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Preface

This publication is intended for rural development pracutioners en ¥ Exten
sion educators. If sume academic colleagues find teaching and research value in
it, we will be delighted. And if policy mahers or program admimstrators find 1t
useful, we will be pleased. This set of materials was prepared to provide
information un community econumic vitality trends and issucs for vur col
leagues whose daily respunsibilities take them into small vitics and villages
across rural Amenica where they provide information, guidance, and support tu
communities sceking to strengthen their hold on the future.

Revitalizing rural America 1s the challenge for the 1990s. Reference to the
many charts, graphs, and statistics found in regort after report pant a rather
depressing picture of life in rural Amenca. Hard work and skilled use of natural
resources no longer guarantee econumic suceess. Commamity control vver
lucal destiny has been dimimshed. Service demands vn local govemments are
growing as revenues decline. The pupulation tumaround of the 1970s has turned
arvund again and maeny communities face Juss of pupulation. The infrastracture
of many communitics 1s approaching a state of serivus detenuration. Howenver,
we belicve the future 1s not hopeless, rather it presents us with an eaciting
challenge and an uvpportunity to reconstruct rural America in ways that are
consistent with the realities of a changed world.

When faced with turbulent times in which uld ways of duing things scem nut
tu work very well, if at all, it 1s wise to step back and reassess the pnnciples that
guide vur practices. That 1s what we are attempting to Jo, this bouk is a record of
our tentative conclusions.

We present vur concept of what 1s involved in maintaining o community s
ability tu reproduce itself. 1ts capacity to ensure a flow of jubs and Income vver
time. Emphasis is on the fundamentals we believe are essential and often
overlooked or misunderstoud. In particular, we have focused attention on the
reality of competition between communities and the essential role played by the
locdl state through the apparatus of government. We have expanded the coneept
of the eaport base 1n ways that are mure consistent with tuday s economic
realities by arguing that any econumic activity that brings money into a
community is a part of its export base. We further argue .t vitality requires
equal attention to supply, demand, and institutivnal factors. Tou often unly une
of them ia considered as communitics plan ceonomic development strategy.

We examine major econumie trends in rural Amenca in a fashion that builds
un our concept of cummunity ceonomic vitality, Therefore, we have avoided
repruducing the charts and graphs of trends that can be found in nuncious
statistical reports. Chapter 2, by Shaffer, Salant, and Saupe, states how agri
culture and other aspects of rural economies are linhed together. Agneulture
dues not stand alune and no longer dominates uther sectors of the rural econuomy
as it unce did. Instead, 1t 15 vne component of cummunity ceonomic vitality. It
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also sets the stage fur an understanding of two major rutal econonue develup-
ment efforts that are intended to provide alternatives to agneulture as an
economic base,

The first of these is rural industrialization, which was adopted as o formal
policy by the federal government during the 1960s and was scen as a means of
providing jobs to rural workers and utherwise sumulating ccononue well-beins
in rural communities. Chapter 3 provides an assessment based un 25 years
experience with this policy. It is clear that the vutcomes have not been entirely
as expected. In addition to local miscaleulations of benefits and costs of rural
industrialization, there is a glubal ceonomic restructuring under way that
continues to affect the outcomes of rural industriabization. In Chapter 4 Horton
describes these changes and provides a bachground for the current debate
concerning the possible need for o national industrial pulicy. This 1s an iy -
tant issue because no matter how itis resolved the outcome will have an impact
on rural community economic vitality,

The second alternative is to encourage service producing industries to locate
and to expand in rural communities. Chapter 5 by Pulver provides an intreduc -
tion to the logic of senvice industries as development instruments and docu-
ments recent treads in the growth of semvice preducing industries 10 rural
America.

The latter chapters deal with selevted issues associated with jub creation and
income generation. efforts within the context of the community econumie
vitality concept and the trends described in preceding chapters. Research for
this study was funded by the North Central Regional Center fur Rural Develop-
ment under the terms of « Memurandum of Understanding with the College o
Agricultural and Life Sciences of the Univensity of Wisconsin-Madison and
performed under the supervision of Gene Summiers, Departiment of Rural
Sociology.

To provide a common basis fur these research activities, a probability
sample was tahen of all contiguous U.S. courtics with nonmetrupolitan status
in 1950. This resulted in a sample of 275 countics. Data were assembled for
each county from a variety of secundary svutces, mostly censuses of the Bureau
of the Census that included population characteristics and coonunie actisities.

The first of these select issues is right-to-work legislation and its impact on
Jjobcreation. We chuse this issue for analy sis because it is une of the most salient
instruments in the cumpetition between communities and between staes. It has
been argued that communitics in right to-work states have a comparative
advantage in competition for jobs. The eviderce presented by Hirschl and
Summers in Chapter 6, based on 30 yeany' eaperience, raises serous gquestions
about the utility of this institutional innovation.

The second issue addressed is whether passive income (ash transfers and
investment eamings) can be useful as 4 tool for cummunity econummie develup-
ment. Given an expanded concept of econumic base, Summers and Hirschl
present data in € pter 7 that support the argument that passive income 1s an
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efficient mstrument for economic development. Several suggestivns are offered
as to how this income source might be incorp yrated into 4 general development
strategy.

Even though passive income is capable of gen: rating jobs locally, there is the
question of whether these are good paying jobs fort skilled workers or merely
minimum wage, low skilled, part time jobs in tae service sector. Hirschl
addresses this 1ssue in Chapter 8 by examining the wssociation of amounts of
transfer payments received by rural counties with locai vage rates. It appears
that, duning the 1960s, transfer pay ments were associated with rising local wage
rates, but during the 1970s this association reversed itself. Cleariy, the issue is
still unresolved, but 1ts importance increases as passive incomes continue to
gain as a proportion of total personal income in rural communities.

The last two chapters, by Bloomquist and Summers, deal with the issues of
distribution income gains in rural commuuities. Many rural communitics
experienced employment and income growth during the 1960s and 1970s, but
did the in.reases in aggregate (or per capita) income benefit all community
residents equally? The results of the analysis allow for arguments strongly in
favor of the need to enhance the human resource base of rural communities
sinve communities with better educated, more skilled workers are better able to
translate growth into greater income equality.

Stimulating and maintaining economic vitality is an enormous challenge for
rural communities as they face the 21st century. Finding ways of maintaining
employment and income, providing essential services, and enhancing human
resources will surely require creative and imaginative leadership. It also will
require us to continually understand the econunaiic, social, and political land
scape 1n order to avoid the pitfalls of myths, of charting courses using outmoded
maps, and of missing opportunities because of lack of information. We hope
this book provides sume assistance in mapping realities and in charting strat
egies that lead to community economic vitality.

Gene F. Summers

)
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Chapter 1
Community Economic Vitality

RON SHAFFER and GENE F SUMMERS

The following discussiun assumes the existence of a market economy. While
we are accustomed to thinking about private sector firms operating in a market
characterized by competition, we are frequently dblivious to the fact that
communities also compete. .And it iy the local state, or all sub-national govern-
ment entities, that represent the ““community interest™ in such competition.
There are conflicting interest groups in every community based on class, ethnie
group, race, age, religion, education, occupation, or other social categories.
Superimposed on them is the lucal state, whose authority and power comncide
with the territorial perimeter of the loval system and whose pnmary instrument
is the apparatus of local government. The future well-being of the community
depends primarily on actions of the local state, although not exclusively so. At
times, local state policies and actions may coincide with other interest groups,
but that occurrence is coincidental because the ultimate interest of the lucal state
must be the continued existence of the social system occupying its territory.

In competition with other local states there are at least three significant
dimensivns of comparisons. economic, social, and polt..  hile they are not
empirically independent, they are analytically separatle. This discussion
“iwcuses on the economic competition among communities made dynamic
rwargely by those representing the local state. Firms compete in the private
economy and their managers only incidentally consider cummunity interests
and competition among local states. In particular, the private sector 15 only
marginally interested in territorial or spatial dimensions of competition. The
distinction between these areas of competition is crucial because 1t allows us to
recognize the basis for the sometimes alarming lack of common interests
between local officials and local business owners and managers.

The explicit presumption of the existence of a market economy involving
both private and public sectors dues not constitute a normative statement. It 1
descriptive and analytical. Indeed, it is anticipated that this discussion will
stimulate a lively exchange of ideas regarding potential alternatives.

Vitality is the ability to survive, to persist in generating desired outcomes. It
is a very broad normative and functional concept. It is possible to know what
factors influence survival, system reproduction, and continued creation of
desired products of systems only by observing successes and failures from
which inferences may be made.

In addition to the subjective and ex ante nature of vitality, there is also a
competitive aspect to it, observable unly through companson. Usually, perhaps
always, there is competition among systems— whether individuals, groups,

@ ~ommunities, or othet social formations—to at least maintain 1f not improve
l: lC heir relative standing. Thus, it is important not to be lured into false inferences

1 1 4
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2 COMMUNITY ECONOMIC VITALITY

when indicators of output are rising. Other units in the competition may be
chimbing even more rapidly. Consequently, a system that is doing a better job of
producing its outputs today than it did yesterday may have nevertheless lost its
ability to survive.

Community economic vitality is the capacity of a local social system to
continue generating income and employment in order to maintain, if not
improve, its relative economic position. Past observations of growing, stable,
and declining communities lead to the conclusion that institutional apparatus is
cntical. Vital communities possess social constructions, with underlying as-
sumptions, encouraging and permitting the orderly and efficient use of eco-
nomic resources, insuring their maintenance, and allowing adaptation to
changes in the environment.

Institutions are basic to any form of social interaction but are usually not
recugnized, except when changes are proposed or when they are not performing
satistactonly. The focus of this discussion is restricted to those institutions
facilitating or impeding community economic vitality.

Institutions are the nghts and obligations or social, political, and legal rules
that govern all those aspects of use of a community’s resources (production),
exchange, and distribution of rewards (Davis and North 1971). Institutions are
the traditions, the customs, the attitudes, the governmental arrangements that
set the framework 1 which economic units (households, businesses) make
consumpuion and production decisions. Institutions are concerned with deci-
sions and with decision making.

Community economic vitality is a long run concept that requires more than
just the efficient use of resources in the short run to generate profits, jobs, and
income for current community residents. Any discussion of vitality must
recognize the longer run concepts of maintenance of the community through
time and the adaptability of the community to changing conditions both within
and outside of itself. A theme that also must be part of the concept is that
outcomes of an economic system must approach some form of equity among
residents of a community, among communities, and over time. This elusive
concept must be high on the list of important elements of community vitality
Community economie vitality requires recognition of efficient use of economic
resources, maintenance of resources, and flexibility to changing conditions

Orderly and Efficient Use of Resources

When a community is perceived as an economic decision making unit
attempting to maximize profits, utility, or reward from the use of its resources,
the parallelism between theory of the firm, resource owners and consumer
behavior, and community economic vitality becomes apparent. A community’s
output (employment ot income) is a function of what it can supply and what is
being demanded. What it can supply is derived from the types of resources the
community has. How many resources? How are these resources used? Demand
incorporates products that are created and their relative value in the mar-
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Community Economic Vitality 3

ketplace. How much can be sold? What is the price that they can be sold for?
Where are markets located? How are marhets changing? Acceptable economic
actions and the manner in which economic decisions are made are crucial
elements that set the framework for demand and supply decisions. Furthermore,
these actions occur among spatially separaed economic units. Demand and
supply are important factors to examine in relation to the vitality of any
community.

Supply and Vitality

The supply aspect of vitality emphasizes the imponance of caputal, labor,
and other factors of production in creating output and income. The supply
approach suggests that growth in output, employment, or incume for commu-
nities is precipitated by one or more economic actions regarding resource use.
A community can increase its output by increasing its stock of capital through
investing local savings or importing capital from other areas, or by shifting
capital from less to more productive uses within the community. A community
can increase output by increasing its labor force through new entrants to the
labor force, through in migration, by hiring previously unemployed workers,
or by shifting labor from less to more productive uses. Finally, a community
can adopt new technology that permits increased vutput or uses unemployed
resources,

Two basic assumptions are important. labor and capital resources are mobile
among f.aces and uses and technology is distributed instantaneously over space
and unifermly over time. A brief review of the first assumption is necessary, but
it is more important to focus on technology because of its inherent ability to be
disruptive or create new opportunities for existing resources.

Markets bring together demanders and suppliers of products and resources
and permit them to negotiate a transaction agreeable to both. However, if they
camnot reach an agreement, the market needs to send signals so they will change
their behavior. Furthermore, tnat signal needs to indicaie what type of change 1s
needed Not only must the signal be sent, but the partscipants within the market
must be able to receive, respond, and adjust to that signal in an appropnate
fashion Any economic development or vitality strategy needs to reduce bar-
riers to economic development or imperfections in the market, that 1s, market
failures,

Imperfections in the resource market hamper community economic vitahty.
A major source of “rarket failure is resource immobility. Immobility of re-
sources among uses and places can prevent the appropriate spatial adjustment of
factor and product prices.

. There are two forms of resource immobility. When resources fail to perceive
and respond to long run economic opportunities or signals from the community,
it could be the failure of capital and labor to move into or out of a community
toward higher returns. The second form of immobility is resources not being
used in their most productive manner, such as when labor or capital are used to
produce something that has a lower value to society.

Q
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4 COMMUNITY ECONOMIC VITALITY

In a dynamic setting, some barriers to the efficient use of resources include
lack of entrepreneurship, the high cost of adjustment, such as the cost of
creating additional highly skilled labor r suphisticated machinery, uncertainty
about governmental fiscal policy and monetary policy or labor shills required,
institutional ngidity, such as bureaucratic behavior, a lack of decision making
capacity of both institutions and human resources, a lack of key resources or key
organizations to support the development provess, and a lack of integration or
coordination among key parts of the economy or political systems, that is, an
adversarial relationship between the public and private sectors.

The spatial diffusion of technology or innovation has a significant impact on
differences 1n vitality among comuaunities. Technological change does not
occur at a constant pace, nor is it uniformly adopted over space. The spread of
technology 1s largely a result of social communication and interaction. The
adoption of technology 1s 4 result of learning, accepting, and making a deci-
sion. The noninstantaneous spread of technology reveals a market imperfection
preventing every community equal ur instantaneous access to the same produc-
tion processes. The result is that some communities grow more rapidly than
others because they are using more advanced technology.

There are a vaniety of forces retarding the transmission of technology. The
first and probably most important reason is differences in the sate at which
management aceepts and adopts technology. The adoption of new technelogy
usually does not occur immediately on receipt of information. Rather, the
manager may require tepeated messages about it, coupled with new informa
tion about how the technology has performed for similar firms, such as a
management strategy to reduce risk.

Second, the transmission costs of technology are not zero. There are cocts
involved 1n becoming aware of new technology, figuring out how it can be
apphed, disrupting production, and training workers in the use of new tech-
nology in a particular plant, office, or business.

Third, it takes time to incorporate new technology into the capital stock,
depending on whether the new technology requires completely new production
processes or requires only minor changes.

Fourth, communities have different industrial sectors, and the rate of tech-
nological transformation among industrial sectors varies. Therefore, commu-
nities with sectors expeniencing rapid technological change will also experience
more rapid technological change as a whole.

Fifth, the instantaneous uansmussion of technology among communities
may be hampered by patent agreements, secrecy, and failure of the owners of
technology to offer it equitably.

In summary, the economic vitahty of a community can be linked to forces
that generally can be labeled supply forces. Imperfection in the market signals
sent and recewved, along with the nonunifurm ur nuninstantanevus transmiss.on
of technology, create differences in expected and actual outcomes. These
failures of the market cannot be ignured, but neither shuuld their importance be
inflated in a dynamic setting,.
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Demand and Vitality

The dernand aspect of community economic vitality cuntends that the vigor
of a community depends on the development of its export industnies. The
critical force in the community’s economic vitality is demand external 10 the
community, not the community’s ability to supply capital, labor, or use tech-
nology The timing and pace of a community s economic vitality 15 determined
by the success of its export sector, the characteristics of the export sector, and
the disposition of income received from export sales.

The export sector carries external economic forces into the community
Characteristics of the export sector and dispositivn of its income are the internal
dynamics of a community’s economy that translatc these external forces nto
community economic vitality. The impact of changes in the export sector on the
rest of the community depends on the number and strength of linkages between
the export and nonexport sectors referred to as characteristics of the export
sector. Furthermore, distribution of income from the export sector and
ownership of export sector resvurces are important clements 1n translating
changes in the export sector into community economic vitality. For example, if
the ownership of export base resources is external to the community, then
changes in the export sector may have a minimal impact on the community
because the income is not reinvested in the community. Likewise, the availabil-
ity of skills that permit the local labor force to work in the export sector also
contribute to the success of translating external demand into local economic
change.

The nonexport sector is equally important to community economic vitality
because it is the mechanism that captures e “rnal economic stimuli. Without
this, the local effects of external economic stimulus would be minimal.

The volume of exports from a community can either increase or decrease
over time The increase (decrease) may occur because there has been a nght-
ward (leftward) shift in external demand, the good or service exported has a
high (low) income elasticity, there has been an increase {decrease) 1n income
levels in nearby areas, there has been an improved (reduced) comparative
advantage in the community, such as altered costs of abor, capital, or changes
in technology, or because of the factor endowment of the community, meaning
that a depletion of the natural resource base or technological changes have
altered input combinations in which this community previously had an advan-
tage If a community does not adjust to forces that might alter its volume of
exports, the community will find itself stranded outside the economic main-
stream with a relatively or even absolutely worsening economic position.

In summary, the economic vitality of a community depends on external
demand for the community’s output. This is a necessary condition, but not
sufficient for community economic vitality. The translation of external demand
into local economic activity is crucial and leads to a need to examine the
institutional dimensions of the community.
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6 COMMUNITY ECONOMIC VITALITY

Maintenance of Economic Resources

An mstitutional matnx that ensures orderly and efficient use of economic
resources does not, in and of 1tself, secure the vitality of a community. The long
run stability and growth 0. .ncome and employ ment require a setof mechanisms
to ma.tamn the quantity and quality of local economic resvurces. Providing
necessary institutional arrangements usually invols .s both private and state
economies.

Short run vitality depends largely un the existing export base and mecha-
msms 1n place that cnable the locality to capture moaey generated by it. But
markets for products and services vome and go. Consumer demand today is
vastly different from that of 50 or 100 years ago. Therefore, the longevity of any
conmunity ulumately depends on iis ability to renew its export base, it must
have the capacity to invent, innovate, or acquire new exports.

Thompson and Mattila (1968) made this point forcefuily when they said,
“The local social overhead—infrastructure—that has been amassed is, more
than export diversification, the source of local vitality and endurance.™ A rich
infrastructure facilitates the adjustment to supply and demand changes by
providing social and economic institutions and physical facilities needed to
Initiate new enterpnses, to transfer vapital from old to new uses, and to retain a
skilled, healthy, and motivated labor force.

This view is 1n sharp contrast with the simple expurt base interpretation that
leads many community leaders to " give awa the store™ in order to attract new
export firms. Such a simple export thesis en.phasizes the multiplier concept,
which 1s 1n reality a cash flow model of local economies and ignores the causal
mechamisms involved 1n long term development, namely long run use of
community resources. It encourages profit taking rather than development
behavior. Community economic vitality requires public and private sector
support of a local network of services and fadilities to ensute the continued
availability of factors of production—especially land, labor, and capital.

Land

Land is the economic resource most controlled by the community. All
production oceurs somew here. Communitics alsu oveupy space and because of
prerogatives of the mudern state they have a great deal of control over their
territonies. Since iand 15 an essential economic resuurce, its control gives the
community—the local state—a substantial ability to direct econumic vitality of
the community.

