J., STATISTICAL COST ANALYSIS, New
York: McGraw Hill, 1960. : :

41sard, Walter, and Coughlin, Robert E., MUNICIPAL COSTS AND REVENUES RESULTING FROM
COMMUNITY GROWTH, Wellesley: Chandler-Davis, 1957 Published under the auspices of the Boston
Federal Reserve Bank and the American Institute of leneé. .

5Lomax, K.S., “Cost Curves for Gas Supply,” Bulletin of Oxford Institute for Statistics, 13, 1951.

6e.g., Brazer, Harven E., CITY EXPENDITURES IN THE UNITED STATES, National Bureau of Economic
Research Occasibnal !!'aper 66, 1959; Scott, Stanley, and Feder, Edward L., FACTORS ASSOCIATED WiZH
VARIATIONS IN MUNICIPAL EXPENDITURE LEVELS, Berk eley: Un!va'sitY of California, 1957; Wood,
Robert C., 1400 GOVERNMENTS, Cambridge: Harvard University Press, 196 e

7Hirsch, Werner Z., “The Supply'‘of Urban Public Service$,” ISSUES IN URBAN ECONOMICS, Perloff, Harvey S.,
and Wingo, Lloyd, (eds.) Resources for the Future, Baltimore, }968, p. 509.
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For the sake of effective intake and service dellvery. a major drive in NSP CAP, and CEP
had been to decentralize operatjons. Indeed, for the sake of social and polmcal values, many
have agreed that neighborhoods should rin their own programs even at a cost in efficiency.
Others argue that the efficiency loss is illusory. In the absence’of “community involvement,” |
effective intake and service delivery can not happen. Those to be served efficiently simply

»won’t come forward to be served. Thus, while programs do function effxcxcntly for those
they. serve, they serve so few as to be inefficient in terms of overall objectives. These kinds
of arguments have been completely ignored in the discussion of growth centers. If decent-
ralized neighborhood control is 5o vital for the political and social health of the larger cities,
it is not clear that massive migrations from small towns (10,00&-75,000) to middle size cities, X
(250,000) will be-a desirable achievement. According to the Moynihan Report,l the Crime
Gommission,2 and the Kerner Commission,3 rootlessness and the breakdown of family and

- community social controls in the ghetto are major factors in Negro unemployment, trime,
illegitimacy, the rising sense of disorder, etc. It might well be that the sound economic
deCelopment policy, especially for the black, is a policy which stresses preserving social
roots, family structure, and commumty controls while providing training, services, and em-
ployment opportumtles

A point is made hgre, and expanded in following sections, which is most important for

federal agencies tolrecagnize. .For both reasons of pure economic efficiency and of

equity, an expenditure of federal funds on any one service or facility cannot be viewed

as if the service were the only service being offered. Social seryices must be coordinated

in order to provide ‘‘referral’ from any given intake point ta many action agencies. The

causesg. f poverty are many and inter-related. They require comprehensive programs. The

joint product of the coordinated services is greater than the sum of their products when -
services'are provided independently of each other. Given this situation, the construction

of new physical facilities - rogds, schools, water works, industrial parks - should be coordinated
with the other kinds of service provision. A discussion of this point takes place at the end of ’
Section I11.

I Moynihan, Daniet P., THE NEGRO FAMILY, THE CASE FOR NATIONAE ACTION, Washington, D.C.,
Government Pnntmg Office, 1965.

2The President’s Commission on Law Enforcement and the Administration of Justice. TASK FORCE RE-

N PORT: CRIME AND ITS IMPACT --AN ASSESSMENT, Washington: GPO, 1967.

3PRESIDENT'S NATIONAL ADVISORY COMMISSION ON CIVIL DISORDERS, New York: 1968.
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" PRELIMINARY CONCLUSIONS - GROWTH CENTER CHARACTERISTICS AND
' - SMALL TOWNS

i The major conclusions from the preceding pages have been that:

1. Manufacfuring firms which are tied to the dynamic elements in the national
economy have focated in fair numbers in some small towns.

2. Although a prime location reason is the availability of low-wage labor, many
of the firms are in industries which are not notably low-wage-paying on a national level.

. 3. Some small towns which have gained industry do offer retail, service, and even
wholesale opparﬁlnities to their hinterlands. The diversity and quality of opportunities
is generally less than in larger towns and cities, however. Town size alone, however, does
not permit prediction of the positiorof a town in its regional central place hierarchy. To
a great extent, the failure of industrializing towns to improve their retail and service sectors
may be due to capital market prices, rather than simply to the failure of demand to exceed
the necessary threshhold for risk-satisfactory profitable operation, or the failure of the
income multiplier.

.

-
. .

4.  Some small towns are able to attract labor from considerable distances indicating
that they can serve as employment centefs despite relatively low official population. ‘
Some small towns are not dependent on much larger towns for job provision.

[

5. Qut-migration from counties containing industrializing towns has declined.
In Mississippi, since 1960, the smaller town has shown a more dramatic out-migration
decline than has its larger neighbor city, indicating that investment in small towns can
pay off if a goal is to stem regional out-migration. “There séems to be a continied expdus
of blacks, however, and this is assumed to come from a failure of industrial employment
opportunities open to blacks to keep pace with the throw-off from agricultural mechani-

» zation. :

6. Until a certain size is reached (50,000 to 100,000, most likelyz there are
efficiencies to be gained in service provision in larger towns; thus, Centers providing
hospitals, schools, and water supply plants can offer their services at a lower cost per
capita in a town of 20,000 than in a town of 10,000. Efficiency arguments are not clear, -
however, regarding a new, broader range of services and programs which administer these
on a “target populatjon" basis.

- .
) )
. i
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Growth Requirements Noted in the Field Studies .

In addition to the more conventionally regarded characteristics explored above, the research
yielded other conditions which apply to growth center development, which have important
policy implications. These’are discussed below under the following subject titles:

Information Structure . ) ,
Political Base for Development '
Leadership SR

AREA INFORMATION STRUCTURE

In order for an area to grow in population size or to act as an employment base for an
increasingly wide area, it must obviously attract new sources of employment, and/or en-
courage present sources to expand. In addition to convincing new firms that certain nec-
essary physical resources can be obtained in the area at acceptable cost, the area must also
make the numbers in its labor force known; as pointed out above, available labor is high on
the firm’s checklist for location. . )

With regard to thi€need, the field research observed the enigmatic phenomenon that, in
areas where an observer present could see evidence of unemployment in excess of 10% of

~ the labor force, both industrial and political representatives claimed that the labor markes

was “tight”, citing the official unemployment rate of approximately 4-6%, issued by the
State Employment Security Service.

The perception of a tight labor market has severe implications for the growth of the town.
If the perception is true, the town’s advantages for outside industry are dwindling. Even
if the perception is not true, the town’s ability to attract outside industry wil{ be reduced
because of discouraging answers to inquiry from prospective firms. : ¢

Several explanations for the incongruity can be given. First, there is a semantical problen:
firms may be reporting a true experience but are using misleading tegms for outsiders. Bdsed
opn the firm’s past experiences, the firm is being forced to, hire lower quality workers than

- in earlier years when it wad getting the cream of the labor force to work in jobs far below

their potential. The cream of the labor surplus is gone; the labor market is therefore “tight-
ening.” Yet, to say that *‘the market is tight” implies to most outsiders that workers can’t
be found even if the firm is willing fo absorb greater training and supervision costs, etc.

Second, there is the fact that an official agency is supporting this qualitative impression

through flaws in its counting methods. The State Employment Service (ES) understates unemploy-

ment! (and the potential labor force?) in several ways: only those who Tegister as unem-

ploy-d arid seeking work are recorded; agricultural workers are not included; area bound-

aries are too restricted, etc. Furthermore, many underen}wy;d;nmrkers, in additionto a - N

1Househo surveys reported in the MISSISSIPPI BUSINESS REVIEW in 1967 found unemployment in.
countiey/as high as 40%, although official ES statistics measured u.nexpnlovmetit fé)r those counties as 5
to 8%,/ MISSISSIPPI BUSINESS REVIEW, University of Mississippi, March, 1967 .

2tn tion II, national age/sex labor participation rates are applied to the base population in the counties ’
contiining the surveyed cities and towns. The resulting estimates give a “potential labor force’’ figure. If




group which would be willing to enter the labor force if the opportunity was presented, such
as housewives, is not considered by the ES. Third, it is to the existing firm’s advantage to
understate the available labor force, in order to protect its labor pool from new industry.,

The semantical confusion points up the lack of unaerstanding by participants of the dy-
namics of industrializing an area. The first firms which entered the town were able to ex- |
ploit a labor force which, despite heavy migration, was largely immobile. As monopsonists,
they purchased labor at the legally required minimum wage regardlessof how much greater
than that wage labor’s value productivity may have been. Since thtre wasa huge labor sur-
plus having the skills needed for the work firms offered, management adopted education and’
testing scores as a screening device to separate out the “better workers.” Since whites have
far superior educational backgrounds than blacks in the South, due to historical discrimin-
ation, the whites tended to get most of the jobs that industry provided, As existing firms
expanded, new firms located, and cut-migration continued, the surplus‘o%orkers was re-
duced. Jobs opened up which could be filled only by workers having the Dickground or
learning potential of the high school graduate. Firms then began to compete for the most
educated workers, offering higher-wages br upgrading opportunities. Firms which could not
compete in terms of higher wages or which did not really require a high school graduate for
their kind of work dropped their hiring standards. The tightness reports of older firms-e-
flect that the labor these firms are currently able to hire is of lower quality (productivity)
thag the labor they had hired several years before when industrialization was in its infancy. ~

-~

Managers do not perceive their historical experience in the labor market in the context

of the total area economy. Theyalso fail to distinguish the reduction in labor’s profita-
bility caused by hikes in the minimum wage (which they would Kave to pay regardless

of new industry) from the decline in profitability which has resulted from the movement B
up the labor supply curve as employer demand shifts outward. Last of all, managers do .
not recognize, much less manipulate, economic trade-offs which are implict in their choice .
of recruiting, hiring, training, and wage policies. <The tightness reports of newer firmsre-
flect their experience that the profitability of the labor they are hirigg 4s not as great as

they had been ted to hope when they made their relocation.decision. Buf the mahagers—
both of old and newer firms—who report tightness to their town’s industty prospects,

fail to mention the decisive fact: while labor now being hired at the.mgrgin is less profi-

table than was expcted or than'was labor hired four years ago, the labor being hired riow .

- still is profitabie and is more profitable than labor at locations outside the region. Kelative
profitability after all is the critical factor in location shifts.

-

2continued from preceeding page i . . . o .
persistent unemployment, low wages, limited upgrading opportunities, transpdrtation inaccessibility, etc, -
the factors causing workers to drop out of the active labor force-were corrected, the current lapor force
would grow to the size of the potential labor force. The currentabor force in ES official statistics, ‘
however, understates the **potential labor force” by 1500 to 4500 workers, some 5 to 16% of the current labor
force!! Thus, the realistic potential labor force participants (currently drop-outs) are as important are-
source for development as the unemployed and as thesunderemployed.

- -
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The second explanation for the phenomenon is the functioning of the Employment . — .
Service. To soften critical remarks about these stBte agencies, it must be pointed out that -
they are extremely short on resources, given the goals outlined for them. Assuming that
new resources and technical methodology permitting better surveys can be made available,
_other questions remain which have significant implications. :

~

The major one is definitional: What is the major goal of ES and what boundaries to

its activities should the office observe? There-exists an all-Negro community about 15 .
miles from Mississippi Town. There is no indication, however, that the Mississip iTo»\gn

office of ES has made a concerted effort to quantify and ““market” this potential labor

force in an effort to develop the county. If this community is not o be considered within

the labor force of Mississippi Town, the public agency committing funds to this area should

insist on knowing why. If claims of labor market tightness have tie effect of turning

new employers away from the area, and if a town 15 miles away is filled with unemployed * -
and undgremployed blacks, it would seem that those who manage the information system

are not attempting to maximize the same welfare function as is the-federal government.

At the same time, the outlook for Megroes is promising, despite the attitudes of-some ES

field officés. As explained above, increasing industrialization has resulted in the skiffming

off of the cream of the labor force and a tightening of the labor force. As the surplus

labor supply dwindled, and educational standards fell, Negroes for-the first time began to

get some of the industrial jobs. This pattern was observed in all four towns surveyed. The

&L import for the future is clear. To the extent that Negroes are disproportionately repre-
sented in the less-educated segment of the work force and to the extent that the less “
educated segment ¢f the work force will incre‘gmgly provide the new workers to the
employed labor force as more industrialization"occurs, Negroes will benefit dispropor-

«tionately¥rom future increases in industrialization.

THE POLITICAL BASE FOR DEVELOPMENT

The industrial decision to locate is strongly influe};ced by the activities of town ‘‘repre-
- sentatives” who solicit i#W industry or merely respond to inquiries. ‘The decisions madg
" by these representatives;"j}o can be members of government or semi-official agencies
(Chamber of Commejge, for example), can therefore affect both the growth of the
community and the efficiency of any large public expenditure. The following remarks
are theoretical, but theyare extremely important for policy. This, the field studies
¢ indicafe, is the stuff thdt small town growth is made of.

* ! seri€s of decisions taken by both representatives of the community and the management
of the locating industry. It would clearly be an oversimplification to view this process
as strictly an exercise in rational decision making whgre well-defined integests are care-

. fully weighied on both sides, offers and counter-offers exchanged and an agreement finally
reached. At the other extreme, it would be equally wrong to treat every industry and
every community as a special case which shared no c/aﬁmron experiences or displayed

" ‘no similar patterns in the industrializing experience.” The results of our research show

K]

_—: "
' * - Thw arrival of an industry in 2 rural community is inevitably the culmination of along




. ‘ . v
that in spite of many unique circumstances, there are indeed some general conclusions
which can be drawn from the two small towns surveyed about the nature of the commu-
nity industrializatiopfrocess.

» N
The at of industry into any community-the functioning of the industry market
and the sequent relation of the community with industry-is best understood in the .
framework of a social process. Efforts to attract (or resist) industry by a town derive
ultimately from the attitudes and convictions of a community’s residents who act indi-
vidually or collectively in harmony with some image of their self-interest. An understanding
of how ultimate yalues of individuals are transformed into specific actions requires a
: theory of social action and/spcial change that exceeds the scope of this research, but the
results of this field research have shed light on some important aspects of that theory,
especially in the areas of attitude formation and the nature of collective action. In par-
ticular, we conclude that attitudes cannot be inferred from self-interest because-of a
number of difficulties inherent in the notion of self-interest and because of a number*of
other factors which may be equally impértant in shaping attitudes. We also conclude
that, even in the rare case where the attitudes of residents are all uniformly strong and
uniformly pro-industry, voluntary collective action may be incapabie of securing the
common goal. . : > ‘

’
.

T
. B
- - " -

The Formation of Attitudes

Attitudes are clearly a fundamental variable in any explanation of community receptivity
to industrialization. Attitudes toward industry will naturally vary among individuals

and even with the same individual over timeé. Individual attitudes taken collectively form
“community attitude,” which is often cited in the literature on location of industry as

an important factor in the final thoice of‘industn'al@sts.l Perhaps, more important,
individual attitudes are transformed through political leadership into a community’s
public policy towards industry, which defines the types and levels of support-the
package—a town is prepared to extend in ~rder to attract and maintain industry. B

-

*

0y

Attitudes, about industry or about anything else, are the product of psychological, social,
economic and historical factors. As a genéral explanantion of attitudes, one of the most .
. tempting courses to follow is to assert that attitudes emerge ineluctably from an indi-
vidual’s concept of his own self interest. Bauer, Pool, and Dexte 2 have, however, care-
fully demonstrated in their study, American Business and Public Policy, the short-
comings of the concept of self-interest when applied to the formation of attitudes and-
_ their role in shaping public policy. In their analysis of the politics of foreign trade,

]
i

.

lwallace, L.T. and Ruttan, V.W., “The Role of the Community gs a Factor in Industrial Location,”
REGIONAL SCIENCE ASSOCIATION, PAPERS AND PROCEEDINGS, Vol. 7, 1961, p. 133-42.

2Bauer, R.A., Pool, L. and Dexter, L.A., AMERICAN BUSINESS AND PUBLIC POLICY, New York:
Atherton Press, 1963. .
Similarly, in studies of voter behavior, the linkage of attitudes to self-interest is increasingly being ques-
tioned. Much provocative research and theorizing has come in the aftermath of a seminal article by
Edward C. Banfield and James Q. Wilson, which presented empirical evidence that large segments of
urban populations consistently show a propensity toward “public-regardingness,” i.e., putting what they
perceive to be the public interest first, at the clear cost of their private self-interest. The propensity
of public-regardingness has been hypothesized to vary with income, education, and ethnicity, cf.,
Banfield and Wilson, *‘Public-Regardingness as a Value Premise in  Voting Behavior,” AMERICAN <"
POLITICAL SCIENCE REVIEW, Vol. 58, December, 1961. g )
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they turned up a number ot cases where businessimen expressed attitudes and even took
actions which were inconsistent with what, from an objective point of view, seemed to
be their “apparent™ self-interest. The authors note three reasons why this could be ex-
pected.!  First, it is unclear who the “‘seif” in self-interest really is. Does the president
of the domestic branch of @ multinational firm view the branch or parent company as
the object whose interests are being looked after? > A similar situation might occur in
the case of a small rural community where an executive’s self-interest (a better expression
might be his tamily’s self-interest) might differ substantially from the interest of his firm.

Secondly. it is not clear what kinds of values are maximized. Industry brings not only

economic well-being but social disryption and realignments in the local power structure <
causing political uncertainty aini how these often offsetting values are weighed in each
individual’s calculus of “interest™ is not easily determined. For example, the mayor of

Mississippi Town acknowledged the large economic benefits in terms of jobs and income that

a new firm would contribute to his electorate, but also fretted that new industry would also
change the racial composition of his electorate. Such a change, by his own frank admission,

was a particularly unsettling factor to him. By careful screening of industrial prospects,

the uncertainty could be reduced but it was unlikely ever to disappear. e
The third and perhaps major factor is information. Individuals may in fact express atti- -

tudes that are based on their perception of self-interest which may be at variance with

their apparent self-interest. The gap between real and perceived interest can often be

traced to inadequate and misleading information. Because there are financial costs and

other constraints that restrict the collection and interpretation ¢f information, it is under-
standable why citizens of rural communities do not make the effort to acquire sufficient

information to appreciate their real interests (subject to the hmltat_lons noted above). .
But it is similarly undéfstar;dable why attitudes based on their notion of self-interest do
not always reflect true self-interest. E __',,/

One of the best solvents for mistaken attitudes is personal experience, which introduces
another diimension to the formation of attitudes. Industry was already a major factor in
the economy of all four towns, and attitudes towards industry can be traced in some part
to their experience with existing industry. There are indications, however, that prior to
industrialization, attitudes towards industry were substantially different. In Mississippi
Town, South Carolina Town, and South Carolina City, the first firm to locate there was
not the first to try. Earlier interested firms had been turned away. because the residents
and local ieaders were convinced that industry was not necessary for the prosperity of

their town which at that time was almost entirely dependent on agriculture for its primary
exports. The success in MlSSlSSlppl City of the first firm, in South Carolina Town and South
Carolina City of the first firms in neighboring counties-the firms in each case had expanded
several times—was at least partially responsible for the transformation of attitudes in this
town. One possible explanation of this turnabout of attitudes is that the performance of

1Bauer, R.A.,Pool. 1. and Dexter, L. A -+ op. cit., P- 474—475) (See also Chapter 9 for a descnption of
criteria of apparent self-interest.}

2 Barnard, Chester, THE FUNCTIONS OF AN EXECUTIVE, Cambridge: Harvard University Press,
1938 -
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the firm and its impact on the town caused the residents to revise their image of self-interest

so that it was more in line with their true self-interest. But there is another ¢xplanation which
suggests that tie presence of industry might even change certain features of their true self-
interest. The theory of cognitive dissonance states that an enforced or imposed behavior often
leads to a revision of an individual’s values. The feature of this theory that has been applied to
economics and seems especially relevant for a study of the industrialization of rural communities
is the notion that attitudes of individuals prior to the arrival of industry can be a misleading
mdication of how thase same individuals would view industry after a period of successful indust-
rialization, | ”

The Nature of Collective Action

In addition to individual attitudes there is another equally important factor that contributes
to a community’s posture vis-a-vis industry and this factor is group action. Attitudes may in
fact be the source for much individual action but in many cases the ultimate goal of this action
requires some form of joint effort with those sharing his views. The idea that men organize to
pursue common goals is hardly new, but until recently more attention was devoted to describing
the subject of group interests while the actual organizational structure of the group was left
largely unexplored.2 Only recently have the works of Mancur Olson, James Buchanan and
others3 shown that much of the success (or lack of success) of groups can be explained by
factors other than intensity of interests, the qlality of leadership and other social and psycho-
locical factors. Mancur Olson has pointed out that *‘the achievement of any common goal or
the satisfaction of any common interest means that a pub'ic or collective good has been
provided for that group’ and then argues that “‘rational. self interested individuals will not act
to achieve their common or group interests.”

b3

In the rural communities in our survey, the problems of collective action come into sharpest V
focus in the various efforts of groups to promote and resist new industry. Despite the ambiguity
in the use of the concept of interests and despite the presence of unique circumstances—most
typically in the form of strong highly personalized leadership—much of the texture which the
interplay of the various interest groups has given to the pattern of industrialization in the two
rural communities can be explained via the “‘logic of collective action.”

l5ee Hirschman, A., ““Obstacles to Development: A Classification and a Quasi-Vanishing Act,” ECONOMIC
DEVELOPMENT AND CULTURAL CHANGE, Vol. 13, July, 1965, p. 385-393, and White, Gilbert F..
“Formation and Role of Public Attitudes,” in ENVIRONMENTAL QUALITY, Johns Hopkins,Press, 1966.
Research has shown that attitudes in the South toward racial integration have undergone a similar trans-
formation once integration is experienced. The experience is found not to be as unbearable as had been
thought earlier. Resistence drops and even values change. ¢f. Sheatsley, Paul B., “White Attitudes Toward
the Negro.” DAEDALUS (Winter. 1966}, p. 217-238. Employers interviewed in the surveyed towns reported.
the same phenomenon with regard to introducing integrated work shifts.

N

~It goes back at least as far as Aristotle who said, “men journey together with a view to particular advantages,
ang by way of providing some particular thing needed for tiie purposes of life, and similarly the political
association seems to have come together originally, and to continue in existence, for the sake of the general
advantages it brings.”” Quoted in Olson, {se¢ footnote 3) page 15.

30lsen, Mancur. Jr., THE LOGIC OF COLLECTIVE ACTION, Cambridge. Mass: Harvard University Press.
1965. Buchanan, James, and Tullock. Gordon. THE CALCULUS OF CONSENT. Ann Arbor: University of
Michigan Press, 1962, Downs, Anthony. AN ECONOMIC THEORY OF DEMOCRACY. New York:

Harper, 1957, March, James G., “The Business Firm as a Political Coalition.” JOURNAL OF POLITICS.
Vol. 24, {October, 1962).
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Olson's basic premise is that optimal amounts of public goods, whether they be economic
goods or common goals, will not be provided through voluntary action unless the member-
ship cf the group is extremely small. When individuals cannot be excluded from the bene-
fits of a public good, they will not act voluntarily to pursue what is logically and rationally
in their own self interest. An exception arises in the case of smail groups where it is pos-
sible that the interest of a single member is so great that he provide for himself, and conse-
quently for everyone else, the optimal amount of the public good.! As the size of the
group increases, the probability that any member or any small group of members will

have a sufficiently large benefit to justify the acquisition of the collective good diminishes.

An important corollary of the basic premise is the argument that groups which can exert
coercion on their members or which provide some separate service which allows them

to divert resources towards the attainment of their collective interest will be more success-
ful at reaching the common objectives of their members than the strictly voluntary organi-
zations. In this sense, a government is more efficient than, say, a union because it can
entorce participation of all individuals who are likely to receive the benefits and a union

is more effective than a club because it can exact payments for dues in order to “‘purchase”
public goods like wage agreements, etc.

By no stretch of the imapipation can all the reiative strength of interest groups in rural
communities be explaine%%wough the theory of collective action but there are important
lessons to be learned by analyzing each of the groups with this analytical framework in mind.

I'There are obviously a ngfnben of other reasons why small groups operate more effectively than large
groups. Teasons which center on the dynamics of inter-personal behavior 1n small groups.

.
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Local Government in Both Towns R \

In many respects, the local government is the most logical group to engage in “industry

hunting” - to enter the “industsy market” - for the community. First, the local govern- S

ment fufills the fundamental requirement for the acquisition of a public good by a group -

the power of taxation. In theory, the taxes raised to finance the attraction of industry

(vither as subsidies or expenditures on amenities) could be distributed among residentsin - -
.some proportion to the benefits received. In practice, of course, actual identification of

“beneficiaries and a ho§t.ot‘~ other legal and institutional ¢onstraints inhibit the appl;cati'on of
the benefit principi}: of taxation. : . Y oo

-

.

.

l

Secondly, and again in theory, the democratic processes of local government should arrive
at a satisfactory weighting of the economic gains and social costs that industrialization may
entail, and allow the community to reach a maximum point on the community welfare
function.!

In the two small towns surveyed, local government did not historically play a continuously
dominant rolein attracting new industry. It was, however, an important indirect factor
through the various subsidy schemes and services to industry. This generalization is less
true in the case of South Carolina Town because in recent years, a dynamic Mayor has em-
erged and become practically the sole force behind the continued industrialization of his
town. His efforts however derive more from his own self interest ~ both altryistic and econ-
omic ~ than from any mandate from his constituency. During the term of office of the
previous mayor, very little active pursuit of industry was initiated by the town government.
Industrialization or *new industry” was not a major campaign issue during any election.
The lack of interest by the previous mayor was reported to be the result of a special relation
which he had with the dorinant and aimost sole employer in the area. The dominant im-
portance of the succeeding Mayor’s personal drjye in explaining his industrial solicitation
emphasis underscores the point that new industry was not treated as a major part of town
pokcy on which the town voters deliberated and expressed their opinions through their vote.

&

The relative inactivity of local government in the industry market is even more pronounced

in the case of Miss. Town where negotiations with industry are thesresponsibility of the De-
velopment Fund, a quasi-indépendent branch of the local Chamber of Commerce. The mayor
‘who has been in office for the past 17 years is open to industry but does not come in con-
tact with industrial prospects until- the Industrial Development Committee has reached sub-
st!antial agreement on the “package” which the town is prepared to offer.

*

The important point to be made is that the-active attraction of industry, i.e., salesmanship.
is not universally treated as a major function of local government.

s -

.
t
A .
7 IForan interesting discussion of the trade-off between social and economic goals in the context of national
L - policy, see: Olson, Mancur, Jr., “Economics, Sociology. and the Best of All Possible Worlds,” THE PUBLIC

INTEREST, Number 12, Summer, 1968
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Thd lack of initiative by local government in Mississippi Town and to some extent in South

Carolina Town can be explained by the activities of two important inferest groups which |
have generally oppo»ed new industry — agriculture and existing industry ~ and have made |
their intluence telt in the policy of local government. These two groups have been most ,74
active and effective in Miss. Town. The followmg discussion will'describe how these and ‘
other groups aftect the industry market in that location, and will then show what differ-

ences were noted in the other three locations.

~Interest Groups in Miss. Town

Most rural towns can look back on a glorious agrarian past and the two towns surveyed are ‘N‘-—-"Q“'-"
no exceptions. One of the notorious legacies of this tradition has been the rural domination
of the political system at both the county and, until recently® the state levels. The rate at .~
which “urban” interests have increased their influence in these bodies has varied according /
to a number of factors, two of the more important being the provision of state laws for re=
districting, and the general economic health’of the area’s agriculture. The differences be-
tween S.C. and Miss. Towns in the historical rate of decline of rural power in county govern-
ment is substantial. Agriculture ceased to be an impdrtant export item in S.C. Town’s
economy decades ago, while Miss. Town is situated in some of America’s most fertile land.
Even with substantial out-migration of farm labor and a drastic reduction in the number of
farmers, rural districts in Miss. Town send four of the five representatives to the county
board of supervisors even though the town can claim slightly more than half the county’s
population. The *‘over-representation” of the rural areas is not just an irrelevant historical
quirk but a zealously guagled privilege whlch serves the interests of a dealmmg minority.
William H. Nicholls has noted that:

“Consideripg the desperation with wmch%;ost county seat towns in the South appear

to be competing for industrial plants, one¥night at first strongly doubt that any an-

tagonism to industrialization remains even in the most rural areas. Nonetheless, in

every such community there are important socio-political leaders who see in both in-

dustrialization and out-migration a threat to their traditionally high social status and

their economic self-interest. Particularly where the plantation organizationof agri-

culture still prevails, the relatively few but politically powerful large planters see in

either out-migration ‘or local industrialization the destruction of the plentiful but

cheap farm labor supply which for a century has been the very foundation of their

economic existence.”!

-

As the chemical and mechanical revolution continues to reduce the demand for unskilled Y
labor, the competition Nicholls alludes to has shifted to the scarce factor — skilled labor.
The Chairman of the County Board of Supervisors in Miss. Town, a leading farmer in the
area, argues that what the county needs is a prosperous agriculture balanced by the “right”
xind and the “right” amount of industry. He admits that tractor drivers and mechanics
are hard to come by and that industry mot only in his county but throughout the region has
made serious inroads on the supp[y of trained labor and that the wage level and conditions
of employment, in agriculture i.e., monthly salaries and some form of year-round employ-
ment — aré largely due to the demonstration effect of surrounding manufac tlé;rmg firms.
-

-

lNu:holls, W.H.. SOUTHERN TRADITION AND REGIONAL PROG‘RESS Chapel Hill. University of
North Carolina Press, 1960, p. 125



Although the county makes a contribution to Miss. Town’s development fund, the primary
objective of county government is to assist the development of agriculture. If the E.D.A.
Over-All Economic Development Plan (OEDP) is a good statement of county goals, as
determined by the rurally controlled county government, agriculture Llearly receives the
first priority: .

“The major problem in regard to industrial development in the county has been and still is
the problem of maintaining a proper balance between agriculture and industry. Smce this
is primarily an agricultural area, it is imperative that this balance be maintained.”

One of the obvious proposed solutions to the growing‘conﬂict of interests between the town
and the farmers has been a type of industry that would serve both interests. Fhe OEDP
limits its discussion of long term industrial plans to a variety of agricultural processing in-
dustries which would raise both the incomes of farmers and the employment opportunities

of community residents. As late as 1967, the OEDP notes that “caution as to further indus-

trial development at this time has been voiced by some who fear industrialization is moving
too rapidly”. And later concludes that, “A closer working relationship between farm repre-
sentatives and businessmen in an effort to maintain a desirable balance between agriculture
and industry is needed. This can be done by carefully analyzmg the situation from year to
year and planmng a¢cordingly.”” The key questlon and one~o which the OEDP provides few
answers, is what constitutzs a “desirable balance”. The framersof the plan for Miss. Town
suggest strongly that whatever the absoluie size of industry, its composition should be
weighted heavily towards agriculture.

1
In summary, the agricultural bloc that is largely responsible for what one might call the eco-
nomic policy of the county ishot rigidly opposed to industry but has simply leaned heavily
agallt the winds of change. Their traditional way of life is challenged by the competition
that industry prom t only for the scarce resource but also for the social and political
status which they inheritell from the past. There have been few schisms within the agri-

« < cultural bloc with regard o industry and their solidarity has been a m§jor factor in the power .

which they still exercise in local policy matters.

The farmers of Miss. Tows have found themselves in a curious alliance in their efforts to
promote an “‘orderly and balanced” growth of industry. The industries which have located
in Miss. Town have tended to reihforce the farm bloc’s resistance to industry, although in the
case of industry, the political and social factors are not nearly as important as the economic.
As described in earliec.chapters, plant managers, typically regard their labor markets as having
fixed supply from which firms would draw their labor force. Thus, there is a fear that new
industry would either drive up wages or so reduce supply that special efforts would have to
be launched - e.g., advertising, special training - in order to replenish normal plant turnover
and provide a base for expansion. There are at least two other important reasons why the
prant managers in Miss. Town do not welcome new industry.

First, the absence of unions was, and still is one of the primary attractions of the Miss. Town
area and any increase in the number of firms increases, from the managers’ point of 3iew,

the probability that a nearby plant would be unionized. Proximity to a unionized plant is
apparently a cause for concern by plant managers of non-union plants as they must redguble
their efforts to screen prospective employees and monitor employee morale.
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Second. an increase in the number of fim\s in the community dilutes the bargdining power . |
of the older firms with local government. Where the farmers tended to influence local govern- f\
ment policies through control of the county political machinery, local industry prefers to
remain outside Jocal politics and mdl;e%hese preferences known through-informal contact
with the town. The primary industry in Miss. Town can back up its exp fssed preference )
on new industry with threats of eventual relocation, expansion in one of the other plants
scattered about the South, or cpen hostility to the new industry. Because of the tacit
agreements -~ *‘'no raldmg pacts” — which are prévalent among industrialists in small com-
munities, such a threat is both credible and effective.

%
In Miss. Town, the non—participatic}'fl in local government by industry management stems
from a number of factors. First, managers >advancement in the firm ig tied to performance
on specific matters relating to the operation of th€ plant - such as probnction targets and
costs — and only indirectly on such matters as public relations. Good performance by man- y
agement will be rewarded by promotion which will most likely move the executive out of - -
the community. As the director of one of the local community action programs put it, -
“They (management of local firms) don’t want to make any waves” and therefore discourage
participation in local politics, or even in the guasi-political groups such as his own board of
trustees.

In summary, the firms of Miss. Town and in particular the dominant employer do not see
that their self interests are served by more firms in the community. The grounds for oppo-
sition dre similar to agriculture but the means of exerting their influence is different. Con-
siderable use is made of their special relation with the town. This special relation was teste
only once and the result was a significant strengthcmng of industry’s position. The town {,
brought new industry into the community without prior notification of existing industry.
Unfortunately, the new firm shortly went bankrupt, leaving the cityowned building without

a tenant and the city with no income to retire the bonds. With the town in such a precarious
position, all efforts to attract industry were carefully checked with the dominant employer
and eventually a tenant was found that met with both the town’s and the dominant industry’s
approval Not surprisingly, the new tenant’s labor force is made up almost entirely of men,
while the primary industry’s labor fprce relies heavily on female labor. Indeed, shortly after
location, the new tenant was obliged to undertake an unexpected major expansion from 150
to more than 400 employees. Even though severe labor problems were experienced and very
high job vacancy rates persisted, the new industry never once turned to the obvious abun-
dant labor gource - women, though the plant manager admlrted that 50% of his jobs could
be filled by women. Thou nformal the *‘no raiding pacts”are honored even at great cost
to the new industry.!

.

Interest Groups in S.C. Town =~ - \. o

The major difference between S.C. Town and Miss. Town lies not in the types of interest
groups but in the degree to which their behavior influences loeal policies. Fhe established »

\../ |

=y

1Intex’estmgly also, the Employment Security office also honored the pact by abstaining from torwar(&ig i’

women or even to advocating their hire.
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***** ~Hirst, the system of Tocal'and county politic ides the mayor of the town with a much
higher degree of autonomy and freedom from control by the county’s rural areas than in
Miss. Town.

, \zgcond. there is no longer a dominant employer in the area. Once there had been, and then
e situation was very much like Miss. Town’s, As discussed garlier, the previous mayor was
known as a “‘company man” - beholding to the dominant employer at that time. During his
* tenure, no new industry was established in S.C. Town. The election which brought the
current pro-industry mayor into office did not pit the pro-industry forces against anti-industry
forces but rather covered a number of issues. In this sense, the outcome qf the election was a
stroke of luck instead of a successful campaign for those who stand to benefit most from in-
dustry. This points up the importance of the role of leadership in small communities, where
mayors can transform sleepy towns with industrial potential into gro‘v(i;lg, viablg commun-
ities. In the case of S.C. Town, the mayor has an abiding interest in industrial growth whi
- has its-roots not in an expressed mandate from his constituency — industry wa¥ not a ¢cam-
’ paign issue — but rather from his own convictions. These connections are based on a con-
scious act of altruism, but they also serve the Mayor’s economio self-interest.

In summary, the current prospects for industrialization in S.C. Town are neither constrained
nor reinforced by the activitiés of readily identifiable ingerest groups. Current “resistance”
to further industrial growth has consisted for the most part of grumbling by established in-

dustry and refusals to make contributions to major special projects which the mayor initiated. -

The absence of major resistence by the firms, which now number more than six, seems to
verify Olson’s conclusions that when a public good - in this case the exclusion of industry -

\7 is being provided through voluntary action, the larger the size of the group, the less likely
the prospects for success. |

-

Miss. City and S.C. City ‘ S

stantial opposition from the two groups which were actively r¢sisting the industrial growth
of Miss. Town and S.C. Town. While a wide variety of factors can be advanced to explain
why groups 6pposing industrial growth did not occur, or at least did.not succeed, severak
circumstances surrounding the growth of industry in Miss. City and S.C. City shed some
light on the problems of industrial growth in the two rural towns and especially the relative
disadvantage that they face with respect to the power of interest groups.

