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Area Development and Industrial Decentralization
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(Paper presented at ihe Anmmual Meeting of the Southern Bconomic
Association, Hotel Peabody, Memphis, Tennessee, November 10-11, 1961)

Area development has been of national concern for many years. A combination
of (a) unequal natural and human resource endowments, (b) differential impacts of
‘technological chénge, (c) secular trends in factor and product prices, and (d)
institutional (social, economic, cultural, and political) barriers to resource
_mobility have résulted in wide differences in the rates and levels of economic
development among areas.l It is more apparent today than ever before that many
of our country's less favored areas are responding slﬁggishly, if at all, to thé

forces which are causing our current rate of national economic growth.

Economic g;;élopmént Legislation

Attempts bfjthe Federal Government to influence lbcal, or area, economic
development have also been with us for a long time. There is a long history of
Federal support for internal local improvement ofkwhich'the Act est;blishing the
Tennessee Valley Authority is perhaps the most comprehensive.2 The report to
President Eisenhower leading to ﬁhe establishmgnt of the Rural Development Pro-
gram in 19553 and the Area Redevelopment Acﬁ of l961,h are unique, however, in
focusing directly on the problem of lagging local economic development as it is

reflected in terms of low-~incomes and high levels of un~ and underemployment.

lFor further discussion see D. G. Sisler, Y"hegional Differences in the Impact of
Urban-Industrial Development on Farm and Nonfarm Income", Journal of Farm Economics,
Vol. 41, December 1960, pp. 1100-1113.

2See Gordon R. Clapp, The TVA, an Approach to the Development of a Region, Unlver31ty
of Chicago Press, Chicago 1955, for a discussion of the scope and content of the
TVA program. The TVA Act and Amendments is reprinted on pp. 160-190.

3United States Department of Agriculture, "Developing Agriculture's Human Kesources!,
USGPO, ‘ashington, D. C., 1955, ‘

LPublic Law 87-27, 87th Congress, S.1, #ay 1, 1961, p. 1
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Particularly noteworthy is the separation of the poverty problem in agriculture
from the problem of farm price and income :nstability, and the identification of
the importance of local urban-industrial developrment for the solution of the
problems forced by farm families in low-income rural areas.

The Rural Development Program was an interagency effort with administrative
coordination centered in the Federal ixtension Service. Other agencies of‘tﬁe
USDA, the Department of ILabor, the Department of Commerce, the Department of
Health, Education, and Welfare, Department of Interior also contributed. Aalthough
the Program's attack on low-income was visualized as comprehensive, it placed major
emphasis on "grass-roots'" leadership bolstered primarily by existing resources at
the Federal level with some slight increases in personnel at the state level. The
Program was tried initially on a "pilot county" basis in a limited number of states.
Community, County and State (ommittees were organized. Projects were bsgun in edu-
cation, industrialization, health, transportation, agriculture, and other fields.
Despite imaginative efforts by many local develorment committees, accomplishments
were limited by the low level of resources devoted to the program.l

In lay, 1961, the Area hedevelopment Act was passed. The purpose of this Act
is to "achieve lasting improvement" in urban areas characterized by substantial and
persistent unempioyment and rural areas characterized by substantial and persistent
unemployment and underemployment by creating new employment opportunities through
the expansion of new and existing facilities and resources in the area. To implement
this aim the new law authorized 394 million in loans, grants, technical aid, and
other benetifs over a four-year period. The 394 million authorized by the Act
included a 200 million loan and grant fund for industrial and commercial projects
including tourist facilities, to be divided equally between rural and urban areas,
A 100 million loan fund and .75 million in grants are set aside for improvement

of public facilities such as water and sewage systems and power lines. Four and

1y, W, Ruttan and J. K, McDermott, "How Lffective is the Rural Development Program",
Farm Policy Forum, Iowa State University Press, Summer 1958, pp. 25-31.




3

oneuhalf.million dollars are prorided for grants in technical assistance, through
federal, state, and private sources, to all communities for surveys of resources
and program planning, Ten miilion dollars are authorized for subsistence grants
to workers out of jobs and small farmers while they are training for a different
job or improving their skills. There are 4.5 million in grants to finance re-
training programs. - Also, there is an increased opportunity under Federal Housing
Act amendments to rehabilitate blighted industrial and commercial areas, and to
obtain urban planning aid in cities, small}towns, and copnties. Primary program
résponsibility is blaCed on an Area Development Administration with the Department
of Cémmerce

Passage of the Area Redevelgpment Act complements but does not superceed the
older Rural Development Program - now renamed the Rural Areas Development Program.
" The precise degree of administrati?e coordination between the’twp programs has not
been compleﬁely clarified. It is clear, however, that passage of the Area Redevelop-
ment Act places in the hands of many rural communities program tools that were not |
available to them under the Fural Dévelopment Program ahd'that administrators of thé
Rural Areas Development Program are planning more vigoroué prosecution of program |
objectives.

