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aAnalysis of Proposals for irea Assistance and Developrent Frograms#

Vernon W, Ruttan
Department of Agricultural Economics
Purdue University
{Presented to the subcormitiee on Produciion and Stabilization of the Senate
Banking ard Currency Committes, Washington, Do C., February 24, 1958)
I,
in order to indieate the limitati:n: with which I come to thiz discussion,
I wouid lilte to point out that in 1y professional work I have dealt primarily
with the Impact of urban industrial development on agricultural income and em-
ployrment. My work on the purely indusirialization aspects of area development
work has been rather limited, although I have participsted in closly related
work during a period of employmert in the Industrial Economlcs Brench of the
Tennescee Valley Authority.
Before proceeding to a discussion of the specific proposals, that are
now being considered by this subcormittee, T would like to discuss the economic
framework within which economic development, partieularly industrial development
in areas characterized by chronic unemployment and rural underemployment, takes
place,
Fipst of all, it is clear that Jocal--urban Industrial develonment js an

egsertial inaredient in the solution of apriculture’s underemployment problein.

The evidence is quite clear that the level of agricultural income is closely
related to the extent of local urban industrial development, This ic par-
tiecularly clear in the Southeast and in the other areas designated by the
Secretary of Agriculture as generalized problem areas,

Furthermore, it is clear that the positive impact of urban industrial
development is exerted directly through increased employment of farm workers

and only to a minor extermt thrcugh the increased demand for farm produchs,

#* In preparing this statement the aut hor hes benefited from disecussion with
Jda C, Bottumy, J. B, Kohlmeyer, J. K. MecDermott, and L., T, Wallace of the
Purdue Department of Agricultural Econcmics,



The reason for this favoratle affect of urban industrial develomment on
agriculiure is not diffieult to idemtify. In mueh of the area sharacter ued
by subsianmtial agrlecultural undererplojuent typical replacement vatics for
rursl famm males in the 2064 zge zrou is running slightly above 200 during

the presert decade, This compares itk an irdex of 2bo 135
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the couriry. In other words, in most oieas charssherized by agriculiore. ware
employuent, joung men are sbill enborius the lebor fopss ot a pabs brab 1B marn
thar dguble the number of farm worlksars that would be required to replace existing
farm opsrators end hired farm workers as they relire and =431l maintain ‘e

farm lebor force at existing levels, Thus, over half of the young ne=n fion

such areas must fird off farnm em>loyment simply to maintein the number of

form operators or farm workers awu existing levels. In addition, furtaer

declines in farm employment are required in &1l of the underemploymens areas

If farn incoms is 4o be brought into line farm incomes generally,

In areas such as the Northeast and the North Central reglons, vhere feopp
Pmplnyn—cnt Tuns in the neighborhood of 5 - 15% of total employrent the transfer
of the required number of farm youth and farm workers into the loeal asn-form
labor forece is relatively easy, even in the absence of spectacular re,eg cf
growth of non-farm employment. In the areas characterized by substar dar
underemployment , where farm employment runs in the neighborhoed of 40.607 of
votal enployment, exceptiomally rapid rates of prowth in nonefarm employmert
ere recuired bo permit the absorption of thé surplus farm labor force locally

In the absence of an adenuate rate of growth in local non~7avm enploy=
nent leng distance nigration presemts the only solubion to the undere aploy-
ment problem. Long distanse migration, left to itsel” has raraly been suffic_or.
to reduce the surplus labor force sufficierily to brine about a substantial

oo,

reduction ¢f sarning difforentils betwecn the swplus and defisit labor erpzes

The expsnsion of local industyial employent is nseessary if incomes of £



and noneicrn vorkers in such 2rsas are to be brought in Lire with incomss

of comparable workers in other rarts of the economy.

fhe second guestion to whieh I world like to address swsell Je the e
tent to whieh decentralizabion of Induc ey to_arsas identified in S-c0L and
S~11.33 as inmdustrial redevelopment ares i 18 not cacuring ‘3,; ﬂ’g..}}g; _na.tu;as. 37O~

gess ol econsmic erowbho

The answer to this question is tha it i1a rot.