The two adjoining growth centersfhave experienced large increjses in industry with little sub-

First, both cities have long had a diverse economic base in which the trade and commerce
* sectors were well represented, Conversely, agriculture hever played, in relative térms, as

large a role as it did in the surrounding towns. In bogh cases, the reaspns for development

have unique explar[at'i'gﬁs which do not provide a basis for generalization. In general the
established industries‘enter into community life rather than remain on the outside as eco-
nomic enclaves. Several large industrialists in both cities are active supporters of new indus-
try because it will serve their town. They recognize but accept that new competition will

“draw down the supply of low wage labor in their effective labor market area.
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The commitinent of the cities to industrialization has not always been so open, however. In .
the 1940’s, S.C. City, then” dominated by agricultural interests, rejected the approach of at - |
least one major industry which was contemplating location as the first major firm, The dom- )
inant families in the county feared a disruption of the status quo and of their guthority. ' o
Since those families also were heavily involved in the commercial activity of the city, they

were able to prevent the commercial sector from acting asa cd’untervai]i‘ng interest group

committed to industrialization. In Miss. City, the dominant partician family also fought

efforts to bring in industry lest the *‘way-of-life”” be destroyed.. But the banking and com-.

mercial interests of Miss. City were composed of people’independent of the traditional Jand-

owning families and able to act:on their ownto bring in industry. Sinice Miss. City was a

Mississippi Riverboat town, built after the Civii War, it had u cosmopolitan spirit open to

change. As a result of the devastation of the Civil War, Miss.-City had only a few wealthy .
families who could appeal to tradition as the source of legitimacy for their influence. Such pd

. families were never able to control the development of the town as had the land-holding g

families of Miss. Town and S.C. City and Town. The population grew rapidly but was appaf- >
ently characterized by a large turnover and many non-Mississippi natives. Boat construction\ .-,
shipping, banking, and commerce were the major economic activities of the City from its
founding - in contrast to S.C. City. Representatives of this group dominated city politics -
through an entrenched political machine. They recognized their self-interest in industrial-

ization and had the power to promote that self-interest. Two large timber-related industries
located in the city at the turn of the century. They gave the city a touch of industrialization
which no doubt shaped attitudes long before the city made"s conscious decision to seek

industry in the 1940’s. The leadership of neither firm made an effort to oppose further in-
dustrialization even though one firm had managers in positions of political influence. In

short, a number of factors coalesced in Miss. City to provide a political inﬁasn'ucture amen-

‘able to industrialization.

What changed the political climate eventually in S.C. City was very sim;i»lar in some respects

to the pattern in S.C. Town; the changeover in S.C. City merely occured earlier. This sug-

gests that the' political commitment of an area to industrialization may in part be a pheno- s
menon of h;s/torical evolution. First, the younger members of the families in the ruling pow- /
er structure who returned to the towns after their educations had attitudes very favorable to °
industrialization. Higher education functioned to socialize these young people to norms

closer to those of their national community than those of their parents. Second, a neighbor- -
ing county with fewer natural economic assets was alfle throygh pure aggressive salespanship

to bring in an industry, which served as a demonstratdon in industrialization to the resisting

town. The gains in income, tax revenues, and status of the neighbdring county eVoked de-
mands to get the home county some industry of its own. Third, with the passage of time,

the ruling elders hostile to industry died off or were forced by age to retire from their de-
cision-making roles. Their successors were their better educated children, if they had not

left the town, or more frequently the representatives of the commercial or banking com- o
munity.

L

-

., 03 .



r..

" A few remarks which are highly related to the previous topic should be made, pointing to

LEADERSHIP ‘ SR . o

the importance of public leadership. EDA field represéntatives often cite cases of towns
whigh could obtain federal funds and new industry if they had leaders with-the energy and °
skill necessary to analyze the town’s needs and to *sell” its needs and virtues to industry and
to government. As the section above on industry location points out, a town such as SC.
Town can rapidly expand itsindustrial base, even in the absence of glaring comparative ad- )
vantages vis-a-vis neighboring areas, if leaders emerge who can become activist “salesmen.”
Yet, the salesmen also needs at his disposal someone who can write plans and programs.

The need for a full4ime planner in any town hoping to receive federal funds is evidenced by
the difficulty often encountered in merely completing federal applications. This, in the
opinion of the research team, is a most important determinant "whether a town will be
able to significantly supplement its own scarce resources.

More expertise is also needed in the community if the problems of unemployment, education,
“health, housing, and pollution are to be correctly diagnosed, and effective programs devel- .
oped. ‘Such expertise can come through supplying full-or part-time planners, or by trainjng
* current leadership in the community. Many private; organizations-banks, newspapers, law
firms, rural electric cooperatives, municipal governments-could be interested in sponsorifg
members for such training. As areas begin to industrialize, these groups recognize their in-
ability to cope with some of the problems, but they don’t know' where to turn for gssistance.
Another source of expertise that remains unutilized, even where available, is the educational
institution. The college in Miss. Town has very little contact with the Town government and
its faculty plays little rolé in civic affairs. Ycﬁhe potential is great. It is highly desirable to
find some way of creating interest on the part of such tolleges and portions of their faculties -
in industrialization and community development. ’
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Conclusions - Interest Groups ’\

Following Clson’s analysis, towns are the logical unit to attempt to influence the decision to
locate. This is hardly a new tonclusion, since much of the literature on tax subsidies has
beeinl based on this assumption. However, the failure of towns to grant substantial subsiflies
has been attributed to restrictive laws that limit the levels and types of subsidies and the
means by which they can be financed. Moes, argues,! for instance, that the subsidy to indus-
try should be borne in large part by the unemployed immobile resource — i.e., labor — who
will benefit from the new employment offered by new industry. Ss¢vies on wages for this
type of subsidy would require numerous revisions in state law. N
Oug,survey and analysis of four towns empha51zes another set of factors which can account - ¥
for the rather patch-work array of devices that are used to attract industry. First, there may
be traditional interest groups ~ e.g., agriculture — who stand to lose from increased competi-
tion at the political, social, and economic level, and who yield considerable political influence
in local government. Second,jin some cases the decision by the local governinent to attract
industry is seldom made independently of the wishes of established mdustry While in theory
the immobitity of capital wquld seem to limit these industries’ bargaining powers, in practice
their influence can be considerabole and is often derived even without part:c:batmg in the
local pohtual process. L
E
These generalizations do not apply‘uniformly, to all sma¥ rural communities but we feel that
the two towns studied in depth are representative of two types of small towns which differ
significantly in the power which interest groups wield in shaping the course of industrial
growth. S.¢. Town has a relatively large number of small enployers and the county “‘farm
bloc™ was broken years ago due to rapid decline of that sector in the county’s economy.
Miss. Town has a small number of large ‘employers and a strong rural influence. New Indus-
trial prospects for Miss. Town are screened informally byd8oth these groups, a phenomenon
that does not operate in S.C. Town. Both interest groups in Miss. Town realize that they
cannot stop but only slow down growth of industry. ;

& N .
The framework for a study of interest groups provided above could not be “‘tested” in any
statistical semse, but the data available is consistent with its.major premises. Attitudes toward
industry which exist in small towns can) be traced back to a number of factors - the notion of
self-interest is a useful tool, subject to the limitations outlined above. The groups which did
attempt to attract or resist 1ndustry were thwarted by the fact that industry is a public good
and collective action without a!y form of coercion is likely to end m suboptimal amounts of
the pubhc good. |
!
e experience of the two towns, especially when Lompared with that of the two cmes sug-
gest‘that the analytical framework which has emerged in the studies of comparative national
pol ical development and modernization might have useful extensions to the study and plan-
ning of regional and local development: Among the factors that could come to bear are: the
rale Jof education in socializing elites, gerterational and interest group conflict. the demon-
ion effect of economically advanced political-geographic units, etc.

Mags, John E., LOCAL SUBSIDIES FOR INDUSTRY, Chapel Hill: Unijversity of North Carolina Press, 1962.

51

0065




. . s

.GROWTH CENTER CONCLUSIONS ) .

The foregoing test of whether growth center criteria apply to the small towns and dévelop—_’ 7
ment enters studied has reached several conclusions which are used in Section.V to eval- j *
uate E.D.A. strategy towards development centers and small towns.

1. No town or city studied possessed all the growth center chara
for. Several patterns emerged, regarding ‘‘mixes” of characteristics. Generally, the two
smaller towns have showed ability to attract industry of reasonably)impressive growth and .
wage potential. Industrial growth has not caused a prl) ortionate development of a commer-
“cial sector, although forces independent of industry hage achieved it in one town. The towns
are not particularly dependent on significantly larger towns from a commuting standpoint,
but rely to some extent on a superiority in the larger cities of certdin public services such as
hospitals and medical specialists. One of the small towns, on the other hand, attracts a
significant amount of commuting, and commands a sizable labor market. Both towns have
contributed to a decline of put-migration from their districts.

. | ) U \
2. In terms of “‘autpnomy™, or *‘seélf-sustaining™ growth, it would appear that the s
small towns are *‘seif-sustaining™ in terms of controlling a labor market, and less so in commer- -

cial (retail) activities. (Industrial inputs are largely imported and processed, and the outputs
exported. In this sense, the towns are certairlly not autonomous, but it could be argued that

this criterion would.allow few cities anywhere to be called autonomous.) Public service pro-
vision is a fuzzier area, and two major pieces of *‘non-autonomous’” evidence emerge: first,
although all basic services are provided by the town, residents travel to larger cities to see
specialists and to obtain “cultural’ types of services: second, as will be detailed in the next
section (II), residents do not share equally in services, and therefore it can be argued that .
outsid'e assistance is required. -

.

k% Although a historic advantage in quantity and quality of pulblic and commercial
service provision is possessed by the larger cities, there is no evidence that an efficiency advan-
tage exists of a size to warrant allocating all resources to larger cities. Many of the impediments
to the development of capital markets and commercial sectoes are largely institutional rather
than etonomic.

4. The interest group structure in a small town is capablé of fostering or impeding
growth. Since each group has a different vested interest in th benefits, of industrialization,
the larger the number of powerful groups in a community, the more difficult it is to reach a
concensus on a ‘‘progressive” town policy. Larger cities do not face as sérious a problem in
this respect because the power of interest groups seems somehow to be diluted by size of
city. This dilution can occur, however, in much smaller towns, as seen in S.C. Town.

5. A nrilti-function center, as described in this section, is likely to develop only
if strong leadership emerges in the center. In addition to this requirement, the growth wi}l
be fostered by a labor-information-structure that is sufficiently efficient to make industry
aware of labor market potential. The same system is capable of keeping local government
informed on the demographic profile of-it$ poor. -
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1. INTRODUCTION

The preceding sectiog has concjuded that some small towns possess certain growth center
characteristics while not.possessing others, and that such towns can act as multi-function
venters, Several weaknesses present in sma!tl)owns are identified, and suggestions for en-
couraging growth are given, with reference Yo remedying thése weaknesses.

'
.

In evaluating a growth center strategy. 1t is next necessary to analyzc EDA’s goals and

policy instruments in light of growth center development. This will be done*throughout
Zactions 11 through V: this section will begin by examining the distributioh of the benefits
of growth in the towns studied, highlighting problems ~ncountered: EDA’s goals are an -
acceptable unemployment rate and per capita income level in presently below-standard areas.
If the assumption is made that a relative concentration of effort on a center will result in the

. growth of that center, it still remains to determine what the effect of the growth will be on

the employment and low income problems. This section will concentrate on the problems
remaining in relatively high growth towns.

UNRECORDED WORK FORCE POTENTIAL IN FAST-GROWING SMALL CITIES
-4

Despite the rapid growth and industrialization of the towns and cities studied, there appears
to exist a segment of the population which is not now employed, portions of which would
be available for work under different local conditions. The indicator of employment con-
ditions most heavily relied upon by both fegderal and state agencies, which is the estimate of
unemployntent made by locaj offices of the State Employment Services (ES). does not
reflect the full extent of an area’s unexploited work force potential. This potential can be
summarized in four categories: Underemployment, unemployment according to the local
office estimate, non—participantg. and those not counted. Underemployment, unemployment,
and non-counting are very briefly mentioned below, with some examples mentioned. Non-
partici;’tion is discussed in more detail, because of the importance of work force participation
to an area’s potential for industrial growth. (Section 1 has already discussed the contribution
of labor force to growth.) We wish to stress here that the following observations on work
force potential and on procedures forlrecording it are based entirely on observations in the
areas studied. These areas are suspected of being reasonably representative of the better
southern rural areas, i.e. those with the least severe employment problems: this analysis. how-
ever, does not claim to prove this, but merely to provide examples of the problems of recordjng .
and publicizing a labor force. . ’ /n
1. Underemployed - Two common examples of underemployment are:

a. Part-time work - Many working days are lost due to the seasonality of rural jobs.

. Though many would like to work in the off-season, they are considered employed.

Also, many take part-time jobs all year, as full time jobs are unavailable. *

b. Work at Lowsr Skill Level - Many workers who are employed cannot find jobs at skill

. ¢ levels at which they have successfully performed in the past, and so work at lower-
skill jobs. ’

2. Unemployed by traditional definition-The local office of ES currently asks a sample.

“‘Are you employed?” and “‘Are you actually seéeking work?” This procedure. as observed

in the study areas. probably understates the potential work force for reasons other than
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non-consideration of underemployment. nonparticipation, and noncountink_Thesc reasons
include survey techniques limited by size of sample and size of geographic ardy surveyed:
survey effectiveness declines with respect to ppulation residing outside the cify limits, and :
this rural population is & partuular)y—mportan onent of work force potghtial. -
" 3. Non-participants - Non-participants are those: are not seeking w
seek work under better conditions. People in this category include, but are got limited to:
a. the worker who has been unemployed so long that he stops looking - an important
factor in Southern rural areas.
b. the housewife who is not looking for work, because she knows no jobs for women are
available at wage rates worth the sacrifice of her domesticity.

4. Uncounted - An additional preblem in rural areas in that a number of the hard-core
unemployed are not counted, particularly blacks. Rudolf A. White, in the Mississippi
. Business Review.| estimates that 0% of rural neg{gy males are uncounted.

The importance of the size of an area’s labor force to the area’s growth potential has been
discussed. Since the areas under study have only recently transitioned from a largely agri-
cultural to a primarily industrial base, it may be reasonable to expect labor force participation
in these areas to fall short of the national norm. To test this assumption, it is possible to apply
national participation rates by age and sex (derived from the national population and labor
force distributions) to the local population. The result is an estimate by sex, for various age
groups, of how much greater or less than the national average is local labor force participation.
Where local participation is below the national average, this is a rough indication of an unex-
ploited potential work force. This calculation has been made in Tables All-1 through AII-7

in Appendix II; the resulting “estimated labor force” (full potential) is compared in these

tables to the local ES office work force estimates from 1960 fer three of the towns and all

of the counties. This rough n.zthod of estimation should be viewed with respect to the

" foillowing qualifications:

1. The southern rural areas studied are bemg compared with a nationaMNaverage. This is done
with full realization that labor force pamcnpatlon is a concern in many areas of the country
other than the South, so that the “norm” by no means represents thé ideal.

2. The data used is from 1960. (The only relevant data available since 1960 for these areas
consists of estimates of total population, without regard for sex, age, or race.} Although
it is realized that subsequent migration trends and changes in employment conditions may
have altered the 1960 picture, these estimates are given in order to illustrate work force
conditions which have.prevailed for at least a portion of the last decade of industrialization;
only a rough indication is given, then, of the potential inadequacy of the locally estimated

unemployment rate as an indicator of work force potential.
£ .

Iwhite, Rudoelf A., “The Current Procedyres to Substantially Undcresn&tc Unemploy ment in
Agricultural States - The MlSSlSSIppl Picture.” MISSISSIPPI BUSINESS REVIEW, April, 1967, Vol 29,
No. 10, p. 9.

0069




.

Tables All-1 through All-7 in Appendix 1l indicate characteristics fg:the overall population
by age and sex, without respect to race. The tollowing comments summarize some character-
isti¢s appearing in those tables which could be misleading if the racial composition of the
areas studied were not kept in mind. After these brief comments, the Negro population will
be considered separately; the extent to which Negro non-participation influences the following
summary statements will then be seen. Without respect to race, the tables in Appendix I
would in ficate, first, that labor participation rates among men are less than the national
average: second, that participation rates among women are generally higher than the national
norm: third, that older workers have disproportionately high and younger workers unusually
low participation rates.

Turning from towns to counties, participation rates become noticably lower, probably due to
inadequate transportation, declining agricultural employment including tenant farming. and

a paucity of industrial job opportunities in rural districts. Men, in the four counties, in all
age groups have participation rates lower than the national avera§e. Low rates are most com-
mon among the younger workers, 15-34, with clder men aimost reaching the national norm.
Participation rates among women in the counties are less easy to understand. Without excep-
tion, girls 15-24 are lowest while those 25-34 are among the highest.

Negro Nonparticipation

The work force participation characteristics of the overall population are heavily influenced
by the characteristics of a large Negro population. Although the areas studied vary substan-
tially in their dependence on agriculture, the transmon from agriculture or dther nonindus-
trial pursuits to industrial employment significantly ¢ontributes to the magmtude of nonpar-
ticipation, and Negroes were observed in the study areas to have more difficulty making this
transition than whites. If the proportion of the labpr force involved in agriculture has been
large, aind especially if the percentage of Negroes in agriculture’has been iarge, displaced ag-
ricultural workers have had a large effect on the labor participation rate &f the county be-
cause of both the time lag and the large number of persons involved. This phenomenon was
generally most noticable in Mississippi where the Negro agritultural employment exceeded
75% of the total rural labor force in 1960.

Data insufficiencies make an age-sex breakdown similar to that above impossible for Negroes
alone. However, a rough index of the potential for further employment in the black popu-
lation is available, using the methods outlined in Table -1, whi-h utilize the same application
of national participation rates as was explained aboave and shown in Appendix II. The esti-
mated nonparticipation is combined with locally estiinated unemployment to provide an
“unemployment indicator.” which, better than the unemployment rate alone, estlmdtes the
potential avatiability for jobs of the presently unemployed.
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Table 11-1 shows that blacks in the areas studied participate in the labor force at substantially
less than the national rates for black persons. The ane exception to the fow participation
trend consists of women in the towns, whose participation rates:are slightly higher than the
national average. Women in the counties, and men in both towns and counties, have uniformly
meager participation. A significant difference between the two states is evident in female
unemployment. The uemployment rates in thg Mississippi areas are double to triple those in,
South Carolina. No similar distinction between states can be made with regard to male
unemployment. Rates are higher than might be expected for blacks in the rural South only

in the S.C. City and County. _
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Trends Since 1960 - Total Populations

+ 1 3
Local estimates of 1965 total populations, although rough, suggest (but cannot substantiate)
an increasing participation rate over the five year period. In S.C. County, the population
increased 8% while the labor force grew by 17%. In S.C.T. County, the actual population
dropped about 4%, but during the same period the labor force increased in size about 5%.
In M.C. County, whose population grew by only 8%, an increase in the labor force size of
only 3% is seen. The exception to this pattern is Miss. T. County, which exhibited a growth
in the labor force of only1.8% with a corresponding rise in ovefail population of 7%.

As would be expected, those counties which showed the largest increase in labor force par-
ticipation over the five year period also had the lowest percentage of persons engaged in
agricultural labor. S.C. City, which exhibited the greatest increase in labor participation, had
the smallest proportion of its labor force in agriculture during 1965, (representing only 11%
of the total labor force). S.C.T. County, showing the second largest rise in labor force parti-
cipation, had the second lowest proportion of persons engaged in agricultural labor, at 16%s
M.C. County had 19% of its labor force engaged in agriculture and the third largest gain in
labor force paiticipation rate. Consistent with this iverse relationship, M.T. County had ¢
35% of its labor force engaged in agriculture, and exhibited a decline in its labor, particination
rate. Apparently, many of those individuals (mostly Negro) who are displaced from agricul-
ture failed to obtain jobs in the non-agricultural sector. -

!
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REASONS FOR CONTINUING UNEMPLOYMENT AND UNDEREMPLOYMENT

Interviews with local employment service offices. state and f?deral training programs, and with
community leaders, conducted in the four areas studied, indicate that unemployment, underem-
ployment. and non-participation in those areas remain higher than the national average. Possible
explanations for the existence of these conditions despite the substantial growth of industrial
employment in the areas include the following. .
~ s

First. a new plant provides jobs not only to resideiits of the town in which it locates, but also
to residents of surrounding counties. Second, jobs can be taken by new entrants to the labor
force within the town. Third, the firm can}rﬁlg with it employees from outside the region.

14

Many mdmdua‘ls who did not have jobs when industry first located still did not have jobs

years later. despiteithe great number of industrial jobs created. This ‘*hard core” s passed by

in favor of the labor sources mentioned above. Many others get jobs but do not experience

income increases comparable to that of the average mdustnal employee in the community. +
Reasons for this are discussed here under four topics: *lower productivities of less-skilled

labor; a disparity between skill needs and hiring standards, and related problems within the

employment structure: racial discrimination: and problems of acculturation, health, and

particularly education.

»

The following discussion is of only the conditions noted in the four study areas. Comments on ~/
employment practices result from interviews with plant managers and others. The conclusions
drawn cannot be a%sumed to apply to all southern rural areas.

-

- 1 3

61

0074



g

Management’s Experience with Rural Labor*- Low Productivity

An\nalysis of the location decisions of firms and their subsequent hiring practices is reveal-
ing regarding management’s expectations of the labor market. There seems to be a strong
tendency by corporate decision-makers who locate new branch plants in rural areas to expect
that laborers at both old and new jocations will have similar productivities. The difference
in wage rates is therefore not seen as a reflection of different labor force marginal product-
ivities: the entire decrease in wage payments is envisioned as an addition to the potential
profits of the firm. '
z .

A worker’s productivity in any given task is actually a function of:

(1) The inherent personality, physical attributes, and intelligence of the worker.

(2) The amount of imbedded capital investment which the individual brings with him
when he first comes to an employer: this investment may be in the form of education,
health care, and socialization given him by his parents, the society(.?\d by other firms.

*

(3) The amount of on-the-job or formal training given the worKer by his employer during
the course of his new job. ’

(4) The amouny of supervision given the employee so that he iSnot as dependent on his
" own skills, judgem&t, or discipline.

(5) _ The fixed capital equipment and operating routines which apply to this job.
Firms considering new locations have often assumed that factors 3, 4, and 5 will remain the
same in any new plant operation. They then have assumed that the worker who comes to
them, whose productivity at that point is determined by factors 1 and 2, will be similar in
almost every way except wage rate to the workers they obtain at their present location.
Even assuming that the two groups of workers are comparable in terms of factor 1, this
assumption by rmanagement overlooks many tritical facts.

"

First. workers in smalier southern towns are coming from rural :ettings and are not used to
reporting to work évery day at regular hours, or to working 8 to 10 hours in a highly dis-
ciplined factory situation with regular demands being placed upon their behavior by a

machine process. They are not accustomed to working in a confined shelter with loud .
noises, the constant presence of supervisory authority, and the socigl necessity of interacting )
constantly with fellow employees amidst tension and pressures. Madny of these workers are .

.. poorly trained by the managers’ standards in personal hygiene. Workers’ value systems, and
therefore responses to wage and promotion incentives, may also be different. The phen-
omenon of backward bending labor supply curves in response to wage changes is a regular
(reported) occurrence.

o - . .

Second, the average prospective worker will have far less formal schooling than the average
current employee, and the quality of any amount of formal schooling acquired by a pro-
spective worker will be far lower than an equal amount of formal schooling acquir«d by the
average current worker in the previous location. This lower level of education will in turn
produce a lower level of basic skills (literacy, verbal ability; math, etc.) and thus a lower
capability for learning on the job, for absorbing formal training by the firm, and for job
performance. ) :

Third, the prospective workers will bring less job ¢xperience and training with them Where
local economies are only beginning to industrialize, there have been few opportunities for
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workers'to gain training from other finis. The informal skill development of the worker at
home may also have been meager. due to relutive untamiliarity with mechanical processes.
. »
. . " ‘
Fourth. low incomes and public expenditures indthe prospective area have left the health
care investment in the prospective labor force much lower than at the first location. Pro-
spective workers will iniss more days of work duc to ‘illness. be I®®able on the average to
stand the pRysical and mental strain of the job. and be more likely to be too short, wé:k,
poorty coordinated. or mentally dull to perform a task expected at present of the average
worker. Such physical and mental infirmities can be counteracted by higher motivation and
willingness to work. but remain important for many kinds of jobs.

Fifth. the historic discriminatory structure of Southern rural society has produced dis-
parisies in the socialization. quantity «nd quality of education, job and home training. and
health conditions for blacks and whites. which may be as great as the regional disparities
between the current and prospective work forces. The discrimination has imposed an extra
burden on the black phrtion of the prospective labor force in terms of psychological adapt-
ability and ego identity. which directly influence labor’s productivity. Numerous reports
were given by well-meaning Northern managers in Southern firms of blacks whom they had
tried to hire or to upgrade to'supervisory capacity. who had failed because of their lack of
cbnfidence or ability to adjust to the tensions of interacting with whites.. For whatever
vauses. too many of the black workers with sufficient basic skills tend to react in extremes—

" either becoming very submissive and dependent (and thus of limited use to ap employef for
upgrading) or becoming antagonistic (and thus creating problems in terms of potenttal fric-
tion with other employees or with management itself). . .
Management. then. tends to make the location decision ignoring the ditferences in labor
force quality. This leads to disappointed expectations. and an over-simplistic attitude toward
work skills and attitudes. Managers™inadequate understanding of human capital is accom-
panied by its psychological and intellectual resistance to change, Organizations tend to resist
changes in routines that have worked successfully for years: individuals dislike the tension
that comjes with adjustment to new situations. The customary inertia of organizations in

< changing to meet new conditions is sufficient to retard adjustment by firms to the novel labor
conditions at their new location. The difference between a good And a bad manager may be
that the former can understand the source of new problems and qdickly and frequently
adjust to such change.

"Options Ope\n to Management in Using Rural Labor

The tirms have seven basic options for coping with the problems of their rural labor force.
These options are:

l.  Train the labor formally to upgrade its sklll potential. This ttaining can be job spec-
ifte (e.g.. training a low-skill operative to do a higher skilled welding task) or for generalized
higher skills (e.g.. training a low-skill operative to be a mechanic or electrician capable of
doing any one of several high skill tasks). or basic education (e.g.. tgaining an operative in
arithmetic so the worker's trainability for highet skills isincreased.) The training can be full-
time. for part of the working day. or during evenings in Lonjunutlon with other productive
activity by the worker during the work day. The training can be provided in-house or in .
collaboration with some outside agency. whether the local schools. a technical institute. CAP
program. or CEP or other Department of Labor program. The training can be subsidized.

)
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merely ercouraged. or demunded by the employer. ;
2. Provide more on-the-job training to labor having the skill potential but ldekmg exper-
ience. On-the-job training involves putting an inekperienced man, having the minimum

aptitude requirements for a job. directly to work to learn the skill while on the job. The firm

. then closely monitors the worker to miniinize the cost of his errors.

3. Change the labor mix, substituting superv)isory personnel for operatives. Management
is able. if it desires. to increase the amount of supervision on the job and thereby reduce the
amount of knowledge and aptitude a worker must have to be productive. This substitution
is different from tiie increases in supervision which would obviously be necessitated by for-
mal or on-the-job training (Options No. 1 and NG. 2) in that the increasedssupervision here
is permanent. With direct or ofi-the-job training, the employee eventually becomes suffic-
iently knowledgeable and ckilled that increased sup?rﬁs&ngo longer needed.

4. Introduce new machinery and operating procedures rejuiring a lower quality of labor
input. ' “ . *

The difference between Options No. 3 and No. 4 is that in No. 4 substitutions are made be-
tween technology and labor, while in No. 3 substitutions are made between education and
labor.

5. Import higher skilled or better educated labor from outside the region.

6. Impose high hiring standards and pay a higher wage to get the kind of productive
worker desired. .

7. Accept a rate of productmty lower than had been anticipated, and not attempt to
adjust productivity back to the norms of the previous plant location.

The response of firms in the towns studied has usually been some compromise between train-
ing, increased supervision, higher wages, and accepting lower productivity. Firms would tol-
erate only marginal wage increases, so that option was not particularly exploited. Since super-
visory persennel were as hard to come by as skilled workers, the options of direct training and
permanently substitiiting management for labor were restricted in exploitability.! The siz-
able regional difference in wages made it feasible for imnanagers to accept a lower rate of prod-
uctivity, but not without complaining. The most frequently exploited option, however, was
on-the-job training. The “buddy system” was generally implemented whereby a new worker
learned from an older experienced worker. Increased temporary supervision was provided
but minimized. The chief cost to management was the rapid turnover of hirees who didn’t
make the grade.

e

I This scarcity is cited not only by firms in the towns, but even by firms in S.C. and Miss. Cities. One firm
in S8.C. City complained that it was unable to open a new production line which would employ some 40
unskilledlaborers, for want of a few good middle-level supervisors to oversee the line. The firm had dis-
covered years befo%hat by increasing supervision, it was able to use unskilled labor, with less than 8th
grade educations, tively in jobs for which plants in its previous location and for which it initially in
its new location had required 10th grade or high school educations and machinery experience. Yet as S.C.
city had grown, it had become increasingly harder to get laborers who could be upgraded to supervisory
positions. The firm now stresses the middle-level management deficiency to outside prospective firms,
warning them they would have to import most such managers. The firm blamed this ®®ficiency on the low*
quality of South Carolina schools. Several other firms justified their high education requirements on the
basis that requirements were necessary to insure both that a sufficient number of capable workers would
be available for upgrading to supervision and that most workers could be upgraded to higher skills if auto;
mation did come.
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Some of those options are not particularly viable. It is usually prohibitively expensive to
import labor. Of the 19 non-gative firms interviewed. only six firms attempted to import
more than ten workers when they set up their new plant. Each of these six cases were firms
employing more than 300. The largest known importations1 ran to less thz\n 20% of the

tirm’s end-of-the-second-year work force, and these importations were of mayagers, engi- /
neers. and top technicians, and craftsmen who were to be given responsibility‘for training -
the new work force and setting up production.2 Similarly, substituting machinery for labor
is not viable in the short run. First, managers do not perceive much opportunity for such
substitutions. Second, the psychological and organizational resistence to basic change in the
production and operating routinessis great.

THE DISPARITY BETWEEN SKILL NEEDS AND HIRING STANDARDS

.

Formal Education Qualifications Represent an Important Discriminant

Differences befween’actual needs by firms and the qualifications which they required were
expressed in several ways: Standards for hiring basic production workers varied between the
two states and in significant fashion. In South Carolina, only two of the fourteen firms inter-
viewed, representing only 9% of their total employment, had a formal minimum educational
requirement for any employee. In Mississippi. five of fifteen firms representing 57% of total
employment had such requirements. About the same percentage of employment was cov-
ered by the requirements in both Miss. City and Miss. Town. The requirements in all but one
case were for 9th or 10th grade educations. One employer had a double standard: 6th grade
for Negroes, 9th for Whites. The states also differed #h terms of the testing given job appli-
cants. Twelve S.C. firms administered their own tests to employees while only four firms
did so in Miss. Since the State Employment Service (ES) administers tests to many appli-
cants before referring them to employers?’the Miss. firms which used ES were not really let-
ting job applicants go untested. It should be*oted, however, that the Miss. firms were in
‘fact substituting government-designed tests and test standards for their own. Interestingly,
the firms which did rely heavily or eyen partially on ES in Scuth Carolina nevertheless ad-
ministered their own company tests to ES referrals. The most frequently given test by firms i
was the Wonderlic test for reasoning aptitude: some firms also tested in arithmetic: some
gave specific mechanical tests: some measured dexterity. All tests required the possession of

basic literacy skills for doing well. although only a few firms admitted that literacy was nec-
essary as a minimum aptitude for successful production performanc .

More than half the firms relfeh heavily on interview impressions along with educational back-
ground and test results. Managers who described the characteristics they looked for in inter-
views stressed alertness and basic communication ability. In several cases. poise and appear-
ance were also emphasized. As part of the interview procedures of most firms. applicants
were required to fill out forms. another check on their literacy. t

.o
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ITwo firms which had large importations would not estimate their employment totals. Other sources in the
community gave no impression, however, that the importation had been abnormally large in terms of the .
total work force.

28everal firms in recent years have tried_unsuccessfully to import middle level supervisory -and skilled per-
sorinel from bigger cities out-of-state. The wages the firnt can offer are not sufficient to entice such
workers (or perhaps their wives - as some managers imsist) to endure the economic. social, and psycho- .
logical costs of relocating to the relatively amenity-less towns surveyed in this study.

a«

W

-

65

0078 -

N\
-



~ tion of their labor force with high school degrees. In Miss. City, the percentages in several

-

The figures below show the education characteristics of the aggregated lubor forces with for-
mal education requirements and without such requirements. It is clear from the tables that
in each town; the average firm with formal education requirementsthad a much higher, per-
centage of its work force with high school degrees and a much lower percentage of its work
torce with less than seven years schooling, than the average firm without education require-
ments. The firms that had educational requirements were important within their local econ-
omies. The firms tended to be large with employment respectively of 175, 250, 300, 520,
522,613, and 800. Formal education requirements would therefore appear to be a mujor
discriminant in determining who gets hired.

.
4

The education qualifications needed by workers to meet formal minimum standards were
quite different, however, from the qualifications needed to win jobs in the competition with
their peers. The surplus labor markets gave management the advantage in early years of
grabhing the cream of the labor market for jobs with skill needs far below the potential of
the worker filling the job. The distribution among firms without,formal education require-
ments\of the percentage of employees having at least™a high school degrse, was as follows:

'$.C. Town

70, 55, 50-60, 50, 30, 12, 5
S.C. City 55.10,10, 5
Miss. Town 60, 25, 10-15,0
" Miss. City 50,45, 40, 25, 10

<4

Thus, even firms without formal education requirements often ended up with a sizable por-

such firms were higher than in firms ‘with formal requirements. The percentage distribution
in the latter firms was as follows:

S.C. Town none ' ’
S.C. City 98, 98 —

Miss. Town 70, 151 Y

Miss. City 53, 45, 202

¢ 2This firm was long established in the area with high wages and a relatively old work force. The high

« )

Education was thus informally being used by firms as a fxlter for screening aut the best from
a large number of applicants having the necessary qualifications.

That a large disparity existed between the actual requlrements for jobs and hiring require-
ments is indicated further by 1) the lowering of formal requirements and qualifications as .
the labor market tightened, and 2) the large disparity between firms in tRe formal require- L}
:gents for the same kind of job. As more firms arrived and/or expanded, the surplus in the

1abor market got smallerjand firms found that prev1ous cut-off pomts in education and test

L4
I3

1This firm was a confessed discriminatar and had raised standards to aid exclusion of undesired Negroes.

standards reflected the growing education of the more recent entrants to the work force. Whether or
not an employee needed more formal schooling in order to do the kind of work firms required, he had
to have the schooling if he wanted to win one of the scarce jobs.
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svores were tuo high to guﬁemte a sufticient number of workers-for the firm’s Qeeds More
than three quarters of the nrms in each town stated that this had been their experience, and
that requirements had been gradually lowered. One tirm stated that when it first located, it
nad nired primarily high sthooljdegree-ho]ders and ‘emanded high score results on itstegts.
The amount of education and the scores it demanded for the same jobs had fallen contin-
ually over the previous four years. As th® market continued to tighten, it had in the last year
given up testing altogether: it the time it abandoned testing, its test requireménts were less

- than 507 of the score requirements it had imposed for the same jobs 3 years$ earlier. Over
half of the other firms interviewed expressed willingness to accept any healthy male with

basic literacy for most of their operative positions; yet in several of those firms, 25-40% of
the workers Lurrently employed in those jobs. who had been hired in earlier years, had high
school degrees.

»

Even more intriguing, many firms were Lurrently employing workers with minimum literacy

skills for the same jobs for which other tirms in their state and eveggrity were requiring

tenth grade educations and hlgh test scores as minimum qualifications. The disparity was
greatest in the metal-working industries. For example, die-maKer jobs were considered very
skilled positions tor which few workers were available. Most firms imported their die-makers
or imposed some of their highest qualification standards upon applicants for the in-house
training programs. Yet one firm, started by town natives, was successfully training relatively
large numbers of die-rpakers each year out of raw recruits taken off the farms. Almost 90%
of its labor force had less than six years schooling. Its tramees and instructors however, were
regularly being pirated by new firms.in the town, in the state, and even in other states. An-

_other firm had by-far the highest skill needs of any industry in its town. Yet its plant manager,

whose background was production and who supervised training, admitted that he believed
that not even literacy was required for most of his jobs.

The disparity in requirements imposed by different employers for the same skill level of

work can also be seen if firms within the same industry are analyzed. Table 1I-3 compares the
education, age, sex, and racial characteristics of the work forces of firms engaged in the same
lines of work. Firms in the same industry show wide variatidns in the makeup of their labor
forces - variations which imply that the requirements set for hiring have nQ necessary relation-
ship to the skill needs of the work. The pattern of variations in Negro employment suggest
that the extent of Negro employment was far from explained by a fipm’s preferemes toward
education, age, or sex in the makeup of its labor force.

While the dlspdnty in requirements implies thiat mipimum requ1rements for employment-in
firms are often arbitgary and artificial; the disparity does not imply that the requirements

are irrational from the perspective of the firm. Firms which were accepting “lover quality ™
workers were paying more money for training and supervision, absorbing more indirect labor
cost through higher turnover, absenteeism, and perhaps accidents, and obtaining a lower

level of productivity than they had previously when they were hiring the Wetter educated and
more experienced workers who were the cream of the labor surplus: The tew firms which
maintained high hiring standards were chobsing to save on the abové costs, hile accepting
the loss of production and efficiency cost«aused by jobs remaining vacant for longer per-
iods. That firms sheuld complain about the tightening of the labor market is not at all
surprising. Labor was in fact Lostmg them more and edrmng them less than previously in

the sume location. - “ : '
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Location

Firms
-Miss. To;\ym&
Miss. City
S.C. City
Steel Products
Miss. Town |
Miss. City
Ct‘t-a;ld-Sew
S.C. City
S.C. Town

Sheet Metal-Working

. 4

(38 &
N Pct. with

Years of Schooling

<1 .7-10 12
0 40 60
0 60 - 40 °
50 40 10
58 30 12
5 50 45
50 40 10
0 ;,45 55

: | Table 113
Characteristics of Wo:kers in Selected Industries,in the Areas Studied

0081

Pct.of Age, Pt
¢ 25 2545345 Female
82 .11 7 0
50 40 * 10 50
50 A0 10 35
5 58 37 5
25 70 5 S
25 40 35 100
10 73 .17 9

]

Pet.
Negro

45

16

50

75

55

30-

/
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What appears to have happened is that the firms. having kept educational gtandards as high .
as possible for us long as possible. have drawn labor trom outside the town, from other firms,

“and tfrom previous non-participants (such as relatively well-educated housewives.) At the

point where lowering the standards starts producing turnover costs higher than the firm con- -
siders acceptable. the firm stops expanding. Beyond-this point, education ahd training must |
beesubstuntially invested in, in order to break this bottleneck. (The fact that this has not taken
place in any major way is discussed in Sectior 111.0n public service.)“The remedies to the- .
problems suggested in this discussion appear to be two: improve the educational offering to

the disadvantaged population. and reform the hiring standards to eliminate disparities be- -
tween actual needs and stated requirements.