It1s true, of course, that the local state today has less control over its territory
than 1n the city state of anuient Greece. Likewise, land use powers of the local
state vary notceably from one nation-state to another. This element constitutes
an 1mportant dimension of Lross-national comparnisons. The local state powers
of communities in Canada are much less than wiose of American states.
Conscquently, speuific policy optivns that are workable and wise in the United
States may be weak ur infeasible in Canada. Ne vertheless, local institutions that
exercise land use controls do exist in virtually every society.
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Land varies in its econo.mic potential and thercfore in its value, so its
potential dictates the community s economic vitality tv a large extent. Histor-
ically, great cities have emerged where land had great economic potential.
Breaks in modes of transportation made land in the immediate vicinity valu-
able, since it was needed for freight transfer activities and as a site for housing
workers and providing for their needs. Breaks in transpurtation helped to create
harbor cities, railroad junction cities, and river cities. Today, air transportation
and motorways have diminished the transportation break as the basts of land
value in cities, Where other uses have been found for the land and the value has
remained high, the city economy has retained its vitality. In some mnstances,
once-thriving transportation break cities have declined and shrunk to near
extinction. Communities established because of immobile natural resources
face a similar threat once the resource is depleted. But every cummunity must
take steps to ensure the continued economic value of its land.

The cases of transportation and natural resource extraction imply changes
beyond community control and help to determine local land values. To some
extent that is true, since no community is totally autonomous. But communities
can exercise considerable control over fature land uses and therefore land
values The local state can determine land use through planning future land use
patterns; exercising the power of eminent domain, regulating the size, type, and
i use of construction, and through the discretionary provision of public services.
I The location of roads, streets, highways, sewers, gas lines, bridges, tunnels,
|
|
|

parks, and schools all impinge on future land use and land values.

The public investments shaping land use and land values are immobile. They
cannot migrate to another community as other factors uf production can. Rather,
they create a magnet for attracting and retaining labor and capital needed for
production Many students of community politics note that land 1s the focal
point of local politics. It cannot be otherwise because land is the economic
resource over which the local state exercises greatest control.

Labor

Skilled workers are relatively scarce in the labor force, a situation that allows
them to demand higher wages. They also are concentrated in firms and indus-
tries where research and development are encouraging innovation. These
innovative Jirms lead or monopolize the industry, and higher profits are often
passed on to labor through higher wages. Skilled labur 1s not unly better
educated but generally more intellectually agile and constitutes ¢ nuneconomic
resource to the community.

There are options that communities vaa choose tu improve their ability to
retain and attract a skilled labor force. Through zoning laws they can ensure
adequate land for middle class residences. They can build and maintain parks,
recreation facilities, high quality schools, and adult educational programs.
Provision of public services seldom used by middle lass residents can be kept
to a minimum or eliminated, thereby reducing the tax burden to skilled labor.

U' nwered taxes can be translated into a higher benefit'tax ratio for skilled
FRI ikers (increase their real wages) and wan increase the competitn e position of
e COMMuUNity in attracting and retaining them. 2 @
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This Jtrategy 15 rational from the perspective of the local state's interest .n
community economie vitality through maintaining ur improving its economic
position. It also coincides with the economic interests of middle class workers
However, this market-based uptiun largely ignores the interests of unskilled and
semiskilled workers.

To maintain equity among classes under the conditions of a market-oriented
public economy, 1t 1s necessary for the central state to assume responsibility for
the redistnbutive function. Fur the local state operating in a market economy, it
15 1;rational to adopt policies that increase the bencfit to tax ratio of taxpayers
who already are above the average ratio. the poor, the handicapped, the
dropouts (Peterson 1981). The concept of equity becomes a function of both the
national and local states, but the national state is the dominant partner The
national state sets the rules for competition among local states, but local states
have considerable flexibility 1n responding tv these rules or pushing them
further. The constraint for the community is that it cannot exceed the ““national
norms” of equity without making itself less competitive relative to other
commumities. Only within the limits of national rules do local attempts to
redress inequitable market vutcomes not affect intercommunity competition

Capital

Unlike nation states, local states have very limited tools with which to
control the flow of capital into and out of their territories. Tariffs, price and
wage controls, monetary policies, and deficit spending are mechanisms re-
served to the central state. Therefore, communities must use devices that
minimize the local cost uf capital investment in enterprises w.thin their territo-
ries or credle 1nvestment vpportunities to generate a competitive advantage

Cost reduction 15 the strategy most often pursued by local states. They can
reduce the tax burden for firms by minimizing public services, especially to
taxpayers with above average benefit to tax ratios and to nontaxpayers. They
can offer public land at a discount price, or perhaps free of charge. They can
provide tax holidays where law ailows such practice. They can exempt or
discount the assessment of real pra . land, buildings, machinery, and
equipment. They can reduce or 1gnore .«gulations such as safety and pollution
codes. Such public subsidies can attract vapital to the community but the extent
to which the local state can reduce costs to capital without jeopardizing long
term economic vitality is a matter of considerable debate.

There 15 a form of capital that has been largely unnoticed, perhaps because of
its newness. Cash transfer payments and investment income paid to retirees
constitute a significant proportion of personal income in most industrially
advanced nations. In the United States it accounts for slightly over one-third of
aggregate personal income. Retirees, recipients of these payments, are quite
mobile and when attracted tu 4 locality, they bring their benefi. payments and
d:vidends with them. These dullars function in the local economy in the same
menner as any other export money flow, provided the locality can capture them

Thus, another strategy involves making the community more attractive to

FRJ(C retirees with substantial cash transfer and investment incomes and creating
ways of capturing the capital they bring with them.
Y




Community Economic Vitality 9

Adapting to Change

Our underlying the. 2 to thi¢ print has baen that dynamic conditions in the
economy create a need to be flexible, adaptable, and ready to make deisions to
adjust to change. An institutional capacity «ffecting community economic
vitality is the capacity to perceive and accommo date chenge. The local commu-
nity must be ble to distinguish problem.s and s, .nptoms ¢nd create an appropn-
ate response. This dimension of the community’s institutivnal structure 1s
typically embodied in its ability to assemble buth privatc and pubuic capital,
labor, and technology. The public dimension is the ability of locel government
and community organizations to anticipate and influence vhange, to make
inteiligent decisions about policy, to develup programs. o implement policy, to
attract and absorb resources, to manage resources, and 10 evaluate current
activities to guide future actions (Hondale 1981). In essen.<, the institutional
capacity question of community vitality becomes, **Can commumtes appro-
priately define problems and use internal and external resvuicea available to
guide their own economic development?”

The discussion of institutions and .nmunity economic vitality leads to a
series of questions about institutions influencing resource use. the mcentives
and aspirations of individuals, orderly change through ume, entrepreneurship,
capital accumulation, technological change, labor supply, and gevgraphic and
o >cupational mobility of labor. It is important also tv recugnize these dimen-
sions and how they affect community economic vitality.

Entreprencurship is a hey institutional ingredient in commuiuty economic
vitality. Entrepreneurs bring together the resources, take the nevcssary msks,
have the ideas, provide the ingenuity and the energy to create new products and
services, and search out markets (Shapero 1981). By defimition they are re-
sp-ding to change and trying to capture the opportunities embodied 1n change.

While entrepreneurs are created, not born, there are certain personal charac-
teristics associated with entreprencurs that set them apart from .ae average
person:

1 A disposition to accept new ideas and try new methuds. Individuals likely to
engage in cntrepreneurial innovation have « minimal commitment to existing
norms and institutional arrangements. Bevduse they have this minimal commt-
ment, they can perceive alternative behavioral patterns and ways of doing
things This means that the individual is comfortable buth with uncertaty and
risk and is inclined to undertake innovative behavior.

2 A need to achieve. There i. some internal drive to succeed that permuts the
individual to accommodate risk and seek innuvative ideas to reach that achicve-
ment.

3. A tendency to set muderate'v difficult goals. They are very result onented,
but do not set goals for themselves that are either unachievable or present no
challenge.

4 An ability to accept and act according to feedback. In other words, they are

L rak b wers_soses vy %

Q :msitive to feedback, adjust to it, accept it when valid, and use feedback to
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10 COMMUNITY ECONOMIC VITALITY

make adjustments to accommodate variations from where they expect to be and
where they actually are (Pryde 1981).

Some particular skills uf entrepreneurship that appear to be relevant to this
discussion include an ability to perceive market opportunities accurately and to
devise effective strategies for expluiting them, the capacity to identify and meet
resource needs, tu determine what resources are in short supply and find either
substitutes or altcmative sources, shills to manage political relationships, being
capable of worl..ng with people in the community (2specially local govern
ment) to implement an 1deq, an ability tv manage interpersonal relationships,
because an mdividual cannot do it alone. Successful entrepreneurs are able to
build a team of people tv work with them in building an effective business
organization (Pryde 1981).

There are several features of communities that seem to encourage en-
trepreneunial innovation. First, it is important for a community to create an
atmosphere of “1mmumity” or “indifference™ that permits individuals to ex-
penment with different ways of doing things. Otherwise, tradition becomes the
standard and change 1s virtually nonexistent. Sccond, community social in
stitutions are charactenzed by considerable differentiation, not uniform tradi-
tional patterns. Thus, diversity is common rather than unique. Third, power
within the community 15 diffused rather than concentrated, vested interests have
less control. Fourth, the source of economic power is diversified, rather than
from one ur two sources. A narrow common source is more likely to resist
emerging market forces and become isolated. Finally, the means for social
mobility are widely available, rather than narruwly restricted. Sv entrepreneurs
find many opportunities available to them.

Institutions can be cither facilitators or barriers to economic vitality. Tradi
ucnalism 15 a barner to economic vitality, while the willingness to accept
hange and technological innovation is a pusitive element supporting it. Eco-
nomic 1nstitutions provide rules fur adjusting to and accommodating conflicting
demands among different interest groups wihin socicty. Economic theory
typically assumes that necessary institutior » either exist or will develop. How
ever, creation of an institutional framework supportive of community economic
vitality 15 not automatic and may be the critical element in a cummunity’s
cconomic development cfforts.

Summary

Community economic vitdlity is concerned with efficient use of a commu-

nity's resources, maintenance of those resvurces, and adaptability of a
community to changug conditions. This has several implications for efforts to

examine of define cummunity ecunomic vitality. First, itis a long run dynamic

concept that cannot be replaced by short run “resvurce exploitation™ for current

o residents of the community. Second, the local state is typically the so-

E MC viopolitical economie 1nstitutiun most concerned with: territorial interests of the

community. Interests of the local state, nativnal s.ate, and private sector need
€y *»
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Community Economic Vitality 11

not conflict, but often will not be identical. Third, cnsuring equity 1n the
outcomes of economic activity is a legitimate function of both local and national
states, although the local state is the junior partner in the endeavor, Fourth,
community economic vitality is a function of local and nonlocal economic,
social, and political forces.

Any discussion of community economic vitality must start with the external
forces affecting a community. External demand and national and international
economic conditions are critical, because they provide an expanding (contract-
ing) market for locally produced goods and services.

For a community to respond to external demand, it must have appropriate
economic sectors. There must be businesses in the community cither selling to
or capable of selling to the external market. These businesses should be
significant forces in the local economy and have strong linkages back into the
rest of the community.

Additionally, the availability of resources must be considered. A community
needs to possess natural and man-made resources, plus public and human
capitai used to produce goods or services demanded cither locally or non-
locally Those examining the resource base of the community need to be aware
of the mobility of those resources into and out of the community as well as
among uses in the community.

Typically, a community's resource base is given, as is demand for 2 commu-
nity’s goods and services. Thus, the question really becomes how does the
community interpret that demand and allocate its resources to produce the
appropriate output? TFis interpretation is the capacity of the community to
identify problems, peieive solutions, and mobilize the community to over-
come many demand and supply related obstacles. Likewise, it may permut the
community to use existing resources in unique ways to generate new potential
for the community.

Any effort to explain community economic vitality should have the follow-
ing characteristics. First, the model needs to cxplain the behavioral rela-
tionships of economic units within the community, houscholds, businesses, or
government agencies, and their different roles in the community. Second, the
model needs to incorporate the types of linkages that occur among economic
units within the community and linhages with econosmic units outside the
community. Third, the model needs to consider the “policy handles™ available
that allow either external or local political units to intervene in the economy.
Political units include citizen groups with quasi-governmental status such as a
local development corporation, and do not preclude action by individual
households and businesses to achieve their own economic goals.

The inclusion of policy options incorporates the decision making capacity of
the community and its ability to recognize a problem and make an appropnate
choice. To be of much use, the model needs to have both short #nd long run
policy tools. What can the community do next month to improve s situation
versus long run activities that will improve its situation over time?1.. presence
of short and long run policy tools means that the model needs to consider both

@ hort and long run relationships that exist within the economy.
ERIC
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Chapter 2

Rural Economies and Farming:
The Link

RON SHAFFER, PRISCILLA SALANT, and
WILLIAM SAUPE

The influence of changes in rural communitics on farmung has not recerved
as much attention by researchers and policymakers as the reverse relationshup.
Congressman De La Garza, chair of the U.S. House of Representatives Com-
mittee on Agriculture, recognized this gap in our understanding 1n hus introduc-
tion to0 a 1983 House Agriculture Committee report:

“There is today a great and serious gap in the informaton which Congress
and policymakers in other areas need to mahe intelligent decisions about 1ssues
involving the future of the nation’s agricultural communities. We have a great
deal of up-to-date and detailed information about the industry of agnculture.
But we have much too little information about what is happeming n the
communities in which our farm families live, and what developments in thuse
areas mean to the people there and to the rest of the nation.”

Even though the farm economy has grown according to almost any measure,
it no longer dominates rural America. Net farm income increased (i current
dollars) from $14.4 billion in 1970 to $16.1 billion in 1983. This was an erratic,
volatile period. Net farm income peak.ed at $32.3 billion n 1979 and exceeded
520 billion in all but five years between 1970 and 1983 (Economic Research
Service 1983).

Rural communitics are rapidly supplementing farming with nonfarm ac-
tivities Farm income accounted for 3.3 percent of total income i the United
States in 1965 and only 0.9 percent in 1983, even though farm income grew by
40 3 percent over that period (USDA 1983). With this relative decline, two
trends of increased importance to policymakers are the disappearance of
homogeneity across rural areas (Blakely und Bradshaw 1983) and the mcreased
link between farm and nonfarm sectors for both inputs and markets.

Theoretical Constructs Explaining Interaction

Three important ways to explain community und farm linkages are export
base theory, central place theory, and welfare theury. None provides all the
insights desired, but each emphasizes important relationships and their influ-
ences Many experts have an implicit theoretical foundation for discussing

Q
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14 COMMUNITY ECONOMIC VITALITY

farm-rural communaty links., but the popular interpretation of the theories often
is not validated by careful er-mination of the evidence.

Export Base Theory

Export base theory provides an understanding of the linkage between rural
economies and farming. In its original form. the theory contended that the
economic vitality of a community depended on its Capacity to produce goods
that were sold in external markets. Traditionally, the community had to phys
ically ship a good beyond the commwnity boundaries for it to qualify as an
“export,” This defimtion of concept, however, fails to accommedate the
significant and ongoing transformation of the U.S. economy into a service
producing econorny. These service activities include recreation, health care,
telecommunications. and engineering. It is generally accepted that such ser
vices are not frlls to some minimal standard of living. These services are
supplicd not only 1n urban arcas, but in fural communities as well (Smith 1984)

Current nterpretations of eaport base theory suggest the export base of a
community 1» any economic activity bringing income into the commupity,
frecing the theory from the limiting idea that a physical good must cross the
community boundary to be an export. This new interpretation of export base
theory not only recogmizes the more treditional forms of exports. buti corpe
rates service onented export activities, including Social Security oerefits 20d
other income transfers received by residents.

The essence of export base theory is that the export base is the cngine of
giowth for the community, Because of the economic linkages between the
export sector and the remainder of the community, growth depends on the
success of the export sectur. The community 's economy will only grow to the
extent the export base 1s vigorous and grows. Historically, in rural communities
export activity consisted of farming and some manufscturing. Farming meets
the critena to be an export sector business. It typically ships its products beyond
the boundanes ui the community and is a source of external income whether
through direct sules, sales to other local firms who in turn feed or process the
commodity, ur ihrough federal farm commodity program pavments.

Export base theory suggests econonic growth occurs only through the
sumulus of changes n the export sector. This ignores changes in the export
seetor (and 1ts continued cumpetitiveness) stimulated by independent changes
1n nonexport sector activities, Consider how changes in commodity transporta-
ton rates and the availability of sturage facilities affcet the profitability of local
farming. A sinct interpretation of historical export base theory would contend
commumty well-beng couid nut be improved by altering the nonexport sector
first. In fact, one of the mayor ways changes in rural economies affect farming is
through changes in what arc commonly pereived as “support activities ™

Central Place Tneory

The second theurctical Lonstruct providing insight into the relationship
between the rural economy 4nd farming is central place theory, which suggests
that community trade and service activities depend on the distance people will
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Figure 2.1. Demand Thresholds
PRICE

) A02

AC
i =1

AR,

l
|
1
1

Q, QUANTITY

travel to purchase a good or service, the costs of providing that good or service,
and the size of the market needed to earn minimum profits.

Figure 2 1 shows the relationship between an individual firm' average cost
of providing various quantities of a good or service (ACl) and market demand,
represented by the average revenue curve (AR1). The point of tangency of the
average revenue and average cost curves is the demand threshold (Ql), the
minimal market required for a firm to provide a product and still earn a normal
profit.

The most common application of cential place theory to the 1ssue of farming
and rural economies concerns population change. In Figure 2.1, demand curve
AR?2 represents a population decline. Since the given firm's average costs have
not changed, the f*-n can no longer profitably offer this particular good or
service from its present site. The firm either needs a larger market {(repopula-
tion) or its competitors must exit to make the site profitable. Alternatively, per
capita income increases permit this site to continue to be a profitable location.

Central plare theory partially explains why some businesses in rural com-
munities have closed or moved. The decline in the number of farms, for
example, has decreased the demand for many farm input supply firms. Like-
wise, the declining population in some rural areas has shifted the demand for
consumer goods and services. Central place theory alsu helps explain why other
rural areas have seen businesses expand. The recent rural population turnaround
observed in some areas, coupled with increases in nonfarm income of both farm
and nonfarm residents, has shifted the demand curve back to the nght (or at
least halted its leftward shift). Thus, the turnaround has permtted rural commu-
nities to maintain or even enlarge the number of input suppliers andsor con-

© _mer businesses.
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16 COMMUNITY ECONOMIC VITALITY

Welfare Theory

Welfare theory 1s particularly concerned with equity and distributional
issues. It helps us understand who receives the jobs, income, or profits. The
current concern about the demuse of the family farm and economic hardships of
smaller and medium sized farms 1s in part stimulated by the distributional
consequences of the benefits and burdens of the current economic malaise in
farming. For example, interest rates are determined vutside the farming sector.
However, the burden of histoncally high and fluctuating interest rates falls
disproportionately on the 19 percent uf all farm vperators that owe two-thirds of
the total debt (Melichar 1984).

When examining the distnbutional issues of changes in the rural economy,
the questions become less how to maximize the returns from resources and
more why some resources fail to capture or move tv those activities offering
apparently higher returns. Do sume farm families perceive fewer alternatives
for their tme and funds? Why > Does it have something to do with education or
access to part time nonfarm employment?

Economics can answer 1n an vbjective fashion the questions of maximizing
efficiency as long as the unginal distnibution of incoms vt resvurce ownership is
given. But if the distribution of income or resource ownership is not given (or
acceptable), then decisions regarding market efficiency are less clear (Justetaal. |
1982). Generally, economusts argue that distributional questions are political |
decisions and all economu. theory can do is review the alternatives and their ;
implications.