Regardless of the combinations of program activities pursued under thé Area
Redevelopment and fwral Areas DeVelopment Programs and the relative weights»given
to each activity, the success of these two programs will depend heavily on the rate
of growth in the national économy and upon the bélance of locational forces leading
to the centralization or decentralization of economic activity in the economyel
In this paper particﬁlar attention will be given to the implications of the loca-~

tional forces for the success of program efforts.

——h 2 5o R T

1For further development of this point see V. W. Ruttan, "Dimensions of the Depressed
Area Problem", Paper presented at the annual meeting of the riidwest sconomic Associa-
tion, Hotel Sevrin, Indianapolis, Indiana, Aprii 13-15, 1961. .



1.0 location economics and local economic development

The factorsvor forces which determine the location of a particular firm,
the level of production of a particular product, or the total level of economic
activity in & community or region can be classified under five broad categories:l
(1) Transportation rates on inputs and final products; (2) the geographic locaﬁion
of inputs and product markets; (3) supply scheduléé of production factors or in-
puts; (4) production functions or input-output ratios; (5) demand function for
products. This is a more precise classification system than the "ofientation"
approach which attempts to analize the facﬁors or forces affecting location in
terms of whether the firm or industry is primary materials, market‘or labor
oriented.?

To the extent that a community or region can, by its own volition or through
program assistance, modify any of the elements classified under the five headings
listed above it can exert an influence upon the location 6f firms and the total
level of its economic activity. The effectiveness of program activity will depend,i
therefore, on the magnitude of the volitional forces or factors over which it can,
either by itself or through program assistance,’gain some degree of control relativé
to the autonomous forces which determine the overall environment within which

local economic development takes placeu3

1he classification scheme is based on L. N. :ioses, "Location and the Theory of
Production', (uarterly Journal of Economics, Vol. 75, No. 2, May 1958, pp. 259-272.
See also L. T. ‘iallace and V. . Futtan, "The Role of the Community as a Factor in
Industrial location", Papers and Proceedings of the Regional Lcience Association,
Vol. 7, 1961 (forthcoming).

2The Yorientation! approach is primarily based on Alfred weber, Theory of the location
of Industries, (trans. C. J. Fredrich), University of Chicago Press, Chlcago, 1929,
For examples of use of the Morientation" approach see G, 4. mcLaughlln and 5. H. i
hobock, Why Industry Moves South, National Planning Association, Washington, 1949;.
J. R. P. Friedman, "Locational Aspects of Economic Development", Land dAconomics, Vol
Vol. 32, August 1956, pp. 213-227, and J. R. P. Friedman, The Spatial Structure of
Bconomic Develorment in the Tennessee Valley, kesearch Paper #1 (Program of uducatlon
and Research in Planning), University of Chicago Press, Harch 1955; V. . Futtan, !
"The Potential in hural Industrialization and Local Lconomlc Development", in %, O.
Heady, et.al. (eds.), Agricultural Adjustment Problems in a Growing Economy, Towa
State College Press, Ames, 1958, pp. 185-197.

3For an interesting discussion of autonomous and volitional forces in economic develop-
ment, see J. K. iicDermott, "A Framework for kural Development'", Journal of Famm

.. Leonomics, Vol. 42, August 1960, pp. 567-575,
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Example of community effort§ to utilize or expand control over volitioﬁal
factors in each of the five areas outlined above are not difficult to find.

Factor supply functions for labor have}been modified by the provision of vocational
training facilities, job information services, and by formal and informal limitations
on employee bargaining power, Factor supply functions for capital have been - odiii.d
by community actions designed to overcome capital rationing imposed by commercial
éredit sources. loans made by local development groups, low rent leases on buildings,
or outright capital grants are examples. Community pressures have frequently been
developed to exert an impact on the institutions which set transportation rates or to
inerease competition among carriers (the political pressures for waterway improve-
ments for example). Efforts to develbp local raw material supplies as an attractioq'
to industrial location are wide;y attempted. Firm production functions have been
modified by the creation of non~-profit research and consulting orgahizations such

as the Midwest Research Institute (sansas City) with the purpose of stimulating the
rate of technological progress in existing firms and/or attracting technologically
progressive firms to the area. Effortsvhaﬁe been made to modify producﬁ demand
curves by increasing local consumption of products produced by firms iocated in the
eommunity (Studebaker automobiles in South Bend, for example).

However, explicit recognition of the potential influence of volitional communiﬁy
action on industrial 1bcation, plus the fact that such efforts have been and are being
made in other communities does not demonstrate their effectiveness/for all communities
or areas., ihen attention is fobused on the communities role in the location process,
it seems reasonable to divide each of the five sets of factors or forces suggested &
above into two categories. In one category there are the specific location factors-
Which lie outside the control’of the community or area and hence mﬁst, from the ‘
community'!s perspective, be treated as autonomous. On the other hand, there are
some specific location factors which can be influenced by volitional community
action. The number of factors subject to wvolitional community action will vary

sharply. For small communities and areas it seems clear that the factor supply
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curves can be affected more readily by community action than the other four
elements of the location filing system or model outlined above. In general,
however, the larger the community or geographic unit the larger the number of
elements of the model which can be influenced by volitional community action
and the smaller the number that will be determined by forces outside the
community or area. Lven for relatively large areas, however, the number of

elements subject to volitional community action will be relatively small.