On the one hand, there is little couit that the long termn trend toward
location of a larger share of the ration's industrisl employmert in the
less industrialized regions is comtinu’nz. The share of the mation's
total industrial employment loecated in the New England, Middle Atlamtic amd

Last North Central regions has declinsd. The other regions have increisad
their share of meywfacturing emrloymerni with the most dramatic inereases
occurring in the Pecific amd West South Central reglons.

It isdlear, hewever, that the disrcorsien of industrial emoloyment ts the
lzss industrialised regiowns thal his coourped i Yecuni yEa8re n2& not be.a
accompanied by any substantial increasc in the proportion of tohal mumufasturin
employment located in the smelier oities, towns, and rueal arcaz of the less

ndustrialized regions.

§3e

For the United States as a whole, .hz percentipe of mamafacturing e
ployment located ovtside of the stande mwitropolitan arsas was almost
exschly the same in 1954 as in 1947,

There zre sone importamt differences in loeshlon patterns amon; the sev
regions, The contrast bebween tas Ive steies of the East North Tenbral Hegion
and whe 11 siates of the Southeast iz copecially ig'gESFGS'E.LﬂgG The Hast North
Certral reglon, with approximebely twe- hisds of its tobzl drd:irial ewnloye

ment lonebed in the very larpe Ilndustri il centers sxperivnced -5 wort ranid



cutside of the standard metropolitan arezs, The Soubheast, with fthree-Iifths
of its industrial smployment located outside of the standardi mehropollitsn areas
experienced its most repid (percentage) inerease in industrial emplojmert in

the largsr cities of the region.

It is aiso irderesting o mobte thet a3 substantizl share of the lation's

small town or rural industrilal employment is alrsady loeated in the Socubieast.
With only 14 percent of the mtion?s total mamufacturing employment the iouth-
east accounts for one=third of all mamilacturing employmsnt in the netiona thal
is losated outside of the standard metropolitan areas.

The importante of small {.own andrural industrial employment in the Scubhe
east can be traced in large measure to Lhe importance of lumber ard textiles _«
the reglons economy, With a wajor proporticn of total mational employmert iu
these industries already located within the Scutheast it seems reascnalle to
armticipate that futwre industrial expansion dn the Southeast will tend to
bring the industrizl locatlon pattern of the region more nearly in l.ne sith ih
nztional pattern. In the Southeest, the rmation®s major center of azricultiral
urnderemployment , there is a strong basis for expsciing industrlial growth in
the futurs will bLe able to depend to 2 smeh smalier extent than it has ian the
past. on the growth of the types of firma whlch heve traditiomlly located in
the smaller towns &nd the rural areas of the region, Futurs growth will have
to depend on the regions ability te etiract new types of industry info the

ared,

The fipal gemeral cuestion to which I wish to address myself concerns the

)

tyece of area best suited to developmert: or redevelopment activities. Lesation

theory provides scme importarnt insights into this questicn. [esatlon theorists
tend to elassify fectors affecting lecation in the thris broad cabtegories,

First, cost factors - including rev maberial, labor,

P

site and transpartation,
Second, market or demand factors - inciuding tie extent, struciire and
ST TARNSE TN 2

location of the market for the preducts of the firm or industry.
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hpree rsonel factors «- m@inly environmental sreference of a0mirdee
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strative personsall.

In the past, & good deal moure attention has been devoted £5 the cost
factors of location thin to the market or persomal factors. More recent. in-
quiry ilmto the spatial imterdependence of econcmic activity, especially under
conciitions of imperfect compstition. heve tended to emphasize the imrortanes
of the later two factors,

The declining relative importanece of raw material costs in ianuf: cturing,
the external scale ecoromies resulting from concentrabion or industrial i.c-
tivities in urban centers; the growing recogrdtion of the market as a
locavional factor; plus the preferences of managerial personnel for culbtimral
and civie aminities all seem to faver corm: inued expansion of industrial activity
in urban centers of at least standard metropolitan aress size o= in their nearby
industrhl statalites, (The main eriteria for standard metropolitan ar-a is an
urban ecnter of approximately 50,000 population,)

We have already seen that industrizl growth by itself has not, during the
post war period, progressed rapidly in the direction of decertmlization. The
implieation seems elear thut there are only a limited mumber of small citics
and towrs which possess location cherac erdstics sufficiently atirachive to
serve as a basis for substantial long Lorm ursan industrial developmeat. The
type of developwert, for example, that would be suffieient to bring an avea
into the stardard metropolitan classificstion by 1975,