Economic theory presumes, regardless of who owns the resource, the |
pursuit of individual returns maximuzes sucietal returns (empluy ment, income,
wealth). Yet, all do not have equal access to resources and benefits derived from
their use. In many cases, the dynamics of economic change alter the distribu-
tion of opportunity to reap the rewards from resvurce use. Welfare or income
distribution theory helps display where and how those changes will be dis-
tnbuted among farm and nonfarm familics and amung families within each
group.

Summary

These three theoretival constructs—export base theory, central place theory,
and welfare theory—provide a framework fur thinking about the issues of
community and farmung interdependencies. We are concerned about the wel-
fare of rural residents, particularly those who fu.m. Central place and export
base thevries provide insight into the causes of the vbserved and anticipated
soctoeconomic changes. Welfare theory helps to identify the effects of so-
cioeconomic change on particular groups.
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Chapter 3
Rural Industrialization

GENE E SUMMERS

Rural and urban differences in quality of life and access to economic and
cultural resources have been a fact since colonial times. At various times 1
US history, conditions in rural areas have reached “crisis"" proportions and
precipitated public concern and government intervention. Invanably, in these
moments of concentrated attention on ““the rural problem™ or *the farm cnsis,”
it has become apparent that economic factors were at the heart of the matter.
Specifically, urban industrial growth and the transformation of agnculwre have
perpetuated a rural-urban mismatch in the labor supply and demand that
periodically worsens to the pcint of requiring government 1ntervention.

From the late 1800s to the mid-1950s, the architects of public policy followed
an intervention strategy aimed at facilitating the movement of decanted farm
labor to urban industrial centers. However, by the 1960s it was clear that cities
could no longer absorb surplus labor from rural areas. Thus, an alternative
strategy adopted during the Ken.nedy-Johnson era attempted to encourage the
movement of capital to rural areas in order to create jobs, reduce rural poverty,
improve the fiscal base of rural government, and simultanecusly relieve some of
the pressures on cities. This was the rural industrialization policy that was
implemented through a series of Congressional legislative actions duning the
1960s and 1970s.

Manufacturing

Manufacturing was chosen as the means to achieve these goals, based on a
quite straightforward and simple logic. Local economies may be divided into
two sectors: basic and secondary. The basic sector consists of activities that
generate a flow of money into the locai economy by exporting goods and
services The secondary sector consists of activities providing goods and
services for consumption within the local economy. Thus, it 1s argued that the
basic or export sector “drives” local economies, so in order to improve the
economic welfare of communities or regions it is the export sector that must be
stimulated. But most traditional export activities—agriculture, forestry, and
extractive industries—are not movable from one community to another. How-
ever, manufacturing plants can be moved rather easily and therefore are a
reasonable choice as a policy instrument. That is the logic of rural
industrialization.

Unfortunately, a quarter century of experience tells us that the reality of rural

, industrialization has not been entirely as expected. Results have not lived up to

LS e s .
B © optimistic rhetoric of the 1960s. ~
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18 COMMUNITY ECONOMIC VITALITY

It was expected that new mdustry (manufacturing) would create jobs for the
unemployed, the undere mployed, and low income people in rural communities
Studies show that local labor markets vperate in ways that often work against the
needs of the people for whom rural industrialization was promoted There are at
least three reasons why this 1s su. First, many new jobs are filled by commuters
from outsrde the community. In many rural areas the commuter shed has a
radius of 75 mules or more, workers at a new plant often live in ccmmunities
scattered throughout a multi-county area and jobs “leak out” of the local
community in which the plantis located. Second, a sizeable portion of new jobs
are filled by in-migrants who either transfer to the community from another
plant operated by the firm or migrate to the area to take advantage of the new
jobs. Finally, new jobs often are filled by thuse who have not previously beenin
the labor force. Consequently, only a small fraction of jobs created by a new
industry employ those people in the community whom it was intended to help

Even so, there 1s evidence that the unemploy ment rate declines in commu-
mties with new 1ndustry. But the benefits are small relative to the magnitude of
the problem. The largest dechines in unemployment have been observed in cases
involving multiple plant locations. There appear to be several reasons for the
modest improvements in the unemployment rate. Leakage of jobs to commuters
and n-mugrants certainly 15 & major reason. Also, new entrants often are less
stable 1n the labor force than are experienced workers. Residents, who had not
been counted as unemployed because they had not worked previously, were
counted as unemployed after they entered the labor force and then left their
jobs. Similarly, n localities experiencing economic growth it is common for
workers to move from job to job, so at any given moment some will be
unemployed. Thus, increasing job opportunities in a community or locality
almost never ehminate unemployment. However, since the strong2stdeclines in
unemployment occur 1n situations with multiple plant locations, underemploy-
ment 1n local economies must be substantially reduced before unemployed
workers are called into the workforce. In rural areas underemployment is likely
to be quite high and this slack 1n the local labor marhet n..st be taken up before
the locally unemployed find jobs.

Effect of New Industry

New industry has a positive effect on income in the aggregate or on the
average. Industnal jobs typically pay 4 hugher wage than the locally prevailing
rate. But an examnation of the distribution of income gains among local
residents suggests that the positive effect is less clear. New industry may raise
the average income 1n a community while depres.ing the relative income status
of some segments of the population, particularly the elderly, the unemployed,
and others whose incomes are not increased directly or indirectly by new
industry. In general, people who do not possess resources or assets for which

' there 1s an increased demand generated by the new industry will experience a

relative decrease in income. This is a particularly significant issue because in
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many rural communities 40 to 50 percent of the population 15 over 65 years of
age and not in the labor force. They live on fixed incomes that are devalued by
localized inflation associated with new industry.

The logic of rural industrialization leads to an expectation of ncome and
employment multiplier effects in the local economy. Jobs and income added to
the community by new industry should stimulate further income and Jobs 1n
other export businesses, and in firms in the secondary sector as plant workers
spend their payroll and the plant makes purchases of goods and services locally.
During the 1960s the U.S. Chamber of Commerce, through 1ts publications,
told local communities to expect three new nonmanufactur.ng jobs.

There are multipliers, but their magnitude is far smaller than expected,
ranging from virtually none to as high as 3.0, the average is approximateiy 0.3.
That is, it takes about three manufacturing jobs to generate one additional job 1n
the local economy.

There are at least three reasons why the multiplier effect is so low. Furst,
payroll and jobs leak out of the local community through commuting of
workers, area-wide trading patterns, recreation travel outside the area, payment
of taxes to nonlocal units of government, and other transactions that take

idents’ dollars outside the community. Second, most rural communities have
w1y facilities—commercial, residential, industrial, and public service—that
are anderused. Until use reaches nearly full capacity, additional construction
seldom occurs The dampening effect is similar to the underemployment effect
on the unemployment rate. The slack must be removed from the system before
the anticipated effect of multipliers will be realized.

Finally, many industries locating in rural communities purchase their sup-
plies, production materials, financial services, legal services, and marketing
and advertising services outside the local communit,. Similarly, the product of
the plant is shipped immediately to nonlocal sites for additional processing,
warehousing, orsale. Thus, there are very few backward or forward linkages of
manufacturing plants that are located in the community. The payroll of the plant
workforce is the principal contribution to the local economy and, as already
noted, much of that leaks out. Consequently, the income and employment
multiplier effects of new industry generally are rather modest.

To the extent that stabilizing the population of rural communities 15 a goal of
industrialization, it is very successful. Unequivocally, new industry halts
population decline, mainly from increased in-migration and unchanged or
slightly decreased out-migration. New industry, however, does not mean that
large numbers of young people will cease to leave their rural home towns i
search of work and education. It does mean that as they leave, other young
families move in. Consequently, rural communities with new industry have
migration flows that more resemble those of larger cities and metropolitan
areas The changed demographic structure means future changes in the types of
services and products demanded by community residents.

All of these changes associated with rural industrialization have a stimulat-

@ 8 effect on local trade and commerce, even though the impact 15 less than
E Mc‘oped for Real estate and retail sales are particularly worth noting because they
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L]
represent the major components of the revenue base of local governments’
property tax and sales tax.

The inventory of parcels of real estate on tax books generally increases with
new 1ndustry, especially residential parcels. This is consistent with the evidence
of population growth, of course. Must communities experience little growth in
commercial and wndustrial parcels, probably due to the underutilization of
existing facihties and the backward and forward linkages of new industry On
the other hand, assessed valuation of real property virtually always increases in
all categones. residential, commercial, and industrial. Clearly, the property tax
base is enhanced by rural industrialization.

Similarly, retail sales increase with new industry, reflecting both aggregate
growth 1n 1ncome and population increase. The magnitude of growth is often
relatively modest and less than expected, but this experience is consistent with
the leakage of payroll and jobs already mentioned. Clearly, there is private
sector growth resulung from new industry and it is not surprising, therefore, to
find local merchants, bankers, and real estate developers active in promoting
new industry.

One of the pnmuary goals of rural industrialization policy has been to improve
the fiscal base of local govemnments. As just noted, the tax base generally is
increased in communities with industrial growth. But that is only one side of the
public ledger. To local governments, people cost money and more people cost
more money. Where new industry brings population growth, it often strains the
public service delivery systems and increases costs to local government.
Increased expenditures occur as schools, police protection, highways, streets
and roads, and health services and facilities are provided. All of these needs are
quite reasonable consequences of a growing population with school age
children.

Of course, the ultimate question with respect to the local fiscal impact of new
industry 1s 1ts net effect on government revenues and expenditures. This is not
well studied and most analyses are rather short run, less than five years after the
location of anew ndustry. However, evidence clearly suggests that in the short
run increased costs outweigh gams in the fiscal base. Positive net gains have
been observed where no local subsidy was offered to industry and where there
was little or no population increase.

Summary

The basic logic of rural industrialization appears to be sound but several
assuraptions about the mechanics of the process are violated in practice,
resulting 1n naccurate eswmates of unpact and unfulfilled expectations. For
example, the extent of leakage of jobs and income often is underestimated, the
underutilization of labor and facilities is not adequately estimated, benefits are
assumed to outweigh costs and seldom are actually calculated, and the distribu-
tion of costs and benefits to various segments of the local community, especially
the elderly, is seldom considered.
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Rural Industrialization 21

Perhaps the most serious oversight is that manufacturing .. not a source of
employmert growth nationally. Goods production as a percent of GNP 15 doing
reasonably well. The total value of industrial output also is doing reasonably
well in comparison to other sectors of the national economy. But as a source of
new jobs, manufacturing clearly cannot provide needed empivy ment growth for
all local economies.

This does not mean that local community economic develupment groups
should abandon the possibility of attracting new industry. Clearly, new industry
canhave positive efferts on a local economy if officials use sound judgment and
good timing is possible. But new plants are far too few to provide a solution to
more than a handful of communities. What is needed is a policy initiative that
encourages and supports a comprehensive strategy for community economic
development, outlined by Professor Glen Pulver of the University of Wiscon-
sin Suchacomprehensive strategy should at least include. attracting new basic
employers, inc.uding nonmanufacturing firms that export goods and services,
providing assistance to existing employers, encouraging and assisting pew
business start ups, enhancing communities™ ability to capture dollars alreauy
existing in the local economy, and helping local governments to secure funds
available for nonlocal units of government. Thus, ri.al industnalization 15 but
one of several strategies to deal with inequalities of economic opportunity and
quality of life.
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Change in Nonmetropolitan

Chapter 4
l Industrial Employment

FRANCINE HORTON

The United States has been experiencing profound changes in manufacturing
production. There has been a decline of manufacturing employment as a
proportion of total employment, decision making has become more centralized,
and there has been a decentralization of manufacturing production.

These related trends are important to recent economic restructuning and can
be observed by changes in the location of manufacturing employment. This
| chapter examines these trends as they relate to nonmetropolitan areas and
| reconsiders the changes as they rela to recent industrial policy debates.
Manufacturing employment as a proportion of total employment declined
from 26 2 to 22.1 percent between 1973 and 1980 (Bluestone and Harrison
1982) and is expected to continue to decline as service industries, n particular,
increase their share. This can be partially explained by the “post-industnal
phenomenon, whereby technological advances allow for more labor saving
techniques and greater need for service industry labor (Bell 1973). More
recently, this proportional decline of manufacturing employment has been
explained by the relocation of production employment tu overseas focations.
Undoubtedly there is truth in both explanations. Manufactuning in the United
States has generally reached a sufficient level of maturity to enable movement
of some stages of production to new locations uffering competitive cost advan-
tages This movement is deemed economically necessary in an increasingly
competitive global economy and benefits greater efficiency in production. The
multinational corporation, with the aid of communication and transportation
technology, is inextricably linked to the decentralization of production. It 1s the
excellent organizational structure that enables centralized decision making
about decentralized production facilitics overseas ur in small outlying commu-
nities.

Change in Nonmetropolitan Employment

Survey data from 275 nonmetropolitan counties across the United States
show a continual increase in manufacturing employment between 1947 and
1980, with an increas. of 10 percent after 1947, 3| percent between 1959 and
1970, and 8 percent between 1970 and 1980. The large increase of 31 percent
during the 1960s logically predates the population turnaround of the 1970s.

©Q Inastudy of manufacturing employment for the penod 1969 to 1975, James
E MC Miller (1980) examined the changes in employment by firm starts, closures,
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relocations, and expansionsscontractions. Miller considered employment
change 1n manufactuning by metropolitan/nonmetropolitan comparisons The
percentage change 1n employment due to starts and closures was similar for
metropolitan and nonmetropolitan areas between 1969 ard 1975. The increase
1n nonmetropoiitan uver metropulitan manufacturing employment during the
period, then, can be attributed to greater expansion of existing firms Employ-
ment change by relocation is not included because in Miller’s study it was very
small.

Breaking this down by regions, all nonmetropolitan areas of the four census
regions (Northeast, North Central, South, and West) faied better than metro-
politan areas, with the exception of the South. The gain in employment for
metropolitan areas was 4.4 percent compared with a gain of .2 percent in the
nonmetropolitan South. This 15 not too surprising wnen the unique conditions in
the rural South are considercd. The region has been more heavily industrialized
than other rural regions, particularly in low wage, labor intensive (LWLI)
industries such as textile and apparel. It is more densely populated and has
greater poverty and higher unemployment than other rural regions While a
population turnaround was taking place in other regions, the South was experi-
encing something different. lower population growth rates in nonmetropolitan
counties compared with southern metropolitan counties (Rosenfeldetal 1985)

Due to early industrialization and the mobility of these industries, parts of
the rural South have been adjusting to many of the same otrains as the
industnalized Northeast, and for basically the same reasons. Industries that can
are moving to areas of comparative advantage. For southern rural manufactur-
ing, this means pnmanly overseas locations for the LWLI industries. What is
left 1n its wake are pockets of high employment (Rosenfeld et al. 19%5).

Between 1975 and 1979 the nonmetropolitan counties of the United States
continued to increase their share of manufacturing cinployment compared with
metropolitan counties and the population turnaround continued In a study of
this period Long and DeAre (1983) conclude:

In rural counties manufacturing was the most important source of employ-
ment expression, providing 35 percent of employment growth in rural counties
adjacent to metropolitan areas and 26 percent in rural counties not adjacent to
metropolitan areas.

In large metropolitan areas (three million or greater), 40 percent of job
growth was 1 services. This study attributes the change in nonmetropolitan
employment and population to the “deconcentration” or decentralization of
manufacturing. They also brefly consider the early 1980s. During the recession
of the early 1980s, the level uf empluyment seems to have fallen slightly more in
nonmetropolitan than metropolitan areas, and the unemployment rate, after
being lower 1n nonmetropolitan territory throughout the 1970s, rose above the
metropolitan level in 1980, 1981, and 1982 (Long and DeAre 1983).

0‘
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¥ootloose Industries

Traditionally, “footloose™ industrics referred to LWLI industries at the
mature stage of the product cycle like textile, apparel, and consumer elec-
trenics The term refers to light manufacturing that requires relatively hittle
effort to relocate and does so primarily to take advantage of lower wage labor.
Thus it is suspected that much of the decline in LWLI industrics in non-
metropolitan arcas (metropolitan as well) is duc to the movement of these
industries to overscas locations. In the wake of the recent rash of plant closings
all across the United States, particularly in urban industrialized areas of the
Northeastern and North Central regions, it scems approprate to extend the label
of “footloose™ to other types of industrics that are also at a mature productcycle
stage Bluestone and Harrison (1982) argue that capital is moving, because 1t s
now able to move and at a faster rate. Production in rural arcas has traditionally
been LWLI Since the mid-1960s there has been proportionally less of this in
nonmetropolitan are s and more durable goods manufa.turing, paying a higher
wage.

The future stability of these industries is questionable. When an area 1s
industrialized and using unskilled labor, it is vulnerable to capital movement.
The decentralization of manufacturing production over the last 20 years has
tended to favor nonmetropolitan locations. However, in the future they could
lose productive facilitics to other areas with a comparative advantage.

Recent technological advances have enabled capital to move where 1t for-
merly could not, and at unprecedented rates. Aging industries in the industnal
belt are moving to rural areas and overseas locations, in some cases because
standardized production does not require the higiter skilled unionized work-
force, and in other cases because it is easies to build new facilitics than rebuild
outdated ones This decentralization of production has characteristics very
similar to footloose industry behavior, so that the reference to footloose indus-
tries has come to include some durable goods manufacturing as well as hight,
nondurable goods.

Another characteristic of plant closings is that most often they are branch
plants. A study by Barkley and Paulsen (1979) in Jowa concludes that locally
owned plants are more stable. Increasingly, plants are not owned locally. This
aspect of corporate structure is tied to the new global economy. The location
choices for multibranch and multinational corporations span the globe and the
differences in comparative advantage can be significant. The difference be-
tween wages of $.59 per hour in Mexico and $3.25 per hour 1n the United States
is great and often decisive in location choice.

The footloose nature of production jobs is acontributing factor in the decline
of middle income employment. The trend is toward a more bifurcated work-
force Central to this process of bifurcation is the loss of middle 1ncome
manufacturing employment compounded by the loss of middle range manage-
ment positions, which are being replaced with computerized information

O ndling The trend appears to be away from well paid manufacturing jobs 1n an

E MC dustrial economy to a service economy with high paying, highly skilled jobs
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on the une hand and low paying service and low shilled manufacturing jobs on
the other. This 1s a matter of distribution of wealth and is distinct from the
problems of hugh unempluyment and low economic growth (Kuttner 1983). Itis
mentioned here as a partial result of understrained movement of capital in the
global economy.

U.S. Industrial Policy

Change in the location of manufacturing in the United States, from metro-
politan to nonmetropolitan areas, from ovne region to another, and from the
United States to vverseas-lucations 1s an important part of the vverall economic
restructuning that hasbeen taking place vver the past 20 years. The movement of
caputal tu take advantage of low st production for higher profits and greater
competitiveness is not new. This had always been an essential consideration of
economic develupment and apital growth. Recently, however, the velocity of
capital movement has increased, and guestions are being raised about conse-
quences for individuals and communities (Bluestone and Harrison 1982, Sum
mers 1984). .

It 1s generally argued that capital must move for more efficient resource
allocation. There 15 nut general agreement, however, abuut how investment and
disinvestment devisions shuuld be made, and what rule governrment, labor, and
management should play. Under present policy, investment decisions are left to
private nvesturs based un their own assessment of optimal conditions for the
allocation of resources for luw cust production. The decisions are made withina
context of tax laws, customs codes, and other investment incentives and
disincentives. Although these issues are not analy zed here, they should be hept
in mund to recall that ‘free market™ dues and always has depended on guven
ment ntervention. This industrial pulicy debate centers arvund whether and
how to put in place additional controls on capital investment.