2.0 Concentration of economic activity in Standard Metropolitan Areas

A review of the past several decades shows no strong tendency for the
dispersion of industrial employment to the less industrialized regions of the
nation (Table l),l Cnly the Pacific and iest South Central Regions have
significantly increased their share of total industrial employment during the
past ten years.

It also seems clear that the dispersion of industrial employment that has
occurred in recent years has not been accompanied by an increase in the pro-
portion of total manufacturing employment located outside of the Ski's. For
the United States as a whole, the percentage of manufacturing employment located
outside of the standard metrdpolitan counties declined from 28 percent in 1947
to 26 percent in 1958 (Table 2). There were, however, diffcrences in the
tendencies toward industrial dispersion and concentration among the several
regions. In the Hast South Central kegion the bercentage of total manufacﬁuring
employment located outside of the SMA's increased in both 1947-54 and 1954-58.
In the Bast North Centrai Region the percentage increased between 1947-54, but
declined in 1954-58. For the entirebperiod 1947-58, however, the percentage of
total regional manufacturing employment in the SiA's remained unchanged or in-
creased in every region except the Fast South Central Region.

The importance of small town and rural industrial employment in the South~-
east can be traced to the heavy concentration of lumber and textiles in the
regions' economy. With a relatively ﬁigh pércentagé of total national employment
in these two industries already located in the.South it seems 1ikely that a
location pattern favoring the SMA's can be expected to emerge in the East South

Central Region in the future.

L e o

lThis is in contrast to the longer run tendencies which apparently became dampened
in recent decades. For an interesting historical treatment of employment and
population, see Hobert Gallman, "Trends in the Location of Population, Industry,
and Employment", Paper presented at the National Agricultural Policy Conference,
Rock Eagle Center, Rock Eagle, Georgia, September 12-15, 1961.



Table 1  Total Manufacturing Employment of the United States, Distributed by Geographic Region: l899-l95h.

Total U. S.
manufacturing Manufacturing employment of geographic regions, as percent of U, 3, total -

‘employment 1/ New ‘Middle East No, West No, South Zast S, liest Soe

 Year (millions) England Atlantic Central Central Atlantic Central Central Mountain  Pacific

1899 L9 17.6 341 23.2 5.8 9.5 3.7 2.4 1.0 2.7
1939 9.5 1m.e 289 8.3 - 5.2 1.6 B3 3.5 0.9 5.5
1947 13 103 276 30.2 5.5 107 b 3.9 1.0 6.l
195 1k 9.8  27.0  29.9 5.6 1. Lok bl 1.1 7.0
1951 15.3 9.6 265 2.9 5.8 10,9 ks 42 1.1 7.7
1952 15.7 94 265 2.4 6.0 11,0 P a2 1.1 8.0
1953 16.7 94 26,2 30.0 5.8 107 s L3 1.1 8.1
195, 157 9.1 2.3 28.5 6.0 111 b b 1.2 8.6
1955 16.3 8.9  25.6  29.0 5.8 11.3 L7 b 1.3 8.9
195 167 8.9 2.8 2.4 5.8 11,3 L7 b7 1.3 9.1
1957 16.6 8.7  25.7  28.2 6.0 11.3 Iy .6 b7 1.3 9.5

8.8 2.5 2.4 61 119 5.0 5.0 1.5 9.9

1958 15.5

l/ Includes employment, both production workers and nonproduction personnel, at operating manufacturing
plants only; excludes employees of manufacturing firms it separately reported central administrative
offices, sales offices, auxiliary units, and other non-manufacturing activities,

Source: liurrary D. lessel, 'Long Term Regional Trends in Manufacturing Growth: 1899-1955", U. 5. Department
of Commerce, Office of Area Development, Area Trend Series No. 2, rashington, February 1958, p. 8, and
preliminary tabulations provided by the office of Airea Development.

/
.



‘Table 2 The Locatioh of Mamufacturing Employmentéén the United States and 3elected Sub-Regions, 1947, 1954 and 1958, :