I would suggesi, therefore, tha:v industrial development amd pad avrely pmer,
programs which focus their efforts on the potenticl urban industrial csenlers
will be more suecessful than progrems comtered on arsas wnich are selechod Ly
other eriteriz -~ purely on “he basis of the ourrvernt lavel of income or tuc

megnitude of wwwployment or walerenploynens, for sxamplie.,



I would also suggest that rural areas or smell towns located in the same

general regions as the potential centers of urban industrial developrent have

more to gain from a successful developrant effort, cencentrated on the po-
tential development cemters, than on wisvacessful or even partially :uccsss-
ful efforts soncentrated in areas of only minor potential developmen:. *hus,
a single area development organization with programs centered around the po-
tential urban industrial center in its area will be more effective than a
series of cownrty programs each attempting to capture part of thz area's vo-
tential employment gains for itself,

I might point out that in Indiana; we have attempted to follow the sug-
gestions of the cbove amlysis with resnect to our conmtribution to the Federzl-
State Rural Development program. #8 you know, most of Southern Indicna pos-
sesses the characteristies which wculd -~esult in its elassification as elther
an industrial redevelopment arez or as a rural redevelopment area under the
provisioxfs of S=96L, It is quite similar to much of the Southeast and come
parable areas are to be fourd in Scuthern Ohle and Southern Illinois

During tie initial months of the rural development procrar, considerable
discussion was centered around the question of what county should receiva first
emphasis in the Rural Developmert program. OSubsiantial pressure was exerted
to choose a county primarily on the basis of underemployment criteria, A de-
cision was finally made, however, thal any agricultural development program
which depended for its success on substantial local industrial development
would have a poor chance for success in this county. As a resui’o, Parry
Courty, a county located on the Ohio river with substantial industrial em-
ployment already and with active and aggressive community leadershin was
chosen as the initial or p'ilot cowrty in our program. Our amalysis indicated
that Perry County has more potemtiel for urban industrial growth tha: ctrer
counties in the same general area arnd thal uncmployed industrial warkers ard

underemployed farm workers in surrcund’ng counties would have wore to gain by



& suceessful. development effort centerced in the Tell City - Canmeltc 1 area
of Perry County than from unsuccessful or even partially successful develop-
ment in their own county,

During the time our developmert a-tivities have been centered on Perry
County, substantial employment ineresses have oceurred. Not through our
efforts = but through efforts of the ic-:al development committes with whieh
our rural development specialists zve working, We expeet that in the near
future an effective area developmen. ccrimittee based on & wider geographical
area will emerge and that the aggressive leadership of the Perry County group
will play an important role in the suec:ss of' this broader area committeec,

It

I will now turn to spesific disecus=ion of the four bills:

3«104 (Dirksen); S-964 (Douglas); S--1,3: (Martin); and S=185 (Flanders).
My discussion will center around sevan paints,
1. Definition of areas,

I would like to strongly urge the faclusion of rmmwel development apeas
defined on the basis of urderemployment sriteria within the framework of
the ast, The problems of such areas are, in many respects, rore difficull,
than many of the areas which would be ircluded when the eriteria are statod
in terms of unemployment alone., Since the underemployment criteria ave
sonewhat less precise, than the unemployreit. ¢riteria in $=969, I would like
to suggest thot the apriteria employed by the Secretary of Agricu’ture in
House Document #149 {84th Congress, lst Cession, april 27, 1955) on Develcp=
ment of Agricultures Human Resowrces by adopted, (see P, 7)

In line with my previous general corments with respect to the possibilities
of local industrilal development in siall towns and rural areas, I would like
to urge that a precondition to loens in raral development areas be the es.

tablishment of a Jocal or regionsl dove sprent committee represent.ing an arca



which includes at least one urban area with substamtial growth poteriial,
areas which are exclusively rural, or whieh include only very smll {owns,
should be eligible for loans only vhen joined with other areas, ineluding
at least one majorwban center intc arc: development organization.

2. leans for Public Facilities.