Regarding the education levels attained by ditferent segments of the population. there are
significant difterences apparent. Among adults in these conniunities, both white and black,
many are uridereducated. In general. illiteracy was quite high (in Miss. Town a recent study
showed that close to 90% of Negro adults over 30 possessed an average education of 4.5
years). Generally whites are better educated. but there is a very high number of non-grad-
uates. ) )

The problem of poor education is, however, not restricted to adults. In the Negro schools

in all of the communities. performance on national standardized tests was very poor-many
scoring below the 10th percentile. In one group of 75 students applying for entry into the
Air Force. about 3% passed the mental examination. White students generally are doing
reasonably well, with many scoring well above the national averages. The white schools gen-
erally scored slightly above the national norms.\but well below the norms of suburban s¢hools
around the northerniyities. : . e - N
Dropout rates. among both Negroes and whites, are dropping sharply. Both groups are try-

ing to keep their children in school. In S.C. Town, the dropout rates for whites and Negros |
werc both below 15% for this year's graduating class, which is well below the national aver- i
age. While we cdnnot prove it, there seems to be a tendency in these industrializing com- |
munities to keep their chil in school for atonger period of time than surrounding agri- |
cultyrally based communjtiés. While surrounding communities probably have a reduction in 0
dropout rates due to increasing rfational emphasis on the importance of education, school
superintendgnts in the commuyities studied generally reported that their high schools held
their students foy a much longerperiod than dic},"the “rural schools.™

The Health Impediment to Employability ,
. o ,
The extensiveness of paor heulth wa$ documented in the PHS statistics, as well as in inter-
views with many physicians. A physician in Miss. City. recently arrived trom Milwaukee
remarked that by northern health standards. nost Negroes and many poor whites would be
considered unhealthy. Anemia, pneumonia. h¥ypertension and a variety of other morbidity
characteristics (reported by the State Health Surveys) all suggest that health is a significant
problert in the work force. Physicians felt that low energy level due to poor diets. continual
colds. and other héalth problems kept.many from full time work (or tfrom the desire to seek
employment). ‘While there were a great many youanger men and wonkn who aréreasonably
healthy. health seemed to be a constraint for nny . perhaps older workers. 'vho might other-
wise more aggresively seek employment. Full documentations of the dire state of health of
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Negroes in the Mississippi Dilta is contained.in the Mound Buvon Heulth Surveyv prepared by
the Tutts Medical Center. In one small community of Negroes. 2,500 in size. over 900 fum-
ilies lived on incomes of less than $800 annually. 1t should be remembered that milk and
eggs®ost the same in the rural South as in Washington. D.C.

Racial Discrimination as it Affects Employment ’

While the characterdstics of race. sex. and age are signiticant in themselves, it should be recog-
nized that the Negro is typically less well-educated than the white; thg woman. than the man,
the older worker, than the younger. These characteristics must be borne in mind through the
next sections to prevent too-quick conclusions of prejudice in employment practices.

Few Negroes work in high wage industries.. The three largest high-wage industry finms sur-
veyed employ 10. 15, and 12 petcent Negroes respectively. While the smaller hi;h wage
industry firms do employ considerably higher percentages of Negroes. they offer few open-
ings. in total number. The bulk of Negro employment is in medium-wage metal-working
industries and in low-wage industries. The firms employing large numbers of Negroes are
heavily production-oriented. Those tirms employing at least 50 Negroes. with Negroes con-
stituting at least 25 percent of the total work force, have production employment percent-
ages of 98, 95, 95, 95, 95. 95, 90, 78, and 77, in contrast to the survey average of 87. With
one exception, none of the firms with high long term growth or high investment per em-
ployee has tound the need to employ large numbers of Negroes. Correspondingly. those
firms with low investments per employee rely on work torces almost entirely Negro or temale.
Thus, the high productivity jobs in the most promising industries are-largely closed to Negroes.
It might be noted that these firms. in a position to pick and choose. very likely opt for the
best educated workers. This factor, rather than racial prejudice. might account tor the phight
of the Negro in this situation.

There is ample evidence, despite the education and skill issue. that racial discrimination 1s,
and even more importantly was. a major factor in the hiring practice of tirms. Several firms
admitted that they had avoided hiring Negroes prior to the Civil Rights Act and the tight-
ening of the labor market lest they alienate the white community. One tirm admitted that
it still had an agreement with the local ES office that Negro temale apphicants would not

be referred to the firm. Most of the workers who had long tenures of more than a decade
with their company were white: some northern plant managers transferred South admitted
that tnis pattern reflected the whites-only hiring policy of past decades. In one sizeable
rlant owned and managed by a long-time prominent family of the area. Negroes comprised
only 167 of the work force even though the work was low-skilled and 657 of the current

~ work force had less than seven years schooling. In a nearby tirm that had been located mn the

same town, for almost 30 years, the work required was slightly lower skilled but 657 of the
work force also had less than seven years schooling: the Negro percentage of the work force
was 887, Plant discrimination also had a continuing influence via its impact on the word-of-
mouth recruitment system. Where Negroes had previously been shut out from empleyment.
reports of job openings might not be greeted with sufficient credulity by the Negro labor force
so that actions would be taken which might confirm or disprove the reports. Where few
Negroes were presently emploved in a firm, that finn would have few “messengers” to the Negro
community and especially to the hinterlands—the location of most ot the Negro unemployed-to
spread the word of job opportunities. This Yatter probden is magriafied whei, becaase of o badis
functioning tor discriminatory) housing market, low mcomes, und poor public serviee Tevels the
Negroes who must be reached are stifl biving i the rural hinterlands with poor transportaion.
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Thus, because of low worker productivities, actual and perceived education requirements,

* health ang acculturation problems, and racial discrimination in hiring, the “problem’ seg-
ment of the small town population is little touched by an industrial surge and the growth
center phenomenon.” A very real-and important question for a Federal agency then becomes
how can growth be encouraged which will spread to all segments of the population?

I
. .

The usetulness of public policy in sol\}ing the distribution problem is addressed in the fol-
lowing sections. The section immediately following, on public services, views the past and
potential range of public activities aimed.at a solution of the problem.

"




SUMMARY

This section has discussed the ways in which the potential lahor force in the areas studied has
- been understated,-and has examined factors which have led to unemployment, underemploy-
ment, and non-participation. .

Firms appear to be inconsistent regarding what educational requizements are relevant for
varicus manufacturing jobs. Because of this, these requirements have acted as (conscious or
unconscious) discriminatory devices. Furthermore, firms have not shown a desire to train
less-skilled workers as an alternative to being able to hire workers possessmg higher education
and skill requirertients.

It is interesting to note, in the light of the growth center discussion in Section I,/that the
towns studied, in attracting industry, have subsidized employment for a county population,
while retaining td a large extent their own hard-core unemployment problems. If a newly
located firm employs whites from the surrounding county, black unemployment in the town
remains. From the federal standpoint, there has been a net gain, in that the county, unem-
ployment rate has declined. Whether local government is concerned or ndt, it is handicapped
by a lack of accurate employment situation: It can less effectively sell the town to new ’
industry on the basis of a potential labor force; it may therefore feel compelled to offer
other inducements, some of which are shown in Section IV to be inefficient and ineffective,

. LI ,
The federal government agency has the opportunity to act in an information-system-reform
V capac:ty calling.the attention of local government and industry to this problem, and provid-
ing assistance so that solutions may be provided.
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Il INTRODUCTION

The intro-'uction to this report specitied an analy tical structure which contained three prin-
cipal actors: local governments. industrial firms, and the federal government. Although
important roles in the growth process are played by other parties, these are considered

supporting parts, in terms of answering the major questions posed by this study. The fed-

eral government, in its assistance role, inevitably finds itself reacting to events set in motion
by local governments and industrial firms. If the goal of federal aid is to provide assistance
to a minority population which is not adequately served presently, the first question fed-
eral government must ask is: Why has this service not been provided on the local level?

Public setvives are all those facilities and services provided to a population by government

on all levels. In this section, we analyze the local government’s role in providing these
services, and secondly the impact of industrialization on service provision. Specific retference
will be made to the growth factors set forth in Section I, and particularly to the major com-
munity problems noted in Section II. The major questions asked are: how well do public
services of various types solve growth and poverty problems. and how do local government
and industry interact within the attempted solution represented by industrialization? The
answers to these questions prepare for Section IV, which addresses the question of how

growth shouid be subsidized.
The Importance of Services

Public services in the small town, as in any city, are of dual importance from EDA’s stand-
point; they have a profound effect on both growth and on the distribution of growth bene-
fits. Their influence on growth takes place in several ways:

I.  Services such as street construction and maintenance and protection services put a
positive limit on how large a town can become in terms of physical space. and therefore in
population size.

2. The size of services such as schiool and hospitals restrict the number of people living
in proximity to the town. and who use the center’s services.

3. A broad range of public services, from water supply to schools and recreation. act
as attraction factors to industrial location. (These are increasingly important, as noted in
Section 1.)

Regarding the distribution of growth benefits. the impact of services is direct and important.
I.  The quality, location, and entrarice requirements of schools. hospitals, libraries.
recreational facilities and other essential and desired services are factors which determine

whether the disadvantagéd population is served or not served.

2. Services which develop and acculturate human beings can determine whether, and how

quickly, the disadvantaged can be integrated into the mainstream of economic activity. prin-
cipally. industrial jobs.

The important point is the one which links these two concepts: 1 the distributional (equity)
goul is not achieved. the growth goul will suffer through out-migration of population which
is not served. This feedback element welds growth and distribution programs into 4 closed
svstem, and this fact cannot be overlooked by tederdl policy vis-g-vis smull towns

~3
(¥



Aruitoxt provided by Eic:

T

»
Location studies show an increasing interest on the part ot industry i services and amenities:
Assunung that the location ot more tirms could solve all the town’s problems, the town o
would wint to offer the prospective tirms more thyn just the fiveessities. Firins often took
tor adequate housing, education, and health tacilities, in addition to the more standard infra-
structural services. 1f it is auupted morcover, that certdin social upgrading must accompany
the training of hard-to-employ grotips, then housing, eduration, health, and other social ser-
vices dassuuie a more important role in the long-run atiraction of industry.
Despite thy many problems involved in obtaining reliable responses from industrial firms
on why they locate where they do, we nevertheless have more information on this topic
than we do on why peogde move. The migration responsiveness of difterent population ,
groups to service quality in snjall towns is a topic deserving of resemh but Whlt,h unfort-
unately has received little attention.

-

p———

One theorefical view of public service provision! would assuime that edch town determines
a unigue public service mix, and that consumer-voters move to thyt town whose service pack-
age best satisfies them. In the real world, this view is somewhat T}TS“L since public service
haracteristics are largely Set by a relatively small number of people. The reaction of the bal-
ance of the population (non-policy-makers) as suggested above, depends on several factors:

I. Income: Public service quality will matter most to those not able to pay for a sub-
stitute in the private sector. »

2. Quality Relative to Other Places: If all schools in the region are nearly as'bad. it does
not make sense to change. F

3. Information: In order for one to move, he must know of a more desirable place else-
where: this factor is often a function of distance, as well as sophistication.

4. Cost: Those moving will leave little behind. An investment in a community. whuh
may be in terms of lund. job, or fumily, may overcome service quality differences.

\

Factors 1. 2, and 4 are most significant in Negro out-migration trends. The poor Negro leav-
ing Mississippi cannot pay for privately-provided services (1); he has little of value in dollar
terms to leave behind (4):.and so he moves a considerable distance to an environment which ‘
he thin%c will offer significantly better services — the Northern vity. [t is.notable that dis-
tance and sophistication (3) do not play s large role; knowledge is limited to the example
set by friends and relatives who have moved before, and the Negro migrates long distances.
White out-migration trends tend to be motivated differently. Since public services are less
likely to be unequally provided in an injurious way to whites, white out-migration is subject
to the distance factor (3). Since whites move within the region. and since public service
variation within the region is not great ( 2). white movement is more sensitive to variatians
in the private sector: jobs and retail availabilities.

s

Individuals move when information is provided teghem that indicates a significant oppog- ¢
tunity to increase their welfare elsewhere. If bluck#kdc not obtain information that such
ditferences exist in the region. they will move from‘the region. Based on the recent past,

this would seem often to be an ill-advised decision. based on no or fauity information about
opportunities available in northern vities.

Hiebuut. Charles.” A Pure Fheory of Lowgl Expenditutes” JOURNAL OF POLITIC AL ECONGMY | Vil
ad p 6424 Ot 1956 Y
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THE LOCAL GOVERNMENT ROLE u

A knowledge of how lo¢al governments are motivated and constrained in their public service
provision functions is useful to federal agencies for several reasons: ’

1. The federal agencies function as supplementary and remedial sources of funds. They
“fill in” where local government does not or cannot, and the effectivéness of a dollar of fed-
eral. money is profoundly influenced,by the direction which local funds have already taken.

2. If federal agencies have over-all plans for regional or national development, the possi-
bility for success will be affected by whether local interests conflict with or are copsistent
with these plans. - - ’

First, what are the dimensions of the service-provision decision process? Services in towns
are provided by town and county governments. Education provides a third administrat ve
unit, the school district, which in many states has a jurisdiction corresponding to that of the
county.#The administrative units are expected #o produce services in certain standard cat-
egories: The town provides utilities, street maintenance, and protective services; the county
provides health; the state provides welfare and assistance in other categories. Each town or
county government possesses an “habitual” spending pattern. Orice service levels are estab-
lished, yearly decisions are made in response to quality changes and a deterioration of quality
is alleviated to an extent dependent mainly upon revenue available. In other words, the gen-
erally applicable decision-making stimuli are needs and resources.

Several characteristics of this situation are important: ,

1. Habit: An official is “locked in,” to some degree, to a pattern of what is provided:
it is difficult to add new services. .

2. Minimum Service Level: The members of the community have general expectations,
as to what quality level is expected in each service category (maximum number of bumps
per mile on main streets, response time for a fire engine). :

Since these services are, at least in theory, gegierally available to the community at N
large, expenditures are financed by taxes imposed by the town, county, or school district on all

citizens, or by debt which is serviced by such tax collections. The local official’s popularity

(and indeed, his ability to remain in office) depends upon his ability to satisfy the tax-

payers’ minimum expectations regarding service levels, while requesting few increases in

revenue contribution from the taxpayers.

It is important to emphasize that this is not an environment which produces frequent stimuli

to increases in service provision or to new services. (It is true that an official may in fact

gain in popularity by creating ““monuments” -schools, hospitals, etc., which enhance com- *
munity pride. But it is unlikely that his popularity will continue to climb when the taxpay-

ers begin to feel the pinch imposed by such good works.) In a relatively “traditional” society—

not familiar with rapid change - this depjction of a system which has significant disincentives

to innovation is realistic. Moreover, the town official is limited not only by the financial .

constraint imposéd by the efficiency of the tax system and the town’s debt capacity, but by

another constraint consisting of his own political and administrative ability.
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The decision torum tor changes in service provision is normalily the city council: a very small
number of prople are directly invelved in these decisions. For major new facilities requiring

a new debt issue, a community referendum is sometimes, but not always, requir<d. Other

than at election time, local representatives do not usually receive constant inpu's from all

segments of the community on the perceived quality of public services. * The important point Y
to note here is that the few decision makers usually act in response to pressure from a tairly
limited number of citizens.

Faced with a new demand for setvices, the official will look first to expected increases in
revenues, given no change in pblicy which would increase the tax burden on the population.
Expected revenues may come from earmarked funds (water user charges, for example) or
trom general funds, supplied by property and sales taxes. Second, the official can make
policy decisions which will yield new revenue for general purposes (from tax intreases) or
for specific purposes (from new débt). Third, the official ruay seek revenue from extraor-
dinary sousces, which will not place a burden on local taxpayers; federal and state assist-
ance programs are an example Within a service which bears a user. charge, such as water
supply, any increase in provision is compensated by-the accompanying increase in revenue.
Increyses in services like protection or street maintenance, financed from generdl revenues,
are dependent on additional tax-revenue paid by the new citizens who receive the incre-
mental addition to total sgrvice provided. A new capital or facility expenditure, on the other
hand. is financed by issuing a new debt instrument. The amount of debt allowable depends
for the most part on assessed prop=rty value in the town.

INDUSTRY. POVERTY. AND SPENDING CONSTRAINTS

fiiven these constraints and behavioral churacteristics, local government's options are signifi-
cantly affected by population grewth and industrialization. i population increases, and it
the new citizens ure taxpavers, the town'’s services can expand, particularly if land values rise
and if new land is annexed. Two demuands for service increases other than from population
growth occur, howerer; these are demands felt from new industry and from previously de-
prived sections uf the population which have either suftered service deterioration or have “
never received services. In the lutter case, it can be seen that, since no increase in land values
or tax revenue vccurs. increased services or new capital ixvestment requires more burden
being placed on higher-income tex pavers. In the case of new industry, capital investment
which is undertaen to support the tirm is usually undertaken with the expectation of
amdartizing it, directiy or indirectly, tfrom the additional income expected through future tux
resources. It it is expected that industry will contribute'more through pavroll, and through
property and income tux. thun it requires in public expenditure, new industry can be seen
by locul government us u wayv out of a boxed-in situation. Impediments to this expectation
heing realized are discussed beiow., - N

]
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Revenue Aéquisition in Small Towns / ’

The town may take the following steps to produce additional revenues:
1. It may reform the tax collection methods, providing more revenue per upnta
2. 1t may require payment for services by specifically- ldcntntnable users -- for instance,
by levying sewer as well as water fees,
3. It may. as a matter of policy, risk a temporary deterioration in a conventignal service
_in order to provide a new service from general tevenues.
4. It may carefully limit its debt, so that both conventional and new services might be
proviged from debt proueeds . '
S. It may annex high-income dreas contiguous to the town increasing tax revenue per
capita for the town as a wiole.
6. It may actively $olicit state and federal assistance for new services.

The TowByTaxation Policy

If the town is to maximize its revenue from the existing tax structure, it must transform new
income and changes in property value into tax receipts. 1f the town and county sacrifice tax
revenue by giving tax holidays, by not periodically assessing property value, and by gefusing

to adjust tax rates and assessment ratios, than this revenue may be foregone. To the extent
that inddstry is "res'ponsib]e for straining public facilities which require improvements, town
officials may require industry to pay for the unprovements through special assessments: this
is not often done. however.

The practice of allowmg tax holidays to new industry represents a sizable loss of funds (the
return to this “investment” is analyzed in Section 1V.} For example, in South Carolina Town.
the second largest employer (650 employees), and logated outside the city limits, was in 1966
paying$74,301 in taxes to the county. During its tive year tax holiday, if the plant had had
the same assessed vdlue, it would have beefi paying $50,789 of that amount in school taxes,
but the county would have been giving up the remaining $23,512 for five years, or a total of
$117,560. On anuther employer in S. C. Town, located inside the city limits and employing
about 100, the city was giving up $9.535 per year during its tax holiday period, or a total of
$47,675. The total revenue intake in 1967 was $386,000.

<t

The policy of state,.county, and town on these highly related matters ~ on the one hand,

asse ent currency, assessment ratjos and tax rate, and on the other hand tax holidays fog .
indu — is retlective of local philosophy. which may be criticized on social welfare grounds.
First, ra151ng taxes is an unpopular move for a town official, but if it is not done. those who
have benefitted to a greater or lesser extent from progress are taxed inequitably, and revenues
which may be used to mitigate social ills are not collected. Second, the assumptlon that in-
dustry brings only benefits and therefore should be *“paid” is illogical: onlv if a total assess-
ment of the benefits and costs to the community of industry were made could an econom-
ically rational decision to release industry fram a tax burden be made'.

The largest portion of loc T revenues comes from the city property tax (with the second larg-

est portion coming froin rgbatas from the locally-collected state sales tax.) Three policy

variables affect the ability of the town to trunsform land values into tax revenue:

1. All real property should be assessed frequently, to produce A realistic market value
figure.
f. An assessment ratio, which varies by locality. is applied to the market value figure

tofyield a “total a property value.™

3. A taxrate ﬁ 100 tor “millage rate ") 15 apphed to the total assessed property value
"t determine the tax bill. .
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A town may theretore intluence its revenue by varying its frequency of assessmoent, its assess-
ment ratio. and its tax rate. The following table summarizes the performance of our tour
towns: :

All figures. 1965 (a) . C(b) (c) (d) (e)
h |
Percent Total Assessed  Popu- Value per Tax Rate  Tax per
Assess-  Property lation capita per $100  $1000 of
ment Value (Approx.) (a-b) (of a) mkt. val.
S.C. Town 912 706,570 5,000 14] 6.50 6.17
S.C. City 11.326.820 27,000 19 390 1.75
Residential 4 1/2 )
Industrial 9172 .
Miss. Town 33 1/3 12982851/ 12,000 1081 2.80 9.24
Miss. City
n city 33 1/3 65869400 47,000 1401 1.58 - S.le-
outside 2142 -

It was stressed by officials in all four focations that the local property tax system seriously
needed reform. Both small towns stated that a city-wide property reas#ssment was imminent.
S.C. Town illustrates that a low assessment ratio may be combined with ahigh tax rate to
have the overall effect of producing more revenue than-a town with a higher assessment ratio.
In columns (b) and (c). approximate 1960 population is applied-to column (aj to yield an
assessed property value per capita. This shows that the combination of obsolete assessment %
und assessment ratio yields significantly lower results in South Carolina than in Mississippi. 1t
15 also notable that, although the smallest town had the least “wealth per capita™ (column ¢)
and the largest town the gregtest wealth per capita, the small towns have higher eftective tgx
rates than the lurger. ‘
Annexation

In uddition to tux revenue and debt, annevation 1s 4 wcond nethod by which s town can ex-
pand its revenues: obvivusly | the section annexed must vield imore revenue than st places in
burden on the towsn. Theretore the annexation of ¢ high-meonie area nay be viewed as a pro-
gressive revenue-acquiring pobicy, where the antexation of 4 lowanconie area is g Iw«:lfare res
ture. Tuhen together. the hugh income ares may vicld encugh sdditesal taxes ¢ pay tor the
service burden produced by the bowancome area unnexatipn
. : |
There 1s no significant legal constramt to annexation inﬁi:‘sstsstppi. In South Caroling, how-
ever, the town must receive the witten pernission of SU-4 of the residents, und 7527 of the
landowners, in areas 1o be annexed. Both South Caroling/vities have pursued g vigorous™
annexation pohey. but have often faded 1 their eftforts. In each atvs the last annexation
attempt has ended in the courts. delaved over teg i‘mxcuhl'x%cs raised by objecting residents of
areas to be annexed. In Miss. Town, which has no such lmitation, the vovermnent has an-
nexed small wreas almost svervyear. The mavor i Miss. Uity spoke of the difffealty myvolved
in annexing low-income areas because of the net cost of s%u'i’l;m action. He alwo sand that he
was not particularly anvious tor the town to continue growing in are.s. althoueh the state
ment contlicted with his feeling that the growth of urban sprawl was praobably mevitable
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Debt: Willingness and Ability to Incur It ‘ ’ , .

Although tax rcv&nues‘?md user charges cun be expanded to cover operating expenditures
and unusual items which are relatively small. most larger capital expenditures are finunced
by incurring new debt.! A town’s debt policy - willingness and ability to incur -Jebt - is
subject to the limitations outlined above: legal, market, and psycholegical.

Legal limits on debt vary betwegn statgs and sometimes within states. The following table
shows thesg limits tor the Mississippi locations. wiNch are based on 15%%,0f assessed property L E
value for §31cral obligation bonds and 20 for industrial bonds.

—

Towns . S.C. Town S.C. City Miss. Town . - Miss: City L .
Year 1967 . 1965 1965 '
Limit on Gen. Under Review 1,947,000 9,880,000

Obi. Debt . " .
Current Debt none 3,203.000 1.431,000 . 6,995,000
¢ Reached ' . 73.50 ° 70.80
Limit on Reve- Under Review 2,596,000 13.173.800 ,

nﬁuc Bond Debt ' ’ . =
Cufrent Debt 2,535,000 1,347,000 2,323,000
Y6 Reached 51.88 17.70

The smaller the town, the less likely that bonded debt will be used to cover capital expend-
itures; federal assistance therefore becomes the alternative. In this comparison between Miss.
Town {roughly 12,000) and Miss. City (47.000) there does not appear to be a *“market” gon-,
straint handicapping the relative ability of the smaller town to issue debt; however. the small-
est town has no debt other than an EDA loan. and the generalization about the small town’s
difficulty holds. S.C.City, by contrast, has considerable debt outstanding, and is actively
issuing more. Industnal revenue bonds were not legal in South Carolina until recently

and therefore do not apgear. Industrial revenue bonds provide an alternative to the donation
of plant and infrastructdre to industry. and in that sense economize resources.

Revenue policy: Summary

Town growth, represented by an increasing population and nwmber of industrial firms, pro-
_duces both an increase in need and in opportunities to add to révenues from which services

can be provided. Much procedural refdrm is needed. however. Towns could better take ad-

vantage of the revenue-producing benefits of industry by reforming assessment procedures.
_increasing taxes, eliminating tax holidavs, utilizing debt capucity to the extent possible. and

 annexing higher income neighborhoods. While it might seem that these changes would sim-
g neig

.

plv redigce the value of the town's incentive “'package.” to industry., it appears instead that
knarginal tactors from the firm's perspective but major resource drdains from the
wwn's perspective. (See Section IV, ) industrial reventue bonds cun help tovwns provide in-
centives to industry without giving services awav. Smuall towns seem to be rerenve-limited
huth by problems in marketing bonds and by low taxes.

Lpebt can be assumied by the state. county, town of school district Un the lun&ul fevel, 1t s usually under:
taken 1 the form of Aither revenue bond or generad abligation bond ., the first Tategory aiay be either
ndustrial or nun-ndustrial




INDUSTRIAL IMPACT ON SERVICE PROV]SION

It might be expected that-the additional income which a new tirm brings to a town would
provide an escape from the constraints described ubove. A survey of the four towns revealed
the tollowing major eftects of industrialization on service provision:

I. A demand for public works. or “industrial infrastructure™ prior to location. -

2. A strain on public works after location, requiring additions to capacity.

3. The attraction of a labor force to locate in or near the town, resulting in increases in
“household™ public service demand.

<. Anincreased tax revenue intake, allowing expansion of public services. .

Before attempting a calculation of the net effect of these factors, it is necessary to take a
closer look at how industrial needs influence public werks expenditures. The reasons why
this happens are simply stated, and are set forth here with anecdotal support from the field
studies. First, extensions of water and sewer systems are required for newly locating firms
which locate on the outskirts of towns; they locate on the towns’ outskirts either because
ot non-availability of land and high lund prices in the town, or because county taxes just
outside the town boundaries are lower than the city taxes inside. The establishment of
“industrial parks™ is an expression of this phenomenon. Very few of the industrial firms in
the towns surveyed were located within the city limits, with the exception of Mississippi ‘
City. the largest. Second, the apacity of water and sewer systems in most small towns were
- not constructed with large wattr-using and effluent-producing industrial firms in mind. The
strain which towns finally find §n their public works systems can guickly reach crisis pro-
portions, as it did is S.C. Town. This can result in greatly increased spending, per capita. on
\Wer supply and sewer service than was common before.!

The appropriate analytical technique by which to support this hypothesis is a cross-sectional
analysis which correlates public service spending in various categories with various manu- )
facturing variables. The only data source available appears to be the U.S. Census of Govern-

ments, and differences in categories used for reporting expenditures by small towns weaKens
any experiment using this data. '

In addition, the time lags between dates for which manufacturing variables can be obtained
(1950, 1960 Censygs) and the dates for service expendilt:}k (1957, 1962, 1967) cast even ..
more doubt on the Validity of any such experiment, sipcs it is the lag between manufacturing

7Y growth and service expenditure which suggests a causal relationship. A third problem is that
l / - detailed spending data is only given for towns of over 10,000 in 1960, which eliminates many
(. of the smaller towns for which the hypothesis is expected to hold. Recognizing these pro-

blems, a small-scale analysis was nevertheless attempted, using the 33 cities in South Carolina
and Missisgippi for which the 1960 Census of Population and 1962 Census of Governments
provided ddta. .

.

Uy 1s, of course, more tfue for lurge water-use firms than for the average. At the other extreme, there are
firtns content to dig their own wells. A fur geperahization would be that a sizable percentage of manu-
facturers influence towns to spend more per capita on public works than they would have in the firm's
absence :
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' Dependent variables used were: '

1. l;cn:cnt population change, 1950-1960
Total exp’cnditure peg capita in 1962 . i-

LIR?
‘oo ]
K

Per Ldpltd prendlture on water and sewer in 1962

Per upm expenditure on police and fire protection, 1962

&

4

tn ,‘_,

Per cupita expenditure on streéts and hlghways 1962 |

[

Percent of Negroes migrating from the county containing the town, 1950-1960

Percent of housing in town classified “standard” percent change, 1950-1960

k4

Per capita expenditure on schools in county containing the town, 1962

<

Debt per capita, 1962 , ‘ - ‘ ‘

to = O 0 X N o

Median family income per capita, 1960 .

lntérgovernmental revenué per capita, 1962

.

Percent population change, 19'60-10965. estinfate

Independent variables used were:

P

13.  Percent change in manufacturing employment. 1950-1960
14.  Percent of total employment in manufacturing, 1960
15. 1960 Population

( 16. Median family income, 1960 ' ’ ) “
17.  Per capita debt, 1962 , " .
18.  Per capita intergovernmental revenue. 1962
. o 3
e -
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’ Dependent Variable:
t - 1. Percent populatiop change. 1950-1960

tJ

. Total Expenditure per capita, 1962

-

- €
#

and sewer, 1962 .

4. Per Capita Expenditure on police
and fire protection, 1962

5. Per Capita‘expenditure on streets
and highways, 1962

‘f‘ 4

6. Percent of Negroes migrating from
the county containing the town.

i - - 3. Per Cupita Expenditure .on walen
1950-1960

7. Percent of heusing in town classified
“standard”, percent change, 1950-1960

8. Per capita expenditure on schools in
county containing the town. 1962
. 9. Débt per capita, 1962
10. Median family income “per capita, 1960
.7 >
11. Intergovernmental revenue

12. Percent population change, 1960-1968,
estimute )

0096

~

-

Significantly correllatéd with: -

Mudian Family Income, 1960 Percént (+)
change in Manufucturing Employ- . .

ment, 1950-1960 (+)
lnturgow;ernmental Revenue pi:r capita,
1962 ) (+)
Percent Manufacturing-Employment to
Total, 1960 (+)
lnconclixsivq
1960 Population (+)
.Percent Change in Manufacturing |
Employment, 1950-1960 (+)
Intérgovefnmental revenue per capita,
1962 . (+)
1960 Population (+)
Median family income, 1960 )
1960 Population - , )

Percent change in ménufacturing

. employment, 1950-1960 (+)
Median Family Income, 1960 (+)
A Y
Percent change in manufacturing
-employment, 1950-1960 (+)
1960 Population T
Per Capita Debt, 1962 B
Inconclusive . ™
Inconclusive » R
lnc?nclusive -
Median tamily income , TS
1960 Population - - (-
- Per capita intergovernmental g

revenue, 1962 - (-

» .
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PAFuiToxt Provided by ERIC

The tact that the manufacturing variables were not significant in many cases, and particularty , & v
# the case of public works spending, js attributed to time lags. Where manufacturing was
significant—most strikingly in education spending. and housing improvement—-it would be ex-
pected that the effect is feit through the intusion of income into the private sector, and thence
into privare housing improvements, and into school district tax collection subsequently $pent
on schools. Although a significant indication of the impact of industry, this type of effect is
quite different from the type hypothesized: a demand, or burden placed on town or county’
spending by industry. Intergovernmental revenue proves to be another significant income typ=
of determinant, showing the city's dependence on outside assistance. - .

&

\

— ’

The conclusions drawn from this experiment are: ’

1. Data was inadequate because of small sample, city size (too large), wrong time lags, and
inconsistent census reporting procedures. . . , )
2. Despite these probelms, there are numerous indications that industry has had a significant

income etfect on spending in various categories. ,
't 3. An important determinant of local spending, as previous studies showed. is intergovern-

mental revenue.

4. Further experiments should be conducted using Federal and state aid. city size, an income
variable, and a manufacturing variable. ! , , :

N

TA number of analyses of the dezrminants of state and local expenditures have been comtucted. Glenn W.
Fisher has expanded on Solomon Fabricant's 1952 work, and has used economic, demographic. and socio-
political variables in an attempt to explain inter-state variations. These variables are: per cent of families with
less than $2000 income 1959, yield of representative tax system, 1960 as per cent of U.S. average; population
per square mile, 1960; per cent of population in urban places, 1960; per cent increase in population, 1950
1960 index of twe party competition; per cent of population over 25 with less than 5 year schooling, 1960.
The income, population density, and urbanization variables are similar to those used by Fabricant. The income
variable was extremely significant in explaining levels of expenditure, both total and in particular categories, with
demographic variables adding to the results in some cases. Fishei, Glenn W., Interstate Variation in State and
Local Government Expenditure, NATIONAL TAX JOURNAL, Vol. XVII, No. 1, March. 1964. Fabricant,
Solomon, THE TREND OF GOVERNMENT ACTIVITY IN THE UNITED STATES SINCE 1900. New York:
National Bureau of Economic Research, 1952.

Seymour Sacks and Robert Harris conducted the same type of experiment, adding federal aid to states and state

aid to localities to the three basic variables (density, urbanization, and income). The addition of the federal aid
variable increased the amount of explained variation in total per capitaexpenditures from .532 to .813, and dra-
matically improved the results in the highway and welfare categories. For schools and hospitals, state aid increased
the amount of explained variation. Both aid variables had higher beta weights than population density or per cent
urban population in the total expenditure equation. Per capita income remained the most important determinant .
after the aid variables were introduced. Sacks, Seymour, and Harris, Robert, The Determinants of State and

Local Government Expenditures and Inter-governmental Flows of Funds, NATIONAL TAX JOURNAL. Vol.

XVII, No. 1, p. 75-84, March, 1964, .

James Henderson, in a recent paper, has moved beyond the methods used in the papers just discussed. Henderson
specifies a community collective welfare fuaction and budget constraint. the former containing per capita personal
income, per capita revenue received from federal and state governments, population, and public and private
expenditure levels.Welfare is then maximized, subject to the budget constraint. This formulation is then tested
using regression analysis and county data for metropolitan and non-metropolitan areas, analyzing local expenditure
and tax decisions. Results were significant, and the following findings were obtained. -

1. Non-metropolitan counties are more responsive to per capita income.
. 2. Non-metropolitan counties have a relative marginal*income preference for public over private expenditures,
and vice versa for metropolitan counties. -

3. Metropolitan counties are more responsive to intergovernmental revenue.

4. Non-metropolitan counties’ per capita local expenditures decrease with population increments, and metro- "
politan counties increase with population.
Henderson, James M., Local Government Expenditures: A Social Welfare Analysis, REVIEW OF ECONOMICS
AND STATISTICS, Vol. L, No. 2, May, 1968.
None of these studies considered the impact of industry, which is the basic goal of this analysis: neither urban-
1zation nor population density is a reliabls proxy for industrialization, since very large cities become decreasingly
reliant on industry for employment. The applicability of the studies to ours is further hmited by the fact that
they do not examine city or town behavior but are concerned with local, county, and state expenditure, aggrégated
by state. They are useful however, in creating hypotheses as to which determinates used on this aggregate basis
may be meaningful on the level of the city. ) 85
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“ The biggest manufaotufing surge took blace in South Carolina dhring that decade; yét Iﬁiss.

Isource:

-

facturing growth and public works spending, the towns studied did show fuch a-rclationship-

_ existing, connecting manufacturing growth between 1950 and 1960 %md ater public vrbr}(s

spending. - .
e . - IS ,; |
Percent of Total Employment in‘Manifacturing anid Trade Categories -

vr .t ) : -
Nla'm"]fwnn'rg*“d - Trade
. S.C. Town 1950 28.2 ~a 14.7
1960 411 19.7 ;
., . u' Chﬁ‘ige«. \\‘ 1‘3’9 v 5.0 ‘
S.C..City 1950 b 10.8 13.3
‘ 1960 26.5 21.8
JUEEN change L 15.7 3.5
Miss. Town 1950. 4o 26.4
o 1960 o o132 ¢ . 289"
S & . “ichange N 92 25
Migs. City <1950 . “15.9 , 6.5 %
e 19¢0 _ ° 19.3 ‘_ g
- change 3.4 3.8
B

-

Tow%started from the smallest manufacturing base, and would therefore be expected to -
have o

een under significant pressure, also. v

"The response of water and sewer spending was as expected. S.C. Town underwent a majof .

water supply expansion in 1966-’67 (this town’s industrial surge gained in momentum i\\
1962):°S.C. City and Miss. Town show sfibstantial increaséds in per ca}ita_water spending in
1962.\. The fact that per capita spending on water increased is nétable; since returns toscale
are supposed to be substantial in water supplys-' per capita increase is more-significant than
if only an increase’in total expenditure on water had occurred, which could have been
brought about by population growth. . _ J

-~

Continued from previous page. N

The variables examined in the studies fall into five basic classifications: need (economic and educational);
resources; demographic (size, population growth rate, urbanization); financid® assistance; and- political party.
The last factor appeared not to be significant. ’ . v
Financial assistance from the Federal government was shown to be particularly important by Sacks
and Harris. '
Demographic variables did not add significantly to resuits in most cases, but these studies were not

“done on the metropolitan level. It is quite possible that city size has a significant bearing on expenditure

levels, particularly where returns to scale are.present. It is further pessible that the smallér towns being in-
vestigated in this study have unique public service attributes, exclusive of the matter of scale. Urbanization
and density do not become important in towns*of this size, however. »

The need and resource variables were important both in the Fisher study, and in 8ur study.

kENSUS OF POPULATION, 1950 and 1960, MISSISSIPPI AND SOUTH CAROLINA
GENERAL SOCIAL AND ECONOMIC CHARACTERISTICS, U.S. Dept. of Commerce.