Metropolitan areas 1/ Non~metrop- Area
Large 2/ Medium 3/ Total olitan areas Total
Num— Per- - Num- Per~ Num~ Per-~  Num- Pepr~ Nunse Per—
ber cent Dber cent - ber cent ber cent ber cent
United States , '
1947 18,305 58 1,952 13 10,257 72 4,027 22 14,28l - 100
1954, . 8,902 57 - 27468 15 11,371 73 4,259 27 - 15,630 100 .
1958 - 9,11k 56 2,720 17 11,834 74 4,190 26 16,025 100
Change : v ‘
L7154 597 Ll 516 38 1,113 83 231 17 1,345 100
S54-58 211 53 251 63 L62 117 - 68 ~17 © 394 100
- L7-58 ‘ 809 46 767 Ly 1,576 91 163 .9 1,740 100
Northeast 4/ ' ' o ,
S 1947 L,172 73 313 5 L, 4,85 79 1,206 2 5,692 100
1954 4,299 73 493 : 8 4,793 82 1,035 18 5,829 . 100
1958 L, 461 76 Lu7 8 4,909 8l 959 16 5,869 100
Change : ‘ :
L7514, 127 92 180 132 307 225 -~ 171 ~125 ’ 136 100
5458 - 162 LOL - 46 =115 116 - 289. - 76 ~189 4,0 100
L'7-58 ' , 289 163 134 ; 76 - L2 239 —- 247 -140 176 100
East North Central : ‘ ' ' :
CA94LT 2,875 66 455 11 3,331 77 992 23 - h,322 100
1954 2,917 65 L76 1l 3,39 76 1,065 2L L, 459 100
1958 ‘ 2,776 65: 509 12 3,285 77 970 23 b,255 100
Change : : ; ' . '
L7504 v L1 30 21 16 : 62 L6 Th Eh 137 100
5L-58 ~ 140 69 32 -16 -~ 108 53 - 95 T - 204 100
O L7-58 - 99 148 53 -80 - L5 ~-68 — 2L 32 - 67 100
WWest North Central S ' , 4 ‘
1947 362 46 189 2L 551 70 - 234 30 786 - 100
1954 408 43 259 S2 668 s 271 29 939 100
1958 425 Ll 251 26 677 70 286 30 963 - 100
Change ‘ , } : ,
L7-50 Y 30 70 L6 116 76 36 24, 152 100
5458 16 68 - 7 - 31 9 38 15 62 2l 100
L7-58 62 35 626 - 35 125 71 51 29 177 100

Table continued on next page,



'Metropolitan areas 1/ Non-metrop~ Area
Large 2/ Medium 3/ Total olitan areas Total
Nume- Per- Nume Per- Nun— Pore - Num— Per-- Num- Per-
‘ ber cent ber cent ber cent. ber cent ber cent.
South Atlantic '
1947 L9 3 LO5 33 L5k 37 789 63 1,242 100
1954 78 5 463 32 5L1. 38 890 62 1,432 100
1958 83 5 550 35 634. 41 919 59 1,554 100
Change .
L7154 29 15 57 30 87 L6 102 54 189 100
5458 5 L 87 72 92 76 29 2L 121 100
L7-58 3l 11 14k L7 179 58 131 42 311 100
Bast South Central .
87 119 18 193 3l 313 L9 322 51 635 100
1954 128 17 204 29 332 L7 381 53 7L 100
1958 142 18 214 27 357 k6 426 Sk 783 100
Change : , :
L7-54 8 11 10 13 19 25 59 75 79 100 -
54-58 14 21 9 14 2L 35 L, 35 68 100
L7-58 23 15 20 14 L3 30 104 70 148 100
West Scouth Central
1947 103 18 213 39 316 58 233 43 550 100
1954 131 18 303 L3 L3L 61 278 39 T3 100
1958 138 17 36k 16 503 63 295 37 798 100
Change '
L7-5L 27 16 90 55 117 72 L5 28 162 100
54-58 7 9 61 72 68 81 16 19 85 100
L7-58 35 1, 151 61. 186 75 61 25 247 100
Mountain States '
1947 67 L8 67 L8 73 52 140 100
1954 97 52 97 52 90 L8 187 100
1958 T 135 57 135 57 1C0 43 235 100
Change '
L7-5L 29 63 29 63 17 37 L 100
54~58 38 79 38 79 9 A L8 100
- 47-58 67 72 67 72 27 29 95 1C0
. Pacific States - «
1947 622 68 114 13 737 81 176 19 913 1C0
1954 939 69 170 13, 1,110 82 244 18 1,354 100
1958 1,085 69. 247 16 1,332 85 233 15 1,565 100
Change ' .
L7-54 317 72 55 i3 373 85 67 15 LL0: 100
5458 145 ‘ 69. 76 36 2217 105 - 11 -5 210 100
oS58 463 T 132 20 595 9L 5 9 651 100



Footnotes to Table g'

a/ Employment in 000's of workers,

;/ A4 standard metropolitan area is a county or a group of contiguous counties which contains at least one
central city of 50,000 inhabitants or more., Contiguous counties are included in a standard metropolitan
area if they are essentially metropolitan in charactsr and are sufiiciently integrated with the central
gity. All data in this teble are based on 1947 area definitions,

g/ Metropolitan areas with over 40,000 industrial employees, These include metropolitan areas roughly
equivalent to Peoria, Illinois, Columbus, Ohioc and Flint, Michigsn and larger,

Q/ Metropolitan areas with less than 40,000 industrial employeces,

L/ Defined to include Maryland and Delaware.

3ource:; 1948 and 1954 - U, S, Bureau of the Census, United States Census of Manufactures: 1954, Volume . .