There are those, like Bluestone and Harrison, who believe the destruc-
tiveness and eXxuessiveness uf capital mobility need to be checked and con-
trolled with plant closing legislation. The thrust of the argument for such
legislation 1s to make corpurations .ad vther uwners of capital responsible to the
communities and workers dependent un them. It is a regulatory approach with
many parallels to environmental regulations.

Plant closing legislation has not been and does not appear likely to be
successful. The most voual opporent has written cxtensively against it on
several grounds (McKenzic 1984). First, per capita income is converging
among regions, proof the free market is, in the long run, working toward
equilibnium. Second, restrictions un business mobility will retard economic
expanston. Third, this sort of legislation is a threat to freedom. This final point
15 an 1deolugieal argument that 15 very important in this country, laiming that
owners of private pruperty should have the right tu dispuse of their property in
any way they chouse. it 1s frequently seen as the comerstone of individual

rights.
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Then there are those arguing for a comprehensive industrial policy to control
capital for greater U.S. competitiveness in the international market ( Thurow
1980; Reich 1983). It calls for a reorganization of covperative effort among
government, labor, and management to promote rising industries and reure
declining ones in a way that considers the losers, (the unempluyed) 1n a process
cither by developing human capital to meet the needs of rising industries (Reich
1983), or by helping labor move and adjust to the more rapid movement of
capital (Thurow 1980).

The arguments against an industrial policy are similar to the arguments
against plant closing legislation. In a recent article reviewing the industrial
policy debate, Norton (1986) considers its passing as having been in the best
interest of the U.S. economy. He argues that America’s diverse regional
characteristics have contributed to the adjustment tv econumie restructunng,
which the institutional structure of European countries does not allow. He
further argues that it is because of right-to-work states and low wage locales that
s0 much manufacturing employment has remained within Amenca’s national
borders. The emphasis should be placed, he claims, on the success of the
United States compared with that of uther countries. Norton achnowledges that
certain groups have been adversely affected by this adjustment, but concludes
that these sorts of adjustments are unavoidable and in the long run in the best
interest of the U.S. economy.

The national debate about industrial policy in the United States 1s relevant for
rural as well as urban commu..ities. Rural communities are very much tied to
international economic restructuring and need tv remain aware of their role in
relation to urban and foreign economies In addition, rural CUMMUNIES, a5 part
of larger cconomic changes, ar facing difficult adjustments to footlovse
industries and accompanying internal changes in sucial structure as exemphified
by a declining middle income group.

Summary

The trends in manufacturing employment, including its decline as 4 portion
of total employment, centralized decision making, and decentralization of
preduction, are trends that are important tv nonmetropolitan industrial employ-
ment The decline of manufacturing empluyment means that uther empluyment
sectors—services in particular—are becuming mwre important tv rural arcas
than in the past. Centralized decision making means less lucal control over
employment and less responsibility of firms to lucal community empluyment
needs The decentralization of production has meant, fu; 4 time, sume move-
ment of manufacturing production from urban centers tv less urbamized loca-
tions; however, with the internativnalization of production, nunmetropolitan
areas are facing increased competition from overseas. Many locations have
already been affected by these footloose industrics.

@ The effects of these trends on rural communities can be mure devastating
E lCan their effect on urban centers, due in part to the frequent lack of diversity
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within rural communities. Fundamental issues of where the responsibility lies
for employment and economic well-being of individuals and communities and
what 1nstitutional structures will most effectively respond to societal need are
1ssues yet to be resolved. The industrinl policy debate, therefore, has a great
deal of sigmficance for rural communities and they would be wise to follow and
participate in it.
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Chapter 5
Service-Producing Industries
in Economic Development

GLEN C. PULVER

The current economic situation in the United States, punctuated by high
unemployment and recurring budget crises, has stimulated intense analysis of
all opportunities available to Lrzate moure jubs, increase individual income. and
enlarge tax bases. Econumic policymakers in both urban and rural aceas are
beginning to recagnize that prospective sources of ciupluyment growth are apt
to be different from those of the past. There is little doubt that gouds producing
industries will continue to play 4 major role in state econumn development
pelicy. The larger question is, “Can the rapidly expanding senvice producing
sector serve as a base for economic growth in small uties and more rural
regions”™ If the answer is yes, then state and lueal policy mahers interested in
economic growth need to identify those things that stimulate e.npluyment
expansion in the service pioducing sector as well as the guods producing sector.

For a long time. regional cconumists have been interested in manipulating
public policy aimed at the economic development of spedific regions. Eco-
nomic development has been defined varivusly as an increase i the number of
new jobs, an increase in total income, and increase in per capita income. the
continuous generation of new svurces of wealth through entreprenesiship, or,
on occasion, simply us groups of people taking control of the sourees of thea
economic well being. Public investments in econumic well-being are rarely
based on a comprehensive analysis of real deselopment oppurtunities. Instead.
most are typified by the historiv preoccupation with goods producing indus-
tries, especially farming, forestry, mining. and manufactunng. For many years
these industries have been viewed as the most effective vehicle for creating jubs
and providing a basis for income growth.

Classic regional economic base theory divides the regivnal econumy into
high wage basic or export industries and low wage nunbasic loval industries, A
specific community s economic well being is enhanced by an influx of 1ncome
from other regions generated by exported items. Goods producing industries
are considered basic and the source of must wealth. Theory indicates that
income introduced by basic industries suppurts the nunbasic service producing
industries. It follows that the primary means for « communirs 0 improve its
income is to prodii» more goods and sell them to buyers wutside the region.
The relative econo.nic well being of any lucality, state, o nation 1s therefure
dependent upon its ability to produce and eaport gouds. Consequently. eco-
nomic development policy has been duminated by public investments 1n in-
‘rastructure aimed at stimulating growth of gouds producing industnes,

RIC
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especially manufactuning. Industrial parks are developed, improvements are
made 1n sewer and water systems, highways are upgraded, financial incentives
are provided, and industrial promotion programs are implemented

It1s the general thess uf this chapter that the simplistic application of export
base theory (assiuming that goods producing industries are the only source of
new wealth) 1s of limited relevance in advanced interdependent economies
where individuals choose among a range of services and goods such as costly
Iife insurance programs, complex health care, personal computers, video
cassette recorders, extended vacations, and recreation vehicles.

It 1s often unrecognized that the U.S. economy has changed substantially
over the past 60 years. In 1920, slightly more than two-thirds of American
workers were involved 1n goods production (see Figure 5.1). A substantial
percentage of them, 30.2 percent of the total U.S. population, lived and worked
on farms at that tme (Farm Population of the United States 1984, 1985). The
decline m absolute numbers involved in farming, combined with 60 years of
conwrasting growth 1 the number empioyed in manufactunng, has caused
regional economusts tu fovus on public policy affecting manufacturing. In the
1980s, well over two-thurds of the employed and self employed are in service
producing industries such as transportation, public utilities, trade, health care,
tounsm, business services, government, finance, insurance, and real estate.
The absolute number of empluyees in the goods producing sector has remained
relatvely constant for 60 years, at slightly less than 30 million. Since 1979,
employment 1n the goods producing sector has :tually declined. On the other
hand, the number of empluyees i the service producing sector increased from
about 14 million 1n 1920 to over 70 million in 1985. Service producing
industnies have been the basis of almost all 1980s employment growth.

Increased production efficiency, or the ability to produce more goods per
unit of mput, is the result of application of science and technology in agri-
culture, construction, manufacturing, and mining. This efficiency produces
new wealth and increased expenditures in both the goods aid service producing
secturs. Historie investments 1n knowledge generation and dissemination have
enabled the United States to support a large Social Security program, space
caploration, comprehensive health care, suphisticated business and individual
financial services, and an ever expanding tou..om industry in addition to a high
tevel of goods production. It is entirely possible that the absolute number of
people required for gouds production in the United States has begun a long term
decline.

The fundamental question then is, “Can service producing industries serve
as the basie expurt sector for small cities and rural regions?" Little employment
growth can be expected in either farming or manufacturing sectors. If people
hope to remain 1n small cities and rura: regions and yet still share equitably in
the economc future of the United States, it will be necessary f.. them to find
job opportunities in the service producing sector. Policy makers will need aclear
understanding of the service pruducing sector’s prospective role as an employ
ment and income base. It 1s critical to know if services can be exported outside
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Chapter 5
Service-Producing Industries
in Economic Development

GLEN C. PULVER

The current economic situation in the United States, punctuated by high
unemployment and recurring budget crises, has stimulated intense analysis of
all opportunities available to create more jobs, increase individual income, and
enlarge tax bases. Economic policymakers in both urban and rural areas are
beginning to recognize that prospective sources of employment growth are apt
to be different from those of the pasi. There is fittie doubt tat gevds producing
industries will continue to play a major role in state economic development
policy. The larger question is, “Can the rapidly expanding service producing
sector serve as a base for economic growth in sinall cities and more rural
regions™” If the answer is yes, then state and local policymakers interested in
economic growth need to identify those things that stimulate employment
expansion in the service producing sector as well as the goods producing sector.

For a long time, regional economizts have been interested in manipulating
public policy aimed at the economic development of specific regions. Eco-
nomic development has been defined variously as an increase in the number of
new jobs, an increase in total income, and increase in per capita income, the
continuous generation of new sources of wealth through entrepreneurshup, or,
on occasion, simply as groups of people taking control of the sources of their
economic well-being. Public investments :n economic well-being are rarely
based on a comprehensive analysis of real development vpportumities. Instead,
niost are typified by the historic preoccupation with goods producing indus-
tries, especially farming, forestry, mining, and manufacturing. For many years
these industries have been viewed as the most effective vehicle for creating jobs
and providing a basis for incon:e growth.

Classic regional economic basc theory divides the regional economy nto
high wage basic or export industries and low wage nonbasic local industnies. A
specific community’s economi: well -being is enhanced by an influx of income
from other regions geneiated by exported items. Goods producing industries
are considered basic and the source of most wealth. Theory indicates that
income introduced by basic industries suppurts the nonbasic service producing
industries. It follows that the primary means for a community to 1mprove its
income is to produce more goods and sell them to buyers outside the region.
The relative economic well-being of any locality, state, or nation is therefore
dependent upon its &bility to produce and export goods. Consequently, eco-
nomic development policy has been dominated by public investments i n-
“-astructure aimed at stimulating growth of gouds producing industries,
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especially manufactuning. Industnal parks are developed, improvements are
made 1n sewer and water systems, highways are upgraded, financial ince. tives
are provided, and industnal promotion programs are implemented.

It 1s the general thesis of this chapter that the simplistic application of export
base theory (assuming that goods produving industries are the only source of
new wealth) 1s of limued relevance in advanced interdependent economies
where individuals chovse among a range of services and goods such as costly
Iife insurance programs, complex health care, personal computers, video
cassette recorders, extended vacations, and recreation vehicles.

It 1s often unrecognized that the U.S. economy has changed substantially
over the past 60 years. In 1920, slightly more than two-thirds of American
workers were involved in goods production (see Figure 5.1). A substantial
percentage of them, 30.2 percent of the total U.S. population, lived and worked
on faffiis i diat time (Farm Popuiation of the United States 1984, 1985). The
decline 1n absolute numbers involved in farming, combined with 60 years of
contrasting growth n the number empluyed in manufacturing, has caused
regional economusts to fowus un public policy affecting manufacturing. In the
1980s, well over two-thirds of the employed and self employed are in service
producing sndustries such as transportation, public utilities, trade, health care,
tounism, business services, government, finance, insurance, and real estate.
The absolute number of employees in the goods producing sector has remained
relatively constant for 60 years, at slightly less than 30 million. Since 1979,
employment in the goods producing sector has actually declined. On the other
hand, the number of empluyees in the service produ.ing sector increased from
about 14 mullion n 1920 to over 70 million in 1985. Service producing
industnies have been the basis of almost all 1980s employment growth.

Increased production fficiency, or the ability to produce more goods per
unit of input, 1s the result of application of science and technology in agri-
culture, construction, manufacturing, and mining. This efficiency produces
new wealth and increased expenditures in both the goods and service producing
sectors. Historic investments in knowledge generation and dissemination have
enabled the United States to support a large Social Security program, space
explurauon, comprehensive health care, sophisticated business and individual
financuial services, and an ever expanding tourism industry in addition to a high
ievel of goods production. It 1s entirely possible that the absolute number of
people required fur goods production in the United States has begun a long term
decline.

The fundamental question then 15, “Can service producing industries serve
as the basic export sector for small cities and rural regions?™ Little employment
growth can be expected 1n either farming or manufacturing sectors. If people
hope to remain 1n small ities and rural regions and yet still share equitably in
the economuic future of the United States, it will be necessary for them to find
jov opportunities in the service producing sector. Polivymakers will need a clear
understanding of the service producing sector’s prospedtive role as an employ

E l{[lc ment and ncome base. It 1s cntical to know if services can be exported outside
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of a region, or if they are locationally linked to the goods producing sector. It1s
also important to know if they are, as some suggest, all low wage industnies. If 1t
can be shown that some service producing industries are indeed basic employ-
ers, it may be possible to influence the location and growth of these industnies
through public policy, much like present efforts aimed at manufactunng.

Recent Research

The service producing sector’s increasing importance as a source of U.S.
employment has prompted a more careful examination of the sector’s role in
regional economic development. Almost all important research on this topic 1s
lees than 15 years old. Among eariier pieces of work were North's “Export and
Regional Economic Growth” (1956), Gershuny s After Industrial Society. The
Emerging Self-Service Economy (1978), Singleman’s From Agriculture to
Services (1978), Stanback’s Understanding the Service Economy (1979), and
Smith and Pulver’s “Nonmanufacturing Business as a Growth Altemative 1n
Nonmetropolitan Areas” (1981). Most of these witers suggest there are no clear
theoretical reasons why service producing industries cannot serve as basic or
export employers, as manufacturing does. Much of this early work focused on
the classification of service producing industries, such as Singleman’s six
categories: (1) distributive, (2) complex or corporate activities, (3) nonprofit
services, (4) retail services, (5) consumer services, and (6) government
services.

Most empirical work on the topic has been published in the 1980s. The work
of Smithand Pulver (1981) was one of the first empirical studies to focus directly
on the service sector’s export capability. In 1975 they surveyed a range of
Wisconsin’s service producing industries to determine the economic impact of
these industries on the community. Along with Ashton and Sternal (1978),
Gruenstein and Guerra (1981), and later Beyers et al. (1985), Smuth and Pulver
found that service producing industries act as exporters. Ashton and Sternai’s
1978 survey of New England service ; :oducing industries found that 20 percent
exp~~*=d more than 50 percent of their sales outside the region. Gruenstein and
Guer. conclude in their 1981 study that “the service sector’s growth 1s not
merely parasitic on manufacturing but is a dynamic force for economic devel-
opment in its own right.” Beyers, Alvine, and Johnson, in their 1985 survey of
Puget Sound business, report that exports from the service sector account for
more jobs than similar activity in the goods producing s=ctor 1n that region.

Sharply contrasting conclusions are reached by Falk and Broner (1980),
Riefler (1976), and Noyelle (1983). In their 1980 report, Falk and Broner
conclude that employment growth in the service producing sector can only be
achieved by simultaneous development of the gouds producing sector. They
used a series of regressions with 1950 to 1970 data for the 48 conterminous
states in the United States. Riefer’s regressions using 1969 BEA data indicate
that services (excluding government) are oriented toward ocal markets. In 1983
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Noyelle indicated that service growth in most occupations is linked to manufac-
tuning growth. He concluded that producer and business-oriented services
accounted for approximately 40 percent of GNP in 1977, and Stanback (1979)
considers these the most productive service producing industries. Linkages
between metropolitan areas specializing in production of final goods and
intermediate services are discussed by Noyelle, and he indicates that agglomer-
ation economies between like producers exist. In contrast, the most common
chients of services in the Puget Sound study were other service firms, followed
by govemnments and households. This casts doubt on the supposed absolute
direct dependence of services on manufacturing.

There 1s also some disagreement over the nfluence firm size has on export
levels of service producing businesses. The New England and Wisconsin
su1 seys produced evidence that large service producing firms are inclined to be
exporters.

Service industnies as a whole generate lower wages than manufacturing.
Stanback (1979) states this 15 true because women play a larger role in services,
and a greater share of the work 1s part time, so the earnings structure is skewed
unfavorably. Daniels (1982) indicates this is due in part because service work is
easier to enter and allows more self employment. Shelp (1985) argues it is
important to differentiate bet.een and within industries. He contends that over
half of all U.S. service workers are n highly skilled white collar occupations.
Wages and salanes vary greatly within the service producing sector. For
example, wages in the computer suitware program writing industry ire com-
petitive with those 1n manufacturing, while those in the eati., .nd drinking
industry are not. An article in Fortune (Coalition of Service Industries 1985)
argues that much of the service sector’s employment will be upscaled through
efforts such as tramning ty pists to use word processors. This would in turn allow
higher incomes through greater productivity.

The literature contains lengthy debate regarding the relative productivity of
the service producing sector. It ranges from Stanback (1979} who sees little
pctential for productivity increases in the service sector, and Ruebens (1981),
wlo blames the productivity slowdown in the United States on the lagging
productivity of the services sector, to Cook (1983), who describes the wealth
producing forees of the ecunumy as the intellectual and organizational skills at
the very core of services. The article in Fortune states that in recent years
producnvity has increased at a higher rate in service :ndustries than in manufac
turing, focusing on the question of lung run vulnerability uf service producing
industries.

Location of Service Producing Industries

A number of recent studies have examined factors associated with specific
location of service producing industries. These studies continue the debate
regarding the necessity of proximit, to manufacturing and population. Stan-
back asserts that since services output cannot be stored or shipped, service
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producing establishments tend to be located neai their customers. Daniels
(1982) agrees that easy, inexpensive consumer access is importart, as well as
transport and communication facilities and labor force size and shills. Beyers et
al (1985) conclude that one-third of service firms in their study chose tu locate
in the Puget Sound region because their founders lived there, while onc-fifth
chose the location because of major considerations. Smith and Pulver (1981)
found the variables influencing services firm locations are not greatly different
from those of manufacturing firms, except that scrvice industnes are more
concerned about personal considerations of owners and managers.

In a 1985 study, Cotter (1985) found great variation in factors associated with
the location of specific service producing industries. The study exarmines the
location of employment in 40 U.S. industries that the Bureau uf Labor Statistics
projects wiil experience the greatest job growth between 1982 and 1995. Job
growth is defined in absolute numbers of net new jobs rather than percentage
change, and the 40 industries represent approxi.nately two-thirds of expected
U S. employment growth during the period. The service sector accounts for 31
of the 40 industries. The study first considers locatiun of job growth between
1976 and 1981 using a 10 percent sample of U.S. counties, stratified by
metropolitan, adjacent to metropolitan, and nonmetropolitan. County Business
Patterns 1976 (1981) is the data source. Multivariate regression techniques
analyze the factors hypothesized to influence the location of high employment
growth industries at the county level in Wiscunsin. Variables such as industnal
linkages, population, road miles, railroad miles, tourism, industrial sites, and
local development organizations are considered.