2See the writings of Hirsch. Werner Z., and: Isard, Walter and Coughlin, Robert, MUNICIPAL COSTS AND

REVENUES RESULTING FROM CQMMUNITY GROWT“H. op. cit. . -
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The availability of E.D.A. grants and loans for this expansion must be assumcﬁ\to be influ-
ential tor industrial expansion decisions. 1t is notable? howevey, that sgyeral lurge water-uscrs
had located in S.C.~Fown reportedly without realizing that watdr utfliZation was close to ca-
—\.p‘LRy The expgnsion project in this case was of a crisis management nature, rather than
-orderly .planning as a location incentive. Subsequently, 4 second rapid ipcreascmustrial- ‘
S t L 1
. A major industrial influence in this public works category which is likely to Isave a inuch
s greater effect in the near future than has been felt to date is water pollution, which was re-
) ported to be a significant problem in all towns studied. Authorities at the South Carolina L
- Pollution Control Board described the water pollution in S.C. Gity as “‘severe” and that in i
S.C. Town slightly less so (due to a faster flowing river) bat still signifi cant. Federal water
policy will require large expehdltures on pollution abatement by 1970.in the’ three of the
tfour towns studied which are located on rivers. This topic was not a majar item of congern
in the small S.C. town, but’ was worried about mcreasmglytac,cordmg to the size of the uty
Iwustnal development sources interviewed dic not show a great concern for this problem.®

Non-Public-Works Efforts o o ‘/ LUt v .

- e
\\.

.

ization occurred, yith the new water plant “sold’’ as an incentive.

.
v, ¢

.
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In addition to biasing per capita expenditure towards water"and sewer expenditure, industry -
did seem to have other influences on the provision rvices. First, the foregoing cross- /_\ |
sectidMal analysis showed totaf expendi{ure per capita by tolvns to be correllated with botfi . e " |
manufacturing growth and i in} ergovernmental revenue. This indicates an ovér-all increase i . i |
welfare for a town industrialiZing, although it is unclear whether the biggest effect is feit . 1
from the demand (burden) or supply (income) side of the service market. The cross-sectional . |
analysis also slypwed housing improvement correflated with growth in manufacturing employ-

ment. This was supported by the field studies, in that sizable syb-divisions containing houses
“ina $12,000 to $25,000 price range had been recéntly built clo%to manufacturmg firms. .
The resuls of this equatlon may be slightly misleading, in that-what the dependent’varjable *
" repredents is the proportion of the non-dilapitated to dilapitatgd housing. Therefore afflu- “
ence in one segment of the population will produce an improvement in the gatio, despite™ . {

1]

lack of progress on the part of a fixed and even slightly growing minority. I would never-
theless be expected, however, that this positive trend might be accompanied by a declining

* unemployment rate, since a larger proportlon of citizens have the income to live in adea uate
* housing. *

’
-

Education spending is shown to be correllated with manufacturing growth and also with pop-
ulatian size, which would indicate uoth a positive tax effect in all towns, and a handicap suf- .
fered by smaller towns. The latter may be a cultural phenomenon, in that the residents of
larger cMies.might be expected to place a higher priority on education. It should be =oted

that school taxes are collected-by a school district, and that this is the one property tax from
which’industry is never exempted.

{

Needs Unmet by Public Services - . .

influence-the public service mix received by a town’s population. The problems discussed

- in Sectiod 11, regarding a'segment of the population which hasthad difficulty integrating into
the new economic life of a town, are often largely unmet by a‘gown’s public services. The
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The two previous discussions have shown how a local government and industrial firms act to )
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} major problem cited in Section 11 was that of making marginal groups employable. Reasops for their

| uncmployability ranged trom lack of education opportunity through poor housing, health,
and acculturation, to luck of transportation {accessibility to jobs)and to management prac-
‘tices and to the information$ystem used in the lubor market. Some of the

.

public service
aspécts of this problem are briefly discusged herc. )
. Education improves in industrializing areas, as seen above. This development, how-
. ¢ver, has not been sufficient regarding skill acquisition and employment metivation on the
.- part,of many blacks. young and old. Therefore, supplemental training is needed. This is -
seldom a focal service function, and the lowest level of government providing it is usually
the state. Present state systems tend not to be Tompletely relevant to the real problem pop-
ulation. becayse of local resistance to programs needed to prepare for training those most

L&« unskilled. TRis is not to say that state vocational and technical schools are not effective}'n-

. dustrial location incentives. ,

( . 2. - Housing remains poor for sizable population segments in even the most prpsperf)us .
small towns. Little local or state money is devoted to this problem, because it is not an
accepted local or state governmental function. -

3. Health care improves with industrialization, but stays far behind the level of service{
required to provide equitable treatment to an entire city population. Outside the towns, the
level of service declines rapidly. .

4. Transportation is not available to many poor rural residents. It is therefore difficult
to move from a rural residence to a job in or near town, or to public service or welfare dis-
tribution points. In Missjssippi Town, it was found that rural residents were paying up to
$5 for a round trip to the closest Yood stamp center. .

5. -Recreation facilities are found i very short /upply. particularly for a black popu-

~lation who are excluded from privately provided facilities. “ s
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FEDERAL ASSISTANCE . .

ment can apply tor federal fid. There have been impediments to sinall towns doing this,
“however. Even in the rélatively successtul small towns studied, the following problems werty
noted. Of the major programs of direct federal aid to sinall towns — OE Education grants
EDA public works assistance, OEO **poverty” programs, Department of Labor training pro-
grams (MDTA. CEP) and HUD urban planning and public housing programs - several are les§
casily instituted in a small southern town, and certain patterns seem to be common, regard-
ing the sequence in which various grograms are obtained. Aid to education is generally more
welcomed*tn South jna than in Mississippi it seemed, although there have initially been
problems with certificatiOn due to alleged failure to meet desegregation standards.

4
The other four programs perform in an interesting fashion in the towns surveyed. The EDA . .
programs. requiring extensive applications and usually long waiting periods for processing, )
are nevertheless eagerly sought, usually after a strain has been placed on an existing water
and sewer system by industry. There is usually’, then, a crisis atmosphere surrounding the
public works program, and it is viewed as one which will enhance further industrialization.
It is significant to note that there is little local opposition to EDA assistance because the
prograih does not aim at “‘social change.” OEO programs, on the other hand, focus on dis-
advantaged groups, And call attention to social problems, and towns are wary. (Headstart,
of all OEO prograsms,smay be the least threatening.) A community action program (CAP)
does tend to attract attention locally, and sometimies is subject to local resistance. Itis .
subject to re51stancc for the same reason it is extremely relevant to the problems in the area -
it focuses on thewdistributional aspects of assistance and encoufages Lommumty involve»
ment. It was not found common for local government officials to be involved in CAP pro-
grams; it was found, however, that prominent citizens outside government were often in
advisory roles. The success of these programs seemed to be dependent on strong leadership,’
particularly since the director h#d to manage the programs for a period in which s¢me com-
munity elements (like the neWspaper) could rather slowly move from a defensive and crit-
ical. through a neutral, to a moderately favoring position. * a

- Given the problems desurlbcf in addition to instituting the reforms suggested. local govurh-

Labor training programs suc}‘ as MDTA did not seem to occupy, the time or concern of local
officials. although they were viewed with Igss hostility than weréjthe OEO programs. Most .
of the officials were willing to apply for HUD urban plunning assistace, but only because .
certain dire needs had®been recognized: heéusing deterioration, congestion. Officials did not
like the “total planning” aspects of HUD programs, becaus? they seemed to suggest that
authorities outside tﬁ'ewcommumty would have a voice in dictating where townspeople would

.

llve d
<
Several general trends were notéd: N : :
- 1. Local officials generally wanted more federal assistance and saw themselves in roles .

of convincing city councils, other leaders and voters that more should be dpplled for.

2. First programs lead to others. The recelpt of aid was viewed as “‘success”’ , and one
success led to another. It alsogeemed at least possible thadthe less controversial programs
(EDA) made locals/more willing to ask foythers (HUD).
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Delivery of Public Servides and Assistince ™ . -

The preceding discussions have dealt, with wity public sesvicgs are important, how success-
tul longl government has beer in providing them, and what effedt industridlization has had
on servise provision. We Have not yet discussed.a most'important element of service pro-
vision. which is the institutional form of service delivery. Federal agencies have become in
credsingly cohcerned about the effectiveness of methods by which their assistance is deliv-
ered to{the “clients)’ for whoin they are intended. A penetrating examination is now under-4
way, in the federal govermment within which the riewer and experimental “‘compiehensive”. -
delivery systeins such as Community Action Programs, Concentrated Employment Pro- ‘
grams, and Neighborhood Service Center Programs are being evaluated by ¢comparison to
the performance records®f oldes *‘categorical” programs limiled to singe assistante-types -
within a federal departmgnt, .
R % X -l = . ' .
This evaluation Is relevant to the analysis at hand because our investigations in small towns
have shown serious problems in ice delivery. “Categorical”’ programs from major fed-
eral departments have traditionally dealt with the population through the city @nd through
state institutions. State welfare departments, education departments, and local school
boards receive funds from the'Department of Health, Education, and Welfare; vocational

‘education depattments and state employﬁlenrt)dse/cu.[it.)c.cogmissions receive funds from the

- Department of Labor; the city government and businegs establishments-receive assistance

from EDA: even newer programs, such as HUD’s model cily program, are assaciated closely
with the mayor's office. The ¢xistence of these I6cal administrative units raisé sevelal
questions, from the federal goyernment’s standpoint: : \J

4. - Po services get deliveréd to the population intend2d by the federal government?

2. -Viewed in the aggregate, is this delivery system for federal programs the most cost- " = -

effective means possible? e
. LT «, - "

The answer to the/ﬁrst question is obsured by a reluctance on the part'of some federal pro- .

- grams to specify 2 target population: let us assume that this is the poor,.defined in some
- operational sense. Next, there is a serious lack of data normally gathered which would

enable an evaluation of how services-are provided to this target population. Fer instance,
employment se?urity commissions record the percentage of referrals placed as a performance
criterion. This statistic tells nothing about what employment counselling services are pro-

_ vided to what type of people. Funds can therefore be allogated to a state E S without hav-
. ing a great®eal of evaluati'ng and monitoring capacity; federal goal attainment regarding a

target population is almost impossible to evaluate. : ! -
Once these goal specification and data problems are recognized, there remain at least two
major reasons why federal goals may not be met through a categorical ptogram’s use of

. local institutions as delivery systems. . First, local beliefs and cultural patterns will vbviously

affect the performance of the local defvery unit. The use of federal assistance t& education
funds is the best-known instance of how local segregation patterns can impede the delivery .
of assistance to an intended recipient. It is increasingly argued that representation on a
governing board by members of the target population will help to assure that local biases
will not impede service delivery. Since in the South it might be difficult to achieve this

‘with established institutions, the solutioh used by “‘comprehensive’’ organizations like the

CAPE is to w&rg’a)utside established institutions, as far as a govetning board is concerned.
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4buond to the extent to which segmgnts Qf the pppulation have multiple problems, a/l of-

.unemployed (predominantly black) target p

. see the resuLts from the older categorical prograins, and the evidence in Section II would \7‘
|
|
\

- ‘ %~ . L

Nar

them must often b trested to hiave any real eftect. For instance, if dn individual has a

"~ Serious health probl&m and also facks skllls rcIchnt tOJobS available, the treatment of

cither problcm alerte will not result in the employment of the individual. The impact of -
tfederal assistance-on the employmeni ofithe individual deanels hen, on how two local
agencies coordinute dnd’tumj,lon-the county health office, and, say, the state vocational -

cducation school recgivingffederal assistance under the MDTA. If benefits are to~b_c received PR
from the involvehht of ¢ tlz:’;&%emy. the clignt must butreated by both.. It is apparent that «¥
 the more problems a multi-p m client possesses, the less likely it is that all agencies will
. ind the individdal. A “‘one-stop’ service centerds the answer recently proposed to thiﬁ ) .
' S troblem. = , o )
. . “ . . . | R ‘.
. d < . ‘
o - In answering questlon No. 2, all the concerns discussed aboye become important, as do sev- - R
' eral new echrﬁ First, a benefit-cost evaluatlon should itemi%e benefit and cost. : -~ -
\ ' elements as follows: & : , ~ >
r N . ) ) ¥ .. " L
Benefits: ’ < . ] ST ‘ ‘ ! . N

1. Number of target population recewmg service.”
2 Number of multi-problem clients receiving services on all problgms Combmmg these

into one benefit calculation: 5 @ I
1. Number of target population reeelvmg service, where multl problem clients must '@\i .
receive all services. . . ’ . . Lt )
- I . - ® * ' ¢
- - : LS . . . - - [ »

Target population: options here can’include: anyone who walks in the door; registeredwun-

N empfoyed unemtploy€d, and underemployed; black hard-core unemployed; etc. The further

the agency reaches tow’ard the hard-core unemployed populanon the more ambitious the

|
1
To make this benetit definition operational, one must further define twosterms: 4 - ‘
agency becomeg, and the more it rrsks not attaining the volume of benefits hoped for. . i {

{ Receiving service: Does a client reteive a service from the employment security commission -

at the point where he is recorded as unempdoyed when he is tested and counselled, or when - .

he is placed in a job?

[t seems rdasonable, gﬁen the magnitude of and federal concern for the more extreme pov- .

erty prob}ems in this cotinitry, to adopt the xxore ambitious, hlgher risk goal of a hard-core T W
pulation..Regarding skill training, emplovmentf v

would sem the appropriate mark of service delivery. Considering the difficu]ty of obtaining, ﬁ

data on other services, some would suggest‘ the aCLeptance of gmployment alone as proof )y ¥

that the othereproblems had bgen taken care of. (This Is not sufficient, hgwever, since: Even -~

.if good data were available on how long a client stays on thgjob (a‘iidre relevant criterion)

it will not be clear what job and wage upgradmg will be possiblé, whether problems at h me
will prevenf his family from breaking out of the cycle, and so on: thesmajor problem is the
time delay between service delivery and evidence oftsuccess. (There has been enough time to

indicate that assistance provided to southerp black® under that system did not succeed in “
employing them.) Remempbering the assumption’that. multi-problem clients must regeive - -
services felevant to all afflictions, then, we-tnust rec@td the attainment of this sub-goal by

measuring the client’s “performame in certain LdthOl‘leS agalgst so*ne standard: illnesses
cured, KI“S Ieamed (tested), children enrolled (in day-care or hedds art, ete.), o~
& ' ‘ R o . a
[ . : ) . . .
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A i Tex: provided by ERIC

“‘Costs ¢

Turhipg to the cost side. there are several important elements:

1.. Cost-of establishing and operating a scrvice outlet at’some minimum lcvcl (fixed

cost-administrative)

2. Cast of providing séevice tQa Lllent (average variable cost)
3
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As an example, under & categorical systzm costswould appear as follows (only costs to.the
federal government are considered, to be conservative; it is-assumed that local mstltutlons

if funded. M}lally by state dnd partially by federal funding, perform state-spec
those in which tne fe&‘cral govcrnment takes an interest.) Only two

as well a
used int example found on the next page
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TH benefit/cost ratio is Ssalculated as follows: g, 2 . Lo
. - & . i
* Benefits: E (employment of bfack) ..
h ¢health service provided to blick) :

Eh (employmen and llealtlr service for same, 1nd1v1d\.ral rehrng both)

- . X

Costs: a (fixed LOSt-skl]l training) < - ~\ \ ~ .
A (variable cost-skill tralnlng) - ! . i ) .
~ b (fixed vest-health service 3 L. \ o - ’ %
#(variable Lost-lrea‘ltlr SErvict), ~ - ~ i A T t -

~ . . : ) ‘
B = E+h+Eh ' _ R U
C at+b+8 : : .

. & - : A LN 4

.. Note several properties of this function:. ! « e J .
1. Fixed annz varlable costs for each service may increase, byt,if employment does not
result, the benefi numerator dves not incréase, except to the extept that health servrce is
provided. (This property depends solely on the employmLan criterion,,and this variabie is
the only actual service performance variable in the function.) Since E and Eh ‘do not increase
. unless A client is employed this makes the size of the B/C ratio particularly dependent upon
thé‘Frovmon of both services to the populatiorvsegment gequlrmg them both, and upon the
quality of the skill-training program.
, 2> The probabrllt){of 'Eh being fulfilled will decline as the number of problems for any
1nd1v1dual increases, by logic. The probability, P(E)> P(Eh); similarly, P(Eh)>P(Ehx) 7
P(Ehxy), etc. . Furthermore, it can be obsérveéd that the more d1sadvantaged the farget pop-
ulatlon, the more multiple-probleni clients'Will be encoyntered. . . .
) The more disadvantaged the target population, the hlgher.wlll likely be the margxnal ’ '
and average variable cost per enrollee, due to E he additional time: requlred within one serv1ée <
category alene to treat a‘client. - Y *
4, Ba;ed onl, 2, and 3, the more d1sadvantaged the population, the larger wiil-be that
portion of the target population requiring Eh, higher will bed~ andi and therefore the lower
the B/C ratio N

-~ R . . ‘ . . -

s
“Comprehenslve programs have brought several new dlmCl’lSlOl’lS to this problem. They pro—
.vide a referral service, so that all of the client’s problems ate recorded, and remedies pre-

“scribed. The Qmprelrenslve program does fiot try to treat all problems identified, but rather
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“refers” clients to other, existing agencv"s for many problems. Sometimes, it bring. *ot only
such a coordinatiiig mechanism but also add1t+onal funds for achieving a particular goal: for
. instance, 2 CEP might be glven%Z mllllon to place 1000 hard-core unemployed in jobs with-
in 15 months

.
.

lgnoring such goals imposed on the newer coordinative programs;it is impor‘tant to be able .
Jto justify the “linkage” between categorical programs which s::{; a new institution provides. :
F1rst it seems obvious from the above example that, by raising thé probability of Eh, with ®~
and Zrising mespccme of E and Eh, the link can help produce a higher benefit/cost ratio
from a federal assistance program ritics of the “linkage”’, however; claim that the new |-
institution is “excess baggage”, implying a hlghsr admihistrative cost. This added cost adds . ‘

another term to the benefit/cost calculation:

“

"
L4
.
' | .
"
.

g
R

¢ ‘. - . . (./ ’ Y




y .
[ 3
<
Y
i
<
*
14
¢ I g
¢
O

ERIC

. ST
i .

< : ’ > :
.o : ' - 7
. e
¢
s / A N - *
* A. . * ‘w.
> . ’
3} (S " . .
on. N St . -
. — E+h+Eh
s *  atk+b+Stet€
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‘where ¢'= additional fixed administrative cost and€' = additional variable admj
* In evaluatmg categoru.al vs. c.omprehénswe programs therefore the comparisOn

r - ‘i
. E+h+£‘h- v E+h+Eh
R ‘ a+o«+w‘§+e+g

at&k +b+

-The comparison stated in this way will depend upon how the added costd, e

the higher probability of E h, and partlcularly Eh occurring.
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. -Now sdnew dmunslqp will be added. Assmm that the actual uncrployment rafe (official
plua uncounted and non- registered) is 10%. Also assume a mininmum acceptable federal goal
is to lower this td 57, The comparison between the categorical and thre comprehensive al- -
ternatives no Iung.cr takes the form of comparing B/C ratios.- A fixed benefit level is reguired,
and the goal now is to minimize cost. Phis is a sngmtn@\mtly different problem, giwen the
characteristics of the poverfy situation. Advocates of compruhensnve systeins will argue-in- .
tuitively that categorical programs supplied through established state and local agencies have
not in the past attained the goal (see Section I1.) Rurthermore, there may be a local political
constraint to achieving the goal through thesg agendies: this construint may be removable by
money and time. but the urgenu)/ of the problem woul%ugg;st.other solutions in the mean- .
time. 4 ~t P
. , . /
If the multl-problem Lon51der.mon is takgn senously, the fact remains that comprehensive
programs are the only existing means forfecording and tracing the problems of a single client.
In other words, if an evaluation even remotely resembling the one above is to be domy, the
onlyv way it can be performed-is by utilizing the data collected froin linkage programs. The :
 uct of collecting data on individual clients from the county health office, the state health
office. the local school board, the state employment security commission, etc., and assembling
client profiles wotld itself represent tfie formation of # coordinating agency. Three critjcal
roles are performed by the comprehensive probmms they collect and apalyze informat
make refetrals, and‘involve local participation. It should be pointed out that the CAP’S, tﬁe
. CEP’s, and the NSP’s have been experimental while they have been costly. They have per-
fofmed operational functions as well as the three abové. A conceivable outgrowth of these
experiments might be a single linkage-type program acting asa separateﬁntake for clients,
and referrmg them to the other agencies for serv;ues w1thout having any “‘operating” functions.
Another way of cufting costs would be tg reduce admmnstratlve superst> ture at the federal
level. Often, beua)?:e linkage institutions are created in:target neighborhoods, coordinating
. institutions are created at higher levels (statk egional, national) to monitor the lower level
comprehensive un T This phenomenon is alsd criticized as being ah excess, €. .. unnecessary,
cost. (Under the extreme alternative system which would give all federal funds to states,
there would presumably have to be a sizable linkage institution at the state level: note how-
gver, that the only justification for a linkage given thus far in this dnscussxo has been at
the local level, where clients are analyzed.)
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Community Participation ! . ) .
The dlsuusﬁn to date has purposely not dealt with one of the most-emphasized Lharauter- .
istics.of the fiewer programs: the involvement of the target population.” Blacks in small ¢
’ southern towns have not played mwion-making roles within local school boards and -
local employment services. It has been argugd that if any assistance program is going to
have the desired remedial effect ori the black population, the formulation of it must be in-
. fluenced by blacks. Using this sucgess criterion, the categorical programs as administeredin \
the pdst fail by definition. ) 7 » \
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EDA and Service Delivery
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*The implications of this discussion for EDA are major.. Ié'DA has had far less contact with

" . the real client population - the pqor - than any of the other agencies mentioned above, ' This *

_ isinherent in the nature of the'EDA u:sistance, }“vhtcﬁ is provided to designated ryral areas
and firms. The areas receiving assistance are designated on grounds of low income and high **
unemployment; but there is no dnechanism by ‘which the poor as d group benefit immediately.
and directly from grants and loans-to district and area bodies. The success.of EDA programs,
however, is dependent on the same multi-problem considerat
the ways in which local agenclesﬂgzctton% Is therefore almost

staffs to predict the employment impa ’
the effectiveness of other service provision units,

Aside from EDA’s dependency on other pm}r&ms, EDA plays a critical role in
of the others, If employment opportunities are not present, the pqor

ct on a disadvaitaged population withaut corisidering
h] . -

oy

escribed above, and pn

.

-
'

passible forEDA district

*

L 4

.

the success

¥

-

-

nnot ever hope-tg.main-* 7

"tain themselves. Through coordination with*other service units, therefore, and particularly
with comprehensive programs, EDA can best allocate its'resources. The policy-implications

‘of this service provision and coordination broblem are covered in Section VL
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° ' « SUMMARY - PUBLIC SERVICES AND ASSISTANCE ’

: & Sections 1 and 11, in discussing the ;;atte'rns of growth experienced by small towns, noted the
. ‘tendency ofsnew industry toattract residents of a surroundjpg county hinterland. Some of
. the§e relocate within the city limits, and others remain on farms from which ey commute.
= * <7 Asthe town grows; there develops a sizable Negro sectﬁm in which reside many of the under-
= employed and unemployet in the area. Public services, which are strained by industrial
- expansion, are also required by, the poorer sections of town. Services required range from .l
.conventional water and sewer facilities to employment-facilitating sgrvices suc}1 as training,
. ‘orientatiorf, and day-care; housing is almost always poor. :
This in-town blight appears quite unexpectedly to the local official, althougheits growth has
been gradual. The wholesale “op'e'ning.” of the town to new people (acéompanying the new
employgrs) raises town awareness of the problem. However’ thg local official does not make
decisions within a political structure where he needs to be particularly respansive to these =~ %¢
problems. Furthermore, local revenue intake makes it very difficult for the town to signifi-
cantly expand services particularly to areas which cannot pay taxes. Local financial proce:
dures further handicap-service provision by sacrificing revenue in varigus ways. Much of the
sacrifice is due to indusiry’s demands for tax holidays and free services. In addition, \ndustry
puts a strain on many, town facilities which may often be out of praportion to the revenue
\ the town’s public coffers are able to collect.(There is no question that the private sector,
includi{ng illgividual. employees, benefits significantdy from industry).
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Facing this rékource problem, and a rapidly increasing need for services, the town requests
. federal assistance. This assistance has been éustomarily‘channelleq through local agencies,

- ~ however, which may not completely share federel goals. Unless agreement is reached on
« exactly who the target population should: be, !land “information linkage” units developed

‘ ' “ which can record and evaluate both needs and program impact, it.is unlikely that federal
assistance funds will accomplish their objectives, at least at an acceptable cost. ’
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IV.- INTRODUCTION

The subsidization of growth centers is discussed in its two basic elements: incentives to

industrial location, and assistance given for social programs. The point of view taken here

is that all forms of assistance provided a town, from both state and federal sources, should |

be coordinated to achieve some agreed-upon goal. The goal assumed here is the growth -

center goal-set dealt with throughout this study: provision of a service and employment

base for an increasing number of peop[e, with an emphasis on providing for residents in slow

growth and loW opportunity‘sections of the town’s hinterland. Therefore, the tax holiday

provided by the state, the new water supply system, and the public housing project are all

used to obtain the same end. (The political problems involved are purposely ignored in

this section, in order to develop an argument, but are acknowledged in the last section of

the report.) »
L 2

Local, County, and State Subsidization of Industrial Location

The Market for Industry u R

First, it is important _to realize what the viewpoint of the smail town is on industrialization.
The town marshalls state and federal resources to achieve a goal, and the process within
. which town and firm bargain is seldom understood. -

Just as firms in one labor market vie for the services of that area’s labor forces, towns com-
peté with one another for new industry. In rurgl areas, firms rarely purchase an industrial
site without first making contact with the local community and there is scarcely a town
which does not have an active industrial development committee or commision to welcome

pective industrialists. These committees not only serve the irnportant public relations

ctidh of “selling*‘ the town to the interested parties, but they gre often empowered to
offer special inducements in the form of tax rebates, low cost land%and building or special
public services. Many of these inducements are granted as a matter of course under existing
state legislation, but many others are discretionary on the town’s part.

. , ,
Firms that a;e considering relocation or establishing a branch plant generally survey a num-
‘ber of different sites and weigh each site according to a number of criteria, and a not insig-
nificant weight is placed on the type of explicit offer made by each community.

It seems unusual to treat this seemingly natural act of site selection as the culmination of a
market process but it is entirely appropriate. Towns act to maximize their utility by attract-
ing new income-earning opportunities through special inducements. Profit maximizing firms
supply the income earning opportunities to the most attractive community. Clearly the level

of inducement can only be one element in the firm’s decision calculus, but as the differ- e
ences between alfernative sites narrow, . the level of discretionary incentives weighs increas-

ingly heavy.

The most notable characteristic of this market is its lack of conformity to the standard com-
petitive market of neo-classical economics. Neither the package of inducements nor the
quantity of new industry have perfectly divisible units of measurement. Moreover, the item
that is **purchased’’, so to speak, by the community is a public good in the classical sense.

1
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dOnce a new industry @pens its doors; job opportunities are open to all residents (and even
non-residents) and not simply to the taxpayers who in effect paid for the inducements.

Just as firms vie for the services of labor, towns vigorbusly compete for new industry. * Firms
seeking to relocate or establish branch plants choose between a number of implicit “offers”, %
selecting that “offer” which best serves the interests of the firm. T arket for industry
is similar to the market for labor in one other important respect - it;xtoo, does not always
meet the requirements of the .perfectly competitive model.

P - -~

The limitations of treating new industry as a commodity are obvious but the usefulness of treat-
ing subsidies as one part of a town’s package offer and asking how prices are determined from
city to city is obvious. "It is not the purpose of this study to provide a model from which one
could draw normative conclusions — i.e., that a given town’s price is *“‘too high”. Instead, we
simply outline a model that will illuminatethe behavioral properties.of this market system.

In particular, our discussion will concentrate on the propertles of the market which tend to
vary according to the size of the town. -

The Beneés to the Town .~ \ -
Towns essentially bid for a stream of income which will be earned by the local, immobile
- factors of production — typically, labor and land ~ once they are employed either by the
new industry or by the existing employers who 4ére enjoying the fruits of the multiplier
effect. It is clear that such a benefit to the town can be strictly pecuniary and not necess-
- arily a social benefit to the nation. To the extent that jobs also bring greater social and pol-
itical stability — whether by keeping people’s time occupied, giving people a sense of pride
and identity, maintaining their con*act with reality, or simply making them acceptable to
the rest of society ~ industry may bring social gains to a town in addition to the streams of
indome ganerated. If one town’s gain is simply another’s loss, the nation as a whole is no
better off with the relocation. The absence of any social benefit, however, does not prevent
towns from competinyg for the new industry. p
If land were the only immobile factor the beneﬁts from new industry would be measured
by the increased land rents accruing from t demand for industrial and residential
sites. Land is not, however, the only immobile factor. . p

The benefits to a town of additional mdustry are: . ’ ' {
5 Increased land rents accruing from the new demand for mdustnal and residential
sit ;

2}  Increased real eammgs of the labor:force, both directly ;hrough payments by the _
new industry and indirectly through the multiplier effects of those payments. :
3. Increased earnings from hltherto unused existing capltal such as unoccupied build-
ings.
4. Psychologlcallsomallpolmcal benefits derived from fmdmg work (and thus pride). «5!

“These gains are gains to the town, Qut not to the national soc.iety except for the extent to - i
which capital and labor are immobile and initially unemployed in one area but not in an-
other.4Even within the to it is the immobility of econoric factors which theoretically
should be mobile which %:/Ve rise to benefit. Labor, and especially rural Jabor, has been re-
luctant to exploit oppoftunities in labor-deficit areas when'such areas are far from home.’ )
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A Lack of information about job opportunities is no doubt partially responsible, but rational

.that the absence of water pollution control is one form of industrial incentive.

considerations such as sinall equi™ holdings which cannot be easily relegsed and a preference
for the rural way of life are also important factors.. Thus, the wages of formerly unemployed
and underemployed workers who find employment as a result of new in ustry are included
in the stream of benefits accruing to the town. Capital is geperally considered a perf%ctly
mobile factor, which implies that the town residents will not reap any surplus profits from
an’investment in local industry as compared with an investment irtindustry in.any other
town: If a-town owns an unoccupigd building, the rent which accrues jointly to the land and
the building would be considered a%eneflt from-the point of view of the town.
L3 &
The Distribution of Benefits - >y . N *
* . - F}
New industry does not only bring a particular level of pecuniary benefits to a town butalso , ’
a specific pattern in the distribution of those benefits. A highly capital intensive industry | * )
may have thigh rents for land and "only modesth¢mployment for unskilled labor (especially
after constructidn is completed) while a labor intensive {irm could bring just the reverse. It

Y

.is possible that the total level of benefits is the same for both industries but the two sets of

beneficiaries are clearly separated and this fact has considerable impact on hovs the losal
political process is apt to evaluate the “total benefits” — i.e.. level and distri~ution - among

vanous industries. s

2

Benefits — Private or Public Good » Q.

One of the interesting features of the industry market is that the commodity that thegown
purchases has few of the properties of § priyately traded good. First, the town cannot wholly
internalize the benefits of new industry. The new firm might hire labor living outside the

city limits or even outside the county area: the land where value increases may be owned by »
non-residents; setond, resident employees of the industry may spend their wages outside the

area. The town cannot legally exclude anyone from enjoying the benefits associated with

new industry. Local governments are even restrained from taxing the beneficiaries in pro-

portion to the benefits received. Since the benefits of the good are clearly finite, new indus-

try does not meet thg requirements of the classm public good. But it still lacks the essential
properties of a private good ‘ 2

is “‘publicness” of benefzts and the fact that new industry is generally oftered in fairly ;
large increments make the town government the logfcal provider of new industry since of h
all the possible local groupings of beneficiaries, it cpmes closest to being ab® to internalize
all the benefits through its limited process of taxafion. - A small group of unemployed and

_ unskilled vworkers cannot easily import new employment into the communitv. A large

group of unemployed unskilled lgﬂbor is more.likely to succeed but as we shall show, has
little eftective political power to Uo so.

. 1]
A fact seldom considered by the town receiving the income benefits of industry is that
“negative benefits’” accompany the positive. The most striking social cost to the town im-
posed by industry is water pollution. which in most of the towns studied has reached serious
proportions. The concern for this problem shown by town governthents is after the fact. \
Since industry is primarily responsible, the weak position takén by local government suggests .
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The Components of the Package which Towns offer to Industry

The town bidding for industry, a scarce good, offers a “package” of benefits to the firm. ¢
Some of these benefit components may represent costs to the town, while others may not.
Towns differ in both ability and willingness to offer industry this package. The package in

’ owns can be viewed as containing essentially the same four components, alithough the
qualiiy~arid value of each component varies widely between towns. -

actors Exogenous to the Town s-Control : -’
An important part of what a town is able to offer industry is beyond the town’s control. Its
locationjclimate, and natural resources are endowments Which may be vitally desirable to
industry. Industry, faced with a decision between locating in a town offering a cash subsidy !
and locating in a town endowed with attractive natural resources but offering'no subsidy might
. choose in favor of the latter i)’ the endowments fir exceeded the subsidy in value. In a very
real sense, natural factors are treatedih a competitive situation by industry as a part of the
supply price. The town incurs not pecuniary ®ut merely opportunity costs. The value of the
N offer is measured by the benefits brought by the best industry which the town could secure
by expending part of its natural endowaents, and wherever these natural factors retain’ the
\ character of a public good - e.g. climate or proximity to a Metropolitan area — the town
\ : need not even ration those resources among prospective industries.

" s oy o == o8 e»
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. . -
State and other public programs which may be applied to the town-and which will benefit
industry (state training grant, state industrial bond law) may be viewed as exogenous inputs

to the pagkage. Naturally, if the application of these programs require inputs of local offic-

ials’ time, the cost of their time must be included {in a later category. . . .

kS

Factors Under the Town’s Control But Not Strictly Monetary )

The town is often requested by industty to provide infrastrectural facilities: sewer and \(
water lines, speial roads, industrial land, and so on. These services must e regarded as a ¢
part of the town¥ffer. It is common practice in the towns surveyedlto extend water and -
sewer lines to a new industrial site at no cost to the firm. Infrastructure may have been, con-
. structed before the firm considers location; towns build industrial parks and construct high-
capacity water suppl{' plants with the intention of attracting industry. -
- \ Lt : ‘
1 The town is also able to make other non-financial offers to industry. It may agree to resist
the entry of other firms which would employ the same type of labor, thus guaranteeing the
first firm’s control over the labor market. It may promise to actively qppése the coming of
unions. These offers of a “favorable communijty attitude” to industrylor to a particular .

firm are valued by industry as part 6f the town package, and are often citeg by industry as -
reasons for locating. s, . )
. . <}

Factors Endogenous to the Town But Usually Not Within the Town's Policy Control

/

Industry views the town’s package as including a great number of *‘amenity’’ characteristics,
the quantity ‘and quality of which are usually a function of the towsr’s size and range of
commercial activity. Bowling alleys, churches, and shopping facilities mgy be attractive to  ?
industry, but ca<mot usually be constructed by an-industry-hunting group. These elements
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. of thé package are simply present, and industry may or may not accept them as reason to
- locate. " ,
In the same category are the size and skill characteristics of the available labor pool. This
part of the package has been extremely important in the firm’s location decision. Lar
cities are able to offer a significantly larger and more diverse labor pool than the smal ‘topvn.
The small town often has the advantage of offering a sfffaller supply of cheaper, non-pﬁi!:
labor, which may not be highly traingd, but which the firm feels more confident of being’

able to employ profitably, as one of very few employers. Ou?.analysis stresses the impor-
tance of reforming the labor market information structure so that a labor force can be
actively marketed. :

] ) r
.

Monetary Factors ¢ ..