ITI, Area Statistics, USGPO, Washington, D. C., 1957,
1958 - U, S, Bureau of the Census, United States Census of Manufactures: 1958, Preliminary
State Reports, Series MC(P), S1-S51, 4ashington, 1960,
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Cne is forced to conclude, thercfore, that to the exteﬁt that industrial
decentralization is occurring in the American economy, it is a very special kind
of decentralization. By-and large, it does not represent a shift awéy from the
major industrial centers. hather it represents a lag in the rate of growth of n
the major industriai centers in'thé.Nbrtheast and East North Central Regions
relatiﬁe to the growth of major industrial centers in the less industrialized
regions of the Nation.l

Expansion of manufacﬁuring is not the only route to increased employment.
In many areas the non-manufacturing industries offer substantial economic
opportunities., Differences in population growth between the S:uA's and non-SkAls,
however, reinforce the general conclusions reached in our analysis of concentration
in manufacturing. BEven though total population is less concenbrated in SuA's than
manufacturing the rate of concentration was, if anybhing, even more rapid during
the 1950 's. |

Both large and medium SkMA's have‘experienced relatively greater population
increases than the non-SkA's (Table 3). In each region the large SuA's increased
their share of the regions' population between 1950-1960. All the medium SMa's
also increased their share with the exception of the lMiddle Atlantic Regidh. A1l
the non-SMA's experienced a decline in their share of regional population. In the
East South Central Region there was actuallj a loss of population outside of the SHA's.

It is interesting to note that the more heavily industrialized regions (Northeast,
Middle Atlantic, Hast North Central, and Pacific) have undergone the least proportional

change in SHA and non-SMA population share. The more agricultural regions have under-

gone the greatest increase in the concentration of population in SMA's.

lmnis conclusion appears to be in conflict with a good deal of literature on indus=-.
trial decentralization. See for example, Benjamin Chinitz and Raymond Vernon, '
"Changing Forces in Industrial Location", Harvard Business Review, Vol. 38,
(January-February 1960), pp. 126-136. It is morerearly in line with the emphasis
in William J. Byron, "Needed: Local Leadership in Depressed Areas", Harvard Busi-
ness Review, Vol. 38, (July-iugust 1960), p. 120. -




Table 3. The location of Population® in the United States and Selected Sub-Regions, 1950 and 1960.:L

Metropolitan Areas? : &6n-metro—
larges Medium? Total politan areas fegtonal dotal
Number % Number % Number % . Number % Number %
United States
1950 65,917 = i 120,228 13 86,145 57 4,532 43 150,677 100
1960 81,171 45 27,118 15 108,289 61 70,175 39 178,464 100
Change 1950-1960 15,254, 55 6,890 25 C 22,144 80 5,643 20 27,787 100
Northeast
1950 | 6,868 7L 521 6 7,389 79 1,906 20 5,294 100
1960 5 7,773 Tk 585 6 8,358 80 2,152 20 10,509 100
Change 1950-1960 905 T4 6l 5 969 80 246 20 1,215 100
Middle Atlantic
1950 23,386 78 1,505 5 24,891 83 | 5,273 17 30,164 100
1960 26,960 79 1,505 4 28,466 83 5,703 17 34,168 100
Change 1950-1960 3,575 89 0 0 3,575 89 430 11 4,005 100
Last North Central ‘ »
1950 ' 16,270 54 2,637 9 18,907 62 | ll;h93 38 30,399 100
- 1960 . 19,981 55 3,264 9 23,245 6h 12,980 36 36,225 180
Change 1950-1960 3,711 64 627 11 4,338 74 1,488 26 5,826 100
Viest North Central '
1950 3,446 24 L7717 13 5,223 37 8,838 63 14,061 100
1960 4,319 28 2,122 14 6,441 L2 8,931 58 15,394 100
Change 1950-1960 873 65 345 26 1,218 91 115 9 1,333 100
South Atlantic
1950 2,398 11 6,196 29 8,594 41 12,588 59 21,182 100
1960 3,048 12 8,765 34 11,812 45 14,159 55 25,972 100

Change 1950-1960 650 14 2,568 54 3,218 67 1,571 33 4,789 100



Table 3. (Cont.)

Hetropolitan Areas?

Non-metro-

3 ’ P olit an areis Re gi onal To tal
large Medium Total
Number % Number % Number % Number % Mumber %

East South Central

1950 1,915 17 1,456 13 3,371 29 8,106 71 11,477 100

1960 2,318 19 1,766 15 L,084 34 7,966 66 12,050 100

Change 1950-1960 4oL 70 310 54 713 124 -140 =24 573 100
liest South Central

1950 ’ 2,468 17 3,075 21 5,543 38 8,995 62 14,538 100

1960 3,602 21 4,137 24 7,738 46 9,213 5L 16,951 100

Change 1950-1960 1,134 47 1,062 Lb 2,195 91 218 9 2,414 100
Mountain ‘

1950 \ 564 11 1,067 21 1,631 32 kbl 68 5,075 100

1960 _ 855 15 1,804 26 2,659 39 4,196 61 6,855 100

Change 1950~-1960 291 16 737 41 1,028 58 752 42 1,780 100
Pacific

1950 | 8,603 59 1,994 10,597 73 3,889 27 14,487 100

1960 12,316 61 3,171 16 15,487 76 4,852 24 20,339 100

Change 1950-1960 3,713 63 1,177 20 4,889 84 963 16 5,853 100

8Population is in 000's. _ .