Between 1976 and 1981, high growth industrial employment rates were
highest in adjacent to metropolitan counties, reaching 31.9 percent. Growth
rates were 25 percent in metropolitan counties and 20 percent in non-
metropolitan counties. Employment change in the high growth industnes
accounted for 54.7 percent of total industrial change in metropulitan counties.
In absolute numbers of new jobs generated in metiupolitan counties, eight of the
top 10 industries were service pr- ‘ucing. In adjacent to metropolitan counties,
37.7 percent of the employment change was accounted for by high growth
industries. Nine of the top 10 were service producing and the tenth was a
construction industry. In nonmetropolitan counties, 31.7 percent of employ-
ment growth came from high growth indus.ries. All 10 of the top pruducers of
new jobs were service industries. High growth industries had a stronger
influence on job growth in more urban areas, but service producing industries
had a strong influence in rural areas. This is apt to be even mure cummon 1n the
next 10 years.

In 1984 the Bureau of Labor Statistics estimated expected employment
growth by industry for the United States between 1984 and 1995. The 40
industries in the 1984 estimate, in order of expected growth, are shown 1n Table
5 1 The top 40 in the 1984 estimate were slightly different from those studied
by Cotter (1985). A review of the 10 industries expected to produue the most
iobs using the lccation variables analyzed in Cotter’s study is quite revealing
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Figure 5.1. Total U.S. Goods and Service
Industries
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Flgure 5.1. Total U.S. Goods and Service Industries

Source. National Commission on Empioyment Policy, "he Work Revolution,

8th Annual Report, Washington, D. C. Decemuer, 1982

SOURCE. National Commission on Employment Policy, The Work Revolution,
8th Annual Report, Wachington, D.C. December 1982.

SIC 580: Eating and Drinking Places

Ths single industry, which is anucipated to produce the most new jobs, was
the largest generator of new Jobs in all three county types between 1976 and
1981. In metropolitan areus, its presence is positively related .o per cap:*a
income and positrvely linked to the number of tradz establishmenits. In adjacent
to metropolitan areas, it 1s positively associated with per capita ircome, number
of trade establishments, railroad miles, ruad density, and number of industrial
sites. In nonmetropolitan areas it is positively related to road density and
railroad miles.

SIC 739: Miscellaneous Business Services

As abroad group of industries, business services are expected to generate the
most new jobs between 1984 and 1995. Miscellaneous business services include
research and development laboratories, consulting services, protective ser
vices, equipment rental and leasing, photofinishing laboratories, and commer
cial testing. It has grown rapidly in all three county types, although the slowest
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rate occurs in metropolitan counties. In adjacent to metropoistan counties, per
capita employment in this sector is positively associated with the number of
finance, insurance, real estate and service establishments, the number of
industrial sites, and the presence of local development organizations. ' non-
metropolitan areas it is positively associated with railroad mileage. This .ndus-
try has no significant location linkage with the number of manufacturing
establishments.

SIC 737: Computer and Data Processing Services

Between 1976 and 1981, this industry grew in metropolitan counties only. In
metropolitan areas, location of computer and data processing services 1s
positively associated with the number of finance, insurance, real estate and
service establishments, industrial sites, and local development organizations.

SIC 820: Zducational Services

The industry with the fourth largest projected job growth is educational
services It has experienced high rates of growth in all three county types, but
has had slightly nigher rates in adjacent to metropolitan counties. This industry
is positively linked with few variables—the number of manutacturing establisn-
ments in metropolitan areas and the number of trade establishments elsewhere.,

SIC 736: Personnel Supply Services

Personnel supply services, projected to be fifth in net new employment,
appears to be growing in metropolitan areas only. Cotter’s analysis uncovered
no significant location variables in metropolitan areas. In adjacent to metro-
politan areas, employment in the industry positively relates to the number of
finance, insurance, real estate and service establishments, number of industnal
sites, and local development organizations. The number of manufacturing
establishments has no significant relationship to employment in personnel
supply services.

SIC 805: Nursing and Personal Care Facilities

Nursing and personal care facilities have grown more rapidly in adjacent to
metropolitan and nonmetropolitan counties than in metropolitan counties.
Employment is positively associated with the number of trade establishments mn
both metropolitan and adjacent to metropolitan areas, as well as per capita
income in metropolitan areas. The only significant variable in nonmetropolitan
areas is railroad mileage.

SIC 541: Grocery Stores

The growth rate of grocery stores was nearly equal in all three county types.
This industry is clearly residentiary. In metropolitan areas, it positively relates
to per capita income and number of trade establishments but negauvely relates
to number of service and manufacturing establishments, road density, and

O dustrial sites. In adjacent to metropolitan areas, per capita empioyment 1n
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manufacturing establishments. In nonmetropolitan areas, there are no signifi-
cant relationships between employment in this sector and the variables ana-
lyzed.

SIC 531: Department Stores

Growth rates n department store employment were strongest in non-
metropolitan and adjacent to metropolitan areas between 1976 and 1981 In
metropolitan areas, per capita empluyment in department stores is linked with
per capita income and number of trade establishments. In adjacent to metro-
politan areas, 1t 1s associated with per capita income and number of manufactur-
ing establishments. There are no significantly associated variables in
nonmetropolitan counties.

SIC 508: Machinery, Equipment, and Supplies Wholesalers

Ninth i expected employment growth between 1984 and 1995 is the whole-
saling of machinery and equipment. This industry has grown much faster in
adjacent to metropolitan and metropolitan areas than in nonmetropolitan areas
As mught be expected, 1ts location positively relates to the number of manufac-
turing establishments. In adjacent to metropolitan areas, it also positively
relates to per capita income. In nonmetropolitan areas, it positively relates to
number of industrial sites.

SIC 801: Offices of Physicians

In general, health care industries are among the fastest growing broad
industrial sectors. Physicians' offices are expected to produce 405,500 new jobs
between 1984 and 1995. Interestingly, employment in this industry grew rapidly
i all three county types, but growth was fastest in adjacent to metropolitan
areas. Employment in physicians’ offices positively relates to number of trade
establishments 1n metropolitan and adjacent counties. It also positively links
with the number of transportation and utility establishments and industrial sites
in metropolitan areas. It is positively linked to the number of manufacturing
establishments 1n adjacent to metropolitan counties and number of service
establishments in nonmetropolitan counties.
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Conclusion

The top 10 high-growth industries are projected to produce 6,159,000 jobs
between 1984 and 1985. Two of the 10—SIC 737, computer and data processing
services and SIC 736, personnel supply services—grew in employment be-
tween 1976 and 1981 in metropolitan areas only. The other seven grew 1n all
three county types, freq.ently more rapidly in adjacent to metrcpolitan and
nonmetropolitan counties than in metropolitan counties. Factors associated
with the location of these industries vary widely, and thus are quite specific to
SICtype As in manufacturing, targeting the search for andior inducements to
the location and expansion of firms within specific industries seems critical. In
general, there appear to be no negative factors limiting the location of mgh
growth industries in small cities.
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Table 5.1. Projected High Employment Growth
Industries

Projected
Employment

Growth
SIC 1984-1995
Code Title (in thousands)
580 Eating and Drinking Places 1255.9
739 Miscellaneous Business Services 801.4
737  Computer and Data Processing Services 675.6
820 Educational Services (Incl. State & Local) 618.9
736 Personnel Supply Services 546.6
805 Nursing and Personal Care Facilities 505.4
541 Grocery Stores 499.1
531 Department Stores 441.1
508 Machine,, Bquipmcat, and Supplies (Wholesale) 409.5
801 Offices of Physicians 405.5
810 Legal Services 399.7
734 Services to Buildings 3339
891 Engineering and Architectural Services 325.5
930  Local Gov't. (Ex Hosp & Ed) 316.3
920  State Gov't. (Ex Hosp & Ed) 311.2
806 Hospitals (Incl. State & Local) 2879
421 Trucking, Local and Distance 246.8
701 Hotels, Motels, and Tourist Courts 246.4
357  Office and Computing Machines 229.6
799 Misc. Amusement and Recreation Services 212.7
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893
808
594
367
836

366
307
809
602
489

804
753
633
154
802

832
49§
275
514
621

Accounting, Auditing, and Bookkeeping
Outpatient Care Facilities

Misc. Shopping Goods Stores
Electronic Components and Accessories
Residential Care

Communication Equipment

Misc. Plastic Products

Health and Allied Services, N.E.C.
Commercial and Stock Savings Banks
Communication Services, N.E.C.

Office of Other Health Practitioners
Automotive Repair Shops

Fire, Marine and Casualty Insurance
Nonresidential Building Construction
Office of Dentists

Individual and Family Social Services
Electric Services

Commercial Printing

Groceries and Related Products (Wholesale)
Security Brokers and Dealers

205.4
199.3
181.9
173.7
172.8

169.9
167.3
164.0
161.8
149.6

141.9
136.8
134.0
132.3
125.3

105.3

tNA O
ut.”

97.2
95.8
94.9

39

SOURCE: Bureau of Labor Statistics {985.
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Table 5.2. Employment Change of 10 High Growth

Industries in the United States

SIC

Industry

Metropolitan

Adjacent to Metro  Nonmetropolitan

% of Growth

% of Growth

% of Growth
Total Ind. Rate (%) Total Ind. Rate (%) Total Ind. Rate (%)
Emp. Chg. 1976-81 Emp. Chg. 1976-81 Emp. Chg. 1976-81

581
139
37

820

736
805

541
s
508

801

Eating and Dnnking
Misc. Business Services
Computer and Data
Processing Services
Educational Services
(In¢. State and Local
Personne] Supply
Nursing .. Personal
Care Facilities
Grocery Stores
Department Stores

Machinery, Equipraent. and

Supplies Wholesalers
Offices of Physicians

2.80
241
.67

2.66
D)

81
2230
412

79.78

27.88
o404

40,49
17.39
4.82

25.76
I8 I8

1071
LY

-0.01

74
R

449
3.87
1.27

1w
1.97

Kk T
Y9.88

1077

4488
0.00

95.56
2370
24 34

4.7
3197

12.63
86

.00

A9
~0.14

a9
299
1.92

.97
154

29.92
60.38

0.00

25.07
= 100.00

75.18
16,53
3396

9.67
36.78

SOURCE: Cotter 1985.
*Catculated trom 1976 and 1981 Cutenny Business Faticras data using o stratified rardum sample of
U.S. wonnties.
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Chapter 6
Right-To-Work and
Community Job Creation

THOMAS A. HIRSCHL and GENE F. SUMMERS

The Taft-Hartley Labor Relations Act was passed by Congress in 1947. It
gave states the right to pass laws prohibiting clvsed union shops. Since 1947, 19
states have adopted Right-To- Work (RTW) legislation. It 1s Jear from Tabie 6.1
that RTW states are concentrated in the South. In the Midwest only Iowa,
Kansas, Nebraska, N 'rth Dakota, and South Dakota are RTW states.

The usual argument for adopting RTW is that it enhances a state’s attrac-
tiveness to industry since it weakens labor unions’ ability to organize and to
demand high wages and other worker benefits. RTW states should have a
competitive advantage in attracting industrial capital to create Jjobs. The recent
decision by General Motors Corporation to locate sts Saturn plant in Spring
Hill, Tennessee is a case in point, since Tennessee is an RTW state.

In 1984, Robert Newman showed that RTW encouraged industrial growth.
Newmar measuted state level (hange in industrial employnmient from 1957 to
1979 and compared state rates with national growth, RTW states gamed rela-
tively more employment, even when several other factors were tahen nto
uccount. The effect was stronger outside the southemn states.

However, Hirschl et al. recently completed a study for the North Central
Regional Center that indicates that RTW effects on employment growth ditter
by type of indu.try and over time. RTW states were winning the race for new
jobs only in those industries dominated by o small number of large muluple
location firms, and then only during the 1970s. For some industries, RTW stetes
lost jobs This is due to a complex set of fuctors involy ing industnal organiza-
tion, labor unions, and labor-management relations.

Labor Unions and Industrial Organization

Inour study we assigned industries to either the concentrated or competitive
sector (sec Table 6.2). The original idea for this dual econvmy with competitive
and concentrated sectors originated with Aventt (1967), Galbraith (1975), and
O’Conner (1973). Industries are classified as concentrated if, on a national
level. a few very large firms control industry pruduction. These firms control a
high share of final product markets, have some power to set prices, and control a
large share of the industry s productive capacity. Thus, production in concen-
trated industries is dominated by a small number of large multi-unit firn. that

ke substantial capital commitments over luag periods of ume. Cov etition

e e e ]

E lClong these oligopolistic firms proceeds through product differentiation,
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advertising, and technological nnovation, not generally through price
competition.

Firms 1n concentrated industries maintain their competitive advantage
through implementing and developing new technolugies, often with assistance
from government research and development. Thus, concentrated industnes
tend to be the most dynamic in technological change.

In the competitive sector, firms lack the organizational and financial ability
to cre~te technulogical innovatio' 5 on a scale equivalent tu concentrated sector
firms. Competiuon among firms 1n this sector pruceeds mainly through final
product pnicing and cust minimization within already existing technologies.
Industries where compeutive firms predominate expenence slower rates of
technological 1nnovation compared to industries where coneentrated firms
predominate.

Looking at Table 6.2, 1t 15 apparent that the concentrated sector is made up
largely of industnes manufactuning durable goods, and providing transpurta-
tion servives and communicatiun serices. The competitive sector is populated
by manufacturing of nondurable guuds, especially foud and teatiles, and a wide
range of business and personal service industries.

Labor markets operate differently 1n the competitive and concentrated
sectors. Employment 15 more stable 1n labur markets assuciated with concen-
trated industries, wages are higher, and there is mure opportunity for job
advancement. The market power and high profitability of cur.entrated firms
make it possible for them to pay higher wages.

Labor umons are mure able to function 1n the coneentrated sector than in the
competitive sector. Unions van even be a useful mechanism of labur control for
cuneentrated firms able and willing to pay union wages. Unions provide an
adued dimension of empluyee stability by jouintly estabhshing gne -ance pro-
cedures, scniority rules, and wage and salary rates. In addition, unians con-
stitute a form of political organization for promoting the mutual intereows +§
monopoly firms and union labor.

Firms 1n the concentrated sector benc fit from shurt run mounupuly positions
in product markets, usually as a result of technological innovations. New
pruducts give them a tempurary mounopoly that generates high rates of retumn tu
capital invested, sume of which can be passed un tv employees. Organized
labor has taken advantage of this greater ability to pay and has focused its efforts
on the concentrated sector, with considerable success.

It is our expectation that the higher wages demanded by labu. in the
concentrated sector are grudgingly paid in part as a cost for gicater labor
stability. It 1s a price these firms van afford, but given an oppurtunity would
reduce or ehminate. RTW may provide an institutivnal mechanism fur creating
such a cost reduction in labor costs.

Competitive sector industries are less Iikely tu be unionized. Price competi-
tion among firms 1n competitive industries rutlitates against univnism. Labor
costs associated with union wages could potentially destroy or damage a
competitive sector. Cunsequently, unionizativi 1s loy among industries in the
competitive sector.
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RTW thus provides an institutional mechanism that firms in the cuncentrated
sector may use to control and counterbalanie union power, but has lutle
consequence in the competitive sector. To take advantage of RTW, concentrated
sector firms must possess a degree of flexibility in their vrganization of
production that permits them to locate or expand at least sume of their opera-
tions in RTW states. Previous research indicates that this capability 1s present
(Erickson and Leinbach 1979, Haren and Holling 1979, Summers et al. 1976).
Locational strategies appear to be integral to investment deuistons of modemn
firms; indeed, the increasingly transnational haracter of many modemn firms
suggests that location decisions figure prominently in most firm strategies.

Specifics of the Study

To assess the validity of these ideas, we seleted a 10 percent probability
sample of counties that were nonmetropolitan n 1950, stratified by major
census region. The Midwest, Northeast, South, and West. Since 1950, 45
counties have been redesignated metropolitan. This 1s desirable because it
allows us to ¢sserve what has happened to rural America over the past 30 years
rather than merely describing the effects of RTW in that part of America
remaining rural throughout these decades.

The data used in the analysis are drawn from secondary sources including
the Census of Population and Housing, Census of Goernment, and the Register
of Zeporting Labor Organizations. Be.ause government agencies vollect data
in different years, the variables are not all mezsured in the same years.
Measurement years are approximately 1950, 1960, 1970, and 1980.

A multiple regression model to explain employment changes was estimated
for the sample as a whole and separately for the Midwest and Suuth. The model
could not be estimated for the Northeast and the West because the number of
counties in RTW states are too few to allow for a robust statistical test.

Comparing the average employment figures 1n Table 6.3, it is readily
apparent that more rural county residents work in the competitive sector than in
the concentrated sector. However, it is also apparent that employment in the
concentrated sector grew faster than competitive sector employment over the
period 1950 to 1980. The bulk of the growth occurred dunng the 1970s when
rural industrialization and the *“populativn turnarvund” caused some people to
talk about a rural renaissance.

It is also worth noting that in 1950 Midwestern rural counties had more
employment in both industrial sectors than counties 1n the South. By 1980, the
situation was reversed. Both regions were growing, but the South won the race
in both industrial sectors. The question being ashed is whether RTW legislation
was an important factor.

&
<




44 COMMUNITY ECONOMIC VITALITY

Estimating RTW Effects

Using the changes in employment from 1950 to 1980, we estimated the effect
of RTW legislation within the Midwest and the South separately. The statistical
procedures used allowed us tu control for the effects of differences in taxation,
proximity to a large urban area, number of union locals in the county, and
median education of county residents. Because we expected RTW effects to be
different 1n the concentrated and competitive sectors, they are analyzed sepa-
rately.

Concentrated Sector

The RTW legislation appears to have had an effect only in the 1970s,
particularly 1n the South tsee Table 6.4). During 1950 to 1960 and 1960 t0 1970,
the RTW coefficients were statistically nonsignificant. Then during 1970 to
1980 the coefficients were pusitive 1n buth regions and siatistically significant in
the South. This means that 1n the South rural counties in RTW states grew faster
than rural counties 1n states without RTW. Adopting RTW legislation did have
an effect within the South, but only during the 1970s.

In the Midwest, RTW had no effect on employment growth in the concen-
trated sector. RTW gave lowa, Kansas, Nebraska, North Dakota, and South
Dakota no advantage over other midwestern states at all.

Competitive Sector

Although RTW had some positive impact on concentrated sector employ-
ment change, this was not the case for the competitive sector. RTW had no
statistically significant effect on proportional change in competitive sector
employment during 1950 to 1960 or 1970 to 1980. There is some evidence of a
negative impact of RTW on competitive sector employment. Estimations for
1960 to 1970 1ndicate that RTW counties 1n the South had lower proportional
employment change than did non-RTW counties. This negative impact was
stronger 1n the Midwest. It seems clear that RTW laws did not heighten growth
rates in the competitive sector, and may have even suppressed them for a period
of time.

Summary and Conclusions

At least during the decade of 1970 to 1980, rural communities in southern
states with RTW laws appeared to have had a slight competitive advantage over
non-RTW communities with regard to rate of concentrated sector employment
growth.

This competiuve advantage did not exist from 1950 to 1970. There are at
least two plausible explanations for this pattern. First, the corporate strategy of
moving operations to fural communities with RTW laws may not have been
widespread until 1970. The process of nunmetropolitan industrial development
did not begin on a large scale until the late 1950s or early 1960s (Haren and
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Holling 1979). But it may be that the practice of rural industrialization was not
widespread across all concentrated industries until the latter part of the 1960s. It
was only then that the concentrated sector as a whole began to show positive
growth rates in rural communities with RTW.

Second, the 1970s was a period of increased competition nationally and
internationally among oligopolistic firms (Drucker 1980). In the context of
increasing competition, cost minimiza a becomes a more active organiza-
tional imperative, and locating a greawcr share of firm activities 1n rural
communities with RTW laws is one possible method of pursuing cost
minimization.