A ~
¢

B ‘ - ’ - .
Finally, the town is able to complete its offer with a range of moretary incentives to indus-
try. The financial incentives offer the greatest: flexibility since they are almost wholly dis-
cretionary and require little advance preparation. These incentives sérve to lower the firm’s
cggts; in fact, all factors in the package do, but monetary incenitives are most difect and pre-
dictable in their cost-lowering implications. Towns offer property. tax moratoriums lasting

~a number of years, cash, land or building subsidies, industrial bond financing of plant, and

other legal and extza-legal incentives to locate. S . ' i

\ .“ - *

Bargaining : . o . S o

»

- Bargaining is carried on directly and secretly between a town (or its representative) and a

firm. The town believes that it is competing with many other towns. It does not know what
prices rival towns are offering. Nor does it know what other industries it might be able to

" bid for as alternatives. Firms, on the otheg hand, know the prices offered and also reaiize,.
that thé town lacks information on the demand side of the market. They are already in an P
oligopolistic position because of their product and the number of its sellers. ‘The secrecy of
the bargaining process and the information structure of that process strengtiren the’ oligo- ‘
polistic position of the firm. As a result firms receive prices which may be far higher than the
price at the margin which would be sufficient to induce their locational shift. The fact that
local and s'tate governments are limited by law in the package deals and prices they suppos-
edly can offer, does not restrain this oligopolistic pricing. Reports of under-the-counter
deals between towns and their industries are sufficiently abundant to suggest that the price
actyally paid by townsis d initely‘ Higher than the legal limits would indicate. ‘

r

SUBSIDIZATION AS A POLICY INSTRUMENT . Y S
Wifhin the market structure describe&q; thus far, the incentifle instruments are those aimed at
industrial location. Although our interest lies ult%{nately in examining all incentives to
growth, not restricted to industria‘lhléz‘tion, it is Tirst instructive to evalyate the location
incentives alone in order to place théem-in grospective. The following di&fission accomplishes
this. » ¢ »

*

« ‘.

One of the major policy instruments which influences industrialization of rural towns is
subsidies to business firms. These instruments are widely used by state and.local govern-
ments to induge industry to move to their areas and %ccasionally used to indige indigenous
firms to expand in the same location. : N B ‘

{
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We will first study the effects of vdrious incentives and s’ﬁbsidy programs on both a the-
oretical .and empirical level. After a description’and classification of different schemes, the
overall effectiveness of incentives and subsidies will be discussed. The initial question to be
answered in this sgction is “Are firms attracted by these.programs?”’ After this, the &alue
of incéntive and subsidy programs will be discussed. First, the costs and benefits to towns
and states will be discussed. Then the costs and benefits to the pation will be examined. It
will be shown that there are important gamflicts between local and national v1ews of 1hese\4
programs. The situation is similar to the ase-of external diseconomies.

The next séction will discu'ss‘the best methogds of subsidization of industry. Issues discussed
will inc&;i: who should administer incentives and subsidies - whether"it should be done by *
the federatgovernment, state governments, or local governments, whether subsidies should be
related to capital or labor, and which types a-jsvubsidies lock firms in. This séction does not
treat subsidies as a whole, but rather comp arjous types as to their differential effects.
Not only are some types more effective than others, but different types of sub51d1es attract
different types of ﬁrms - » - .

- - »
After this dlscusswn,,certam altematlve ways of using government resources will be “consid-
ered. Aiding’expansion of firms‘in the same location, and the alternative of subsidizing labor

migration will be b{lefly considered. ’ . . N -

(»v'{)escripgion of Incentive and Subsidy Plans . ' o

A large number of methods to subsidize fn'dustry so as to influence its location have been
used in the United States. Most have be#n ad;.ninistered by local and sfate gov “fnments,
‘and by private development corporations associated with these governments. While the

" federal government has few programs which directly influence locétion, it pays the bill

for shany of the state and local programs through its tax-exemptign on municipal bonds.

" As an introduction to the policies of subsidization, the various tyPes of subsidies wijll be
described here. Methods will be classified with regard to economic impact rather than legal
characteristics, since the former is the key to policy recommendations. LN

Ong very commonly used type of subsidy is the property t\gx exemption. Localities typ-
ically grant pew firms an exemption frofm property taxes of 5, 1Q, or 15 years. The average
of all exemptions is 9 years. In many communijes, where tax exemptions are prohibited

by law, informal agreements are made with firms\that taxes:will be kept léw thrSugh low
assessments. Of course, both-legal and illegal property tax exemptions (or rather reductions
in the illegal case)*have the same economic impact) They both have 4 predominant effect *~
on a budiness firm’s fixed costs. A tax on the value of a firm's land angxsgledings does not
vary with output in the short run, and is thus considered a fixed sost. Property taxeson

"L inventories do vary with output to some extent, but not proportionally. Asostput (and

sales) grow, inventory kecomes a smaller proportion of it. Thus thg property tax on inven- &°
tories is partly a fixed cost and’partly a variable cost. In sum, we can say that the property

_ tax exemption i is a subsidy that primarily affects fixed costs.
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A seeo-‘d category of tax concessions is an e,gemptlon from-state eorpora#on income taxes.
As not all states have eorporatlon income taxes at the present time, this ihcegntive cannot
always be offered. This differs’significantly trom the property tax exemption in impact as
‘it does not affect the firm’s fixed costs. This tax comes only out of profits. -Thus only firms
which expect to make profits regularly stand to benefit from this type of tax concession.

Since profits vary with output (though not in a proportional manner), this incentive primar~
ily affects vanable costs. _ e 4

Accelerated dapreciation is a type of hybrid of the property tax exemption and the corpor-
ation income tax exemption. It is like the former int that its value is based on the amount of
capital equipment. It is like the latter in that since accelerated d€preciation essentially means
a saving of profits that would otherwise be taxed away through income taxas, it is valuable™ *
only to a firm which is turning a profit. Some states have used this method selectively by
allowing accelerated depreciation for only certain types of invesfiwent expendltures such as
research and development. . .

»
-

Tax concessions is one broad category of subsrdrzatron Provisiop of tapital for firms at low
cost is another broad category. There is a great variety of-methods to provide capital at lcw
cost to firms, though all are quite similar tn their economic impact. Different methods in-
clude building of plants for leasing to firms, extending low ¢dst loans to firms, and guaran-

teeing loans. All of thgse plans give two benefits to firms. First, there'is an interest sub-

sidy. Low cost loans are at rates lower than th® firm could have obtained from conven-
tional sources. Guarantees lower interest rates as they reduce the risk to the lender. Leas-
ing a plant to a firm can be expressed in terms of an interest subsidy also. Rents charged the
firm in these cases cover interest and principal of the mortgage. These rents are lower than
if the firm owned the building, since the local government can borrow at a lower ratg than
then the firm due to the municipal bond tax exemption. Thus the sibsidy from leasgng a
plagt to a firm is equal to an interest rate dffferential between the firm’s borrowing rate and
the government’s tax-exempt bortowing r:_te

> . 4 ¥

.

The second benefit of provrslon of):aprtal is access to the capital market. Many small firms
and rapidly growing mediim size firms cannot obtain capital at any cost. Thus a loan or
rental of a building can be very valuable ‘to them. This beneﬁt of provision of capital is very
difficult to measure, since we do not know what rite of-intetest the firm would have been
willing to pay for this capital. In rhost cases, however, we can say that this benefit of pro-
viding accessibility to the capital market is more valuable than the benefit represented by
the interest subsidy. . .

» . #
Provision of plant and equipment is probably the most important form of, provision of cap-
ital as far as dollar volume is concerned. A plant is¢uilt by the municipality. sometimes to
a firm’s specifications, and is leased to the firm at a rental which covers the principal interest
of the mortgage. Interest payments are lower than commercial rates due to the tax-exemp-
tion privilege of municipal bonds. “Industria] Aid Financjng” is the title usually given to
this method of provision of subsidized capital. There are t\vo’ major varieties of industrigl
aid financing - revenue bonds and general obligation bonds. The former type is guaranteed
by the revenue generated frorn, the plant andequipment. Thus, the credit rating of the pro-
spective firm determines the interest rate of the bonds, and the town is not-liable in case of
default. Though the town acts only as an agent here, the bonds are still tax-exempt and thus -
carry a lower interest rate. General obligation bonds are guaranteed by the local governments.

[ ‘ S .
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- The interest rate on this type of bond is determined by the credit rating of the'govemment.
As can be expected, revenue bonds have been used {or large firms and general obligation bonds
_for small firms. Larger towns have an advantage in this type of subs1dlzatloj1 since they can
obtain a lower interest rate on general obllgatlon bonds.

]
o ap o e
L4 .

It is difficult to estimate the volume of this financing, b\t all agree that it #as been growing *
rapidly. Goodbody & Co. (investment bankers) estimates\that in 1964, $36.5 million in r
general obligation bonds and $14.2 million in revenue bonds were issued.! .Discussjons with
investment bankers specializing in‘industrial development bonds produced an estimate of a ..
$1 billion volume for 1967 and a forecast of $2 billion for 1968 if there.is no crackdown b){ the lL\
Treasury. : , .
. Guarantee programs for mortgage loans are used in a number of states. Maine and Rhode Island
. have had the most expgrience with these programs. The purpose of guarantee programs is to
- provide access to capital markets for small firms. A charge of %% or 1% is rendered for the

gudrantee.

Direct state loans go to small firms and serve the same purpose as the guarantee programs -
providing access to capital'markets. The only difference is the use of public credit versus
private credlt with’ publlc guara.tce

Private mdustrlalodevelopment corporations are another instrument to provide capital to smaller s
‘firms. Bhe stock of these corporations is subscribed to by local citizens. Capital is then raised
from commercial bonds at an interest rate of %% above the prime rate. This money is loaned to
small promising companies in the local area. There is little subsidy i in this plan, because of the ;
great economies coming from the pooling of risks. The only subs1dy involved comes from free
. management time donated by local businessmen, and the lack of a requirement to pay a high
“ return to the stockholders, who are interested local citizens. In practice, however, a high seturn
- has been earngd by these corporations,

*

}
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In summary, most schemes for provision of capital to firms at low cost are aimed at small firms '
with limited access to capital markets. However, the program aiged at larger firms" industsial
revenue bonds - is by far the largest of these plans in terms of dollar volume.

There are a number of ‘methods in addition to tax concessions and provision of capital that local
governments have used to subsjdizg Bew industry. Free land is often given to a firm which builds
a plant or which has a plant built for it by the local government. Also, publu. services are often
- rendered free or below cost. Roads are bi ilt to a new plant. Also water and sewer lines are often
- constructe® to the phant or to the city lineYyf the plaqt is outside the mummpallty Indueements
" of this type are usually not hindered by legal restrictions. )
Subsidies-in-kind are also rendered by local governments. Vocational trainf;)g schools where

. training emphasizes skills required by the firms are an example of this type. Subs1d1es-m—kmd

like this avoid legal restrictions almost enti ly ) -
m N .
! The differences in impact of these various methods of subsidization has been hinted at only
briefly-here and will be discussed in detail in a later section. Knowledge of the range of subsidi-
: zation programs enables us to proceed to the next stage of analysis - the effectlveness of incentive
schemes in general. ¢

lINDUiTRIAL AID FINANCING, New York: Goodbody and Co.. 1965
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- mQuence could be more accurately identified. 3

Effectiveness . ' . :
How effective the various typ«.’g of inducement programs have been has been a subject of great
controversy for a long time. It is an important subject, since it enters cAlculations of benefit-

~vest ratios of inducement programs for localities and for the nation. Studies ofhe effectives

ness of inducements probably affect the volume of inducements given by statesund localities. ’ |
The volume of inducements also affects to some extent the profits of business firms consider-
ing re}ooatlon or opening up a new branch. Thus, there are vested interests in the controversy.

) I
.There have been numerous studles of the question, which we feel can be classified as to method.
Probably the oldest method is a statistical comparison of relative growth rates of various states
with differing - relative tax burdens. For inducements to be shown to be effective, the states wi* ‘h ,
theowest tax burdens should be those witf ighest growth rates

In one of the more frequently élted studies, C.C". Bioom! took lowa data and rrelated the re-
lations between growth in nfanufacturing employment and capital outlays of ﬁanufac urers

with per capita state-local tax collectlons and growth in such tax collections. The perlbds used -
were 1939-53 and 1987-53. Yo significant corrteZatlons were found. The. stlkly 1:as some very
oRvious shortcomings. First; taxes were not restricted to those on manufacturers. Second, there
was no isolation of other fattors influencing manufacturing growth. Third, and p0531bly most im-
pqrtant; there is confusion as'to cause and effect. High growth in manufacturing is a cause of
higher per capita tax collections, both through taxes paid by mahufacturers and through taxes
paid by workers. Thus, in a situation where tax burdens were important, a state with a_low tax
burden could not be recognized due to its high tax collections resulting from growth. Thus,
though*Bloom’s study implied that the impact of tax burden on industrial growth was minimal,
we. cannot accept these results as convincing since his research methodology was so poorly con-
ceived. . A .
\\?. R. Thompson and John M. MattilaZ did a similar study which used more sophisticated econ-
ometric techniques. They considéred only taxes paid by business firms. They concluded that
there was no significant correlation of interstate tax differentials (measured in terms of the ™
amount o¢ tax paid per employee) with employment growth in 29 manufacturing industries.

This study is superior to the Bloom study chiefly because of its use of ‘a better tax burden vari-
able.” Taxes paid by business firms per employee is a more accgrate measure of tax burden than
total taxes per capita. 7'

A major limitation of the general type of study represented by Bloom and Thompson-Matilla

is that they dnvolve all firms. Many firms have few significunt locational choices among states.
Their ties to resources and markets often limit locational choice to that between neighboring
states, or just between localities within a state. Others 'Eave little locational choice due to their
extensiveMvestment in specialized fixed capital and equipment.” It would be more desirable to
study only those firms with sngmfncantﬂocatlonal flexnblllty Then the incentive and subsndy

»

lBloom. C.C., STATE AND LOCAL TAX DIFFERENTIALS, lowa City: Burcau of Business Research,
State Umversny of Towa, 1955.

2Thompson, Wilbur R., and Mattila, John M., AN ECONOMETRIC MODEL OF POSTWAR STATE INDUS-
TRIAL DEVELOPMENT, Detroit: Wayne State University Press, 1959.

I'd . .
3Due, Jghn F., “Studies of State-Local Tax Influences on Location of Industry,” NATIONAL TAX JOURNAL,
Vol. 14, June, 1961, p.164
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Another limitation of the approach is that it only considers taxes and does nét consider induce-
. ments which provide capital. This was excusable during the 1950’s when these studies were
.. undertaken _because at that time there were few programs which provided capital. ln the 1960°s,
however such an approach is inadequate. :

The ly&)f focus on firms with the ability to relocate is not a problem in the second method-
ological approach to be discussed - interviews. The value of the interview approach is that it *
focuses on firms deciding on a l%ation and can isolate parti‘cu,\ar factors important in location,

. ’ ~ B

Y

There have been a large number of questionhaire studies undertaken. Results have teen quite
uniform, though subtle differences in the questionnaire have produced predictable differences '
in response. For example, taxes are found to be more important in studies asking about them
specifia&ly. than in those asking about general locational influences. Another subtle difference
occurs Bptween studies asking what factors affected the firm’s present choice of location and
what factors does the firm generally consider in location. In the former, the importance of 4¢ax
congessions (though not taxes) might be rated unduly low simce a number of firms were not of-
fered incentives. - t
It is instructive to review some of the specific questionpaire studies. An interesting one was made
by Boblett.! Rather than asking firm managers questions about location, he asked realtors to rank
industrial location factors. He found. that there were four major factors: markets, Jabor, transpor-
tation, and raw materials, in thagorder. As secondary factors, he found in order of importance:
suitable site, character of the commumty, adequacy of uuhtles, presence of supporting activities,
local tax cllmate planning and zoning, local government reputation, and suitable housing for labor .
- and management. Boblett then listed tertiary factors in location. Specral inducements were last in
« this category, and eigiiteenth in the survey. He cgncludes that special inducements wef® attractlve
only if other factorg were not compromised. ) ‘

"~ Another survey which asked about locdtion factars in general was that of Business Week in 1958.2
" The questionnaire asked busimess firms what factars had mﬂueqced locatron decrsrons Only 5%

_referred to taxation as a factor mﬂuencmg location decisions. * *

Alan Lechner3 undertook a survey for Goodbody & Co. which concentrated on industrial aid ™
financing. Companies questioned were those which had located in the South with the aid of
industrial development-financing. They were askéd what was the majof location factor in their
. move. Of the 26 firms quektioned, 7 cited taking advantage of new markets as the major factor.
Four explained that they were located there already,.four found the available labor supply attrac-
tive, and three cited the opportumty to take over an existing plant. In fifth place was the aid
package with 3 mentions. It is notable, however, that 20 of the 26 firms answered that they could
¢ not have expanded without this aid! ‘. . S
~ J.-Strassma#* perfb'rmed a study which asked specrﬁcally about taxes Of 196 manufacturmg firms
replying, 16% ingdicated that local taxes had mfl?enced location décisions and 19% indicated that S
state taxes had done so. .
r/

.

lBoblett, R.P., “Factors in Industrial Locatiorr,”” THE APPRAISAL JOURNAL, October, 1967.
2«Plant Site Preferences of Industry and Factors of ‘Selection,” BUSINESS WEEK RESEARCH REPORT, 1958.
3 .

Gdodbody & Co., INDUSTRIAL AID FINANCING, New York, 1965. p. 49.
4Strassma, J.D., “State and Local Taxation of Industry,” Boston: Federal Reserve Bank of Bosten, 1959.
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" Another critical weakness of most interview studies is that they fail to distinguish betwegn the
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Though this point wilkbe discussed in detail Tater on, we might be able to poirft out a preliminary

conclusion here. All of the interview studies agree that taxes or other forms of-industrial aid are
pot a major factor in the locational decisions of most firms. What must be studied is whether or
not a small percentage are strongly influenced; then subsidies can be considered effective and we
must find out how to identify the subset of influenceable firms. | '

- i
In general, interviews are able to ask about tax questions in particular, and this is their great ad-
vantage. Their main difficulty’is that much effort must be devoted to eliminating bias. For ex-
ample, studies which ask specifically about taxes cause anti-tax businessmen to exaggerate their
importgnce. Although high state and local taxes are unple¥sant, they may not be high enough
to influence the locational decision. Those studies which do not mention taxes seem to have

kil

" no great bias in general. - . .

choice of an area of the country, and the choice of a specific site within the area. It is obvious
that taxes and subsidies are more important in the lattér stage of the decision process. Certain
major variables such as labor, and proximity of markets enter mostly into the choice of an area.
With these factors similar in most towns within“an area, their importance diminishes. Taxes and
incentives then become more important, as a town is chosen within the area. It isimportant that

K

we distinguish between these two parts of the decision process. However, most interview studies -

do not.

One interview study which isolated the two stages was that by.Greenhut and Colberg.l This
intensive questionaire and interview study asked firms which had moved to Florida or had
undergone a major expansion in Florida abog,ywhy they had chosen Florida. Thus, this study

in concentrating on the choice of an area-by a firm. The results are what might be expected from
the above studies and*this analysis - that taxes play a smaller role here, than in the other studies.

The firmgwere asked-to cite the most influential factors in their industrial location decision. Of
over 1,000 plants, nat one,listed state or municipal tax structure as the primary factor in location.® -
2.8% of the firms cited tax structure as a secondary reason for locating in Florida. Unfortunately,
the study did not probé the process for choosing sites within Florida. '

Another important method of gauging the effectiveness of tax incentive and subsidy programs is”
to see howinterstate differences in tax costs affect total costs. This is a two-stage methed. First,
the importance of tax cests and value of inducements must be compared to total costs. Then, as
tax costs are varied and inducements are given, it is seen whether the rankings of the states in terms
of total cost for a particular industry change. i

In a study of Wisconsin, Bridges2 determined the value of inducements relative to total costs.
Property.taxes were found to range from 0.37% of total shipments in food products to 1.40%

of sh}pments in th€ primary metals iniustries. The average was 0.68%. We can see a wide range
in values of property tax incentives from industryto industry. Note that the industries most
often found in rural areas have relatively low precentages. Also, property taxes tend to be low-
er in rural areas. This will be discussed in detail below. In general, the Values of propefty tax
exemptions seem to be small relative to total cost.

1Gre:e:nhut, Melvin L., and Colberg, Marshall R., FACTORS IN THE LOCATION OF FLO~R‘IDA INDUSTRY,
Tallahassee: Florida State University, 1962.

2Bl’idges, Benjamin Jr., “State and Local Inducements for Industrialization,” Part 1. NATIONAL

TAX JOURNAL, June, 1965, p. 175-192. He uses data from: Wonnacott, Ronald, MANUFACTUR-
ING COSTS AND COMPARATIVE ADVANTAGE OF U.S. REGIONS. Study Paper No. 9, Minneapolis:
University of Minnesota, 1963. .
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interest loans’is a fufiction of the. inte;e’st rate differential and the relation between capital .
assets and value of shipments. Bridgesuses ' )

-

4 . - S
V*ue = Interest Rate Differential X Depreciable Assets ’
. value of Shipments

to determine value as a percentage of shipments, a figure comparable to the property tax

figure. An interest rate different¥l of 1% averaged 0.30% of the value of shipments. The

range was from 0.09% for appare(y/;lo 0.48% for primary metals. On industrial ;ve'nue bonds,

the current interest rate differenfials are approximately 1%4%. This would be worth 0.45% of -
value of shipments on the average. On the other hand, the interest differential for small firms
might be as high as 5% or even 10% giving a value of 1.5 or 3:0% of total cost for the average -~
industry. . e “"

Measures of the value of subsidies as a pdrcentage of total cost have a number of pitfalls when
used to evaluate the effectiveness of subsidies, The danger lies in our grouping of firms intd -
industries. If the industrial classifications are wide, there wiil be substantial variation of these
percentages between firms in the category. This can lead to under-estimation of the power of
incentives. For example, if the ratio for an industry-is 0.5% with L a range of 0.2% to 1.0% for
various firms within the industry, and we assume that 0.5% is too low a ratio for sufficient
impact, we may lose sight of the fact that the firms with 1.0% ratios may be influenced. A
wide industrial classification conceals those firms which are influenced.
A serious problem also arises in measuring the value of low Interest loans. Fqr t‘hese loans,
variance in value is not only by capital intensity, but by size of firm. The rezavant interest
rate differential from a particular loan is a function of the size of the firm. The interest dif-- -
ferential is larger foremall firms as they have poorer access to capital markets. Thugwithin
an industry, we can expect different effectiveness ratios fog different sizes of firms.! -
. o) . .
Many discussions'of effectiveness say that though the v8lue of inducements relative to totdl
costs is small, they have a mueh larger.percentage impact on profits, and thus are quite impor- -
tant. This line of reasoning is fallacious. If all other costs were the same in competing loca-
tions, then differences in tax costs would determine the location of the profit maximiging firm -
no matter iow small. In this case, the#fact that a 1% difference in total cosp means a 50% dif-
ference in profits does not matter. However, our pu}pose in studying tax cost differentials is
to compare tax differentials with differentials in other costs: Now if tax cost is a small-part of
total cost, this means that a differential in labor cost will dwarf a differential in tax cost, and
this labor cost will determine location and tax cost will not. For example, if labor cost is 40%
of total cost, and tax cost is 1%, a 50% reduction in taxes is equivalent to a 1.25% wage differ-
ential. Wage differentials, especially between areas, are much larger than that.
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ments are probably ingffective in the first stage of the locational decision process - selection of
an area, and why whén other cosfs are similar - as in the choice of a site within an drea, induce-
ments become effective. This analysis gives a preview of our next discussion, which will show
how inducements have different levels of effectiveness with different types of firms.

With models of the riftion'of the value of inducements to total cost, we again see why induce-
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There have been some excellent studies which use the relationship between tax cost and total
-cost for di‘ferent states and set how changes in taxes (i.e., inducements) can affect choice of
state. Bridges! has compared labor cost, the most readily available component of total cast,
in Wlsconsm to that in six neighboring states for each of 2 two-digit manufacturing industries.
“In 30 cases of 77, Wisconsin had higher labor costs. Local property tax exemptions could have
overcome this in 6 of these 30 cases. Interest cost reductions (industrial development financing) .
of 1,2 2, 3, and 4% of gross depreciable assets would be large enough to overcome Wisconsin’s
labor Cost  disadvantage in 3, 8%, 11, and 14 cases respectively. 2

#
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William V., Wllhams3 did a similar study for Minnesota, a notoriously high tax’gate. He first

ranked the states in all non-tax costs-for 12 two-dlglt industries and 38 four-digit industries.

Note that the use of four-digit industries (i.e., narfower groupings) is a valuable improvement

over the Wonnacott study. Williams next included state and local taxes and found that Minnesota’s
ranking was unchanged in ten two-digit industries, and wis improved in one industry and deterior-
ated in one industry. Inclusion of taxes occasioned no c}fange in Minnesota’s rank in 28 of the four-
digit industries, and occasioned slight deteriorations in the remaining 10. 4 The four-dlglt compar-
isons were then made between Minnesota and the upper midwestern states. Here, rank was unchanged
in 34 cases and deteriorated slightly in the remaining four cases. Williams finally considered the ef-
fects of various tax exemption policies. ‘A complete exemption from Minnesota taxes would only
have altered the rank of 2 of the 12 two-digit industries. In 18 of the 38 fowr-digit ipdustgies, there
would have been no change. Nine of the 20 affected industries would change two or
while the other 11 would change by only one notch, If taxes were lo.waedé 33%,

v
-

.

position would be improved i only one industry in the two-digit category; in only'9 of the
four-digit industries. If taxes were lowered by 50%, Minnesota’s.position Id be imiprove ! in still
only 1 two-digit industry and in 15 four-digit categories.

We' conclude from these tax cost comparison studies, that tax incentives canpot influence in

_ which state the majorityeof industries will choose to locate new operations. However; there
is a significant minority of industries that cap be influenced by tax costs and thus tax policy
should not be eliminated from a consideration as a force helping to determine the shape of
regional development. Those industries whose costs do not vary much from state to state,
and those in which taxes play a large role in costs will be most subject to incentives. Incen-

. tives do not have the power that many would like to attribute to them, but they are effective
in.a significant mtnorm’ of cases and thus should be reckoned with.

Value of Subsidization

The next sfage in this analysis is to determine the ralue of tax incentive and subsidy programs.

There are two distinct parts to the analysis. First, there is the value to the locality or state giving

*  the incentive. Secondly, there is the value to the nation as a whole. This section will show con-
flicts betwedh.these two valuations and will determine as well whether these programs are wo:th-
while on either leyel.

- v I
lop cit. )? .
"2As mentlonedﬁabove 1'5% is an estimate of interest rate reduction for large firms from industrial development

financing.* 4% or more is reasonable for small firms.

- 3williams, William V., “A Measure of the Impact of State & Local Taxes on Industry Location.” JOURNAL
‘OF REGIONAI SCIENCE Summer, 1967, p. 49-60. ) *

4anesota taxes ranged from 0.26% in grain mllh.ng to 2.08% in gray iron foundnes
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The local édvernment in a rural community can see great benefits from a manufacturing
firm moving to his community. First, he sees more jobs for his city, something that is
very important due to the extensive unemployment. He sees a multiplier effect—the in-
creased wages purchasing goods from downtown merchants and possibly other firms in
his area. The new firm might purchase inputs from other firms in his town. He also sees
greater tax revenues coming from the firm itself, from the workers paid by the firm, and
from the merchantsavith increased salées, etc. The only expenses that the local govern-
ment sees are some additional public services and the cost of the inducement. The former
will not appear large if the government thinks that excess capacity exists in existing public

- facilities. The latter varies but can be small in the case of industrial development financing,

»

where it is essentially the federal governnient that foots the bill because of the federal tax
exemption on these bonds. In short, offering an incentive to a manufacturer to move to
town seems an excellent idea from the vantage point of the local government.

Rinehart! has done some crude quantification of the above and has found that the rates of
return to municipalities on tax incentives and subsidies to firms are phenomenally high.
Though these estimates are open to question, it is doubtful that most criticisms would bring
these rates of return below the borrowing rate faced by municipal governments, which is
_low due to the tax exemption on municipal bonds. It is no wonder that inducements to in-

" dustries by communities are so widespread. Gooding? estimates that in New England four
out of five communities grant legal or extra-legal tax concessions for ‘“‘desirable” firms. In-
dustrial development financing has been doubling in volume every year with a $2 billion
dollar estimate for 196& unless the tax-exemption law has changed. The chief impediments to
the use of these programs are legal constraints by states. If not for these, the extent of sub-
sidization might be enormous. .
We will show in the remainder of this chapter that the returns to the communities might not
be so high, and that many benefits to the communities are not benefits to the nation.

Esnmates of the rate of return to the community need to be reduced significéntly since
‘some proportion of firms locating in-the community would have done so without subsidi-

. zation. The studies described in the previous chapter indicated that most industries could

not be affected by tax costs in their choice of location. Many factors influence total costs
in far greater degree than do taxes, and thus dominate the locational decision. Thus, the

- community offering inducements must realize that some proportion of the firms accepting

these inducements would have located in the town anyhow.3 When this proportion is taken
into account, the benefit-cost ratio and thus the rate of return over cost is drastically re-
duced. If one out of two firms of equal benefit would have come without subsidization,
then the benefits of those firms which can be ascribed to the subsidy must be cut in half.
If three out of four would have come without subsidization, benefits are only one fourth
of those previously calculated. i

-

. {
lRim:hlri.,.lames R.,*“Rates of Return on Municipal Subsidies to Industry,” SOUTHERN ECONOMIC
JOURNAL, April, 1963, pp. 297-306. L
2Gooding, Edwin, “New War Between the States,”” Part I. NEW ENGLAND BUSINESS REVIEW, r
October, 1963, 11, pp. 1-5.

3 In our field work we came across a situation where the firm asked the community for subsidization.
The community made an attractive offer, and the firm then located in the community without accept-
ing the subsidy. The community’s willingness to offer a subsidy was used as an index of community
attitude—more important to the firm than the subsidization.

.
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Another factor which, if recognized, would reduce the perceived rate of return on sub-
sidization is the increase in required public expendltures which industry stimulates. Fac-
tories require water, sewer, police and fire protection, etc: If workers migrate to the :
{ community for jobs, additional burdens are placed on schools, etc. Often the additional
- pubiic expenditures from an influx of industry are quite large. The section on public
services in this report discusses thig problem in detail. Local governments tend to under-
estimate these increases in demand for public services by a considerable magnitude.

-
-
]
.

It is alsb important to evaluate subsidization from a national point of view. Many of
the benefits to a locality are not benefits to the nation. Many costs accrue to the nation
which are not reahzed by the locality. We must note first that when one community
induces a firm to locate there, another community loses that firm. The gain to the
nation of inducing it to locate in community A are not the firm’s payroll and taxes

“paid, but only the saving in real costs over locating in community B, which we assume
to be the place that the firm would have located if there were no inducements. These
real costs will be discussed below We see already, however, that the benefits to the
nation are much smaller than those to a community. The costs to the nation are also
different. In the context of the nation, the monetary value of the inducement becomes
merely a transfer payment from governments to business. -Whether such a transfer is
desirable is a question of-equity, not of efficiency. A real social cost is incurred, however,
in the expenditu(re of resources to collect the taxes and administer the subsidy. What
oné party loses {s gained by another.

-~

-

To evaluate whether inducements are in the national ‘interest, we must decide whether
it is best for society to have industry locate in community A or community B. To
begm with, we assume that as far as costs to the business firm are concerned, they are
lower in B. Otherwise, subsidies would not be necessary to induce the firm to locate in
A rather than B. To justify inducements, we¢ must show that social costs are lower in A.
If this cannot be done, then inducements impose a net cost on society. The following
arguments can be used to explain why social costs might be lower in A:

1. Infant Industry - Training of Labor

2. Imperfect Capital Markets

3. Wage Inflexibility

4. Population Direction ‘

5. Political Equity »

+The first argument relates to the training of labor, and assumes the impmobility of large
segments of the labor force. In rural areas of the United States, there is a large amount
of unskilled, uneducated labor. Thistabor is trainable, but cannot efficiently produce
in an industrial setting without training. In most cases, it is socially profitable to train
this labor - i.e., the discounted extra product that each worker will produce as a result of
the training is greater than the cost of training. Though it may be socially profitable
for society to invest in the training of this labor, it often is not profitable for the firkn. )
A firm cannot count on retaining in its employ workers it trains for a period long enough
to justify training costs. Once workers are trained, othér firms may well come into the
area and bid them away. For this reason it is not profitable for a firm to come into
the area and train this unskilled labor. Thus; we hav:a one reason why social cost might

be lowest in community A, having large numbers#f unemployed, immobile, untrained ’ .
laborers, while private costs were lowest in com ity B, having trained labor. If
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subsidization induced the firm to locate in A and train the labor, it would benefit society.
A subsidy paid per worker trained would be a type that could accomplish this. “

The second argument - imperfect capital markets - is another case of the labor situation

* above. Assume that the firm will not lose much of its trained labor to other firms, so
that training is profitable to it. Still there might be a problem in financing the training.
Training involves large initial expenses with returns coming in over a long period. As :
small and medium size firms often have problems borrowing in the capital markets, they .
may not be able to raise the capital to finance the training, however potentially profit- :
able training may be. Thus, subsidies providing capital may be justifiable in areas where.
the capital market is imperfect and where the labor force is untrained and immobile. “
A third argument focuses on institutional impediments to market clearing in the labor :
market. Unemployment can be caused whenever minimum wages and union power keep
wages above the marginal product of labor. In areas where the marginal product of labor
is very low, the unemployment can be severe. Since Wages are greater than marginal
productivity, firms will not locate in the area to exploit unemployed labor resources. |
Wage subsidization is seen as a substitute for wage flexibility. The benefit to society is
the reduction of unemployment and the extra product produced as a result. This argu-
ment is an argument for subsidy to firms wherever they locate. It only becomes an argu-

~ ment for differential subsidies between locations to the extent that the institutional floors
on wage rates are higher in some areas than in others, and to the extent that training'is

. available in some areas and not in others to raise the product of labor above wage rgites.
Both situations still require the assumption of labor immobility.

&
In all the above three cases, migration offers an acceptable alternative to subsidization.
People can be moved to areas where training is cu%erptly: available and/or where insti-
tutional impediments to employment are less. Subsidization, which aims at moving
industry to people, is valid only if its costs are less thayi those of migration. To date,
the economic costs of migration have been measured poorly at best, and the social‘,“,
political, and psychological costs of migration have been ignored. Nevertheless, the
disregard by policymakgrs of migration as a policy instrument, the willingness not to
tamper with voluntary private labor mobility, implies that the government has other
goals beyond maximizing economic pér capita income, obtaining full employment, and
reducing economic poverty. This point is discussed further in Section V, where policies
which depend explicitly on migration schemes are questioned as to political feas“ibility .

= i H

A fourth argument for subsidies might rest on a public desire to distribute popu}ation
optimally. Today, many feel that it is desirable to slow the rural-urban migration since
our urban areas are becoming increasingly congested and also cannot absorb large numbers
of unskilled, nonacculturated migrants. Firms logating in urban areas do not iriclude
the congestion they cause in their cost functidhs. Subsidization to induce firms to locate -
in rural area A rather than urban area B is one alternative solution to the problem. Thus,
in Britain, subsidy programs have been designed to shift investment away from London,
which is becoming very congested.

-

'Altematively, the costs of providing housing and public services in some area§§ may be more
expensive than others. Or, there may be greater social costs in the form of higher crime
rates, disease epidemics, fire hazards, and political unrest when certain kinds“fof individuals
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are mag:d together. Large ghettos or masses of people may breed og‘- erpetuate cultural

mo ich the society deems unproductive or undesirable. Thus, sogiety op¥ for a
policy regulating the spatial distribution of population and subsidies are adoptel to affect
socially costly private market processes. .

The fifth argument is political equity. .Americans feel that people in areas of our country
that are ecc,;omlcally depressed cught to be helped. Bringing industry into these areas
with inducements is one way of helping these people. Aiding their migration is another.
The latter is often more efficient, but as some people do not want to move, the former is
justified on equity grounds. N :

We have seen that inducements to industry are in the national interest if they realiocate
investment so as to crease the aggregate social return. Inducements are also in the
national interest if t?i%’ increase the aggregate amount of socially desirable investment -
this being defined as iAvestment with a rate of return greater than the marginel efficiency
of capital. In other words, adding investment projects with a rate of return of 1% is

not in the national interest. What is socially useful, is to add investment projects with
high expected returns, which would not otherwise be undertaken due to market imper-
fections , external economies, etc. The arguments given for inducements to allocate in-
vestment to community A from community -B apply here, also. If inducements produce
additional investment in community, A, rather than merely reallocating investment, such
inducements may be desirable since the social rate of return on projects in A is higher
than the private rate of return jn B. .

. The most important argument for stimulating the volume of investment via inducements

is called the “credit gap” argument. It is a phenomenon of our credit:system that small
and medium size firms have difficulty obtaining long term credit. They are not asked to
pay high interest rates but rather are frozen out of the market completely. If these
investments have a high enough rate of return, then subsidies which provide credit for

" these pro;eqts are in the national interest. There is unpresswe evidence that small and

medium size firms must pass up potentially very profitable expansion due to lack of
credit. This evidence comes from the experience of the statewide development credit
corporatlons These privately ﬁnanced torporations have made loans to sﬁall ﬁrms of
‘anjaverage size of $90,000 with maturities of 5-10 years and interest rates bf 6-8% !
AlDpf these developmegt credit corporations have made profits, with rates of return
simgfiar to commercial credit agencies. There is an element of subsidization from donated
laboy - the time donated by local businessmen to investigate loan apphcatlonsl but to
imfinate this subsidy, interest rates charged would be raised only to the 7-10% area. !
Gooding estimates that when commercial credit is available, these small firms are chdrged
12-16%2 . This strongly suggests that there are a large number of situations of smaller

. firms with excellent expansion possibilities which are at present not bemg undertaken

because of lack of credlt

%

1Bridges, Benjamin, I, Part 11, op. cit. .

2op. cit.
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Let us note at this point how different the costs and.benefits of subsidization programs-
to the nation are from those to local communities. The costs and benefits to localities
can explain the present pattern of subsidization and predict-its future Course if it is not
interfered with. The costs and benefits to the natiop should shape our palicies in creating
new subsidy programs and controlling older ones. Whether our present system of subsidi--
zation by localities satisfies the cnterla of social begefit will be the toplc of the next
discussion. ¢

Optimal Methods of Subsidization A

Who Should Give Subsidies?
‘This section discusses whether the existing system of offering subsidies by state and local ‘

governments should be discouraged and instead administered by a national body, such
as EDA.