Lsource: U, S. Census of Manufactures: 1954, U. S. Bureau of the Census, U. 5. Government Printing Office, Washington,
D. C., 1957, and U. S. Census of Population: 1960, Number of Thhabitants, U. 3. Bureau of the Census, USGPO,
Washington, D. C., 1961, ’

2\ standard metropolitan area is a county or a group of contiguous counties which contains at least one central city of
50,000 inhabitants or more. Contiguous counties are included in a standard metropolitan area if they are essentially
metropolitan in character and are sufficiently integrated with the central city. All data in this table are based on
1947 area definitions.

3Hetropolitan areas with over 40,000 industrial employees. These include metropolitan areas roughly equivalent to Peoria
Illinois, Columbus, Ohio, and Flint, iichigan, and larger.

Lisetropolitan areas with less than 40,000 industrial employees.

SPercent change is of the region.
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Our examination of the data on'geographic concentration of both manufacturing
and total economic activity (as reflected in population concentration) indicates
ithaf the Area Redevelopment program and the newly renamed Rural Areas Development
program will not be able to depend on reinforcement from a strong autonomous move-
ment toward industrial decentralization to attain the goals of increased employment
and income levels in rural areas. Success will be achieved only to the degree that
the program can supplement local efforts to organize volitional forces which can

effectively modify current industrial location tendencies.



3.0 Decentralization in Specific Industries and Areas.

It seems likely that the greatest possibilities for success in reshaping the
general tendency toward the centralization of economic activity in SMA's might
be achieved by focusing program efforts on (1) those industries which have some
particular advantage when located outside of the SMA'S, (2) those areas which
have}particular locational advantages in spite of a current lack of industrial
development, and (3) those firms whose locations can be influenced most readily

by local location incentives,

3.1 The Rural Industries,

In an effort to identify those industries which have‘some particular ad~-
vantage when located outside of the SMi's the four—digi£ Sﬁandard Industrial
Classification (SIC) industries were ranked according to their degree of employ-
ment concentration in the SMA?SG;/ Industries that are concentrated most heav-
ily outside the SMAfs fall into several categories:g/

1, Agricultural processing plants - particularly dairy products, poultry,
and frozen fruit and vegetable processing plants, |

2, Woods and Stone Products plants - particularly logging camps, sawmills,
plywood plants, cooperage and box factories; unupholstered furniture; pulp and
paper mills; clay products, lime, gypsum, ahd cut stone products.

3. Textile, Clothing and Leather Products plants ~ particularly yarn,

thread, and cotton mills; rufs, shirts, and gloves manufacture,

1 Por some of the limitations to this approach see Stefan H, Robock, 'Ru-
ral Industries and Agricultural Development!, Journal of Farm Economics, Vol. 34,
# 3, August 1952, pp. 346360, '

2 These summaries were derived from work sheets made up from data taken
from (1) U, S, Department of Commerce, Office of Business Economics, "Survey of
Current Business", September 1961, p, 13~17, and (2) Federal Reserve Bulletins,
Fall 1961, : : v , ,
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L, Chemicals, Petroleum, and Plastics plants - particularly hard and soft
wood distillation plants, turpentive plants,rcarnon black, cottonseed and animal
oils; salt, coke, and fireworks manmufacture,

5. Primary metals plants - particularly zinc and aluminum reduction plants,

6. Fabricated Metals, Machinery, and Equipment plants - particuiarly dont=-
estic laundry equipment, electrical engine equipment, and aircraft propellers,
The plants above can be described as having one or more of the following char-
acteristics: (a) they process a raw material that is highly perishable, bulky,
and easily reduced to a higher value per unit of product weight; (b) they are lo-
cated close to the extraction source of the raw material they use; (c) they re~
quire a large amount of acreage for storage and/or create objectionéble wastes
are created as by-products of the production process; (d) they have a low per-
worker capital investment and utilize a lower-cost relatively unskilled labor
force; (e) the employment per plant is typically under 500 employees,
| . Among these manufacturing indﬁstries comuonly found outside of the SMA's,
only eight major industrial classifications have sustained an annual rate of
growth of 10% or more from 1948 to 1960, They are inorganic chemical s, plastics,
synthetic fibers, frozen food;, certain alcoholic beverages, aluminum ingots,
skirts, blankets, and carpe'bsol ‘

When employment in industries which have a relatively high percent‘(over 50
percent) employment outside SMA's is analyzed, one sees the comparative advant-
age of larger population cenﬁers. Only 6,7 percent of the industrial employment
in industries favoring non-SMA areas is situated in cities with populations of

2 . 5-9 3 5 thousand °

1 Using a 1957 base equal to 100, the Federal Reserve Bank presents an Index of
Irdustrial Production which classifies the growth of industries by market group-
ings., ' ' ' '