While RTW does appear to give a slight competitive advantage to rural
southern communities with respect to concentrated sector euployment growth
rates, this advantage does not exist in the Midwest or with regard to the
competitive sector. The rate of competitive sector employment was unaffected
by RTW, and in some instances affected negatively by RTW. Since more
nonmetropolitan residents work in the competitive sector, the overall value of
RTW for rural employment growth is distinctly limited.

Table 6.1. States with Right-to-Work Laws

Year of Year of
State Adoption State Adoption
Alabama 1953 Nevada 1951
Arizona 1946 North Carolina 1947
Arkansas 1944 North Dakota 1947
Florida 1944 South Carolina 1954
Georgia 1947 South Dakota 1946
Jowa 1947 Tennessee 1947
Kansas 1958 Texas 1947
Louisiana 1977 Utah 1955
Mississippi 1954 Virginia 1947
Nebraska 1946 Wyoming 1963
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Table 6.2. Classification of Industries by Industrial

Sector

Sector
Industry
Agriculture, Forestry, and Fisheries Competitive
Mining Concentrated
Construction Concentrated*
Durable Manufacturing
Furniture, Lumber, and Wood Products Competitive
Metal Industries Concentrated
Machinery, except Electrical Concentrated
Electrical Machinery, Equipment and Supplies Concentrated
Transportation Vehicles and Equipment Concentrated
Miscellaneous Durable Manufacturing Concentrated
Nondurabie Manufacturing
Food and Kindred Products Competitive*
Textile Mill Products (Including Apparels) Competitive
Printing, Publishing and Allied Products Concentrated
Chemicals and Allied Products Concentrated
Miscellaneous Nondurable Manufacturing Competitive
Service Industries
Railroad and Railway Expres:, Services Conceutrated
Trucking Service and Warehousing Concentrated*
Other Transportation Services Concentrated*
Communications Services Concentrated
Wholesale Trade Competitive
Food, Bakery, and Dairy Stores Competitive
Eating and Drinking Places Competitive
Other Retail Trade Industries Competitive
Finance, Insurance, and Real Estate Services Competitive
Business and Repair Services Competitive
Private Households Competitive
Personal Services Competitive
Entertainment and Recreation Services Competitive
Hospitals and Other Health Services Competitive
Welfare, Religious, and Nonprofit Organizations Competitive
Legal, Engineering, and Other Professional Services Competitive

SOURCE: Bloomquist and Summers 1982.

*Industries classified differently from Hodson (1978a), because of differences
with ooth Bibb and Form (1977) and Beck et al. (1978). See Table A, in Beck et




Table 6.3. County Means and Standard Deviztivis for Selected Variables

Year
1950 1960 1970 1980
Variable Region Mean s.d. Mean s.d. Mean s.d. Mean s.d. N
Concentrated Sector Nonmet 1862 2806 1868 2730 2277 3195 3499 4494 275
Employment Midwest 2007 3075 1923 2986 2250 3370 2929 3752 96
South 1200 1387 1333 1589 1835 2375 3287 4311 127
Competitive Sector Nonmet 5579 5266 5462 5684 5906 6791 7041 9300 275
Employment Midwest 5074 4043 4838 4092 4825 4474 5209 5011 96
South 4741 3516 4429 3749 4859 4651 6076 7598 127
Per Capita Local Nonmet 30.7 26.8 96.3 57.2 47.0 4.2 55.8 51.7 275
Tax* Midwest 36.9 244 131.7 44.3 49.2 32.2 52.4 333 96
South 20.4 20.5 59.2 46.0 33.9 30.8 51.1 59.1 127
RTW Nonmet 425 .495 .520 .501 .520 .501 .520 501 275
Midwest .365 .483 .438 500 .438 .500 .438 500 96
South .632 484 71 .421 771 421 771 421 127
Median Level of Nonmet 8.32 1.17 9.09 1.29 10.5 1.48 e 275
Education, Males Midwest 8.86 554 9.48 .983 10.9 1.25 96
South 7.61 1.23 8.38 1.12 9.68 1.38 127
Miles to SMSA. Nonmet 79.4 51.5 275
1970 Midwest 93.8 64.8 96
South 62.9 28.6 127
Number of Union  Nonmet 4.00 9.58 275
Locals, 1968 Midwest 4.48 10.44 96
South 2.19 6.74 127

*Figures are in constant dollars (adjusted for inflation) where the 1967 dollar is unity.
*Because we used the level of education at the beginning of the decade, the variable value for 1980 1s not in the analysis.
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Table 6.4. Impact of Right-To-Work on Proportional
Employment Change

Decade
1950-60 1960-70 1970-80
Sector Region B t-value B t-value B t-value

Concentrated Nonmet —.0786 —1.00 00161 022 317 2.38*
Midwest —.256 —1.23 —.000202 -.0C2 .308 1.31
South —.0354 —.387 .209 1.51 479 1.75*

Competitive Nonmet .0420 1.60 -.0324 —1.11 0302  .872
Midwest —.00231 —.064 —.200  —5.33* —.0616 —1.20
South .0363 .886 —.146  —2.55* .0461 .620

*denotes significance at p < .10

The B sigmfies an unstandardized regression coefficient. In this case the value of 8
represents the average (or mean) difference in proportional employment change
between wounties in states with RTW coinpared with counties innon RTW states If B
15 positive, RTW counties had a higher rate of employment change over the decade.
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Chapter 7
Retirees as a Growth Industry

GENE F. SUMMERS and THOMAS A. HIRSCHL

Retirees with their pensions and investment incomes represent a major
source of dollars flowing into 2 community, and are therefore an economic asset
for community economic development. Pensions and Social Secunty payments
were the leading source of income growth between 1968 and 1975 for more than
1,000 counties. At least half of all retirees have additional income from
property, investments, and other nonwage sources, adding to the economic
impact on their communities. The growth in transfer payments has not peaked
and may not until the next century as the “graying™ of America continues. The
elderly, with their nonwage incomes, are indeed a growth industry meaningful
to rural development.

As life expectancy increases, more people live to retirement age. Moreover,
those who reach retirement are living to enjoy more years of leisure, financed
by passive income (pensions, Social Security, and property incomes). The
major growth years in the elderly population have not arrived. The post-World
War II baby boom will lead to a growing percentage of elderly, who will reach
age 65 between 2010 and 2030.

In 1960, fewer than one in 10 Americans was over 65. This ratio gradually
increased to just over one in nine in 1980, and will continue to rise to about one
in seven in 2010. The number of Americans over age 65 will increase by 64
percent between 2010 and 2030 and will account for one-fifth of the population
at .ie end of that 20-year period (Summers and Hirschl 1985).

Passive Income

Passive income (pensions, investments, and government transfers) made up
33 percent of personal income in 1982, up from 20 percent 1n 1960 (Table 7.1).
Thus, passive income represents a substantial and increasing percentage of total
demand for consumer goods and services.

The rise in passive income is a legacy of two separate forces. First, Social
Security, which was established by the federal government duning the 1930s,
expanded during the 1960s and 1970s. This expansion represents mcreased
commitment by government to social welfare. Most transfer dollars are paid
through Social Security and related retirement programs.

Second, widespread prosperity has enabled people to invest 4 share of their
total income. Interest from bank deposits is the main component of the increase
in investment income. Between 1960 and 1981, interest from bank deposits rose
from 6.2 to 13.6 percent of personal income.




Q

ERIC

Aruitoxt provided by Eic:

50 COMMUNITY ECONOMIC VITALITY

Communities where transfer payments are a large share of personal income
are not necessanly ** welfare havens. ™ Public assistance payments amount to no
more than 2 percent of personal income in any regiun of the United States
Retirement and related programs make up two-thirds of the transfer payments
Half of all cash transfer pay ments in 1977 were made through general retirement
programs, namely Social Secunty and Medicare. Specific employee retirement
programs contributed another one-sixth.

The difference in dollar volume between retirement and public assistance
programs 15 not their only distinguishing factor. Public assistance is an income
maintenance instrument and payments are minimal, on the assumption that
interruptions 1n income earniag are temporary. Consequently, public assistance
payments are not potential development instruments. By contrast, transfer
payments from uneamed incume usually involve larger per capita payments,
the payments are not temporary, and often recipicnts also have property
income. Since these transfer payments make up a substantial proportion of total
personal income, retirement income constitutes a good base for economic
development.

Retirement Income

Retirement income can lead to job growth in the same way that industrial
payrolls generate jobs. Retirees spend their pensions in the local economy,
creating a demand for goods and services. Retirees with reasonable incomes
who live 1n rural areas can strengthen local economies by improving the
demandsupply ratio for goods and services. When the demand/supply ratio
becomes mor. favorable for investment and employment, capital and labor
often follow, simulating economic growth and attracting people to the area
People follow jobs. The reverse is also true and often overlooked, jobs follow
people, especially people with money.

Several studies have documented that growth in retirement income creates
jobs in rural communities.

University of Missouri economist Floyd Harmston found that every $1.00
spent locally by retirees in Vandalia, Missouri generated an additiona! $1 22 of
local income and business revenue, meaning that retirement cash transfers had 2
multiplier effect of 2.22. In acentral Oklahoma community, the elderly, with an
aggregate income of $5 millivn, created almost an equivalent amount through
the multiplier effect, according to economists Gerald Doeksen and Vandessa
Lenard.

In Kentucky, Eldon Smith estimated that one new job results from each
$4,425 of transfer income. Almost $4,000 of Social Security payments is
sufficient to create a job in the local economy, accordiug to our regression
analysis of 170 rural U.S. counties. This amount sharply contrasts with the need
for $91,743 1n manufacturing payroll ur $64,516 in agricultural sales to produce
one job.
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Why are retirement incomes more effective and efficient in creating jobs
than traditional industries? The effect of retirement incomes may be somewhat
overstated because we and Smith assumed that all income came from pensions.
We know retirees have incomes other than pensions, and by leaving that other
income out of the analysis we attributed all the effect of their total spending to
their transfer income. But even if we accept that amount as half their income
and therefore double the dollars needed from transfer income to create one Job,
the effect is still impressively greater than the effect of traditional industry
payrolls and sales. So the question remains, why?

Less leakage is the answer: the elderly spend more of their income in the
local economy and less of their income is taxed because of a vanety of tax
breaks. For example, the elderly receive a double personal exemption on their
federal income tax. Thus, an important leakage from the local economy 1s
prevented through reduced federal and state taxes.

Ways to Capture Elderly Spending

The- are at least fo.r ways that nonwage retirement income can benefit a
local economy. It can (1) directly increase the demand for goods and services 1n
local markets; (2) be used directly as a source of investment funds for local
enterprises; (3) constitute a growing market for eaportable goods and services,
and (4) be an enormous capital pool that can provide development funds for
local projects.

Local Consumer Spending

More purchases by the elderly can be captured in the local economy If the
community caters to their needs. Retired people need housing, health services,
retail stores, personal services, and banking. Studies of consumer spending
show convincingly that elderly people spend more of their income on these
items than others do. The elderly are more inclined to make their purchases in
the local market when the goods and services are available.

The question of how to capture these dollars is a standard market analysis
problem What goods, services, and investments are purchased by the elderly?
Where do they purchase them currently? Are their unmet needs sufficient to
encourage commercial investment?

Many communities meet the needs of the elderly and stimulate new jobs with
a variety of creative marketing efforts. Home delivery of all sorts of services 1s
one innovation (or rediscovery of discarded marketing techmques). For exam-
ple, retirees in many communities can now obtain laundry pickup and delivery,
home delivery of groceries, hot meals, hairdressing, barbering, housecleaning,
reading of newspapers, magazines, and books, and other personal services.

Home delivered health services are also available. The visiting nurse pro-
gram has been successful. There 15 cpportunity for expansion, home delivery of

Jﬂalth'services is not just for older people on welfare. Many retirees are
F mc‘mcnally able to pay for such services.

g
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Mass communication van enhance retail shopping by the elderly who have
transportation problems. For example, in Sauk City-Prairie du Sac, Wisconsin,
listeners use a local radio show to telephone in offers of goods and services or to
solicit them. Participants include many elderly people, local merchants, and
other community residents.

Housing developments for the clderly can be much more than the traditional

‘ld folks home. ™ Many communities have condominium complexes offering
most essential basic services. In such a retiree development in Cape Girardeau,
Missouri, one roof covers the condo apartments, grocery, barber’beauty shop,
flonst card sundry shop, pharmacy, afeteria, chapel, hospital wing, recreation
faultties, and a management office providing assistance with a wide range of
personal needs. It is a small, practically self-containcd community.

Local Capital Funds

In 1980, the Amencan Association of Retired Persons (AARP) created the
AARP Money Market Trust as a service to its members. Two years later, the
trust was the fourth largest of its kind 1n the United States, with assets of $4.1
billion. There were 650,000 investors with an average holding of more than
$6,300. These investment dollars are siphoned out of local economies. Very
little of this capital flows back into local economies, when it does, the cost of
borrowing has risen by several percentage points.

Capital shortages and insufficient capital formation are myths. The problem
15 the distnbution of capital among geographic arcas and sectors of the ccon
omy. Inureased availability of capital for local enterprise development requires
banking and tax policies that will make local capital funds competitive. Some of
these necessary modifications arc already under way.

Community econowe developers can alert local investors to the benefits of
local capital funds for use in their own community. The local banker and
savings and luoan manager should be early cunverts. Local entrepreneurs need to
believe their enterprise 1s a worthy investment and be prepored to demonstrate
the soundness through their enthusiasm. Hence, the road to capuwri..; the
elderly’s investment money by forming local capital funds could lead to
business expansion and new business formation.

Markets Oriented to the Elderly

Reurees arc a strong consumer market. Economic development planners
should think beyond transfer payments and pruperty incomes received by local
restdents. This income, viewed collectively and across many communities, has
real potential for local enterprise.

There may be too few elderly consumers in a single community to support an
enterprise onented to the local market. But, 4 local enterprise could “cxport”
its product to the larger regional ot even national market of retirces. Many of the
goods and services used by retirees vnginate from regional centers, which need
nvi be large cities. There 15 no reasun why a nationally circulated magazine for
the elderly must be published and produced in New York. It could be done just
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Table 7.1. Personal Income by Source, 1960-82

1960 1970 1980 1982
Income % of Income % of Income % of Income % of
Income Source (in billions) total (in billions) ({ctal (in billions) total (in billiens) tetal
Wage and Salary 272 67.7 549 67.7 1,357 62.7 1,568 60.8
Proprietors’ income®
(farm and
nonfarm) 47 11.7 66 8.1 il6 5.4 109 4.2
Investment income
(rents, dividends,
interest) 52 12.9 111 13.9 352 18.3 482 18.7
Transfer payments 29 7.2 80 9.9 298 13.8 375 14,5
Total® 402 811 2,165 2,579

*Included in farm proprietors’ income are payments to farmers under several government agricultural payment
programs. These programs are not classified under transfer payments by the Bureau of Economic Analyss,
and are considered part of gross farm income.

*Not all categories of income are included, so the columns do not sum to the total. Not included are other labor
income and social insurance contributions.

SOURCE: Bureau of Economic Analysis 1960-1982.
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as well in Baraboo, Wiscunsin. This argument 1s true fur many of the gouds and
services destined for the elderly market.

Pension Fund Use for Local Projects

Pension funds are gigantic capital sources. Even though the fund offices may
be in New York, Pittsburgh, Houston, or Detroit, their managers may be
mterested in develupment projects in Potusi, Rhinelander, Coundil Bluffs, or
Builings. In the past, fund managers may have been reluctaat tu consider small
scale community ecconomie develupment projects. But, they now recognize the
people, political puwer, and econumic activitics, and encouragement of self
help.

The Wisconsin legislature recently passed a bill requiring the State Employ-
ees Retirement Fund to dedicate 10 pereent of its ivestments annually to
cconumic development within the state. The bill was vetoed for reasons
unrelated to ity merit, but the idea 15 sound and likely tu reappear there and in
other states.

The Community Mortgage Trust was recently formed in St. Louis as a joint
venture of the Homebuilders Associadon and the Mercantile Trust, bringing
together pension fund ufficials and hume mortgage lenders. This is “the first
time there has been a coneerted effort o bring varivus lenders tugether with
varivus pension funds and to try to muix and match their needs,™ says Beth Van
Houten of the Federal Natwnal Mortgage Assuciation (AARP News Bulletin
1983).

Conclusion

We must think giobally and act locally to capture more of the nonwage
income of the elderly and urgamize this capital for community econuaiic
develupment. National and regional trends in the size and structure of transfer
payments and property incomes must be studied to identify potential markets
and capital sources. There are unanswered Yuestions requiring more study tu
determine huw demugraphic changes reshape communities. For example, we
du not know what effects a large retiree pupulation may have on local public
investment deuisions. Similacly, we cannot say whether the presence of retirees
willing tu perform volunteer and part time work restricts local labor market
opportunities for younger people.

However, cash transfer payments, property inwume, and uther uncamed
income of retired Amencans can be a significant factor in a comprehensive
strategy for community economic development.
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Chapter 8
The Impact of Retiree Income
on Community Wage Rates

THOMAS A. HIRSCHL

A major change in American society is the aging of s pupulation. The
percentage of Americans age 65 and uver has been steadily increasing for the
past three decades, and will continue tv increase. This demographic shaft has
consequences for industry and the organization of worh (Feldstein 1974). One 1s
the effect of a growing elderly consumer marhet un wage rates, natnally as
well as locally. Many retirees have income from Soual Security, prvate
pensiont, and other investments. When retirees spend income from these
sources in the local commiunity, luca’ markets are affected to sunie degree (see
Cliapter 6). This chapter analy zes une of these effects, that of reurement income
on local wage rates.

Aging and Wage Rates

There are several competing views of the relativnship between local wage
rates and growing numbers of elderly with retirement income sources. Sume
predict wages will go up, others predict wapes will go down. Figure 8.1
identifies four such predictivns about the impu. of reurement income on local
wages.

Two arguments can be made that wages will decline as the result of an
increase in local elderly with pensions and retirement transfers (see Figure 8.1).
First, it is possible that goods and services demanded by retirees are in
industries that pay low wages, such as retail trade. An employment increase in
low wage industries due to an increase in elderly demand would then decrease
wages overall by lowering the mean wage. An assumpuion of this argument 1s
that wage structure, by industry and occupation, stays constant as lucal indus-
tries expand differentially. Thus, observed change in the vverall wage rawe 1s
due to an expansion of employment in low wage industrics.

Second, a growth in the percentage of retirees could increase the relauve
level of volunteerism in the local ecunumy, thereby depressing the demand fur
paid labor; one example could be servive yubs in the public sector. Demand for
labor would decline as employers substituted volunteet labor for pard worhers.
One assumption kere is that the elderly have sume propensity to solunteer.
Emopirical support of this assumption can be found in a recent natonal study of
commumt) volunteers in Cooperative Extension Programs (Steele 1985). Ot

.9 million volunteers, 12 percent were age 65 or older, which 1s nearly the
l: lCercentage of elderly in the towal U.S. population.
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An opposing set of arguments is also reasonable (see Figure 8.1, part B). Itis
also possible that an increase 1n elderly demand would raise wage rates if the
elderly created a greater demand for products from high wage industnies. For
example, an increase 1n elderly derand might be associated with increased
employment in high paying occupations of the health care industry.

Another reason that an increase in eluerly demand would raise wages is
contingent on the local demand for labor. Wages would rise if increased elderly
demand for goods and services translated into greater overall labor demand.
Assuming no increase in the labor supply curve, this would cause wage rates to
rise irrespective of the industry where new jobs are added.