- €
~

John Moes! has argucd that competition for industry among towns is efficient. He feels that

towns with the greatest unemployment will make the highest blds, and thus competi
tion will allocate resources optimally. - #

We feel that competition among towns, besides being wasteful (which we discusss below)
will not allocate resources dptimally. First, the towns with the greatest unemployment
are usually. the poorest and can least afford to subsidize industry. Their ability to borrow

on expected future returns of a subsidy investment is handicapped further by the imperfect
capital market. This casts doubt on the expectation of Moes that they will make the largest

offers. Moes also assumes that only towns with unemploywient will offer subsidies.

This conflicts w1th the fact mentioned above that four out of five communities pffer in-
centives to firms.2 Though many towns have full emp t in the aggregate demand
sense, most communities in this country have unemployment among their unskilled  *
workers. This type of unemployment is a national problem in addition to a regional one.
The Moes argument further assumes that the unemployed,can make their presence felt
by lpcal govergguent in a policy sense, or that the unemployed can themselves organize
to offer incentives. This assuimption is shown to be faulty, elsewhere in this report.

In addition to the fact that most towns can be expected to bid for industry, despite their
general unemployment ‘rlI}:e there is no reason to expect the bidding for industry to fol-
low a rational pattern. e rates of return to towns on subsidization expenditures appgar
td the towns to be extremely high (although doubt has been cast on this assumption)? .
Thus as the standard range of bids is far lower than the apparent benefits, we cannot.
expect the bids to be ordered in the same way as are the benefits.

Another véry\important difficulty in subsidization by local governments is that the¥

fail to take into account the effects of new industry on other towns in their region.
[} . '

»

Moes, op. cit. (See p.51) Note that Moes considers wage inflexibility to be the justification for subsidization.

2
Note discussion of Rinehart above.
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Industrialization of one town has many benefits and costs to neighboring towns. Man
T - of the multiplier effects of growth.are realized in other towns: This would cause a town'

i, 40 underestimate total benefits of a project. This is particularly significant when the

V" federal goal leads to a “growth center’™ strategy for the dévelopment of a region. This
strategy realizes the importance of economies of scale in public services, recreational and
cultural facilities, etc. Subsidization by local government fails to further a grorJth center
strategy for regional development ‘ .

I'e

. " Another aspect of this problem of who should give subsidies is the one of, minimizing the
needless transfer of public resources to private business firms. Competition among local
governments should not cause subsidization to be in excess of that which is required to

. . cause firms to invest in certain areas. We feel that subsidization by local governments-

puts the public sector in a weak bargaining position vis-a-vis business firms and causes t
a needless transfer. This situation results in an oligopolistic nrarket. The number of

firms seeking new chations is much smaller than the number of communities seeking new.
industry. The firms have the advantages of greater knowledge of the market and more
competent management. Towns in an area often have little differentiation in economic
characteristics. This increases the market powér of the firms.

E

\

In summary, we feéel that the offering of tax incentives and subsidies by local governments -
causes a misallocation of resources and a waste of taxpayers’ money. We feel that subsid-
ization should be given on a national or regional basisg As will be shown below, we feel
that this method of subsidization will enhance the bargaining position of the public sector *
. vis-a-vt's business firms and will allocate industry in a more efticient manner.
The first point to be explained is why the bargaining position of the public will be en-
hanced if subsidies are given by regional or national authorities. In a market whgre both
buyer and seller are oligopolistic, the relative power of each side depends upon the number
of sellers (buyers) and upon the extent of differentiation. For instance if the buyers are
large in number, and are not differentiated, their bargaining power will be weak against
sellers who-ate few in number and differentiated in product. 'Thus the sellers will capture
most of the surplus. This is the situation when many small towns offer incentives to
industry. Towns in the same region are relatively undifferentiated in’attractions to industry.
Now if subsidies could be offered on a regional basis, there would be fewer buyers (of
industrial jobs) and more differentiation among buyers (as regions are more differentiated
_ than towns within a region). Thus the offerers of subsidies, i.e., the buyers, would gain
. bargaining §trength.

v

-
-

The second question is why resources will be allocated more rationally with regional ad-
ministration of subsidies. Above, the misallocations from town administrations were

. noted. In theory, all of these can be avoided. The region canoffer a firm a subsidy
if it locates in town A in the region. Thi$ town will have the greatest need for industry
and will have the best effects on otherareas of the region. Though in theory, allocation
by a regional authority can be optimal, we must question what the allocation will be like
in practical situations. We must ask what will the deviations from the optimum be from
the political forces set in motion by regional allocation and from the lack of information

_on towns in the region. g a
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”?o study what the practical allocation of industry will be like, let us consider an extreme
case. Assume that within the regional adminigtrative agency there was no attempt to “
choose lOLatIQIIS for industry on a rational bdksis so that the result was a completely pOll—
tical oné. Industry was allocated according to the political power of each town.. This

" allocation of mdustry would not be any worse than the pattern with subsidization by &

towns. Allocation by political power would let the wealthier towns get more 1ndustry,
as they are able to with their higher bidding power.

There are inany. ways.to keeg. the selection of towns away from this extreme of complete
political determination. The regionalguthority can be given guidelines to follow. This will
move allocation toward the rational Pattern. Also, subsidies can be restricted to firms that
hire hard core unemployed and other categories of workers. This will cause the allocation to
be much closer to national objectives (des®ibed above). In sum, we Jeel that with restrict-
ions and directives, regional adniinistration of subsidies will give a better allocation of indus- -
try and will increase the bargaining power of the public.

v

.

Relation of Method of Subsidization to Type of Firm Attracted

The various types of tax incentives and subsidies have differing degrees of attractivénéss
to different types of firms. Rebates of state corporation income taxes and accelerated
depreciation are most attractive to firms with stable profits. As these taxes are based

- on profits, only profitable firms can benefit from them. They are of greater importance’
to stable firms. Unstable firms are interdsted in protection against bad years, rather than
making good years better. Thus these firms are more interested in subsidies that affect
fixed costs.

The property tax exemption affects fixed costs. This would appear to beequally valuable
to firms of all sizes. However, there is evidence that the ratio of tangible property to

- value of shipments increases with firm size. 1 Thus property tax exemptions might be

more attractive to large firms. Property tax exemptions are more attractive to capital
intensive firms than to labor intensivefirms, as the former have a higher ratio of tangible
property to value of shipments. This type of tax incentive is attractive to new ﬁrms as
it affects fixed rather than variable costs. .

hd
3

Subsidies that provide ¢apital through low cost loans, industrial de&elopment bonds, or
provision of plant are more attractive to smaller firms than to largerones. Generally,
the smaller the firm is, the higher the interest cost charged from conventional credit
sources if credit'is available at all. Thus, smaller firms obtain 2 much larger interest
subsidy. As some small and medium size firms cannot get capital at all, the value to them
is great. As with the property tax exemption, provision of capital is most attractive to
capital intensive firms.

\
To summarize this point, we have examined the relation between type of incentive and
size, and have found that income tax exemptions are essentially attractive only to large
corporations, while property tax exemptions are attractive to all, but more so to large
firms. Provision of capital is most attractive to small firms.

1Bridges, Benjamih, Jr., op. cit., p. 178, from U.S. Treasury Department data.
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Wuconsm Lécal Property Tax and Various Percentages of Gross
Depletable Assets as Perce s of Value of Shipments -

. ’ By Manufacturing Industries: 1958
. | 1y @ 3 @ (5
- Gross Depreciable
. Local ... =~ and Depletable
- - Property “Assets
Vo Industry. - Tax* 1% 2% 3% 4%
< v ' ) . . of of of of
20 Foodproducts. . . . . . . . . e e, 037 .20 39 59..78 -+ o\
. 23 Appareland related products . . . . 1 .. .42 09 .18 27 36
24 Lumber and waod products: . ... . . . .74 .36 .72 1.07 1.43
26 . Paper and pulp produicts . . . . . - . .55 - .39 .78°1.18 1.57
- 28 Chemicalsandproducts . . . . .. . . . . .52 26 .52 719105 -
30 Rubberpgoducts . . . . . . .. ... _ .56 26 .52 .781.04
31 Leather and leather;oods ....... .64 16 32 49 65
32 Stone;clay,andglass+. . . . . . . . . 42 .29 .59 .881.17
33 Primary metals indUstries . . . . . . . 140 48 .96 1.441.92
‘34 Fabricated metal products . . . . . . . 17 31 .63 .941.26
35 Non-electrical thachinery . . . . . . . . 97 33 .65 .98 I.30
36 Electrical machinery . . . . . Lo . .90 , 27 .53 .801.07
«. 37 Transportationequipment . . . . . . . .68 30 .59 .891.19
38 Instruments and related products . . . . 39 “.10 .19 .29 .39
All manufacturing . . . . . . . .. . .. .68 T30 .60 .901.20
\ <\
+ - ‘
*In 1961 Wisconsin reduced taxes on manufacturing proper;yi
Source: 1958 Census of Manufacturers
Table from Bridges, Benjamin, Jr., op. cit.
’ WJ
” /
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Great Britain has used labor subsidies a great deal.  Essentially a labor subsidy is a
payinent by the public to a firm which is a function of the firm’s employment. In its PR
effect, it can be called a wage subsidy. It allows a firm to pay a worker a wage greater  *
_than his margjna/l productivity. Some types of labor subsidies are restricted to labor that
is being trained.” This is specifically aimed at the first and second reasons why subsidi-
zation might'be in the national interest (labor training, imperfect capital markets).

¥

a general subsidy fulfilling the third reason (wage inflexibility), we see that labor Sidies

conform rather closely to our objectives. The major drawback of labor subsidies which are

not restricted to traini{lg is that the incentive to migration is lost. :
»

As another issue in the discussion of thie best means of subsidization, it must be noted

that growth of firms already in a town should not be overlooked. Expansion of firms al-
ready in towns has been an important factor in thé success of rapidly growing towns. -
From the national point of view, indigenous firms should never be discriminated against

in subsidization. This has often been the case in the history of local subsidization. It

is a rather inefficient situation whep two identical firms in two identical communities

must each set up their branch plants in the other community to take advantage of programs
%o subsidize new firms. &

P

Size of Town and Subsidization . Lo

One difference between the subsidies offered by small and large rural towns is the greater
possibility for under-the-table subsidies in small towns. Larger towns use profésSional
assessors, who are often not amenable to low assessment as a subsidy. Another difference
is the greater.ability of larger towns to market general obligation bonds. This would give
larger towns an advantage in subsidizing firms too small to use industrial revenue bonds.
It is probably the case that tax rates are higher imdlarge towns than in small towns, prin-
cipally because of higher public service levels in the former. If this is the chse, then larger

- town can offer larger subsidies through property tax exemptions. The discussion above
indicated that the most effective subsidy of this group is provisian of capital to small
firms. As large towns have an advantage in this type of subsidization, it can be concluded
that larger towns have somewhat of an advantage in subsidization.

»

.
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CONCLUSIONS ON LOCATION SUBSIDY PROGRAMS

1. Property tax exemptions are of little value in attracting firms to rural areas. An exemp-
tion of property-taxes has only a slight effect on costs of firms which use a good deal of ‘
labor in rural areas. The same applies to provision of capital to large firms. y .

[ ! . w
2. Provision of capital to small firms is an effective way to stimulate the growth of rural
towns through subsidization. The efforts of the Small Business Administration and EDA in  : *
providing low cost capital to small firms are applauded. Though labor subsidies are preferred :
for rural areas, provision of capital for small firms is sufﬁcigntly effective to warrant its use.

_ 3. Labor subsidies, hitherto seldom used in the United States,! are particularly well suited
fo. national objectives in rural areas. They are effective in inducing firms to train rural labor, 3
both in the sense of giving labor skills and giving labor industrial experience. They are partic-

ularly effective in attracting labor intensive industries to rural areas since labor is a large factor

in costs qf these firms.

4. Subsidies ought to be given on a regional or national basis instead of a local basis.. With
proper guidelines and restrictions, regional authorities can not'only save public money by in-
creasing bargaining power, but also by more optimal allocation of industry among towns in a
region, and allocation which takes into account town needs and regional effects.

5. Subsidies should always apply to firms undergoing expansion in the same location as
well as to those relocating.

These conclusions are combined, in Section VI, with thosé from other sections in order to
formulate policy and program recommendations. The policy implications of this analysis
of location subsidies alone would seem to be:

ment above the local level. Local incentive efforts should be actively giscouraged. One way to
do this is to end the tax exemption privilege of industrial development’bands. States should be
encouraged to make local property tax exemptions illegal and end corporation income tax* .
rebates. States might be induced to accomplish these things by only permitting those states
which have copformed to participate in federal subsidy programs. A

2. It would be best to administer a federal program of subsidization *“through regional
offices (possibly administ:red by EDA.) Wozking through EDA has the advantage of co-
ordinating tHese efforts at regional development with EDA’s public‘works programs.

3. In addition to a federal program administered by regional offices, more emphasis on'®

1. Subsidization of industry to help rural areas should be undertach/“a level of govern-

“general programs of labor training subsidies for the hard-core unemployed is. recommended.

This subsidy should be restricted to firms who increase their employment and hire hard-core
unemployed workers to fill these new positions, where possible.

4. Private development credit corporations which lend to small and medium sized firms
should be encouraged. A subsidy to these organizations should be considered.

5. Public development banks for rural areas should be formed. Federal money should be
used as seed capital, with private credit used for the bulk of the lending. Guidelines might
include restrictions to small firms which are growing, agd to those rapidly growing medium-

sized firms which are hiring unskilled labor. . .

IThe U.S. Department of Labor’s JOBS programs are recent exceptions.
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- solely on location-inducement effectiveness grounds.

¢

" because it cannot move. This is not so for labor development programs, because the developed

o

that one end. The discussion has so far dealt only with local, caunty. and state subsidy and in-

. . \
Igtates have, of course, been involved in human resource development, primarily through state-run vocational ’

A BROADER GROWTH-INCENTIVE CONCEPT : o ‘

-

The discussion above has pointed out how, in a small town, there i§ probably a tendency, to

sacritice a ld‘rger than necessary proportion of the town’s resources in order to attract new ”
npdustry This is eldborated upon in Section 11, where it is shown how industry skews small

town’s expéndntures on publlc servmes This situation is the outcome of a competitive-process «. '
in which each town has a strong incentive to offer a bit more than its rivals with the result that

all towns follow suit, the final equ.nllbnum ledving the firm arfd not.thg town as the net bene-
ficigry. It is alleged: overall, that the small towns, working within the bounds of state polncy,

are inefficient in gathering and utilizing resources, and the conclusion reached is that federal
programs should both increase efficiency and supplement the town’s resources so that social

needs can be met v K

——

=
»

»
»

A smgle federal agency with an interest in growth center developmeht and in the socnal needs
of the small towns will benefit from evaluating all local, state, and federal programs as means to  «

centive programs aimed at industrial location. Some federal programs aim at this end, as well,

but they are mostly concerned with providing for the needs of the people without explicit con-
sideration for the stimulation of industrial growth. (EDA programs aré the prime exception.) , .
These programs should be viewed, as far as growth strategy is concerned, as subsidies to growth

in much the same sense as are industrial location programs.
. , )

. 4

>
e

]

.~

Several arguments, based on the foregoing analysis of él}ﬁsidy instruments, can be used to *
support this viewpoint that all available public resources should be diverted toward a common _
goal: growth through human resource development. First, the several location studies to which
this report has thus far referred, in addition to our own field mtemews have showed labaqr cost

and availability to be of far greater importance as a location mcentwe than tax differential. This
would indicate that local and state resougces should be allocated to program types, dealing with Y
human resource development which have been more the domain of federal agencies. 1 The
development of a inarketable labor force requires an investment of resources, for example DOL’s
Concentrated Employypent Program, with a target area focused upon. This argument is made

I

A second argument is that capital subsidies and tax incentives are location-specific incentives
to growth. If the point of investment (the selected city) undergoes the expected growth, then
the investment is vindicated. However, if the firm fails, or some unforeseen event results in
that city not being the best choice in the region, the investment cannot yield as high a return

s

human resource can move elsewhere.

A third argument for considering all public funds }15 available for a “growth incentive’’ program '
is based on the fact that tax incentives, industrial aid financing, and capital subsidies, as presently
administered, are totally aimed at inducing the firm to locate, and at nothing beyond this. In
contrast to this, the development of a labor force may accomplish both the location incentive

goal and a distributional goal as well. .

~
educational schools. We suggest however, that a greater effort should be made.
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Arguments that this distinction is not valid arc not convincing in reality; the most likely argu-
ment of this type is that capital subsidies atlow firms to accomplish socially desirable functions
such as fabor foree development because they free resources. This is nowhere supported

in our ticld studies; it is furthermore not logical if a firm is accepting an incentive in order *

to cut total costs and achieve-a greater profit. .

These three points; then, argue that resources should be allosated to the most effective
locatian incentive, that “bet should ¥e hedged” by (where possible) investing in programs
which need not necessarily be location specific, and that if public agencies are able to

broaden the benefits received per dollar invested, they should do so. This discussion has

so far assumed that population and employment growth, in absolute numbers, is the goal,
within a growth strategy. It has not yet acknowledged the problems cited in Section I, which
were based on the absence of any effective mechanism to transfer some of the benefits

of economic growth to a disadvantaged population.

The shifting emphasis within subsidization programs has been justified, then, on efficiency -
grounds. It can be persuasively justified as well on social grounds, by broadening the
benefit-cost framework within which subsidies are considered, and at the same time in-
cluding traditional subsidy-types in the *‘public assistance to social development” category,

. where they have in the past been assumed not to belong.

To illustrate, a program planning and budgeting framework is used. First, imagine three
separate systems, one local and state, and the other two federal. Each system has its own
goal and set of programs with which to achieve that goal. These can be outlined as follows:

Jurisdiction " Goal Program Set
State and Local Attract new industry to ‘{\_& l. Tax Holiday
state or town 2. Industrial aid financing
. 3. Interest Subsidy
(etc., as per discussion above) -

EDA Public Works Attract new industry - 1. Public Works/industrial Infrastructure

and Business Loan, and stimulate new business 2, Public Works/economic

SBA . in qualifying areas: elimi- 3. Business Loans

nate bottlenecks to eco-
nomic development

Other Federal ’ .
(HUD,OEO, DOL Relieve social problems 1. Work directly with problem
HEW, other EDA population in a number of
ways, depending on function
e of agency

It is, first, acknowledged that EDA has as its end goal to lower unemployment and raise
incomes; however, the industrial development bias is paramount, and is therefore stated
explicitly for the purpose of this exercise. From the federal stafidpoint, industrialization
of a distressed area is desirable only because it is likely to'«i.xlvcreas}d the living standards of
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a disadvantaged segment of the national population. Industrialization brings income and
jobs, but as has been discussed, it is not always clear that these benefits “trickle down”
to those most in need. It would therefore seem to make sense, if it were possible, to inte-
grate these goal and program structures: -

Goal Program.Set/Subprograms
Jurisdiction . - .
All levels Establishment of towns which simultan- 1. Industrial Location {ncen-
‘ eously satisfy residents’ geographical Co- tives

location preferences and offer satisfact- =~ Tax incentives

ory levels of employment, income and Capital subsidy

public services, as measured by the rate Interest subsidy

of “involuntary” out-migration for Wage Subsidy

. Industrial Infrastructure

. Social Infrastructure

. Human Resouf® Devel-
opment !

S. Community Planning

various population groups.

H WA

The justification for this viewpoint can also be explained with reference to the “market

for industry” concept developed earlier jn this section. That model showed that local
governments, or groups acting on behalf of local governments, attempt to maximize what

is perceived as the town’s utility function by *“purchasing” a stream of ‘income produced

by industry. From the point of view of the individual community resident, the benefits that
aceompany new industry and the costs required to secure. it are different for different groups
of pegple. New industry is in fact only a quasi-public good. Once new industry is acquired,
its benefits cannot be withheld from any member of a qualifying group: skilled workers;

land owners, whites, etc. However, residents who are not members of one of these groups
may not benefit at all or if they do, their gain relative to costs may fall short of other groups.!
The federal government’s goal differs from that of local government since the distribution of
benefits is considered by the federal government to be as important as the level of benefits. -
It is therefore in the federal interest to structure its programs in a way which will induce —
local and state government to use their resources within a common goal structure with fed-

eral assistance. . " o

The question of groups and goals is an important one. The point was made earlier that
clearly, the poor have not had the means to organize ih order to provide theiy own incen-
tives to industry which would locate to employ them. The group which stands to receive
the greatest social benefit from ngw industry is not attracting this industry. The social

. v
- .

Y The benefits from industry include income fron?‘employment res'ultin_g in direct and indirect forms.

"If disadvantaged citizens. even if not employed-directly by mganaotunng, were employed in residen-
tiary jobs which were created as a consequence of industrial growth, they would be receiving benefits ¢
from manufacturing. Our field studies did not. howevgr. show that this populathn was taking the plapcs
of workers who left residentiary jobs for employment in export base manufacturing. In fact, rFmdcntlary
positions, broadly categorized as “'service” jobs. were found to be the most restricted to whites.

° g
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local groupsthave not been able to effectively represent this population. Therefore, the
federal government falls heir to this problem which is both political and economic.

return to subsidization would seem to exceed the private return in this instance. Official
|
Program Interdependency
In subsidizing the federal goal of increasing the standard of living of disadvantaged groups, ‘
then, federal, state, and local goals should be harmonized. The fact that programs are

very interdependent as to impact increases the need for goal coordination. Consider the s
following five program types: ‘

l. Programs Loncentrating on human resource development
. Programs concentrating on Industrial (physical) infrastructure development ‘
. Programs concentrating on social infrastructure development . |
. Programs encouraging community-wide planning

Programs concentrating on industrial location incentives

Wb ot

Each of these categories has certain characteristics relevant to growth center development,

but each also requires the ex1stence of the others. For example, programs to dg;clop the

human resource cannot assume that the program output (“‘graduates’) will not move .
somewhere else. If such a migration possibility is accepted, then this program type is . —
properly financed by a regional or national body. Two types of efforts, however, can be

made to retain the developed human resource if the intention is to develop.the population

of a particular cepnter: social infrastructure, including amenities, and job availability. )

Industrial infrastructure is geographically restrictive and fixed in nature. A water supply.

system or industrial park cannot be moved. Growth center strategy would assume that

policy would aim at utilizing the facility to maximum capacity, once the decision to

invest is made. Both social infrastructure and human resource programs can help to assure - .
that-the labor force available to the users of the industrial infrastructure will grow, and

that s.localmarket for some firm’s products will develop through local population growth.
Third, housing programs, like public works programs, are fixed as to location, and. pre-
suppose the growth of the city where they are located. Therefore, human resource de-
velopment and industrial programs, if they increase the availability of workers and jobs,
can increase the efficiency of this investment. Furthermore, human programs may have
the effect of decreasing the deteriorization of housing units, through the development of

___betterliving habits.

The interdependency of these programs makes their phasing important. 1t must be assumed |

that human resource development programs increase mobility. If the three program types

are 1mplemented sequentially, and human precede industrial programs, then much of the

potentlal labor force trained can leave. An effort to avoid this by locating industry first,

however, violates the principal put forward above that an industry may not locate without

a labor force upon which to draw. If a benefit cost allocation is ever relevant within this

environment of interdependent federal programs, it must measure the. effectiveness of any

one particular program in achieving a unified goal by enhancing the other programs which ‘

are operating. Benefits attainable from an investmenit, say in subsidizing the location of a }

firm by using a wage subsidy, can be higher or lower depending upon the existence or non- -

existence of a labor training program. Similarly. the cost of achieving a goal by means of ‘
|

_a given program will depend upon the'presence, relative or absolute, of other programs.
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SUMMARY - SUBSIDIZATION OF GROWTH : .

often neither cfficient nor effective. Furthermore, the existence of interest groups with
different economic and social goals, and a weakness in information and thus in bargain-
ing power on the part of town representatives, tends to tip the bargaining advantage

towards industry-in terins of costs incurred vs. benefits received. Lastly, the people who =
have the greatest need for the benefits industry can bring, the disadvantaged, do not have

- +

the posyér to “‘buy’’ those benefits.

The encouragement of industry to locate will not alone lowei; unemployment to an l
N acceptable level, as shown in Section II. The best expenditure of funds from the federai -
\?Wpoint is that which_will attract the sourcé of new economic benefits, industry, and “ |
at the same time integra‘e the disadvantaged into industrial jobs. Since all public funds '
are limited, and sipge,some local programs (tax-free municipal bonds) represent costs to ' ,

the federal government, it is desirable from a federal standpoint to guide all resources, l

This section has shown that standard incentives to industrial growth in small towns are | ‘
<
|
|
|
|
|
|

~ocal, state, and federal, to the athievement of federal goals. These goals involve a greater

_ commitinen: to alleviating the plight of the disadvantaged than do the goals of either
local government or industry. If federal assistance is to be given to a town, it is desirable
to ensyre that local policy will support the goals of that investment, and that other forms
of federal-assistance be made available as support. .

Any planning process entered into by federal and local agencies should therefore attempt -

to achieve this end. The OEDP provides a vehicle for doing this kind of planning. The

EDA program structure and allocation criteria should be modified in order to provide

incentives for: ) . R

industry to locate .

industry to hire the disadvantaged .

towns to conserve resources and to transfer income to the public sector

towns to cooperate with federal goals by assisting the disadvantaged»
{which involves accepting federal programs with broad “social
planning” content, on which towns have been cautious.)

SN =

-

e

S “

>

Specific recommendations for program formulation on’ these. points are contained in
Section VL | :
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V. INTRODUCTIONI

At this point in time, tAe Economic Development Administration is left fa¢ed with a sizable
gap between the theore] ical precepts of regional economics and resource allocation policy
vis-a-vis small towns. An agency traditionally oriented to the stimulation of industry in
depressed areas, it increasingly recejves the suggestion that it must make scarce resources
count by allocating the@ to points of assured growth potential. It has been left undefined,
however, except in the vaguest of terms, exactly what assured growth potentlal is. Too often,
analysts have resorted to the normative exercise of attempting to set a minimum size for a
city with such potential, and this hag resulted in even more confusion for 'the policy-maker.
Economic space has bEen analyzed and described, but few instructive conclusions have been
drawn. . - .
The real question is: what effect should size, economic function, location and other charac-
teristics of a town or city have on EDA’s decision to provide assistance to it? Guidance

supplied by. EDA to date has concentrated in the main on size, with a weakly defined sec-
ondary assertion that economic function is important. The following discussion will examine
this question in relation to the foregoing sections, and will conclude by commenting on the Eco-

nomic Development District and District Development Center concepts now being used by EDA.

WEAKNESSES IN THE REGIONAL WELFARE MODEL

i

First, the regional welfare model described in Section I and summarized below can be found

_ lacking as guidance for policy-making on two grounds: It ignores several economic and pol-

itical realities which either do not operate in the way predicted by the model, or which de-
termine the way that the model functions, and thus cast doubt on the model s inevitability;
and the conclusions drawn from it are not acceptable to a current prog{am planner. The
generalization which ignores the exceptions does not render the model useless; because the
generalization is a useful explanation of how economic development forces have in the past
generally shaped economic space; the inability to formulate policy from it which will solve
the major socio-economic problems is serious, however. The followmg\\ remarks will show how
the model is divorced from reality in a significant number of cases. :

The model views an economic plam upon ‘vhich economic gradients en‘lanate from cities
classified in hierarcha! terms. Large urban centers possess economies OL scale and agglomer-
ation, and these and urban amenities attract employers paying high wages. The farther one
moves froin an urban center, the lower his welfare is in terms of i mc,ome land values, and

job and educational opportunities. *“Rural areas offer few opportunities for scale and con-
centration and no external economies.”’! The conclusions are therefore to put resources
into “centers” and to encourage migration to cities with more opportunities. Berry, in the
paper quoted from, concludes that, “perhaps the greatest payoff in terms of Soth employ-
ment and unemployinent seems to lie not in putting resources into centj‘ers very-much smaller
than this maxiinum (250,000) however, but in using the public treasury to enab]e centers
close to that point to achieve sell-sustammg growth ”

]Bcrry, Brian J.L., SPATIAL ORGANIZATION AND LEVELS OF WELFARE: DEGREE OF METRO-
POLITAN LABOR MARKET PARTICIPATION AS A VARIABLE IN ECONOMIC DEVELOPMENT.
Paper prepared for the Economic Development Administration Research Conference, Washington, D.C.,
Februaiy. 1968.
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The model as stated ignores the following current events and professianal opinions:

1. Industrial firms with regional upgrading potential have located, in significant numbers,
in selected small towns. These firms have lgcated because of acceptable*transportation and
market accessibility, because of the existence of a labor force, and because of town sales-
manship. ’ . '

— - 2. Certain small towns are upgrading the living standards of largé population groups.
This is not the same argument as often given in defense of rural liying, that some people
“like to live in rural areas.”” This argument is based rather on the fact that populations who
N for various reasons.are still living in rural areas. are having their welfare upgraded by the devel-
: opment experienced by some towns. Evidence of this has been given in the foregoing sections,
which show that small towns can command sizable labor markets, and have helped to stem
out-migration from multi-county areas. .

3. The towns do require assistance for public services as shown in Section I1I. Thus they
qualify for aid on a “‘need” basis. -

4. The =ssertion that human development p-ograms should be encouraged to increase
hliman mobility and to encourage migration t~ areas with greater opportunities is fully sup-
ported by this report. As discussed below, the time required for this mechanism :o pro-

duee results is unfortunately longer than thé economist would desire. Therefore, this report
is recommending programs in addition to that of education.. A restatement of the recom-
mendation that migration should be “guided” to regional growth centers and away from
urban ghettoes should be that migration which occurs despite the programs implemented ip—.
small towns be guided, where possible. Problems may be encountered in directing migration.-'
since the black population will have to break with past migration habits, which have taken
them out of the region into big city ghettoes. In addition, direct incentives to migration
would have to prove effective, a question on which there is little evidence to date.,

5. The *“directed migr.tion only” program for small towns, concentrated on human re-
source developraent, assunies that local governments are presently disposed toward imple-
menting these programs. The model ignores the existence of a political superstructure on
the economic plain, and does not recognize that it is essential to develop programs which °
wili result in the cooperation of local institutions with federal goals.

6. As discussed at the beginning of Section I. the differences in service efficiency between
large urban centers and small towns are probably less than have been claimed. Investment in
small towns is justified on equity grounds, but the fact that efficiency losses will not be as
great as supposed adds support to the argument that investment in selected small towns should
be undertaken. Also, increasing social disruption in large cities caused by in-migrants is likely
to lower the alleged big city efficiency advantage. with particular reference to police, fire. and
“city hall” services in general.
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l To clarify _the major point being made here: All of the disadvantaged population in rural
areas will not respond immediately to greater opportunities elsewhere, even if provided
) with relocation incentives. This is mostly due to the activities of small towns and the
leadership of these towns, and to the location preferences of some industrial firms; these
towns attrac€industry. which in turn provides jobs, (Although the disadvantaged do not .
receive “their choice™ of the jobs, the new opportunities that do exist partially suppress
out-migration). ‘

A second type of criticism of the model deals with timing, social needs and political
feasibility. .

1. Awaiting migration whirh would equalize returns at the margin is correct in theory,
and would be acceptable in a policy sense if there did ndt exist an interim period during
which the disadvantaged remain extremely uncomfortable. (For the extremes in discomfort,
see the New York Times account of the activities of the Tufts Medical Center in Mound
Bayou, Mississippi.l). An “education only™ p»licy, therefore, does not recognize the urgency
ot the social problems existing. :

2. Since the very poorest conditions for the most part refer to the Southern black, and
since he has not tended to migrate to centers within the re&ion, the choice may be between
solving his problems in the small town or in the large northern city, unless he can be con-
vinced that the regional center is a viable alternative,

-

3. Itis extremely unlikely that the strong political forces with constituencies in rural
areas will allow resaurces to be completely diverted to cities of 250,000 and above.

L]

e

INew York Times editonal page. March 26, 1968.
»
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ECONOMIC DEVELOPMENT DISTRICTS AS CONCEIVED -- PROBLEMS

Fhe EDA development district concept was developed with reference to, but not with any !

~  strict dependence on, the model described and criticized above. The development district -
isa eoneept and structure which encourages planning over a broader area than that con-
tained in a county, which has prev1ously been the evaluative and program unit fogf EDA fund-
ing. Thus, the EDA development district Overall Economic Development Prog,ram (OEDP)
requires that local eommumty,representatlves reach agreement on what economic goals are
attainable for a district, this dfstrict being large enough that some form of economic activity

.. isviable within its boundaries.

Development Centers (/‘

The district concept requires that a “*development center” be recommended by the district
organization; this center should have *“‘the potential to stimulate the economic growth of the
district as a whole,”.and “‘sufficient population, resources, public facilities, industry, and com-
mercial serviges to ensure that its development can become relatlvely self-sustaining.” It
should be “‘geographically and economically so related to the district that its economic growth
may reasonably be expected to contribute SIgmﬁeantly to the alleviation of distress in the
Redevelopment Areas of the District.”!

13

- g

*

The size of the center cannot be over 250.000, and it should generally be greater than 10,000.
Operationally, it is usually the largest city in the district which is chosen; in the two districts
studied, the centers are of about 30,000 and 560,000 respectively. f
[ -

The guidance which the regional hierarchy model ma)a(p.rowde to the district-center structure
is rather ill defined. Research for the Upper Great Lakes Commission defines at least two .
classes of city above the potential district centers — metropohtan centers of 177,000 to
3,550,000 (Grand Rapids to Chicago) and wholesale-retail centers of 32,000 to 150,000
(Wausau to Bay City-Saginaw). The “secondary growth centers” which are possible district
development centers are generally less than 20,000. In the model, growth is intended to

“trickle down™ from large centers to smaller, the district centers acting as amenity and com-
mercial ¢enters for mfxltl-eounty areas. Presumably, the primary medns of growth “diffusion”
is participation in metropolitan labor markets: this would involve a nest of commuting rings
reaching from larger cities to smaller, with a sizable portion of the work force along each

* ring commuting to the next larger city class. If the mo-el were interpreted literally, infra-

structural investment would not be allocated to the district centers, which are only 20,000,
but to the cities “‘close to autonomy,” presumably the wholesale - retail centers.

EDA has invested substantially, however, in industrial infrastructure in both District Centers
and other towns in the District. This study of two southern development distyicts finds
agreement with this palicy. as has been made clear in previous sections of this report. Rather
than counsel EDA to limit infrastructural grants and loans to cities larger than District

i

] .
I SUMMARY OF PURPOSES AND PROCEDURES OF THE ECONOMIC DEVELOPMENT DISTRICT
'PROGRAM. U.S. Dept. of Commerce. EDA. July 1966.

. .
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Centers. we would advise EDA to consider viewing the District as a group of labor markets,

“ the center of each needing considerable funding attention regarding 4 broad range of ser-

vices. This sub-division is needed not only because it allows the most relevant delineation

- of an “economic area,” but because it will form the basis for transferring economic growth

benefits to residents badly in need. 1t is, turther an adjunct toa meuhamsm which does not

. function as supposed.

The concept of'a district center “diffusing” growth into surrounding towhs does not corres-

pond to%lity in the districts studied, outside of a rather narrow commuting radius from

the city. (As discussed in Section I, commuters come.from as far as forty or so miles away; ’

but the vast majority of commu‘ters fall within a radius which probably does not ex-

tend half that far.) The greatest radius of influence is for retail services. Other than with

reterence to a labor market, other significant growth diffusion processes do not seem to be

operating botween district center and other towns. The other possible means of diffusion

would be purchase of raw materials by centers from towns, sale’of factors of production in

either dircction. or sale of products manufactured in the smaller towns to the centers. These

relationships did not exist to any great degree. Asdiscussed in Section I, increased quality in o,
road transpyort has led to industry locating in the smaller towns which imports factor inputs :
other than lubor from hundreds of miles awuy. and exports the product from the region.

There is little trade, therefore, between industrial units located in the District Center and in

surrounding towns.

P .
Necessary Steps Toward the Development of Labor Market Areas \
The thought developed so far is that EDA’s develcpment district imost defensnb]e against
urban center efficiency arguments if the district is designed as a grbup of well-defined labor
markets, each controlled by a center. Several tasks lie ahead i in the implementation of this
concept:

1. The relationship of accessibility to employment and to other welfare variables needs
to be more clearly defined. This will require both generagreseargh by EDA in several repre-
sentative areas. and increased practical research and analysis by district planning staffs in
their own districts;

2. Much more complete inforniation on I'the labor force, actual and potential. is nece-
ssary. The first part of Section 11, above, outifhes the categories within which data must be M
obtained. in ordgs to rationally plan the development of an area around its labor market
potential.

Accessibity to Jobs and Services -

4 .
There are numerous problems to be solved in implementing a labor-market-based develop-
ment strategy. There is almost no information now on the relationship in rural areas of
‘accéssibility to: 1) employment status fe.g.. underemp‘oyment* nonparticipation: range of
job opportunities, wages and upgrading), 2) public service consumption (e. g trips to health
clinics; participation in educational or job training programs. welfare registration; Food
Stamp purchases), 3) private consumption (e.g.. range of shopping opportunities - effective
cost of living; r¢creational trips). 4) mobility (¢.g,.. commuting dynamics - first commiuting,
then migration| propensity for intra - versus inter - régional migration), or 5)integration into
the community (e.g., participation in organizations; degree of “alienation.” possession of
“information’’[on jobs, services, and community aftairs).