3.2 Areas with particular location advantages — the southern Indiana example.

Even though the preceeding data show a general trend of industrial employ-
ment concentration, some areas of low industrial concentration do possessvlbca-
tion characteristics which appear to encourage future industrial expansion, Our
recent study of southern Indianal indicated that in this area community size was
not directly related to ability to attract either new firms or neW'manufactﬁring
jobs. If the percent of population of southern Indiana communities is ‘used to
indicate the expected share of new industry and manufacturing empioyment, we find:
Communities under 5,000 population gained more plants and manﬁfacturing Jobs
than their expected share, and communities with population 10,000 and over gained
less (Table 4), This implies that during 1955-~1958, rural communities in southern
 Indiana were less limited in their industrial development than urban centers,
'However, these smaller communities were located in the more heavily populated
counties, and tbe counties were located within the areals mainstreams of com-
mefce and trade,

Rural communities seemed to have a comparative advantage in attracting in-
dustry when the plants they attempted to attract: (1) emplbyed up to 50 workers,
- (2). did nof require a highly skilled labor force, (3) were drawn to local source
of raw material, (4) did not require another local industry to service them,

(5) there were similar industries close by, (6) had access to adequatg rail and
road transport, and (7) had management which liked a rural atmosphere,

The southern Indiana experience may be more typical of areas on the peri-.
phery of the major industrial belts than in other areas of the nation since the
share of industrial employment in the nation's SMA's continued to expand between
1954 and 1958,%

I 1. T. Wallace, "Factors Affecting Industrial Location in Southern Indiana,

1955-584, Research Bulletin 724, Agricultural Experiment Station, Purdue Uni-

versity, August 1961,
2 Recent work done by George Hack research assistant of the Missouri Resources

and Development Commission 1nd1cate the same trend for industries and rural com-
munities,



Table 4. 1950 Southern Indiana Community Population Related to the Number of |
New Plants (1955-1958) and their Employment,

Community Population

0~4,999 5,000-9,999 10,000+ Total
No, So, Ind., Communities 127 11 8 146
Population 144,833 72,735 307,42 521,992
% of So, Ind, Populations 27 .6 13.9 58,9 1€0,0
No, Communities Attracting 23 8 8 39
New Plants '
Total No, of New Plants | 23 20 39 82
% of Total o 28,0 2.4 L7 .6 100,0
New Plant's Employment® 1,755 1,075 1,718 b, 548
% of New Employment 38,6 23,6 37.8 100,0

1 The new employment was taken from 58 plants, not 82, Of the 82 plants, 10
declined to be interviewed, and 14 were too new to have more than skeleton
crews, When the 14 plants not yet in full operation expand to their anticipa~
ted job needs, the results will have favored communities under 10,000 in appro-
ximately a 2:1 ratio,



3.3 The effectiveness of the location incentives

The results of the southern Indiana study also shed some light on the effec~
tiveness of location incentives such as these which can now be offered on a broadex
scale under the Area Redevelopment Act, in modifying plant location decisions.

Discussion of the location process with firm personnel indicated that the
location decision typically occurs as a three stage proéess° The first step
involves determination of a msjor geographic region-the Ohio Valley or the South
Atlantic region for example, The second step involves a comparison of specific
areas within the general region-southsrn Indiana or wesbern Kentucky, for example,
The final step involves the selection of specific sites within the area.

A1l 72 interviewed firms indicated that information concerning the supply
and/or the demand for products in southern Indians was evaluated relative to other
potential areas during the process of arriving at a location decision, Thirty-
four firms evaluated specific sites in other areas or regions, Thirty~one firme
evaluated more than one site in southern Indiana, Forty of the 72 firms inter-
viewed selected their sites with no referencé to specific community action; 21
firms received location incentives from communities which they regarded as im-
portant; (11 firms selected sites on the basis of personal factors, or the periph-
ial reason could not be identified); and of these 21 firms, 6 reported that vol-
itional community incentives dealing witii sconomic location factors wers -~ eru~
cial in selecting their sites (Table 5), These 6 firms accounted for 17,2 per~
cent (783 workers) of the manufacturing Jobs created by the new plants,

Of the 21 firms which recsived location incemtives, 12 had not considered
other specific sites, The 6 firms whose final location decisions were based
primarily on local location incentives indicated that, except for the specific
location incentive offered, other sconomic and non-economic factors were approxi-~
mately equal for the two or more communities which they evaluated., In no case

were the location incentives effective at the first or second stage of the lo-



cation process attained above, Volitional community action was effective only
at the third stage of the location process,

Table 5, Location Incentives Supplied by Southern Indiana Communities, 1955-1958

Number of Principal Industry
Firm employees Industry Group incentives offered commnittment
1 268 Fabricated metals, mach-  Helped finance site and Long term