Community Processes and Wage Rates

Two community processes govern the impact of elderly demand on local
wage rates. The first is changes in community export base. According to export
base theory, the community economy may be divided into two sectors. The
export sector pruduces goods and services for nunlocal markets while the local
sector provides goods and services for community residents. However, govern-
ment reirement transfers, investment income from rents, dividends, and inter
est van be considered exports since they are an external flow of cash intu the
loval economy (McNulty 1977). In the analysis reported here, all these sources
of external income are treated as elements of the export base.

In our study the local sector consists of the following industries. health and
hospital, recreation and entertainment, financial, food and dairy stores, and
utilities. The level of employment in the local sector is determined by the
volume of exports. A positive change in export activity results in a positive
change 1n local industry activity (Tiebout 1962). Traditionally, the export sector
has been viewed as consisting of agriculture, mining, and manufacturing
activities.

The second community process is change in ovcupation mix. A recent study
by Bloomguist and Summers (1982) indicates that change 1in occupation mix
can raise or lower family income, depending on the type of change. Three
categories of occupation mux are in the model. lower, middle, and upper.

Local wage rates will change as a result of changes in the export mix,
changes in local (nonexport) industry mix, and changes in occupation mix. This
causal system is illustrated by Figure 8.2. Local, as well as export industries,
can have a causal impact on the local wage rate directly or indirectly by
changing the community occupation mix. Generally, a change in a commu-
nity’s industrial mix will also bring abuut change in its occupation mix.

Sources of Data

The model shown in Figure 8.2 15 estimated with a 10 percent sample of
nonmetropolitan counties. This 10 percent sample 15 the same une used in
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Chapter 6, where data are from secondary sources. Measurement years for the
variables are 1960, 1970, and 1980, and the model is estimated separately for the
decades 1960 to 1970 and 1970 to 1980.

The export sectors and local sectors are change scores measured across two
decades (see Figure 8.2). Agriculture and mining are measured with employ-
ment data from the Census of “opulation. Manufacturing payroll 1s denived
from wages and salaries paid to employees and was reported in the Census of
Manufactures. Government retirement transfers and investment Income are
from the Bureau of Economic Analysis Personal Income series. The local
sectors are all derived from an employment series from the Census of
Population.

The occupation mix variable is derived from the 11 major occupation
categories in the Census of Population. Percent low level occupation 1s the
percentage of farm workers, nonfarm laborers, and private household workers.
Percent middle level occupation is the percentage of clerical workers, craft and
kindred workers, and operatives. Percent upper level occupation 1s the percent
of professional and technical workers and managers and administrators. Percent
change in occupation mix is the percentage of a given occupational level at the
end of the decade minus the percentage at the beginning of the decade. Thus, a
county with a negative score for low level occupation had a higher percentage of
low fevel occupations at the beginning of the decade +han at the end of the
decade. We =xpect wages would rise in stch a county.

Wage rate is measured by dividing total wages and salaries earned by county
residents into the number of county residents in the workforce. Wage and salary
data are from the Bureau of Economic Analysis and the workforce vanable 1s
from the Census of Population. This measure of change in wages is biased by
two considerations.

First, this measure does not account for multiple Jjob holders. If a county
resident holds more than one job, the Bureau of the Census will only count that
resident’s primary or self reported job. Earnings from the nonreported yob will
bias the wage rate upward.

Second, this measure of wage rate does not account for part time and
seasonal workers. If a particalar county has a large number of part time
workers, the wage rate will be biased downward because annual wages of part
time workers are generally lower than those of full time workers. But part time
and full time hourly wages may not be different.

Adjusting the gross wage rate to account for these two sources of bias 1s a
major obstacle A satisfactory method could not be achieved within the present
research design. Future research may have to rely on individual level data
sources.

Results

The impact of export industry mix, local (nonexport) industry mix, and
accupation mix on change in local wage rate was estimated with ordinary least
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squares, and the specific results are available from the author. Estimations were
made for three sets of structural equations across the 1960s and 1970s Only the
net impact of this systern of equations un the local wagerateis reported here (see
Table 8.1).

Before discussing the estimation results depicted in Table 8.1, it is important
10 note that there 15 an important difference in how wages were changing during
the 1960s compared to the 1970s. Between 1960 and 1970, the average county
wage rate increased by an average of $1,151, but decreased by $516 between
1970 and 1980 (adjusted to real 1967 dollars). Thus, the overall direction of
change was different for the two decades. This difference in direction of change
indicates that there are structural economic differences between the two
decades.

The estimation results reported in Table 8.1 are in terms of net effects. A
variable can affect changes in wage rate directly, or indirectly by affecting an
intermedrate variableis), which directly affects change in wage rate (see Figure
8.2). Because reporting all the indirect and direct effects in the system of
equations would be cornplex, only the net effects for each variable are reported
to permit clear interpretation.

The net effect of government retirement transfers on change in community
wage rate was positive during the 1960s and negative during the 1970s During
the 1960s, there were positive direct and indirect effects of retirement transfers
on wages. These effects reversed during the 1970s, when both the direct and
indirect effects of retirement transfers. turned negative. This reversal indicates
that the effects of reurement transfers on wages are not stable across time and
the < her factors are associated with retirement transfers.

One of these factors is investment income. Because retirees often receive
income from government retirement transfers and investments, these two
vanables are highly correlated (r = .9). Due to the strength of this correlation, it
15 not statistically possible to identify the effects of investment income Sepa-
rately from transfer income. These two variables have common effects on
wages, and without individual level data it is not possible to measure their
effects separately.

Investment income had a positive effec. on change in wage rates across the
1960s and 1970s. Whether this positive effect is due to investment income
owned by retirees or nonretirecs is not possible to discern with available data It
is therefore not possible to rule out the possibility that a growing level ot
retirement income raises local wages.

Growth 1n county employment in agriculture related industries had a nega-
tive effect on change in local wages across both the 1960s and 1970s. This
finding 15 consistent with the fact that agricultural wages, especially the wages
of farm workers, are lower than wages in other industries. A county with a
growth in agricultural employment should have lower wages.

Three vanables had positive effects on wage rate during the 1960s, and a
negative effect or no effect during the 1570s. Counties that gained in mining
employment, food store empluyment, and recreation and entertainment em-
ployment expenenced greater than average growth in wage raies during the

Lag B4

i 4




E

Retirement Transfers/Local Wage Rates 59

1950s. But growth in these three did not produce the same results dunng the
1970s In fact, counties that gained food store employment duning the 1970s
experienced wage dr ‘ines. One possible explanation for this pattern 1s that
these industries have different effects in different contexts. During a peniod of
overall wage increases, growth in these three industries raises wages. But this
appears not to be the case during a period v. overall wage decline.

Upper level occupations had a negative effect on wage rate dunng the 1960s,
but no effect during the 1970s. The negative effect of upper level occupations s
counter intuitive. One possible explanation is that gains 1n upper level occupa-
tions lessened the quite substantial positive impact of middle level vccupations
on wage rates. A county that gained in upper level ovcupations might have done
so at the expense of gains in m*ddle level occupations, while the percentage of
low level occupations stayed constant, or ever increased.

The impact of middle level occupativns on wage rates was positive 1n both
the 1960s and 1970s, and statistically powerful. An increase in a county’s
middle level occupation mix is strongly associated with rising wages. This
relationship appears to be invariant with respect to the differing economic
conditions of the 1960s and 1970s.

Conclusion

The relationship between retirement income and wage rates appears to be
complex and changing over time. During the 1960s, government retirement
transfers affected wage rates positively. There is some indication that this
relationship became negative during the 19705, but because retirement transfers
are highly associated with investment income, it is not possible to staustically
confirm this finding. This finding may indicate that increased government
retirement income alone does not have a positive effect on wages. Wage rate
increases may occur only when increases in government retirement ijncome are
accompanied by an increase in investment income. In uther words, the presence
of economically better off retirees tends to raise local wages.

An important question for further research is how different economic classes
of elderly affect a local economy. It may be entirely unwarranted to view
growing I~zal numbers of elderly as a panacea for development. The response
of local markets to the presence of elderly may depend heavily on the economic
well-being of the elderly themselves.

A. Why Wage Rates Will Decline
I. Retirees demand goods and services in low wage industries.
2. Increased volunteerism among retirees.

B. Why Wage Rates Will Rise
I. Retirees demand goods and services in high wage industries.
2. Added retiree demand causes total employment to rise.
Q
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Figure 8.1. Hypothetical Impact of Retirement
Income on Wage Rates

Export Industry Mix
Local Industry Mix
Occupation Mix
Wage Rate

Export Industries: Government retirement income, investment income, man-
ufactuning employment, agricultural employment, and mining employment
Local Industries: Health and hospiwai employment, recreation and entertain-
ment employment, financial employment, food and dairy store employment,
and utility employment.

Occupation Mix:

Upper level: Professional, technical, managers, and administrators.

Middle level: Clerical, craft and kindred, and operatives.

Low level: Farm workers, nonfarm laborers, and private household workers

Table 8.1. Net Effects of Industry and Occupation
Variables on Local Wage Rates, 1960-1980°

Decade
Variable 1960-70 1970-80

Retirement transfers

Investment income

Agriculture employment

Mining employment

Food store employment

Recreation and entertainment employment
Upper luvel occupations

Middle level occupations

I+ 4+ 1+ +
+ool ol + I

-+

*A plus sign indicates a positive net effect, a minus sign indicates a negative net
effect, and a zero indicates no net effect. Net effects were computed from
estimations of a fully recursive system of equations illustrated by Figure 8 2
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Chapter 9
Change and Persistence
in Poverty Rates

LEONARD E. BLOOMQUIST

When poverty rates were first measured in the early 1960s, two patterns were
evident- Poverty rates were higher in nonmetropolitan communities than metro-
politan communities and higher in southern cummunities than nonsouthern
communities While these patterns in community poverty rates have persisted
to some degree, by 1980 there had been a striking convergence between the
poverty rates > metropolitan and nonmetropolitan communities and between
southern and nonsouthern communities.

Much of the convergence that has occurred can be attributed to economic
development of nonmetropolitan communities, and of southern non-
metropolitan communities in particular. Industrialization of nunmetropolitan
America has been widespread (Summers et al. 1976) and employment 1n ae
service sector has steadily expanded (Haren and Holling 1979). Conversety,
agricultural employment has declined precipitously (Fite 1981). These trends
have been especially pronounced among svuthern nonmetropolitan commu-
nities (Haren and Holling 1979; Bluestone 1982).

The economic development of nonmetropolitan communities has been
highly uneven, however. Many nonmetropolitan communities have been I ft
behind” by the develcpment that has occurred in most of nonmetropolitan
America (Whiting 1974). This unevenness in development experiences 1s
characteristic of the nation as a who.: as well as of particular regions. For
example, while ¢ ;e nonmetropolitan South experienced the greatest reduction
in poverty rates in the postwar period, .nust of the metropolitan counties that
have h~d persistently high fove.., rates throughout this period are southern
counties (Hoppe 1985). A key to persistence in high poverty rates seems to be a
contirued dependence on agriculture as a svurce of local employment (Hoppe
1985) There also are indications that certain hinds of nonagricultural employ-
ment are more strongly related to high puverty rates than others, in particular,
labor intensive manufacturing and personal service industries {Seninger and
Smeeding 1981; Morissey 1985). In addition, poverty rates vary by charac-
teristics of the local labor force. Namely, the labur force participation rates of
male and female residents and their education levels influence the level of
poverty in a community, as does the proportion of nonwhites and clderly
(Seninger and Smeeding 1981).

This chapier reports the f1dings from a study designed to analyze how
poverty races of nonmetropolitan communities are related to industrial, labor
force, and demographic characteristics. The focus of the analysis 15 twofold: an

l:IKTCLamination of ho these relationships have changed over time and com-
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62 COMMUNITY ECONOMIC VITALITY

pansons made across regivns, with emphasis placed on southern versus non-
southern communities.

The analysis will show that the convergence over time in the poverty rates of
southern and nonsouthern cummunities has been largely due to the dispropor-
tionate drop in southern residents’ e:nployment in agriculture and related
industnies and the relative improvement of their education levels. However, the
persistence of higher poverty rates among suuthern communities is the result of
regional contrasts in the relationships between poverty rates and non-
agncultural employment and men’s labur force pasticipation (plus the continued
concentration of rural nonwhites in the nonmetropolitan South).

Sources of Data and Variables

The data to be used 1n this analysis -7« from a 10-percent random sample of
counties 1n the United States with nons ietropolitan status in 1950, stratified by
major census regions (n = 275). By 1980, 45 counties had been designated as
metropolitan. Thus, the sample captures some of the metropolitanization that
has occurred 1n much of nonmetropolitan America. \...ables are drawn from
the 1960, 1970, and 1980 Census of Population and Housing.

Poverty rate 1s measured as the proportion uf families with incomes below
the official poverty line in a given year. It is taken directly from Census
publications and controls for family size.

Industry characteristics are measured as te proportic  of a county’s civilian
labor force employed 1n three different types of industry. (1) extractive (agri-
culture, forestry and fishing, and mining), (2) nondurable manufacturing, and
(3) durable manufacturing uncluding construciion). Morissey (1985) found that
nonmetropolitan counties with high poverty rates have a disproportionately
high share of the first two types of industry and a low share of the third type
Consequently, the proportion employed in the first two types of industry should
be positively related to community poverty rates while the third should prove
inve.sely related.

Labor force charactenstius refer to men's and women’s labor force participa-
uon rates (that 1s, the proportion of cach over 16 who are in the civilian labor
force) plus the median years of education of residents 25 y< ars and over. All
three variables are expected to be inversely related to poverty rates.

Two demographic charactenstics are included in the analysis. the pruportion
of community populatiun whu are nunwhite and the proportion of the popula
tion that 1s 65 or vlder. Buth vanables are expected to be positively related to
community poverty rates.

Changes in Community Characteristics

Before examining changes in the relationships b tween poverty rates and
other community characteristics, it is informative  look at how the charac-

"o

{9

wmdle s poee nd laantes Medeoar ate i




Noon atemmes 2 s oo W el et G a T el R WL, MR ST S B et AAseas BT AL T TSTAN T I A L TS Ut e

MRl

Poverty Rates 63

teristics have changed since 1960. Table 9.1 presents the means of poverty rates
and other community characteristics by region and year. Turming first to average
poverty rates by region, the 1980 poverty rates in both southern and non-
southern communities were, on average, half of what they were in 1960.
Moreover, the difference between the 1980 poverty rates of southern and
nonsouthern communities is much smaller than the 1960 difference, although
the former is statistically significant. Differences between means listed in this
and subsequent tables were evaluated for statistical significance with pro-
cedures outlined by Hays (1973). The procedures use a t-test uf a dufference, and
incorporate information about the cell size and variance of each sample mean.

By contrast, the regional difference in the percentage employed in extractive
industries increased between 1960 and 1980. While the 1980 percentages are
lower in both regions, the decline in extractive employment was more pro-
nounced among southern communities than among nunsvuthern communities.
Indeed, the perceni2ge employed in extractive industries in suathern cornmu-
nities declined by almost two-thirds between 1960 and 1980, compared tc a
decline of just over one-third among nonsvuthern communities. As a result, 1n
1980 the percentage employed in extractive industries in suuthern communities
is about one-half the proportion of nunsuuthern communities, whereds 1n 1960
they were roughly equal. This reflects the massive exudus uf southerners from
agriculture and other extractive industries in recent decades (Fite 1981).

The trends in the proportions employed in durable and nondurable manufac-
turing suggest that rural industrialization was mainly a phenumenon of the
1960s. Southern and nonsouthern communities experienced parallel trends 1n
the proportions employed in durable manufacturing, with there being a shight
increase between 1960 and 1970 but little change during the 1970s. Moreover,
while southern communities have a higher percentage employed in durable
manufacturing than nonsouthern communities, the regional difference 1s not
significant 1 any of the three years. There is a regional difference in the trends
for the percentage employed in nondurable manufacturing. Nonsouthern com-
munities experienced a steady declin. ..i the relative importance of nondurable
manufacturing, while southern communities had a shott lived incredse between
1960 and 1970, followed by a decline in 1980 back to the 1960 level. To the
extent, therefore, that rural industrialization during the 1960s involved labor
intensive industries, it was more likely to occur in the South. This can be
interpreted as support for Hansen’s (1979) argument that much of the rural
industrialization that occurred in the South invulved industries 1n search of
cheap labor.

With regard to labor force participation rates, southern and nonsouthern
communities have been strikingly similar in the trends of buth men's and
women’s participation rates as well as in the levels of their participation.
Approximately 70 percent of men in nunmetrupolitan communities 1n both
regions were participating in the labor force throughuut the penud. Women's
participaticn in the labor force increased substantially, however. Their pai-

ticipation rates increased from Jess than 30 percent m 1960 tu well over 40
)

F T Crcent by 1980. Although changes in wumen's labur force participation raes
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signal a profound change in women’s economic roles in nonmetropolitan
communities (Brown and O'Leary 1979), the fact that changes are practically
dentical 1n southem and nonsouthern communities implies that the con-
vergence of regional poverty rates is not due to greater participation of southern
women in their local labor force.

The conveigence of poverty rates mdy be partially due to the greater increase
of southemers' education levels, however. While education levels increased in
both regions between 1960 and 1980, the increase was greater among southern
communities. Consequently, the regional difference in median years of educa-
tion declined from 1.31 years ia 1960 to only .83 years in 1980.

The major implication of the demographic characteristics is that *he per-
sistence of a regional difference in poverty rates can be partially explained by
the continued concentration of nunwhites in southern nonmetropolitan commu
nities. Although there has been a slight convergence in the proportion of
nonwhites 1n a2 community, the 1980 average proportion 1n southern commu-
nrtes 1s stll more than three imes the average in nonsouthern communities.
Finally, both ~gions experienced gradual increases in the proportion of elderly
residents 1n their nonmetropolitan communities, and practically at the same
level. The last finding is somewhat surprising, since there has been much
discussion 1n the media abuut the migration of the elderly to southern retirement
communities (Voss and Fuguitt 1979).

While 1t 15 informative tu examine trends in community characteristics, it
also 15 1mportant to investigate the relationships between poverty rates and
cummunity charactenistics. Emphuasis is on how these relationships compare
across regions and the extent to which they have changed over time. The
analysis 1s organized by the relationship of poverty rates to industry charac-
tenistics and labor force characteristics. Analysis of the relationships between
poverty rates and demographic characteristics failed io find any significant
contrasts either across region or between years, and thus will not be reported
here.

Industry Characteristics and Poverty

Historically, community poverty rates have becn strongly related to the
proportion of residents empluyed in agriculture and other extractive industries
There are two characteristics of agricultural production that seem to have
accounted for this zelationship. (1) the seasonal demand for labor (Whether it
was the labor of farmers themselves or of hired hands) and (2) the limited skills
required of farm laborers, who therefore had limited bargaining power for
demanding higher zamings.

Changes 1n th+. organization of agricultural production since World War 11
have eroded the sigmificance of both characteristics. The increased capital
intensity of agncultural production has diminished the demand for agricultural
labor on most farms. Moreover, the sharp increase in off farm work among farm
tamilies has enabled them to add cunsiderably to their farm income. In fact, by
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the late 1970s, average off farm income exceeded farm income among Amern-
can farmers (see Fite 1981) for a more detailed discussion uf these changes from
a historical perspective). An implication of these findings 15 that by 1980
dependence on extractive employment should not be as stronsty related io
poverty rates among nonmetropolitan communities as was true i the eatly
postwar period.

As noted above, previous research has found that industries 1n the other
sectors have >ontrasting relationships with community poverty rates. Based un
Morissey’s (1985) research, one would expect the proportion employed in
durable manufacturing to be inversely related to community poverty rates,
while the proportion employed in nondurable manufacturing should be
positively related to poverty rates. The latter relationship should be especiaily
strong in the South, where nondurable manufacturers have a long history of
employing workers at low wages (Marshall 1967, Hansen 1979).