. v , < 135
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. a testimonial in part to the desire of rural.migrants to mainthjn ti

£

Since the growth center strategy focuses specifically on the utilization of certain growth
poles by their hinterlands, it is perplexing that ho one has investigated the extent to which
such utilization is influenced by the accessibility conditions of the population in hinter-_
lands. ! Large cities might well be the recipients of much migration from the hinterlands’
which occurs precisely because accessibility is so deficient that the hinterlands population
cannot exploit the job, trading, and service Opportumtles at smaller cities which are closer.
Once ‘a rural resident recognizes that-he has to migrate if he is to enjoy the standard of living
he wants, the choice becomes tilted in the direction of the larger city, which clearly offers
greater diversity and intensity of opportunity. But fhe resident’s preferred choicg might well
be to trade off such opportunities for the sake of mpintaining ties to family and a familiar
environment. Smaller cities which are 50-100 mile§ away might meet such preferences. But
roads may be bad or cars can’t be afforded. Comnfuting is therdfore expensive or unfeasible.
Housing is in short supply in the smallef cities, in farge part because of capital market imper-
fections which the larger city is'spared. Retail ang service sectors have not developed, pre-
cisely because low accessibility has reduced the sife of the potential customer market below
the thresh!.old requued by merchants for profitable, less risky operations. Job opportunities
are not as generous as in the larger cities because firms considering location may have been -
discouraged by the size of the labor market accessible to pr spective plant sites. Confront-
ing these factors, the resident rationally chooses to migrateito the larger city if he chooses to
migrate at all. .The fact that the smaller cities "eceive the nmber of migrants that they do is
with their hoine areas of
ities.

origin even at significant cost in job and consumption opportu

~

It must be stressed that the area transportation system is not synonymous with accessibllity
Accessibility requires not only good ‘roads, but the availability of cars, transit, and the money
to operate them. The latter concerns are paramount in the question of accessibility and its
impact on jobs, consumption, and mobility. Unfortunately, research is lacking on the ques-
tion of transport availability in rural areas. The question indeed has come to the fore in urban
ghetto areas oMy recently, even though *‘travel behavior” in large cities has been explored
time and again with expensive, sample household studies. *

- Improved Labor Market Information ' .

Section Il and the journey-to-work discussion in Section I have adequately spelied out the
problems with labor information presently available. The most\emourdging effort to date
to remedy this situation has been the Smaller Communities Program at the U.S. Department
of Labor.

.

However, an approach muLh more satlsfdr.tory than this project in which a mobile unit spends
a short period in the town. would be a contmumg effort by an on-the-spo” planning staff
possessing the necessary techmques The cooperation of the State Employment Service, and
of the U.S. Department of Labor, is essentlal Further suggestions are given in the next section.

1 Awareness of the seriousness of the transportatlon to work problem for the unemployed is increasing. “‘Exper-
ience shows that transportation problems are by far the prime cause of tardiness or absenteeism among the
hard-core unemployed.” (National Alliante of Businessmen, Region Il office: GUIDELINES FOR INTRODUC-
ING THE HARD CORE UNEMPLOYED TO A PRODUCTIVE JOB, published by the Prudential Insurance
Company, August, 1968.

.

136

(145 o

- . L . -
A X

';-




’

+

ECONOMIC DEVELOPMENT DISTRICTS IN PRACTICE - PROBLEMS

Interviews were conducted with Dévelopment District representatives in the tWe districts
studied. Problems apparent w%r the distriet struciiiré and corcept as viewed & the time
appeared to be the following: ! :

& L4

>

1. There scemed to be little it any plarining going on at the district level of a nature
that involved choices between resource allocation to one town or area and another.
There did not appear to be an awareness that choices are the critical elements of a planning
process. ) '

2. The district organizations act ag collection points for suggestions by district citizens

id institutions. Oncé project ideas are stimulated, it is very difficult to make economically

rdtional choices among projects, or to view these projects as part oj'an){ overall district plan.
.

3. While those statting District offices now have a reasonably clear picture of the loca-
tion and magnitude of problems, in terms of income differential or unemployment, it is less
clear that district stafls now have the training «nd information ngcessary in order tu properly
visualize the details of the problems and their souttions.

4.  There is generally an extreme shortage of data and information at the dtstrut level
which would permit current evaluattons oj progress in the district.

a2 There is a primary emphasis on industrial development as a solution to district prob-
lemms. A realization may exist that solutions must be broader than this, but few plans for im-
plementing broad-based plans seemed to exist.

6. District staff, because they are purposely drawn from knowledgegble local residents,
are subject to the same types of non-objectivity with respect to social problems and sclutions
that most local residents are subject to. The planning goals section of the OEDP is often
written by an economist local to the district and subject to the same non-objectivity.

.« )
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THE OEDP

The Oversall Economic Development Program (OEDP) is a requirement imposed by EDA
in order for a district to become *designated.” The general goal of this effort is to lead local
area residents to contrihute to a plan for their own area’s growth. An examination of a num-
ber of these documents leads to the followmg observations:

1. The OEDP represents a useful cataloguing of economic and social statistics whlch
provide a general description of the county or district.

2. The OEDP does not discuss economic relationships between sectors Or cities, even
in the briefest form.

3. The OEDP does not relate any of the social problems discussed in it to alternative
solutions and methods for selection of the most effective solution.

In short, the document lists problems but does not consider the scarcity of resources, and
therefore does not attempt to outline ways iff which resources should be allotated to solve
problems; seldom are priorities mentioned. In no discernible way then, is the OEDP a plan
or a program. . )

The document serves the first step only in economic planning-getting some local institutions '
and people involved. If EDA is to bridge the gap between research which has already and

should in the future be performed, and resource allocation between and within districts, a l
significantly greater planning effort must come from the districts. High priority needs are:

an investigation of inter-city economic relationships, particularly commuting and trading; :
growth rates in major employment categories and in industry classifications, historic and

projected; migration information obtained from selected samples in urban and rpral areas; . l
and particularly labor market potential, covering the items in Section II. This can only mean i
more funds allocated to local research and planning, which §hould g0 into activities on one )

or more of three levels: more staff positions in the district organization, to include ofie '
fully qualified etonomist; more staff positions on the regional level, so that field assistance .

could be provided to the districts; and/or consultants hired to assist in the above research

and planning activities. EDA should require an explicit statement of major district goals, '
altematlve -programs, and an economic analysis of these programs regardirig thelr relatlve

ability to attain the goals.

Recommendations for program revision and emphasis are given in the next section (VI). -
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PROGRAM AND POLICY RECOMMENDATIONS
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VL. INTRODUCTION k-

EDA today appears to the outside observer to face an identity crisis. An uncertainty about,
goals results from three major facets of its operations: first, 2 focuson unemployment, loWw
income. and out-migration as Criteria qualifying distressed areas for assistance; second, a basic
commitment to industrialization as the prime vehicle for econoniic development; third, a pro-
pensity to allocate the largest portion of its funds to public works grants and {oans. Theris -
nothing inconsistent about these three elements, but the second and third do not inevitably
lead to a solution to the problems stressed by the first. Although tecent location motivat%c:n
surveys have not revealed that public works are major industrial location incentives, it is known
that they are important “facilitating”’ services, and therefore are very important in allowing
area to industrialize. The important policy point, héwever, is that the attraction of industry
does not necessarily result in an end to high unemployment rates or to regional depopulation.
In the preceding section, we have recommended that-EDA adopt a broad goal which, will fur-
ther and explicitly define “economic development” to include the equitable treatment of dis-
advantaged populatioh segments. We have also concluded that this can be done most ef- N
fectively by assisting qualiﬁetf small towns and smaller cities as well a#larger cities. Con-
centration on larger cities alone is,inadequate because the mechanism for diffusion of growth,._‘
benefits does not operate satisfactorily, and because an outmigration policy is not expected
to provide timely and reasonable solutions to urgent poverty problems presently existing
in rural areas. . N ~ ” .

N » \~ ,
Th‘a)evelopment District concept has been judged, according to results from the field studies,
to be a generally appropriate plafining framework for rural areas. However, the use of the Dis-
trict Center, and the observed type of planning activity in District offices, need considerable
attention. ’

4

Specific recommendations to EDA)follow.

-

¢
&

EDA POLICY EMPHASIS

1. EDA should make an explicit policy statement, and broaden its program concerns ac-
cordinghy, in the direction of solving the hard-core unemployment problem. It is in a unique
position to.assume this role, since it is empowered to provide public works infrastructure, as
well as training grants, to firms which can benefit from new small town sites. EDA is per-
haps,in a better position than any other federal agency (with the possible exception of the
Department of Labor) to act as a planner for industrial location and as an advisor on indus-
trial policy regarding employment. Excellent relations exist between state industrial devel-
opmeént boards and EDA field coordinators. EDA, therefore, can -exercise leverage through
its grant and loan programs, and has a geveloped institutional network with which to act ds
an interface between industry and the unemployed.

2. Rather than spread its resources thin by providing aid to all small towns and cities
which qualify under EDA’s statutory definition, as EDA continued to do even under its new
District organization, EDA should corcentrate investment on those urban points which hold s
promise as growth centers. It has been shown in Section I that growth centers that will ac-
complish federal goals need not be restricted to larger cities of population size 250,000 and
above. Some smaller towns and cities of size 10,000 to 50,008 can effectively function )
toward larger hinterland areas as growth centers radiating employment, trading, and public .

- ’ 2
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v
service benefits and acting as the focus of migration and contmulng political and social as
well as economic development. The concept of growth or *‘target” center as used here,
then, goes beyond the District Development Center concept, in that it includes both the
Development Center and other selected smaller cities. The efficiency of these smaller towns
and cities as economic development loci may not be appreciably less than the efficiency of
larger cities. The advocates of exclusively utilizing larger citjes as growth centers have exag-
gerated the cconomic benefits and minimized the political dlfflcultles and the unnecessary
costs in social disruption.

M n awarding assistance to smaller towns and cities having potential as *“growth ccnters EDA
should include in itsaward criteria the’ concepts covered below under Field Level Orgai-
ization.

EDA RESEARCH ‘ R

The Office of Economic Research EDA should concentrate research funds on several areas
deemed important by this sfudy:

1. Research funds should be allocated to. better labor market descrrptlon methods. This
would involve the design of more comprehensive and more extensively administered survey
instruments, and conducting pilot tests of these instruments. Information obtained in such
surveys must include location (and commuting capability), job history, and employability
needs, such as health problems, etc. An attempt must be made to quantify both underem-
ployment and labor matket potential represented by people not now in the labor force.

This research effort would appropriately be carried out jointly with the Department of Labor,
and involve the cooperation and assistance of the State Employment Security Offices and EDA
field personnel. -

2. Job accessibility, based on the avallablllty of private or public transportation per worker
(not per family) and time incurred in journey to work (which measures road quality, system
design, and distance) should be studied. This can be done in conjunction with research
task No. 1. There were strong indications in our field stiidy that transportation was a criti-
cal factor in both the poor labor market utilization of the hinterland population, and in the
failure of hinterland population to exploit the consumer opportunities of sma}]l town/city
trading centers and the reciprocal inability of those trading centers to offer higher quality
and more diverse retail and service opportunities (see Section III). It is important that EDA
.Economic Research activities be closely coordinated with the Development District analytic
activities, since it is (below) recommended that district-specific researcir be conducted in.
the field on labor market definition and accessibility problems.

3. EDA should assume a role in deéveloping wage subsidy programs for rural areas. This
would involve cooperation with, and pregliminary research on, present wage subsidy programs
in existence at the Department of Labor. What is envisioned is a frderally administered pro-
gram with Regional and State involvement. It is seen necessary bacause present industrial
location incentive programs are wasteful and ineffective, and because more effective means
are needed to induce industry locating in rural areas to employ the more disadvantaged ele-
ments in the population. The administration of this program is discussed helow under field
cooperation with states.

4. EDA should investigate the capltal market constraints on the development of smaller
towns and cities. Local banking practices and investment patterns should be reséarched. {t
may be that business loans or better education of bankers could have a significant impact in
expanding the capacity of small towns as retail and service centers and as foci for‘mtgratlon
by facilitating housing development.

L4
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5. While research on producing better lubor market information will enable EDA to bet-
ter delincate nutural development areas, to identify target centers for investment, and to im-
prove the employability of the disadvantaged., research conducted in selected areas on mi-
gration trends will provide EDA with a more instructive view of the value of various private
and public activities. EDA and other federal agencies are badly in need of recent migration
data which will reveal the characteristics and motivations of people entering and leaving rural
areys.

ALLOCATION OF EDA FUNDS TO MAJOR PROGRAM ELEMENTS
It is suggested that EDA guide its program emphasis decisions regarding amounts to be al-
located to public works. technical assistance, and business loan programs, according to ad-
vice on district and area priorities given by field coordinators, district directors, and what-
ever additional planning staff they are to receive. Needs are area and district-spestfierand
methods of setting prioritie’s are covered below. Generally, however, it isassumed that pub-
lic works programs, as a proportlon of total program funds, would decline in 1mportame

with technical assistance assuming.a much greater role.

To emphasize one program recommendation expanded upon below, it is essential to the de-
velopment of rural areas to obtain a much greater commitment of funds for Jeadership de-
velopment and training. The lack of ability in some areas to complefe applications for fed-
eral assistance. to realistically identify problems and consider solutions, and to organize com-
munity action toward implementing solutions, make this need dramaticaily apparent and
critical.

FIELD LEVEL ORGANIZATION AND ACTIVITIES
In Section 111, service provision problems were discussed, using the concepts of, first, a “tar-
get neighborhood’” and second. a “'delivery system’ used to provide services to clients with-
in the neighborhood. For EDA’s purposes, this study views EDA’s ““target neighborhood”
as a cohesive and definable labor market surrounding a city; the cities will include both the
District Center and other , smaller towns, so that a District will contain more than one such
market and center. The “*delivery system™ to date has consisted of the field coordinator in
an administrative role, area and District personnel in a problem-identification and coordin-
ation role, the city government as a recipient of the public works service, which is in turn
“provided™ to-the firm or to population groups, and the firm itself, which receives loans

or tegchnical assistance and is supposed to issue a service, in turn, to the population.

Problems have been cited throughout this report regarding the ultimate delivery of a “ser-
vice™ to the population which needs it. The following suggestions relate to the develop-
ment of field-level personnel, from the state to the town level, who can identify problems.
request funds. and evaluate results, acting to coordinate the efforts of state, towmfmn other
federal agencies. and communty groups.

1 Recommendations are made on the basis of needs observed and analyzed: if mechanisms

gre suggested here which, in EDA’s opinion, are already implemented. this is an indication
of a gap between intentions and accomplishments.) / #
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. EDA, through field representatives who will probably remain the Field Coordinator
and District Director, should coordinate closely with firms considering location or expan-
. ston in the arca. This is alrcady done to some extent, but the level of coordination to date
has generally not accomplished the goal recommended by this study: the involvement of
the firm in the town’s employment probiem.

I?wouid be unwise to attcmpt to iinpose requirements on the hiring policy of the new firm,
since this could cause the new firm to locate elsewhere. However, the field studies showed
several instances where local government advised the new firm on hiring policy, to the bene-
fit of unemployed blacks. Since acquiring a labor force is a primary concern of management,
it is possible to offer, in a nonthreatening way, information on labor market potential, which
should include information on skillspossessed, and training required, by different segments
of the labor force. The local EDA representative should foster discussion, at the earliest date
possible, between local government and firm management, which should include a frank dis-
cussion of the area’s employment problems.

Actually, if the field studies and other research on the subject are representative, it is the
earlier-locating firms, making expansion decisions, which offer the best opportunity 10r the
unemployed. Thls is s0, it is believed, because the following process generally takes place:
when a new firm ]0cates, part qf its labor force is obtained from other firms in the vicinity.
This is true pamcularly when, in a high-growth city, the last firm to locate may have the
most advanced technology and offer the highest wages. Therefore, the older firms must fill
the slots vacated, and-find it necessary to lower hiring requirements. At this point in the
firm’s decision-making process, it is critically important that some institution influence the
firm to adopt a policy to hire and train the unemployed. As shown in Section II, the town
and local employment service office too often do not perform this function. The local EDA
representative, as one involved in the area’s economic planning, can play an influential role
in this process. The forum within which this dialogue takes place can depend on local cir-
~ cumstances. A local club or social organization could in some instances be as helpful as a
formally organized planning committee.
. EDA assistance should be used selectively to further both the goals of town growth and em-
ploying the hard-core. It is thus unlikely that a public works grant, for instance, could be
withheld until commitments were received from industry, because this could result in no em-
ployment opportunities being available at all. It would make sense, however, for EDA to re-
quire that local government and industry officials contribute jointly to a “plan” accompany-
ing the application for that grant, showing that they recognize the need for upgrading the
employability of the hard-core, perhaps with a request for an accompanying technical as-
sistance grant. The local EDA representative should act to make local officials aware of
available assistance programs other than those for public works, such as wage subsidy pro-
grams.

2. The field staff, District or otherwise, should have at its disposal research funds with
which to: analyze the labor market structure of the district or area and to select *‘target cen-
ters” and work closely with local government, cgmmunity groups, and other federal agen-
cies to improve employability and living conditions. (See target center criteria below.)

3. Staff positions should be established in small towns and subsidized by EDA grants,
for planners, who would work closely with District personnel. These could conceivably
be interagency; rather than strictly EDA positions. Such staffewould in fact emerge as
*“advocates” of development within the informal policy-making process of such county and
city governments. They would also provide the critical skills necessary to analyze problems.
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direct comprehensive planning ettorts, prepare tunding applications, and develop sound in-
dustrial solicitation. Continuing training programs or “profussional meetings” for such staff-
workshops. seminars, etc., should be conducted on the regional level to upgrade their skills,
keep them abreast of newly developed plunning methods and concepts, raise their prestige
within their home community and thus their de facto political resources, boost their morale,
mcrease their understanding and ability to be etfective in rural or small town policy-making
processes, and simply to share ideas and experiences. The planners with the comprehensive
skills needed are not in large supply. '

EDA might consider the establishment of an academy for such community planners. on a
regional or national basis (a “West Point™ of community planning ). Such an academy might
aceept nominees from rural areas and small towns who met testing standards. put them
through a 4 or S year work/study program. and send them back to their home areas with sub-
sidized pay. prestige, and a committment to “serve” for 3 or 4 years. The program might in-
clude muitidisciplinary professional training which would prepare the individual for both
physical and social plunning. The program might include a year as well as several summers
working as a planner in the home area. Such experience would not only be educational, but
would increase the atteptance and credibility of the planner in the eyes of the home com-
munity andepower structure. The grogram could also expose the student planner to a wide -
range of environment—big city. small town. rural, etc., for his education. The emphasis
should generally be on strengthening ties to the nominating community, however. Perhaps
the students could do 75% of théir training at local state institutions and 25% at some spe-
cially organized program in a prestigious big city university. Such a strategy would help de-
velop lgcal colleges and increase their involvement in community and regional development.

4. EDA should also offer training to other actors in rural communities and smaller towns
who. while not on:public payrolls, would easily assume major planning and leadership roles
in the community. Workshops in local development could stimulate both commitment and
knowledge for bankers. managers of utilities, firm managers, newspaper editors, mayors. etc.
Our field experience leads us to believe that there would bé widespread interest by such
groups in workshops, if they were inexpensive. short in duration, well done, and prestigious.
Workshops that would take the participant out of the area for a few days and thereby in-
volve some costs to the individual and his sponsor are most likely to generate the prestige
necessary to attract interest and increase respect {and thus effectiveness) for the participant
when he returns to the community. Perhaps EDA could then run a local workshop, using
the graduates of the workshop as directors and teachers.

The proposed programs 3).and 4) are ones which promote the diffusion of growth by poli-
tical and institutional means.” They are based on an explicit recognition that small town
growth can be stunted. as shown in the last pages in Section 1. by the lack of concensus on
the form which progress is to take.

S. In order to obtain the involvement ot District Directors and staffs in these activities,
it would appear that three types of action are required on the part of the Office of Develop-
ment Districts: the provision of additional staff positions and research funds to the Dis-
tricts. the continuous training of directors and stafts in resegrch and community planning.
and the requirement that grant and loan applications be adequutely documented régarding
the impact of a project on the hard-core. .

-t
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INTER-AGENCY COOPERATION AT THE LOCAL LEVEL

An important gurrent arca of discussion regarding federal program revisions concerns how
federal agency delivery systems should be coordinated, and at what level. A number of
comprchensive programs have, been in operation for some time, including the Community Ac-
tion Program, the Concentrated Employment Program, and the Pilot Neighborhood Service-

- Center Program. The premise of these-programs, as discussed in Section V, has been that a
disadvantaged client with multiple needs may not be helped significantly if only one of those
needs is met. The example was given of a client with both health and skill-training needs who
will not be able to hold a job if he does not receive assistance for both needs. A single-point
delivery system (either in record-keeping or location terms) will raise the lLkehhood of all
client needs being served. .
The *““delivery” of EDA services is seen in a different light since they extend benefits to the
population through infrastructural and institutional forms-water and sewer facilities, indus-
trial parks, business loans, and other forms. As this study has concluded, however, this char-
acteristic makes it no less important for EDA *clients,” e.g., the unemployed, to have access
to all other services to render them more employable. This is important enough that EDA
should do its utmost to ensure that all service needs are identified and provided by other
state and federal agencies in locations receiving EDA assistance. If this is not done, there
will be a significantly lower probability of success for the EI}A programs alone.

-What is suggested, therefore, is that the local EDA representative, ideally the District Direc- :
tor, become involved with ather federal and state agencies planning for the area. The insti-

. tutiomal framework within which this can be done will depend on what is available in a given
location. If a “‘comprehensive’ program, such as a Community, Action Program, is available,
it would seem reasonable to enter into a cooperatlve planning arrangement with the CAP:if

a HUD planning organization exists, "here is another opportunity. A most important point to
note is that often, an EDA representative will be more aceeptable to local government in
small southern towns than will a representative of OEO and possibly more so than represen-
tatives of other federal agencies. This allows EDA to assume a-coordinating role for filling
commumty needs which may not be given to other agencies."

An example of an excellent inter-agency project can be given. A large indigenous food pro-
cogsing firm in-the Mississippi Delta has recently received an EDA business loan and a tech-
nical assistance grant for the training of workers; the Mississippi Concentrated Employment
Program, operating on DOL and OEO funds, is providing the training methodology; and the
Tocal OEO CAP is providing day-care and other facilitative social services. Thus$, most of the
bottlenecks to employment are eliminaggi simultaneously.

INTER-AGENCY COOPERATION AT THE STATE AND COUNTY LEVEL

It i of the utmost importance that EDA and other federal agencies coordinate closely with state
and county officials in industry solicitation and social programs. An example of particularly
" close cooperation exists in South Carolina, where the EDA Field Representative, the State
Development Board, and the State Technical Training Institute discuss development plans on
a regular basis. It is less clear that the State Employment Service is involved in this dialogue
as much as it should be. Thus, the needs of the less employable could be more explicitly
considered than they are presently, if a more completely coordinated attack existed.

:
N . o ’ . «

*




L

al an e

" SELECTION CRITERIA FOR LABOR MARKET CENTERS

.

The South Carolina picturc of cooperation stands in\contrast to more fragmented efforts in
other states. Dcvelopment agencies in Mississippi, including the Mississippi Employment Se-
curity Conunission, arc making scrious efforts to improve this picture in that state.

The nced tor tnis coordination in strategy has been made clear in the brcceding pages. The
returns to tederal investment in rural areas can be influenced greatly by the activities of state
and county officials, who may act either independently or in concert with federal efforts.

EDA. it has been suggested, should allocate its resources so that industrial firms which re-
ceive, directly or indirectly, assistance from it, are able and willing to employ the population
in rural areas. Grants and loans would be focused, within Districts, on certain centers of al-
ready developed or developing labor markets. These centers will include the District Develop-
ment center but may also include towns considerably smaller. Criteria should include these:

1. The length of an average and of a maximum commuting radiys from the town as an
employment center. The longer the radius, the more important the town is likely to be to
a broad hinterland. . )

2. The success of a town to date in attracting employment sources. This will tend to sub-
sume such criteria as resource availability and other, less obvious, inducements to industrial
location: what is concentrated on, then, is historic success in attracting industry, which will
be an indication of future probable attractiveness of the town to further industrial location
and expgnsion. A measurement of this in the smaller towns can be the percentage of town
populatfon in industrial employment. Note that industrial émployment alone is concentrated

upon here, because in the smaller towns, manufacturing has been much more important in its
employment effects than has the service sector. This will be less true, the larger the city.

3. The commitment of town officials to both industrial growth and to solving un- and
under-employme&f problems should be strong. This is necessary because the town govern-
ment is in a posi®®n to help or impede the improvement of the living conditions of the dis-
advantaged, with public services of all types. Also, it is important that a common front be
presented to the locating firn by the state, town, and by federal agencies. If separate deals
can be'made with the town, the firm.may not cooperate with EDA and other federal agencies
in attempting to realize employment goals.

4. Inaddition to employment centers already developed. another likely opportunijty for
investment may be considered. Some small towns in rural areas have already attracted much
federal assistance in the form of Concentrated Employment Programs and Community Action
Programs, but stililack employment sources. Thus, the employability of many of the disad-
vantaged population is being increased, but the placement problem is critical. The potential
pay-off to an EDA investment which would attract an employer is extremely high. A simple
information interchange between EDA and DOL would show the pctential for this activity.

In summary, an examination of"manufacturing firms located in the Development District
will show a few cities which dre the largest employment centers in the district. These may
(and probably will) be cities of quite different sizes. the larggr being service as well as manu-
facturing centers, and the smaller being mainly ‘manufacturing centers. In the initial examin-
ation. no sizable segment of rural population should be left without a preliminary-deSignated

.
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center within 30 miles. (A further study of accessibility problems existing will allow final
definition of this distance between hinterland and center.) Thus, a larger city may havea
population of 50,000 and a labor force (city plus hinterland) of 25,000; 50 miles away may
exist a sizable rural population (several towns of 1000 to 3000) who are within 30 miles com-
muting radius from a town of 7,000 with an effective labor force much smaller than that in
the larger center. Unless reasons exist for choosing to radically improve transportation be-
tween rural areas and the larger center, the smaller town should qualify for attcntion as a
growth center on employment potential grounds.

Next, the planner should superimp‘ose on this “employment map” a map showing existing
federal and state programs of a labor-developing nature, and also a crude “map? of political
commitment to progress. The latter criterion is likely, as a means of selection, to be signifi-
cant only when two towns exist which are equally promising in other ways. In most cases,
if a town has shown employment potential, a lack of commitment to progress in federal
terms will merely indicate a higher need for technical assistance and planning grants than for

Y

public works assistance. B :

The resulting city selections should then form the basis for district development strategy, “
which should spell oyt how pockets of unemployment are to be treated under coordinated
. lbcal-county-state-federal-private assistance programs. -
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 APPENDIX I

The Appendix provides data and analysis which support Section I of this report.

TABLES Al-1 througﬁ Al-6: Employment Summaries for Cities and Counties

-

THE CHANGING INDUSTRIAL BASE OF RURAL AREAS

Discussion ' .
Tables Al-7 through AI-10: Characteristics of Firms Interviewed

)

PLANT MANAGEMENT QUESTIONNAIRE
‘ . N

THE FIRMS' ATTITUDES TOWARD TRAINING

RECRUITMENT PRACTICES OBSERVED

l ,
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Al-6

A7-8
A9-10

All-24
A25-26

A27-30
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Table Al-1 .
ARKASMPLOYMENT BY INDUSTRY

S. C. Town County

L EMPLOYMENT - MARCH
1960 1965 1966 1967
All Non-Agricultural Industries " 6790 8720 9710 8240
Manufacturing . ~ 2180 " 3080 3560 3210
Food & Kindred = 50 50 60
Textiles g3o 1250 1506~ 1340
T Lumber & Wood Products 460 470 490 460
Furniture & Fixtures ) .- - -
Printing & Publishing - - -
Chemicals'& Allied ) - - - -
Stone, Clay & Glass - - - -
Fabricated Metals . - - - -

Machinery, except Electric - - - -

Transportation Equipment - - - -

Other Manufacturing - 890 1310 1520 1350
Non-Manufacturing 4610 5640 6150 5030
‘ .lh\dining' ¢ “ . / - - . - -

'ContractﬁConstruction : 110 - 300 . 320 200

Transporgation, Communication : - ’

& Public Utilities -160 370 350 290
* Wholesale & Retail Trade . '1000 1080 1140 1010

Finance, Insurance & Real Estate 110 13Q 140 100

Service, except Private Household s -, - - -

Government ’ 106D 990 1360 1190

Other Non-Manufacturing 2170 - . 2770 2840 2240

Agricultural 3090 1850 2030 1760 -

Source: South Carolina Employment Security Commission employinent summary, by
county, for March, 1960, 1965, 1966, 1967. ~
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Table Al-2

AREA EMPLOYMENT BY IfQDUSTRY

S.C. City County

.

»
¥

~All Non-Agricultural Industries

Manufacturing

Food & Kindred '

Textiles

Lumber & Wood Products
Furniture & Fixtures ’ »
Printing & Publishing“

Chemicals & Allied »
Stone, Clay & Glass

Fabricated Metals

Machinery, except Electric
Transportation Equipment

Other Manufactunng

Non-Maﬁufacturmg

Mining

Contract Construction

Transportation, Commun§cation
& Public Ultilities

Wholesale & Retail Trade

Finance, Insurance & Real Estate

Service, except Prlvate Household

Government

Other Non-Manufacturing

_ Agricultural

Source: South Carolina Employment Security Com
county, for March 1960 1965, 1946, 1967

-

EMPLOYMENT - MARCH

e 1960 1965 1966 1967
22050 28210 30570 30630
3960 7150 8270 V872?/
670 570 N0 640
1830 1960 2040 2010
1020 1020 1030 990

20 - - -
80 100 110 ~_140
J 60 440 \}80

- -
280 3060 4490 4360
_ 18090 21060 00  21910.
1940 1430 1900 2190
1450 1890 1890 1860 '
4280 5190 5620 5630
900 1160 1160 1340
.

2230 2350 2490 2560
7296. 9040 9240 8330
6420 3910 4210 3170
m*%\on cmploymcnhyummary, by
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Table AI-3

AREA EMPLOYMENT BY INDU:JSTRY

"Miss. Town County ) s

- . | EMPLOYMENT - JANUARY g
© 1961 1962 1963 1964 1965 .

Manufacturing 987 1072 1215 1232 1482
Food & Kindred 119 124 104 108~ 106
Lumber & Wood Products 44 32 39 33 58
Printing & Publishing 16 15 15 17° 17

R ]

All N&gp-Agricultural Industries ’ 7202 8130 8537 8¢l6 9190 -
Chemicals & Related 417 470 479 538 574

¢

Stone, Clay & Glass 136 181 265 210 247
' Fabricated Metals g 19 - 6 1 163
Machinery, except electri¢ 20 14 10 13 15
' Other Manufactunng b “216 230 292 313 302
Non-Manufacturing - . 6215 7058 7322 7384 7708
l Mining . - 11 9 " 12 10 10
Construction Contract 190 93 170 125. 193
Transportat‘ion, Communication i
. N g public Utilities- 400 373 361 403 394
Wholesale & Retail Trade 1442 1381 1440 1496 1586
' Finance, Insurance, Real Estate 125 163 167 185 217
Service, except Private Household - 530 655 - 654 625 662
' Government | 1317 1373 © 1438 1440 1516
Other Non-Manufacturing 2200 3011 3080 3100 3130
' Agricultural 9243 7353 6630 6500 6350

ps

4
Source: Misgissippi Employment Security Commission loyment summary, by county,
fof January, 19611962, 1963, 1964, 19155/mrp
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Table Al-4

\ AREKEMPLOYMENTBYINDUSTRYt

Miss. City County

All Non-Agricultural Industries

Manufacturing

Textiles

Fo? & Kindred
Lumber & Wood Products

Furniture & Fixtures \
 Printing & Publishing

Non-Manufacturing

Chemicals & Allied

Stone, Clay & Glass
Fabricated Metals
Machinery, except Electric
Transportation Equipment

Other Manufacturing

Mining i

Contgact Construction

Traﬁéﬁortation. Communnication
& Public Utilities

Wholesale & Retail Trade

Finance, Insurance & Real Estate

z‘:,‘

Service, excepiQPriirate Household

Government

Other Non-Manufacturing

Agricultural -

~. EMPLOYMENT - JANUARY

1961
18414

3592
876
1046
473

7

87
. 43

77 -

455
15

61
452
14822
42
676

1378
3335
529
1670
2692
4500

2982

1962

19677

4112
' 830
1050
a1
s
93
32
85
995
13
88
437
15565
65
652

1433
3334

627
1783
2763
4908
4447

1963

20440 .

4324
838
1037
505
86
84
50
78
1020
14
142
470
16116
50

791

L1386
3440

647

1882
2890
5030
4280

1964

20877

4210
710
1021
970
104
88
hh
63
1002
3

149
45"

16667
26
699

1482
3564

661
2062
3143
5030
4200

1965

%
20979

4395
675
970
994
103

87

65

61
1254
3

130
53
16584
43
810

1603
3602

683
1799
2984
5060
4000

Source: Mississippi Employment Security Commission, employment summary, by county,

A4

for Jantary, ]961, 1962, 1963, I'964, 1965
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The Changing Industrial Base of Rural Areas

This material is presented as an appendix to the discussion found on pages 4-14. The tdbles
in that sectign show characteristics of industries found in the four locations. The following

- tables show the same characteristics for only those firms interviewed. which comprise about

80% of industrial employment in the locations.

Edward K. Smith of Boston College has published a studyl of the industrial composition 1n
1958 of 105 depressed rural counties classified S(b)2 by ARA in the four states of Alabama.
Georgia, Mississippi, and South Carolina, and of the SMSA’s in that'four state area. Smith
found that industriés in those areas are more capital intensive than commonly thought.

~ Smith relied heavﬁy upon an ARA study which classified some 417 4-digit SIC manufactur-
“ ing industries in terms of their capital intensity, labor-intensity, and short run and long run

growth trends.© He drew from the ARA list some 110 industries which fit th extremes:

high capital and low labor intensities or low capital and high labor mtensmes. These ex-
treme groups were called respectively, the “capital-intensive group” and the *labor-intensive
group.” The depressed rural counties had 41% of the possible capital intensive group indus- .
tries and only 25% of the labor-intensive group industries. The industries usually found in et
the depressed counties in 1958 reflected the local resources available: flour and meal mills,
preparation of animal feeds, wood-using industries, chemicals and allied products, etc. By
contrast, the SMSA’s of those four states had a greater share, 62% and 64% respectively, of

both the capital-and-labor-intensive groups, reflecting the greater diversification of industry
within the larger urban areas. Indeed the proportion of labor intensive industries to the total
found of the specified 110 extremg industries was higher in the SMSA’s than in rural areas,

" 41% versus 29%! Of the 110 possible industries, 73 were found somewhere in the SMSA's

and rural areas. Of the 35 industries found in the SMSA’s which were not found in the rural
areas, half were labor intensive. There were 192 plants in 38 extreme industries in the rural
counties. Labot intensive industries accounted for only 16% of these plants: the fest were
capital intensive. Thus, capital intensive industries were dommant in the rural areas. quite in
contrast to some common expectations to the contrary.

The characteristics of these rural industries were not ideal regarding growth prospects. Only ‘
12 of the 38 extreme industties (representing 26 to 192 plants) exhibited high growth, and
only two of those 12 industries were labor-intensive. Most of the 192 plants were small, 87%
having fewer than 50 employees and 62% having fewer than 20 employees. Except for phar-
maceuticals and wood furniture and switchgear, which had plants with over 250 workers. thé
labor intensive plants—veneer. furniture. and the wood working industries—were ually small.
only two plants having more than 50 employees. The over all picture of indust# in “Deep
South” rural areas was thus.one of quite small plants, even if capital intensive and even if high
growth. .

Fl

lbmlth Edward K., “Effects of Advancing Technology and Capital Intenstfication in Non-Farm Industr) mn
Depressed Rural Arcas,” PROBLEMS OF CHRONICALLY DEPRESSED RURAL AREAS Raleigh N.C
Agncultural Policies Institute, N.C. State University, November 1965 Series 19

"U S. Dcpartmcnt of Commerce, Area Redevelopment Administration, GROWTH AND LABOR FORCE
CHARACTERISTICS OF MANUFACTURING INDUSTRIES, Washington, D.C. Government Printing
Office,1964 .

3 High capital intensity defined as investments of $7,500 and above per employee. low capital intensity’as  ~
below $3.500 investment per employee. High labor intensity defined as over 30¢% labor vosts of total
costs; low labor intensity as belISw 20% labor costs. Yo
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Industry in the Areas Studied .

If one focuses only on the extreme industries surveyed by Smith, the patterns for the four
areas investigated in this study are similar to those in most depressed areas. Indeed, the rela-
tive situations of the Cities versus the Towns, and alsaof the Towns versus their County.hin-
terlands. are comparable to the situation of the SMSA's versus the rural counties.' Tables Al-7
through Al-10, on the following pages, describe firms interviewed in the four study areas.

This data is consistent with Smith’s conclusion regarding the unexpectedly high proportion
of capital intensive plants in rural as opposed to more urbanized areas. The ratio of capital

- ntensive to labor intensive plants is roughly 2:1 in each city but 5:1 in each town. Interest-

ingly, more capital-intensive plants are found in the Town hinterlands than in the Towns
themselves. The pattern is reversed in the Cities where the ratio of such plantsis4:1. Labor
intensive plants are also more numerous in the Cities themselves than in their hinterlands,
but by u lesser proportion. 9:3 versus 20:5. :

' Unfortunately, the data is insufficiznt to draw any conclusions about relative growth trends,

but the sizes of plants can be compared. Most of the labor intensive plants, as in Smith’s
survey. were small, but the capital-intensive plants while also predominantly small did in-
vlude several quite large employers. Fifty percent of the labor intensive firms Had fewer

than 20 employees. Only four of fifteen had more than sixty employees. None had more
than 125. Similarly, almost 50 of the capital-intensive plants had fewer than 20 employees,
and 31 of 35 had less than 60. But the other four plants employed 300, 512, and 800 workers.