' inery and equipment building repayment,
2 225 Fabricated metals, mach- Helped finance move Long term
inery and eqguipment repayment
3 132 Fabricated metals, mach-  Helped sell stock, fine Long term
inery and equipment ance railroad spur, repayment
build and finance plant
L 103 Agricultural processing Free site, plant fine None
, ancing
5 40 Chemicals, petroleun, Free site and plant None
: and plastics '
6 - 15 Fabricated metals, mach- Reduced taxes, low rent,

inery and equipment available facilities None




4,0 Evaluation of ARA and BAD and its Ob1ect1ves of Increa51ng Industrial Em-
ployment in Depressed Areas

The foregoing analysis indicates that the design of an effective local area
development program mﬁst take into account the auﬁonomous constraints laid down
by the tendency for centralization and decentraglization of industrial activity.
On the one hand the ARA and RAD program risk the danger of failure if they ignorg
the tendency for greater centralization of industrial activity within most SMAtls,
On the other hand failure to achieve a substantial industrial dispersion is likely
to leave residuals of unemployed of under—employed workers in the smaller labor
market areas and in the RAD counties.

The limitations imposed by these external constraints mean that particular
effort must be given to the analysis of industrial development potential and the
formulation of realisticvprogram goals in each RAD area, This can be done by
determining those industries whose site and input requirements are most adaptable
to the locality, and selecting the best method td contact and attract prospec—
tive firms in those industries, To make effective use of limited funds, the ARA
and RAD programs must establish criteria that (1) identify regiohs'most in need
of development aid, and (2) point out the sub-areas within regions which are
especially critical and which have the most development potential. The ARA
fosters this type of analysis through the formation of RAD counties, whose com~
mittees prepare overall Economic Dévelopment Plans,

A framework for effective industrialization and regional development should
be developed simultaneously with the identification of potential areas of policy
application, This framework should involverconsideration of the following: (a)
in any region there are a limited nurber of development variables capable of
local control; (b) there are relatively more development variables of autonomous
nature than there are of a volitional nature; and (c) the longer the time period
involved in the development program the more variables (either endogenous or

exogenous) there are which may be controlled locally, Although, the act does
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not specifically recognize this division, it does provide local communities with
an autonomous instrument through which’they can make their volitional efforts
to improve local economic growth more effective,

The Area Redevelopment Act is a development policy designed to affect the
rates of economic growth in the more slbwly developing regions; and specifically
sets out procedures that attempt to narrow the development gap between the richly
and poorly endowed areas, However, attginment of the Act’s objectives are meet~
ing some strong obstacles, Decentralization of industry outside the urban-~in-
dustrial and population concentrations is not generally occurring at a fast enough
rate to close the present development gap. Also, the industries that do locate
in rural areas do not comprise a major share of our economy's "growbh!" indust-
ries, The results of our Indiana study showed that unless the local area had
unique input sources, sites situated closer to market outlets were preferred,
Specific community volitional forces were capable of attracting firms in some
industries to local SitGS? but even so these sites were not far removed from ex-
isting economic channeis, Thus, unless the decentralized plant was able to ab-
tain some advantage over like plants in the area or region, a program of con-
tinued subsidy would be necessary to maintain the plant in the comparatively
disadvantageous location, |

Provision for technical assistance, improved education and training faci~-
lities, improved Jjob information services, and the varioué loans and grants in-
cluded in the Act help to circumvent some of these obstacles, However, it seems
clear that unless (1) the federal government is willing to subsidize the decen-
tralization of industry to comparatively disadvantaged areas, or (2) volitional
community efforts can be stimulated to create a local comparative economic ad-
vantage for industrial firms, urban-industrial development in low-income areas
will not be sufficient to substanpially increase employment and thus fall short

of the goals described in the Act, A major implication of this conclusion .is
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that migration must continue to play a major role in the solution of the depresser
areas problem, This conclusion gives particular relevance to the retraining pro-
visions of the Act,

The Area Redevelopment Act provides for comprehensive treatment in many arczs
of economic development, It provides funds to carry out specific programs in
each of the above areas, However, there is a danger that the funds may be too
limited to do the job, and also that they may not be continued long enough to
complete their task. A major strength and at the same time a weakness of the
Act is that it relies to a large extent on local initiative of interested citilzerns
to promote and implement volitional activities designed to improve local economic
conditions, To the degree that groups énd individuals are unable to recognize
and understand their local problem situations and take advantage of the various
provisions instituted under the law, the Act will be unsuccessful,

In summary, the task confronting the Area Redevelopment Act is a big ons.
an old one, and persistent one. Previous attempbs to solve the low income pgin-"-
lem have been attempted but none on as comprehensive a scale or with the resour:n-
now availabie through the Act., The success of the Act cannot be measured in =
short~run situation, but over a longer period of time which permits the analysis
of amtonoumous and volitional locational forces and the effectiveness of their
relative influences on ecoﬁomic growth in disadvanbaged areas. The Act is now
faced with serious obstacles in the form of autonomous economic growth concentra~
tion tendencies, Ultimate success of the Act will be measured in how effective
it is in creating volitional control over these autonomous forces in areas of

our economy where the human need is the greatest,