The data presented in Table 9.2 are organized to reflect these expectations
about the relationship between poverty rates and industry characteristics. In
addition to communities being classified by the percentage employed n differ-
ent types of industries, they are, in turn, cross classified by regon and year.
Thus, it is possible to analyze regional contrasts in the relationships as well as
the extent to which they have changed over time.

There is clear evidence of the relationship between dependence on extractive
employment and poverty rates weahening among suuthern commutaues. For
example, the average poverty rate for southern communities with less than 5
percent of their workforce employed in extractive industries 1n 1960 15 26.41
percent, compared to 51.75 percent in those with more than 25 pereent eatrac-
tiveemployment, By contrast, in 1970 the difference between the same industry
categories had declined to about 11 percent.

Actually, the mass exodus of southerners from empluyment 1n extractive
industries alluded to above creates a problem of statistical reliability, for there
are only scven southern communitics in the sample with uver 25 percent of their
residents employed in extractive industrics in 1970. Mureover, by 1980, there
areonly 3 communities in this category. However, the same pattern holds even if
the comparison is made between communities with less than 5 percent em-
ployed in extractive industries and those that had bztween 10 and 25 percent. For
this comparison, the difference declines from approximately 13 percent in 1960
to 10 percent in 1970, and to 4 percent in 1980. Clearly, then, dependence on
extractive employment has become less strongly related to poverty rates in
southern communities.

For nonsouthern communities, the picture is more complex. The difference
in the average poverty rates of the lowest and highest categories of extractive
employment declines from almost 11 percent in 1960 to unly 5 percent 1n 1970,
but then it increases to 6 percent in 1980. There is still some evidence of the
relationship weakening, as witncssed by the minimal differences among the
1980 poverty rates of communities in the first three vategories of extractive
employment. Nonetheless, it appears that communities with 4 relatively high

E T Cpcndence on extractive employment (that 1s, 25 percent ur more of their
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workforce employed in extractive industrics) remain distinctive in the high
incidence of poverty among their residents.

Turning to the relationship between poverty rates and employ ment in durable
manufacturing, there 15 an interesting regional contrast in the relationship.
Among southern communities, the basic pattern across the years studied
suggests that communities with a very small proporti n of their labor forces
employed 1n durable manufacturing (less than 10 percent) have lower poverty
rates than those that are more dependent on durable manufacturing. Again,
though, the cell sizes of the less than 10 percent category in 1970 and 1980 are
sufficiently small to warrant the exercise of caution in drawing a definite
conclusion.

The pattern aniong nonsvuthern communitics makes a sharp contrast with
the one just discussed. In these communities, the higher the proportion em-
ployed in durable manufacturing, the lower the poverty rates. Moreover, the
relationship seems to hold i the whole 1960 to 1980 perio2. The implication,
therefore, 15 that reliance un durable manufacturing employment does contrib
ute to reductions 1n puverty rates among nunsvuthern communities I southern
communities, however, the effect may be just the opposite.

A simular pattern holds for the relationship between a community’s depen-
dence on nondurable manufacturing and its incidence of poverty, although the
relationship is quite weak in both regions. In the South, it actually is a
curvilinear relationship in 1960 and 1970, in that communitics with between 5
and 15 percent of their labor foree empluyed in nondurable manufacturing
averaged higher poverty rates than thuse with either a lower or higher percent
age. By 1980, southern communities in the over 15 percent category had the
highest incidence of poverty, but again, the differences were not substantial.
Among nonsvuthern cummunitics, the pattern was essentially the same as for
durable manufacturing, buth in terms of the rank order of average poverty rates
and of the small diffcrences between the averages of different categories

Labor Force Characteristics and Poverty

The relationships between labor force characteristics and poverty rates are
more complex than the trends of individual characteristics suggest. As the
poverly rates presented 1n Table 9.3 indicate, there are important regional
contrasts as well as changes uver ime in these relativnships. For instance, male
labor force participation rate 1s more strongly related to poverty in southerr.
communities than i nunsouthern communities. This was especially true in
1960, when the average poverty rate of svuthern communities with 75 percent
or fewer of the adult males participating in the labor force was 46.28 percent, 17
percent higher than the average among thuse with higher participation rates, by
contrast, there was unly a 4 percent difference among nonsouthern commu-
nities. Even though the difference declined considerably for southern commu
nities by 1980, the 7 to 8 percent difference was still more than twice the
difference for nonsouthern communities.
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Clearly, then, men’s labor force participation is a more important determin-
antof community poverty rates in the nunmetropolitan Suuth than 1n other parts
of the country. This does not seem to be the case for women's labor force
participation, however. Women's participativn in the labur force contributes to
reductions in the poverty levels of both southern and nunsvuthern communities.
In cach year, the difference in average poverty rates among categones of female
labor force participation rate is roughly the same across regions. For example,
in 1960 the average poverty rate among southern communities with fewer than
30 percent of their adult females participating in the labor force was 45.35
percent, which was 7 percent more than among thuse with between 30 and 40
percent participating. The same difference holds fur this companson among
nonsouthern communities. Similarly, southern and nunsvuthern communities
with over 40 percent of their women in the labur force 1n 1980 both had poverty
rates about 4 percent lower than those with between 30 and 40 percent
participating.

There are some regional differences in the relationship between poverty
rates and educational level. It seems that, in 1960 and 1970, southern commu-
nities with very low education levels had a particularly high ncidence of
poverty. The 46.11 percent poverty rate for southern communities with a
median education of less than nine years in 1960 is 20 percent higher than the
aver. g¢ among communities with a median education between 9 and 11 years.
By contrast, the difference for nonsouthern communities is less than 11 percent.
Moreover, while the same difference had declined to 12 percent amuag southern
communities by 1970, it was only 6 percent among nunsvuthern communitics.

Itseems, however, that this regional contrast is not the same for higher levels
of education. For example, the poverty difference between the middle and
highest education levels in 1970 is approximately 5 percent for both southern
and nonsouthern communities. Unfc.tunately, the 1980 distribution among
nonsouthern communities is so highly skewed toward higher educauion levels
that it is no* possible to compare average poverty rates within different educa-
tion levels It is important to note, though, that the average poverty rate among
sowhers communities with the highest education levels is cluser to the average
for nonsouthern communities in this educational category than it s to the 9 to 11
years category among othicr southern communitics. Moreover, the 3 percent
regional difference is the smallest differcnce across region for the education
variable Taken together, these comparisons provide ample evidence that re-
gional convergence of educational levels has been o myjor reason for he
convergence of the poverty ratcs of southern and nonsvuthern communites.

Conclusion

Nonmetropolitan communities have experienced considerable economic
development since 1960. In many ways, this development has followed the
@ ' ssic model of economic development, particularly in the South. There has

|- R | C:na substantial weakening of nunmetropolitan communitics” dependence on
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agniculture, coupled with a significant increase in their residents’ education
levels. While these changes have ueeurred throughout nonmetropolitan Amer
1ca, their pace has been faster amung suuthcrn nonm -opolitan communities

Moreover, these changes have had a significant impact on the reduction of
poverty in the nonmetropolitan South.

There are, however, aspects of the develupment of southern nonmetropolitan
communities that have not conformed to the classic model of development
Specifically, development of a manufacturing base, whether durable or non-
durable manufactuning, has not contributed to lower poverty rates for southern
nonmetropolitan communitics. Indeed, in 1980. dependence on nondurable
manufacturing empluyment actually was associated with higher poverty rates in
southern communities, while employment in durable manufacturing was not
related. This 15 10 sharp contrast with nonmetropolitan commurities ouiside the
South, where rehiance un either type of manufacturing employment contributed
to lower poverty rates.

The fact that growth 1n manufacturing employment has not contributed to
lower poverty rates among svuthern nunmetropolitan communities implies that
many manufacturers have viewed the South as a source of cheap, largely
unskilled, labor, There has been some historical basis for the view of southem
fabor being relatively unskilled, as indicated by the lower education levels of
southern residents. The regional convergenee of education levels in recent years
suggests that the traditional view of southern labor needs to be revised
Furthermore, because the difference between the poverty rates of southern and
nonsouthern communities with high educ.tion levels was minimal in 1980. this
suggests that suuthern nunmetropulitan coramunities should emphasize raising
their residents’ education levels as part of their cconomic development efforts

The general policy implication of this study is that further progress in the
alleviation of southern fural puverty will require emphasis on enhancing the
human resources of the nonmetrupolitan South. Continued improvement of
southerners” education levels should therefore be a primary policy goal If this
policy 1s coupled with effurts to provide jobs suitable to higher education levels,
then 1t would be reasunable to expect further convergence between the poverty
rates of the nonmetropoliten South and the rest of nonmetropolitan America




Chapter 10
Employment Growth
and Income Inequality

LEONARD E. BLOOMQUIST and
GENE F SUMMERS

Rural development policies have encouraged the growth of manufacturing
employment in rural areas in order to improve the standard of living among
rural residents. There frequently is little concern for the type of industry in
which employment growth occurs. This is unfortunate, for although employ-
ment growth certainly is preferable to decline, there is considerable diversity

. among industries in the wages paid and the types of Jobs provided. The

significance of this diversity among industrics is that the well-being ot rural
residents can be differentially affected by enpluy ment growth in different types
of industry.

This chapter addresses the issuc of how the benefits of economic growth have
been distnbuted within nonmetropolitan communities 1n the United States. A
model of industrial structure is developed that accounts for the differential
effects of emplayment growth on the distribution of incone n nonmetropolitan
communitics. A key element of the model is the contrast in the kinds of
occupations in different types of industries. Specifically, growth 1n industries
with high proportions of sk ed manual and clencal occupations 1s most hikely
to result in a more equal distribution of income.

Occupations, Labor Markets,
and Income Inequality

Most people define their jobs according to vccupational ttles. One 1s
employed as cither a carpenter, a clerh, & manager, 4 farmer, or 1n some other
occupation While many people switch frum onc vceupation to another during
their careers, usually this is not the case. There are certain skills required to
perform occupational tasks that often are not immediately transferable to other
occupations. Occupations actually vary by the extent to wlich the skills
associated with them are transferable to other oceupations. Put 1n terms of
research on occupational mobility, some occupations are relatively “open™
while others are relatively “closed.” An open occupation implies that people
can “move™ into it from other occupations, or convensely, that they can move
out of the occupation into others. A closed vceupation would of course imply
the opposite Mobility research has found that Uerical vccupativns and skilled
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manual occupations of crafts and operative worhers are the most open by this
defimtion (Fetherman and Hauser 1978). The implication for employment
growth 1s that expansion of skilled manual and clerical occupations would seem
preferable, since « wider range of peuple should be able to move into these jobs
than 1f the growth 1nvolved expansion of more closed occupations.

Expanston of shilled manual and clerical occupations should also contribute
to a mure equal distnbution of income in a community. For not oniy are the
mobility patterns of these occupations more open, they have more equal
distnibutions of earnines than veeupational groups (Miller 1963). Therefore, as
the proportion of shilled manuals and clericals increases, the relative intragroup
equality 1n their eamings should contribute to greaicr equality in the overall
distribution of earnings.

Thus. 1f the concern 15 with providing employment growth that has the most
equitable impact un the distnibution of income, growth in industries with large
proportions of skilled manual and clerical uecupations would seem preferable.
An 1mportant question, then, is what types of industries are most likely to
employ shilled manual and clencal oecupations'. A model of industrial structure
that differentiates industries according tu their propensity to employ these
occupational grouns helps to answer this question.

Market Constraints and Occupational
Structures of Industries

Most studies that distinguish among different types of industries contrast
growth 1n manufactuning empluyment with growth in other types of employ-
ment. There 15 considerable diversity among manufacturing industries in the
types of jobs provided and wages paid. Inced, the similasity between the
oceupational structure and average earmngs of a manufacturing and a non-
manufacturing industry 1s uften greater than between two manufacturing indus-
tries. For example, the propurtiun of shilled wurkers and average earnings in the
automobile 1ndustry are more simular to the railroad industry (a service indus-
try) than to the teatile industry (another manufacturing industry). It would be
useful, therefore, tu develup a mudel of industrial structure that accounts for the
ditterenuial effects of empluynicnt growth on vecupational structure and income
distnbution of communitics that 15 more systematic than a simple contrast
between manufacturing and nonmanufacturing industries.

James O"Connor (1973) has pruposed a model of U.S. industrics that does
differentiate 1ndustrics 1n @ way more relevant to our concerns thun a contrast of
manufacturing 1ndustries with service and'or agricultural industries. Three
industnal secturs—monopoly (ur concentrated), competitive, and state—are
distinguished b, the nature of mark:t rc ations among firms in a partictlar
industry O’Coanor argues that a firm's relations with its competitors place
market constraints, or Jimits aud possibilitics, on firm behavior.

In the cuncentrated sector, an industry 's product market is organized around
the constraints of 4 few firms having vligupolistic power. Production within this
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sector is large scale and capital intensive. Profits and wages tend to be high. The
automotive industry is in this sector, as are the railroad and chemical industnes.
By contrast, industries in the competitive sector have a highly competitive
product market. Production is small scale and labor intensive with profits and
wages tending te ve “~w. Examples of competitive sector industries include
agriculture, textile manufacturing, and retail sales. Finally, the state sector 1s
constrained by the government function fulfilled by the product or service of an
industry. Production tends to be dependent on planning, research, and develop-
ment Profits and wages are fairly high, although usually not as high as in the
concentrated sector. acluded in the state sector are government agencies,
public utilities, schools, and the defense industry.

The different market “constraints placed on firms in the three industnal
sectors result in contrasting occupational structures among them. Concentrated
sector firins tend to employ a relatively high proportion of workers in sk:lied
manual and clerical occupations, due to the nature of production 1n concen-
trated industries Skilled manuals are prevalent because of the capital intensity
of production, which requires machine tending more than physical labor.
Similarly, concentrated sector firms are characterized by fairly large bureau-
cracics, resulting in a sizeable clerical staff.

' sharp contrast with the concentrated sector, the labor mtensity of produc-
tion within the competitive sector calls for large numbers of laborers and other
low skilled manuals (such as personal and service workers). Conversely, there 1s
little demand for skilled manuals or clericals (the latter due to te *“leanness " of
competitive firms' bureaucracies).

The market constraints of state sector firms and agencies also have important
consequences for occupational structure within this sector. The dependence on
planning, research, and development results in a large cleacal and managerial
staff, plus a disproportionate share of specially framed professionals. Skilled
manuals, on the other hand, constitute a very smal proportion of the state sector
workforce, since production is oriented more toward information processing
than producing material goods. The defense :ndustry is an important exception,
although even in this case the proportion of engineers, clericals, and others
employed in planning anA research and development tashs 1s greater than n
most goods producing industries.

Clearly, the three industrial sectors have contrasting occupational structures.
The contrasts can be traced to the different market constraints raced by finms
~rerating in each sector. Differences among the three industrial sectors occupa-

al structures lead to differential effects of employment growth on commu-
nity income distributions.

Differential Effects of Emplcyment Growth

In order to deronstrate the usefulness of O’Connor’s model of industrial
sectors, we es*imated the effects of growth in the three industnal sectors on
O ome distributions of nonmetropolitan communities. The National County
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Sample was used for the analysts, which 15 a representative sample of counties
in the United States with nunmetropolitan status in 1950. Since the concern is
with how ucnefits of economic growth are distributed, analysis is restricted to
those counties that expenenced employment growth between 1960 and 1970.
This restriction reduced the samgle trom its original size of 275 counties to 179

The focus is on the 1960s because this was the decade in which rure!
industnalization was most pronounced Summers et al. 1976). By 1970, 17 «f
the 179 counties had ach-eved metropolitan status. They are retained in the
analysis because the concern is with the effects of employment growth on the
income distributions of communities that began the period as nonmetropolitan
Only analyzing counties that remained nonmetropolitan would have biased the
analysis against those that experienced substantial growth.

Variables in the analysis are all derived from 1960 and 1970 Census of
Popwation data. The industry vanables are the changes in number of county
residents employed in each sector. The uccupation variables are measured 2s
changes 1n the percentage of the civilian labor force who work in either skilled
manual or clerical ucupations. Finally, changes in income dis..ibt tion are
measured as changes in the proportions of familics receiving incomes below the
mean and une half the mean, plus above twice the mean. These measures are
called the equal share, half share, and double share coefficients, respectively.
They are especially appropriate for assessing the differential effects of employ-
ment growth on community incorme dustributions, since they measure changes
1n the shares of income recetved by families at different points in the distribu-
tion (Bloomquist and Summers 1982).

Results of the analysis are reported in Figure 10.1. The direction of the
arrows 1ndicates that changes 1n incume distribution are dependent on changes
1n a community s> vecupational structure as well as on the amount of growth in
each uf the three secturs. Changes in the occugational structure are, in tumn,
specified as dependent un changes in the industry variables. The coefficients
hsted 1n the model indicate strength of each effect. The farther each coefficient
15 from zero, the stronger the effect (with a negative sign indicating that the
effect 1s an inverse, or negative, effect). Since income distribution variables are
measures Of In¢quality, an inverse effect means that the independent variable
contributes to greater equality.

The results demunstrate clearly that the offects of employment growth on
community mcome distnbutions Jdiffer considerably across industrial sectors
Moureuver, the key tv differential effects is the contrasts in the types of rccupa-
tiuns that the different industrial sectors employ. Growth in concentrated sector
empluyment contributes v an increased propurtion of skilled manual occupa-
tions 1n a community, which, in tum, contributes to lesser inequality in income
distnibution. By .untrast, growth in competitive sector employment contributes
indirectly to greater inequality through its effect of low ering the proportions of
both skilled manual and clerical occupavions. Finally, the effects of growth in
state sector employment un the uccupational structure scem to cancel each ther
out, co..rbuting to luwer proportions of skilled manuals but a higher ;zopc s

tion of clericals. (" r
(SR




Employment Growth and Income Inequality

Itis also important that an increase in the proportion of shilled manuals has a
greater effect on equalizing community income distributions than an increase 1n
the proportion of clericals does. The skilled manual occupation varnabie has
inverse effects on all three measures of inequality, while change in the percent-
age of clerical occupations only affects changes in the equal share and half share
coefficients. Furthermore, the effects of change in the percentage of skilled
manual occupations on the equal share and half share coefficients are stronger

than the effects of the clerical occupation variable.

Figure 10.1. Path Diagram of Proposed Model of
Effects of Changes in Industrial Sector

Employment on Measures of Income Distribution

for Counties with Crowth ip Total Empluyment
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Conclusions

Employment growth has differential effects on commuanity income distribu
tions, and these differential effects are largely due to ontrasts in the kind. «of
occupauons in the three industrial sectors. The implications of these findings is
that growth i concentrated sector employment is most beneficial for income
equality. Growth in this sector's employment has both direct and indirect effects
on equahizing the distribution of family incomes in nonmetropolitan
communities.

To the extent possible, therefore, economic development projects in non-
metropolitan commumities should try to attract concentrated sector firms The
opposite 1s true for competitive, sector firms, since growth in thei, employment
seems to contribute to greater inequality. The effect of growth in state sector
employment on community income distributions is neglizible, due to its
contradictory effects on occupational structures.

With regard to possible training programs, providicg teairuig that would
prepare residents for employment as skilled manuals would seemn to be the most
beneficial. Skilled n..nuals not only have the skill transferability referred to
above, but this analysis indicates a substantial equalizing effect on the distribu-
tion of income. This effect would be optimized if a training program were
implemented in conjunction with a project that increases voncentrated sector
employment. In that way, changes in the industrial and occupational structure
would complement each other.
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