.

IFUrty"tuﬂ? plants located 1n the four counties studied fit the Smith categones of extreme vapital-intensive
{351 or extreme labor-intensive { 14},

Twenty of the capital intensive plants were found in the cities with five or more 1n thetr lanterlands. Only
four capital mtensive plants were located m the Towns, with six more in their hinteflands.

Nine labor-intensive plants were found 1n the cilies with three more in their hinterlands. One labos-
mtensive plant was found m one of the towns with another in the hinterlands of the other town

A5

L
h;*

B




.

i)

Table AL-7

Percent of Firms Interviewed, and of Employment in Firms Interviewed, (1968) in High, Medium,
- and Low Investment per Employee Categories, 1962

)
S.C. Town S.C. City " Miss. Town  Miss. City

8,
™

Percent of Firmms

Interviewed: ,

H 14 29 17 14
M 43 57 83 72
L 43 14 0 64
Fotal 100 100 100 !
Percent of Employment

in Firms: )

H 4 25 48 +» 24
M 87 67 52 62 .
L 9 8 - - 14

Total 100 100 - 100 100

- H: Investment over $7500 employee

M: $3500- $7500 o
L: Less than $3500 o

Source: ARA industrial Characteristics applied to industrieg of the firms-interviewed. Area
Redevelopment Administration, U.S. Department of Commerce, Growth and Labor
"Force Characteristics of Manufacturing Industnes, U.S. Government Printing Office,
* Washington, D.C., 1964

Table Al-8

Percent of Fnrms Interviewed, and of Employment in Firms Interviewed, (1968) in High, Medium,
and Low Labor Intensity Categones 1962

S.C. Town S.G. City Miss. Town  Miss. City
Percent of Firms . . -
Interviewed: ‘ '
H " : 14 29 A 60 29
M . 71 Sor29 20 Y
L is A 20 14
Total PR 11 ‘ 100 100 100

! .

Percent of Employment \
in Firms: .
H . 4 55 18 13
M s 9] 15 34 04
L 5 30 48 - 23
Total -~ 100 100 100 100

H: Labor costs are over 30% of total costs
M:_ Labor costs between 20-30%

L: Labor costs under 20% T
Source: ARA industrial characteristics applied to industries of the firms interviewed. Area
Redevelopment Administration, U.S. Department of Commerce, Growth and Labor

Force Characteristics of Manufacturing Industries, U.S. Government Printing Office, "
Washington, DC .. 1964
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s Table AI-9 ' -

Percent of Firms Interwewed and of Employment in Firms lnttrv{wcd (1968) in High, Medlum,
and Low Average Wage Rate Categories, 1962

-

i S.C. Town S.C City  Miss.Town  Miss. Qty
Percent of Firms ’ ' ' ‘:
w Interviewed: ' o . ¥

H N ] e a 40 14
M ' - 14 60 7
L 86 43 - 15
Total ’ 100 = 100 100 100
Percent of Employment ’
in Firms: ~ V
H ; .14 43 4 2

, M T - 8 96 34
L 86 - 49 - - 14
Total ; . 100 100 100 100

- H: - Over $2.75/hr.
M: $2.00-32. 75/hr
L: $2.00/r.

Source: ARA industrial characteristics applied to industries of the fxrms interviewed. Area

s + Redevelopment Administration, U.S. Department of Commerce, Growth and Labor
_Force Characteristics of Manufacturing Industries, U.S. Government Printing Office,
Washington, D.C., 1964 . N
3 . ) Table Al-10 -
Percent of Firms Interviewed, and of Employment in Firms Interviewed, (1968) in Four Growth
LY . . Experience Categories, 194741962 -
S.C. Town S.C. City Miss. Town  Miss. City
Percent of Firms ‘ . he
. ~* Interviewed:
‘o - 29 - 14
M | 14 13 60 -4 i
S 71 29 40 ’ 57
D 15 29 - 15
Total ‘ 100 . 100 . 100 100
Percent of Employment
in Firms:
¢ H “ - 56 - 23
M : 4 17 56 11
S 93 15 44 53
D . 3 12 - 13
> Total 100 100 - 100 100

H: 1962/1947 ratio for value added by industry exceeds by over -110% the ratio for all manufacturing

M: ratio=85-110%

S:  ratio- 51 - 85%

= D:  ratio = less than 51%

Source: ARA industrial characteristics applied to industries of the firms interviewed. Area
Redevelopment Administration, U.S. Department of Commerce, Growth and Labor
Force characteristics of Manufacturing Industries, U.S. Government Printing Office,

Q Washington, D.C., 1964
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Plant Manager Questionnaire

The foflowing questionnaire was used in interviewing 26 firms in the four places studied. An
effort was made to interview the firms in each city with the largest work forces. Firms em-
ploying about 80% of the aggregate work force in all areas were interviewed. Those firms
with whom it was impossible to schedule interviews in the time allotted were generally the
smaller employers.

The interviewer attempted to administer the questionnaire in its entirety, but also used it to
elicit other opinions, if new ideas appeared during the interview. Respondents did not usu-
ally give information freely on certain sensitive issues, racg and wages in particular. Certain
other questions, on cost structure and location motivation for instance, were answered with
some difficulty because complete mformanon was not at the interviewer’ s disposal.

In most cases, the plant manager was interviewed, sometimes with the support of the person-
nel manager. In some cases, we could obtain access to only the latter.

The major focuses of this study dictated the design of the questionnaire; of primary interest
were the questions: What industrial characteristics permit a firm to locate in towns and cities
of the types studied? What were the primary motivating factors in the decisions of these firms
to locate in these locations? What have been the major difficulties encountered by the firm as
a result of its location? What influence has government, on various levels, had on management
practices? What influence has the operation of the firm had on local government? What are
the wage and upgrading characteristics of the jobs in the firm? What are the hiring standards
used, and what hiring standards are necessary. Who is employed by the firm, and in what
positions, with respect to age, sex race, education, and residence? The answers to these ques-
tions were attained by using the questionnaire in an open-ended manner.

-

()168




2. a. Which of your customers buy most of your output? (namé\and location)
b.  What percentage of your sales goes to the largest buyer? |
¢.  If you do not have a primary customer of your product, how would you describe
the distribution of your product? l
d. How do you ship your product?
3. What is’your competitive position in the market for this product?
—not significant - many produgers of this product
-not many producers of this product who could sell to firm's distributors,
~specializediproduct ‘
B. . Location Expansion Potential |
- 4. 2. What particular characteristics ot this area support your tirm? |
b.  Why would your firm want to locate in this area rather, than another?
S. 4. Would you make thé decision to locate here if it was yours to make”
b.  Whut industries do you think should locate here?
gy
. b
¢.  What industries do you think would npt want to locate here?
Al2

-3

. 1

Company Name Branch of

Address One of how many branclies

HQ Location

Interviewed (name and title)

Date firm (i)ranch) entered town

A, Summary of Firm’s Operation
1. a.  What is produced at this factory?
b. 1s your product: ‘ . ‘

s -an intermediate good for a product to be sold to consumers*— ;
~a final consumer product?
--an intermediate good for product use in manufacturing?
—a final manufacturing product?
¢.  What do your large customers then do with your product?
.
d. Whkre do you receive your inputs from?

4,
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6. How would the decision to expand this plant be made?
7. Would you be consulted in this decision? (expans:ion decision)
8. Is your company seeking sales in new markets? - .
9. If you were in charge of tge company’s growth, what markets would you concentrafe
on? t | ,
10. What has been the growth of your plant since location? (Employment and Sales)
11. a. What events hz;ve encouraged the growth of the firm? ;_
. b. Whgt&events will enable iE to grow iri the future?
12. a. How would you describe the major constraints on the expansicn of:
. ~supply of primary resources except labor?

. ~supply of high-skilled labor? Describe skills
~supply of low-skilled labor?

13.” How important are each oi’ these limitations on your firm’s expansion potential?
C. "Relationship Between Firm and Plant Manager and the Community

14, a. If you were the mayor of the town, how would you describe the benefit of

. having this firm in the community?

b.- If you were the mayor, what kinds of firms would you try to attract? How

s would you go about doing s0?
15. How does this town differ from others in the area?
16. a. What changes have occurred since you first came here?

b. Of these. what would you attribute to the presence of industry?

" To the presence of your firm?
17. a. Do you live within the town? If not, how.far away?

b.  Have you been appointed to any public offices or committees in clubs, asso-
ciations, etc. since you have been plant manager? Describe. Who appointed

you?

9
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18. Is there an established communications link (formal or informal) between your firm

and the town government?

19. ~ What measures have been taken by the community since you located that have

assisted@plant operations and to what extent have they assisted?

D. Facilities and Services

24 What complaints do you have about facilities and services now missing in town? .

21. a.  What facilities and services have been provided since you located, in which the

-

tommunity in general may share? (not just industry) —- .

~physical (roads, water, sanitation)

~services (schools, hospitals, etc.)

-social (parks, clubs, etc.)

—~business (new stores, etc.)

—quality of housing

’

b.  Has your firm been influential in inducing these changes? How?

23. 4. As plant manager, what new puldlic investment projects in town are desirable?

b.  What projc;cts could be implemented which involve relatively minor cost but

would facilitate the operation of your firm? .

24, If the plant burned down, would you sugéest rebuiiding it here or relocating it?

25, For your major needs obtained locally - labor. water. electricity, natural gas. etc. ~

how able and willing would you be to supply Jthese yourself? (get them elsewhere)

ror instance, dig your own well. rather than rely on the town’s water supply.

26. What percent of .your cost of manufacturing do the following items represent:

-rent?

) ~water?

~electricity, gas, other power sources?

~transportation?

~labor?

2. What is your major complaint about the town? I
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30.

31

32.

33

34.

-

If you were an EDA administrator, how would you evaluate the success of the EDA

program in general? of the EDA program in this town?
“ J

. a.” What service needs are felt by types 2f;£)eople employed by you?

b. What service needs are felt hc general population?

Are there segments of the population which should get more assistance form some-

one, and if so, what groups, what help, and from where?

If you were mayor and had $500,000, what would you spend it on? $l ,000,000?
$5,000,000?

Employment
a. ,What has your total payroll been, by year, from base year 1960?

b.  How do you see it growing in the next few years? .
a.  How much larger do you think the town should grow?

&

b.  Describe this growth in terms of manufacturing employment.

When someone leaves your firm, where does he usually go? To another manufacturing
job in town? To another non-manufacturing job in town? Leaves town? For what

kind of job? How far away does he go? .

Initial Recruitment of Labor Force

) )
When your company first decided to locate in , how did it go

about evaluating the labor force?

a.  What was size in numbers?
~total? .
-unemploye&?
-~under-employed?

-potential new entrants to labor force?

AlS
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b. When you estimated these numbers, what geogra{)hical area were you counting in?

-

~the city?

oy

~the c'ouwnty?
~the multi-county area?
~Why did ypu limit yourself to this area? R

-Do you rely on official figures or op private estimates?

¢.  What criteria did you use for judging whether the size of the potehtial labor

force was adequate for your company’s needs?

=

d. What were skill characteristics that you looked for?
% —literacy levels?
~Other town charactgristics, such as quality of schools or vocational train-

ing programs?

"e.  Did you vonceive any particular skill group to be a constraining factor, such that

the lack of the skill — regardless of whether it combrised only 10 or 20 men out

of a potential employee force ot 300 — weuld have prevented you locating in
9

How did your company recruit its initial labor force once it located?
. »

#

a.  Through what agencies?
~Were there any attempts to recruit labor from the rural areas cutsite the
town?

~Form other counties? -

b.  What sort of processing techniques were used to determine an employee’s 7
-skills? '
~literacy?
—experience?
¢.  What criteria were used for hiring?
~Were there any minimal initial requirements for hiring'f’

L ]
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d. How many applicants for employment fail to meet your requirements?

-How do they fail?
~Can you dgscribe the typical person who fails? /
~What training programs do you think would remedy this situation? -

e. How would you evaluate the quality of the labor force you hired? .
» —~skills? .

~good work attitudes?

f.  Would you descr{be the makeup of that labor force?
—What was the distribution ot the labor force by ’

*J ) age?

-

sex?
race?

skills?

G. Experience with Labor Fo;;e

.

~In cigy? K
-Do they@'cdmmute from countryside?

. ~From other counties?
. a. How many in each category?

b. Do they use S
~their autos?
~transit?

—or do they walk?

To what extent have employees moved into town from the countryside since

(o]

cgming into your employ?
~From this county?

~From other counties?

37. Have your skill needs substantially changed since your firm opened?

-

a. How? S s
—What'is thg present skill composition of your employee labor force?

—How much has yoﬁr total employment increased since you located here?

l ' ’ 36. Where does your present labor force reside?

? ' S Al7
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38.

40.

AlS
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b. How did you adapt to this change in needs?
~Hire new péop]e?
—Bring people in trom outside the area?

~Train initial labor force to meet new needs?

« How would you evaluate your present employees?
~Skills ample?

~Attendance records? -

-«
.
3

—Attitudes toward management?

.

~Racial feelings toward Negro fellow workers, and vice versa?
k4 - LA *

»

a.  What is turnover rate? .

~Where do those leaving go?

»

~Where and how do you recruit rep]acemeﬁts‘?

~Any rivairy with other firms?

=

b. Any efforts toward unionization?

¢.  Major complaints? \ .

Experience of Labor Force

»

4. What sorts of training programs do your employegs participate in?

b.  What kingds of on-the-job training does your firm offer?,
~How much do these oppbrtunities cost your firm?
~Do you consider the programs worthwhile from your firm’s point of view?

-Have you been able to fill j}our firm’s new skill needs by in-house training?

: i .
v.  How often do you employ graduates from the technical institute in§ ?
i ~Do you think your firm would benefit from (and support) such a center
/ here in : - ? ‘

~How would your firm contribute to such a center?

How much job-upgrading occurs?

4. What is your company policy toward employees moving to positions of higher

skill Or sub-munagement?

13
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', —How many employees have done s0? h
b.* l:/ol many employees have shifted to jobs of different skille[evels from that for R *

~When hired, did you expect such adaptabiﬁty in the employee?-
~What caused you to recognize this adaptability?

¢. What sort of pay increases have your good employees enjoyed?

4]1. How stable is your employment? -
—Seasonal? < -
~Cyclical? N . >

-

L

which they were first hired? . ' ‘
a. . What do your employees do during these periods?

b. Do you have to pay higher wages to compensate for employment ins;curity?

r_

I. . Firm’s Perceptions of Labor Market

42.  If afirm considering location in " asked you to evaluate the labor

market it would confront, how would you describe that market to the outside firm?

a. = How tight is the market?

-What is the geographical area froin which the new firm can draw labor?
. ~How many presently une;nployed worker$ are there that the firm could
choose from? ” ‘ ‘ t -
- —Could the firm divert workers frofn the outlying farms (full-or part-time)?
) b. What are the attributes of the workers that would be available? )
‘ ¢ —skills?
-attit‘udes?
—~age? J , i
—~sex? ‘
. —race? - S
»

43. 4 If your firm was considering expansion, what would determine whether you increased

" operations and employment here in ?
- *

Al9
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{ ~Or whether you look e.l_s‘ewhere?

) Wlwf\‘d'id your firm choose to locate here in as opposed to
‘) » N "

Ed

~Is there any rivalry for labor force?

What changes in the skill composition or total size of your labor force do you project

will occur in the future?

~Is technolggy progressing‘in your business so that you might not needygs

much'labor in the future?

’

Town’s Character Changing with Growth *

.

a. Would you want to make this town your permanent residence?

b. If not, whatqw‘ould have to happen to the town fo“cilange‘your mind?

L3

L 4
How do you think your employees would answer the two preceding questions?

~your executives?
—your highly skilled labor?

~your low-skilled labor?

If communit;} needs exist, to what extent do formal and informal groups of leaders

get together to create solutions to these problems? .

~

If the town should increase its growth rate significantly, what should the town’s

economic and social role be;co’me. taking into account nearby cities, large and small?

What will become of the smaller towns in the county? .

Should a large retail center develop with shopping center, etc., or should a service
sector develop - insurance, banking, etc. — or should these needs be filled in larger

cities?

In summary, what are the most important aspects of this town, regarding your plant’s

successful operation. Please rank these factors:

-
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Which of the above affects you negatively? (prot)lem areas)

General Comments

o ) j 7 I
4 I *
£
—Labpr avaxlabilxty . . - ) N
-Commumty living conditions ) T
. =Growing market A ﬁ . )

' »
—Existence of public services and utilities: wafer,» {;ower transpo'rtatmn

—Market locally for your product" . .

~Labor. availability ,

—~Community hvmg conditions
-Growing market )
-Existence of public services and utilities o

-Market locally for your product .

+
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FIRM: NAME:

*
TOWN:
. PRODUCTS: ___ °
I. Current total employment. Putin numbers or rough pcrcentageé.
White, Negro', White Negro
Male ~ Male - Female Female
Technical. Professional | |
Managerial ]
—
Clerical
Sales
Craftsmen, Foremen
Operatives
Unskilled
Total . 100¢% 1009 100 100<7
T
~
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Il. Original employment at time of location. Put in numbers or rough percentages.

£

Technical, Professional

Managerial

Clerical

Sales

Craftsmen. Foremen
Operatives

Unskilled

Total

i*
14
White Negro White Negro
Male Male Female Female
N
100 100 1005 100

o
T
[*¥:

e T
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111. Educational background of employees.

White Negro White Negro

Maie Male- Female Female
1-6 yrs. schooling ¢
7-11 yrs. schooling .
. @

High school degree ;
Some college
College degree
IV. Age of-employment fogce.

White Negro White Negro

Male Male Female Female
17-24
25-44
Over 45
A4
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The Firm’s Attitudes Toward Training

This discussion is a supplement to Section Il, which showed the need for more training of
unskilled and semi-skilled potential workers.

Most of the firms interviewed which had established new branch plants planned from the be-
ginning to train their new employees to meet their skill needs. All but two firnis mtervxewed
had a somewhat formal period of what the fitm considered on-the-job training for new em-
ployees. The length of the period varied from four to twenty-six weeks, depending on the
firm, but in most cases was about six weeks. Seventeen firms had formal training courses

for upgrading employees to higher skilled jobs that would be vacated through normal turn-
over or would be created through foreseen expansion. The number of participants in such
training programs varied greatly. One high wage fu'n} employing over 600 boasted about its
fwo-year program for upgrading production workers into mechanics and electricians, Yet
there were only fifteen participants in each class, classes were chosen @n the basis of mini-
mum test scores but more importantly seniority, and a new class was begun only every six
months. The program was the only formal training program within the plant. On the other
hand, in a much less prosperous textile plant, over 600 employees gepresenting 20% of the
labor force in that town) were currently engaged in formal training-upgrading programs. Ali
firms but four believed in upgrading from within by training in order to fill high skill needs.
All firms assumed the responsibility for retraining operatives whose machines were being re-
placed by better equipment. Few employees were dismissed as a result of automation: rather
they were kept on the payroll. retrained, and generally maintained until normal turnover cre-

- ated vacancies which they could fill. Half of the firms encouraged and partly sponsored em-

ployees in night courses and evening training programs outside the firm.

The willingness on the other hand to work. with local government-backed training programs—
whether a state technical institute, Job Corps. Neighborhood Yauth Corps, or Manpower

- Development and Training Act program-varied greatly from city to city. S.C. City had un

excellent technical institute but only two of the firms, representing about 16% of the total
work force of the interviewed firms, used the programs to any extent. S.C. Town is the site
of 4 new institute, nearing completion. Many of its firms had sought out graduates of the in-
stitute in S.C. City, but had found that the graduates had long since been hired by S.C. City
firms. S.C. firms generally cooperated with the institute and programs by telling the institute
.ot their needs and providing equipment and instructors to the programs. The chietf complaint
by firms who refused to hire the institutes’ graduates were that the graduates demanded much
too high pay for inexperienced workers. There was limited interest by firms in Miss. Town for
students in such programs. but then, programs were meager in the area. Excellent programs
existed in Miss. City and a new institute was to be set up. Yet only one firm had shown any
cooperation in working with the prograimn. That tirm. however, had enjoved great success,
getting more than 207 of its lubor tforce fromn the programs. Employers in both Miss. Town
and City were generally uncooperative, first not telling the programs what their skill needs and
desires were, of giting theni cqguipment or instractors, and then criticizing the programs for
tratning workers in irrelevant skdls and training them in those skills poorly. One employver
catled the workers who went into and came out of MDTA “the bottom of the burrel.”™ Two
large employers described the curriculum of the new technical institute us *designed tor poets,
not workers™ and “far inferior to what the firms could do themselves.” One manager notoed
that hus plant preterred to tram their workers i-house ditectly for the jobs they would be
doing,
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Training outside included too many unnecessary “frills” from the viewpoint of the firm.
The other manager, who was also very active in civic and political uffajrs, argued that the
MDTA programs in the area spent an average of $11,000 per trainee and that the new
state technical institute being set up in the area would be spending $5.000 per trainee.
*No private firm could afford to spend that much,” the argument, went on, “and indeed
most of that government money is wasted due to inefficiency in administration and ir-
relevance in what they’re teaching.” He also argued that most of the government trainees
left the area when they graduated. and thus the local taxpayer gained nothing.
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Recruitment Practices Observed ’ .
This dlsuusswn of recruitment practices' serves to shed light on the perueptxon of a tight labor
market which is dxsuussed on pp. 37 39 in‘the text. - , P

The patterns of regrumng new employees ) vaned from state to state. In South Carolma.
both the city and town, firms preferred to rely ‘on word-of-mouth. Applications were re-

,Lexved on a designated day each week. There was no advertising. The news of application

procedures and prospects for jobs would spread by word-of-mouth. Only one firm*in South
Carolina did extensive advertising, local and regional; the'results were excellent at the local
,level but Lompleteiy negative at the regional level. Only two firms in South Carolina claimed
"that they relied on the Employment Service to any great extent. Both firms were very large
employers and both firms had patterns of apparent discrimination in their past employment
practices. Surprisingly, E.S. was not relied on extensively even in the setting-up stages of
many plants; only five plants in South Carolina-all large employers—acknowledged such use
and two of those firms discontinued uge. In Mississipp1, Tirms recruited almost exciusively
through the State Employment Service office. (E.S.). There, all but non-native firms relied
almost exclusively on the Employment Service Office for finding workers. Non-native firms
which had long been located it town—more than two decades—tended to usg E.S. in Missis-
sippi in contrast to the native firms with familiarity with the local populace. Interestingly,
one national firm had branches located in two of the four cities studied;.thé South Carolina
branch used word-of-mouth only while the older Mississippi branch used E.S. almost exclu-
sively. In Mississippi, three firms used advertising, but none had significant results. 1n both
states, firms which had been launched by community natives relied on word-of-mouth. The
manager’s knowledge of the population or his reputation in the community was sufficient to
bring in job applicants wheanever needed. :

Several possible explanations of these recruiting patterns can be offered. First, it is clear

“ that Employment Service offices often in the past were the mechanisms used by firms for

|
|
\
maintairing their white-only practices. Two firms—both large employers*and each loca- .
ted in a different state, admitted that they had agreements with their local E.S. offices to
refer whites only. One firm still admitted having a “gentleman’s agreement,” although the |
understanding had been loosened to: “White women only.” The labor market had tightened ‘
too much for the firm to exclude Negro men so casually. In South Carolinathere was no ques-
tion that E.S. administrators had ended any conscious discriminatory practices. Some firms i
complained about the diligence of E.S. in promoting equal opportunity. n Mississippi it was
clear that the discriminatory practices were continuing in one town while the situation of the
other town was more ambiguous. However. the firms which rely on E.S. are not always aware
of the discrimination. New firms with racially liberal managers adapt to the prevailing pattern
of the existing firms in recruiting thr E.S. but do not always understand the orxgm and
consequences of that pattern. '
A second explanation focuses on the image of the E.S. applicant which firms have succeeded
in establishing in the community. Managers expressed why they spurned use of the local Em-
ployment Service: “No self-respecting laborer would apply through E.8™ These sentiments
were expressed by firms in South Carolina und —~even more interestingly —by the firms in
Mississippi which did not recruit through E.S. Such sentiments might readily explain why
managers would not choose to use E.S. Unfortynately, however. the sentiments are partially
self-fultilling. Once the fabor force realizes that finms react negatively to application through ‘
\
|
|
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L
- E.S.. the better workers, who are able to find jobs on their own. do so. When firms pJace .

orders for personnel. E.S. administrators have nobody to refer except precisely the low

quality applicants who had initially created and would now reinforce management’s image >
of E.S. Why the E.S. image should be so strongly negative in Scuth Carolina and only se- .\
lectively so in Mississippi is confusing, however. Once again. it .ppears possible that Missis-

sippi firms found the Employment Service useful as a way of screening out Negroes from #

job applicants without directly compromising the company’s image. '

The different attitudes toward E.S. may simply reflect that word-of-mouth has been suffi-
civnt to meet the needs of the South Carolind firms. First. the word-of-mouth grapevine
may tunction better in South Curolina than in Mississippi. Indeed. several Mississippi firm l
marnagers stressed the degree of social stratification-and class aw.areness in the Delta. while
several of their South Carolina peers made a strong point that soiety was very fluid in this:
arca. with little stratificafion. The income distributions and his.ories of the areaswould *
seem to give support to such perceptions.. Also, racial animosity was clearly less in the South
Carolina locations than in Mississippi. Where discrimination has existed for any long time.
Negroes might well believe--as a resuit of past correct word-of-mouth information and as a
result of experience~that they really don’t-have a chance of getting jobs. Once formed.
such beliefs are highly resistant to change. Thus. news of job opportunities wouid then be
passed by word-of-mouth. but discounted by Negroes as irrelevent. To the extent that the
bulk of untapped labor in Mississippi is Negro and to the extent that Negroes there still be-
lieve~rightly or wrongly —that jobs will be denied them when they apply. the word-of-mouth
recruitment system may not be feasible or effective in Mississippi.

- /
Such recruitment practices in Mississippi have several consequences. First, firms utilize only
te a small extent the rural areas: the tfirms make little effort to recruit in the rural hinter-
lands, The Employment Service approaches the hintesands in a very haphazard way. Re-
vent door-to-door surVeys in Mississippi rural counties showed unemployment as high as 407,
even through offivial E.S. statistics showed unemployment to be only 5 to 9.1 As indus-
trialization proceeds. the labor force remaining to be tapped for employment will increas-
ingly be the population residing in the rural hinterlands: therefore. present recruitment meth-
ods-may be less and less effective. Second. the Negro is at a disadvantage with present re- ‘
cruitment patterns. The social stratification, historical and current discrimination, his geo-”
graphic isolation in the hinterlands. and his lack of transportation causes him to benefit tar
less than whites under both ‘the word-of-mouth direct application method and the Employ-
ment Service placement niethod of recruitment. Such inequity was costless to firms as fong
as the huge labor surplus of whites persisted. That surplus has almost disappeared, however
In the tuture. the Negro population will increasingly be the source for employers ot new
labor. s
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Other sources for recruiting workers were available to firms, in addition to E.S. and word-

of-mouth. It is remarkable that they are seldom used. For example. the schools each year

supply a large number of well-educated workers to the labor force. Yet only in S.C. Town

did most firms systematically retruit at the schools and work with principals and counselors

on job placement.! S. C. City and Miss. City had technical training institutes. but in Miss. )
City, only one firm #ated that it used such institutes for personnel recruitment.= Generally,

firms not only did not recruit at the institutes, but also failed to work with the institutes so

- that the skills taught might have some relevance to the firm’s needs. All of the cities had Fed-

eral Manpower Dévelopment and Training Act (MDTA) programs, but only two employers
expressed any involvement or interest in the programs. Only one place studied had a college-
Miss. Town. Only one firm in that town recruited at the college.3r

Still another source of laber, whichsfirms discreetly‘ like to overlook in discussions,is the * -

 labor force of other firms. The extent to whigh *piraiing” is practiced is « measure ofhow .8

open and competitive the economy is, and how free the community is from control by sin-
gle firms. In all towns. the flow of einployees from farms, retail and service enterprises, and
small firms to large industrial firms was sizable (and usually one-way only, towards industry).
Recruitment from Sther firms’ work forces represented a far smatler source of employees fo
new firms. .~ . /
As might be expected, since the number of industrial employers was larger and thus an im-
pedance to monopsonist collaboration. pirating appeared to be more commonly practiced
and accepted in the Cities. New firms openly admitted that they were prepared to buy i

.

lln S.C. City. no firms cited any regulanized contact with the schools. In Miss. Town, Only one firm had

~any regular contact with schools. and that firm ~the, lardest in the town—had just begun the contact that

year, mote than 15 years after coming to town. In Miss. City. only two firms had such contact. The re- Y
port at the Chamber of Commerce meeting by one of those firms—a very large embloyer which had been
in the town for decades—that its school contacts had not been successful was cited by three other new
firms as a major factor in their decision not to make the effort. Interestingly. the tfirm which made the
report claimed its contacts were successful in our private interview. The fact that the firm coftinued the
contagts indicates that recruitment through the schools could not have been completely fruitless. The
firm's report at the Chamber meeting may tave been an effort to deter other-firms from tapping a rich
vein of labor supply.

w",
A .
~Curnously, that firm in Miss. City had high skil needs and yet reported no difficulties in finding skiled
labor, due to the institute. Its use of the institute freed it from many of the recruitment problems of
nival firms 1 its community.

The general complaint of firms concermng graduates of technical institutes was that the inexpenenced
graduates demanded far too high u starting wage. Theu demands would have threatened the firm’s
whole wage structure. Whether such,dcmapds indicate the naive optimism of the graduates or a very
low wage structure of the firms is ar’ open question.

[

SBut that firm made the college its principle source of labor. Since the firm cmpAw&d some 600 machinists
at nunimum wage rates, and since more than two thirds of its labor force were college students, the relation-
ship was important to the town's economy. The firm’s manager stated that his firm would have failed dur-
ing its first year of vperation in Miss. Town, had it not discovered the college as a pool of labor. The college,
on the other hand. mnore than doubled m size within four years and had made profitable use of ghe fum’s
presence  According to the manager. the college included jobs at the plant as part of the reg scholar:
stup-loan package 1t offered students. Personnel recruiters from the firm manned desks at the end of the
registsation line as students signed up for <lasses at the heginning of each semester. y
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the labor force they wantéd, and that it was a matter of indifference whether existing firms
competed on wage rates. Firms which had been established longer readily admitted that
they had raised their wage rates to try to keep their work forces. While farmers. local gov-

ernment and retail merchants griped about the way new firms stole their employges, indus-

trial firms in the cities appeared to have adjusted to the competition and did not express any
resentment. ’

The legitimacy of “‘pirating” in the 2yes of local industry was much less strongly established
in the Towns: Firms in S.C. Town readily admitted that they notified fellow employers of
any currently employed worker who approached them about a better job. According to
plant managers, if the current employer could offer the applicant a better job than he cur-
rently had. or than the approached firm would offer, the approached firm would refer the *
applicant back to his emploYer (where presumably he would move into the better job). If
the current employer could not offer a better job, the worker would be flired. There were
widespread reports among workers and among local government officials that firms were
very careful in respecting each other’s employee force and in disciplining workers who tried
to upgrade themselves by jumping across firms. Only in recent months with the relative
tightening of the labor market as firms expanded and as a gew high-skilled employer arrived
in town, had the attitude toward pirating become more tolerant. Among the three major
firms in Miss. Town. however, there was no sign of flexibility or'tolerande. The control of
the town by the laigest, earliest firm had resulted in agreements by new firms not to raid
labor forces, as a condition for their being allowed to locate.
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' APPENDIX I .
' The following Tables, All-1 through AIl-7, compare 1960 labor force estimates from
local offices of the South Carolina and Mississippi Employment Security Commissions t?/

. P labor force estimates made by applying national participation rates to age groups of the’ -
: population studied. The reasons for, and method used in this calculation are explained in

; Section 11, pages 55-58, of the text. No local employment data was available for S.C.

. ) Town. T
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Comparisons of Estimated Labor Force (Full Potential) in the Study Areas

To Local Employment Service Labor Forcg Estimates for 1960

1
L
Table All-1 l
Miss. Town
MALES ’ 'FEMALES l
ELF LF ELF LF
Age 1960 1960 - X2* 1960 1960 X2 l
15-24 S68 379 162.9) 378 322 (8.3) .
2534 544 497 4. 219 28419y
KR! S8 509 ¢ 276 432 88.2 .,
35-64 711 obs (20 Co08 08 2.2
65+ 99 128 8.5 43 66 12.3
TOTAL 2440 217% {28.1) 1321 lel2 1641 -

-

Table All-2

Miss. Town County

MALES FEMALES
ELF LF ELF LF
Age 1960 190  X° 1960 . 1960 . X2
15.24 2699 3% (5L, 1719 1M (205.9)
IEE X 2220 1901 (45.8) T 90 914 (03
L 354 2104 2062, (%) 1230 1184 (1.7)
 45-64 4000 3947 (7 228 1903 (23.%)
65+ 748 824 77 L 268 314 16.3
S459 (1011

TOTAL 11.771 11.062 (42N 254

"+X2= (ELF - LF)°
‘ ELF | result in parentheses it ELF>LF

ELF: ’Estimated Labor Force

S

/ LF: Local Estimate of Labor Force

(“a E
o,

Sources:  Local Estimated Labor Force from Mississippi Employment Security Commission,
Department of Research and Statistics;»Population data from 1960 U.S. CENSUS
OF POPULATION, MISSISSIPPI, GENERAL CHARACTERISTICS, U.S. Dept.
of Commerce, 1961

-

.

A34

-

. - 189 .

#

PAran ' 7
‘ - . . . ’




+

Comparisons of Estimated Labor Force (Full Potential) in the Study Areas

To Local Employmert Service Labor Force Estimates for 1960
| Table All-3

N

FEMALES

ELF
1960

_ Miss. City

x2*

(08) 1173
4.0 1043
7.9 1056
(1.6) 1685
(.06) 186
(1.4) 5143

Table All-4
Miss. City County

MALES FEMALES

. ELF ELF
Age 1960 x2* 1960
45-24- 3598 . 9.7 2357
35.34 4176 59 1751
35-34 1667 (740.8) 1939
4504 5518 (1.5) « 3033
65+ 842 3.3 343
TOTAL  18.501 (30.2) 9423

L
il

b

A% )

*N2 2 (ELF- LF)< “
ELF . result in parentheses if ELF > LF
ELF: Estimnated Lubor Foree

LF 7 Lucal Estimate of Labor Force

)

N TN Local Bstinated Labor Foree trom Mississipps Employ ment Securnity Commssion,
Department of Research and Statistrcs, Population data from U.S, CENSUS OF
POPULATION. MISSISSIPPL GEPERAL CHARZRCTERISTICS, US Dept. ot
Commetee, 1961 ‘ "
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Comparisons of Estjmated Labor Force (Full Potential) in the Study Areas

Agé
15-24
25-34
35-44.
45-64
65+ ¢
TOTAL .

Soured

Ao

To'Local I‘f;nployment Service Labor Force Estimates for 1960

‘ " Table AIl-5
S.C. Town County.

MALES . : FEMALES

" ELF LF ELF  LF

- 1960 - 1960  X2* 1960 1960 X2
1805 1871 2ia 1103 846 . (59.9)
1667 1550 (8.2) 692 903 64.3
1920 . 1918 (.002) 887 957 4.6
2482 2282 (J6.1) 1318 1181 (14.2)
341 320 (1.3) 137 103 (8.4)
8215 7941 (9.1) 4137 3990 (5.2)

i
k)

*\2 = (ELF - LF)-

ELF . result in parentheses if ELF> LF .
Estimated Lubor Force

Local Estimate of Labor Force

e
i

N,
Local Estimated Lubor ﬁér’cc from South Carohng ;i‘f‘mploynwm Secunty Comnmsion,
Department of Research and Statsstics, Population data trom U.S. CENSUS OF
POPULATION, SOUTH CAROLINA, GENERAL CHARACTERISTICS, LS Dept
of Commerce, 196l - '

-
N %
o~
+



o
o /e ot EstimatetLabor Fonco (Fu AP
. ‘ C?mpa_nsons of Estimategd Labor Force (Full Potentidl) in the Study Areas
, . To Local Employment Service Labor Force Estimates for 1960 ~
. . Table All-6 I
‘ S.C. City 5
' ‘ MALES FEMALES
ELF LF ; ELF ~LF .
' Age 1960 1960 X2 1960 1960 X2
AR XX 1101 941 (23.3) 725 787 5.3
' . 25-34 1350 1287 (2.9 olt 952 190.3
bl - 35-44 1626 1600 . (.H 818 1041 60.%
: ‘ 45-64 — 1877 1826 (1.4) 1096 12006 45
l o5+ e 287 . 233 117 147 77
-- TOTAL 6170 - 5941 (8.5) 3367 4133 174 3
i
. Table All-7
‘ , S.C. City County ~ ’
MALES FEMALES
] ELF LF ELF LF
Age 1960 1960 X2 1960 1960 X<
l 15-24 4221 3733 (Se 2796 2032 (2088
25-34 4502 4232 (8.0) 1903 339 0ng
. - 35-44 4885 4799 (1.5) 2407 424 12
4564 5828 5490 119.6) 3152 2689 (6501
. 65+ 674" 601 (.3) 299 hE T RS B I}
TOTAL 20.110 “18914 (71.1) 10,559 Q " 9735 164 3)
N *
l *X2 = (EVF-LF)? e
ELF' result in parentieses it ELF > LF | n
l ELF: J:stlmated abor Force i
LF: LOLal Estmmte of Labor Fogce : .
' b ! ‘
‘43‘ Sources Local Estimated Labor Foree from South Carolina Emplay ment bn unty ;4 OIISSIGH
‘ Department of Research and Statistics, Population data from U.S. CENSYS OF
l POPULATION, SOUTH CAROLINA, FhNtRAL(HARALHRIbH(S LS. Depit.
of Commerce, 1961
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