The emphasis on financing of pablli: facilities requifed for imdustrial
development in these two bills is waell slaced. Our work in Indiana has in-
dicated that lack of public facilities :re often a erucial factor in in-
dustrial locatlon., I would like, howevar, to question the desirabiliiy of
outright grants for public facilities. Uhiles it seems desirabls to inglude
loans for nublic facilities in thote cases where loans from other sources
are not readily avuilable, direct pranis for public facilities could lead
to less than maximum productivity fron use from the allocated funds. I
would argue that the willingness of loc:l auwthorities to undertake the ra-
quired development of public facilities without the aid of direct grants
should represent at least one criteria >f positive local interest and
leadership.

3. Yoeationsl Treining.

I would like to cormmend the emphasis on vocuational training and re-
training in the several bills, It is saur sxperience that lack zf a reseove
of skilled workers has at times bsen & Jdeclding factor in fallure of plants
to loecate in spacifilec Southern Indigna areas, Lack of training slsu limlts
the metilzty of workers from areas which have neo imdustrial poteontial
There is, however, considerable disagre:ment as Lo exactly what type of
t{raininc is required., There is a cont’licrcble body of opindion whieh dls-
counts strongly the value of -urely vooitional tralning. Ve have be:n 1214
by many plant mamagers that & high ‘evel of zeneral edueaiion 13 more im-

portant than speciidic vocational skill



Rerardless of the type of training the question also rises as to where

the training should take place. I would like to propose that re-~training
payment s to individuals not be subject to the individual's continued resl-
dence in the re-development area. It iright be desirable to establish spescial
criteria for "chronicaly depressed areas" based on long run underemployment
and unemployment criteria, For those ir-eas which have demonstrated long run
inability to maintain sufficient employment nrovisions should be made to
permit migrants from the area to receivz training at the location to which
they migrate as an encouragement to both experienced workers and young men
and women just entering the labor force to leave such "chronicaly depressed
areas',
4o Allocation and Use of Funds.

With respect to the adequacy of the funds suggested in the several bills -
$50,000,000 in S=104 and S-1854 and $275,000,000 in S=964, the ex-
perience of the Rural Development I'rosrar would indicate some difficulty
in getting even as many as 50 to 100 wcll conceived nrojects urderway in a
short period. I would sugges® that the program start out with a fipure of
near $50,00Q000 and expand to the 275,000,000 in a period of 2 to 5 years,

In my opinion, the two proposals are entirely too far apart on the
question of the extent of lean participation by the Federal agency (75 per-
cent in S-96k and 35 percert in S-104 and S-1433)., It seems to me that a
figure of between 75 amd 50 pefuent would represemt an effective test of
local interest,
5. Administration Expenses of local Ccmmittees.

I would like 0 cormend the provision of furds in S-964 for adminic-
trative use by local development committees. In many of the developmen:
areas, lack of competent personnel for development work is enimportant

limitation. A loan or grant to a loczl development apgency, during fits



initial 3-5 years, which would enable it to employ a competent full tims
executive secretary could make an important comtribution to the success of
funds provided for the more direct objectives of the several bills,
6o Infornati\on and Technical Assistance.

Both S-964 and S-1433 provide for technical assistance in evaluating
"the needs of, and developing potenti=ls for, economic growth", I belisve
that the Committee should also consider the desirability of technicol as-
sistance in production and marketing for firms located in the "redevelopmen:
areas", particularly those firms receiving assistance under the prozram, O, r
work in Southern Indiana would seem to indicate that loecalized employment ir
frequently the result of poor nenagemert. This is particularly truc of small
firms which do not have access to the sames research amd consulting services
that are available to larger firms., Technical assistance to small firms is a
principle that is generally acceptad in agriculture. It seems likely that
similar activity could be highly productive in urban areaa of ousiness amd
industry.

7. My fimel point is with respect to a question which is not raised by an-

R e e

of the bills,

I would like to see a provision directing the Bureau of Employiemnt Security
to make special efforts to charnel job informatlon from lzbox deficit armzas to
the designated redevelopment areas. 7. is my impression that the Bureau of Fm-
ployment Security and its related stoto agencies has failed to develop effective
inter-area job clearance procedures, .n inculry should be mede intc the pro-
blem of inter-office clearance. If this feature of the Bureau of Emplcrment
Securities Prorran functions as ineffcctively as it has in the past, perhaps
direct recommendations should be made ‘or development of procedures to iake

inter-area job clearance more effective,



